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Investor Education 

Gryphon Capital Income Trust - Diversification 

 The Gryphon Capital Income Trust (ASX: GCI) (Trust) seeks to provide investors  
with monthly income and capital preservation by investing in a portfolio of Australian 
Residential Mortgage Backed Securities (RMBS) and Asset Backed Securities 
(ABS).   

 This segment of the fixed income market is dominated by institutional investors and 
until now has been difficult for retail investors to access and therefore build a 
diversified portfolio. 

 The Manager seeks to deliver the Target Return (RBA Cash + 3.50% per annum - 
currently 5% per annum) while preserving capital. 

The investment strategy, implemented by Gryphon Capital Investments (Manager or 
Gryphon), reflects the key tenets of the Manager’s investment philosophy of capital 
preservation and superior investment returns, given the associated risk.  The investment 
selection processes, policies and risk protocols employed by the Manager in the 
construction of the Portfolio on behalf of the Trust are the same as those it employs on 
behalf of its institutional clients. 

Are the diversification benefits of investing in RMBS real? 
In addition to an attractive (risk adjusted) return profile, the Trust should also offer 
significant diversification benefits.  To understand whether this is in fact the case, we can 
test this proposition by reviewing the behaviour (correlation) of both the asset class itself,
as well as the Manager’s institutional strategies, against other asset classes.  Correlation 
is a statiscal technique used to measure the strength of the relationship between two 
specifc data sets, for example the performance of two different investment asset classes.  
In this circumstance, a positive correlation indicates the extent to which the performance 
of each asset class increases or decreases in parallel; a measure of “1” means there is 
strong correlation.  A negative correlation indicates the extent to which one asset class 
increases as the other decreases; a measure of “-1” means there is a strong negative 
correlation. 

Morgans has reviewed data supplied by Gryphon which highlights the significant 
diversification benefits to be derived from investing in RMBS.  Specifically, it can be 
observed in Table 1 that for the period January 2010 – May 2018, the asset class as 
measured by Australian 2yr Senior AAA RMBS data has exhibited a very low correlation 
with all major asset classes, except Bank Bills which was relatively high at 0.63.  Intuitively, 
this high correlation makes sense because RMBS interest payments are floating rate i.e. 
they move up and down in line with changes in the bank bill rate.  This is in direct contrast 
to the -0.01 correlation with global equities; which can be interpreted as meaning there is 
effectively no correlation between global equities performance and that of AAA rated 
RMBS.  Other asset class correlations sit somewhere in between at 0.04 - 0.16, but all 
support the story of very low correlation i.e. high diversification.    

We can also see that Gryphon’s High Grade institutional strategy which holds AAA and AA 
rated Australian ABS (largely RMBS), has provided strong diversification benefits over this 
time frame.  This is demonstrated by the very low correlations evident against other asset 
classes (far right column).   

Table 1. GCI Investment Grade Fund 

Asset Class
Aust Bank 

Bills

Aust Fixed 

Int

Aus Gov 

Bonds

Global Gov 

Bonds

Australian 

Equities

Global 

Equities

Aust 2yr 

Senior AAA 

RMBS

GCI - High 

Grade RMBS

Aust Bank Bills 1.00 0.31 0.28 0.32 (0.06) (0.06) 0.63 0.49

Aust Fixed Int 0.31 1.00 0.99 0.69 (0.25) (0.41) 0.15 0.01

Aus Gov Bonds 0.28 0.99 1.00 0.67 (0.28) (0.44) 0.12 (0.02)

Global Gov Bonds 0.32 0.69 0.67 1.00 0.02 (0.12) 0.16 0.14

Australian Equities (0.06) (0.25) (0.28) 0.02 1.00 0.74 0.04 0.13

Global Equities (0.06) (0.41) (0.44) (0.12) 0.74 1.00 (0.01) 0.12

Aust 2yr Senior AAA RMBS 0.63 0.15 0.12 0.16 0.04 (0.01) 1.00 0.51

GCI - High Grade RMBS 0.49 0.01 (0.02) 0.14 0.13 0.12 0.51 1.00
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However, to understand the Trust’s potential portfolio diversification attributes, we must 
look to Gryphon’s Secured Opportunity Fund (SOF) strategy with which the Trust’s 
investment mandate is closely aligned (see Table 2).   

             Table 2. GCI Trust Investment Mandate 

                                            

                                       Source: GCIT PDS 

 

Table 3 below shows all recalculated correlations for the period since April 2015 when the 
SOF Strategy commenced.  Encouragingly, GCI’s SOF Strategy (far right column) has 
delivered as expected.  It has exhibited effectively no correlation with any other asset 
classes including Australian corporate and Government bonds.  Similar outcomes have 
also been delivered by the AAA data set and High Grade Strategy.  

Table 3. GCI Secured Opportunity Fund 

Conclusion 
Naturally, we must preface any conclusion with the disclaimer that past performance 
cannot be taken as an absolute indicator of the future and the fact that we have referenced 
historical Gryphon strategy data for the purposes of this analysis1.  Notwithstanding, given
the similarities between SOF and the Trust, we believe this analysis is highly supportive of 
the thesis that GCI’s investment performance 2  can be expected to deliver significant 
portfolio diversification benefits to investors while targeting an attractive cash yield.   
 
For the first time, retail investors can incorporate a dedicated RMBS investment strategy 
into their portfolio by investing in the ASX listed Gryphon Capital Income Trust. 

 

Appendix 
Data referenced in this publication has been sourced as outlined below. 
 
Aust. Bank Bills  Bloomberg Ausbond Bank Bill Index 
Aust. Fixed Interest                 Bloomberg Ausbond Composite Bond Index 
Aust. Govt. Bonds  Bloomberg Ausbond Govt. 0+Yr Index 
Global Govt. Bonds  Bloomberg Barclays Global Agg. Government-Related TR Index Value 
   Hedged AUD 
Australian Equities  S&P ASX300 Accumulation Index 
Global Equities  MSCI World Ex Australia Hedged AUD Net Total Return Index 
Aust. 2yr Senior AAA RMBS Macquarie’s 2yr Senior AAA RMBS Trading Margins, converted by GCI 
   to time series of returns 
GCI – High Grade RMBS GCI High Grade RMBS: actual historic time series of net returns 
GCI – SOF RMBS  GCISOF RMBS: actual historic time series of net returns 
 

                                                        
1 GCIT commenced trading on 25 May 2018 and therefore has limited price history. 
2 As measured by the Net Tangible Asset Backing (NTA) published on ASX. 

Asset Class
Aust Bank 

Bills

Aust Fixed 

Int

Aus Gov 

Bonds

Global Gov 

Bonds

Australian 

Equities

Global 

Equities

Aust 2yr 

Senior AAA 

RMBS

GCI - High 

Grade RMBS
GCI - SOF RMBS

Aust Bank Bills 1.00 0.17 0.17 0.15 (0.05) (0.10) (0.33) (0.29) (0.12)

Aust Fixed Int 0.17 1.00 1.00 0.76 (0.00) (0.12) 0.04 (0.08) (0.14)

Aus Gov Bonds 0.17 1.00 1.00 0.77 (0.00) (0.13) 0.04 (0.09) (0.14)

Global Gov Bonds 0.15 0.76 0.77 1.00 0.12 0.06 (0.06) (0.12) (0.15)

Australian Equities (0.05) (0.00) (0.00) 0.12 1.00 0.76 (0.04) 0.07 (0.15)

Global Equities (0.10) (0.12) (0.13) 0.06 0.76 1.00 (0.02) (0.02) (0.14)

Aust 2yr Senior AAA RMBS (0.33) 0.04 0.04 (0.06) (0.04) (0.02) 1.00 0.49 0.34

GCI - High Grade RMBS (0.29) (0.08) (0.09) (0.12) 0.07 (0.02) 0.49 1.00 0.67

GCI - SOF RMBS (0.12) (0.14) (0.14) (0.15) (0.15) (0.14) 0.34 0.67 1.00
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Disclaimer  
The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an individual’s 
relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised 
representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the 
basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act upon this report 
consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.  

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The 
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from sources 
which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this date and are 
subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not constitute an offer 
or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever. 

Disclosure of interest 
Morgans may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. Morgans may previously 
have acted as manager or co-manager of a public offering of any such securities. Morgans affiliates may provide or have provided banking services or corporate 
finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be reflected in this report. Morgans advises that it 
may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection with the making of a recommendation or a dealing by a 
client in these securities. Some or all of Morgans Authorised Representatives may be remunerated wholly or partly by way of commission. 

Regulatory disclosures 
Morgans was a Joint Arranger and Lead Manager to the IPO of Gryphon Capital Income Trust and received fees in this regard. 

  

Recommendation structure 
For a full explanation of the recommendation structure, refer to our website at http://www.morgans.com.au/research_disclaimer 

Research team 
For analyst qualifications and experience, refer to our website at http://www.morgans.com.au/research-and-markets/our-research-team 

Research coverage policy 
For an overview on the stock selection process, refer to our website at https://www.morgans.com.au/research-and-markets/company-analysis/Research-
Coverage-Policy 

Research independence statement  
https://www.morgans.com.au/Research-Independence-Statement 

Stocks under coverage 
For a full list of stocks under coverage, refer to our website at http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-
coverage and  
http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage 
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If you no longer wish to receive Morgans publications please contact your local Morgans branch or write to GPO Box 202 Brisbane QLD 4001 and include your 
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