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HOW DO HYBRIDS FIT INTO PORTFOLIOS: THE RISK RETURN EQUATION 

RETURNS 
Elstree Hybrid Active ETF (EHF1) and hybrid markets produced good performances during July. We 
attribute the stronger month to the end of the launches of the ASX listed private credit funds. 
Typically, this results in some investors selling hybrids to fund the new investment and temporary 
market weakness. Once the rush of new fund launches in May and June ended, the market reflected 
the more stable purchase pattern of hybrids by investors who like the risk return, offset by limited 
sellers. The Fund outperformed the market this month. Some of our larger positions performed 
better than the sector. Longer term performance is still at an acceptable level. 
 
 

Income portfolios are difficult. A successful income portfolio will generate reasonable cash returns 
with limited volatility. Investors can leave money in cash and term deposits, but with the cash rate 
averaging 2% for the last decade and term deposits going south, it’s not viable. Bonds have been 
awful and we find it hard to justify an investment holding v equities will generate a higher returrn, but 
they are volatile and the dividend yield has now fallen to just over 3%, so investors need to sell shares 
to generate income., and that may be at the wrong time. Hybrids are valuable for income portfolios 
as they generate higher than cash rates of income and arent particularly volatile. We think every 
income portfolio should have an allocation.The charts below show the 3 year rolling return  of various 
asset classes since 2010, with returns on the vertical axis and return volatility on the horizontal axis. 

 

 
   

PERFORMANCE FIGURES 

Performance as of 31 July 2025 
 

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

ELSTREE HYBRID ACTIVE ETF 
NAV + FRANKING (EHF1)  

 0.8% 1.9% 7.2% 8.4% 

Distribution (cpu) (% franked)  0.9c (5%) 6.8c (6.9%) 31.10c (62%)  
Expected 3 month Income 
Distribution 

  4.6c (96%)   

ELSTREE HYBRID INDEX (P.A.)   0.6% 1.8% 6.7% 7.8% 
 0.3% 1.1% 4.5% 3.6% 
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For example, in the chart above the yellow smiley face represents the 3 year ASX200 Banks return 
of 21% and volatiltity of 17%. Looking great now, but there are lots of dots where bank returns 
were hugely negative, even over a 3 year return. By themselves bank shares are too volatile. 
 
Since 2010, hybrids have consistently generated mid to high single digit returns with very limited 
volatility. Over shorter periods, it’s the same story. Over the same 15 year period, hybrids have 
generated over 6% p.a. and have there has only been one 12 month period where they produced 
a negative return (around Covid19). The equity classes are much more volatile and there is a 
trade off between the potentially higher returns and the volatility you have to live with. Investors 
don’t like seeing prices fall materially but with the various equity classes, there are a significant 
number of periods where there will be big 12 month drawdowns.  
 

 

 
We think hybrids are important because the trade off 
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ACTUAL 
90DAY 
BBSW 

LOWEST 
EXPECTED 
BBSW RATE 

EXPECTED  2 
YEAR 
AVERAGE 
BBSW 

DATE OF LOWEST 90DAY 
BBSW RATE 

7 June 2024 4.3%  4.2%  
9 August 2024 4.3% 3.5% 3.8% June 27 
9 September 2024 4.3% 3.3% 3.7% March 26 
11 October 2024 4.3% 3.6% 3.9% June 26 
12 November 2024 4.3% 3.6% 3.8% December 25 
10 December 2024 4.3% 3.6% 3.9% September 26 
6 January 2025 4.3% 3.75% 3.9% December 25 
10 February 2025 4.3% 3.65% 3.8% December 25 
10 March 2025 4.1% 3.6% 3.7% December 25 
10 April 2025 4.1% 2.8% 3.1% March 26 
12 May 2025 4.1% 3.2% 3.3% June 26 
12 June 2025 3.7% 3.2% 3.3% June 26 
14 July 2025 3.7% 3.2% 3.3% June 26 
7 August 2025 3.7% 3.1% 3.2% June 26 

BBSW WATCH 
 
2 interest rate cuts by Christmas and that’s it. Markets are getting more confident that is the path 
of rates, particularly after a good CPI result in July. According to some press reports, the RBA is 
expected to provide some clarity in the quarterly Statement of Monetary policy due next week, 
although the difficulty the RBA has in controlling its Board makes us a little sceptical that the RBA 
will say anything meaningful. 
 
The lowest BBSW rate of 3.15% is expected to occur in June 2026. Rates peaked at 4.35%. The 
cumulative cuts of 1.2% over 1 year is a shallow cutting cycle for the RBA. In 2015/2016, they cut 
1% over 18 months. You have to go back to last century to find periods where the RBA was so 
wimp-Ish (cautious?). Maybe we should consider this cycle as a normalisation of the reaction to 
the stupidly low rates seen in the immediate Covid period. 
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NEWS & MEDIA 

Elstree Hybrid Fund (EFH1) has been mentioned in the following articles 
throughout the last six months, many of which are educational in nature. 

        
 https://www.livewiremarkets.com/wires/is-the-

asx-home-to-the-longest-dividend-paying-
company-in-the-world 

 How Hybrids fit into 2021 Income Portfolios – 
Campbell Dawson I Elstree Hybrid Fund 

 The Hitchhiker’s Guide to Hybrids (Part 1) –  
Bella Kidman I Livewire Markets 

 This is the secret to a diversified portfolio (Part 
2) – Bella Kidman I Livewire Markets 

 The forgotten asset class presenting exciting 
opportunities – Bella Kidman I Livewire Markets 

 

                      

    
 https://www.firstlinks.com.au/hey-boomer-

first-home-buyers-fuss    
 https://www.firstlinks.com.au/bank-hybrids-

equity-market-weakness  
 https://www.firstlinks.com.au/ddo-change-

hybrids-bank-treasurers-nightmare 
 Fascinating Hybrid Journey Last Year – 

Campbell Dawson I Elstree Hybrid Fund 

 

        
 New Hybrid ETF on Chi-X  – Staff Reporter I 

Financial Standard  

        
 Hybrids remain attractive alternative for 

income generation – Evergreen Ratings 

 
 

                       

      
 Support for Elstree Hybrid Fund – Staff 

Reporter I Money Management 

More about Elstree Hybrid Fund (EHF1) 
Elstree Hybrid Fund (CBOE Aust-X: EHF1) is an Exchange 
Traded Product or ETP. The fund is designed to allow 
retail investors to access the same successful and long-
term investment strategy as our actively managed 
unlisted wholesale fund, the Elstree Enhanced Income 
Fund.  
The Elstree Hybrid Fund is an ideal investment for 
investors seeking a cash or bank term deposit alternative 
investment that displays an acceptable and appropriate 
risk adjusted return outcome.  
The Elstree Hybrid Fund has ‘on market’ liquidity provided 
by a market maker. The iNAV which is estimate of the live 
NAV, is updated every 20 seconds.  
Additional details can be found on the Elstree Hybrid 
Fund website or email Norman Derham for further 
information. 
 

Disclaimer. The information and opinions contained in this report have been obtained from sources of Elstree Investment Management Limited (ABN 20 079 036 810) believed to be reliable, but 
no representation or warranty, express or implied, is made that such information is accurate or complete and it should not be relied upon as such. Information and opinions contained in the report 
are published for the aid of recipients but are not relied upon as authoritative and may be subject to change without notice. Except to the extent that liability cannot be excluded, Elstree 
Investment Management Limited does not accept liability for any direct or consequential loss arising from any use of material contained in this report.  


