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Another buying opportunity? 

 Risk assets and bond yields have jumped following the EU leader’ summit, with Aussie bonds underperforming. 

 AUS-US bond spreads could widen a little further as the RBA refrains from cutting rates and May retail sales bounce, 
particularly at the front end of the curve. 

 But data shows foreign demand for AUD assets remains firm.  Australia’s real yield is still-attractive for offshore 
investors and should see buyers re-enter the market before long.   

 

Australian bond yields are 15-20bp higher over the last week. Range-
bound price action gave way to strong selling pressure on Friday and 
today after agreements at the EU leader’s summit exceeded low market 
expectations.  The curve has remained surprisingly steady. 

EU Leaders agreed on three measures:  

1. the EFSF/ESM can recapitalise banks directly, once banks fall under 
effective EU supervision (through the ECB);  

2. the EFSM/ESM can directly intervene in sovereign bond markets to 
alleviate market pressure when needed; and  

3. loans for Spanish banks will not be senior to other loans.  

The most obvious beneficiaries of the EU Summit measures are Italy and 
Spain.  Funding costs have eased from extreme levels, with 10Y bond 
yields in both countries 40-60bp below last week’s peaks. Equities and 
growth sensitive currencies such as the AUD have bounced.  AUS-US 
bond spreads have widened (including our preferred 10yr spread). 

At the very least, this pull-back in peripheral funding costs allows 
broader markets the opportunity to re-focus on EU and global economic 
fundamentals.  On this front, the accumulation of recent evidence points 
to a disappointing pace of expansion, particularly in the EU and US.  
With more QE still a real possibility, this has constrained the sell-off in 
major high-grade bond markets.  

Australia’s yields have moved comparatively more due to still-solid 
growth expectations and steep pricing of RBA rate cuts.  Pricing for a 
cut at tomorrow’s Board meeting has pulled back to just a 13% chance 
(perhaps still too high) but terminal pricing is also lifting from 2.50% last 
week to around 2.75%.  This move could extend further if the RBA 
sounds more confident and key May retail sales data bounces as our 
economists forecast (looking for +0.6% v consensus 0.2% due to 
government stimulus payments that hit bank accounts from mid-May).  
So the AUS-US spread could widen a little further, though we expect the 
front end to take more of the burden.  

At the end of the day, though, we expect strong appetite for Australian 
bonds to limit the extent of any sell-off.  Alex Stanley’s article from page 
11 reviews last week’s data showing this trend remains powerful, albeit 
narrow.  Stepping back from the short term swings in economic data 
and EU policy, Adam Donaldson takes an in-depth look at the global and 
local factors underpinning Australia’s historically low bond yields (page 
3).  He shows that the current level of yields isn’t as out-of-step with 
RBA policy and economic fundamentals as is generally perceived.  
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AUS-US 10yr bond spread still attractive in real 
terms* 

Source:   Bloomberg, CBA 
* deflated by respective core inflation gauges 
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Key Positions 

 

A short-term improvement in sentiment seems likely but the longer run trajectory remains for lower rates.  We have recently 
been tweaking our trades to take advantage of the more optimistic background story emerging out of Europe, while also 
retaining some insurance trades that should perform well if conditions deteriorate.  In this context, our curve flattening and 
long QTC 2015s trades have performed well over the past week, while the AUD/USD basis trade has gone nowhere.  The 
options trades should expire in August without much excitement.  

Our AUS-US 10yr spread narrowing trade has bounced around according to time zones, but has widened a little overall due 
to weaker US growth data and greater confidence the RBA won’t slash rates due to the deal in Europe.  The RBA meeting 
and retail sales data could see some further widening pressure.  But the deal also boosts appetite for the AUD and should 
help attract funds into Australia’s higher yielding bond market, so we expect further narrowing over time.   

 

 

Key Trades 

Trade Entry Current Profit Target Stop Comment 
Buy the TCV Jun-20 vs 
NSWTC May-20 

0.5bp 
(16-Nov-11) 

+2bp 1.5bp 10bp -5bp Hold: TCV’s AAA is safe and the funding 
task is modest. NSW is subject to some 
rating risk. 

Buy the ACGB Apr-23 versus the 
Apr-20. 

31bp 
(12-Jan-12) 

30bp +1bp 20bp 37bp Hold: RV analysis reveals the Apr-23 is 
cheap against the Apr-20.   

Buy a 6M put on the Oct-14 bond at 
a strike of 4.10% 

5bp 
premium 
(9-Feb-12) 

2.54%    Hold:  It looked good for a while, but the 
bearish side of the trades seems redundant 
now.   

Buy a 20bp OTM conditional bull 
steepener.  (2.9 times 3.31% call on 
Apr-15 and 1.0 times 3.89% call on 
Jul-22.  Implicit slope 58bp). 

6bp 
premium 
(9-Feb-12) 

Current yields: 
2.47 and 3.11, 
for 65bp slope

Slope +7, 
premium -6  
=+1bp total 

  Hold:  The bullish side of a pair of trades to 
protect against tail risks. 

Buy the ACGB Aug-15 linker vs the 
Oct-15 (BEI to widen).  Receive fixed 
in ZCS at 2.65%, creating  

250bp 
(30-Mar-12) 

    Hold:  We transformed the original trade by 
receiving ZCS against it.  The trade is now 
(close to) a 14bp per annum annuity.  

Re-enter 10Y Aust-US spread trade.  
Buy ACGB Jul-22 vs UST May-22 

145bp 
(7-Jun-12) 

146bp -1bp 115bp 153bp Hold:  We have re-entered this trade 
because we believe the overall trend favours 
more tightening 

Receive 5Y in NZ 2Y/5Y/10Y 
butterfly 

-14bp 
(15-Jun-12) 

-12bp -2bp -30bp 0bp Hold:  The 5Y has lagged in the rally so 
switch to a 2Y/5Y/10Y fly. 

Buy the Oct-14 against the Apr-15 -8bp 
(18-Jun-12) 

-6bp +2bp -2bp -11bp Hold:  The April 2015 bond is dear on the 
curve 

Buy the QTC Oct-15 against the 
ACGB Apr-15 

115bp 
(18-Jun-12) 

109bp +6bp 100bp 120bp Hold:  The Queensland Government has laid 
the foundation to tackle the state’s debt 
position. 

Enter into an ACGB flattener.  Buy 
the Apr-23 against selling the Apr-15 

72bp 
(21-Jun-12) 

65bp +7bp 60bp 78bp Hold:  The market seems to be temporarily 
calming.  We think the curve can flatten in 
this environment. 

Receive the AUD 5Y Bills-Libor 
spread 

33bp 
(25-Jun-12) 

32bp +1bp 18bp 40bp Hold:  We still believe the Bills/Libor should 
be tighter as the market calms. 
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Making Sense of Low Bond Yields 
(First published on 28 June) 
Adam Donaldson – Head of Debt Research – 61 2 9118 1095 – adam.donaldson@cba.com.au 

 Record-low Australian bond yields reflect tension in Europe, global economic worries and demand for AUD assets. 

 Most analysts expect yields to pick-up to levels more in line with the cash rate and Australia’s economic 
‘fundamentals’. 

 This paper suggests that yields aren’t that odd when placed in the right historical and global context. 

 It is quite conceivable future adjustments in monetary policy and the AUD will validate current bond market pricing 
 

 

Wow 

Australian 10-year Commonwealth government bond yields reached a 
post-war record low of 2.7% earlier this month.  3-year yields touched 
1.9%, more reminiscent of deflation-plagued Japan or core European 
safe-havens than high-growth Australia.  Yields have backed up 30-
45bp since then, but remain unusually low by any standard (Figure 1). 

These yields are much lower than most analysts expect the RBA cash 
rate to reach, yet alone stay at for a prolonged period.  Much of the 
move has been attributed to foreign buying and parking of cash away 
from troubled European sovereigns, a view supported by foreign 
ownership statistics released today (Figure 2).  We expect this to remain 
an on-going theme.  Australia’s fiscal performance is very strong by 
global standards and the AAA rating seems assured, while the return to 
fiscal surplus means Commonwealth bonds should be in short supply.   

We suspect yields will back-up a bit over time, though time that to be 
more 2013 than 2012 (see CBA Fixed Income Strategy, 6 June 2012).  
But we think the bigger picture points to sustained low yields.  This 
article explores just why standard views on the cash rate could change 
rather than the broader term structure of rates in Australia.   

Figure 2:  Foreign ownership of Commonwealth 
bonds 

Source:  ABS, CBA   

 

 
 

Figure 1:  History of Australian 10-year bond yields 

Source:   RR Officer, Sidney Homer, Richard Eugene Sylia, RBA, Bloomberg, CBA 
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 Recent history 

Our standard assumption prior to the GFC was 
that Australia’s cash rate would average around 
5.5%.  That fitted nicely with the RBA’s 
observation that the real neutral cash rate was 
around 3-3.5%, before adding on the mid-point 
of the RBA’s 2-3% inflation target.  It was also 
close to the 5.57% average cash rate between 
1993 (after the RBA embraced monetary 
targeting following a wrenching recession) and 
2007.  As an aside, believe it or not, the CPI 
averaged 2½ per cent over this period.  With 
fiscal surpluses through most of the 2000s, 
policy credibility was not really an issue. 

From that base, assuming a small degree of 
credit risk, we expected 90-day bank bills to 
trade around 5.6%.  A normal upward sloping 
curve pointed to 3-year bonds averaging 5.75% 
and 10-years at about 6%.  These numbers 
were a little below the 1993-2007 average, but 
we all knew rates were trending down over time 
(Figure 3).  The 1997 (post Asian crisis) to 2007 
averages were actually little under this. 

These assumptions began to be tested through 
2008 to 2011.  Initially, yields and the cash rate 
rose above these long-term averages as 
Australia experienced a bout of inflation 
following the first commodity boom.  But the 
yield curve inverted sharply, before then 
steepening aggressively when the bust came 
(Figure 4).  The negative correlation between 
shorter-term yields and the slope of the curve 
shows that the market’s assumptions about the 
long-run average rates were held broadly 
constant.  (Subject to the wrinkle that increased 
bank funding costs had introduced a wedge 
between lending rates and the cash rate.) 

Changing assumptions 

The increase in bank funding costs has meant 
the RBA and markets have switched tack to 
focus on lending rates rather than the cash rate 
when assessing the stance of monetary policy 
(though this ignores the fact that savers are now 
much better off than previously).  The additional 
150bp wedge in bank spreads appears to be 
semi-permanent, so we need to adjust our 
thinking.  It would seem reasonable to assume 
that an average cash rate of 4.0% should now 
be associated with a 10-year bond yield of 
around 4.5%, perhaps a little less.   

This adjustment leaves 10Y bonds at just under 
3% still looking very expensive.  From CBA’s 
perspective, the first point to note is that our 
economics team is forecasting the cash rate to 
fall to 3.25%, and then hold at this level for a 
long period.  That’s 75bp below the new 
“average”.  If we accept that easy policy means 
the yield curve should be a little steeper, then 
this could lower our assessment of fair value for 

Figure 3:  Australia’s declining term structure 

Source:  Bloomberg, CBA 

Figure 4:  RBA cash rate vs 3-10yr yield curve 

Source:  Bloomberg, CBA 

Figure 5:  Lending rates close to average 

Source:  RBA, CBA 
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10-year bonds from 4.50% to around 4.0%.  
Still expensive! 

The balance of risks around this cash rate 
forecast is slanted to the downside in the near-
term.  The fear of European implosion hangs in 
the air and the global economy is slowing.  The 
market is currently pricing the cash rate to fall 
to 2.5% by early 2013.  With policy credibility 
still firmly intact, 10-year bonds ought then 
trade south of 4%, though probably not by 
much given the limited time the RBA would be 
expected to hold such a super-easy monetary 
policy. So, what gives?   

Term premium 

The term premium in the Australian bond 
market has declined markedly.  The AUD’s 
historical volatility and the relatively small size 
of the bond market guards against classifying 
this market as a safe-haven.  But there is no 
doubt that the flight of funds from Europe and 
risky assets has lowered the structure of bond 
yields.  Figure 6 shows bonds are trading 
further below 3yr overnight indexed swap rates 
than in recent years (though liquidity in this 
instrument is questionable and it will show 
correlation with bonds due to trader hedging 
strategies).  Our favoured measure of term 
premium in Australia – the margin between 
market inflation pricing in the (relatively risk-
free) swap market compared to yields on 
Commonwealth bonds – has also turned 
negative (Figure 7).  

These flow-driven changes could turn quite 
quickly if risk appetite recovers and the RBA 
doesn’t validate the cash pricing.  But it is not 
just an Australian phenomenon.  Figures 8 & 9 
show the same story applies in the US.  The 
flight to quality is a major factor there, but so 
too is quantitative easing.  Europe’s troubles 
and the recent slowdown in the US economy 
prompted the Fed to extend ‘operation twist’ 
last week and promise to undertake further QE 
if required.  Any retreat from the promise to 
keep the fed funds rate at zero until the end of 
2014 looks a long way off.  Treasury yields have 
declined to new lows against this backdrop.   

We think this US backdrop and stimulus 
programs elsewhere are a key factor that will 
keep the Australian term premium and bond 
yields very low – even if risk appetite improves 
and the RBA doesn’t ease monetary policy as 
aggressively as currently priced.  Figure 10 
shows our medium term forecasts are for 
Commonwealth yields to hold below the cash 
rate on an indefinite basis. Against this 
backdrop, we suspect periods of crisis will take 
Australian yields to yet new lows in the second 
half of 2012.  But the decline in the broader 
rates structure is the main story. 

Figure 6:  Aust 3yr bond vs 3yr OIS 

Source:  Bloomberg, CBA 

Figure 7:  Aust 3yr inflation swap vs 3yr bond 

Source:  Bloomberg, CBA 

Figure 8:  US 10yr CPI swap vs bond margin 

Source:  Bloomberg, CBA 
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Figure 9:  US 10yr bond and term premium  

Source:  Bank for International Settlements 2012 report 

A triumph of hope over experience 

Australia’s low bond yields need to be assessed 
against a backdrop in which bond yields in the 
major quality sovereign markets appear headed 
toward 1%.   

Drastic steps are being taken in Europe to 
arrest the continuing rise in government debt, 
plunging that economy back toward recession.  
But, as Figure 11 shows, debt in advanced 
economies is expected to remain at worrying 
levels for decades notwithstanding these 
austerity programs.  The US is yet to address 
their rise in government debt.  Studies indicate 
that the overhang from this problem is likely to 
curtail growth for a very long time.  
Governments are effectively forced to step on 
the brakes as soon as economic conditions 
improve, if not before. 

As is now well documented, this outlook is 
broadly similar to that experienced by Japan 
over the past two decades.  We are optimistic 
that faster population growth and the reserve 
currency status of the USD (which allows a 
more pro-growth policy stance), will foster a 
stronger growth profile for the US in coming 
years.  While haphazard, the US recovery looks 
relatively entrenched, particularly for the 
troubled housing sector.  But Europe looks 
consigned to years of stagnation due to: 

 an ageing population; 

 deleveraging; 

 internal competitive imbalances; 

 bank losses; 

 declining property values; and 

 ineffective policy responses. 

Figure 10:  CBA forecasts 

Source:  Bloomberg, CBA 

Figure 11:  Adv. economies General govt debt 

Source:  IMF, CBA 

Figure 12:  High debt leads to weak growth 

Source:  Reinhart & Rogoff, CBA 
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Figure 13:  10-year nominal government bond yields 

Source:  Bloomberg, Gecodia, CBA 

 The message from Japan of course is that 
deflationary pressure and poor performance of 
‘growth’ assets have kept interest rates stuck 
near zero for more than 15 years.  10yr JGBs 
have been under 2% for 13 years.   

That experience guards against hoping for a 
rapid rebound in advanced economies.  As 
things stand, bodies such as the IMF are 
generally forecasting just that – the facing chart 
shows growth is expected to rebound to pre-
GFC levels over the next couple of years  
(Figure 14).  Even with that forecast, the output 
gap (between actual output and potential) is 
expected to remain large, exerting a significant 
deflationary force.  The downside risk to this 
scenario suggests markets are right to price in 
sustained low bond yields.   

Bringing the world back home 

So why is Australia’s rate structure impacted so 
much by these global trends when our 
economic and fiscal performance has been so 
different?  Because we are a small market 
relative to the massive capital base fleeing 
Europe to find a safer and more profitable 
home.  The evidence to date hints that the 
unfolding adjustment to this capital influx is 
playing out in the AUD, the economy and the 
cash rate, rather than in a reversal of pricing in 
the ‘expensive’ bond market. 

Interest rates and bond yields have recently 
dropped sharply in Australia.  The spread to US 
bond benchmarks has tightened sharply as a 

 

 

Figure 14:  Advanced economies output gap 

 

Source:  IMF, CBA 
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result.  But this has only taken the 10yr spread 
back to its average level since 1992 (136bp).  It 
actually remains above its 15 year average.   

What perhaps goes under-appreciated is that 
Australia’s yield advantage over other S&P AAA 
markets remains quite wide (Figure 15).  Just as 
importantly, the contraction in nominal bond 
spreads is largely an inflation phenomenon.  
Figure 16 shows that the real (inflation adjusted) 
AUS-US 10yr spread bond spread remains 
wide.  In fact, at 122bp, it is around 100bp 
above its average since 1997.  In a world full of 
pain, this is very attractive, notwithstanding the 
low level in Australia, both relative to the cash 
rate and history.  

(That spread is a little wider than available on 
indexed linked bonds, currently 100bp, due to 
stickier pricing of forward inflation break-evens 
than current actual core inflation.  The linker 
spread is, however, still wider than its 60bp 
long-term average and much wider than the 
2008 low-point of -80bp, when markets were 
dysfunctional).  

The combination of this attractive real yield 
spread with resilient economic performance and 
AAA fiscal metrics is proving irresistible to 
foreign investors.  Today’s data showed foreign 
ownership has increased to 83% of 
Commonwealth bonds (see Investor demand 
trends in the Australian bond market, 28 June 
2012).   

This flow of money into bonds has been 
providing strong support for the AUD.  The 
currency’s capacity to hold near parity despite 
global economic and financial shocks continues 
to surprise many.  In real terms, on a trade-
weighted basis, it is now at its highest in almost 
40 years (Figure 17).  While that trend has been 
largely justified on the back of Australia’s 
booming terms of trade, expectations are now 
generally that we are past the peak.  Yet, the 
high AUD means monetary conditions remain 
almost as tight as during the boom in 2006-08 
(Figure 18).   

Scenarios 

The impact of the currency on Australia’s 
domestic economy, particularly the multi-speed 
growth rate, is well understood.  The strong 
currency has already filtered through to lower 
inflation.  But the strong currency has not yet 
led to higher unemployment, because the 
labour market gains direct benefit from the 
mining capex boom.  Our sense is that the RBA 
will be slow to validate aggressive market 
pricing for cash rate cuts while this overall story 
remains in place.  But relative inaction from the 
RBA will likely mean the AUD remains high and 
continues to exert a contractionary force on the 

Figure 15:  Aus bond spreads over other AAA 

Source:   Bloomberg, CBA 

Figure 16:  Aus-US 10yr bond spread* 

Source:   RBA, Bloomberg, CBA 
Real yields have been deflated by respective 
core inflation measures (not linker bonds) 

Figure 17:  AUD vs terms of trade 

 

Source:   RBA, ABS, CBA – forecasts implied from 
Commonwealth 2012-13 Budget Papers 
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broader economy.  The AUD could potentially 
push beyond our currency strategists’ forecast 
of USD1.05 (by Dec-12).  Over time, the strong 
currency may mean the domestic sectors of the 
economy remain weak, inflation moderates, and 
the RBA gradually responds by cutting interest 
rates – hence allowing the market to retain 
pricing of cash rate cuts in the medium term.   

An alternative scenario is that the capex 
support to growth fades and the RBA is forced 
to respond to the weaker growth outlook by 
cutting interest rates.  Evidence of cost 
pressures in mining projects is mounting fast 
and projects away from iron ore are being 
delayed.  Figure 19 shows that a hole appears 
to be opening up from about 2014, which, if 
accurate, would imply the need for greater 
monetary stimulus than most currently assume. 

The decline in Australia’s terms of trade is one 
reason capex should slow.  It also means that 
nominal GDP and national income is in the 
process of slowing – the Q1 results reported 
earlier this month were the weakest since the 
economy emerged from the last global-led 
slowdown.  That implies a period of weaker 
employment growth ahead, and the likely need 
for stimulus.  Sub-trend growth in nominal GDP, 
as forecast by the IMF, implies room for the real 
bond spread to decline even further (Figure 20). 

Conclusions 

The global economic and financial market 
outlook is currently as confusing and uncertain 
as it has ever been.  Our economists’ central 
case is that Europe will ‘muddle through’ and 
that global growth will pick-up in 2013 after a 
slightly below-trend 2012 (3.5%).  That 
environment would imply a gradual lessening of 
safe-haven bond buying as investor risk 
appetite improves.  It also implies minimal RBA 
rate cuts.  Our forecasts are for Australian bond 
yields to back-up somewhat in 2013.  But for 
them to remain expensive relative to the cash 
rate profile.  

At the extreme, this global view could imply 
rapid increases in bond yields if a strong 
recovery takes hold and investors switch from 
defensive bonds to riskier assets on the view 
that policy stimulus is extreme and inflation 
risks are mounting.  We saw a taste of that in 
Q1, when US data was strong and the glow 
from the ECB’s LTRO was shining bright.  
Equities performed very well during that period 
because valuations look highly attractive if 
growth does take hold.  The outside chance 
that QE ignites inflation and risk is one reason 
markets have been so volatile.  We have long 
held that options protection against these types 
of outcomes is worthwhile.   

Figure 18:  Aust monetary conditions index 

Source:  CBA estimates  

Figure 19:  Declining capex pipeline 

Source:  Access Economics, CBA 

Figure 20:  Real bond spread vs nominal GDP 

 

Source:  IMF, Bloomberg, CBA  
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But the risks surrounding the central case are 
significant and skewed to the downside.  The 
concern is that policy-makers lack the firepower 
to ignite a recovery, and that the debt overhang 
will cause a Japan-type lost decade(s).  
Australia remains a highly attractive safe-haven 
destination while the uncertainty plays out, 
which is likely to take a long time.  We suspect 
Australian yields will remain very low in this 
environment, attracting demand on pull-backs.  
We can envisage scenarios were current bond 
pricing is largely validated by future moves in 
the currency and the cash rate. A sharp sell-off 
seems very unlikely against this backdrop.  As 
such, we think Australian fixed income 
continues to look attractive as a defensive 
investment in a highly uncertain world.  

 

Figure 21:  Australian fixed income return 
indices 

Source:  Merrill Lynch 
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Investor demand trends in the Australian bond market 
(First published on 28 June) 
Alex Stanley – Associate Analyst, Fixed Income – 61 2 9118 1125 – alex.stanley@cba.com.au 

 The Q1 financial accounts highlight important trends in investor demand for Australian debt securities  

 The dominant theme continues to be a preference of foreign investors for CGS over semis and higher risk debt 
securities. Foreigners own a record 83% of CGS outstanding, up from 77% in Q4 2011. 

 Australian banks were a dominant buyer of semis in Q1, increasing holdings by $14.2bn to a new high of $64bn. Banks 
reduced holdings of CGS by $5.2bn in Q1, taking total holdings to $7.8bn. 

 Foreign flows into CGS are currently very significant in the context of total investment flows into Australia.  

 Equity and corporate bonds look set to take on a bigger relative role in financing a wider current account deficit over the 
next few years. 

 

 

Foreigners still prefer CGS to semis 

The Q1 financial accounts data released today 
highlights investor demand trends in the 
Australian bond market. Ongoing strong foreign 
demand for CGS continues to be the dominant 
theme. 

Foreign ownership of CGS as a percentage of 
outstandings rose 6% in Q1 to 83%. Foreign 
ownership of semis fell 3% to 34%. The 
preference of foreigners towards CGS over 
semis has been apparent for quite some time 
now (Figure 2). We’ve analysed the causes for 
this shift before (Fixed Income Strategy 30 
March) and won’t repeat that analysis in great 
depth here. Instead, we note that foreign 
preferences for CGS over semis can be 
explained by three key factors. Namely: 

– lower risk appetite of foreigners for 
credit spread volatility (given 
foreigners are already taking currency 
risk); 

– higher liquidity in CGS; 

– an unfamiliarity with idiosyncratic 
semi risk and Australia’s system of 
vertical fiscal integration; 

Strong foreign demand for CGS looks set to 
continue for the foreseeable future because of 
favourable risk/return dynamics. As this week’s 
BIS annual report highlighted, on a CDS-
adjusted and ratings basis, the pool of the 
highest quality sovereigns has deteriorated to 
just 10-15% of the global Government debt 
market. Strong fundamentals ensure Australia’s 
AAA should continue to be viewed as stable for 
the foreseeable future. And Figure 3 shows that 
CGS yield spreads are still 150bp above 
comparable peers. So global relative value is 

Figure 1:  Foreign ownership of Australian 
bonds  

Figure 2: Foreign ownership of CGS and Semis

 
Source:  CBA, ABS 
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still there even as CGS yields hover near 
historical lows. Key implications for the 
Australian market are: 

– a flatter CGS curve; 

– tighter AUS-US yield spreads; 

– wider swap spreads; 

New foreign investors in Australia are likely to 
become more comfortable with the credit risk of 
semis in the medium term. But first, supply-side 
developments could prove more decisive in 
foreigners lifting allocations into semis. The 
slower fiscal adjustment of states means that 
semi supply is set to keep growing over the 
next two years, while CGS supply flattens out.   

Banks were big buyers of Semis in Q1 

Bank holdings of CGS declined $5.2bn in Q1 to 
$7.8bn, while holdings of semis rose $14.2bn to 
$64bn. Banks now hold a record 30% of semis 
outstanding. 

Figure 4 clearly illustrates the strong rise in 
bank holdings of high grade paper over the last 
5 years. The initial, post-GFC pickup in both 
assets was largely a response to changes in 
regulation on liquidity. Banks preference to 
manage that requirement with semis over CGS 
(opposite to foreigners) is partly due to the 
familiarity of local banks with semis. But it’s 
also because semis offer a return closer to 
banks benchmark returns against swap (more 
akin to their floating cost of funds).  

The clarification of regulatory change in late 
2011 means the requirement to hold the highest 
credit quality instruments has become less 
urgent (the RBA repo facility gives banks some 
opportunities for broadening the scope of their 
liquid asset portfolios). The surge in bank 
buying of semis in Q1, relative to Q4, was 
probably driven by the cheapness of semis 
through this period (after semi spreads were 
pushed wider by new AAA-rated covered 
bonds, see Figure 5).  

The bigger picture and some thoughts 
about future foreign investment flows 

As we’ve noted before (Fixed Income Strategy 
Mar-9), foreign flows into the CGS market have 
dominated all other capital inflows into the 
Australian economy over the last year or so. 
And as Figure 6 illustrates, foreign buying of 
CGS is large enough to more than finance the 
current account deficit.  

This change has displaced the banking sector 
as the dominant source of financing Australia’s 
persistent current account deficit. The banking 

 

Figure 3: Yield spread of CGS to AAA sovereign 
peers* 

Source:  Bloomberg, CBA 

*S&P ratings, includes: Norway, Switzerland, Canada, UK 
and Germany 

Figure 4: Bank ownership of sovereigns 

Source:  ABS, CBA 

Figure 5: Covered bond and semi spreads 

Source: CBA 
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sector is now a net payer of foreign liabilities. 
This change largely reflects a shift in the 
composition of bank funding away from long 
term issuance towards deposits, against the 
background of low credit growth. To a large 
degree, the decline in banks reliance on 
wholesale funding is a structural change, 
reflecting a new regulatory environment and a 
shift in business and household attitudes 
towards debt. 

So a structural decline in bank bond issuance is 
occurring at the same time as a big step-down 
in CGS issuance. And the net foreign financing 
requirement, the current account deficit, is set 
to grow. The Commonwealth Budget last month 
revealed forecasts for a doubling of the current 
account deficit to 6% of GDP by 2013/14 
(thanks largely to a simultaneously falling terms 
of trade and an import intensive mining 
construction boom). 

These new demand and supply dynamics beg 
the question: how will Australia finance its 
current account deficit in the future? Judging 
the composition of future capital flows with a 
high degree of accuracy is near impossible 
(there are a lot of flows). But it is possible to 
make some judgements about big picture 
trends. For one, we see some scope for 
increased equity investment, as mining projects 
are funded directly from large foreign 
companies. However, based on recent trends 
(Figure 7), we also see the corporate bond 
market taking on a bigger financing role.   

 

 

 

 

 

 

Figure 6: Australian Capital flows (cumulative 
annual flows) 

Source:  ABS, CBA 

Figure 7:  Net foreign liabilities 

Source:  ABS, CBA 
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Key Views    

United States 

  
Tactical 
(<1 mth) 

 
Strategic 
(>3 mths) 

US growth is slowing.  The unemployment rate has risen to 8.2%.  US inflation remains 
stronger than Fed forecasts, limiting room for breakevens to fall and putting a floor under 
yields.  The ‘Fiscal Cliff’ will be a growing issue towards the end of 2012 even if the European 
shows a more sustained improvement. 

In response to softer economic activity and increased downside risks to the US economy, the 
FOMC is continuing its duration extension program until the end of 2012. This decision, while 
less bold than QE, should help keep US long end yields low, and real yields negative.  

The ongoing crisis in Europe is likely to continue to drive flows into safer bond markets. 
European leaders have agreed on measures to manage market pressure in the short term. 
However, leaders are yet to put in place a comprehensive set of polices to meet significant 
structural economic and fiscal challenges.  

We expect the USD to remain soft this week.  Jobless claims suggest US payrolls for June 
(released on Friday) is likely to remain weak.  The EUR is likely to enjoy further gains following 
Friday’s Eurozone Leaders’ Summit.  In a significant step forward, the decision to allow the 
European Stability Mechanism to directly re-capitalise banks loosens the link between the 
fragile European banking system and government interest costs (on bonds).  The European 
Summit has also lowered implied volatility in equities and currencies.  Lower volatility is likely to 
support further gains in USD/JPY, though Friday’s payrolls are a near term hurdle. 

Policy rate 0.1% 0.1% 

10yr bond 1.50% 1.40% 

2/10 curve 125bp 115bp 

USD/JPY 79.78 83.00 

EUR/USD 1.2700 1.3000 

Australia 

  
Tactical 
(<1 mth) 

 
Strategic 
(>3 mths) 

The RBA cut rates by 50bp in May and 25bp in June - citing a lower inflation outlook and 
downside risks to growth from offshore. There are relatively positive trends in some recent 
domestic economic data. However, that is offset by weakness in other parts of the economy. 
That weakness, combined with continued uncertainty over the future of the Eurozone and signs 
of slower growth in US and China, means that further RBA policy easing is likely. 

The potential for further rate cuts later in 2012 and capital flight from Europe will keep 
Australian bonds well bid.  Bonds look expensive vs. the cash-rate outlook, but seem unlikely 
to sell-off until the European markets stabilise or more positive global growth signs emerge.  
We look for the 10Y AUS-US spread to narrow and for the curve to flatten.  

The AUD is likely to track higher in the near term reflecting a softer USD and positive sentiment 
following the Eurozone Leaders’ Summit.  We expect volatility to stay low in the near term and 
support a lift in AUD/USD.  Beyond the near-term, we expect the AUD to be supported over H2 
2012 by stabilising global growth, a re-acceleration in China’s growth; and subsequently firmer 
commodity prices. 

Policy rate 3.50% 3.25% 

10yr bond 2.80% 2.60% 

3/10 curve 50bp 60bp 

10yr EFP 850bp 90bp 

10yr v US 130bp 120bp 

AUD/USD 1.0100 1.0300 

   

New Zealand 

  
Tactical 
(<1 mth) 

 
Strategic 
(>3 mths) 

The RBNZ left the OCR unchanged at 2.5%, as widely expected in June. The RBNZ has 
revised down its New Zealand growth outlook to factor in weaker export incomes and tighter 
fiscal policy than earlier forecasts.  The depreciation in the NZD since the April OCR Review 
means there was little focus on the exchange rate this time around.  Instead, as expected, risks 
from offshore, and particularly Europe, dominate the outlook. Notwithstanding a better set of 
GDP figures in Q1, risks to growth in the near term are tilted towards the downside.   

Like AUD, we expect NZD to track higher in the near term reflecting a softer USD, lower 
volatility and positive sentiment following the Eurozone Leaders’ Summit.  However, over the 
year ahead, we think an improving global economic outlook, driven by Asia, should support 
New Zealand-specific commodity prices.  These developments, coupled with ongoing 
reinsurance inflows related to the Christchurch earthquake should support the NZD.  

Policy rate 2.50% 2.50% 

10yr bond 3.30% 3.20% 

2/10 curve 110bp 110bp 

10yr v US 180bp 180bp 

10yr v AU 50bp 60bp  

NZD/USD 0.7900 0.8200 

AUD/NZD 1.2780 1.2560 
\\\ 
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Cash Rate Pricing 

 

 
 
 
 

Source:  All data sourced from Bloomberg.  Rates displayed are calculated using IB Futures (Australia), FF Futures (US) and OIS in all other 
currencies.   

 
 
 
 
 
 
 
 
 
 

Australian Cash Rate Pricing New Zealand OCR Pricing US Fed Funds Pricing
Cum. % chance Cum. % chance Cum. % chance

Rate of +25bp Rate of +25bp Rate of +25bp
Current 3.47 0 Current 2.50 0 Current 0.10 0
7-Aug-12 3.30 -79 26-Jul-12 2.50 0 31-Jul-12 0.17 30
4-Sep-12 3.12 -152 13-Sep-12 2.42 -24 12-Sep-12 0.18 33
2-Oct-12 2.99 -203 1-Aug-12 2.48 -32 24-Oct-12 0.18 32
6-Nov-12 2.88 -249 7-Nov-12 2.43 -28 11-Dec-12 0.18 32
4-Dec-12 2.68 -328 31-Jan-13 2.42 -33 30-Jan-13 0.19 34
5-Feb-13 2.72 -313 13-Mar-13 0.19 34
5-Mar-13 2.56 -376 25-Apr-13 0.19 38
2-Apr-13 2.60 -361 1-Aug-13 0.22 46
7-May-13 2.63 -349 13-Sep-13 0.22 49

Candian Rate Pricing EUR EONIA Pricing UK SONIA Pricing
Cum. % chance Cum. % chance Cum. % chance

Rate of +25bp Rate of +25bp Rate of +25bp
Current 1.00 0 1W repo 0.15 Current 0.45 0
5-Jun-12 0.95 20 5-Jul-12 0.27 45 5-Jul-12 0.45 0
17-Jul-12 0.99 14 2-Aug-12 0.23 29 2-Aug-12 0.44 -4
5-Sep-12 0.96 2 6-Sep-12 0.23 30 6-Sep-12 0.41 -15
23-Oct-12 0.96 3 4-Oct-12 0.22 26 4-Oct-12 0.40 -18
4-Dec-12 0.92 -13 8-Nov-12 0.18 13 8-Nov-12 0.40 -19
6-Sep-13 0.11 -13 6-Dec-12 0.18 12 6-Dec-12 0.39 -24

10-Jan-13 0.26 42 27-Jan-12 0.46 3
7-Feb-13 0.22 28 15-May-13 0.37 -31

7-Mar-13 0.23 32 15-May-13 0.37 -31
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CBA Forecasts: 

 

   

Cash rate 2-Jul Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14
US 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
Australia 3.50 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25
New  Zealand 2.50 2.50 2.50 2.75 3.00 3.25 3.50 3.75 4.00 4.00 4.00
United Kingdom 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00 1.25 1.25
Germany 1.00 0.75 0.75 0.75 0.75 0.75 0.75 1.00 1.25 1.25 1.25
Japan 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Canada 1.00 1.00 1.00 1.25 1.25 1.50 1.75 1.75 2.00 2.00 2.00
2-yr bond yield 2-Jul Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14
US 0.31 0.25 0.25 0.30 0.30 0.35 0.40 0.50 0.70 0.90 1.00
Australia 2.54 2.00 1.90 2.00 2.25 2.50 2.75 2.75 2.75 2.75 2.75
New  Zealand 2.58 2.10 2.20 2.40 2.60 2.90 3.20 3.40 3.60 3.70 3.70
United Kingdom 0.28 0.20 0.20 0.30 0.40 0.50 0.70 0.90 1.30 1.50 1.70
Germany 0.12 0.00 0.00 0.10 0.20 0.40 0.60 0.70 0.80 0.90 1.00
Japan 0.10 0.10 0.15 0.20 0.20 0.25 0.25 0.30 0.35 0.35 0.35
Canada 1.03 0.90 1.00 1.10 1.30 1.50 1.80 2.10 2.20 2.20 2.20
10-yr bond yield 2-Jul Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14
US 1.64 1.40 1.40 1.60 1.80 2.00 2.20 2.50 2.70 2.80 2.80
Australia 3.19 2.60 2.50 2.60 2.75 2.90 3.00 3.00 3.00 3.00 3.00
New  Zealand 3.40 3.20 3.10 3.20 3.40 3.60 3.80 4.00 4.20 4.20 4.20
United Kingdom 1.73 1.40 1.30 1.50 1.75 2.00 2.25 2.50 2.80 2.90 3.00
Germany 1.58 1.00 0.80 1.00 1.20 1.40 1.60 1.80 1.90 2.00 2.00
Japan 0.84 0.90 1.00 1.10 1.10 1.10 1.20 1.20 1.30 1.30 1.30
Canada 1.74 1.60 1.70 1.90 2.10 2.30 2.60 2.80 3.00 3.00 3.00

Currencies 2-Jul Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14
AUD/USD 1.02 1.03 1.05 1.04 1.04 1.04 1.04 1.04
AUD/JPY 81.58 85.49 89.25 88.40 88.40 89.44 90.48 91.52
AUD/EUR 0.81 0.79 0.78 0.77 0.77 0.77 0.78 0.78
AUD/GBP 0.65 0.64 0.65 0.63 0.63 0.63 0.63 0.63

AUD/CAD 1.04 1.03 1.04 1.03 1.03 1.02 1.02 1.03
AUD/NZD 1.28 1.26 1.27 1.25 1.24 1.27 1.27 1.27
USD/JPY 79.77 83.00 85.00 85.00 85.00 86.00 87.00 88.00
EUR/USD 1.26 1.30 1.34 1.35 1.35 1.35 1.33 1.33

GBP/USD 1.57 1.60 1.62 1.64 1.65 1.65 1.64 1.64
USD/CAD 1.02 1.00 0.99 0.99 0.99 0.98 0.98 0.99
NZD/USD 0.80 0.82 0.83 0.83 0.84 0.82 0.82 0.82
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Calendar – July 2012 

 
Note:  Figures in brackets represent previous result (if available).  All information is preliminary and subject to revision.  Chief Economist: Michael Blythe ph: 9118-1101     Economist: James McIntyre: 9118-1100 

Monday Tuesday Wednesday Thursday Friday
30 31 Early August Central Bank Meetings

NZ Building permits, Jun A U H IA  new ho me sales Jun AU House Prices (1 August) AU RBA (3 July)
JP Industrial production, Jun A U P rivate  secto r credit , Jun AU Trade Balance (2 August) EZ ECB (5 July)
JP Vehicle production, Jun A U B uilding appro vals , Jun AU Retail Trade (2 August) UK BOE (5 July)
GE Retail sales, Jun NZ NBNZ Business confidence, Jul AU RBA Board M eeting (7 August) JP BoJ (12 July)
UK Net consumer credit, Jun IN RBA Interest Rate Decision, July, %, (8.0) AU Housing Finance (8 August) CA Bank o f Canada (17July)
US Dallas Fed, Jul JP Housing starts/Construction orders, Jun AU Labour Force (9 August) NZ RBNZ (26 July)

US Employment cost index, QII, q%ch, (0.4) IN RBI (31 July)
US Personal income/spending, Jun US FOM C (1 August)
US PCE deflator/core, Jun

2 3 4 5 6
A U A I-Gro up P M I, Jun, Index, (42.4) A U B uilding appro vals , M ay, m%ch, 10.0 , ( -8.7) A U C B A / A i-Gro up P erf  o f  Serv Index, Jun, (43.5) A U T rade balance M ay, $ bn, 0.3, ( -0 .2) A U A i-Gro up P C I, Jun, Index, (34.7)
A U R P  D ata ho use prices, M ay, m%ch, ( -1.4) A U R B A  cash rate, %, 3.5, (3.5) A U R etail trade, M ay, m%ch, 0 .6 , ( -0.2) EU ECB announces int. rate, %, 1.00, (1.00) JP Leading / Coincident index CI, M ay, Index, (95.6/96.9)
A U T D  inf lat  gauge Jun, m/ y%ch, (0 / 1.8) CH Non-M anuf PM I Jun, Index, (55.2) A U Engineering C o nstruct io n A ctiv ity, QI GE Factory orders, M ay, m/y%ch, (-1.9/-3.8) GE Industrial production, M ay, m/y%ch, (-2.2/-0.7)
JP Vehicle sales, Jun, m%ch, (66.3) EU PPI, M ay, m/y%ch, (0/2.6) EU PM I services/composite, Jun, Index, (46.8/46) UK BoE announces rates, %, 0.50, (0.50) UK PPI Input/Output/core, Jun, y%ch, (0.1/2.8/2.1)
EU/UK PM I manufacturing, Jun, Index, (44.8/45.9) UK PM I construction, Jun, Index, (54.4) EU Retail sales, M ay, m/y%ch, (-1.2/-2.7) US ISM  non-manufacturing, Jun, Index, (53.7) US Non-farm payro lls,  Jun, '000, (69)
US ISM  manufacturing, Jun, Index, (53.5) UK Net consumer credit, M ay, £bn, (0.3) GE PM I services, Jun, Index, (50.3) US Unemployment rate, Jun, %, (8.2)
US Construction spending, M ay, m%ch, (0.3) US Factory orders,  M ay, m%ch, (-0.6) UK BoE Housing equity withdrawal, QI, £bn, (-8.5) US Avg hrly earnings, Jun, m/y%ch, (0.1/1.7)

US Total vehicle sales, Jun, mn, (13.7) UK PM I services, Jun, Index, (53.3) CA Unemployment rate, Jun, %, (7.3)

9 10 11 12 13
A U A N Z  Jo b ads, Jun, m%ch, ( -2.4) A U N A B  B us co nf / co nd, Jun, Index, ( -2 / -4) A U M I/ WB C  C o nsumer Sent, Jul, Index, (95.6) A U M I C o nsumer Inf lat io n Expectat , Jul, %, (2 .3) CH Industrial production, Jun, y%ch, (9.6)
CH PPI/CPI, Jun, y%ch, (-1.4/3.0) NZ Credit card spending, Jun, m%ch, (1.2) A U H o using F inance, M ay A U M I Unemplo y. Expectat , July, Index, (151.1) CH GDP, QII, q/y%ch, (1.8/8.1)
JP M achine orders, M ay, m/y%ch, (5.7/6.6) CH Trade balance Jun, US$bn, (18.7)   N o . o f  o wn-o ccupiers , %, 3 .0 , (0.2) A U Labo ur F o rce, June CH Retail sales, Jun, y%ch, (13.8)
JP Curr a/c total/adjusted, M ay, ¥bn, (333.8/288.6) JP Consumer confidence, Jun, Index, (40.7)   Value o f  all lo ans, %, 1.0 , (0 .9)    emplo yment, '000, 0 , (38.9) JP Capacity utilisation, M ay, m%ch, (-0.6)
GE Trade bal, M ay, €bn, (14.4) UK Industrial production, M ay, m/y%ch, (0/-1.0) JP Domestic CGPI, Jun, m/y%ch, (-0.4/-0.5)    part ic ipat io n rate, %, 65.5 , (65.5) JP Industrial production, M ay
US Consumer credit, M ay, $bn, (6.5) UK Total trade balance, M ay, £bn, (-4.4) JP M achine tool orders, Jun, y%ch, (-3.0)    unemplo yment rate, %, 5.2 , (5 .1) US Producer price index Jun, m/y%ch, (-1.0/0.7)

CA Housing starts, Jun, '000, (211.4) US Trade balance, M ay, $bn, (-50.1) A U R B A  D ep. Go v. Lo we speaks in Sydney US Uni. Of M ichigan confidence, Jul
US Wholesale inventories, M ay, m%ch, (0.6) NZ Business PM I, Jun, Index, (55.7)
US FOM C M inutes IN Industrial Production, M ay, y%ch, (0.1)
CA Trade balance M ay, C$bn, (-0.4) JP BoJ target rate, %, 0-0.10, (0-0.10)

EU Industrial production M ay, m/y%ch, (-1.1/-2.4)

16 17 18 19 20
NZ PSI, Jun, Index, (56.8) A U R B A  B o ard M inutes, July A U B uilding A ctivity, QI A U N A B  B us co nf QII, Index, ( -1) A U T rade P rices, QII
EU CPI, Jun, m%ch, (-0.1); Core, y%ch, (1.6) A U M o to r veh. sales, Jun, m/ y%ch, (2.4 / 22.4) IN CPI, Jun, y%ch, (10.4) A U R B A  H ead o f  Eco  R esearch H eath speaks in Sydney   expo rt  prices, q%ch, -3 .0, ( -7 .0)
EU Trade balance, M ay, €bn, (6.2) A U R B A  Go v. Stevens speaks to  A us. B us. Eco no mists JP M achine tool orders, Jun JP Leading / Coincident index, M ay   impo rt  prices, q%ch, 1.0, ( -1.2)
US Empire manufacturing, Jul, Index, (2.3) NZ CPI, QII, q/y%ch, (0.5/1.6) EU Construction output, M ay, m/y%ch, (-2.7/-5.0) EU Current account, M ay, €bn, (4.6) A U R B A  A s. Go v. Kent panel discussant in Sydney
US Retail sales, Jun, m%ch, (-0.2) EU/GE ZEW survey (econ. sentiment), Jul, (-20.1/-16.9) UK Bank of England minutes UK Retail sales, Jun, m/y%ch, (1.4/2.4) NZ Net M igration, Jun, (160)
US Business inventories, M ay, m%ch, (0.4) UK CPI, Jun, m/y%ch, (-0.1/2.8); Core, y%ch, (2.2) UK ILO unemployment rate (3mths), M ay, %, (8.2) US Philadelphia Federal Index, Jul, Index, (-16.6) GE Producer prices, Jun, m/y%ch, (-0.3/2.1)

US Industrial production, Jun, m%ch, (-0.1) US Housing starts/Building Permits, Jun, '000, (708/780) US Existing home sales, Jun, mn/m%ch, (4.55/-1.5) CA CPI, Jun, m/y%ch, (-0.1/1.2)
US Capacity utilisation, Jun, %, (79) CA Bank of Canada M onetary Policy Report US Leading indicators, Jun, m%ch, (0.3)
US Federal Reserve Beige Book US Initial/Continuing Jobless Claims
US CPI, Jun, m/y%ch, (-0.3/1.7); Core, m/y%ch, (0.2/2.3) CA Wholesale sales,  M ay, m%ch, (0.3)
CA Bank o f Canada, %, 1.00, (1.00)

23 24 25 26 27
A U P P I QII, q/ y%ch, -0 .5 / 0.1, ( -0.3/ 1.4) EU/GE PM I manufacturing/services, Jul A U D EWR  skilled vacancies, Jun, m%ch, ( -0 .7) NZ RBNZ official cash rate, %, 2.50, (2.50) JP Retail sales, Jun

US Richmond Fed, Jul, Index A U C P I, QII US Durable goods orders, Jun JP CPI, Jun
CA Retail sales, M ay, m%ch, (-0.5)   H eadline, m/ y%ch, 0 .5 / 1.1, (0.1/ 1.6) US Pending home sales, Jun US GDP,  QII

  R B A  Underlying, m/ y%ch, 0 .6 / 1.9 , (0 .3 / 2 .1) US Uni. Of M ichigan confidence, Jul
NZ Trade balance, Jun
JP Trade bal total/adj, Jun, ¥bn, (-907.3/-657.2)
GE IFO - Business climate, Jul, Index, (105.3)
EU ECB publishes Eurozone lending survey
UK GDP, QII, q%ch, (-0.3)
US New home sales, Jun



Global Markets Research  

Fixed Income: Weekly Strategy 

18 

Please view our website at www.research.commbank.com.au. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank") and its 
subsidiaries, including Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 ("CommSec"), Commonwealth Australia Securities LLC, CBA Europe Ltd 
and Global Markets Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies (CBGOC). CBGOC and their 
directors, employees and representatives are referred to in this Appendix as “the Group”. This report is published solely for informational purposes and is not to be 
construed as a solicitation or an offer to buy any securities or financial instruments. This report has been prepared without taking account of the objectives, financial 
situation and capacity to bear loss, knowledge, experience or needs of any specific person who may receive this report. No member of the Group does, or is required 
to, assess the appropriateness or suitability of the report for recipients who therefore do not benefit from any regulatory protections in this regard. All recipients 
should, before acting on the information in this report, consider the appropriateness and suitability of the information, having regard to their own objectives, financial 
situation and needs, and, if necessary seek the appropriate professional, foreign exchange or financial advice regarding the content of this report. We believe that the 
information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information available at the time of 
its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness of any statement made 
in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without notice and may differ or be contrary to the opinions, 
conclusions or recommendations expressed elsewhere by the Group. We are under no obligation to, and do not, update or keep current the information contained in 
this report. The Group does not accept any liability for any loss or damage arising out of the use of all or any part of this report. Any valuations, projections and 
forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions and 
estimates could result in materially different results. The Group does not represent or warrant that any of these valuations, projections or forecasts, or any of the 
underlying assumptions or estimates, will be met. Past performance is not a reliable indicator of future performance. The Group has provided, provides, or seeks to 
provide, investment banking, capital markets and/or other services, including financial services, to the companies described in the report and their associates. This 
report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject any entity within the Group to any 
registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to the 
Group. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior 
written permission of the appropriate entity within the Group. In the case of certain products, the Bank or one of its related bodies corporate is or may be the only 
market maker. The Group, its agents, associates and clients have or have had long or short positions in the securities or other financial instruments referred to herein, 
and may at any time make purchases and/or sales in such interests or securities as principal or agent, including selling to or buying from clients on a principal basis 
and may engage in transactions in a manner inconsistent with this report. 

US Investors: If you would like to speak to someone regarding the subject securities described in this report, please contact Commonwealth Australia Securities LLC 
(the “US Broker-Dealer”), a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”) and a member of the Financial Industry 
Regulatory Authority (“FINRA”) at 1 (212) 336-7737. This report was prepared, approved and published by Global Markets Research, a division of Commonwealth 
Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank") and distributed in the U.S. by the US Broker-Dealer. The Bank is not registered as a broker-dealer 
under the Exchange Act and is not a member of FINRA or any U.S. self-regulatory organization. Commonwealth Australia Securities LLC (“US Broker-Dealer”) is a 
wholly owned, but non-guaranteed, subsidiary of the Bank, organized under the laws of the State of Delaware, USA, with limited liability. The US Broker-Dealer is not 
authorized to engage in the underwriting of securities and does not make markets or otherwise engage in any trading in the securities of the subject companies 
described in our research reports. The US Broker-Dealer is the distributor of this research report in the United States under Rule 15a-6 of the Exchange Act and 
accepts responsibility for its content. Global Markets Research and the US Broker-Dealer are affiliates under common control. Computation of 1% beneficial 
ownership is based upon the methodology used to compute ownership under Section 13(d) of the Exchange Act. The securities discussed in this research report may 
not be eligible for sale in all States or countries, and such securities may not be suitable for all types of investors. Offers and sales of securities discussed in this 
research report, and the distribution of this report, may be made only in States and countries where such securities are exempt from registration or qualification or 
have been so registered or qualified for offer and sale, and in accordance with applicable broker-dealer and agent/salesman registration or licensing requirements. The 
preparer of this research report is employed by Global Markets Research and is not registered or qualified as a research analyst, representative, or associated person 
under the rules of FINRA, the New York Stock Exchange, Inc., any other U.S. self-regulatory organization, or the laws, rules or regulations of any State. 

European Investors: This report is published, approved and distributed in the UK by the Bank and by CBA Europe Ltd (“CBAE”). The Bank and CBAE are both 
registered in England (No. BR250 and 05687023 respectively) and authorised and regulated in the UK by the Financial Services Authority (“FSA”). This report does not 
purport to be a complete statement or summary. For the purpose of the FSA rules, this report and related services are not intended for retail customers and are not 
available to them. The products and services referred to in this report may put your capital at risk. Investments, persons, matters and services referred to in this report 
may not be regulated by the FSA. CBAE can clarify where FSA regulations apply.  

Singapore Investors: This report is distributed in Singapore by Commonwealth Bank of Australia, Singapore Branch (company number F03137W) and is made 
available only for persons who are Accredited Investors as defined in the Singapore Securities and Futures Act and the Financial Advisers Act. It has not been 
prepared for, and must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor. 

Hong Kong Investors: This report was prepared, approved and published by the Bank, and distributed in Hong Kong by the Bank's Hong Kong Branch. The Hong 
Kong Branch is a registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) 
regulated activities under the Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in 
some cases may even become worthless. Research report on collective investment schemes which have not been authorized by the Securities and Futures 
Commission is not directed to, or intended for distribution in Hong Kong.  

All investors: Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that 
with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those 
securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by 
that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have served as 
officers or directors of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively by research management 
and senior management (not including investment banking). No inducement has been or will be received by the Group from the subject of this report or its associates 
to undertake the research or make the recommendations. The research staff responsible for this report receive a salary and a bonus that is dependent on a number of 
factors including their performance and the overall financial performance of the Group, including its profits derived from investment banking, sales and trading 
revenue.  

Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or 
other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS). Our employees 
receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to 
their overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching individual sales 
portfolio targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar 
benefits. If you have a complaint, the Bank’s dispute resolution process can be accessed on 132221. 

Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material (www.abs.gov.au).



Global Markets Research  

Fixed Income: Weekly Strategy 

19 

Research 

Commodities Telephone Email Address 

Luke Mathews 

Lachlan Shaw 

Vivek Dhar 

Agri Commodities 

Mining & Energy Commodities 

Mining & Energy Commodities 

 

+612 9118 1098 

+613 9675 8618 

+613 9675 6183 

 

luke.mathews@cba.com.au 

lachlan.shaw@cba.com.au 

vivek.dhar@cba.com.au 

 

Economics Telephone Email Address 

Michael Blythe  

Michael Workman 

John Peters 

James McIntyre 

Diana Mousina 

Chief Economist 

Senior Economist 

Senior Economist 

Economist 

Associate Economist 

+612 9118 1101 

+612 9118 1019 

+612 9117 0112 

+612 9118 1100 

+612 9118 6394 

michael.blythe@cba.com.au 

michael.workman@cba.com.au 

john.peters@cba.com.au 

james.mcintyre@cba.com.au  

diana.mousina@cba.com.au 

Fixed Income Telephone Email Address 

Adam Donaldson 

Philip Brown 

Alex Stanley 

Steve Shoobert 

Winnie Chee 

Tally Dewan 

Kevin Ward 

Head of Debt Research 

Fixed Income Quantitative Strategist 

Associate Analyst, Fixed Income 

Chief Credit Strategist 

Securitised Product Analyst 

Quantitative Analyst 

Database Manager 

+612 9118 1095 

+612 9118 1090 

+612 9118 1125 

+612 9118 1096 

+612 9118 1104 

+612 9118 1105 

+612 9118 1960 

adam.donaldson@cba.com.au 

philip.brown@cba.com.au 

alex.stanley@cba.com.au 

steve.shoobert@cba.com.au 

winnie.chee@cba.com.au 

tally.dewan@cba.com.au 

kevin.ward@cba.com.au 

 

Foreign Exchange and International Economics Telephone Email Address 

Richard Grace 

Joseph Capurso 

Peter Dragicevich 

Andy Ji 

Chris Tennent-Brown 

Martin McMahon 

 

Chief Currency Strategist & Head of International Economics 

Currency Strategist 

FX Economist 

Asian Currency Strategist 

FX Economist 

Economist Europe 

+612 9117 0080 

+612 9118 1106 

+612 9118 1107 

+65 6349 7056 

+612 9117 1378 

+44 20 7710 3918 

richard.grace@cba.com.au 

joseph.capurso@cba.com.au 

peter.dragicevich@cba.com.au 

andy.ji@cba.com.au 

chris.tennent.brown@cba.com.au 

martin.mcmahon@cba.com.au 

Delivery Channels & Publications Telephone Email Address 

Monica Eley 

Ai-Quynh Mac 

Internet/Intranet 

Information Services 

+612 9118 1097 

+612 9118 1102 

monica.eley@cba.com.au  

maca@cba.com.au 

 

New Zealand Telephone Email Address 

Nick Tuffley 

Jane Turner 

Christina Leung 

Daniel Smith 

ASB Chief Economist 

Economist 

Economist 

Economist 

+649 301 5659 

+649 301 5660 

+649 301 5661 

+649 301 5853 

nick.tuffley@asb.co.nz  

jane.turner@asb.co.nz 

christina.leung@asb.co.nz 

daniel.smith@asb.co.nz 

Sales 

Institutional Telephone Equities Telephone 

Syd FX 

 

 Fixed Income 

 Japan Desk 

Melb 

 

 

 

Lon FX 

 Debt & Derivatives 

 Credit 

HK 

Sing 

NY 

+612 9117 0190 

+612 9117 0341 

+612 9117 0020 

+612 9117 0025 

+613 9675 6815 

+613 9675 7495 

+613 9675 6618 

+613 9675 7757 

+44 20 7329 6266 

+44 20 7329 6444 

+44 20 7329 6609 

+852 2844 7539 

+65 6349 7074 

+1212 336 7750 

Syd 

Asia 

Lon/Eu 

NY 

+612 9118 1446 

+613 9675 6967 

+44 20 7710 3573 

+1212 336 7749 

 

Corporate Telephone 

NSW 

VIC 

SA/NT 

WA 

QLD 

NZ 

Metals Desk 

Agri Desk 

+612 9117 0377 

+612 9675 7737 

+618 8463 9011 

+618 9215 8201 

+617 3015 4525 

+64 9375 5738 

+612 9117 0069 

+612 9117 0145 

  

 
 


