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The fund had another good and consistent quarter, finishing with an approximate return of …% and 
a historic 2020 year with an estimated return of approximately 20% (net to investors). This return is 
obviously far ahead of our objectives for the fund and was achieved with relatively little equity 
market risk taken.

We can consider our strong return in the context of major asset class returns below. All 
mainstream assets returned in the low single digits for the year. Australian shares barely registered 
a positive return, while residential property did modestly better as the Australian official interest 
rate was placed at 0.1% by the RBA (it will certainly be difficult for interest rates to provide the 
same boost from here!).

While investors should never consider past returns a predictor of future returns, achieving 
strong returns from a diversified fund is less likely to be misleading than doing so with a single 
strategy fund. The latter is much more susceptible to luck and a favourable style being the 
reason for its strong or weak returns. In contrast, a diversified fund investing in around 15 
different underlying strategies – all with different return streams – simply doesn’t have the same 
exposure to luck or concentration on a single style to influence its results over time. 

If you examine the results of other diversified portfolios and managers such as large 
superannuation funds during the 2020 year, you will (quite predictably) find a similar result to 
that of mainstream asset class returns i.e.: returns in the low single digits. This should be an 
unsurprising or expected result when you have limited strategy selection and dynamic asset 
allocation - and if you basically manage assets with a relatively static or strategic portfolio with 
mainstream exposures. 
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What then explains our substantively better results for the year while still maintaining the risk 
benefits of being diversified? Multiple factors explain our results:

1. The first is that we dynamically allocate to underlying asset classes and strategies 
depending upon their assessed outlook. In the early part of the year, we were expecting 
economic weakness and thought markets weren’t reflecting the risks. The portfolio was hence 
positioned to provide reasonable defence in the event of market weakness, which it 
successfully provided. Even though we took time to confirm subsequently that all the US 
Federal Reserve stimulus would boost the markets - notwithstanding a continuation of 
massive economic problems and no historical precedent for such a rapid recovery – we still 
acted on this recognition and tilted the fund to be more positioned in “risk-on” strategies for 
the second half of the year. At the margins, this meant that we were able to participate in 
more of the (unexpectedly rapid and strong) recovery in risky assets. We note, however, that 
more recently we are moving back towards being more defensive - which we will discuss 
below.

2. We have had great success in making timely allocations to value adding and skilled 
strategies to populate our portfolio based on our research. Additions to the fund over the last 
eighteen months have been tremendously value adding from the time we added them, and 
the fund has demonstrated a diversified range of return sources. Furthermore, these added 
value and returns above and beyond the risk that we were taking by being invested with them 
(true “alpha”). The ability to select not only good underlying strategies – but also know when 
to invest with them and how much to weight them in a portfolio – is crucial to good active 
investing in a diversified portfolio. It means you are not entirely dependent on upon asset 
allocation - and our strategy enables this key attribute to make this contribution. 

Fund attribution of underlying strategies demonstrates diversified sources of return and timely additions 
to the fund (data from 1 July 1999 to 30 November 2020)
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3. Lastly, we have shown great aptitude in managing the overall risk of the portfolio at a 
portfolio level and retaining the benefits of diversification, creating greater consistency in 
return while running the fund with a low volatility of just 5% - or about one third of that of an 
Australian equity portfolio. This aligned the portfolio well with what we feel are the general 
preferences of most investors and the fund’s relatively risk averse nature – low downside 
risks, good returns and greater consistency of returns, while enabling the potential for strong 
long term compounding.

All of the above attributes of good active management have meant that we delivered a return 
which was not only vastly superior to Australian equities and other asset classes for the full year –
as well as many other diversified funds - but we also did so with much less risk (low volatility and 
low drawdowns).

Furthermore, our returns were lowly correlated and demonstrated a low relationship to equity and 
property returns, making our fund a great diversifier to other investments our investors typically 
have elsewhere. In February and March, when equity markets collapsed, we were down modestly 
(just 6% in aggregate) - protecting capital and enabling long-term compounding to remain intact. 
Despite Australian equities being flat in July, we had our best month of the year then (up 6%). In 
contrast, when Australian equities were up strongly in October and had one of their best ever 
months (up over 10%), we barely registered a positive return. In other words, we were a true 
diversifier during the year also.

Yet another pleasing aspect of the fund was the positive skew to the returns. Most investment 
managers and strategies go up by the escalator, and down by the lift shaft – giving up far too much 
return in weak markets. For example, equity market returns in March were much weaker than 
October’s strong returns. In contrast, we did the opposite during the year (which is a very difficult 
result to achieve) - our best month was up 6% while our worst month was down just 5%.

The outlook from here
As we roll into 2021, the market conditions haven’t really changed greatly from how we entered 
2020. As such we expect 2021 to provide another good opportunity set for great active 
management to demonstrate its value.

The year is starting out (once again) with ebullient investors and great confidence in equity markets. 
Few investors are now focussed on market fundamentals and most strategists and outlooks are 
expecting a highly positive 2021 with strong equity markets, low interest rates and easy monetary 
conditions and strong fiscal support for markets. This is now an incredibly consensus trade. We beg 
to differ by reminding investors that these same strategists and yearly outlooks are almost always 
very positive, and that the view entering 2020 was incredibly similar (and wrong). We would not at 
all be surprised if the consensus once again proved to be complacent, given how stretched markets 
are currently and how susceptible they remain to shocks.

There are two acronyms we see everywhere – (1) TINA (There is No Alternative) and (2) FOMO 
(Fear of Missing Out). TINA refers to there being no alternative to equities (because bonds and cash 
offer such miserly returns). Our problem with the TINA view is how narrowly focussed it is. There is 
an Alternative – albeit this is clearly not something everyone wants to acknowledge - and that 
alternative is a well-run diversified alternative investments fund, as we’ve shown. A well-managed 
active alternatives fund can deliver much greater consistency of return and risk adjusted return, 
than a simple equity index investor can, and is in our view better much better aligned with investor 
preferences. 
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We continue to expect that equities will suffer further crises this year and beyond, providing 
somewhat binary returns over shorter term time periods to investors. This return profile is unlikely 
to be easy to live with or one that many of us would want for our money. Furthermore, the long-
term return outlook for equities is for continuing low returns. 

In the current environment, well-run active portfolios should include and upweight well-run actively 
managed alternatives portfolios, as this should provide much better risk-adjusted returns than 
equities will with greater downside protection in what remains a highly binary market.

FOMO refers to investors all chasing strong past returns and being afraid to miss out on the 
speculative mania in strongly performing risk assets. Many investors seem to have forgotten the 
market falls in early 2020 already, yet alone previous crises! 

In our view, the fear of missing out is partly created by excessively easy monetary policy and short-
covering feeding on itself and is of course an essential ingredient in any bubble. Strangely enough, 
however, easy monetary policy may well be close to peaking. 

It will certainly be increasingly difficult from here to outdo the market’s already very lofty 
expectations for continuing massive government support.  Furthermore, market euphoria is already 
at or near a historic peak. 
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As a result of all this, we have seen risk-on strategies massively outperforming our more defensive 
allocations in recent months. Given the above and the numerous risks to markets in 2021, not the 
least of which is rising yields and the large gap down towards fundamental valuation support for 
markets, we are moving the portfolio to being more defensively positioned – in direct contrast to 
what most investors are doing. 

We expect that a reality check of any kind – or any reversion or recognition of fundamental risks or 
the elevated valuations - will once again be unkind to the overly risk-taking investor. 

Risks noted, a resilient portfolio like ours always has a mix of underlying investment strategies from 
which to prosper, and we enter 2021 with continuing enthusiasm. We look forward to a year that 
could provide another very attractive opportunity set for good active alternative investment 
management, in which experienced and hard-working investors should once again be able to 
continue to differentiate their portfolios for the benefit of their investors. 

Thank you for investing with us in 2020, and we wish you safe investing for the quarter ahead. 

If you, or someone you know, would like to talk with us, please do not hesitate to contact us 
on laif@lucernepartners.com to arrange a call. Alternatively it is now possible to invest directly by 
clicking here. 

The Lucerne Alternative Investments Fund

January 2021

mailto:privatewealth@lucernepartners.com
https://lucerne.mainstreamfs.com/apply
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Disclaimer 

Summary of information: This presentation contains general information only and should not be considered to be 
comprehensive or purport to comprise all the information that an investor should consider when making an investment 
decision. This presentation is not a prospectus, disclosure document, product disclosure statement or other offering 
document under Australian law or under any other law. The information in this presentation remains subject to change 
without notice. Lucerne Investment Partners is not responsible for providing updated information and assumes no 
responsibility to do so. 

Not financial product advice: This financial information provided in this presentation is for information purposes only. 
The information contained in this presentation is not a financial product, investment advice or a recommendation to 
acquire securities and has been prepared without taking into account the objectives, financial situation or needs of any 
person or entity. Before making an investment decision prospective investors should consider the appropriateness of 
the information having regard to their own objectives, financial situation and needs, and seek legal, taxation and 
financial advice appropriate to their jurisdiction and circumstances. 

No liability: The information contained in this presentation has been compiled in good faith using sources believed to 
be reliable. However, Lucerne Investment Partners and its affiliates and each of their respective directors, agents, 
officers, employees and advisors expressly disclaim, to the maximum extent permitted by the law, all liabilities 
(however caused, including negligence) in respect of, make no representations regarding, and take no responsibility for, 
any part of this presentation and make no representation or warranty as to the currency, accuracy, reliability or 
completeness of any information, statements, opinions, conclusions or representations contained in this presentation. 

Existing relationship: Lucerne Investment Partners and its affiliates may have an investment banking or other 
relationship with the companies that are the subject of this presentation and may trade in any of the securities 
mentioned in this presentation either for their own account or the accounts of their clients. Lucerne Investment 
Partners and its affiliates therefore may at any time have a long or short position in any such securities, related 
securities or in options, futures or other derivative instruments based on those securities.

Future performance: This presentation contains certain forward-looking statements and opinions. The forward-looking 
statements, opinions and estimates provided in this presentation are based on assumptions and contingencies which 
are subject to change without notice, as are statements about market and industry trends, which are based on 
interpretations of current market conditions. Forward-looking statements, including projections, forecasts and 
estimates, are provided as a general guide only and should not be relied on as an indication or guarantee of future 
performance and involve known and unknown risks, uncertainties and other factors. Past performance is not 
necessarily a guide to future performance and no representation or warranty is made as to the likelihood of 
achievement or reasonableness of any forward-looking statements or other forecast. 

Not an offer: This presentation is not, and should not be considered as, an offer or solicitation to buy or sell securities 
or any other financial products. Neither this document nor any of its contents will form the basis of any contract or 
commitment to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally 
permitted to carry on the business of a securities broker or dealer in that jurisdiction. 

This presentation must not be disclosed to any other party and does not carry any right of publication. Neither this 
presentation nor any of its contents may be reproduced or used for any other purpose without the prior written 
consent of Lucerne Investment Partners.

Monetary values: Unless otherwise stated, all dollar values are in Australian dollars (AUD$). 

Confidential: This document contains information that is strictly confidential. You must not directly or indirectly disclose 
to any person or copy, use, publish or record in any form any part of this document. 

Lucerne Services Pty Ltd AFSL 481217
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This information has been prepared by Lucerne Australia Pty Ltd ACN 609 346 581 a Corporate
Authorised Representative of AFSL number 481 217 and issued by The Trust Company (RE Services)
Limited ACN 003 278 831 as responsible entity and the issuer of units in the Lucerne Alternative
Investments Fund. It is general information only and is not intended to provide you with financial
advice and has been prepared without taking into account your objectives, financial situation or
needs. You should consider the product disclosure statement, available by calling 03 8560 1440 or
visiting our website www.lucernepartners.com, prior to making any investment decisions. If you
require financial advice that takes into account your personal objectives, financial situation or needs,
you should consult your licensed or authorised financial adviser. To the extent permitted by law, no
liability is accepted for any loss or damage as a result of any reliance on this information.

No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries)
guarantees the performance of any fund or the return of an investor’s capital.

Total returns shown for the Lucerne Alternative Investments Fund have been calculated using exit
prices after taking into account all of Perpetual’s ongoing fees and assuming reinvestment of
distributions. No allowance has been made for taxation. Past performance is not indicative of future
performance.
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