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Return Attribution 

Description BP’s 

Duration 0 
 Curve +5.2 

Sector +21.0 
 

Yield Enhancement  +5.1 
 

Transaction 
costs 

Excess Return +31.3 
 

 

Exposure  

 

 

Key Characteristics 
  Fund Benchmark 

Interest Rate 
Duration (yrs) 

5.95 5.80 

Running yield + 
Rolldown (%) 

1.74 0.80 

Credit spread       
duration** (yrs) 

4.21 
 

2.19 
 

Average credit 
rating 

A+ AA+ 

Liquidity* 20% 100% 

*  Liquidity deemed available in 48 hours; includes Government and 
Semi Government bond holdings. 
** Includes credit spread duration from Semi-Government bonds. 
 
 

 

Sector
Interest 

Rate MDC

Credit 

Spread 

MDC

MV%

Cash 0.00 0.00 0.9

Govt Nominal 0.73 0.00 4.5

Semi-Gov Nom 0.92 0.92 10.9

Supra/Agencies 0.00 0.00 0.0

Corp Fin Fixed 0.47 0.47 13.7

Corp Fin FRN 0.04 1.10 32.6

Corp Others Fixed 1.29 1.29 27.4

Corp Others FRN 0.00 0.01 0.6

Covered Bonds 0.00 0.00 0.0

Derivatives Interest Rate 2.43 0.00 0.1

Derivatives CDS -0.01 -0.76 -0.4

RMBS 0.00 0.16 8.0

Money Market 0.00 0.00 1.9

Total 5.89 3.21 100.0

Fund Performance 

Period Ended                           
30 June 2020 

1 mth  Qtrly SI* 

% %  %  

Composite Portfolio 0.62 1.21 4.15 

Bloomberg AusBond 
Composite Bond Index 

0.31 0.31 3.90 

Difference 0.31 0.90 0.25 

Valuation as at month end was $325,630,918.29 

* Inception date of the new Fund was 09/07/2019. 

Returns are expressed before deducting tax and investment management fees. 

 

Portfolio Review 
Key Drivers of Portfolio Performance:  

+ Spreads on Banks and Corporates tightened 5-20bps contributing 35bps to     
performance. 

-  Bought CDS protection on iTraxx and major banks detracted 8bps from returns. 

-  Semis and Supras tightened 6-10bps versus bonds detracting 7bps from returns. 

+ Yield enhancement & roll down of quality investment grade bond holdings. 

 

Portfolio Activity and Positioning 
• Maintained a 0.15 long duration/flattening position via 10yr futures. 

• Switched 3yr major bank frn’s into a Sumitomo 5yr frn for a pickup of over 50bp 

• Bought 10yr WSO Finance 

• We have maintained the very liquid structure of the fund.  

 

Market Outlook 
• Notwithstanding still elevated global Covid-19 infection rates, markets retain their 

positive approach to risk assets but will this be sustained? 

• Overwhelming stimulus from central banks with promises to do “whatever it takes” 
to prevent an economic collapse sustains the widely held belief that the central 
bank “puts” provide investors with a bet each way. The continuing spread of the 
virus has seen markets rally on the assumption that Central Banks and 
Governments will have to provide more stimulus. 

• The economic prospects in the major western economies look a lot less positive 
and expectations of a V shaped recovery seem overly optimistic. The rebound in 
growth has been driven primarily by monetary and fiscal stimulus; at some stage 
the stimulus will have to be reduced, placing pressure on the economies to grow 
unassisted. Furthermore, the stimulus needs to be spent (circulated) to drive 
growth; to date most of the stimulus is being saved by very cautious consumers 
and businesses. 

• Unemployment has spiked to levels last seen during the Great Depression, and 
history shows that unemployment remains doggedly high for many years after an 
economy starts recovering. 

• Structural damage to economic and social life will have a negative effect on 
employment, consumer spending and business confidence for some time to come. 

• In summary, Antares are very cautious about the short to medium term economic prospects, globally and in Australia, and apply that 
caution to our management of client portfolios. 

 
Australia risks losing some of its “poster child” reputation as one of the world’s standout achievers through the epidemic. The rampant 2nd wave of 
infections in Victoria and the newly introduced 6 week lockdown are applying the breaks to the fledgling national recovery. As a result, the Government’s 
major stimulus packages such as Jobkeeper, Jobseeker, rental support and deferred mortgage repayments are likely to be extended in some format well 
past 30 September. With no overseas visitors until well into 2021 at the earliest, domestic tourism and hospitality are crucial to providing some support for 
the high employment tourism industry. The major setback in Victoria and the closing of some interstate borders is a major setback to the tourism industry. 
The rapid deterioration in China/Australia relations has yet to play out through the broader economy. Iron Ore exports remain very strong, largely driven by 
a collapse in supply from a Covid ravaged Brazil. The risk is that China ramps up its trade restrictions/penalties in sectors that hurt Australia such as 
agriculture, resources and education.  
 
 
 
 
 
 

 



 

 

Strategy  

Our strategy continues to focus on 3 key objectives: 
1. Optimising yield through carry and rolldown, focusing on the inflection points on steep curves 
2. Capital preservation by targeting credits with strong balance sheets, those issuers that are expected to be more resilience to the pandemic impact 

and an economic deterioration 
3. A strong level of liquidity that could be realised in stressed conditions 

 

Duration/Yield curve:  

With 3yr rates anchored at 25bps by the RBA and near zero return on short term securities, there is a steady reach for yield out along the yield curve 
which is flattening the curve out to 5 years. We are focusing on 3-8 year Government bonds, Semis and major banks where the curve is steepest. We are 
hedging duration by selling 3 year or 10 year bond futures, depending on the level of the 3-10 curve. 
The AOFM have announced a new 30 year Government bond to be issued in the week starting 27 July. The current Australian 2047 Government bond is 
trading at extremely attractive yield versus other sovereign 30 year bonds both on an outright and FX hedged basis, as per the table below. This should 
ensure strong offshore support for the new 30 year bond.  
The not insignificant probability of negative yields implies that longer bonds are cheap versus Fair Value. For now, with inflation risks muted we will 
continue to target flattening strategies when 10 year yields approach 1%.  
 
The following chart shows hedged sovereign 10 year bond yields for Japanese investors. The Australian Government 10 year bond hedged yield (in red) 
is at the highest level for 12 mths, driving the very strong Japanese demand for AUD bonds especially those of long tenor. 

 

 

Japanese investors can generate a 142bp yield from a hedged AUD 30 year bond, 50-100 wider than other major sovereign bonds. 

 

 

Credit: 
Credit markets have tightened considerably since their March wides. 
The Cash Bond & CDS Moves tables below show that Aus IG has rallied over the past month but still lags global credit and provides relative value. 
 
Cash Bond & CDS Moves 

 

 



 

 

Antares Fair Value Assessment 
At the peak of the market panic in mid-March, markets “leapfrogged” into Scenario 5 (Major Downside Shock, Global Deflationary Recession, Global QE). 

Central Banks then stepped in with large QE programs and Governments stepped in with “whatever it takes” fiscal spending. Markets have rallied about 

35% off their lows, moving back into Antares’ Scenario 4 (Much Slower Global Growth - Event Driven?). Markets may fluctuate between these 2 scenarios 

with the key differences being the risk of a 2nd wave of infections, the timing of the relaxation of key fiscal stimulus measures and the speed and success 

of any recovery. Scenario 4 is a recession (possibly short lived); Scenario 5 could be a depression. 

 

Credit markets have rallied strongly off the back of QE support from various central banks including direct buying of corporates in offshore markets. 

Antares’ FV for iTraxx assumes fundamental valuations of corporates less a “QE bid”. Antares modelling assesses this QE bid to be worth 70bps in 

credit spreads. Desperate investor “search for yield” is still creating a wide deviation between Antares’ fundamental FV assessment (including the 70bps 

QE adjustment) and market pricing. 

 

We have factored in 2 QE options for Scenario 5:    

1. Positive cash and bond yields and, 

2. European/Japan style negative cash and bond yields 

 

We show the 2 options as a range under Scenario 5. The probability/impact of negative rates produces FV’s well below current market pricing, implying 

the longer end is very cheap. In the event of negative rates, we assume the spread between 10 year and 30 year bonds will be 50bps, similar levels to 

Europe and Japan. Overall Market pricing suggests that investors are pricing in a mix of Scenario 4 and Scenario 5.  

 

The table below provides a summary of the respective conditions in Scenarios 4 & 5 and shows fair values based on Scenario 4 and Scenario 5 and a 
50:50 mix of Scenarios 4 & 5. 

• Scenario 4: Much Slower Global Growth - Event Driven? GDP 1%, Inflation 1%. 

• Scenario 5: Major Downside Shock, Global Deflationary Recession, Global QE, GDP -2%, Inflation -1%, possibly negative rates. 
 

Instrument 
Fair Value 

(FV) Scen 4 

 
Fair Value (FV) 

Scen 5 

 
50% Scen 4 
50% Scen 5  

(FV) 

Market 
Price 

 
50:50 FV - Market 
exp (+)/cheap (-) 

  
 

Cash (6mth forward) 0.25% 0.05 to 0.25% 0.20% 0.13% +0.07% 

3YB 0.30% 0.15 to 0.30% 0.23% 0.30% -0.07% 

10YB 0.75% 0.55 to 0.75% 0.65% 0.90% -0.25% 

30YB 1.25% 1.10 to 1.50% 1.30% 1.80% -0.50% 

3/10 Spread 0.45% 0.30 to 0.40% 0.40% 0.60% -0.20% 

iTraxx (forward contract*) 100 170 125 80+10 +35 

US 10YR 0.90% -0.20 to 0.40% 0.55% 0.65% -0.10% 

 

 

Market Movements    

1. Equity markets continued to consolidate in June with the ASX200 up 2.5% and the S&P500 up 1.8% 
2. Aus bond yields were virtually unchanged in June as central bank action continues to dampen trading ranges 
3. BBSW rates traded in a 1bp range in June with 1m and 3m rates hovering around 0.10% and 6m rates fell slightly to 0.15% 
4. Credit spreads continue to tighten in June with non-financial corporates outperforming financial corporates. Aus iTraxx tightened 14bps over the 

month to close at 88bps 
 

 

 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Contacts 
Ken Hyman 
Investment Manager 
Antares Fixed Income 
Level 20, NAB House 
255 George Street 
Sydney NSW 2000 
Ph: 02 8274 4999 

Mark Kiely 
Portfolio Manager 
Antares Fixed Income 
Level 20, NAB House 
255 George Street 
Sydney NSW 2000 
Ph: 02 8274 4999 

Reporting & Client  
Services 
Level 21, NAB House 
255 George Street 
Sydney NSW 2000 
Email: client.services@mlcam.com.au     
Phone: 1300 738 355 

 

 About Antares Fixed Income  
Antares Fixed Income (Antares) is a specialist fixed interest manager covering a range of domestic and international securities.  
Antares has managed fixed interest and cash portfolios for investors since 1990 and currently has over A$26.4 billion* in funds under management across  
a range of cash management, fixed income and liability driven investment strategies.  
Antares is focused on delivering performance objectives for our clients within a carefully managed and defined risk framework. 
*as at 30 June 2020 

 

 

 

Important information 

Antares Capital Partners Ltd ABN 85 066 081 114, AFSL 234483 (‘ACP’), is the Responsible Entity of, and the issuer of units in, the Antares Diversified Fixed Income Fund (‘the Fund’). MLC Asset 

Management Pty Ltd (ABN 44 106 427 472, AFSL 308953) is the investment manager of the Fund. An investor should consider the current Product Disclosure Statement and Product Guide for the Fund 

(‘PDS’) in deciding whether to acquire, or continue to hold, units in the Fund and consider whether units in the Fund is an appropriate investment for the investor and the risks of any investment. This report 

has been prepared in good faith, where applicable, using information from sources believed to be reliable and accurate as at the time of preparation. However, no representation or warranty (express or 

implied) is given as to its accuracy, reliability or completeness (which may change without notice). This report does not take account of an investor's particular objectives, financial situation or needs. 

Investors should therefore, before acting on information in this report, consider its appropriateness, having regard to the investor's particular own objectives, financial situation or needs. We recommend 

investors obtain financial advice specific to their situation. Past performance is not a reliable indicator of future performance. Returns are not guaranteed and actual returns may vary from any target returns 

described in this document. Any projection or other forward looking statement (‘Projection’) in this report is provided for information purposes only. No representation is made as to the accuracy or 

reasonableness of any such Projection or that it will be met. Actual events may vary materially. Any opinions expressed by ACP constitute ACP's judgement at the time of writing and may change without 

notice. An investment in the Fund is not a deposit with or liability of National Australia Bank Limited (‘NAB’) or any other member of the NAB group of companies (‘NAB Group’) and is subject to investment 

risk, including possible delays in repayment and loss of income and capital invested. Neither ACP nor any other member of the NAB Group guarantees the repayment of your capital, payment of income or 

the performance of your investment. NAB does not provide a guarantee or assurance in respect of the obligations of ACP or MLC Asset Management Pty Ltd. Bloomberg Finance L.P. and its affiliates 

(collectively, “Bloomberg”) do not approve or endorse, any information included herein and disclaim all liability for any loss or damage of any kind arising out of the use of all or any part of this material. 

 


