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At a glance
• Over the COVID-19 crisis, we’ve revised our views on defensive fixed income and 

preferred to reposition into equities and alternatives (Alts), having grown constructive 
on diversified oil and gas exposures. 

• We’re changing the hedge ratio of our international equity exposures from a 
predominantly unhedged position of 80UH/20H, to 50/50. 

• We’re now in ‘wait-and-see’ mode regarding additional deployment. 

• The timing of these decisions has worked out well, however, we’d now like to see how 
issues of rent abatement, loss allocation, default and loan forgiveness play out over 
coming months before acting on additional areas of interest, such as reducing our 
underweights to property (REITs) or investment grade credits. 

• In this June Market Outlook, we consider issues of alternative assets and  
liquidity, and conclude with a short note on where we differ from the 
market regarding sovereign bonds.
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Our thoughts
You’ll note some industry super funds are under fire in the press. We’ll avoid some of the pointy bits here, but, a 
few comparison points are worth noting. They’ve been under fire for a) overly large allocations to illiquid assets, 
where there are doubts over the carrying value and b) the description of such assets on the defensive growth split. 
Normally this exposure to illiquid Alts takes the form of very long-dated exposures across unlisted infrastructure, 
unlisted property, and private equity. Because they aren’t readily convertible to money (try selling a rail network 
by Monday), investors typically demand a higher return (a premia in exchange for liquidity), than would otherwise 
prevail, as compensation. We’ve deliberately chosen not to go down the path of deep illiquids across the Alts 
offering.

Instead, we chose to go with monthly liquidity structures in Alts (Grosvenor, a flagship asset class manager for us) 
and listed infrastructure (RARE, a flagship asset class manager). We value the liquidity, and are not sold on the 
liquidity premium. If anything, there’s some evidence the investor pays for the privilege of not having to face mark 
to market (timely valuations). This, in turbulent times, can make a portfolio of illiquids appear stable in terms of 
valuation, and thus artificially gooses up the funds risk-to-reward ratio. 

As a brief aside on private equity, the return targets of our client base haven’t generally needed the additional reach 
of private equity returns (where Internal Rates of Return of circa 15-20% are targeted). Those private equity returns 
can make sense if you have small balances that need high desired returns, and a long time-horizon to generate 
them, but if you don’t need them, well, then you don’t need them. Smaller allocations if you must. The other issue 
is how these Alt assets are classified, and then what constitutes a Balanced Fund. We’ve favoured a more traditional 
approach to asset classification. If an investment is pitching an Internal Rate of Return of 15% northwards, it’s not 
usually a defensive asset. 

Government bonds
Very simply, risk-free bonds are the average of expected future short rates. In turn, these are formed by growth (so 
expectations of GDP growth) and household patience (the trade-off between consumption today and consumption 
tomorrow). Nominal rates are the same, but with expected inflation thrown in. Post the Global Financial Crisis (GFC), 
the market, as proxied by those yields, thought a strong V-shaped recovery was likely. That proved wrong. Yields fell 
by approximately three-quarters over the next two years. It was too optimistic. Now, however, that view is perhaps 
too pessimistic, and yields are too weak.  



Before you go...
Don’t forget you can also click through to the Commonwealth Private Economic Insights Hub. On the Hub, you’ll find a 
copy of our recent updates and webcasts, available here. 
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Economies are gradually reopening, and although there’ll be wobbles and setbacks, the idea that growth and 
inflation will be lower than say 2% on average over the next decade seems unlikely. Thus, we’ve been repositioning 
largely from fixed income, which for us is predominantly Australian Government Bonds. We are now more attracted, 
to fixed income assets with carry, such as Investment Grade credits, although we remain in ‘wait-and-see’ mode,  
for now.  

https://www.commbank.com.au/premier-private/private-banking/economic-insights.html

