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Investment objective 

The Australian Fixed Interest Fund aims to outperform the Bloomberg AusBond Composite 
0+ Yr Index over the medium term (before fees) by using an active investment strategy. 

Fund performance to 31 July 2019 

 

Fund highlights 

Global bond yields traded in a tight range over the month of July. Stronger US data drove a 
modest selloff in US Treasury bonds over the first half of the month, with the nonfarm 
payrolls report, consumer price index (CPI), and retail sales all surprising to the upside. 
However, monetary policy guidance and ongoing geopolitical concerns ultimately 
outweighed the relative strength in US data, with bonds retracing their earlier moves over 
the latter half of the month. Media reports that Iran had seized a British oil tanker in the 
Strait of Hormuz, new UK Prime Minister Boris Johnson’s pledge to leave the Euro bloc 
with no deal if the EU are unwilling to compromise on the Irish backstop, and the stalling of 
US-China trade negotiations all contributed to growing uncertainty around the macro 
backdrop. 

Furthermore, central banks have continued to provide additional policy support, with the 
Bank of Korea, Indonesia, and South Africa all trimming their cash rate during the month. 
The European Central Bank (ECB) kept rates unchanged but updated their forward 
guidance to reflect that rates could move lower in the near term, and noted in the press 
statement that the ECB is looking at all available options including rate tiering and further 
asset purchases. US Federal Reserve (Fed) Chair Powell maintained a dovish message in 
his mid-month testimony before Congress and followed through at the end of July with the 
Fed delivering their first rate cut in over a decade. In addition, they announced the end of 
balance sheet rundown effective 1 August, though the easing was not consensus with two 
voters dissenting. While the post-meeting statement justified the rate cut as necessary due 
to the ‘implications of global developments for the economic outlook as well as muted 
inflation pressures’, Powell described it as a ‘mid-cycle adjustment’ rather than the start of 
an extended rate cutting cycle, leaving the medium term trajectory for the cash rate 
uncertain. 

Benchmark 10 year US Treasury bond yields closed the month 1bp higher in yield at 
2.01%, while 10 year German bunds rallied 11bps to end at record yield lows of -0.44%. 
Australian Commonwealth Government Bonds (ACGBs) outperformed equivalent global 
maturities in July as expectations for further monetary policy easing increased, with the 10 
year AU-US spread closing near range lows at -82bps. After cutting rates 25bps at the 
June meeting, the Reserve Bank of Australia (RBA) followed through with a second cut 
early in July, noting that they will continue to adjust monetary policy ‘if needed’. Later in the 
month, RBA Governor Lowe said that it would be ‘reasonable to expect an extended period 
of low interest rates’. BBSW rates and the overnight index swap (OIS) rate continued to fall 
over the month with terminal cash rate expectations falling from 0.68% down to 0.50% over 
the month and several prominent economists updating their RBA forecasts to include 2 
additional 25bp cuts by early next year. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 month (%) 1.02 0.95 0.07 0.97

3 months (%) 3.93 3.74 0.19 3.81

1 year (%) 10.85 10.44 0.41 10.31

2 years (% pa) 7.08 6.65 0.43 6.57

3 years (% pa) 4.81 4.30 0.51 4.32

5 years (% pa) 5.74 5.20 0.54 5.24

Total gross 

fund returns

Benchmark 

returns

Total gross 

excess returns

Total net fund 

returns*

Past performance is not a reliable indicator of future performance. Total returns are calculated based on changes in net asset 

values and assumes the reinvestment of distributions. The Fund is benchmarked against the Bloomberg AusBond Composite 

0+ Yr Index.

*Total net returns are quoted after the deduction of all fees and expenses. Due to individual c ircumstances, your net returns 

may differ from the net returns quoted above.

Key contributors to monthly performance
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Security Selection

Sector Rotation

Duration

bps

Asse t a lloc a tion by se c tor^ %

Government 31.4

Corporate 34.8

Semi- government 15.6

Cash and Equivalents 18.2

^Asset allocation is based on physical exposure

*Exposure resulting from use of derivatives
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Benchmark 3 year ACGBs rallied 15bps over the month to close at 0.81% while 10 year 
bond yields ended 14bps lower at 1.19%. Australian credit and semi-government securities 
also experienced strong performance through July with investors encouraged by signs 
monetary policy will remain accommodative for some time. In addition, the Australian 
Prudential Regulation Authority (APRA) released their response to submissions on total 
loss absorbing capital, with the Tier 2 requirement reduced to 3% from expectations of 4-
5%, providing more clarity to the market.    

The Fund outperformed the benchmark this month, driven by security selection and sector 
rotation. 

Security selection 

Within the semi-government portion of the Fund, we reduced our AA versus AAA issuer 
position, selling shorter dated Queensland bonds into Victorian which offered better relative 
value. While the macro environment continues to favour the lower rated states, issuer 
spreads have materially compressed over the past year and we see limited opportunity for 
further convergence.  

Additionally, the Fund was active in ACGBs throughout July. We added exposure in the 20 
year part of the curve, viewing 10s20s as too steep relative to 3s10s.  

The Fund’s overweight to the financial sector was again a major contributor to performance 
as spreads of major bank senior and subordinated debt tightened further in July. Holdings 
in residential mortgage-backed securities also helped drive the outperformance as spreads 
narrowed. 

In the Australian primary market, there was a couple of large issues worth noting which 
included Mizuho, Toronto-Dominion and Macquarie issuing a total of $1bn, $1.25bn and 
$1.35bn worth of fixed and floating rate notes, respectively. In the financial sector, there 
were a number of new issues by Bank of Montreal, United Overseas Bank, Suncorp, ANZ, 
CIBC Australia, ME Bank and Heritage Bank. In the corporate market, the notable deals 
included $200m by GPT Wholesale Office Fund and $350m by Ausnet. In the structured 
market there were new issues by People’s Choice Credit Union, Metro Finance and 
RedZed. The Fund participated in the new issues from Toronto-Dominion, Bank of 
Montreal, Macquarie, GPT Wholesale Office Fund, United Overseas Bank, ANZ, Suncorp 
and Ausnet. In addition, the Fund also participated in new deals in the structured market 
from People’s Choice Credit Union and Metro Finance. 

Sector rotation 

The Fund began the month underweight to the semi-government sector, with this position 
modest in size and driven by the unfavourable near term supply outlook. This positioning 
detracted from performance as semi-government spreads tightened sharply early in July, 
triggered by the broader risk rally in credit as increased central bank accommodation 
prompted investors to return to a ‘chase for yield’ mindset. With spreads currently hovering 
around their tightest levels in over a year, and material supply yet to come to market, we 
continue to favour an underweight to the sector and have gradually increased the size of 
the short over the month.  

The Fund’s overweight credit position positively contributed to performance in July as a 
confluence of factors contributed to the rally in the Australian credit market, including the 
RBA rate cut, APRA’s announcement on Tier 2 requirements and the general risk-on 
sentiment on the back of more dovish central banks globally. 

Duration 

We have continued to view option structures as the best way to express our long duration 
bias, allowing us to participate in further upside while limiting our downside risk. We expect 
further central bank accommodation to be supportive for bonds, though these expectations 
have already been fully priced by the market. 

The Fund continues to hold a short AU / long US duration exposure, which was tactically 
traded during the month. This positioning contributed positively to performance in July as 
investor expectations for further RBA easing increased, with OIS markets now pricing a 
terminal RBA rate of 0.50% by mid-2020. 

Economic overview 

Global economic data was mixed in July. A decline in European Purchasing Managers’ 
Index (PMI) numbers was led by German manufacturing, while domestic data remained 
mixed amid disappointing job growth. US data was positive as nonfarm payrolls rebounded 
from a disappointing May, while slowing gross domestic product (GDP) growth in China 
kept economic conditions subdued in Asia. 

Europe 

Economic activity in Europe deteriorated in the month of July, largely led by Germany. The 
Euro area composite PMI fell by 0.7 index points to 51.5 in July. This reverses around half 
of the improvement since December and leaves the PMI signalling a 1.2% pace of GDP 
growth. The weakness in German manufacturing is becoming a concern, with measures of 
German industry declining dramatically in July: the output index fell 2.6 points to 44.1, new 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fund sta tistics

Credit spread duration (years) 1.25

Interest rate duration (years) 5.35
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orders fell 2.7 points to 41.6, new export orders fell 5 points to 38.4, employment fell 2.3 
points to 46.4 and future output expectations fell 7.5 points to 43.1. Overall, the 
manufacturing PMI points to German industrial production contracting at a 2-3% pace and 
orders falling at a 5% pace. The weakness in the German economy was also evident in the 
German Ifo Business Climate Index, falling 1.8 points to 95.7. Finally, the ECB continued to 
maintain its accommodative stance in its monetary policy and may look to provide further 
support to the economy in the near future. 

Australia 

Domestic data was mixed through July. Headline employment disappointed with only 0.5k 
jobs created, though some give-back is common the month after a federal election. 
Unemployment held steady at 5.2% with the participation rate unchanged, though more 
encouragingly there was a sharp drop in underemployment from 8.6% to 8.2%. Consumer 
confidence fell 4.1% to finish below the 100 barrier separating pessimism from optimism 
and NAB business confidence also dropped back to 2 index points from 7 last month, 
though business conditions picked up slightly. Private sector credit also disappointed, 
growing only 0.1% MoM. Headline CPI for Q2 was slightly stronger than expected at 0.6% 
QoQ on higher fuel prices. The average of the 2 core measures was in line with 
expectations at 0.4% QoQ and 1.4% YoY and remains materially below the bottom of the 
RBA target band. At the beginning of the month, the RBA reduced the policy rate an 
additional 25bps to 1%. 

US 

US economic data released during July was positive. Nonfarm payrolls rebounded from a 
disappointing May, increasing by 224k and ahead of the survey of 160k, while the 
unemployment rate ticked up slightly to 3.7% from 3.6% prior. Q2 GDP growth was 2.1% 
annualised, with strong consumer spending offsetting the drop in business investment. The 
Institute for Supply Management (ISM) manufacturing index dropped slightly to 51.7, 
ahead of 51.0 expected, while consumer confidence rose to 135.7 from 121.5 prior. At the 
end of the month, the Fed reduced the policy rate by 25bps.   

Asia 

Economic data in Asia produced mixed results over the month. In Japan, retail sales 
advanced 0.5% YoY, just beating expectations of a 0.2% increase, while the 
unemployment rate ticked down slightly to 2.3%. Japanese industrial production (IP) in 
June reversed its gains from May, printing at -3.6% MoM versus expectations of only a 
1.7% fall. Exports declined 6.7% YoY, just below the 5.4% decrease expected, while 
imports missed expectations for a mild 0.2% fall YoY, declining 5.2%. In China, Q2 GDP 
grew 6.2% YoY, the slowest reading since 1992. The official manufacturing PMI edged up 
to 49.7 in July, beating market expectations and landing just shy of the 50 level that 
separates expansion from contraction. IP jumped to 6.3% YoY from the 5.0% reading in 
June, beating expectations of a 5.2% rise. 

Outlook 

Geopolitical issues continue to present downside risks for global growth, with US-China 
trade tensions continuing to drag out and the risk of a hard Brexit escalating over the 
month following Boris Johnson’s election as the new UK Prime Minister. Consequently, we 
expect central banks will remain concerned on the macro outlook, with further monetary 
policy accommodation to provide ongoing support for bonds. However, these expectations 
for additional policy support have been largely priced in by the market, and with asset 
prices already at or close to record levels, it will be difficult for policy makers to ‘out-do’ 
expectations. 

In Australia, the RBA followed through with a second rate cut of 25bps in early July, and 
continue to sound less confident that current policy settings are sufficient to drive 
unemployment down to the non-accelerating rate of inflation and inflation back within the 
target band. We continue to expect the RBA will take a brief pause and assess the impact 
of the first two cuts on the economy before taking further action. However, the risk to the 
next policy rate move is to the downside, with further deterioration in the global outlook or 
ongoing resistance to fiscal stimulus from the government potential catalysts for further 
near term easing. 
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Macquarie Investment Management Australia Limited ABN 55 092 552 611 AFS Licence 238321 is the issuer of units in, and 
responsible entity of the Fund. Macquarie Investment Management Global Limited ABN 90 086 159 060 AFSL 237843 is the investment 
manager of the Fund.  

The above information is not personal advice and does not take into account the investment objectives, financial situation or needs of 
any person. Investors should consider the offer document relating to the Fund in deciding whether to acquire or continue to hold units in 
the Fund. The offer document is available by contacting us on 1800 814 523. Past performance is not a reliable indicator of future 
performance. Future results are impossible to predict. This report includes opinions, estimates and other forward-looking 
statements which are, by their very nature, subject to various risks and uncertainties. Actual events or results may differ materially, 
positively or negatively, from those reflected or contemplated in such forward-looking statements. Forward-looking statements 
constitute the investment manager’s judgement as at the date of preparation of this report and are subject to change without notice. 

In preparing this document, reliance may have been placed, without independent verification, on the accuracy and completeness of 
information available from external sources. To the maximum extent permitted by law, no member of the Macquarie Group nor its 
directors, employees or agents accept any liability for any loss arising from the use of this document, its contents or otherwise arising in 
connection with it. 

Other than Macquarie Bank Limited (MBL), none of the entities noted in this document are authorised deposit-taking institutions for the 
purposes of the Banking Act 1959 (Commonwealth of Australia). The obligations of these entities do not represent deposits or other 
liabilities of MBL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of these entities, unless noted 
otherwise.  

Bloomberg Finance L.P. and its affiliates (collectively, “Bloomberg”) are not affiliated with Macquarie and do not approve, endorse, 
review, or recommend the Fund. Bloomberg and the Bloomberg AusBond Index or Indices referred to in this document are trademarks 
or service marks of Bloomberg and have been licensed to Macquarie. Bloomberg does not guarantee the timeliness, accurateness, or 
completeness of any data or information relating to the Bloomberg AusBond Index or Indices referred to in this document. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

Unit prices

Application price $1.0995

Redemption price $1.0982

NAV price $1.0991

Fund details

APIR Code MAQ0061AU

Inception date 15 May 1995

Fund size $124.2m

For more information speak to your financial adviser, call us on 1800 814 523, email mim.clientservice@macquarie.com, or visit 
macquarie.com 
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