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Portfolio Performance and Activity 

April was a fairly calm month for investment markets compared to 
the turmoil that surrounded March. Many of the key market 
volatility measures fell in April, including the US Treasury 
volatility index (MOVE) falling back to levels seen prior to the 
Silicon Valley Bank (SVB) collapse. This improved sentiment was 
also seen in equity volatility, with the VIX index falling to levels 
not seen since November 2021. Yield movements both locally and 
in the US reflected the improved trading environment. Australian 
three- and 10-years bonds traded in a 0.46% and 0.41% range 
respectively, well down on the March range of 1.06% and 0.84%, 
finishing the month largely unchanged at 2.98% and 3.34% 
respectively. While in the US, treasuries followed a similar path 
with 10 years finishing the month unchanged at 3.45%. The fund 
started the month with a duration of 1.84 years before reducing its 
underweight duration position to finish the month at 2.25 years. 

The Reserve Bank (RBA) delivered the first pause in the tightening 
cycle, leaving the cash rate at 3.60%. There was still a tightening 
bias in the guidance with the board expecting that "some further 
tightening of policy may well be needed". The bank cited lags in 
monetary policy, tightening of global financial conditions 
following the global banking problems, the softening of the 
monthly inflation print and a substantial slowing in household 
spending as the key drivers of holding rates steady. Markets had 
largely anticipated the pause which saw little market reaction. 

A key event in April was the release of the Independent Review of 
the RBA by Treasurer Chalmers. The review was conducted over 8 
months and delivered 51 recommendations. The key 
recommendations included the following 

• Move to a two boards structure, a Monetary Policy Board 
(MPB) with a sole focus on monetary policy and a Governance 
Board which focuses on the operations, management, strategy and 
performance of the bank. 

• Inflation target of 2% - 3% maintained but introduced 

more flexibility to deliver inflation at the mid-point. The MPB will 
be required to explain how long inflation is expected to remain 
outside the range and why. 

• Monetary policy meetings will be moved from monthly to 
every six weeks with a press conference post the meeting and each 
board member will be required to make at least one speech/public 
engagement each year 

• Finally, the two objectives of price stability and full 
employment will be kept but the third objective of "economic 
prosperity and welfare of the people of Australia" has been 
removed and is now an overarching objective.  

The much anticipate Q1 Consumer Price Index (CPI) was lower 
than expected and confirmed that the peak in inflation was late 
2022. The trimmed mean rose 1.2% over the quarter leading to the 
annual number falling to 6.6% from 6.9%. Services inflation 
remains the chief concern rising 1.7% over the quarter to firm to 
6.1% from 5.5%, its highest level since 2001, while most other 
sectors showed signs of easing pressures. Markets took the release 
as a sign that the RBA would again leave rates on hold at the May 
meeting with a large number of economists believing the number 
signalled an end of the tightening cycle. This however proved 
untrue with the RBA delivering a further 0.25% at the May 
meeting. 

While markets largely moved on from the US banking issues that 
plague March there was an undercurrent of concern that the crisis 
had further to run. These concerns were largely driven by US 
regional bank First Republic, which experienced significant 
customer outflows post the SVB collapse. Over the first quarter, the 
bank saw over 50% of its deposit base leave which had many 
questioning the future of the bank. By month end First Republic 
had been taken over by the FDIC and immediately sold to JP 
Morgan, making it the second biggest bank by asset to collapse 
after Washington Mutual in 2008. Domestically, credit spreads 
were mixed over April with financial spreads performing 
surprisingly well, contracting up to 0.05% with major banks being 

Altius Asset Management employs a diversified strategy to fixed interest funds management that aims to take advantage of the 
mispricing of bonds in all market conditions. The Altius Sustainable Bond Fund is an Australian fixed interest fund that invests in 
companies which conduct their business and apply capital responsibly, giving full consideration to a range of environmental, social and 
governance (ESG) issues. 

 
Performance as at 30 April 2023 

 1 mth % 3 mths % 1 yr % 3 yrs % p.a. 5 yrs % p.a. 7 yrs % p.a. Since inception % p.a. 

Total return 0.52 1.72 2.67 (0.40) 0.62 1.06 1.59 

Benchmark 0.24 1.42 2.26 (0.68) 1.22 1.43 1.82 

Excess to benchmark 0.28 0.30 0.41 0.28 (0.60) (0.37) (0.23) 

        Inception date for performance calculations is 21 November 2014. 
Total returns are calculated after fees and expenses and assume the reinvestment of distributions. Past performance is not a reliable indicator of future performance. 
Effective 1 July 2016, Benchmark is 50% Reserve Bank of Australia Cash Rate and 50% Bloomberg AusBond Composite 0+Yr Index and applied retrospectively for all periods. 
Excess to benchmark is calculated on Total return. 
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the big driver while corporate spreads widened 0.06%. 

A quiet month for the primary bond markets with only two new 
deals coming to the market. Stockland issued $250 million of 7 
years at a risk margin of 1.70%. With uncertainty around the Real 
Estate Investment Trust (REIT) sector, the margin widened by 
0.04% to finish the month at 1.74%. Bank of Queensland issued 
$900 million of a 5-year cover bond at a margin of 1.20%, with 
$1.65 billion of interest. While the final price was well inside the 
initial guidance of 1.25% -1.30% it appeared to be slightly wider 
than fair value, resulting in an investment for the fund. The recent 
operation risk issues and profitability downgrade likely resulted in 
the wider level. Suncorp Metway returned to the residential 
mortgage-backed market issuing $1 billion of a prime transaction. 
The class A notes (AAA rated) were priced at a risk margin of 
1.30%, tightening 0.05% from its initial guidance of 1.35%. The 
fund participated in the transaction due to the solid underlying 
pool structure which included a high 52 months of seasoning and a 
low loan-to-value ratio of 62.47%. 

Socially Responsible Investments in Focus 

In positive developments for the Green Bond Market, the Federal 
Government announced that it will with investors to launch the 
nation's first sovereign green bond in mid-2024 as well as co-fund 
Australian Sustainable Finance Institute to lead the development 
of an Australian sustainable finance taxonomy. The taxonomy will 
provide common standards and definitions for "sustainable" 
activities and assets, to help channel more institutional 
investment to support Australia's net zero commitment. 

A Green Bonds Framework will be developed after engagement 
with investors and the Government also outlined several 
commitments aimed at advancing the development of a 
sustainable finance market and efforts to tackle greenwashing, 
including funding to ASIC to expand its surveillance and 
enforcement function. (https://www.afr.com/markets/debt-
markets/australia-to-launch-sovereign-green-bond-next-year-
20230421-p5d2bq) 

The Federal Government also announced an electric vehicle (EV) 
that seeks to discourage imports of internal combustion engines to 
drive a greater supply of EVs into the Australian market via a fuel 
efficiency standard for car makers across all cars they sell in each 
period. The Government will also develop a national mapping tool 
to support optimal investment in EV charging infrastructure and a 
recycling, reuse and stewardship initiative for large batteries. On 
average, new cars in Australia use 40% more fuel than the 
European Union. (https://www.afr.com/politics/federal/labor-
commits-to-vehicle-pollution-rules-in-ev-supply-push-
20230419-p5d1iw) 

AEMO has reported that record generation from grid-scale solar 
and wind has resulted in the lowest demand in the NEM since 
2005, with solar PV output, up 23% year on year. Renewable 
energy accounts on average for around 37% of total power 
generation with the surge in renewable generation resulting in the 
lowest carbon emissions in the NEM on record, down 5.1% to 28.83 
million tonnes. 

The spike in solar generation during the middle of the day has 
predictably led to a significant drop in gas and coal prices (negative 
at times) and generation. This was felt the most in SA and VIC, 
which saw negative prices 27% and 24% of the time in the March 
quarter. The situation underscores the need for more investment 
in new transmission lines and firming technology to help the grid 
cope with the shift in energy mix. The challenge will be social 
acceptance for 10,000 km of new poles and wires, involving large 
numbers of landholders and surrounding communities. 

Meanwhile, a study by the universities of Melbourne, Queensland 
and Princeton predicts Australia will need to triple the national 
electricity power capacity by 2030 to have a chance of reaching its 
net-zero goals by 2050. 7 to 9 trillion dollars in capital will need 
deployment to build out domestic and energy export infrastructure 
and is expected to generate up to 700,000 direct jobs, mostly in 
regional and rural areas. 
(https://www.afr.com/companies/energy/solar-glut-drives-
energy-grid-demand-to-18-year-low-20230427-p5d3mo) 

Shareholders of large US banks are showing strong support for 
climate change plans as evidenced by a large vote against the 
Board's recommendation (30%) at a meeting of Goldman Sachs 
shareholders this week. The board had tried to avoid describing 
how it is aligning its financing activities with targets to reduce 
greenhouse gas emissions. Similarly, Wells Fargo and Bank of 
America also disclosed that shareholders voted for a transition 
plan resolution at its annual meeting (31% and 28.5% 
respectively), although this is yet to translate to other 
Environmental, Social and Governance (ESG) resolutions such as 
indigenous rights. (https://www.ft.com/content/8318f146-a41c-
49f8-94df-811799b0c60f) 

Outlook 

Australian bond yields are expected to oscillate in a wide range, 
with current yields toward the bottom end of that range. The range 
trading nature of bonds reflects the tension between downward 
activity pressures due to tightened financial settings and 
persistent services inflation, tight labour markets and lifting wage 
demands. 

The Reserve Bank of Australia cash rate tightening cycle is close to 
completion We believe cash rates will rise to 3.85%. Australia's 
variable rate mortgage regime means monetary policy efficacy 
allows a lower cash rate peak than other countries. The more 
gradual path taken by the Reserve Bank of Australia (RBA) reflects 
an intent to retain the hard-fought employment gains of recent 
years. 

Inflation has peaked, though frictional inflation associated with 
changes to the global political and trade partnerships likely remain 
enduring. Australia's labour force remains tight with 
unemployment near 50-year lows. Real wages have fallen 
cumulative over the last two years by nearly 7%. The lagged wage 
response to the earlier cost of living shock will, in our view, lead to 
inflation falling at a much slower pace than implied by market 
yields. Signs of a wage response beyond those currently expected 
by the RBA would underpin a further lift in the cash rate at a later 
date. 

Energy prices are expected to rise by 15% over the next year. This is 
not a function of increasing demand, but rather supply constraints. 
According to the RBA, "supply-side factors cannot be a reason to 
tolerate higher inflation on an ongoing basis. Dealing with the 
supply-side issues will be harder, not easier, if inflation stays high 
for too long. 

An increasing concern relates to parts of the Australian 
commercial property sector. The combination of work-from-home 
and higher funding costs are headwinds. Conversely, residential 
supply has not kept up with demand. This is more acute now that 
immigration has surged, adding to rental inflation. Higher 
mortgage rates are being passed through too causing "rental 
stress". 

Importantly for global long-dated interest rates, Japanese 
monetary settings are likely to be modified when the new Bank of 
Japan Governor takes charge. Over the last decade, ultra-low bond 
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yields and negative cash rates led Japanese funds to sell $ 1.6 
trillion worth of local bonds to buy overseas asset; mostly bonds. It 
is reasonable to expect that higher domestic rates are associated 
with yield curve control modification. 

With an approximate midpoint in 10-year Australian sovereign 
bonds at 3.6%, the portfolio strategy is to actively manage 
duration settings; increasing or decreasing duration accordingly, 
but with the benefit of attractive accrual. 

At the time of writing, the entire sovereign bond curve is below the 
current cash rate of 3.6%. Moreover, the pricing of interest rate 
cuts as soon as at the August meeting is premature. Accordingly, 
the portfolio is underweight sovereign bonds with a preference for 
higher-yielding investment grade corporates and semi-
government securities. The portfolio strategy is to add to duration 
around the expected mid point. 

The strong link between volatility and credit spreads provides a 
tailwind for high-grade credit and semi-government holdings 
relative to sovereigns. The mid-month offshore banking issues 
shifted the margin of high-grade non-sovereign to more attractive 
levels. There is a distinction with high yield however, given the 
increasing likelihood of loss given default in a recession. 

The daily accrual of inflation-linked bonds is more than twice that 
of the equivalent nominal sovereign bond, given headline inflation 
of around 7% and ten-year nominal bonds of around 3.3% (at the 
time of writing). 

Additionally, the portfolio's inflation strategy is actively managed. 
The current "Break-Even" Inflation mid-point is 2.45%, with 
increases in the inflation exposure when 10-year breakeven fall to 
around 2.2% 

Sector Profile 

Asset Class Portfolio % Benchmark % 

Supranationals 8.24 3.99 

Industrials 13.40 2.15 

Financials 22.07 2.06 

Asset Backed 11.04 0.00 

Agencies 11.16 0.49 

11AM 1.31 0.00 

Cash at Bank (0.18) 0.00 

RBA Cash 0.00 50.00 

Semi Government 23.09 14.53 

Sovereigns 9.88 26.79 
 

Ratings Exposure 

Rating Portfolio % Benchmark % 

A 15.20 1.38 

AA 28.68 14.15 

AAA 41.58 33.03 

BBB 14.54 1.44 

RBA Cash 0.00 50.00 
 

Top 20 Issuers 

Issuer Portfolio % Benchmark % 

New South Wales Treasury Corp. 11.05 3.68 

Government of Australia 9.18 26.79 

National Housing Finance & 
Investment Corp. 7.90 0.06 

Queensland Treasury Corp. 5.55 3.54 

Treasury Corporation of Victoria 3.42 3.90 

Commonwealth Bank of Australia 3.41 0.19 

Australia and New Zealand Banking 
Group Limited 2.97 0.22 

NBN Co. Ltd. 2.22 0.13 

National Australia Bank Limited 1.96 0.22 

KfW 1.94 0.52 

Australian Capital Territory 1.85 0.29 

Airservices Australia 1.75 0.05 

Suncorp Group Limited 1.73 0.02 

Woolworths Group Limited 1.64 0.07 

Wesfarmers Limited 1.64 0.03 

BPCE SA 1.58 0.06 

Kommunalbanken AS (Norway) 1.51 0.25 

Suncorp-Metway Ltd. 1.32 0.06 

APOLLO TRUST SERIES 23 1 CLASS 
AB 131254 FRM 1.32 0.00 

NAB 11AM A/C - Deposit Accounts 1.31 0.00 
 

Portfolio Summary Statistics 

 Portfolio Benchmark 

Yield to maturity (%) 4.50 1.77 

Modified duration (years) 2.25 2.65 
 

Fund snapshot 

  

APIR code AUS0071AU 

Inception date 21 Nov 2014 

Distribution frequency Quarterly 

Minimum initial investment $5,000 

Fund size (net asset value) $192.39m 

Management fee* 0.37% p.a. 

Buy/Sell spread 0.05%/0.05% 

Advice fee Available 

  *Refer to the Fund's  Product Disclosure Statement for more details on the Fund’s 
management costs which also include recoverable expenses and indirect costs. 
Total management costs may vary. 

 

RIAA - Certified Responsible Investment 

The Altius Sustainable Bond Fund has been certified by RIAA. 
According to the strict operational and disclosure practices 
required under the Responsible Investment Certification 
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Program. See www.responsibleinvestment.org for details. 

 

 

   

Ratings / Awards  

  

 

 

 

  

 



Altius Sustainable Bond Fund 30 April 2023 Page 5 
  

 

 

   
 

 
 

Contact us  Investor Services 

T  1300 997 774 F 1300 856 685 

Adviser Services  

T  1300 997 774 F 1300 856 685 

 australianunity.com.au/wealth 

 australianunitywealth@unitregistry.com.au 

Important Information 

Units in the Altius Sustainable Bond Fund are issued by Australian Unity Funds Management Limited ABN 60 071 497 115, AFS Licence No. 234454 as responsible entity of the 
fund. The information in this document is general information only and is not based on the objectives, financial situation or needs of any particular investor. In deciding whether 
to acquire, hold or dispose of the product you should obtain a copy of the current Product Disclosure Statement (PDS), Additional Information Document (AID) and Target 
Market Determination (TMD) and consider whether the product is appropriate for you. Copies are available at www.australianunity.com.au/wealth or by calling us on 1300 997 
774 or +61 3 9616 8687 (if calling from overseas). Past performance is not a reliable indicator of future performance. This document is updated monthly and is current at the 
time of publishing. We may change the investment characteristics of the fund at any time. This information is intended for recipients in Australia only. Not to be reproduced 
without permission. 
Bloomberg Finance L.P. and its affiliates (collectively, "Bloomberg") do not approve or endorse this material 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. 
The Altius Sustainable Bond Fund has been certified by RIAA according to the strict operational and disclosure practices required under the Responsible Investment 
Certification Program. See www.responsibleinvestment.org for details. The Responsible Investment Certification program does not constitute financial product advice. Neither 
the Certification symbol nor RIAA recommends to any person any financial product is a suitable investment or that returns are guaranteed. RIAA does not hold an Australian 
Financial Service License. 
The Altius Sustainable Bond Fund won the Lonsec Innovation Award 2016, which recognises the major innovators and industry leaders who are shaping the future of Australia's 
wealth creation sector. The Lonsec Awards go beyond the pure quantitative, looking at the people behind the investment decisions, the rigour of the investment process and 
philosophy, and the new thought and innovations that create real value for investors. 
The Zenith Investment Partners ("Zenith") Australian Financial Services License No. 226872 rating (assigned June 2021) referred to in this document is limited to "General 
Advice" (s766B Corporations Act 2001) for Wholesale clients only. This advice has been prepared without taking into account the objectives, financial situation or needs of any 
individual and is subject to change at any time without prior notice.  It is not a specific recommendation to purchase, sell or hold the relevant product(s).  Investors should seek 
independent financial advice before making an investment decision and should consider the appropriateness of this advice in light of their own objectives, financial situation 
and needs.  Investors should obtain a copy of and consider the PDS or offer document before making any decision and refer to the full Zenith Product Assessment available on 
the Zenith website.  Past performance is not an indication of future performance. Zenith usually charges the product issuer, fund manager or related party to conduct Product 
Assessments.  Full details regarding Zenith's methodology, ratings definitions and regulatory compliance are available on our Product Assessments and at: 
http://www.zenithpartners.com.au/RegulatoryGuidelines 
The rating issued 08/2021 is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445 (Lonsec). Ratings are general advice only, and have been prepared 
without taking account of your objectives, financial situation or needs. Consider your personal circumstances, read the product disclosure statement and seek independent 
financial advice before investing. The rating is not a recommendation to purchase, sell or hold any product. Past performance information is not indicative of future 
performance. Ratings are subject to change without notice and Lonsec assumes no obligation to update. Lonsec uses objective criteria and receives a fee from the Fund 
Manager. Visit lonsec.com.au for ratings information and to access the full report. © 2021 Lonsec. All rights reserved. 
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