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Performance 
 
 

Beulah Balanced Portfolio  

 3 Month  
% 

6 Month 
 % 

1 Year  
% 

3 Year  
% 

5 Year  
% 

Incept 
 % 

Portfolio Return 0.36 2.33 6.02 5.98 8.95 7.38 

Benchmark (CPI +4) 1.51 2.89 5.53 5.75 5.99 6.29 

Relative Return -1.15 -0.56 +0.49 +0.23 +2.96 +1.09 

 
Performance Notes: 
1: The performance of each multi-asset class model portfolio is compared to its stated investment objective (the benchmark). That is, 
to exceed the Consumer Price Index (CPI) by a fixed margin. 
2: Model portfolio return includes dividends and income, but excludes franking credits, which are stated separately. 
3: Returns greater than 12 months are annualised. 
4: Returns are calculated after Managed Fund and other transaction costs, but before portfolio and MDA fees. 
5: Returns are rounded to two decimal places. 
6: Returns and holdings may vary between investors given the nature and timing of beneficial ownership under an MDA structure  
7: This document is for marketing purposes only 
8: Past performance is not an indication of future performance. 
 

Investment  
Approach 
 
The portfolio aims to achieve a rate of 
return that matches inflation (CPI) plus 4% 
over a rolling 7 year period. 

 

INVESTMENT STRATEGY 

The portfolio targets a 40% investment in 
income assets (cash and fixed income) and 
60% investment in growth assets (shares, 
property and international) either directly 
or through specialist wholesale fund 
managers. The allocation to individual 
asset classes is managed on a dynamic 
basis and may vary within nominated 
ranges. 
 

Universe 
 
 
The portfolio is invested across a mix of 
shares, property and fixed income securities. 
The targeted use of specialist managers also 
allows access to investment expertise and a 
diverse range of securities not readily 
available in an individual portfolio of  
this size. 
 

 

RISK PROFILE 
Medium: The estimated frequency of an 
annual negative return being less than  
1 in 5 years. 

MINIMUM INITIAL INVESTMENT 
$100,000 on a standalone basis 

MINIMUM SUGGESTED TIME FRAME 
5 Years 
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Disclaimer 
This report is for marketing purposes and provides general information only. It does not take into account the investment objectives, 
financial circumstances or needs of any person. To the maximum extent permitted by law, Beulah Capital Pty Ltd, its Directors and 
employees accept no responsibility for any loss or damage incurred as a result of action taken or not taken on the basis of information 
contained in the report or any omissions or errors within it. Before making any decision you should consider the latest Product 
Disclosure Statement or Financial Services Guide and assess whether the product and/or service is appropriate. It is advisable that you 
obtain professional financial, legal and tax advice before making any financial investment decision. Beulah does not guarantee the 
repayment of capital, the payment of income, or the performance of its investments. 

Asset Allocation 

 

 

Sector Actual 
% 

Range 
% 

Australian Equities 23 20-45 

International Equities 23 5-25 

Property Securities 6 0-20 

Alternatives 6 0-10 

Fixed Interest 28 10-50 

Cash 14 2-25 

 

Contribution to 
Performance 
 

Company Contribution to 
performance % 

Australian Equities -0.76 

International Equities 0.69 

Property Securities -0.19 

Alternatives 0.15 

Fixed Interest 0.42 

Cash 0.05 

 

Aust 
Equities 

Int'l 
Equities 

Property  Alt's 

Fixed 
 Interest 

Cash 

Market Review 
Global equity markets had another strong quarter in 
Q2, with gains led by defensive growth, income, and 
low volatility stocks. European and Asian markets 
outpaced US equity markets on optimism about 
stronger economic growth. A strong corporate 
earnings season and mostly positive economic data 
supported gains.  

Most major equity markets saw a continuation of the 
strong performance from the first quarter while after 
steadily increasing through the quarter, bond markets 
sold off towards the end of the quarter on the 
prospect of tighter monetary stimulus in the 
developed markets. Despite this, long term interest 
rates stayed at low levels, flattening the yield curve. 

The US economy continued to steadily improve. Most 
measures of unemployment suggest the labour 
market is close to full employment with the 
unemployment rate for June down to 4.37%. Headline 
and underlying inflation however, has weakened with 
a sharp fall in mobile phone operator prices 
detracting 0.3% thanks to a price war in the industry. 
The weakening also extended to housing, health care, 
transport, and apparel.  

The Federal Reserve (Fed) raised the cash rate again 
in June to 1.25% and announced that it is likely to 
start reducing the size of its balance sheet “relatively 
soon”. The Fed believes temporary factors are 
weighing on inflation and that the economy is already 
past the level of unemployment that should generate 
wage inflation. Markets are sceptical and are only 
discounting one, or possibly two more rate hikes to 
the end of 2018. 

In June, the Fed also approved plans from the 34 
largest US banks to use extra capital for stock 
buybacks, dividends and other purposes after all 
banks passed the first round of annual stress tests.  

The most recent GDP figures out of Europe show the 
economy growing at an annualised pace of 1.9%. 
European consumer confidence is the highest since 
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2001, retail sales continue to improve, businesses are 
also upbeat about the economic outlook and 
unemployment, while still relatively high, has been 
steadily declining.  Like the Fed, the European Central 
Bank (ECB) believes weaker inflation will be 
temporary and has begun raising the prospects of 
tapering its quantitative easing program again.  

Japanese equities had a strong start to the quarter, 
however an escalation in tension around North Korea 
saw momentum fade. The Japanese economy has 
expanded for five consecutive quarters and the 
unemployment rate has reached a 22-year low. 
However, inflation remains stubbornly low, with 
consumer prices excluding fresh food rising only 0.4% 
in May. 

Closer to home, growth of 1.7% for the first quarter of 
2017 was weaker than had been expected, while 
extremely high level of debt and low wages growth 
are undermining consumer confidence. A slowdown 
in property prices looks to be finally materialising, 
helped by APRA’s 30% cap on interest only loans 
combined with the step up in capital controls in 
China. 

In June, Standard & Poor’s (S&P) downgraded the 
credit ratings of 23 Australian financial institutions 
and increased Australia's "economic risk" score from 
3 to 4 citing economic imbalances, specifically rising 
property prices and high household debt. The big 4 
banks, were spared because of their government 
guarantee status. 

Household debt, at over 190% of disposable incomes, 
is amongst the highest in the developed world. The 
Reserve Bank governor Philip Lowe remains uneasy 
over household borrowing levels. His main concern is 
not so much the actual level of debt, which he argues 
is held by wealthier households, but what would 
happen to consumers in the event of a shock. 

On a more positive note, the unemployment rate fell 
to a four-year low of 5.5% in June. This is now just 0.5 
of a percentage point above the Reserve Bank’s "full 
employment" target. The actual composition of 
employment also improved with an increase in full 
time employees and a fall in those working part time.  

It was a busy quarter on the political front. There was 
a decisive win for Emmanuel Macron in the French 
election, significantly reducing concerns of a EU 
breakup. Italy bailed out two more of its banks and 
the possibility of an early election was ruled out. In 
the UK, Prime Minister Teresa May lost her 
parliamentary majority after calling an early election 
which was intended to strengthen it. This has called 
into question her ability to deliver on “Brexit”. 

The US pulled out of the Paris climate change 
agreement and has so far failed to deliver on 
healthcare, tax and fiscal reform. There are questions 
over both Trump and members of his team’s conduct 
before and since the election while yet another 
Brazilian president is facing corruption charges. So, 
while political risks are dissipating in Europe, they are 
increasing in the US and LATAM. 

In global equity markets, there has been a rotation 
away from the cyclicals, which benefitted from the 
Trump reflation trade, with flows back toward the 
high-quality dividend payers. This combined with 
higher interest rates meant financials were amongst 
the strongest performers in the quarter. Technology 
stocks also rallied, reflecting strong liquidity and a 
preference for stocks which can increase earnings. 
Also, as tends to be the case in rising markets, small 
and mid-cap companies outperformed large caps. 

The domestic equity market lost ground in the second 
quarter, retracing some of the 15.9% delivered over 
the nine months to March 31, 2017. Drivers of the 
weakness were varied, including a consolidation of 
commodity prices and resources earnings, the surprise 
imposition of a Major Bank Levy by the Government, 
as well as weakness across domestic consumer-facing 
industrials. 

Chinese stocks saw robust gains over the period as 
better economic data and the decision to include 
Chinese A-shares in a range of the MSCI benchmark 
indices supported sentiment. More broadly, emerging 
market equities have been the best performing equity 
region and emerging market debt has been the best 
performing fixed income market so far this year. The 
performance of both asset classes has been helped by 
the weakness in the US dollar and by improving 
growth in the region. A synchronised rebound in global 
trade is supporting capital flows into Emerging 
markets. 

Developed market fixed income performance, on the 
other hand, struggled on the back of higher interest 
rates. Government bond yields moved lower in the 
quarter, but a sell-off in the final week reversed most 
of the earlier gains. This sell-off followed comments 
from central bank leaders in the US, Europe and the 
UK, signalling an end to monetary easing.  

Meanwhile, oil prices are back in bear market 
territory, despite OPEC's decision to keep its 
production quotas in place. The weakness was 
exacerbated by rising US production and reduced 
disruptions in Libya and Nigeria. Iron ore prices also 
fell on concern of weaker demand from China and 
elevated stockpiles in the country. 
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Portfolio Review 
The multi asset strategies outperformed their 
composite benchmarks in the second quarter of 2017, 
with outperformance broadly split across all asset 
classes. Australian Equities were the exception. For the 
Balanced strategy, International Equities reported the 
strongest return, gaining 4.75%, 1% ahead of its 
benchmark, the MSCI All Countries World Index. MFS 
Global Equities and Aberdeen Emerging Opportunities 
were standout performers. 

Alternative Investments also had a strong quarter 
mainly due to the 5.34% rebound in the performance of 
the Magellan Global Infrastructure Fund. A reversal of 
rising bond yields led investors back into defensive bond 
proxy segments of equity markets. Given our 
expectation for higher bonds yields moving ahead we 
are reviewing our position in this Fund.  

Meanwhile, the Perpetual Equity Alpha Fund again 
delivered a modest positive gain which meant the 
strategy finished the financial year with the highest one-
year return (and risk adjusted return) amongst its 
Alternative peers. Low levels of volatility have 
constrained the performance of many strategies within 
this space. Should volatility start to rise again and return 
dispersions increase, we will look to add more strategies 
to this asset class.  

Fixed Income outperformance was mainly driven by the 
Legg Mason Brandywine Global Opportunities Fund 
while the direct holdings also made positive 
contributions. The low sensitivity to interest rate 
changes of the Altius Bond Fund meant this strategy 
underperformed as bond yields moved lower for most 
of the quarter.  

Within Australian Equities, The SGH ICE added 4%, 
helping offset some underperformance from the larger 
capitalisation direct holdings. Key detractors from the 
direct equity portfolio were Vocus Communications, 
Blackmores and Retail Food Group while IOOF, NextDC 
and CSL all made solid positive contributions to relative 
performance. 

In the quarter, we added Retail Food Group, Australian 
Pharmaceutical Industries and NextDC to the portfolio 
at 2% weightings and exited our positions in both Vocus 
Communications and Fairfax Media. 

Retail Food Group (RFG) is an Australian retail food 
brand manager and franchisor. RFG is also a supplier 
and roaster of coffee and affiliated products. The 
company has two main operational divisions being 
Franchising and Wholesale/Retail Operations. The 
franchise division involves the development and  
 

management of RFG's retail brand systems while the 
wholesale division incorporates the development and 
management of RFG's Procurement, Wholesale and 
Manufacturing division. The company has recently 
expanded by acquisition with the purchase of food 
services business, Hudson Pacific Corporation (HPC). 
HPC is a leading Victorian food procurement, 
warehousing and distribution business, which has 
provided services to RFG franchises for the past 20 
years; the acquisition will enable RFG to further diversify 
earnings, while also providing further opportunities for 
acquisitions in a fragmented industry. The company has 
a strong history of earnings and dividend growth and we 
expect this to continue going forward. 

Australian Pharmaceutical Industries Limited (API) is one 
of Australia’s leading pharmaceutical distributors. It also 
acts as the parent company of several brands and 
banners in the retail health and beauty industry, 
including Priceline, Soul Pattinson and Pharmacist 
Advice. The industry consists of three major players, 
with API being the most vertically integrated. Growth in 
demand for pharmaceuticals is underpinned by 
favourable demographic trends in an ageing population, 
and with the profitability of independent pharmacies 
being squeezed, more are looking to make the switch 
over to API’s Priceline Pharmacy Franchise model. API is 
also converting corporate-owned Priceline stores to the 
model, adding increased scale to their earnings profile.  
API boasts a strong balance sheet and free cash flow, 
and is likely to be in a net cash position by the end of 
2017. With API trading at a discount to our valuation we 
took this as a good opportunity to build a position in the 
business. 

Australia has very limited opportunities to invest in 
technology businesses that can benefit from the strong 
tail winds that exist in this sector in particular, the 
exponential growth in the storage of data. We believe 
that NextDC (NXT) is one of those businesses. NXT is a 
technology company enabling business transformation 
through innovative data centre outsourcing solutions, 
connectivity services and infrastructure management 
software. As Australia’s leading independent data centre 
operator with a nationwide network of facilities, NXT 
provides enterprise-class collocation services to local 
and international organisations. 

We exited our position in Fairfax Media (FXJ) following 
the announcement from FXJ recently in which the 
company had proposed to spin out the Domain real 
estate business into a separately listed entity. The FXJ 
share price rose strongly following the announcement 
with TPG private equity group rumoured to be circling as 
a potential acquirer of FXJ.  
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Vocus Communications (VOC) has been under pressure 
well before it downgraded earnings towards the end of 
last year, highlighting that Australian telecom companies 
are collectively dealing with intensifying competition 
and lower margins and returns. Following several 
changes in management, VOC has struggled to integrate 
an array of acquisitions and take advantage of synergies 
they had factored into earnings forecasts. While the 
company has a strong suite of valuable long-term assets, 
the integration process has not gone smoothly and 
benefits will take a much longer time period to realise.  

We increased exposure to International Equities at the 
end of the quarter. This was funded by a reduction in 
Australian Equities. The combination of a more diverse 
opportunity set and returns from currency movements, 
means the International equities asset class should have 
a lower level of volatility than domestic equities as well 
as the potential for better returns. 

Outlook 
Valuations across most asset classes are now at 
relatively elevated levels. Government bond yields have 
never been lower while corporates and governments 
have taken on more debt. However, growth in global 
economies is improving and we expect the recovery to 
take longer than in previous cycles given the severity of 
the last recession.  

This supports the case for further strength in equity 
markets. Additionally, with the next moves from central 
banks involving tightening rather than easing in 
monetary policy, it seems too early for investors to go 
underweight equities and overweight fixed income. 
Despite the central bank tightening, global liquidity 
should remain supportive. Policy rates in Japan and the 
eurozone are set to remain in negative territory 
throughout 2018. Meanwhile, central bank asset 
purchases, while slowing, will continue in the Eurozone 
throughout 2018 and even longer in Japan as it is still 
some way off hitting its inflation target of 2%. 

There is the risk though, that any slowdown in response 
to Central Bank tightening could be the cause of a pull-
back in equity markets, given the support that monetary 
stimulus has given equity markets over the past few 
years. Higher equity market valuations and low volatility 
also raises the question as to whether investors are too 
complacent. The US VIX index (a widely used measure of 
market volatility, often referred to as the "investor fear 
gauge.") moved to its lowest level in over twenty years 
at the end of June. Expectations are that volatility will 
pick up in the second half of 2017. 

Global growth is expected to come in at 3.3% in 2017 
according to The Organisation for Economic Cooperation 

and Development (OECD). This is a solid economic 
backdrop for corporates earnings to remain positive, 
unless the removal of central bank stimulus leads to 
sharp increases in corporate borrowing costs. 

We are more positive on the outlook for US equities 
now that US 2018 earnings estimates look to have 
largely priced out previous over optimism around fiscal 
stimulus. It is more likely the US will see only a modest 
boost to activity in 2018. However, with earnings and 
margins outside of the US coming off a lower base, we 
continue to see greater upside potential for non-US 
equities.  

Growth stocks such as technology have been leading 
the charge in recent months, while value stocks such as 
financials could stand to benefit further from a rising 
rate and yield environment. On the other hand, the 
more expensive bond proxy and defensive parts of the 
equity markets are likely to lag. 

We believe the sell-off in bond markets has further to 
run, supporting our preference for short duration 
assets in developed markets, which are less adversely 
impacted by rising interest rates. We continue to 
believe the emerging market bonds, given its higher 
yields and early stages of recovery, has the potential to 
deliver some more solid returns. 

Looking ahead for the domestic economy, many of the 
drivers that have supported the economy since the 
GFC appear to have largely run their course. That is, 
uninterrupted growth in China, high commodity prices, 
monetary support from the RBA (which cut rates from 
7.25% to 1.5%) and an increase in household debt (as a 
% of GDP) to levels amongst the highest in the world.  

That said, activity should be supported in the near 
term by global growth, the continuation of low interest 
rates and a potentially lower AUD. The drag on growth 
from the mining sector appears to be moderating and 
while we expect growth will slow in China over the 
coming months as authorities attempt to rein in credit, 
we believe authorities will do this in a manageable 
way. Fiscal spend in China should also continue to 
support growth, and subsequent demand for 
Australian exports. Trump talks about spending $1 
trillion on infrastructure over ten years while China 
plans to spend double that between 2016 and 2020. 

Finally, we expect the RBA to leave rates unchanged 
for the remainder of 2017 with the competing forces of 
a stubbornly high AUD supporting the case for a cut 
and strong house price growth putting pressure on the 
Bank to raise rates. Markets are now pricing in the 
possibility of a rate hike by April of next year at 50% 
and a full hike priced in for 2018. 

 

 


