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Investment Objective

The VIP Fixed Interest Portfolio aims to provide a high level of income over the medium to long term through investment in a 
diversified portfolio of Australian fixed income securities including Government and Semi Government Bonds, Managed Funds, 
Term Deposits and Cash.

The portfolio invests in 4 to 10 fixed income securities including Government and Semi Government Bonds, Managed Funds, Term
Deposits and Cash that are managed with a bottom up approach while taking top down economic considerations into consideration.

Investment Growth
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VIP Fixed Interest

Performance Review

The VIP Fixed Interest portfolio generated a -0.12% return for 
the month and -0.40% over the last 3 months. 

This was against the UBS Composite 0+Yr Bond index return of 
-0.32% and -0.52% over the month and last 3 months 
respectively.

Over the last year the portfolio has generated a 3.47% return 
and outperformed the index by 1.17%.

The post-fees returns for the Investment and Superannuation & 
Pension portfolios are shown in the table below.

Trailing Returns

As of Date: 31/08/2013

1 Month 3 Month 6 Month 1 Year 2 Years
Since

Inception

VIP Fixed Interest

VIP Fixed Interest Investment

VIP Fixed Interest Super-Pension

UBS Composite 0+ Yr TR AUD -0.32 -0.52 0.73 2.30 5.83 8.81
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Portfolio Exposure

The portfolio is mainly allocated across Australian fixed interest 
securities with the next dominant region being the US.

Across these regional markets the portfolio holds approximately 
48.4% Government bonds, 20.8% Corporate bonds, and 17.6% 
Cash and Cash Equivalents. 

VIP Fixed Interest - Fixed-Inc Country Exposure

Portfolio Date: 31/08/2013

%

Australia 49.9

Brazil 1.2

Canada 2.7

Germany 1.3

Italy 2.9

Mexico 2.4

Netherlands 1.6

United Kingdom 3.9

United States 24.8

Other Countries 3.2

Other 6.2

Total 100.0

Source: Morningstar Direct



Month in Review - Economic & Market Commentary

Portfolio Holdings & Adjustments

In a blog post written in June 2013, More Soup Anyone?, we discussed the reasons for the market volatility at the time based on the 
expectation by the market that the US Federal Reserve (US Fed) would pull back it’s stimulus (money-printing) program based on the 
underlying strength of the recovering US economy.

Right now we’re at what many believe is the cusp of that decision by the US Fed as they meet Wednesday night our time to determine 
whether to start the first reduction in the pace of monthly money-printing and bond purchases (QE3) it introduced in September 2012.

In past blog posts also discussed our concern with the effect that this tapering of QE3 could have on capital values of bonds and we have 
taken significant steps to ensure that we minimise and eliminate any losses that could occur in our bond portfolio by holding shorter term 
(duration) bonds. This is also the primary reason why there is a significant amount of cash within the portfolios.

So the short-term strategy to protect the portfolios upon a tapering of the US Fed’s stimulus (money-printing) program is in place, but if we 
take a step back and have a look at the broader global economy what effect could the current forces have on the global economy and global 
markets?

Currently there are both some significant positives and negative forces that could affect markets. The positive forces include a growing US 
economy, first signs of growth in the Eurozone (principally Germany and France), an apparent soft-landing for the Chinese economy at 7.5% 
growth, and solid growth and low debt to GDP data in Emerging Markets like Mexico, South America, and Korea. 
On the other hand, the negative ledger we have a cessation of US stimulus as discussed above, German elections this year, continued 
weakness in Italy, Spain, and Greece, and the continued geo-political situation in the Middle East.

The BIG question is whether the tapering of the US Fed’s stimulus (the most significant negative force) will take the wind out 
of the sails of the growing global economy and global markets. 

The US Fed’s stimulus or money-printing program puts money (or liquidity) into the system. This is the same as the Bank of Japan’s 
stimulus program or low interest rates in Europe, the UK, Australia, and many other countries. It is this liquidity that is used to fund growth 
and investment - exactly what’s needed to kick start the global economy. 

Many commentators believe that there won’t be a liquidity issue upon the US slowing their stimulus program as monetary and fiscal policy 
around the world is very accommodating (i.e. stimulus in Japan and low interest rates everywhere else). In addition, many counties have 
built huge foreign currency reserves during this period of stimulus as reported by Franklin Templeton Investments. It is expected that over 
the short-term the decision to slow QE3 will lead to greater volatility, but over the medium-term this reduction in the money supply won’t 
affect the momentum of global growth.

Our Investment Committee is also of this view; however, we are taking steps to reduce risk in our portfolios to cushion our investors upon 
short-term volatility. The first of these steps is by holding cash and shorter term (duration) bonds within the defensive asset classes. Step 2 
includes selecting defensive Australian shares within the Australian share portfolio that are not directly linked to global growth and 
commodity price fluctuations – names like Westfarmers (Coles and Bunnings), ANZ, Westpac, Lend Lease, etc… And thirdly, our global share 
position is focused on large multi-national grand names and includes some emerging market and alternative asset exposure.

Our approach to portfolio construction has meant that our level of risk (measured by standard deviation) in the VIP growth, VIP Balanced, 
and VIP Conservative portfolios is 28 -30% less that our benchmark targets. In addition, the reward (or performance) for every unit of risk 
that we take is greater for our diversified portfolios compared to our benchmarks. In short, our portfolios are giving investors a smoother 
ride in these dynamic and volatile times.

VIP Fixed Interest - Holdings

Portfolio
Weighting %
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Ret 1
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(Mo-End)
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Ret 3
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Ret 6
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Ret 1
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RBA Bank accepted Bills 90 Days

PIMCO EQT WS Diversified Fixed Interest

Aberdeen Australian Floating Rt Inc

43.76

42.09

14.15

0.22 0.68 1.42 3.00

-0.62 -1.85 -1.18 1.96

0.29 0.68 1.75 4.27

Performance Contributors & Detractors, and Portfolio Adjustments

The Top Contributors for the month were the Aberdeen Floating Rate Income Fund +0.29% and Cash +0.22%, and the Detractor was the 
PIMCO Diversified Fixed Interest Fund -0.62% for the month.

The VIP Investment Committee did not make any changes to the Fixed Interest portfolio in August.

Value Investment Partners Pty Ltd is a Corporate Authorised Representative (Representative No.: 409849) ABN 72 149 815 707 of Sterling Managed Investments Pty Ltd, Australian Financial Services Licensee (AFSL 340744). This document has been 
prepared for general information purposes only and not as specific advice to any particular person. Any advice contained in this document is General Advice and does not take into account any person’s investment objectives, financial situation and 
particular needs. Before making any investment decision based on this advice, you should consider, with or without the assistance of a securities adviser, whether it is appropriate to your particular investment needs, objectives and financial 
circumstances. A Product Disclosure Statement and/or Investment Options Document on any financial product mentioned in this document should also be obtained and read prior to proceeding with an investment decision. Futuro Financial Services and 
its representatives may have an interest or associations with the product providers detailed in this report, and will be entitled to receive remuneration for the provision of personal financial product advice by means of commissions and/or fees and other 
benefits. If you proceed with personal advice, details of remuneration and associations will be detailed in full within a Financial Services Guide and Statement of Advice. Although every effort has been made to verify the accuracy of the information 
contained in this document, Futuro Financial Services Pty Ltd, its officers, employees and agents disclaim all liability (except for any liability which by law cannot be excluded), for any error, inaccuracy in, or omission from the information contained in 
this document or any loss or damage suffered by any person directly or indirectly through relying on this information.

Source: Morningstar Direct


