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Australia’s budget balance

Underlying cash balance per cent of GDP

The fiscal position has deteriorated significantly as a result of COVID-19. The underlying cash balance in 2020-21 is forecastto be 11 per cent
of GDP and is expected toimprove across the forward estimates to 3 per cent of GDP in 2023-24. The announced fiscal response to COVID-19
since the onset of the pandemicis around $507 billion orthe equivalent of 25.6 per cent of GDP.
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Comparison of Government Budget Balances

2018 to 2021 (forecast) for G7 and Australia

The Australian Government is managing the impact of the pandemic from the position of having a strong balance sheet. This
will comfortably underpin the Government’s fiscal response. Post-crisis, the balance sheet position will continue to exhibit
relatively low netdebt by global standards. S&P Moody’s and Fitch have recently re-affirmed Australia’s AAA sovereign rating.
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Comparison of Government Net Debt

2019 to 2021 (forecast) for G7 and Australia
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Cumulative GDP growth since December 2019 quarter

for G7 and Australia
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Australian Government Securities

Three instruments available

Treasury Bonds Treasury Indexed Bonds Treasury Notes
Amount Outstanding Amount Outstanding Amount Outstanding
$708.2 billion $37.0billion $69.0 billion
30 lines on issue 7 lines onissue 11 lines onissue
Averageline size is $23.6 billion Averageline size is $5.3 billion Averageline size is $6.3 billion
Maturities range from 2020 to 2051 Maturities range from 2022 to 2050 Maturities range up to July-2021
Gross Issuance 2020-21 (F) Gross Issuance 2020-21 (F)
Around $240 billion Around $2-2.5 billion

Further information

» Four new Treasury Bond lines have been established in 2019-20 maturing in 2025,2026,2031 and 2051. Itis plannedto establishan additional new Treasury
Bond line maturing in 2032 in the second half of 2020-21.

Treasury Bond tenders totaling $3-4 billion will be conducted in most weeks
Syndicated taps of existinglong-dated Treasury Bond lines will remain under consideration.
There are no plansto resume regular Treasury Bond buyback tenders during 2020-21.

Two tenders of Treasury Indexed Bonds will be conducted in most months.

YV V V V V

Treasury Notes tenders of $2-4 billion can be expected in most weeks.

Note: Figures are as at 9 October 2020. Amount shown for Treasury Indexed Bonds is based upon the face value of the bonds outstanding unadjusted for changes in the CPI.
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Issuance of Australian Government Securities

Gross Issuance

» Treasury Bond issuance for 2020-21 is expected to be around $240 billion, of which $117 billion has already been undertaken as at
6 October 2020. Itis plannedfor $3-4 billion to be issuedin most weeks by tenderfor the remainder of the 2020 calendar year.

» Treasury Notes will continue to be issued on a regular basis, which will involve issuance of $2-4 billionin most weeks by tender.

> Treasury Indexed Bond issuance of $2-2.5 billionis expected for2020-21, of which $650 million has already been undertaken.
Two tenders are planned for most months.
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Source: AOFM. Forecast issuance of Treasury Notes in 2020-21 is not available.
Actual Treasury Note issuance will vary depending on the flows of Government expenditure and receipts.
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Treasury Bond curve extension and long issuance bias

Maintaininga 30-year Treasury Bond curve remains a key objective of the AOFM’s debt management strategy. The recent syndication of the new
June 2051 bond line increased the weighted average term to maturity (WATM) of the Treasury Bond portfolioto around 7.8 years. The AOFMis
aware of the differencesin liquidity across the yield curve and will look to systematically build the stock outstandingin ultra-long maturities, but not
at arate thatis a detrimentto the market.
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Treasury Bonds on Issue

The AOFM will continue to target high volume issuance in the most liquid (high-demand) parts of the yield curve while supporting other parts of the market
by respondingto demand and issuingin appropriate volumes. Six new Treasury Bond lines have been established since March 2020, witha new 2032
maturity planned forthe second half of 2020-21. Syndicated taps of existinglong-dated bond lines will be considered. Around the time of the resumption of
issuance in January 2021, the AOFM will announce plans fornew bond lines. This may include selectively adding a third maturi ty in some calendar years.
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Turnover - Treasury Bonds

Liquidityinthe AGS market remains attractive — particularly around the 3 and 10-year futures baskets. Trading between AGS
intermediariesis strong which provides confidence to support investors when banks need to ‘short’ linesto provide liquidity.
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Source: AOFM. The AOFM relies on data provided by survey respondents and cannot guarantee the accuracy of this data
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Treasury Bond futures market activity

Monthly turnover (3m M.A.)
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Source: ASX, AOFM
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Issuance of Treasury Notes

Treasury Note issuance is plannedto be around $2-4 billion each week dependent on cash management needs. Treasury Notes will continue to have
an important role throughout this year and for the foreseeable future. While some ‘terming out’ of a proportion of the Treasury Note stock can
eventually be expected, the AOFMwill carefully reflect on the experience of investor engagement with Treasury Notes since the market dislocation

in March 2020 prior to doingso.

ASbn ASbn

80 - - 80
70 - - 70
60 - - 60
50 - - 50
40 - - 40
30 - - 30
20 - - 20
10 A - 10
0 T T T T T T T T —- 0

N WQ A O Q ,»Q) :\9 D Q Q ,’19

v A% A%
# ‘I </ ’ \I Ed s &
QQ/ \"b(\ Q(E:O @0 ‘,.Q @'s\ \\)'0 N ?_\)oo CDQ;Q 0‘-’
T-Notes on issue Rolling 3-month T-Note issuance

Source: AOFM

ASbn ASbn
14 - - 14
12 - - 12
10 -+ - 10
8 - - 8
6 - - 6
4 - - 4
2 A - 2
O T T T T T T T T T T T T T T T T T T O

OO0 0 0000000 O d o o o o — o

T FFTIFTFIFFFAAFFA QA

C O % >c S Wwayg =22 9 Cc0sL s >c5

a = T QO =

TEss3°"28022888s<s3"°

QOutstanding 31-Dec-19 Matured Current outstanding

AOrM

11



Rise and importance of T-Notes in available short-term securities

June 2019 to June 2020
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Changesto geographic and sectoral secondary market turnover

for Treasury Notes in 2019-20
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Source: AOFM
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Treasury Indexed Bondson Issue

Amount shown is the face value unadjusted for changes in the CPI adjusted capital value of the bond

The AOFM recognisesthe liquidity challenges facing the TIBs market overthe past year in particular, and will continue to support this market.
This means that prevailing market conditions and appropriate tendervolumes will remain important determinants of issuance decisions.
The importance of regularissuance supplyisacknowledged.
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Turnover - Treasury Indexed Bonds

Total turnover A$49 billion (2019-20)
AS52 billion (2018-19)
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Australian Sovereign bond spreads

» Recentmarket changes have resultedin a reversal of the negative yield spreads on AGS relative to US Treasuries. The AGS market will continue to
look attractive to other core sovereign markets on an outright and hedged basis for many offshore investors.

» The AGS domesticinvestorbase continuesto be dominated by bank balance sheets and fund manager allocations, which re-engaged with the
market early after the period of dislocation experienced in late March.

Sovereign bond yield curves Australia vs. US
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Australian Sovereign bond spreads

10yr Bond: Hedged Relative Spread (20 day m.a.) 30yr Bond: Hedged Relative Spread (20 day m.a.)
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Net capital flow into Australian Government Bonds
by Japanese investors (AUD billion)

ASbn AUD/JPY
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Resident and Non-resident holdings of AGS

Market value ASbn
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Domestic bank and non-bank holdings of AGBs

Value of Holdings
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Source: Australian Bureau of Statistics, AOFM, RBA.
AGBs are Treasury Bonds and Treasury Indexed Bonds.
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Domesticbank holdings of AGS and semi-government bonds

Value of Holdings
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Source: Australian Bureau of Statistics, AOFM
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Repo market activity and short-term funding

Elevated fundingrates in repo markets can limit the ability of some investorsto hold large positionsin AGS. Funding conditions eased in 2019 and into 2020 with an
increase in the use of repo by non-residents. Since March 2020, the RBA has injected additional liquidity into the financial systemthrough its open market operations at
rates which do not crowd out the private sector repo market — for example domesticnon-banks lending cash through repo as an investment (right hand chart).

Non-resident repo market activity
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Source: RBA. Quarterly data except for the last data point which is 31 July 2020.

Domestic non-ADI repo market activity
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Repo market activity and short-term funding
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Source: AOFM, Refinitiv. As at 9 October 2020.

Australian Government Bonds

Treasury Bonds: Volume Outstanding (AUD Yield (% Modified Duration
1.75% 21 November 2020 17,721,000,000 0.06 0.11
5.75% 15 May 2021 25,824,324,000 0.09 0.57
2.00% 21 December 2021 16,398,000,000 0.10 1.17
5.75% 15 July 2022 24,762,708,000 0.13 1.67
2.25% 21 November 2022 26,500,000,000 0.15 2.05
5.50% 21 April 2023 34,199,708,000 0.14 2.34
2.75% 21 April 2024 32,900,000,000 0.16 3.34
0.25% 21 November 2024 28,000,000,000 0.22 4.08
3.25% 21 April 2025 32,400,000,000 0.25 4.19
0.25% 21 November 2025 23,500,000,000 0.32 5.06
4.25% 21 April 2026 33,400,000,000 0.36 4.94
0.50% 21 September 2026 25,000,000,000 0.43 5.83
4.75% 21 April 2027 29,699,566,000 0.47 5.67
2.75% 21 November 2027 28,000,000,000 0.55 6.46
2.25% 21 May 2028 29,700,000,000 0.62 6.97
2.75% 21 November 2028 29,600,000,000 0.67 7.28
3.25% 21 April 2029 31,999,803,000 0.72 7.47
2.75% 21 November 2029 32,900,000,000 0.77 8.07
2.50% 21 May 2030 35,400,000,000 0.80 8.54
1.00% 21 December 2030 26,700,000,000 0.85 9.61
1.50% 21 June 2031 24,500,000,000 0.88 9.81
1.00% 21 November 2031 23,500,000,000 0.92 10.41
1.25% 21 May 2032 16,200,000,000 0.94 10.70
4.50% 21 April 2033 14,300,000,000 0.96 9.98
2.75% 21 June 2035 8,550,000,000 1.15 12.23
3.75% 21 April 2037 12,000,000,000 1.30 12.80
3.25% 21 June 2039 9,600,000,000 1.46 14.46
2.75% 21 May 2041 6,600,000,000 1.55 15.98
3.00% 21 March 2047 13,300,000,000 1.69 19.13
1.75% 21 June 2051 15,000,000,000 1.80 23.28
Total: 708,155,109,000 Portfolio: 6.7
Treasury Indexed Bonds: Volume Outstanding (AUD, Yield (% Modified Duration
1.25% 21 February 2022 6,840,106,000 -0.44 1.35
3.00% 20 September 2025 7,592,722,000 -0.64 4.66
0.75% 21 November 2027 5,350,000,000 -0.62 6.97
2.50% 20 September 2030 5,442,720,000 -0.52 9.04
2.00% 21 August 2035 4,250,000,000 -0.37 13.25
1.25% 21 August 2040 3,650,000,000 -0.20 17.96
1.00% 21 February 2050 3,850,000,000 -0.09 26.10
Total: 36,975,548,000 Portfolio: 9.8

Australian Government Securities are exempt from non-resident Interest Withholding Tax.
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Market Makers - Treasury Bonds

These institutions (listed alphabetically) have indicated that they make markets in Treasury Bonds.
The level of activity can vary between institutions.

Morgan Stanley

//7/

BofA SECURITIES

Daiwa

Capital Markets

JPMorgan

National
Australia
Bank

%% UBS

BNP PARIBAS

The bank for a changing world

Deutsche Bank

MACQUARIE
BANK

NOAURA

Connecting Markets East & West

s

V on'

CItl
goldman
achs

MIZWIHO

Capital
Markets

®

RBC
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Website:

Address:

Enquiries:

Further information

www.aofm.gov.au

Australian Office of Financial Management
Treasury Building, Level 3, Newlands Street
Parkes ACT 2600 Australia

InvestorRelations@aofm.gov.au

Easy access to quoted yields:

www.rba.gov.au

Bloomberg:

“AOFM Go” (Homepage)

“ACGB Govt Go” (TBs and TiBs)

“ACTB Govt Go” (TNs)

Thomson Reuters:

“AOFMINDEX” (Homepage)
“OHAUTSY=YBAU” (TBs)
“O#AUILB=YBAU” or “O#AUTSYIL=" (TIBs)
“OHAUTNOTES=YBAU"” (TNs)
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Disclaimer

The information in this publication is for general guidance only. It does not constitute legal or other professionaladvice, and should not berelied on as a statement of the law inanyjurisdiction. As this publicationis
intended onlyasageneral guide, it may containgeneralisations.

Whilethe AOFM will make every reasonable effort to provide current and accurate information, neither the AOFM northe Common wealth of Australia acceptany responsibility forthe currency, accuracyor
completeness of thatinformation. Any estimates, analytics, projections, forecasts or forward looking statements are subject to risks, uncertainties and assumptions which may cause the actual results and
performances to differ materiallyfrom any expected future results or performances implied by such statements. The AOFM reco mmends that you exercise your own skill and care with respect to the use or reliance
on thatmaterial or information, or seek professional advice if appropriate.

The AOFM and the Commonwealth of Australia disclaims all and any guarantees, undertakings, representations and warranties, expressor implied, and shall not be liable for any loss or damage whatsoever
(includingincidental or consequential loss or damage), arising out of or inconnection with anyuse of or reliance on theinformationin this publication.

Copyright statement

Ownership of intellectual property rights in this publication
Unlessotherwise noted, copyright (andanyotherintellectual propertyrights, if any) in this publication is owned by the Au stralian Office of Financial Management (AOFM).

Creative Commons licence

With the exception of the Commonwealth Coat of Arms (see below); the AOFM logo; the logos listed under ‘Market Makers’; and a nyinformation sourced fromthird party copyright owners all material inthis publicationis
licensed undera Creative Commons Attribution BY 4.0 International License. Third partydata maynotbe reproduced without th e consent of the third party.

Creative Commons Attribution BY 4.0 International Licence is a standard form licenseagreement that allows you to copy, distribute, transmit and adapt thispublication provided that you attribute the work. Asummary of
the licence terms is available from https://creativecommons.org/licenses/by/4.0/. The full licence terms are available from https://creativecommons.org/lice nses/by/4.0/legalcode.

The AOFM's preferenceis that you attribute this publication (and any material sourced fromit) usingthe following wording:
Source: Licensed from the Australian Office of Financial Management under a Creative Commons Attribution BY 4.0 International Licence.
The Australian Office of Financial Management does not necessarily endorse the content of this publication.

Use of the Commonwealth Coat of Arms
The terms under which the Commonwealth Coatof Arms canbe usedaresetoutonthelt'sanHonourwebsite (see www.itsanhonour.gov.au).

Contact us

Enquiries regardingthe licence and any use of this document please contact enguiries@aofm.gov.au.
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