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State Street Floating Rate Fund 
 

1 + 2 + 1’ish ≠ 1.85 
 

 

• Fixed rate yields to continue pushing higher 

• Reserve Bank of Australia (RBA) Term Funding 

Facility (TFF) to stop mid-year 

• Floating rate issuance to pick up 

 

 
 

 

This insight will attempt to propagate, or plant the seed at least, that a 10 year Australian government bond yield at 

current levels is expensive, and that a floating rate exposure could be warranted. As at 31 March 2021 the Australian 

10 Year Government Bond (10 Year ACGB) was yielding 1.8478% hence the numeric title for this piece, which I 

will explain. 

 

Market practice breaks a benchmark yield curve into two sectors. The first ~3 years are where the money market 

forecasts central bank interest rate policy and anticipated official cash rates. The longer part of a benchmark curve, 

which is where the 10 year bond yield reference above fits into, should determine a yield with a broader focus of 

factors leading to a traded yield. As a back of the envelope calculation goes, adding a forecast interest rate plus an 

anticipated inflation rate plus a term risk premia for holding longer dated bonds should allow you to determine a 

good estimation of what you should pay for a 10 year government bond. Per the title of this commentary, if the 

interest rate policy per market overnight index swap (OIS) is expected to be pricing over 1% in the medium term, 

and if inflation is expected by the RBA to be at the bottom of their 2-3% Consumer Price Index (CPI) band by 2024, 

and if a term risk allowance of 1% is also discounted to the formula, that gives you 4.00%. It does not add up to 

1.85% which is where 10 Year ACGB’s were trading at the end of March. This is a big move from the current yield 

of 1.85%. It likely won’t happen overnight, but to acknowledge that given any unforeseen new pandemic or global 

shock to the Australian economy, its anticipated growth, the impressive employment momentum and an inflation 

forecast that the RBA has worked to stoke for many years, shortening the interest rate risk of a bond fund may be 

deemed palatable at some point. 

 

The first quarter of 2021 was a tough market for domestic bonds. The repricing of the 10 Year ACGB over this 

period is attributable to a renewed focus on reflation. The Bloomberg Ausbond Composite 0+yr Index was down 

over ~3.30%. Similarly it was a tough period for both credit and cash markets. There are signs that the worst of the 

COVID-19 pandemic is over in those countries administering COVID-19 vaccines en masse. Most central banks 

globally are continuing to add liquidity to their respective money markets in a focused drive to both add stimulus to 

economies constrained by COVID-19 lockdowns and closed borders, but also with the unfaltering mandated focus 

of spurring inflation. High quality senior unsecured bank credit continued to deliver positive returns over the period,  
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and owning floating rate bonds rather than fixed rate ensured that the State Street Floating Rate Fund did not 

partake in the negative marks many fixed funds were hit with. 

 

The next three quarters of 2021 will be very interesting for the Australian money market and primary issuance in 

particular. It seems clear that the RBA will maintain a dovish stance and remain very focused on reducing the 

unemployment rate. It is then, Governor Lowe explicitly states, that if the Australian unemployment rate approaches 

4% that we will start to see the uplift in CPI that is inflation. An unemployment rate target of 4% may seem very low, 

but bear in mind it is only 12 months since the COVID-19 lock down began in Australia that saw unemployment 

spike by more than half a million new jobless claims alone in May 2020, yet in February 2021, the unemployment 

rate has already fallen from 6.3% to 5.8%.  

 

Finally, in so far as issuance, the RBA is set to turn off the TFF in June. Australian banks have had the ability to 

access three year secured funding from the RBA’s TFF at a cost of 0.10%. Justifiably, there has been a limited 

need by most Australian banks to issue 3 year or less debt in the market.  The second half of 2021 should see a 

primary debt market come to life with both domestic and international banks unable to access the closed TFF and 

having to go to the market for funding. This will bode well for adding new issues, new banks and additional yield to 

the portfolio, as banks are forced to pay up for funding in what should prove to be a highly competitive space.  

 

As at the end March, the portfolio continued to hold only senior unsecured bank notes in AUD that had an average 

credit quality of A+/A, the fund was running spread duration just shy of 3 years and outperformed the RBA Cash 

Rate Total Return Index (TRI) Index over the period. 

 

 

Figure 1. 5 Year iTraxx Spreads, 2 January 2019 to 31 March 2021 
 

 
Source: Bloomberg Finance L.P., as at 31 March 2021. Past performance is not a reliable indicator of future results. 
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Important Disclosures 

 
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 and target market determination, 

available at www.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 31 March 2021 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. 

www.ssga.com 

© 2021 State Street Corporation. All Rights Reserved.  
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