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Fund Facts – 30 June 2020 

Fund Overview 

The ActiveX Ardea Real Outcome Bond Fund (Managed 
Fund) is a defensive fixed income solution that targets 
stable returns exceeding cash deposit rates and 
inflation, with a quarterly income distribution and daily 
liquidity.  

The Fund does this by employing Ardea’s ‘relative value’ 
investment approach, which combines the safety of high 
quality government bonds with proven risk 
management strategies to deliver low volatility returns, 
while protecting capital from interest rate fluctuations 
and general market volatility. (Note: neither the Fund 
nor the Underlying Fund are guaranteed).

 

Suits Investors Seeking 

• a higher expected return than bank deposits1  

• an alternative source of income, with low volatility  

• a defensive fixed income anchor to diversify 
portfolio risk away from equities, property and credit 
investments  

• investors who accept some risk and that their 
investment will include exposure to derivative 
strategies  

 

1 Neither fund performance nor capital is guaranteed. 

Quarterly Performance Report – 30 June 2020 

Fund 
Performance2, 3 

1 month 3 months FYTD 1 year 3 years 5 years 
Since 

inception4 

Fund 0.87% 1.78% 5.71% 5.71% - - 7.52% 

Australian Consumer 
Price Index 

-0.23% -0.60% 0.96% 0.96% - - 1.10% 

Excess Return 1.10% 2.38% 4.76% 4.76% - - 6.42% 
 

2 Performance figures are based on the Fund’s net asset value, are calculated after fees have been deducted and assume distributions have been 

reinvested. No allowance is made for tax when calculating these figures. Past performance figures that are less than 12 months are for informational 

purposes only and are not to be relied upon when considering the likely future performance of the fund.  

3 The performance of the Fund will not exactly replicate that of the Underlying Fund, for example, where cash is held by the Fund 

4 The Fund’s inception date is 10 December 2018. 

Source: Fidante Partners Limited, 30 June 2020. 

 

Underlying Fund  

The Fund invests in Ardea Real Outcome Fund (Underlying Fund). In this report, where we refer to the Fund’s 
investments we generally do so on a ‘look-through’ basis; that is, we are referring to the underlying assets that the 
Fund is exposed to through its investment in the Underlying Fund. 
 

Underlying Fund 
Performance5 

1 month 3 months FYTD 1 year  3 years 5 years 
Since 

inception6 

Underlying Fund 0.88% 1.80% 5.75% 5.75% 5.53% 4.52% 4.30% 

Australian Consumer  
Price Index 

-0.23% -0.60% 0.96% 0.96% 1.54% 1.52% 1.79% 

Excess Return 1.12% 2.40% 4.79% 4.79% 3.99% 3.00% 2.51% 
 

5 Performance figures are calculated after fees have been deducted and assume distributions have been reinvested. No allowance is made for tax 

when calculating these figures. Past performance is not a reliable indicator of likely future performance.  

6 The Underlying Fund’s inception date is 20 July 2012. 

Source: Fidante Partners Limited, 30 June 2020. 

ASX Ticker XARO 

Fund Inception Date  10 December 2018 Fund Size $199.0 million 

Underlying Fund Inception Date 20 July 2012 Underlying Fund Size $4.7 billion 

Distribution Frequency  Quarterly Unit Registry Link Market Services 

Management Fee 0.50% p.a. Fund Issuer Fidante Partners Limited 
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Underlying Fund Exposure 

Sector Exposure 

Government – National 44% 

Government - State 56% 

Total 100% 

 

Interest Rate Duration (years) 

12-month average 0.2 

Since inception average 0.1 
 

Rating Exposure 

AAA 83% 

AA 17% 

Total 100% 
 

Region Exposure* 

Australia / NZ 67% 

Europe 22% 

North America 11% 

Total 100% 
 

 

* Australasia = Australia, New Zealand, Japan; Europe = France, Germany, UK ; N. America = USA, Canada 

Sources: Ardea Investment Management, S&P Ratings. Noting investors accept some risk and that their investment will include exposure to derivative 

strategies. 
 

 

1 Neither fund performance nor capital is guaranteed. 

2 Inception date is July 2012. Past performance is not an indicator of future performance. 

3 Refers to the Fund’s historical track record since inception. 

 

Quarterly Commentary 

Notable events for the month are summarised below and more detailed discussions of topical market themes are 
available here - Ardea's market insights. 

A summary of Ardea’s ‘relative value’ investment approach and portfolio construction process is provided at the 
end. 

 

What happened? 

Easing lockdowns, rebounding economies and the ongoing deluge of fiscal + monetary stimulus were the dominant 

Fund Benefits 

Higher expected returns than cash and term deposits1 

The Fund has a track record of delivering returns exceeding cash, term deposits and inflation since inception2. As 

these returns are independent of market direction, Ardea expects to maintain a level of outperformance in rising 

and falling markets irrespective of the level of cash or deposit rates. 

An easier way to access your investment 

The Fund offers daily trading on the ASX, without break costs that can apply to term deposits. 

Lower risk than many common investment income sources 

The Fund invests in high-quality government bonds and cash securities, which have lower credit risk, unlike bank 

hybrids and corporate bonds, while also using sophisticated risk management strategies to minimise volatility 

compared to dividend paying stocks. 

Defensive fixed income anchor that helps diversify investment portfolio risk 

The Fund targets positive returns that are independent of interest rate fluctuations and general market volatility. 

Combining this with proven risk management strategies allows the Fund to help diversify your portfolio risk away 

from equities, property and credit investments. 

Protect the purchasing power of your cash 

In addition to outperforming3 bank deposits, the Fund targets returns exceeding inflation, which helps protect the 

long term purchasing power of your cash. 

Experienced and stable investment team: Ardea’s investment team has decades of experience across global 

fixed income markets. Majority employee ownership of the Ardea business fosters team stability. 

Fund Risks 

The Fund is exposed to a number of risks including interest rate risk, market risk, and collateral risk. Please refer 

to the Product Disclosure Statement for more information. 

https://www.ardea.com.au/our-thoughts/market-insights/
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themes over the June quarter. In response to these themes, risk asset prices have rebounded aggressively from 
the March lows.  

 

 

Led by the US, recent economic data releases have surprised positively as global fiscal + monetary stimulus keeps 
gushing out at unprecedented rates.  

Purchasing Managers Indices (PMI’s), which are survey based indices that track changes in economic activity, 
mostly improved over the past couple of months. (Index readings above 50 correlate with economic expansion.) 

“Global manufacturing PMIs bounced back strongly to 48.9 in June, from 41.6 in May. The improvement 
was broad-based across economies and components within each economy. This sharp rebound in global 
manufacturing PMIs reaffirms our view of a V-shaped recovery in the global economy. After this initial 
sharp rebound, it is natural that the pace of improvement will be more moderate, but we expect the global 
economy to remain on a path of continued recovery.” 

- Morgan Stanley, Global PMI Update, 1st July 2020 

 

Economic surprise indices compiled by Citigroup show how economic data is tracking relative to economists’ 
consensus expectations. Negative numbers indicate that the actual data is coming in below expectations and vice 
versa for positive numbers. As shown in the chart below, economic data improved considerably over the quarter, 
relative to pessimistic forecasts. Although, as with the PMI data, the absolute levels of economic activity are still 
depressed. 

 



 
 

 

  

4 

While easing lockdowns and rebounding economic activity partly explain the risk asset rebound, arguably the 
biggest factor has been the unprecedented fiscal + monetary stimulus blitz that has been unleashed globally over 
the past few months. 

As Bank of America notes, 2020 has seen an astounding 110 global interest rate cuts, $7.9tn of 
quantitative easing QE and $8.7tn of fiscal stimulus. (source: BAML, The Flow Show, 14th May 2020).   

 

On the monetary policy side, pretty much every major central bank has cut interest rates aggressively over the 
past few months, with all except China now hovering around the 0% mark. In addition, they’ve been hoovering up 
bonds, including ‘junk’ rated corporate bonds for the first time, and rapidly expanding their balance sheets in the 
process.  

 

 

On the fiscal policy side, the amount of fiscal policy stimulus announced globally is unprecedented, staggering, 
Brobdingnagian … we’re running out of adjectives. 

 

 

These snippets give a sense of the fiscal + monetary stimulus that has flooded into economies and markets over 
the past quarter. 
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“The European Central Bank reached another trillion-euro milestone in its fight to bolster economies that 
are seeing years of growth wiped out in months by the coronavirus pandemic. An offer for its ultra-cheap, 
three-year loans was taken up by 742 banks for a total of 1.31 trillion euros ($1.5 trillion) on Thursday. … 
The loans are intended to ensure banks keep providing credit to companies and households to bolster the 
economic recovery from the pandemic. They carry an interest rate below zero that means the ECB is 
paying lenders to lend. The fresh wave of stimulus comes at a time when fear about a potential second 
wave of Covid-19 infections is stalking investor sentiment.” 

- Bloomberg, ‘Banks Snap Up ECB’s Loans in Another Trillion-Euro Moment’, 18th June 2020 

 

“Four months is an eternity in pandemic politics. As recently as February, Finance Minister Olaf Scholz was 
Germany's Mr Thrift, a devotee of the "black zero" balanced-budget rule. Since then he has jettisoned the 
country's deep-rooted fiscal conservatism and outstripped more freewheeling European allies to push for 
its biggest debt-financed stimulus package during peace time. On Wednesday, Scholz will present a 
supplementary budget that pushes up new debt to a record 218.5 billion euros this year - equal to about 
6.5% of German output.” 

- New York Times, ‘Ka-Boom! How Germany's 'Mr Thrift' Scholz Came to Splash the Cash’, 17th June 2020 

 

“Britain’s public debt is larger than the size of the country’s economy for the first time since 1963, after 
the government borrowed a record £55bn in May. The total level of debt has risen by £173bn over the last 
year to reach £1.95tn, or 100.9% of GDP, as ministers introduced unprecedented support for businesses 
and households during the coronavirus crisis.” 

- The Guardian, ‘UK debt is bigger than economy for first time since 1963’, 20th June 2020 

 

“Prime Minister Shinzo Abe doubled Japan’s stimulus measures as he looked to deliver on his bold promise 
to keep businesses and households afloat with the world’s biggest virus-response package. … The latest 
aid was finalized after data last week confirmed Japan has sunk into a deep recession and polls showed 
support for Prime Minister Abe’s cabinet dropping to a fresh low over its handling of the outbreak. 
Apparently sensing the need to do more, Abe vowed on Monday to bring the tally of measures to around 
40% of gross domestic product. … The new measures match the overall size of April’s 117 trillion package, 
bringing the total of the two packages to just under 234 trillion yen. The record second extra budget of 
31.9 trillion yen to help fund the measures comes less than a month after the passage of the first.” 

- Bloomberg, ‘Japan Doubles Down to Deliver World’s ‘Biggest’ Stimulus Package’, 27th May 2020 

 

“The Federal Reserve’s balance sheet is exploding, growing by about $3 trillion since mid-March and now 
totalling more than $7 trillion. It could conceivably exceed $10 trillion by yearend, as the central bank 
buys corporate bonds, municipal securities and makes loans to medium-sized businesses while purchasing 
$80 billion of Treasuries and $40 billion of agency mortgage-backed securities (MBS) each month. This 
would be more than double the peak that the Fed's balance sheet reached after the 2008-09 financial 
crisis.” 

- Bloomberg, ‘A $10 Trillion Fed Balance Sheet Is Coming’, 22nd June 2020 

 

Against this backdrop of immense stimulus and rebounding economic activity, towards the end of the June quarter 
we started to see a worrying resurgence in virus cases.   

“The United States reported more than 55,000 new COVID-19 cases on Thursday, a new daily global 
record for the coronavirus pandemic, as infections rose in a majority of states. … Coronavirus cases are 
rising in 37 out of 50 U.S. states including Florida, which confirmed more than 10,000 new cases on 
Thursday. That marked the state’s largest daily spike so far and a level that exceeded single-day tallies 
from any European country at the height of the outbreak there.” 

- Reuters, ‘U.S. reports 55,000 COVID-19 cases in single day, hits new global record‘, 3rd July 2020 

 

“India's number of coronavirus cases passed 600,000 on Thursday with the nation's infection curve rising 
and its testing capacity being increased. The 19,148 new cases reported in the past 24 hours raised the 
national total to 604,641, with nearly 100,000 of them in the past four days.”  

- The Associated Press, ‘India's virus cases surpass 600,000, curve rises’, 3rd July 2020 
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“The number of new Covid-19 cases worldwide has reached a record high at 212,326 cases in the last 24 
hours, according to a situation report from the World Health Organization. … The WHO noted that factors 
like case detection, definitions, testing strategies, reporting and lag times differ between countries, 
territories and areas. A top official with the agency warned this week that some countries may have to 
reintroduce lockdown measures as they struggle to contain the virus. ‘Some countries who have had 
success in suppressing transmission who are opening up now may have a setback, may have to implement 
interventions again, may have to implement these so-called lockdowns again,’ said Dr. Maria Van 
Kerkhove, head of the WHO’s emerging diseases unit, at a Wednesday news briefing in Geneva.” 

- CNBC, ‘World Health Organization reports new coronavirus cases reach all-time high’, 4th July 2020 

 

Why is it relevant? 

The dominant macro themes for the June quarter were skewed toward easing lockdowns and rebounding economic 
activity globally, turbocharged by liquidity and stimulus. The big question is whether the recent uptick in virus 
cases will challenge this.   

Back in April we cited Singapore as an example of how the path from virus peak back to normality is not 
straightforward.  

“In the early days of the coronavirus pandemic, Singapore was a global standard bearer for taming the 
deadly illness. Now it’s home to Southeast Asia’s largest recorded outbreak and is racing to regain control. 
One reason behind this reversal can likely be traced back to six days in February, when the earliest sign of 
what would become an explosion in cases among migrant laborers first appeared.  

… It’s a cautionary tale of how even countries experienced in handling epidemics can be wrong-footed by 
this elusive disease, particularly when it takes root in disadvantaged communities. Singapore is now 
entering the third week of a partial lockdown it calls a circuit breaker. Social gatherings are banned, and 
only essential businesses are allowed to operate. Schools are now shut, as well.” 

- Bloomberg, ‘How Singapore flipped from virus hero to cautionary tale’, 21st April 2020 

 

At that time we noted – “The fact that Singapore’s outbreak was centred on migrant workers, who are 
essential to Singapore’s economy, shows how hard it is to manage the balance between virus containment 
and prolonged disruption of economic activity. In Singapore and other places, a scenario with on-off rolling 
lockdowns to deal with periodic virus spikes may see the initial economic hit softened but the ongoing 
disruptions extending far longer than anticipated by bullish V-shaped forecasts.” 

 

Now we’re seeing countries like the US and Australia facing similar challenges. 

“The nascent restart of America’s economy has begun to stall as a surge in new coronavirus cases 
dampens consumer and business activity across states like Florida, Texas and Arizona. After weeks of a 
pandemic-induced contraction, the economy had begun rebounding faster than many economists expected 
from mid-April into June, as infection rates stabilized or fell across much of the country and the federal 
government injected trillions of dollars in the economy. States began to reopen, shoppers increased their 
spending and employers started to hire back furloughed workers. 

But there were signs in late May and early June that the pace of recovery was beginning to slow, even 
before another wave of infections swept through states that had moved quickly to ease limits on public 
gatherings. In recent weeks, as that wave intensified, real-time economic data began to show the 
economy moving backward as rising infection fears spooked consumers.” 

- New York Times, ‘The Rocket Ship Economic Recovery Is Crashing’, 1st July 2020 

 

“Australia’s two most-populous states will close their shared border from Tuesday night as authorities 
battle to contain a spike in coronavirus cases that jeopardizes the nation’s economic recovery. Throughout 
the pandemic, New South Wales and Victoria had resisted closing the border to avoid adding to economic 
disruption. But a resurgence of the virus, that has prompted a lockdown across 12 areas of the Victoria 
state capital, Melbourne, has forced a rethink.” 

- Bloomberg, ‘Australia’s Most-Populous States to Close Shared Border’, 6th July 2020 
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At the time of writing, financial markets had dropped from recent highs but are still proving resilient in the face of 
rising virus cases.  

“Global markets have started to experience their largest correction since a bottoming-out process began in 
March, mostly on reports that COVID-19 infections have begun rising again in a few US states. … Even 
though some of these aftershocks were multi-sigma, many markets ex Oil and EM Currencies remain at 
levels suggesting high optimism, depending on one's macro scenario for the second half of 2020. 

… After this week's market stress, Credit has still retraced about 70% of its COVID-19 losses, while global 
Equities and cyclical sectors have recouped 65% and 57% of their earlier declines.” 

- JP Morgan, The JP Morgan View, 12th June 2020 

 

Some market forecasters are sticking to their bullish thesis, others moderated their bullishness, and some are 
discounting the V-shaped recovery scenario.  

“We received a stark reminder this week that the fight against COVID-19 is not over, as new cases globally 
thrice reached new highs. Unsurprisingly, the number one question we get from investors is whether this 
resurgence disrupts our call for a V-shaped recovery. The answer is no. We remain confident that the 
global economy will regain its pre-COVID-19 levels in four quarters and DM economies in eight quarters.” 

- Morgan Stanley, Global Macro Update, 28th June 2020 

 

“The US has experienced a dramatic resurgence of Covid over the last two weeks as a spike in the Sun 
Belt has pushed the daily number of new cases above 50,000. In response, officials have paused or 
reversed reopening in states containing more than half of the US population, and reopening will likely be 
delayed in much of the rest of the country as well.  

… We have revised our GDP forecast to reflect these new developments. A pause in the consumer services 
sector in July and August should limit the 2020Q3 rebound to 25% quarter-on-quarter annualized, vs. 
33% in our previous forecast. However, we have upgraded our 2021 numbers by 1-1½pp, both because 
some reopening activity will be delayed and because prospects for an earlier vaccine have improved 
recently. On a full-year basis, our forecast now implies -4.6% GDP growth in 2020 (vs. -4.2% before) and 
+5.8% growth in 2021 (vs. +5.8%).” 

- Goldman Sachs, US Economics Analyst, 4th July 2020 

 

“For the second time in two weeks, an increase in US COVID-19 infection rates has dented momentum 
across markets that normally should be rising as the global economy improves and most data releases 
beat expectations.  

… We had always expected a tension to emerge amongst greater mobility and higher infection rates but 
have framed the dynamic as a constraint on the pace of global growth and market returns rather than as a 
roadblock to either. The reason was threefold: policymakers would have a greater tolerance for outbreaks 
given the catastrophic economic cost imposed by March/April lockdowns; hospital capacity varied 
significantly by city and state, so measures taken to control virus resurgence would be local rather than 
national; and most economies would be experiencing a massive surge in activity this summer, so some 
pullback related to COVID-19 could still generate extraordinary growth rates.” 

- JP Morgan, The JP Morgan View, 12th June 2020 

 

“Despite improvements in high-frequency data, activity level remains low, raising the probability of a U-
shape recovery. Uncertainties accentuate real and financial bumps, including that COVID is not 
vanquished, trade remains in contraction, business investment is collapsing, financial conditions are not 
loose, and equities are disconnected from real economy. Despite policy support, private activity is muted, 
and its revival is needed for both debt sustainability and to recover lost GDP.” 

- Citigroup, Global Economic Outlook, 26th June 2020 

 

We can’t reliably predict how any of this plays out. It’s possible that this virus resurgence turns out to be just a 
blip. It’s possible that we’re seeing a sustainable economic rebound rather than a short term bounce driven by 
pent-up consumer demand and stimulus sugar hits. It’s possible the V-shaped economic rebound actually 
materialises. It’s also possible that far more negative scenarios may play out. What is clear though is that market 
pricing in most places is already highly skewed toward the most optimistic scenarios, despite uncertainty being far 
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higher than normal. 

Citigroup’s latest panic/euphoria index reading, which is a measure of US equity investor sentiment, hit 
0.66. This indicates a level of investor euphoria that has not been seen since the dot-com bubble.  

- Citigroup, US Equity Strategy, 12th June 2020 

 

 “Viewed holistically, there might be as many positives as negatives in play currently, despite huge market 
moves this week.  

The positives are that the rise in case counts for big states still leaves run rates below a critical level; that 
policymaker preferences are leaning towards incremental measures, so city-specific before statewide much 
less nationwide; and that risk of international transmission is much reduced due to restrictions on 
international air travel (quarantines, for example). Another is that extraordinary stimulus eventually lifts 
asset prices, even if asset purchases aren’t calibrated in amount or target to prevent every volatility 
shock).  

The negatives are that most markets appear priced for a quite normal return to growth and corporate 
profitability; that state-specific thresholds for re-imposing restrictions are guesstimates; and that business 
and household caution can dent the growth recovery even without official restrictions on activity.” 

- JP Morgan, The JP Morgan View, 12th June 2020 

 

“At a time where the global economy is in the worst recession in living memory, S&P 500 had its best 
quarter since 1998. The striking disconnect between financials and fundamentals leaves the question of 
whether the economy recovers quickly enough to catch up with financial markets, or whether financial 
valuations correct towards fundamentals.  

On the economic side, the latest data confirms that the worst is behind with the lockdowns gradually 
eased. But it is premature to draw a line from the trough to the latest data and project that line forward to 
a V-shaped recovery.  

On the financial side, our US equity strategists characterize the sentiment as euphoric with more than 80% 
probability of negative returns in the next 12 months. In our view, everything has to go right for equity 
markets to be right.” 

- Citigroup, Global Economic Outlook, 26th June 2020 

 

In our April monthly report we wrote the following: 

“The first leg of the risk asset rebound could be justified by relief that extraordinary policy stimulus, 
combined with flattening virus curves, had chopped off the worst-case tail risk economic scenarios (e.g. 
uncontrollable virus spreads, overwhelmed health systems, insufficient policy reaction etc.).  

However, a continuation of the rally is contingent on the upside scenario of a V-shaped economic recovery 
actually being realised, while also overcoming the underlying contradiction that the lockdown measures 
which are successfully flattening virus curves, are the very same measures that are causing so much 
economic damage.” 

 

Given how much risk asset prices have already rebounded from the March lows, a V-shaped economic recovery is 
no longer an upside scenario but has actually become the new base case that is already being priced in. This 
means the easy money from riding the oversold/panic rebound trade is done. Going forward, it gets much harder 
as the risk/return trade-off in most risk assets looks unappealing at current prices. 

“Three months to the day after the sharpest selloff in history, Wall Street is freaking out about valuations 
once more. Bank of America Corp. clients are sounding the alarm on stock prices like never before, even 
as they sink cash into the market in droves. Bears are finding new reasons to bristle at soaring price-to-
earnings ratios, while vanishing credit premiums belie default risk in the grip of the economic downturn. 

‘Everything is expensive,’ wrote Chris Watling, chief market strategist at Longview Economics, in a recent 
note. ‘80% of the markets we track have a valuation in the upper quartile relative to the market’s history -
- the greatest percentage on record using data since the mid-1990s.’ “ 

- Bloomberg, ‘Stock Valuations Hit a Record in ‘Everything Is Expensive’ Rally’, 23rd June 2020 
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When market pricing becomes so skewed towards one scenario, the implied distribution of future possible 
scenarios becomes unrealistically narrow. If the weight of underlying fundamentals then starts to shift away from 
that scenario, the risk of a violent repricing is high. 

Said another way, equity and credit markets, fuelled by extreme policy stimulus and liquidity injections, are 
currently priced for perfection, which implies little margin of safety left to account for downside scenarios. This in 
turn means it won’t take much in the way of exogenous shocks to trip them up. Recall, we got a small taste of that 
in early June when the S&P 500 dropped 6% in one day. 

How do we reconcile the apparent contradiction between fundamentals, elevated uncertainty and bullish market 
pricing? One explanation is a familiar narrative that has dominated financial markets for the past decade … ultra-
low interest rates force risk seeking behaviour, even if the compensation for taking those risks is poor. 

As central banks have persistently forced interest rates lower and engaged in quantitative easing, the returns 
available from low risk assets such as cash and high quality government bonds have collapsed toward zero (or 
even gone negative). This in turn has forced investors into a vicious cycle of taking more and more risk, just to 
maintain the same level of returns. As more money is forced to chase higher risk assets, their prices are forced up, 
meaning their future expected returns are forced down. Investors are therefore trapped in a cycle where they have 
to keep taking more and more risk for less and less return.   

Bill Dudley, the former president of the New York Federal Reserve, alluded to this in a recent article about the 
implications of ultra-loose monetary policy and the Federal Reserve’s rapidly growing balance sheet.  

“The third implication is that the private sector may react to the increase in cash and deposit holdings 
forced on it by the Fed by seeking other, riskier higher yielding assets. In fact, this is a major motivation of 
quantitative easing. By reducing the supply of safe assets and increasing the amount of deposits that the 
private sector must hold, the Fed generates a demand by the private sector for more risky assets. The 
result is a rise in financial-asset valuations and an easing of financial conditions. The Fed’s asset purchases 
change the mix of assets available to be held by private investors and this influences asset valuations.”    

- Bloomberg, ‘A $10 trillion Fed balance sheet is coming’, 22nd June 2020 

 

As a side effect of this extreme central bank intervention, the price discovery process in financial markets has 
become severely distorted and conventional pricing relationships have lost their information value. As Bank of 
America noted recently, market prices have ceased to effectively reflect risk and instead have become dominated 
by central bank intervention. As a result, signs of excessive optimism and highly speculative investor behaviour 
abound.  

“FAQs: since the lows most frequently asked questions have been..."who is going bust?", "when will we 
retest the lows?", "why is the stock market so divorced from reality?" Latter explained by... 

Fake markets: government and corporate bond prices have been fixed by central banks...why would 
anyone expect stocks to price rationally?” 

- Bank of America, The Flow Show, 22nd May 2020 

 

 “The only thing that seems to matter is liquidity. Clients have told us to overlook underlying economic 
trends, beaten-down business and consumer confidence, plus potentially permanent job losses as smaller 

firms shutter their doors. They suggest following the old adage of ‘Don’t Fight the Fed’when we highlight 

caution. Pandemic fears also have been shunted to the sidelines as sentiment and cash follow the tape.” 

- Citigroup, US Equity Research, 12th June 2020 

 

“A raft of small cap stocks has soared by hundreds of millions of dollars in value in recent weeks as 
frenzied retail traders piled into a blistering stocks rally. Increased savings, stimulus checks from the 
government, and ultra-low interest rates due to the coronavirus pandemic have led to a flood of money 
into the markets from punters, leading to chaotic trades via mobile phone apps. … ‘In my 20 years of 

experience I’ve never seen retail traders push stocks around like they’re doing right now,’ said Dennis 

Dick, a trader with Bright Trading LLC.” 

- Reuters, ‘A casino or stock market? Retail buying frenzy goes wild’, 11th June 2020 

 

One area where these dynamics have gone to new extremes is in credit markets. The level of credit spreads priced 
into corporate bonds are supposed to reflect market expectations of credit risk. As central banks have ramped up 
their purchases of corporate bonds (including ‘junk’ rated bonds for the first time), credit spreads now largely 
reflect the buying demand from those front-running central banks.   

https://www.ardea.com.au/the-bizarre-world-of-negative-interest-rates/
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Corporates have fully exploited this demand to raise debt funding at a record pace over the June quarter. 
Companies desperate for cash meeting investors desperate for yield has made a perfect match … for the 
companies that is. They have been issuing new bonds at eye-wateringly low yields, despite raising record amounts 
of new debt in the midst of the sharpest economic downturn in modern history. And don’t forget that corporate 
bankruptcies are now hitting post-GFC record highs. How’s that for a distorted market.  

“As the Federal Reserve pulls out all the stops to bolster credit markets, corporate America is gorging on 
debt. From Carnival Corp., Marriott International Inc. and Delta Air Lines Inc. to Gap Inc. and Avis Budget 
Group Inc., many of the companies hardest hit by the coronavirus outbreak have priced billions of dollars 
of bonds and loans in recent weeks. Never mind that profits have been wiped out, and that their business 
operations aren’t viable right now or likely anytime soon. As long as they’re propped up by the Fed, 

investors are willing to lend.” 

- Bloomberg, ‘America’s Zombie Companies Are Multiplying and Fueling New Risks’, 19th May 2020 

 

“On Thursday, that boom reached an astonishing milestone: $1 trillion worth of investment-grade 
corporate debt sales had been brought to market in the first 149 days of the year. In 2019, a fairly typical 
year in the bond market, that figure wasn’t reached until November. 

… In a dramatic sign of just how high the stakes are -- and how important it is for companies to maintain 
access to debt markets -- there have been more corporate bankruptcies in May than in any other month 
since the Great Recession. All of this new debt creates a new set of risks, though. U.S. companies were 
already highly levered coming into the crisis and by helping them heap more debt onto their balance 
sheets, the Fed runs the risk of deepening the pain if many of them fail to survive the virus. The central 

bank also will also have to decide -- in coming months or, perhaps, years – when and how to remove the 

support without sinking corporate borrowers into distress.” 

- Bloomberg, ‘U.S. Corporate Bond Sales Smash Record, Soaring Over $1 Trillion’, 28th May 2020 

 

“Bond markets are starting to give the impression that twin dangers of the coronavirus and corporate 
defaults have passed. Investors should hesitate before buying in.  

Retailers have been filing for bankruptcy and restructuring debt at a record pace, and more defaults are 
expected after the coronavirus pandemic froze some companies' cash flows and destroyed tens of 
thousands of jobs.  

… But investors seem undeterred by that news. While they withdrew a record amount of cash from 
corporate bond funds in March, they have sent all of it back into the market, along with an additional $50 
billion, according to Bernstein strategists. 

‘The buying of credit positions in the last 2 months is probably the clearest embodiment of the 'don't fight 
the Fed' narrative, combined with an absence of yield elsewhere, but it does jar with the observation that 

probably the biggest default cycle in history is coming down the tracks towards us,’ the strategists wrote 

in a June 2 note.” 

- Dow Jones, ‘Amazon's Bond Sale Shows Debt Market Is Hot. Investors Should Be Cautious’, 2nd June 
2020 

 

One explanation for all this is the (mistaken) belief that central bank backstops have eliminated all risk in credit 
markets, as we explained here. While central banks can artificially prop up prices, they can’t prevent fundamental 
credit deterioration leading to actual default risk. That’s the danger in blindly front-running central bank bond 
buying and in a warning sign of things to come, some of these recent new bond issues - barely a month old - are 
already going bad. 

“Companies hard-hit by the pandemic rushed to raise debt last month, encouraged by the Federal 
Reserve’s intervention to support the credit market. But for some of the riskier names, those bond 
offerings have quickly curdled.  

Since March 24, the day after the Fed announced its unprecedented stimulus programs, 23 companies 
have borrowed money in the public market at a rate of 9% or higher, according to data from Tom Graff, 
head of fixed income at Brown Advisory and from Refinitiv Eikon and MarketAxess. 

Of those 23, new bonds from pharmaceutical company Mallinckrodt (MNK.N), movie theater chain AMC 
Entertainment (AMC.N) and billboard giant Clear Channel Outdoor (CCO.N) are trading around 80 cents on 
the dollar, a 20 point fall in the two months since they were issued, the data showed. 

‘Even with how quickly things are changing in this economy, to have a deal go sour in just a few weeks is 

https://www.ardea.com.au/corporate-bonds-unlimited/
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shocking. Sometimes the huge coupon is a siren song,’said Graff.” 

- Reuters, ‘COVID-era junk bond deals begin to go sour’, 21st May 2020 

 

How are we positioned? 

The portfolio’s return for the quarter was positive.  

Performance is driven by strategies that exploit specific ‘relative value’ (RV) mispricing between closely related fixed 
income securities. This is done in a way that isolates the RV mispricing from broader market movements, while 
maintaining minimal interest rate duration exposure and excluding all credit investments. Consequently, the 
portfolio’s performance is not driven by the macroeconomic factors or market movements that dominate 
conventional fixed income strategies and therefore exhibits minimal correlation to broader government bond, credit 
and equity markets.   

The portfolio is intentionally constructed with a large number of modestly sized and diverse RV strategies that 
collectively contribute to overall portfolio performance. As the portfolio contains hundreds of individual positions, the 
commentary below focuses on a few of the more noteworthy RV themes that contributed to performance over the 
period. (Further detail on the Fund’s pure ‘relative value’ investment approach is available here.)  

Noteworthy positive performance for the month came from the following strategy groups:  

- RV Rates 

The portfolio consists of hundreds of individual long / short bond and derivatives positions, each with their own 
interest rate duration exposure. These positions are designed to offset each other and are constantly rebalanced 
to keep the overall portfolio duration neutral so that general fluctuations in the level of market interest rates 
don’t materially impact the portfolio’s risk and return. 

This constant process of rebalancing can generate material positive returns in periods of heightened interest 
rate volatility because the portfolio is always structured to have ‘positive convexity’ via buying interest rate 
options. A positive convexity portfolio automatically profits from large interest rate moves, irrespective of their 
direction because the portfolio’s duration automatically increases when market interest rates / bond yields fall 
and automatically decreases when they rise. Therefore, by definition, the duration exposure of a positively 
convex portfolio always changes in a favourable way. 

These fluctuations in portfolio duration exposure are not caused by Ardea taking a view on the direction of 
interest rates, rather it automatically happens because of positive convexity inherent in the options we hold. The 
convexity related duration exposures in our portfolios are constantly neutralised to lock in the profits that accrue 
from interest rate fluctuations (i.e. portfolio duration rebalanced to neutral). This is done via a process known 
as ‘delta hedging’. (details here) 

 

- RV Micro Curve 

These RV strategies exploit pricing inconsistencies between different points on interest rate curves by taking a 
‘long’ position in one point vs. a ‘short’ position in another, such that the overall trade has zero net interest rate 
duration. We focus specifically on curve points that are highly correlated with each other, which typically means 
they are close to each other. 

The positive performance over the quarter was driven by many different micro curve exposures across global 
interest rate markets, each contributing modest amounts to the total performance. A notable example this month 
was AU curve anomalies created by the demand / supply tension between central bank bond buying pinning the 
3 year point at 0.25% vs. new government bond supply pushing other parts of interest rate curve higher, causing 
anomalous curve steepness, which subsequently delivered profits as it normalised. Similar dynamics occurred in 
other parts of interest rate curves in different markets as the demand / supply tensions played out between 
governments issuing new bonds to fund fiscal stimulus vs. central banks buying bonds as part of the quantitative 
easing programs. These tensions create temporary demand / supply imbalances that cause temporary anomalies 
in the shapes of interest rate curves that we can exploit.     

 

- RV Bond vs. Derivative  

These RV strategies exploit pricing inconsistencies between government bonds and closely related interest rate 
derivatives by taking a ‘long’ position in one vs. a ‘short’ position in the other, such that the overall trade has 
zero net interest rate duration. 

Normally, these strategies are driven by idiosyncratic demand vs. supply factors that are specific to individual 
bonds and interest rate derivatives. However, sometimes a segment of these strategies can become highly 
correlated around a certain theme, which is what happened in March when governments around the world 

https://www.ardea.com.au/theres-more-to-fixed-income-than-just-buying-bonds/
https://www.ardea.com.au/how-to-profit-from-interest-rate-volatility/
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announced extraordinarily large fiscal stimulus packages to help offset virus related economic disruptions. The 
expectation of outsized new government bond issuance to fund this fiscal stimulus caused government bonds 
generally to underperform relative to their closely related interest rate derivatives. 

This dynamic was most pronounced in +15-year maturity bonds because these have not benefitted as much 
from central bank bond buying so far. Thus, +15-year government bonds all became highly correlated around 
the theme of outsized new bond issuance and all underperformed relative to derivatives at the same time, rather 
than behaving in an idiosyncratic manner as they normally do. As the market moves associated with this theme 
were very large, the bond vs. derivative strategy bucket ended negative for the March quarter.  

We expect this kind of behaviour from time to time and explicitly account for it in our regular scenario analysis. 
Doing this allows us to manage overall portfolio risk balance and diversification so that, if a given scenario does 
play out, the strategies are sized appropriately and are balanced out by other positively performing strategies 
such that  the temporary losses don’t overwhelm the broader portfolio’s performance. In this way scenario 
analysis prevents the portfolio from becoming overly concentrated to themes such as outsized government bond 
issuance and indeed, despite material losses from this group of strategies in the first quarter (Q1), the overall 
portfolio still delivered strong positive performance.  

Those dynamics began to reverse through the June quarter as some of the more extreme demand / supply 
imbalances in long dated government bonds began to normalise and bond vs. derivative pricing relationships 
reverted toward their more normal idiosyncratic behaviour. As a result, some of the losses from Q1 were 
reversed. 

 

Noteworthy negative performance for the quarter came from the following strategy groups:  

- Volatility Strategies 

These strategies reversed some of the outsized gains they delivered in the March quarter, as financial markets 
stabilised throughout the June quarter. These strategies played their role in Q1 by providing risk balance vs. 
other RV strategies that incurred losses over that period. Subsequently, as markets stabilised through the June 
quarter the volatility strategies reversed some of their prior gains, while those other RV strategies (e.g. bond vs. 
derivatives) delivered profits. This is an example of how the fundamental principles of ‘risk balance’ and ‘risk 
diversification’, which underpin our portfolio construction process, can allow ARO to maintain performance 
volatility control even when extreme shifts in correlations, volatility or market themes occur, as they did this 
quarter. 

ARO’s portfolio is always positioned structurally ‘long volatility’, which is expressed via buying interest options. 
This means the portfolio benefits when the market pricing of interest rate volatility (known as ‘implied volatility’) 
increases. Being ‘long volatility’ is a key advantage for portfolios with defensive objectives because interest rate 
volatility tends to rise in adverse market environments and therefore ‘long volatility’ strategies can provide 
additional performance upside at times when conventional investments will likely incur losses. It’s important to 
note that these strategies are RV strategies in their own right, rather than ‘protection’ or ‘insurance’ trades, which 
means they can continue generating profits even in positive market environments, as they have over the past 
year.  

They are particularly useful in maintaining ARO’s risk balance because they have a strong ‘risk-off’ bias, meaning 
they tend to outperform in adverse market scenarios, and can therefore help offset expected losses on other 
strategies that can underperform at these times.   

ARO’s use of volatility strategies is explained in more detail here and here. 
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__________________________________________________________________________________ 

Unless otherwise specified, any information contained in this publication is current as at the date of this report and is provided by 

Ardea Investment Management Pty Ltd ABN 50 132 902 722 AFSL 329 828 (Ardea), the investment manager of the ActiveX Ardea 

Real Outcome Bond Fund (Managed Fund) ARSN 629 403 925 and the Ardea Real Outcome Fund ARSN 158 996 699 (Funds). 

Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (Fidante Partners) is the responsible entity and issuer of interests 

in the Funds. The information in this publication should be regarded as general information and not financial product advice, and 

has been prepared without taking into account of any person's objectives, financial situation or needs. Because of that, each person 

should, before acting on any such information, consider its appropriateness, having regard to their objectives, financial situation 

and needs. Each person should obtain and consider the Product Disclosure Statement (PDS) and any additional information booklet 

(AIB) for the Fund before deciding whether to acquire or continue to hold an interest in the Fund. A copy of the PDS and any AIB 

can be obtained from your financial adviser, our Investor Services team on 13 51 53, or on our website www.fidante.com.au. 

Please also refer to the Financial Services Guide on the Fidante Partners website. Past performance is not a reliable indicator of 

future performance. Neither your investment nor any particular rate of return is guaranteed. The information contained in this 

document is not intended to be relied upon as a forecast and is not a recommendation, offer or solicitation to buy or sell any 

securities or to adopt any investment strategy, nor is it investment advice. If you acquire or hold the product, we, Fidante Partners 

or a related company will receive fees and other benefits which are generally disclosed in the PDS or other disclosure document 

for the Fund. Neither Fidante Partners nor a Fidante Partners related company and its respective employees receive any specific 

remuneration for any advice provided to you. However, financial advisers (including some Fidante Partners related companies) 

may receive fees or commissions if they provide advice to you or arrange for you to invest in the Fund. Ardea, some or all Fidante 

Partners related companies and directors of those companies may benefit from fees, commissions and other benefits received by 

another group company. 

 

The Zenith Investment Partners (ABN 27 103 132 672, AFS Licence 226872) (“Zenith”) rating (assigned 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 

 

The rating issued 10/2019 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. © 2020 Lonsec. 

All rights reserved. 

CONTACT US 

For further information, contact Fidante Partners Investor Services on 13 51 53 or email 
info@fidante.com.au 

For investor enquiries, please contact Link Market Services on 1800 441 104 or email 

activex@linkmarketservices.com.au 

For financial planner enquiries, please contact your local BDM or email bdm@fidante.com.au 

www.fidanteactivex.com.au 

http://www.fidante.com.au/
http://www.zenithpartners.com.au/RegulatoryGuidelines
mailto:activex@linkmarketservices.com.au
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