Shaw SMA - Australian Equity (Large Cap) Growth Portfolio
Shaw and Partners Portfolio Strategies
Monthly Review – November 2018
Top 5 Holdings
ASX Code
RMD
FMG
CSL
ALL
BHP

Alloc: 26.92%
5.91%
5.67%
5.16%
5.09%
5.09%

Security
Resmed Inc
Fortescue Metals
CSL Limited
Aristocrat Leisure
BHP Billiton

Portfolio TWR Performance
Number of Securities:
Return
Total TWR Portfolio
Portfolio Objective
Excess vs. Objective

20
1 Mth 3 Mth 6 Mth
1yr Incep.*
-4.90% -14.48% -7.60% 1.72% 7.73%
-2.40% -9.18% -3.33% -0.95% 3.38%
-2.51% -5.31% -4.27% 2.67% 4.35%

*Annualised. Performance Period: 06-Sep-17 to 30-Nov-18

Portfolio Attribution - 1 month
Income Attribution
Capital Attribution

0.19%
-5.03%

Portfolio Details
Portfolio Name:
Portfolio Inception Date:
SMA Model code:
Indicative # of securities:
Portfolio Return Objective:
Shaw Model Manager:

Shaw Australian Equity (Large Cap) Growth Portfolio
6-Sept-17
SP0005
15-25
S&P/ASX 100 Accumulation Index
Martin Crabb

Investment Objectives
The primary objective of the Shaw Australian Equity (Large Cap) Growth Portfolio is to
provide a level of capital appreciation over the longer term (5–7 years). The portfolio is
tilted towards stocks that have superior earning growth capacity and focus is on the total
return of each stock rather than the dividend income as the prime objective.
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Investment Strategy
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Shaw’s investment process combines quantitative and qualitative criteria and analysis to
identify stocks which have a favourable outlook and are likely to produce above average
earnings growth with positive valuation characteristics.
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The portfolio construction is based on macro-economic and thematic views of Shaw and
Partners’ Research in order to best meet the risk and return objectives of the investment
strategy.
Continual assessment and risk management of bottom-up and top-down parameters is a
core component of the model. Changes to the portfolio will be made as deemed
appropriate by the investment team in order for the portfolio to have a high probability of
meeting its objective.
The investment process takes into consideration the primary objective of capital growth.
Although the portfolio will generate income, income focused stocks will be included if their
total return criteria fits the portfolios objective.

1 Month: Income Attribution
0.10%
0.08%
0.06%
0.04%
0.02%
0.00%

Portfolio Highlights

MQG

JHG

RMD

Market Weights
GICS Sector*
Materials
Health Care
Financials
Industrials
Consumer Discretionary
REITs
Energy
Information Technology
Consumer Staples
Telecommunication Services
Utilities

SMA
20.1%
16.6%
14.9%
10.4%
10.1%
9.5%
5.1%
4.7%
4.6%
4.1%
0.0%

Index Relative
17.3%
+2.7%
9.6%
+7.0%
33.9% -19.0%
8.4%
+2.0%
5.8%
+4.2%
7.2%
+2.3%
5.2%
-0.1%
0.9%
+3.7%
5.3%
-0.7%
3.8%
+0.3%
2.2%
-2.2%

As at 30 Nov 2018 for GICS reference
*GICs sectors relate only to Listed Equity

Return is gross of franking credits

Martin Crabb | Chief Investment Officer
+61 2 9238 1352
mcrabb@shawandpartners.com.au
Shaw and Partners

 November was another challenging month for equity markets, and growth stocks
continued to be sold off as investors sought the safety of the sidelines. Our Large Cap
Growth portfolio fell 4.90% for the month, underperforming the S&P/ASX 100 index by
2.51% and taking the underperformance over the past quarter and six months to 5.31%
and 4.27% respectively. Over the year and since inception, the portfolio remains above
the index. Stocks exposed to housing and construction industry were particularly under
pressure during the month.
 Growth stocks, as measured by the MSCI Australia Growth Total Return index, fell
4.80% in the month, in line with the portfolio. Quality stocks – those defined with high
Return on Equity, low debt and stable earnings growth also performed poorly, falling
4.36%. Those stocks with the best historical momentum fell 7.7% in November and are
down 17.9% over the past three months, illustrating the reversal of many previous
high-flying stocks.
 During the month, we took advantage of the sell-off in Lend Lease (LLC) shares by
adding to our position. We funded this by trimming our holding in Goodman Group
(GMG) after a period of strong relative and absolute performance.
 The stocks in our growth portfolio are selected on their ability to grow profits in excess
of the market over a long period of time. The current sell-off in growth stocks has seen
valuation multiples come back to very attractive levels and the 12m forward PE of the
portfolio is now 18.4x versus an index of 15.3x, but long-term growth is expected to be
9.8% versus index of 5.1%. Over the past year, the portfolio has delivered 3.95%
grossed up income.
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Portfolio Performance
November was another challenging month for share markets, with the benchmark
S&P/ASX 100 index down 2.4% and only four sectors posting gains. The sector allocation
of the growth portfolio suffered by being short banks, which cost 119 basis points of
relative returns. This, combined with the holding in Lend Lease (LLC) which cost 120 basis
points, can explain all of the underperformance against the index in the month. Stocks to
do well included Sydney Airport (SYD) which added 0.26% to returns, Seek Limited (SEK)
adding 0.17% and Resmed (RMD) adding 0.09%.
The portfolio is designed to hold the twenty best growth franchises amongst the ASX100
whilst maintaining a similar risk profile as the overall market. The portfolio has averaged
rolling annual returns since inception of 11.48% with a standard deviation of 6.88%,
providing a Sharpe ratio of 1.67x. This compares favourably with our income and core
Australian equities portfolio which both have Sharpe ratios over the same time frame of
1.69x.
Figure 1: Sector Performance – November 2018
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Source: Shaw and Partners, FactSet

Portfolio Outlook and Strategy
Risk assets have been sold off on a cocktail of fears ranging from a Trade War between US
and China, a hawkish Fed that is going to slam the brakes on the US economy, a
plummeting oil price as OPEC overproduces, a sharp slowdown in Chinese economic
activity, rising corporate borrowing spreads and a falling Australian housing market. Whilst
the market is right to discount some of these scenarios, it has assumed all will end poorly
and the emerging evidence is to the contrary. This creates an opportunity to add to
positions into the New Year.

Shaw and Partners
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Disclaimer
Shaw and Partners Limited ABN 24 003 221 583 (“Shaw”) is a Participant of ASX Limited, Chi-X Australia Pty Limited and holder of Australian
Financial Services Licence number 236048.
This report is published by Shaw to its clients by way of general, as opposed to personal, advice. This means it has been prepared for multiple
distribution without consideration of your investment objectives, financial situation and needs (“personal circumstances”). Accordingly, the advice
given is not a recommendation that a particular course of action is suitable for you and the advice is therefore not to be acted on as investment
advice. You must assess whether or not the advice is appropriate for your personal circumstances before making any investment decisions. You can
either make this assessment yourself, or if you require a personal recommendation, you can seek the assistance of your Shaw client adviser. This
report is provided to you on the condition that it not be copied, either in whole or in part, distributed to or disclosed to any other person. If you are
not the intended recipient, you should destroy the report and advise Shaw that you have done so. This report is published by Shaw in good faith
based on the facts known to it at the time of its preparation and does not purport to contain all relevant information with respect to the financial
products to which it relates. Although the report is based on information obtained from sources believed to be reliable, Shaw does not make any
representation or warranty that it is accurate, complete or up to date and Shaw accepts no obligation to correct or update the information or
opinions in it. If you rely on this report, you do so at your own risk. Any projections are estimates only and may not be realised in the future. Except
to the extent that liability under any law cannot be excluded, Shaw disclaims liability for all loss or damage arising as a result of any opinion, advice,
recommendation, representation or information expressly or impliedly published in or in relation to this report notwithstanding any error or
omission including negligence.
IMPORTANT INFORMATION TO CONSIDER: It is important that before making a decision to invest in a Shaw Managed Accounts, a managed fund,
an exchange traded fund, an individual hybrid security or listed debt instrument that you read the relevant Product Disclosure Statement (“PDS”).
The PDS will contain information relevant to the specific product, including the returns, features, benefits and risks.
RISKS ASSOCIATED WITH HYBRID SECURITIES: Hybrid securities and listed debt instruments differ from investments in equities and cash products
in a number of important respects. The liquidity risk associated with an investment in hybrid securities and listed debt instruments will generally be
greater than that associated with equities. The credit risk associated with hybrid securities and listed debt instruments is higher than that of a cash
product or term deposit. Some hybrid securities may be perpetual in nature, meaning that they can only be redeemed or exchanged for cash or
equity at the issuer’s option. Hybrids may also contain terms which automatically trigger the deferral of an interest payment or cause the issuer to
repay the hybrid earlier or later than anticipated. ASIC has published information to assist consumers in understanding the risks and benefits
associated with an investment in hybrid securities or listed debt instruments. This information can be found under the heading ‘Complex
Investments’ at www.moneysmart.gov.au/investing.
DISCLOSURE: Shaw will charge commission in relation to client transactions in financial products and Shaw client advisers will receive a share of
that commission. Shaw, its authorised representatives, its associates and their respective officers and employees may have earned previously, or
may in the future earn fees and commission from dealing in the financial products. Performance of the Model Portfolio is based on a model
portfolio and is gross of investment management, administration fees and transaction costs. The total return performance figures quoted are
historical and include franking credits. Total returns assume the reinvestment of all portfolio income.
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Fax: +61 2 9232 1296
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