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Tapering Likely to Come in 2021

e Senior unsecured credit performed admirably in
the last three months of 2020.

e Floating rate securities have the potential to
gather impressive returns again in 2021.

e The fund outperformed the benchmark, RBA Cash Simon Mullumby, CFA

Senior Portfolio Manager

Rate, by 0.83% for the quarter (net of fees).! Cash & Fixed Income

The final three months of 2020 in the Australian money market were characterised by the Reserve Bank of
Australia (RBA) taking monetary policy into unchartered waters. As we have discussed in previous insights,
central banks globally were adamant that this COVID-19 induced market volatility was not going to become
another financial crisis of sorts, and at a minimum, liquidity in financial markets would be buoyed to ensure
secondary markets functioned properly and yields would be kept low for borrowers of all calibers.

To that end, the RBA in Q4 2020 reduced the official cash rate target to 0.10% and continued the yield curve
control measures whereby Governor Lowe has targeted the 3yr Government Bond Yield, and pegged it to the
cash rate target, thereby signaling to the market that monetary policy will be maintained at this stimulatory setting
for the next three years. Add to this the announcement by the RBA in November that a Quantitative Easing (QE)
program via secondary market purchases was to be added to the already bond friendly yield curve control
measures and it was broadly acknowledged that the Australian money market was, if not already, very soon to be
awash with cash. The RBA had also extended its Term Funding Facility (TFF) to authorised deposit-taking
institutions (ADI’s) into 2021 which meant that banks did not have to issue notes via the primary market but could
instead procure up to three years of funding from the RBA at 0.10%. This combination of multiple RBA monetary
policy and liquidity measures, coupled with a TFF ensuring limited primary market senior unsecured issuance in
the second half of 2020, compressed credit spreads for the last 6 months of 2020 as market participants sought to
invest in existing credit issuance in the secondary market.

The market dynamic outlined above for 2020 has the potential to change in 2021. Central banks will taper their
additional liquidity measures as both the COVID-19 vaccine(s) are distributed and economies get back to the new
normal. As global markets, and in particular rates and credit markets, have seen in previous periods where central
banks reduce stimulatory measures, there is the likelihood of ‘taper tantrums’ where markets object, albeit briefly,
about the reduced access to cheap money. If there is a tapering of stimulatory measures, this will be a
confirmation of the fact that both employment, growth and potentially inflation are back on track and Governor
Lowe deems such extraordinary additional market liquidity measures are no longer warranted.

If this scenario were to play out and tapering were to begin at some point in 2021, bonds would lose their

! Source: SSGA as of 31 December 2020. 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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secondary market QE driven bid from the RBA, inflation would again start to hit economists radars, the TFF would
be retired and banks would start issuing senior unsecured debt again into a market that isn’t awash with surplus
funds, and investors will be able to buy in the primary space higher yielding, highly liquid senior unsecured bank
names. Acknowledging that is a lot of ‘ifs’, even if only a portion of this scenario plays out this year, it still bodes
well for floating rate senior unsecured bank debt in 2021.

The State Street Floating Rate Fund outperformed the RBA Cash Rate again in Q4. The portfolio as at 31
December was running a spread duration of 2.84 years, had an average credit quality of A+/A and had an
average coupon of 0.93%.

Figure 1. 5 Year iTraxx Spreads, 2 January 2019 to 31 December 2020
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Source: Bloomberg Finance L.P., as at 31 December 2020. Past performance is not a reliable indicator of future results.
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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 31 December 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.
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