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Fund Update as at 31 August 2018

CC JCB Active Bond Fund (APIR: CHN0005AU)

Fund Benefits

Active Management
JCB is a specialist fixed income manager with significant global 

investment management experience and expertise.

Access
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.

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.

Income
The income generated by bond securities is consistent and 

regular (usually semi-annual).

Fund Facts

JamiesonCooteBonds Pty Ltd

or JCB
 Investment Manager

 Portfolio Manager Charles Jamieson

 Structure AAA or AA rated bond securities 

issued in Australian dollars

 Inception Date^ 3 August 2016

 Benchmark Bloomberg AusBond Treasury

(0+Yr) Index

 Management Fee # 0.45% p.a.

 Administration Fee 0.10% p.a.#

 Buy / Sell Spread 0.10% / 0.10%

 Distributions Semi-annual

AUD $217 million Fund Size+

Fund Performance

Benchmark**Returns (After fees) ExcessFund*

1 Month 0.94% -0.11%0.82%

3 Months 1.58% -0.10%1.48%

FYTD 1.05% -0.08%0.97%

1 Year 4.01% -0.42%3.59%

2 Years p.a. 0.99% 0.42%1.40%

Inception p.a. 1.24% 0.51%1.75%

Fund Overview

Benchmark**FundCharacteristics***

Modified Duration (yrs) 4.64 6.17

Yield to Maturity (%) 2.51 2.31

Weighted Ave. Credit Rating AAA AAA

Cash Weighting (%) 0.76 n/a

Source: JamiesonCooteBonds Pty Ltd.
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Sector Allocation (by Duration Weight)***
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Platform Availabilty

Asgard BT Panorama BT Wrap

HUB24 Macquarie Wrap Mason Stevens

Netwealth PowerWrap

Further Information

Phone: 1800 940 599

Email: distribution@channelcapital.com.au

Web: 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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Fund Update as at 31 August 2018

CC JCB Active Bond Fund (APIR: CHN0005AU)

Market Review & Outlook

• More ‘out-of-cycle’ rate rises from domestic banks 

• Emerging markets, emerging risks?

• Global capital expenditure downturn

• Recent currency weakness boosting individual economies

• Be selective with your fixed income

MORE ‘OUT-OF-CYCLE’ RATE RISES FROM DOMESTIC BANKS; MARKET OVERREACTS TO LOGICAL 

CONSEQUENCE OF HIGHER COST OF GLOBAL CAPITAL

The Australian Bond market rallied after Westpac announced a 14 basis point (0.14%) mortgage rate rise to offset 

the increased cost of funding. Such a move further curtails any perceived need for the RBA to lift official interest 

rates. Financial conditions are tightening in the banking system as a function of rising funding costs for consumers 

(i.e. via higher floating mortgage rates and higher fixed rate rollovers). It looks almost certain that this trajectory will 

continue as the U.S. Federal Reserve (the Fed) continues to raise the international cost of capital. The market 

reaction to the Westpac hike (other banks will likely follow) has been a powerful rally in isolation from global fixed 

income. JCB sees this as an opportunity to lighten our risk exposures at the highest valuations of the year, 

consistent with our active approach to navigating these dynamics.

EMERGING MARKETS, EMERGING RISKS? 

Emerging markets have generally been risky, aside for the last decade where excess global liquidity from 

Quantitative Easing (QE) papered over the many cracks in the volatile landscape and allowed for low market 

volatility to lure investors (under the assumption that these markets are low risk and provide excess return). The 

removal of such liquidity is now reverting these countries to their longer term trend characteristics. JCB cautions 

investors to tread carefully in emerging markets as capital can be lost very quickly – particularly in crises periods . 

Emerging market stresses tend to occur when global data and inflation cycles peak, combined with U .S. 

denominated debt rapidly increasing. Excess borrowing (via what was originally an inexpensive USD) provides high 

leverage and, as the USD rises due to Fed rate hikes, debt repayments become increasingly difficult. JCB notes all 

of these conditions are observable today. Ironically, emerging markets are a fast forward view of domestic credit 

markets under higher rates and debt delinquency.

Turkey and Argentina are possible candidates for an emerging market rout in this cycle, requiring International 

Monetary Fund (IMF) restructuring to alleviate macroeconomic, foreign exchange, debt and inflation problems that 

are now too substantial to survive alone. Contagion looks possible into Indonesia, South Africa, India and Pakistan. 

Until the IMF or capital controls are announced, emerging markets and all growth assets should remain weak. The 

damage to global growth via falling commodity prices and mining stocks, alongside an inflation cycle peak, are signs 

that growth is being reassessed as the unintended consequences of the Fed hiking cycle.

GLOBAL CAPITAL EXPENDITURE (CAPEX) DOWNTURN

Australian estimated capital expenditure (capex) disappointed for the month of August, posting negative 2.5%, 

reflecting decreased business confidence. JCB expects that this will be a global issue in a world threatened by 

increased tariffs. It is rational that boardrooms the world over will place capex intentions on hold until tariff levies are 

announced and the associated costs of each jurisdiction can be better quantified.
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CC JCB Active Bond Fund (APIR: CHN0005AU)

RECENT CURRENCY WEAKNESS BOOSTING INDIVIDUAL ECONOMIES 

JCB believes that we are in a late cycle environment of U.S. and USD asset outperformance, but within that long 

cycle investors will still experience peaks and troughs. The global economy could be on the cusp of a mild cyclical 

recovery led by weakness in USD (U.S. economy has peaked relative to all others). Such a USD move would be 

counter trend in what JCB still believe is a major period of USD outperformance. However, with China down 20%, 

emerging markets down 20%, commodities experiencing similar drawdowns (e.g. copper -18%), many markets 

have moved significantly in relation to USD assets. Positions have swung from short USD (long EUR, AUD, 

commodities, gold, etc) back in September 2017 to March 2018 when the DXY (the U.S. dollar currency index) was 

88, to now being long DXY, a seemingly extreme divergence in a relative market context. Markets have moved from 

one side of the ship to the other with expectations and positioning now set up for USD asset outperformance . 

However, JCB believe this has already occurred.

JCB expects other countries to outperform low expectations for a short period as recent currency weakness and 

suppressed domestic bond yields help boost individual economies on a relative basis. This should also coincide with 

a short period of U.S. underperformance relative to its high market expectations. Data velocity has turned negative 

for the U.S. whilst broadly positive for the rest of the world excluding emerging market economies. Concern remains 

in pockets of major economies with Brexit still up in the air and Italian politics likely to continue to dominate noisy 

headlines.

BE SELECTIVE WITH YOUR FIXED INCOME

JCB learned in August 2018 of a significant unconstrained ‘go-anywhere’ bond fund having to freeze its underlying 

assets and impacting circa A$5 billion in Australian-sourced investments. To underline our comments from last 

month, JCB are disappointed with this less than positive outcome for investors. This story endures as the situation 

has now moved into liquidation phase with all fund investors to receive their proportionate interest in cash from the 

liquidation process. The first payment due is in early September and investors who participated via the Australian 

and Cayman funds will receive between 60 and 66 per cent of assets. This leaves up to 40 per cent still restricted. If 

the remaining assets cannot be ‘liquidated’ what does that say about the asset quality?

This specific case remains a cautionary tale in terms of understanding the underlying instrument and strategy, 

complexity versus simplicity, opaqueness versus transparency – hard lessons learned post the GFC.

Fund Review

For the month of August, the CC JCB Active Bond Fund (the Fund) returned 0.82%, underperforming the 

Bloomberg AusBond Treasury (0+Yr) Index by 0.11%.

JCB maintains a structural overweight exposure to the AUD long-end holdings, a 10 year versus 30 year flattening 

exposure which remains cheap in a global context. This underperformed over the month in expectation of new 

issuance from the Australian Office of Financial Management of a new 2050 inflation linked security. JCB will use 

any further cheapening to materially add to this exposure.

JCB also took profits on duration into what they believe is an overreaction by the market to the Westpac rate hikes . 

With bond supply globally due to lift in September, JCB feel better levels will be available to re -establish additional 

duration positions.
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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 - May 2018) 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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