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asset classes. David is also responsible for the management of diversified investment portfolios.     

The Investments and Research Team
The Investments and Research team specialises in investments, strategy and portfolio 
recommendations to support Commonwealth Private’s Private Wealth Managers. The team 
researches investment markets and produces a range of publications to help clients deepen their 
understanding of investing. The team also constructs multi-asset portfolios to help our clients 
manage and grow their wealth. 
All portfolio changes and product recommendations are overseen by the Commonwealth Private 
Investment Committee.

Things you should know:   
This document does not contain any analyst research and has not been generated by the CBA Group’s Research divisions.

This document is produced by Commonwealth Private Limited ABN 30 125 238 039 AFSL 314018 (‘Commonwealth Private’), a wholly owned, but non-guaranteed subsidiary of The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL and Australian credit licence 234945 (‘CBA’), and 
is for distribution within Australia only. This document is based on information available at the time of publishing, information which we believe is correct and any opinions, conclusions or forecasts are reasonably held or made as at the time of its compilation, but no warranty is made as 
to its accuracy, reliability or completeness. To the extent permitted by law, neither Commonwealth Private nor any of its related entities accept liability to any person for loss or damage arising from the use of the information herein. This document has been prepared without taking into 
account your objectives, financial situation or needs, so before acting on the information herein, you should consider its appropriateness, having regard to your objectives, financial situation and needs and, if necessary, seek professional advice.
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There’s a lot that’s new this quarter. COVID-19 is 
obviously the trigger, but much of the old rules 
have changed, and, we think, for the better.
Previously, institutions designed to ride to the rescue 
when a systemic event occurred would be reticent 
to pick, or be seen to pick, winners and losers. And 
as such, policy forbearance would lead to doing 
too little. Consider the recovery from the Global 
Financial Crisis took a decade. Consider in Europe, 
many countries haven’t recovered, and still see Gross 
Domestic Product below 2007 peaks. 
Here, with COVID-19, everyone is a loser. There are no 
winners (well, except maybe this guy).
There is really no business on Earth that runs a cash 
balance designed to last for three-to-six months 
on the assumption of no revenue. With operating 
leverage, and assuredly with some financial leverage 
(as few businesses run entirely without debt, in fact, 
debt is usually optimal in a capital structure as equity 
is expensive) a 10-15% fall in revenue is usually enough 
to put an otherwise reasonable business into harm.
Further, most businesses, particularly those that 
have been most on the nose during the COVID-19 
crisis, run on very tight (low) margins. There isn’t a 
lot of fat in the operating profits of businesses across 
hospitality, travel, tourism and leisure. Rightly so, we 
want capitalism to create the lowest cost producers.
As such, when a meteorite strikes, it’s everyone’s 
problem and no-ones fault. Now, we’re deliberately 
steering clear of topics about fault of COVID-19 for 
the most part. Although, we would note the original, 

inadequate medical response for many countries, 
and the original, inadequate monetary and fiscal 
response for many countries, were, well inadequate. 
Now, this has been amply addressed in the month or 
so since. That’s good, and the lessons learned should 
be helpful for the next pandemic. There will be one. 
That’s a statistical certainty. 
Over the quarter, as at 19 March, we deployed some 
capital, rolling 5% of the portfolio into growth assets. 
This was funded by monetising some of our defensive 
assets, sourced from our fixed income exposures, 
which had risen in value during the crisis. Risky assets 
had fallen by 20-25% over the same period. 
Pleasingly, those same markets have rallied 
materially since then, however we aren’t in the clear 
yet. Should markets resume falls, we stand ready to 
deploy more capital.

Summary

https://www.livemint.com/news/world/coronavirus-vaccine-harvard-professor-reaps-17-000-return-on-early-moderna-bet-11587584919909.html
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Commonwealth Private House View – May 2020
Asset class Sub sector House View Over the cycle (strategic 

asset allocation)
Current (dynamic asset 
allocation)

 Australian equities Large cap Very under 22.5% 18.5%
Small cap Neutral 2.5% 2.0%

 International equities FX hedging level 20%
Developed markets Very over 16% 26.8%
Emerging market Very under 4% 1.16%

 Property Global REITs (hedged) Neutral 1.9% 1.0%
Australian REITs Under 1.9% 1.0%
Australian direct property Under 3.8% 2.0%

 Fixed income Australian government bonds Very over 5.5% 9.75%
Global government bonds Neutral 5.5% 3.5%
Investment grade credit Very under 9.0% 3.0%
Securitized (CLO, ABS) & Derivatives 0.0% 2.1%
Cash / Money market 0.0% 1.6%

 Alternatives Infrastructure Neutral 3.8% 4.5%
Hedge funds Neutral 11.2% 13.5%

= Cash Cash Neutral 10.0% 10.0%

 Growth - Tilt Growth assets Very under 62.0% 63.4%

 Defensive Tilt Defensive assets Very over 38.0% 36.6%

Things you should know:   
Above, we illustrate our views by asset class. We outline our ‘House View’ on each asset class, and whether we recommend adding or reducing exposure to an asset class. These weightings relate to our Balanced asset allocation profile and are made with a medium term (one-to-three year) 
investment horizon. The percentage terms are indicative only and may vary depending on your objectives, financial situation and needs. This information is based on information available at the time of publishing, information which we believe is correct and any opinions, conclusions or 
forecasts are reasonably held or made as at the time of its compilation, but no warranty is made as to its accuracy, reliability or completeness. To the extent permitted by law, neither Commonwealth Private nor any of its related entities accept liability to any person for loss or damage arising 
from the use of the information herein. This document has been prepared without taking into account your objectives, financial situation or needs, so before acting on the information herein, you should consider its appropriateness, having regard to your objectives, financial situation and 
needs and, if necessary, seek professional advice.
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Summary of Asset Allocation Themes

Asset class Themes Strategies

Australian 
equities

 ` COVID-19 dominates, although Australia has responded very well (vastly better outcomes 
on total case rates, deaths) and very large, well targeted stimulus. Nonetheless, we viewed 
the economy as troubled prior to COVID-19

 ` Quality defensive names have performed very well, driving material portfolio 
outperformance. We are locking in some gains

 ` Value has beaten up, we are selectively adding exposures

International  
equities

 ` Emerging markets remain structurally challenged. Lower growth, and not as well able to 
cope with COVID-19. US dollar shortages abound for many Emerging Markets

 ` European equities remain affected by ongoing EU integration issues. Similar story to the 
last 12 years. Nonetheless, equity risk premia everywhere are very high, and attractive

Currency  ` More constructive on the AUD into the low 60s. Autonomic stabiliser doing its job. Moving 
into fair value range

 ` Low hedging of 20% remains for now, with scope to move towards 50/50

Fixed income 
sovereigns

 ` COVID-19 is essentially a deflationary shock
 ` Expect low rates for the foreseeable future  

 ` We have moved underweight Fixed Income
 ` Fixed income has done its job protecting the portfolio during COVID-19

Fixed income 
credit

 ` Spreads are mostly still too tight. We anticipate higher defaults, which are not captured in 
spreads

 ` Prefer investment-grade credit to high yield 
 ` Prefer Australian government bonds to investment-grade credit

Cash  ` Term deposit returns are too low after inflation and tax
 ` We’re maintaining around 10% cash (in our Balanced Portfolio) 

 ` Reduce cash positions given modest real returns

Alternatives  ` Alternatives will provide another source of growth and diversification for portfolios outside 
of equities, which is valuable in this lower-return environment

 ` Our flagship Alternatives offering performed magnificently well over the March quarter, 
falling by 4%, relative to equity markets at circa 20%

Property  ` Property is seeing large impacts from store closures, and tenants seeking rental waivers. 
Working from home likely to weight on Commercial property, particularly Office and Retail

 ` Prime or premium-grade properties
 ` Avoid Office, Retail, prefer long Logistics
 ` Maintain minimal exposure to developers and constructors

Things you should know:   
This information is based on information available at the time of publishing, information which we believe is correct and any opinions, conclusions or forecasts are reasonably held or made as at the time of its compilation, but no warranty is made as to its accuracy, reliability or 
completeness. To the extent permitted by law, neither Commonwealth Private nor any of its related entities accept liability to any person for loss or damage arising from the use of the information herein. This document has been prepared without taking into account your objectives, 
financial situation or needs, so before acting on the information herein, you should consider its appropriateness, having regard to your objectives, financial situation and needs and, if necessary, seek professional advice.
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We’re at the stage where the economic data is going 
to look awful. Shown below are US payrolls.  

It doesn’t really matter where one looks, it’s going 
to be all bad. Below is China’s Purchasing Manager 
Indices (PMI).

The key will be how effectively COVID-19 is controlled, 
such that the economy can safely reopen (gradually!). 
Additionally, it will come down to how effective 
monetary and fiscal policy is at plugging the resulting 
gaps in income, for consumers and corporates. This 
is where programs like our Jobseeker (expanded 
unemployment benefits) and Jobkeeper (wage 
subsidy to keep people attached to their employer) 
are essential. 
The US has the CARES Act, and the below shows 
how generous the unemployment extensions are, 
designed deliberately to keep people at home. In 
some cases, the replacement income for the lowest 
income earners is effectively doubled. 
Mind you, the downside of such a great thing is that 
businesses still need to be able to rehire workers 
in order to qualify for the debt forgiveness part of 
the Payment Protection Plan and it can now be 
challenging to get people to accept jobs that result in 
more hours at lower pay. 

International Equities
Which segues well to the next point. We’re in the 
wait-and-see stage, where we’ll see if announced 
programs and policies work as intended, what 
unintended consequences there may be, and what 
gaps emerge. It’s entirely an exercise in shifting 
default risk, and bankruptcy risk, on to the balance 
sheets of those best able to bear it. Usually, that 
means pushing things up from household level to 
company (employee to employer), from tenant to 
landlord, from landlord to mortgage holder, and thus 
into the banking system (which ultimately, is where 
all risk comes home to roost). 
If that sounds bad, it isn’t. It’s necessary. The central 
bank has far more practice at funnelling liquidity 
(fancy word for money) and credit (same again, 
or perhaps just calling them IOUs is better), to the 
banks than it does to households. 
So, having deployed 5% of our assets into growth, 
and having performed well during the March crisis, 
we’ll now see how this unfolds. The economy activity 
data is going to be brutal, but is already known to be 
brutal, and thus largely discounted. 
It’s the gaps that are the unknowns now, and where 
and how they’re plugged that will give us insight as to 
where the next set of default risks are likely to emerge.
That, in turn, will guide us as to where and when to 
deploy further capital into shares and growth-focused 
parts of fixed income, like investment grade credits. 
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Australian Equities
Australia has performed superbly, when compared 
to other countries, on the flow and total number of 
cases (shown below, in natural logs). Being an island 
helps. Being far away from everything helps. Still, an 
outcome comparable to that of the Asian economies, 
with whom Australia shares such deep economic ties. 

Nonetheless, our economic data is going to look 
much like everywhere else, despite our great efforts 
as outlined above. 
Consumer confidence has fallen off a cliff, and this is 
synonymous with a big leftward shift of an aggregate 
demand curve. 
Indeed, while COVID-19 originally manifest as a supply 
shock, the collapse in the markets expectations 
for inflation, coupled with the decline in both 
nominal and real yields, suggests this is a massive 

disinflationary shock. In a deflation, the real burden 
of debt growth can lead to debt deflation spirals, 
popularised by American economist, Hyman Minsky. 

We’re now seeing many listed companies 
downgrading earnings, and raising capital. Shown 
below is a season plot, highlighting the percentage of 
companies with earnings per share revisions from the 
analyst community, in any given month. 

Downgrades are most prevalent in February and 
August, which are of course the half-yearly reporting 
periods. The current downgrades are almost off the 
chart, and much worse than the Global Financial Crisis. 
Tabled below is a few familiar names, and the quantum 
of their one-, three- and six-month EPS revisions.

We’ve managed to outperform the benchmark by 
almost eight full percentage points in our flagship 
Core Equity portfolio. Mainly, this has been achieved 
by being underweight to banks, resources, and 
energy, and overweight to healthcare, staples, and 
utilities, and in general, having strong balance sheets 
as a factor premia. 
However, the stocks of the recovery will likely be 
from the sectors that have fallen, corresponding to 
our underweights, and at some stage we expect to 
modestly rotate some of our holdings into these 
cheaper names.
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Fixed Income 
Let’s talk bonds. The structure of the bond matters 
greatly. Over the past three years, ultra-long dated 
treasury bonds, alongside High-Yield bonds, 
Investment Grade credits and leveraged loans have 
done very well, with intermediate treasury bonds 
performing much more modestly. 
However, as COVID-19 rolled into March, many of 
those bonds performed quite poorly, with drawdowns 
approaching 20% in some cases.

This matters, because the whole point of having a 
defensive asset is that it provides store of value and 
income to you when you need it most. If that weren’t 
the case, we’d all just be long in a diversified pool of 
risky assets like shares. 
Shorter-dated, to intermediate-length Treasuries 
however, performed very well. 
Similarly, Australian Government Bonds in the 
seven-to-10-year range likewise performed well, and 

overwhelming, our exposure to a) sovereign bonds 
and b) Australian sovereign bonds at a duration of 
around six-to-seven years.
Overall, the duration (which measures the sensitivity 
of the portfolio to movements in interest rates), is 
around 5.8 years, with an average credit rating of A.

Broadly, we expect to maintain these exposures. 
Where we’re less constructive is in the Hybrids. 
These are held out as fixed income, although, 
almost equally, they’re equity like (a 49-51% type 
proposition). For many investors, that’s appealing. 
It’s like a halfway house between shares and bonds, 
deliberately designed as such.
However, like our introductory remarks about the 
role of fixed income, we want the asset to have 
performed well in periods of risk.  
It’s a little hard to monetise an asset that has 
fallen by 15% to buy an asset that has fallen 25% 

- behavioural psychology tells us that people feel 
losses twice as keenly as gains, and even though it 
might be rational to switch, it’s much easier to have 
a strategy that splits defensives from growth, so you 
don’t have to overcome this issue.  
The Aussie local fixed income index rose over that 
period, leading to ~ a 17% differential in performance 
versus Hybrids at the nadir.  
Hence our saying, let the asset class do what the 
asset class is designed to do.
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Alternatives
Hedge funds used to be overpriced. They performed 
well, but cost a lot for the privilege (management 
fees, expense ratios). 
Then, crucially, they failed to deliver during the GFC. 
Some actually failed, but most merely lost in value, 
but by more than their managers had expected, and, 
certainly, by more than their investors had expected. 

Many of these processes are quantitative in nature, 
and famously, quant funds had largely stopped 
working during the GFC. 
Admittedly, not a lot of things did work, outside of 
safe havens like Treasurys, but the main point is 
that funds and strategies that weren’t meant to be 
taking a lot of directional risk, did in fact have lots of 
directional risk. 
Funds that had removed market risk, by use of 
shorting capabilities, found their longs lost money, 
and so did the shorts, providing little insulation.  
The years since the GFC have not been especially 
kind either. The hedge fund benchmark, HFRI 
composite, shown left, has performed largely in line 
with cash for the past decade, and although the fees 
have come down, that’s still not a great result. 
In Alternatives, being able to pick a decent manager 
requires a lot of skill, and we chose to partner with 
Grosvenor, an expert in picking hedge fund strategies, 
largely because we didn’t have that skill, being 
somewhat more confined to the other asset classes. 
We asked them to come up with a portfolio that 
would provide very specific payoffs as part of that 
mandate. Pleasingly, this appears to be working well. 
Shown below are the Quarter-To-Date strategy returns 
of our flagship Alternatives manager, Grosvenor. 

Falling by 4.4%, a performance better than even 
many offerings in the fixed income space, is a  
great outcome. It displays the benefits of  
continuing to seek diversification, albeit with a  
skilled partner, in Alternatives.

Strategy 1/1/2020 
Allocation3

Rate of 
return

Contribution 
to return

4/1/2020 
Allocation3

Credit 3.6% -6.50% -0.22% 3.2%

Equities 39.4% -4.45% -1.76% 38.1%

Quantitative 28.8% -5.23% -1.45% 26.7%

Macro 7.4% -1.73% -0.13% 8.8%

Relative Value 18.1% -3.37% -0.70% 19.5%

Multi-Strategy 2.0% -0.26% -0.01% 3.3%

Cash/Receivables 0.6% 0.00% 0.3%

Other 0.0% -0.15% 0.1%

Total 100.0% -4.40% 100.0%

QTD strategy returns summary1,2

Pre-Global Financial Crisis

Source: GCM Grosvenor, Quarterly Performance Report March 2020

Post-Global Financial Crisis

Source: GCM Grosvenor, Quarterly Performance Report March 2020

Source: GCM Grosvenor, Quarterly Performance Report March 2020
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Property
Last quarter we wrote:
“Given our concerns about the domestic economy and 
commercial property prices more broadly, we remain 
underweight in the A-REIT space, preferring to seek 
our exposures internationally in the G-REIT space”. 
That has worked out well during COVID-19. Shown 
below are our exposures, which have slightly 
outperformed their international benchmarks. But more 
interestingly, it shows the Australian property securities 
benchmark is down approximately 34% to the end of 
March quarter, versus a 24% fall for international. 
Negative numbers are not great, but a 10% relative 
differential is meaningful nonetheless. The difference 
is slightly sharper again over the 12-month timeframe. 

3M 1Y

Equity Australia Real Estate

Vanguard Australian Property Secs ldx -34.30 -31.42

Mstar Equity Australia Real Estate -33.59 -30.28

Equity Global Real Estate

Resolution Capital Global Property Secs -22.49 -17.15

Mstar Equity Global Real Estate -24.54 -18.58

Most of our exposure is to North America, running at 
close on 65% of the portfolio, with smaller allocations 
to the UK, Europe, and Australasia more broadly. 
Sectorally, being underweight to Hotels, Leisure, 
Retail and Office have added value. A small allocation 
to data centres, which have benefited from network 
demand, and relative value. 

Generally speaking, we’ve had a material 
underweight to Property, at the asset class level, 
across our diversified funds for a few years now. 
This is because we’ve had concerns about some of 
these longer run issues facing retail (competition 
from online) and office (digitisation of the economy 
reducing the office footprint) space. 
From a COVID-19 perspective, if it really is the case 
we’ll all work from home much more in the future, 
or be less likely to eat or shop in bricks and mortar 
stores, or to visit the GP, then commercial property 
is going to do poorly. Logistics might do okay, as you 
still need distribution centres, but retail and office not 
so much. 
At the direct equity level, for the Australian share 
portfolios we manage in house, we’ve similarly run a 
very large underweight to the main REIT names. 
Now those share prices are off some 30-40% 
depending on which you look at, (see chart below), 
and there are some we’re selectively interested 
in. But, I think for the rest of them, many of these 
COVID-19 related points are quite on the nose.

We remain in wait-and-see mode, for clarity about 
exactly where the obligation for default, and where the 
burden of incremental debt and waived rent, will sit.
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For more information, call 1300 362 081  
or visit commbank.com.au/commonwealthprivate

Things you should know: This document is produced by Commonwealth Private Limited ABN 30 125 238 039 AFSL 314018 (‘Commonwealth Private’), a wholly owned, but non-guaranteed subsidiary of The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL/Australian Credit 
Licence 234945 (‘CBA’), and is for distribution within Australia only. This document does not contain any analyst research and has not been generated by the CBA Group’s Research divisions. This document is based on information available at the time of publishing, information which we 
believe is correct and any opinions, conclusions or forecasts are reasonably held or made as at the time of its compilation, but no warranty is made as to its accuracy, reliability or completeness. To the extent permitted by law, neither Commonwealth Private nor any of its related entities 
accept liability to any person for loss or damage arising from the use of the information herein. This document has been prepared without taking into account your objectives, financial situation or needs, so before acting on the information herein, you should consider its appropriateness, 
having regard to your objectives, financial situation and needs and, if necessary, seek professional advice.


