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Table 1. Performance as at 30th June, 2017 

  1 Month 3 Months 6 Months 1 Year 3 Years pa Inception2 pa Actual 

Fund1 0.08% 1.06% 2.11% 4.49% 3.55% 5.71% 54.47% 

Benchmark3 -0.01% 0.48% 1.10% 1.88% 2.46% 3.75% 33.42% 

Relative 0.09% 0.58% 1.01% 2.61% 1.09% 1.96% 21.05% 

        

Return Breakdown (distributions paid to investors semi-annually in July and January) 

Income  1.58% 1.60% 1.61% 3.24% 3.49% 1.41% 11.60% 

Capital -1.50% -0.53% 0.50% 1.25% 0.06% 4.30% 42.87% 

 
1.  After fees and before tax 
2.  Inception date 31st August 2009 
3.  Benchmark = Bloomberg AusBond Bank Bills Index return (50%) + AusBond Composite 0-3 Year Index return (50%) 

 
Table 2.  

Key Interest Rates   Characteristics Fund Benchmark 

Cash Rate 1.50%  Yield to Maturity 3.99% 1.81% 

ACGB 3 Year Bond 1.91%  Running (cash) Yield 4.07% NA 

ACGB 10 Year Bond 2.60%  Modified Duration (Years) 1.16 0.93 

ACGB 20 Year Bond 3.19%  Weighted Average Credit Rating BBB AA+ 

ACGB 30 Year Bond 3.48%  Number of Securities 59 245 

Yield Curve (10 Year – 3 Year) 69 bps     

Fund Facts   Top Holdings Weight Maturity 

Fund Size (m) $32.19  Cash 4.49% - 

Net Tangible Assets (NTA) $32.19  Crown Group Finance 5.75% Fixed Rate Bond  3.19% Jul 2017 

NTA per unit (ex-distribution) $0.821556  Royal Bank of Canada Floating Rate Note 3.17% Feb 2021 

Distribution half-year to 30th June 1.234204 cents  SCA Property Retail Trust 3.75% Fixed Rate Bond 3.15% Apr 2021 

   ETSA Floating Rate Note 3.13% Oct 2017 

Credit Allocation (S&P Long Term) Weight   Commonwealth Bank of Australia Hybrid (CBAPD) 2.95% Perpetual 

AAA 6.02%  National Australia Bank Hybrid (NABPB) 2.35% Perpetual 

AA 7.83%  Nufarm Finance NZ Limited Floating Rate Note 1.96% Perpetual 

A 30.43%  Suncorp Metway Floating Rate Note 1.90% Oct 2020 

BBB 28.70%  Goodman PLUS Trust 1.88% Perpetual 

BB 6.50  General Property Trust  6.75% Fixed Rate Bond 1.69% Jan 2019 

B 1.97%  Aurizon Network 5.75% Fixed Rate Bond 1.69% Oct 2020 

NR 18.55%  Aus. Pacific Airports  4% Fixed Rate Bond 1.67% Sep 2022 

 

PERFORMANCE AND CHARACTERISTICS 

Though the Halidon Yield Enhanced Fund made only a modest 

+0.08% gain in June (+0.09% above benchmark) it finished the 

financial year ending 30th June with an impressive +4.49% gain 

(after fees). Returns for 3 months (+1.06%) and 6 months 

(+2.11%) beat the Fund’s benchmark by +0.58% and +1.01% 

respectively for the month. Annualised long-term 

performance since inception remains steady at 5.71% versus 

benchmark of 3.75%. Performance data is summarised in 

Table 1. 

 

The breakdown in returns is also shown in Table 1 and 

considers the return from the investors’ perspective. A 

distribution of 1.234204 cents per unit (CPU) was declared for 

the half-year to June. The 1-year total return of 4.49% is made 

up of an income return of 3.24% and capital return 1.25%. 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity increased to 3.99% 

in June from 3.75% in May following the steep rise in sovereign 

bond yields in the final week of month which also saw the 

running (cash) yield increase marginally to 4.07%. Duration (a 

measure of portfolio risk) increased to 1.16 years from 1.01 

years on the back of changes to the portfolio during the 

period.  

 

The Fund’s credit quality stabilised at BBB having declined a 

notch in May post the S&P and Moody’ downgrades to the 

banks. BBB remains above the minimum investment grade 

credit rating of BBB-.  
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Figure 1 illustrates the Fund’s total return versus benchmark 

since inception. The chart highlights continued persistent 

outperformance over time. 

 

Figure 1. Fund Performance versus Benchmark since Inception  

 
Source Contango Asset Management, Bloomberg 

 

 

MARKET PERFORMANCE AND RECAP 

The fixed income asset class declined significantly in value 

during June driven by duration (the rise in sovereign or 

government bond yields). As Table 3 highlights, the CBA Fixed 

Income Index fell -0.97%. In contrast, the ASX300 Index was 

flat on the month.  

 

The worst performing sector was government bonds whilst 

the best was non-government bonds (corporate bonds and 

credit securities). Within the non-government sector, floating 

rate notes fared best given they are not impacted by duration 

movements. 

 

Table 3.  

 
Source: Commonwealth Bank Fixed Income Research 

 

Bonds. 

The Australian 10-year government bond rose 21 basis points 

to 2.60% and the 3-year 28 bps to 1.91% (Figure 2). This spike 

in yields took place in short-time following comments from the 

ECB President Draghi that “the threat of inflation is gone and 

reflationary forces are at play”. The Australian 10-year 

government bond rose from 2.35% on the day of the 

announcement (27th June) to close at 2.57% on the 30th June. 

 

Despite the rapid steepening of the yield curve in those final 

days, it actually flattened from 76 bps in May to 67 bps in June. 

Nevertheless, the dramatic bond sell-off/curve steepening late 

in the piece increased the nerves of investors. Fixed income 

investors concerns heightened around the cessation of 

quantitative easing (QE) and the timing of any subsequent 

central bank decision to reduce their balance sheets. Equity 

investors fretted over what all this may mean for interest rate 

sensitive stocks. 

 

The Australian 10-year bond underperformed the US 10-year 

treasury (the US 10-year yield increased 10 bps to 2.30%) with 

the relative spread pushing out by 11 bps to close the month 

at 29 bps. 

 

Figure 2. Australia Government 3 and 10-year bond yields and yield 

curve (10 year – 3 year). 

 

 
Source Bloomberg 

 

The late month volatility caused by Draghi’s comments are 

self-explanatory. Although he came out later and tried to 

water down his remarks, the market was not for turning. The 

spotlight then shifted to the US Federal Reserve and the timing 

of any potential end to QE along with the ensuing unwind of 

its $4.2t balance sheet. The outperformance of the US 10-year 

bond suggests investors appear comfortable that any unwind 

will “gradual”. 

 

Whilst central bank and QE discussions caused a spike in 

sovereign bond yields, we note that there are still a number of 

missing ingredients required for a “bear market” in bonds 

namely: i) inflation; and ii) wages growth.  

 

At around 3.0%, Australian GDP growth appears reasonable. 

However, as highlighted in Figure 3, inflation has been absent 

since 2014 though the most recent data point showing an up-

tick to the annual rate is encouraging. Wages growth on the 

other has dived since 2011 (shaded line) with no evidence of 



INVESTMENT COMMENTARY JUNE  

Switzer Asset Management Limited (ACN 123611978, AFSL 312247) v 

any foreseeable turn-around. Technology and capacity issues 

in some industries may be at the root of this issue. 

 

Figure 3. Australian Wages Cost (year on year %), Labour Force Change 

and CPI (year on year %) 

 
Source: Bloomberg 

 

Outside of the central banks, global issues had little impact on 

interest markets during the month. The market no longer buys 

into Trumps ability to deliver any meaningful policy and, 

therefore, growth for the US. The world has warmed to its 

newest G8 leader in Emmanuel Macron whilst China continues 

to deliver on its growth target to the 5th decimal place. The 

swing factor now appears to be North Korea and its increasing 

military threat. The sensitivities given the players involved (US, 

China, Japan, and South Korea) cannot be under-estimated. 

 

At home, state budgets dominated the news – Queensland 

and New South Wales’ budgets were strong whilst South 

Australia decided that following on from the Federal Budget, a 

bank tax would be a good idea (?). Any potential negative 

economic impacts aside, with a funding commitment of circa 

$3.5b over the next 12- 18 months the cost of debt has just 

gone up significantly. The widening of SAFA bond spreads has 

also handed existing SAFA investors with a hefty mark-to-

market loss. The Halidon Yield Enhanced Fund does not own 

any state government debt.  

 

Figure 4 shows the movements in breakeven inflation rates 

(inflation expectations) for the US, UK and Australia. Australian 

inflation expectations ticked up to 1.68% in line with earlier 

comments. The chart also highlights that US and UK rates have 

moderated, movements that don’t reconcile with the pull-

back in their respective bond yields. This suggests that the 

market is focussed elsewhere, most likely on central bank’s 

balance sheets. 

Figure 4. Breakeven inflation rates (5 year) for Australia, United States 

and United Kingdom. 

 
Source Bloomberg 

 

 

Credit 

Within the fixed income asset class, corporate bonds were the 

shining light. Despite downgrades to the banks in May, credit 

spreads across the board maintained their tight ranges. There 

was little differentiation across the sectors although banks did 

better than corporates. Idiosyncratic risk is almost non-

existent amongst the corporate sector. 

 

Figure 5 charts the Bloomberg AusBond BBB Index and the 

ITraxx CDS spreads. The Bloomberg AusBond BBB Index took a 

hit in June on the back of the large duration move. The iTraxx 

CDS Index, on the other hand, went sideways in the month 

maintaining the spread tightness.  

 

Figure 5. Bloomberg AusBond BBB Index and iTraxx Australia 5 Year 

CDS 

 
Source Bloomberg  
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CONTRIBUTIONS TO RETURN AND FUND BREAK DOWN 

Figure 6 highlights the top and bottom 5 securities ranked by 

contribution to the fund’s total return during June.  

 

Figure 6. Contribution to return for the month  

 
Source Contango Asset Management, Bloomberg 

 

The short duration nature of the portfolio protected it from 

the steep rise in sovereign bond yields late in the month. The 

portfolio has a large holding in floating rate notes whose 

coupons reset each quarter (and therefore have very short 

duration). Hybrids and listed corporate bonds make up some 

15% of the portfolio – these securities are more equity like in 

nature and tend to trade as such. That said, 32% of the 

portfolio is invested in fixed rate securities which 

underperformed during the period.  

 

Trading, Applications and Redemptions 

Table 4 summarises the fund flows and trading over the 

period. The fund experienced net inflows during June of $31k. 

 

Trading activity was light with the only the rollover of Nissan 

Finance Commercial Paper and purchase of two primary issues 

during the month – Holcim Australia and Aurizon Networks. 

 

Table 4. Funds Flows and Trading 

Type Security Amount 

Fund Flows 

Applications  $110,000 

Redemptions  ($79,000) 

Net   $31,000 

Trades 

Purchases Nissan Finance Corporate Paper ($497,416) 

 Holcim Australia  ($496,995) 

 Aurizon Networks ($496,535) 

Sales - $       -       

Net   ($1,490,946) 

Source: Contango 

 

Fund Breakdown 

Figure 7 charts the breakdown of the fund month end by both 

asset class and sector. Cash declined from 7.16% to 4.47% with 

those primary purchases listed in Table 4. Both securities are 

fixed rate which resulted in the fixed rate exposure increasing 

by 1.36% to 32.03%.  

 

At the sector level, materials increased to 8.26% (6.76% with 

the Holcim purchase along with infrastructure at 4.01% 

(2.49%) with the Aurizon Networks purchase. 

 

The largest sector exposure remains banks which reflects 

banks being the largest issuers in the Australian corporate 

bond market. The fund holds a number of different bank 

securities in different segments of the capital structure as a 

way of diversifying the bank exposure. Outside of banks the 

portfolio remains well diversified across a number of sectors 

and credit rating bands. 

 

Figure 7. Fund breakdown  
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STRATEGY AND OUTLOOK 

The portfolio remains positioned for higher rates. As described 

in the bulk of this document, the risk/reward equation remains 

skewed toward higher cash rates across the developed world 

after having been bumping along at historical lows for a 

number of years.  

 

The question is more around how much tightening these 

economies can handle without impacting the growth outlook. 

The lack of evidence supporting higher inflation and wages 

growth remains the limiting factor for normalising rates (i.e. 

rates moving back to long term cyclical averages). 

 

We believe that any rate rises will be gradual – it may take a 

very long time before we get back to the 20-year average RBA 

target cash rate of ~4.25%. Nevertheless, markets will 

continue to search for signs that central banks have room to 

move on their target cash rates. 

 

The outlook for credit remains positive, though the lack of 

idiosyncratic risk is worrisome – all credits are not equal. We 

continue to be selective with the names we are adding the 

portfolio, preferring quality. 

 

The objectives for the Halidon Yield Enhanced Fund contain to 

be met without compromising the risk profile. Those 

objectives are –  

 

1) A target cash (running) yield circa 4.00% through 

the cycle; and 

2) Capital preservation. 

 

 

 

 

 

 

 

 

 

Jarrod Deakin.  

Portfolio Manager – Income Solutions. 

Contango Funds Management Limited (Investment Manager) 

 

 

 

 

Please note that previous monthly notes and all other relevant 

information can be downloaded from the Switzer Asset 

Management website www.switzerassetmanagement.com.au 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

Switzer Asset Management Limited (ACN 123611978) holds an Australian Financial Services License (AFSL 312247) restricting it to providing financial products and services 
to wholesale clients only. 

This presentation has been prepared for the consideration and use of ‘retail’ investors, as defined by the Corporations Act (Cwlth 2001), and may contain information that 
assumes a level of knowledge and expertise particular to such investors. If you do not meet the criteria of a wholesale investor, you should disregard this information and 
seek advice from a licensed financial advisor. 

Forecasts in this presentation are predictive in character, based on numerous assumptions including the forecast outlook for key variables and may be affected by various 
factors including inaccurate assumptions, risks and unforeseen events.  Accordingly, actual results may differ materially from those forecasted. You should not rely on any 
such forecast information. 

http://www.switzerassetmanagement.com.au/
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Switzer Asset Management Limited (“SAM”), its officers, employees and agents believe that the information in this document is correct at the time of compilation but do 
not warrant the accuracy of that information.   

Save for statutory liability which cannot be excluded, SAM disclaims all responsibility for any loss or damage which any person may suffer from reliance on this information 
or any opinion, forecast, conclusion or recommendation in this document whether the loss or damage is caused by any fault or negligence on the part of SAML or otherwise. 


