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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

Time Period: 30/06/2011 to 30/09/2015
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VIP Fixed Interest

Performance Review

The VIP Fixed Interest portfolio generated a -0.21% return for 
the month and 0.52% over the last 3 months. This was against 
the Bloomberg AusBond Composite index return of 0.25% over 
the month and 2.20% over the quarter.

The portfolio underperformed the index by 0.46% over the 
month, and underperformed the index 1.68% over the last 3 
months.

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

Trailing Returns

As of Date: 30/09/2015
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Portfolio Exposure

The portfolio is allocated across Australian and International 
fixed interest sectors as capital loss fears from the Quantitative 
Easing Tapering program have ceased.

VIP Fixed Interest - Fixed-Inc Country Exposure

Portfolio Date: 30/09/2015

%
Australia 52.1
Canada 0.6
France 8.3
Germany 2.9
Hong Kong 0.2
Netherlands 1.8
Norway 0.5
United Kingdom 6.5
United States 17.0
Other Countries 9.5
Other 0.5
Total 100.0

Source: Morningstar Direct



Month in Review - Economic & Market Commentary

Housing: Start of the Slowdown

For the past 3 years, a week hasn’t gone by without a mention of the Sydney housing bubble – ‘how 
long will this growth be sustainable,’ and moreover, ‘how will this next generation of home buyers ever 
afford a house’ are common queries in the largest city in Australia. The country’s housing values have 
risen 24% in the last 3 years, with Sydney accounting for 46% of total price growth, much of which 
can be attributed to an undersupply of residential property as well as record low interest rates. 
However, it seems that the bubble is finally prime to pop, with numerous signs indicating that Sydney 
will be seeing a slowing down of growth in months to come. Naturally, with the slowing of the housing 
market comes the questions as to why it is happening, and perhaps more importantly, what the slow 
down means for investors.  

It is important to note upfront that the extent to which this slowdown will occur is vastly opinionated. 
On one hand, a majority of property experts and research branches are yet to acknowledge any 
indication that the housing market will record a fall in prices in the near future. Conversely, other 
major financial institutions such as Macquarie Bank and Credit Suisse predict that ‘national house 
prices would see a 7.5% decline from March next year.’ Regardless of how substantial a slowdown this
will be, all indicators point to the fact that there will indeed be a slowdown. For one, auction clearance 
rates have recently recorded below their usual highs, with Sydney dropping to 75% in September from 
the 80% it has held for much of the year, and again to 66% in October. Furthermore, as noted in the 
Domain Group House Price Report, Sydney has ‘experienced the slowest rate of price growth since 
March 2014, at just 3.2%.’ 

There are many factors that attribute to the slowing down of the housing market, a major one being 
the simple economics of supply and demand. As mentioned previously, much of the growth was 
propelled by an undersupply of houses in comparison to demand. However, as a result of this surplus 
of demand what we are now witnessing is a construction boom, with approximately 720,000 new 
homes to be built in Australia by 2019. Investment bank Goldman Sachs predict this will lead to an 
oversupply of housing by 2017, and following the rules of supply/demand, lower the housing prices. 

Also highlighted by Goldman is that this construction boom should derive from a growing economy, 
although this is not the case. Signs such as wage growth were at a low 2.3% this year, and the 
Australian economy’s growth rate was 0.2% in the second quarter this being the lowest since 2013. 
Additionally, population growth in 2014 was only 1.4%, and is looking to fall even lower in 2015. All 
this taken into account, it’s fairly noticeable that the housing growth we have experienced in the past 
few years isn’t sustainable compared to economic growth, hence the overall consensus that a 
slowdown is inevitable. 

Interest rates also have much to do with housing growth. With the cash rate at the historic low of 2%, 
lending has been high with the banks following suit and enabling a greater accessibility to mortgage
loans, which of course boosts housing price growth. Recently however, there has been movement by 
banking regulator APRA to limit lending to property investors, and banks are expected to raise interest 
rates with Westpac already doing so. As stated by Domain Group senior economist Andrew Wilson, 
‘nothing will slow a market more than higher interest rates.’ These factors accumulate to make it 
harder to obtain a mortgage, thus reducing demand and therefore housing price growth. 

While it cannot be said to what extent the housing growth rate will reduce or if housing prices will fall, 
it is a safe observation to say that all market signals are largely indicative of a peaking housing bubble 
that is set for a slowdown. Whether this will be a resounding pop or a hissing deflation, only time will 
tell. 

Source: Georgina Mitchell, Justine Parker, Mat Spasic, Jens Meyer  

Source: Morningstar Direct



Portfolio Holdings & Adjustments

VIP Fixed Interest - Holdings

Portfolio Date: 30/09/2015

Portfolio
Weighting %

Total
Ret 1

Mo
(Mo-End)

Total
Ret 3

Mo
(Mo-End)

Total
Ret 6

Mo
(Mo-End)

Total
Ret 1

Yr
(Mo-End)

iShares Composite Bond

Realm High Income

RBA Bank accepted Bills 30 Days

Bentham Wholesale Global Income

31.97

24.99

22.19

20.84

-0.27 0.31 0.19 2.54

0.25 2.17 0.10 6.75

0.17 0.51 1.04 2.30

-1.21 -1.44 0.06 1.02

Performance Contributors & Detractors, and Portfolio Adjustments

The Top Contributor for the month was iShares Composite Bond 0.62%. The Top Detractors for the month were the RBA Bank 
accepted Bills 30 Days +0.17%, Bentham Wholesale Global Income -1.21%, and Realm High Income -0.27%.

The VIP Investment Committee did not make any changes to the portfolio in September.

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


