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State Street Australian Equity Fund 

Crossing the Bridge of 
Uncertainty 
 

 

• COVID-19: Profound and Pervasive 

• Uncertainty in company earnings and dividends 

could increase the risk of value traps 

• Risks to earnings, capital and dividends 

 
 COVID-19: Profound and Pervasive 

 
COVID-19 has been profound and pervasive. We have seen massive shock 
waves impact our way of life, the economy, company business models, credit 
markets and liquidity. Most businesses have been significantly negatively 
impacted, a few lucky ones have benefitted.  COVID-19 is probably as close 
as it comes to a black swan event. Not surprisingly volatility moved above 
the Global Financial Crisis (GFC) levels and the price reaction has been the 
most savage since 1987. So far central banks and governments are acting 
to mitigate some of the financial fall out and we can expect further support in 
months to come. Ultimately we will move through this crisis but volatility is 
likely to persist for the foreseeable future.  
 

Uncertainty in earnings increases the risk of value traps 
 
Very few business models would have contemplated or positioned for the 
COVID-19 scenario that has unfolded across the world. As Figure 1 below 
highlights the most cyclical companies have been impacted the most but 
even defensive sectors have not gone unscathed. For example defensive 
grocery businesses that have benefitted from increased sales have been hurt 
by increasing costs and some supply disruptions. Some defensive Health 
Care companies have seen downgrades due to a reduction in elective 
surgery or due to changes in regular doctor patient relationships. With so 
many business models under stress there is a huge amount of uncertainty. 
Companies themselves are unsure about their earnings as evidenced by the 
broad-based suspension of company guidance. Investment analysts are 
reviewing company models and updating their expectations for earnings but 
recognise the increased risk to these forecasts. Many analysts are waiting 
for greater visibility before updating their expectations for earnings – leaving 
many estimates stale. The same is true of expected dividends and buybacks. 
 
In Figure 1 below we highlight the valuation changes from the end of January 
to the 8th of April 2020. At face value the earnings multiples are more 
compelling but how much confidence do we have in those valuations? The 
“cheaper companies” are currently at a much greater risk of being a value 
trap if those earnings or dividends or cashflows continue to deteriorate in the 
coming months.  
 

Bruce Apted 

Head of Portfolio 
Management – Australia  
Active Quantitative Equities 
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Figure 1. Earnings multiples are lower but how certain are we in the earnings? 

 

Sector 
Return 

(31 Jan 2020 to 8 April 2020) 
P/E (NTM) 

31Jan 2020 
Latest P/E (NTM) &  

reduction in P/E 

S&P ASX 300 Index -17.1% 18.0 14.2 ↓ -3.8 

Staples -8.6% 24.1 20.3 ↓ -3.8 

Utilities -5.2% 23.0 20.3 ↓ -2.8 

Health Care -8.3% 37.7 31.6 ↓ -6.1 

Materials -19.7% 14.2 11.0 ↓ -3.2 

Communication  -10.2% 20.4 16.8 ↓ -3.6 

Real Estate -9.5% 17.4 11.4 ↓ -6.0 

Discretionary -18.5% 22.0 16.7 ↓ -5.3 

Financials -19.5% 14.7 11.2 ↓ -3.5 

Info Technology -26.5% 34.3 24.8 ↓ -9.5 

Industrials -17.0% 26.0 22.0 ↓ -4.0 

Energy -36.4% 15.0 12.6 ↓ -2.4 

 
Source: Thomson Reuters, State Street Global Advisors as at 8 April 2020.  
P/E = Price to Earnings Ratio 
NTM = Next Twelve Months 
Past performance is not a reliable indicator of future performance. This information should not be a recommendation to buy or sell any security or sector 
shown. It is not known whether the sectors shown will be profitable in the future. 
 

Significant earnings decline, debt concerns and dividends at risk 
 
With the large and unforeseen negative shocks to company earnings many companies are exposed form a credit 
perspective. In recent weeks we have seen a number of companies raise additional capital to shore up their balance 
sheets.  We can likely expect more capital raisings in coming months. With earnings under stress and debt 
obligations looming it is natural to expect dividends to be under pressure as well. Buybacks will be down in 2020 
as well.  In Figure 2 below we highlight the recent trends in company downgrades across the major ASX sectors as 
well where we expect increased credit risk, and dividend risk.  
 

Figure 2. Significantly lower earnings will likely result in lower dividends 
 

 
 
Source: Thomson Reuters, State Street Global Advisors as at 9 March 2020. 
NTM = Next Twelve Months 
Past performance is not a reliable indicator of future performance. This information should not be a recommendation to buy or sell any security or sector 
shown. It is not known whether the sectors shown will be profitable in the future. 
 

Sector 
1 month % Change in 

Earnings (NTM) 
Increased  

Credit Risk Expected 
Increased  

Dividend Risk Expected 

Staples -0.5   

Utilities -1.3   

Health Care -2.9   

Materials -3.2   

Communication  -5.5   

Real Estate -6.2 Yes Yes 

Discretionary -10.0 Yes Yes 

Financials -10.5 Yes Yes 

Info Technology -11.6   

Industrials -18.5 Yes Yes 

Energy -40.0 Yes Yes 
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The most impacted sectors 
 
The obvious industries like restaurants, airlines, tourism and leisure, discretionary retail have all been significantly 
impacted directly by the isolation measures but are expected to be further impacted by the worsening economic 
conditions. Slower economic growth, high unemployment, lower property prices all impair household budgets and 
balance sheets. The same forces are having a negative impact on property trusts, especially those in the retail 
space. If the shops can’t earn income then they are not well placed to pay the rent. The commercial side is not 
unscathed either. What will demand for commercial look like in an economic slowdown and if the working from 
home experiment becomes more mainstream? Not surprisingly the Banks are also in an unfortunate position. A 
sharp slowdown in economic growth and increase in unemployment will impact business and consumers and their 
ability to repay debts. The Banks will see impairment charges rise which will impact earnings and capital and future 
dividends. Industrial companies are naturally cyclical and will be especially hurt if we do not see a “V” shaped1 
recovery.  Energy of course has been adversely affected with the combined impact of both over supply and a large 
decline in demand knocking crude oil prices by more than 50%. The high cost producers or those with more 
leveraged balance sheets will be the most at risk.  
  
 

Portfolio positioning and performance2 
 

It is in these times of uncertainty that we appreciate a more conservative approach to investing. Our focus on quality, 
less expensive names, those with expected improvements in profitability and lower expected risk as well as portfolio 
diversification will likely help us navigate these uncertain times. The portfolio has been overweight in more defensive 
businesses which we feel are better placed to weather the more difficult market environment ahead.  
 
The State Street Australian Equity Fund outperformed its benchmark during March. From a sector perspective, 
having a lower than benchmark weight to Financials was the key contributor (not holding the major banks). Stock 
picking within Communication Services (Spark NZ and Telstra) having a lower exposure to Energy also contributed. 
On the other hand, having a higher relative exposure to Real Estate detracted. Throughout the crisis thus far, our 
portfolio has provided a level of downside protection that falls within our expectations. We are confident that the 
investment process we have built over the long-term will weather the current storm, as it has in many other 
significant market events.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                           
1 In a V-shaped recession, the economy suffers a sharp but brief period of economic decline with a clearly defined trough, followed by a strong recovery. 
2Bloomberg Finance, L.P. SSGA. As at 31 March 2020. Past performance is not a reliable indicator of future performance. This information should not be 
considered a recommendation to buy or sell any security or sector shown. It is not known whether the securities or sectors shown will be profitable in the 
future. Characteristics are as of the date indicated, subject to change, and should not be relied upon as current thereafter. 
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Disclosure 

 

ssga.com 
 

Issued by State Street Global Advisors, Australia Services Limited (AFSL Number 274900, ABN 16 108 671 441) (“SSGA, ASL”). Registered office: Level 14, 
420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: www.ssga.com. State Street Global Advisors, Australia, Limited 
(AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”) is the Investment Manager. 

Investors should read and consider the relevant Product Disclosure Statement (PDS) for a Fund carefully before making an investment decision. A copy of 
SSGA’s Managed Fund PDSs are available at www.ssga.com.au 

This general information has been prepared without taking into account your individual objectives, financial situation or needs and you should consider 
whether it is appropriate for you. You should seek professional advice and consider the product disclosure document, available at ssga.com, before deciding 
whether to acquire or continue to hold units in the Funds.  

The views expressed in this material are the views of the SSGA Australian Active Quantitative Equity Team through the period ended 8 April 2020 and are 
subject to change based on market and other conditions. The information provided does not constitute investment advice and it should not be relied on as 
such. All material has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. This document contains certain statements that 
may be deemed forward-looking statements. Please note that any such statements are not guarantees of any future performance and actual results or 
developments may differ materially from those projected. 

Volatility management techniques may result in periods of loss and underperformance, may limit the Fund's ability to participate in rising markets and may 
increase transaction costs. 

Actively managed funds do not seek to replicate the performance of a specified index 

The fund is actively managed and may underperform its benchmarks. An investment in the Fund is not appropriate for all investors and is not intended to be 
a complete investment program. Investing in the Fund involves risks, including the risk that investors may receive little or no return on the investment or that 
investors may lose part or even all of the investment. 

Standard & Poor’s and S&P are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and Dow Jones is a registered trademark of 
Dow Jones Trademark Holdings LLC (“Dow Jones”) and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed by SSGA. The 
S&P/ASX 300 Index is a product of S&P Dow Jones Indices LLC, and has been licensed by SSGA. SSGA’s Funds are not sponsored, endorsed, sold or 
promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P, nor their 
respective affiliates make any representation regarding the advisability of investing in such product(s).  

Investing involves risk including the risk of loss of principal. Risk associated with equity investing includes stock values which may fluctuate in response to 
the activities of individual companies and general market and economic conditions. This material should not be considered a solicitation to apply for interests 
in the Funds and investors should obtain independent financial and other professional advice before making investment decisions. There is no representation 
or warranty as to the currency or accuracy of, nor liability for, decisions based on such information.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGA Australia’s 
express written consent. 
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