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Australia’s budget balance

Underlying cash balance per cent of GDP

The underlying cash balance (UCB) in 2020-21 is forecast to be 7.8 per cent of GDP (Budget 2020-21 forecastwas 11 per cent). The faster-than-expected
economic recovery and improved economic outlook is driving a large upgrade to forecast tax receipts. The UCB is expected to improve across the
forward estimates to 2.4 per cent of GDP in 2024-25.
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Comparison of Government budget balances

2021 to 2024 (forecast) for G7 and Australia

The Australian Government entered the pandemic with the budget in balance and is managing the impact of the pandemic from the position
of having started the task with a strong balance sheet. Post-crisis, the balance sheet position is forecast to continue exhibiting relatively low
net debt by global standards (see Charts 3 and 4).
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Source: Treasury —Budget 2021-22, IMF Fiscal Monitor April 2021.
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Australia’s net debt position

Net debt is forecast to be 34.2 per cent of GDP at end of 2021-22 (light blue bar) and is expected to peak at 40.9 per cent of GDP at end of
2024-25, below the 43.8 per cent peak projected at the 2020-21 Budget. Although net debt has increased significantly since the onset of the
pandemic, net interest payments are expected to remain low (0.7 per cent of GDP over the forward estimates).
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Comparison of Government net debt

2021 to 2024 (forecast) for G7 and Australia
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Note: Australian data are for the Australian Government general government sector for financial years commencing 2020-21. Data for all other countries are for total government and refer to calendar years commencing 2021.
Source: Treasury —Budget 2021-22, IMF Fiscal Monitor April 2021
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Australian Government Securities

Three instruments available

Treasury Bonds Treasury Indexed Bonds Treasury Notes
Amount Outstanding Amount Outstanding Amount Outstanding
$768.4 billion $38.4 billion $32.8billion
30 lines on issue 7 lines on issue 6 lines onissue
Averageline size is $25.6 billion Averageline size is $5.5 billion Averageline size is $5.5 billion
Maturities range from 2021 to 2051 Maturities range from 2022 to 2050 Maturities range up to October-2021
Gross Issuance 2021-22 (F) Gross Issuance 2021-22 (F)
Around $130 billion Around $2-2.5 billion

Further information

» Issuance of Treasury Bonds for 2020-21 has been revised to around $210 billion (of which $199 billion has been completed as of 14 May 2021).
» Issuance of Treasury Bonds in 2021-22 will be around $130 billion.

> Issuance of Treasury Indexed Bonds by tender in 2021-22 will be around $2-2.5 billion. Two tenders of Treasury Indexed Bonds will be conducted in
most months.

» The AOFM will remain active in the Treasury Notes market with regular issuance to support cash management.

» Further guidance on issuance plans for 2021-22 will be provided on 2 July 2021.

Note: Figures are as at 14 May 2021. Amount shown for Treasury Indexed Bonds is based upon the face value of the bonds outsta nding unadjusted for changes in the CPI.
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Issuance of Australian Government Securities

Gross Issuance
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240 - - 240
(Forecast)
200 - - 200
160 - Treasury Bonds L 160
120 - - 120
80 Treasury Notes 80
40 - 40
0 - 0

2008-09 2010-11 2012-13 2014-15 2016-17 2018-19 2020-21

Source: AOFM. Gross Treasury Note issuance in 2020-21 is for the period 1July 2020 to 14 May 2021.Forecast issuance of Treasury Notes are not available.
Actual Treasury Note issuance will vary depending on the flows of Government expenditure and receipts.
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Treasury Bond curve

Over the last ten years the AOFM has gradually lengthened the Treasury Bond yield curve to 30 years and increased average term to maturity of
the portfolio. That process is broadly complete, with the AOFM focused on maintaining the 30-year benchmark and continuing to support ultra-

long maturities through issuance into existing lines.
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Treasury Bonds on Issue

The AOFM will continue to use the most liquid (high-demand) parts of the yield curve to support the bulk of planned
issuance, while supporting other parts of the market by responding to demand and issuing in appropriate volumes.
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Source: AOFM. As at 14 May 2021.
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Treasury Bonds on Issue

The RBA currently holds around 22 per cent of Treasury Bonds on issue and this amount will increase in the medium term as the RBA QE program
continues. The AOFM will continue to monitor liquidity conditions in individual lines and can respond by issuing into lines if appropriate.
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Source: AOFM, RBA. As at 12 May 2021.
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Turnover - Treasury Bonds

Liquidity in the AGS market remains supportive - particularly around the 3- and 10-year futures baskets. Trading between AGS
intermediaries is strong which provides confidence to support investors when banks need to ‘short’ lines to provide liquidity.

Total turnover A$1.54 trillion (2019-20) Monthly average A$129 billion (2019-20)
A$1.30 trillion (2018-19) A$108 billion (2018-19)
Turnover by category (per cent) Turnover by tenor (per cent)

Per cent 2018-19 m®2019-20 m2020-21* Per cent per cent 2018-19 m2019-20 m 2020-21% ber cent
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Source: AOFM. * 2020-21 is for the period 1 July 2020 to 31 March 2021. 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.)

ASbillion ASbillion
600 - - 600
500 - - 500

3Yr Treasury Bond Futures

400 A - 400
300 - 300
200 - 200
100 - - 100

Treasury Bonds turnover

0 | | | | | 0
Jun-10 Jun-12 Jun-14 Jun-16 Jun-18 Jun-20

Source: ASX, AOFM
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Issuance of Treasury Notes

The AOFM will continue regular issuance of Treasury Notes with regular tenders and volumes dependent on cash management

needs. No structural change in the reliance on Treasury Notes is expected in 2021-22 compared with 2020-21.

ASbillion ASbillion
80 - - 80
70 - - 70
60 - - 60
50 - - 50
40 - - 40
30 - - 30
20 - - 20
10 - - 10
0 1 1 T T T T T T T T T T T T T T 0
O OO OO OO0 O O 0 OO0 o « oA o d
YIFTITIIFF Yy
E2E2EE535738:58:858¢88

T-Notes onissue  ===Rolling 3-month T-Note issuance

Source: AOFM

ASbillion ASbillion
14 - - 14
12 - - 12
10 - - 10
8 - - 8
6 - - 6
4 - - 4
2 - - 2
O T T T 1T T T 1T 1T 1 T T T T T O
o NP> ccPVLOZ2ZZ20g 02> cc>UVWO
S 58S TESa00a855 5L
BNN,I\,NO,L,NN,'\,,'\,&NN,{_,N,I\,NH.'\,NN
OOOO OOOOOOHHI—\HHH = ==
Outstanding 1-Jan-20 Matured Current outstanding

AOrM

12



Rise and importance of T-Notes in available short-term securities
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Treasury Indexed Bonds on Issue

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

The AOFM recognises the liquidity challenges facing the TIBs market, and will continue to issue to support this market. This means that prevailing market
conditions and appropriate tender volumes will remain important determinants of issuance decisions. Regular issuance supply will be maintained.
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Source: AOFM. As at 12 May 2021.
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Turnover - Treasury Indexed Bonds

Total turnover A$49 billion (2019-20) Monthly average A$4.0 billion (2019-20)
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Source: AOFM. *2020-21 is the period 1 July 2020 to 31 March 2021. The AOFM relies on data provided by survey respondents and cannot guarantee the accuracy of this data
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Australian Sovereign bond spreads

» The AGS market continues to look attractive compared to other core sovereign markets on an outright and hedged basis from an offshore
investor perspective.

» The AGS domestic investor base primarily comprises bank balance sheets and fund manager allocations, with the RBA also a significant
holder of AGS.

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

Hedged via rolling 3m fx forwards
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Net capital flow into Australian Government Bonds
by Japanese investors (AUD billion)
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Resident and Non-resident holdings of AGS

Market value
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Source: Australian Bureau of Statistics (ABS)., RBA, AOFM. AGS are Treasury Bonds, Treasury Indexed Bonds and Treasury Notes.
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Domestic bank and non-bank holdings of AGBs

Value of Holdings Proportion of AGB Market
ASbillion ASbillion Per cent Per cent
250 - 250 30 H 30
25 ADI Holdings 25
200 A ADI Holdings 200
20 - 20
150 150
15 - 15
100 - 100
10 - 10
50 50 5 4 5
0 4 T T T T T 0 0 T T T T T 0
2010 2012 2014 2016 2018 2020 2010 2012 2014 2016 2018 2020

Source: ABS. Holdings are not adjusted for repurchase transactions.
AGBs are Treasury Bonds and Treasury Indexed Bonds.
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Domestic bank holdings of AGBs and semi-government bonds

Value of Holdings Proportion of Respective Market
ASbillion ASbillion Per cent Per cent
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an investment (right hand chart).
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Repo market activity and short-term funding

Elevated funding rates in repo markets can limit the ability of some investors to hold large positions in 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 system through its
open market operations at rates which do not crowd out the private sector repo market - for example domestic non-banks lending cash through repo as

Non-resident repo market activity
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maturities around 5 to 10 years.A
> A cash rate target of 0.1 per cent.

RBA bond purchase program

» Atotal announced bond purchase program (QE) of $200 billion of Treasury Bonds and semis (expected 80/20 split) in the secondary market of

» Maintaining the target yield on the 3-year Australian Government Bond at around 0.1 per cent by purchasing the 3-year bond in the secondary market
as necessary.

» A 3-year Term Funding Facility of 0.1 per cent available until 30 June 2021.
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Source: AOFM, RBA. As at 12 May 2021. *The RBA’s target three-year bond is the bond closest to three years in tenor.
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RBA holdings of Treasury Bonds by line
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3-year Treasury Bond yields
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AThe RBA will announce at its July 2021 board meeting whether the bond purchase program will be extended and whether it will change the three-year target bond.
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Source: AOFM, Refinitiv. As at 12 May 2021.

Australian Government Bonds

Treasury Bonds: Volume Outstanding (AUD Yield (% Modified Duration
5.75% 15 May 2021 25,824,324,000 0.01 0.32
2.00% 21 December 2021 16,398,000,000 0.03 0.91
5.75% 15 July 2022 24,762,708,000 0.05 1.44
2.25% 21 November 2022 26,500,000,000 0.07 1.80
5.50% 21 April 2023 34,199,708,000 0.10 2.13
2.75% 21 April 2024 32,900,000,000 0.11 3.12
0.25% 21 November 2024 29,000,000,000 0.18 3.81
3.25% 21 April 2025 32,400,000,000 0.25 3.98
0.25% 21 November 2025 26,500,000,000 0.34 4.79
4.25% 21 April 2026 33,400,000,000 0.39 4.75
0.50% 21 September 2026 28,000,000,000 0.47 5.56
4.75% 21 April 2027 30,699,566,000 0.54 5.50
2.75% 21 November 2027 28,000,000,000 0.64 6.26
2.25% 21 May 2028 29,700,000,000 0.71 6.76
2.75% 21 November 2028 31,100,000,000 0.78 7.08
3.25% 21 April 2029 31,999,803,000 0.83 7.29
2.75% 21 November 2029 32,900,000,000 0.91 7.88
2.50% 21 May 2030 35,400,000,000 0.96 8.34
1.00% 21 December 2030 32,700,000,000 1.03 9.36
1.50% 21 June 2031 26,500,000,000 1.07 9.59
1.00% 21 November 2031 28,000,000,000 1.12 10.16
1.25% 21 May 2032 20,700,000,000 1.16 10.46
4.50% 21 April 2033 14,300,000,000 1.18 9.82
2.75% 21 June 2035 8,550,000,000 1.41 12.03
3.75% 21 April 2037 12,000,000,000 1.54 12.61
3.25% 21 June 2039 9,600,000,000 1.70 14.26
2.75% 21 May 2041 12,600,000,000 1.82 15.74
3.00% 21 March 2047 13,300,000,000 1.97 18.60
1.75% 21 June 2051 15,000,000,000 2.06 22.91
Total: 722,934,109,000 Portfolio: 6.8

Treasury Indexed Bonds:
1.25% 21 February 2022
3.00% 20 September 2025
0.75% 21 November 2027
2.50% 20 September 2030
2.00% 21 August 2035
1.25% 21 August 2040
1.00% 21 February 2050

Volume Outstanding

6,840,106,000
7,742,722,000
5,650,000,000
5,592,720,000
4,250,000,000
3,650,000,000
3,850,000,000

-1.52
-1.32
-1.08
-0.77
-0.47
-0.18
0.02

Modified Duration
1.10
4.45
6.75
8.84
13.06
17.73
25.79

Total:

37,575,548,000

Portfolio:

9.5

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.

Morgan Stanley

//7/

BofA SECURITIES

Daiwa

Capital Markets

JPMorgan

National
Australia
Bank

%% UBS

The level of activity can vary between institutions.

BNP PARIBAS

The bank for a changing world

Deutsche Bank

MACQUARIE
BANK

NOAURA

Connecting Markets East & West

s

V on'

Citl

oldman
achs

MIZWIHO

Capital
Markets
24:1¢

®
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Further information

Website: www.aofm.gov.au

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

Enquiries: InvestorRelations@aofm.gov.au

Easy access to quoted yields:

www.rba.gov.au

Bloomberg:

“AOFM Go"” (Homepage)

“ACGB Govt Go" (7Bs and TIBs)

“ACTB Govt Go” (TNs)

Thomson Reuters:

“AOFMINDEX" (Homepage)
“0#AUTSY=YBAU" (7Bs)
“0#AUILB=YBAU" or “O#AUTSYIL=" (TIBs)
“0#AUTNOTES=YBAU" (7TNs)
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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 termsis 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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