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August’s reporting season delivered a paradox: record market highs 
amid modest earnings growth and historic volatility. But for small cap 
active managers, this environment has created fertile ground for alpha 
generation. In this note, James Nguyen (Portfolio Manager, Small 
Caps), unpacks the key themes emerging from August, highlighting 
where he has been deploying capital, and detailing why he believes 
small caps are poised for a sustained resurgence. 

FY25 Reporting Season: A Rally Defined by Volatility  

As another reporting period concludes, with 260 companies in the ASX 300 having 
reported, the FY25 results season has proven a challenging one to interpret. 
Despite modest earnings growth and relatively subdued earnings beats, the 
broader ASX 300 index breached the 9,000 mark and reached new all-time highs. 

This disconnect between market performance and earnings fundamentals is 
underscored by valuation metrics. The ASX300 currently trades at 19.9-times 
forward earnings — two standard deviations above its long-term average — even 
as consensus earnings growth continues to be revised downward. 

Beneath the surface, the defining feature of this rally appears to be volatility. This 
reporting season has been the most volatile on record, with the standard deviation 
of company returns on reporting day reaching an unprecedented 8.3%. This 
surpasses the previous high of 8.0% set during February 2025 and is well above the 
long-term average of 6.9%. 

Importantly, this surge in volatility was observed across both large-cap and small-
cap stocks (refer Chart 1). 

Chart 1: The Standard Deviation of Relative Returns on Company Result Day 
(ASX 300/ASX 100/ASX ex-100) 

 
Source: Barrenjoey Research, Bloomberg, Visible Alpha. 
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Volatility as Opportunity: Active Positioning in FY25 

While heightened volatility can be unsettling, we view it as a stock picker’s ally — a 
dynamic environment that enables us to acquire quality businesses at attractive 
valuations and exit positions where we believe market exuberance appears 
unjustified. 

During this reporting period, portfolio turnover increased as we actively responded 
to market dislocations. We trimmed outperformers including Zip Financial, 
Codan, and Generation Development Group, while selectively adding to 
underperformers including AUB Group and SciDev. This tactical rebalancing, 
driven by company-specific news flow, contributed to a strong performance for 
the Tyndall Australian Small Companies Fund, which returned ~15% in August1, 
outperforming its benchmark by over 600 basis points. 

Despite headline valuations suggesting a full market, pockets of relative value 
remain. One standout sector this season was Consumer Discretionary, delivering 
robust earnings beats and notable share price appreciation. Companies such as 
Baby Bunting, AP Eagers, Harvey Norman, Super Retail Group, and portfolio 
holdings Nick Scali, ARB Corporation, and Jumbo Interactive all performed 
strongly. 

With the prospect of further interest rate cuts in Australia and resilient labour 
market conditions, the macroeconomic backdrop continues to support 
discretionary spending. Reflecting this view, we initiated a new position in auto 
dealer Peter Warren Automotive and increased our exposure to consumer-facing 
oOh!media. 

Small Caps Outlook: Poised for Continued Outperformance 

While the small cap index delivered an impressive 8.4% return in August, we 
believe this catch-up to large caps remains at an early stage. After three years of 
relative underperformance, the small cap benchmark now trades at a 15% 
discount to its large cap counterpart — a notable divergence from its historical 
10% premium. 

This valuation gap, combined with superior earnings growth, a more attractive 
starting point, and a supportive macroeconomic environment — including the 
potential for easing monetary policy — positions small caps for continued strong 
performance. 

In an environment where heightened share price volatility has become the 
norm, we believe the conditions for active management to add value have 
rarely been more compelling. 

 

 

 

 

 

 
1 Performance quoted is before fees, is preliminary and subject to change. 

Contact us  

If you require further information, please contact 
your relevant Business Development Manager. 

August’s reporting period brought volatility with a silver lining. 

https://www.yarracm.com/team/
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Important information:  

Yarra Funds Management Limited (ABN 63 005 885 567, AFSL 230 251) (‘YFM’) is the issuer and responsible 
entity of a range of registered managed investment schemes. YFM is not licensed to provide personal 
financial product advice to retail clients. The information provided contains general financial product advice 
only. The advice has been prepared without taking into account your personal objectives, financial situation 
or particular needs. Therefore, before acting on any advice, you should consider the appropriateness of the 
advice in light of your own or your client’s objectives, financial situation or needs. Prior to investing in any of 
the Funds, you should obtain and consider the product disclosure statement (‘PDS’) and target market 
determination (‘TMD’) for the relevant Fund by contacting our Investor Services team on 1800 034 494 or 
from our website at www.yarracm.com/pdsupdates/. The information set out has been prepared in good 
faith and while Yarra Funds Management Limited and its related bodies corporate (together, the “Yarra 
Capital Management Group”) reasonably believe the information and opinions to be current, accurate, or 
reasonably held at the time of publication, to the maximum extent permitted by law, the Yarra Capital 
Management Group: (a) makes no warranty as to the content’s accuracy or reliability; and (b) accepts no 
liability for any direct or indirect loss or damage arising from any errors, omissions, or information that is not 
up to date. No part of this material may, without the Yarra Capital Management Group’s prior written 
consent be copied, photocopied, duplicated, adapted, linked to or used to create derivative works in any 
form by any means. 

YFM manages the Fund and will receive fees as set out in the PDS. To the extent that any content set out in 
this document discusses market activity, macroeconomic views, industry or sector trends, such statements 
should be construed as general advice only. Any references to specific securities are not intended to be a 
recommendation to buy, sell, or hold such securities. Past performance is not an indication of, and does not 
guarantee, future performance. Information about the Fund, including the relevant PDS, should not be 
construed as an offer to any jurisdiction other than in Australia. With the exception of some Funds that may 
be offered in New Zealand from time to time (as disclosed in the relevant PDS), we will not accept 
applications from any person who is not resident in Australia or New Zealand. The Fund is not intended to 
be sold to any US Persons as defined in Regulation S of the US federal securities laws and has not been 
registered under the U.S. Securities Act of 1933, as amended. 

References to indices, benchmarks or other measures of relative market performance over a specified 
period of time are provided for your information only and do not imply that the portfolio will achieve similar 
results. Holdings may change by the time you receive this report. Future portfolio holdings may not be 
profitable. The information should not be deemed representative of future characteristics for the strategy. 
There can be no assurance that any targets stated in this document can be achieved.  Please be advised 
that any targets shown are subject to change at any time and are current as of the date of this document 
only. Targets are objectives and should not be construed as providing any assurance or guarantee as to the 
results that may be realized in the future from investments in any asset or asset class described herein. If 
any of the assumptions used do not prove to be true, results may vary substantially. These targets are being 
shown for informational purposes only. 

© Yarra Capital Management, 2025.  
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