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Investment Objective and Strategy 

The Colonial First State Real Return Fund 

(‘Fund’) invests in a range of asset classes, 

including fixed income, equities, commodities 

and cash. The Fund aims to protect against 

inflation and provide growth by achieving a 

positive return of 4.5% in excess of Australian 

CPI (trimmed mean) over a rolling five year 

periods. 

Performance Summary in AUD (pre fees) 

 3 months 6 months 1 year 2 years 
p.a. 

3 years 
p.a. 

5 years 
p.a. 

Since inc. 
p.a. 

Fund (before fees) -0.19% 1.93% 4.04% 6.29% 2.99% 4.71% 5.15% 

Australian CPI (Trimmed Mean)^ 0.62% 1.02% 1.87% 1.87% 1.83% 2.11% 2.10% 

Relative to Australian CPI -0.81% 0.92% 2.17% 4.42% 1.16% 2.60% 3.06% 

Volatility - - 2.22% 3.05% 3.32% 3.16% 3.24% 
 

Source: CFSGAM as at 31 March 2018. ^When the CPI is not available, the estimate used is the midpoint of the RBA target (i.e. 2.5% p.a.)  

 
Portfolio positioning 

Asset Allocation   

   

Source: CFSGAM as at 31 March 2018 

Fund information 

Fund size: A$48.4m 

Inception date: December 2012 

Benchmark: Australian CPI 

Objective: Australian CPI +4.5% over rolling 5 years 

 

 

Proprietary Research Insights 

Equities: Prefer emerging vs. developed 

Bonds: Prefer long duration vs. short dated 

Commodities: Prefer energy vs agriculture 

Currencies: Neutral AUD vs USD 

Cross Asset: Overweight bonds vs underweight equities 

Portfolio Positioning  

Equities: Prefer Australian over global equities 

Bonds: Overall duration is 3.9 years 

Commodities:  4.6% allocation to commodities 

Currencies: 13.6% foreign exposure 

Cross Asset: Underweight equities vs. the NAA 

Australian equities 13.1%

Global equities 9.2%

Global bonds 43.7%

Australian bonds and cash 29.4%

Commodities 4.6%
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Market and Performance Review 

The Fund fell in value by 0.19% in the three months to 

31 March 2018 underperforming Australian CPI by 

0.81%. For the full year, portfolio performance was 

4.04%, or a real return of 2.17%. The overall objective 

remains to deliver Australian CPI +4.5% over rolling 5 

year periods. 

Following on from a strong year in 2017 where we saw 

the raging bull market continue into its 10th year, the 

start of 2018 brought renewed optimism as major 

equity markets continued their ascent. Optimism in the 

US was bolstered by favourable tax reforms and the 

announcement from many US companies that they 

would be issuing pay rises’ and bonuses on the back 

of this legislation. Globally, the synchronised growth 

story was still playing out with positive momentum in 

full effect across global markets led by emerging Asia 

and the US. Fixed Income markets saw a strong 

upward move in global government bond yields, with 

US 10-year government bond yields rising to the 

highest levels since August 2014.  

Tides turned swiftly and aggressively in February with 

equity markets flipping into risk-off mode, initiating the 

first stock market correction in the US in over two 

years. Strong US wages data and US and UK inflation 

data, coupled with the rising concerns over inflation 

that saw bond yields rise, seemed to be the catalyst 

for equity markets to sit up and take notice. Volatility 

in equity markets (measured by the VIX index) spiked 

from low teens to a high of 37, the highest level since 

September 2015.  

The market correction was short lived, in large part 

due to the continued strength of the overall economy, 

however the impact on equity markets led to the worst 

S&P 500 monthly performance in two years. Bond 

markets however were surprisingly resilient to the 

equity noise, with credit spreads showing only a mild 

short-term widening. Treasury yields in the US were 

impacted by increased speculation that the US 

Federal Reserve will potentially raise rates more than 

the planned three times this year, which saw yields 

rise in the month. Outside of the US, global yields were 

broadly down slightly for the month.  

The Reserve Bank of Australia (RBA) kept rates on 

hold at 1.5% at its first meeting of 2018 marking the 

16th straight meeting where rates were left unchanged. 

Interestingly, this inaction combined with the rise in US 

rates saw the spread between Australian and US 

treasury yields turn negative for the first time in 20 

years.  

The increase in volatility that affected markets for much 

of February persisted in March. The moves were partly 

the ongoing concerns that first surfaced in February, 

and partly new worries about a trade war between the 

US and China where both steel and IT intellectual 

property are under threat. As a result, equity markets 

were broadly down, credit spreads wider, and 

government bond markets rallied as investors flocked 

towards safety throughout the month. As expected, the 

Federal Reserve raised the target range for the federal 

funds rate by 25 basis points, to 1.5%-1.75%. At least 

two further interest rate hikes in the US are anticipated 

in the remainder of 2018. During March, sessions where 

global equity markets sold-off aggressively typically saw 

limited movement in bond yields.  

Rounding out the end of the quarter saw the RBA leave 

interest rates unchanged at 1.50% at its March meeting. 

With inflation below 2.0% and seemingly under control, 

money markets are suggesting that official cash rates 

are unlikely to be raised in the remainder of 2018. The 

Australian dollar continued to weaken against the US 

dollar, finishing the quarter at US$0.768. The Australian 

dollar performed even less favourably against a trade-

weighted basket of currencies, declining in value by 

around 2.0% reflecting the moderating interest rate 

outlook domestically. 

Despite increased volatility throughout the quarter, the 

Real Return Fund successfully protected capital due to 

defensive positioning held throughout. In particular, the 

Fund’s higher allocation to fixed income and cash along 

with foreign currency exposure as the Australian dollar 

fell over the period. Through the quarter we made a 

number of changes to the portfolio. We decreased our 

equity allocation slightly although included an emerging 

markets allocation. Also, the Fund’s cash allocation 

increased to be able to take advantage of future 

opportunities. Finally, we reintroduced a commodities 

allocation in February. 

Relative to the NAA, the portfolio was overweight bonds 

and underweight equities for the quarter, driven by our 

cross-asset investment signals. This more defensive 

posture helped mitigate losses over the period. 
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Product Disclosure Statements (PDS) and Information Memoranda (IM) for the Colonial First State Wholesale Multi-Asset Real Return – Class A, 
ARSN 168 563 219 (Funds) issued by Colonial First State Investments Limited ABN 98 002 348 352 AFSL 232468 and Colonial First State Managed 
Infrastructure Limited ABN 13 006 464 428 AFSL 240550 (collectively CFS) are available from Colonial First State Global Asset Management. Investors 
should consider the relevant PDS or IM before making an investment decision. Past performance should not be taken as an indication of future 
performance. 

The Commonwealth Bank of Australia (Bank) and its subsidiaries do not guarantee the performance of the fund or the repayment of capital 
by the fund. Investments in the fund are not deposits or other liabilities of the Bank or its subsidiaries, and investment-type products are 
subject to investment risk including loss of income and capital invested. 

No part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of Colonial First State Asset 
Management (Australia) Limited ABN 89 114 194311, AFSL 289017 (CFSGAM). This material contains or is based upon information that we believe 
to be accurate and reliable. While every effort has been made to ensure its accuracy none of CFS or CFSGAM offers any warranty that it contains no 
factual errors. We would like to be told of any such errors in order to correct them.  This material has been prepared for the general information of 
clients and professional associates of CFS and CFSGAM. To the fullest extent allowed by law, CFS and CFSGAM exclude all liability (whether arising 
in contract, from negligence or otherwise) in respect of all and each part of the material, including without limitation, any errors or omissions. 

This material is intended only to provide a summary of the subject matter covered.  It does not purport to be comprehensive or to render specific advice. 
It is not an offer document, and does not constitute a recommendation of any securities offered by any of CFS or CFSGAM. No person should act on 
the basis of any matter contained in this material without obtaining specific professional advice. Past performance is not an indication of future returns. 
All monetary amounts are in Australian dollars, unless otherwise indicated. 

Colonial First State Global Asset Management is the consolidated asset management division of the Commonwealth Bank of Australia 
 ABN 48 123 123 124. 

Copyright © Colonial First State Group Limited 2018. All rights reserved. 

Positioning and Outlook 

There is a general acceptance that growth will be 

above-trend in most major regions this year and that 

monetary policy will continue to be tightened globally. 

The Federal Reserve has signalled its intent to 

normalise US interest rates more quickly than had 

previously been anticipated and other major central 

banks are expected to follow suit if inflationary 

pressures emerge. At the same time Quantitative 

Easing programs are being withdrawn, which should 

support a general increase in yields globally. Should 

central banks find themselves ‘behind the curve’ in 

terms of tightening monetary policy, the risk of wage 

or inflation pressure emerging also represents a risk 

to our outlook. Given one of the key objectives of the 

Real Return Fund is to protect real purchasing power, 

this is a risk we are closely monitoring and have 

incorporated various holdings to protect against rising 

inflation. 

We expect recent elevated volatility to be the new 

status quo, increasing the dispersion of returns. In this 

environment, we believe a flexible and dynamic multi-

asset process remains critical to successfully navigate 

the markets and deliver on portfolio objectives.  The 

portfolio has demonstrated its robustness and 

navigated the recent volatility fairly well, with an 

overweight in bonds and underweight in equities; a 

falling Australian dollar also provided a hedge against 

falling global equities. This period has cemented our 

conviction that chasing returns in expensive asset class 

is not prudent although short term real returns may be 

more muted relative to our longer term targets. 

The NAA points to a 35% allocation to growth assets, 

such as equities, 60% allocated to defensive assets, 

e.g. Australian and global bonds and 5% to 

Commodities. We are currently working through our 

semi-annual process of both refreshing our economic 

climate assumptions along with reviewing the NAA. 

Should this result in any changes, these will be 

implemented during April and May.  

The portfolio remains defensively positioned relative to 

the longer term return objective but remains diversified 

across the asset universe available. Ample liquidity 

remains in the portfolio to add risk to the portfolio as 
more attractive opportunities present themselves. 


