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So, in an environment of poor equity performance, one has to look to other places where
investors can reasonably expect to find equity-like returns of 8% - 12% per annum. The
first place is fixed interest, which many readers will find surprising. Both government
and corporate bonds do well when economic growth is weak, with government bonds
performing best in recessionary periods and corporate bonds doing best in a low growth
environment.

Through the difficult years following the 1987 share market crash, Australian Bonds
were the best performing asset class in three of the subsequent five years and performed
better than Australian shares in five of the six calendar years following the crash. While
we are not recommending US treasuries, they have returned 9.3% in 11 months this year.

Since 2009, Lachlan Partners has been recommending fixed interest funds to clients as a
defensive asset that can generate equity-like returns in a environment of weak economic
growth. The Aberdeen Australian Fixed Interest fund which gives investors exposure

to Australian government bonds, as well as corporate bonds often referred to as ‘credit’,
has returned 8.8% p.a. This fund has had a strong bias towards corporate bonds which
we support. AMP Corporate Bond Fund has returned 9.5%p.a. and Perpetual’s Wholesale
Diversified Income Fund has done 8.5%p.a. for the last two years. With a protracted
period of poor economic growth, coupled with volatility and weak economic growth
caused by the deleveraging of developed economies and the European debt crisis, we
would expect solid returns from these types of investment in the medium term.

There are a huge array of managed funds available in both domestic and global fixed
interest. Investors do need to consider the risks which may be taken such as investing in
higher risk bonds and credit securities.
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