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Overview 

Most investment professionals have a reasonable grasp of the size and composition of the Australian equity 
markets and the investment opportunities they provide.  However, ask the same question about the size of 
Australian debt markets and most people would struggle to have the same level of clarity. Common 
perceptions are that Australian debt markets are significantly smaller than equity markets and largely 
dominated by debt issued by the banks and the Commonwealth Government.  The reality is that Australian 
debt markets have grown significantly since the Global Financial Crisis (GFC) and currently capitalised at 
A$1,144bn compared to the All Ordinaries Index at A$1,477bn (as at December 2013).  The expansion of 
Australia’s debt market has provided investors with greater depth but more importantly greater breadth of 
investment opportunities, particularly in terms of the various components of bank debt and a growing number of 
non-financial or corporate issuers of debt securities.   
 
In this paper we outline the development of the Australian fixed income securities market and the major drivers 
of its growth.  In addition, we compare this with the size of the domestic equity market as well as key offshore 
markets to place these developments in context.   
 
How have we calculated the size of debt and equity markets? 

To compare the size of the two markets we have used the market capitalisation of the All Ordinaries Index as 
we consider this offers the best indication of large, medium and small capitalisation opportunities available to 
equity investors.  To calculate debt outstanding, we have added the face value of debt issued in Australian 
dollars and the debt issued by Australian domiciled entities who have issued debt into offshore markets 
(primarily the US and European markets).  Our debt figures only include public debt issuances (wholesale and 
retail) made into conventional, actively traded debt capital markets that are available to us as institutional 
investors.  This excludes private placements and debt issued directly between two parties.  As a result, our 
consolidated debt figures are below the collective total of debt issued by these entities.  We have used US 
market data reported by SIFMA (Securities Industry and Financial Markets Association). 
 
The absolute size of Australian debt markets versus Australian equity markets 

By December 2007, Australian equity markets were coming off their highs as the first signs of the GFC were 
emerging.  At this point, the market capitalisation of the All Ordinaries was A$1,512bn and the domestic banks 
made up 28% of that figure.  At the same point in time, the Australian debt markets were worth $654bn and 
banks made up 46% of that total.   
 
While the GFC was a significant disruption for both debt and equity markets, it was a key driver of longer term 
structural and compositional changes in Australian debt markets.  Fast forward to December 2013 and we can 
see a very significant change in both the absolute size and composition of Australian debt makes, while equity 
markets have largely returned back to their pre GFC levels.  By December 2013, Australian debt markets stood 
at $1,144bn, a growth of 75% or A$489bn in six years.  Australian debt markets are now 77% the size of equity 
markets, up from 43% in 2007.   
 
It’s important to note that all major debt categories experienced material growth over the last 6 years.   
 
The largest absolute and percentage growth in debt has come from the Government or Sovereign debt 
(Australian Commonwealth Government), the Semis (State Governments of Australia) and the Supranationals.  
This reflects the increase in Government debt levels (Federal and State) resulting from successive budget 
deficits and the desire to stimulate the economy in a weak global macroeconomic environment. 
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Chart 1: Equity market capitalisations as at 31 December 2007 and 2013 

 
Source: All Ordinaries Index data. Debt market size calculated by Schroder’s with reference to rate sheets, the UBS Master 
Debt Index and the Barclays Global Aggregate Index. 
 
The increase in the issuance by Supranationals can be attributed to the favourable basis swap advantage for 
issuers (i.e. lower overall funding costs) and the strong global demand for highly rated bonds issued in 
Australian dollars.  Supranationals are offshore based institutions, predominantly making loans for social or 
developmental purposes in particular countries or regions (i.e. not profit driven).  Most of these institutions have 
very high credit ratings, reflecting explicit or implied support from one or many highly rated sovereigns who 
have usually provided equity capital to these institutions.1  The growth in the non-financials (corporates) reflects 
the trend of diversifying away from bank funding as well as obtaining cheaper funding costs and longer duration 
offered in particular non-bank debt markets.   
 
How have markets evolved for debt securities issued by the Banks? 

Back in December 2007, the single largest sub-category of any form of debt on issue in the Australian market 
was Residential Mortgage Backed Securities (RMBS) issued by the Australian banks and various other non-
bank mortgage originators.  RMBS made up 21% of total debt markets while 45% of debt markets were from 
debt issued by the Australian banks and offshore banks issuing in Australian dollar debt markets.  By 
December 2013 this situation had evolved considerably and now, RMBS makes up just 6% of total debt 
markets while banks themselves now make up 34% of total debt markets.  A figure that is now comparable to 
the fact that banks make up 29% of total equity market capitalisation.  It’s also worth highlighting that the debt 
markets include debt issued by offshore banks (including US, European and Asian banks) which is all 
consolidated into the total bank debt figure. 
 
 
 
 
 
 
 

                                                      
1 An example of a Supranational is KFW Bankengruppe.  KFW was formed in 1948 to support and fund the reconstruction of the German 
economy post World War II.  Today, KFW provides loans that support small/ medium sized businesses, infrastructure projects, export 
finance etc.  KFW benefits from an explicit and direct statutory guarantee from the German Government and as a result it maintains a Aaa 
rating from all three rating agencies. 
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Chart 2: Debt market capitalisations as at 31 December 2007 and 2013 

Source: Debt market size calculated by Schroder’s with reference to rate sheets, the UBS Master Debt Index and  the Barclays Global 
Aggregate. The different colour bands in the column for Bank and Corporate debt are provided to indicate the different sub categories of 
debt available to institutional debt investors. The bank column starts at the bottom with the secured and higher quality instruments including 
RMBS and in 2013 covered bonds and Government guaranteed notes.  The corporate column includes senior unsecured debt issued in 
AUD, EUR and USD. 
 
The other key observation is that there are more sub-categories of bank debt on issuance and these sub 
categories are in general, more balanced in terms of their total issuance, providing investors with more 
opportunities to move up and down the banks’ capital structure to optimise the risk and return opportunities.  
Government Guaranteed notes and Covered Bonds (in various currencies) are key additions to the bank 
segment.   
 
What has happened in non-financial/ corporate debt markets? 

Debt issued by the non-financial (corporate) sector into public markets has increased by 77% to A$145bn from 
A$82bn in December 2007.  The largest portion of this growth has occurred in terms of debt issued into the US 
markets (primarily the 144A market) and to a lesser extent the European debt markets.  These markets have 
been an important avenue for Australian corporates to issue longer dated paper to extend out their debt 
duration profiles and to take advantage of lower absolute borrowing costs.  However, the non-financial/ 
corporate debt market remains dwarfed by the value of the opposing equity market capitalisation, sitting at 
A$145bn versus the equity market capitalisation of non-bank corporate issuers at A$1,054bn.  Despite this 
smaller size, debt investors can gain exposure to a number of issuers that don’t issue equity into public 
markets.  Examples include utilities, unlisted property trusts, universities and various infrastructure assets. 
 
How do Australian markets compare to key offshore markets? 

The US debt market is clearly the largest and most sophisticated debt market in the world, with a total size 
estimated at A$44,708bn as at 31 December 2013 (compared to the Australian market at A$1,144bn).  The US 
debt market is almost twice the size of its equity market, offering substantial depth and breadth to investors, 
including a deep and liquid high yield/ sub investment grade market.  The US market has seen a reasonable 
growth in total debt levels since 2007, particularly as US Government debt levels have increased substantially 
while mortgage related and federal agency debt has declined.   
 
Based on these observations the Australian market still has plenty of room to grow but importantly the smaller 
Australian market is less likely to suffer the adverse effects of having an excess supply of bonds (particularly 
Government bonds) relative to demand, which can unduly impact pricing and performance.  The smaller 
Australian market reflects a sovereign with lower gearing levels and generally speaking a higher credit quality 
opportunity set. 
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Chart 3: Size comparison of US debt markets over time 
 

 
Chart 3; US debt market data as per Securities Industry and Financial Markets Association (SIFMA) statistical publications 
on US Bond Markets.  Federal Agency segment includes debt issued by the likes of Fannie Mae, Sallie Mae and the Farm 
Credit System.  SIFMA references the following sources Bloomberg, Dealogic, Thomson Reuters Eikon, Thomson Reuters 
SDC, U.S. Treasury, Fannie Mae, Freddie Mac, Ginnie Mae, Farmer Mac, Farm Credit, FHLB.  We have assumed all these 
securities are freely traded and are available to institutional investors. US equity market capitalisation as per Bloomberg, 
converted back into Australian dollars. 
 
Conclusion 

The common perception that Australian debt markets are small and dominated by government and bank paper 
was a reasonable one back in 2007, but the reality now is changing.  In absolute and relative size terms, the 
Australian debt markets have grown considerably since the pre GFC period.  In summary, Australian debt 
markets now offer depth but more importantly breadth for investors.  This incorporates a wider range of issuers 
who exhibit a more diversified range of behavioural characteristics in different parts of the cycle.  There is now 
a wider variety of security types available to investors, particularly in the bank sector, such as covered bonds, 
government guaranteed bonds and subordinated bonds with various characteristics.  Finally, there is also a 
wider range of issuers, particularly in the non-financials or corporates sector offering a greater opportunity set 
to investors.  Although the Australian debt market is smaller than key offshore markets in both a relative and 
absolute sense, this is not necessarily a bad thing, as it reflects a sovereign and broader economy with low 
gearing levels and less chance of significant supply growth exceeding demand.  
 
As an active manager, we argue that this depth and breadth of our investible universe allows us to select and 
maintain high quality diversified portfolios.  Opportunities can only increase with further diversification for active 
managers over time. 
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Disclaimer 

Opinions, estimates and projections in this article constitute the current judgement of the author as of the date of this article.  
They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, ABN 22 000 443 274, 
AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change without notice.  In 
preparing this document, we have relied upon and assumed, without independent verification, the accuracy and 
completeness of all information available from public sources or which was otherwise reviewed by us.  Schroders does not 
give any warranty as to the accuracy, reliability or completeness of information which is contained in this article. Except 
insofar as liability under any statute cannot be excluded, Schroders and its directors, employees, consultants or any 
company in the Schroders Group do not accept any liability (whether arising in contract, in tort or negligence or otherwise) 
for any error or omission in this article or for any resulting loss or damage (whether direct, indirect, consequential or 
otherwise) suffered by the recipient of this article or any other person.  This document does not contain, and should not be 
relied on as containing any investment, accounting, legal or tax advice.   
 


