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Table 1. Performance as at 31st July 2017 

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

Fund1 0.33% 1.00% 1.98% 4.05% 3.55% 5.69% 54.98% 

Benchmark3 0.21% 0.45% 1.05% 1.84% 2.46% 3.74% 33.70% 

Relative 0.12% 0.54% 0.93% 2.20% 1.03% 1.95% 21.28% 

        

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

Income  0.00% 1.60% 1.61% 3.23% 3.61% 1.45% 12.11% 

Capital 0.33% -0.60% 0.37% 0.82% -0.12% 4.24% 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. Portfolio characteristics, key interest rates and top holdings. 

Key Interest Rates   Characteristics Fund Benchmark 

Cash Rate 1.50%  Yield to Maturity 3.93% 1.80% 

ACGB 3 Year Bond 1.91%  Running (cash) Yield 3.88% NA 

ACGB 10 Year Bond 2.68%  Modified Duration (Years) 1.13 0.93 

ACGB 20 Year Bond 3.22%  Weighted Average Credit Rating BBB NA 

ACGB 30 Year Bond 3.53%  Number of Securities 58 242 

Yield Curve (10 Year – 3 Year) 77 bps     

Fund Facts   Top Holdings Weight Maturity 

Fund Size (m) $32.23  Cash 6.27% - 

Net Tangible Assets (NTA) $32.23  SCA Property Retail Trust 3.75% Fixed Rate Bond 3.15% Apr 2021 

NTA per unit (ex-distribution) $0.824265  Royal Bank of Canada Floating Rate Note 3.15% Feb 2021 

Distribution half-year to 30th June 1.234204 cents  Adelaide Airport Floating Rate Note 3.12% Jul 2024 

   ETSA Floating Rate Note 3.11% Oct 2017 

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

AAA 7.43%  National Australia Bank Hybrid (NABPB) 2.33% Perpetual 

AA 7.83%  Nufarm Finance NZ Limited Floating Rate Note 1.95% Perpetual 

A 30.50%  Suncorp Metway Floating Rate Note 1.89% Oct 2020 

BBB 24.06%  Goodman PLUS Trust 1.87% Perpetual 

BB 6.49  Aurizon Network 5.75% Fixed Rate Bond 1.70% Oct 2020 

B 1.97%  Aus. Pacific Airports 4% Fixed Rate Bond 1.67% Sep 2022 

NR 21.73%  Macquarie Group Hybrid (MQGPB) 1.67% Perpetual 

 

PERFORMANCE AND CHARACTERISTICS 

The Halidon Yield Enhanced Fund produced a strong return in 

July driven by the continued outperformance of corporate 

bonds. The fund rose 0.33% over the month which was 0.12% 

above benchmark. The 3-month performance was 1.00% 

(0.54% above benchmark) and 6-month 1.98% (0.93% above 

benchmark). Performance since inception remains steady at 

5.69% annualised versus the benchmark of 3.74%. 

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 4.05% is made 

up of an income return of 3.23% and capital return 0.82%. 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity edged down by 4 

basis points in July to 3.93%. The running (cash) yield declined 

to 3.88% from 4.07%. These movements reflected the lower 

sovereign bond rates and two maturities over the course of 

the month. Duration (a measure of portfolio risk) increased to 

1.13 years from 1.16 years as the cash weight increased. 

 

The Fund’s credit quality was unchanged at BBB which is above 

the minimum investment grade credit rating of BBB-.  

 

Figure 1 illustrates the Fund’s total return versus benchmark 

since inception. The chart highlights continued persistent 

outperformance over time.  
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Figure 1. Fund Performance versus Benchmark since Inception  

 
Source Contango Asset Management, Bloomberg 

 

 

MARKET PERFORMANCE AND RECAP 

After taking a hit in June, fixed income posted a modest gain 

of 0.25% (as measured by the broad-based CBA Australian 

Fixed Income Index). Further analysis of index components 

highlights that corporate bonds (non-government debt 

securities or “credit”) was driver of the driver of the gain 

despite being a smaller weight in the index relative to 

government and semi-government bonds.  

 

Table 3 illustrates that credit returned 0.51% in July and of that 

0.51%, tightening credit spreads contributed 0.24%. In 

contrast, government bonds only just management to eke out 

a positive return, posting an 0.11% gain in July. 

 

Table 3.  

 
Source: Commonwealth Bank Fixed Income Research 

 

Bonds. 

Australian government bonds performance over the month 

can best be described as “neutral”. 10-year bonds rose 8 bps 

to 2.68% whilst 3-year bonds rose 6 bps to 1.91% which saw 

the yield curve (10-year minus 3 -year yields) steepen to 77 bps 

 

There was some volatility in rates during the month with the 

Reserve Bank of Australia (RBA) discussing the neutral rate – 

i.e. the official cash rate where monetary policy is neither 

expansionary or contractionary. The neutral rate to which the 

RBA referred to was 3.50% which had the market recalibrating 

its expectations for bond yields in the latter part of July. 

However, both the governor and his deputy were quick to 

point out that this is more theory rather than any target to 

which the bank may be working toward – the result being a 

rally in bonds in the final days of July. Figure 2 best illustrates 

this.  

 

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

curve (10 year – 3 year). 

 

 
Source Bloomberg 

 

The Australian 10-year bond, yet again, underperformed the 

US 10-year treasury pushing the relative spread out by 8 bps 

to 38 bps. The US 10-year treasury closed the month at 2.29% 

(+2 bps). The political circus in the US continues to dominate 

the headlines but less and less so the markets. In July, the 

Trump Whitehouse failed to deliver on its healthcare initiative 

which, for investors, was another indication that the “pro-

growth” government is unable to execute.  

 

Credit 

Corporate bonds, in particular floating rate notes, were the 

shining light during July with spreads tightening considerably 

across the ratings spectrum. Perhaps worryingly, there 

appears to be minimal idiosyncratic movements in the space – 

i.e. the rising tide is lifting all boats with the spread between 

the best and worst performing industry sectors contracting.  

 

There were 19 deals priced in July for a total of $7.5b including 

banks and corporates. Within the corporates, John Deere 

Financial, Toyota Finance Australia, Dexus, the University of 

Technology Sydney and Adelaide Airport were among the 

issuers – the fund participated in the Adelaide Airport 

transaction. 

 

Figure 3 charts the Bloomberg AusBond BBB Index and the 

ITraxx CDS spreads. The Bloomberg AusBond BBB bounced 
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back strongly in July having been hit hard in June. Likewise the 

iTraxx CDS Index which tightened 7 bps over the month. On 

almost every metric now, credit is back to or beyond pre-

financial crisis highs (highs in value or tights in spread terms).  

 

Figure 3. Bloomberg AusBond BBB Index and iTraxx Australia 5 Year 

CDS 

 
Source Bloomberg  

 

Data 

Key data releases for Australia during the month included 

labour force and retail sales (refer Figure 4). Total new jobs 

added increased by 14k in June with the surprise being the 

uplift in employment of 62k and the decline in part-time jobs 

of 48k. Much debate in the market centres around the quality 

of Australian jobs growth with evidence that many Australians 

are under-employed and/or holding down multiple part-time 

jobs to make ends meet. A strong increase in full-time 

employment was well received by the market. The 

unemployment and participation rates remained steady at 

5.60% and 65% year on year respectively. 

 

The Australian Consumer Price Index survey for the second 

quarter was released during the month (refer bottom panel 

Figure 4). Headline inflation, at 1.90% year on year, continues 

to underwhelm investors. As described in last month’s report, 

price inflation and wages growth are some of the key 

ingredients for growth and without these it is difficult to see a 

meaningful increase in Australian (and for the that matter, 

global) GDP.  

 

Figure 5 charts the 5-year breakeven inflation rates for 

Australian, US and UK and clearly shows that in recent times, 

the market’s inflation expectations are diminishing. This is also 

reflected in the probabilities for interest rate rises declining 

markedly – no rate rises are forecast in Australia for 18 – 24 

months. 

 

Figure 4. Australian Labour Force Change, Unemployment Rate and 

CPI (year on year % lower panel) 

 
Source: Bloomberg 

 

 

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

and United Kingdom. 

 
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 July.  

 

Figure 6. Contribution to return for the month  

 
Source Contango Asset Management, Bloomberg 

 

The fund’s best performers were the most recent issues to hit 

the market in recent weeks, namely Villa World Floating Rate 

Note April 2022 and Adelaide Airport Floating Rate Note July 

2024. The supply of new securities, in particular non-banks, 

has not been able to satisfy demand given the amount of cash 

searching for high yielding assets with defensive qualities over 

the last 6 – 12 months. This technical aspect to the credit 

market continues to see primary issues perform well in the 

weeks ensuing the sale. 

 

The listed debt of Crown Resorts (CWNHA) and NAB hybrid 

(NABPB) detracted a few basis points from performance – 

CWN is experiencing difficult operating conditions whilst NAB 

and the banks continue to battle negative public perception of 

the big four. 

 

Trading, Applications and Redemptions 

Table 4 summarises the fund flows and trading over the 

period. The fund experienced net inflows during July of $951k. 

 

Trading activity was subdued with the sole trade for the month 

being the purchase of Adelaide Airports FRN 3M BBSW +145 

Jul 2024.  

 

Net applications were strong at $450k. There were two 

maturities in July which result in cash inflows of $1.5m plus 

interest owing for the final period. The net inflow to the fund 

in July was $951k. 

Table 4. Funds Flows and Trading 

Type Security Amount 

Fund Flows 

Applications  $450,543 

Redemptions  - 

Net Application (Redemption) $450,543 

Trades 

Purchases Adelaide Air. FRN +145 Jul 2024 ($1,000,000) 

   

Sales - - 

Maturities Crown Grp Fin. 5.75% Jul 2017 $1,000,000 

 Holcim Finance Aus 6% Jul 2017 $500,000 

   

Net Inflow (Outflow) $950,543 

Source: Contango 

 

Fund Breakdown 

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

asset class and sector. Cash increased from 4.47% to 6.26%% 

due the aforementioned maturities (Table 4). 

 

At the sector level, materials declined (6.70% from 8.26%) as 

did consumer services (4.82% from 7.98%) with the Holcim 

and Crown maturities. Transport increased to 6.43% from 

3.26% with the Adelaide Airports 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. 
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Figure 7. Fund breakdown  

 
 

 

 

STRATEGY AND OUTLOOK 

Despite this report detailing reasons why the market has been 

unwinding expectations for official interest increases, the fund 

remains positioned for higher rates. As indicated in last 

month’s summary, 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) and a sustainable uplift in economic growth.  

 

The more immediate driver of market interest rates is the 

marking of the beginning of the end of Quantitative Easing 

(QE) in developed markets and the subsequent unwind of 

bloated Central Banks balance sheets. QE and easy monetary 

policy played an outsized role in driving asset prices higher 

since the GFC so it makes sense that any unwind must impact 

of the downside. Whether or not the central bankers believe 

the global economies can sustain without the monetary 

stimulus will determine the pace and scale of any unwind. 

  

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 continue 

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. 

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. 

http://www.switzerassetmanagement.com.au/

