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Past performance is not a reliable indicator of 
future performance. 
 

Generally, has February reporting season been better, worse 
or in line with your expectations?  
Given the requirements for companies to provide ongoing disclosure, it’s 
rare for reported numbers to vary wildly from expectations.  Over-reaction 
to relatively minor earnings variability, in both directions, is far more 
prevalent.  Overall, revenue growth remains anaemic across most sectors, 
with companies exposed to the financial economy, or those with 
aggressive acquisition growth strategies faring better.  Cost performance 
is somewhat mixed and often difficult to discern as the propensity for 
companies to classify anything negative as non-recurring and use 
aggressive accounting to enhance ‘normalised’ earnings remains 
worryingly common.  As a result, cashflow performance was mediocre, 
and probably indicative of weakening conditions across many sectors. 

Has this reporting season changed your outlook for the 
market this year? If so how?  
We are only interested in short term earnings to the extent that they 
highlight structural factors which increase or reduce a company’s earning 
power in the longer run.  We are buying long duration cashflow streams 
and it never ceases to amaze us how aggressively some investors react 
to short run news without reference to how much good news or bad news 
is already reflected in a company’s valuation.  Our only takeout from the 
market reaction to reporting season is that the stockmarket is looking 
increasingly frothy.  
 
Did reporting season deliver evidence of enough earnings 
growth to justify the market's valuation?  
There is little doubt that market valuations, both domestically and abroad, 
are more a function of a buoyant liquidity environment  than buoyant 
earnings.  The divergence between the financial economy and the real 
economy is only widening further as the artificial support offered to the 
financial economy is failing to impact anything other than asset prices.  On 
a market wide basis, earnings growth varies by relatively small 
degrees.  The more material factor in short run returns is the amount of 
capital looking to buy those earnings.  Returns over the past year or so 
would indicate  a lot more money has found its way into the stockmarket. 
 
Are companies relying too heavily on cost-cutting, rather than 
revenue growth, to grow profits?  
Revenue growth is tough and likely to remain so for an extended period by 
our reckoning.  Australia is over-indebted, like most of the western world, 
and having borrowed from the future, those hoping for a return to the past 
will be disappointed.  Unfortunately, that means cost cutting and 
productivity gain will remain a focus for some time to come.  A currency 
which only exacerbates our already high cost position internationally 
provides further headwinds. 
 
What did reporting season show about trends in productivity?  
Productivity efforts by many companies were very solid.  In general, those 
further down the path of revenue pain are also more progressed on 
productivity.  Resource companies delivered strong gains, having let costs 
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explode significantly during the boom years, whilst those in the financial 
economy are in the early stages.   
 
Any sectors in particular you are viewing differently post 
reporting season? Why?  
Our investment equation involves long run sustainable earnings versus 
the price we pay for those earnings.  In sectors such as 
technology/internet and areas such as education which are attracting rafts 
of new offerings and budding entrepreneurs, we viewed valuations as 
excessive prior to reporting season and those valuations have become far 
more excessive on the back of large share price moves.  Many of these 
businesses are very well managed, although in our view, longer run 
prospects envisaged by investors are highly unrealistic.  We remain fairly 
positive on many resource and energy stocks, where valuations remain 
reasonable  
 
Any stocks that standout as looking better post reporting?  
Many companies reported solid results, with leading businesses like CBA, 
CSL, Brambles continuing to manage their businesses well. 
 
Any stocks that standout as looking worse post reporting?  
Those facing tough environments, particularly those serving the mining 
sector, generally reported results which highlighted the challenges of 
sharply declining capex and aggressive cost reduction.  There seems little 
prospect of recovery in anything other than the longer run. 
 
What is the most important thing to take from the raft of 
outlook statements and updated guidance provided?  
It is rare that companies suffer from insufficient optimism on their 
prospects for the future.  We are rarely confronted with CEO’s planning to 
cede market share, cut prices and let costs explode.  Unfortunately real 
life tends to be underwhelming versus the whiteboard.  We suspect this 
won’t change. 
 
Do you see the trend for a number of companies to lift interim 
dividends despite reporting unspectacular results as a good 
or a bad thing? Why?  
Dividends should also be paid from sustainable cashflow, rather than being 
seen as a means to prop up share prices with yield hungry investors.  
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Investment in the Schroder Wholesale Australian Equities Fund or the Schroder Australian Equities Fund may be made on an 
application form in the current Product Disclosure Statement  which is available from Schroder Investment Management Australia 
Limited, ABN 22 000 443 274, AFS Licence 226473 ("Schroders") .  Opinions, estimates and projections in this report constitute 
the current judgement of the author as of the date of this report.  They do not necessarily reflect the opinions of Schroders or any 
member of the Schroders Group and are subject to change without notice.  In preparing this document, we have relied upon and 
assumed, without independent verification, the accuracy and completeness of all information available from public sources or 
which was otherwise reviewed by us.  Schroders does not give any warranty as to the accuracy, reliability or completeness of 
information which is contained in this article. Except insofar as liability under any statute cannot be excluded, Schroders and its 
directors, employees, consultants or any company in the Schroders Group do not accept any liability (whether arising in contract, in 
tort or negligence or otherwise) for any error or omission in this article or for any resulting loss or damage (whether direct, indirect, 
consequential or otherwise) suffered by the recipient of this article or any other person. This document does not contain, and 
should not be relied on as containing any investment, accounting, legal or tax advice. Past performance is not a reliable indicator of 
future performance. Unless otherwise stated the source for all graphs and tables contained in this document is Schroders.  For 
security purposes telephone calls may be taped. 
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