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Performance review
The events of the February reporting season have been
totally overshadowed by the emergence of the novel
coronavirus (COVID-19 or ‘the virus’) which originated
in the Hubei province of China but is now rapidly
spreading across the globe. The virus is disrupting the
global supply chain with many factories in China closing
temporarily, while travel bans, quarantine measures and
social distancing policies are being imposed in a growing
number of locations. These unprecedented dislocations are
interrupting trade, undermining business and consumer
confidence and threatening to send the global economy
into a recession.
People are understandably fearful, with conflicting data
emerging about the health threat posed by the virus,
ranging from seasonal flu-like symptoms for the majority
of those who contract it, through to much more drastic
appraisals for certain demographics of people involving
mortality rates in excess of 3%. COVID-19 has invoked an
overwhelming sense of fear (the biggest enemy of equity
markets) amongst the global community, with much still
unknown about the virus and the damage it will ultimately

cause, both human and economic. Loss of reason and the
emergence of fear, caused by the presence of the virus,
has the potential to do more damage than the virus itself,
with people irrationally stockpiling food, medicine and
essentials, cancelling travel plans and family gatherings,
harming business and overwhelming the health system
with unrelated cases. Against this backdrop, global equity
markets, including Australian small companies, have been
hit hard.
The overall reporting season was a solid one for OC
Funds from a results perspective, but this was of little
consequence as investor sentiment shifted rapidly to ‘risk
off’ mode as the virus spread. Like many other investors,
we initially underestimated the likelihood of global
contagion occurring and the Fund’s exposure to the travel,
technology, financial and mining services sectors has hurt
our performance during the past fortnight. Combined with
the portfolios lack of direct exposure to gold, a safe-haven
asset which is a material part of the Small Ordinaries Index,
this has led the Fund to underperform the S&P/ASX Small
Ordinaries Accumulation Index during the month.
The Fund’s travel and tourism exposed stocks have taken
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a significant hit over the past fortnight as pandemic fears
reverberate through the industry, with holidaymakers
and businesses alike considering the deferral or outright
cancellation of travel plans. The Fund has a material
exposure to the travel space, with Webjet (WEB, -18.6%),
Helloworld Travel (HLO, -22.7%) and Sealink Travel Group
(SLK, -4.6%) all broadly exposed to this thematic. We have
spoken to, or directly met with, the management teams
of each of these businesses in the past week and they are
acutely aware of the challenges that are ahead of them
in the coming months. Each of these stocks has a strong
business franchise, experienced management, a solid
balance sheet and a strategy to adjust their respective cost
bases which will allow them to weather a fall in demand
over the short to medium term. Each of these companies
has the cost levers that will allow them to remain profitable
and cashflow positive through even a sharp demand slump
which seems increasingly likely. Clearly smaller, less well
capitalised operators may fall by the wayside allowing each
of these businesses to take market share when demand
inevitably returns.

outbreak of the virus. These dynamics are positive for each
of these technology stocks, who are major beneficiaries of
this secular growth story, as the world shifts on-line and
consumes increasing volumes of data. We expect APX,
APT and NXT to continue to grow at a rapid pace in the
coming years and further monetary policy stimulus from
central banks, as seen in the past week, ought also to be
supportive of the valuations of long duration growth stocks
such as these.

Long term fund holding, Fisher & Paykel Healthcare
Corporation (FPH, +10.1%), was a rare positive contributor
in a month where the market was sold off so broadly. The
company is a potential beneficiary of COVID-19 given that
its respiratory equipment is used extensively in hospitals
worldwide. FPH increased its earnings guidance for
the year to March 2020, the key drivers of the upgrade
being continued strong growth in FPH hospital products,
including increased demand from China relating to the
COVID-19 outbreak, and better than expected sales in
homecare products. The company also updated the market
on potential for supply disruption from the virus. FPH
We expect a raft of government stimulus measures to
manufactures its products in New Zealand and Mexico,
be targeted at the tourism industry and a major Tourism
although it sources some raw materials from China. The
Australia campaign has recently been launched. Picking
update highlighted that FPH does not see any impending
the ultimate share price low point in these stocks is not
supply disruptions and expressed its gratitude to suppliers
possible considering the ongoing sectoral uncertainty
who have prioritised its orders, as a manufacturer of
and there is no doubt that COVID-19 represents a major
essential medical devices. We anticipate that the strong
challenge for these names, but the market reaction to date end to the year will flow onto a promising start to the new
has been severe. What we are asking ourselves is whether year as hospitals review their preparedness for respiratory
the stock price falls we are seeing are proportional to the
disease pandemics, such as COVID-19, and other orders
worsening fundamentals. We are confident that each of
related to the outbreak flow in. Additionally, there is
these businesses will emerge from the crisis in a stronger
potential for catch up of regular orders which have been
competitive position and will be able to significantly grow de-prioritised. FPH is a world class company and we remain
their earnings sustainably once the downturn passes. We
holders of the stock.
are maintaining our holdings in each of these stocks, albeit
we expect their share prices to be volatile in the coming
Outlook
weeks.
Global equity markets have fallen sharply in the past
Several of the Fund’s technology stocks were amongst the fortnight as the coronavirus outbreak spreads across the
best performers from an operational perspective during
globe. Investors have moved swiftly to reduce risk as they
the February reporting period with Appen (APX, -18.1%),
grapple with an onslaught of negativity from the media and
Afterpay (APT, -14.0%) and NextDC (NXT, +4.0%) all
governments surrounding the spread of COVID-19. Much is
posting results that exceeded market expectations on key still not known about the virus; its trajectory and just how
metrics. These strong results counted for little as investors vulnerable society may be. The World Health Organisation
de-risked their portfolios and high growth, high multiple
(WHO) has recently said that the virus has killed around
technology stocks were amongst the most heavily sold off 3.4% of those diagnosed, which is a frightening mortality
in the small-cap investment universe.
rate. Other experts believe that this is a gross overestimate
and the global fatality rate for the disease will end
COVID-19 has led to widespread fear of direct person to
up below 1%. Pinpointing a reliable mortality rate is
person interaction across the globe as contagion fears grip tough, given that many of those infected have only mild
the population. In extreme circumstances, communities
symptoms or are asymptomatic (up to 80%) which is likely
have been quarantined or isolated and direct social
to dramatically lower the actual toll of the disease, as most
interaction discouraged where possible. All of this is
of these people are undiagnosed.
driving people increasingly on-line, with data usage and
e-commerce volumes all spiking materially since the
Whilst the duration and severity of the virus remains

OC Dynamic Equity Fund
Fund Update | 29 February 2020

unknown, it has roused an overwhelming sense of
fear right around the globe which will have follow on
economic consequences. As people become more scared,
they tend to disengage from economic activity and
reduce levels of consumption. Some of the behaviour we
have seen of late is totally irrational, such as hoarding
toilet paper (which is produced domestically and is
unlikely to be rationed). But fear is a powerful emotion
that can evoke an irrational response which can cause
negative feedback loops that can have real economic
consequences.
There are two ways the coronavirus will affect the
economy. In the first instance there is the supply side
disruption from China and other impacted regions where
quarantine restrictions have vastly reduced factory and
other manufacturing output. The Chinese economy
has taken a severe hit from the aggressive measures
that the central government imposed to curtail the
spread of the virus. A leading indicator of this has been
recent manufacturing data out of China, such as the
official purchasing managers’ index (PMI), which hit a
record low 35.7 in February, demonstrating just how
dramatic the impact has been. There has been significant
disruption to the global supply chain and shortages of
key manufacturing components and finished goods will
be a persistent problem for many companies and a key
challenge to navigate in the coming months. The good
news is that China’s actions appear to have worked,
or at least slowed the spread of the virus, laying the
groundwork for an eventual recovery in activity.
The other way the virus is impacting the economy is
on the demand side through how people respond to
its threat. Already people are cancelling travel plans,
reducing spending and avoiding crowded places. In
some instances, entire provinces or regions are being
quarantined. The ultimate economic damage will depend
on how far people retreat from their normal activity and
what type of measures governments might adopt to
stem the spread of the virus. It is difficult to gauge the
likely scope of such measures as experts are struggling to
understand some basic facts about the virus, including its
mortality rate and how transmissible it is. What is crystal
clear is that the virus will weaken the economy; we are
just unsure how much damage it will do and how long it
will go on for.
Central banks, including the Reserve Bank of Australia and
the US Federal Reserve, have rushed to cut interest rates,
but this has done little to appease investors as easier
monetary policy and increased liquidity is unlikely to be a
panacea for a crisis of this type. Central bank liquidity will
not restore the international supply chain nor encourage
fearful people to head outside and spend. Indeed, the
Federal Reserve’s emergency 50 basis points interest rate

cut on in early March only served to sow more seeds of
doubt in the minds of investors unnerved by unrelenting
headlines relating to the virus’s spread.
What is required is a large targeted government response,
fiscal or otherwise, which will instil some confidence back
in a public buffeted by media coverage which is becoming
increasingly negative and sensationalist. Such a package
will need to target the supply side of the economy and
keep businesses functioning until the crisis passes. The
Morrison government is widely expected to announce a
large stimulatory policy response in the coming days, the
nature of which remains unclear, although keeping people
in work until the crisis has passed would be the key focus
of the package (which Treasurer Josh Frydenberg has said
will cost “billions”). Tax relief and investment incentives
are likely to form the cornerstone of the package, and the
states and territories are also under pressure to adopt
their own plans, including offering small businesses
payroll tax relief. Clearly the Federal government’s
coveted first budget surplus in more than a decade is now
off the table.
The number of global COVID-19 cases now exceeds
100,000 and, despite the large human cost, our role as
fund managers is to respond appropriately to ensure the
best investment outcomes for our clients. Unfortunately,
the timing of the sharp sell-off in response to the global
contagion coincided with the Fund having significant
exposure to the travel, technology, financial and mining
services sectors which have since been in the front line
of investor de-risking. We have been busy repositioning
Fund holdings, but the speed of the sell-off has resulted
in some near-term pain for investors.
It is clear that highly leveraged companies will be
impacted as credit markets have tightened significantly
in a short space of time and so we have been exiting
holdings that have any material debt that needs to be
refinanced in the short-medium term. Credit spreads,
which measure the price firms are prepared to lend
money to the government versus the price they are
prepared to lend to corporate borrowers, have risen
sharply making it harder for lenders without prime credit
ratings to raise fresh funds or refinance upcoming debt
obligations. From a portfolio perspective, it is prudent
to err on the side of caution and reduce our exposure
to these stocks, as we can always buy them back should
credit markets recover in the coming months once the
virus is contained.
As investors, we are trying to remain dispassionate
and not get caught up in the wave of hysteria that
can accompany rapidly falling markets and doomsday
like headlines that inevitably come with a pandemic.
COVID-19 is a significant economic challenge, make no
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mistake, and one which will likely result is Australia’s first
recession (albeit a technical one, namely two quarters
of negative growth), in almost 30 years. The short-term
supply and demand side shocks caused by COVID-19
will also likely result in a recession in Germany, Italy,
Singapore and possibly even the mighty United States,
notwithstanding the US just reported unemployment
data near a 50-year low of 3.5 per cent.
We are not experts on coronavirus, and despite listening
to countless calls with global experts in the past few
weeks, anything we have to say about its trajectory
would be little more than a guess. We are nevertheless
heartened by the resilience demonstrated in China,
which, despite clear systemic failures in the early stage of
the outbreak, now appears to have contained the virus
and is on a path to restarting its huge industrial engine
which will eventually help power a global recovery. Other
countries too, with strong healthcare systems such as
Singapore, have been able to minimise the spread of the
virus, which is cause for hope in Australia.
We look to recent similar episodes globally for clues
as to what might happen next. SARS (severe accurate
respiratory syndrome), MERS (Middle Eastern respiratory
syndrome) and COVID-19 are all respiratory illnesses
caused by the same large family of viruses called
coronaviruses. Coronaviruses are actually quite common
and are the source of many common colds that people
get and recover from every day. COVID-19 has mortality
rates far lower than SARS, but this also makes it harder
to detect and contain. Whereas SARS caused a 12 per
cent fall in the Australian share market over a two month
period, the COVID-19 outbreak has seen the market fall
by a similar amount in just two weeks. In the instance of
SARS, stocks bottomed within days of the WHO declaring
it a global health crisis even though the virus itself raged
for months to come.
Whilst the COVID-19 crisis clearly has much to play out
from an economic and health perspective we remain
cognisant that the market is likely to bottom, as it did
in the case of SARS, well before the economic data
recovers, or the health authorities declare the worst of
the outbreak has passed. It is impossible to know when
the market will bottom, or if indeed it has already. The
crisis is however likely to present us with a once in a
decade opportunity to purchase some quality businesses
at compelling valuations at some point in the coming
weeks or months. We already have a short-list of beatenup stocks we expect to recover quickly from oversold
levels once that time arrives, and we patiently await that
opportunity.

Top 5 holdings#
Company
Appen Limited
Bingo Industries Ltd
Janus Henderson
Nextdc Limited
Seven Group Holdings

ASX code
APX
BIN
JHG
NXT
SVW

The top 5 portfolio holdings are in alphabetical order and may not be
representative of current or future investments.
#
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CONTACT COPIA
John Clothier
Iain Mason
Mani Papakonstantinos
Matthew Roberts
Jude Fernandez
Sam Harris

1800 442 129 | clientservices@copiapartners.com.au | copiapartners.com.au
General Manager, Distribution
Director, Institutional Business
Distribution Manager
Distribution Manager
Distribution Manager
Distribution Manager

0408 488 549 | jclothier@copiapartners.com.au
0412 137 424 | imason@copiapartners.com.au
0439 207 869 | epapakonstantinos@copiapartners.com.au
0438 297 616 | mroberts@copiapartners.com.au
0414 604 772 | jfernandez@copiapartners.com.au
0429 982 159 | sharris@copiapartners.com.au

The total return performance figures quoted are historical, calculated using soft-close end-of-month mid-prices and do not allow for the effects
of income tax or inflation. Total returns assume the reinvestment of all distributions. The performance is quoted net of all fees and expenses. The
index does not incur these costs. This information is provided for general comparative purposes. Soft close unit prices are interim unit prices struck
at month end before all transactions for the month have been completed. Performance data available on the OC website, ocfunds.com.au,
however, is based on hard close unit prices which are struck after all transactions for the month have been completed.
†

The performance comparison of $100,000 over 10 years is for illustrative purposes only. All returns shown are based on Australian dollar figures.
Past performance is not a reliable indicator of future performance. The total returns shown are prepared on an ongoing basis (i.e. they include all
ongoing fees and expenses and assume reinvestment of all distributions). They do not take personal taxation into account. The comparison with
the S&P/ASX Small Ordinaries Accumulation Index is for comparative purposes only. Index returns do not allow for transactional, management,
operational or tax costs. An index is not managed and investors cannot invest directly in an index.
*

Past performance is not a reliable indicator of future performance. Positive returns, which the OC Dynamic Equity Fund (the Fund) is designed to
provide, are different regarding risk and investment profile to index returns. Total returns are calculated after taking into account performance fees.
Where OC Funds Management generates a return on the OC Dynamic Equity Fund over and above the performance hurdle of 15% in any financial
year, a performance fee of 20.5% of all profits above this level is charged to the Fund directly. This document is for general information purposes
only and does not take into account the specific investment objectives, financial situation or particular needs of any specific reader. As such, before
acting on any information contained in this article, readers should consider the appropriateness of the information to their needs. This may involve
seeking advice from a qualified financial adviser. Copia Investment Partners Ltd (AFSL 229316, ABN 22 092 872 056) (Copia) is the issuer of the OC
Dynamic Equity Fund (ARSN 098 644 681). A current PDS is available from Copia located at Level 25, 360 Collins Street, Melbourne Vic 3000, by
visiting ocfunds.copiapartners. com.au or by calling 1800 442 129 (free call). A person should consider the PDS before deciding whether to acquire
or continue to hold an interest in the Fund. Any opinions or recommendation contained in this document are subject to change without notice and
Copia is under no obligation to update or keep any information contained in this document current.

ocfunds.com.au

