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Torica Absolute Return Income Fund
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Total Returns (%)2 1 mth 3 mths 1yr (pa) 3yr (pa) 5yr (pa) Incept. (pa)

Fund (Net) 0.56% 1.21% 3.27% 3.70% 3.11% 4.80%

RBA Cash 0.30% 0.86% 2.35% 0.82% 0.96% 1.49%

Excess Return 0.26% 0.35% 0.92% 2.88% 2.15% 3.31%

Fund Strategy

The Fund is an absolute return fixed income strategy, designed to provide regular income and capital

stability. The Fund is actively managed and can invest across the full spectrum of fixed income securities

to capture relative-value opportunities across jurisdictions, sectors, asset-segments, companies, interest

rate and credit curves. The Fund will hold 85-100% in investment grade securities.

Fund Statistics1

Interest Duration 0.13 years

Spread Duration 2.31 years

Yield to Maturity 6.00% (pa)

Fund Objectives

The Torica Absolute Return Income Fund (the Fund) aims to provide clients with a consistent income

stream by investing in a diversified portfolio of fixed income assets. The Fund aims to provide total returns

(after fees and expenses) that exceeds the RBA cash rate (Benchmark) by 2.5% p.a. throughout the

market cycle.

Portfolio CommentaryKey Features

Fund Manager Torica Capital

Responsible 

Entity

Mason Stevens 

Limited

Fund Inception 31st May 2013

APIR Code MST0002AU

Pricing Daily

Distribution Quarterly

Management 

Fees & Costs
0.77%

Performance, 

Establishment, or 

Exit Fee

Nil

Buy/Sell Spread +0.04/-0.08%

Min. Investment $25,000

1Interest rate and spread duration is the bond price sensitivity to changes in interest rates and spreads respectively. Yield to maturity is the estimated annual rate of

return of a bond if held to maturity or call. 2Past performance is not a reliable indicator of future performance. All investments carry risks and investment results are

never guaranteed. Fund returns are calculated using the exit price (including sell spread), net of fees, assuming reinvestment of distributions and excluding franking

credits and are calculated from the Fund’s inception date of 31/05/2013. No allowances are made for tax when calculating Fund returns. The Benchmark is the RBA

cash rate. Excess return equals Fund returns minus the Benchmark. Individual returns will vary depending on the date of initial investment. The fee structure for the

Fund changed on 09/05/2022 and Fund returns are calculated based on this fee structure. Refer to the Fund’s Product Disclosure Statement and Additional Information

Booklet for important information on fees and costs.

INDUSTRY
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GEOGRAPHYRATINGS (Avg. A) ASSET

AAA, 
10.23%

AA, 
7.90%

A, 41.24%

BBB, 
40.63%

Cash, 2.15%

Sr Unsecured, 
38.73%

Sr Secured, 
3.56%

Subordinated, 
40.04%

MBS & ABS, 
15.52%

Cash, 2.15%

Consumer, 4.01%

Energy, 4.30%

Domestic Banks, 
15.76%

Overseas 
Banks, 
23.25%

NBFI, 4.59%

Insurance, 
9.85%

Healthcare, 5.87%

Industrial, 6.24%

Other, 8.46%

MBS & ABS, 
15.52%

Australia, 
69.48%

New Zealand, 4.87%

Singapore, 4.49%

U.S.A, 3.68%

Germany, 1.49%

France, 8.63%
UK, 4.29%

Other, 3.07%

In April 2023, the Fund produced a net return of +0.56%. The key contributors to

performance were from the Fund’s coupon carry strategy and the overall tightening in

credit spreads as markets recouped some of the sell-off experienced during the banking

sector stresses in March 2023.

The Fund benefited from the compression in spreads as it was fully invested over the

majority of the month. However, as we drew closer to the month’s end, the Fund rotated

the portfolio to reflect a more defensive stance. The portfolio’s average credit rating

moved higher from A- to A, and credit spread and interest rate durations were reduced.

The Fund also re-invested proceeds from bond maturities and the sale of longer-dated

bonds into short-dated securities. Securities with less than 1 year maturity increased from

22% to 28%. This nimbleness served the Fund well, as it benefitted from the tightening in

credit spreads that occurred across the majority of the month but provided some portfolio

immunisation as market fears began to creep back in due to stresses in the US regional

banking system.

Despite the portfolio’s more defensive positioning, the Fund continues to hold a well-

diversified, high-quality portfolio that is currently producing an attractive average yield of

6%.
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In the US, economic data released in April 2023 continues to provide signs of a gradually slowing economy, yet inflation remains

sticky and somewhat resilient. This, combined with the concerns related to US regional banks stemming from an inverted yield

curve, means the US Fed continues to face a difficult trade-off between more rate-hikes to tame inflation, versus pushing the US

economy and regional banks into further decline. US regional banks continue to see deposit outflows with deposit holders opting to

instead place their funds in US Treasury money market funds which earn a higher return due to the higher Fed funds rate.

Furthermore, one of the US Fed’s preferred indicators of recession, which is the spread between where the 3-month Treasury bill

rate will be in 18 months (derived from the futures markets), and the current 3 month Treasury bill yield, is at its widest in over a

decade, at ~175bpts (see Chart 1). This spread reflects investors’ expectations of the Fed’s key borrowing cost over the next year.

The current large negative spread suggests the market is forecasting the US Fed will likely need to materially lower borrowing costs

over the next 12 months. Clearly the Fed remains more worried about the level and stickiness of inflation than the market.
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Chart 1 – Yield on current US Treasury 3 months bills  

minus 18 months forward US Treasury 3 months bills (%)
In Europe, with stresses in the banking system subsiding after

the Swiss National Bank’s orchestration of UBS’s acquisition

of Credit Suisse, the markets shifted their focus back to the

risks of inflation. As there was no ECB monetary policy

meeting scheduled for the month, together with ECB President

Lagarde abandoning specific guidance on interest rates at the

last policy meeting, markets sought insights from economic

data and policymaker posturing to ascertain the future shape

of monetary policy. Eurozone headline CPI YoY appears to be

heading in the right direction falling to 6.9% in March 2023,

from 8.5% in the month prior. The PPI YoY for March also fell

for the fifth consecutive month to 13.2% from 15% in the

month prior. Despite these promising trends, a number of ECB

policymakers continued their ‘hawkish’ rhetoric, as core CPI

YoY continues to be stubbornly elevated at 5.7%, higher than

the prior month. The ECB is likely to raise rates again in

response to this.

In the UK sticky inflation continues to be a key focus of bond markets. Despite annual headline CPI YoY easing to 10.1% in March

2023 from February’s 10.4% print, the slow pace of decline and the 7th consecutive month that inflation has been above 10% has

markets casting some doubt over the Bank of England’s (BOE) more optimistic forecast of headline CPI falling below 4% by the

end of 2023. Of concern are the rising costs of food. This component of UK’s core CPI rose to 19.1% in March, the highest in a

number of decades. The disparity in thought between markets and the BoE, around the pace of decline for inflation, is none more

evident than in the high demand by UK pension funds for a recent UK inflation-linked gilt primary deal, as they seek to protect their

returns from the persistent inflation.

In Australia, the RBA left the cash rate on hold in its April 2023 Board meeting, in line with general market consensus. This was the

first pause since May 2022 when the RBA began its tightening cycle. Forward guidance from the Governor’s statement leaned on

the dovish side, and further supports our view that the peak terminal rate is likely to be not far away. There is increasing evidence

that the RBA’s aggregate 3.5% of rapid rate hikes over the last 12 months is having the desired effect on slowing inflation. Headline

CPI YoY was 7.0%, down from 7.8% in the prior quarter. While inflation has peaked, it is still high and well above the RBA’s target

range. We anticipate rates to stay elevated and restrictive into year-end particularly given the strong labour markets and relatively

high level of negative real rates.

The RBA also delivered its latest 6-monthly Financial Stability Review and notes that global financial stability risks have increased

further. The recent regional bank failures in the US highlighted vulnerabilities in pockets of the global banking system. Financial

market volatility has also been significant and liquidity conditions in some financial markets have deteriorated. Despite global

concerns, the RBA judges that the Australian financial system remains strong thanks to high capital levels, profitability, strong

liquidity, as well as sound regulation and oversight.

In Japan, the Bank of Japan (BoJ) had its first monetary policy meeting under their new governor Kazuo Ueda. The governor

affirmed BoJ’s ultra-low interest rates and yield curve control for the foreseeable future. While there has been speculation that the

new governor may alter BoJ’s current interest rate policy regime, it seems the likelihood for a drastic and immediate change is low.

This decision was further validated with the recent fall in headline CPI YoY from a 41 year high of 4.3% to 3.2% in the latest print.
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SQM: The rating contained in this document is issued by SQM Research Pty Ltd (ABN: 93 122 592 036). SQM Research is an investment research firm that undertakes

research on investment products exclusively for its wholesale clients, utilising a proprietary review and star rating system. The SQM Research star rating system is of a

general nature and does not take into account the particular circumstances or needs of any specific person. The rating may be subject to change at any time. Only

licensed financial advisers may use the SQM Research star rating system in determining whether an investment is appropriate to a person’s particular circumstances or

needs. You should read the product disclosure statement and consult a licensed financial adviser before making an investment decision in relation to this investment

product. SQM Research receives a fee from the Fund Manager for the research and rating of the managed investment scheme. Morningstar: Torica Absolute Return

Income Fund received a 4 Star Morningstar Rating™ out of 117 Unconstrained Fixed Income Funds as of 31/03/2023. © 2023 Morningstar, Inc. All rights reserved.

Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any

liability for its use or distribution. Any general advice or ‘class service’ have been prepared by Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892)

and/or Morningstar Research Ltd, subsidiaries of Morningstar, Inc, without reference to your objectives, financial situation or needs. Refer to our Financial Services

Guide (FSG) for more information at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of these matters and if applicable, the relevant Product

Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your

sole source of information. Past performance does not necessarily indicate a financial product’s future performance. To obtain advice tailored to your situation, contact a

professional financial adviser. The Morningstar Rating is an assessment of a fund’s past performance – based on both return and risk – which shows how similar

investments compare with their competitors. A high rating alone is insufficient basis for an investment decision.

This Report is provided by Mason Stevens Limited (ACN: 141 447 654, AFSL: 351578) (MSL) as Responsible Entity and Issuer of the Torica Absolute Return Income

Fund (Fund) Product Disclosure Statement (PDS). MSL has appointed Torica Capital Pty Ltd (ABN: 54 651 702 966) (Torica) as Investment Manager of the Fund.

Torica is a Corporate Authorised Representative (CAR: 001295971) of Torica Financial Services Pty Ltd (ABN: 66 660 187 397, AFSL: 540818). Any content provided

in this Report is of a general nature and does not take into account any individual’s personal objectives, financial situation and needs. Any persons should seek specific

advice and obtain a copy of the PDS, Additional Information Booklet and Target Market Determination available at www.masonstevens.com.au before making a

decision in relation to any investment in the Fund. The information is provided in good faith. Whilst every effort is made to ensure the information is accurate at the time

of sending, MSL does not make any representation or warranty as to its accuracy, reliability or completeness nor does it undertake to correct any information

subsequently found to be inaccurate. Any information contained in the Report is subject to change without prior notice and MSL is not obliged to update any information.

References made to any third party or their data is based on information that MSL believes to be true and accurate as at the date of this Report but without independent

verification. To the extent permitted by law, no liability is accepted for any loss or damage as a result of any reliance on this information.
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Market Commentary Continued…

We would not be surprised to see the BoJ implement polices that allows interest rates across the curve to drift higher, but executed

in a gradual and orderly fashion, over the course of 2023. We believe this gradual process has started with the removal, by the BoJ,

of any reference to maintaining rates at “present or lower levels” in their statement. Such a move paves the way for increased

flexibility to move future monetary policy.

http://www.masonstevens.com.au/
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