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“In the real world things generally fluctuate between 

“pretty good” and “not so hot” but in the investing world 

perception often swings from “flawless” to “hopeless”

“Defense is more important than offense”

– Howard Marks 
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Markets are much more volatile than changes to GDP
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Source: Morgan Stanley
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Lots of indicators point to us being very late in the cycle  

• A very flat yield curve

• Consumer confidence turning

• Business conditions turning

• Peak in earnings growth

• Significant weakness in cyclicals

• Trough in Financial Conditions

• Increased number of idiosyncratic 

(single name) problems

Source: Morgan Stanley
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US market has just entered the 

downturn phase… 
… but equity market not really pricing 

anything in just yet
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“Two things usually end them (expansions)…one is financial 

imbalances and the other is the Fed” - Ben Bernanke 

“Expansions don’t die of old age. They get murdered” - Janet Yellen

“Its credit which helps expansions reach old age and credit which 

eventually kills them” - Matt King 
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CB asset purchases have declined by about 

$1t over the last year…

…but overall CB balance sheets are still very 

accommodative 

Source: JP Morgan Source: Wall Street Journal
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Market pricing in 100% chance of a cut in 

rates by the Fed this year…

…while market pricing about 56% chance 

of another RBA cut this year

Source: Bloomberg Source: Bloomberg
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Monetary policy only works if it stimulates 

demand for credit….

…but what if monetary policy has lost 

effectiveness?

Source: Citigroup Source: Citigroup
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Credit spreads tend to be the canary in 

the coalmine…

Source: Morgan Stanley Source: Morgan Stanley

…credit mostly leads while equities 

mostly lag 



• Every cycle is different but they generally follow similar patterns 

• We think the Downturn phase is close, but equity markets aren’t yet pricing in that 

risk

• Central Bank accommodation has extended the cycle

• Very difficult to predict exactly when the cycle will turn 

15CYCLE SUMMARY
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Asset Expansion Downturn Repair Recovery

Equities Overweight Underweight Underweight Overweight

Cash Underweight Overweight Overweight Underweight

Duration (Gov’t) Neutral Overweight Overweight Underweight

Source: Daintree Capital
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But what do you do when interest rates are near there all time lows?
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Asset Expansion Downturn Repair Recovery

Equities Overweight Underweight Underweight Overweight

Cash Underweight Overweight Overweight Underweight

Duration (Gov’t) Neutral Overweight? Overweight Underweight

IG Credit Neutral Neutral? Overweight Overweight

HY Credit Neutral Underweight Overweight Overweight

Source: Daintree Capital
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… but in more realistic terms we need 

to make some tweaks as we move 

through the cycle 

Source: Morgan Stanley Source: Morgan Stanley

Good luck getting the optimal allocation 

right all the time…
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Credit offers positive risk-adjusted returns, 

particularly in Australia

…but be careful of single-B and CCC exposure

Source: Moody’s, Daintree
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Investing passively is not a good idea: a low 

rate environment can give rise to zombies…

…and excessive duration. Active 

management is very important

Source: Bloomberg, Daintree CapitalSource: Citigroup
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Why do you have fixed income in your portfolio?

Provide a regular income Help protect my risk assets when things go bad 

Limited duration Greater duration

Greater credit risk Less Credit Risk

Higher Yield Lower Yield

Limited protection against equity sell off Some protection against equity sell off

“Ideally you could have a fund that offers elements of both”

POSITIONING GOING FORWARD



• Think about increasing defensive assets given where we are in cycle:         

cash, TDs, duration and defensive alternatives (Investment Grade) 

• Australian Investment Grade credit is a good safe place to seek shelter

• Most fixed income is overexposed to interest rate risk: Duration will be 

a less reliable protection going forward. Our modelling suggests 

overall FI duration of no more than 3 years makes sense

23

What does all this mean for your clients?

POSITIONING SUMMARY
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DAINTREE PRODUCT SUITE 25

Criteria Core Income High Income

Return Target (net) RBA Cash +150-200bps RBA Cash +300-400bps

Application TD Alternative/Enhanced Cash Equity/Hybrid Alternative

Investment Grade, High Yield 90-100%, 0-10% 50-100%, 0-50%

Average Credit Quality A+/A BBB/BBB-

Minimum Security Rating BB- N/A

Foreign Country Risk 0-40% 0-100%

Duration Range -1 to +3 Range -2 to +4

AUD exposure 95% - 105% 90% - 110%

Securities 100-150 200-400

Distribution Frequency Monthly Monthly

Liquidity Daily Daily

Retail PDS Fee 50 bps 75 bps

Suggested Minimum Timeframe 3 years 3 – 5 years



• Benchmark unaware, absolute return focus 

• Focus on capital protection, income generation and asset liquidity 

• Achieving targeted returns with minimal risk 

• Highly diversified, conservative portfolio construction 

• Flexible approach with multiple sources of return

• Strong ESG focus

INVESTMENT PROCESS 26



DAINTREE CORE INCOME PERFORMANCE 27

Net return of 1.81% annualised above RBA cash since inception with no negative months

Source: Bloomberg, Daintree 
Returns are net of standard 0.60%pa fees. Past performance is not a reliable indicator of future performance. 
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DAINTREE CORE INCOME DISTRIBUTIONS 28

“Stable monthly distributions”
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30DAINTREE HIGH INCOME PERFORMANCE



31CORE INCOME RATINGS AND PLATFORMS

Platforms

BT Panorama, HUB24, Linear, Mason Stevens, MLC Navigator, MLC Wrap, 

Netwealth, Praemium, uXchange

Ratings

Disclaimer: The Zenith Investment Partners (“Zenith”) Australian Financial Services License No. 226872 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, ratingsdefinitions and regulatory compliance are available on our Product Assessments and at www.zenithpartners.com.au/ regulatory-guidelines-funds-research

The Lonsec Rating (assigned <August 2018> presented in this document is published by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445. The Rating is limited to “General Advice” (as defined in the 

Corporations Act 2001 (Cth)) and based solely on consideration of the investment merits of the financial product(s). Past performance information is for illustrative purposes only and is not indicative of future 

performance. It is not a recommendation to purchase, sell or hold Daintree Capital product(s), and you should seek independent financial advice before investing in this product(s). The Rating is subject to change 

without notice and Lonsec assumes no obligation to update the relevant document(s) following publication. Lonsec receives a fee from the Fund Manager for researching the product(s) using comprehensive and 

objective criteria. For further information regarding Lonsec’s Ratings methodology, please refer to our website at: http://www.lonsecresearch.com.au/research-solutions/our-ratings.

© 2019 FE Money Management. all rights reserved. The information, data, analyses, and opinions contained herein (1) include the proprietary information of FE Money Management and Lonsec (2) may not be copied 

or redistributed (3) do not constitute investment advice offered by FE Money Management or Lonsec (4) are provided solely for informational purposes and therefore are not an offer to buy or sell a security (5) are not 

warranted to be correct, complete, or accurate. FE Money Management and Lonsec shall not be responsible for any trading decisions, damages, or other losses resulting from, or related to, this information, data, 

analyses, or opinions or their use. FE Money Management and Lonsec does not guarantee that a fund will perform in line with its Fund Manager of the Year award as it reflects past performance only. Likewise, the 

Fund Manager of the Year award should not be any sort of guarantee or assessment of the creditworthiness of a fund or of its underlying securities and should not be used as the sole basis for making any investment 

decision.

http://www.zenithpartners.com.au/
http://www.lonsecresearch.com.au/research-solutions/our-ratings


• An experienced investment team with excellent track record

• Strong alignment of interests through equity ownership

• Flexible approach with diversified sources of return 

• Support by a strong successful organisation

• Ability to generate steady return even in a rising rate environment

• Better returns than TDs with better liquidity 

• Strong ESG focus

CONCLUSION 32

“Daintree is well placed to be the core defensive allocation for client portfolios”



THANK YOU

QUESTIONS?



Issued by: The Investment Manager, Daintree Capital ABN: 45 160 989 912 ASFL No: 487489.

Responsible Entity: Perennial Investment Management Limited ABN 13 108 747 637, AFSL: 275101. 

Whilst every effort has been made to ensure that the information in this presentation is accurate; its accuracy, 

reliability or completeness is not guaranteed.  Daintree Capital expressly advises that it shall not be liable in 

any way whatsoever for any loss or damage which may be suffered by any person relying upon such 

information or any opinion, analysis, recommendation or conclusion contained in this presentation or 

otherwise arising in connection with the content of, or any omission from, this presentation.

The fact that particular securities may have been mentioned should not be interpreted as a recommendation 

to either buy, sell or hold those securities.

The contents of this presentation were prepared for information purposes only. Accordingly, reliance should 

not be placed on this presentation as the basis for making an investment, financial or other decision. This 

information does not take into account your investment objectives, particular needs or financial situation.

Past performance is not a reliable indicator of future performance. Gross performance does not include any 

applicable management fees or expenses. Net performance is based on redemption price for the period and 

assumes that all distributions are reinvested. Fees indicated reflect the maximum applicable. 

Contractual arrangements, including any applicable management fee, may be negotiated with certain large 

investors. Investments in the Trusts must be accompanied by an application form. The current relevant 

product disclosure statements, reference guides and application forms can be found on Daintree Capital’s 

website www.daintreecapital.com.au

DISCLAIMER 34

http://www.daintreecapital.com.au/

