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EXECUTING A STRATEGY 

The past two weeks have been bruising for investors.  The spectre of the coronavirus 
and its potential impact on the global economy have precipitated a flood of selling that 
has seen dramatic market falls not witnessed since 1987.      

As those of you who read our communications will know, we have been well positioned 
for this market downturn believing markets were grossly over-valued…even if we had 
not anticipated both its scale and rapidity. 

Over the course of the past six months we have gradually reduced our exposure to 
share markets both domestically and abroad.  Our Balanced Model Portfolio has a 
neutral allocation of 60/40 growth to defensive assets, but within the 60% allocation to 
growth assets we dialled back market exposure to just over 40% through a combination 
of cash, short positions, and also asset allocation switches out of equities and into 
alternatives (completed in December 2019). This defensive positioning was a theme in 
the portfolios for much of 2019. 



 
 

We have reversed our defensive strategy during the recent market sell-off in three 
stages.  Firstly, as markets fell from 7200 points to 6400, we begun to gradually unwind 
our short positions to the Australian and US market.  And then as markets plunged 
towards 5500 points we divested these positions entirely.  Subsequently, we were no 
longer short markets, but were sitting on heavy overweight cash positions. Finally as 
markets have deteriorated further we have begun investing this money into high-quality 
stocks that in our opinion now appear heavily oversold.   We have now moved back 
closer to our neutral equity setting for the Diversified Portfolio’s. Should current market 
conditions prevail or worsen we will likely review our Tactical Asset Allocation, with a 
view to moving to a greater overweight to growth assets and share markets. 

Whilst it seems easy in isolation, shorting a soaring market and buying one in freefall, is 
far more difficult in practice.   You have to appreciate that to execute this strategy you 
will have to block out all prevailing “noise” and adopt a disciplined adherence to 
investment fundamentals.  As famed investor Sir John Templeton once said, “to buy 
when others are despondently selling and to sell when others are avidly buying requires the 
greatest of fortitude and pays the greatest ultimate rewards”. 

We firmly believe our strategy will reap significant benefits for our clients over the longer-

term. 

 

Performance Fee Disclosure 

The performance returns have been calculated on a daily basis taking into account 

brokerage costs, and are accumulated for the period shown. Returns are shown as 

annualised if the period is over 1 year, or as total returns otherwise. 

 

  

Watershed Funds Management 

Watershed Funds Management is a specialist Managed Account (MDA & SMA) Provider 

and has been a pioneer in the delivery of these portfolio solutions to financial advisers. 

Watershed leverages the expertise of a highly credentialed investment team to form a 

global thematic view that determines asset class and sector allocations. 

Our investment committee structure differs for each SMA and is chaired by an individual 

with niche expertise and a proven track record for managing portfolios within that asset 

class. With a research process that is both rigorous and thorough we have been able to 

deliver strong historical returns across our full suite of Managed Accounts. 

An investment in a Watershed Managed Account provides professional and active 

investment management with full transparency of holdings, transactions and structure. 

Watershed seeks to form a collaborative relationship with advisers, actively 



 
 

communicating portfolio strategy in the current market environment so that advisers are 

better equipped to communicate with their clients.. 
 


