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MLC Wholesale Horizon 3 Conservative Growth Portfolio 

Australian Shares, 21.0%

Global Shares (unhedged), 

17.0%

Global Shares (hedged), 

8.0%

Global Property Securities, 

3.0%

Debt Securities, 50.0%

LTAR, 1.0%



MLC Horizon 3 
Conservative Growth Portfolio


About the Portfolio
The MLC Horizon 3 Conservative Growth Portfolio aims to grow wealth for a low to moderate level of expected volatility. The Portfolio is invested in an approximately equal mix of defensive and growth assets.

The Portfolio is designed to be a complete investment portfolio solution.  It’s well diversified within asset classes, across asset classes and across investment managers who invest in many companies and securities around the world. 

Source: MLC Investment Management
MLC Horizon 3 Conservative Growth Portfolio Performance

	Performance to 31 December 2011
	3 month 
%
	1 Year 
%
	3 Years 
% p.a.
	5 Years
% p.a.

	MLC Wholesale/MasterKey Investment Service Fundamentals 
(takes into account fees)
	2.0
	-0.1
	7.3
	1.1

	MLC MasterKey Investment Service/Unit Trust
(takes into account fees)
	1.7
	-1.0
	6.3
	0.1


Source: MLC Investment Management
Executive summary

Early in 2011, markets had much to contend with – the turmoil in North Africa and the Middle East, sharply higher oil prices, the tragedy of Japan’s earthquake, tsunami, and nuclear disaster, and the ongoing disaster that is European policymaking – and yet equity markets managed to produce solid returns during the March quarter.  As the year progressed the weight of adverse news continued to build, and since the end of April, share prices have fallen sharply.  
In the US, negotiations over measures to rein in the budget deficit and to raise the US Government’s debt ceiling descended into near farce, as the US political climate became about as poisonous as anyone can remember.  In Europe, economic conditions and public finances in peripheral Euro-area economies continued to worsen. US and European volatility was also felt in Emerging Markets, starting in August with the downgrade of the US sovereign rating and being heightened by the uncertainty seen in Europe.

However, the US economy, still the world’s largest, has, if anything, improved in recent months.  Employment is growing, albeit not fast enough to bring about substantial falls in the unemployment rate, but nevertheless, the US private sector has been adding jobs every month for 21 consecutive months, enough to provide some support to income and spending growth. If we look at the US corporate sector, balance sheets are healthy, and corporate lending is growing again. 
Elsewhere, despite concerns about the durability of growth in China, particularly in the wake of efforts by the authorities to rein in inflation and excessive property investment, growth remains very solid, and the authorities have both the ability and willingness to use the arms of policy to promote growth.  
The Australian economy has not been immune to developments offshore.  Over the course of 2011, the overall economy performed reasonably well, and overall growth accelerated over the past year or so, but the term ‘multi-speed economy’ has gained greater currency.  
With that backdrop it wasn’t surprising to see Defensive assets outperform growth assets over the year, despite a solid recovery in equity markets during the December quarter. Government Bonds benefited from a flight to quality that pushed already low yields even lower.  In addition, assets that were uncorrelated to growth assets proved to be the best place to invest: Hedge Funds and Real Return strategies both proved more resilient to market volatility over the year. Global Shares out-performed Australian Shares, due in no small part to the apparent improvement in the US economy.

The Australian Dollar was weaker against the Japanese Yen over the year, but generally a little stronger against the other major currencies. Hedged global equities continued to outperform unhedged global equities during 2011.    
Strategic Overlay

MLC’s Strategic Overlay process tracks market risk and return potential. A central consideration is the assessment of risk and the potential reward to risk. Both risk and return potential vary through time. We are particularly focused on identifying when risk is high relative to returns. 

Key points: 
· We believe that potential returns from equity markets are reasonable, but they remain below normal levels.  This suggests that the extent of world’s problems may not yet be fully discounted by share markets. Debt sectors continue to show poor potential returns, particularly global government bonds where the downside risk is much larger than the upside. We’ve maintained our underweight to long-term government bonds.

· An underweight allocation to the Australian Dollar remains our preferred means of reducing risk in our portfolios. This is because of the Australian Dollar’s long-standing vulnerability in difficult market environments.1
Absolute returns
The graph shows absolute total returns of this portfolio of investments over 1, 5 and 10 year periods. 
[image: image1.emf]Absolute Performance

MLC Horizon 3 Conseravtive Growth Portfolio

(before taking into account fees and tax, calendar years*)

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Return % p.a.

1 Year 5 Years 10 Years

Source: MLC Investment Management

As the chart above highlights, returns over longer time periods have been consistent for a portfolio with an equity exposure. One year outcomes (orange bars) have gone up 8 out of the last 10 years. Longer term returns have been moderating recently although have generally been positive.  It’s important to remember that using past returns as a guide to future outcomes can be fraught with risks, the most important view is through the front windscreen and MLC’s investment process spends considerable time and resources determining the most appropriate portfolio positioning based on conditions for the road ahead.

This table outlines the performance of the MLC Horizon 3 Portfolio components before taking into account fees and tax.

	Performance to 
31 December 2011
	1 Year 
%
	5 Years
% p.a.

	
	Strategy
	Benchmark
	Strategy
	Benchmark

	Australian Shares
	-11.7
	-11.0
	-2.1
	-2.4

	Global Shares (unhedged)
	-4.9
	-6.9
	-6.6
	-6.5

	Global Shares (hedged)
	-2.2
	-3.6
	-2.4
	-1.0

	Global Property Securities (hedged)
	-6.3
	-0.7
	-5.2
	-5.9

	Debt Securities
	7.7
	8.3
	6.6
	7.0

	Australian Inflation-linked Bonds
	15.8
	15.8
	7.1
	7.4

	MLC Long-Term Absolute Return Portfolio
	-0.1
	-6.4
	2.0
	-2.9


Source: MLC Investment Management

Contributors to the investment portfolio’s absolute returns
• 
In the debt sector, Australian Inflation Linked Bonds out-performed nominal bonds largely due to their longer duration and falling real rates. More broadly government bonds in developed markets made a stellar contribution as yields fell further as the global economic outlook deteriorated in the June and September quarters.  The Australian bond market also benefited from two cuts to the official cash rate by the Reserve Bank, when interest rates fall bond prices increase.

• 
LTAR recorded marginally negative returns (-0.1%) in a year when most other risk assets struggled. It also significantly outperformed its own neutral strategy by 6.3%, a measure of the success of active management within the portfolio. The relatively defensive positioning versus neutral has added value as the global economy still struggles to achieve a sustainable recovery from the Global Financial Crisis.
Detractors from the investment portfolio’s absolute returns

•
The Australian Shares strategy detracted from performance over the year. The most striking aspect was the divergence in the performances of resources and industrials market sectors. Global growth uncertainty, China’s economic slowdown and substantial falls in metals prices over the year resulted in a -23% return by the S&P/ASX300 All Resources Accumulation Index. In contrast, the S&P/ASX300 All Industrials Index fell by just 3.8% with ‘defensive’ sectors such as Telecommunications (+29.2%) and Utilities (+9.5%) recording positive returns
•
The Global Share strategy recorded negative performance for the year, although, pleasingly this was 2% above the benchmark. Valuations are attractive and already price in a very gloomy outlook for the world economy.  Although many seem worried about a euro-related financial shock, earnings and company news from the United States may continue to provide unexpected good news for investors.
•
The Global Property strategy also detracted over the quarter and year, the negative performance in the year was largely due to the Fund’s investments in Asian listed property markets such as Hong Kong which have been weak, and the underweight exposure to the US market which has performed well.    

The chart shows asset class contributors to the return
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Asset class role and performance

Detailed commentaries for each asset class are available online.

	Asset Class
	Role in Portfolio
	1 year performance

	Australian Shares 

(21%)

8 Managers
	Australian Shares aims to deliver capital growth by using investment managers who invest and diversify across many companies listed in the Australian sharemarket.  Results can be volatile over the short term (under three years), but are expected to provide growth over longer terms (in excess of five years).
	The strategy’s December quarter and year end returns (before fees and tax) were +1.2% and -11.7% (respectively). Compared to the market’s return, the strategy underperformed in both periods: by -0.82% in the quarter and -0.69% for the year. Manager returns were mixed with Northcape the best manager performer in the quarter and Wallara the leading manager for the year.  

	Global Shares – Unhedged 
(17%)

8 Managers
	Global Shares invests in global companies listed in sharemarkets from around the world. The strategy also invests in emerging markets, helping capture key opportunities from these new markets.
	The MLC Global Share strategy (unhedged) returned -4.9% for the year, before fees and taxes, beating the benchmark by +2.0%. The Managers had a good year amidst an upswing in volatility, with Tweedy, Browne and Mondrian managing to produce positive absolute returns.  Five of the eight managers in the strategy out performed the index, due mainly to active stock selection calls in the better performing Consumer Staples and Information Technology sectors. Developed Market shares outperformed their Emerging Markets counterparts during both the year and last quarter.     

	Global Shares – Hedged 
(8%)

In addition to those managers above, there are 2 specialist currency managers.
	In addition to what’s discussed above, returns are hedged back to the $AUD, significantly reducing the impact of currency movements on returns.  
	The MLC Hedged Global Share strategy returned -2.2%, out performing the hedged benchmark by +1.5%. Comments are the same as discussed in Global Shares Unhedged.  

	Global Property Securities 

(3%)

3 Managers
	The strategy is designed to provide comprehensive exposure to global listed property securities. It aims to deliver growth by using investment managers who invest and diversify across many companies and securities within that asset class.  Returns from property are generally expected to be higher than those from bonds, but lower than shares over the medium to long term.  All returns from this asset class are fully hedged back to the Australian dollar.
	The MLC Global Property strategy pre fees and tax performances in the December quarter and year were +7.0% and -6.3% respectively, underperforming the hedged global property securities benchmark return by -0.2% in the quarter and -5.6% in the year. 

The Fund’s managers continue to believe that global real estate markets are in relatively good shape, thanks to low to moderate vacancy levels and low construction activity. However, the macro environment, especially in Europe, remains highly uncertain and with that in mind they expect low real returns from global REIT markets in 2012.

	Debt Securities

 (50%)

13  Managers
	Debt securities are usually included in a portfolio for their defensive and income-producing characteristics. Our strategy is designed to provide diversification when growth assets are weak.
	Our debt securities strategy produced a strong return over the year, providing a buffer to weak share markets returns. 

Yields on government bonds fell in major bond markets around the world as the global outlook deteriorated in the June and September quarters. While this environment was favourable to government bonds in developed markets, it was negative for higher credit risk bonds. The rising aversion to risk, and the preference for safe haven markets such as the US and Germany, proved to be a very difficult environment for active managers with the majority of our managers underperforming their market benchmarks over the year. Longer dated global government bonds offer poor prospective returns after falling over the year. We believe there is a significant risk of a rise in global government bond yields over the medium term.

Australian bonds, particularly Australian inflation-linked bonds, performed strongly for most of the year due to expectations the RBA would cut the official cash rate, which it did twice towards end of the year. The RBA started easing interest rates due to concerns about the sovereign and banking problems in Europe weighing on economic activity and long-term financing for domestic banks.

	LTAR

(1%)
28 Managers
	The Long-Term Absolute Return strategy has a unique, and highly flexible investment mandate to provide real returns (after fees, taxes and inflation) of +5.5% per annum, over a longer time horizon of 20 years.  In addition to investing in traditional assets, the strategy has the ability to invest in unique assets such as Insurance Related Investments (IRI).  
	LTAR has recorded flat returns (-0.1% gross) over the year and has significantly outperformed the Neutral strategy.  The relatively defensive positioning versus Neutral has not unexpectedly been important. Excess returns are calculated at +1.3% and +6.3% respectively over the last quarter and year.  Returns since inception of the strategy have been +4.0% pa in absolute terms, and +3.2% pa in value-added from the Strategic Overlay and strong performance from key managers (notably Bridgewater).  While LTAR’s returns have been significantly above those for the Neutral strategy, return volatility remains markedly lower.  


Stock story 

Fanuc Corporation, Japan
Carnegie, a manager with a growth bias that manage a concentrated strategy of a maximum of 30 companies, initiated positions in Fanuc, a Japanese robotics manufacturer in November.

Fanuc is one of Japans few success stories. It is the No. 1 global maker of CNC (Computer Numerical Control), which is the “brain” of automated machine tools. The company's global market share is close to 60%. Furthermore Fanuc produces robots which are also a key part of any factory automation. The driver behind automation is growth in output and lowering of manual labour, plus the benefit of higher quality products. Carnegie believes that factory automation will continue to grow not only in Emerging Markets but also in developed economies as the workforce will decline in the years ahead. About 70% of Fanuc sales relate directly and indirectly to sales in Emerging Markets and the main risk is a severe slowdown there. With net cash of USD 7.5bn (market cap $35bn) it has a very solid balance sheet and the company's Price-to-Earnings (PE) ratio for 2012 is around 15x.
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Source: Consolidated Quarterly Financial Results For the six months ended September 30, 2011, www.fanuc.com
Figure 1: Quarterly Changes of Consolidated Financial Results (Billions of Yen), Fanuc Corporation

 Information
This information has been provided by MLC Investments, ABN 30 002 641 661 a member of the National Australia Bank group of companies, 105-153 Miller Street, North Sydney 2060. This material was prepared for advisers only. 

This communication contains general information and may constitute general advice.  Any advice in this communication has been prepared without taking account of individual objectives, financial situation or needs. It should not be relied upon as a substitute for financial or other specialist advice. Before making any decisions on the basis of this communication, you should consider the appropriateness of its content having regard to your particular investment objectives, financial situation or individual needs.  

You should obtain a Product Disclosure Statement or other disclosure document relating to any financial product issued by MLC Investments Limited (ABN 30 002 641 661) and MLC Nominees Pty Ltd (ABN 93 002 814 959) as trustee of The Universal Super Scheme (ABN 44 928 361 101), and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the Product Disclosure Statement or other disclosure document is available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au. 

An investment in any product offered by a member company of the National Australia Bank group of companies does not represent a deposit with or a liability of the National Australia Bank Limited ABN 12 004 044 937 or other member company of the National Australia Bank group and is subject to investment risk including possible delays in repayment and loss or income and capital invested. None of the National Australia Bank Limited, MLC Limited, MLC Investments Limited or other member company in the National Australia Bank group of companies guarantees the capital value, payment of income or performance of any financial product referred to in this publication.

Past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. Please note that all performance reported is before management fees and taxes, unless otherwise stated. 

The specialist investment managers are current as at the date this communication was prepared.  Investment managers are regularly reviewed and may be appointed or removed at any time without prior notice to you.

� Refer to the January 2012 edition of the Strategic Overlay for a detailed overview of our medium term outlook.
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