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GCI AUSTRALIAN CAPITAL STABLE FUND  
MONTHLY REPORT – APRIL 2020 

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 a private, 
boutique asset manager and corporate advisory firm that has 
significant experience across the many facets of financial markets. 
 
APIR Code DDH8305AU 
ARSN 622 419 578 
 
Fund flexibility 
This Fund can be accessed by investing directly, or indirectly, using 
the Netwealth and Macquarie Wrap platforms. 
 
Suggested investment time frame 
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 30 April 2020, the Net Asset Value of the Fund is $120,550,112.01 
(+5.67% on the 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.  
 
Fund rating  
Rated ‘Favourable’ by SQM Research December 
2018, and retained rating at 2019 review. 
 
Fees 

MER 0.40% 

Buy/Sell Spread +0.10%/-0.10% 

Performance Fees Nil 

 
Current return profile 

Running Yield 1.35% (incl. franking) 

YTM 1.00% (incl. franking) 

Margin Over Bills 1.09% (incl. franking) 

 

Portfolio characteristics 

Running Yield 1.35% 

Yield to Maturity 1.00% 

Average Margin 1.09% 

Average Years to Maturity 2.90 

Number of Securities Held 40 

Floating 75.31% 

Fixed 21.05% 

Cash 3.64% 

Duration 1.70 

Credit Duration 1.02 

 
 
Asset breakdown 

Asset Class Value $ % Weighting Avg  
Running Yield 

Cash 4,385,577.01 3.64% 0.13% 

Senior Bond 92,792,535.00 76.97% 1.06% 

Sovereign 23,372,000.00 19.39% 0.73% 

Grand Total 120,548,217.01 100.00% 1.02% 

 
 
Australian index returns 30 April 2020 

Index 1M 
Return 

3M 
Return 

12M 
Return 

Bloomberg Australia Bank Bill Index 0.05% 0.22% 1.12% 

Bloomberg Australia Gov't 3-5 Yr Index 0.04% 0.92% 3.23% 

Bloomberg Australia Composite 0-3 Yr Index 0.18% 0.63% 2.45% 

 
 
Performance to 30 April 2020 (annualised) 

  3M 
% 

6M 
% 

1Y 
% 

2Y 
% 

3Y 
% 

5Y 
% 

Since 
Incep. 

Cash Dist. 0.30 0.82 1.85 2.28 0.00 0.00 2.16 

+ Franking 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

+/- Growth (0.42) (0.47) (0.28) 0.05 0.00 0.00 0.07 

Total return  (0.12) 0.35 1.57 2.33 0.00 0.00 2.23 

Index 0.22  0.46  1.12  1.56  0.00  0.00  1.60  

 
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 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. 
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Monthly performance 
The Fund has returned 1.57% for the 12-months to April after 
recovering 61 basis points (bps) of the 88bps decline during the 
disorderly March period in all global debt markets. Aided by the 
extraordinary amount of liquidity that the RBA is providing to the 
markets, we expect that the Fund will continue to record positive 
monthly results over the next 6 months such that the annual return 
moves above 2%. 
 
Market review 
In January, prior to the government shutdown of small business, we 
warned that the combination of the drought and the fall in the 
Australian dollar would lead to higher inflation. 
  
Australian inflation 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Refinitiv Datastream 
 
It is now apparent that inflation at the household level has been rising 
sharply since the middle of 2018.  
 
When the April data is available, there is a possibility that the drought, 
the extremely weak currency and now the hoarding for the virus will 
move food and beverage inflation above 4%, and over the June 
quarter a shortage of furnishings and household equipment will also 
push these prices sharply higher. If the Australian dollar remains weak 
there is every reason to expect that inflation will move to, and remain 
at or above, the upper boundary of the RBA target zone of 2-3% for 
some time. This outcome has implications for the heavily indebted 
Australian household.  
  
The timing of the upwards turn in household inflation and the rapid 
improvement in the current account balance coincides with a fall in the 
Australian currency against the major trading partners. 
 
Australian current account balance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Refinitiv Datastream 
 

Up until the COVID-19 induced government shutdown, the Australian 
economy was beginning to see monetary policy working to turn the 
economy through an improvement in net export activity. This is the 
way monetary policy should work in a flexible exchange rate regime. 
It is highly significant that in the June quarter of 2019 the current 
account moved into surplus for the first time in 22 years. 
 
Australian dollar 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Refinitiv Datastream 
 
To date, Australia’s terms of trade and the critical RBA commodity 
price index has not declined enough to imply that the current 
account balance will return to deficit in the March quarter. Although 
the fall in the Australian dollar will cushion the impact of a decline in 
the prices of the key export commodities (iron ore and coal) we are 
likely to see some fallout from the collapse in the oil price on Australian 
LNG exports and a return to current account deficits once again. 
 
Australian terms of trade and RBA commodity prices index 

 
Source: Refinitiv Datastream 
 
For quite some time, Australia has been vulnerable to an external 
shock because it has carried an ever-increasing household debt and 
grown reliant on household consumption rather than business 
investment to support economic activity.  
 
The level of household debt in Australia is supported by a price bubble 
in residential real estate created by both the taxation policies and the 
Basel Capital Adequacy requirements. Unlike the US and the UK, 
Australia did not suffer a recession as a result of the GFC so its 
household debt to income level has been able to grow towards the 
190% level, and since the GFC the federal government has also 
increased so that debt to GDP now sits at 120%. Any rise in 
unemployment risks the beginning of the first consumer credit cycle 
downturn since 1982 and through this high debt burden exposes 
Australia to a prolonged economic contraction. 
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Australian household debt 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Refinitiv Datastream 
 
Fund positioning 
Sub type analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: GCI 
 
Over the past month the Fund has seen a strong rally across all 
floating rate maturities and a fall in the running yield due to the 90-day 
BBSW rate, against which bank floating rate bonds are margined, 
dropping to 0.13%.  
 
Although we expect that the RBA will keep rates on hold at 0.25% for 
some years, we no longer expect that bank demand for funding will 
push the BBSW rate above the 0.25% rate in the foreseeable future.  
 
During the month of April, short-dated 1-year senior bank debt rallied 
from 80bps to below 50bps and provided an opportunity to purchase 
AAA sovereign treasury bonds at 0.90% for an overall improvement in 
yield and a reduced level of credit risk. This has also meant that the 
Fund has taken a view that the Australian economy has entered a 
prolonged economic contraction and that fixed rate bonds will deliver 
a better performance than floating rate debt in this environment. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

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. 
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