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Fund performance  
   

 

As at 31 December 2019 3 Month FYTD 1 Year Since Inception
2

Blue Orbit Australian Small Cap Systematic Alpha Fund
1 -0.27%

Benchmark
3

1.94%

Excess Return -2.21%  
1. Returns shown are Net of Fees. Returns shown for the Lead Series (October 2019).    
2. Inception Date is 11 October 2019.     
3. Benchmark is the S&P/ASX Small Ordinaries Accumulation Index.  

 

Global markets had a strong finish in the December quarter of 2019, capping off a strong year of market performance. The S&P 

500 was up 8.5% in the December quarter, and MSCI World (Gross, in USD) finished up 8.7%.  

The Aussie dollar climbed 3.9% during the quarter against the US Dollar, erasing earlier losses to finish at around December 

2018 levels. 

Local markets underperformed global markets in the December quarter, even after taking into account the strengthening 

AUD. The market underperformance was uniform across size segments, with large cap stocks (ASX 100) up only 0.70%, and the 

Small Ordinaries up 0.76% for the quarter. 

Within small cap stocks, Information Technology was the standout sector performer, up 11.5% for the quarter. However, this 

was offset by the weak performance within the Consumer Staples (-5.1%) and Consumer Discretionary sectors (-3.5%).  

The Blue Orbit Australian Small Cap Systematic Alpha Fund went live on 11 October 2019, and has been in operation for less 

than a full calendar quarter. Performance of the fund from inception to 31 December 2019 was  -0.27%, underperforming its 

Benchmark (S&P/ASX Small Ordinaries) which returned 1.94% for the same time period. 

The key detractors over this time period were the Fund’s overweight positions to poorly performing stocks in the Consumer 

Discretionary, Industrials and Healthcare Sectors. Overweight holdings in Jumbo Interactive (-42.4%), Pro Medicus Limited  

(-24.3%) and McMillan Shakespeare (-17.8%) all underperformed over the quarter, particularly in the month of December. 

Sector Allocation added some value, particularly the large overweight to the strongly performing Information Technology 

sector.  Strong selling into the last day of the year with limited liquidity exacerbated underperformance, with 0.50% of the 

Fund’s underperformance occurring on the 31st December 2019. 

 

Alpha Signal Attribution 

The Blue Orbit Systematic Alpha process is built from three individual underlying Alpha Signals, developed using proprietary 

internal quantitative research processes. The three individual Signals are well diversified with low to negative correlations, and 

designed to outperform in differing market environments.   

The Diversified Alpha Signal is the combination of the individual underlying Alpha Signals, and is used as the main alpha input 

to construct the portfolio. 

The Systematic Alpha Model is the target model portfolio that the strategy is traded towards. This model is a theoretical 

target, and its returns do not include fees or transaction costs. 
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Alpha Signal Returns
3 Months 

Return

3 Months 

Excess

S&P/ASX Small Ordinaries - Total Return 0.76%

Blue Orbit Alpha Signal Returns *

Quality Alpha Signal 0.27% -0.49%

Trend Alpha Signal 0.33% -0.43%

Defensive Alpha Signal 1.61% 0.85%

Diversified Alpha Signal 0.73% -0.03%

Systematic Alpha Portfolio (Model) -1.05% -1.81%  
* Returns shown are for theoretical, calculated signal and factor portfolios, and are not live or investible products. Returns do not include any fees or transaction costs. 

The December quarter was a period of underperformance for a majority of the Blue Orbit Alpha signals, with only the 

Defensive Alpha signal outperforming. The market environment saw a pullback in momentum and a flight to value, low 

volatility and dividend paying stocks over the quarter, with a rotation to small and microcap materials stocks towards the end 

of December on increases in commodity prices.   

Naïve Factor Returns
3 Months 

Return

3 Months 

Excess

S&P/ASX Small Ordinaries - Total Return 0.76%

Naïve Factor Returns *

Naïve Dividend Yield Factor 1.69% 0.94%

Naïve Equal Weight 1.05% 0.29%

Naïve Low Volatility Factor 1.43% 0.67%

Naïve Momentum Factor 0.70% -0.06%

Naïve PE Factor 1.05% 0.29%  
* Returns shown are for theoretical, calculated signal and factor portfolios, and are not live or investible products. Returns do not include any fees or transaction costs. 

The performance of a basket of Naïve Factor return portfolios over the quarter shows similar themes with positive returns to 

low volatility, dividend paying and value strategies, while momentum underperformed. The outperformance of Equal Weight 

reflects the micro-cap rally towards the end of December, as materials explorers with no earnings or dividends saw a strong 

rally relative to the rest of the index.  

The Systematic Alpha strategy will generally underperform in a value rally, and when smaller capitalisation stocks with minimal 

fundamental backing are outperforming. Unfortunately, both of these conditions have been present across the December 

quarter, contributing to the underperformance of the strategy against its benchmark.   

Our experience in the Australian small caps market is that value and micro-cap rallies unsupported by fundamentals are not 

long term or sustainable trends. This market segment has been a strong growth market, with intermittent and short term 

periods of value appreciation. As we are targeting long term, sustainable returns in small cap stocks, we look to capture the 

alpha in the remaining majority of market environments.  

The below chart shows the excess rolling 12 month returns of both Value and Growth styles over the Small Ordinaries Index, 

over the last 10 years. Additionally, the green line shows the premium of growth over value over the same time period.  

Within Australian small cap stocks, growth has seen a pullback over the last 12 months, to finish 2019 at near equilibrium 

levels versus value stocks. Given the sell down in small cap growth in 2019, we feel there is ample room for growth stocks to 

rebound into 2020. 
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Value: S&P Australia Small Cap Value Index. Growth: S&P Australia Small Cap Growth Index. Excess returns are shown over the S&P/ASX Small Ordinaries Index. 
Source: FactSet 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer  

This report has been prepared for the general information of clients and professional associates of Blue Orbit Asset Management Pty. Ltd., ABN: 74 623 916 
816 | AFSL: 513710 (Blue Orbit AM).  This presentation has been prepared for use by wholesale clients only (within the meaning of the Corporations Act 2001 
(Cth) and no other persons. Information presented in this document is general information only, and is not intended to constitute personal advice or 
recommendations. This information has not taken into account your investment objectives, financial situation or needs.  We strongly recommend that you 
seek your own professional financial and legal advice prior to any investment decision. While every effort has been made to ensure accuracy at the time of 
compilation, Blue Orbit AM makes no warranties or representations as to the accuracy, completeness or reliability of this information, nor that it is free from 
error. You should read the information memorandum or other offer document for the fund and consider whether an investment is appropriate for you. Unless 
otherwise stated, all returns shown in this presentation are simulated returns, and do not represent actual returns that an investor received. Neither Blue 
Orbit AM nor any other party guarantees any income or capital return from an investment and past performance is not an indication of future returns.  Any 
forward looking statements in this presentation are based upon Blue Orbit AM’s current views and assumptions and involve known and unknown risks and 
uncertainties, many of which are beyond Blue Orbit AM’s control and could cause actual results, performance or events to differ materially from those 
expressed or implied.  These forward-looking statements are not guarantees or representations of future performance and should not be relied upon as such. 
Blue Orbit AM undertakes no obligation to update any forward-looking statements to reflect events or circumstances after the date of this presentation. For 
more information please visit www.blueorbitam.com   

http://www.blueorbitam.com/

