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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 30/06/2014
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VIP Fixed Interest

Performance Review

The Fixed Interest portfolio generated a 0.27% return for the 
month and 0.76% over the last 3 months. 

This was against the UBS Composite 0+Yr Bond index return of 
0.80% and 3.11% over the month and last 3 months 
respectively.

Over the last year the portfolio has generated a 3.78% return 
and underperformed the index by 2.31%.

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

Trailing Returns

As of Date: 30/06/2014

1 Month 3 Month 6 Month 1 Year 2 Years
Since

Inception

VIP Fixed Interest

UBS Composite 0+ Yr TR AUD 0.80 3.11

0.27

4.61

0.76

6.09

2.04

4.42

3.78 4.10

8.74

5.21

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 
36.4% Government bonds, 13.4% Corporate bonds, and 39.6% 
Cash and Cash Equivalents. 

VIP Fixed Interest - Fixed-Inc Country Exposure

Portfolio Date: 30/06/2014

%

Australia 84.1

France 2.1

Netherlands 5.5

Philippines 0.0

Poland 0.0

Portugal 0.0

Russia 0.0

Singapore 0.0

United Kingdom 2.1

Other Countries 6.2

Other 0.0

Total 100.0

Source: Morningstar Direct



Month in Review - Economic & Market Commentary

With a European team winning the 2014 World Cup on South American soil the theme of this discussion is centred upon Europe 
and their ability, till now, to ”kick the can” down the road just as successfully as German player Mario Goetze, now names Super-
Mario, kicked the German team to a 4th World Cup triumph.

This ability to “kick the can” has also been a triumph when you reflect on the EU debt crisis that began to surface in Oct 2009 as 
the Greek government revealed a “black hole” in the budget, which was followed over the next few months with market volatility, 
credit agency downgrades, austerity program announcements, and resulting strikes and social upheaval. By the end of March 2010 
the EU agreed on a Greek rescue package, and several short months later the same issues reared their ugly heads in Spain, 
Portugal, and Hungary to which the EU (basically Germany and France) agreed on a €500 billion fund to save the region from 
disaster. 

The EU banks were at the forefront with stress-tests in July 2010 showing that most of them were stable in order to build 
confidence in the banking system to allow them to borrow and on lend to consumers and businesses in an attempt to breathe life 
into the EU region.

Then came the issues in Ireland taking centre stage amongst the continuing weakness in Spain, Portugal, Greece, et al…, and the 
emergence of the International Monetary Fund (IMF) and the Chinese as bailout-fund providers. Then came Italy’s woes, the EU’s 
third largest economy,  as the European Central Bank started buying Italian and Spanish bonds in an ECB Bond buying program 
which was expected to reach €850 billion in an attempt to re-capitalise EU governments that were not able to raise funds from the 
open market as investors were afraid of these economies going bust.

This was followed by more rescue plans and stimulus as Germany and France agreed to increase the EU’s rescue fund to €2 trillion! 
(Just for some perspective that is $2.9 trillion Australian dollars and for comparison gross Australian Government debt is 
approximately $300 billion AUD’s). 

These downgrades, austerity plane, stimulus measure, strikes, continued for the next 2 years until 14 August 2013 when it was 
announced that the Eurozone had been ‘hauled’ out of an 18 month recession by Germany and France…. Talk about kicking the 
can!

Essentially during this period bad debt that was owned by the banks post the GFC in 2008 was transferred to the governments as a 
measure to maintain confidence in their banking system. The problem was that these Governments were operating programs of 
cradle to grave Government support and had therefore also accumulated significant debt as the high taxes that are required for 
such a system to work were not being paid. Then this debt was managed with financial support from the ECB, IMF, and other
stimulus providers with the hope being that this could be repaid as the underlying economies started to grow and perform.

After some optimistic Eurozone growth predictions for 2014 we have now seen that indicators of economic growth, such as 
Industrial (manufacturing) production has slumped in May 2014 which was the largest month-to-month drop since September 
2012 as reported by commentators such as the Business Spectator (www.businessspectator.com.au). 

This has sparked the ECB’s most recent moves to effectively cut interest rates to negative levels and to announce the TLTRO (or 
the Targeted Longer-term Refinancing Operation) where the central bank will hand €700 billion to European banks in order for 
them to on lend these funds to consumers and businesses in an attempt to revive the EU economy.

Our bond managers, Realm Investments, have recently reviewed this program and have highlighted what needs to be done by a 
Eurozone bank to receive the funds from the ECB. In short to get their hands on a part of this hand-out a European bank needs to 
show they are currently lending to consumers with no real requirement to on lend at a greater level. In fact once they get the 
funds they can basically do whatever they see fit with the money. The fear here is that these funds are held on balance sheet by 
EU banks for a rainy day, however, they would be punished for doing nothing through the negative interest rates.

Apart from the interesting question as to whether this will actually work, it will be very interesting to see how this will impact (or 
will be impacted) by a future US interest rate rise that the US Federal Reserve would need to look into to control US economic 
growth and inflation.

If these reforms do work they will help manage this “kicking the can” process and allow the next chapter on the EU saga to 
continue with the measures effectively increasing the ECB’s debt to €3 trillion. Hopefully the ECB can take a page out of Super-
Mario’s book.

Source: Morningstar Direct



Portfolio Holdings & Adjustments

VIP Fixed Interest - Holdings

Portfolio Date: 30/06/2014

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)

Aberdeen Australian Floating Rt Inc

Realm High Income

RBA Bank accepted Bills 90 Days

79.84

15.21

4.95

0.70 2.22 3.81 8.19

0.22 0.66 1.31 2.64

0.20 0.49 1.14 2.82

Performance Contributors & Detractors, and Portfolio Adjustments

There were no Contributors for the month above the index return; and the Top Detractors for the month were the Aberdeen 
Floating Rate Income Fund +0.20%, Cash +0.22%, and the Realm High Income Fund +0.70%.

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

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


