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Executive Summary

Had we been writing this introduction as 
we closed out 2020, it might have gone 
something like this: Welcome to 2021, 
where domestically at least, we have largely 
squashed coronavirus. We commence the 
New Year with the promise of vaccines, 
a return to a more normal business 
environment with CBDs in revival, and 
open borders across the country. We are 
the envy of most of the world.

Unfortunately, the reality is not quite so. 
While we may still be the envy of many, we 
remain with challenges ahead.

At the risk of repeating ourselves, there 
continues to be four themes dominating 
markets – the same four that featured 
throughout 2020:

• The path of the virus

• The rollout and success of a vaccine(s)

• The position of fiscal policy

• The position of monetary policy

In our first Quarterly Investment Report 
for 2021, we’ll focus on reviewing the 
year and final quarter of 2020. Amidst the 
volatility, it’s important to focus on long 

term goals, delivered through the strategic 
asset allocation (SAA) of our diversified 
portfolios, and to take advantage of 
opportunities where they present, through 
our Dynamic Asset Allocation (DAA). 

We found opportunity in three phases  
in 2020:

• In Q1, we sold down our overweight 
position in Fixed Income and allocated 
to Equities, predominantly International 
Equities. 

• In Q2, we allocated to a diversified 
energy exposure though our Alternatives 
portfolio, as well as increasing our 
currency hedging ratio for international 
equities to 50/50. 

• Finally in Q3, we sold down part of our 
overweight to Equities and moved back 
to a largely neutral setting, allocating the 
proceeds to cash and a watching brief. 

As 2021 progresses, we’ll continue to  
look for more opportunities to enhance  
our portfolio performance across all  
asset classes. 
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Equity markets are fully valued and a 
lot hinges on the very positive earnings 
expectations as we enter 2021. However, 
the exact path of the recovery is rarely 
predictable. Equity investors have been 
positioning for a strong recovery in 2021, 
pushing markets higher and potentially 
ignoring some near-term concerns around 
the pace of the vaccine rollout, ongoing 

coronavirus outbreaks, and sufficient 
fiscal stimulus. As mentioned previously, 
we believe the virus will continue to cause 
governments to adopt a ‘stop and go’ 
approach until the majority of people are 
vaccinated, and this pattern is potentially 
more disruptive economically than 
appreciated.

Summary of Portfolio Positions

Asset Class Portfolio Weight Comments

Cash Overweight Providing us opportunity and preferred to 
Fixed Income

Fixed Interest Underweight Looking for preferred valuation

Australian  
Equities

Slightly  
Underweight

Mild preference for wider diversification  
in international

International 
Equities

Slightly  
Overweight

Mild preference to diversify across 
geographies and market sectors

Property Underweight Remains under pressure and sector 
dependent

Alternatives Overweight Diversification and lower volatility, less 
dependent on mainstream markets.
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“In the US, the yield on 10-year Treasuries 
pushed higher through October from 
0.69% to 0.88%...”

Fixed Interest 

If someone had asked us at the beginning 
of 2020 whether bonds would have made 
a capital gain, given that yields were so low, 
the response would have entailed outlining 
the case for and against, and the inclusion 
of a probabilistic scenario.

Whatever the response, the emergence of 
coronavirus led the way, on the demand 
side, to a further surge in ‘safe haven’ 
buying of government bonds and, on the 
supply side, led central banks to push yields 
even lower to support faltering economies. 
Despite yields rising at the tail end of 2020 
(they have since stabilised), particularly 
after news of vaccines, bonds have indeed 
made further gains and have proved a 
useful asset class both in absolute and 
relative terms. 

In November 2020, the Reserve Bank of 
Australia (RBA) reduced the cash rate 
to 0.10% and introduced additional 
policy measures, including $100 billion 
in additional outright bond purchases. 
The target for the three-year bond 
remains in place, meaning the RBA will 
be combining yield curve control at the 
short end with quantitative easing at the 
middle to long-end of the curve. At its 
monetary policy meeting on December 
1, the RBA maintained its 0.1% target 
cash rate, and as a result, short-term 
interest rates remained unchanged, with 
the 90-day bank bill yield staying close to 
zero (0.02%). Bond yields have also been 
quiet. While they rose in early November 
in response to news of vaccines and US 
presidential election uncertainty, they 
have stabilised since, and the 10-year 
Commonwealth bond yield remained 
steady at 1.0% at the tail end of the 

December quarter. Australian Fixed 
Interest, as measured by the Bloomberg 
Australian Composite Bond Index, declined 
by 0.10% over the quarter, however it 
produced a positive 4.48% for the year.

In the US, the yield on 10-year Treasuries 
pushed higher through October from 
0.69% to 0.88% and reached a four-
month high of 0.92% by the quarter end*. 
The unclear election result and additional 
coronavirus cases weighed on markets. 
Yields have been under pressure due 
to large-scale fiscal programs driving 
substantial sovereign bond issuance. This 
issuance has been absorbed by massive 
central bank bond buying, that has reduced 
the cost of funding for governments and 
their banking systems. International Fixed 
Interest, as measured by the Barclays 
Global Aggregate Bond Index (Hedged 
AUD), rose by 0.79% for the quarter, and 
5.09% for the year.

The path forward for Bonds will be 
dependent on the key themes we discussed 
in our opening remarks, but it would not 
surprise us to see yields moving upwards 
over the course of 2021. That’s why when 
we re-positioned back to a more neutral 
stance at the end of Q3 2020, we had a 
preference for cash over Fixed Interest.
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“Certainly retail property, and to a  
slightly lesser extent office assets,  
have suffered the brunt of the  
coronavirus impact.”

Alternatives and Property

Providing commentary on Alternatives 
is always tricky, and when you define 
it, it’s really anything not included 
in the mainstream asset classes. At 
Commonwealth Private, we somewhat 
loosely include Infrastructure, Hedge 
Funds, and Property in this category, 
although many would argue Property 
should be elsewhere. But, we include it 
here for portfolio purposes rather than 
definitional ones. Its role in the portfolio 
is to provide a volatility profile less 
correlated to equity, and for longer term 
inflation protected returns. Alternatives 
can also include Commodities, Private 
Equity, Private Debt and so on. We provide 
commentary on some of these this quarter.

Market opportunities were abundant for 
hedge funds in 2020. Ongoing dovish 
central bank policy provided a backstop to 
credit markets for longer, combined with 
a decent dose of volatility and dispersion. 
Ample liquidity in the financial system 
may have supported the 80% surge in 
mergers and acquisition activity in Q3 
2020. Equity-biased and event-driven 
strategies performed best, while credit 
and multi-strategy hedge funds had lower 
absolute returns for the quarter. The Global 
Opportunities Alternatives Trust (GOAT) 
protected capital from the extreme volatility 
of 2020, and produced a return of 1.28% 
for the three months to November 2020.
A diversified basket of commodities has 
been one of the worst performers over 
the past 10 years*. The best showing was 
in 2018. There are many reasons for this, 
but the simple fact is minimal inflation, 
meaning commodity prices on the whole 
have suffered. A loss of close to 8% per 
year over a decade equates to a total return 
from 2011-2020 of -55%. However, 
there are opportunities to tactically make 
allocations to commodities based on 
long-term fundamentals. This is proving to 

be the case with the allocation made to a 
basket of oil and gas companies through 
an ETF in mid-2020. The ETF returned in 
excess of 20% during Q4 2020.

Global listed infrastructure made a strong 
double-digit return during Q4 2020, 
buoyed by the hope vaccinations will show 
a return to normalcy in the global economy 
in 2021. Due to the data lag in unlisted 
infrastructure, this optimism has yet to 
come through in the numbers. There’s a 
strong dispersion between infrastructure 
sectors, with some weathering the storm 
better than others. In particular, renewable 
energy deal activity has already returned 
to pre-pandemic levels. The transport, 
conventional energy and utilities sectors on 
the other hand, lay bare their exposure to 
wider economic demand factors.

Property, much like Infrastructure, 
has been quite sector-dependent over 
the course of 2020. Certainly retail 
property, and to a slightly lesser extent 
office assets, have suffered the brunt 
of the coronavirus impact. Meanwhile, 
residential and commercial (think 
logistics), as well as assets focused on 
consumer staples and healthcare, have 
fared quite differently. Global listed 
property has staged a strong rally in the 
final quarter up a little over 10.5%*.
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“Hopes for a reopening of the global 
economy in early 2021 helped boost 
cyclical shares in particular.”

International Equities

International equity markets have had 
a strong quarter with the MSCI World 
(ex Australia) being up 5.68% over the 
quarter and up 5.73% for 2020, despite 
the anticipated rise in the Australian 
Dollar. As we entered the 4th quarter, 
international equity markets experienced 
weakness as coronavirus outbreaks re-
surfaced, and concerns around the US 
federal election mounted. Election worries 
quickly abated as it became clear that 
Joe Biden would be the eventual winning 
candidate and 46th president. 

The real surprise that propelled the rally 
over the quarter was the positive vaccine 
news. On Monday, 9 November, Pfizer 
announced that preliminary data showed 
the coronavirus vaccine it developed in 
partnership with Germany’s BioNTech 
was over 90% effective in preventing 
infections—a level well above expectations. 
Similar announcements came on 16 
November from Moderna, and on 23 
November from AstraZeneca in partnership 
with Oxford University.

The S&P 500 was up 11.7% over the 
quarter, amid expectations that widespread 
vaccine distribution in 2021, central bank 
support and government aid would reignite 
economic growth and boost corporate 
profits. In November, the Dow Jones had 
its largest monthly gain since 1987, while 
the small-cap Russell 2000 Index marked 
its best monthly performance since its 
inception in 1978. 

Hopes for a reopening of the global 
economy in early 2021 helped boost 
cyclical shares in particular. Energy 
stocks were the standout, and financials, 
materials, and industrials shares were also 
strong. Value stocks made up some ground 
relative to growth, but remained slightly 
in negative territory for the year to date, 
according to Russell indexes. For the year, 

the S&P 500 gained 16.3%, the Dow 7.2% 
and the Nasdaq 43.6%, which marked 
the biggest yearly gain for the tech-heavy 
index since 2009.

Similar rallies occurred in other regions 
despite increasing case numbers in Europe 
and the UK. The Europe Stoxx 600 index 
was up nearly 11% for the quarter, but 
closed 3.8% down over the year. A Brexit 
deal was finally announced at the 11th 
hour, ending an association that dates back 
to 1973.

Chinese equities together with Taiwan 
and Korea were a standout in Asia given 
their technology heavy indices. The Korean 
KOSPI was up 23.4% over the quarter 
and up 30.8% over the year. However, 
increased Chinese government scrutiny 
has seen a dramatic change in investor 
sentiment. In recent weeks, China’s tech 
giants have lost hundreds of billions of 
dollars in market value. Tencent Holdings 
Ltd. has dropped 15% since early 
November, and food delivery giant Meituan 
is down by almost a fifth from its peak in 
January 2021. 

Japanese equities performed stronger, up 
18.1% over the quarter and 16.1% over the 
year. But the recent outbreak of coronavirus 
has taken its toll, particularly evident with 
reduced factory output and retail sales. 

The Biden bounce and the vaccine 
euphoria have propelled equity markets 
to new highs, and we have witnessed a 
rotation in sectors. However the vaccine 
rollout is proving challenging, and 
complications around virus mutation leave 
many unanswered questions. 
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Australian Equities

Despite the deep pandemic-driven fall in 
early 2020, the Australian share market 
finished the year with a marginal gain of 
1.4% in the S&P/ASX 200 Accumulation 
Index (“the Index”) which includes 
dividends for the period. The largely flat 
yearly performance made Australia a 
laggard in global equity markets, as the 
MSCI World Index (ex-Australia) rose 
14.25% in 2020. 

The Index achieved a strong gain of 13.7% 
for the December quarter, amid positive 
news of the development of coronavirus 
vaccines globally and the substantial 
decrease in the US presidential election 

related uncertainties, and at home, the 
relaxation of the lockdown in Victoria. The 
IT sector maintained its strong momentum, 
sitting among the top-performing sectors 
again for the quarter, up 25.8%, bringing 
its full-year total return to 57.8%. 

However, stocks in the IT sector had very 
dispersed performances for the year, as the 
rally was primarily driven by Afterpay (APT), 
Xero Limited (XRO) and NEXTDC (NXT), as 
the other eleven IT stocks in the top 200 
underperformed the sector average, with 
eight recording negative returns for 2020 
(see chart below). 

Dispersed performances of IT stocks
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The Energy and Financials sectors both 
staged strong turnarounds from large 
declines earlier in the year, up 26.2% and 
22.8% respectively. However, Energy still 
finished the year as the worst performing 
sector, down -27.6% for the full year, 
and Financials also underperformed the 

broader market with a negative annual 
return of -6.3%. The banking subsector fell 
-3.9% in 2020. 

Healthcare was one of only two sectors 
that fell for the December quarter, down 
-1.1%, as the market observed a rotation 
out of quality and defensive stocks, to 

Commonwealth Private Quarterly Investment Report  Q3 2021 Page 6



Short history of S&P/ASX 200
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value and pro-cyclical ones. For 2020, 
Healthcare had a total return of 4.1%, 
outperforming the broader market. 
Utilities fell -5.4% for the quarter*, as 
AGL, the largest stock in the sector, was 
down -12.3%, due to an operational 
disruption at Liddell Power Station as well 
as a continuing deterioration in Wholesale 
Electricity market conditions. 

Turning to 2021, most companies are 
going to release their financial reports 

and management analysis very shortly. 
Bloomberg consensus data shows analysts’ 
sentiment has been improving steadily 
since September 2020 (see chart below), 
with the index-level aggregate EPS 
(Earnings Per Share) trending up, and 
upgrades outnumbering downgrades. 
The bar going into this reporting season 
is certainly higher than where it was six 
months ago, which creates more risk for 
potential earnings and/or guidance misses. 

While the coronavirus pandemic continues 
to affect the global business environment, 
we’re watching for any change in 
confidence by companies resuming 
earnings guidance given many ceased 
guidance last reporting season. We view 
the earnings outlook as key to share price 
performance over the long run, despite the 
short-term decoupling the market often 
delivers. The Australian equity market is 
trading at ~20 times price-to-forward-
earnings ratio, well above its historical 
average of ~15 times, implying strong 
earnings growth ahead*. If not delivered, 
downward price pressure will follow.

In addition to the focus on earnings, 
we’re also very focused on changes in 
companies’ balance sheet strength, 
and the consequent impact on capital 
management, such as increasing the 
returns to shareholders. In a very low 
interest rate environment, dividend yields 
will become more valuable as many 
investors hold domestic shares for their 
traditionally high payout ratios. 
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For more information

call 1300 362 081

or visit commbank.com.au/commonwealthprivate

*  All references throughout the Report that relate to performance figures have been derived  
by author’s calculations from Bloomberg, Iress, and Morningstar.
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