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Source Bloomberg 

In the first instance it’s important to understand what has driven the negative return over the last 12 

months for the Realm High Income Fund. The chart below is of US CPI year on year. Put simply, you 

need to go back to the 1970’s and early 1980’s to provide any kind of recent comparison to what we 

are experiencing today, prior to that it was the 1940’s. Then as now commodity prices and more 

specifically energy were the driving factor. 

It is important to understand that when we are talking about credit and fixed income performance that 

we understand the current event in this context. 

 

 

 

As we know central banks have a very limited tool kit when dealing with inflation. It really just comes 

down to increasing interest rates, with a view that this will reduce demand which in turn moderates 

the rate of price rises. 
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Source Bloomberg 

Source Bloomberg 

The chart below references the medium-term outlook of interest rates, it is illustrating where the 

market is pricing bank borrowing rates to be by mid-2023. What should be apparent from the graphic 

is that the explosion higher in rates is unprecedented in the last 30 years. We have literally gone from 

all-time lows (zero) to a decade high expected cash rate of 4% in about 6 months! 

What is important to understand is that a significant rise in the cash rate is now in the price.  

 

 

The other part of the fixed income equation relates to the credit market. As a refresher the credit 

spread is the amount the market expects for taking the risk that a company defaults. Naturally this 

number increases as the outlook of the economy deteriorates and gets smaller as people feel more 

comfortable with the outlook. The chart below expresses how much the highest quality borrowers in 

the Australian market need to pay, over and above the base interest rate in percentage terms. The 

current level of 1.81% has now surpassed the peak set by COVID as well as the more prominent market 

sell offs of the last decade. Only the peaks around the GFC and the Euro crisis saw spreads wider, at 

that time the market was pricing for the possibility of total financial system collapse. The repricing of 

the market has been a key driver of weakness for credit and fixed income funds.  
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Source Bloomberg 

For fixed income funds, the current event is actually worse from a return perspective than both the 

Euro crisis and the GFC. The chart below shows Australian 10-year interest rates (orange) with the credit 

spread paid by the best companies in the Australian credit index (white). If we look at the GFC period 

you will notice that even though credit spreads skyrocketed, interest rates plummeted, meaning that 

losses from credit were off-set by the profits from interest rates. This is again observable in 2011/2012 

during the Euro crisis, 2015/2016 (China hard landing) and during COVID.  

Normally when credit market spreads rise (white), interest rates (orange) plummet to reflect the 

deterioration in the economy. This means that portfolios lose money from credit, but benefit from 

interest rates falling, which buffers the return. This negative correlation normally protects the portfolio. 

This time however, portfolios are losing money simultaneously from interest rates & credit. We are 

dealing with interest rates rising more than they have at any point in the last thirty years, while credit 

markets simultaneously price in a recessionary environment. 
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Source Bloomberg 

To illustrate the magnitude of this move we have provided a chart of the US high grade corporate index. 

Going back 34 years, we can see that the biggest negative periods for the index were the recession of 

the early 1990’s (index declined 4.4%), the GFC of course (index declined 7.8%) and the current 

situation which sees the index off a whopping 14.6%. For fixed income markets this is an enormous 

once in a career event (fingers crossed). 

More to the point, this event is now in the price. Yields have risen meaningfully on the back of both 

interest rates and credit spreads, meaning that fixed income portfolios are now delivering yields that 

have not been seen in a decade. 
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Source Bloomberg 

Never Waste a Crisis – Over the last decade the Realm High Income Fund has faced a number of 

meaningful market events. While the Realm High Income Fund has not been immune from losses during 

these more extreme events, the portfolio has performed better than peers through these periods. 

More importantly, we have demonstrated again and again over the last decade the ability to position 

the portfolio through these times to strongly counter punch out of these market events. In late 2018, 

a fund drawdown of -0.618% was followed by an annual return of 7.7%. While the COVID drawdown 

which delivered a -1.6% return, was followed by an annual number a little above 8%. The current market 

event at -2% is as large as the fund has experienced in a decade. That being said, the fund has again 

navigated this period well versus peers and perhaps more importantly, the fund has been repositioned 

through this period to deliver a strong return. This is a feature of the fund’s active approach. 
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In December 2021 fund positioning was clearly defensive, the value presented by credit markets did 

not justify risk seeking behaviour. Accordingly, fund risk sat at 0.83%, which could be thought of as 

being very low in a historical context. 

 

 

 

“We remain defensively postured with high liquidity levels.” – December 2021 Update. 

 

Portfolio positioning going into this event was tight, which saw the fund trade resiliently on a relative 
basis. Since then, the fund has been positioned to deliver a rate of return that exceeds the product 
target of cash +3% for the medium term. Indeed, the portfolio will benefit strongly from any moderation 
in interest rate or credit expectations.   
 

 

Metric Dec-2021 Current 

 Tracking Error 0.83% 2.45% 

 IRD 0.99 1.46 

 CD 1.85 3.46 

 Yield to Maturity 2.53% 4.93% 

 Rating BBB+ BBB 
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Source Lonsec 

Below you can see the risk adjusted returns of the Realm High Income Fund vs Lonsec respective peer 

universe over the past 5-year period. The aggressively repositioned portfolio has underperformed over 

the last quarter vs its target return, however the fund is now poised to turn the corner strongly as 

markets stabilise. While market volatility always creates a level of discomfort, being aggressive in these 

markets is essential in delivering strong through the cycle returns. This formula has been effective for 

a decade and will in our view continue to see the Realm High Income Fund deliver excellent risk-

adjusted returns versus peers.  

 

 
 

 

In conclusion, the portfolio has been well positioned to buffer the recent volatility in markets and is 

now poised to take advantage of compelling opportunities in the broader credit market. Risk in the 

portfolio has been increased markedly now the level of compensation is strong. RHIF currently has 

3.46 yrs of credit duration from 1.85 yrs in December of last year, and the yield to maturity is now 

sitting at a healthy 4.93% up from 2.53% at the end of December 2021. The portfolio will also benefit 

from rising interest rates as BBSW continues to reflect the rising cash rate. Investors can take some 

solace from the fact that the most severe event in four decades is now in the price. What is more if 

our view of interest rate moderation materialising and the credit market recovering from recessionary 

levels, investors might also anticipate some level of capital growth over the next couple of years and 

strong above trend performance. 
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Product Disclaimer: Realm Investment Management Pty Ltd ACN 158 876 807, a corporate authorised representative number 424705 of 

Realm Pty Ltd ACN 155 984 955 AFSL 421336 (Realm) is the investment manager of the Realm High Income Fund (ARSN 159 673 533), the 

Realm Short Term Income (ARSN 622 892 844) and the Realm Strategic Income Fund (ARSN 624 861 589) collectively the Funds. One Managed 

Investment Funds Limited (ABN 47 117 400 987) (AFSL 297042) is the responsibility entity of the Funds (OMIFL).  The information contained 

in this document was not prepared by OMIFL but was prepared by other parties.  While OMIFL has no reason to believe that the information 

is inaccurate, the truth or accuracy of the information contained therein cannot be warranted or guaranteed. Anyone reading this report must 

obtain and rely upon their own independent advice and inquiries. Investors should consider the product disclosure statement (PDS) and Target 

Market Determination (TMD) issued by OMIFL before making any decision regarding the Funds. The PDS contains important information about 

investing in the Funds and it is important investors obtain and read a copy of the PDS before making a decision about whether to acquire, 

continue to hold or dispose of units in the Funds. You should also consult a licensed financial adviser before making an investment decision in 

relation to the Funds.    

A copy of the Ordinary Units and Wholesale Units PDS, Adviser Units PDS, Additional PDS for the Realm High Income Fund (ARSN 159 673 533) 

(Dated 5 October 2017), Ordinary Units for Realm Short Term Income Fund (ARSN 622 892 844) (Dated 12 December 2017), Realm Strategic 

Income Fund 2018-1 Units (Dated 4 April 2018) and ), Realm Strategic Income Fund Enduring Units (Dated 31 January 2020)  (ARSN 624 861 

589), TMD’s dated 1 October 2021 and continuous disclosures may be obtained from http://oneinvestment.com.au/realm/ or 

http://www.realminvestments.com.au/. Realm believes that the information contained in this document is accurate when issued. Realm does 

not warrant that such information or advice is accurate, reliable, complete or up-to-date, and to the fullest extent permitted by law, disclaims 

all liability of Realm and its associates.  

Realm is authorised to give general advice to WHOLESALE investors (within the meaning of section 761G of the Corporations Act 2001 (Cth)) 

only. The information on this document has been prepared on this basis and is for use by such wholesale clients only and no other persons. If 

you are a RETAIL investor, we are not authorised by our AFSL to give any advice to you, or distribute any research, media and any content, in 

any form to you, including allowing you access to this website. We highly recommend you seek independent financial advice via a financial 

planner. 

Realm did not take into account the investment objectives, financial situation and particular needs of any individual person. The information 

contained in this document must not be copied or disclosed in whole or in part without the prior written consent of Realm, and Realm accept 

no liability whatsoever for the actions of third parties in this respect. It is presented for informational purposes only and is not to be construed 

as a solicitation or an offer or recommendation to buy or sell any securities. Any opinions expressed in this document may be subject to 

change. Realm is not obliged to update the information. The information must not be used by recipients as a substitute for the exercise of 

their own judgment and investigation. Neither Realm nor any of their directors, employees or agents accept any liability for any loss or damage 

arising out of the use of all or part of, or any omission, inadequacy or inaccuracy in, this document. OMIFL and Realm do not guarantee the 

performance of the Fund or the repayment of any investor’s capital. To the extent permitted by law, neither OMIFL nor Realm, including their 

directors, senior executives, employees, consultants, advisers, officers or authorised representatives, are liable for any loss or damage arising 

as a result of reliance placed on the contents of this document.  

Realm, its officers, employees, agents and associates ("Associates") from time to time hold interests in securities of corporations or investment 

vehicles referred to in documents provided to clients. All information contained herein is confidential and proprietary to Realm and, 

accordingly, this material is not to be reproduced in whole or in part or used for any purpose except as authorised by Realm. It is to be treated 

as strictly confidential and not disclosed directly or indirectly to any other person, firm or entity. Some of the products and services will only 

be offered to wholesale clients as defined in section 761G of the Corporations Act (Cth). 

This document is not, and is not intended to be, an offer or invitation for subscription or sale, or a recommendation, with respect to any 

securities, nor is it to form the basis of any contract or commitment. This document does not purport to identify the nature of the specific 

market or other risks associated with these products. Before entering into any transaction in relation to the products, the investor should 

ensure that it fully understands the terms of the products and the transaction, relevant risk factors, the nature and extent of the investor's 

risk of loss and the nature of the contractual relationship into which the investor is entering. Prior to investing in these products, an investor 

should determine, based on its own independent review and such professional advice as it deems appropriate, the economic risks and merits, 

the legal, tax accounting characteristics and risk, and the consequences of an investment in them. This is not a substantive commentary or 

analysis by Realm and has not been prepared as a research product or comments by a research analyst. 

Past performance is not indicative of future performance. Information in this document is current as at 28 June 2022. 

General Advice Warning: Realm Pty Ltd AFSL 421336. Please note that any advice given by Realm Pty Ltd and its authorised representatives is 

deemed to be GENERAL advice, as the information or advice given does not take into account your particular objectives, financial situation or 

needs. Therefore at all times you should consider the appropriateness of the advice before you act further.  Further, our AFSL only authorises 

us to give general advice to WHOLESALE investors only. we are not licensed to provide any form of advice to Retail investor, and if this is the 

case, you should not rely on anything in this document to make or aid your decision making. 
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