December Quarter 2020

Newsletter
In This Issue

From the CEO’s Desk................2
The Economy............................3
Financing Large Scale Projects...6
New FRN................................6
National PPP Forum................7
WATC Wins Silver Lonnie........7
WA State Budget Presentation....8
Christmas Office Hours.............8

17 December 2020

From the
CEO’s Desk

2020 has felt like the year that will never end, while at
the same time has gone in a blur! As the year winds to
a close, there is a lot to look back on with pride and to
be thankful for, and to note a quiet optimism emerging in
the economy, the community and our workforce for the
coming year.
For WATC, 2020 has hopefully been a year of unique,
unlikely to be repeated events. In the midst of the oncein-a-century global pandemic, we also successfully
completed the roll out of our new Treasury Management
System, undertook a major ICT upgrade and have
completed an office fit out. Through this period of
operational disruption we are thankful to our clients and
business partners who have shown great flexibility to
support seamless operations.
During the quarter the State Government released
both the delayed 2020-21 State Budget, as well as the
2020-21 Mid-year Review. Both releases are a testament
to the enduring strength of the Western Australian
economy, and the strong financial position of the State.
The latest release indicates that Western Australia will
record a surplus of $2.2 billion this year, with strong

The ongoing challenges facing the country in the
recovery from COVID-19 saw the RBA reduce the cash
rate to a new record low of 0.1% and adopted a further
range of Quantitative Easing measures. These measures
are expected to support the large increase in supply from
sovereign and semi sovereign issuers as governments
around Australia look to respond to the economic and
fiscal impacts of the pandemic.
During the quarter WATC, with the Treasurer the Hon.
Ben Wyatt, provided an on-line update on the State’s
economic and fiscal outcomes to domestic investors.
WATC also hosted the 2020 National PPP Contract
Managers Forum, in a 2020-appropriate online platform
with over 190 participants across Australia and New
Zealand.
I would like to thank everyone for their effort over the
challenging and unusual year. Together we have been
able to continue to support great financial solutions for
the benefit of the Western Australian public sector. In
particular I would like to thank the WATC staff for the
great resilience and adaptability shown this year. I wish
you all a safe and merry festive season, and all the best
for the coming year.

surpluses across the forward estimates supporting a
record level of asset investment, while maintaining low
growth in State debt. This economic and fiscal strength
saw rating agencies S&P and Moody’s maintain the

Kind regards,

State’s AA+ Stable and Aa1 Stable rating.
Outside of the 2026 Floating Rate Note raising $1.53
billion that was successfully launched in early December,
the quarter was reasonably quiet from a funding

Kaylene Gulich
CEO

perspective.
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High Hopes
“We've got to hold on to what we've got, it doesn't make a difference if we make it or
not (…) We'll give it a shot” Bon Jovi, Livin’ on a Prayer, 1986

The Global Economy
The pace of global economic recovery eased in the
December quarter, as the northern autumn saw the second
wave of the COVID-19 pandemic. The number of new
infections more than exceeded the levels from early 2020,
forcing many jurisdictions across Europe to re-introduce
new containment measures. In the US, containment
measures have been less stringent so far, allowing for
ongoing, albeit slower, growth in economic activity. US

Bipartisan talks on a new fiscal stimulus resumed after the
US elections in early November. With a smaller size of the
newly proposed relief package, the chance of reaching an
agreement have increased. Despite Joe Biden’s victory in
the Presidential elections, hopes for a larger fiscal stimulus
are misplaced in the new US political landscape. The
Republican Party has retained its US Senate majority, while
the Democrat majority in the US House of Representatives
has narrowed substantially.

consumer spending has shown signs of a slowdown,
however, underpinning the need for a new fiscal stimulus.
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The Western Australian Economy
The Western Australian economy has performed relatively
well so far. WA gross state product is just 0.7% lower than
a year ago, the second best result of all Australian states.
Employment is actually higher than late last year, and the
annual rise in retail trade turnover has been the fastest
nationwide. Housing market recovery is also the fastest
of all states, additionally helped by the WA Government’s
grant. Dwelling approvals almost doubled from a year ago,
while new home loans surged by over 75% YoY.
In this year’s state budget, which was released in October,

Number of New Fortnightly COVID-19 Cases

OECD GDP Growth Forecasts

the WA Government adjusted its fiscal strategy to focus on
supporting the Western Australian economy in its recovery
from the pandemic. However, net operating surpluses will

A V-shaped rebound continues in China, helped by stimulus
measures supportive of infrastructure investment. In Japan,
the third wave of the pandemic is posing an increasingly
significant threat to a nascent recovery.

In the December quarter, the Garden State joined the rest of
the nation in economic recovery, as the pandemic has been
virtually eradicated in Melbourne, allowing for substantial
easing of containment measures.

A breakthrough in a COVID-19 vaccine development has
raised hopes for a more sustainable economic recovery
over time. The UK became the first advanced economy
to approve such a vaccine and the authorisation is on
track in the US and the European Union. However, given
the enormous challenges related with the distribution of
the vaccine among the population, it is unlikely that herd
immunity will be developed before late next year.

While Victoria’s rebound has provided an additional boost
for economic activity data this quarter, recovery continued
also in other states. Retail sales resumed to grow in most
states after a temporary setback in September. Labour
market conditions also improved in October, though payrolls
data point to a marked slowdown in job creation later in the
quarter.

The Australian Economy
In Australia, real GDP rose by 3.3% in the September
quarter, reflecting the re-opening of the economy outside of
Victoria. This followed a record fall in GDP in the preceding
quarter caused by the partial national lockdown due to the
COVID-19 pandemic.

The housing market continues to outperform, helped by
low interest rates and government homebuilding support
scheme. The value of new home loans increased while
private sector house approvals rose to the highest level
since 2000.

continue at least until 2023-24, providing partial funding
for a record spending on infrastructure in the coming four
years. Net operating surpluses were revised upwards in the
mid-year review released in December.

Financial Markets
After a temporary deterioration in October related to the
uncertainty around the US Presidential elections and
the resurgence of the pandemic across the Northern
Hemisphere, market sentiment was improving for most of
the December quarter.
The risk-on trade was driven by renewed hopes for US fiscal
stimulus and encouraging vaccine news. In addition, facing
the new wave of the pandemic, the ECB delivered additional
easing in December, while the Fed adjusted its forward
guidance on asset purchases.
The US S&P and Dow Jones gained around 8% in the three
months to mid-December. November was the best month for
the US equities since 1987.
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US long-term government bond yields have climbed to the
highest levels since March, reflecting concerns over higher
fiscal spending. The expectations for further monetary policy
easing have kept US short-term yields relatively steady.
Commodity prices are also generally up this quarter, with
Brent prices surging back to February levels. Iron ore prices
rose to seven-year highs, supported by strong Chinese
demand and a slower than expected recovery in supply from
Brazil.

AUD/USD Closing Rates

Commonwealth Government Bond Yields

In Australia, the RBA rolled out a new package of support
measures this quarter, which included cutting the targets for
the cash rate and 3-year Commonwealth bond yields down
to 0.10% and an introduction of a new bond purchasing
program. The RBA announced that until mid-2021 it will
purchase A$100B of government bonds maturing in around
5-10 years, including Semis.
By the week ending on 12 December, the RBA bought
A$27.0B of Australian government bonds, including A$0.6B
of WATC bonds. In addition, the RBA bought another
A$9.0B of 3-year Commonwealth bonds in support of its
yield target. The recent RBA purchases have taken the
RBA’s market share to around 10%, which compares with
over 20% for the Fed.

The Australian dollar appreciated this quarter on the
back of global risk-on trade, reaching the highest level
since mid-2018 against the US dollar. Relatively good
economic performance, a mild public health crisis and still
high government bond yields compared to other top-rated
countries, could also have supported the demand for the
Aussie.
The Australian stock market has outperformed its US
equivalent, rising by around 12% in the three months to
December. Similarly to the US market, November 2020 was
the best month for Australian equities in more than three
decades.

Craig McGuinness
Chief Economist

Patrycja Beniak
Economist

In their public appearances, RBA officials have hinted that
the bond buying program might be extended beyond mid2021.
Despite the RBA’s purchases, Australian long-term
government bond yields have been trending upwards.
After drifting away from their new target, 3-year yields have
come back in vicinity of 0.10% in mid-December. Spreads
between Semi and Commonwealth bond yields have
widened since the start of the new bond-buying program.

RBA Government Bond Purchases
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Financing Large Scale Investments
with Macquarie University

Syndicated Launch of a
New Floating Rate Note

WATC staff and clients recently participated in a Financing Large Scale Investments training
program provided by Macquarie University.

On 30 November 2020, WATC issued by syndication a
Floating Rate Note (FRN) with a 10 March 2026 maturity.
Prominent performers on WATC’s fixed interest panel, CBA,
UBS AG Australia Branch and WBC were appointed as joint
lead managers for the syndicated benchmark FRN issue.

The program provided an understanding of the process of financing large-scale investments
and looked at how this differs from standard corporate finance. The program covered the
techniques and principles to structure, value and finance large-scale infrastructure and
industrial projects, and examined the different ways in which project finance allocates the
risks and responsibilities typically found in complex projects and renders them financeable.
The training was co-ordinated by WATC with Macquarie University and was originally
planned to be a two day in-person program delivered in March 2020, but was postponed due
to COVID-19. The program was successfully delivered online in November over four half
days, with feedback on the training from participants being very positive.
WATC is looking to run the training program again in 2021. If you are interested in attending,
please register your interest with Stephen Morhall, General Manager Client Services at
WATC, by email to smorhall@watc.wa.gov.au.
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The new issue garnered strong investor support with total
bids exceeding $2.64 billion at close with a final issue
size of $1.53 billion being allocated to 18 institutions. The
$1.53 billion issue volume was the largest ever undertaken
by WATC in FRN format. The issue was well supported by
domestic bank balance sheets and fund managers, with
100% going to domestic investors.
The investor term sheet can be viewed on the WATC
website at www.watc.wa.gov.au.
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WATC Hosting of the 2020 National
PPP Contract Managers Forum

WATC Wins
Silver Lonnie

WATC recently hosted the 2020 National PPP Contract Managers Forum which brought
together contract managers from government departments across Australia and New
Zealand to promote a learning and sharing of experiences relating to PPP investments.

For the past 35 years, the annual Lonnie Awards have
encouraged and celebrated excellence in annual reporting
across the WA Government sector. The Awards recognise
the importance of being accountable and transparent in a
succinct and independent way, through an entities annual
report.

The 2020 Forum, which is restricted to government employees only, was a virtual event due
to COVID-19, and focused on managing PPPs during the unprecedented times that we are
currently experiencing.
David Letts, Head of Advisory Services at WATC, hosted the four and a half hour Forum,
which included 8 presentations by 13 different presenters from across Australia and NZ, with
190 people from over 100 different government agencies viewing the Forum online.
The presentations were very relevant and interesting and included a number of case
studies (based on first-hand experience), research, panel discussions and insight sessions.
Unfortunately the Forum was not recorded as it was provided on the basis of Chatham
House Rules, however, plans are already underway for the 2021 Forum and WATC is
looking to hold a WA only event focusing on WA PPPs and major contracts.
If you are interested in attending the next forum and you are a government employee, or you
would like to discuss any aspects of PPPs, please contact David Letts by sending an email
to dletts@watc.wa.gov.au.

This year’s awards event was postponed from March due to
Covid restrictions and was held in late October. The awards
were based on 2018/19 annual reports.
WATC was proud to receive two awards this year; an
overall Silver award for the GTE sector; and a specialist
award “ State Records Commission Award for Excellence in
Compliance Reporting”.

Ross Moulton, Chief Operating Officer at
WATC, recieiving a Silver Lonnie Award from
Professor Carmen Lawrence
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2020-21 State Budget
Presentation

Season's Greetings
On behalf of everyone at WATC, we wish our clients a Merry
Christmas and all the best for 2021. Thank you for your continued
support during what has been a challenging 2020.

On the 20th October 2020, the Treasurer The Hon Ben Wyatt
LLB MSc MLA, and WATC CEO, Kaylene Gulich, provided an
online presentation to investors on the 2020/2021 State Budget,
the Western Australian Economy and State Finances.

WATC offices will be closed for the Christmas, Boxing Day and
New Year’s Day public holidays, but will be open as usual on the
business days over the Christmas and New Year period.

Full details of the Budget can be accessed via the Our State
Budget Website.

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 guarantwee 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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We look forward to continuing our successful partnership with you
in 2021.

For information on any products
or services, please contact:

For economic commentary or
clarification, please contact:

Jameson Hick
A/Head of Client Debt Finance
& Investments
(08) 9235 9134
jhick@watc.wa.gov.au

Craig McGuinness
Chief Economist
(08) 9235 9104
cmcguinness@watc.wa.gov.au

Lisa Brady
Head of Client Foreign
Exchange & Treasury Services
(08) 9235 9122
lbrady@watc.wa.gov.au

Patrycja Beniak
Economist
(08) 9235 9110
pbeniak@watc.wa.gov.au

David Letts
Head of Advisory Services
(08) 9235 9178
dletts@watc.wa.gov.au

8

Western Australian Treasury
Corporation (WATC) is the State’s
central financial services provider,
working with its public sector clients to
achieve sound financial outcomes.
WATC’s principal activities involve:
•

funding and debt management

•

asset and investment management

•

financial advisory services

•

financial risk management

•

treasury management services
and systems.

Level 12
225 St Georges Terrace
Perth WA 6000
P: (+61) 8 9235 9100
F: (+61) 8 9235 9199
E: watc@watc.wa.gov.au
watc.wa.gov.au

