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Spring Forward
Market comment
Normally at this time of year we think of springing
forward but the market (ASX300 including dividends)
failed to do that, essentially being flat for the September
Quarter. But there was an increasing sense of optimism
in the air as we progressed through September. Not only
was Spring springing, growing signs of Covid coming
under control everywhere in the country also brought
hopes of an imminent end to the worst of Melbourne’s
restrictions, and an increasing prospect of some of the
more absurd state
border restrictions
being lifted; even a
NZ travel bubble
might soon be back
on the table. With
daily infection
numbers dwindling
to single digits in
Victoria and
negligible levels in all other states, it was only news from
overseas that provided cause for alarm. And alarming it
was: US deaths passed 200,000 with little sign of the
infection rate improving; another severe wave hit the UK
and continental Europe, and with lockdowns being
reimposed in some countries. Infection remains at high
levels in much of the world, and the quarter was topped
off by the US President and much of his entourage
catching the bug.
There was a wide range of equity market performances
around the world: Sweden was best in the September
Quarter in $A terms with 10%, followed by the quicklyrecovering China (Shanghai) at 9%. The most-developed
markets did the best with US, Germany all rising between
4 and 7%. On the negative side, Turkey fell 16%, Brazil,
Hong Kong, Singapore and the more troubled European
economies all fell by between -4 and -7%. The lead-in to
the December quarter though is even more uncertain
than usual, with the US Presidential election only weeks
away, and the incumbent’s health inserting even greater
uncertainty.
Performance*

Commodity prices kept doing different things during the
September quarter. The price of bulk commodities was
surprisingly strong, as China’s resurgence from the virus
continued, and largely as a consequence the $A rose 4%
against the $US. Iron Ore
was the star, starting the
quarter at $A142/tonne
before shooting up to
$175 in August before
settling back to $A165 at
quarter’s end; Coal was
higher too. Energy prices however were not, with Oil
falling between 4% (Brent) and 9% (Tapis) – great for
consumers but less so for energy-producing companies.
In precious metals, Gold was a modest 2% higher but
Silver had a much wilder ride, finishing the quarter 26%
ahead of where it started.
Base metals were mostly stronger, also buoyed by the
economic stimulus in China. Copper is generally seen as
a precursor of global economic activity, so its rise of 7%
was good news for the near future. Zinc and Nickel were
even stronger, both up around 10% for the quarter.
The best-performing sectors over the Quarter were
Technology and Consumer Discretionary, followed by
Property. The worst was Energy, not surprisingly
considering the move in the oil price, with Utilities and
Banks coming in close behind. Resource companies were
steady overall but within that sector there was quite a
disparity of returns, with Iron Ore companies doing
better than anything else.

Portfolio comment
The Fund outperformed substantially over the September
quarter. It benefitted from holdings in a diverse group of
companies: copper miner Oz Minerals, data centre
connector Megaport, industrial property play Goodman
Group, iron ore miner Fortescue Metals, lightweight car
parts maker Carbon Revolution, auto parts wholesaler
Bapcor, waste management company Bingo Industries;
not owning Woodside Petroleum or A2 Milk also helped.
There wasn’t much on the negative side, just renewable
energy company New Energy Solar and not owning
consumer credit provider Afterpay Touch.
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*Returns are calculated after fees have been deducted, assuming reinvestment of distributions. No allowance is made for tax. Past performance is not a reliable
indicator of future performance. Source: Fidante Partners Limited, 30 September 2020.
^The Fund changed investment manager and investment methodology on 12 July 2010, at which time Alphinity Investment management commenced managing the
Fund and started the transitioning of the portfolio to a structure consistent with Alphinity’s investment views. The transition was completed on 31 August 2010.
Therefore, the inception date for the return for the fund is 1 September 2010. For performance relating to previous periods, please contact the Fidante partners
Investor Services team on 13 51 53 (during Sydney business hours).
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Market outlook

Portfolio Outlook

Despite the highly unusual circumstances surrounding
the global economic recession of 2020 and a pandemic
which – other than in a few fortunate countries including
our own – looks a long way from being under control, the
economic recovery has so far been surprisingly similar to
the way previous economic cycles have played out. While
the extent of the re-rating of equites doesn’t leave much
room for error, and the continued strength of the highlyvalued tech sector looks like an important anomaly,
overall what we’ve seen so far is reasonably close to text
book in terms of what typically happens in equity
markets ahead of an expected earnings rebound.

The portfolio continues to be exposed to companies
exhibiting earnings leadership across a number of
thematics including a broadening of the economic growth
recovery, structural growth, and stocks benefiting in
some way from Covid. We think a well-diversified
portfolio is always a good strategy but this is especially
the case in the current environment.

Importantly, most economic lead indicators have
continued to strengthen and suggest that the earnings
recovery should broaden, both here in Australia and
globally. Of course, there remains a high degree of
uncertainty, especially around the economy’s ability to
rebound should physical restrictions remain in place or
get tightened again. After all, it doesn’t matter how much
we would like to enjoy a restaurant meal or a flight and
can afford to do so if we are not allowed to.
We also know that some negative impacts take time to
come through. Companies and individuals have a
tendency to hold on as long as they can, in many cases
supported by various forms of Government subsidies.
However, this is no different to previous cycles during
which the same leading indicators have been reliable
indicators of an improved future earnings picture. So
while very high valuations in some pockets of the market
look unsustainable and pose a degree of risk, there is in
our view enough indications of the economic recovery
becoming more broad-based for overall market returns to
hold up.
Positive vaccine news could further accelerate the
recovery, although we take more confidence from the
fact that many countries appear to becoming better at
living with the virus. As one company we spoke to
recently in Europe put it: “After three months of relatively
normal summer months we’re experiencing increased
restrictions again but it’s more impacting our social lives.
From a work perspective it’s pretty close to business as
usual.” This was obviously not a restaurant or office
owner speaking, but with fiscal stimulus being largely
maintained and interest rates remaining very low there
should be enough parts of the economy getting back
onto a more solid footing to enable us to look forward to
the next 12 months with increasing confidence.
Asset allocation
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Source: Fidante Partners Limited, 30 September 2020.

Companies in the broadening growth category include
Resources stocks such as Oz Minerals and BHP as well as
hospital operator Ramsay Healthcare, which will benefit
from normalising – or possibly even larger than normal
volumes – of elective surgery as economies open up. We
also expect that even a partial return of domestic flights
would result in earnings for Qantas that are ahead of
beaten-down market expectations.
Furthermore we have reduced our underweight to the
Bank sector as the extensive Government stimulus should
at least delay large scale credit losses. More structural
growth stocks continue to trade quite expensively but we
are maintaining some positions for which we see further
earnings upside including industrial property developer
Goodman Group and respiratory product maker Fischer &
Paykel Healthcare.
The duration of the current Covid-impacted environment,
and as a consequence the current consumer trends,
remains to be seen but we suspect the earnings impact
for some stocks will be both greater and more enduring
than current consensus earnings reflect. Companies such
as auto parts wholesaler Bapcor, Super Retail Group,
Reliance Worldwide, Wesfarmers and James Hardie are in
strong positions to capture the upside from consumer
spending in segments such as DIY, domestic holidaying,
second-hand car sales and housing repair and
construction.
A more difficult call is what to do with so-called yield
stocks. While the dividend yields of some companies of
around 4% look attractive compared to bond yields
which are currently close to zero we suspect improving
earnings upside in other areas of the market might
detract from that appeal. There is also some risk that the
large scale stimulus we are seeing will result in higher
inflation expectations and, as a consequence, cause an
uptick in bond yields which would prove a challenging
environment for these stocks. We have as a consequence
reduced or exited some of these positions.
Top five active overweight positions
as at 30 Sept 2020
Oz Minerals Limited
Iluka Resources Limited
Goodman Group
Lifestyle Communities Ltd
Wesfarmers Limited
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0.3
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2.7
2.6
2.5
2.4
2.3

Quarterly Comment – September 2020
Alphinity Sustainable Share Fund

ESG Spot

Emissions

We were pleased to welcome a new team member
during the quarter, Jessica Cairns, who joined Alphinity in
the new role of ESG and Sustainability Manager. While
her efforts will be applied across all of Alphinity’s
domestic and global equity efforts, an important part of
Jess’ role is to support the Sustainable Share Fund and
the efforts of its Compliance Committee (see p4). In
addition, she is helping to test the case for a similar fund
with global scope which would be managed by Alphinity’s
Global Equity team. Our hope is that such a fund can be
launched before long and provide investors with a similar
experience to the domestic version – investing in
companies that “do good” (i.e. support SDGs), “do it
well” (have strong ESG practices) to produce abovemarket investment returns.

The estimated carbon intensity of the portfolio, using
emissions data supplied by MSCI, is shown in the table
below and works out to be about half that of the ASX300
benchmark. Almost any economic activity involves the
emissions of CO2 and while emissions data is merely
estimated for a large number of companies, the fact that
our negative screens exclude eight of the ten largest
emitters in the benchmark, which between them account
for around half of the market’s total emissions, we are
confident that the fund is achieving its aim of minimising
carbon emissions while still promoting Sustainable
Development.

Jess comes to us having worked extensively within the
infrastructure sector. She has held
sustainability-related roles with
Transurban, the Infrastructure
Sustainability Council of Australia,
and SLR Consulting. She is also
academically well-qualified for the
role having achieved a Bachelor of
Environmental Science and Management and a Diploma
in Project Management. Regular readers of this
publication will no doubt see her mark in these pages in
the near future.

Carbon Exposure Metrics
Scope 1 & 2
Carbon Intensity*

SSF

ASX300

106.6

218.2

* Weighted average tonnes of CO 2 equivalent emissions per $USm revenue
Source: Alphinity, MSCI. Data as at 30 September 2020.

SDGs
The chart below shows a measure of the Sustainable
Development Goals addressed by the portfolio as at 30
September in a format that was developed and
maintained by Citi Research. The positions in the
portfolio address on average 0.9 of a Goal, which
compares favourably to the Citi universe coverage, which
address on average 0.4 of a Goal.

Source: Citi, Alphinity

External Experts on the SSF Compliance Committee

Service Providers

Elaine Prior

ESG

MSCI

SDGs

MSCI, Citi

Melissa Stewart
Source: Fidante Partners Limited, 30 September 2020.

Source: Fidante Partners Limited, 30 September 2020.
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BTW
This year has been a fascinating case study into the way
the different political systems cope with crises such as
Covid-19. One has to admit that for all its faults, the
way in which authoritarian regimes are able to exercise
control over their people proved to be very effective in
managing the spread of the virus. We hasten to also say
that those faults are manifest, and that regardless of the
public health benefit we do not wish to live under such a
system!
In China, the drastic lockdown techniques used in
Wuhan included welding up the doors of apartment
buildings so that residents were unable to get out – this
is even more extreme than the curfew that was imposed
on Melbourne. But it worked to the extent that life in
China is now pretty much back to normal in most parts,
at the same time that some of the more freedom-loving,
individualistic people in the US and Europe are denying
that the virus even exists and protesting against masks,
while the virus still runs amuck.
The lessons of SARS and MERS a decade or so ago were
well-learned not just by China but also by many nonauthoritarian countries in Asia, and they were often very
early to implement stringent public health measures.
High public compliance with laws around mask-wearing
– which was already part of many of those cultures even
when there weren’t global pandemics – helped many of
them to avoid the worst of the depredations of the
disease. Thailand, for instance, should have been at
great risk. It has a population of 69 million, many of
whom live in close quarters. It is also in close proximity
to China, which usually sends it 13 million visitors a
year. Despite these risks it managed to get away with
only 3500 infections and 59 deaths. Well done Thailand!
So how did we do? It is too early to make definitive
conclusions – this virus has not yet fully played out but
thus far Australia is coming in the middle of the pack, in
between the free and easy US and high-touch China.
We’re not doing as well as Thailand admittedly, but our
natural advantage of geographic isolation and a fairly
early decision to restrict our borders has worked in our
favour. The world passed a million deaths attributed to
Covid in September, although the real number is
probably far higher. On a per-capita basis we have had
36 deaths per million population as at September; the
worst country according to data compilation website
Statista, was Peru with a massive 1023. Our favourite
European country, Belgium with a population of 13
million, has had more than 10,000 deaths making it
second worst, with 882 deaths per million.

Our favourite Scandinavian country is doing unusually
poorly. Sweden is often held up as an example of how a
successful progressive society should operate but its
decision early in the pandemic to avoid a lockdown has
resulted in the 13th highest per capita death rate, 579
per million, with the bulk of the impact felt by people
living in residential aged care facilities, an area in which
Swedish authorities now admit they should have
imposed tougher restrictions. Neighbouring Denmark
has had fewer than a fifth of Sweden’s deaths.
Any statistics such as these are subject to reporting
error – for instance Belgium and Peru might have been
extremely scrupulous about attributing deaths to Covid,
whereas other countries might have been less stringent.
There are reasons for this, it could be a lack of testing
capacity or even just making themselves look better.
There is an interesting regional bias to the table
however with South and Central American countries
taking out nine of the ‘top’ 15 spots, totalling almost
350,000 deaths between them. Number 9 is the USA
Confirmed deaths
Population (m) Deaths per million
and 10 is the UK
1 Peru
32,742
32.0
1,023.5
2 Belgium
10,078
11.4
882.3
with 210,000 and
3 Bolivia
8,129
11.4
716.0
4 Brazil
146,675
209.5
700.2
40,000 deaths
5 Chile
13,037
18.7
696.1
6 Spain
32,225
46.7
689.7
respectively.
7 Ecuador
11,681
17.1
683.7
8 Mexico

81,877

126.2

648.8

9 USA
209,424
327.2
640.1
At the other end
10 UK
42,279
66.5
635.9
11 Italy
36,002
60.4
595.8
of the scale,
12 Panama
2,430
4.2
581.8
13 Sweden
5,895
10.2
578.9
14 Colombia
26,844
49.7
540.7
Thailand had
15 Argentina
21,468
44.5
482.5
84 Australia
895
25.0
35.8
fewer than 1
136 Malaysia
137
31.5
4.4
137 Benin
41
11.5
3.6
death per million
138 China
4,739
1,392.7
3.4
139 Congo
274
84.1
3.3
people; Vietnam
140 Niger
69
22.4
3.1
141 Burkina Faso
59
19.8
3.0
did even better
142 Rwanda
29
12.3
2.4
143 Mozambique
66
29.5
2.2
with just 0.37,
144 Uganda
82
42.7
1.9
145 Thailand
59
69.4
0.9
146 PNG
7
8.6
0.8
with only 35
147 Sri Lanka
13
21.7
0.6
148 Tanzania
21
56.3
0.4
deaths attributed
149 Vietnam
35
95.5
0.4
150 Burundi
1
11.2
0.1
to Covid from its
massive 95 million population. It might be reasonable to
conclude that some of the ‘better’ countries have
attribution issues rather than world-class health and
infection tracing systems.

So surely there must have been a massive spike in
deaths around the world as a result of this pandemic,
right? Well, bad as it has been, the World Health
Organisation reports that instances of regular influenza
infections around the world have fallen to almost zero
since the pandemic took hold. On some estimates the
flu can cause as many as 2 million deaths in a bad year.
A much higher rate of flu vaccination this year combined
with the massive public health effort, including hygiene
and social distancing precautions, has been very
effective.
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Compliance Committee
One of the innovations of this Fund was the establishment
of a Compliance Committee containing two experts in
sustainability to help the Portfolio Managers of the Fund
come to robust conclusions about the many grey areas we
need to deal with in this field. While our experts do not
have any part in managing the portfolio, they perform an
important governance function by ensuring that the
universe of companies we’re selecting from that makes up
the portfolio have appropriate ESG and Sustainability
characteristics.
One of the Committee members felt
compelled to withdraw recently. Mark
Lyster was a foundation member of
the Committee in 2017 and has been a
valuable source of insight and counsel
since then. Some years ago Mark started and built a
highly successful sustainability consultancy, Action
Sustainability Asia Pacific. So successful was it that it was
bought by a major international management consulting
firm earlier in the year. An unfortunate result was that he
felt unable to fully participate in the Committee.
We pay public tribute to Mark and thank him for his initial
input to the fund several years ago, when we were first
considering adopting the Sustainable Development Goals
as an objective, and in the time since for his deep
knowledge of issues and people in critical industries and
for his wise counsel in human rights matters.

We welcome a new member to the Committee also with
substantial global Human Rights and Modern Slavery
experience. Melissa Stewart is a lawyer, originally from
Canada but now a permanent resident of Australia, who
has called Sydney home for the last eleven years.
During this time Melissa has worked as a senior leader
within World Vision Australia,
an advisor to the Australian
Government Department of
Foreign Affairs and to a
number of Australian
companies and has sat on
national working groups on
human trafficking and business
and human rights.
Prior to coming to Australia Melissa was based in
Thailand, where she worked for the United Nations in all
parts of the world but with a focus on East Asia, the
Pacific and Africa. Her work included legislation, policy,
programs and partnerships on human trafficking, as well
as the environment. Most recently, she has been
helping a number of ASX-listed companies prepare to
publish their first Modern Slavery reports under the new
Australian legislation of 2018. These reports are now
mandatory for all Australian companies with an annual
revenue of over $100m. Melissa was the recipient of the
2013 Anti-Slavery Australia Freedom Award.

For further information, please contact:
Fidante Partners Investor Services | p: 13 51 53 | e: info@fidante.com.au | w: www.fidante.com.au
Fidante Partners Adviser Services | p: 1800 195 853 | e: bdm@fidante.com.au | w: www.fidante.com.au
Alphinity Investment Management | w: www.alphinity.com.au

Unless otherwise specified, any information contained in this publication is current as at the date of this report and is provided by Alphinity Investment
Management Pty Limited ABN 12 140 833 709 AFSL 356 895 (Alphinity), the investment manager of the Alphinity Sustainable Share Fund ARSN
093 245 124 (Fund). Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (Fidante Partners) is the responsible entity and issuer of interests
in the Fund. The information in this publication should be regarded as general information and not financial product advice, and has been prepared
without taking into account of any person's objectives, financial situation or needs. Because of that, each person should, before acting on any such
information, consider its appropriateness, having regard to their objectives, financial situation and needs. Each person should obtain and consider the
Product Disclosure Statement (PDS) and any additional information booklet (AIB) for the Fund before deciding whether to acquire or continue to hold
an interest in the Fund. A copy of the PDS and any AIB can be obtained from your financial adviser, our Investor Services tea m on 13 51 53, or on
our website www.fidante.com.au. Please also refer to the Financial Services Guide on the Fidante Partners website. Past performance is not a reliable
indicator of future performance. Neither your investment nor any particular rate of return is guaranteed. The information contained in this document is
not intended to be relied upon as a forecast and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment
strategy, nor is it investment advice. If you acquire or hold the product, we, Fidante Partners or a related company will receive fees and other benefits
which are generally disclosed in the PDS or other disclosure document for the Fund. Neither Fidante Partners nor a Fidante Partners related company
and its respective employees receive any specific remuneration for any advice provided to you. However, financial advisers (including some Fidante
Partners related companies) may receive fees or commissions if they provide advice to you or arrange for you to invest in the Fund. Alphinity, some
or all Fidante Partners related companies and directors of those companies may benefit from fees, commissions and other benefits received by
another group company.

