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GCI AUSTRALIAN CAPITAL STABLE FUND  

MONTHLY REPORT – JUNE 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. 
 
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 1.80% (incl. franking) 

YTM 0.92% (incl. franking) 

Margin Over Bills 1.39% (incl. franking) 

 

Portfolio characteristics 

Running Yield 1.80% 

Yield to Maturity 0.92% 

Average Margin 1.39% 

Average Years to Maturity 2.97 

Number of Securities Held 35 

Floating 55.34% 

Fixed 42.04% 

Cash 2.62% 

Duration 1.97 

Credit Duration 0.80 

 
 
Asset breakdown 

Asset Class Value $ % Weighting Average  
Running Yield 

Cash 3,198,788.41 2.62% 0.00% 

Senior Bond 69,513,073.00 56.97% 0.71% 

Sovereign 49,296,700.00 40.40% 1.09% 

Grand Total 122,008,561.41 100.00% 1.80% 

 
 
Australian index returns June 2020 

Index 
1M 

Return 
3M 

Return 
12M 

Return 

Bloomberg Australia Bank Bill Index 0.01% 0.06% 0.85% 

Bloomberg Australia Gov't 3-5 Yr Index 0.04% 0.12% 2.23% 

Bloomberg Australia Composite 0-3 Yr Index 0.14% 0.40% 1.92% 

 
 
Performance to June 2020 (annualised) 

  
3M 
% 

6M 
% 

1Y 
% 

2Y 
% 

3Y 
% 

5Y 
% 

Since 
Incep. 

Cash Dist. 0.35 0.65 1.67 2.12 0.00 0.00 2.16 

+ Franking 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

+/- Growth 0.66 (0.19) (0.27) 0.28 0.00 0.00 0.08 

Total return  1.02 0.46 1.41 2.40 0.00 0.00 2.24 

Index 0.06 0.31 0.85 1.41 0.00 0.00 1.50 

 
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 GCI Australian Capital Stable Fund performance has now 
fully recovered from the disorderly market sell-off seen in mid-
March. Over the June quarter the Fund returned a very strong 
1.02% while the BBSW index return fell to a new low of just 6 
basis points (bps) (0.06%). This outperformance is significant, 
and indicates that the current tactical approach is making an 
impact on performance in much the same way that it did in the 
first half of 2019. Further improvement in performance will be 
supported by the strong current running yield of 1.80% for the 
portfolio.  
 
Market review 
Government actions globally in response to the SARS-CoV-2 
virus have turned what would have only been a health issue 
into a true economic ‘black swan’ event. The emergence of a 
second wave of infections in June has confirmed that despite 
strong actions taken by governments to contain and eradicate 
the virus it will require either a vaccine or herd immunity to 
resolve the impact from a health perspective. Both will take a 
great deal of time. 
 
It remains our view that once the government restrictions on 
commercial activity exceeded the typical 45-day inventory 
cycle there would be a much deeper impact on the economy 
through the multiplier impact on the demand side. This may 
not be fully apparent before the December quarter. 
 
At the June meeting the RBA maintained its current policy of 
purchasing government bonds in the secondary market to 
keep the yield curve flat out to the first three years at or below 
0.30%. As expected, the benchmark curve has begun to flatten 
partly because of the potential of the virus’ second wave to 
dampen economic activity and partly due to offshore 
investors switching into Australian bonds at the longer end of 
the curve. We expect this type of switching to continue while 
the long end of the curve in Australia is still trading near a 23bp 
premium to the US yield curve. 
 
Australian benchmark yield curve 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Thomson Reuters 
 
Given the uncertain economic outlook we expect to see some 
switching out of the equity asset class and into AAA bonds in 
the months ahead that may result in a contraction of the 
margin between the 2 and 10-year government bonds. Before 
the virus crisis the spread between these 2 bonds was near 
30bps whereas it is currently at 62bps. 
 

The spread between 2-year and 10-year Treasury bonds 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source Thomson Reuters 
 
The RBA Corporate repo-eligibility facility was announced by 
the RBA early in the month but then was almost immediately 
compromised by Governor Lowe expressing that it would only 
be used if necessary. The reality is that although the list of 
repo-eligible securities has grown dramatically there has been 
no non-ADI issuer relying on the new definition of repo-
eligibility yet. Given the strength of our major banks we don’t 
see a real need for this facility. The most obvious users are 
entities such as AMP, Macquarie Group or Suncorp that have 
issued senior debt at a group level but we would certainly not 
see the repo list moving much beyond the list of issuers that 
occupy the current Australian iTraxx index. 
 
iTraxx index 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source Refinitiv Datastream 
 
Looking at it from a capital, liquidity, and corporate expertise 
perspective, we don’t believe that this type of facility will be 
necessary. It would only come into play if the Financial Web 
were at risk of collapsing, and given the fact that we have four 
strong banks in an effective oligopoly at the centre of the 
Australian Financial Web it is most unlikely this facility will 
ever be used. Even in the GFC when the US Financial Web was 
near collapse on 17 September 2008 pending IAG failing, the 
Australian Financial Web remained functional.  
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Fund positioning 
The very strong rally in major bank floating rate bonds back to 
levels below those seen in January, has provided an 
opportunity to switch into A+ and BBB+ regional senior bank 
debt and achieve a 20-30bp increase in yield. However, this 
would also mean increasing the portfolio risk at a time of great 
economic uncertainty.  
 
Over the past two months funds have progressively switched 
out of major bank senior trading at tight margins and into AAA 
sovereign Treasuries. This achieves several outcomes: 
 
 Reduces portfolio credit risk and doing so reduces the 

portfolio correlation to the equity market; 
 Improves the portfolio running yield as the sovereign bonds 

have coupons at or above 2.5%; 
 Does not add materially to duration risk as a proportion of 

the sovereign debt purchased has 1-3 years to maturity and 
this part of the curve is being kept stable by the new RBA 
curve control policy; and 

 Prepares the portfolio strategically for a move back into 
bank floating rate bonds once margins again widen. 

 
 

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. 


