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Fund	Details	
DDH	Graham	Limited	(DDH)	is	the	responsible	entity	of	the	Fund.	As	
responsible	 entity,	 DDH	 is	 responsible	 for	 the	 management	 and	
administration	of	the	Fund;	including	the	issue	of	the	Fund’s	Product	
Disclosure	 Statement	 and	 all	 other	 public	 announcements	
concerning	the	Fund.		

DDH	has	appointed	GCI	Australia	Pty	Ltd	ABN	68	140	364	576	(GCI)	
as	 the	 Fund’s	 outsourced	 investment	 manager.	 GCI	 is	 an	
independent	boutique	asset	manager	and	corporate	advisory	 firm	
that	has	 significant	experience	across	 the	many	 facets	of	 financial	
markets.	

APIR	Code	DDH0001AU	
ASRN	108	161	575	
	

Suggested	Investment	Timeframe	
The	Fund	is	best	suited	to	investors	who	seek	a	low	to	medium	risk	
investment	over	a	1	to	3-year	period.	
	

Information	on	the	Fund	
At	29	December	2017,	the	Net	Asset	Value	of	the	Fund	was	
$57,667,867.81	(+1.09%	on	previous	month).		
	

Benchmark	
Bloomberg	Australia	Bank	Bill	Index	
	

	
Description/Strategy	
The	 Fund’s	 investment	 strategy	 is	 to	 identify	 appropriate	
investments	that	are	expected	to	generate	a	sufficiently	high	yield,	
commensurate	with	 the	 assumed	 risk,	with	minimum	 volatility	 of	
returns.	The	Fund	consists	of	a	core	portfolio	constructed	with		
reference	to	macroeconomic	factors.	
	

Investment	Objectives	
To	provide	income	and	capital	stability	and	a	high	degree	of	liquidity	
in	 all	 market	 conditions.	 The	 total	 return	 will	 mainly	 comprise	
income	from	security	income	payments.	The	target	rate	of	return	is	
the	Bank	Bill	Swap	Rate	plus	1.5%	before	fees.		
	
	
Performance	to	29	December	2017	
	
Returns	are	calculated	using	exit	prices,	and	are	calculated	after	all	fees	have	been	deducted	with	distributions	included	
and	no	allowance	made	for	tax.	The	‘distribution’	component	 represents	the	amount	paid	by	way	of	distribution,	
including	net	realised	capital	gains.	Numbers	may	not	sum	due	to	rounding.	Benchmark	is	the	Bloomberg	 Australian	
Bank	Bill	Index.	
	

The	Fund	started	investing	in	December	2017.	We	will	document	the	
performance	history	of	the	fund	over	time	but	being	a	new	fund,	this	
information	 is	 limited.	 The	 fund	 has	 had	 an	 increase	 in	 assets	 of	
1.09%	with	performance	equating	to	0.25%	of	this.	
	
	
The	inception	date	of	the	Fund	was	December	2017.	 Total	 includes	 cash	distribution,	 franking	 credits	 and	growth.	
Past	performance	is	not	an	indicator	of	future	performance.	

	
	
	
	
	
	

Fund	Rating		
Being	new,	the	fund	is	currently	unrated.		
	
Current	Return	Profile	
Running	Yield:	 3.31%	(incl.	franking)	
YTM:	 3.37%	(incl.	franking)	
Margin	over	bills:	 1.52%	(incl.	franking)	
	
Portfolio	Characteristics	

Running	Yield	 3.31%	

Yield	to	Maturity	 3.37%	

Average	Margin	 1.52%	

Average	Years	to	Maturity	 	2.24		

Number	of	Securities	Held	 	14		

Fixed	 98.96%	

Floating	 0.00%	

Cash	 1.04%	

Duration	 0.11	

Credit	Duration	 	3.05		
	

	
Top	5	Holdings	as	at	29	December	2017	
	

Code	 Name	 %	Holding	

AU3FN0025235	 BOQ	2.77%	06/11/2019	FRN	 8.767%	

+AU3FN0037529	 Suncorp	Metway	Ltd	
16/08/2022	

8.745%	

+AU3FN0039251	 NAB	Limited	BBSW+80bps	10	
Feb	2023	 8.711%	

+AU3FN0040291	 Macquarie	Bank	Limited	
15/12/2022	

8.680%	

AU3FN0034005	 CBA	2.81%	17/01/2022	FRN	 7.091%	

TOTAL	 	 41.99%	
	
	
Australian	Index	returns	to	29	December	2017	
	

Index	 1	month	
return	

3	month	
return	

12	
month	
return	

Bloomberg	Australia	Bank	Bill	Index	 0.14%	 0.42%	 1.75%	

Bloomberg	Australia	Gov't	3-5	year	
Index	 (0.61)%	 0.63%	 2.01%	

Bloomberg	Australia	Composite	
Index	0-3	year	 (0.09)%	 0.53%	 2.25%	

ASX	Bonds	and	Hybrids;	All	Issues	 1.03%	 2.17%	 7.72%	

	 	 	 	 	
	
	
	
	



	
	

	
Market	Commentary	
	
The	large	inflow	of	new	money	into	the	fund	near	the	end	of	
December	was	fully	invested	in	a	range	of	floating	rate	Senior	
Bank	securities	with	a	high	degree	of	liquidity.	At	this	stage,	
the	portfolio	has	been	strategically	positioned	in	low	duration	
bonds	 with	 mostly	 a	 AA-	 credit	 rating.	 Yield	 has	 been	
sacrificed	in	order	to	minimise	risk	over	the	Christmas	holiday	
period.	Over	the	next	few	months	higher	yield	securities	will	
be	added	to	the	portfolio	and	the	average	credit	rating	is	likely	
to	move	from	AA-	to	A.	
	

	
	
The	effective	running	yield	of	the	portfolio	is	currently	3.37%.	
As	the	securities	are	short	dated	and	floating	rate	there	is	no	
sensitivity	 to	 a	 change	 in	 the	 shape	 of	 the	 yield	 curve.	We	
expect	Senior	Margins	to	expand	on	a	3	to	5-year	basis	out	
from	the	current	average	near	75	bps	to	85	bps	over	the	next	
three	months	and	possible	out	to	110bp	over	12	months.	The	
funds	sensitivity	to	a	move	in	credit	margins	out	to	100bp	is	
estimated	at	0.64%.	
	

	
	
	
In	 2018	 we	 will	 be	monitoring	 a	 number	 of	 markets	 and	
economic	indicators	
		
1. US	 10-year	 Bond	 yield	 –	The	 US	 Federal	 Reserve	 rate	

increases	 over	 the	past	 year	 brought	 about	 a	 selloff	 in	
short	term	securities,	but	there	was	a	very	little	change	
at	the	long	end	with	Us	10-year	yield	moving	just	5	basis	
points	higher.	This	 is	 the	 lowest	 level	of	volatility	 in	40	
years.	 The	market	 now	expects	 the	 Federal	 Reserve	 to	
raise	 the	official	 interest	 rate	 to	2.75%	over	 the	next	2	
years,	but	 remains	sanguine	on	the	outlook	 for	 the	10-
year	 bond	 yield.	 The	 dominant	 view	 currently	 is	 that	
short	rates	will	rise	and	long	rates	will	remain	steady	so	

that	the	yield	curve	will	 flatten.	There	is	also	a	growing	
view	that	the	curve	may	turn	inverted	at	some	point	 in	
the	year	ahead.	Our	view	is	that	provided	the	USD	does	
not	move	substantially	higher,	 the	US	economy	 is	on	a	
stronger	growth	path	than	we	have	seen	for	many	years	
and	 this	 will	 mean	 that	 the	 yield	 curve	 will	 retain	 a	
positive	shape.	The	shorter	end	of	the	curve	may	be	quite	
flat,	however,	the	long	end	should	remain	at	a	premium	
reflective	of	the	US	Economy’s	strength.	Picking	the	10-
year	yield	12	months	ahead	is	always	difficult,	but	a	move	
from	the	current	level	of	2.45%	to	at	least	3%	is	possible	
and	likely.	

		
2. The	margin	between	the	Australian	and	US	10-year	

bond	 yields	 –	Over	 the	 12	 months	 the	 margin	
between	 the	 Australian	 and	 US	 10-year	 yields	 has	
ranged	from	16	basis	points	to	50	basis	points.	This	
is	a	significant	range	that	had	a	material	 impact	on	
returns	at	different	points	in	the	year.	Estimating	the	
margin	between	the	two	bonds	will	be	one	of	the	key	
challenges	 this	 year.	 It	 would	 be	 reasonable	 to	
assume	that	at	least	the	16	basis	points	margin	will	
be	maintained,	but	some	participants	are	forecasting	
a	zero	or	negative	margin.	
	

3. Bulk	Commodity	prices	–	The	big	surprise	 last	year	
was	how	well	Iron	and	Coal	ore	prices	held	up	over	
the	 entire	 year.	 This	 had	 a	 significant	 impact	 on	
Australia’s	 National	 Income	 and	 GDP.	 Australia	 is	
now	heavily	 dependent	 on	 the	 income	 from	 these	
two	commodities.		

	
4. Australian	Dollar	–		We	expect	that	a	combination	of	

higher	US	rates,	a	tight	margin	between	the	US	and	
Australian	 10-year	 yield	 and	 a	 pullback	 in	 bulk	
commodity	 prices	 will	 push	 the	 Australian	 Dollar	
substantially	lower	over	the	next	12	months.	This	has	
significant	 implications	 for	 the	 economy	 and	 the	
bond	markets.	

	

	
	
5. Household	 consumption	–			 The	 biggest	 contributor	 to	

Australia’s	GDP	is	household	consumption.		The	Treasury	
expects	 consumption	growth	 to	 rebound	 strongly	 from	
the	1.7%	in	the	12	months	to	March	to	3%	pa	and	for	the	
next	5	years.	The	RBA	share	a	similar	view.	“The	forecasts	
assume	that	households	will	sustain	consumption	growth	
in	a	period	of	moderate	income	growth	by	reducing	their	
rate	 of	 saving	 gradually	 over	 the	 coming	 year,”	 the	
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Reserve	Bank’s	monetary	policy	 statement	 said,	 shortly	
after	the	Budget	announcement.	The	RBA	can	justifiably	
look	at	the	chart	below	and	gain	some	confidence	from	
the	way	 Australians	 ran	 down	 their	 savings	 to	 support	
consumption	between	1991	and	2000	but	the	difference	
today	is	that	wages	growth	is	declining.	

	

	
	
Both	 the	 RBA	 and	 Treasury	are	 counting	 on	 a	 confident	
household	sector	offsetting	weak	wage	growth	by	spending	a	
larger	share	of	their	earnings	and	running	down	their	savings.	
Not	 only	 does	 this	 ignore	 the	 ageing	 baby	 boomer	
demographic	 but	 any	 fall	 in	 house	 prices	 or	 rise	 in	 energy	
costs	will	put	this	forecast	in	real	jeopardy.	
	
6. Business	Investment	&	Wages	Growth	–	The	decline	in	

wages	 growth	 since	 the	 GFC	 is	 a	 global	 phenomenon	
driven	by	the	decline	in	Business	Investment.	In	Australia,	
the	pattern	of	business	 investment	 is	quite	 simple.	We	
now	 really	 only	 have	 a	 comparative	 advantage	 in	 the	
production	 of	 Iron	 and	 Coal	 ore	 (previously	 we	 could	
have	 included	 LNG)	 so	 when	 the	 price	 of	 these	
commodities	 fell	 business	 investment	 and	 then	 wages	
growth	began	to	decline	 in	2013.	The	recent	pick	up	 in	
Business	 Investment	 is	 unlikely	 to	 prove	 sustainable	
given	our	outlook	for	Bulk	Commodity	prices	

	
		
7. Credit	 Margins	 -	There	 is	 a	 correlation	 between	

corporate	 credit	 margins	 and	 the	 equity	 market	 that	
should	 be	 appreciated.	 A	 tightening	 of	 credit	 margins	
reflects	 a	 perception	 that	 corporate	 earnings	 are	
improving	 so	 there	 is	 less	 risk	 of	 a	 default.	 Stronger	
earnings	support	higher	equity	prices.	In	2007	the	credit	
margins	began	to	expand	months	ahead	of	the	October	
2007	 peak	 in	 the	 equity	 market.	 We	 need	 to	 watch	
carefully	 both	 the	 change	 in	 the	 fixed	 yield	 curve	 and	
corporate	 credit	 margins	 in	 the	 months	 ahead.	
	
Our	view	remains	that	the	RBA	will	 remain	on	hold	 in	
2018.	 In	 the	 past	 few	 years	 the	 RBA	 has	 responded	
quickly	to	a	decline	in	Building	Approvals	and	cut	rates.	
This	 resulted	 in	 a	 further	 rise	 in	 house	 prices	 and	 a	
muted	reaction	from	Business	Investment.	This	year	we	
believe	that	the	RBA	will	leave	rates	on	hold	despite	a	
probable	drop	 in	Building	Approvals	 and	 instead	 let	 a	
decline	 in	 the	 AUD	 provide	 the	 export	 sector	 with	 a	
price	stimulus.	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

DISCLAIMER	
This	document	is	not	a	recommendation	to	acquire	a	particular	financial	product.	The	information	in	this	document	is	of	a	general	nature	only.	DDH	Graham	Limited	(DDH)	has	not	taken	
into	account	the	investment	objectives,	financial	situation	or	particular	needs	of	any	particular	person	or	entity,	when	preparing	this	document.	Persons	should	refer	to	the	Product	Disclosure	
Statement	of	this	product	(available	from	www.ddhgraham.com.au)	and	seek	professional	advice	before	relying	on	the	information.	Information	used	in	this	publication	has	been	prepared	
in	good	faith	by	DDH	Graham	Limited.	However,	neither	DDH	Graham	Limited	or	GCI	Australia	Pty	Ltd	warrant	the	accuracy	of	the	information,	and	to	the	extent	permitted	by	law,	disclaim	
responsibility	for	any	loss	or	damage	of	any	nature	whatsoever	which	may	be	suffered	by	any	person	directly	or	indirectly	through	relying	upon	it,	whether	that	loss	or	damage	is	caused	by	
any	fault	or	negligence	of	either	DDH	Graham	Limited	or	GCI	Australia	Pty	Ltd	or	otherwise.	Past	performance	is	not	indicative	of	future	performance.	


