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Robeco SDG Credit Income Fund (AUD Hedged) – Class B 

Net performance (%) 

 1 month 3 months 1 year 3 years 
p.a. 

5 years 
p.a. 

7 years 
p.a. 
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Since 
inception 

p.a.1 
Fund 1.36 2.03 -3.95 n/a n/a n/a n/a -3.84 
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BENCHMARK 
Benchmark Unaware 

OBJECTIVE  
The Fund aims to maximise current yield and income and seeks to meet the 
needs of investors who are targeting a consistent level of income. 

APIR ETL7701AU ARSN 644 635 594 

INCEPTION DATE 7 December 2020 FUND SIZE $2.8m 

MANAGEMENT FEE 0.6500% p.a. EXIT PRICE $0.8286 
    

Asset class Fund 

ABS 0.80 
Agencies 2.86 
Covered 3.15 
Financials 49.92 
Industrials 31.00 
Sovereign 0.39 
Supernational 2.01 
Treasuries 5.37 
Utilities 1.87 
Cash and other instruments 2.63 

Characteristics  Fund 

No. of issuers 134 
Average maturity 5.8 
Spread duration (OASD in years) 4.5 
Average credit rating BAA1/BAA2 
Yield to worst (hedged to AUD) 6.7% 
Yield to Maturity (unhedged) 7.0% 
Modified Duration (in years) 5.1 
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Market review 
The first quarter of 2023 was characterised by significant volatility in both credit and Treasury markets. Spreads were relatively 
unchanged over the quarter, but volatility was high during the quarter. High yield spreads, for instance, moved between 4.70% and 
6.00%, while Treasury yields declined 0.43% over the quarter to 3.47%, but traded between 3.44% and 4.35% during the quarter.  

Markets had a strong start in January, extending the spread rally that had started in October 2022. Lower energy prices and lower 
inflation numbers reduced fears of Federal Reserve hikes, with both credit spreads and Treasury yields declining. In February, 
stronger-than-anticipated labour markets and higher inflation numbers in different markets led to more hawkish central bank rhetoric. 
Treasury yields moved up, but spreads remained relatively stable. 

Volatility returned to credit markets in March. In the US, regional Silicon Valley Bank ran into difficulties as deposit outflows forced it 
to realise losses on its mortgage-backed securities and Treasury portfolio. The resulting capital decline forced the US regulator to 
step in. In Europe, Credit Suisse got into trouble as investors lost confidence in the bank’s restructuring. The Swiss regulator stepped 
in and orchestrated a merger with UBS. As part of the transaction, Credit Suisse’s contingent convertibles (‘CoCo’) instruments were 
fully written down. These events led to a widening of spreads, whereby subordinated financials, and CoCo instruments in particular 
widened significantly. 

In certain parts of the economy, the impact of a slowing economy is already being felt. Markets for tech hardware like semiconductors 
are weak due to inventory corrections. The impact of higher interest rates is also starting to have an impact. The latter is being felt 
in, for example, the real estate sector where valuations are under pressure due to higher yields.  

In emerging markets, the investment manager saw China relaxing Covid measures. This led to a strong rally in Asian credit markets 
in January. Markets in Latin America were relatively weak over the quarter. Uncertainty about future government policies had an 
impact on markets, as did weaker commodity prices. 

The total returns of the different asset classes were mostly driven by strong credit excess returns. Investment grade returned 3.14% 
total return and 0.27% excess return, for high yield the numbers were 2.89% total return and 0.60% excess return, and emerging 
markets had a total return of 2.13% and an excess return -0.78%. 

Performance and portfolio positioning 
The Robeco SDG Credit Income Fund (AUD Hedged) – Class B delivered a (net) return of 2.03% for the quarter period. 

At the start of the quarter, the investment manager reduced some of the portfolio’s exposure to insurance bonds as these had shown 
strong performance. The proceeds were invested in AAA-rated covered bonds to reduce the overall credit risk of the portfolio. 
However, after the sell-off in March, the investment manager increased the allocation to AT1 CoCos from 8% to 12% as this market 
was under pressure following the events at Credit Suisse. The investment manager added in names like Deutsche Bank, Société 
Générale, CaixaBank and Barclays. The investment manager did not own any Credit Suisse bonds as the bank has a negative SDG 
rating. The investment manager continues to favour the banking and insurance sectors as valuations in these sectors remain 
attractive compared with many industrial sectors, while credit fundamentals are more solid. The Fund holds a 12% exposure in senior 
bank debt, alongside 11% in lower tier 2 debt and 12% in AT1 bank CoCos.  

In addition, the Fund has 14% exposure to the insurance sector. The largest bank holdings in risk terms are in Deutsche Bank, 
Barclays, Sabadell, Raiffeisen and Santander. The largest insurance holdings are in Achmea, Aefon and NNIP. In industrial sectors, 
the investment manager continues to have moderate exposure to cyclical companies.  

The portfolio has no direct exposure to commercial real estate. The holdings in covered bonds and supranationals benefit from 
relatively wide euro swap spreads. The Fund has allocated around 10% to cash and short-term T-bills to capture investment 
opportunities if spreads widen in market segments. 

The majority of the Fund is invested in BBB and BB-rated bonds. The exposure to high yield is unchanged at around 35%. A large 
part of the high yield holdings is in subordinated financials. The investment manager remains cautious on industrial exposure in high 
yield as spreads do not reflect recession risk. 

Currently, the Fund has 19% exposure to emerging markets. In emerging markets, the investment manager sold most of the portfolio’s 
exposure to Chinese technology companies after a strong rally in January. 

The duration remains unchanged at five years.  

The top ten largest positions consist mainly of holdings in the financial sectors. New positions in the top ten are Barclays, Lloyds 
Banking, Nationwide and CaixaBank, which the investment manager increased via CoCo bonds. 
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Issued by Ironbark Asset Management (Fund Services) Limited ABN 63 116 232 154 AFSL 298626 (‘Ironbark’). Ironbark is the responsible entity for 
the Fund(s) referred to in this document. The relevant target market determination (TMD) and offer document for the Fund(s) is available 
from www.ironbarkam.com/our-funds/ or by calling Ironbark on 1800 034 402. This document contains general information only and is not intended to 
represent specific investment or professional advice. The information does not take into account an individual’s personal financial circumstances, 
objectives or needs. Before making an investment decision, you should consider obtaining professional investment advice that takes into account your 
personal circumstances and should read the current TMD and offer document before making an investment decision to acquire or to continue to hold 
units in the Fund. Ironbark and its representatives believe that the information in this document is correct at the time of compilation, but no warranty of 
accuracy or reliability is given and no responsibility arising in any other way for errors or omissions (including responsibility to any person due to 
negligence) is accepted by Ironbark. To the extent permitted by law, Ironbark, its employees, consultants, advisers, officers and representatives are not 
liable for any loss or damage arising as a result of reliance placed on the contents of this document. While any forecasts, estimates and opinions in this 
material are made on a reasonable basis, actual future results and operations may differ materially from the forecasts, estimates and opinions set out 
in this material. No guarantee as to the repayment of capital or the performance of any product or rate of return referred to in this material is made by 
Ironbark. Past performance is not a reliable indicator of future performance. All currency references are shown in Australian dollars unless stated 
otherwise. All indices are copyrighted by and proprietary to the issuer of the index. Any investment is subject to investment risk, including delays on the 
payment of withdrawal proceeds and the loss of income or the principal invested. This document is not intended for distribution to, or use by, any person 
or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation. No part of this material may be 
reproduced or distributed in any manner without the prior written permission of Ironbark. © Copyright 2023 Ironbark Asset Management Pty Ltd (Ironbark) 
(ABN 53 136 679 420). 

 

Portfolio positioning (continued) 
The Fund’s positive total return benefited from the decline in Treasury yields and tightening credit spreads, as Treasury yields declined 
over the quarter, the Fund’s duration exposure made a positive contribution. The contribution from credit excess returns was 0.54% 
over the quarter. On an excess return basis, the Fund did better than investment grade and emerging market indices, while it 
performed in line with high yield indices. 

The mild winter in Europe led to less concerns about potential gas shortages and the investment manager has seen a big decline in 
gas prices. This is favourable for companies like Ineos, where spreads tightened. The position in Caixa CoCo bonds was added at 
the wide in spreads during March, the bank is one of the stronger Spanish banks. Portuguese insurer Fidelidade benefited from the 
more positive sentiment around China as its main shareholder Fosun is a Chinese company. Also, the hybrid bonds of CAS Capital 
benefited from the strong market rally in Asia after the relaxation of Chinese Covid policies. There was a rumor that American Tower 
would be interested in acquiring Cellnex, which led to strong performance in Cellnex convertibles and bonds. 

In March, there was a lot of volatility in AT1 bank CoCo instruments. The top five detractors mainly consisted of banks in which the 
Fund had exposure to AT1 CoCo instruments. In the investment manager’s view, this is driven more by a general market move than 
specific issues at these banks. Banco de Sabadell has been successfully restructuring in recent years to improve its profitability. 
Deutsche Bank was long seen as one of the weaker European banks, but it too has completed a successful restructuring in recent 
years. Nationwide is only active in the UK mortgage market and has very solid capital positions. Austrian bank Raiffeisen has a large 
Russian subsidiary, but a potential sale or spin-off would not be a capital issue for Raiffeisen. The short seller report by Hindenburg 
on Adani led to a widening of bonds issued by the various Adani companies. The operating performance of Adani Green remains 
solid, and the company has already commented that it has arranged refinancing facilities. 

Market outlook 

Central banks have been experimenting with monetary policy for years, inventing many new monetary instruments and strategies 
along the way. The result has been low or negative yields for far too long. The economic system has created debt in all corners of 
society. A fast and aggressive hiking cycle is sure to reveal many problems. Recent examples are the problems encountered by 
Silicon Valley Bank and Credit Suisse. 

All-time series show a recession could start somewhere toward the end of the year – and the investment manager believes central 
banks will cause one. Recent developments in the banking sector will lead to more tightening of lending standards, putting additional 
pressure on the economy. The investment manager does believe risks are more skewed to the US market this time. Federal Reserve 
action is much more front-loaded, regional banks have a hedging problem on Treasury holdings, and other exposures are also more 
concerning, including covenant-lite leveraged loans and CLOs. 

The investment manager is far enough into the business cycle and rate cycle that when markets become too bearish, buying on the 
dip makes sense. The sell-off in CoCos led to excessive risk premiums and a buying opportunity in that segment. 

As fundamentals for the larger banks are solid, the investment manager expects valuations to return to more normal levels. Valuations 
for non-financials are less attractive and valuations for cyclicals do not fully reflecting recession risks at present. 

From a total return perspective, current markets look attractive. Credits spreads are in cheap territory and Treasury yields offer 
downside protection, with total yields already offering a solid base for future total returns. In case of a recession, the investment 
manager expects the correlation between Treasury yields and spreads to be negative, protecting the downside for total returns. 

https://aus01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.ironbarkam.com%2Four-funds%2F&data=04%7C01%7Clarisa.sarraf%40ironbarkam.com%7C2e25e94d6e784a3fbb2e08d983e1db9c%7C700c30803c20461eb6adcafab246a8e1%7C0%7C0%7C637685828362378477%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=1%2B7vz%2BJQ7ZEJ31l6J8poNN6AHhav9DVNKvQp5mECw78%3D&reserved=0

