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It was always going to be dif cult for the
Australian xed income markets to repeat

the stellar 15 percent returns of 2008, but the
scale of the turnaround in returns in 2009 is
likely to have surprised most. If not for the
dramatic turnaround in the fortunes of corporate
credit through the course of 2009, Australian
Fixed Income returns - as measured by the

UBS Composite Bond Index  could have had
their rst negative year since 1999. The years
biggest surprise is almost certainly the pace at
which the RBA removed its emergency policy
settings employed in late 2008 and the early
part of 2009. It is this pre-emptive action which
we think positions Australian Bonds for a much
better 2010, notably relative to other global
bond markets.

2009 in Review
Before exploring the rationale for our 2010
outlook it is worth re ecting on the drivers of
the 2009 performance of the Australian Fixed
Income market. In the rst part of the year
performance was dictated by the dramatic
easing of monetary policy across the globe
which saw domestic interest rates bottom at 3
percent. The scale of this move had largely been
captured in the 2008 performance of Treasuries
with market expectations at the height of the
nancial crisis looking to rates falling as low as
2 percent.

However, given the success of the Australian
governments scal stimulus and the early
emergence of the recovery in many of
Australias key trading partners, rates never saw
these lows. In fact, these elements required

Australian Fixed Income
What Will 2010 Bring?

Figure 1. Performance of the UBS Composite Index Over the Last 5 Years.
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a series of upward revisions by the market to
the scale and pace of the RBA removing the
accommodative monetary policy settings through
the middle part of the year. Supporting these
moves also were the consistently high adjusted
in ation readings (despite declining headline
numbers) which suggested that when the
economy turned in ation could pose a material
risk. This saw treasury and semi-government
bonds come under signi cant pressure and in Q2
alone saw longer dated securities losing as much
as 8.0 percent.

The sooner than expected economic and
market recovery was not all bad news for the

Australian Fixed Income market though, with
credit securities enjoying a signi cant bounce,
particularly those in the banking sector. All of
sudden the woes that had beset the banking
sector over the last 18 months (i.e. funding
pressures and rising bad debts) looked like they
were beginning to ease. This saw the spreads on
the big-4 Aussie banks tighten from the +250bps
wides seen in late 2008 to below 100bp in the
space of 6 months. Further, corporate issuance
volumes (both domestically and offshore) and
equity raisings saw dramatic increases and have
helped to ease stretched credit fundamentals
and re nancing pressures which had been a







