
VIP Property Securities 
Portfolio

Monthly Review
April 2015

Investment Objective

The aim of the VIP Property Securities Portfolio is to provide investors with tax advantaged income and long term capital growth from 
investment in an actively managed, concentrated portfolio of property and property related companies and trusts listed on the ASX.

The portfolio invests in 4 to 10 Australian Real Estate Investment trusts (A-REITs) listed on the S&P/ASX 200 A-REIT Accumulation index 
that have been selected via a Quantitative and Qualitative screening process. This process aims to short list companies that are transparent 
and easy to understand, run by good management, priced below their valuation, &, display attractive growth prospects. 

Investment Growth

Time Period: 30/06/2011 to 30/04/2015
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VIP Property Securities

Performance Review

The VIP Property Securities portfolio generated a -1.32% return 
for the month and 2.49% over the last 3 months. The portfolio 
underperformed the S&P/ASX 200 A-REIT index during the 
month by 0.23%, and outperformed the index over the quarter 
by 2.05%.

Over the last year the portfolio has generated a 24.74% return 
and underperformed the index by 1.31%.

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 Property Securities

VIP Property Securities Investment

VIP Property Securities Super-Pension

S&P/ASX 200 A-REIT TR

-1.43 2.16 13.91 23.07 14.40 19.85 17.33

-1.39 2.29 14.22 23.75 15.03 20.51 17.98

-1.32 2.49 14.67 24.74 15.95 21.48 18.80

10.7920.1613.7126.0512.970.44-1.09

Portfolio Holdings

VIP Australian Share Leaders - 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)

Dividend
Yield %

TTM

SPDR® S&P/ASX 200 Listed Property ETF

BWP Trust

Goodman Group

Stockland Corp Ltd

Cromwell Property Group

Charter Hall Group

Investa Office Fund

19.61

15.83 4.99

15.68 3.41

13.71 5.45

13.64 7.17

11.74 4.67

9.81 4.88

-1.33 1.37 7.55 20.31

-1.19 0.34 12.71 25.42

1.33 6.67 23.65 27.79

-1.57 1.96 14.82 29.81

-2.64 6.13 15.59 19.50

-4.62 -3.63 7.18 17.01

0.59 5.99 20.16 27.71

Source: Morningstar Direct



Month in Review - Economic & Market Commentary

Portfolio Holdings & Adjustments

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

Performance Contributors & Detractors:

The Top Contributors were BWP Trust +1.33% and Charter Hall Group +0.59%; and the Top Detractors were Investa Office 
Fund -4.62%, Cromwell Group -2.64%, and Goodman Group -1.57%. 

Property Securities Portfolio Adjustments:

The VIP Investment Committee did not make any changes to the Property Securities portfolio in April.
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Source: Morningstar Direct


