
What’s happened so far

 – The widening spread of COVID-19 (coronavirus) has 
pushed financial markets and the economy into uncharted 
waters and generated acute volatility and uncertainty. 
Market movements over March have been highly volatile, 
being felt across asset classes and regions, including 
Australian and global fixed income markets.

 – There have been significant policy responses from both 
monetary and fiscal, with the clear objective of putting a 
base under economic growth and supporting the efficient 
functioning of financial markets. Never before has the 
scale of policy intervention been so large and open-ended. 
This is reflective of the sudden and broad nature of the 
shock that has impacted the global economy, with the full 
duration and extent of the impact yet unknown.

 – Despite the policy responses from governments and central 
banks during the course of the month, Australian and 
global government bond yields saw a sharp rise to peak on 
19 March – particularly in the long end of the yield curve – 
before stabilising and then falling as major central banks 
intervened through asset purchases. Inflation expectations 
have also deteriorated in this environment, prompting real 
yields to jump higher with the combination of markedly 
lower inflation expectations and higher bond yields. 

 – Credit markets have been negatively impacted given the 
dramatic risk-off move and both Australian and global 
credit spreads have materially widened, with high yield 
markets worst hit.

Our view

 – From an economic perspective, the impact is significant 
and it is likely that, notwithstanding the multi-faceted 
policy stimulus, there will be a cut in baseline aggregate 
growth through the year. There is no current consensus on 
what level this will be but the bottom line is that it has to 
be lower. 

 – Economies where services and retail sectors are a high 
proportion of employment will be challenged and the 
leadership from governments and policy makers will be 

crucial in ‘getting to the other side’. Once we are there, the 
substantial stimulus will aid the rebound process but this 
may be unlikely for at least another 3 months.    

 – The recent market dislocations are immense. Markets are 
not fully functioning as ‘normal’ – but this cements our 
strong conviction that fixed income should be approached 
from an active perspective.

 – The RBA has lowered the official cash rate to 0.25% and 
begun supporting certain parts of the Australian bond 
market through asset purchases alongside implementing 
yield curve control. The buying of government and semi-
government securities by the RBA has been significant in 
size, creating orderly trading conditions in these assets and 
also effectively anchoring the 3 year bond yield at around 
0.25%. Corporate bonds have seen material volatility, but 
the recent actions by the US Fed and ECB to expand asset 
purchases and include non-government securities has been 
an important and significant step for markets. 

 – We expect a proactive stance from policy makers, with the 
key regulatory/government arms maintaining close contact 
with market participants, helping to engender stability in 
markets.

 – Within credit, the weak earnings outlook ahead will be a 
challenge but the significant policy accommodation from 
central banks and governments should be supportive for 
credit markets over the medium term.

Key strategies update – month-to-date 
(30 March 2020)

UBS Australian Bond Fund – during the month we 
lengthened our Australian duration position which has helped 
performance month-to-date but was more than offset by the 
drag from a real yield position given the rise in real yields. 
Global rates strategies in NZ and US have been beneficial for 
the portfolio for the month so far. We are overweight semi-
government bonds and favour this sector given the support 
from the RBA. We remain overweight credit which has 
detracted from returns but credit hedges have helped offset 
some of the underperformance from credit positioning.
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UBS Diversified Fixed Income Fund – performance has 
been challenged month-to-date by the rise in real yields in 
developed markets and the widening of credit spreads. Long 
duration positions have been held across the dollar bloc 
economies and in China, which have been positive for relative 
performance, given the strong monetary policy responses 
from the central banks in these countries. Offsetting this has 
been a detraction by the long duration positions held via 
inflation-linked securities, which have underperformed as real 
yields increased. We added some credit protection to the 
portfolio which has offset part of the drag on performance 
from our overweight allocation to credit.

UBS Income Solution Fund – the month so far has been 
challenging for credit markets globally. We saw a substantial 
widening in spreads across all credit markets, however the 
Australian credit market has fared relatively better despite 
local credit spreads also moving wider. The widening in credit 
spreads within both local and US short duration high yield 
securities have had a negative impact on the fund month-to-
date. We maintained macro and credit hedges which have 
benefited the portfolio in the risk-off environment.


