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Fund description 

The Fund is an actively managed, diversified portfolio of 
corporate credit, asset backed and other fixed income 
securities, cash equivalents and cash. The Fund may hold up 
to 25% in high yield securities (which may include unrated 
securities). 
 
Target market 

The Target Market Determination (TMD) for the Fund sets out 
the class of consumers for whom the product, including its 
key attributes, would likely be consistent with their likely 
objectives, financial situation and needs. To access to the 
TMD and other Fund documentation visit our website. 
 
Investment strategy 

The Fund is actively managed, based on fundamental 
research that draws upon the investment insights of our fixed 
income teams. The approach employs both “top- down” 
research, including analysis of economic factors, market data 
and macro credit themes, and “bottom- up” research in 
respect of particular securities, including analysis of earnings 
and cash flow stability, balance sheet strength, industry and 
valuation. 
The Fund’s investment strategy is to invest in a portfolio of 
Australian and global corporate credit, asset backed, and 
other fixed income securities, cash equivalents and cash. 
 
Investment objective 

The Fund aims to outperform (after management costs) the 
Reserve Bank of Australia Official Cash Rate over rolling three 
year periods. 

 

Income history 

As at financial year 30 June 2022 

 

Fund information 

Inception date 17 April 2002 
Fund size $ 334.8m 

Management fee 0.60% pa 

Minimum initial investment $ 50,000 

Distributions Monthly 
Monthly distribution estimate cents per unit (CPU) 0.15 
Buy/sell spread + 0.10% / - 0.20% 
Currency management Hedged to AUD 

APIR code UBS0003AU 

 

Key statistics 

Modified Duration (yrs) 2.16 

Spread Duration (yrs) 3.60 

Yield to Maturity1 (%) 5.50 

Official cash rate (%) 3.60 

Average Credit Rating BBB 
1 Yield to Maturity (YTM) is the estimated annualised rate of return that would 
be received if the Fund’s current securities were all held to maturity. Note that 
YTM does not account for fees or taxes. YTM is not a forecast and is not a 
guarantee of the future return of the Fund. 

 

Credit quality (%) 

Investment Grade 80.00 

High Yield 18.19 

Cash and other 1.81 

 

Industry allocation (ex cash) (%) 

 

 Energy 4.87 
 Banking 18.05 
 Insurance 6.73 
 REITs 7.11 
 Basic industries 3.60 
 Transportation 15.34 
 Consumer cyclical 5.17 
 Consumer non cyclical 4.06 
 Communications 6.36 
 Other Industrials 7.67 
 Utilities 12.81 
 Other financials 7.23 
 Non Corporates 1.00 
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Investment performance 

Fund 
1 month 

% 
3 months 

% 
1 year 

% 
3 years 

% pa 
5 years 

% pa 
Since inception* 

% pa 
Total return 0.52 1.61 3.63 2.56 1.85 4.42 
Benchmark** 0.29 0.84 2.36 0.87 0.99 3.50 
Added Value 0.23 0.77 1.27 1.69 0.86 0.92 

* Inception date: 17 April 2002. 
** RBA Official Cash Rate, Prior to 1 February 2017 benchmark was Bloomberg AusBond Bank Bill Index. 
Performance figures are net of ongoing fees and expenses. The performance figures quoted are historical, calculated using end of month prices, and do not allow for the 
effects of income tax or inflation. Total returns assume the reinvestment of all distributions. Performance can be volatile and future returns can vary from past returns. 
Growth returns are the returns due to change in initial capital value. Distribution returns are the returns due to the distributions paid. 1 Yield to Maturity (YTM) is the 
estimated annualised rate of return that would be received if the Fund’s current securities were all held to maturity. Note that YTM does not account for fees or taxes. YTM 
is not a forecast, and is not a guarantee of the future return of the Fund. 2 Source: RBA, 2019. 

 

Market Review  

• Australian Government bond yields rose modestly across 
the term structure. 

• Australian credit spreads tightened slightly over the 
month.  

• The RBA maintained the cash rate target at 360bps over 
April. 

 

Global Market Review 

Global markets calmed in April after March’s bout of concern 
over the health of US regional banks and European financial 
institutions abated. Government bond markets were relatively 
stable in April. The yield on the 2-year US Treasury started the 
month at 4.06% and ended just 5 basis points higher at 
4.11%. The yield on the 10-year US Treasury ended March at 
3.49% and stood only 3 basis points higher at 3.52% at the 
end of April. The total return on the Bloomberg US Treasury 
index was 0.5%. The Bloomberg Pan-European Aggregate 
index returned 0.3%. US high yield bonds returned 1% and 
Euro high yield 0.5%. 

The US economy remains resilient, with labour market data 
indicating that the risk of an imminent recession is low. The 
unemployment rate dipped down to 3.5% and the prime-age 
employment to population ratio rose to its highest level since 
2001. The first-quarter Employment Cost Index showed that 
wage pressures, while off their peak, still remain firm and 
above levels consistent with 2% inflation. Preliminary 
readings for the goods and services purchasing managers’ 
indexes (PMIs) showed a bounce-back in activity during April. 
During the corporate reporting period, commentary from 
bank management teams pointed to no dramatic tightening 
in lending standings following the episode of financial stress 
in March. The US housing market also appears to be turning 
a corner, with single-family building permits back on the rise 
and major builders optimistic about the demand pipeline. 
Negotiations over raising the US debt ceiling also entered a 
new phase this month. House Republicans passed a plan that 
would extend the United States’ borrowing capacity by $1.5 
trillion or through March 2024 in exchange for cutting the 
deficit by over $4 trillion over the next decade.  

Economic activity in the Eurozone is also continuing to 
bounce back after stagnating during the winter amid high 
energy prices and lack of supply. Industrial production rose 
1.5% month-on-month in February, well above expectations. 
Both manufacturing and services PMIs improved from March 
to April, with strength concentrated in services. European 
luxury goods sales appear to be a big beneficiary of China’s 
reopening. Otherwise, positive spillovers from China’s 
recovery have been subdued to date. Core inflation nudged 
up to 5.7% year-on-year in March, a fresh high in data going 
back to 1997. In the UK, the economy is displaying more 

stagflationary characteristics than its developed-market peers. 
Production data indicate that the economy effectively stalled 
in February. However, the labour market remains tight, with 
job and wage growth surpassing estimates in the three 
months ending in February. Core inflation continues to 
surprise to the upside at 6.2% year-on-year in March. Like in 
the Eurozone, manufacturing and services PMIs moved higher 
from March to April, but with the service sector reading the 
only one above 50. 

Japan is enjoying a modest economic expansion amid rising 
signs of domestically-oriented inflation. The annual Shunto 
wage negotiations have resulted in a large pickup in labour 
pay relative to history, a function of the longevity of input 
cost pressures and the resilience of global demand. Core 
inflation continued to come in above expectations in March.  
PMI data were roughly unchanged from March to April, 
sending a similar signal of modest contraction in 
manufacturing with a solid pace of expansion in services.  

Incoming data confirmed that China’s economic recovery is 
gaining traction. Both imports and exports were much 
stronger than anticipated in March. The unexpected rise in 
exports suggests the external demand backdrop for Chinese 
goods remains strong. Import data revealed a surge in 
inbound oil, consistent with the notion of China’s reopening 
enhancing energy demand for travel-related purposes. Q1 
GDP figures also beat expectations. 

 

Australia Market Review 

Australian Government bonds remained largely flat over April 
in-line with offshore bond markets as concerns over the US 
banking sector became less acute with equities rising and 
market volatility subsiding. Australian 3-year Government 
bond yields rose only 6bps, ending the month at 3.00% while 
the 10-year Government bond yield ended the month at 
3.34% just 4bps higher. Australian 10-year Government 
bonds underperformed US equivalents with the spread 
ending the month at -9bps from -17bps the previous month. 
Credit spreads tightened slightly (Bloomberg AusBond Credit 
0+ index tightened from 148bps to 143bps). The Bloomberg 
AusBond Composite 0+ year returned 0.19%.  

In early April the RBA left the cash rate unchanged at 3.60% 
in-line with market consensus, marking the first pause since 
the RBA begun its hiking cycle in May 2022. The justification 
for the on-hold decision was largely focusing on ensuring 
time to assess the implication of the cumulative 3.50 
percentage points increase in interest rates. Concerns over 
the US banking sector was also addressed as the RBA 
mentioned that the banking problem are “expected to lead 
to tighter financial conditions” globally, while noting the 
Australian banking system is resilient. In terms of forward 
guidance, the RBA would expect some further tightening of 
monetary policy “may well be needed” which was amended 



z 
 

from the “will be needed” basis in the March statement, a 
somehow softer expression. 

On the domestic economic data front, the labour market 
release came in stronger than expected. Monthly job growth 
printed 53k against the consensus of only 20k, and the 
unemployment rate also remained flat at 3.5% whereas the 
market was expecting a slight deterioration to 3.60%, 
signaling a still historically robust domestic labour market. 
Later in the month Q1 CPI release came in softer, with 
headline inflation coming down to 1.40% QoQ from 1.90% 
the previous quarter, and the trimmed mean core CPI at 
1.2% QoQ from 1.7% in Q4 versus the consensus of 1.4%, 
showing signs of disinflationary pressure. 

 

Australia ESG insights 

We continued our company ESG engagements over the last 
month with the latest one with BWP Trust, the owner of 73 
industrial properties (comprised of land and warehouse style 
buildings) leased predominantly to Bunnings Warehouse. The 
main aim of the engagement was to get a fuller 
understanding of BWP’s sustainability profile. We learnt that 
solar powered generation was installed in 23 properties and 
92% of properties had in place water tanks for the recycling 
of roof collected rainwater.  The properties are generally 
considered to be low in intensity in terms of emissions, waste, 
use of energy and materials, and low impact on biodiversity. 
Scope 1 & 2 emissions have declined over the years and this 
reflects the purchase and utilisation of green electricity. In 
addition, to offset the actual and some future emissions, 500 
ACCUs (carbon offsets) were acquired. BWP achieved net 
zero Scope 1 and 2 emissions in June-2022, earlier than most 
REITs in our coverage. Solar production for the year ended 30 
June 2022 was 576,100 kWh which enabled the 

 

Portfolio 

The portfolio outperformed the benchmark over April. 
Australian Government bond yields rose slightly across the 
term structure with a flattening bias, resulting in negative 
relative performance against the lower duration bank bill 
index.  

Within Credit management, the portfolio’s overweight 
position in Australian corporates benefited largely from the 
extra yields (“carry”) as credit spreads tightened modestly and 
was the biggest contributor to relative performance over 
April, more than offsetting the drawdowns from duration. 
The tightening credit spreads in the US high yield market was 
a contributor as well. 

 

Outlook  

The first quarter saw the Bloomberg AusBond Composite 
index record its most positive quarterly return since 2011 
(+4.6%). We expect the positive tailwinds for fixed income to 
persist and retain a core long duration position. 

The global monetary policy tightening cycle appears to be 
approaching maturity with most central banks likely to stop 
hiking rates in the first half of the year. Meanwhile the 
likelihood of stronger disinflation than the consensus expects 
and tighter credit conditions in the US could see some 
tightening reversed as early as the end of the year, especially 
if labour markets loosen. Japan is an outlier where the risks to 
bond yields remain to the upside given inflation is appearing 
later and the BoJ is potentially only at the beginning of 
adjusting its policy settings.  

We are confident that inflation peaked in Australia in Q4 
2022 at 7.8% y/y and will follow the global trend lower in 
the coming quarters, even if recent data out of the US shows 
that this is unlikely to be a straight-line process. On growth, 
our core thesis is that the lagged impact of the 375bps of 
rate hikes delivered since May 2022 will have a significant 
negative impact on consumption by the second quarter, 
making it feel like a recession for parts of the highly interest 
rate sensitive household sector. We have already observed 
clear evidence of this squeeze occurring in the recent Q4 GDP 
release, which showed consumption decelerating to a sub-
trend growth rate alongside a sharp fall in the household 
savings ratio. These pressures are set to intensify as the full 
impact of the tightening flows through. 

Given this, we consider the RBA’s current 3.85% cash rate as 
sufficiently restrictive. Even if a further rate hike is delivered, 
as some expect, we think the bond market can look beyond 
this to what comes next. On average we observe that the 
cash rate has spent ~10 months at the peak during the RBA’s 
inflation-targeting era and a maximum of a year and a half 
before policy easing has ensued. Against this, market pricing 
currently implies a shift to a “higher-for-longer” regime with 
the five-year forward cash rate in a 3.5-4.0% range. This 
implies that there is still juice to be squeezed from being long 
interest rate duration if expectations shift towards the need 
for less restrictive rates in the coming years and bond yields 
fall.” 

We still hold the view that investment grade credit spreads 
globally are more likely to be biased wider in 2023 driven by 
tighter financial conditions and increasing risks of recession. 
However, we expect high all-in yields to provide strong 
support to the Australian credit market and also note that 
spreads look comparatively cheap with aggregate OAS levels 
above the US for a shorter duration and better-quality 
market. Market technicals have also been positive for AUD 
credit at the start of the year as cash is being deployed amid 
low issuance. 

 

 



 

 
 

 

 

 

 

Client Services    

Telephone: (03) 9046 4041 Freecall: 1800 572 018 Email: ubs@unitregistry.com.au www.ubs.com/am-australia 

Investors should consider the PDS and seek professional financial and taxation advice before deciding whether the product is appropriate for them and whether 
to acquire, or to continue to hold the investment. Your investment in the Fund does not represent deposits or other liabilities of UBS or any member company of 
the UBS Group including UBS Asset Management (Australia) Ltd (ABN 31 003 146 290) (AFS License No. 222605), the issuer of the Fund. Your investment is 
subject to investment risk, including possible delays in repayment and loss of income and capital invested. The repayment of capital or income is not guaranteed 
by any company in the UBS Group. Offers of interests in the Fund are contained in the Product Disclosure Statement dated 26 September 2022. Any potential 
investor should consider the relevant product disclosure statement (PDS) in deciding whether to acquire, or continue to hold, units in a fund. UBS has also issued 
a target market determination (TMD) that describes the class of consumers that comprises the target market for each UBS fund and matters relevant to their 
distribution and review. A copy of the PDS, PDS addition information and TMD is available from UBS Asset Management (Australia) Ltd, the issuer of the UBS 
Funds, on our website https://www.ubs.com/au/en/asset-management.html or by calling (03) 9046 4041 or 1800 572 018.  

The PDS for this fund is only available to persons receiving the PDS (electronically or otherwise) while physically in Australia, unless expressly authorised by us in 
writing. The offer does not constitute an offer or invitation in any place in which, or to any person to whom, it would be unlawful to make such an offer or 
invitation. This Fund (or the PDS) has not been registered under the laws of any jurisdiction outside Australia. The Fund may not be offered or sold in the United 
States of America or to ‘U.S. Persons’ (as defined in ‘Regulation S’ of the Securities Act of 1933, as amended). 

This document may not be reproduced or copies circulated without prior authority from UBS Asset Management (Australia) Ltd. 

© UBS Group AG 2023. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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