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Please describe the Schroder Equity 
Opportunities Fund? 
The Fund takes the Australian Equity team’s 
ideas across the market cap spectrum, to 
construct a benchmark unaware Fund with 
the only restriction being that it can hold no 
more than 5% in any one stock. 

The rationale for establishing the Fund in 
2007 was the belief that the S&P/ASX300 
index is not an optimally structured and 
diversified benchmark, because of the 
concentration of weight in a small number 
of stocks and sectors.  

The Fund aims to maximise breadth by 
investing in at least 40 stocks through 
exposure to large, as well as small and micro 
cap stocks which typically don’t feature in a 
passive or large cap portfolio.  Increasing 
the opportunity set increases the alpha 
opportunity, compared to the large cap bias 
inherent in an index-aware approach. This 
also results in a high active share, currently 
greater than 60%.  Stocks with the best risk 
adjusted returns which have long-term 
business quality are included in the Fund, 
not simply because they feature in the 
index.  Company weightings in the portfolio 
are therefore entirely ‘bottom-up’.   
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The Schroder Equity Opportunities 
Fund is an index unconstrained, all cap 
strategy managed by the highly rated 
Schroder Australian Equity team. 

An interview with 

Andrew Fleming 
Deputy Head of 
Australian Equities 

Andrew is Deputy Head of Australian 
Equities and responsible for the portfolio 
construction process for Australian Equity 
portfolios. Andrew Joined Schroders in 
2007 and has 28 years industry experience 
managing large and small cap Australian 
Equities. 

“Unconstrained, all-cap 
investing” 

four banks over a quarter of the index and 
top 10 stocks are just shy of half the total 
index exposure. 

The composition of the Schroder Equity 
Opportunities Fund may translate into 
significant return deviation from the index 
and is suitable for benchmark unaware 
investors who are insensitive to peer risk 
and significant return variation away from 
benchmark.  We believe the Fund has a 
better portfolio construction for long term 
investors.  

How has the Fund performed against 
the market and the Schroder Australian 
Equity Fund? 

Performance of the Equity Opportunities 
Fund has been strong over its lifetime.  
Growth since inception (net of retail fees) 
has been clearly ahead of the ASX, despite 
a period which includes the financial crisis 
and significant artificial stimulus not 
supportive of our process.   

The Equity Opportunities Fund has 
outperformed the Australian Equity Fund 
for several reasons. Firstly lower exposure 
to Materials meant the fund fared much 
better through the back end of 2014 and 
all of 2015. Also, the small/microcap stocks 
owned have seen strong performance in 
recent years and therefore helped the 
Equity Opportunities Fund 
outperformance.  

However, the relative performance of the 
two funds will be cyclical in nature, due to 
their respective compositions. Investment 
growth since inception of the fund is 
charted overleaf. 

Who is responsible for managing the 
Fund? 

The Schroder Equity Opportunities Fund is 
managed by the same team, using the same 
process as the well known Schroder 
Australian Equity Fund, it is only the 
portfolio construction which is different.   
The broader Schroder Australian equity 
team consists of 14 investment 
professionals, one of the largest teams in 
the market.  

The senior portfolio management team 
involved in the management of this portfolio 
have significant relevant market experience 
(an average of 26 years). During this time 
they have managed portfolios through 
different market cycles and various 
economic conditions. This extensive 
experience enables the key decision makers 
to avoid trends and consensus thinking.  

Enduring periods in which investment 
performance is challenged and ensuring the 
disciplines, process and team cohesiveness 
is sustained, is an often underestimated and 
crucial element in delivering long-term 
performance.   

The longevity of senior members of the 
investment team and the importance they 
place on ensuring disciplines and 
behaviours are replicable under more 
stressed environments is a key competitive 
edge. 

 

“The S&P/ASX index is not 
economically diversified 
and may not be the best 
starting point to build a 
portfolio.” 

Who is the Fund best suited to? 

The Schroder Equity Opportunities Fund is 
best suited to investors wanting exposure 
to the Australian share market, but who 
believe that the S&P/ASX index is not 
economically diversified and isn’t the best 
starting point to build a portfolio.  

The S&P/ASX index is a market cap 
weighted index whereby the biggest 
companies by market capitalisation make 
up the biggest weight in the index. This 
sees CBA make up 9% of the index, the big 
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Disclaimer: Opinions, estimates and projections in this article constitute the current judgement of the author as of the date of this article.  They do not necessarily reflect the opinions of Schroder Investment 
Management Australia Limited, ABN 22 000 443 274, AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change without notice. Investment in the Schroder Equity 
Opportunities Fund may be made on an application form in the Product Disclosure Statement (PDS) 1 August 2017 which is available from Schroders (ABN 22 000 443 274, AFS Licence 226473). The infor-
mation contained in this article is general information only and does not take into account your objectives, financial situation or needs. In preparing this document, we have relied upon and assumed, with-
out 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 compa-
ny 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, account-
ing, legal or tax advice. The repayment of capital and performance in the Fund is not guaranteed by Schroders or any other party.  Past performance is not an indicator of future performance. 

How is the portfolio currently positioned?  

The portfolio currently has a significant 
position in resources which we still believe 
trade on attractive valuations, notably Rio 
Tinto is the largest holding in the Fund, with 
further key positions in Alumina and Iluka.  
Although holding much smaller absolute 
positions in the banks than the index the 
four majors feature in the top 10 positions as 
we believe they too trade on reasonable 
valuations following their recent correction.  
We also hold Clydesdale (NAB’s UK spin off) 
as it provides the portfolio attractive 
diversification in the sector.   

We currently hold 35% of the Fund in the 
small cap end of the market, owning 
holdings like Class Super, Grays eCommerce 
and 3PL, the provider of Mathletics to 
schools. 

The market cap breakdown for the  Fund as 
at 30 June 2017 is shown below: 

 

 

How much cash does the Fund typically 
hold? 

Cash is generally kept at levels below 5% 
on the basis that the Australian Equities 
team is employed to optimise the equity 
holdings for investors rather than 
overlaying an asset allocation perspective. 
The maximum cash allocation held in the 
Fund can be as high as 10% as seen in mid 
2015. On average however cash holding in 
the Fund is generally between 2-4%.  

 

What is your view on Small vs Large Cap 
valuations?  

Objective measures such as enterprise 
value (equity + debt) / sales and price/book 
suggest minimal differential between large 
cap stocks and their smaller counterparts.  
There is normally a tendency for fund 
managers to favour smaller stocks due to 
perceptions they are able to grow more 
quickly and hence deliver better returns for 
investors.  Unfortunately this belief is not 
supported by facts.   

Over most time periods (including recent 
years), larger stocks have delivered better 
total returns (capital + dividends) than 
smaller counterparts, effectively meaning 
that despite pay-out ratios which tend to 
be higher than smaller companies, larger 
businesses have been able to match 
earnings growth rates of smaller peers, 
allowing investors to achieve better total 

returns.  Our bottom-up valuations for 
smaller companies are not evidencing 
valuation disparity suggesting greater 
opportunity in this market segment.  If 
anything, valuations are more supportive for 
larger businesses and that is reflected in the 
composition of the fund. 

Furthermore, separating investment 
decisions between the large and small cap 
segments is futile.  Simply because a 
company moves from the small cap index 
into the large cap space does not mean the 
business fundamentally changes. 

 

What is your outlook for the Australian 
Equity market? 

We see tougher times ahead domestically as 
credit conditions tighten and rising costs in 
energy, insurance and healthcare continue 
to bite.   

Interest rates offer limited scope to assist in 
tougher conditions. 

High multiples in healthcare and technology 
do not sit comfortably with risks on business 
duration and more competitive pricing over 
time. 

Valuation disparity still favours resources, 
with banks now more attractive. 

As such, we view a portfolio with as much 
diversity as possible, financial leverage at 
low or at least manageable levels, and 
multiples and earnings levels which are not 
materially higher than historic levels, to be 
the most palatable method of dealing with 
these conditions.  

 

“35% in small caps, in-
cluding Class Super, Rid-
ley Corporation, Grays 
eCommerce and 3PL” 


