
Lucerne Alternative 
Investments Fund
QUARTERLY REPORT | MARCH 2020



Lucerne Alternative Investments Fund 
Quarterly Update – March 2020

LUCERNEPARTNERS.COM 2

The Crisis Continues (Most are Still Coronered) while LAIF proves its resilience and value 

The Lucerne Alternative Investments Fund (LAIF) ended a dramatic and destructive quarter with an 
estimated return of -1.7% compared to the ASX 200 return of -24.3%. Under the circumstances and 
given the massive and unprecedented speed of falls and wealth destruction in nearly all asset 
markets during the quarter, this was obviously a very pleasing result. Importantly, at no time did we 
suffer any meaningful drawdown during the quarter, even during the month of March which was 
one of the worst ever months in markets.

We remain on track to meet our objectives and continue to adapt the portfolio to market 
conditions. We have identified further attractive opportunities from the crisis for wealth creation.  
The events that have transpired validate and highlight our previous analysis as accurate and 
prescient (even though it appeared overly pessimistic to some at the time, it was if anything overly 
optimistic), while simultaneously highlighting the rampant optimism, foolishness and complacency 
of many (who in stark contrast to LAIF, have experienced truly massive losses during the quarter).  
Following what is likely a bear market rally off the recent panic lows, we believe markets currently 
are still overly optimistic and failing to properly consider the ongoing challenges they still face.

Number of days from market peak to bear market 

Source: Bloomberg

We were crystal clear in previous commentary that investors were complacent and that market 
prices reflected a bubble in everything, and one that could be pricked by the coronavirus. That 
bubble is now deflating, and the world has changed as the delusions of the past struggle to remain 
relevant. 

The crash was incredibly rapid and alarming, highlighting the nature of the shock as well as the 
fragility of markets. The coming unemployment figures will likely be equally concerning, as will the 
inability of getting our economies back to previously accepted norms.

In fairness, the coronavirus crisis and its various feedback loops has been a very challenging 
situation to analyse for investors. This is because the response by government was integral to the 
response by markets, and because data and information was somewhat difficult to analyse and rely 
upon and ever changing.  
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The situation should have been a relatively easier assessment for effective leaders to grasp. Having 
been constantly assessing the situation in real time, we were surprised at the initial tardiness of the 
public health responses of many governments worldwide, which have left much to be desired in our 
opinion and will affect future trust in government and certain political leaderships – as will the 
dramatic financial and economic actions they have subsequently taken. One example was the risks 
posed to the population by continuing to allow inbound travel from affected regions while the 
magnitude of the threat was unknown and while knowing how seriously China had eventually 
reacted to the threat in late January. This would have been calamitous if the pandemic had been 
even nastier and deadlier. A pandemic is not a “black swan” but a known risk of potentially 
catastrophic proportions. Indeed, Bill Gates warned everyone a few years ago that we were 
underprepared for such an eventuality and that it was a much greater threat than many others we 
waste our precious resources on. Furthermore, many governments have established pandemic 
plans to protect their population, which they presumably didn’t follow very closely.

Having been slow to respond effectively initially, the risk now posed by government interference 
and massive over-reach in markets and our lives is real and going to be with us for some time.  
Governments cannot bail out everyone for long and most, if not all, are not in a good position to do 
so. Unfortunately, one clear learning from history is that central planning is never likely to be 
successful long term – a truly market based economy creates greater prosperity for society in the 
long term than a centrally planned distribution and commandeering of resources ever will. Without 
genuine productivity growth, which we unfortunately haven’t had much of for a long time, an 
economy will not create real wealth in the long term. The distortions created over recent years by 
manipulating interest rates and inflating bubbles in markets, and now by massive monetisation 
efforts, will not be resolved by the coronavirus crisis. Nor will ever increasing misallocation of 
resources and zombification of economies. Instead, we have governments focused on broadening 
their interference, and doing so to a much greater degree. This probably simply guarantees even 
slower real growth on the other side of this crisis, which bodes poorly for equities and property 
generally over the long term as well as the prospects of widespread wealth creation. Private 
markets and cycles including recessions and economic cleansings serve a necessary purpose if 
allowed to do so, however politically unpopular and inconvenient they may be.
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There will likely be many worrying changes and outcomes which result from this crisis. Pandemics 
of the past have shown that real growth is slower after a pandemic, again meaning economic 
damage and recessionary like conditions could be with us for a lot longer than many care to accept 
or imagine. Consumers will be much less confident and precautionary saving will become more 
popular, if not mainstream. More socialist and/or nationalist and populist leaders may eventuate.  
As discussed and importantly, geopolitical conflict will continue and military conflict will become a 
greater possibility. De-globalisation is likely at least in part (possibly removing much of the 
economic benefits from globalisation and growing trade), governments will fail, social unrest may 
rise and nations will need to become more self-sufficient as they learn the hard way that their 
cheap but necessary supplies from elsewhere are not as reliable as needed. Taxes may rise. Wages 
and subsidies may increase at the expense of capital. While we are experiencing strongly 
deflationary forces for now, stagflation (low growth and higher inflation) may become a more likely 
outcome over time. Fiat currency debasement is likely to be accentuated and may prove potentially 
catastrophic to many countries.

Of course, most of this bodes very poorly for traditional portfolios which are dominated by long 
only equity and property risks (such as your average super fund). We expect these to continue to 
perform very poorly over time and in the ways that count. Investors will learn that there is no easy 
way to wealth creation, and that not everyone gets a prize. Unlike the consensus based on 
extrapolating a bubble economy and fake growth forever, we view traditional equity, property and 
related assets as more suitable for opportunistic and/or speculative investments at the current 
time, rather than long term strategic buy and hold investments. Meanwhile, cash and bond yields 
are now almost nothing and negative in real terms, meaning long term allocations to traditional 
defensive assets probably simply now guarantee slow wealth destruction. Precious metals are likely 
to become more widely accepted as necessary parts of a portfolio. The need for active value-added 
investment and skilled, differentiated and diversified portfolio management capable of preserving 
and growing capital in an adverse economic environment will only grow with time. LAIF aims at 
serving this purpose for investors.

Somewhat amazingly, even the global pandemic is still being underestimated by investors, despite it 
dominating the news and our lives. The consensus appears to be expecting this to be a short-term 
issue that will quickly be resolved once the “curve is flattened”. Many expect that we can all get 
back to work soon and carry on with our lives once we’ve done our “deep freeze” or hibernating 
“interval time-out”. In contrast, our analysis suggests that there may not be any easy or quick fix to 
the coronavirus crisis, although we hope there is. A game-changing treatment from an existing drug 
is unlikely, although a drug or two is probably helpful and an improvement on the current standard 
treatment. Furthermore, an effective vaccine and the time required to scale up its manufacturing is 
likely to be at least least 15-18 months or more away, which is an eternity in today’s world. In the 
interim, given the economic challenges from physical distancing, the risks to investors are very 
great.  Importantly, the investment risks are much more substantive than simply being about the 
coronavirus (although that would be challenging enough), as we have highlighted above.

The lack of a definitive medical solution means that governments may be relying upon draconian 
solutions – or modifications thereof - for much longer than we would like and can tolerate to keep 
the killer virus at bay.  Better testing and social adaptations will likely be introduced, but public and 
social adaptations of some sort may be required for over a year if we aren’t going to allow the virus
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to wash through communities and wipe out more of our vulnerable and elderly rapidly, and a few of 
our healthy people also. While the deaths from letting the virus run rampant might seem 
unacceptable for now, without much hope of a quick and effective preventative or cure, within 
weeks and months many governments – and particularly but not exclusively those in the developing 
world - will struggle to maintain cooperation with social distancing policies. This is because the 
costs of a prolonged economic shutdown - including massive unemployment and 
underemployment - will only grow with time and eventually become unbearable. Trust will be lost, 
people will struggle and it will become less clear whether the virus is the greater threat, or the 
societal and government reactions to it with their resulting destruction of wealth and opportunity.

US Unemployment skyrockets at unprecedented speed

Hence, there is every reason to be concerned about the outlook for our economies, societies and 
investment markets. Even though many humans are ingenious and adaptable, we did not generally 
come in to this situation as a society from a position of strength. We have been living in a bubble 
economy for a long time, with inflated asset prices driven by unsustainable growth in credit and 
debt. The markets naturally want to deflate, while our governments are doing everything they can 
to keep the bubbles from doing so and prevent any cleansing process from occurring, given how 
painful it would be - for them in particular. Of course, this is an unhealthy situation. Will central 
banks and treasuries be able to create one more bubble cycle driven by massive expansions in 
deficits and government and other debts? I suspect this will be very difficult this time given the 
ongoing challenges we are likely to face, but if so, it will only come at a further very real cost to our 
ongoing prosperity and that of future generations and will hence likely be short-lived.  

Many investment markets have been or are in the process of being socialised at taxpayer expense 
given the extent of government involvement. Many others have become highly speculative. This is 
truly a time when investors need to be very adaptive to the risks, possibilities and opportunities.  
There are no guarantees of success. Furthermore, there is no point simply watching the destruction 
of our societal wealth and a better future forgone. We all need to influence and be involved in the 
coming changes and outcomes so that they provide a much more constructive, productive, inclusive
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and sustainable outcome for all of us than would be the case otherwise. Taking an interest in our 
local community and in political decisions, taking less for granted, and using our voice to educate 
and advocate for positive changes to the status quo is one way to do this. 

Meanwhile, investors needs have not changed much but are poorly served by most investment 
choices. Investors need to avoid being dependent on the binary and likely poor outcomes of the 
economy and many investment markets at the current time. Very few investments, funds and 
strategies are set up to be able to effectively attempt this on behalf of their investors.

LAIF has shown that we can be resilient in the face of massive market adversity despite highly 
adverse market outcomes. Our portfolio of active strategies was stress-tested to a great degree 
recently, and works as intended, providing diversity of return streams and protecting our investors 
from poor outcomes from individual strategies. We performed much better than most comparable 
strategies. We continue to deliver an outcome which is resilient and highly prospective in the face 
of great adversity. The investment challenges we face won’t conveniently disappear and make it 
easy for anyone. Our approach, work ethic and our ability to interpret and react appropriately and 
with prudence to the possibilities and opportunities is meaningful. There is and probably will 
continue to be opportunity for the diligent, astute and well-researched investor, among all the 
unwanted carnage and chaos to come. Importantly, even though we aim to avoid total ignorance 
and hence understandably face the future with some trepidation, we expect LAIF to continue 
protecting capital and to deliver pleasing results. 

The Lucerne Alternative Investments Fund

April 2020
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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.

https://au.linkedin.com/company/lucerne-investment-partners
https://www.youtube.com/channel/UCveqfNLsXIbrv7z0corfQcQ

