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No Limits
“There are no limits on how much we can buy or what we can buy. We’ll do what’s
necessary to achieve our objectives.”
RBA Governor Philip Lowe, in answer to a question on whether there are any limits
on the RBA bond buying program
19 March 2020

The Global Economy

T

he spread of COVID-19 has upended all
forecasts as to the economic and financial
market outlook for 2020. Even those of us who
were expecting the RBA to cut the cash rate to
0.25 per cent this year have been surprised by
the speed of the change in outlook as a result of
the outbreak.
The RBA has announced a range of policies
to support the economy and financial system
in the wake of the economic lockdowns
implemented to limit the spread of COVID-19:
•
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•

cutting the cash rate by 50 basis points
in March to what it has indicated is the
effective lower bound of 0.25 per cent and
indicating it expects the cash rate to remain
at that level for some years;
launching its own bond buying program,
which includes a target of 0.25 per cent for
the 3-year Commonwealth Government
bond yield. The RBA will buy Commonwealth
and State government bonds across the
yield curve in the secondary market in the
amounts necessary to achieve its objectives;

•

•

opening up a term funding facility of at least
$90 billion for the banking system to support
credit to small and medium size business;
ongoing liquidity support for Australian
financial markets.

Overseas, central banks have also been furiously
cutting interest rates where they have had room
and have embarked on asset buying and credit
support programs of unprecedented scale.
The US Federal Reserve cut its fed funds
target range by 150 basis points in March to
0 to 0.25 per cent and will purchase Treasuries
and agency mortgage backed securities in
whatever amount is needed to support the
market. The policy has been dubbed “QE
Infinity” by some market participants. Among
other initiatives, almost too numerous to
mention, are programs to support the supply
of credit to business and households, and the
corporate bond market.
Other central banks to embark on bond buying
and credit support programs include the Bank
of England, European Central Bank and the
Reserve Bank of New Zealand.

From
the
CEO’s
Desk

Dear clients and staff
I hope this March Quarter edition of
the WATC newsletter finds you all
healthy, and adjusting to this strange
new world. The pace of social and
economic change over recent months
has really challenged how all state and
local government agencies do business
and interact on a day-to-day basis. We
have all had to find innovative ways
to meet the dual challenge of keeping
our community safe through social
distancing, while continuing to deliver
on the important services we all provide
to Western Australians.
Here at WATC we have a large portion
of our workforce working from home,
with a rotation of staff into the office as
we continue to support daily market
operations. We have all become
adept at Teams, Zoom and Skype
meetings as we stay engaged with our
clients, banking partners and industry
stakeholders.
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These initiatives from central banks are in addition to
the massive fiscal support from governments around
the world and are essential to soak up the tsunami of
bond issuance required to fund those fiscal programs.
Even with the massive fiscal and monetary support,
widespread shutdowns will throw many countries into
deep recession.
The economic impact of COVID-19 can already be
seen in the most recent global economic data, which
indicate sharp downturns in those countries that have
moved to restrict movement as a means of trying to
limit the spread of the virus.
In China, where the virus first struck, the shutdown
drove a slump in activity greater than even the most
pessimistic forecasts. Industrial production, retail
sales and urban fixed investment posted double-digit
percentage declines in the January–February period
from the levels of a year ago.

2.5

As part of our core responsibility of
raising funds to meet the funding
priorities of the Government, we have
worked closely with clients on their
funding needs, seeking to have early
insight and increased flexibility on
the timing, volume and tenor of debt
required. I thank all clients for working
collaboratively with our team over this
time — the flexibility that we have been
able to give our financial market team
has allowed them to maximise the
opportunities when they arise in the
market, and ensure ongoing access to
critical funds.
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This pattern is being repeated as the virus spreads around the
world with European, US, Japanese and Australian survey data
for March signalling sharp slowdowns, particularly in the services
sector.

The Australian Economy
Domestically, the COVID-19 crisis comes at a time when, in our
view, the Aussie economy was already looking vulnerable with
real private sector private demand growth virtually flat for the six
quarters to the end of 2019.
That means little now, however, as widespread layoffs, particularly
across much of the services sector, are likely to cause a sharp
increase in the unemployment rate. Although with the Federal
Government’s JobKeeper program, designed to maintain a link
between workers and their employers, many laid off workers will
be classified as “furloughed” rather than technically unemployed.

Australian Treasury Bond Yields v Cash Rate

The various government support measures will cushion some of
the blow, however, all but the most short-lived shutdown will have
a lasting impact on the Aussie economy. Should the shutdown be
relatively short, the economy has a chance of starting some sort
of recovery later in the year though, given the high level of private
sector debt outstanding, the ability to start a recovery of any sort
will largely depend on the extent of the damage to household and
business finances of even a short‑lived shutdown.

The Western Australian Economy
The Western Australian economy appeared to have picked
up some momentum in 2019. The Q4 2019 national accounts
showed trend real state final demand grew at its fastest
year‑ended rate since 2012, while the trend unemployment rate
of 5.4 per cent in February was the lowest since 2014. The State
won’t escape the crisis enveloping the rest of the world, but
appears the best placed of the States to benefit from a recovery
when it eventuates.
continued on page 3
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Market conditions remain the most
challenging since the Global Financial
Crisis, with little investor demand for
longer dated debt, and a large amount
of supply from the Commonwealth
and State borrowing agencies as we
all seek to manage maturities, new
funding requirements and the (still
evolving) impact of COVID-19 on
budgets.
Reflecting the economic roller-coaster,
the AUD broke out of its previous
trading range, with a movement of
over USD0.15 between the quarter’s
high and low. After hitting record highs
in February, equity markets around
the world ended their long running
bull market, with widespread selling
and collapse in share prices. Bond
markets haven’t fared much better,
with large volatility in bond yields.
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Financial Markets
Equity markets began the year full of optimism, with the major
indices in the US, Europe and Australia hitting record highs in
February even as the Chinese authorities were locking down their
economy in the wake of the spread of what was then just known
as coronavirus. The party came to an abrupt end as traders woke
up to the threat to global supply chains from the virus. The selling
continued through most of March as the rapid spread of the virus
beyond China’s borders and containment efforts in the major
economies pretty much guaranteed that the global economy
would fall into deep recession.
In terms of its speed, the initial slide on Wall Street was
steeper than both the 1929 slump, which ushered in the Great
Depression, and the post-Lehman Brothers drop in 2008. The
Aussie market, not to be outdone, fell 37 per cent between its
peak on 20 February and its low on 23 March. Some of those
losses have been recovered as central banks and governments
embarked on massive stimulus programs to support the global
economy. The ASX 200 lost 24 per cent for the quarter as a
whole, the worst quarter for Aussie equities since 1987.
Bond yields have also had a wild ride. The 3-year Australian
Treasury bond yield closed Q1 at 0.24 per cent as the RBA
implemented a 0.25 per cent target for that maturity. The 10-year
Australian Treasury bond yield has seen huge volatility, falling
to a fresh record low of 0.61 per cent before rising again as the
desire for liquidity saw heavy selling across a wide range of
assets including those usually seen as safe-havens such as high
quality government bonds and gold. The 10-year Aussie bond
yield briefly hit 2.50 per cent following the RBA announcement
on 19 March but has since dropped back to close the quarter at
0.76 per cent.

The price of the most active Singapore futures contract for
62 per cent Fe iron ore has slipped to US$81.74/tonne, after
opening the year at US$91.32.
Gold continues to be supported by low interest rates and
uncertainty, but wasn’t immune to the market volatility and was
sold heavily after hitting a seven-year high of US$1680.47oz in
early March. It recovered again in the second half of the month to
close at US$1577.18, 4 per cent higher than where it started.
Oil prices slumped to the lowest levels since the early 2000s,
as the COVID-crisis dealt a huge blow to the demand outlook,
while Saudi Arabia and Russia failed to reach an agreement
on extending production cuts. Brent crude closed March at an
18-year low of US$21.47/bbl having slumped 68 per cent for the
quarter.
The slide in commodity prices and spike in financial market
volatility saw the AUD drop from USD0.7021 at the end of
2019 to its lowest levels since 2003, including an intraday low
of USD0.5510 on 19 March before clawing its way back to
USD0.6131 by quarter end.
With no end in sight to the lock downs, and central banks and
governments likely to be called on to do even more to cushion
business and consumers from the effects of the unprecedented
shutdown of large parts of the global economy, the volatility we’ve
seen in financial markets is likely to continue.
Craig McGuinness
Chief Economist
March 2020

It’s been a tough quarter for commodities as large parts of
the global economy began to shut down to limit the spread of
COVID-19.

Notwithstanding both the recent
RBA cut to 0.25 per cent and the
commencement of bond purchases,
semi yields have widened to Australian
government bonds in March reflecting
large supply and shallow investor
interest.
While it now feels like a lifetime ago,
the March quarter started really
strongly. The Western Australian
economy was continuing to show signs
of growth, particularly in the housing
market with turnover, and property
prices trending upwards.
The recent 2019/20 Mid-year Review
had updated the budget surplus to
$2.6 billion in 2019/20, and high
iron ore prices and strong volumes
showed upside risk to this number.
This improved fiscal position will now
be essential in providing the base to
respond to, and then recover from, the
COVID-19 pandemic.
In early February I undertook a
domestic investor roadshow in
Melbourne and Sydney, detailing the
updated economic and fiscal position of
the State, and the resulting borrowing
activities that WATC would require over
2020. Also in February we successfully
launched a 2025 FRN, raising
$1.015 billion. Market activity through
March has been more subdued.
At the beginning of the year, we
welcomed Pippa Hobson and David
Brumby as Directors on our Board.
continued on page 4
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Flexible Investments with WATC – Access Your Money When You Need It

W

ATC has managed investments on behalf of the State of WA
for over 30 years. WATC offers WA state and local government
clients investments with terms from overnight to one year.

One of the many benefits of investments with WATC is that WATC
investments are redeemable at call or at short notice should
a client’s circumstances change and
quick access to funds is needed. This
can facilitate clients placing a higher
proportion of funds currently kept in
lower yielding overnight or trading
accounts into WATC’s higher yielding
Term Deposit product.
Investment Facility
Information Brochure

Other benefits of investing with WATC:
• G
 overnment Guaranteed - All
investments with WATC are
guaranteed by the Treasurer on behalf
of the State of Western Australia.

•

Online Access – WATC’s Client Portal provides a secure online
platform for clients to transact and access account information.

•

Flexibility - WATC provides investments maturing on any
business day to suit client needs.

•

No Fees - WATC does not currently charge establishment or
management fees for client investments.

•

Market Interest Rates - WATC prices investments based on
prevailing financial market rates. Indicative investment rates
are uploaded weekly to the WATC website and daily to the
WATC Client Portal.

•

Experienced - At 31 March 2020, WATC managed in excess of
$6.3 billion in investment funds for clients.

To obtain a copy of WATC’s Investment Facility brochure and
application form, or to obtain further information on investing with
WATC, please email csoperations@watc.wa.gov.au.

LGPA 2020 Finance Professionals Conference

W

ATC was a trade partner at the recent Local Government
Professionals Australia WA (LGPA) 2020 Finance
Professionals Conference held from 12 to 13 March 2020 at
Crown Perth, an annual event that WATC has been associated
with since 2006.
The conference continues to provide a great forum for WATC
to meet with local government clients to discuss borrowing and
investment requirements, promote WATC products and services,
and to hear first-hand about contemporary issues relevant to local
governments.
At this year’s conference, Tamara, Sherly and Carol conducted
a quick survey seeking feedback from delegates on the features
local governments look for in investments. Thank you to all the
delegates that participated in the survey. The feedback received
will assist WATC to enhance and develop new and existing
investment products.

continued from page 3
Pippa is Chairperson at BDO WA
and a Partner in its Risk Advisory
Services, and will also Chair our
Audit Committee. David worked in
wholesale finance for over thirty years
both in Australia and overseas and
has a strong background in Western
Australian natural resources. Pippa
and David have joined the WATC
Board at a period of intense change
and volatility, and we welcome their
experience and input as we navigate
these times.
We are in the final phases of testing
our replacement treasury management
system, and many of the recent ICT
upgrades have come in very timely
as we increasingly rely on technology
for our remote workings. Our Advisory
Services team continues to be busy
working across a large number of
projects, and are available to support
agencies with any analytical or
modelling tasks over this challenging
period, such as cashflow modelling
to support an understanding of future
cashflow positions.
I hope you all continue to stay well
over the coming months, and if there is
anything the team at WATC can assist
with please give us a call.
Kind regards,

Kaylene Gulich
Sherly Rezky and Tamara Marsh at the LGPA 2020 Finance Professionals
Conference
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Chief Executive Officer
March 2020

Replacement TMS
Update

New Appointments…

W

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

Tomi Oyefeso

T

omi joined WATC in January 2020 as
a Corporate Financial Advisor in the
Advisory Services team. She has over 9
years of experience in investment banking
operations at Morgan Stanley and Credit
Suisse. Most recently, Tomi worked as
an Analyst at Commsec Advisor Services
managing client portfolios for corporate
actions and tax reporting purposes. Tomi
Tomi Oyefeso
is a CFA level 3 candidate and has a
Corporate Financial
Bachelor of Business Administration
Advisor
degree (double major in Finance
and Economics) and a minor in
Accounting. Outside of work, Tomi enjoys travelling and, in her
senior year of college, backpacked across Europe.

Zac Muscat

Z

Zac Muscat
Graduate Officer

ac joined WATC as his third
rotation in the WA State Treasury
Graduate Program. He has enjoyed
his time with WATC. Zac is due to
finish his rotation at the end of July.
Zac’s life is generally quite busy
between his work at WATC and his
work in the Reserves, where he is a
junior non‑commissioned officer of the
10th Light Horse Regiment. House
maintenance takes up the rest of his
time, with the recent purchase of a
house.

W

ith the implementation of
our replacement Treasury
Management System (TMS) entering
the final stages of testing, the
transitioning phase will commence
shortly. Over the coming months, you
may notice some minor changes, such
as differences in report formatting.
WATC will notify clients directly of
any changes resulting from the TMS
transition.

Riaan Piketh

R

iaan has a diverse background in
IT, having worked with a variety
of organisations, from small business
to large enterprise organisations,
over the past 18 years. Most recently,
he was the Team Leader for the
Friendlies Hospital in Bundaberg,
where he managed and planned the
organisation’s IS architecture, as well
as supervised the IS team. With their
recent move from Bundaberg, Riaan
and his family are hoping to make
Perth their home for the foreseeable
future.

Riaan Piketh
Systems Administrator

For information on any products or services, please contact one of
the Business Unit Managers listed below:
Richard McKenzie
(08) 9235 9127

Head of Client Debt Finance & Investments
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

Patrycja Beniak

Economist

(08) 9235 9110

pbeniak@watc.wa.gov.au

Finance Partner with
Local Governments

W

ATC supports the development of
WA local communities by providing
debt finance, secure investments and
specialist financial advice to WA local
governments. With close to $590
million in loans and over $35 million of
investments from local governments,
WATC continues to be a major finance
partner with local governments.

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.

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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