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Dear Client,
In this note, we provide a short update on recent trade activity and changes to the Russell Investments Managed Portfolios.
Summary of key changes
· Rebalanced the direct Australian equity portfolio.
· Increased portfolio allocation to listed property and reduced exposure to global equities.
· Increased portfolio allocation to government bonds and reduced exposure to credit.
· Increased portfolio allocation to Australian small caps.
· These changes were made to the Russell Investments Managed Portfolio – Conservative, the Russell Investments Managed Portfolio – Diversified 50, the Russell Investments Managed Portfolio – Balanced, the Russell Investments Managed Portfolio – Growth, the Russell Investments Managed Portfolio – High Growth and the Russell Investments Managed Portfolio – Geared 120 (Portfolios).
Direct Australian equity portfolio
The direct Australian equity portfolio is constantly reviewed and rebalanced at least twice a year; though it may be rebalanced more often as required or as market opportunities arise. The purpose of rebalancing is to ensure the portfolio’s holdings are in line with the underlying investment strategy. We do this by buying and/or selling shares.
As part of this latest rebalancing, we bought into quality Australian businesses that we believe have strong future earnings growth potential; namely Medibank Private, one of Australia’s largest private health insurance providers, supply-chain logistics firm Brambles and software company WiseTech Global.
On the other side of that same philosophy, we sold out of rail transport operator Aurizon Holdings and property investment company Mirvac Group; two companies that have seen a decline in earnings. We also sold Lynas Rare Earths; in part because we believe the business is overvalued.
Direct Australian equity portfolio
	
	Direct Australian equity portfolio (% of direct share portfolio)

	Shares purchased
	
	Medibank Private (+1.8%)
Brambles (+2.5%)
WiseTech Global (+1.8%)

	Shares sold
	
	Aurizon Holdings (-1.7%)
Mirvac Group (-1.5%)
Lynas Rare Earths (-1.4%)



[bookmark: _Hlk141775161]Listed property and global equities
We increased the Portfolios’ allocation to global and domestic listed property. We believe listed property has become oversold and now offers attractive value. Moreover, we feel the market still expects to see a downturn in the sector, which we believe is unlikely in the near future; an opinion that has so far paid off and is likely to continue to do so.
We also reduced the Portfolios’ allocation to global equities. We did this due to recent equity market strength and expectations of softer global growth ahead. In doing so, we are bringing the Portfolios’ equity exposure back to a neutral position. We also feel it’s appropriate to take some profits given the sector’s recent gains, particularly as interest rates look set to remain higher for longer and a selloff in equity markets remains a possibility.
Russell Investments Managed Portfolios
	
	Added listed property
	Reduced global equities

	Russell Investments Managed Portfolio – Conservative
	+0.5%
	-0.1%

	Russell Investments Managed Portfolio – Diversified 50
	+1.2%
	-2.3%

	Russell Investments Managed Portfolio – Balanced
	+1.3%
	-2.3%

	Russell Investments Managed Portfolio – Growth
	+0.7%
	-0.9%

	Russell Investments Managed Portfolio – High Growth
	+2.1%
	-2.0%

	Russell Investments Managed Portfolio – Geared 120
	+0.9%
	-1.5%



Government bonds and credit
We increased the Portfolios’ allocation to global and Australian government bonds. Government bonds experienced their worst year of returns on record in 2022, and we believe they’re likely to rebound through the remainder of this year as long-term yields decline[footnoteRef:1] on recession risks. In addition, government bonds that mature further into the future, e.g. 10 years or more, continue to look attractive and help diversify the Portfolios. Specifically, we increased the Portfolios’ exposure to the Russell Investments Australian Government Bond ETF and the Vanguard Global Aggregate Bond Index (Hedged) ETF, which provides exposure to more than 10,000 high-quality bonds in over 60 countries. [1:  Bond yields have an inverse relationship with bond prices, meaning that when yields fall, prices rise and vice versa.] 

Increasing exposure to government bonds also brings the Portfolios overall positioning closer to neutral (relative to the benchmark). However, we remain mindful not to become too defensive in case central banks are successful in using higher interest rates to lower inflation without causing a recession; a scenario commonly referred to as a ‘soft landing’.
We also reduced the Portfolios’ credit exposure. Credit markets have performed strongly in recent months, allowing us to take some profits on the Portfolios’ Australian and global credit assets, and re-deploy those profits elsewhere. In particular, we reduced the Portfolios’ exposure to the Russell Investments Australian Select Corporate Bond ETF, which comprises predominantly investment-grade Australian corporate fixed income securities. We also sold the Vanguard International Credit Securities Index (Hedged) ETF, which provides exposure to high-quality, income-generating securities issued by government-owned entities, government-guaranteed entities, and investment-grade corporate issuers from around the world.


Russell Investments Managed Portfolios
	
	Added fixed income
	Reduced credit

	Conservative
	+1.9%
	-0.9%

	Diversified 50
	+2.5%
	-1.0%

	Balanced
	+2.6%
	-0.1%

	Growth
	+1.9%
	-0.1%

	High Growth
	-
	-

	Geared 120
	-
	-


Australian small caps
We increased the Portfolios’ allocation to Australian small caps as domestic equity exposure had been dominated by larger stocks. Given larger Australian stocks have outperformed their smaller counterparts in recent months, we felt this was a perfect opportunity to buy. Specifically, we increased the Portfolios’ exposure to the Vanguard MSCI Australian Small Companies Index ETF, which provides a diversified exposure to smaller companies listed on the Australian Securities Exchange.
Russell Investments Managed Portfolios
	
	Added Australian small caps

	Russell Investments Managed Portfolio – Conservative
	-

	Russell Investments Managed Portfolio – Diversified 50
	+1.0%

	Russell Investments Managed Portfolio – Balanced
	+1.0%

	Russell Investments Managed Portfolio – Growth
	+1.5%

	Russell Investments Managed Portfolio – High Growth
	+2.0%

	Russell Investments Managed Portfolio – Geared 120
	+3.0%



Asset class breakdown
	
	Conservative (%)
	Diversified 50 (%)
	Balanced (%)
	Growth (%)
	High Growth (%)
	Geared 120 (%)

	Growth assets
	30.7
	51.0
	71.6
	85.5
	97.7
	118.5

	Australian equity
	13.1
	21.5
	29.9
	35.6
	42.6
	52.8

	Global equity
	12.9
	22.8
	30.4
	39.8
	44.0
	54.9

	Australian property
	1.3
	2.9
	2.7
	2.6
	4.1
	4.1

	Global property
	1.1
	1.7
	2.6
	2.7
	4.0
	3.1

	Infrastructure
	1.0
	1.0
	1.9
	2.3
	3.0
	3.4

	Growth alternatives
	0.0
	0.0
	3.8
	1.6
	0.0
	0.0

	Extended credit
	1.3
	1.2
	0.3
	0.7
	0.0
	0.0

	Defensive assets
	69.3
	49.0
	28.4
	14.5
	2.3
	3.0

	Loans & absolute return credit
	4.7
	4.4
	4.0
	3.2
	0.0
	0.0

	Australian fixed income
	23.8
	17.8
	10.5
	3.6
	0.0
	0.0

	Global fixed income
	18.0
	11.3
	8.5
	3.1
	0.0
	0.0

	Defensive alternatives
	0.0
	0.0
	1.0
	0.7
	0.0
	0.0

	Short-term credit
	6.7
	6.3
	3.3
	1.9
	0.0
	0.0

	Cash
	16.1
	9.1
	1.2
	2.1
	2.3
	3.0



Following these changes, the Portfolios’ overall positioning reflects a more neutral exposure (relative to the benchmark) to the major asset classes, i.e. equities, fixed income and cash.
Effective date
These changes were completed on 24 July 2023.
Looking ahead
Growth in most major economies is slowing down and there’s a risk of further interest rate rises as central banks try to control inflation.
In the US, a recession seems likely in the next 12 to 18 months; though any potential recession is expected to be mild to moderate. In other regions, the euro-zone is experiencing a decline in bank lending, persistent inflation in the UK has forced the central bank there to lift interest rates despite a lack of growth, and China’s economy is struggling following a post-pandemic lockdown surge. Japan remains the notable outlier. Interest rates in Japan are still very low, while growth in the country is likely to remain above trend.
If equity markets continue to rally ahead of a possible (global) recession, Russell Investments will adjust the Portfolios away from their current neutral stance to a more defensive one, i.e. potentially look to add more fixed income assets and cash. Opportunities may also arise if markets react more negatively to potential recession outcomes.
Moving forward, it’s important to remember that whilst we cannot control what markets do, we can control how we react to them. The Portfolios have been constructed to respond to changing market dynamics in real time, to effectively manage risk and to take advantage of market opportunities as they arise.
Moreover, Russell Investments is committed to achieving long-term outperformance for investors and remains both patient and alert for any investment opportunities.












Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFSL 247185 (RIM). This document contains factual information only about the Russell Investments Managed Portfolios. The information is not intended to imply any recommendation or opinion about a financial product. RIM is not providing financial product advice and you should consider obtaining independent advice before making any financial decisions. This information has been compiled from sources considered to be reliable but is not guaranteed.  RIM is part of Russell Investments. RIM is the issuer of the Russell Investments Funds and Russell Investments ETFs mentioned in this document. RIM or its associates, officers or employees may have interests in the financial products referred to in this document by acting in various roles including trustee, investment manager, broker or adviser, and may receive fees, brokerage or commissions for acting in these capacities. In addition, Russell Investments or its associates, officers or employees may buy or sell the financial products as principal or agent. 
To the extent permitted by law, no liability is accepted for any loss or damage as a result of reliance on this information.
This material does not constitute professional advice or opinion and is not intended to be used as the basis for making an investment decision. 
This work is copyright 2023. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced by any process, nor may any other exclusive right be exercised, without the permission of Russell Investment Management Ltd.
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