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The Floating, The Fixed and The 
Resilient 

 

 

Q2 2023 was a strong quarter for Australian senior 
unsecured floating rate notes. Conversely, it was a tough 
quarter for other fixed income securities, both domestically 
and globally, as inflation continues to print stronger for 
longer, and central banks globally continue to tighten 
monetary policy to combat elevated core inflation.  

 
 

 

Adding to this sticky inflation scenario, yield curves have been forced to reverse near-term anticipated recessionary pricing, 

as persistent economic data reflects a resilient consumer in the face of higher borrowing costs. 

Credit spreads performed well over the quarter. The Australian money market is flush with liquidity. Banks are increasingly 

paying up for funding as some of the extraordinary Quantitative Easing measures implemented by the Reserve Bank of 
Australia (RBA) are rewound. However, the glut of senior unsecured bank issuance that was predicted by some to fund Term 

Funding Facility maturities has not eventuated. What has permeated through the Australian money market has been 
selective issuance by banks outside of the major four, whereby covered notes with a soft bullet maturity have been offered 

via the primary market. Although issuance of this style hasn’t been substantial during Q2, it has been interesting to see banks 
using their name, and not the name of a structured note, to print debt that is covered, or backed, by RMBS assets. 

The term ‘resilient’ has been used by the Federal Reserve several times during Q2 to describe the spending and 
consumption patterns of the US consumer. From a domestic perspective, consumer spending has been stronger than 

expected, particularly in the services sector of the Australian economy. Coupled with an unemployment rate that is still well  
below 4% mid-way through 2023, and on the back of consistent monetary policy tightening from the RBA since May 2022, 

suggests that the Australian consumer is equally resilient1.  

From a f ixed income perspective this resilience is not what  economists were predicting coming into 2023, and economic 

commentators were adamant that the second half of 2023 would be characterised by widespread technical recessions, 
stagflation and monetary policy easing by many central banks. This scenario has thankfully not eventuated and yield curves 

were forced to reprice and move higher across the curve. If  unemployment continues to remain near historic lows over the 
medium-term, or even moves up toward 4.5% over the coming 12-18 months, as the RBA correctly points out and indeed 

forecasts, this will still be markedly stronger than where the domestic employment data was printing pre-COVID. Add to this a 
RBA that is determined to engineer a soft landing for the economy whilst still tightening interest rates further, it seems logical 

to anticipate higher yield curves in the short- to medium-term.  Credit spreads on the other hand seem well positioned to 
strengthen as primary issuance is actively sought by the market. Credit events, similar to Q1 which bore witness to regional 

banking wobbles in the US and the forced merger of a large European bank, appear to be thankfully behind us. 

The portfolio outperformed the index over the quarter whilst maintaining an average credit rating of AA-/A+.  
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The views expressed in this material are the views of Simon Mullumby, Head of Australian Cash & Bonds through the period ended 18 July 2023 and are 

subject to change based on market and other conditions. This document contains certain statements that may be deemed forward -looking statements. 
Please note that any such statements are not guarantees of any future performance and actual resu lts or developments may differ materially from those 

projected. 

This material is general information only and does not take into account your individual objectives, financial situation or n eeds and you should consider 

whether it is appropriate for you. There is no representation or warranty as to the current accuracy of this material, and SSGA Australia shall have no liability 
for decisions based on such information.   

Investing involves risk including the risk of loss of principal.  

Floating rate securities are often lower-quality debt securities and may involve greater risk of price changes and greater risk of default on interest and 

principal payments. The market for floating rate securities is largely unregulated and these assets usually do not trade on an organized exchange. As a 
result, floating rate bank loans can be relatively illiquid and hard to value. Diversification does not ensure a profit or gu arantee against loss. 

The value of the debt securities may increase or decrease as a result of the following: market fluctuations, increases in interest rates, inability of issuers to 
repay principal and interest or illiquidity in the debt securities markets; the risk of low rates of return due to reinvestme nt of securities during periods of falling 

interest rates or repayment by issuers with higher coupon or interest rates; and/or the risk of low income due to falling interest rates. To the extent that 
interest rates rise, certain underlying obligations may be paid off substantially slower than originally a nticipated and the value of those securities may fall 

sharply. This may result in a reduction in income from debt securities income. 

Bonds generally present less short-term risk and volatility than stocks but contain interest rate risk (as interest rates rise bond prices usually fall); issuer 

default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced for longer-term securities. Any fixed income security sold 
or redeemed prior to maturity may be subject to a substantial gain or loss. 

Government bonds and corporate bonds generally have more moderate short -term price fluctuations than stocks but provide lower potential long-term 
returns. 

All the index performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the 
performance of any particular investment. 

All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. 

The information provided does not constitute investment advice and it should not be relied on as such. It should not be considered a solicitation to buy or an 

offer to sell a security. It does not take into account any investor's particular investme nt objectives, strategies, tax status or investment horizon.  You should 
consult your tax and financial advisor. 

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third par ties without SSGA Australia's 
express written consent. 

© 2023 State Street Corporation. All Rights Reserved.  

5822750.1.1.ANZ.RTL | Exp. Date: 31/07/2024 

 


