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Your Fund Update
Year to 30 June 2015

We’re moving forward
I’m delighted to send you this year’s 
Your Fund Update, which includes 
our summary of what’s been 
happening in the world of 
investments, as well as some exciting 
news about recent developments.

2015 was a good year for your 
portfolios – the third year in a row 

of strong returns. However, with continuing uncertainty 
and modest growth around the world, we are anticipating 
lower returns in the next year or two. In this issue, our 
investment experts share their insights on what influences 
market returns in the short and medium term. We’ve also 
made some changes to the ‘strategic asset allocation’ 
of our funds to prepare for the changing environment.

We recently conducted a survey to find out what people 
enjoy doing in retirement. We discovered some interesting 
facts, which you can find on page 8.

In 2015 we embarked on a 
major business project to make 
it easier for you to access our 
services and our planners.

Walk with us into the future
In 2015 we took a decisive step into the future of 
financial advice. Our research showed that many of 
our clients want to see a financial planner first, 
face-to-face, but then would like the option of being 
able to contact us through another channel, such as 
online or over the phone.

To make this happen, we embarked on a major business 
project to make it easier for you to access our services 
and our planners. We recently launched our Client Hub, 
which offers extended business hours, from 8.15am 
to 8.15pm EST, Monday to Friday. You can discuss your 
needs with one of our specialists on the phone before 
making an appointment with a planner.

We’re investing in technology to offer you total flexibility 
in how you can access financial advice. This approach is all 
about providing advice solutions that suit you. Stay tuned, 
as we’ll be announcing more in the coming months.

What does ‘professionalism’ 
really mean?
Confidence in the financial planning industry has taken 
a battering lately, so I thought I’d reiterate what 
‘professionalism’ means to us. It’s quite simple really. 
A professional planner behaves ethically, has relevant 
education and experience, has a long-term perspective 
and is accountable for their actions.

We know you want services 
delivered in a way that suits 
you, from a planner you can 
trust. That’s our promise to you.

By following this model of professional standards we’ve 
set an example to this industry for a long time. All our 
financial planners are members of Australia’s professional 
body, the Financial Planning Association of Australia. 
We have a very high proportion of practitioners who are 
CFP® certified – the global professional designation for 
financial planners.

We know you want services delivered in a way that suits you, 
from a planner you can trust. That’s our promise to you.

Please enjoy this edition, and of course, get in touch if you 
have any questions.

Michael Monaghan 
Managing Director
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Fixed Interest and Cash
Cash interest rates remained low 
around the world: near zero in the 
US and Europe, reaching a record 
low of 2% in Australia. While 
economic growth has been 
improving, we expect central banks 
to be slow to raise interest rates. 
The cycle of cash rates is also 
likely to peak at lower levels than 
in the past.

Our approach to 
investing in shares 
is to be diversified 
and we prefer less 
risky companies.

Long-term government bond  
yields fell significantly over the last 
year, driven down by the continuing 
decline of inflation, and the fall 
in oil prices which caused deflation 
in some economies. Falling bond 
yields contribute to positive returns 
for fixed-interest investments, 
so there were solid returns on 
fixed-interest portfolios over  
the year.

Bond yields reached a low point 
in mid-April before moving slightly 
higher. We expect moderate 
global growth to resume and that  
stabilised commodity prices will 
see modest inflation return. As with 
cash rates, we expect bond yields 
to rise from current levels, which 
will reduce returns on fixed-interest 
investments.

We invest in bonds and cash for 
income, and also because they’re a 
safe haven in a financial market crisis 
(such as the GFC). We will continue 
to invest in bonds and cash so we 
have a diversified and liquid portfolio.

Property and 
Infrastructure
The property and infrastructure 
sectors have benefitted from the 
fall in interest rates and bond yields. 
Prices have risen in a ‘chase for yield’ 
and are unlikely to deliver similar 
returns from current levels in the 
near future.

Consequently, we’ve been reducing 
our investment in the listed property 
and infrastructure markets, which we 

Shares
While share market returns have been 
generally positive over the last year, 
there were large differences between 
the various regions and sectors, 
so having a diversified portfolio was 
as important as ever.

Mining and energy commodity prices 
fell, so companies heavily invested in 
these sectors saw their share prices 
fall. Australian shares returned 5.6%, 
which was not much more than the 
dividends paid for the year.

Internationally, US and European 
shares had good returns. Chinese 
shares, which had an exceptionally 
strong performance, are now 
showing signs of correction and we 
expect to see some ongoing volatility. 
European shares too had a solid year 
despite a correction in late June 
related to the Greek debt crisis.

Economic growth has continued to 
improve in the US and Europe, while 
slowing in China. On some measures, 
share markets look expensive, so 
returns in the future are likely to be 
lower than we’ve seen in recent years.

Our approach to investing in shares 
is to be diversified and we prefer less 
risky companies. We expect to see 
price volatility increase, which will 
create opportunities.

 VERSUS 

30 JUNE 2014

94.39 US¢
30 JUNE 2015 

76.86 US¢ Source: FactSet

Investment market performance  from around the globe
30 June 2014 – 30 June 2015

7.42%
Return for 
the S&P500 
over the  
year

2.47%
Yield on 
10-year 
government 
bond

Market Update – 
the Year in Review
We are continually assessing markets, both domestically and  
globally. Here’s our summary of the year just gone and our outlook 
for the year across the major asset classes.
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feel are more vulnerable to a setback 
when interest rates begin to rise.

In these asset classes we’re now 
focusing on unlisted investments, 
which are less exposed to rapid 
changes in price and should deliver 
solid income and some capital 
growth.

The Australian dollar
The last year has been a volatile 
one for currency markets, the main 
story being the strength of the 
US dollar against the Euro and 
Japanese Yen. This trend has 
resulted from diverging monetary 
policies, with the US expected to 
be the first major economy to 
begin raising interest rates.

Markets were caught by surprise in 
January when the Swiss National 
Bank abandoned its ceiling on their 
exchange rate with the Euro. Central 
bank policy changes are likely to 
remain a feature of markets and we 
expect currency volatility to continue.

The Australian dollar traded from 
US$0.948 to US$0.757, ending 
the year near its lows at $0.769. 
This decline benefitted our 
investments in international shares, 
where we keep some of the currency 
exposure unhedged.

While the currency has fallen 
significantly over the last year, 
it’s still above long-term measures 
of fair value, something the 
Reserve Bank of Australia (RBA) 
has mentioned several times as 
a key consideration in their 
discussions on interest rates.

Investment market performance  from around the globe
30 June 2014 – 30 June 2015

0.20%
Return for 
the FTSE100 
over the  
year

2.20%
Yield on 
10-year 
government 
bond

11.31%
Return for  
the DAX  
over the  
year

0.92%
Yield on 
10-year 
government 
bond

31.55%
Return for  
the Topix  
over the  
year

0.47%
Yield on 
10-year 
government 
bond

108.82%
Return for the 
Shanghai 
Composite over  
the year

3.63%
Yield on 
10-year 
government 
bond

5.61%
Return for  
the ASX300  
over the  
year

3.06%
Yield on 
10-year 
government 
bond

The Australian  
dollar’s decline 
benefitted our 
investments in 
international shares.

Annual returns on commodities

-10.57%

GOLD

-43.59%

OIL

-17.08%

COPPER

-38.54%

IRON ORE

1 YEAR INVESTMENT 
RETURN
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Annual investment returns tend to 
fluctuate around their longer-term 
averages, and a good example of this 
is our Balanced investment option. 
The fund’s return history since 2004 
is shown in the chart below.

Ahead of the target, 
on average
Our target rate of return for the 
Balanced investment option is the 
Consumer Price Index (CPI, or the 
inflation rate) plus 3.75%. If we 
assume inflation is 2.5%, this gives 
us a target of 6.25% per annum 
over a rolling five-year period.

Given the above-
average returns of 
the previous few 
years, returns could 
potentially be lower in 
the next year or two.

Over the period between July 2003 
and June 2015, we’ve seen the 
Balanced option generate a return of 
7.1% per annum, performing 0.85% 
ahead of its targeted return, despite 
the negative returns during the Global 
Financial Crisis (GFC) of 2008–2009. 

Historical rate of return for our Balanced investment option

15%

10%

5%

0%

-5%

-10%

-15%

2004FY 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Average

FY 2004 to
FY 2015

Targeted long run average
Average FY 2004 to FY 2015

Source: State Super Financial Services

What to expect from 
your investments
After recent years of strong returns, history shows that we can expect 
returns to be lower over the next year or two. Our financial planning 
approach is designed to cope with these fluctuations in the market 
so it’s important to stick to your long-term plan.
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So, while the long-term average 
is close to the return target, 
this example shows that returns 
can be significantly above or below 
the target in any given year.

The effects of markets 
on short-term returns
In general terms, when markets 
have a difficult period such as the 
GFC, valuations can become very 
attractive, so the next period delivers 
above-average returns. Conversely, 
when markets deliver overly-positive 
returns, returns in the following period 
may be at or below the longer-term 
average.

From 1926 to 2015, the average 
return for Australian shares was 
approximately 11.6% per annum. 
During this period, when we saw a 
number of years in a row of double-
digit returns, we typically saw returns 
over the next 12 months fall below 
the longer-term average (Source: 
Global Financial Data, SSFS).

The last three financial years (2013 to 
2015) have seen very strong returns. 
These have been driven by a number 
of factors, the main one being 
historically low interest rates across 
all the major economies. This has 
seen the valuations of assets become 

modestly expensive in a number of 
markets, including shares and bonds.

The chart above shows how the 
valuation of Australian shares has 
moved higher over the last five 
years while the yields on 
Australian Government Bonds have 
trended lower.

Given the above-average returns 
of the previous few years, and 
prevailing valuations, our view is 
that returns could potentially be lower 
in the next year or two.

So what do we 
recommend?
It’s important that you’re aware 
markets can be more volatile after 
a period of strong returns. This is 
never welcome or comfortable, 
but a below-average return over 
a shorter period is part-and-parcel 
of being in the investment market.

As the core of our financial advice 
with clients, we focus on ensuring 
that you can respond to strong 
investment markets by moderating 
the risk of your overall portfolio. 
With your planner, you can build 
up assets to support your short-term 
income needs. This creates a buffer 
so your portfolio can cope with 
a market down-turn. Our investment 

process also tends to reduce risk 
in these periods.

During uncertain times, it’s better 
to lower your expectations of 
short-term returns than to increase 
risk by reaching for higher returns.

Your financial planner can help you 
ensure that your portfolio is 
positioned correctly for your needs 
and, if it’s appropriate for you, 
moderate your level of risk following 
the recent strong returns. If you have 
any questions about this, please 
contact your financial planner.

Current Valuations of Australian Shares and Bonds

S&P ASX 300 Price-to-Earnings Multiple (left axis)
Australia 10 Year Bond Yield % (right axis)
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The Price-to-Earnings Multiple is an indicator of valuation. It is a measure of today’s share price divided by the forecast 
earnings per share. Bond yields represent the interest rate at which governments can borrow. Source: FactSet.

What performance 
fees mean
In March 2014 we introduced 
investments in the Alternatives 
asset class with some fund 
managers who charge 
performance-related fees. 

Performance fees are structured 
as a way of sharing the excess or 
out-performance created by an 
investment manager’s skills and 
insights. We will only pay 
performance fees when 
performance is above a target 
level of return. Of course, even 
when performance fees are paid, 
investors reap the majority of 
excess returns generated.

We feel comfortable with this 
approach, because we only have 
access to some Alternative 
strategies through these 
investment managers, and 
properly-structured performance 
fees can lead to a greater 
alignment of interests.

Over the last year we’re pleased 
to report that our investments in 
Alternatives performed well 
beyond our expectations and, 
as a result, clients in some Funds 
will see an amount for 
performance fees included on 
their Annual Statement.
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Capital Stable 
Fund

OLD % NEW % from July 2015

Allocation Range Allocation Range

Defensive Assets 80.00 70 to 90 75.00 70 to 90

Cash 24.00 15 to 50 24.00 15 to 50

Australian Fixed Interest1 56.00 20 to 70 51.00 15 to 70

International Fixed Interest 0.00 — 0.00 0 to 10

Growth Assets 20.00 10 to 30 25.00 10 to 30

Property2 7.00 0 to 12 7.00 0 to 17

Infrastructure2 0.00 — 4.00 0 to 15

High Yield Fixed Interest3 0.00 — 0.00 0 to 5

Australian Equities 7.00 3 to 15 6.00 3 to 15

International Equities 3.00 0 to 8 5.00 0 to 10

Alternatives 3.00 0 to 5 3.00 0 to 10

Return objective4 CPI +2.5% CPI +2.0%

In the Capital Stable Fund we have increased the 
allocation to Growth Assets to increase the 
probability of meeting our return objectives. 
The changes to our target asset allocation involve 
introducing the Infrastructure asset class, which 
we believe can improve returns without 
substantially adding to the risk profile of the 
product. We will be focusing on unlisted 
Infrastructure first, and will take our time to build 
an appropriate exposure prudently. Preserving 
capital remains the primary objective of the 
Capital Stable Fund.

Moderate Fund OLD % NEW % from July 2015

Allocation Range Allocation Range

Defensive Assets 60.00 50 to 70 60.00 50 to 70

Cash 10.00 5 to 20 10.00 5 to 20

Australian Fixed Interest1 38.00 20 to 60 40.00 15 to 60

International Fixed Interest 12.00 10 to 20 10.00 0 to 20

Growth Assets 40.00 30 to 50 40.00 30 to 50

Property2 8.00 0 to 15 8.00 0 to 18

Infrastructure2 4.00 0 to 8 4.00 0 to 18

High Yield Fixed Interest3 2.00 0 to 5 2.00 0 to 5

Australian Equities 11.00 5 to 15 11.00 5 to 20

International Equities 10.00 5 to 15 10.00 5 to 20

Alternatives 5.00 0 to 10 5.00 0 to 10

In the Moderate Fund we have reduced our 
exposure to Fixed Interest and increased our 
exposure to the Enhanced Income5 asset class. 
We have also widened the range of asset 
allocations to give us more flexibility when dealing 
with changing market environments.

1. The Australian Fixed Interest asset class contains investments previously classified as Enhanced Cash.
2. The Property and Infrastructure asset classes contain both domestic and international investments, listed and unlisted.
3.  The High Yield Fixed Interest asset class contains investments previously classified as Global High Yield Debt. This new asset class definition is broader and better reflects 

the diverse opportunity set available.
4. The target return is not a guarantee of performance. The actual return may vary up or down from the return objective.
5. The Enhanced Income asset class was previously named Enhanced Cash and is now included in the Australian Fixed Interest sector.

Changes to the Strategic 
Asset Allocation
The tables below show the new Strategic Asset Allocation and asset allocation ranges for our diversified  
fund options effective from 1 July 2015.
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Balanced Fund OLD % NEW % from July 2015

Allocation Range Allocation Range

Defensive Assets 40.00 30 to 50 40.00 30 to 50

Cash 5.00 0 to 15 5.00 0 to 15

Australian Fixed Interest1 25.00 10 to 45 27.00 10 to 50

International Fixed Interest 10.00 5 to 15 8.00 0 to 15

Growth Assets 60.00 50 to 70 60.00 50 to 70

Property2 8.50 0 to 11 8.50 0 to 20

Infrastructure2 3.00 0 to 10 3.00 0 to 20

High Yield Fixed Interest3 3.00 0 to 6 3.00 0 to 6

Australian Equities 21.00 10 to 30 21.00 10 to 30

International Equities 20.00 10 to 30 20.00 10 to 30

Alternatives 4.50 0 to 10 4.50 0 to 15

In the Balanced Fund we have reduced our 
exposure to Fixed Interest and increased our 
exposure to the Enhanced Income4 asset class. 
We have also widened the range of asset 
allocations to give us more flexibility when dealing 
with changing market environments.

Growth Fund OLD % NEW % from July 2015

Allocation Range Allocation Range

Defensive Assets 15.00 10 to 30 15.00 10 to 30

Cash 1.75 0 to 7.5 1.75 0 to 8

Australian Fixed Interest1 9.25 0 to 22.5 9.25 0 to 23

International Fixed Interest 4.00 0 to 7.5 4.00 0 to 10

Growth Assets 85.00 70 to 90 85.00 70 to 90

Property2 6.00 0 to 18 6.00 0 to 25

Infrastructure2 5.00 0 to 15 5.00 0 to 25

High Yield Fixed Interest3 5.00 0 to 10 5.00 0 to 10

Australian Equities 32.00 20 to 40 32.00 20 to 40

International Equities 32.00 20 to 40 32.00 20 to 40

Alternatives 5.00 0 to 10 5.00 0 to 15

These changes to the Growth Fund are simply 
to widen some of the asset allocation ranges to 
give us more flexibility when dealing with changing 
market environments.

Growth Plus  
Fund

OLD % NEW % from July 2015

Allocation Range Allocation Range

Defensive Assets 0.00 0 to 10 0.00 0 to 10

Cash 0.00 0 to 5 0.00 0 to 5

Australian Fixed Interest1 0.00 0 to 10 0.00 0 to 10

International Fixed Interest 0.00 0 to 5 0.00 0 to 5

Growth Assets 100.00 90 to 100 100.00 90 to 100

Property2 5.00 0 to 10 5.00 0 to 20

Infrastructure2 7.00 0 to 15 7.00 0 to 25

High Yield Fixed Interest3 6.00 0 to 10 6.00 0 to 10

Australian Equities 40.00 30 to 50 40.00 30 to 50

International Equities 37.00 25 to 45 37.00 25 to 50

Alternatives 5.00 0 to 10 5.00 0 to 15

Like the changes to the Growth Fund, these 
changes to the Growth Plus Fund are to widen 
some of the asset allocation ranges to give 
us more flexibility.

1. The Australian Fixed Interest asset class contains investments previously classified as Enhanced Cash.
2. The Property and Infrastructure asset classes contain both domestic and international investments, listed and unlisted.
3.  The High Yield Fixed Interest asset class contains investments previously classified as Global High Yield Debt. This new asset class definition is broader and better reflects 

the diverse opportunity set available.
4. The Enhanced Income asset class was previously named Enhanced Cash and is now included in the Australian Fixed Interest sector.
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In reality, the cliché of relaxing in a 
hammock by the sea rapidly becomes 
boring, and most retirees look to 
replace the hustle and activity of work 
with something else. It seems that 
those who enjoy retirement the most 
are the ones who have planned it and 
are highly engaged in what they’re 
doing. So what are they doing?

Last year, we asked 2,500 public 
sector employees* what were the top 
ten activities they had planned or 
were already doing in retirement.

Family, friends and 
community
Many retirees spend their time 
seeing more of their friends and 
family, getting involved in volunteer 
work in the community or minding 
grandchildren.

Travel is also popular, although 
interestingly, more and more people 
are choosing to make more frequent 
shorter trips, rather than a big one-off 
world tour.

It’s not uncommon to find retirees 
who are busier than when they were 
working, and of those who were 
nervous about what their life would 

be like, 90% say it has improved 
since they retired.

A sea-change and 
back again
Another retirement cliché is the 
‘sea-change’—moving to a new 
location by the beach or in the 
country. While this might sound 
idyllic, it often means moving away 
from friends and family, and many 
retirees who do it soon find 
themselves isolated.

The result? They sell and move back, 
often making a significant financial 
loss in the process. A better 
approach may be to wait and see 
how you feel when you’re no longer 
under work pressure before making 
a decision.

Enjoying your retirement
So everyone has their own ideas 
of what retirement will be like, but the 
common theme is that they want it to 
be meaningful. A little planning goes 
a long way, it seems that an active 
social life is as important for a happy 
retirement as a well-funded pension.

*  Source: CoreData April 2014. Sample of 2,496 
public sector employees.

TOP 10 
ACTIVITIES PLANNED OR 
THAT PEOPLE ARE ALREADY 
DOING IN RETIREMENT*

Travelling 
87.6%

2
Walking 71.5%

Socialising 
62.4% 3
4 Volunteering 

54.0%

Taking care 
of family 
48.7%

6 Sporting 
pursuits 

45.8%

Working 
in some 
capacity 
36.3%

Fitness 
training 

28.8%

Studying 
27.8% 9

Games 
25.2%

Let us know what you think
We’d love to hear from you about Your Fund Update, so please give us 
a call or go to ssfs.com.au/contact-us to send us your feedback.

 1800 620 305 toll free  ssfs.com.au

This communication is of a general nature only, is not comprehensive, and is not specific to your personal 
circumstances or needs. It is published for your interest. Before making any decisions based on this information 
you should consider its appropriateness to you. Every effort has been made to ensure the information contained 
in it is accurate. We strongly recommend that you consult a Financial Planner before taking action based on 
this information. State Super Financial Services Australia Limited (SSFS) is the holder of Australian Financial 
Services Licence 238430, ABN 86 003 742 756. Neither the SAS Trustee Corporation nor the New South Wales 
Government take any responsibility for this information or the services offered by SSFS, and nor do they or SSFS 
guarantee the performance of any product provided by SSFS. 0360-0715

A meaningful retirement?
What do Australians like to do when they’re retired? Research tells 
us that those who enjoy retirement the most have a strong sense of 
purpose. When asked what is most satisfying about their new lives, 
retirees who are enjoying themselves typically point to social activities, 
volunteering, travelling, and spending time with family and friends.

http://ssfs.com.au/contact-us
http://ssfs.com.au

