
The portfolio delivered positive quarterly returns, despite a Brexit shock, with
strong performances from International shares and bonds, Australian bonds
and Australian listed property.

The portfolio retains elevated levels of cash in anticipation of further market
volatility and in recognition that a number of asset classes look increasingly
expensive, notably government bonds.

How the portfolio performed

The Conservative portfolio delivered a return of 2.01% for the quarter,
pleasingly outperforming its objective. This result was achieved in an
extremely tumultuous period for financial markets, which were caught off-
guard by the unexpected decision of the British people to exit the European
Union after more than 40 years of membership.  Whilst this was a left field
event, the portfolio’s generally cautious positioning, given valuation
concerns, helped buffer the portfolio from the ensuing market volatility.

What happened to valuations & how is the portfolio positioned?

Notwithstanding already high valuations in global and domestic bonds, the
Brexit shock induced a flight to safety. This saw global bonds strengthen
further, particularly in the United States. With this and the stabilisation in
commodity prices, Emerging Market Debt and High Yield Credit markets were
well supported. The global drive for yield extended to Australian bonds,
which were further sustained by an unexpected 0.25% interest rate cut
following a poor domestic inflation reading in late April.

International shares also contributed positively to quarterly returns, led by
the portfolio’s allocation to European Energy securities which soared with the
near 20% rally in the price of Brent Crude oil. The portfolio’s larger positions
in Japanese and Emerging Market shares further added value. In both cases
however, the key driver of returns was movements in currency, with the
11.6% rise in the ‘safe-haven’ Japanese Yen (versus the Australian Dollar)
over the quarter, more than offsetting the weakness in Japanese shares (in
local currency terms). Unhedged European shares were the largest detractor
on the portfolio’s performance for the quarter. This weakness sees European
shares become even more attractive relative to other asset classes, based on
our valuation analysis. Australian property and shares similarly had strong
quarters, the former doing particularly well as investors sought ‘defensive’
yield in the increasingly volatile market conditions.

We made slight changes to the portfolio during the quarter, continuing to
reduce exposure to yield assets such as Australian listed property. With High
Yield Credit spreads attractively priced versus developed-world sovereign
yields, we also added an allocation to a specialist high yield manager. Lastly,
we added to our Japanese shares position early in the quarter and then
initiated a position in European Financials after the sharp selloff that
eventuated following the Brexit decision.

With key asset classes largely remaining expensive, we continue to position
for ongoing volatility, with ample cash available to take advantage of
compelling investment opportunities, where it makes sense to do so.
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Performance Overview

1. Start date is full implementation of Valuation Driven Asset Allocation process, which occurred on 31 December 2009.
2. Fund Performance measures are expressed after management fees, costs and before taxes. The management fee is inclusive of GST (after taking into account Reduced Input Tax

Credits) and can be negotiated for direct investors. The Fund also has exposure to underlying investment managers (including Morningstar) which charge performance fees and
these are an additional cost to you and impact the return.

3. Inception date for the Fund is 07/07/2000, however, since inception return is calculated from the first month end after the inception date.
4. Peer Average is the Morningstar Australia Open End Multisector Moderate category, contains multi-sector funds with 20.0 - 40.0 percent of their investments in growth assets

such as shares and property.

Jun-10 Jun-11 Jun-12 Jun-13 Jun-14 Jun-15 Jun-16
-10.0

0.0

10.0

20.0

30.0

40.0

50.0

Conservative Real Return Fund CPI + 1.0% pa

C
um

ul
at

iv
e

 
R

et
ur

n
 

%

Total Return Against Objective1
Contribution to Return by Asset Class % over the Quarter

A
us

tr
al

ia
n 

Sh
ar

es

In
te

rn
at

io
na

l
 

Sh
ar

es

A
us

tr
al

ia
n 

Pr
op

er
ty

In
te

rn
at

io
na

l
 

Pr
op

er
ty

G
lo

ba
l

 
In

fr
as

tr
uc

tu
re

A
lte

rn
at

iv
es

A
us

tr
al

ia
n 

B
on

ds

In
te

rn
at

io
na

l
 

B
on

ds

In
fla

tio
n 

Li
nk

ed 
B

on
ds

C
as

h

0.0

0.2

0.4

0.6

0.8

3 Months

Total Returns %

6 Months 1 Year 3 Years (pa) 5 Years (pa) Since Inception

Conservative Real Return Fund 2.59 3.15 5.54 5.99 5.34

0.62 0.68 2.02 2.85 2.83 3.70

1.39 1.90 1.12 2.70 3.16 1.64

2.01
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Risk Overview Vs Peer Group
1,4

The above chart illustrates both the Fund and the peer group's risk and return results. In this case risk is defined as
standard deviation, which is a measure of how much the returns have moved around. It is desirable to be as close to

the top left corner as possible as this indicates both high returns and low risk.
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The above chart illustrates how both the Fund and the peer group have performed in challenging market conditions.
It looks at how much each has lost in various down markets. It is desirable to have the smallest drawdown possible.
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Holding Asset Class Increased/Decreased Reason

Topix Futures (Japanese Equities) International Equity Increased Taking advantage of attractive valuations caused by recent price falls

SPDR MSCI Europe Financial ETF International Equity Increased Taking advantage of attractive valuations caused by recent price falls

Shenkman Finsbury Short Duration High Income Fund International Bonds Increased Introducing active management into the high yield portion of the portfolio.

iShares Interest Rate Hedged High Yield Bond ETF International Bonds Removed

Morningstar Australian Property Securities Fund Australian Listed Property Decreased Selling into strength. Valuations becoming stretched

European Utilities International Equity Decreased Focusing the portfolio into higher conviction positions.

Morningstar Cash Fund Cash Increased Increasing downside protection and building purchasing power within the
portfolio.

Transactions over the Quarter

Allocation Overview

Growth Assets include Australian Shares, International Shares, Australian Property, International Property, Global Infrastructure and exclude Alternatives.

Asset Allocation Over Five Years %
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This document is issued by Morningstar Investment Management Australia Limited (ABN 54 071 808 501, AFS Licence No. 228986) ( ‘Morningstar’). Morningstar is the Responsible Entity and issuer of 

interests in the Morningstar investment funds referred to in this report. © Copyright of this document is owned by Morningstar and any related bodies corporate that are invo lved in the document’s creation. 

As such the document, or any part of it, should not be copied, reproduced, scanned or embodied in any other document or distributed to another party without the prior written consent of Morningstar. The 

information provided is for general use only. In compiling this document, Morningstar has relied on information and data supplied by third parties including information providers (such as Standard and Poor’s, 

MSCI, Barclays, FTSE). Whilst all reasonable care has been taken to ensure the accuracy of information provided, neither Morningstar nor its third parties accept responsibility for any inaccuracy or for 

investment decisions or any other actions taken by any person on the basis or context of the information included. Past performance is not a reliable indicator of future performance. Morningstar does not 

guarantee the performance of any investment or the return of capital. Morningstar warns that (a) Morningstar has not considered any individual person’s objectives, financia l situation or particular needs, and 

(b) individuals should seek advice and consider whether the advice is appropriate in light of their goals, objectives and current situation. Before making any decision about whether to invest in a financial 

product, individuals should obtain and consider the disclosure document. For a copy of the relevant disclosure document, please contact our Adviser Distribution Team on 02 9276 4550. 

 

Morningstar’s Investment Principles 

 

We put investors first. We believe the firms that put investors first win in the long term because their 

investors win. 

Since 1984, Morningstar, Inc. has been helping investors reach their financial goals. Our fiduciary duty 

to our principals is paramount. 

 

We’re independent-minded. To deliver results, we think it’s necessary to invest with conviction, even 

when it means standing apart from the crowd. 

Our research shows that making decisions based on fundamental analysis, rather than short-term 

factors and sentiment, delivers better long-term investment results. 

 

We invest for the long term. Taking a patient, long-term view helps people ride out the market’s ups 

and downs and take advantage of opportunities when they arise. 

Investing with a multi decade horizon aligns with investors focus on increasing their purchasing power 

over their lifetimes.   

The long term is the only period where fundamental, valuation driven investing works. 

 

We’re valuation-driven investors. Anchoring decisions to an investment’s fair value—or what it’s 

really worth—can lead to greater potential for returns. 

Valuation-driven investing through a long-term focus on the difference between price and intrinsic 

value enables investors to get more than they’re paying for. 

 

We take a fundamental approach. Powerful research is behind each decision we hold, and we 

understand what drives each investment we analyse. 

Fundamental investing incorporates a focus on the future earnings of an investment  

and not its prospective price change. 

 

We strive to minimise costs. Controlling costs helps investors build wealth by keeping more of what 

they earn. 

Investment returns are uncertain, but costs are not.  

Lower costs allow investors to keep more of their returns. 

 

We build portfolios holistically. To help manage risk and deliver better returns, truly diversified 

portfolios combine investments with different underlying drivers. 

Portfolios should be more than the sum of their parts. 

True diversification can have a powerful impact on a portfolio’s risk-adjusted returns – but simply 

holding more investments isn’t the same as true diversification. 

 




