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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) -1.50% -0.49% 0.17% 3.07% 3.99% 3.95% 4.57% 

Australian CPI (Trimmed Mean)^ 0.31% 0.77% 1.82% 1.77% 1.75% 1.92% 2.04% 

Relative to Australian CPI -1.81% -1.26% -1.65% 1.30% 2.24% 2.04% 2.53% 

Volatility   2.00% 2.37% 3.04% 3.19% 3.16% 
 

Source: CFSGAM as at 31 December 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 December 2018 

Fund information 

Fund size: A$262.1m 

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 longer dated vs. shorter dated 

Commodities: Prefer energy over industrial metals 

Currencies: Neutral AUD vs USD 

Cross Asset: Overweight bonds vs underweight equities 

  

 
Portfolio Positioning  

Equities: Prefer global equities over Australian equities 

Bonds: Overall duration is 4.7 years 

Commodities:  5.3% allocation to commodities 

Currencies: 11.1% foreign exposure 

Cross Asset: Underweight equities vs. the NAA 

 

Australian equities 8.7%

Global equities 10.1%

Emerging market equities 3.6%

Global bonds 59.0%

Australian bonds and cash 13.3%

Commodities 5.3%
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Performance Review 

The Fund posted a return of 1.50% for the December quarter 

underperforming the benchmark (Australian CPI Trimmed 

Mean) by 1.81% which delivered a return of 0.31%.  

Within the fixed income allocation, the fund delivered positive 

returns in both the Neutral Asset Allocation (NAA), and the 

Dynamic Asset Allocation (DAA). Outperformance was primarily 

attributable to allocations to longer duration fixed income 

exposures as high quality government bond yields fell. The 

prominent contributors to excess returns from active tilts were 

positions held in Italian and Mexican bonds.  

Within equities, emerging markets were the largest contributor 

while US equities detracted during the month. The Fed’s 

emphasis on data dependence along with concerns of slowing 

global growth led to renewed uncertainty surrounding the Fed’s 

plan for further interest rate hikes this year, which weighed on 

equity markets.  

Market Review 

10-year Italian yields rallied to close the month of December at 

2.74%, the lowest level in more than two months and a drop of 

41 bps over the month. Optimism that the Italian government will 

strike a deal with the European Commission on a revised budget 

deficit target improved the outlook for the Italian economy and 

led to an improvement in sentiment and a more risk-off tone. The 

risk-off tone led to a rally in Italian yields. In the US, benchmark 

10-year US Treasury yields dropped 30 bps over the month, 

closing at 2.68%; the lowest level since January 2018. The 

Federal Funds rate was increased by 0.25 percentage points, as 

expected, but comments from Federal Reserve officials 

regarding the interest rate outlook for 2019 were more ‘hawkish’ 

than expected. Even this provided only a temporary reprieve 

from the fall in yields. 

The sell-off in equities that engulfed markets in November 

intensified in December, supporting demand for government 

bonds as investors favoured defensive exposures. Economic 

forecasts for 2019 started to be pared back worldwide, which 

didn’t halt the ailing confidence towards risk assets.  

Positioning and Outlook 

The US is in the midst of one of the most remarkable periods of 

economic expansion in modern times. That said, as we saw 

during November’s Midterm elections, the US has political 

issues of its own, but economic conditions in America are 

unquestionably much stronger than on the other side of the 

Atlantic. 

Regrettably the Brexit debacle continues to affect activity levels 

in the UK and has dampened business confidence, in particular. 

At the same time, conditions in Continental Europe have been 

affected by instability in Italy; specifically the perilous financial 

situation the country finds itself in. Friction between Italy’s new 

populist government and EU officials threatens to undermine the 

political status quo, even after Britain’s withdrawal in early 2019. 

As we saw during November’s Midterm elections, the US has 

political issues of its own, but economic conditions in America 

are unquestionably much stronger than on this side of the 

Atlantic. The US is in the midst of one of the most remarkable 

periods of economic expansion in modern times.  

Growth in the world’s largest economy slowed slightly in the 

September quarter, the 3.5% annual growth rate was 

nonetheless quite impressive. Government stimulus has helped 

promote solid, broad-based growth in the economy. Importantly, 

this has helped support employment; the US economy added 

more than two and a half million jobs in the year ending 31 

October 2018, enabling the unemployment rate to fall to its 

lowest level in nearly 50 years. Unsurprisingly, though somewhat 

belatedly, these buoyant conditions are starting to feed through 

to wage growth.  

On the equity front, the sell-off in the last quarter of the year 

meant returns were negative in most regions over the past year. 

Corporate profitability – in the US, in particular – remained 

buoyant, but investors increasingly questioned for how long this 

will remain the case. The 20%+ annual increases in US company 

profits we’ve seen in recent months will not be sustainable over 

time.  

Export-oriented emerging economies appear particularly 

susceptible to lower trade volumes; unsurprisingly their share 

markets have underperformed more developed peers in 2018. 

Sentiment towards the emerging markets complex as a whole – 

including bonds as well as equities – has also been affected by 

high inflation and indebtedness in some countries. Countries 

with high levels of US dollar-denominated debt came under 

particular pressure as investors questioned how they would 

handle more onerous repayment obligations. This reflected in 

extreme currency volatility in some cases. The political 

background in emerging regions also remains fragile, with a 

groundswell of support for populist candidates proving 

unsupportive of investor sentiment on the whole.  

Commodity prices have been volatile, too. Again, following a 

period of relative stability over the summer months, oil prices 

dropped sharply in October and November. Prices came under 

significant downward pressure reflecting the unexpected waiver 

of sanctions against purchasers of Iranian oil, record output in 

Saudi Arabia and rising production in the US.  

As at the end of December, the DAA is reducing exposure to 

equities by 22.5% from the NAA target of 45%, taking the overall 

exposure to 22.5%. Our signals continue to prefer bonds over 

equities but within bonds, with have a preference for longer 

dated over shorter dated bonds. Overall the portfolio duration is 

4.7 years across developed and emerging market bonds. At 

5.3%, commodities are slightly above the NAA weight of 4% 

based on our qualitative decision to allocation to Gold, to provide 

diversification in the portfolio during this period of greater 

uncertainty.  
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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. 

 

 


