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Fund Benefits

Fund Facts

Active Management

Investment Manager

JamiesonCooteBonds Pty Ltd
or JCB

Portfolio Manager

Charles Jamieson
AAA or AA rated bond securities
issued in Australian dollars
3 August 2016
Bloomberg AusBond Treasury
(0+Yr) Index

JCB is a specialist fixed income manager with significant global
investment management experience and expertise.

Access

Structure

The Fund provides access to investment knowledge, markets,
opportunities and risk management systems that individual
investors may not be able to obtain on their own.

Inception Date^
Benchmark

Diversification
When bonds are held as part of a broader portfolio of different
asset classes, diversification may assist in managing market
volatility. Bond securities in general are considered a defensive
asset class.

Management Fee #

0.45% p.a.

Administration Fee #

0.10% p.a.

Buy / Sell Spread

Income

Distributions

0.10% / 0.10%
Semi-annual

The income generated by bond securities is consistent and
regular (usually semi-annual).

Fund Size+

AUD $186 million

Fund Performance

Fund Overview

Returns (After fees)

Fund*

Benchmark**

Excess

Characteristics***

Fund

Benchmark**

1 Month

0.51%

0.52%

-0.02%

Modified Duration (yrs)

6.40

6.12

3 Months

0.67%

0.77%

-0.10%

Yield to Maturity (%)

2.53

2.39

FYTD

2.97%

2.99%

-0.02%

Weighted Ave. Credit Rating

AAA

AAA

1 Year

2.97%

2.99%

-0.02%

Cash Weighting (%)

0.75

n/a

-

-

-

1.39%

0.79%

0.60%

2 Years p.a.
Inception p.a.

Sector Allocation (by Duration Weight)***

100%

100%

80%

80%

Fund Duration Weight

Fund Duration Weight

Credit Rating Allocation (by Duration Weight)***

Source: JamiesonCooteBonds Pty Ltd.
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Further Information
BT Wrap
Mason Stevens

Phone:
Email:
Web:

1800 940 599
distribution@channelcapital.com.au
www.channelcapital.com.au

# All figures disclosed include the net effect of GST and RITC. ^ Inception Date for performance calculation purposes. + Fund size refers to the
CC JCB Active Bond Fund ARSN 610 435 302. * Performance is for the CC JCB Active Bond Fund (APIR: CHN0005AU), also referred to as
Class A units, and is based on month end unit prices before tax in Australian Dollars. Net performance is calculated after management fees
and operating costs, excluding taxation. This is historical performance data. It should be noted the value of an investment can rise and fall and
past performance is not indicative of future performance. ** Benchmark refers to the Bloomberg AusBond Treasury 0+ Yr Index. *** Refer to
Definition of Terms. ~ Cash & Other includes cash at bank, outstanding settlements and futures margin accounts.
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Market Review & Outlook
MID-YEAR REPORT ON JCB’S MAJOR PREDICTIONS OF 2018
• Australian high grade bonds continue to ‘defend and protect’ despite global interest rates rising
• RBA on hold in 2018, ‘out-of-cycle’ mortgage rate hikes to continue as funding costs grow
• 3.00% U.S. Treasury yields – overhyped, but natural target
• Continuing global funding pressure is building with global data peaked in February 2018 – is this the year of the
USD?
WHAT JCB EXPECTS LOOKING AHEAD INTO THE SECOND HALF OF 2018
• Market calls for RBA rate cuts to grow – asymmetry of rate outcomes have already been removed by the RBA
• A ‘new’ global asset class called cash – watch ‘flow of funds’ implications from emerging markets
• The oldest story in finance – the U.S. Federal Reserve will over tighten interest rates, will it cause a recession?
• The U.S. yield curve may signal potential recession timing

MID-YEAR REPORT ON JCB’S MAJOR PREDICTIONS OF 2018
With the kids now on school holidays and the financial year drawn to a close, it is a natural time to reflect on the
year to date. It has been, so far, a year of transformational markets driven by populism, politics and policy. Tectonic
plates are shifting under the market, and investors are rightly nervous. Despite nearer term fluctuations, U .S. equity
markets still remain close to record valuations while looking fatigued. Meanwhile, Quantitative Easing (QE) is being
withdrawn and interest rates are rising which has the potential to cause currencies to materially reprice whilst
inflicting pain on emerging markets. Below we take stock on JCB ’s major market predictions to date, and make
some predictions for the year ahead.
• Australian high grade bonds continue to ‘defend and protect’ despite global interest rates rising
Australian fixed income markets remain heavily influenced by global factors, none more so than the U .S. Federal
Reserve’s intention to continue raising interest rates. JCB has expected headwinds from such a U .S. policy, but
have always argued that Australian high grade bonds would continue to ‘defend and protect’ and that asset quality is
becoming increasingly paramount, in this environment.
For the year to date, high grade bonds (1.80%) have again outperformed cash (0.92%). Given the liquidity and AAA
ratings of high grade bonds, on a risk-adjusted basis, this has resulted in beneficial outcomes for investors .
Importantly for portfolio construction, high grade bonds have demonstrated negative correlation benefits in stressed
market periods – during the volatility complex explosion in February, risk assets weakening in March, the recent
Italian political concerns, and President Trump’s trade war rhetoric.
• RBA on hold in 2018, ‘out-of-cycle’ mortgage rate hikes to continue as funding costs grow
JCB’s central thesis has remained that the RBA has become snookered and that without a collapse in the Australian
currency, the RBA will likely be unable to raise domestic interest rates anytime soon. JCB continue to expect that
’out-of-cycle’ mortgage rate hikes will tighten domestic financial conditions, something that investors are again
experiencing due to higher funding costs, as a result of higher U.S. interest rates.
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• 3.00% U.S. Treasury yields – overhyped but natural target
Long dated U.S. Treasury yields have been the subject of much discussion and the expectation since Trump ’s
ill-timed fiscal expansion. Yields briefly breached the 3.00% level, remaining higher for 10 of the 182 days in the first
half of the year. JCB remained of the firm view that this was a target rather than a tipping point, and that
underweight portfolio allocation gaps should be closed in fixed income, until such improvement in asset valuations.
In a nearer-term context, JCB did concede that a disorderly ‘crescendo’ sell-off was possible, and that a game plan
should be established to further extend allocations at a level above 3.00%. This is so as a further sell-off would
require additional new expected rate hikes to be added to the U .S. Federal Reserve dot plot series, an outcome
which is not sustainable under current debt loads. Any material extension above 3.00% offers opportunity for
investors seeking to increase defence in a diversified portfolio.
• Continuing global funding pressure is building with global data peaking in February 2018 –
USD?

is this the year of the

To round JCB’s major market predictions, they maintain their view that funding pressure has risen and will continue
to rise. Flash points have been experienced in isolated emerging market countries to date. However, JCB expect
funding will become problematic as the late cycle stage unfolds. The implication for investors is that this requires
careful consideration for liquidity management and portfolio exposure.
The fairy tale notion that global growth was synchronised lasted only a few months (peaking in February 2018).
Since then, European data has collapsed and Asian data has been patchy, whilst U .S. data remains the shining
light.
In short, 2018 remains the year of the USD, due primarily to interest rate differentials. Interest rates in U .S. markets
are at their highest levels versus other G7 nations in more than 20 years, and funding rates in the U.S. look certain
to continue higher. This will likely further draw international capital into USD assets and generate USD demand .
This effect will be combined with the USD repatriation of offshore corporate profits – all of which should continue to
support the USD.

WHAT JCB EXPECTS LOOKING AHEAD INTO THE SECOND HALF OF 2018
• Market calls for RBA rate cuts to grow – asymmetry of rate outcomes has already been removed by the RBA
With housing prices cooling, credit availability declining and the Banking Royal Commission findings still to affect
the domestic economy, it is unsurprising that the RBA has removed the phrase “the next expected move in interest
rates is likely to be higher.” The next move in interest rates will be predicated on incoming data and sentiment, and
it is good to see the RBA acknowledges that investors face downside and upside risks. As the ‘ATM of housing’
continues to cool over the second half of the year, JCB expect market commentators to begin to call for lower RBA
cash rates to offset the rise in out of cycle hikes, due to higher global funding.
• A ‘new’ global asset class called cash – watch ‘flow of funds’ implications from emerging markets
TINA – the acronym for ‘there is no alternative’ has applied to many investment decisions in a post -GFC world,
where cash rates were essentially cut to zero or below in the developed markets of U .S., Europe and Japan. This
has dislodged natural risk-free asset owners who require income and has forced investors up the risk curve into
investment grade credit.
The same ‘flow of funds’ concept works equally well in reverse, as investors rediscover a semi extinct asset class in
USD cash. Some short dated U.S. Treasury bills now yield north of 2.00%, whilst relatively low duration bonds are
Page 3 of 5

Fund Update as at 30 June 2018
CC JCB Active Bond Fund (APIR: CHN0005AU)
higher than 2.55%. The pricing cycle dictates that a reversal in that flow of funds back into assets of cash and short
dated bonds can create quite a stir. Emerging market performance has experienced the ‘up the staircase’ rally of
slow and accretive performance, as sponsorship wanes watch out for the ‘down the fire pole’ moment.
• The oldest story in finance – the U.S. Federal Reserve will over tighten interest rates, will it cause a recession?
“For the want of a nail the shoe was lost, for the want of a shoe the horse was lost, for the want of a horse the rider
was lost, for the want of a rider the battle was lost, for the want of a battle the kingdom was lost, and all for the want
of a horseshoe-nail.” Benjamin Franklin.
Which interest rate hike will be the straw that breaks the markets back? Every cycle of the last 50 years has come
to pass because of a rising cost of capital. The U.S. Federal Reserve is very intent on continuing to raise interest
rates when at their last meeting they confirmed a faster pace of hikes for 2018 at four expected rates hikes. The
financial dominoes are lined up, the signposts are clear, now it is just a matter of sequencing towards the slowdown.
• The U.S. yield curve may signal potential recession timing
If you are not already reading about the U.S. yield curve shape in the financial media, you should expect to hear
plenty more about it in the months ahead. When the ten year bond yield falls below that of the two year bond yield,
the U.S. yield curve is flat, rather than having an expected positive slope that rewards investors with higher returns
for taking on more time risk (the time value of money).
A flat yield curve isn’t very exciting, other than to indicate that buyers of longer dated bonds expect interest rates to
be the same yield as short rates or lower than current short rates, in future time.
What is more interesting about a flat yield curve is that every time (barring 1967) the ten year bond yield went below
that of the two year bond yield, the U.S. had a recession in the following six to nine months. At the start of 2017, the
difference in these rates was 1.25%; at the start of this year 0.

Fund Review
For the June quarter, the CC JCB Active Bond Fund (the Fund) returned 0.67%, underperforming the Bloomberg
AusBond Treasury (0+Yr) Index by -0.10%.
The Fund generated strong positive returns in the month of June (+0.51%), as trade rhetoric escalated significantly
combined with further emerging market pressures.
The Fund marginally underperformed the index (-0.02%) as yield curves flattened in the long end where we hold
some long dated exposures (this had been a source of underperformance in May, as yield curves dramatically
widened into month end to immediately reverse at start of month). JCB maintain long dated flattening as a core
position for our portfolios as we expect the U.S. yield curve to continue to flatten.
Whilst JCB held an overweight duration position at month end, we spent much of the month with lower duration
exposures (being as short at 4.80 years duration intra month). The escalation of the Chinese currency depreciation
in retaliation for Trump’s tariffs, warrants additional duration exposure as we enter a seasonally bullish northern
summer period.
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Definition of Terms:
Modified Duration - is a systematic risk or volatility measure for bonds. It measures the bond portfolio’s sensitivity to
changes in interest rates.
Yield to Maturity - is the total return anticipated on the portfolio if the bond holdings were held until their maturity.
Weighted Average Credit Rating - is a measure of credit risk. It refers to the weighted average of all the bond credit ratings
in a bond portfolio.
Duration Weight - refers to the portion of the overall duration attributable to the segment (i.e. credit rating or sector).
Contribution to duration is calculated by multiplying an instruments duration by the percentage weight of the instrument in
the portfolio. This calculation includes the contribution to duration by holding futures contracts.
The information contained in this report is provided by the Investment Manager, JamiesonCooteBonds Pty Ltd ACN 165 890 282 AFSL 459018
('JCB'). Channel Investment Management Limited (‘Channel’) ACN 163 234 240 AFSL 439007 is the Responsible Entity and issuer of units in
the CC JCB Active Bond Fund ARSN 610 435 302 (‘the Fund’). Neither Channel or JCB, their officers, or employees make any representations
or warranties, express or implied as to the accuracy, reliability or completeness of the information contained in this report and nothing contained
in this report is or shall be relied upon as a promise or representation, whether as to the past or the future. Past performance is not a reliable
indication of future performance. This information is given in summary form and does not purport to be complete. Information in this report,
should not be considered advice or a recommendation to investors or potential investors in relation to holding, purchasing or selling units in the
Fund and does not take into account your particular investment objectives, financial situation or needs. Before acting on any information you
should consider the appropriateness of the information having regard to these matters, any relevant offer document and in particular, you
should seek independent financial advice. Readers are cautioned not to place undue reliance on forward looking statements. Neither Channel
nor JCB have any obligation to publicly release the result of any revisions to these forward looking statements to reflect events or
circumstances after the date of this report. For further information and before investing, please read the Product Disclosure Statement available
on request.
The Lonsec Rating (assigned as follows: APIR CHN0005AU - October 2016) presented in this document is published by Lonsec Research Pty
Ltd ABN 11 151 658 561 AFSL 421 445. The Rating is limited to “General Advice” (as defined in the Corporations Act 2001 (Cth)) and based
solely on consideration of the investment merits of the financial product. Past performance information is for illustrative purposes only and is not
indicative of future performance. It is not a recommendation to purchase, sell or hold Jamieson Coote products, and you should seek
independent financial advice before investing in this product(s). The Rating is subject to change without notice and Lonsec assumes no
obligation to update the relevant document(s) following publication. Lonsec receives a fee from the Fund Manager for researching the
product(s) using comprehensive and objective criteria.
For further information regarding Lonsec’s Ratings methodology, please refer to the Lonsec website at:
http://www.lonsecresearch.com.au/research-solutions/our-ratings
The Zenith Investment Partners (“Zenith”) Australian Financial Services License No. 226872 rating (assigned 31 May 2018) 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
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