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Table 1. Performance as at 29th March 2018 

  1 Month 3 Months 6 Months 1 Year 
3 Years 

pa 
5 Years 

pa 
Inception 2 

pa 
Actual 

Fund1 -0.17% 0.16% 1.37% 3.27% 3.47% 3.78% 5.46% 57.85% 

RBA Cash Rate 0.12% 0.38% 0.75% 1.51% 1.72% 2.06% 2.93% 28.09% 

RBA Cash Rate + 2.00% 0.29% 0.88% 1.76% 3.56% 3.77% 4.11% 5.00% 52.00% 

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

Income  0.00% 0.00% 1.64% 3.28% 3.29% 3.98% 4.77% 49.15% 

Capital -0.17% 0.16% -0.28% -0.01% 0.18% -0.20% 0.69% 8.69% 

   
1.  After fees and before tax 
2.  Inception date 31st August 2009 
 

 
Table 2. Portfolio characteristics, key interest rates and top holdings. 

Key Interest Rates   
Change 
MoM 

 Characteristics 

Cash Rate 1.50% -  Yield to Maturity 3.90% 

ACGB 3 Year Bond 2.05% -0.03%  Cash (running) Yield 4.16% 

ACGB 10 Year Bond 2.60% -0.21%  Modified Duration (Years) 1.20 

ACGB 20 Year Bond 2.99% -0.20%  Weighted Average Credit Rating BBB 

ACGB 30 Year Bond 3.20% -0.20%  Number of Securities 60 

Yield Curve (10 Year – 3 Year) 55 bps -17 bps  1. Weighted average credit rating of the Bloomberg AusBond Composite 0-3 Year Index 

Fund Facts   Top Holdings Weight Maturity 

Fund Size (m) $32.44  SCA Property Retail Trust 3.75% Fixed Rate Bond 3.16% Feb 2021 

Net Tangible Assets (NTA) $32.44  Royal Bank of Canada Floating Rate Note 3.15% Apr 2021 

NTA per unit (after fees, before tax)) $0.825900  Adelaide Airport Floating Rate Bond 3.14% Jul 2024 

Cash distribution half-year to 31st Dec 1.2766cps  Verizon Floating Rate Note 3.11% Feb 2023 

Credit Exposure (S&P Long Term)  Nissan Financial Services Floating Rate Note 3.10% Oct 2018 

AAA 2.66%  Commonwealth Bank of Australia Hybrid (CBAPD) 2.91% Perpetual 

AA 9.36%  National Australia Bank Hybrid (NABPB) 2.28% Perpetual 

A 30.41%  Nufarm NZ Finance Ltd Floating Rate Note  1.98% Perpetual 

BBB 28.53%  Lend Lease Finance 5.50% Fixed Rate Bond 1.92% Nov 2018 

BB 6.38%  Suncorp Metway Floating Rate Note 1.89% Oct 2020 

B 1.92%  Cash  1.69% - 

NR 20.73%     

 

PERFORMANCE AND CHARACTERISTICS 

March proved a difficult month for the Halidon Yield Enhanced 

Fund with the Fund returning -0.17%, its first negative return 

since November 2015. Table 1 highlights the Fund’s returns 

relative to both the RBA Cash Rate and the RBA Cash Rate 

+2.00% (note all Fund returns are calculated net of fees but 

before taxes). The table highlights that the Halidon Yield 

Enhanced Fund investment strategy consistently outperforms 

the RBA Cash Rate and, whilst modestly behind the RBA Cash 

Rate +2.00% hurdle over a short/medium term, has out-

performed over the long-run. 

 

The breakdown in returns is also shown in Table 1 and 

considers the return from the investors’ perspective. The Fund 

paid a 1.2766 cent per unit cash distribution for the half-year 

ending December (0.0826 cents per unit franking credits).  

 

The 1-year total return of 3.27% is made up of an income 

return of 3.28% and capital loss of -0.01%. Since inception the 

fund has delivered an income return of 4.77% per annum with 

a 0.69% capital gain (total return 5.46%). 

 

Table 2 highlights the key fund characteristics and benchmark 

interest rates. The Fund’s yield to maturity fell slightly in 

March to 3.90% (3.93% February) as did the cash (running) 

yield decrease by 0.015% to 4.16%. The falls in both reflect a 

reflect a rally in market interest rates during the month (see 

Market Performance and Recap). 

 

Modified Duration (a measure of portfolio risk) was little 

changed on the month at 1.20 years (1.21) whilst the Fund’s 

weighted average credit quality remained BBB (investment 

grade, S&P Long Term).  



INVESTMENT COMMENTARY MARCH 2018 

Switzer Asset Management (AFSL 312247) 

Figure 1 illustrates the Fund’s total return versus both the RBA 

Cash Rate and the RBA Cash Rate +2.00% since inception. 

 

Figure 1. Fund Performance relative to both RBA Cash and RBA Cash 

+2.00% since Inception  

 
Source Contango Asset Management, Bloomberg 

 

 

MARKET PERFORMANCE AND RECAP 

“Volatility” is the word that best describes interest rate and 

equity market movements in March. As is typically the case, 

the US markets led global markets – US 10-year treasuries 

rallied 11 basis points (bps) to 2.78% whilst the S&P 500 Index 

lost 1.22% in value. Australia experienced even greater 

volatility with 10-year bonds rallying 20 bps to 2.60% and the 

ASX 200 Index losing 4.27% 

 

Geopolitics seems to be a consistent key driver of markets 

since The Donald became the 45th President of the United 

States – March will be marked as the beginning of a trade war 

with China and the month that saw key White House staff 

depart en masse only to be replaced by mostly unproven and, 

in several cases, controversial figures, hardly ingredients for 

market stability. Britain and its Allies have been drawn into tit-

for-tat diplomatic expulsions whilst China has appointed a 

President for life… 

 

However, more specific reasons can be attributed to market 

movements, including –  

 

- Equities: Facebook data breaches and influence 

that the likes of Cambridge Analytica has had on 

key events including elections. A technology 

“contagion” has transpired since; and  

- Interest rates: The Australian – US 10-year bond 

spread inverted in February (Australian 10 -year 

yields fell below the US) and moved abruptly to 18 

bps in March taking the long-end of curve with it. 

Australian 3-year bonds remain anchored at around 

2.00% (10-3 spread flattened dramatically) implying 

RBA Cash Rate on hold for 12-months. 

Credit markets didn’t escape the volatility. Global tensions 

combined with strong primary market activity has caused 

bond investors to play an increasingly cautious hand. Evidence 

of this in Australia can be seen by new issue premiums 

increasing by some 30 bps (in the case of financials) whilst 

secondary spreads have widened (more on this below).  

 

Table 3 highlights the performance of the broader Australian 

fixed income market as represented by the CBA Fixed Income 

Index. The table shows that the broader index rose 0.92% in 

March with government bonds leading the rise (remember 

yields down, value up). The move lower in rates saw 

government bonds performance best whilst corporate bonds 

performed worst thanks to the negative impact of wider credit 

spread overshadowing a positive duration impact. Within the 

corporate bonds, floating rate notes lagged. 

 

Table 3. CBA Fixed Income Index Return Breakdown 

 
Source: Commonwealth Bank Fixed Income Research 

 

Bonds. 

As described above, the Australian government benchmark 

10-year bond fell 0.20% to 2.60% whilst the 3-year declined 

0.03% to 2.05% in March. The yield curve (10-year minus 3 -

year) flattened dramatically to 55 bps versus 72 bps in the 

prior month. With short rates anchored at 2.00% and below 

and flat curve, the market has discounted the probability of 

any move higher in the RBA Cash Rate in the next 12-months. 

Key rates are illustrated in Figure 2 below. 

 

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

curve (10 year – 3 year). 

 
Source Bloomberg 
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Credit 

Having recovered lost ground post, the 2008 Global Financial 

Crisis and held firm throughout 2017 and into early 2018, 

investors are clearly beginning to show caution in the sector. 

The rate of increase in the US credit indices is slowing and 

locally, Australia indicators are widening (wider spreads being 

a negative driver of value). This is illustrated in Figure 4 which 

shows the Australian 5-year Credit Default Swap moving 

rapidly higher in March. Credit fundamentals (corporate 

profitability and balance sheets) remain strong. Technical 

indicators are now driving credit markets.  

 

Within the Australian investment grade credit universe, the AA 

and A+ (S&P Long-term) credit bands performed best during 

the month followed by the BBB band. Issuance for the month 

was well below average at $3.7b across 14 transactions.  

 

Figure 4. Bloomberg AusBond BBB Index (purple), Bloomberg AusBond 

AA- to AA+ Index (green) and iTraxx Australia 5 Year CDS 

 
Source Bloomberg  

 

Data 

Table 4 lists the major economic data releases for March.  

 

Local data during the period provided no major direction for 

markets. 4Q GDP disappointed at 2.40% whilst building 

approvals, company profits, employment and confidence was 

marginally better. Overall, data provided investors with no 

evidence that the RBA will be pressured to change monetary 

policy settings before the end of this year and possibly not 

until into 2019. The market is currently pricing in a 25% 

probability of a 25 bps rise in the official cash rate in November 

2018, pushing up to 50% by February 2019. 

Table 4. Key Economic Releases for March (Australia) 

Event Period Actual Prior 

Melbourne Institute of 
Inflation yoY 

Feb 2.10% 2.00% 

Company Operating Profits 
QoQ 

4Q 2.20% -0.20% 

Building Approvals YoY Jan 12.00% -5.50% 

Retail Sales MoM Jan 0.10% -0.50% 

RBA Cash Rate Target Mar 1.50% 1.50% 

GDP YoY 4Q 2.40% 2.80% 

NAB Business Confidence Feb 9 12 

Westpac Consumer 
Confidence 

Mar 103.0 102.7 

House Price Index YoY 4Q 5.00% 8.30% 

Unemployment Rate  Feb 5.60% 5.50% 

Full Time Employment 
Change 

Feb 64.9k -49.8k 

Part Time Employment  Feb -47.4k 65.9k 

Source: Bloomberg 

 

 

CONTRIBUTIONS TO RETURN AND FUND BREAKDOWN 

Figure 5 highlights the top and bottom 5 securities ranked by 

contribution to the fund’s total return during March.  

 

The best and worst portfolio performers during the period 

reflected the market movements described above. The large 

fell in Australian equities manifested itself the Fund’s listed 

investments, in particular hybrids (financials) with Nufarm 

Finance NZ, CBA Challenger and Bendigo Bank the largest 

detractors. The gainers were mostly the longer dated fixed 

rate investments that gained from the duration impact of the 

fall in long dated market yields. Westlink 2027’s and Stockland 

2022’s were the largest contributors. 

 

Figure 5. Contribution to return for the month  

 
Source Contango Asset Management, Bloomberg 

 

NUFAU Float PERP

CGFAU Float PERP

CBAAU Float PERP

BENAU Float PERP

MELAIR 4 09/15/22

SGPAU 4 ½ 11/23/22

NISFAU Float 10/23/18

WSOFIN 4 ½ 03/31/27

APAAU Float 09/30/72

WSOFIN 4 ½ 09/30/27
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Trading. 

Table 5 summarises trading over the period. There was no 

trading activity during March. 

 

Table 5. Trading 

Type Security $  

Trades  
Bond Face 

Value 

Purchases   

   

Maturities   

Est. Net Proceeds from Investing Activity  

Source: Contango 

Fund Breakdown 

Figure 6 charts the breakdown of the fund month end by both 

asset class and sector. 

 

There were no significant changes to the Fund composition 

over the period. 

 

Banks make up the largest sector exposure. 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 6. Fund breakdown – by type and sector 

 
 

 

 

STRATEGY AND OUTLOOK 

March was an unusual month in that long-dated market 

interest rates rallied hard (yields down, value up) whilst 

credit spreads widened (wider credit spreads, value down), 

i.e. two opposing forces. For Halidon, the overweight to both 

credit and floating rate bonds detracted from month on 

month performance. 

 

That said, global economic conditions have been slowly 

improving and signs of modest inflation gains are evident 

across the developed markets. Employment, business and 

consumer confidence is steady. The world’s largest economy 

has seen its Central Bank begin to unwind a decade of 

quantitative easing and expansionary monetary policy with 

Federal Reserve increasing in the Fed Funds Target rate twice 

since mid-2017. The RBA is looking for positive economic 

indicators that justify tighter policy, lifting the cash off 30-

years lows. 

 

We continue to remain constructive on the credit markets 

overall from both a fundamental (corporate sector) and  

 

technical (supply and demand) viewpoint. We are long-term 

investors and, as such, the Fund continues to be positioned 

for higher market interest rates. 

 

The Fund’s investment objective of providing a regular and 

sustainable income whilst preserving capital necessitates a 

defensive investment strategy and when blended with other 

higher risk asset classes, pushes investors closer to their 

Efficient Frontier (maximum expected return per unit of risk). 

 

 

 

Jarrod Deakin.  

Portfolio 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 

 

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


