Adjusting to the coronavirus effect
Extreme volatility, uncertainty and negative returns across numerous asset classes and geographies have quickly torpedoed our
relatively optimistic outlook for equity markets.
Catastrophic rises in unemployment have been accompanied by global falls in equity markets and bond markets in particular
high yield bonds, industrial commodities, oil and the listed property sector. Unlisted markets have no doubt fallen but the asset
values are less transparent.
Our previous view was that the global economy would accelerate into the back end of 2020 as Global PMI’s turned around, the
trade war had subsided and the peak of the Brexit uncertainty had passed. In the wake of the coronavirus pandemic, we have
had to re-think our base case strategy.
March quarter performance, like that of the market, was disappointing. Stock performance was largely dictated by macro
influences for which we were poorly positioned given our more optimistic expectations for the global economy (eg cyclical stocks
and those with exposure to discretionary spending). Consumer staples and sectors with defensive earnings fared best.
For the Australian equity market, the fall has been both large in magnitude and stunning in its speed. At its worst, the market
was down almost 40% from its previous highs. Only the global financial crisis (GFC) over a decade ago comes close to the
magnitude of the fall, but unlike the current sell off, during the GFC the market took more than 12 months to fall by just over
50%.
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Also, unlike the GFC, the coronavirus pandemic is not just a financial crisis – it is a health crisis which has already had far
reaching impacts on economies and financial markets. There is no consensus on how it will play out and what, if any, will be the
longer-term consequences.
Using our experience from the GFC, we have acted decisively on news of the coronavirus outbreak and have moved away from
companies we believe will be impacted more severely by the coronavirus pandemic and its effects.
These have included companies with operational leverage to a slowing economic environment and companies that are
financially leveraged that may experience a liquidity squeeze.
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We have generally added to portfolio diversity with stocks in different sectors with different attributes as we are investing in a
period of uncertainty. We have also tactically introduced some companies, that in a relative sense, may benefit from the crisis.
In some strategies this includes a slight tilt towards Chinese end-demand – be it consumer goods or raw materials. China was
the first country to experience the virus impact, and so we expect its economy to normalise faster and we also expect it to
commit substantial stimulus to its economy.
To summarise, our focus is on:

•

balance sheet strength;

•

operational and financial leverage;

•

those companies that can emerge from the crisis in a better relative position; and

•

those that have demonstrated robust operating performance that may command a higher multiple once the crisis has
passed.

We have also participated in some of the recapitalisations that are now occurring on a regular basis at discounted prices.
Particularly in our dividend builder strategy we have changed some stock positions where we thought companies may

•

reduce the dividend permanently; and / or

•

have a balance sheet that was no longer appropriate for the environment, meaning that it was unlikely when the economy
reopens that their dividends would reach previous expectations.

Having experienced market shocks before, we have learned that the second leg, the recovery, is just as important as the fall.
This means that we maintain our focus on the numbers - pandemic, economic and corporate - and look for a turning point to
invest in those companies that have been harshly sold-off.
And while Australian equities valuations look more reasonable can we be confident about the accuracy of the current earnings
estimates?
To date, consensus earnings expectations for the Australian market have fallen around 16% from the peak achieved in the
middle of 2019. At this stage, given the speed of the downturn, we feel that a trough in earnings is yet to be reached as analysts
are often slow and reactionary when updating numbers. However, if the current earnings are accurate, our market trades on
12.5 x blended 12-month forward earnings; making equities attractive if history is a guide.
Chart 2: S&P/ASX 200 Earnings and PE Ratio (x)
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This is why, as active managers, we meet twice daily, via teleconference, and continue to discuss, contest and refine our views
on stocks and markets as an integral part of our portfolio management.
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Important information
This document is provided by Antares Capital Partners Ltd ABN 85 066 081 114, AFSL 234483 (“ACP”) and its investment management
division trading under the name of “Antares Equities”.
This information may constitute general advice. It has been prepared without taking account of individual objectives, financial situation or
needs and because of that you should, before acting on the information contained in this document, consider the appropriateness of the
advice having regard to your personal objectives, financial situation and needs. ACP recommends that you obtain professional advice and
read any relevant available information pertaining to the information contained in this document and obtain professional independent
financial advice to determine whether the information contained in this document is suitable for you and your investment needs.
You should obtain a Product Disclosure Statement (PDS) relating to the financial products mentioned in this communication issued by ACP,
and consider it before making any decision about whether to acquire or continue to hold those products. A copy of the PDS is available
upon request by phoning 1800 671 849 or on our website at antarescapital.com.au.
ACP is a subsidiary of the National Australia Bank Limited group of companies. An investment in any financial product offered by any
member company of the National Australia Bank group of companies is not a deposit with or liability of, and is not guaranteed by National
Australia Bank Limited or its subsidiaries and is subject to investment risk, including possible delays in repayment and loss of income and
capital invested. This document has been prepared in good faith, where applicable, using information from sources believed to be reliable
and accurate as at the time of preparation, no representation or warranty (express or implied) is given as to its accuracy, reliability or
completeness (which may change without notice).
Any opinions expressed in this document constitutes ACP’s judgement at the time of issue and is subject to change. ACP believe that the
information contained in this document is correct and that any estimates, opinions, conclusions or recommendations are reasonably held
or made as at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without notice) or
other information contained in this communication.
Past performance is not a reliable indicator of future performance. Returns are not guaranteed and actual returns may vary from any target
returns described in this document. Any projection or forward-looking statement in this document is provided for information purposes only
and no representation is made as to the accuracy of such projection or that it will be met.
In some cases the information is provided to us by third parties, while it is believed that the information is accurate and reliable, the
accuracy of that information is not guaranteed in any way. None of ACP, any other member or the NAB Group, or the employees or
directors of the NAB Group are liable for any loss arising from any person relying on information provided by third parties. This information
is directed to and prepared for Australian residents only.
ACP disclaims all responsibility and liability for any loss, claim or damage which any person may have and/or suffer as a result of any
persons reliance on any information, predictions, performance data and the like contained within this document, whether the loss or
damage is caused by, or as a result of any fault or negligence of ACP, it’s officers, employees, agents and/or its related bodies corporate.
.
Securities mentioned in this communication may no longer be in ACP portfolios.
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