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What is a bond?
Bonds are part of the asset class 
called fi xed interest. While there are 
different types of bonds, all bond 
investors receive regular interest 
payments, with full repayment of the 
initial investment at an agreed date 
in the future. This can make bonds 
a less risky investment than shares, 
but historically bonds have provided a 
lower long-term return on investment 
than most asset classes except cash.

Bonds are grouped 
by maturity
Bonds are issued for a set period. 
At the end of that period (a bond’s 
maturity date) the bond issuer is 
required to repay the original loan 
(the principal). Bonds can be issued 
with maturity dates ranging from 
2 years up to 30 years or more.

Buying and selling 
bonds
Like most investments, bonds can 
be bought and sold. A bond’s price 
moves up and down in response to 
interest rate movements, its maturity 
date and the performance of other 
asset classes, such as shares 
and property.

Some risks of bond 
investing
Bonds are an important part of a 
diversifi ed portfolio. For super funds 
like AustralianSuper, bonds can 
help balance the risks of investing 
in other asset classes like shares. 
Although bond investments generally 
provide lower long-term returns than 
most asset classes except cash, 
the returns from bonds also tend to 
be less volatile. And because bond 
prices move in the opposite direction 
to interest rates, this means that 
generally bonds perform well when 
property and shares aren’t – because 
falling interest rates negatively affect 
share and property markets, but 
cause bond prices to rise.

When you need 
a loan, you go to 
the bank. When 
governments or 
corporations need 
a loan, they issue 
a bond. It’s simply 
a loan in the form 
of a security, 
which means 
those who invest 
in the bonds are 
the lenders.

Bond terms
Face Value – this is the amount 
the investor will get back once 
a bond matures – essentially 
the amount of the original 
investment.
Maturity – the date the 
investor’s initial investment 
(principal) will be repaid in the 
future. Bonds can be issued 
with a maturity date of many 
years or a few months.
Interest Rate (or coupon) – 
is the amount investors receive 
in regular interest payments.
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Would you like more information?
If you have any questions about the investment of your super or making 
an investment choice 

Call AustralianSuper on: Or visit our website at:

1300 300 273 
and ask to speak to a qualifi ed 
fi nancial adviser – they can 
provide over-the-phone 
fi nancial advice at no cost.*

Subscribe to an E-Super Update – choose from a monthly email report 
on investment performance, quarterly newsletter or daily ASX 200 news 
alerts. Simply logon with your member number and choose which emails 
to have sent to you. 

www.australiansuper.com/
investments
Our website also provides a wealth 
of investment information and 
resources. 

Important information: This document was issued in 
May 2010 by AustralianSuper Pty Ltd ABN 94 006 457 987 
AFSL 233788 Trustee of AustralianSuper ABN 65 714 394 898. 
This document is of a general nature and does not take into 
account your personal objectives, situation or needs. Before 
making a decision about AustralianSuper, consider your 
fi nancial requirements and read our Product Disclosure 
Statement, available at www.australiansuper.com/forms 
or by calling 1300 300 273. Investment returns are not 
guaranteed as all investments carry some risk. Past 
performance gives no indication of future returns. Industry 
SuperFund logo used with the permission of Industry Fund 
Services (IFS) and this consent had not been withdrawn as 
at the date of this publication. 

*The over-the-phone, fi nancial advice service is provided 
by Superpartners and not AustralianSuper. AustralianSuper 
and Superpartners are not agents or representatives of one 
another. AustralianSuper does not accept responsibility 
or liability for any loss or damage caused by the services 
provided by Superpartners. AustralianSuper does not 
receive any commissions from this organisation as a result 
of members using this service.
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However, bond investing also 
involves some risks:

Interest rate risk – a bond’s market 
value is closely tied to interest rates. 
Generally, when interest rates rise, bond 
prices fall, and you may realise a loss 
if you sell before the bond matures.

Credit risk – credit quality is 
measured by the bond issuer’s 
ability to meet interest payments 
on time and to pay back the amount 
of the original investment. When an 
issuer misses a payment, the bond 
is considered to be in default. Some 
issuers are thought to be less likely 
to default on a payment, so bonds 
from these issuers are less risky.

AAA-rated vs 
sub-investment 
grade bonds
Bonds are rated according to the 
credit risk of the issuer. Companies 
and governments that are considered 
to have the lowest credit risk have 
the best rated bonds (often called 
AAA-rated). As credit risk increases, 
the bond rating goes down. 

Bonds issued by companies or 
governments that are experiencing 
fi nancial diffi culty have a high credit 
risk, so are rated the lowest. These 
are called sub-investment grade 
bonds, but you may know them 
as junk bonds.

Interest payments
The regular interest payment made to 
bond investors is largely determined 
by the market when the bond is 
issued, and typically is infl uenced 
by the outlook for interest rates, 
how long the bond is being issued 
for and the level of risk involved 
for the investor.

The lower the rating of the bond, the 
higher the level of risk. Bonds that 
carry a higher risk need to deliver 
higher income (interest payments) to 
encourage investment in the bonds.

Likewise, long-term bonds typically 
pay higher interest than short-term 
bonds because you are lending your 
money for a longer period.

Diversify with bonds
Adding bonds to your investment 
portfolio can help you diversify your 
investment. And diversifi cation 
can help reduce your overall risk –
something you’ll appreciate should 
the market decline. Of course, 
diversifi cation cannot guarantee 
a profi t or protect against a loss 
in a down market.

How AustralianSuper 

invests in bonds

AustralianSuper invests in 
bonds as part of our fi xed 
interest investments in both 
our PreMixed and DIY Mix 
investment options. We invest 
in funds that have a range of 
bonds with different maturity 
periods and credit ratings. 
The investments include 
government and non-
government bonds both 
here and overseas.

For more information, 
have a look at our factsheet 
What is diversifi cation? at 
www.australiansuper.com/

Diversifi cationBasics 

or AustralianSuper’s 
Investment Choice Guide, 
available at 
www.australiansuper.com/

InvestmentGuide
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The information in the graph has been prepared using data from the following market indices:  

Australian shares – S&P/ASX 300 (All Ordinaries before 1/4/2000); Direct property – Mercer Unlisted 

Property; Australian bonds – UBSA Composite Bond All Maturities; Cash – UBSA 90 Day Bank Bill.
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What is diversification?Don’t put all your eggs 

in one basket
Remember the old saying, “Don’t put 

all your eggs in one basket”? Basically, 

diversifying your super is putting your 

eggs (or dollars) in several baskets 

(or types of assets). You can practise 

diversification when you choose to 

spread your super across different 

asset classes (shares, bonds, property, 

infrastructure or cash).Diversifying can help reduce the 

overall market risk of your super  

(or, in other words, the risk that the 

investment returns in your super 

account will fluctuate significantly). 

This is because no single type of 

asset class performs well all the  

time. When one type of asset class  

is in a slump, another is often 

performing well. If your super  

is invested in a range of assets,  

you reduce the risk of a substantial 

loss if one asset class is doing poorly. 

However, diversifying can’t guarantee  

a profit or protect against loss when 

markets are declining.The graph below shows how returns 

from different types of investments 

can vary in different years. It shows 

the annual return to 30 June in four 

of the last 20 years for Australian 

shares, direct property, Australian 

bonds and cash. 

When investing 
their super,  most people want 

to reduce their risk of sharply fluctuating returns.  
One strategy for  

doing this is to diversify your investment – where you divide  
your super between  

different types  of assets.
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