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Schroder Equity Opportunities Fund – 
Wholesale Class 
  
Performance overview 
 
The S&P / ASX 300 Accumulation Index rose 1.25% during the month of May, while the Schroder Equity 
Opportunities Fund – Wholesale Class portfolio returned 0.27% (after fees), underperforming the index 
by 0.98% (after fees) during the month. 
 
At the sector level, an underweight allocation to Real Estate and overweight allocations to Health Care 
and Communication Services detracted the most from relative performance. Underweight allocations to 
Financials and Materials and an overweight allocation to Energy added positively to relative returns 
during the month. 
 
At the stock level, overweight positions in IGO Limited and Dyno Nobel and an underweight position in 
Commonwealth Bank of Australia contributed positively to performance. Conversely, an underweight 
position in BHP and overweight positions in Brambles and Elders were the primary detractors. 
 
Market Review 
 
In Antifragile, Nassim Nicholas Taleb challenged the conventional bifurcation between resilience and 
fragility. He introduced a third state – Antifragile, or the ability to thrive in the face of volatility, randomness 
and uncertainty. Whilst resilience and fragility are often seen in the context of personal or systemic 
characteristics, they equally apply when thinking about investing in companies, and their operating and 
financial leverage. Within a broadly expensive market, stocks reflecting an Antifragile culture are embodied 
in those with predictable operating leverage, manageable financial leverage and a multiple reflecting an 
appropriate risk premium. As much as possible given their scarcity, these Antifragile stocks are what we want 
to now dominate our portfolio, especially when we can buy them at a market multiple or below. May 
highlighted the other end of the spectrum, fragile stocks, whether that be due to operational leverage (CSL, 
COH, BXB) and/or multiple (CBA), remain vulnerable to material correction. 

 

Taleb makes several points of relevance for investors in his book, one of which is particularly apposite in the 
context of downgrades. The increase in passive and quant/systematic investing in recent decades has seen 
the primacy of direction (of earnings and revisions) ascend well above level (of multiple). It seems there is no 
multiple too high for an upgrade not to be rewarded with outperformance, and vice versa; hence the ever-
increasing level of share price volatility around results. This is leading companies when reporting to game 
the system, and in turn the predictable absurdity in non-recurring items becoming more common in number 
and quantum, leaving “underlying earnings” increasingly meaningless as a measure. But, whist earnings 
quality may be deteriorating, when expectations are not met, the market consequences are inevitably harsh. 
We shouldn’t shy from undue reactions; this is our opportunity to exercise judgement, and to earn an active 
return. Several companies held in the portfolio, notably the recent additions in CSL and Cochlear, and the 
long-standing Brambles, have experienced the market repulsion to not meeting expectations in recent times. 
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CSL’s path to ignominy as an investment through the past year has been stark. In the eyes of the market, it 
has been a rapid fall from grace. Until 2 years ago, CSL had enjoyed market darling status with a share price 
well above $300 for several years. The market had priced it as an Antifragile corporate poster child. That’s not 
the way CSL saw it in retrospect. In the interesting depiction of their own corporate life cycle released as part 
of the 90 day review by the acting CEO, CSL assessed their own high growth period as ending in 2018; they 
then lapsed on each of operating efficiency, capital efficiency and product life cycle management. However, 
the share price proceeded to then double, and hold levels of circa $300 per share for six years after CSL self 
assessed its value creation as having peaked. The difference between a fundamental assessment of a 
company embodying the Antifragile characteristics, and the market assessment, is the source of potential 
alpha. As the CSL history shows, however, that gap can both be large as well as extended; our portfolio 
positions should reflect where we see the most quantum of this opportunity, and the timing for the closing 
of this gap is always difficult to identify, even in retrospect. 

 

 
 

Whether or not CSL will repeat its errors remains to be seen. It is clear that organisational hubris has not 
been eliminated but has been reduced; four downgrades in little more than a year tends to have that impact. 
As an investment, though, it has now been derated to a below market multiple for what we assess to be a 
cashflow stream which offers at least (if not much more than) market levels of growth in the medium to long 
term. On an enterprise level, measured against its EBIT (given it is ungeared), the same argument applies to 
Cochlear. In Taleb’s terms, because of the derating and the prompt to address operational performance, we 
are hoping that what in recent times has been an unreliable company, in each case now becomes a reliable 
investment. 

 

Having said that, we remain alert to the regulatory risk attaching to the sector. Pharmaceutical and biotech 
pricing power is under sustained pressure across the OECD. The US Inflation Reduction Act has changed the 
competitive dynamics for a range of products. The regulatory environment for medical devices and 
diagnostics has tightened. These are not temporary headwinds; they are structural, and so long as 
Governments continue to face some fiscal pressures, large recipients of fiscal spending (such as healthcare) 
are vulnerable to excess returns being tightened. In the case of Sonic, it can be observed that in pathology, 
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even without excess returns, government funding continues to face real declines, forcing capacity 
rationalisation. 

 

Brambles is a slightly different case. Several years ago, when faced with a similar issue of a shortage of 
pallets in the US market, Brambles put its entire customer base on allocation. That is, major clients were 
treated akin to the SME clients. At that time, Brambles damaged its franchise with those larger clients that 
provided the baseload for the volumes of the network, albeit this decision meant the hit to profits was 
mitigated given the SME clients provide a higher gross margin. On this occasion, Brambles took a different 
approach, which whilst having a greater short-term impact upon profits and cashflow is we believe a decision 
which better preserves the long run value of the business. 

 

Apart from the opportunities that arise with aggressive market reactions to operational missteps, such as 
those we have seen with each of CSL, Cochlear and Brambles through the past month, more broadly we have 
seen opportunities in moving the portfolio out of Materials in recent months as the book multiples for these 
stocks continue to rise aggressively, in sympatico with increasing commodity prices, especially lithium, 
copper and more recently aluminium. In rising more than 10% through May, and with both BHP and RIO 
hitting record highs through the month, strength in the sector drove overall market performance. 

 

One area of the materials sector where we increased our exposure earlier in the year and have held the 
positions in with Dyno Nobel and Orica. Another of Taleb’s aphorisms from Antifragile is “… The simpler, the 
better. Complications lead to multiplicative chains of unanticipated effects…” Both Dyno and Orica when 
reporting their results enjoyed strong performance through May, and Dyno in particular has looked to 
simplify its business aggressively through recent years, shedding its Fertiliser segment and concentrating 
purely on commercial explosives, blasting technology and mining services. Since demerging Dulux more 
than a decade ago, Orica has shared a similar focus, albeit a little broader. The big delta in profits for each 
from these activities has arisen after the commissioning of an AN plant in WA by Orica in partnership with 
Yara, which opened in 2016. This plant pushed the domestic market into over supply of AN and led to a 
decimation in product prices, and in turn profits. A decade on, growth in market volumes again sees the 
market as short, and pricing has again reasserted itself, reflecting a good market structure. Unlike many 
industrial stocks which have done well in recent times, both Dyno and Orica still trade on reasonable 
multiples. 

 

If materials was the source of market strength during the month, financials was the laggard. The sector 
leader, CBA, fell 10% on 13 May when releasing its Q326 update, an almost $30b reaction to flat underlying 
earnings and a $200m increase in bad debt provisions. CBA is a formidable franchise; well managed, digitally 
ahead of its peers, with higher returns on equity than peers. It is also a behemoth in the domestic market; 
any potential dislocation in the financial assets of households, especially housing, as was promoted with the 
release of the Federal Budget during May, clearly leaves CBA as an investment, trading at high multiples, 
exposed. Being priced for perfection leaves CBA as a fragile investment; and we wonder whether, in years to 
come, the CBA review of its prior ten years may highlight that as with CSL, the quality of its franchise peaked 
well before the market value followed. 

 
 
Market Outlook 
 
Assets continue to trade at a higher multiple relative to their underlying earnings and cashflows than the risk 
free rate and an appropriate risk premium would suggest they should, even after the market moderation of 
recent months. Given this backdrop, any assumption that equity returns in future years can continue to be 
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driven by rerating, in the face of increasing inflationary pressures and these high starting multiples, seems 
courageous. To paraphrase Taleb, it’s a fragile assumption.  
 
For higher multiple stocks in the market, it is true that the easier unwind of multiple excess has now been 
banked; but the harder element of earnings and cashflows now being produced to meet expectations which 
have hitherto regularly been unmet, is still in front of us. That edict applies to commodity stocks as well, 
where price to book mul-tiples have in recent months run well ahead of even currently high commodity 
prices. Aggressive portfolio rotation, however, is not a gimme, because the Antifragile characteristics we are 
looking for in those positions we are adding weight to – predictable operating leverage, moderate financial 
leverage and a justifiable multiple on sustainable earn-ings and cashflows – continue to be a scarce resource.   
 
 

Andrew Fleming 
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Important Information  
This document is issued by Schroder Investment Management Australia Limited (ABN 22 000 443 274, 
AFSL 226473) (Schroders).   
 
This document does not contain and should not be taken as containing any financial product advice or 
financial product recommendations.  This document does not take into consideration any recipient’s 
objectives, financial situation or needs.  Before making any decision relating to a Schroders fund, you 
should obtain and read a copy of the product disclosure statement available at www.schroders.com.au,  
or other relevant disclosure document for that fund and consider the appropriateness of the fund to 
your objectives, financial situation and needs. You should also refer to the target market determination 
for the fund at www.schroders.com.au. All investments carry risk, and the repayment of capital and 
performance in any of the funds named in this document are not guaranteed by Schroders or any 
company in the Schroders Group.  The material contained in this document is not intended to provide, 
and should not be relied on for accounting, legal or tax advice.   
 
Schroders does not give any warranty as to the accuracy, reliability or completeness of information 
which is contained in this document. To the maximum extent permitted by law, Schroders, every 
company in the Schroders plc group, and their respective directors, officers, employees, consultants 
and agents exclude all liability (however arising) for any direct or indirect loss or damage that may be 
suffered by the recipient or any other person in connection with this document.  
 
Opinions, estimates and projections contained in this document reflect the opinions of the authors as 
at the date of this document and are subject to change without notice. “Forward-looking” information, 
such as forecasts or projections, are not guarantees of any future performance and there is no 
assurance that any forecast or projection will be realised. Past performance is not a reliable indicator of 
future performance. All references to securities, sectors, regions and/or countries are made for 
illustrative purposes only and are not to be construed as recommendations to buy, sell or hold.  
 
Telephone calls and other electronic communications with Schroders representatives may be recorded. 
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