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¢ Global developments

¢ Some history on the Australia CGS market

¢ Recent developments in supply of Australian bonds

¢ Expected developments in supply of Australian bonds

¢ Structural changes: IWT, State guarantee, bank guarantee
@ The return of ILBs

¢ Repricing credit risk

g Liquidity
z Volatility
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Global developments

The Economist: June 11 2009

@“Gross public debt of 10 largest countries will be 106% of GDP in 2010 and
114% in 2014...up from 74% in 2007 and increase of $USI trillion.
Governments have never borrowed so much in peacetime. Their huge debts
will shape the world economy for a decade.”

Prof . Nouriel Roubini. 27 August 2009

@“Governments will have to manage perceptions. Today’s investors remain
willing to bankroll Federal spending without any clear or firm indication of how
the fiscal crisis — and it is a crisis of extraordinary proportions — is going to
dealt with. That won'’t last. Clear indications will soon be needed as to how
and when public finances will be repaired. That doesn’t have to be
accomplished soon — but it does have to be communicated soon.”

Colonial
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G20 gross government debt

Dire or higher?

Gross government debt in the G20, % of GDF

worsf=-cose -
SCRIMTTG &
o
#
)

Advanced

SCOnomies

I-'I"-I:'l"ﬂ'l‘.'-'.'-_'ﬂl?
wLernano
M
BEORAGmies
FORECAST

Source: IMF

| I
2000 02 D& O6 08 10 12 14

Source: The Economist

First State

Global Assel Managemenl



Lots of repailr needed

The good, the bad and the ugly 3
Government debt, % of GOP
Gross Met Gross Fizcal
debt debt debt adjustment
2007 2007 2014* required?
Australia 15.4 -G.0 16.6 1.2
EBrikain 5.9 0.2 B7.8 E.F
Canada 65,1 23,5 66,2 1.0
France FO.1 34.4 =1= 4.5
Germany 65.5 G845 o1.0 1.8
Italy 113.2 B7.6 129.4 5.8
Japan 170.&6 BS.9 2342 14.3
=outh KEorea 8.9 -37.7 51.2 0.7
5-|:IE|iI'| &g 7 19.1 649.# = P |
Umted States 62.9 3.0 106.7 1.5
= Frovreera s 1 Hfference Belween Farocas]
primary budget balamce in 2004 and
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US private debt shrinks as public grows "

Year-to-Year Change in Domestic Nonfinancial Debt ($USbn),

1985-2Q 09
$3000B $3000B
2500 - | 2500
2000 - | 2000
1500 - | 1500
1000 - - 1000

500 - ‘ 500
ol
-500 | | | | -500
& 8 8 91 9@ 9B 97 9 01 063 0 O0r 09
@ Rublic Fivate

Source: Citi Investment Research & Analysis Global Assel Management



Who iIs buying US Treasury’s?

H China

E Japan

B UK

B Caribbean Banking Centres

23.4%

® Oil Exporters

W Brazil
Russia
4.0% S © Hong Kong
550 Other

5.6% 6.4%
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China seems happy to keep lending

China holdings as %o total US Treasuries Value of China holdings, $USbn
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US 10yr bond yields
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AUD bonds on issue: Commonwealth,

State and Corporate
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Commonwealth borrowing needs

$AbN o8/709 09710 10/11 11/712 12713
Budget deficit 35.9 59.8 58.9 48.5 25.1
Maturities 5.1 6.0 16.1 7.1 7.7
Total funding 41.0 65.8 75.0 55.6 32.8
need

Bond issues 31.6 60.0 75.0 55.6 32.8
Net bonds issued 26.5 54.0 58.9 48.5 25.1
“Hot stock” on 84.4 138.4 197.3 245.8 270.9
Issue

Total CGS on 101.1 155.1 214.0 262.5 300.8*
Issue

Source: Commonwealth Treasury and Colonial First State Global Asset Management.

*Commonwealth estimate. Numbers may not add due to rounding. Global Assel Management



Commonwealth bonds on iIssue
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CGS tenders bid/cover ratio - 2008709 &

2009710
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Share of CGS held by investors
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Structural changes in Australia

g Inflation index linked Commonwealth market is about to be re-born.

s No Commonwealth issuance since 2003.

s New 20 September 2025 CIB will be issued by a book-build late this
month or early October.

¢ AOFM will build the 2025 to a benchmark bond, starting at a
minimum of $Albn — demand is expected to be very strong.

 Abolition of IWT on CGS before year-end is a positive and will bring
C’'wealth into line with States and Corporates.

¢ APRA discussion paper on bank capital needs points to banks

having to hold significant more “liquid” government bon .‘*E{.?f;;i‘é

Source: Colonial First State Global Asset Management Global Assel Management




The return of the index linked market
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State infrastructure spending plans
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State govt bond supply to also rise
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Summary of State detaills

Borrowings Use of Cost of
2009710 C’'wealth C’wealth
$AbN guarantee guarantee.
Existing/New
NSW 10.4 Yes AAA/Aaa 15bp/30bp
Victoria 5.6 No AAA/Aaa n/a
Qld 22.5 Yes AA+/Aaa 20bp/35bp
WA 5.1 No AAA/Aaa n/a
SA 2.2 No AAA/Aaa n/a
Tasmania 0.8 No existing/ AA+/Aaa -/35bp
Yes new

First State

Source: State Treasury’s, S&P and Moody’s
Global Assel Management



NSWTC, QTC & TCV 10yr spreads to
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Corporate bond supply

AUD corporate & financial issuance
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Total bond market supply
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The changing structure of the UBS

Composite Bond Index
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The “GFC” — Credit ‘crisis’ IS over
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Chart 4: Rolling 12 month volatility of 10 year Government Bond Yields
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A legacy of GFC will be massive government debt issuance.

Significant concerns exist over sustainability of this debt.

But little sign of global investors shying away from government bonds.

For Australia, increase in supply is meaningful, but will add much-needed
liquidity and no signs of indigestion.

C’'wealth will become a much larger share of local bond market, supported
by re-birth of ILB, IWT abolition and proposed APRA changes.

State bond supply supported by C'wealth guarantee.

Corporate bond supply dominated by banks.

Credit risk to be repriced in “new normal”.

Colomial

Markets will likely be more concerned with liquidity and volatili§issr=s=ers
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