
Wholesale Fixed Income and Credit Funds

Quarterly Update

Performance Summary (% before fees and expenses)
Fund
Incep. 3 mths 6 mths 1 yr

3 yrs
pa

5 yrs 
pa

Since 
Incep. pa

CFS Wholesale Australian Bond Fund Oct 95 2.47 3.89 5.84 5.70 5.91 6.97

BBERG AU Comp Bond 0+ Yr* 2.87 4.97 7.02 6.24 6.74 7.00

Relative performance -0.39 -1.08 -1.17 -0.55 -0.82 -0.03

CFS Wholesale Diversified Fixed Interest Fund May 97 1.54 2.79 3.93 4.72 4.86 6.60

BBERG AU Comp Bond 0+ Yr** 2.87 4.97 7.02 6.24 6.74 6.72

Relative performance -1.32 -2.18 -3.09 -1.52 -1.88 -0.12

Wholesale Global Credit Income Fund Sep 00 1.69 2.72 2.08 4.56 5.38 6.00

BBERG AU Bank Bill 0.56 1.14 2.24 2.51 3.10 4.72

Relative performance 1.13 1.58 -0.16 2.05 2.28 1.28

CFS Wholesale Global Corporate Bond Fund Dec 09 3.94 7.86 8.37 8.50 9.28 10.16

Barclays Gbl Agg Corp AUD H 3.41 7.21 8.85 7.64 8.27 8.81

Relative performance 0.53 0.65 -0.47 0.85 1.01 1.35

CFS Wholesale Government Inflation Linked Bond Fund Mar 10 -1.49 -1.76 -1.31 3.41 4.66 5.43

BBERG AU Gov Infl 0+ Yr 1.20 2.98 4.51 6.51 7.30 7.50

Relative performance -2.69 -4.74 -5.82 -3.10 -2.64 -2.07

June 2016

Global and Australian bond market review

Overview
• The June quarter was dominated by events in the last week of the period as the UK’s shock decision to leave the European Union put markets into a

tailspin. In times where sentiment drives markets, fundamentals take a back seat and that was certainly true later in the quarter as data releases had
relatively little impact on markets. Central banks made no changes following the UK referendum but continued to be vocal on being positioned to ensure
markets continue to function in times of extreme stress. Whilst bond yields plummeted following the result, there has been some rebound into the close
and pockets of liquidity have returned, proving resilience in markets.

• Earlier in the quarter, the trend towards easier monetary conditions continued. The US Federal Reserve has not continued on the path of higher interest
rates that began late last year. Europe introduced additional stimulus (including the purchase of corporate debt) and the Australian Reserve Bank
delivered a shock interest rate cut following a weak Q1 CPI. By in large though the focus for most of the latter part of the quarter was on the UK with
their result the key driver in lower bond yields over the quarter.

Global Credit Spreads
• Global credit spreads largely moved a little tighter over the quarter despite widening towards the end of the period due to the uncertainty in markets and

risk-off attitude as a result of Britain’s vote to leave the EU. The Barclays Global Aggregate Corporate Index average spread moved 4 bps narrower in
the quarter, closing at 1.54%. The Barclays US Aggregate Corporate Index average spread finished the quarter 7 bps narrower at 1.47%. In contrast,
the Barclays European Aggregate Corporate Index widened by 6 bps to 1.37%, which is to be expected given they were notably impacted by the Brexit
vote. In Asia, credit markets also moved narrower with the JPMorgan Asia Credit Index (JACI Composite) average spread in 15 bps to 2.72%.

• US High Yield credit spreads moved notably tighter in the quarter with the Bank of America Merrill Lynch Global High Yield index (BB-B) spread 39 bps
narrower, closing at 4.99%. Spread tightened early in the quarter as a risk-on sentiment in markets was driven by a rise in oil and commodity prices and
the Brexit vote.

• Issuance in investment grade credit started strong in the quarter with large deals in Europe and the US specifically. New issues were likely driven by
investors seeking additional yield given negative interest rates in Europe and Japan and continued low interest rates in US and UK. Inevitably issuance
fell off a cliff in the run up to the British referendum. Issuance immediately up to the vote was at the lowest levels year-to-date. However, signs of life did
return towards June month end with some light issuance and liquidity; a potential sign of the market’s ability to cope better with shocks.

* The benchmark from inception was the UBS Australian Treasury Index 0+ Yr, from 01/09/00 it was changed to the UBS Australian Government Index 0+ Yr, from 01/08/01 it
was changed to the Bloomberg AusBond

** The benchmark from inception was the Diversified Fixed Interest Custom benchmark. From 1 October 2009, the benchmark was changed to the Bloomberg AusBond
Composite Bond Index 0+Yr.



Wholesale Fixed Income and Credit Funds

Global and Australian bond market review (continued)
US
• The probability of further rate hikes in the US have been significantly reduced following Brexit with the market now actually pricing in the chance of a cut

rather than hike. The US Federal Reserve have stated that they are waiting to see what impact Brexit will have on US markets before making any
decisions on future policy. The Federal Open Market Committee (FOMC) held rates steady at 0.25%-0.50% throughout the quarter. The accompanying
statement to its June meeting (held the week before the Brexit vote) was seen as more dovish than the previous stance and the uncertainty of Brexit
was noted as one of the factors in the decision. The targeted long-run Fed Funds rate has been revised down again from 3.25% to 3.0%. Prior to Brexit
there was a possibility of a further hike in the US in 2016 with the market pricing in a 50% chance of a 25bps increase before the end of 2016. However,
following Brexit that probability has been all but removed and there is even a small possibility of a cut priced in as soon as September.

• On the data front, despite a strong start to the quarter US payrolls faded somewhat and the latest release (May data released in early June) came in
notably weaker than expected rising only 38,000 compared to an expected print of 160,000. Some of the weakness was attributed to a strike in the
telecommunications sector with 35,000 workers on strike. The prior two months were also revised down by 59,000 in total. The weakness impacted
markets with yields falling almost 10 bps on the back of the release. The unemployment rate fell to 4.7% at the end of the quarter (May data) and has
been at or below the 5% Fed target whilst the participation rate has increased since its historical low in September 2015. Headline and core CPI rose
over the quarter with the May print showing annual core CPI at 2.2% higher over the year. The core PCE deflator also rose over the quarter and as at
May month-end led to annual inflation of 1.6% year-on-year.

Europe
• The European Central Bank (ECB) met in April and June. It made no changes to monetary policy at either meeting but provided more details of the

“corporate sector purchase programme” at the April meeting. The programme, which started as planned in June 2016, consists of purchases of
investment grade euro-denominated bonds issued by non-bank corporations established in the euro area. Under the program, the ECB purchased
€1.9bn during the first week and upped this to €2.7bn in its second week. The total purchases to date are already at the upper end of initial estimates
for the quantitative easing corporate program. Following Brexit, the ECB promised to take all of the necessary steps to ensure stability in financial
markets. President Draghi was noted as saying that the impact of Brexit could impact euro-area growth by as much as 0.5pps per year for the next
three years.

• On the data front in Europe, GDP growth for the March quarter was revised down slightly to 0.5% (from 0.6%) but remains up from 0.3% in the
December quarter 2015. The annual rate was steady at 1.5% over the year. Other data releases were mixed but ultimately had little impact on markets
in comparison to speculation about and eventuation of the vote in favour of Brexit.

Japan
• Somewhat surprisingly, the Bank of Japan (BoJ) announced no change to monetary policy in the quarter. Japan’s GDP growth for Q1 was stronger

than expected coming in at 1.7% saar (seasonally adjusted annual rate) following a decline of 1.7% saar in the December quarter. The key drivers were
private consumption and net exports, business investment was a key detractor. The strength in GDP figures led the market to anticipate that the
planned consumption tax hike for April 2017 will be delayed by two years an announcement from Prime Minister Abe is expected in early June. The BoJ
remain focussed on achieving its inflation target with Governor Kuroda stating “We will examine risks to the economy and prices, and won't hesitate
taking additional easing steps if needed to achieve our 2 percent inflation target.” Looking to the data, GDP growth for Q1 was stronger than expected
coming in at 1.7% saar following a decline of 1.7% saar in the December quarter. The key drivers were private consumption and net exports, business
investment was a key detractor. The strength in GDP figures led Prime Minister Abe to delay the planned consumption tax hike for April 2017 by two
years. Also worth noting was the much lower than expected industrial production data for May which posted a decline of 2.3% for the month.

Australian Fixed Income & Credit Market Review
• The Reserve Bank of Australia (RBA) unexpectedly cut interest rates at its May meeting, lowering the cash rate to 1.75% from 2% where it had been

since May 2015. The main driver of the cut was apparent in the policy decision statement which stated that “inflationary pressures are lower than
expected” referring to the lower than expected CPI data released at the end of April. With inflation approximately 0.5pps lower than the target there’s
room for a further cut in rates in coming months with the market pricing in a 50% chance of another rate cut by August. The minutes of the RBA board
meeting reaffirmed the decision by noting “that prospects for sustainable growth in the economy, with inflation returning to target over time, would be
improved by easing monetary policy at this meeting”.

• The data showed that the CPI fell 0.2% in the March quarter 2016, following a rise of 0.4% in the December quarter 2015. The CPI rose 1.3% through
the year to the March quarter 2016, following a rise of 1.7% through the year to the December quarter 2015. The underlying measures were also much
weaker than expected, at around 1.5% for the year to the March quarter 2016. The market and even the RBA were surprised by this downward
surprise, with expectations largely that core inflation would have remained at around 2%.

• In Australia Q1 GDP was stronger than expected at 1.1% quarter-on-quarter, with annual growth up from 2.9% to 3.1%. This is above estimates of
trend growth of around 2¾%. Employment data were strong with the latest figures for May showing a rise of 17,900 jobs and the unemployment rate
was steady at 5.7%.

• Government bond yields in Australia were notably impacted by the low CPI data and resulting rate cut, coupled with the global fallout from Brexit. As a
result the yield on the 10-year Australian government bond fell 51 bps to 1.98%. The short end of the market saw smaller falls in yield, being less
influenced by offshore, with the 3-year bond down 35 bps to 1.55%. As a result, the Australian yield curve has flattened considerably over the quarter,
down to 43bps.

• During the quarter, the Australian dollar depreciated against the US dollar, to be down 2.95% on a trade weighted index basis. This was largely due to
the rate cut in May. However it’s worth noting the dollar appreciated into quarter end, as a result of the weakening of the US dollar on the back of
increased expectations that the US Federal Reserve will push out any future rate hikes into later in 2016 or beyond. This latest impact on the Australian
currency will likely be of concern to the RBA and increases the likelihood of further cuts if it is to continue to keep inflation within its target range.

• Australian credit spreads tightened over the quarter with the average spread of the Bloomberg AusBond Credit Index relative to swap falling to 110 bps
from 123 bps.

• Issuance in corporate bonds was dominated by financials in the quarter with a steady supply of new issuance, though this slowed into and following
Brexit. Australian banks have now issued more than $60 billion in the calendar year to date bringing it to the strongest levels since 2009. With
historically low cash rates, the search for additional yield has been a key driver of increased issuance. Physical bonds are still difficult to acquire in
some sectors, highlighting how tightly held they are currently.



Objective and strategy Sector breakdown

Fund update

Regional breakdown

Monthly returns (%)

Credit profile (%)

All fund data taken as of 30 June 2016

CFS Wholesale Australian Bond Fund
ARSN: 087 570 885
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• The Fund returned 1.68% during the quarter whilst the benchmark
returned 1.40%. Over the same period the 10-year Australian
government bond yield was down 51 bps to 1.98%. The June quarter
was dominated by events in the last week of the period as the UK’s
shock decision to leave the European Union put markets into a tailspin.
Bond yields globally were driven down and in Australia, yields were
further impacted by a shock interest rate cut by the RBA in May.

• Early in the quarter, we held a short duration position in Australia but
primarily our strategy was guided by continued uncertainty around the
UK referendum. Given the uncertainty and with polls indicating the vote
would be closer than the market was expecting, we significantly
reduced risk in our portfolios. In Australia this resulted in us reducing
and ultimately removing our short duration position. Late in the period
a long position at the front end of the Australian curve was also
introduced. This reflected the changing balance of risks around further
rate cuts from the RBA, due to Brexit concerns, inaction from the US
Federal Reserve and a persistently high Australian dollar. We also
removed our curve steepening position as long-end yields fell notably
following the Brexit result.

• We continued to hold a small overweight position to semis throughout
the quarter with the view that spread compression is most likely in the
short to medium term. There was little movement in semi spreads
during the period as both semi and government bonds fell in tandem.
We maintained an overweight position in
Supranational/Sovereign/Agency (SSA) but starting reducing the
overweight during the quarter. We entered the overweight position
when opportunities for additional yield were more limited. In recent
months this has changed and there are now other opportunities to pick
up yield and by reducing our allocation to SSAs we are better
positioned to take advantage of other opportunities.

• We marginally increased our overweight position in Australian credit
during the quarter. Valuations remain attractive on a long term
perspective and credit spreads at current levels remain supportive of
an overweight position. Our overweight position had positive impact on
performance in the month as spreads narrowed.

• To provide income-based returns and to outperform the Bloomberg
Australian Composite Bond Index (All Maturities) over rolling three-
year periods before fees and taxes.
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Objective and strategy Sector breakdown

Fund update

Regional breakdown

Monthly returns (%)

Credit profile (%)

All fund data taken as of 30 June 2016

CFS Wholesale Diversified Fixed Interest Fund
ARSN: 087 570 634

• The Fund returned 1.54% during the quarter whilst the benchmark
returned 2.87%. Over the same period the 10-year Australian
government bond yield was down 51 bps to 1.98%. The June quarter
was dominated by events in the last week of the period as the UK’s
shock decision to leave the European Union put markets into a
tailspin.

• Early in the quarter we held a short duration position in Australia but
primarily our strategy was guided by continued uncertainty around the
UK referendum. Given this uncertainty and with polls indicating the
vote would be closer than the market was expecting, we significantly
reduced risk in our portfolios. In Australia this resulted in us reducing
and ultimately removing our short duration position. Late in the period
a long position at the front end of the Australian curve was also
introduced. This reflected the changing balance of risks around further
rate cuts from the RBA, due to Brexit concerns, inaction from the US
Federal Reserve and a persistently high Australian dollar. We also
removed our curve steepening position as long-end yields fell notably
following the Brexit result.

• Concerns over reducing global growth and inflation expectations more
broadly saw break even inflation rates narrow considerably in the June
quarter. At these levels the price of inflation protection offered by the
market remains below our expectations around future inflation
outcomes. Accordingly, our portfolios remain positioned to take
advantage of the low break even inflation rates currently in place.

• We continued to hold a small overweight position to semis throughout
the quarter with the view that spread compression is most likely in the
short to medium term. There was little movement in semi spreads
during the period as both semi and government bonds fell in tandem.
We maintained an overweight position in
Supranational/Sovereign/Agency (SSA) but starting reducing the
overweight during the quarter.

• As part of our broader “risk-off” strategy implementation, we also
reduced our overweight to global credit. With heightened uncertainty
and volatility surrounding the UK vote, we felt it was prudent to reduce
our overweight position in global credit.

• To provide income-based returns and to outperform the Bloomberg
Australian Composite Bond Index (All Maturities) over rolling three-
year periods before fees and taxes by investing in a diversified
portfolio of Australian and international fixed interest.
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Objective and strategy Sector breakdown

Fund update

Regional breakdown

Monthly returns (%)

Credit profile (%)

All fund data taken as of 30 June 2016

Wholesale Global Credit Income Fund
ARSN: 093 045 713

• The Fund returned 1.69% in the quarter, compared to its benchmark
return of 0.56%. Global credit spreads largely moved a little tighter
over the quarter despite widening towards the end of the period due to
the uncertainty in markets and risk-off attitude as a result of Britain’s
vote to leave the EU. The Barclays Global Aggregate Corporate Index
average spread moved 4 bps narrower in the quarter, closing at
1.54%. The Barclays US Aggregate Corporate Index average spread
finished the quarter 7 bps narrower at 1.47%. In contrast, the Barclays
European Aggregate Corporate Index widened by 6 bps to 1.37%
which is to be expected given they were notably impacted by the
Brexit vote. In Asia, credit markets also moved narrower with the
JPMorgan Asia Credit Index (JACI Composite) average spread in
15 bps to 2.72%.

• US High Yield credit spreads moved notably tighter in the quarter with
the Bank of America Merrill Lynch Global High Yield index (BB-B)
spread 39 bps narrower, closing at 4.99%. Spread tightened early in
the quarter as a risk-on sentiment in markets was driven by a rise in oil
and commodity prices. As per the rest of the bond market, spreads
then widened in June as a result of Brexit uncertainty changing market
sentiment.

• Issuance in investment grade credit started strong in the quarter with
large deals in Europe and the US specifically. New issues were likely
driven by investors seeking additional yield given negative interest
rates in Europe and Japan and continued low interest rates in US and
UK. Inevitably issuance fell off a cliff in the run up to the British
referendum. Issuance immediately up to the vote was at the lowest
levels year-to-date. However, signs of life did return towards June
month end with some light issuance and liquidity; a potential sign of
the market’s ability to cope better with shocks.

• To provide income-based returns and to outperform the Bloomberg
AusBond Bank Bill Index over rolling three-year periods by investing in
a diversified portfolio of higher yielding Australian and international
fixed interest investments.
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Objective and strategy Sector breakdown

Fund update

Regional breakdown
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Credit profile (%)

All fund data taken as of 30 June 2016

CFS Wholesale Global Corporate Bond Fund
ARSN: 140 189 984

• The Fund returned 3.94% in the quarter, compared to its benchmark
return of 3.41%. Global credit spreads largely moved a little tighter
over the quarter despite widening towards the end of the period due to
the uncertainty in markets and risk-off attitude as a result of Britain’s
vote to leave the EU. The Barclays Global Aggregate Corporate Index
average spread moved 4 bps narrower in the quarter, closing at
1.54%. The Barclays US Aggregate Corporate Index average spread
finished the quarter 7 bps narrower at 1.47%. In contrast, the Barclays
European Aggregate Corporate Index widened by 6 bps to 1.37%
which is to be expected given they were notably impacted by the
Brexit vote. In Asia, credit markets also moved narrower with the
JPMorgan Asia Credit Index (JACI Composite) average spread in
15 bps to 2.72%.

• US High Yield credit spreads moved notably tighter in the quarter with
the Bank of America Merrill Lynch Global High Yield index (BB-B)
spread 39 bps narrower, closing at 4.99%. Spread tightened early in
the quarter as a risk-on sentiment in markets was driven by a rise in oil
and commodity prices. As per the rest of the bond market, spreads
then widened in June as a result of Brexit uncertainty changing market
sentiment.

• Issuance in investment grade credit started strong in the quarter with
large deals in Europe and the US specifically. New issues were likely
driven by investors seeking additional yield given negative interest
rates in Europe and Japan and continued low interest rates in US and
UK. Inevitably issuance fell off a cliff in the run up to the British
referendum. Issuance immediately up to the vote was at the lowest
levels year-to-date. However, signs of life did return towards June
month end with some light issuance and liquidity; a potential sign of
the market’s ability to cope better with shocks

• To provide returns in excess of those available by reference to the
Barclays Global Aggregate – Corporate index hedged to Australian
dollars, over rolling three-year periods (before tax and fees, assuming
income is reinvested).
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Objective and strategy

Fund update

Monthly returns (%)

All fund data taken as of 30 June 2016

ARSN: 140 777 153

CFS Wholesale Government Inflation Linked Bond Fund

• The Fund returned -1.49% during the quarter whilst the benchmark
returned 1.20%. Throughout the period the Fund continued to hold a
long BEI position, primarily in the short end. This position offers well
priced inflation protection and was initially implemented while BEIs
were trading below the lower end of the RBA’s target range.

• Concerns over reducing global growth and inflation expectations more
broadly saw break even inflation rates narrow considerably in the June
quarter. For example the 10yr break even inflation rate fell by 41bps to
1.56% by the end of the month, with the break even inflation rate for
the 2018 inflation linked bonds down 76bps to 0.78%. At these levels
the price of inflation protection offered by the market remains below
our expectations around future inflation outcomes. Accordingly, our
portfolios remain positioned to take advantage of the low break even
inflation rates currently in place.

• Early in the quarter we held a short duration position in Australia but
primarily our strategy was guided by continued uncertainty and
heighted unrest in the run up to and following the UK referendum to
leave the European Union (Brexit). Given the uncertainty going into
the event, with polls indicating the vote would be closer than the
market was expecting, we significantly reduced risk in our portfolios. In
Australia this resulted in us reducing and ultimately removing our short
duration position. Late in the period a long position at the front end of
the Australian curve was also introduced. This reflected the changing
balance of risks around further rate cuts from the RBA, due to Brexit
concerns, inaction from the US Federal Reserve and a persistently
high Australian dollar. We also removed our curve steepening position
as long-end yields fell notably following the Brexit result.

• The Fund provides income-based returns, and aims to outperform the
Bloomberg Government Inflation-Linked Index (All Maturities) with
inflation protection over rolling three-year periods before fees and
taxes.
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For further information

Head of Business Development, Australia and New Zealand

Harry Moore +61 3 8618 5532

Business Development - Melbourne Head of Client Relationships and Service

Peter Heine +61 3 8628 5681 Daniel Bristow +61 2 9303 6311

Business Development - Sydney Institutional Relationship Management – Sydney

Jeannene O'Day +61 2 9303 1807 Rose Beedles +61 2 9303 2863

Bachar Beaini +61 2 9303 3929 Helen Squadrito +61 2 9303 6142

Edward Tighe +61 2 9303 2416 Glenn Venables +61 2 9303 6280

Irene Rodionov +61 2 9303 7506 Head of Consultant Research

Business Development - Sydney Ross Crocker +61 2 9303 6916

Helen McKenzie +64 21 951 520

Investments in the Funds described in this document are offered by Colonial First State Investments Limited ABN 98 002 348 352, AFSL 232 468, a wholly-owned subsidiary 
of Commonwealth Bank of Australia ABN 48 123 123 124.

This document is intended to provide general information only. You should assess whether the information is appropriate to you before making an investment decision. The 
performance figures used in this document are sourced from the Fund’s relevant benchmark indexes and from actual performance figures achieved by the Fund before fees 
and expenses.  Past Performance is no indication of likely future performance.

There are fees and costs payable for managing investments in the Fund that are deducted from the Fund as a whole. The fees payable by investors in the Fund may be 
negotiated and can differ between investors. For this reason the performance figures used in this document are shown before fees and costs as at 31 March 2016. Investors 
should have regard to the Information Memorandum or their negotiated fee agreement for further information on the fees and costs applicable to their investment in the Fund.

Neither Commonwealth Bank of Australia nor any of its subsidiaries guarantees or stands behind the performance of the Fund or the repayment of capital by the Fund. 
Investments in the Fund are not deposits or other liabilities of the Commonwealth Bank of Australia or its subsidiaries; and investment type products are subject to investment 
risk including loss of income and capital invested.

Colonial First State Investments Limited receives fees for the management of the fund which are explained in the Information Memorandum available by contacting the 
Institutional Business team on +61 2 9303 6116. Colonial First State Global Asset Management is a registered business name of Colonial First State Asset Management 
(Australia) Limited ABN 89 114 194 311; further information is available on cfsgam.com.au.

Copyright © Colonial First State Group Limited 2015. All rights reserved.
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