
The DDH Fixed Interest Fund invests primarily in 
Australian fixed interest markets. The Fund gives 
investors access to wholesale portfolios managed 
by QIC, a leading fixed interest manager.

OBJECTIVE
The Fund’s objective is (before fees) to exceed the performance of the 
Bloomberg AusBond Composite Bond Index over the medium term by 
actively investing in a diversified, medium risk, portfolio of predominantly 
Australian and international higher yielding (sovereign and corporate) fixed 
interest securities and derivatives, through investment in the Underlying Fund.

STRATEGY
The Underlying Fund actively invests in a diversified, medium risk, portfolio 
of fixed interest securities and derivatives. The Underlying Fund is actively 
managed using a top-down approach in managing interest rate and 
credit risk. Risk is reduced by diversifying across a range of fixed interest 
securities, a spread of maturities and across a wide spread of counterparties. 
Investments are predominately Australian securities, but may include up 
to 25% exposure to international higher yielding (sovereign and corporate) 
fixed interest securities where QIC believes risk exposure would contribute 
to achieving the QIC fund’s performance and risk objectives. By adopting 
this approach QIC aims to achieve returns in excess of the benchmark. QIC 
seeks to add value through a disciplined approach to the selection of the 
investments held by the Underlying Fund.

QIC AS INVESTMENT MANAGER
DDH has appointed QIC Limited ACN 130 539 123 (QIC) as the Fund’s 
wholesale investment manager. As one of Australia’s largest wholesale 
fund managers QIC has extensive experience and capability in institutional 
investing. QIC’s structure and backing is unique amongst institutional 
investment managers while the expertise and conviction of its investment 
teams contribute to produce consistently above-average returns. For 
further information on QIC, please refer to their website: www.qic.com.
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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 QIC 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 QIC or otherwise. Past performance is not indicative of future performance.

AT A GLANCE

APIR Code DDH0006AU

Management costs 0.68% p.a.

Buy Spread +0.05%

Sell Spread -0.12%

Inception date July 2006

Minimum investment $2000 (Lump Sum)
$500 (Regular Savings Plan)

Income distribution Quarterly

FEATURES

Flexibility

Open to both direct investors and indirect
investors, who can invest in the Fund via 
Australian Money Market.

Low to Medium Risk/Return

Relatively stable returns, with a low potential for 
loss of capital.

This may suit investors with a medium term 
investment horizon, seeking a steady and 
reliable income stream.

Suggested Minimum Time Frame 3 Years

MORE INFORMATION
For more information please refer to the 
Product Disclosure Statement available 
from www.ddhgraham.com.au.

Alternatively please phone Fund Services on 1800 226 174 
between 9:00am and 5:00pm (AEST), Monday to Friday, 
or email investments@ddhgraham.com.au.

PERFORMANCE RETURN %1,2,3

Total Growth Dist

3 months 0.38 -0.75 1.13

1 year 5.41 -0.23 5.64

2 years (pa) 6.24 0.87 5.37

3 years (pa) 5.34 1.35 3.99

5 years (pa) 4.39 0.46 3.93

Inception (pa) 5.61 0.07 5.54
1. Past performance is not a reliable indicator of future performance.

2. Total Return represents unit price movements and assumes all 
distributions are reinvested; Growth Return represents unit price 
movement only; Distribution Return represents the difference between 
Total Return and Growth Return.

3. All performance figures are net of ongoing fees and expenses.

UNDERLYING FUNDS

Fund profiles for each of the Underlying Fund(s) 
will be attached at the end of each quarter (30 
Sept, 31 Dec, 31 Mar & 30 Jun):

QIC Australian Fixed Interest Fund

INVESTMENT 
MANAGER

ACTUAL ASSET ALLOCATION (%)

Cash 1.23

Australian Fixed Interest 98.77



   
 

Benchmark is the Bloomberg AusBond Composite Index. Prior to June 1998 it was the UBS Semi-Government Bond Index. Past performance is not a 
reliable indicator of future performance. Forecast results are predictions only and may differ materially from results ultimately achieved.  

 

QIC AUSTRALIAN FIXED INTEREST FUND 31 December 2020 
Returns (%)* 

  1 mth 3 mths FYTD 1 yr 3 yrs 5 yrs 7 yrs Since 
inception 

Fund -0.13 0.55 2.05 6.13 6.02 5.08 5.48 7.16 

Benchmark -0.27 -0.10 0.92 4.48 5.42 4.56 5.01 6.75 

Active 0.14 0.66 1.13 1.65 0.61 0.53 0.48 0.42 

* Fund returns are net of trust administration fees and all underlying fund expenses but gross of QIC management and any applicable performance fees 
which are charged outside the Fund. Returns greater than one year are annualised. Inception date was 20 June 1994.

• Australian nominal bond markets bear steepened modestly over the quarter, despite the easing in RBA policy in November 
• Australian credit spreads narrowed through the quarter, as global risky assets recorded one of their strongest performances 

in decades, although the pace of spread tightening began to slow as spreads hit historically tight levels in some sectors 

Performance 
The QIC Australian Fixed Interest Fund (the Fund) returned 
0.55% for the quarter, outperforming its benchmark by 0.66%.  
Key drivers of active performance for the quarter: 

• Overweight credit exposures were the key contributor, 
driven both from credit carry and a strong contribution 
from tighter spreads 

• Opportunistic strategies such as long inflation was a strong 
positive contributor, while tactical credit also contributed 
positively, driven by a steepening of the European Main 
Index 5-year versus 10-year curve, as well as long European 
Senior Financials versus short European Corporate indexes 

Market Review 
The global reflation thematic gained momentum in the final 
quarter of 2020. Markets continued to look through elevated 
COVID-19 case counts (particularly in the Northern hemisphere) 
and instead focussed on the prospect for a gradual return to 
‘normalcy’ in 2021 with the rollout of a Coronavirus vaccine. 
With a Brexit trade deal nearing resolution and the passing of 
additional fiscal stimulus in the US, the removal of key tail risks 
saw many global equity markets trading at new all-time high 
levels at the end of the year.  
As global risk sentiment gained momentum in the final months 
of the year, global bond markets remained a relative sea of 
calm, continuing their low volatility trend and exhibiting little of 
the same fireworks. Nevertheless, the optimism did deliver 
some modest rise in yields over the quarter, with US 10-year 
yields touching their highest levels since March at 0.97% early 
in December, but then traded largely range-bound into year-
end. While nominal bond market volatility remained subdued, 
the reflationary theme continued to light a fire under inflation 
markets in the final months of the year. US inflation markets 
continued to lead the way, with US 10-year breakeven inflation 
(BEI) rates rising 35bps over the quarter, ending the year at 
1.99% - the highest levels in over two years. 
Bond markets in Australia were dominated in early November 
by anticipation of further easing from the Reserve Bank of 
Australia (RBA). In the end, the delivered policy easing was 
largely factored into the market by the time of the 
announcements. The largely symbolic cash rate target was cut 
from 0.25% to 0.10%, the Yield Curve Control (YCC) target was 
reduced from 0.25% to 0.10%, as was the Term Funding Facility 
rate. Anticipation of the RBA’s actions had seen the Australian 
bond market perform strongly ahead of the November meeting. 
However, in a typical ‘buy the rumour, sell the fact’ reaction, 

Australian bonds began to underperform immediately after the 
RBA announcement. A strong reacceleration of local dataflow 
likely also played a role, particularly consumer and housing 
data. Over the quarter as a whole though, Australia still 
managed a modest outperformance against the US, with 10-
year yields rising 18bps. 10-year yields briefly poked their head 
above the 1% mark in early December but, like elsewhere, yield 
moves have not yet shown a convincing trend higher. 
Unsurprisingly, yield moves at shorter tenors remained largely 
anchored to the RBA’s YCC target level. After falling to the new 
10bps target in early November, the benchmark 3-year yield 
barely strayed far from that level, ending the quarter at 0.10%.  
Semi-Government bonds outperformed Government bonds 
strongly in the first part of the quarter, taking spreads to multi-
year tight levels. The RBA’s Quantitative Easing announcement, 
which included A$20bn of Semi-Government bond purchases 
over the coming six months was a very supportive 
development. However, as the State Budget updates were 

Active performance attribution for the quarter (bps)*\ 

 
* Dir = Directional; RV = Relative Value 

Risk measures 

  Fund Benchmark 

 Interest rate duration 
(yrs) 6.03 6.10 

 Credit spread duration 
(yrs)> 3.17 2.20 

 Yield (%) 1.03 0.70 

 Value at risk (% NAV)>> 3.50 3.50 

 Ex-ante tracking error 
(%)>> 0.38 - 

 > Credit spread duration: basis point change in NAV for a 0.01% change in credit 
spreads  >> Value at Risk (VaR) / tracking error: 1 year horizon, 1 standard deviation 
confidence interval 
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released through November, the obvious weight of issuance 
became more obvious, with the larger AAA-rated issuers of New 
South Wales (NSW) and Victoria (VIC) announcing programs 
with a significant uplift from the 2019-20 financial year. Shortly 
after, both NSW and VIC were downgraded by S&P, losing their 
AAA ratings. While some expectation of a downgrade was 
already well priced, the surprise 2-notch downgrade to VIC did 
see some knee-jerk widening. Given their strong October 
performance, spreads were tighter over the quarter as a whole, 
although have gradually leaked wider in the last few weeks. 
Western Australian spreads remains the tightest of the State 
issuers, with strong iron ore prices and relatively limited impact 
from COVID benefiting the issuer. In recent months, we have 
moved to a neutral view on the Semi-Government sector from 
our earlier overweight position. While we don’t foresee any 
obvious catalysts for significant spread widening, we do not 
believe that current tight levels of spreads offer compelling 
attractive risk/reward any further.  
Australian credit markets performed in line with global 
Investment Grade (IG) markets in the December quarter, with 
the FTSE AusBig Corporate Index ending the quarter at 93bps 
over Government yields, 28bps tighter than as at the end of the 
September quarter. Australian credit spreads received an 
additional boost during the quarter from the multiple easing 
measures announced by the RBA at the November meeting. It 
is worth noting that Australian credit spreads significantly 
outperformed global credit markets over the full year 2020, 
with spreads ending the year an impressive 12bps tighter than 
as at the end of 2019.  

Outlook and Active Positioning 
As we reflect on the year of 2020, and the deepest global 
recession in recorded history, we remain convicted that the 
return of global fiscal policy as the main lever for policymaking 
is what will matter most for markets in the coming years. 
Importantly, we do not expect a rapid return to austerity 
policies, as was the case after the 2008 financial crisis. 
Policymakers have learned their lesson. Budget deficits and 
bond supply will remain sizable compared with pre-crisis levels. 
As we begin 2021, viable vaccines allow the markets to be even 
further forward-looking and the market implications should not 
be underestimated. When taking a step back, real yields in many 
major markets are currently near their all-time lows, with 
financial conditions at their easiest level ever. Combined with 
historically high household saving rates, that combination 
provides a powerful set-up for a strong growth recovery once 
lockdowns begin to diminish more sustainably. 
The path for global inflation in the post-COVID period has been 
one of the more interesting and heated debates over the past 
year. We have maintained since the start of the COVID-19 crisis 
that inflation markets remain a very attractive opportunity set. 
We still hold that view and retain our long inflation positions, 
although with US 10-year BEI rates ending the year at their 
highest levels in over two years, the opportunity set has started 
to contract. Nevertheless, this remains one of our most non-
consensus views. However, as we expected, the debate is 
becoming mainstream and more questions are being asked 
about whether there is really some difference to this cycle.  

We expect the reflationary theme to lag in nominal bond 
markets, but they will not be immune should the reflationary 
theme continue to gather steam this year. Central banks will not 
be the cause of any rise in yields. We remain confident that they 
will be true to their word, to allow inflation to develop well 
before any tightening move. Nevertheless, we do expect 
nominal yields to gradually move higher. However, we will be 
opportunistic in timing our positioning, and retain only 
modestly underweight duration positioning (-0.07yr) until we 
gain more conviction.  

The strong recovery in recent Australian economic momentum 
has surprised even the most optimistic of forecasters. Only a 
few months ago, concerns about a fiscal cliff due to the tapering 
of government support programs abounded. Yet despite recent 
figures showing the take-up of the JobKeeper program has 
dropped to levels well below expectations, this has been more 
than matched by an acceleration in private sector wages, 
keeping overall household income growth surprisingly resilient, 
and driving a solid rebound in consumer spending into year-
end. Together with a significant pipeline of federal and state-led 
public investment next year, this sets Australia up for a very 
solid growth picture in 2021. While our baseline forecasts 
suggest that there are still several years before the risk of an 
imminent rate hike needs to be considered, longer-end rates 
will be guided by the ebb and flow of the reflationary theme, 
both domestically and offshore. As such, we expect longer-end 
yields to rise modestly in coming months, although we expect 
the RBA to move to counter any obvious under-performance of 
Australian bonds, keeping spreads to other global bond markets 
relatively capped.  

Asset composition (%) 

  Fund Benchmark 

Government 22.95 56.71 

Semi-Government 21.02 25.35 

Supranationals 7.73 10.10 

Financials 17.97 3.03 

Other Corporates 24.95 4.33 

Securitised 1.81 0.00 

Other (inc. Derivatives) 0.08 0.00 

Cash & Equivalents 3.48 0.47 

 

Rating composition (%)* 
  Fund Benchmark 

AAA 42.96 77.86 

AA 15.11 16.65 

A 18.06 2.69 

BBB 20.39 2.23 

Sub-Investment Grade 0.00 0.00 

Not Rated 0.00 0.09 

Cash & Equivalents 3.48 0.47 
*S&P, Moody’s or QIC credit rating. Sub-IG may include credit derivatives. 

Maturity composition (%) 

  Fund Benchmark 

 0-1yr 7.76 6.52 

 1-3yrs 14.37 15.62 

 3-5yrs 16.18 18.23 

 5-7yrs 25.60 17.45 

 7-10yrs 17.15 24.85 

 10+yrs 9.58 12.88 

 Other (e.g. RMBS) 5.87 3.98 

 Cash & Equivalents 3.48 0.47 
 



   
 

 
 

DESCRIPTION: The Fund is actively managed to deliver meaningful returns by actively investing in a diversified, medium risk 
portfolio of predominantly Australian and international higher yielding (sovereign and corporate) fixed interest 
securities and derivatives. 

INVESTMENT OBJECTIVE: As of 1 July 2019, the objective is to outperform the Bloomberg AusBond Composite Index over the medium 
term 

INCEPTION: 20 June 1994 SIZE: A$1,486,725,048 

CONTACT US: +61 7 3020 7082 clientservices@qic.com www.qic.com 

This Fund Commentary and the information contained in it (the “Information”) is subject to the ‘Disclaimer’ on our web site: see http://www.qic.com/disclaimer.aspx (as 
amended from time to time) as if any references to ‘website’ (or related terms) in the ‘Disclaimer’ are replaced with references to the Information, and all other necessary 
consequential amendments are made. 
Ratings by Standard & Poor’s are statements of opinion, not statements of fact or recommendations to buy, hold, or sell any securities or make any other investment decisions. 
Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services license number 337565 under the Corporations Act 2001. Standard & Poor’s credit ratings and related 
research are not intended for and must not be distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act). 

 

With IG credit indices approaching pre-pandemic levels, we now 
expect the pace of tightening to slow and to be driven 
predominately by the compression of sectors that have lagged 
the move tighter to date. While our base case remains that over 
the next twelve months credit spreads will tighten to the lowest 
levels seen since the GFC, we have slightly reduced our 
overweight view to credit to reflect current valuations. Overall 
active credit spread duration has been reduced from around 
+1.15yr at the end of the September quarter to +0.97yr 
currently. We have reduced exposures to sectors that we feel 
no longer offer compelling risk-reward at current spread levels, 
such as major bank senior paper, but also to Semi-Government 
bonds and the SSA sector (all now modestly actively 
underweight the benchmark). Nevertheless, we continue to 
expect credit markets to remain supported by the prolonged 
low interest-rate environment, ample excess liquidity, the focus 
on repairing corporate balance sheets and the ongoing central 
bank measures to facilitate the economic recovery from the 
pandemic.  
 

mailto:clientservicecentre@qic.com

