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March 2016 Quarter Review
Markets finished the quarter settled after beginning in a jittery and volatile fashion. A range of destabilising factors arose in January
causing all markets to fall including prices of credit market securities. One factor was the first cash rate rise in the US in eight years.
The US Federal Reserve has indicated financial market volatility is important in determining their actions and will adopt a cautious
approach to further increases. Other developed economies are still struggling and require consistent central bank support. Australian
interest rates remain low with the RBA maintaining an easing bias. Combined with persistent low inflation, interest rates remain
close to all-time lows.

The first quarter of 2016 opened with a jump in volatility in all markets, driven by large falls in commodity prices, concerns over a slowing
Chinese economy and fallout from the first cash rate rise in the US for over 8 years. The US Federal Reserve also indicated a series of cash
rate rises to come over 2016. This contributed to the market volatility given its potential negative effect on the economy and its likelihood
to push the USD higher. The volatility led to falling long term bond rates with 10 year rates in the US and Australia close to all-time lows.
Credit spreads also jumped globally resulting in falling prices for corporate bonds, despite little balance sheet stress outside the commodity
sector. In the latter half of the quarter, several factors led to market stability: the ECB enacting new forms of quantitative easing, good US
economic data and the stabilisation of commodity prices. More recently, US Fed commentary has indicated that the Fed has pared back
their forecasts of further cash rate rises, expecting now only 1-2 rises in the second half of 2016 rather than four over the whole year. The
overall message is that the pace of US cash rate normalisation will be slow. Additionally the US Fed is quite cognisant of the recent
heightened market volatility and sluggish global GDP growth. The low level of rates is still here for some time to come, especially in the
context of non-US economies still struggling and experiencing very low levels of inflation.
Australia has not been immune from the global market volatility. Equity markets were extremely weak in January followed by poor credit
markets in February with the added worry of some European banking concerns. However, markets have recovered well in the past month
along with global peers. The most recent Australian GDP data was strong as well as the labour force data exceeding expectations. On the
other hand, the recent strong AUD may concern the RBA. Low inflation and a cooling property market gives the RBA room to move, with
markets now expecting a 0.25% cash rate cut by the last quarter this year. Australian credit markets have partially recovered in March,
however this has been at a mixed pace depending on the market segment. Liquidity factors have been evident with issuance in the listed
bank hybrid sector. Of concern is that the wholesale markets have seen no significant non-bank issuance in 2016. This points to a lack of
investment by corporate Australia.

Relevant Australian Interest Rate returns to March 2016 end
Index
Cash (Bank bill index)
UBS Australian Government Bond (All maturities)
UBS Corporate Bond (All maturities)
UBS Composite Bond (All maturities)

1 month
Return
0.20%
-0.36%
0.02%
-0.21%

3 month
Return
0.58%
2.33%
1.42%
2.05%

ASX Bonds and Hybrids; All Issues (incl. franking)*

1.00%

-0.18%

0.15%

2.50%

-0.01%
-0.19%
-3.61%
-2.35%

1.68%
-0.50%
-12.11%
-8.05%

2.29%
2.98%
17.08%
17.20%

All Bonds
All hybrids (incl. franking)

1.25%
0.94%
All Ords
4.12%
All Ords accum
4.74%
* franking including on securities with franking credits attached. Sources: IRESS, EAP.
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12 month
Return
2.24%
1.58%
2.22%
1.97%

12 month
Volatility
n/a
4.10%
1.86%
3.19%
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Global Interest Rates
Interest rates globally fell heavily again in the March
quarter. In most markets, rates have made new lows,
however US rates are more in a sideways trend, indicating
that the US economy is faring better than most. Interest
rates in Europe are close to zero across the whole curve.
Inflation expectations are very low. Combined with weak
growth, it is not surprising interest rates remain low and
that forecasts of US Fed rate rises have been pared back.
Additionally the Fed has made it clear they take into
account the state of financial markets and global risks. With
the US out of synch with other major economies and other
central banks (ECB, Japan) enacting various forms of bond
buying policies to stimulate economies, increased inflation
will be required to move interest rates significantly higher.

Long term Interest rates

7.00%

Aust 10 Gov Bond

6.50%
6.00%

US 10 yr Treasury

5.50%

Euro - 10 yr bond
rate

5.00%
4.50%
4.00%
3.50%
3.00%
2.50%
2.00%
1.50%
1.00%
0.50%

Source: IRESS
0.00%
Mar 2009 Mar 2010 Mar 2011 Mar 2012 Mar 2013 Mar 2014 Mar 2015 Mar 2016

Australian Interest Rates
10 year swap
1 year swap

4.5%

Official Cash

4.0%
3.5%
3.0%
2.5%
2.0%
Source: IRESS
1.5%
Mar 2013

Australian equity market vs. bond and hybrid
markets

Dec 2013

Sep 2014

Jun 2015

Mar 2016

Volatility and Credit spreads

ITRAXX margin

Volatility in all markets has been elevated in the past
quarter. Australian equity volatility surged to levels seen in
the previous July, however in contrast this most recent
bout of volatility was accompanied by rising credit spreads.
This rise was attributable to heavily falling commodity
prices and a scare on the balance sheets of European
banks. These factors stabilised during March. Combined
with a toned down US Fed, markets recovered well, as
shown in the chart with volatility and credit spreads much
lower at quarter end.
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Australian rates remain low in an environment of low
inflation, a rising AUD and signs of the strong housing sector
abating. These factors give the RBA (which has an easing
bias) room to potentially cut the cash rate in 2016. This will
keep pressure on short term rates to remain low. Additional
factors to drive interest rate volatility in coming months are
the timing of the 2016 Federal election and potential for the
global drivers of the recent volatility to re-emerge. The high
level of Australian rates compared to that found offshore
will keep demand strong for Australian bonds and
potentially put more upward pressure on the AUD and in
turn the economy. This will also influence the RBA. The
market is pricing for a 25 point cash rate cut in August to
1.75%.
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ASX Bond and Hybrid market
Market volatility in the first quarter had a large impact on spreads of ASX bond and hybrid securities, having the effect of continuing
the upward trend of margins in the various sub sectors that commenced in August 2014. The late part of the quarter saw credit spreads
fall back, following the lead of the reference ITRAXX index. Non-bank corporate bond spreads have recovered best, possibly indicating
the lower level of individual company share price volatility compared to the banks. There have been no negative credit events from
companies with ASX issued interest rate securities. In late 2015 some doubt was cast on Origin’s ability to repay its subordinated notes
due late 2016, however more recently the company has satisfied the markets that the repayment will occur. Crown Resorts debt has
fallen in price due to press reports that the major shareholder may embark on capital management. Crown Resorts themselves have
stated they are unaware of such activity. Close analysis shows that a leveraged buyout of Crown Resorts is very unlikely given
governments’ requirements that casino operators maintain a high credit grade.

The bank hybrids have reacted differently in the recent recovery depending on the maturity profile. All margin spreads widened in
February. However subsequently, as shown in the chart, margins of shorter dated bank hybrids recovered (fell) more quickly than
medium and longer dated hybrids. Investors prefer the lower risk profile of hybrids with closer maturity dates.

Major bank hybrid margins by expected redemption dates
6.00%

2022 +
5.50%

Margin

5.00%

2020-2021

4.50%
2016-2019
4.00%

3.50%

3.00%
Oct-2015

Nov-2015

Dec-2015

Jan-2016

PAGE 3 OF 4

Feb-2016

Mar-2016

Australian Interest Rate Markets
March 2016 Quarter Review

This document is the product of the sales desk and not the research department.
GENERAL ADVICE WARNING & DISCLOSURES
This document is provided by Evans and Partners Pty Ltd (Evans and Partners) ABN 85 125 338 785, holder of AFSL 318075.
The information in this document is general in nature only and does not take into consideration an investor’s objectives, financial situation or needs.
Before acting on the advice, investors should consider the appropriateness of the advice, having regard to the investor’s objectives, financial situation
and needs. If the advice relates to a financial product that is the subject of a Product Disclosure Statement (e.g. unlisted managed funds) investors
should obtain the PDS and consider it before making any decision about whether to acquire the product.
The material contained in this document is for information purposes only and does not constitute an offer, solicitation or recommendation with respect
to the purchase or sale of securities. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Investors should
be aware that past performance is not an infallible indicator of future performance and future returns are not guaranteed.
Any opinions and/or recommendations expressed in this material are subject to change without notice and Evans and Partners is not under any
obligation to update or keep current the information contained herein. References made to third parties are based on information believed to be reliable
but are not guaranteed as being accurate.
This document is provided to the recipient only and is not to be distributed to third parties without the prior consent of Evans and Partners.

Evans and Partners and its respective officers and associates may have an interest in the securities or derivatives of any entities referred to in this
material. Evans and Partners does, and seeks to do, business with companies that are the subject of its research reports.

EVANS AND PARTNERS CORPORATE RELATIONSHIP DISCLOSURE

Company
AUI
AYUHB
BENPF
CIE
CGL
DUI
EAI
IGL
MGC
MQGPB
NAB
SWM
TGG
TOX

Nature of Relationship
The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and Partners is unable to
give Sellers advice in respect to a sale of this security. Evans and Partners has been appointed as Placement Agent in respect of
the company’s renounceable rights issue and will receive fees for acting in this capacity.
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months. A
director of Evans and Partners Pty Ltd is a director of The Citadel Group Limited.
The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and Partners is unable to
give Sellers advice in respect to a sale of this security.
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months
Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in the past 12 months.
Evans and Partners arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12
months.
Evans and Partners arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12
months.
Evans and Partners arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12
months.
A director of Evans and Partners Pty Ltd is a director of Seven West Media Limited.
Evans and Partners Pty Ltd was appointed as Sponsoring Broker in relation to the 1 for 4 pro-rata entitlement offer (and any
subsequent shortfall) of Templeton Global Growth Fund Limited (TGG) and will receive fees for acting in this capacity.
Evans and Partners arranged, managed or co-managed an offering of securities of the company or its affiliates in the past 12
months.

DISCLAIMER
Except for any liability which cannot be excluded, Evans and Partners, its directors, employees and agents accept no liability or responsibility
whatsoever for any loss or damage of any kind, direct or indirect, arising out of the use of all or any part of this material. All information is correct at
the time of publication; additional information may be available upon request.
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