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AUSTRALIAN FIXED INCOME MONTHLY  

 

Australia Market Commentary 
The Australian bond market (as measured by the Bloomberg AusBond Composite 0+ Yr Index) was up 1.50% over the month, 
outperforming Australian equities which fell 0.12%. The yield curve flattened as the spread between long-term and short-term 
bond yields narrowed. 3-year government bond yields ended the month down 16 basis points (bps) to 1.85% while 10-year 
government bond yields were down 27 bps to 2.32%. Short-term bank bill rates ended the month higher. The 1-month rate was 
up 17bps to 2.05%, the 3-month rate was up 9 bps to 2.09% while the 6-month rate was up 9 bps to 2.22%. The Australian dollar 
was lower, closing the month at USD 0.71. 
 
During the month, the Reserve Bank of Australia (RBA) maintained the cash rate at 1.50%. The RBA maintains its view that the 
Australian economy is performing well and that while the global economy is still expanding there are signs of a slowdown in 
global trade. Further progress in reducing domestic unemployment and a return to target inflation is also expected, albeit 
gradual. 
 
Domestic economic data releases were mixed in December. The Australian economy grew by only 0.3% over Q3 2018, this was 
much weaker than the expected 0.6%. The Australian Treasury released the Mid-Year Economic and Fiscal Outlook (MYEFO), with 
the underlying budget deficit of AUD 5.2 billion as expected. Employment rose by 37,000 positions in November (mostly in part-
time positions). Meanwhile the unemployment rate rose from 5.0% to 5.1%. The NAB Survey of Business Conditions eased 2 
points to +11 in November and business confidence fell 2 points to +3. 
 
Australia Market Outlook 
Global growth has desynchronised and we remain cautious given ongoing geopolitical risks and shifting central bank policy 
settings. The US Federal Reserve raised the federal funds rate by 25 basis points in December and the European Central Bank 
ended its QE tapering program. The US instigated trade war remains ongoing, despite the temporary truce called between the US 
and China at the last G20 Summit.  
 
The Australian economy continues to grow and has officially completed 26 years of uninterrupted expansion.  We expect the 
monetary policy easing that took place in 2016 to continue to support a slow but robust growth environment.  
 
Over the past six months the consumer has struggled despite a strong business and employment outlook. Corporate profits are 
robust and business confidence remains positive, however historically low retail sales and poor consumer confidence driven by 
very low wages growth makes the outlook for growth quite mixed. 
 
We expect the RBA to continue to keep rates on hold into 2020. In the bond market, we expect Australian bond yields to follow 
global yields higher. Provided there is no sharp sell-off in risk assets we would expect credit spreads and swap spreads to remain 
well supported. 
 
Credit Commentary 
With news flow on trade wars, oil price falls, Brexit and the partial closure of the US Government, credit continued to suffer from 
uncertainty in the less liquid December market leading up to the festive season. Spreads widened severely in the US by 
approximately 18 basis points (bps), slightly in Europe by approximately 2 bps and in Australia by nearly 8 bps. Synthetic indices 
also reflected this widening with the Australian iTraxx 12.5 bps wider and, in offshore markets, the US CDX 12.5 bps wider and 
European iTraxx 6.5 bps.   
 
In issuer specific news for the month, Coca Cola Amatil’s share price fell 12% after announcing it would divest SPC and also 
suggesting it would miss its earning growths targets. While it had no immediate ratings impact, the ongoing woes for the 
company suggest underperformance. The Queensland Competition Authority released its final decision which saw Aurizon’s 
revenue capped at AUD 4.12 billion which is AUD 230 million higher than the March draft ruling but still AUD 770 million less than 
Aurizon’s proposal.  The Australian Competition and Consumer Commission deferred its decision on the TPG-Vodafone merger 
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over concerns on the impact on competition and is now requesting a further submission in January before making a ruling in 
March. 
 
 The Reserve Bank of New Zealand introduced a new additional 6.5-7.5% Tier 1 Capital buffer to be implemented by May 2019. 
This requirement will impact the big four Australian banks given they all have New Zealand subsidiaries.  
 
In ratings news, Qantas and Mirvac both dropped Standard & Poor’s (S&P) as a rating agency.  In both cases, the ratings from S&P 
was lower than other available ratings – in general, Nikko regards such decisions with considerable caution.  In other rating news, 
Anheuser-Busch InBev was downgraded from A3 to Baa1 with a stable outlook due to its high debt balance and also being 
behind on expectations regarding its deleveraging. S&P moved Macquarie Group’s outlook to ‘Positive’ from ‘Stable’ on its BBB 
rating while moving the outlook on Macquarie Bank Limited to ‘Developing’ from ‘Negative’.   
 
Following AUD 12.6 billion issuance in November, December saw a very low AUD 100 million of supply (from one issuer, Bank of 
Queensland). The total non-financial corporate issuance for 2018 was AUD 9.2 billion, about half of the previous year’s supply. 
Financial issuance increased to carry the total amount issued for 2018 to AUD 75.1 billion up from 2017’s AUD 74.1 billion. In 
securitisation, two deals were priced, both having substantial pre-commitments: a Liberty auto ABS and a National Australia Bank 
RMBS. 
 
Credit Outlook 
Credit spreads continued to widen, though still substantially tighter than the levels of 2015.  As such, there is room for further 
widening in an environment where global or economic uncertainty continues to apply pressure: however, underweighting credit 
for any sustained period of time has become more expensive as spreads widen.    
 
Supply in 2018 exceeded that of the previous year, boosted by strong issuance from the major banks and other financials. 
Domestic non-financial supply is, however, always uncertain given many Australian investment-grade issuers tend to be lowly 
geared and so require less debt.  In addition, the bank loan market remains attractive for shorter maturities and offshore markets 
offer competitive pricing for sizable long-term debt issues. Many issuers have also taken advantage of low rates to refinance 
much of their maturities and the short-term corporate pipeline is thin.  
 
Offshore, supply in the US market has remained strong and offshore markets, are in general, not as exposed to the lack of supply 
of non-financials as the Australian market. 
 
Given the weakness of spreads, caution needs to be applied especially when investing in lower-rated credits. Despite the differing 
performance in terms of ratings, high-yield spreads in the US still appear reasonably tight and in Europe are close to normal but 
vulnerable to further widening; as such, the extent of compensation for taking exposure to lower-rated credit is less compelling. 
Our preferred sectors remain domestic or select Asian banks, RMBS and the stronger utilities. Select offshore banks can also 
provide strong opportunities but caution must be taken due to the difficult operating environments and regulatory uncertainty 
for banks in many jurisdictions. 
 
 
 
 
 
 
 
 

Important Information 
This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution only under such circumstances as may be 
permitted by applicable laws. This document does not constitute investment advice or a personal recommendation and it does not consider in any way the 
suitability or appropriateness of the subject matter for the individual circumstances of any recipient.  
This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or participate in any 
trading strategy. Moreover, the information in this material will not affect Nikko AM’s investment strategy in any way. The information and opinions in this 
document have been derived from or reached from sources believed in good faith to be reliable but have not been independently verified. Nikko AM makes no 
guarantee, representation or warranty, express or implied, and accepts no responsibility or liability for the accuracy or completeness of this document. No reliance 
should be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This document should not be regarded by 
recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may change without notice.  
In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of future performance 
are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. The mention of individual stocks, 
sectors, regions or countries within this document does not imply a recommendation to buy or sell.  
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Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided that nothing herein 
excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  
All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko AM is strictly 
prohibited.  
Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it intended for 
distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 368 Member Associations: The 
Investment Trusts Association, Japan/Japan Investment Advisers Association.  
United Kingdom and rest of Europe: This document constitutes a financial promotion for the purposes of the Financial Services and Markets Act 2000 (as 
amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).  
This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United Kingdom by the FCA (122084). It is 
directed only at (a) investment professionals falling within article 19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005, (as 
amended) (the Order) (b) certain high net worth entities within the meaning of article 49 of the Order and (c) persons to whom this document may otherwise 
lawfully be communicated (all such persons being referred to as relevant persons) and is only available to such persons and any investment activity to which it 
relates will only be engaged in with such persons.  
United States: This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments. This 
document should not be regarded as investment advice. This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. 
Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko 
Asset Management Americas, Inc. is a United States Registered Investment Adviser.  
Singapore: This document is for information only with no consideration given to the specific investment objective, financial situation and particular needs of any 
specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, you should consider 
whether the investment selected is suitable for you. This publication has not been reviewed by the Monetary Authority of Singapore. Nikko Asset Management 
Asia Limited is a regulated entity in Singapore.  
Hong Kong: This document is for information only with no consideration given to the specific investment objective, financial situation and particular needs of any 
specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, you should consider 
whether the investment selected is suitable for you. The contents of this document have not been reviewed by the Securities and Futures Commission or any 
regulatory authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed institution in Hong Kong.  
Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is responsible for the distribution of this information in Australia. Nikko AM Australia 
holds Australian Financial Services Licence No. 237563 and is part of the Nikko AM Group. This material and any offer to provide financial services are for 
information purposes only. This material does not take into account the objectives, financial situation or needs of any individual and is not intended to constitute 
personal advice, nor can it be relied upon as such. This material is intended for, and can only be provided and made available to, persons who are regarded as 
Wholesale Clients for the purposes of section 761G of the Corporations Act 2001 (Cth) and must not be made available or passed on to persons who are regarded 
as Retail Clients for the purposes of this Act. If you are in any doubt about any of the contents, you should obtain independent professional advice.  
New Zealand: Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562) is the licensed Investment Manager of Nikko AM NZ Investment 
Scheme, the Nikko AM NZ Wholesale Investment Scheme and the Nikko AM KiwiSaver Scheme.  
This material is for the use of researchers, financial advisers and wholesale investors (in accordance with Schedule 1, Clause 3 of the Financial Markets Conduct Act 
2013 in New Zealand). This material has been prepared without taking into account a potential investor’s objectives, financial situation or needs and is not 
intended to constitute personal financial advice, and must not be relied on as such. Recipients of this material, who are not wholesale investors, or the named 
client, or their duly appointed agent, should consult an Authorised Financial Adviser and the relevant Product Disclosure Statement or Fund Fact Sheet (available 
on our website: www.nikkoam.co.nz).  
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public to 
purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued 
to, or shown to the public generally.  
Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti Capital 
Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement or public offering is, 
therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public offering of the Strategy is being 
made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing or solicitation or inducement activities are being 
used to offer or market the Strategy in Kuwait.  
Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated by the 
Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). 
This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever 
without a prior written permission from Nikko AME.  
This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or appropriateness of the 
subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is not treating that person as a client for the 
purposes of the FCA Rules other than those relating to financial promotion and that person will not therefore benefit from any protections that would be available 
to such clients.  
Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any time make 
purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or have provided significant 
advice or investment services in any investments referred to in this document or in related investments. Relevant confidential information, if any, known within 
any company in the Nikko AM group or Sumitomo Mitsui Trust Bank group and not available to Nikko AME because of regulations or internal procedure is not 
reflected in this document. The investments mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for 
all types of investors.  
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by the Commercial 
companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an offer to sell, or the solicitation of 
any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market law (issued by 
Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.  
Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent investigation 
of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be reproduced, redistributed, or 
sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko Asset 
Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko 
AME.  
United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, a public offer 
of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a limited number of investors in 
the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment in such Strategy, and (b) upon their specific 
request.  
The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any other relevant 
licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should not be given or shown to any 
other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  
No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 
 


