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Fund performance 
   

As at 30 June 2021 3 Month 6 Month 1 Year
Since Inception 

(Annualised)2

Blue Orbit Australian Small Cap Systematic Alpha Fund1 8.08% 12.80% 33.34% 7.27%

Benchmark3 8.50% 10.76% 33.23% 12.96%

Excess Return -0.42% 2.04% 0.11% -5.69%  
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.   

Equity investors enjoyed another strong quarter of returns with global markets finishing the 2021 financial year on a 

high. The Blue Orbit Australian Small Caps Systematic Alpha Fund delivered a healthy 8.08% return, albeit this was 

below its Benchmark, the S&P/ASX Small Ordinaries (Small Ords) Accumulation Index, which returned 8.50%. The 

quarter got off to a strong start, as it appeared that central banks were happy to maintain their accommodative stance 

even as the flow of economic data pointed to a strengthening recovery of economies across the globe. Further, the 

indications from the US were that the profitability of firms was also rebounding strongly, thus providing valuation 

support to what some considered were overheating markets. Yet the start of May provided a timely reminder that 

equities do carry risks as global markets sold-off strongly, giving up most of the quarter’s gains, before rebounding at the 

end of May and into June. Fears of inflation, an earlier than expected increase in official interest rates and tighter credit 

conditions lay behind the sell-off. However, policy makers were able to pacify investor fears, hence the strong rebound 

in the latter days of May and into June.  

For the quarter, the S&P/ASX Small Ordinaries returns were in-line with those of the Australian large cap index (S&P/ASX 

100). Partially driving this outcome was the performance of the large miners, who gleefully received record or near 

record iron ore and copper prices, all of which will deliver super-normal profits after years of cost-cutting and efficiency 

improvements. Oil also returned to favour as the global economy continued to recover, driving up the value of local oil 

producers, all of which sit within the ASX100. The leading sectors for the Australian small-cap market were Energy 

(+12.9%), Financials (+14.0%) and Materials (+11.8%), with the first two sectors being the impetus for the strong value 

performance in the Australian market, although the Energy sector is just over 2% of the Small Ords index. The Materials 

sector had a diverse quarter as the iron ore and copper prices soared, gold fluctuated, rare earth explores and producers 

found favour, and building materials benefitted from increasing construction. The only negative sector for the month 

was Consumer Staples (-2.5%) as investors took an increasing risk-on approach. While delivering positive returns, the 

Industrials sector underperformed the index as several stocks issued downgrades throughout the period.  

For the quarter, returns of the Small Ords were in-line with the US S&P 500 (+8.4%) and Russell 1000 (+8.4%) indexes in 

USD, however a 1.5% fall in the AUD saw relative outperformance by the US on a currency adjusted basis. The US 

markets had a diverse quarter with large cap growth stocks returning to favour over value and small cap stocks. To this 

point, the Russell 2000 returned only 4.2% for the quarter, in comparison to its 13% return in the first quarter of 2021. 

Elsewhere European (the DAX returned 3.5% and the FTSE 100 returned 5.6%) and Emerging Markets (MSCI Emerging 

Markets, +5.1 in USD) were weaker.  

There was a lack of diversity in the top performing stocks for the quarter, with three miners in the top five. Alkane 

Resources (+66.7%), Megaport (+66.2), Galaxy Resources (+45.1%), Uniti Group (+43.9%) and Chalice Mining (+43.0%) 

were all strong, and another four stocks exceeded 40% return.  At the other end, recently floated Nuix (-57.2%) 

collapsed amongst a host of downgrades and governance issues. Other poorly performed stocks included mining 

services company Perenti Global (-34.0%), EML Payments (-29.0%), and the Costa Group (-28.9%).  
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GICS Sector Attribution: March Quarter  

Average 

Weight
Total Return

Contribution 

To Return

Average 

Weight
Total Return

Contribution 

To Return
Allocation

Selection + 

Interaction
Total

Health Care 5.63% 22.68% 1.23% 6.65% 7.74% 0.52% 0.03% 0.77% 0.80%

Consumer Staples 6.97% -1.12% -0.17% 6.51% -2.51% -0.18% -0.06% 0.03% -0.02%

Industrials 5.47% -2.63% -0.13% 6.38% 0.48% 0.03% 0.08% -0.18% -0.10%

Utilities 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Communication Services 6.20% 5.59% 0.37% 5.74% 7.87% 0.46% 0.00% -0.13% -0.13%

Real Estate 10.30% 10.99% 1.10% 12.81% 9.85% 1.24% -0.01% 0.11% 0.10%

Financials 12.15% 11.95% 1.44% 13.76% 14.00% 1.87% -0.09% -0.22% -0.31%

Energy 0.02% -11.02% -0.01% 2.28% 12.94% 0.31% -0.11% -0.01% -0.12%

Information Technology 7.71% 7.35% 0.63% 7.65% 9.60% 0.69% 0.05% -0.15% -0.10%

Consumer Discretionary 20.37% 8.75% 1.82% 16.97% 6.04% 1.08% -0.09% 0.53% 0.45%

Materials 24.41% 8.27% 2.02% 21.25% 11.81% 2.48% 0.09% -0.79% -0.70%

Cash 0.77% 0.00% 0.00% 0.00% 0.00% 0.00% -0.07% 0.00% -0.07%

Total 100% 8.30% 8.30% 100% 8.50% 8.50% -0.17% -0.03% -0.20%

ASX Small Systematic S&P/ ASX Small Ordinaries Attribution

Sector Attribution

 

In a topsy-turvy quarter, the Fund narrowly underperformed its Benchmark. Ultimately, investors should not be too 

concerned, as the Fund returned a very healthy 8.08% for quarter. Sector allocation was responsible for the lost 

performance, with an overweight position to the Consumer Discretionary (+6.04%) sector, and underweight positions in 

the Energy and Financials sectors the main drivers. The latter two sectors had a particularly strong quarter as investors 

looked for exposure to growing energy prices and those stocks benefitting from healthy equity markets. Offsetting a 

proportion of the allocation underperformance was the Fund’s overweight position in the Materials sector and 

underweight allocation to the Industrials sector. 

Positive performance came from the Fund’s stock selection. The largest gains came from selections in the Healthcare 

and Consumer Discretionary sectors. The critical Healthcare selections were an overweight in Pro Medicus (+42.1%) and 

an underweight to Starpharma (-22.1%). From the Consumer Discretionary sector, the gains came from overweight 

positions in Eagers Automotive (+18.5%) and Accent Group (+24.0%), and an underweight to Webjet (-12.0%). A notable 

detractor was an overweight in Harvey Norman (-4.0%), which was elevated out of the Small Ordinaries universe at the 

end of the quarter.  

With the Materials sector having a volatile quarter, stock selection was poor. The Fund lost performance due to its 

overweight positions in Regis Resources (-15.5%) and Nickel Mines (-19.2%), while being underweight Iluka (+26.9%). 

Overweight positions in Sandfire (+27.9%) and Mineral Resources (+41.3%) added value, coupled with an underweight to 

Nufarm (-13.8%). Additionally, the Fund was not well positioned in the Financials sector, with the main offenders being 

an overweight position in Platinum Asset Management (-1.8%) and an underweight to HUB24 (+37.3%) and the Pendal 

Group (+24%). The Fund’s main Asset Manager overweight holding, Janus Henderson (+24.9%), was a big contributor to 

performance. 
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Alpha Signal Attribution 

The Blue Orbit Systematic Alpha process combines four individual Alpha Signals – Quality, Trend, Defensive and Value 

developed using proprietary internal quantitative research processes. The four 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 forms the main input into 

the formation of the Systematic Alpha Model. In turn, the Fund trades towards the model portfolio provided by the 

Systematic Alpha Model. This model is a theoretical target, and its returns do not include fees or transaction costs. 

Alpha Signal Returns
3 Months 

Return

3 Months 

Excess

S&P/ASX Small Ordinaries - Total Return 8.50%

Blue Orbit Alpha Signal Returns 1

Quality Alpha Signal 8.16% -0.34%

Trend Alpha Signal 7.89% -0.61%

Defensive Alpha Signal 8.50% 0.00%

Value Alpha Signal 9.14% 0.64%

Diversified Alpha Signal 8.05% -0.44%

Systematic Alpha Portfolio (Model) 8.86% 0.36%  
1. Returns shown are for theoretical, calculated Signal and factor portfolios, and are not live or investible products. Returns are calculated using FactSet, and do not 

include any fees or transaction costs. 

Given the design principle of the Fund, regardless of the market conditions the expectation is that a majority of Alpha 

Signals will outperform, thereby minimising the effects of any underperforming Signal(s). With the continuing 

resurgence in value investing continuing for most of the second quarter, the Value Signal was the best performing Signal 

for quarter. However, by May its relative performance had begun to wain as the lower interest rate environment 

tempted growth investors back into the market. Except for the Trend Signal, the other Signals were roughly in-line with 

the market. The Quality Signal did start the Quarter well before struggling in the latter half. While its performance had 

been volatile, it was not until May that the Trend signal started to materially underperform, albeit following a portfolio 

rebalance its performance improved towards the end of June. 

Defensive Alpha Signal 

The returns of the Defensive Signal were in-line with the Benchmark. This was an impressive result given the strength of 

the market. The Signal’s sector allocation generated outperformance through its overweight positioning to the Financials 

and Real Estate (+9.85%) sectors. However, an underweight allocation to the Materials sector and an overweight to the 

Industrials sector were detrimental. The Signal’s individual stock selections were not as productive, with positioning in 

the Materials sector detracting. The main offenders were overweight positions in Regis Resources (-15.5%) and St 

Barbara (-13.2%), along with underweights in Pilbara Minerals (+38.8%) and Chalice Mining. Some of the Signal’s better 

selections came from the Financials and IT sectors. The best selections included overweights to Janus Henderson, Pendal 

Group, and IOOF Holdings (+21.3%). In the IT (+9.6%) sector underweight positioning in Nuix and EML Payments was 

more than sufficient to overcome the underweight to Megaport.  
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Quality Alpha Signal 

While investor demand for equities was strong during the quarter, it did not quite extend to those st ocks favoured by 

the Quality Signal. The Signal underachieved off the back of poor sector allocations and stock selection in the IT and 

Materials sectors. However, on the upside, selections in the Consumer Discretionary and Healthcare (+7.7%) sectors 

were strong. In terms of the allocation issues, an underweight allocation to the Financials sector and overweight 

allocations to the Consumer Discretionary and Industrials sectors detracted. The positive stock selections in the 

Healthcare sector were an overweight in Pro Medicus and an underweight to StarPharma. In the Consumer Discretionary 

sector, the Signal benefited from overweight holdings City Chic Collective (+37.9%), Jumbo Interactive (+40.1%) and 

Accent Group, while an underweight to Flight Centre was also valuable. Dampening these gains were overweight 

holdings in IT stocks Nuix and Nearmap (-7.9%) plus not holding Megaport.  

 

Value Alpha Signal 

The Value Signal performed strongly for the quarter, posting a large outperformance in May to come back from its poor 

CYTD figures. As signal timing had indicated the reduction of exposure to Value back in March, the Fund did not benefit 

from this bounceback in May. The Signal’s outperformance came exclusively from stock selection, with selections in the 

Industrials and Consumer Staples sectors being the highlight. Key Industrial sector selections included an overweight in 

McMillian Shakespeare (+18.9%) and underweight in NRW Holdings (-25.5%) and the Seven Group (-9.8%). Positive 

Consumer Staples selections included underweight positioning in Metcash (-4.1%) and Blackmores (-7.9%). Overweight 

positioning in the Industrials and Consumer Staples sectors, plus a Materials sector underweight led the allocation 

underperformance. 

 

Trend Alpha Signal 

After a strong start to the year, the Trend Signal underperformed during the second quarter. While the Signal’s sector 

allocation was beneficial for performance, stock selection was not. Delivering the positive allocation performance was an 

underweight to the Industrials sector and an overweight to the Materials and Financials sectors. In terms of the 

unfavourable stock selection, an overweight to Credit Corp (-9.0%) and an underweight to the Pendal Group and IOOF 

Holdings from the Financials sector were the main contributors.  IT selections that diminished performance included 

underweight selections Megaport and IRESS (+40.6%). The Signal was also overweight travel stocks, including Flight 

Centre (-17.5%) and Webjet (-12.0%), both of which suffered with increasing COVID-19 infections. 
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Source: Blue Orbit. FactSet  

Diversified Alpha Signal 

The small underperformance from most of the Signals meant that the Diversified Signal could not match the 

Benchmark for the quarter. Both sector allocation and stock selection contributed to the moderate shortfal l.  The 

allocation underperformance mainly came from an overweight allocation to the Consumer Discretionary sector, 

with underweights to the Energy, REIT, and Financials sectors also contributing.  Stock selection in the Materials 

and IT sectors was again problematic. The central detractors were underweight holdings in mining stocks Perseus 

Mining, De Grey Mining (+25.4%) and Pilbara Minerals and underweight positions in IT stocks Megaport and IRESS. 

The Signal clawed back some relative performance via the Consumer Discretionary sector through its underweight 

in Flight Centre and overweight in City Chic Collective and the Accent Group.  

 

Naïve Factor Returns  

Naïve Factor Returns
3 Months 

Return

3 Months 

Excess

S&P/ASX Small Ordinaries - Total Return 8.50%

Naïve Factor Returns 1

Naïve Dividend Yield Factor 8.29% -0.21%

Naïve Equal Weight 8.95% 0.46%

Naïve Low Volatility Factor 8.63% 0.13%

Naïve Momentum Factor 13.44% 4.94%

Naïve PE Factor 9.74% 1.24%  
1. Returns shown are for theoretical, calculated Signal and factor portfolios, and are not live or investible products. Returns are calculated using FactSet, and do not 

include any fees or transaction costs. 
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Source: Blue Orbit. FactSet  

In general, the naïve factors had a good second quarter, with only the Dividend Yield portfolio finishing below the 

Benchmark. Outperforming the Trend Signal for the quarter was the Momentum portfolio. While this is an unusual 

short-term outcome, investors should remember that through its consideration of price volatility and market 

capitalization the Trend Signal has a superior track record over the naïve Momentum factor portfolio. Naïve 

momentum’s outperformance all came in April, and was primarily due to a handful of stock positions in that month 

(particularly overweights to De Grey Mining, Galaxy Resources and Chalice Mining). Despite the strong performance of 

Naïve momentum over the quarter, it is still underperforming the Trend Alpha signal over the last 6 months.   

Having a mixed quarter was the naïve PE portfolio, after its early gains were diminished thanks to investors reducing 

their focus on valuations and turning back to growth. This was also the experience of the Value Signal during the quarter. 

 

Conclusion 

After the first six months of 2021 investors can be forgiven for truly believing that stocks only go up, albeit with the odd 

blip along the way. By the end of the June quarter, the Small Ordinaries had grown 66% since the depth of the COVID-19 

correction. In addition, the CBOE Volatility index has fallen to almost pre-COVID levels - suggesting that investors are 

more than comfortable with the current market conditions and do not see significant risks in the near-term. Much of this 

confidence appears to stem from central banks continuing to deliver a strong and consistent message that they see no 

need to tighten monetary conditions in the near-term despite the occasional spot-fire of inflation. Crucially, it will only 

be in hindsight some years into the future that investors will know with certainty whether the current inflationary 

pressures are transitory or the start of a longer march of increasing prices.  

An issue that may keep investors awake at night is where to invest their resources. The June quarter provided a glimpse 

of how markets can change tack quickly, with the rotation away from value and back to growth occurring less than six 

months after the much-anticipated value rally took off. Blue Orbit Australian Small Caps Systematic Alpha investors can 

take comfort knowing that the investment process was designed to navigate a variety of market scenarios. Further 

solace can be taken from the fact that investment process is not static and ongoing research is undertaken to ensure 

that investors receive the best possible risk-adjusted returns. 
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Disclaimer  

This report has been prepared for the general information of clients and professional associates of Blue Orbit Asset Management Pty. Ltd. , ABN: 7 4 6 23  91 6 
816 | AFSL: 513710 (Blue Orbit AM).  This presentation has been prepared for use by wholesale clients only (within the meaning of the Corporations Act 20 01 
(Cth) and no other persons. Information presented in this document is general information only, and is not i n te nded t o c ons ti tute  personal  advic e or  
recommendations. This information has not taken into account your investment objectives, financial situation or needs.  We strongly recommend t hat you  
seek your own professional financial and legal advice prior to any investment decision.  While every effort has been made to ensure accuracy at  t he  t im e 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  i s a ppropri at e for  you.  
Unless otherwise stated, all returns shown in this presentation are simulated returns, and do not represent actual returns th at an investor received. Ne it he r  
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 ret urns.   
Any forward looking statements in this presentation are based upon Blue Orbit AM’s current views and assumptions and involve known and unknown r i sks 

and uncertainties, many of which are beyond Blue Orbit AM’s control and could cause actual results, performance or events to differ materiall y  from t hos e 
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 presentati on .  For 
more information please visit www.blueorbitam.com   

http://www.blueorbitam.com/

