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Looking towards a
small-cap resurgence
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AlexGluyas

Asinvestorscheeredanotherrecord
highfor theAustraliansharemarket
duringtheFebruaryreportingseason,
MatthewKidmanwasgrowing
increasinglyworried.
Thefundmanagerveteranwas

alarmedbythewildswings instock
prices–amongthemostvolatileon
record–soherapidlybuiltupcashin
CentennialAssetManagement’sLevel
18Fundto30percentby themiddleof
February.
Thatcoincidentallymarkedthetop

of themarketasconcernsaboutUS
PresidentDonaldTrump’saggressive
tradepolicieskickedoff sixweeksof
turbulencethatpromptedKidmanto
doubledownonhiscashallocation.
BythetimeTrumpannouncedhis

‘‘liberationday’’ tariffsonApril2,
whichwoulderase trillionsofdollars in
marketvalue,Kidmanhaduppedthe
cashlevels to50percentof the
portfolioandhadtakenshelter in large-
capstockssuchasColes,Telstraand
AGLEnergy.
WhileKidman’s long-shortstrategy

isprimarily focusedonASX-listed
small-andmid-capshares, it caninvest
morebroadlyandtakethecash
allocationtoany level,whichhesays
givesCentennialanedgeoverrivals.
‘‘Theflexibilityallowsustodefend

ourselvesagainstbadmarketsandtake
advantageofbettermarkets,’’ the
Sydney-basedfundmanager tellsThe
AustralianFinancialReview.
‘‘Sowe’vestarted tochurnsomeof

these largecapsoutover thepast few
weeks,whichhadserveduswell
defensively ...butnowwe’re thinking
it’sbetter togetbackonthebikeweride
normallyandtakeonmorerisk.’’
Andsohe’sbeenbusyredeploying

cashback into themarket,about 10per
cent,andplans tospendalargechunk
of theremaining40percentover the
nextsixweeks.
HesnappedupMacquarie following

thesaleof itsNorthAmericanand

Europeanpublicassetmanagement
unit twoweeksagoandhasalsoadded
laboratoryservicesgiantALS.
Kidmanhasdeliberatelystuckto the

largerendof thesharemarketbefore
thisweek’sMacquarieConference,
whichisexpected to throwupsome
curveballs.Oftenreferred toas thestart
of ‘‘confessionsseason’’, it iswhere
companies tendtoshuffleguidance
expectations.
‘‘Wewalk into theMacquarie

Conferenceexpectingtogetsomepretty
negativecorporatenews,’’hesays.
‘‘I thinkmostcompaniesaregoingto

say it’sbeenareasonablydifficult six
months,notbecause theeconomyis
terrible,butbecauseofbadweather,
unusualholidaysandthe leaduptothe
federalelection–noneof that is
conducive tostrongearningsresults.’’
So far, thestrategy looks tobepaying

dividends.Thefund’s 11.4percentone-
yearreturncompares to2.2percent for
thebenchmarkAllOrdinaries
AccumulationIndexand1.3percent
decline for theS&P/ASXSmall
OrdinariesAccumulationgauge.
Since its inception in2012, the fund

hasdeliveredanet returnof 12.2per
centeachyearversus thebenchmark’s
9.4percent.
Returnshavebeenfuelledbytimely

betsoncompaniessuchasGeneration
DevelopmentGroup,RPMGlobaland
Zip.Morerecently,holdings inBega
Cheese,CodanandClearViewWealth
contributedthemost inMarch.
As forwhat thesecondhalfof the

yearholds,Kidmanismorebullish than
manyofhispeers.Hebelieves the
Trumpadministrationwillnegotiate
dealswithAmerica’smajor trading
partners, includingChina, thatwillhelp
avoidasignificantglobal recession.
Still,Kidmanexpects theReserve

BankofAustralia tocut thecashrate
uptofivetimes thisyear,whichwould
inject freshmomentumintohousehold
spendingandboostconsumer-facing
shares.
Centennialhasarichhistory in

backingASX-listedretailers,having
madeafortuneby investing in
UniversalStoreandBeaconLighting.
This timearoundit iswatchingNick
Scalialongwithpropertydevelopers
MirvacandStockland,as theRBA
resumes itseasingcycle.
Kidman’salsobullishoncompanies

exposedtosouth-eastQueensland
before the2032BrisbaneOlympics
becausethestategovernment is taking
the ‘‘expensive’’path tobuildinganew
stadiumandother facilities. Itmeans
companiessuchasconstruction
materialsbusinessWagnerand
scaffoldingcompanyAcroware inhis
sights.
It’sadifferentstory forVictoria,

accordingtoKidman, sothe fund
managerhasavoidedinvesting in
companieswithaheavyexposure to
thesouthernstatebecause it’s lagging
therestofAustralia.
‘‘Everycompanywespeaktosays

Victoria is theproblem,’’Kidmansays.
‘‘ForAustralia tokickon,Victorianeeds
to jointheparty,but that’shardbecause
thegovernment isfinanciallystretched
andpeoplehave lostconfidence.’’
Sohehas focusedondomestically

exposedbusinesses thatoperatealong
Australia’seastcoast,whichhavealso
becomearelativesafehavenfor
investorsgiventheyaremore insulated
fromTrump’s tariffs.
That’sbecausehe’s stillwaryofa

worst-casescenariowhere there isno
dealbetweentheUSanditsbiggest

tradingpartnersontariffs,demand
contractsandtheglobaleconomyfalls
intoarecession.
Historically, thatscenariohas

triggereda25percent to35percent
decline incorporateearningsand
causedthesharemarket tocollapseby
about30percent fromitsmostrecent
peak.
‘‘If thatrecessionhappens, thenthe

sell-offwesawwasprobablyonlyhalf
thestory,’’hesays. ‘‘We’restillnot
completelycertainwhichwayitwillgo
... sowe’resittingat that in-between
phasecurrently.’’
The investingveteranandco-founder

ofCentennialhasseenhis fairshareof
tumultafteralmost30years inthe
industry,buthispathwayintofinancial
marketswasa little lessconventional.
Afterstudyingeconomicsandlawat

MacquarieUniversityasa ‘‘middle-of-
the-road’’ and ‘‘muddling’’ student,
Kidmansecuredaclerkshipat
boutique lawfirmNortonSmith inthe
early 1990sandstruckuparapport
withmanagingpartnerDavidRose.
Thepairregularlyplayedsquash

togetherandwhileKidmanhadhoped
thesummer jobwould leadto
somethingmorepermanent,Rose
deliveredabrutal realitycheck: ‘‘You’re
notgoingtobeaverygoodlawyer,
you’llfindsomethingbetter.’’
Soafterstruggling tofindwork,he

wentbackpackingaroundEurope
where,whentrying toreadlocal
newspapers, it sparkedaninterest in

journalism.Hegothisfirstgigata
suburbannewspapercalledthe
MacarthurChronicle inCampbelltown
before landingaroleat theSydney
MorningHerald,wherehefinishedup
asthebusinesseditor in1998afterfive
years.
That’sbecauseveteranfund

managerGeoffWilsonofferedhima
jobathis freshly launchedWilson
AssetManagement.
Fast forwardto theearly2000sand

Kidmanwasrunningapresentation
forWilson’sclientswhenRose,
coincidentallyaWAMshareholderand
amongtheaudienceof300people,
yelled, ‘‘I toldyouyou’dfindabetter
job!’’
Kidmanworkedasaportfolio

managerandchief investmentofficer
atWAMfor 13yearsbefore joining
forceswithGaryJoffe,whohadjust left
EllerstonCapital, to formCentennial
AssetManagement.
While thepair intendedtosolely

managetheirownmoney,whichthey
did for thefirst threeyearswhen
Centennialhad justoneexternalclient,
theyeventuallyopeneduptoa limited
amountofoutsidecapital.
Centennial’sprinciples, including

KidmanandJoffe, remainthebiggest
investors in theLevel 18Fund,
accountingfor20percentof the total
capital.Andwhile fundsunder
managementcurrentlysitatabout
$230million, theplan is tocapit
at $300million.
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The veteran fundmanager is preparing to pounce on the
smaller end of the sharemarket.
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Emergingmarkets roarbackamonthafter tariff shock
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BaileyLipschultz

A month after President Donald
Trump’s April 2 tariff offensive, some
emerging market equities have come
back stronger as the countries stay
clear of the US-China dispute and gov-
ernments strive to clinch a deal with
Washington.
Equity benchmarks in India, Mexico,

Brazil and South Korea have recouped
all of their losses since the tariff shock
and are among the best performers
globally. Chinese andHongKong stocks
have stumbled as a stand-off between
Washington andBeijing continues.
In currencies, Trump’s policy whip-

lash has driven investors to havens

such as the Swiss franc, which has
strengthened more than 6 per cent
versus the greenback sinceApril 2. The
euro has also fared well, with its gains
bolstering emerging-market curren-
cies in Central andEasternEurope.
Investors are turning their focus to

potential winners from a new world
order fashioned by Trump as markets
return to a semblance of calm. Should
the odds of a US recession grow, the
pivot away fromUSequities anddollar-
based assets may continue. The MSCI
All Country World gauge, excluding
theUS,hassurgedmore than9percent
this year, while US benchmarks sit
firmly in the red.
‘‘Emerging market equities stand to

be beneficiaries of the US trade
rebalancing,’’ said Michael O’Rourke,

chiefmarket strategistat JonesTrading.
The asset class has benefited from ‘‘the
US-China decoupling and there is tre-
mendous room to grow that relation-
ship if deals are struckwith the Trump
administration’’, he said.
Japan, India and South Korea are

amongcountries jockeying toget initial
deals closed. Investors have been quick
to snap up equities from those nations,
expecting bigger gains should agree-
ments be reached in the comingweeks.
Stocks inHongKongandChinahave

lost their sheenafter anearly 2025 rally
driven by optimism about artificial
intelligence, as geopolitical tensions
keep investors on edge. TheHang Seng
China Enterprises Index has lost about
4 per cent since April 2, trimming its
year-to-date advance to 16 per cent.

While signs emerged that the Sino-
American stalemate could break, the
negotiation process is likely to take
months, if not longer. ChinasaidonFri-
day it was assessing the possibility of
trade talks with the US and urged offi-
cials inWashington toshow ‘‘sincerity’’.
‘‘Thereappears tobenoquickorclear

path to de-escalation between China
and theUSat this time,’’ said JeffWilson,
portfoliomanager at Jensen Investment
Management. ‘‘However, international
markets sans China have a clearer path
to resolution andde-escalation.’’
In addition to its lure as an alternative

destination to US assets, the euro has
rallied as investors expect the European
Union to boost military spending after
Washington cast doubt over its commit-
ment to the bloc’s defence.

Still, years of gains in US equities
mean some investors see the current
underperformance as more of an
anomaly. Indeed, the rebound in US
stocks has been strong, with the S&P
500 climbing 14 per cent from its April
low. The benchmark posted a ninth
straight day of gains on Thursday,
although underwhelming company
resultsmaypause that rally.
‘‘Wearecurrentlypositionedasover-

weight US and emerging markets,
whichscreenedasattractive areaseven
prior to the tradewar and remain high
in our country ranking,’’ said Josh
Kutin, senior portfolio manager and
head of multi-asset solutions for North
America at Columbia Threadneedle
Investments.
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