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Australian Shares 

Market review 

A strong start to October and a rally in the final days of 2014 saw the Index post a reasonable return 

of 2.94% for the final quarter. The dramatic slide in oil prices dominated headlines and translated into 

concerns over global growth, although oil price weakness remains as much about supply dynamics as 

it does demand, with OPEC refusing to cut production in order to put pressure on higher-cost North 

American shale producers. Iron ore prices also continued to slide as Chinese growth decelerated and 

its housing industry showed further signs of stress. A significant depreciation in the Australian dollar 

did provide some relief for local exporters. 

Bond yields narrowed over the quarter, providing a measure of support for equity markets and driving 

outperformance from the higher-yielding, more defensive sectors such as REITs and 

telecommunications. While consumer staples could usually be expected to benefit from such a trend, 

concerns around disappointing sales and increasing competition saw the food retail majors 

underperform.  

A weaker Australian dollar also saw the market reward companies and sectors with exposure to US 

dollar earnings, with pharmaceuticals doing well as a result. 

There was significant dispersion in performance within the resources and energy sectors, as investors 

punished those stocks considered to have the weakest balance sheets – notably Santos. While our 

portfolios remain marginally underweight energy, we expect the sector to stabilise. It is worth recalling 

Australian energy companies retain some globally competitive and highly desirable assets that can’t 

be replicated and are worth owning for the long term. 

The Financial System Inquiry released its findings early in December, with the reality largely failing to 

justify the negative hype. Although there is a requirement for the banking system to raise capital, it 

has the time to do so in a smooth and organic manner, rather than tap the equity market. The smaller 

regional banks will benefit at the margin as their capital requirements versus the “Big Four” narrow. 

 

Portfolio performance 

The BT Wholesale Core Australian Share Fund returned 4.21% (post-fee, pre-tax) in the December 

quarter 2014, outperforming its benchmark by 1.27%. Positive contributors included Qantas and 21st 

Century Fox while Santos and Oil Search detracted from relative performance.   
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Contributors 
 

Qantas was the best-performing stock in the index over the quarter. The immediate catalyst was its 

sensitivity to a weaker oil price, although its hedging regime is such that it won’t start to realise 

significant gains until the second half of 2015. At a broader level, the market is beginning to accept 

the idea that the company is successfully turning a corner following a period of poor performance. 

They key factor remains its commitment to maintain domestic capacity at current levels following the 

destructive “capacity wars” with Virgin Australia. As excess capacity drains out of the industry there is 

greater scope to return the company to profitability. Qantas has been a consensus underweight in the 

market and its strong performance suggests a scramble to reduce this position. 

 

Twenty-First Century Fox made a strong contribution to relative performance, as an off-index US 

dollar-earner in a quarter where the Australian dollar depreciated markedly. Management have 

updated their outlook for FY16 to account for its sale of Sky Italia and Sky Deutschland to UK’s 

BSkyB – a move which sees the company increasingly focused on its content origination business. 

We continue to like the company for its low capital intensive growth opportunity and improving cash 

flow, which we believe is under-estimated by the market. Our recent meetings with management in 

the US bolstered our confidence that they will hit their targets in 2015. 

 

Detractors 
 

Weaker oil prices dragged down the entire energy sector in the fourth quarter, with Santos falling 

furthest as the market expressed concerns over its ability to withstand a prolonged period of 

depressed prices without raising further capital. We believe the company is unlikely to tap the equity 

market in the near term. It has several other options – such as $2.1bn in unused credit facilities – at 

its disposal and has already announced a significant reduction in capex for 2015. Fundamentally, we 

think the market has overreacted in this instance. Looking longer term, Santos should go cash-flow 

positive within 18 months to two years as the Gladstone LNG project comes on-line. 

 

Oil Search fell along with the rest of the energy sector as oil prices continued to slide. The portfolios 

are marginally underweight the energy sector as a whole, yet we retain positions in stocks where we 

believe the market is overlooking favourable fundamentals. We remain positive on Oil Search given 

the prospect of strong cash flow as supply from Papua New Guinea’s LNG project comes on line – 

particularly if a third production train is added. The development of this project has proceeded faster 

than expected.  
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Strategy and outlook 
 

The portfolio outperformed the index over the quarter. The position in Qantas was a notable 

contributor, driven by a weaker oil price and also evidence that the market is beginning to share our 

belief in management’s ability to return the company to profitability. The portfolio’s exposure to US-

sensitive stocks was beneficial, as was our aversion to domestic supermarkets given increased 

competition. The market’s current desire for earnings growth and stability was reflected in the 

continued outperformance of positions in Amcor and Telstra. Stakes in energy companies Origin, 

Santos and Oil Search detracted from performance, although the portfolio was underweight the 

energy sector as a whole. 

We again added to our existing overweight in Qantas over the quarter. Previous underperformance, 

coupled with an improvement in several key metrics, has resulted in further scope for outperformance 

despite its recent strength. We further reduced our exposure to materials and energy, selling down 

Rio Tinto, BHP and Santos. Elsewhere, we maintain our strategy of investing in companies benefiting 

from low capital intensive growth, or which are at inflexion points where cash flow is set to improve, 

along with the scope for greater shareholder returns via dividends and buybacks. We remain 

underweight defensive, high-yield companies that remain at elevated valuations, preferring to source 

yield from those companies where reduced costs and capex provide scope for increased payout 

ratios. 

At this stage, the market looks likely to be earnings-led. While the market expects earnings growth to 

be mid-single digit in FY 15, the good news is that these predictions seem more realistic than has 

been the case in the past, leaving less scope for disappointment. Large swathes of the Australian 

market are facing headwinds - banks appear fully valued while our recent field trip to China suggests 

that there is no respite for the resources sector in the near term. Despite this, opportunities continue 

to emerge on a stock-specific basis; particularly within the unloved industrial cyclical sector. We 

believe this environment remains supportive of a bottom-up investment strategy.  
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Smaller Companies 

Market review 

The Australian small cap market (S&P/ASX Small Ordinaries Accumulation Index) dipped 3.9% 

against a 2.9% gain in the broader index. More than just a rotation towards yield and predictable 

earnings, the disparity in return was characterised by a sharp plunge in commodity prices, particularly 

oil. Needless to say, junior energy names led the ‘worst performers’ table with only two names 

(uranium producers) in positive territory. Small resources tumbled 21.6% with the majority of losses 

borne by those on the upper end of the cost curve. The one bright spot was in precious metals where 

miners situated in production turnaround situations, e.g. Regis (+24.1%), or carrying high quality 

assets e.g. Alacer (+8.9%), stood out in the challenging environment. 

Meanwhile, on the non-mining front, small industrials (+0.3%) had a small gain as telcos and REITs 

rallied higher on the back of structural tailwinds and falling bond yields respectively. Diversified 

financials also gained on leverage to the rising broader market while media and retailing pulled back 

on flagging sales expectations. Broadly speaking, investors stood behind names that reinforced top-

line guidance while those that lack additional margin levers outside of cost-outs and capex discipline 

went unendorsed. 

The Reserve Bank left the cash rate unchanged at 2.50% over the quarter, with themes remaining 

consistent from prior months. The housing market continued to perform strongly, particularly in 

Sydney and Melbourne, and is more of a concern for the Reserve Bank. Despite this, the central bank 

is maintaining its accommodative stance given weakness in other segments of the economy. 

Government spending, while persistent, is not expected to support growth and revenues are likely to 

drop further as mining investment declines. Domestic economic growth is expected to be sub-trend in 

the near term. 
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Portfolio performance 

The BT Wholesale Smaller Companies Fund fell 3.96% (post-fee, pre-tax) over the December 

quarter, underperforming its benchmark the S&P/ASX Small Ordinaries Accumulation Index by 

0.07%.   

Contributors 

Liquefied Natural Gas Ltd lost 42% as Brent oil fell below US$60/barrel for the first time in over five 

years. As a fledging exporter, LNG Ltd is deeply linked to outcomes in the energy market. The 

company is a few years from production and while negotiations remain positive, the potential for 

project economics to change is substantial. Too much is hinging on the price of oil stabilising - 

something difficult to see given the glut of cheap US shale oil. 

Over the quarter, hotel operator Mantra Group (+23.9%) revealed a better than expected profit 

number for the first six months of operations since its IPO-listing. Higher occupancy and stronger 

room rates drove the bulk of performance though cost-cutting and contract wins also contributed. 

Looking over the next 12 months the company is seeking to aggressively expand its presence with a 

number of high-profit greenfield projects in the pipeline. We retain our position in Mantra on the back 

of these cyclical tailwinds. 

 

Detractors 

 

Cardno stock shed 43% as senior leaders unveiled a disappointing guidance for 1H15. Forecast 

profits were cut by $30 million or about one-third over the previous corresponding period. Structural 

budget cuts were cited as an on-going challenge with head office laying much of the blame on project 

deferment and stalling capex. Mining investment is falling and over the past two years most mining 

businesses have directed themselves towards austerity and capital discipline, putting a significant 

dent on the bottom-line of engineers. Despite this, we believe markets are being too cautious. Cardno 

is one of the more robust contractors in Australia and we believe it will earn a strong re-rating should 

commodity markets stabilise. 

 

The recent plunge in the oil price saw a massive rotation away from energy names, particularly those 

on the small cap spectrum. Senex (-42%) was one of those affected. However, unlike other 

hydrocarbon producers, Senex funds all of its operations through internally generated funds. There is 

no debt and the balance sheet is cash positive. In addition, production remains uninterrupted and 

continues according to guidance. Overall, the business is efficiently run and, while lower prices will 

affect future earnings, we believe today’s discounted cash flows still contribute to a compelling thesis.  
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Strategy and outlook 
 

The portfolio underperformed the Small Caps index over the December quarter, with underweight 

positions in energy and mining contributing to relative returns. Side-stepping premium, high-growth 

stocks that have been, in part, propped up by virtue of being scarce also added value. Investors are 

now questioning whether the scope for future gains have already been baked into these growth 

stocks’ share prices.  

We took part in two IPOs in December - Aconex and Ooh Media. Aconex provides sophisticated 

software for the construction industry and is well placed to translate its domestic success into global 

growth. Ooh Media enjoys structural growth opportunities in outdoor digital advertising. With little in 

the way of thematic drivers, we believe the environment remains ripe for stock picking. The portfolio is 

based around companies that combine strong or improving cash flow with reasonable valuations. In 

particular, we are looking for companies that offer niche products, robust franchises or compelling 

“turnaround” stories. We are minimising exposure to resource-related companies, which are also 

suffering from a trend by the big miners to bring services in-house. We are also underweight the 

property sector. 

At this stage, the market looks likely to be earnings-led. While the market expects earnings growth to 

be mid-single digit in FY15, the good news is that these predictions seem more realistic than has 

been the case in the past, leaving less scope for disappointment. Monetary policy remains supportive, 

with little likelihood of rate hikes while growth remains tepid as the economy is weaned off its resource 

dependency.  



 

Fund Manager Commentary – December quarter 2014  9 

International Shares 

Market review 

Global equities ended the year on a positive note. The MSCI World ex-Australia Index returned 8.16% 

in the December quarter, underpinned by strong US and Japanese markets.  

The US equity market made it four positive quarters for 2014 with the S&P 500 rising 4.4% in Q4, with 

consumer-related stocks performing the strongest as continuing strong economic data pointed to a 

strong recovery gaining momentum.  

The Japanese market returned 7.7% for the quarter, with a surprise election seeing the Abe 

Government confirm its support for strong growth and rising inflation. The Chinese market was also 

driven higher - the Shanghai ‘B’ share index returning 8.4%. 

European markets lagged as slowing growth, geopolitical issues (Russia, Greece) and falling inflation 

all driving concerns that any recovery is now stalling and potentially reversing into recession. The 

broad Eurostoxx 50 index fell 2.5% over the quarter.  

The Australian dollar fell against most currencies in the December quarter. Lower commodity prices, a 

potentially slowing economy/ concomitant rate cuts and the strengthening US currency saw the 

Australian dollar fall 6.5% against the US$ to end the quarter at US81.75c.  

 

Portfolio performance 

The BT Wholesale Core Global Share Fund returned 8.22% (post fee, pre-tax) in the December 

quarter 2014, outperforming its benchmark by 0.06%.  The outperformance was driven by European 

stock positions, while the North American portfolio underperformed and developed Asian positions 

ended the quarter flat against local benchmarks.  

Momentum themes, along with company quality and investor sentiment signals, performed well 

globally over the fourth quarter, offset somewhat by weakness in relative valuation themes. In the US, 

the opposite played out: momentum and company quality themes drove underperformance over the 

quarter, offset somewhat by positive returns in relative valuation signals.   

Active stock and sector positioning both contributed to active performance over the quarter. At a 

sector level, the overweights in Health Care and Information Technology contributed most 

meaningfully, while the underweights in Consumer Discretionary & Consumer Staples were the main 

detractors.  Stock positioning within sector groups was also a positive contributor, notably within 
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Industrials, while stock selection results within the Health Care sector was the weakest over the 

quarter.  

At a stock level, strongest positive contributions came from overweight positions in:  

• American Airlines  

• Electronic Arts, an American video game developer & distributor  

• Orange, a French multinational telecommunications company  

Largest detractors were overweight positions in:  

• LyondellBasell Industries, an American multinational chemical company 

• Baker Hughes, a US headquartered global oilfield services company  

• Gilead Sciences, an American biotechnology company 

                                                                                                                                                                                                                                                   

Strategy and outlook 

 

Entering January, the portfolio maintains its largest tilts towards Health Care and Information 

Technology sectors, with the largest underweights being in the Consumer Discretionary and 

Consumer Staples sectors. Thematically, we are mildly tilted towards higher quality companies with 

positive momentum and away from cheaper industry peers in the European markets. However, in  

Japan and the US our active stock positioning is tilted towards cheaper companies, as intra-industry 

valuation spreads look more attractive.  
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Australian Fixed Income 

Market review 

Australian three-year bond yields declined by 58 basis points to 2.11% from 2.69% and the ten-year 

yield declined by 74 basis points from 3.51% to 2.77%, with the 3-10s yield curve flattening to 66 

basis points. The Reserve Bank left the cash rate unchanged over the fourth quarter. In statements it 

notes that overall the global economy is continuing to grow at a moderate pace and it sees the most 

prudent course as being a period of stability in interest rates. The Reserve Bank still thinks that a 

lower exchange rate is likely needed to achieve balanced growth in the economy.  

The Australian economy grew by 0.3% in the third quarter. Capital expenditure grew by a stronger 

than expected 0.2% over the third quarter but non-mining sector growth remains insufficient to offset 

the sharp slowdown in mining sector investment.  

Housing activity remained elevated leading to investors continuing to grow at a faster rate than owner-

occupiers. Employment bounced strongly in the quarter but the unemployment rate kept rising to 

6.3% and wages rose just 0.6% in the third quarter. 

 

Portfolio performance 

The BT Wholesale Fixed Interest Fund returned 4.94% in the December quarter 2014 (post-fees, pre-

tax), outperforming its benchmark by 0.98%. 

The duration and cross market strategies in the alpha overlay were the primary contributors. The 

Government bond component outperformed its benchmark with gains contributed by the duration and 

cross-market strategies. The Credit component also outperformed its benchmark. Positive 

performance came from a curve position and overweight in utilities and infrastructure sectors. 
 

Strategy and outlook 
 

Our outlook remains consistent with prior months. The Reserve Bank believes it has the appropriate 

policy setting in place and it is a matter now for ‘animal spirits’ to kick in and start supporting domestic 

economic growth via increased business investment.  

There is however an ever increasing number of potential triggers that could see an increase in risk 

aversion in the coming months: Greece has elections in late January that may raise the possibility of a 

Greek exit from the Euro; some emerging market governments and lower rated energy companies 

continue to see their finances under stress due to the large fall in commodity prices, Chinese 

economic growth is slowing and there is ongoing tension in the Middle East and Russia.  
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Despite the fall in the currency we do not see the conditions in place for non-mining business 

investment to increase meaningfully and following the weak GDP data expect the Reserve Bank to 

ease policy in the first half of the year.    

International Fixed Income 

Market review 

As was widely expected, the US Federal Reserve ended its quantitative easing program in the last 

quarter of the year. The median expectation of the Federal Open Market Committee (FOMC) 

members is four 25bp hikes in 2015. The labour market continued to improve with the unemployment 

rate edging lower to 5.8%. Inflation remained below the long run target, reflecting sharp falls in energy 

prices.  

Europe is on the verge of deflation and the PPI continues to fall. The European Central Bank 

committed to increasing the size of its balance sheet back to what it was at the beginning of 2012.  

Over the quarter, US and UK bond yields were down 32 and 67 basis points respectively. Japanese 

bond yields declined 20 basis points. Australian bond yields outperformed the US with the spread 

declining by 42 basis points. The Australian currency depreciated and the trade weighted index fell by 

3.48% over the quarter. Equities bounced back but commodities continued to fall over the quarter. 

 

Portfolio performance 

The BT Wholesale Global Fixed Interest Fund returned 4.68% in the December quarter 2014 (post-

fees, pre-tax), outperforming its benchmark by 1.16%. 

The physical allocation to domestic credit added value over the quarter as credit markets remained 

fairly benign and tightened slowly. Positions within the alpha overlay were taken in Duration, Yield 

Curve, Cross-Market, FX and Macro credit strategies. A positive contribution came from Cross-Market 

and FX but positions in the other strategies detracted from the performance of the alpha overlay. 

 

Strategy and outlook 

Although the recovery of the US economy is continuing, the Fed is likely to be patient in raising 

interest rates in order to avoid policy error and market overreaction. In the coming year there are still 

multiple sources of risks in other parts of the global economy. Europe is still lingering on the verge of 

deflation and it is highly likely the ECB to implement another round of QE. Rising anti-Euro sentiment 

may reactivate the debate of countries leaving the Eurozone. The falling oil price is regarded a 
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positive factor to the global economy but its impact is uncertain. It poses larger pressures for energy-

exporting economies and as a result, sovereign default risks and geopolitical conflict could intensify.  

Credit 

Market review 

Over the quarter ending December physical credit markets’ spread to swap marginally widened. The 

muted underperformance of physical credit was driven by geopolitical risk, global growth concerns 

and weak commodity prices. During the quarter, with increased risk-off tone the compression trade 

reversed and supra-nationals and other AAA issuers outperformed lower-rated corporate credit. 

In the quarter concerns over global growth saw global oil prices drop below $60/barrel. Further, the 

iron ore price further weakened with iron ore dropping below US$67. The weakness in commodity 

pricing provided a bearish tone to the end of the quarter. 

 Domestic data released during the quarter exhibited a softening outlook with slower growth on the 

back of commodity price declines. The best performing sectors in physical credit were senior domestic 

bank, telecom and covered bonds. Credit default swaps were tighter by quarter end. The Australian 

iTraxx was tighter by 5bp while the US CDX and Euro Main finished 6.5bp and 8bp tighter 

respectively. 

 

Portfolio performance 

The BT Wholesale Enhanced Credit fund returned 2.87% in the December quarter 2014 (post-fees, 

pre-tax), underperforming the benchmark by 0.03%.  

Positive performance came from an active underweight in supra-nationals. Further performance came 

from holdings in domestic bank subordinate paper. A detractor to performance was an overweight in 

transport infrastructure. 

Activity over the quarter was primarily centred on managing liquidity in the midst of increased market 

volatility and repositioning the portfolio along the curve as existing holdings roll down. 
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Strategy and outlook 

Our macro credit view remains positive, albeit underneath a shadow of geopolitical event risk and 

global slowdown concerns. We continue to see central bank action as supportive of risk assets. 

Further, we foresee an increasingly uneven global growth outlook as US growth appears to be gaining 

traction while the EU appears to be weakening each month. It would appear that the greatest risk to 

global growth is either an event shock from the multiple regional conflicts or the European slowdown 

becomes a catalyst for re-exposing the underlying structural weakness in highly indebted sovereigns 

and their banking systems. 

While the global growth pulse is waning we continue to be constructive on global growth underpinning 

corporate creditworthiness. Domestically we see growth stagnating and we continue to recommend a 

defensive approach, with overweights in operationally resilient sectors such as utilities, staple 

industrials and infrastructure that provide a higher yield to index returns. 
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Cash 

Market review 

The Reserve Bank of Australia left the cash rate unchanged in the fourth quarter and continued to see 

monetary policy settings as being appropriate given the outlook for growth and inflation. The 

exchange rate traded at lower levels although in the Reserve Bank’s view remained overvalued given 

the significant declines in key commodity prices.  

The fall in commodity prices is seeing inflation forecasts in most countries being revised lower. It has 

also affected revenues for the Australian Government, with the Mid Year Economic and Fiscal 

Outlook (MYEFO) showing a significant deterioration in the Federal Government’s revenue 

projections and increased deficits, with the 2014-2015 deficit increasing from $29.8bn to $40.4bn. 

Third quarter inflation was a little higher than expected, rising 0.5% for the quarter and resulting in an 

annual inflation rate of 2.3% (down from 3%, due to the September 2013 number falling out). The 

more important trimmed mean was slightly weaker, rising 0.4% in the quarter and resulting in the 

trimmed mean being at the midpoint of the Reserve Bank’s 2-3% inflation target band at 2.5%. There 

was nothing from the inflation data that caused the Reserve Bank to alter its bias going into the 

November and December meetings. 

Third quarter gross domestic product (GDP), released after the Reserve Bank meeting in December, 

was weaker than expected. The economy expanded by 0.3% for the quarter (against expectations of 

0.7%) and resulted in an annual growth rate of 2.7%. Real gross domestic income, which we view as 

a better indicator for where the economy is currently at, fell by 0.4% for the quarter to be just 0.8% 

higher over the year. This does not augur well for the near term direction of the unemployment rate. 

Other labour indicators (employment in the NAB business, ANZ job ads) reflected a stable but soft 

labour market.  The unemployment rate ended the quarter higher at 6.3%.   

The NAB business Survey reflected steady business conditions. At +5 the survey indicated that the 

business conditions were not sufficiently weak to warrant further monetary policy easing at the 

moment.  

Markets were very volatile during the quarter, with US ten year bond yields reaching an intra-day low 

of 1.86% on October 15 (a rally of 33 basis points on the day) amid severe short-term (less than a 

day) weakness in equity markets. Global growth concerns weighed on sentiment, with continued 

conflict in the Middle East, Ebola fears and uncertainty over the timing and magnitude of policy action 

in the US, Europe and Japan also contributing to uncertainty. 

In international markets, the oil price fell over the quarter with the move more pronounced late in 

November as OPEC failed to announce a cut in production at its 27 November meeting. The oil price 
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fell from over US$90 at the end of September to under US$54 at quarter end, a decline of over 40%. 

This fall places increasing pressure on some emerging market economies such as Russia and 

Venezuela that are heavily dependent on oil revenues, along with some companies in the energy and 

exploration sector. The iron ore price also fell, declining by 9% over the quarter and affecting 

revenues for the Australian government.  

In Japan, third quarter GDP was much weaker than expected, falling by 0.4% against expectations of 

an increase of 0.5%. The People’s Bank of China (PBoC) also cut the lending and deposit rate during 

the month. 

Australian bond yields rallied strongly, with three and ten year bond yields falling by 58 and 74 basis 

points to end the quarter at 2.11% and 2.77% respectively. The Australian market significantly 

outperformed US Treasuries, as the market priced an increasing probability that the Federal Reserve 

will start tightening monetary policy in 2015, albeit from a very accommodative setting. US ten year 

bond yields were 32 basis points lower at 2.17%. Australian 90 day bank bill yields were slightly 

higher at 2.77%. 

 

Portfolio performance 

Managed Cash 

The BT Wholesale Managed Cash Fund returned 0.65% in the December quarter 2014 (post fee, pre-

tax), underperforming the benchmark by 0.04%.   

Portfolio positioning remained consistent with prior quarters and the Fund remained highly liquid. The 

weighting to A-1 rated issuers was increased in September. This exposure offers a higher margin and 

is more liquid than term deposits that are no longer breakable under APS210. Asset backed 

commercial paper continued to offer an attractive spread relative to bank bills, although the weighting 

in the fund is likely to reduce as commercial paper issuance in the market declines and spreads 

tighten. The weighted average maturity remained longer than the index and finished at 68 days. 

Relative value further out the yield continued to look attractive, although we expect excess spread to 

continue to be the main driver for outperformance over the medium term. The Overnight Index Swap 

(OIS) market now has 38 basis points of cuts priced in over the next year so six month bank bills that 

yield in excess of 30 basis points over the current cash rate offers compelling value against OIS 

pricing. The prospect of further monetary policy easing occurring has increased, particularly given the 

weak growth data released in early December.  

 

Enhanced Cash 

The BT Wholesale Enhanced Cash Fund returned 0.78% in the December quarter 2014 (post fee, 

pre-tax), outperforming its benchmark by 0.09%.  
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Positive performance came from financials, mortgage backed securities and industrials sectors.  

Given the intra-month volatility in October some exposures across financials, real estate and energy 

sectors were reduced while increasing the cash weighting in the portfolio. Late in the month a long 

iTraxx position was taken on the back of the positive news from the Bank of Japan.   

In November another long iTraxx position was added to the portfolio on the back of the Chinese 

monetary policy stimulus announcement. 

Activity during the month of December included adding to industrials exposure funded out of cash. 

As at the end of the quarter, the portfolio had a credit spread of 67 basis points over bank bills, 

interest rate duration of 0.14 years and a credit spread duration of 1.62 years. 

 

Strategy and outlook 

The Reserve Bank believes it has the appropriate policy setting in place and is a matter now for 

‘animal spirits’ to kick in and start supporting domestic economic growth via increased business 

investment. There is however an ever increasing number of potential triggers that could see increased 

risk aversion in the coming months: Greece has elections in late January that may raise the possibility 

of a Greek exit from the euro, some emerging market governments and lower rated energy 

companies continue to see their finances under stress with the large fall in commodity prices, 

economic growth in China is also slowing and ongoing tension in the Middle East and Russia remain.  

With no Reserve Bank meeting in January the key domestic economic data release will be fourth 

quarter inflation. Despite the fall in the currency we do not see the conditions in place for non-mining 

business investment to increase meaningfully and following the weak GDP data expect the Reserve 

Bank to ease policy in the first half of the year.   

The fundamentals of high grade credit are positive, leading indicators are supportive, balance sheets 

are strong, earnings are positive and high yield defaults are low. We are also constructive on credit 

markets given the ongoing commitment from global central banks to continue to maintain stimulatory 

monetary policy as well as the ECB buying corporate bonds and asset backed securities as part of 

the quantitative easing program. Apart from the above, however, we are monitoring the impact of a 

rise in the Feds Funds rate (when it eventually occurs) on markets, increased shareholder friendly 

activity (share buy backs, increased dividend payments and merger and acquisitions) to the detriment 

of balance sheets, and the quantity of corporate bond issuance versus smaller dealer inventory 

capacity.   
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Australian Property  

Market review 

The REIT sector generated a total return of 11.3% for the December quarter, outperforming the 

broader market by 8.4%. For CY14, REITs produced a total return of 27%, outperforming the broader 

market by 21.4%. The major driving force of REIT outperformance was a sharp fall in bond rates over 

the quarter with the 10 year bond rate down 75bp (to close the year at 2.73%) and down 150bp over 

the year. The Australian dollar (versus the USD) was also very weak over the quarter falling 5c (to 

close the year at 81.8c) and down 7.4c for the year.   

During the quarter the US Fed ended its QE program but the Bank of Japan ramped up its QE 

program, lifting and extending its bond purchases as well as purchasing ETF’s and JREITs. This was 

highly supportive of yield stocks. November also saw the first cut to benchmark rates in China since 

2012, with the one year deposit rate falling to 2.75% (from 3%) and the one year lending rate to 5.6% 

(from 6%).   

The RBA left the cash rate on hold over the quarter at 2.5%, and the Board maintained its outlook for 

a period of “stability”. The unemployment rate edged up to 6.3% over the quarter and the NAB survey 

of business conditions fell from +12.7 to +5.4, slightly ahead of the average level of +4.5 since 1997. 

Consumer sentiment fell 5.7% in December to 91.1, the lowest level since August 2011 and is now 

down 13% Y/Y. On a positive note, building approvals increased over the period and are running at a 

very healthy 205k (average 200k) over the quarter. Other notable domestic news for the quarter was 

that iron ore prices were down 11% and oil prices (WTIS) fell 40%. 

There were two REIT IPOs over the quarter - GPT Metro Office Fund and Centuria Metropolitan REIT 

- with the former listing at a discount and the latter at a premium. Major transactions over the period 

included Scentre Group selling interests in five of its nine NZ shopping centres to a joint venture with 

GIC, a Singapore based sovereign fund at 5% book value. Charter Hall also announced a $174m 

acquisition of industrial property assets which have been bought on long dated 22 year leases. These 

would rank among the longest lease duration assets in the sector. Charter Hall’s move to extend their 

lease expiry profile is to be applauded given the general softness in the economy. Also during the 

period SCG issued US$750M of 5 year fixed rate debt with a coupon of 2.375%. When converted 

back to $A, this equates to an interest cost of approximately 4.6%, slightly below SCG’s own interest 

forecast of 5%.   

 Portfolio performance 

The BT Wholesale Property Securities Fund returned 10.91% in the December quarter 2014 (post-

fee, pre-tax), underperforming its benchmark by 0.4%.    
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Overweight positions in Westfield and GPT Group and underweight positions in Novion Property 
Group and Dexus Property Group added to performance. The main detractors were from our 
underweight position in BWP Trust and our overweight positions in Aspen Group, Australian 
Agricultural Company and Scentre Group.   

 

Attribution 

 

Trust Positive Trust Negative 

Westfield Corporation 0.21 BWP Trust -0.11 

Novion Property Group 0.08 Aspen Group -0.09 

Ingenia Communities 0.07 Australian Agricultural Company -0.08 

Dexus Property Group 0.07 Scentre Group -0.08 

GPT Group 0.07 Arena REIT -0.06 

 

 

Strategy and outlook 
We are currently overweight the industrial, diversified and triple net trusts funded by underweights in 

retail and office trusts. The sector is priced on an FY15 dividend yield of 5.1% and a PE ratio of 16.8x. 

Earnings and balance sheets are stable with sector gearing currently standing at 32%. We expect 

falling funding costs, positive spread investing and cost cutting to drive earnings and the performance 

of the sector in the medium term. Given AREITs do not presently have the best cost of capital (a 

mantle held by both pension and sovereign funds) we do not expect significant equity capital issuance 

for some time. 
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International Property  

Market review 

The UBS Global Real Estate Investors Index rose 12.72% during the December 2014 quarter, 

assisted by the strong performance of JREITS as the Abe Government committed to pro-growth 

policies. The majority of the gains came earlier in the quarter, also assisted by the first cut to 

benchmark rates in China since 2012, with the one year deposit rate falling to 2.75% (from 3%) and 

the one year lending rate to 5.6% (from 6%).   

Portfolio performance 

The BT Wholesale Global Property Securities Fund returned 12.03% in the December quarter 2014 

(post-fee, pre-tax), underperforming its benchmark by 0.69%. 

The portfolio had a 66.57% allocation to North America, 18.09% allocation to Europe and 15.34% 
allocation to Asia as at end December. 

Stock selection returns were negative while regional allocation returns were positive. The North 

American and Asian (ex-Australia) components of the portfolio underperformed the benchmark and 

Europe outperformed.  

The largest contributors to performance over the quarter were Dupont Fabros, Gramercy Property 

Trust, American Assets Trust, Kilroy Realty Corp, and RLJ Lodging Trust. The major detractors over 

the quarter were Extended Stay America, Boardwalk Real Estate Trust, General Growth PPTYS, 

Dream Office REIT, and Macerich.  

For the quarter ended December 31, 2014, the regional North America portfolio returned 14.48% 

before fees, lagging the UBS North America Investors Index by 76 basis points. Underperformance 

relative to the benchmark was attributable to both negative stock selection and sector allocation 

results. The stock selection results were weakest in the hotel, apartment, and regional mall sectors 

and were strongest in the office, diversified, and triple net lease sectors.  

Among the portfolio’s holdings, top positive contributors to relative performance included overweight 

positions in outperforming DuPont Fabros Technology (DFT) and Gramercy Property Trust (GPT), 

and a lack of exposure to underperforming Digital Realty Trust (DLR). Individual detractors included 

overweight positions in underperforming Extended Stay America (STAY), Boardwalk REIT (BEI.U), 

and Dream Office REIT (D.U.). Negative sector allocation results were largely attributable to the 

portfolio’s small cash balance, which was a detractor in light of the REIT sector’s positive absolute 

performance. The portfolio’s underweight to the outperforming health care sector and overweight to 

the underperforming office sector were also detractors to relative performance during the period. 
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The regional European portfolio returned 10.57% before fees, outpacing the UBS Europe Investors 

Index by 169 basis points. Strong outperformance relative to the benchmark was attributable to both 

positive stock selection and country allocation results. Stock selection results were strongest in the 

United Kingdom, Germany, and Switzerland and were weakest in Austria and Norway. 

Among the portfolio’s holdings, top positive contributors to relative performance included overweight 

positions in the outperforming Deutsche Annington Immobilien SE (Germany) and Great Portland 

Estates Plc. (U.K.), and a lack of exposure to underperforming Icade SA (France). Detractors included 

an underweight position in outperforming Gagfah SA (Germany), lack of exposure to outperforming 

LEG Immobilien AG (Germany), and an overweight position in underperforming Norwegian Property 

ASA (Norway). In terms of country allocation, positive results were attributable to the portfolio’s 

underweight to the underperforming Austria, Netherlands, and France, as well as an overweight to the 

outperforming United Kingdom.  

The regional Asian portfolio returned 7.62% before fees, lagging the regional UBS benchmark return 

by 39 basis points. Underperformance relative to the benchmark was attributable to negative stock 

selection results and, to a lesser extent, negative country allocation results. In terms of stock 

selection, results were negative in all countries, most notably Hong Kong.  

Among the portfolio’s holdings, top individual contributors to relative performance included an 

overweight position in outperforming Advance Residence Investment Corp. (Japan) and underweight 

positions in underperforming Japan Real Estate Investment Corp. (Japan) and Aeon Mall Co. Ltd. 

(Japan). Top detractors included overweight positions in underperforming Mitsui Fudosan Co. Ltd. 

(Japan) and Perennial Real Estate Holdings Ltd. (Singapore), and a lack of exposure to outperforming 

Global One Real Estate Investment Corp. (Japan). Regarding country allocation, negative results 

were largely attributable to the portfolio’s lack of exposure to the outperforming New Zealand. 

 

Strategy and outlook 
With US growth firming, the Federal Reserve ended its bond purchase program in October and 

tweaked the “considerable time” language in its policy statement that was seen as guaranteeing that a 

Fed Funds rate hike was at least 6 months away.  Yields of shorter duration bonds have begun to 

climb in recent months in response.  Still, low inflation and anaemic growth in most other major 

economies have resulted in extremely low sovereign yields in the rest of the world, and flows have 

been moving into dollar denominated assets of all kinds.  These flows pushed the 10 year Treasury 

yield down from 2.51% to 2.17% during the fourth quarter (and even lower in the first days of 2015), 

and while we do expect higher bond yields eventually it is not at all clear when rates will rise. The Fed 

continues to maintain that it will be “patient” in normalizing monetary policy. 

This low-yield environment has been good to the US REIT sector, as it returned 14.2% during the 

fourth quarter alone, capping an extremely strong year where the sector delivered total returns just 
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over 30%.  As of the end of December US REITs are slightly above long term normalised valuations 

but nowhere near the extremes seen in the 2011-12 period. REITs continue to look relatively 

expensive versus other equities, slightly above normal versus the underlying real estate and 

substantially more attractive than usual versus bonds as REIT dividend yields offer a healthy spread 

to bond yields. Along with this yield cushion, earnings growth should offset the impact of slow to 

moderate increases in interest rates, though we do expect some volatility in the REIT market near 

Fed policy decisions. Going forward, we expect gains to be driven more by these improving earnings 

fundamentals than by additional multiple expansion. 

Real estate fundamentals continue to support earnings growth for the REITs. Apartment vacancy 

levels have levelled off at healthy levels, but vacancy rates in other property types continue to trend 

downward slowly. Supply risk continues to be limited on a national level, with only the apartment 

sector back to long-term construction averages. A few select office and industrial markets are also 

seeing some supply growth, but it is generally being built to fill very strong demand in these same 

markets. More encouragingly, rents are now moving up in all property types, and some longer-lease 

property types are transitioning into an environment where leases will be signed at higher rents than 

the in-place ones, providing a boost to net operating income. We expect high single digit earnings 

growth across the REIT sector in 2015. 

The current low interest rate environment in Europe is positive for a stable yielding asset class like 

real estate. The gap between property yields on the one side and bond yields and real estate 

financing costs on the other side continues to be high. The overall risk of declining rents is limited as 

new supply of assets is low in most markets. A deflationary environment would be a negative for 

property equities in Continental Europe, however, as the leases are linked to inflation. Overall, 

European REITs are trading at a 9% premium to net asset values. European REITs offer an 

attractive, relatively low risk, and growing earnings yield of 4.8%, and the dividend yield is 3.5% as not 

all earnings are paid out as dividends. 

With the strong outperformance by JREITs this year, valuations in Japan are the most expensive 

within our investment universe. However, we do expect valuations to remain elevated due to the Bank 

of Japan’s purchase program, which acts somewhat as a cushion to share price performance. The 

average dividend yield for JREITs is over 250 basis points higher than the Japanese government 

bond yield and this remains an attractive asset class to pure yield investors.   

Valuations in the rest of the Asian region are at a small discount to fair value. Property fundamentals 

remain positive with strong demand for assets across the region, particularly in Japan and Australia 

where cap rates are still trading at an attractive spread over bond yields. This continues to drive cap 

rate compression in these countries. Rents are improving as vacancies are showing improvement 

across the region, supporting growth in asset values. We expect currency risk to be a likely headwind 

to US dollar returns for the region with Asian currencies expected to remain weak.  
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Active Balanced  

Market review 

The Australian equity market ended the year on a positive note with the S&P ASX 300 Accumulation 

index returning 2.9% to provide a positive 5.3% for the calendar year. Weakening commodity prices 

continued to weigh on mining and energy stocks during the quarter. With investors looking for safety 

and US$-based earnings streams, the healthcare sector outperformed the broader Australian market. 

Global equities ended the year on a positive note with strong December quarter returns with the MSCI 

World ex Australia returning a positive 8.16%, driven by strong US and Japanese markets with 

Europe not performing as well. 

The US equity market made it four positive quarters for 2014 with the S&P 500 rising 4.4% in Q4, with 

consumer related stocks performing the strongest as continuing strong economic data points to a 

strong recover gaining momentum in the states. 

The Japanese market returned a strong 7.7% for the quarter as the Abe Government confirmed its 

commitment to high growth and rising inflation. The Chinese market was also stronger with the 

Shanghai ‘B’ share index returning 8.4%. 

European markets weren’t as impressive with slowing growth, geopolitical issues and falling inflation 

all driving concerns that any recovery is now stalling and potentially reversing into recession. The 

broad Eurostoxx 50 index fell 2.5%. 

The Australian dollar fell against most currencies in the December quarter as lower commodity prices,  

coupled with the potential slowing economy and rate cuts, saw the dollar fall 6.5% against the US$ to 

end the quarter at US81.75c.  

The Reserve Bank of Australia left the cash rate unchanged at 2.5% during the December quarter. 

Despite no drop in rates, Australian bond yields fell significantly during the quarter to end on year lows 

and similar yields to 2012. The rally in bond yields saw Australian government bonds becoming one of 

the best performing assets globally. 

 

Portfolio performance 

The BT Wholesale Active Balanced Fund returned 6.25% (post fee, pre-tax) in the December quarter 

2014, outperforming its benchmark by 2.09%.  

For the quarter we had strong contributions across most of our active strategies with the strongest 

contribution coming from our Australian equity and global fixed interest strategies. Both added 1% of 



 

Fund Manager Commentary – December quarter 2014  24 

value above their respective market return. Global equities added +0.46% above the index as our 

exposure to Asia and Europe added value. 

Our Australian equity exposure was assisted by US$-exposed stocks and Qantas. Our Fixed interest 

strategy outperformed its index due to an overweight to government bonds. They outperformed for the 

month as investors started to price in rate cuts in Australia as well as the potential for bond purchases 

in Europe.  

 Our alternatives exposure had a very strong quarter, returning 2.82% above the cash index driven by 

our managed futures and macro strategies. Our pure alpha fixed interest strategy also did well out of 

both fixed interest and currency markets. 

Our tactical overweight to global equities and bonds added value while our underweight oil, copper 

and gold positions were the strongest contributors to returns. 

 

Strategy and outlook 
The domestic market faces headwinds in 2015. Lower commodity prices and a weaker outlook for 

growth are concerns for company earnings, especially in the consumer-related sectors where there is 

little sign of a recovery in spending. Couple this with concerns over growth in Europe and China and 

equity markets may struggle to rally.   

 

All eyes are now on the major central banks, especially the Bank of Japan and the European Central 

Bank, to manage the weaker growth outlook and falling inflation concerns. The ECB and BOJ are now 

the providers of liquidity for the world as the US Fed has stepped away from this role. We expect to 

see more policy news coming out of Europe over the next few months which will drive the short-term 

outlook for both equities and bonds in that region. 

 

The US and the UK continue to be bright spots. Unemployment is falling, house prices have been 

rising, the consumer has been spending and retail sales have been strong. The attention now turns to 

wages, where we have seen no growth in hourly earnings as most of the jobs being created are for 

lower paid workers. However, the first signs of broader growth are starting to appear and if this 

continues could signal a rate rise from the Fed sometime in 2015. In the UK we saw strong retail 

sales in December which bodes well for a recovery there. 

 

We are still reasonably comfortable with our exposure to growth assets as we see stronger risk-

adjusted returns from growth assets than defensive assets over the medium term. Our allocation to 

alternatives helps offset some of the risk in growth assets and has delivered strong risk-adjusted 

returns. It has also provided low correlations to equities, exemplifying the benefits of diversification. 

Our bond exposures continue to perform well providing good downside cushioning in equity market 

falls. 
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The importance of asset allocation comes to the fore in these volatile times. Appropriate 

diversification across risks as well as assets is required to help protect portfolios when markets start 

to fall.  
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FYTD 1 year 2 Years 3 Years 5 Years Since
(pa) (pa) (pa) (pa) Incp. (pa)

Australian Shares - All Cap
BT Wholesale Core Australian Share Fund APIR - RFA0818AU
Total Return (post-fee, pre-tax) 2.47 4.21 4.31 4.31 5.65 14.94 15.56 6.62 10.26
Total Return (pre-fee, pre-tax) 2.54 4.42 4.72 4.72 6.48 15.85 16.48 7.46 11.28
Benchmark 2.04 2.94 2.37 2.37 5.30 12.26 14.70 6.48 10.22

BT Wholesale Imputation Fund APIR - RFA0103AU
Total Return (post-fee, pre-tax) 2.26 4.25 4.00 4.00 5.58 12.64 14.23 5.71 10.15
Total Return (pre-fee, pre-tax) 2.34 4.48 4.47 4.47 6.53 13.65 15.26 6.66 11.18
Benchmark 2.04 2.94 2.37 2.37 5.30 12.26 14.70 6.48 8.84

BT Wholesale Focus Australian Share Fund APIR - RFA0059AU
Total Return (post-fee, pre-tax) 2.71 5.36 5.31 5.31 7.87 17.09 16.10 6.99 9.07
Total Return (pre-fee, pre-tax) 2.82 5.60 5.75 5.75 8.72 17.99 16.99 7.81 10.16
Benchmark 2.04 2.94 2.37 2.37 5.30 12.26 14.70 6.48 7.29

BT Wholesale Ethical Share Fund APIR - RFA0025AU
Total Return (post-fee, pre-tax) 3.12 5.54 5.50 5.50 7.28 14.77 15.01 5.94 8.65
Total Return (pre-fee, pre-tax) 3.21 5.80 6.01 6.01 8.31 15.87 16.11 6.95 9.72
Benchmark 2.04 2.94 2.37 2.37 5.30 12.26 14.70 6.48 8.06

Australian Shares - Mid Cap
BT Wholesale MidCap Fund APIR - BTA0313AU
Total Return (post-fee, pre-tax) 3.42 6.55 6.90 6.90 12.22 16.25 16.88 8.83 8.56
Total Return (pre-fee, pre-tax) 3.66 7.13 7.78 7.78 13.85 18.56 19.17 10.94 11.23
Benchmark 3.30 5.16 5.51 5.51 9.83 11.35 11.98 4.43 1.88

Australian Shares - Small Cap
BT Wholesale Smaller Companies Fund APIR - RFA0819AU
Total Return (post-fee, pre-tax) -0.84 -3.96 -1.58 -1.58 -1.62 8.55 12.73 8.11 13.18
Total Return (pre-fee, pre-tax) -0.73 -3.66 -0.96 -0.96 -0.40 9.90 14.14 9.39 14.46
Benchmark 0.47 -3.89 -2.45 -2.45 -3.81 -2.30 0.58 -2.01 7.12

Australian Shares - Micro Cap
BT Wholesale MicroCap Opportunities Fund APIR - RFA0061AU
Total Return (post-fee, pre-tax) 1.07 -0.02 7.00 7.00 12.28 17.84 21.58 16.19 18.08
Total Return (pre-fee, pre-tax) 1.61 1.38 10.09 10.09 18.04 24.94 28.98 22.62 24.05
Benchmark 0.47 -3.89 -2.45 -2.45 -3.81 -2.30 0.58 -2.01 -0.14

International Shares
BT Wholesale Core Global Share Fund APIR - RFA0821AU
Total Return (post-fee, pre-tax) 2.90 8.22 14.66 14.66 15.59 31.09 25.21 13.45 5.25
Total Return (pre-fee, pre-tax) 3.00 8.49 15.23 15.23 16.70 32.35 26.42 14.51 6.43
Benchmark 2.63 8.16 14.36 14.36 15.01 30.48 24.79 12.50 6.81
Property
BT Wholesale Property Securities Fund APIR - BTA0061AU
Total Return (post-fee, pre-tax) 4.44 10.91 13.19 13.19 26.21 15.71 21.41 12.05 7.08
Total Return (pre-fee, pre-tax) 4.49 11.08 13.59 13.59 27.05 16.47 22.18 12.77 7.92
Benchmark 4.49 11.31 12.69 12.69 26.79 16.62 21.78 12.04 6.86

BT Wholesale Global Property Securities Fund APIR - RFA0051AU
Total Return (post-fee, pre-tax) 1.67 12.03 10.86 10.86 27.15 16.10 19.18 16.51 10.59
Total Return (pre-fee, pre-tax) 1.76 12.31 11.39 11.39 28.34 17.19 20.30 17.60 11.59
Benchmark 1.46 12.72 10.80 10.80 28.41 16.58 19.73 17.16 10.14
Fixed Interest
BT Wholesale Fixed Interest Fund APIR - RFA0813AU
Total Return (post-fee, pre-tax) 1.87 4.94 6.20 6.20 11.33 6.06 6.37 7.41 7.04
Total Return (pre-fee, pre-tax) 1.91 5.08 6.46 6.46 11.88 6.59 6.89 7.90 7.61
Benchmark 1.69 3.96 4.97 4.97 9.81 5.83 6.45 7.33 7.17

BT Wholesale Global Fixed Interest Fund APIR - RFA0032AU
Total Return (post-fee, pre-tax) 1.14 4.68 6.99 6.99 12.14 6.36 6.78 7.69 7.00
Total Return (pre-fee, pre-tax) 1.19 4.82 7.28 7.28 12.74 6.92 7.33 8.23 7.60
Benchmark 1.08 3.52 5.68 5.68 11.25 6.50 7.07 8.19 7.84

BT Wholesale Enhanced Credit Fund APIR - RFA0100AU
Total Return (post-fee, pre-tax) 1.43 2.87 4.01 4.01 8.49 6.07 7.19 7.61 6.22
Total Return (pre-fee, pre-tax) 1.47 2.99 4.24 4.24 8.98 6.55 7.67 8.09 6.76
Benchmark 1.38 2.90 3.99 3.99 8.27 5.87 7.15 7.40 6.34
Cash & Income
BT Wholesale Enhanced Cash Fund APIR - WFS0377AU
Total Return (post-fee, pre-tax) 0.29 0.78 1.59 1.59 3.44 3.54 4.33 5.10 5.30
Total Return (pre-fee, pre-tax) 0.31 0.85 1.72 1.72 3.70 3.80 4.59 5.37 5.66
Benchmark 0.23 0.69 1.36 1.36 2.69 2.78 3.17 3.83 5.34

BT Wholesale Managed Cash Fund APIR - WFS0245AU
Total Return (post-fee, pre-tax) 0.22 0.65 1.30 1.30 2.59 2.73 3.13 3.77 6.98
Total Return (pre-fee, pre-tax) 0.24 0.71 1.41 1.41 2.81 2.96 3.36 4.00 7.29
Benchmark 0.23 0.69 1.36 1.36 2.69 2.78 3.17 3.83 7.06

BT Wholesale Monthly Income Plus Fund APIR - BTA0318AU
Total Return (post-fee, pre-tax) 1.51 3.14 4.26 4.26 6.60 6.53 6.62 5.84 6.51
Total Return (pre-fee, pre-tax) 1.57 3.31 4.61 4.61 7.30 7.23 7.32 6.48 7.17
Benchmark 0.21 0.63 1.27 1.27 2.53 2.65 3.02 3.66 3.63

Diversified
BT Wholesale Active Balanced Fund APIR - RFA0815AU
Total Return (post-fee, pre-tax) 2.47 6.25 7.84 7.84 10.48 14.12 13.31 7.89 7.82
Total Return (pre-fee, pre-tax) 2.56 6.51 8.36 8.36 11.53 15.21 14.39 8.91 8.91
Benchmark 1.71 4.16 5.40 5.40 9.12 12.05 12.64 7.81 7.55

(%)
1 Month 3 Months 6 Months

Performance as at 31 December 2014  



 

 

 

For more information 
Please call 1800 813 886,  
contact your Business 
Development Representative 
or visit btim.com.au 

All returns calculated by BT Investment Management (Fund Services) Limited, ABN 13 161 249 332, AFSL 431426 (BTIM).  No part 

of this Fund Manager Commentary (Commentary) is to be circulated without this page attached. 

This Commentary is dated 10 January 2015 and has been prepared by BTIM.  The information in this Commentary is for general 

information only and should not be considered as a comprehensive statement on any of the matters described and should not be 

relied upon as such. The information contained in this Commentary may contain material provided directly by third parties and is 

believed to be accurate at its issue date.  While such material is published with necessary permission, neither BTIM nor any 

company in the Westpac Group of companies accepts any responsibility for the accuracy or completeness of this information or 

otherwise endorses or accepts any responsibility for this information.  Except where contrary to law, BTIM intends by this notice to 

exclude liability for this material.   

This Commentary has been prepared without taking into account your objectives, financial situation or needs.  Furthermore, it is not 

intended to be relied upon for the purpose of making investment decisions and is not a replacement of the requirement for individual 

research or professional tax advice.  Because of this, before acting on this information, you should seek independent financial and 

taxation advice to determine its appropriateness having regard to your individual objectives, financial situation and needs.   

BTIM does not give any warranty as to the accuracy, reliability or completeness of the information contained in this Commentary.  

This Commentary is not to be published without the prior written consent of BTIM. An investment in the portfolios referred to in this 

Commentary is not an investment in, deposit with or any other liability of the Westpac Banking Corporation (ABN 33 007 457 141) 

(the Bank) or any other company in the Westpac Group of companies.  BTIM is a member of the Westpac Group.  An investment in 

the funds is subject to investment risk, including possible delays in repayment of withdrawal proceeds and loss of income and 

principal invested.  Neither the Bank, BTIM nor any other company in the Westpac Group stands behind or otherwise guarantees 

the capital value or investment performance of the funds or any particular rate of return.   

Performance data (post-fee) assumes reinvestment of distributions and is calculated using exit prices, net of management costs.  

Performance data (pre-fee) is calculated by adding back management costs to the (post-fee) performance.  Past performance is not 

a reliable indicator of future performance.  The term ‘benchmark’ refers to the index or measurements used by an investment 

manager to assess the relative risk and the performance of an investment portfolio.   

BTIM is the issuer of the following products: 

 BT Wholesale Core Australian Share Fund 

 BT Wholesale Imputation Fund 

 BT Wholesale Focus Australian Share Fund 

 BT Wholesale Ethical Share Fund 

 BT Wholesale Smaller Companies Fund 

 BT Wholesale MidCap Fund 

 BT Wholesale Core Global Share Fund# 

 BT Wholesale Global Fixed Interest Fund 

 BT Wholesale Enhanced Credit Fund 

 BT Wholesale Fixed Interest Fund 

 BT Wholesale Property Investment Fund 

 BT Wholesale Global Property Securities Fund 

 BT Wholesale Managed Cash Fund 

 BT Wholesale Enhanced Cash Fund 

 BT Wholesale Active Balanced Fund 

A product disclosure statement (PDS) is available for each of the above products and can be 

obtained by contacting BTIM on 1800 813 886, by visiting btim.com.au.  You should consider 

the relevant PDS in deciding whether to acquire, or to continue to hold, the product.  BT® is a 

registered trade mark of BT Financial Group Pty Ltd and is used under licence. 

# AQR began managing international equity for BT Financial Group in June 2006. 

http://www.btim.com.au/
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	Despite the fall in the currency we do not see the conditions in place for non-mining business investment to increase meaningfully and following the weak GDP data expect the Reserve Bank to ease policy in the first half of the year.
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	As was widely expected, the US Federal Reserve ended its quantitative easing program in the last quarter of the year. The median expectation of the Federal Open Market Committee (FOMC) members is four 25bp hikes in 2015. The labour market continued to...
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	Strategy and outlook

	Our macro credit view remains positive, albeit underneath a shadow of geopolitical event risk and global slowdown concerns. We continue to see central bank action as supportive of risk assets. Further, we foresee an increasingly uneven global growth o...
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	The NAB business Survey reflected steady business conditions. At +5 the survey indicated that the business conditions were not sufficiently weak to warrant further monetary policy easing at the moment.
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	In Japan, third quarter GDP was much weaker than expected, falling by 0.4% against expectations of an increase of 0.5%. The People’s Bank of China (PBoC) also cut the lending and deposit rate during the month.
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	Portfolio performance
	Strategy and outlook
	The Reserve Bank believes it has the appropriate policy setting in place and is a matter now for ‘animal spirits’ to kick in and start supporting domestic economic growth via increased business investment. There is however an ever increasing number of...
	With no Reserve Bank meeting in January the key domestic economic data release will be fourth quarter inflation. Despite the fall in the currency we do not see the conditions in place for non-mining business investment to increase meaningfully and fol...
	The fundamentals of high grade credit are positive, leading indicators are supportive, balance sheets are strong, earnings are positive and high yield defaults are low. We are also constructive on credit markets given the ongoing commitment from globa...
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	The REIT sector generated a total return of 11.3% for the December quarter, outperforming the broader market by 8.4%. For CY14, REITs produced a total return of 27%, outperforming the broader market by 21.4%. The major driving force of REIT outperform...
	During the quarter the US Fed ended its QE program but the Bank of Japan ramped up its QE program, lifting and extending its bond purchases as well as purchasing ETF’s and JREITs. This was highly supportive of yield stocks. November also saw the first...
	The RBA left the cash rate on hold over the quarter at 2.5%, and the Board maintained its outlook for a period of “stability”. The unemployment rate edged up to 6.3% over the quarter and the NAB survey of business conditions fell from +12.7 to +5.4, s...
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	The UBS Global Real Estate Investors Index rose 12.72% during the December 2014 quarter, assisted by the strong performance of JREITS as the Abe Government committed to pro-growth policies. The majority of the gains came earlier in the quarter, also a...
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	The BT Wholesale Global Property Securities Fund returned 12.03% in the December quarter 2014 (post-fee, pre-tax), underperforming its benchmark by 0.69%.
	Stock selection returns were negative while regional allocation returns were positive. The North American and Asian (ex-Australia) components of the portfolio underperformed the benchmark and Europe outperformed.
	The largest contributors to performance over the quarter were Dupont Fabros, Gramercy Property Trust, American Assets Trust, Kilroy Realty Corp, and RLJ Lodging Trust. The major detractors over the quarter were Extended Stay America, Boardwalk Real Es...
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	Our Australian equity exposure was assisted by US$-exposed stocks and Qantas. Our Fixed interest strategy outperformed its index due to an overweight to government bonds. They outperformed for the month as investors started to price in rate cuts in Au...
	Our alternatives exposure had a very strong quarter, returning 2.82% above the cash index driven by our managed futures and macro strategies. Our pure alpha fixed interest strategy also did well out of both fixed interest and currency markets.
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