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Performance 
 
 

Beulah Conservative Portfolio  

 3 Month  
% 

6 Month 
 % 

1 Year  
% 

3 Year  
% 

5 Year  
% 

Incept 
 % 

Portfolio Return 0.12 1.96 3.62 3.34 5.22 5.88 

Benchmark (CPI +3%) 1.27 2.55 5.16 4.67 5.02 5.26 

Relative Return -1.15 -0.59 -1.54 -1.33 +0.20 +0.62 

 
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 3% 
over a rolling 5 year period. 

 

INVESTMENT STRATEGY 

The portfolio targets a 70% investment in 
income assets (cash and fixed income) and 
30% 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 
Low to medium: The estimated frequency of 
an annual negative return being less than 1 
in 8 years. 

MINIMUM INITIAL INVESTMENT 
$100,000 on a standalone basis 

MINIMUM SUGGESTED TIME FRAME 
4 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 11 0-30 

International Equities 14 0-25 

Property Securities 0 0-10 

Alternatives 13 0-20 

Fixed Interest 27 20-50 

Cash 35 10-60 

 

Contribution to 
Performance 
 

Company Contribution to 
performance % 

Australian Equities -0.42 

International Equities  0.21 

Property Securities -0.10 

Alternatives -0.02 

Fixed Interest 0.27 

Cash 0.18 

 

Aust 
Equities

Int'l 
Equities

Alt's

Fixed 
Interest

Cash

Market Review 
The global economy continued it’s slow and steady 
upswing in the first quarter of 2018, while volatility 
finally returned to equity markets. Despite investor 
and business confidence remaining high, markets 
faced pressure around concerns of inflation moving 
higher, trade tensions, and potential headwinds from 
higher interest rates. 

Global growth lead indicators did moderate in the 
quarter; however, employment growth has been 
strong across major economies and labour markets 
are becoming tight in some countries. This has finally 
started to drive faster wage inflation in the US and it 
is an encouraging sign that stronger productivity 
growth may soon materialise.  

There has also been signs that inflation has firmed. 
The US Federal Reserve’s (Fed) preferred inflation 
gauge has run at a 2.1% annualised pace over the past 
three months and expectations for future inflation 
has increased. 

In early February, higher inflationary expectations in 
the US led to concerns the Fed would increase the 
pace of its monetary tightening. The US 10-year bond 
yield almost reached 3% and a sell-off in equity 
markets was triggered. Volatility jumped 177% in just 
one day before falling most of the way back in the 
remainder of the month. 

In March, Trump’s tariff announcement led to a 
second global equity market sell-off. The Trump 
administration imposed steel and aluminium tariffs 
which appeared to be directed at China. China 
responded with its own measures which in turn 
sparked concerns of an escalation in protectionism 
and a potential trade war. This time volatility rose 
70%. 

These spikes in volatility meant most equity markets 
lost ground in the quarter. In local currency, the 
S&P500 lost 0.76%, the Stoxx Europe 600 fell 4% while 
the Japanese Nikkei 225 and the UK FTSE100 slumped 
6.3% and 7.2%, respectively.  
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Emerging Market equities bucked the trend rising 1.3% in US dollar terms. Mid and small-cap stocks also faced similar 
market stress but did slightly better than their larger cap counterparts. 

Growth stocks remained in favour relative to Value stocks. Investors continued to pay up for those companies that 
could deliver higher levels of earnings growth, more specifically the Technology and Consumer Discretionary sectors. 

Closer to home, the S&P/ASX 200 fell 4% in the quarter, it’s worst performance since September 2015. Australian 
Property Securities fared even worse with the S&P/ASX 200 A-REIT index return falling 6%.  

Iron ore dropped close to 15% in the quarter as production curbs in China were compounded by an escalation of 
worries over a potential trade war between the US and China. This led the Resources sector lower.  

The banking sector suffered a 7% decline against the background of the royal commission into the sector and weaker 
global banks. For the past 12 months Australian banks are down 11% while global banks are up 12.8%.  

Meanwhile, stocks paying franked dividends performed poorly in March thanks to the Labor Government proposal to 
close a concession that gives cash refunds for excess dividend imputation credits.  

Reporting season was marginally better than expected with Australian companies delivering more earning beats than 
misses. However, earnings growth expectations are largely unchanged at around 6%.  

In general, domestic economic data continued to underwhelm in the quarter, although GDP did reach trend growth 
for the full year of 2017. Housing activity has been slowing from elevated levels, and housing investment is now 
detracting from growth. The tightening up of lending standards has slowed growth in lending, particularly in the 
interest only sector.  

The Australian yield curve flattened in the quarter, with long-term rates falling more than short-term rates. After 
reaching 2.94% in February the Australian Government 10 years bond yield fell to 2.59% in March. The long end of the 
Australian yield curve followed the lead from offshore with the US 10-year treasury yield falling to 2.60% as investors 
moved out of risk assets. This helped fixed income markets claw back some losses caused by February’s sharp rise in 
bond yields.  

The Australian dollar depreciated 4.0% on a trade-weighted basis and underperformed all the major currencies as 
commodity prices dropped and the fed funds rate along with US Treasury bond yields moved above their Australian 
equivalents for the first time since 2001. 

The Reserve Bank continued to keep the cash rate at 1.50% which has been at this record low level since August 2016. 
The RBA stated in its half yearly Financial Stability Review, “a sharp increase in long term risk free interest rates 
towards historically normal levels could result in widespread asset price falls if it is not accompanied by stronger 
growth”.  The RBA also reiterated its concern that Australia has one of the highest household debt to income ratios in 
the world at 190% and rising.  

It believes it is manageable for now due to low interest rates and because foreign banks are still happy to lend to 
households at historically low cost. The RBA is forecasting a stronger rate of economic growth in Australia for 2018 
based on positive business conditions and increasing business investment. It also anticipates the next change to the 
official cash rate is more likely up rather than down. 

Major Central Banks outside of Australia have become more determined to normalise monetary policies. There is 
growing concerns that they will enter the next recession with limited capacity for conventional monetary policy 
alongside holding large fiscal deficits. Over the past 10 years the Centrals Banks of the G4 (US, Europe, Japan and UK) 
and Switzerland have injected US$14 trillion of liquidity into the economy with combined balance sheets growing 
from $US2-3 trillion in 2007 to US$17 trillion in 2017. This now needs to be reversed. 
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Portfolio Review 
During the quarter there were no changes to Australian Equities. The Portfolio slightly underperformed its benchmark, 
partly driven by our underweight position to the Consumer Staples and Industrial sectors.   

Early in the quarter, the MFS Global Equities Fund was removed from the multi asset portfolios and the Aberdeen 
Emerging Opportunities Fund was replaced with the BT Global Emerging Markets Fund.  We also added the Paradice 
Global Small Mid Cap Fund.  

The Growth at a Reasonable Price (GARP) strategy of the MFS Global Equities Fund has left it underweight our 
preferred themes of cyclical recovery and structural growth, while the Aberdeen Emerging Opportunities Fund has 
lagged its peers in the past few years. It also carries a high level of Funds under Management (FUM) making it less 
conducive to outperformance.  

Conversely, the BT Global Emerging Markets Fund has a low level of FUM compared to peers, the holdings better 
reflect our preferred investment themes and we view favourably the use of top down macro-economic factors in its 
investment process, another point of differentiation to peers. Meanwhile, the Paradice Global Small Mid Cap Fund 
offers complementary regional and style exposures to the existing Global Small Cap exposure. 

There were also some allocation changes within the International equities asset class resulting in an increase in 
exposure to small and mid-cap stocks, an increase in Emerging Market equities and a small reduction in Developed 
Market large cap stocks. 

Bond valuations are not quite as rich as they were a few months ago but are still unattractive at current levels so we 
remain negative on long dated fixed income and bond proxies such as A-REITs and Infrastructure.  

This unfavourable view means we continue to hold a large underweight position in Fixed Income. It also prompted the 
removal of the Magellan Global Infrastructure Fund and the Vanguard Property Securities Index Fund later in the 
quarter. At the same time, we increased the allocation to Alternative Investments and introduced the L1 Capital Long 
Short Fund.  

The motivation behind our increasing focus on Alternative Investments basically stems from the recent spikes in 
market volatility and our expectations of more to come. This asset class is designed to have a low correlation with 
traditional asset classes. As such, its inclusion should reduce the equity market beta of the portfolios, improve 
portfolio diversification, increase the potential for positive returns in both up and down markets, provide alternative 
sources of alpha and add in some downside protection.  

 

Outlook 
Volatility is clearly higher than it was last year. This comes as no surprise given the unprecedented and unsustainably 
low levels of volatility of 2017. However, the economic backdrop should support risk assets, although we expect more 
muted returns and higher volatility than in 2017. We expect the market to price in more monetary tightening in 2019 
but for now, equity markets can typically still rise in the latter stages of the cycle. 

While moderating, the drivers of global economic growth remain broad. Further, we expect the economic cycle to 
extend further given the underwhelming pace of growth since the GFC and the support from increasing fiscal stimulus. 
Aside from the well documented US tax cuts, Germany, France, Italy, UK, China, Russia, Brazil, India and Japan are all 
loosening fiscal policy through a combination of tax cuts and spending increases.  

From a valuation perspective, most risk assets are expensive in absolute terms although equities in Emerging Markets, 
Europe and Australia are less so. Those regions also have reasonable output gaps, meaning policy is not required to be 
restrictive at this stage. 

The regional pattern of returns in the first quarter, with the US outperforming within the developed markets, owes 
something to the desynchronized nature of economic cycles and monetary policy, with Europe, Asia and emerging 
markets all lagging behind the US, implying they have further to run. Even in the US, where the economy appears to be 
entering the late cycle stage, equity returns can remain positive, if somewhat more volatile. 
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In Europe, slowing lead indicators largely reflect temporary factors (such as bad weather), rather than beginning of a 
slowdown. The ECB is likely to refrain from raising interest rates until 2019 and macro-economic policy should remain 
accommodative. Emerging Markets is still an under-owned asset class and offers exposure to cyclical growth against a 
backdrop of stronger global activity and trade.  

Turning to the key matter of wage growth and inflation, in some major economies output gaps are closing, and we 
expect wage growth to accelerate from current low levels. That said, structural deflationary forces including aging 
populations, and low productivity are not going to suddenly disappear. So, while inflation and wage growth has clearly 
picked up in the US in recent months we are not yet convinced of its sustainability. 

Higher inflation has several important implications. First, it means the Fed would likely accelerate its pace of monetary 
policy tightening. Second, it will counteract some of the fiscal stimulus benefits of tax cuts as households face higher 
prices and interest rates. Importantly, if higher inflation does occur, a faster pace of policy normalisation and higher 
equity market volatility should be expected. 

Turning to the domestic economy, GDP growth in 2017 was satisfactory and we think the market’s preoccupation with 
a significant weakening is overblown. We expect the moderate level of GDP growth to continue in 2018. 

Household consumption, which accounts for around 60% of GDP, has been growing slowly and is unlikely to improve 
anytime soon. High levels of household debt, increasing costs for essential items (Utilities, Heath Care, Education), low 
levels of wages growth and already low savings rates are all creating headwinds for households.  

Adding to the concern, 30% of Interest Only loans are due to convert to Principle and Interest loans in the next four 
years. The Reserve Bank estimates monthly repayments for almost 1.5 million borrowers will increase by as much as 
40%, creating a fresh threat to house prices.  It is also estimated that a lift of 2% in mortgage rates would equate to a 
6% loss of disposable income for interest only borrowers. 

Offsetting the drag to household consumption is the rising capital expenditure from businesses, a strong pipeline of 
infrastructure spending and a weaker AUD. Further, Chinese industrial capacity reduction should support opportunities 
in the resources space while the growing middleclass consumer in Asia provides opportunities in the consumer sectors. 

There has been nothing in recent economic data nor the RBA’s commentaries to change market expectations around 
the timing of the first interest rate hike for this cycle, which is not expected until at least early 2019. There is also little 
indication of a pickup in inflation in the near term. 

As both Central Bank policy rates and long dated yield differentials move deeper into negative territory between 
Australia and the US, we can expect some renewed pressure on the Australian dollar. We also expect the currency to 
find support around the mid-US$0.70 range as the US dollar comes under its own downward pressure due to rising 
concerns around “twin deficits.” That is, the deficit in international trade in goods and services, along-side the 
government’s budget deficit, which will surpass $1 trillion by 2020 and will continue to grow from there. Further, U.S. 
debt is now on track to reach $30 trillion over the next decade. That’s over 100% of projected GDP. 

Globally, upside and downside risks are broadly balanced over the next several quarters but risks further down the 
road are skewed to the downside, according to the latest statement from the International Monetary Fund (IMF). The 
organisation, which aims to foster global growth and economic stability, also believes nearer term headwinds for 
global growth would be a swift withdrawal of accommodative monetary policy and the fallout from some geopolitical 
event. 

It believes the pace of policy removal would in large part be based on whether wages, commodities and global trade 
can deliver an inflationary spike or whether disinflation would return or perhaps whether a ‘goldilocks’ continues. 

If you add in the fact that many risk assets are precariously positioned between cyclically stretched earnings and 
multiples which are facing the growing probability of policy errors, what you get is a recipe for volatility and sharp 
market turns. This only reinforces the need for a well-diversified portfolio. 


