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Arminius Capital ALCE Strategy (Inception July-2018) Returns are net of fees

% Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec CY

2018 INCEPTION => -0.05% 1.19% -3.08% -7.46% -3.56% -2.47% N/A

2019 2.48% - - - - - - - - - - - 2.48%  
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The portfolio returned +2.48% for the month, compared with +3.87% for the S&P/AX200 (TR) Index. The Fund 

has achieved its returns with lower volatility than the S&P/ASX 200, as a consequence of the stocks selected by the 

investment process which is designed to eliminate high risk stocks therefore avoiding the chance of permanent loss 

of investor capital. 

PERFORMANCE                     

(Inception JUL-2018)

Arminius Capital    

ALCE Strategy

S&P/ASX200            

XJO (AUD)

1 Month 2.48% 3.87%

3 Months -3.61% 0.59%

Calendar YTD 2.48% 3.87%

1 Year N/A -2.87%

3 Years N/A 17.17%

5 Years N/A 13.00%  

 

 

 

STRATEGY OBJECTIVES:  

The aim of the portfolio is to outperform the S&P/ASX 200 (TR) Index over rolling 5-year periods. The portfolio will 

also aim to deliver above market dividend income and lower volatility than the S&P/ASX 200 (TR) Index. The investment 

process starts with taking the constituents of the investment universe, the S&P/ASX200, and applying quantitative filters 

to screen out companies which have high volatility or low dividend yield or low earnings quality. The objective is not to 

maximise returns, but rather to eliminate high risk stocks. 

 

INVESTMENT STRATEGY: The investment strategy underlying this portfolio is founded on the belief that (i) stocks 

with above-average dividend yields tend to outperform in the long term, provided that a filter for earnings quality is applied 

and (ii) low volatility stocks tend to outperform in the long term, especially if a valuation measure is added to the stock 

selection process.  

The portfolio is designed for investors who (i) are seeking exposure to a concentrated core portfolio of Australian equities 

with returns comprising of both capital appreciation and income; (ii) accept the risk of price fluctuations particularly over 

periods less than the minimum investment timeframe and accept that capital preservation is not guaranteed; and (iii) are 

prepared to invest for the minimum investment timeframe of five years. 
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Portfolio performance statistics will be provided as soon as the ALCE portfolio has sufficient history 

to be meaningful. 

INVESTMENT PERFORMANCE 

The S&P/ASX200 accumulation index rose by 3.87% in January, propelled upward by the rebound in the US 

share market. In addition, the major resource stocks were lifted by the effect of the Brazilian dam disaster on 

iron ore prices, while a recovery in global oil prices lifted the energy sector. 

The global rebound started in the US, spurred by the US Federal Reserve’s abrupt softening of its monetary 

policy. Banks and small-caps led the S&P500 price index up 7.9%. Results from the December quarter were 

mixed, with some of the big technology stocks providing painful negative surprises. Other share markets were 

less exuberant. Although the Stoxx Europe 600 price index jumped 6.2%, the Shanghai Composite price index 

only moved up 3.6%, while Japan’s Nikkei 225 rose 3.8%.  

The ALCE portfolio rose by 2.48% in January, 139 basis points less than its benchmark. The main factor in the 

underperformance was the outperformance of resource stocks. It is rare for the ALCE portfolio to own 

resources stocks, because they usually fail to meet the portfolio’s requirement of low volatility in the share 

price.  
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The largest positive contributions came from Woodside (+9.5%, as the only resource stock in the portfolio), 

Tabcorp (+8.4%), Macquarie Bank (+7.2%), Mirvac (+7.1%), and Atlas Arteria (+6.2%). The largest negative 

contributions came from Premier (-5.6%, driven by fears of a disorderly Brexit), Spark NZ (-4.3%), and 

Westpac (-1.9%).  

The routine re-balance of the portfolio saw 8 stocks disposed of and 7 stocks added. Boral, Coca Cola Amatil, 

Crown, Dulux, GUD, Lend Lease, NIB Holdings, and Premier exited the portfolio. AGL, Aurizon, Chorus, 

Dexus, Growthpoint, Spark Infrastructure, and Transurban were added. The spin-off of Coles from 

Wesfarmers in November lifted the number of the stocks in the portfolio to 21 because Coles was 

immediately added to the S&P/ASX200 index. The portfolio is now back to its standard 20 stocks. At month-

end the Fund’s largest holdings were Westpac, ANZ, Macquarie Bank, Wesfarmers, and Transurban.  

The portfolio is cheaper than the market, with a prospective P/E of 13.5 and yield of 5.7% for FY2019. 

Consensus forecasts for the S&P/ASX200 currently imply a P/E of 15.5 and yield of 5.0%. 

 

OUTLOOK 

In previous monthly reviews we have explained how the December quarter correction had little to do with the 

Australian share market, which was just caught up in the panicked rush out equities. Similarly, the January 

rebound was more about the US than Australia. There has been some good news for Australian companies – 

e.g. the final report of the Royal Commission into financial services, and the rise in iron ore prices – but during 

January earnings downgrades continued to vastly outnumber upgrades. Even with the added complication of 

the Federal election, we expect that in 2019 the Australian share market will remain at the mercy of global 

forces. 

Even if the next few months were to see the US-China trade war settled, a no-deal Brexit averted, and no 

more US interest rate rises, the global economy would still face three major negatives which imply lower share 

prices: 

• Slowing GDP growth in China, contributing to slowing growth in the global economy 

• Falling profits in the US, China, Europe, and elsewhere 

• Excessive gearing in many US corporate balance sheets. 

The US equity market may not have noticed the slowdown, but the US bond market certainly has. The yield 

on the benchmark 10-year year US government bond touched 3.23% in October and November last year, but 

by 31 January 2019 it had dropped as low as 2.62%, and it is currently trading around 2.63%. Clearly, bond 

investors are not expecting any rises in inflation or GDP growth. 

Equity investors may soon wake up to the negatives. US profit reports for the December quarter have been 

mixed so far, and companies from Apple down have said that deteriorating business conditions in China have 

caused them to reduce their guidance. As a result, the consensus profit growth forecast for the March quarter, 

which was +3.3% at end-December, has now been downgraded to -0.8%. This is not a huge fall, but it is the 

first quarter of negative earnings since June 2016. 

The China slowdown is causing a slowdown in global growth because China has provided one-third of global 

growth in recent years. China not only accounts for half of the world’s coal consumption, it is also the largest 

importer of oil, gas, and many other commodities. Its 2018 GDP growth of 6.6% was the lowest since 1990. 

Part of the decline in GDP is due to a long-term trend, and part is the consequence of a much tighter 

monetary policy from mid-2017 on.  

2018 saw not only a 24% fall in the Shanghai share market, but also a four-fold increase in the amount of 

bond defaults by Chinese companies. According to the ratings agency Fitch, in 2018 45 companies defaulted  
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on 117 bonds with a face value of 110 billion renminbi (about USD$16 billion). 90% of the bonds by value 

were issued by private companies. (The Chinese government appears to agree with bond investors’ forecasts 

that there will be even more defaults in 2019 – in recent weeks it has created specialized insolvency courts in 

Beijing, Shanghai, and Shenzhen.) 

The outlook for Australia is of course dependent on the health of the Chinese economy, but we also have 

problems of our own making. The last four months have seen a string of profit downgrades, perhaps partly 

due to slowing GDP growth here, but a resurgent resources sector has offset the bad news elsewhere. Our 

view on the slowdown in global and Chinese growth implies that this latest echo of the resources boom will 

not last long.  

 

IS IT SAFE TO GO BACK INTO THE BANKS? 

The final report of the Hayne Royal Commission let the banks off very lightly. Perhaps a few low-level 

bankers will go to jail, but there will be no changes to the banks’ structure or to the regulatory model, let alone 

any prescriptions about how to run their business.  

Labor Party spokesmen have promised that they will be tougher than Hayne, but actual change is necessarily a 

long way off. First, the ALP has to win government, then it has to draft detailed and complex legislation amid 

resistance from the vested interests, and finally it has to get its legislation through Parliament. In our view, the 

ongoing slide in house prices will be much more of a problem for the banks in the next two years. 

Are the banks cheap? Yes, with very attractive yields, but not yet cheap enough to buy. There are still two 

major sources of downside risk. First, it is possible that the ALP’s eventual legislation on banks will be much 

tougher than Hayne. Second, and much more seriously, the timing of China’s economic slowdown could 

coincide with the trough of falling house prices, giving the banks more bad loans than they can handle and 

forcing some reductions in bank dividends. 

 

The chart above shows the Australian banks’ average ratio of share price to tangible book value. This ratio is a 

globally used method of comparing how expensive banks are, because a higher price-to-book ratio (P/B) 

means that investors expect this bank to have a higher return on equity in future, i.e. to generate more profits 

and dividends from the same level of equity capital as other banks. In the last two years the average P/B for 

the Australian banks has fallen by one-third. Therefore they are a lot cheaper than they were – i.e. less 

optimism built into the share price – but this fall only takes into account the change in their outlook. At the 

current P/B of 1.6x, the Australian banks are priced about the same as the major US banks, and considerably 

more expensive than European banks (1.0x) or Chinese banks (0.7x). There is good reason to expect the 

Australian banks to get even cheaper. 
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AUSTRALIAN FIFTY LEADERS – MONTHLY DATA 

31-Dec-18 31-Jan-19 ROR 31-Dec-18 31-Jan-19 ROR

Code Name Sector Code Name Sector

AGL AGL Energy Limited Utilities $20.60 $21.42 3.98% NAB National Aust. Bank Financials $24.07 $23.86 -0.87%

AMC Amcor Limited Materials $13.25 $13.65 3.02% NCM Newcrest Mining Materials $21.80 $24.45 12.16%

AMP AMP Limited Financials $2.45 $2.26 -7.76% OSH Oil Search Limited 10 Toea Energy $7.16 $7.81 9.08%

ANZ ANZ Banking Group Limited Financials $24.46 $25.03 2.33% ORI Orica Limited Materials $17.25 $17.15 -0.58%

APA APA Group Units FP Stapled Securities Utilities $8.50 $9.18 8.00% ORG Origin Energy Energy $6.47 $7.16 10.66%

ALL Aristocrat Leisure Consumer Discretionary $21.84 $24.63 12.77% QAN Qantas Airways Industrials $5.79 $5.44 -6.04%

ASX ASX Limited Financials $59.94 $63.71 6.29% QBE QBE Insurance Group Financials $10.10 $10.73 6.24%

AZJ Aurizon Holdings Limited Industrials $4.28 $4.40 2.80% RHC Ramsay Health Care Health Care $57.73 $56.72 -1.75%

BHP BHP Billiton Limited Materials $34.23 $34.83 1.75% RIO RIO Tinto Limited Materials $78.47 $87.05 10.93%

BXB Brambles Limited Industrials $10.15 $10.64 4.83% STO Santos Limited Energy $5.48 $6.47 18.07%

CTX Caltex Australia Energy $25.48 $26.84 5.34% SCG Scentre Group Stapled Securities Real Estate $3.90 $3.97 1.79%

COH Cochlear Limited Health Care $173.57 $193.42 11.44% SHL Sonic Healthcare Health Care $22.11 $23.02 4.12%

CBA Commonwealth Bank Financials $72.39 $69.91 -3.43% S32 SOUTH32 Limited Materials $3.35 $3.53 5.37%

CPU Computershare Limited Information Technology $17.19 $17.77 3.37% SGP Stockland Units/ Stapled Securities Real Estate $3.52 $3.78 7.39%

CSL CSL Limited Health Care $185.16 $194.72 5.16% SUN Suncorp Group Limited Financials $12.63 $12.98 2.77%

DXS Dexus Units FP Stapled Real Estate $10.62 $11.48 8.10% SYD SYD Airport FP Stapled Securities US ProhibitedIndustrials $6.73 $6.56 -2.53%

FMG Fortescue Metals Group Materials $4.19 $5.65 34.84% TLS Telstra Corporation Telecommunication Services $2.85 $3.11 9.12%

GMG Goodman Group Stapled Securities FP Real Estate $10.63 $11.66 9.69% TCL Transurban Group Ordinary Shares/Units FP Triple StapledIndustrials $11.65 $12.17 4.46%

GPT GPT Group Stapled Securities FP Real Estate $5.34 $5.80 8.61% TWE Treasury Wine Estate Consumer Staples $14.80 $15.45 4.39%

IAG Insurance Australia Financials $7.00 $7.09 1.29% URW Unibailrodawestfield Chess Depositary Interests 20:1Real Estate $10.70 $12.32 15.14%

JHX James Hardie Indust Chess Depositary Interests 1:1Materials $15.12 $15.33 1.39% VCX Vicinity Centres Ordinary/Units FP Stapled SecuritiesReal Estate $2.60 $2.61 0.38%

LLC Lendlease Group Unit/ Stapled Securities Real Estate $11.63 $12.23 5.16% WES Wesfarmers Limited Consumer Staples $32.22 $32.21 -0.03%

MQG Macquarie Group Limited Financials $108.65 $116.48 7.21% WBC Westpac Banking Corp Financials $25.04 $24.55 -1.96%

MPL Medibank Private Limited Financials $2.57 $2.62 1.95% WPL Woodside Petroleum Energy $31.32 $34.32 9.58%

MGR Mirvac Group Stapled Securities Real Estate $2.24 $2.40 7.14% WOW Woolworths Group Limited Consumer Staples $29.42 $29.37 -0.17%
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