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What’s coming

� The Banking Landscape

� The Australian Economy
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� The Australian Economy

� The outlook for Agriculture



Honey I shrunk the Banks !!
Oz banks in much better shape than G20 banks
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Source: JP Morgan: Market Value QII 2007 = $US1,726bn QI 2009 = $US 511bn



Oz Banks hale & hearty vs G20 Banks

Less sub-prime risk
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� 4 Oz major banks are among only 11 globally with AA Rating or better!

� Miniscule OZ sub-prime debt levels

�Market capitalisation of Australian banks



The Facts around Money Supply in Australia: 
Cost of funds

•Australia needs to raise at least 45% of its deposits and funding costs from the 
Wholesale Markets

•At least half of this is from offshore

•Australia’s banking industry has enough liquidity to cover the housing 
mortgages only.

•Therefore all commercial lending needs to be funded from wholesale markets.
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•Therefore all commercial lending needs to be funded from wholesale markets.

•Prior to the GFC, Australian Banks could raise wholesale funds at around 
BBSW and the Swap Curve. This was about 0.13% for 5 year money.

•Post the GFC – that price has blowing out to a high of 2.20% and is currently 
(Nov 09) about 1.50%.

•The Bad News is that the current cost of funds will remain high.



Australia’s Relative Health is Excellent
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Cumulative Contraction in GDP Current GDP

(Since Recession Began)* YoY %

1 Japan -7.7 -6.4

2 UK -6.1 -5.2

3 Euro-zone -5.0 -4.7

4 US -3.5 -3.9

5 New Zealand -2.3 -1.1

Relative GDP Comparisons - Selected Economies
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Rise in Unemployment Rate (%pt) Current

(Since Recession Began)* Unemployment Rate

1 US 5.4 9.8

2 UK 2.7 7.9

3 Euro-zone 2.4 9.6

4 New Zealand 2.0 6.0

5 Japan 1.9 5.5

6 Australia 1.8 5.7

* Latest Data Available

Relative Unemployment Rates - Selected Economies



Australian Economy: Gold medal performance
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Why did Australia escape the worst outcomes?

� Big reduction in interest rates & government handouts

– Helped businesses and families by boosting profits & disposable incomes.

– Rate cuts were made early before jobs losses started.

– Government handouts were very large, targetted & timely.

– Infrastructure spending still coming over next 2 years

� Financial sector works & housing market stable

– Australia’s banking system sound, low bad losses.
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– Australia’s banking system sound, low bad losses.

– Housing prices relatively stable compared to big falls in US and UK.

– Jobs market has weakened but not as badly as expected

� China’s growth still running near 9%pa

– World commodity demand has recovered quickly

– Iron ore & coal prices set to rise by 20% in 2010

– China’s growth rate stronger than expected



Australia 'fire-proofed' to a large degree
Combination of Good Policy & Good Luck! 

– Well regulated financial system with banks in comparatively good shape

– Oz housing sector in good shape in sharp contrast to US and UK

– Monetary and fiscal policy levers have allowed large pre-emptive stimulus at maximum speed

– AUD fell by nearly 40% vs USD in late 2008 as global financial system imploded  
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– AUD fell by nearly 40% vs USD in late 2008 as global financial system imploded  

� **a huge boost to exporters and import competing sectors. 

– Massive deregulatory reforms of Fed Governments in 1980s &1990s modernising economy 
resulted in an open, efficient, flexible, outward looking, low inflation and high productivity 
economy. Flexible Oz poised to capitalise on global recovery led by China & emerging economies.

– Australia in the right place in the sense that many of our major trading partners  in Asia continue 
to grow – i.e. China, India and ASEAN. These partners, especially China, are now rebounding 
strongly.

– Strong population growth (high migration intake).



Australia: 2009 GDP: 2%pa…… 3% in 2010
SECTORS WITH WEAKEST GROWTH OUTLOOK

Manufacturing – car industry, textiles

Commercial construction, rentals & fit-outs

Professionals: architects, surveyors, legal/finance

Mining construction, related services groups

International/domestic tourism, business travel

STRONGEST GROWTH OUTLOOK

Staples – groceries, food, cosmetics, 
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Staples – groceries, food, cosmetics, 

(gambling?).

Infrastructure – roads, rail, water, power.

-related construction, engineering & services.

Energy related mining, construction & exports.

Mining export sectors & related loading/transport.

Health, defence, education; Government related.

New Housing construction, alts & adds.

Retail (discretionary) in 2010.
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The Global Backdrop
Chinese dragon & Indian tiger firing up again!
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� GDP growth in China accelerated to 8.9% in QIII, from 6.1%pa in QI 2009.

� China’s giant stimulus package has also boosted QIII industrial production which lifted 14.7%pa.

� GDP & IP will accelerate in QIV and into 2010, with GDP heading to 10%.
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Mining projects rising again

Resilience
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ADVANCED MINING PROJECTS
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� Value of advanced mining projects still moving higher.

� Pipeline of projects under consideration has started to lift again.
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Australian Economic & Financial Market Outlook

Direction of Risks in 2010

International Growth Growth to shrink1.3% pa in 2009; lift to 3¾%pa in 2010

Domestic Growth To grow by 0.8%pa in 2009 & 2¾%pa in 2010

Monetary Policy RBA to lift rates to 4% by QI 2010 & to 5% by QIV
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Underlying CPI To ease to 2-3% in 2009/10

AUD Outlook US$0.98 by mid 2010 & testing parity with US$



Key Risks to Australian Outlook

– Faltering consumer spending if unemployment rises too substantially.

– Sharply deflating Capex boom.

– Any loss of momentum by China and major trading partners like India and  
ASEAN.
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– Further meltdown in global credit markets (like in the wake of the Lehman 
Bros fiasco) e.g. failure of US Administration’s current banking bailout package.



IN SUMMARY…..

Australia

Western Australia

AUSTRALIAN 
AGRICULTURE

Well Positioned for 
GROWTH
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1. Strong Banking System
2. Projected Population Growth               35% increase by 2050
3. Rising Global Demand for Food           70% increase in demand for food 
4. Proximity to Asia
5. Land and Water Scarcity:  Land clearing restriction and climate change
6. Resilience, Innovation and Technology

CONSULTANTS:  KEY PLAYERS IN THE FUTURE GROWTH IN AUSTRALIAN AGRICULTURE



Now lets look at Agriculture in Australia…Financial performance on 
Australian farms is improving…
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Source:  ABARE



But our farmers are getting older….
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Source:  ABARE



And fewer in number……
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The growth is in hobby farms and large farms  
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Equity levels have fallen – but are still high….
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Source:  ABARE



Capital  values are rising – but the number of farms expanding is 
declining…… 
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Source:  ABARE



Sheep numbers have collapsed… So has wool production

We no longer ride on the sheep’s back..
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Source:  Australian Bureau of Statistics



Australian Grain production 
is growing 

Grain production is increasing – and prices will recover
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Source:  ABARE



Australia’s beef herd is growing
Driven by growing demand for animal protein

Very strong medium term prospects for Animal Protein
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Not much room to expand …unless we work out how to get more 
production out of pastoral property and the North…
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There are plenty of providers of finance
for agriculture in Australia and we see
potential for further significant growth in the 
Medium term.  

With strong equity levels in Australian farms

The market for agricultural finance is strong and growing…
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and cash income increasing, there will 
Continue to be a strong market to provide 
Financial services to the sector.

Source:  ABARE
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What about the medium term? We have a lot of people to feed 
and the number of people will continue to grow…
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Urban Population
Percent

We will all be in cities and need feeding…

By 2030 , two thirds of the world population will be in cities 
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Source: United Nations, World Urbanization Prospects: The 2003 Revision (medium scenario), 2004.



We will need lots of water…….
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Source:  UNDP



Climate Change will reduce our capacity to grow food ….
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Source:  UNDP



The Bottom Line:  Food demand will continue to grow

Australian agriculture 
has a very strong
future and will continue 
to attract strong 
investment activity –
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investment activity –
driven by fundamentals
and a desire for stable 
returns.

Source: UNDP



Food Security concerns driving sovereign and corporate investment into 
agriculture around the world.  Will Australians use their expertise to assist?
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Source:  UNDP



Some of our team in WA – give us a call

33



All Investors: Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material. (www.abs.gov.au)
The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (the “Bank”, is incorporated in Australia with limited liability. Commonwealth Securities
Limited ABN 60 067 254 399 AFSL 238814 ("CommSec"), is a wholly owned, but non-guaranteed, subsidiary of the Bank and is incorporated in Australia with limited
liability. Please view our website at www.research.commbank.com.au for more information. The Bank and its subsidiaries, including CommSec, Commonwealth
Australia Securities LLC, CBA Europe Ltd and Commonwealth Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of
Companies (CBGOC). CBGOC and their directors, employees and representatives are referred to in this Appendix as “the Group”. This report is published solely for
informational purposes and is not to be construed as a solicitation or an offer to buy any securities or financial instruments. This report has been prepared without
taking account of the objectives, financial situation and capacity to bear loss, knowledge, experience or needs of any specific person who may receive this report. No
member of the Group does, or is required to, assess the appropriateness or suitability of the report for recipients who therefore do not benefit from any regulatory
protections in this regard. All recipients should, before acting on the information in this report, consider the appropriateness and suitability of the information, having
regard to their own objectives, financial situation and needs, and, if necessary seek the appropriate professional, foreign exchange or financial advice regarding the
content of this report. We believe that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
reliability or completeness of any statement made in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without
notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by the Group. We are under no obligation to, and do not,
update or keep current the information contained in this report. The Group does not accept any liability for any loss or damage arising out of the use of all or any part
of this report. Any valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. The Group does not represent or warrant that any of

Important Disclosures and Disclaimer
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contingencies and uncertainties. Different assumptions and estimates could result in materially different results. The Group does not represent or warrant that any of
these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met. Past performance is not a reliable indicator of future
performance. The Group has provided, provides, or seeks to provide, investment banking, capital markets and/or other services, including financial services, to the
companies described in the report and their associates. This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation
or which would subject any entity within the Group to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless
specifically indicated otherwise, is under copyright to the Group. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to,
copied or distributed to any other party, without the prior written permission of the appropriate entity within the Group. In the case of certain products, the Bank or one
of its related bodies corporate is or may be the only market maker. The Group, its agents, associates and clients have or have had long or short positions in the
securities or other financial instruments referred to herein, and may at any time make purchases and/or sales in such interests or securities as principal or agent,
including selling to or buying from clients on a principal basis and may engage in transactions in a manner inconsistent with this report.

All investors – Analyst Certification: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that with
respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those
securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
by that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and
other constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have
served as officers or directors of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively by research
management and senior management (not including investment banking). No inducement has been or will be received by the Group from the subject of this report or
its associates to undertake the research or make the recommendations. The research staff responsible for this report receive a salary and a bonus that is dependent
on a number of factors including their performance and the overall financial performance of the Group, including its profits derived from investment banking, sales
and trading revenue.


