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Australian market commentary
The Australian bond market (as measured by the Bloomberg AusBond Composite 0+ Yr Index) returned -3.58% over
the month. The yield curve steepened dramatically as 3-year government bond yields ended the month 1 basis
point (bp) higher at 0.12%, while 10-year government bond yields spiked by 79 basis points (bps) to 1.92%. Shortterm bank bill rates were marginally higher. The 1-month rate was steady at 0.01%, the 3-month rate was up 2 bps
at 0.03%, while the 6-month rate was 4 bps higher at 0.06%. The Australian dollar was stronger, closing the month
at USD 0.78.
Monetary policy settings remained unchanged in February, as the Reserve Bank of Australia (RBA) maintained both
the cash rate and the 3-year yield target at 0.10%. The RBA also indicated it will purchase an additional AUD100
billion of bonds issued by the Australian government and states and territories when the current bond purchase
program is completed in mid-April.
Domestic economic data releases in February were mostly upbeat. Employment rose by 21,900 positions in January.
The unemployment rate ticked lower to 6.4%, which was better than expected. The NAB Survey of Business
Conditions fell to 7 in January. Business confidence, however, jumped to 10, which is well above the long run
average. Retail sales were down 4.1% in December. National CoreLogic dwelling prices saw a fifth consecutive
monthly rise in February, ending the month up 2.1%, with regional housing values continuing to outpace capital
cities, although the gap has narrowed.

Australian market outlook
February saw continued hope for the recovery as 10-year bond yields surged on higher inflationary expectations,
driven by an appreciating currency, higher commodity prices and expectations surrounding large US fiscal stimulus.
The economic downturn is not as severe as previously expected and a recovery is under way. The RBA has updated
its central economic forecasts, with expectations of 3.5% GDP growth in both 2021 and 2022. Their forecast
unemployment rate has also been revised down with expectations it will fall to 6% by year end. Inflation is expected
to remain subdued at 1.25% in 2021. We believe there could be upside risk to the inflation forecast, given recent
increases in commodity prices and also rising house prices which are being supported by record low interest rates.
The RBA remains committed to its current policy settings and has repeatedly stated that it is not expecting to
increase the cash rate for at least 3 years. Lower interest rates should assist the recovery through lower financing
costs for borrowers, a lower exchange rate than otherwise and support for asset prices and balance sheets. The
Term Funding Facility (TFF) is also supporting the supply of credit to businesses.
The Australian economic outlook is highly dependent on how well COVID-19 will be controlled. Assuming the
vaccine roll-out goes to plan, following what has been a slow start, we expect a moderate economic recovery as
many lead indicators have now turned positive, including: business conditions, global PMI, employment indicators,
lending statistics, retail sales, house prices and commodity prices. The key risk to the recovery is a stop/start
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economy if for any reason the vaccine roll-out does not go to plan. The impact on small businesses also remains to
be seen when JobKeeper and JobSeeker cease at the end of March. From an external standpoint, the lack of
international visitors and students also weighs on the outlook for the local economy, as does the trade war with
China.

Credit commentary
Credit had tightened over most of February but largely returned to start of month levels over the last few days.
Spreads on synthetic indices were virtually unchanged over the month with the US CDX and Australian iTraxx and
the European iTraxx 1 basis point tighter. Physical credit spreads to government had tightened more substantially
over the month but sold-off to be just slightly tighter by month-end.
The Term Funding Facility (TFF) had an AUD 5 billion drawdown, the first significant amount since the deadline for
the initial allowance on 30 September. There is now AUD 94 billion of undrawn limit remaining based on the
January allowance numbers. From Australian Prudential Regulation Authority (APRA) data, on a 3-month annualised
basis, system lending growth was 2.8%; owner occupied residential lending grew by 7.1% while investor residential
was up 1.6%, but loans to non-financial businesses declined by 2.6%. APRA also reported that 1.4% of loans remain
in COVID-19 related deferral at the end of January, down from 1.9% at 31 December. For housing, 1.8% of loans
were in deferral while SME loan deferrals were down to 1.1%. Victoria remained more challenged (2% of book
compared to 1% for the remainder of the country) but the gap is narrowing post the extended lockdowns in that
state. This is the last month for deferrals and so arrears rates next month will be impacted by any loans that remain
affected. APRA also announced its priorities for 2021 after COVID-19 enforced delays in 2020. The supervisory angle
will resume work on recovery and resolution planning, embedding stress testing capabilities within firms and the
development of climate risk. On the policy front, APRA will resume work on the new capital framework.
Updates from Australian banks were generally better than expected both in terms of profits and in the extent of the
worsening of asset quality. Westpac and ANZ both released provisions boosting net profit. Competition for loans is
intense as banks look to deploy the cash from the TFF and the property market strengthens offshore. Canadian
banks also released provisions as the economy improves and mortgage growth picks up. UK banks also reported
better than expected profits, although they warned of headwinds to loan growth.
In the non-financial market, the reporting season showed credit metrics deteriorating but operating metrics for
most companies starting to recover from the fallout of COVID-19. Total leverage in the system increased as earnings
continued to decline. Cost cutting has continued. Operating cash flows have been increasing faster than earnings
and dividend payouts have lifted. However, credit risks are stable for most sectors while M&A activities have
remained low and many companies are looking to sell more assets to reduce balance sheet leverage.
In rating news, the NSW casino inquiry’s recommendation to the NSW gaming regulator that Crown and its licensee
are unsuitable to hold a gaming licence generated questions on its Western Australian and Victorian operations,
resulting in it being placed on CreditWatch Negative by Standard & Poor’s (S&P). The proposed acquisition of ME
Bank by Bank of Queensland meant that ME Bank’s BBB rating from S&P, and Baa1 rating from Moody’s were placed
on review for an upgrade. Woodside had its BBB+ rating affirmed and removed from CreditWatch Negative by S&P.
Boral’s Baa2 rating was affirmed by Moody’s but moved it to a negative outlook. Fitch moved the outlook on
Fonterra’s A rating from Negative to Stable. Transpower NZ benefited by its sovereign’s upgrade and was moved to
AA from AA- by S&P. Toyota Motor Corp had its outlook revised to stable from negative by S&P. The company’s A+
ratings were affirmed.
In securitisation news, spreads have tightened significantly as comfort on the resilience of most issues has
increased, especially as COVID-19-affected loans continue to diminish to a manageable size. At the start of the
month, S&P released its November SPIN report showing 90+ day arrears decreased 2bps to 0.54%. At the end of the
month, the December SPIN data was released, showing 90+ day arrears increased 10bps to 0.64%.
As an improvement on the very low supply in January, six domestic corporate issues came to market in January with
a total amount of AUD 3.09 billion. Most issuers were financial (Suncorp, UBS, Svenska Handelsbanken, Defence
Bank and Newcastle Building Society) with one A-REIT issue from Charter Hall LWR. Securitisation saw only one
issue: an AUD 1.5 billion Triton deal from Columbus.
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Credit outlook
With spreads still at tight levels, credit looks expensive, especially in light of recent interest rate volatility. With the
pandemic still a major issue and the roll-out of the vaccine becoming a global political stress-point, uncertainty and
nervousness remain at the forefront, although Australia seems to be in a good position. For credit investors,
understanding the different risks involved in individual credit issuers remains highly pertinent.
This year has been notable for the weakness in supply of new issues while demand has driven physical spreads
tighter. Going forward until at least markets settle and outcomes from virus-related restrictions become clearer, it
would seem likely that supply will be uncertain especially in the financials. Domestic non-financial supply is
traditionally less abundant and has been often tempted to offshore markets where size and maturity are more
flexible.
We believe allocation to credit should be more weighted towards shorter dated credit, which is less sensitive to
spread movements—although the current tightness in the spreads for this maturity sector reduces the attraction.
The RBA’s TFF continues to limit the need for domestic banks to access the market. For offshore issuers, caution
must be applied due both to the long running issue of the complexity of the variations in treatment of capital
requirements with varying rules on TLAC (total loss-absorbing capacity) and to the different levels of impact of
COVID-19 in each of the markets.
Accordingly, although domestic banks typically offer a simpler value proposition, they have become increasingly
expensive and harder to source. Offshore financials are therefore an important part of the investment universe. On
the non-financial side, airports and airlines are the most obvious sectors to avoid but even the less immediately
exposed issuers must be scrutinised very carefully for indirect impact from the challenges to the economy.
Securitised products, although also becoming more expensive, would appear to be a potential area of value, but
even with these a thorough examination of structure and assets is necessary and supply may be threatened by
competition from the TFF.
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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.
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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.
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
corporation 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.
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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 Holdings 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.
Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such
registered fund shall be conducted only through a locally licensed distributor.
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