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How Lowe can Rates Go?
“Looking forward, there are scenarios where the next move in the cash rate is up and
other scenarios where it is down. Over the past year, the next-move-is-up scenarios
were more likely than the next-move-is-down scenarios. Today, the probabilities appear
to be more evenly balanced.”

From
the
CEO’s
Desk

RBA Governor Phillip Lowe - Address to the National Press Club of Australia
6 February 2019

The Global Economy

T

here remains a cloud of uncertainty over the
global economy in the early part of 2019,
a hangover of the troubles that weighed on
sentiment over the final few months of 2018.
The US-China trade conflict continues to weigh
on activity, as negotiations between the two
countries are ongoing but are yet to yield a
result*. The United Kingdom (UK) is rapidly
approaching its divorce with the European
Union (EU) and has failed to reach a withdrawal
agreement*. The 12th of April is the date by
which the UK must either have approved the
withdrawal deal or proposed a way forward for
EU consideration to avoid the risk of a chaotic
exit from the Union.
US labour market conditions remain strong,
though concerns over the growth outlook has
seen the Fed signal to the market that it will
likely keep rates on hold through 2019.
In Europe, growth has continued to slow, with
sentiment weighed down by uncertainty over
the full implications of Brexit. With annual
growth at the end of 2018 the slowest since
2013, the ECB, like the Fed, has been forced to
shelve plans for rate hikes this year.

Closer to home, the second half of 2018 was
the weakest six months of growth for the
Japanese economy since 2015.
Full year growth in China of 6.6 per cent in
2018 was the lowest since the height of the
GFC in March 2009, with growth in the key
monthly activity indicators, such as industrial
production, also falling to post-GFC lows. In the
case of urban fixed asset investment, growth
has dropped to the lowest level since at least
the late 1990s.
The Chinese government has lowered its official
growth target, from 6.5 per cent to between
6.0 and 6.5 per cent, acknowledging that as
the economy gets bigger the rapid pace of
growth is getting more difficult to achieve. The
Government has already announced a number
of policies to prevent growth from slipping
too far, including tax cuts and infrastructure
spending, while the People’s Bank of China cut
its reserve requirement ratio for major banks by
a further 50 basis points in January in an effort
to free up funds for lending.

*As at time of writing

continued on page 2
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Dear clients and staff
I am pleased to bring you the March
quarterly update, my first as CEO of
WATC. John Collins retired after over
nine successful years at the helm in
January, and I commenced in the role in
February. While I have a long association
with WATC, and the public sector more
generally, I am enjoying getting to know
the dedicated people and business in
more detail, and getting to meet you, our
clients, from this new perspective.
This quarter, we welcomed Sue Murphy
to our Board. Sue retired from her
long‑standing position as CEO of Water
Corporation in late 2018 and brings years
of practical experience and expertise
to the role. I also congratulate Sue for
being recognized as WA’s best business
leader in the recent Australian Institute of
Management WA Pinnacle Awards.

continued on page 2
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The Australian Economy
Aussie economic momentum fell away in the
second half of 2018, as real GDP growth slowed
to 0.4 per cent from 1.9 per cent in the first half.
It was the weakest six months of growth since the
second half of 2008, with the annual growth rate
falling to 2.3 per cent YoY, from 3.1 per cent in
Q2. The details were as soft as the headline, with
public spending the major driver of the expansion.
Annual household consumption growth slipped
to 2.0 per cent YoY, which was the slowest since
Q2 2013. Declining house prices are likely to be
an additional drag on household spending as we
move through 2019 though this will likely be offset,
at least to some extent, by rate cuts from the
RBA and the promise of tax cuts from both major
parties as we move closer to the federal election
in May.
Per capita GDP fell for the second quarter in a
row in Q4 and was up just 0.7 per cent from a
year earlier. On a positive note, the terms of trade
continues to boost national income, rising 3.1 per cent
in the quarter and 6.0 per cent over the year.
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Headline employment remains solid, with trend growth of
2.3 per cent over the year to February, while the seasonally
adjusted unemployment rate fell to a fresh seven-and-a-half‑year
low of 4.9 per cent. More detailed quarterly data from the ABS
suggests that the labour market is not as robust as the headline
numbers suggest, with public sector employment responsible for
most of the employment growth over the past year. The leading
indicators of employment growth we follow suggest employment
growth will slow in the months ahead.
Wages growth appears to be picking up a little, but with annual
growth in the wage cost index just 2.3 per cent in the year to Q4,
wage inflation remains soft. Consumer price inflation continues

to fall short of the RBA’s 2 to 3 per cent target, coming in at
1.8 per cent for 2018. The various measures of underlying
inflation were also below target, giving the Bank ample room to
resume rate cuts, should it be required.
Western Australia continues to experience mixed economic
conditions, with real state final demand falling a seasonally
adjusted 0.3 per cent in Q4 2018, the third decline in the past four
quarters, to be down 1.6 per cent YoY.
Real household spending rose a tepid 0.4 per cent in the quarter,
though that was better than the 0.1 per cent decline in Q3. Trend
employment growth slowed to just 0.2 per cent YoY in February,
with a trend unemployment rate of 6.2 per cent. While this is
above the national average, higher labour force participation
means the State’s trend employment to population ratio of
63.8 per cent is well above the national average of 62.4 per cent.
continued on page 3
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The 2018-19 Mid-year Review, released in
December 2018, depicted a considerable
improvement in the State’s finances, on
the back of the GST deal struck with the
Federal Government and some upside
in royalty revenue. Government debt is
predicted to be $3.7 billion less relative to
the 2018-19 Budget. In January, Moody’s
reaffirmed its Aa2 rating and revised its
outlook from stable to positive, reflecting
the earlier than expected return to
surplus and positive economic and fiscal
conditions.
Global markets continue to react to
economic and political uncertainties. The
AUD is trading weaker than the first half of
the financial year, in a USD 0.69 to 0.73
range, while US 10-year government bond
rates are trading above the Australian
equivalent, with the gap widening to
60+ basis points in March 2019. Brexit,
the threat of global trade wars and
concern over slowing US and global
growth are adding to the degree of
uncertainty, resulting in some yield curves
continuing to flatten. Domestically, the big
question on economist (and home owner)
lips is the likely direction and timing of the
next RBA move?
WATC issued a new $1.015 billion 10‑year
bond in February. With over $3 billion
in bids received at an average yield of
2.765%, the issuance reflects strong
market conditions and improving investor
sentiment with regards to Western
Australia. The issue attracted strong
overseas interest, with 22% of the final
continued on page 3
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Inflation remains very soft, with the Perth CPI up just 1.3 per cent
on a year earlier in December, while the wage price index was
1.6 per cent higher in YoY terms in Q4. As for house prices, the
Perth residential property price index fell 1.0 per cent in Q4 and
was down 2.5 per cent YoY. The Perth RPPI is just 1.6 per cent
higher than Q4 2007, while the Perth CPI increased 24.6 per cent
over that time.

Financial Markets
Global equity markets have rebounded over the first three months
of 2019, following a heavy sell-off towards the end of last year.
Markets have been boosted by a more dovish outlook from the
US Federal Reserve and rising hopes that the US and China
would come to an agreement over trade differences, though the
rally has run out of steam in March. The ASX 200 added over
9 per cent in the quarter, the Chinese benchmark, the CSI 300,
is up 29 per cent, and, on Wall Street, the S&P 500 has climbed
13 per cent.
BBSW rates have fallen as traders have moved to price in RBA
rate cuts, with the market almost fully priced for a 25 basis point
cut in August. There is around a 50 per cent probability of another
cut priced in by December.
Aussie Treasury bond yields fell to record lows in March.
The 3-year Australian Treasury bond yield has fallen from
1.85 per cent at the end of 2018 to be currently 1.40 per cent and
averaged 1.65 per cent in the quarter. The 10-year Australian
Treasury bond yield opened 2019 at 2.32 per cent and averaged
2.12 per cent in the quarter before closing at 1.80 per cent after
falling to as low as 1.72 percent. The spread between Australian
and US Treasury yields has slipped to fresh record lows, with
the Aussie 10-year yield currently 64 basis points below its US
counterpart.

continued from page 2
Iron ore prices have picked up sharply in the first quarter of
2019, after the collapse of a dam at a Brazilian mine caused
the closure of a number of operations due to safety concerns,
slashing capacity. The price of the most active futures contract for
62 per cent Fe iron ore on the Singapore Exchange climbed from
USD69.47/tonne at the end of 2018 to a peak of USD91.54/tonne
in early February, the highest level since 2014, before falling back
to be currently trading at USD86.21/tonne.
The AUD has traded in a range between USD0.6985 and
USD0.7273 on a close of day basis over the course of Q1 and
is currently USD0.7096. This is close to fair value, according to
our simple model, as downward pressure from heavily negative
interest rate differentials with the USD is offset by high commodity
prices.
The RBA has turned more dovish since the beginning of the
year, with its commentary turning from saying that the next move
is likely to be up to now saying the outlook is evenly balanced
between the next move being up or down. The RBA has stated
that while many of the economic indicators are soft, including
GDP and inflation, the labour force numbers remain buoyant
and they will keep rates on hold until it becomes clear which is
representative of the true state of the economy.
As we have previously said, employment growth has mainly been
driven by government spending since the middle of 2018 and we
expect employment growth to slow as we move through 2019.
Our current forecast is that the RBA Board will cut the cash rate
by 50 basis points to take the cash rate to 1.0 per cent by the end
of the year, with the most likely timing being 25 basis points at
each of its August and November meetings.
Craig McGuinness
Chief Economist
March 2019

book going offshore.
At the beginning of the year, WATC
hosted investors in Sydney and
Melbourne for an update on the State’s
financial position and associated funding
program. In February, WATC participated
in a Semi-Issuer’s Round Table at the
Deutsche Bank Australia and New
Zealand Investor Mission. We also
hosted an information session for clients
with Rob Nicholl, CEO of the Australian
Office of Financial Management, and a
forum on green bonds, with both being
well received. WATC staff attended the
Local Government Finance Professionals
conference, where they were able
to meet with a large number of local
government authorities and share details
of our financial products and advisory
services. Internally, our efforts continue
to be focussed on the roll‑out of the client
portal, and planning for a new Treasury
Management System.
I am pleased to note that WATC was
recognised in the 34th Annual WS Lonnie
Awards, winning gold in the Government
Trading Enterprise Sector category.
Congratulations to the team for a great
effort.
Kind regards,

Kaylene Gulich
Chief Executive Officer
March 2019
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WATC Assists VenuesWest in Optus Stadium Transaction

W

ATC recently provided financial
analysis and transaction support
to VenuesWest, who own and/or
manage 13 sport and entertainment
venues on behalf of the Western
Australia State Government including
Optus Stadium. In late 2018, one of
the owners of the private consortium
(Westadium), which partnered with the
State on the Optus Stadium project,
notified VenuesWest of its desire to
sell its ownership stake to a third-party
investor. Since the sale would trigger
a change in control of Westadium, the
transaction required the prior consent
of the State. As part of the State’s
due diligence process in considering
whether to approve the transaction,
WATC was retained by VenuesWest,
through the Department of Treasury,
to help assess the financial capacity of
the proposed buyer entity.

Direct Provision of
EOFY Audit Reports
Through WATC’s
Client Portal

I

n past years, WATC has provided a
letter to each client agency and/or
their nominated auditor containing end
of financial year (EOFY) audit reports
for WATC’s lending and investment
products. These letters will not be
issued for 2018/19. Instead, a specific
category has been created on the
Client Portal for storing official EOFY
audit reports.

WATC provided financial analytics and transaction support to VenuesWest,
manager of the Optus Stadium

The acquiror, an established infrastructure investment group,
proposed to structure its purchase of the partial ownership
interest in Westadium via a special purpose vehicle (SPV) owned
by one of two stapled trusts that together were ultimately owned
by the investor parent entity.
Accordingly, WATC’s approach was to adopt a parallel path
assessment to gauge the financial capacity of the acquiring
entity. Firstly, the financial statements of the SPV’s immediate
parents (the two stapled trusts) were evaluated, with a focus on
determining liquidity, solvency and capacity to perform under the
Stadium contract. Secondly, the financial performances of the two
incumbent Westadium owners were benchmarked against that of
the proposed acquiror to assess the buyer’s relative performance
and financial strength.

Through this analysis, WATC concluded the acquiring entity’s
proposed purchase of the ownership interest in Westadium posed
a ‘Low Risk’ to the State from a financial capability standpoint.
Acting on this advice, and in conjunction with the State Solicitor’s
Office’s simultaneous review of legal aspects of the transaction,
the State confirmed its consent to the requested sale transaction
and associated change of control.
The above is just one example of the capacity of WATC’s
Advisory Services Branch to service the complex financial and
commercial needs of the WA Public Sector. For more information
on how this service offering could assist your agency, please
contact David Letts, Head of Advisory Services, on 9235 9178 or
dletts@watc.wa.gov.au.

4

In early May, WATC will provide clients
instructions on how to access EOFY
audit reports on the Portal, and how
to provide temporary access for audit
firms (if required). These instructions
will also be loaded under the
Announcements heading on the Portal.
If your agency does not have access
to the Portal, it is important you sign
and return the relevant documentation,
which has been previously provided, to
your WATC Relationship Manager as
soon as possible.
If you have any queries about this
new process, please contact Richard
McKenzie, Head of Client Debt Finance
and Investments on 9235 9127 or
rmckenzie@watc.wa.gov.au.
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WATC Undertakes Launch of New 10-Year Benchmark Bond
$1,015.0

O

n 19 February 2019, WATC issued, by
syndication, a Benchmark Bond with a
24 July 2029 maturity. Prominent performers on
WATC’s fixed interest panel, ANZ, CBA, NAB
and UBS, were appointed as joint lead managers
for the syndicated benchmark bond issue.
The new issue found strong investor interest with
total bids exceeding $3.0 billion from 48 bidders,
with the final issue volume of $1.015 billion being
allocated to 43 bidders. Domestic investors
included asset managers, bank balance sheets
and other official institutions. Offshore investors
also participated strongly, with 22% of the issue
being placed with various central banks, fund
managers and commercial banks.
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Composition breakdown of the 2029 bond

The investor term sheet can be viewed on the
WATC website.

WATC Annual Report is a Winner

T

he WATC 2017/18 Annual Report was awarded Gold in the Government Trading
Enterprise Sector category, at the 34th Annual W.S. Lonnie Awards on 29 March 2019.
Annual reports that receive this award have exceeded the requirements of annual reporting,
excel in accountability and are considered model reports.
The report also highlighted another successful year for WATC, including:
•
•
•
•

successfully delivering the State’s borrowing requirements, including sourcing new
funding of $4.9 billion.
in excess of $115 million of client foreign exchange transactions in 10 different
currencies.
continuing to deliver interest rate savings to clients while achieving the lowest ever
Administaion Cost Ratio (0.034%).
the successful issuance of a new $1.3 billion 2028 benchmark bond, attracting
$3.0 billion in bids.

The 2017/18 Annual Report is available for viewing on our website at www.watc.wa.gov.au.
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$m Allocated % Regional Allocation
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Partner in Finance
with WA Local
Governments

W

ATC supports the development
of WA local communities by
providing low cost debt finance, secure
investments and specialist financial
advice to WA local governments. With
close to $600 million in loans and over
$70 million of investments from local
governments, WATC continues to
be a major finance partner with local
governments.
WATC actively promotes and assists
local governments in the appropriate
use and effective management
of debt finance. WATC’s loan
application process and associated
lending assessment criteria for local
governments, which have been
established now for a number of
years, ensure loans are appropriate
and prudent. Where a loan generates
a risk profile that falls outside of
WATC’s standard criteria, WATC will
request supplementary information,
use independent experts, where
appropriate, and may include additional
conditions to enable the lending.
With the end of the financial year fast
approaching, local government clients
intending to raise loan funds prior to
30 June are encouraged to contact
Tamara Marsh, Client Relationship
Manager, on (08) 9235 9153 or email
tmarsh@watc.wa.gov.au to discuss
your funding needs.
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WATC Hosts Client Forum on Green Bonds
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n recent years, both the domestic and global
financial markets have seen a dramatic rise in the
issuance of green bonds as a source of finance for
climate and environmental projects. To keep clients
informed of these developments, WATC recently
held a green bonds information session that was
presented by Vince Cinquina, Head of Financial
Markets at WATC. The presentation covered
different aspects of green bonds, including:
• What they are
• How they are different to WATC’s current funding
products
• Potential investors
• The benefits and costs
• Factors impacting pricing and demand
• Issuance – global vs domestic
• Recent issues by eastern state CBAs
Feedback from clients that attended the forum was
very positive.

111

WATC
Featured in
KangaNews

W

estern Australia and WATC
recently featured in the KangaNews
2019 High-Grade Issuer Yearbook
magazine, promoting Western Australia
and WATC to domestic and international
investors.

Other upcoming WATC events:
• 5 April 2019 – Client economic presentation by
Bill Evans, Chief Economist, Westpac
• 22 May 2019 – Client foreign exchange seminar
If you would like to learn more about green bonds,
or would like to attend future WATC client events,
please contact your client relationship manager.

ISS UE

Vince Cinquina presenting to clients at the Green Bonds Forum

Financial Markets Update

Moody’s Revise Outlook

D

O

uring January, WATC’s Chairperson, Michael Barnes, Chief
Executive Officer, John Collins (former) and Kaylene Gulich
(current), Chief Operating Officer, Ross Moulton, and other staff
provided a post Mid-Year Financial Projections Statement briefing
and funding update to over 90 financial markets participants in
Sydney and Melbourne. The briefings provided background on the
ongoing improvements in the State’s financial position to an audience
that included a large part of WATC’s domestic investor base.

n 25 January 2019, Moody’s Investors Service (Moody’s)
affirmed its Aa2 rating for long-term debt and Prime-1 rating
for short-term debt for Western Australia and Western Australian
Treasury Corporation and revised its outlook to ‘positive’ from
the previous ‘stable’ outlook. As a client of WATC, if you would
like a copy of Moody’s rating action statement, which outlines the
rationale for the change, please contact your WATC Relationship
Manager.
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The KangaNews magazine included
interviews with John Collins, WATC’s
former Chief Executive Officer, and Vince
Cinquina, Head of Financial Markets,
covering a range of topics including the
Western Australian economy, the state
budget and debt levels.
WATC has a number of copies of the
KangaNews 2019 High‑Grade Issuer
Yearbook that are available to clients.
If you would like a copy, please contact
Chris Rinsma on (08) 9235 9152 or email
crinsma@watc.wa.gov.au.

Changing Roles at
WATC

New Appointments…

W

ATC is pleased to introduce our new staff members to clients.

Wade Bryant

W

ade has over seven years of
experience as an analyst in
the Infrastructure and Finance unit
at the Department of Treasury. He
has a comprehensive understanding
of the State’s financial management
framework and how this interacts with
the Government’s financial objectives.
Wade has valuable skills in providing
Wade Bryant
commercial and financial advice to
Senior Corporate
Government agencies in relation
Financial Advisor
to the delivery of infrastructure and
services. This includes assessing
the overall performance of Government Trading Enterprises,
the financial impact of energy policy and regulations, asset
management programs and investment decisions. Outside of
work, Wade is a keen rugby player and brews his own beer.

Simon Tan

S

imon is a specialist corporate
advisor and investment banker,
with over 20 years of experience
providing corporate, financial and
strategic advice in relation to mergers,
acquisitions, divestments and financing.
He has successfully completed over
$24 billion of transactions and projects
across Australia, Asia and Europe.
Simon has advised a diverse range
Simon Tan
of clients, including governments,
Chief Advisor
government corporations, investors and
public companies, particularly in the
infrastructure, transport and utilities sectors. Outside of work, Simon
enjoys watching and playing basketball, having a flat white at the
beach and walking Turner, the corgi.

W

Coko Tang

C

oko has been seconded from
Horizon Power to join WATC’s
Client Debt Finance and Investments
team. She graduated from Curtin
University with a Bachelor of
Commerce, majoring in Accounting
and Sport Management. At Horizon
Power, she is responsible for
Financial Reporting and Treasury
Management and has experience in
cash flow modelling, financial analysis
and business improvements.

Coko Tang
Client Relationship
Manager

With such a nice office location, Coko has taken up running and
hopes to get a medal for team WATC at HBF Run for a Reason in
May 2019.

Kaylene Gulich

K

aylene has extensive public
policy experience, knowledge
of financial markets, and Western
Australian economy expertise. She
has previously held senior roles within
the Department of Treasury, as the
Executive Director of the Economic
Business Unit and the Infrastructure
and Finance branch, as well as being
Kaylene Gulich
responsible for the Commercial
Chief Executive
Advisory function. Kaylene is a
Officer
member of CPA Australia, and the
AICD. She has previously been
a Director with Gold Corporation and a member of their Audit
and Risk Committee. Kaylene has previously held the Deputy
Chairperson position on WATC’s board.
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ATC has commenced a major
initiative to implement a new
Treasury Management System, a
system that is core to WATC managing
its financial market activities and client
loans, investments and foreign exchange.
This is a significant undertaking for
WATC with a number of people internally
seconded to a dedicated project team,
focussing on implementation. Additionally,
the following people are assisting with
operational activities during the expected
nine month duration of the project.
• Mohamed Mohamed, from WATC’s Risk
Management team, has stepped into
Ken Lee’s role of Foreign Exchange
and Treasury Analyst. Mohamed
can be contacted on 9235 9137 or
mmohamed@watc.wa.gov.au.
• Coko Tang has been seconded from
Horizon Power to fill in for Eric Schuppli
as a Client Relationship Manager. Coko
can be contacted on 9235 9144 or
ctang@watc.wa.gov.au.
• Joaquin Fadol, from WATC’s Risk
Management team, has joined the
Financial Markets team, assisting Adrian
Koelewyn on the offshore markets and
funds management desk. Joaquin can
be contacted on 9235 9151 or
jfadol@watc.wa.gov.au.

Celebrating International Women’s Day and Raising Funds for Zonta House

I

nternational Women’s Day (IWD), on 8 March every year, first
emerged from labour movement activities at the beginning of the
20th century in Europe and North America. The day has evolved to
be a celebration of women’s achievements worldwide.

I

n 2018, former Chief Executive
Officer John Collins was delighted to
acknowledge Adrian Koelewyn, Chief
Dealer Offshore Markets and Funds
Management, who had achieved the
milestone of working 25 years for
WATC. This marks 20 staff to have
achieved this milestone since WATC
was founded in 1986.

In 2019, IWD was themed “Balance for Better”, as a gender balanced
world without bias is a better world.
To celebrate the day, and support balance to achieve a better world,
WATC participated in lunchtime activities to raise money for Zonta
House Refuge Association, an organisation supporting women in crisis
by providing refuge and transitional accommodations, holistic support
services and education.

Adrian was presented with a certificate
of appreciation and a gift from WATC to
acknowledge this special achievement
and his contribution to the organisation
and its clients.

The ‘Guess the Lollies in Container’ game was the clear favourite
amongst staff, with rulers and formulas being used to calculate the
volume of a Malteaser and the air between individually wrapped snack
sized Picnic Bars.
In the end, nearly $280 was raised for Zonta House and many of our
analysts were left scratching their heads.

WATC Acknowledges
25 Years of Service

After much mathematical and scientific speculation,
the container ended up having 1,427 lollies.

For information on any products or services, please contact one of the Business Unit Managers listed below:
Richard McKenzie

Head of Client Debt Finance & Investments

(08) 9235 9127

rmckenzie@watc.wa.gov.au

Lisa Brady

Head of Client Foreign Exchange & Treasury Services

(08) 9235 9122

lbrady@watc.wa.gov.au

David Letts

Head of Advisory Services		

(08) 9235 9178

dletts@watc.wa.gov.au

For economic commentary or clarification, please contact:
Craig McGuinness

Chief Economist		

(08) 9235 9104

cmcguinness@watc.wa.gov.au

Paula Gadsby

Economist and Senior ALM Analyst		

(08) 9235 9110

pgadsby@watc.wa.gov.au

Disclaimer
Any opinions, judgements, conclusions, forecasts, predictions or estimations contained in this advice are made in reliance on information provided to Western Australian Treasury Corporation
which Western Australian Treasury Corporation believes to be reliable. Western Australian Treasury Corporation, however, cannot guarantee the accuracy of that information. Thus, any
recommendations are made in good faith but are provided only to assist you with any decisions which you make. These recommendations are not intended to be a substitute for professional
advice on a particular matter. Before accepting or rejecting those recommendations you must discuss your particular needs and circumstances with Western Australian Treasury Corporation.
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Adrian Koelewyn
Chief Dealer Offshore Markets
and Funds Management

