
 

 

CONTINUED 

 1M 3M 6M 1yr 2yr p.a. 3yr p.a. SI³p.a. 

Net Fund Performance1 6.3% 7.2% 8.6% 5.7% 6.6% 6.4% 7.5% 

Benchmark Performance2 6.6% 7.6% 2.3% -4.4% 1.0% 2.4% 3.7% 

Excess Return -0.3% -0.4% 6.3% 10.1% 5.6% 4.0% 3.8% 

1. Return net of 0.89% p.a. management fee. 2. S&P/ASX Small Ordinaries Accumulation Index. 3. Inception date: 31 Oct, 2019. Past performance 

is not a reliable indicator of future performance, p.a performance is annualised. 

The Longwave Small Companies Fund increased by 6.3% during January 2023, 

underperforming the 6.6% increase in the S&P/ASX Small Ordinaries Accumulation 

Index benchmark by 0.3% over the month (after fees). 

 

As we prepare for another reporting season we know there will be surprises – but by 

definition we don’t know where. We will see share prices move more than ‘rational’ 

investors believe is warranted and if prior reporting seasons are a guide, we will see 

active small cap managers deliver one month returns from best to worst in a range of 

10% or more. It is understandable that company results are surprising time and time 

again – after all expectations are simply the best guess at what the future holds and 

reality will always be hard to pin down ahead of time. Given the wealth of evidence, it 

is interesting investors remain continually surprised by the magnitude and persistence 

of the market reaction. We believe there is evidence of a behavioural bias which relates 

to how valuations are built and how investors update their prior beliefs through time. 

This effect is even more pronounced in small caps.  

The movie version of an analyst’s valuation looks something like this; an analyst builds 

a deep understanding of a company’s prospects by researching the business, the 

industry, talking to management, building a financial model of future cash forecasts 

and then deriving the net present value of those cash flows to determine what the 

company is worth today. The analyst has high confidence in this work, if the price is 

lower or higher than the estimated value then the analyst can invest to exploit the 

difference and wait for the market to find an equilibrium at the (analyst’s) truth.  

A good valuation doesn’t change much through time and investors can trade on the 

difference between current price and value. A bad valuation moves around a lot 

through time, reflects a lack of conviction and understanding of ‘the truth’ and can’t be 

relied on to make investment decisions. There is a behavioural incentive for valuations 

to be sticky if analysts want to be seen as ‘good’. 

The reality of determining the value of a business is; the cash flow forecast is a 

probability weighted guess of the many and varied futures a business may encounter. 

History however travels only a single path. As forecasts become fact, the path travelled 

may be significantly different to the central estimate. New information may indicate 

one of the lower probability outcomes (either significantly better or worse for 

sustainable cash flow) are now more likely. This raises a range of questions for the 

analyst: In the face of new facts, how do we update our estimates? How significant are 

the differences in valuation at the different ends of the distribution? How quickly do 

we incorporate these new estimates into our valuation? How do companies differ in 

the range of potential outcomes? How do we reflect different uncertainties between 

companies and changing uncertainty through time in our discount rates? 

One of the theories behind why momentum in stock prices persists is that investors 

take time to update their prior views once new information comes to hand. Using the 

probability of future cash flow framing, this is akin to new information changing which 

of many possible futures is likely to become the single history for the firm.  

One way of testing this hypothesis is to see if companies with greater levels of 

uncertainty show stronger momentum effects in their stock prices. The logic being that 

ex-ante these companies have a wider potential range of outcomes that are only 

revealed through the progress of time. Observed momentum effects are a reflection 

of new information being incorporated into valuations, but the analyst valuation 

anchoring biases mean they occur more gradually (and with directional persistence) 

than theory may suggest. 

Name (Alphabetical) 

Auckland International Airport Ltd 

Brickworks Ltd 

Corporate Travel Management Ltd 

Janus Henderson Group PLC 

Mainfreight Ltd 

New Hope Corp Ltd 

News Corp 

Spark New Zealand Ltd 

Super Retail Group Ltd 

Viva Energy Group Ltd 

 Fund BM2 

Communication Services 7.0 5.1 

Consumer Discretionary 17.1 14.1 

Consumer Staples 2.3 4.2 

Energy 8.5 5.8 

Financials 11.3 10.9 

Health Care 3.9 6.7 

Industrials 15.3 7.7 

Information Technology 3.9 6.9 

Materials 20.0 25.2 

Real Estate 7.5 13.4 

Utilities 0 0 

Cash 3.2 0.0 

Top 5 - Contributors 

Adairs Ltd 

Breville Group Ltd 

Corporate Travel Management Ltd 

Stanmore Resources Ltd 

Super Retail Group Ltd 

 

Bottom 5 - Detractors 

De Grey Mining Ltd 

Liontown Resources Ltd 

Paladin Energy Ltd 

Pinnacle Investment Management Group Ltd 

Sayona Mining Ltd 



 

 

 

Statistical studies (Information Uncertainty and Stock Returns, X. Frank Zhang, The 

Journal of Finance, Feb 2006; Price Momentum and Idiosyncratic Volatility, Arena, 

Haggard, Yan, Feb 2005), show companies with higher uncertainty, that are younger, 

that are smaller, and that have higher share price volatility show more persistent 

momentum in their stocks prices – both up and down. 

Share prices are a result of the disagreement between investors about which future is 

more likely. Within small caps (due to higher uncertainty and a wider range of 

outcomes) the impact new information has on share prices and the persistence of this 

impact is much greater than other parts of the market.  

Once again, small caps differ from large caps in more than just form. 

Research, experience, investment process and discipline can improve the odds of 

getting this right more often than the market, but sometimes new information will 

require prior beliefs to be updated – not just for near term earnings estimates, but for 

the long-term value of the business. Stubbornly holding onto a version of history an 

investor would like to have occurred in the face of contrary facts is not a winning 

investment strategy.  

This leads us to expect large share price moves as companies report results during 

February. We expect investors to be surprised by how much prices move and prepared 

for some of the new information to take time to be fully reflected in the ‘version of the 

future’ investors now believe. Although momentum is a dirty word for many investors, 

recognising the underlying forecasting, cash flow and valuation mechanics may be a 

more useful interpretation of reality.  

 

1

At the end of January, the S&P / ASX Small Ordinaries Accumulation Index is up almost 

15% since the end of September and although we have mostly kept up, there are a few 

areas this month where we don’t hold some big gainers. These included Sayona 

Mining, Liontown Resources, Paladin Energy and De Grey Mining among others. The 

biggest contributors in January came from consumer discretionary names which have 

yet to show signs of recessionary impact on earnings, in fact given many trading 

updates (upgrades) quite the opposite. Contributors included Corporate Travel Mgt, 

Super Retail Group, Adairs, Breville and Accent Group.  

Industrials remains our largest sector overweight and companies within this sector 

have quite diverse sources of revenue. Our energy overweight continues to reduce. 

We remain underweight Real Estate and Materials – and within materials Lithium 

stocks are the greatest source of our underweight. 

Low quality, speculative stocks are now moving up again, but the rally remains broad 

based and there are plenty of high-quality opportunities for investors. No need for 

FOMO to return to investor thinking just yet. 

We continue to have a constructive view on small caps given the distance travelled so 

far this cycle (over 15 months of underperformance relative to large caps, now the 

same elapsed time as the maximum small cap underperformance seen during the 

GFC) and the compelling value still on offer within our quality holdings. Two things 

investors are looking for to have confidence in this rally; 1) clarity on a cyclical peak in 

inflation and interest rate hikes and 2) navigating recession risk.  

As we mentioned late last year, inflation lead indicators have been moderating for 

some time and bond markets are pricing rate rises having now peaked. Central banks 

seem adamant they will not be cutting rates as the bond market implies. Time will tell 

who is right. 

As to a recession, well the biggest surprise maybe we don’t have one. Unfortunately, 

the way markets work is that by the time investors have certainty on both risks, share 

prices of all the great businesses that were bargains in late 2022 may be significantly 

higher. If you prefer to focus on micro rather than macro, February is the best time to 

do so. 

 

Fund characteristics  

NAV A$1.0774 

Redemption unit price A$1.0742 

Inception Date 31 Oct, 2019 

Minimum Investment A$25,000 

Management Fee 0.89% p.a. 

Performance Fee - 

Risk/Return profile High 

Buy / Sell Spread 0.30% / 0.30% 

Benchmark 
S&P/ASX Small Ordinaries 

Accumulation Index 

Distribution frequency Half-yearly 

Portfolio FUM (A$m) 7.0 

No. of Holdings: 114 

Portfolio Managers 
David Wanis, Jai Beathe 

& Melinda White 

Strategy FUM (A$m): 173.7 

 

The Fund aims to outperform the S&P/ASX Small 

Ordinaries Accumulation Index over the long term 

(after fees). 

The Fund aims to provide long-term capital growth 

through investment in a diversified portfolio of high-

quality Australasian small companies (outside 

S&P/ASX 100 Index at time of investment or 

expected to be within six months). 

Longwave’s investment philosophy is underpinned 

by the belief that the stocks of high-quality small 

companies outperform the benchmark over time, 

and as such, an active approach to investing in high-

quality stocks provides value to investors who might 

otherwise have invested passively. Longwave 

believes in the value of a deep and fundamental 

understanding of the securities in which we invest.  

 

                
 

 
 

 

           Supporter of: 

 
 

 

 

Longwave Capital Partners 

Phone: 1300 010 311  Email: invest@longwavecapital.com   Website: www.longwavecapital.com 

  

 
1 Illustrative only and not a recommendation to buy or sell any particular security. 

https://longwavecapital.com/positioning-for-a-small-cap-recovery/
http://www.longwavecapital.com/


 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This communication is prepared by Longwave Capital Partners (ABN 17 629 034 902) (‘Longwave’), a corporate authorised representative (No. 
1269404) of Pinnacle Investment Management Limited (ABN 66 109 659 109, AFSL 322140) ('Pinnacle') as the investment manager of Longwave 
Australian Small Companies Fund (ARSN 630 979 449) (‘the Fund’). Pinnacle Fund Services Limited ABN 29 082 494 362 AFSL 238371 ('PFSL') is the 
product issuer of the Fund. PFSL is not licensed to provide financial product advice. PFSL is a wholly-owned subsidiary of the Pinnacle Investment 
Management Group Limited (‘Pinnacle’) ABN 22 100 325 184. The Product Disclosure Statement (‘PDS’) and Target Market Determination (‘TMD’) 
of the Fund are available via the links below. Any potential investor should consider the PDS and TMD before deciding whether to acquire, or 
continue to hold units in, the Fund. 
Link to the Product Disclosure Statement: WHT9368AU 
Link to the Target Market Determination: WHT9368AU  
For historic TMD’s please contact Pinnacle client service Phone 1300 010 311 or Email service@pinnacleinvestment.com. 
 
This communication is for general information only. It is not intended as a securities recommendation or statement of opinion intended to 
influence a person or persons in making a decision in relation to investment. It has been prepared without taking account of any person’s 
objectives, financial situation or needs. Any persons relying on this information should obtain professional advice before doing so. Past 
performance is for illustrative purposes only and is not indicative of future performance. 
 
Whilst Longwave, PFSL and Pinnacle believe the information contained in this communication is reliable, no warranty is given as to its accuracy, 
reliability or completeness and persons relying on this information do so at their own risk. Subject to any liability which cannot be excluded under 
the relevant laws, Longwave, PFSL and Pinnacle disclaim all liability to any person relying on the information contained in this communication in 
respect of any loss or damage (including consequential loss or damage), however caused, which may be suffered or arise directly or indirectly in 
respect of such information. This disclaimer extends to any entity that may distribute this communication. 
 
Any opinions and forecasts reflect the judgment and assumptions of Longwave and its representatives on the basis of information available as at 
the date of publication and may later change without notice. Any projections contained in this presentation are estimates only and may not be 
realised in the future. Unauthorised use, copying, distribution, replication, posting, transmitting, publication, display, or reproduction in whole or 
in part of the information contained in this communication is prohibited without obtaining prior written permission from Longwave. Pinnacle and 
its associates may have interests in financial products and may receive fees from companies referred to during this communication. This may 
contain the trade names or trademarks of various third parties, and if so, any such use is solely for illustrative purposes only. All product and 
company names are trademarks™ or registered® trademarks of their respective holders. Use of them does not imply any affiliation with, 
endorsement by, or association of any kind between them and Longwave. 
 
Zenith Disclaimer: 
The Zenith Investment Partners (ABN 27 103 132 672, AFS Licence 226872) (“Zenith”) rating (assigned Longwave Australian Small Companies Fund 
– February 2021) referred to in this piece is limited to “General Advice” (s766B Corporations Act 2001) for Wholesale clients only. This advice has 
been prepared without taking into account the objectives, financial situation or needs of any individual, including target markets of financial 
products, where applicable, and is subject to change at any time without prior notice. It is not a specific recommendation to purchase, sell or hold 
the relevant product(s). Investors should seek independent financial advice before making an investment decision and should consider the 
appropriateness of this advice in light of their own objectives, financial situation and needs. Investors should obtain a copy of, and consider the 
PDS or offer document before making any decision and refer to the full Zenith Product Assessment available on the Zenith website. Past 
performance is not an indication of future performance. Zenith usually charges the product issuer, fund manager or related party to conduct 
Product Assessments. Full details regarding Zenith’s methodology, ratings definitions and regulatory compliance are available on our Product 
Assessments and at Fund Research Regulatory Guidelines. 
 
Lonsec Disclaimer: 
The Lonsec Ratings (assigned as follows: Longwave Australian Small Companies Fund - assigned October 2022) presented in this document are 
published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421445. The Ratings are limited to “General Advice” (as defined in the Corporations 
Act 2001 (Cth)) and based solely on consideration of the investment merits of the financial products. Past performance information is for illustrative 
purposes only and is not indicative of future performance. They are not a recommendation to purchase, sell or hold Longwave Capital Partners 
Pty Ltd products, and you should seek independent financial advice before investing in these products. The Ratings are subject to change without 
notice and Lonsec assumes no obligation to update the relevant documents following publication. Lonsec receives a fee from the Fund Manager 
for researching the products using comprehensive and objective criteria. For further information regarding Lonsec’s Ratings methodology, please 
refer to Lonsec’s website at: https://www.lonsec.com.au/investment-product-ratings/   
 
 

https://longwavecapital.com/wp-content/uploads/Longwave-Australian-Small-Companies-Fund-Class-A-PDS.pdf
https://longwavecapital.com/wp-content/uploads/Longwave-Australian-Small-Companies-Fund-Class-A-TMD.pdf
https://www.zenithpartners.com.au/our-solutions/investment-research/fund-research-regulatory-guidelines/
https://www.lonsec.com.au/investment-product-ratings/

