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Investment Objective

The VIP International Portfolio aims to provide long term capital growth by investing in a diversified portfolio of 
International assets. The portfolio actively invests in 2 to 5 managed funds, Exchange Traded Funds (ETF’s), or Listed 
Investment Companies (LIC’s) that provide diversified exposure to international share markets.

Underlying managers are selected by the VIP Investment Committee by undergoing due diligence into the managers 
People, Investment Processes, and Investment Performance; and selecting managers that provide investment sector, 
style, and geographical diversification.

Investment Growth

Time Period: 30/06/2011 to 30/04/2015
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VIP International

Performance Review

The VIP International share portfolio generated a -1.57% return 
for the month and 4.26% over the last 3 months. In doing so 
the portfolio underperformed the MSCI World Ex Aus (AUD) 
index in April by 0.73% and over the last 3 months by 1.05%. 

Over the last year the portfolio has generated a 27.84% return 
and outperformed the index by 1.11%.

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

Trailing Returns

As of Date: 30/04/2015

1 Month 3 Month 6 Month 1 Year 2 Years 3 Years
Since

Inception

VIP International

VIP International Investment

VIP International Super-Pension

MSCI World Ex Australia NR AUD

-1.57 4.26 19.00 27.84 21.05 20.08 19.20

9.7524.8329.1026.7317.465.31-0.84

-1.68 3.92 18.21 26.12 19.43 18.47 17.62

-1.63 4.06 18.53 26.82 20.09 19.12 18.27

Portfolio Exposure

The portfolios regional exposure is dominated by North American 
and developed Europe holdings as these are the lower risk 
sectors of the international markets.

The portfolio also includes an allocation to emerging markets 
with exposure to developed and emerging Asian countries and 
South America. However, this exposure has recently been 
reduced due to the market and economic stress these emerging 
markets are experiencing at present.

VIP International - Equity Regional Exposure

Portfolio Date: 30/04/2015

%

North America 67.8

Latin America 0.7

United Kingdom 7.2

Europe dev 12.8

Europe emrg 0.3

Africa/Middle East 0.6

Australasia 2.4

Japan 4.2

Asia dev 2.0

Asia emrg 1.9

Total 100.0

Source: Morningstar Direct



Month in Review - Economic & Market Commentary

The Great Disagreement by Magellan Asset Management

We have added this discussion from Magellan Asset Management’ CEO and Lead Portfolio Manager, Hamish 
Douglass, that explains Magellan’s view that the US Federal reserve (US Fed) and the markets have an entirely 
different view on the movement of US interest rates, and the affect that rising rates can have on growth asset 
markets.

Magellan’s view is consistent with the VIP Investment Committees (IC) cautious view and asset allocation, and 
Magellan have themselves increased cash exposure in their flagship global equities fund to 15%. This consistency 
in our views is one of the drivers for the VIP IC decision to maintain the Magellan Global Equity fund in the VIP 
diversified portfolios. The discussion from Magellan Asset Management is below:

“Today there is a “Great Disagreement” as to where US monetary policy (and hence US interest rates) is headed 
over the next three years or so. In one corner is the Fed which is anticipating a normalisation of the US economy 
and US monetary policy (and hence higher interest rates) over the next three years or so. In the other corner is 
“the market” which is effectively pricing secular stagnation with prolonged lower inflation and growth (and hence 
lower interest rates). 

In our view it is unusual to see such a fundamental and important disagreement between the market and policy 
setters. In our view, if the Fed is right, many assets are mispriced at the moment and a normalisation of US 
monetary policy could lead to material losses for investors. 

The scale of this disagreement is staggering. At present, the market’s forecast of overnight index swaps are 
pricing the Fed Funds Rate (FFR) at 1.7% by the end of 2017. This compares to the median forecast for the FFR by 
each Federal Reserve member at 3-3.25%. The gap between the market’s and the Fed’s forecast of short term 
interest rates in 2017 is almost 1.5%. The gap is even wider when you compare longer run forecasts of short term 
interest rates. 

Worryingly, we believe that this translates into a large gap between the long term risk free interest rate assumed 
by equity investors and the implied long term risk free interest rate assumed by the Fed. As an illustration of the 
implications of this divergence, the difference between the value of 30 year bonds yielding 3.5% and 5.0% is 
approximately 25%.

If long term rates rise more than the market expects, there could be a similarly adverse impact on equity 
valuations. While we do not rule out the possibility of secular stagnation in the US, we believe that many of the 
near term economic forces (such as the collapse in the oil price) will prove to be transitory and the most likely 
outcome is that the Fed will need to neutralise monetary policy over the next three years or so. This will result in 
materially higher US interest rates than the market is currently anticipating. 

Many investors have cited the current low inflation environment as a reason to doubt the necessity for the Fed to 
raise interest rates to levels anywhere near pre-crisis levels. However, as the oil price and the US dollar stabilise, 
and as wages growth returns, inflation is likely to head back towards the Fed’s target of 2%. 

We do not expect a break-out in US inflation; we believe normalising inflationary pressures, diminishing labour 
market slack and the size of the Fed’s balance sheet (over US$4.5 trillion in assets) will force the Fed to normalise 
monetary policy over the course of the next three years. We believe that the economic events of the last eight 
months or so (the dramatic fall in oil prices, the appreciation of the US dollar, falling Chinese growth, some poor 
economic data in the US in recent months) have clouded investors’ judgment and increased confirmation bias 
regarding the case for secular stagnation. We would also add that there appears to be anchoring bias associated 
with such a prolonged period of low interest rates which makes a normalisation of monetary policy in the US 
almost seem radical and implausible. 

We regard the current market environment as anything but normal. Yields and spreads across a range of credit 
markets are at or near historic extremes. We have witnessed a number of high quality corporates issue debt at 
negative interest rates, and many European sovereigns (including Switzerland, Denmark, Germany, the 
Netherlands and Belgium) are experiencing negative yields on debt of up to five years to maturity. Investors are 
now effectively paying European governments or certain corporates to borrow money. Furthermore, spreads 
between German Bunds and US Treasuries are at their highest levels since before the reunification of Germany. As 
investors we find this unprecedented and somewhat confronting.”

Source: Magellan Asset Management Limited

Source: Morningstar Direct



Portfolio Holdings & Adjustments

VIP International - Holdings

Portfolio Date: 30/04/2015

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)

Magellan Global

Vanguard US Total Market Shares ETF

Vanguard All-World ex-US Shares ETF

42.45

34.27

23.28

-0.94 5.17 21.13 28.06

1.70 7.69 17.02 21.01

-2.73 3.83 16.70 32.42

Performance Contributors & Detractors, and Portfolio Adjustments

The Top Contributor for the month was the Vanguard All World Ex-US ETF +1.70%; and the Top Detractors were the Vanguard 
US Total Market Shares ETF -2.73% and the Magellan Global Fund -0.94%. 

The VIP Investment Committee did not make any changes to the International Shares portfolio in April.

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


