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Fixed interest
At the end of the September 2018 quarter the Australian 3-year bond yield was 1 basis point (bp) lower at 2.05%
and the 10-year rose by 4 basis points (bps) to 2.63%.
The US yield curve rose with the 3-year bond yield increasing 26bps to 2.88% and the 10-year rising by 20bps to
3.06%. Global trade concerns continued to be a feature of the quarter with new tariffs implemented by the US and
China against one another in both July and September. This contributed to volatility in yields but US yields increased
overall. Over the coming months, we may see additional volatility in bonds and other asset classes as investors adjust
to the prospect of better risk-free returns. This may encourage investors to reduce their shareholdings and increase
their holdings of bonds because bonds offer a more competitive return. The Australian outlook remained broadly flat
during the quarter due to trade war concerns and weaker inflation with continued low wage growth pointing towards
the Reserve Bank of Australia (RBA) being on hold for longer. A further contributor is the out-of-cycle increase in interest
rates by several major banks which will curb consumer spending and achieve a similar effect to an RBA interest rate hike.
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Cash
The RBA left the cash rate unchanged at a historical low of 1.5% in the September 2018 quarter,
as it remained concerned about low wage growth and high levels of household debt.
Rising job vacancies should see wage growth and inflation rise, which should lead to a gradual increase in interest
rates, but this is not expected until late 2019. June 2018 quarter economic growth surprised to the upside, with
3.4% growth for the year, which was mainly attributable to a strong contribution from an increase in consumer
spending. The household savings rate also declined to a record post-global financial crisis (GFC) low, which implies
consumers are using their savings to maintain their standard of living in the absence of wage growth.
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The long view – highest and lowest 12-month returns over 25 years
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This chart displays the highest and
lowest 12-month returns of the major
asset classes since May 1993.*
As you can see, cash provides stability
and security, having never generated
a negative return over a 12-month
period. The trade-off for this stability
and lower risk is that cash will be unlikely
to match the higher returns generated
by other asset classes.

Highest 12-month return
1.7%

52.2%

-20

0

20

40

60

% 12-month return
Source: Bloomberg. Indices used are: Cash – AusBond Bank Bill, Fixed Interest – AusBond Composite 0+ year, Australian shares – S&P/ASX 300 Accumulation, International
shares – MSCI World Net Total Return Index (AUD), Listed property trusts – S&P/ASX 300 A-REIT Accumulation.
* Data is from May 1993 to September 2018 for all classes except Property where the underlying index begins in June 2002.
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