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State Street Floating Rate Fund 
 

What a Change a Quarter Made! 
 

 

• Over the quarter, senior unsecured bank debt 
spreads clawed back all of the COVID-19 induced 
March widening. 
 

• Australian money market flooded with cash – RBA 
implemented successful yield curve control which 
other central banks are now analysing for their 
financial systems. 
 

• The fund outperformed the benchmark, RBA Cash 
Rate, by 1.43% for the quarter (net of fees).1 

 
 

 

In the face of a global pandemic that has the potential to drag on for many years, three months is a very brief 
period. During the last three months however, senior unsecured bank debt spreads have clawed back all of the 
COVID-19 induced March widening, and if you compare January 2020 to June 2020 AUD senior unsecured bank 
levels, spreads have indeed rallied! 
 
As mentioned in last quarter’s State Street Floating Rate Fund market commentary, the risk off trade that affected 
so many asset classes in March was driven by a fear of the unknown. Many of us had experienced the volatility 
and difficult market conditions driven by defaults and sparse liquidity during the GFC but few had experienced a 
global pandemic and what effect that would have on markets. The difference this time was that the realisation hit 
the market very quickly that this was not a financial crisis but a biological crisis. It was also crystal clear that the 
central banks globally were on the front foot with monetary stimulus and the governments globally were splurging 
on fiscal measures that would also calm worried markets down. The ferocity with which the market sold off in 
March was rivalled by the snap-back in market sentiment once it was acknowledged that the banks were strong, 
their balance sheets were sturdy and the regulatory oversight that had been implemented post 2009 was, and had 
worked. There were many investors that implemented a GFC style playbook and that trade was quickly on the 
wrong side of a fast paced rally in many asset classes over the quarter. 
 
The Australian money market over the quarter was, and still is flooded with cash. The RBA has successfully 
implemented yield curve control that many other central banks the Federal Reserve included, are analysing and 
discussing if the same trade of targeting a specific yield on a precise section of the curve could also work for their 
financial systems. To this end there is now so much liquidity in the Australian money market that banks are 
running substantial exchange settlement account positions with the RBA, due to the lack of availability of 
regulatory approved assets that banks can buy and hold on their balance sheets. This search for yield and good 
quality assets played out very well for senior unsecured bank debt and their secondary market spreads during the 
quarter. 

                                                           
1 Past performance is not a reliable indicator of future performance. Performance returns for periods of less than one year are not annualized. The 
performance figures contained herein reflect Total Returns and are provided on a net of fees basis. Net performance figures are calculated using end-of-
month exit prices, assume the reinvestment of distributions, are post management and transaction costs, and make no allowance for tax.   
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The portfolio maintained spread duration over the period of around 3 years, the credit quality did not change from 
an average S&P credit rating of A/A+ and the fund outperformed the benchmark, RBA Cash Rate by 1.43% for 
the quarter (net of fees)2 .   

 

 

Figure 1. 5 Year iTraxx Spreads, 2 January 2019 to 30 June 2020 
 

 
 
Source: Bloomberg Finance L.P., as at 30 June 2020. Past performance is not a reliable indicator of future results. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

                                                           
2 Past performance is not a reliable indicator of future performance. Performance returns for periods of less than one year are not annualized.   
Net performance figures are calculated using end-of-month exit prices, assume the reinvestment of distributions, are post management and transaction 
costs, and make no allowance for tax. 
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Important Disclosures 

 

ssga.com 
 

Issued by State Street Global Advisors, Australia Services Limited (AFSL Number 274900, ABN 16 108 671 441) (“SSGA, ASL”). Registered office: Level 14, 
420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: www.ssga.com. State Street Global Advisors, Australia, Limited 
(AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”) is the Investment Manager. 

References to the State Street Floating Rate Fund (“the Fund”) in this communication are references to the managed investment scheme domiciled in 
Australia, promoted by SSGA Australia, in respect of which SSGA, ASL is the Responsible Entity. 

This general information has been prepared without taking into account your individual objectives, financial situation or needs and you should consider 
whether it is appropriate for you. You should seek professional advice and consider the product disclosure document, available at ssga.com, before deciding 
whether to acquire or continue to hold units in the Funds.  

The views expressed in this material are the views of the SSGA Cash & Fixed Income Team through the period ended 30 June 2020 and are subject to 
change based on market and other conditions. The information provided does not constitute investment advice and it should not be relied on as such. All 
material has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. 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 results or developments 
may differ materially from those projected.  

Investing involves risk including the risk of loss of principal. This material should not be considered a solicitation to apply for interests in the Funds and 
investors should obtain independent financial and other professional advice before making investment decisions. There is no representation or warranty as to 
the current accuracy of, nor liability for, decisions based on such information. 

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 reinvestment 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 anticipated and the value of those securities may fall 
sharply. This may result in a reduction in income from debt securities income. 

BLOOMBERG and BLOOMBERG INDEXES are trademarks or service marks of Bloomberg Finance L.P. Bloomberg Finance L.P. and its affiliates 
(“collectively, “Bloomberg”) or Bloomberg’s licensors own all proprietary right in the BLOOMBERG INDEXES. Bloomberg does not approve or endorse this 
material and disclaim all liability for any loss or damage of any kind arising out of the use of all or any part of this material. 

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

© 2020 State Street Corporation. All Rights Reserved.  
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