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Executive Summary: The Markets and Treasury Landscape
Exhibit 2

What Are Treasury and Markets Operations?
Markets and Treasury activities represent a significant
business line in Australian majors’ banking operations,
historically with relatively high returns on equity. Markets
businesses involve sales, trading and market-making in
securities markets products, while Treasury activities
incorporate a broad range of risk management activities with
P&L impact. The profitability of these activities can be volatile,
primarily driven by macroeconomic factors, market outcomes
and market volatility.

Revenue-generating Activities of Markets
Operations
Offering risk management and investment
products for sale

Client-driven
business

Client
sales

Holding an inventory
of securities to facilitate
client trading for a spread

Market
making

Exhibit 1

Impact of Yield Curve Slope on Treasury and
Markets Income

Interest rate (%)

(Calendar years)
Yield curve on Australian liabilities
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Proprietary
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Taking risk positions on
behalf of the bank

2H 2011

Source: Datastream data, Oliver Wyman analysis

Treasury and Markets Income, Australian Majors
2H 2009–2H 2011, A$ BN

Source: Oliver Wyman

Income (A$ BN)

4.5
4.0

Treasury Businesses

3.5
3.0
2.5
2.0
1.5
2H09

1H10

2H10

1H11

2H11

Source: Datastream data, Company data, Oliver Wyman analysis

Markets Businesses
The Markets businesses of major Australian banks focus
primarily on fixed-income products, which include interest
rates, FX, credit, and commodities. Corporates form the largest
client segment. The performance of the Markets business was
especially strong in 2009, driven by high margins and volumes
and a favourable yield curve environment. The years 2010 and
2011 were much more challenging for Australian fixed income
products with revenue pool contractions of ~20-30% in
calendar 2010 and up to ~15% in 2011.

Income from Treasury functions for Australian majors is volatile
because of the focus on managing the aggregate risk positions
arising from the banks’ activities. Therefore, Treasury
profitability is heavily driven by the nature of the banks’ assets
and liabilities, as well as by interest rate movements and
hedging decisions made by Treasury. The institutional design
of the Treasury function also affects how it generates profits,
and whether these profits are attributed to the Treasury
function or reallocated to the business units.
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Exhibit 3

Revenue-generating Activities of Treasury
Operations
Managing Asset-Liability
Hedging of cash flow
mismatch in the banking against short-term or longerbook – “maturity
term foreign currency rate
transformation”
fluctuations

Managing
residual risk

Generating
revenue
and
minimising cost

Managing
interest rate risk

Managing the
investment
portfolio and the
liquidity buffer

Managing non-traded
investment portfolio, as
well as the regulatorymandated “High-Quality
Liquid Assets” portfolio

Hedging
cash flows

Funds
Transfer Pricing

The Outlook and Expected Responses
Macroeconomic conditions, especially the ongoing volatility in
global markets, will continue to present challenges for these
businesses in the short term, although there are opportunities
to benefit from longer-term structural shifts.
Regulatory change is likely to bring about a paradigm shift for
the Markets businesses as more stringent capital and liquidity
requirements could render some products unprofitable and
significantly affect client demand, especially from other
financial institutions.
Banks will probably seek to respond to the new regulatory
regime by changing their business mix, optimizing the
efficiency of financial resources and reducing operating costs.
In a market with limited top-line growth, those that adapt best to
this new environment should still be able to generate revenue
and profit growth by outperforming peers and establishing
more efficient businesses.

Potentially charging
business
units a margin for
internal funding

Source: Oliver Wyman
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Structure of Oliver Wyman/Morgan Stanley Joint Report
In Sections 1 and 2, Oliver Wyman lays out the key business
drivers for Markets and Treasury operations and their effects
on profitability. These sections form a primer for investors,
group centre staff, and other non-specialists seeking to
’unpack’ these complex businesses and to understand how
evolution in the external environment may affect their
performance.
In Section 3, Oliver Wyman addresses the outlook for the
Markets and Treasury businesses of the major Australian
banks over the coming years and lays out opportunities for
value creation by responding to the key challenges for the
industry. We aim this section at investors wishing to identify the
likely characteristics of future winners and losers in these
businesses, as well as bank management teams seeking to
position their businesses for the new market environment.

Section 4 of this report details trends in Markets and Treasury
income at the major banks over the past four years, based on
analysis performed by Morgan Stanley Research. It also
highlights the differences in outcomes in Markets sales,
Markets trading and Treasury.
In Section 5, Morgan Stanley Research compares the
performance of the individual banks over the past four years
and examines the differences in revenue mix.
Section 6 presents Morgan Stanley Research’s forecasts for
Markets and Treasury income of the major banks from FY12E
to FY14E.
Sections 4 to 6 reflect the analysis and views of Morgan
Stanley Research, not Oliver Wyman and are available on
request from Morgan Stanley
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Section 1: Key Activities and Drivers of Markets Businesses
Exhibit 4

2010 and 2011 were much more challenging with the
revenue pool declining 20-30% in 2010 and up to 15%
in 2011.

Important but Volatile Income Source
Markets and Treasury activities represent a significant
business line in Australian majors’ banking operations: Markets
businesses involve sales, trading and market-making in
securities markets products, while Treasury activities
incorporate a broad range of risk management activities with
P&L impact. Markets businesses typically sit within Wholesale
or Institutional Banking divisions, while Treasury is typically
located within the group centre.
Although volatile, these operations can be countercyclical. As
shown in Exhibit 4, they increased their profits during the global
financial crisis in 2008-2009, and helped smooth overall group
earnings, although their performance has deteriorated
recently.

10.5%

4.0
7.5%

3.0
2.0

5.0%

5.5%

2H 2007

8.5%

8.4%

8.7%
6.7%

1.0
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2H 2011

1H 2011
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1H 2009

2H 2008

0.0

1H 2008

2009 was a particularly strong year, driven by high
margins and volumes and a favourable yield curve
environment.

13.1% 12.8%

5.0

1H 2007

Major banks focus mostly on interest rates, FX and
credit. Corporates form the largest client segment.

Australian majors (A$ BN)
Revenue of Markets and
Treasury business (A$ BN)

Profitability is primarily driven by macroeconomic
factors, market outcomes and volatility.

Major Banks: Markets and Treasury Income (A$BN)
14%
12%
10%
8%
6%
4%
2%
0%

% of total operating revenue

Markets businesses mostly comprise client-sales and
market-making activities, with limited proprietary
trading.

Period (calendar years)
ANZ
NAB
% of Operating Revenue

Source: Public disclosures and analysis

Australian major banks’ Markets businesses comprise sales
and trading activities and debt capital markets (DCM)
operations. The sales and trading revenues of banks are
complex. Markets businesses trade securities and derivatives
in various asset classes (primarily currencies, interest rates
and bonds) on behalf of clients or on the bank’s own account.
This business comprises three fundamental types of activities,
illustrated in Exhibit 5.
The majority of the major banks’ Markets revenues comes from
client sales activities, followed by market-making. While
practices vary across the market, the majors typically adopt
conservative approaches, engaging in relatively limited
proprietary trading. However, proprietary trading can contribute
a disproportionate share of Markets profits because of its light
staffing requirements compared with client sales and
market-making, which require larger teams to sustain them.
DCM operations centre on the issuance of client firms’ debt
securities to the market, typically based on the majors’
corporate banking relationships with these firms. DCM
activities tend to be more transparent because the bond issues
are tracked in a number of publicly available sources, and
league tables show relatively comprehensive information on
each bank’s performance and scale of activities.
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Exhibit 5

Major Banks’ Markets Businesses: Key Activities and Performance Drivers
Client Sales
Activities
• Structuring and offering for sale
markets products to clients for
risk management (e.g.
derivatives in currency, rates or
commodities) as well as
investment purposes
Performance drivers
• Client coverage
• Client demand
• Structuring capabilities
Revenue share for major banks
• 60–80%

Market making

Proprietary trading

Activities
• Holding a limited portfolio of
securities on balance sheet as
inventory to facilitate client
trading and charging a spread
• Facilitating client access to execute trades in the capital markets
Performance drivers
• Execution capabilities
• Risk appetite
• Market volatility
Revenue share for major banks
• 10–35%

Activities
• Taking position in the market by
holding and actively trading
market products for the bank’s
own account

Performance drivers
• Trading skill
• Risk appetite
• Market volatility
Revenue share for major banks
• 5–15%

Source: Oliver Wyman observations

Macroeconomic factors and market outcomes
Macroeconomic factors, such as economic growth and the
shape of the yield curve, have a strong influence on revenues
in Markets businesses. A growing economy stimulates
increased debt issuance, and drives demand for Markets
products. A steep yield curve, where long-term interest rates
are significantly higher than short-term interest rates, can also
generate profit opportunities for Markets businesses
(especially in interest rates trading), while a flattening yield
curve, as experienced in Australia since late 2010, can be
associated with depressed profitability of Markets businesses’,
as shown in Exhibit 6.
Other market factors, such as equity indices and foreign
exchange rates, also play a significant role in the overall
performance of Markets businesses. A bull market in securities
and increased risk appetite from investors generally have a
positive effect on the revenue of Markets businesses overall.

Exhibit 6

Impact of Yield Curve Slope on Treasury and
Markets Income
(Calendar years)
Yield curve on Australian liabilities

Interest rate (%)

Markets businesses typically operate with high levels of fixed
costs, including staff and technology infrastructure expense.
Consequently, their profits are highly sensitive to revenue
changes caused by macroeconomic factors and price
movements in securities markets.

An analysis of the revenues of Markets businesses globally
reveals that these market and macroeconomic drivers are
responsible for 60-90% of the volatility of revenues. Exhibit 7
highlights the correlations observed globally between the key
macro drivers and major Markets business lines.
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Source: Datastream data, Company data, Oliver Wyman analysis
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Exhibit 7

Range of Products Offered

Drivers of Markets Revenues
Driver

Market
drivers

Cash
equity

Equity
Derivatives

Prime
Brokerage

Rates
& FX

Credit &
ABS

Commodities

DCM

Equity indices

Markets businesses offer products to customers within two
major categories:

Equity volumes
Interbank spread



Credit spread

Fixed Income

Oil price

FX rate
Macroeconomic
drivers
Relationship:

GDP



Foreign exchange



Interest rates



Credit (primary debt issuance and secondary
markets trading)



Commodities

Interest rates
Yield curve
Strong positive

Weak positive

Strong negative

Weak negative

Source: Public data, IMF, Dealogic, Global Insight, Oliver Wyman analysis

Market Volatility
Beyond the absolute levels of macro and market factors, their
volatility is also important to revenue generation. Volatility
can have different impacts on the various parts of a
Markets business.
Client sales activities benefit from increased demand for
hedging products (derivatives in interest rates, FX and
commodities) when corporate and investor clients seek
protection from volatility. Demand also increases from some
buy-side clients (e.g. asset managers, hedge funds), which
may see opportunities in the turbulent conditions or may seek
to exit positions. However, slowdowns may follow periods of
volatility as cautious investors keep cash on the sidelines.
Proprietary trading operations (where banks hold own-account
positions in securities) and market-making (where banks hold
inventories of securities to facilitate client purchases) are also
affected by volatility. While volatility of securities prices
presents a profit opportunity (particularly if there is a strong
directional trend), it can also cause significant losses when
banks are on the wrong side of market movements, for
example, during abrupt, unanticipated periods of volatility and
sharp index movements such as in August 2011.



Equities


Cash equities



Equity derivatives

The majors derive almost all of their Markets revenue from
fixed income and DCM products. In contrast, their involvement
in equities is very limited, unlike global universal banks or
commercial banks in markets such as Canada. In Australia,
DCM is dominated at the top end of the client size spectrum by
foreign investment banks and universals, along with
Macquarie, and, for smaller clients, by local boutiques
and brokers.
Exhibit 8

Australian Sales and Trading Revenues by Product
Type from CY09 to CY11 (A$BN)
Annual growth rate
2010

2011E

Rates

-35%

-15%

FX

-22%

-5%

Credit

-30%

5%

Equities

Volatility can also have a negative effect on DCM, with debt
issuance often grinding to a halt when periods of heightened
uncertainty reduce liquidity and investor risk appetite.

-2%
0.0

0.5

1.0

1.5

2.0
2009

2.5
Revenues
2010

3.0

3.5

-12%
4.0

4.5

5.0

2011E

Note: Includes Australia and New Zealand market revenues for local and global banks, and all
client segments
Source: Oliver Wyman proprietary data, estimates and analysis

In terms of product performance, Markets businesses in
Australia have shown volatile results over the past few years.
They enjoyed a bumper year across products in calendar 2009
because of three key factors:


Increased volatility in offshore markets, driving volumes;
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Higher spreads, due to capacity withdrawal by foreign
players and increased volatility;



A steeper yield curve and interest rate movements,
leading to gains on the securities held as inventories to
facilitate market-making and in proprietary trading.

However, the positive external factors of 2009 were reversed
during 2010, with stabilizing market conditions, decreasing
volatility and a series of rate rises. Furthermore, competition
increased as Australia’s position as a relatively strong
performer among developed world economies contributed to
an increased supply of overseas capital to support sales and
trading activities and to aggressive hiring. The ensuing spread
erosion and overcapacity encumbered some players with cost
bases that proved onerous in the sluggish conditions of 2011.

The first half of calendar 2011 was mixed. Improving global
growth prospects narrowed trading margins, but some asset
classes, such as credit, performed well. However, the extreme
volatility in 3Q inflicted sizeable losses on banks’ positions and
sharply reduced demand for primary debt issuance and
liquidity in secondary market trading.
Bank performance was generally stronger in the last months of
2011, with client sales in particular performing well, although
trading conditions remained difficult, especially in credit
markets.
The broad decline since 2009 is observable throughout the
market, although there are some differences at the
product-level, as shown in Exhibit 8 and Exhibit 9.

Exhibit 9

Performance of Markets Products, CY2009-11: Some variation by product
Product

2009

Rates

• Trading gains due to reduced
• Significant reductions in trading
short-term interest rates
gains as yield curve flattens and
• Robust client flows and margins
spreads narrow

FX

• Gains due to volatility from GFC • Modest client flows with activity
• Bifurcated market with players with
and recovery
spikes driven by Eurozone
strong e-platforms performing well
deterioration and FX appreciation
but others struggling
• Spreads narrowing and back to
• Big sales pick up in Q4 and trading
pre-crisis levels
gains from directional volatility

Credit

•

Equities

• Reduced client flows dampen
growth, but gains on inventory
positions

Post-crisis balance sheet
rebuilding by banks

2010

2011
• Modest pickup on 2010 in 1H.
Significant trading book losses for
some players in Q3
• Big sales pick up in Q4

• Gains from bonds and credit
products due to normalising
market conditions
• Continued reduced demand due
to overseas solvency concerns

• 1H increase in DCM issuance,
reversed in Q3 due to volatility
• Some gains in credit trading in 1H
reversed during volatility in Q3
• Mixed quarter across players in Q4

• Stagnant growth, as increased
volume is met with reduced
margins

• Continued decline in revenues
following stagnant volume and
reduced risk appetite in Q4

Source: Oliver Wyman analysis
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Exhibit 11

Local corporate clients, both large blue chips and mid-sized
corporations, form the core client segment for Australian
majors’ Markets businesses as shown in Exhibit 10. This skew
in client focus is evident in the composition of fixed-income
revenues across client segments.

Local players capture disproportionate share

In addition to local corporates, the Australian majors focus on
local investors with mostly longer-term investment horizons,
including large superannuation funds, investment managers,
and local and regional governments. Buy-side clients, while
predominantly served by the global banks, have been
increasingly relevant for the local majors as their asset bases
and hedging needs have grown.
Exhibit 10

Sales split by client segment (%)

Australian Fixed Income Sales by Client Segment
100%
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Local Banks
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Volume as bookrunner
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Australian DCM Volume from CY2007 to CY2011:
180
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Client Base: Local Corporates Form the Core

0%
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2009
Period
ANZ
NAB

2010
Others

2011
Share

Note: Excludes government securities, money market issuance and issuance of own debt
Source: Dealogic

Heavy Competition in Markets Businesses
Markets businesses are among the most heavily contested
banking operations in Australia, with competitors ranging from
small boutiques to leading global banks. Australian majors face
competitors with varied business models and sources of
competitive advantage. Leading foreign universals have a
significant local footprint and try to use their execution
capabilities for competitive advantage over a wide range of
products, particularly fixed income. On the other hand, smaller
boutique firms take advantage of their local relationships and
niche industry expertise (e.g. in the mid-cap resources sector).
Product specialists such as Travelex also compete in specific
business lines. Exhibit 12 depicts the various business models
observed in the Australian market.

Public sector

Source: Oliver Wyman proprietary data, estimates and analysis
Note: Includes rates, FX, credit, commodities

Australian majors leverage their existing lending relationships
with local corporations to generate revenue in Markets
products, from hedging to debt issuance. The power of these
relationships is apparent in the Australian majors’ success in
debt capital markets (DCM). The increase in bond issuance
following the global financial crisis was disproportionately
captured by local players, as shown in Exhibit 11. Their
combined share of DCM issuance increased from ~20%
pre-crisis to almost 50% during the first half of calendar 2011.
This was driven by stronger franchise focus, the growing
importance of balance sheet availability (i.e. lending appetite)
in overall client relationships and the deepening product
capabilities of the majors.

Within their core fixed income operations, Australian majors
face the most substantial competitive challenge from the
foreign universal and investment banks. Some of these have
maintained or even increased their investments in Australia
post the global financial crisis while some, particularly
European players, withdrew capacity in 2011.
These banks bring large global platforms, strong structuring
and product capabilities (including in Australian and New
Zealand dollars where the majors focus) and strong technology
capabilities. They can leverage their technology infrastructure
in products such as FX, where execution capabilities are
critical, and maintain profitability from scale benefits even as
margins contract as a result of increased competitive pressure.
This creates an imperative for the local banks to invest in
technology to ensure their trading systems and infrastructure
keep pace.
Over time, these foreign players may represent a challenge to
Australian majors’ relationship-driven businesses across the
client spectrum, using their cost advantage and capabilities to
gain further scale. They have so far been successful in
penetrating the large corporate and financial institution
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segments but are yet to penetrate as far down as the mid-tier of
the corporate client spectrum.
Major universal banks are not the only threat to Australian
majors’ existing corporate client relationships. Some Tier 2
universals are also increasingly using their balance sheet and
transaction banking capabilities to establish relationships in

selected parts of the market, though the pressure from their
Eurozone exposures limits their ability to commit capital to
Australia for expansion. While European banks building
relationships based on longer tenor lending appetite have
historically been the main players in this space, liquidity-rich
Asian banks are increasingly emerging in this category.

Exhibit 12

Competitor Business Models

1

2

3

4

5

Boutiques and
Independents

Tier 2
foreign banks

Leading
foreign I-Banks

Leading
foreign universals

Local
Banks

Example
competitors

• Gresham
• Greenhill
Caliburn
• Bell Potter
• Austock

• BNPP
• HSBC
• Nomura

• UBS
• GS
• CS

•
•
•
•

•
•
•
•
•

Business
model

• Small to midsized
brokerage or
advisory
operations
with equity
focus

• Relatively light onshore Markets
capabilities with
mixed product focus
• Some European
players withdrawing
capacity
• Increasing Asian
bank interest

• More focused in
• Large local market
equities and
teams, particularly
derivatives
in fixed income
• Some on-shore
products
trading/structuring
• Aggressive buildcapabilities, with
out of flow rates
deep global liquidity
and FX, with some
and footprint
appetite for Credit

Level of
onshore
footprint

DB
JPM
Citi
BAML

Macquarie
Westpac
ANZ
Commonwealth
NAB

• Historically
leading in flow
FX and rates
driven by strong
relationships
• Relatively minor
players in
equities, except
Macquarie

Source: Oliver Wyman proprietary data, estimates and analysis

Citigroup may be deemed to control Morgan Stanley Smith Barney LLC due to ownership, board membership, or other relationships.
Morgan Stanley Smith Barney LLC may participate in, or otherwise have a financial interest in, the primary or secondary distribution of
securities issued by Citigroup or an affiliate of Citigroup that is controlled by or under common control with Morgan Stanley Smith
Barney LLC
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Section 2: Key Activities and Drivers of Treasury Businesses

Profitability is primarily driven by interest rate
movements, hedging positions and performance of the
investment portfolio.
The institutional design of the Treasury function
determines whether revenues are retained or
reallocated to the business units.

Substantial but Volatile Revenue Contribution
Australian majors’ Treasury units are not client-facing
businesses. Although often run as cost centres, their activities,
particularly in management of interest rate risks, add value to
banks in important ways and can be associated with
substantial but volatile revenues.
As shown in Exhibit 13, in 2009-10, the revenues of Australian
majors’ Treasury functions contributed 40-50% of combined
Treasury and Markets revenues, up sharply from less than
30% in 2008. These units benefited from having substantial
interest-rate exposures that were well positioned for the
downward movements in short-term interest rates from late
2008. They also repositioned well against continued rate rises
from mid-2009, and thus maintained their contribution to overall
bank profitability. They are, however, vulnerable to losses
during periods of substantial market volatility, such as that
experienced during 3Q of calendar 2011.

Australian Majors Treasury Income (A$BN): Managing
aggregate risk-taking causes volatility
3.0

50%

2.5

40%

2.0

30%

1.5

20%

1.0

10%

0.5
0.0

0%
1H08

2H08

1H09

2H09

1H10

2H10

1H11

Treasury revenue as
% of markets and
treasury revenue

Core activities include: (1) managing interest rate risk
arising from duration mismatch; (2) managing the
investment portfolio and the liquidity buffer; (3)
hedging FX risk; (4) managing funds transfer pricing.

Exhibit 13

Treasury income
(A$ BN)

Treasury focuses on managing the aggregate risk
positions arising from a bank’s activities.

2H11

Period
Treasury Income

% of markets and treasury

1. ANZ treasury assumed to be the same proportion of markets income as the average of the
other majors during 2008–2009
Source: Statutory accounts; Oliver Wyman analysis

Key Sources of Revenues
Where do these revenues come from? Treasuries are
essentially centralised repositories for some of the key risks run
by the business units of the bank, in particular, the interest rate
risk on the banking book and, to a lesser extent, other risks,
such as FX. For example, Treasuries take on the maturity gaps
generated by the short-term deposit gathering and long-term
mortgage lending activities of the retail bank. They then hedge
some of these risks in the market and hold the remainder on
the balance sheet. Alongside this, they perform functions such
as managing the investment portfolio and liquidity buffer.
In short, revenue-generating activities of Australian banks’
Treasury operations can be grouped in four major areas, as
shown in Exhibit 14.

Earnings of Treasury functions are volatile because they
manage the bank’s aggregate risk-taking in interest rates,
liquidity and FX. Thus, the volatility of the Treasury’s own
earnings frequently and intentionally offsets volatility in the
business lines, thereby reducing the overall volatility of the
bank’s profits.

12

March 19, 2012
Australia Banks

Exhibit 14

Revenue-generating Activities of Treasury
Operations
Managing Asset-Liability
Hedging of cash flow
mismatch in the banking against short-term or longerbook – “maturity
term foreign currency rate
transformation”
fluctuations

Managing
residual risk

Generating
revenue
and
minimising cost

Managing
interest rate risk

Managing the
investment
portfolio and the
liquidity buffer

Managing non-traded
investment portfolio, as
well as the regulatorymandated “High-Quality
Liquid Assets” portfolio

Hedging
cash flows

Funds
Transfer Pricing

Potentially charging
business
units a margin for
internal funding

Compared with similar operations of global peers, interest rate
risk management operations of Treasury functions in
Australian majors tend to be small. Australian majors are
exposed to relatively limited interest rate risk because most of
their assets are variable rate, especially residential mortgages.
This is reflected in the low regulatory capital allocation to this
risk type, in that the interest rate risk on the banking book
represents less than 5% of Australian majors’ regulatory capital
consumption. While not required to allocate regulatory capital
specifically for interest rate risk, banks in environments where
long-dated fixed-rate mortgages are more common, such as
the US market, hold more interest rate risk.
The yield curve and its movements are the most significant
driver of the revenues generated from this activity. A steep
yield curve means a higher margin between short-term
borrowing and longer-term lending, and can yield significant
revenues for banks running a “mismatch” in the maturity of
assets and liabilities. Treasury divisions benefited from the
steep yield curve that followed the RBA’s relaxation of rates
during 2009. During 2010 and 2011, however, the continuing
flattening of the yield curve reduced the revenues available
from mismatching and depressed the overall Treasury
revenues of the Australian major banks. Likewise, interest rate
falls and rises, whether at the short-end, the long-end, or
across the curve, will generate one-off gains and losses
depending on the positioning of a bank’s maturity mismatch.

Source: Oliver Wyman

In the following sub-sections, we explain each activity in more
detail and outline the profit drivers.
Managing Interest Rate Risk
Banks’ core lending businesses are involved in maturity
transformation. They borrow money at short maturities, via
deposits or wholesale market funding, and lend money for
longer maturities, via mortgages or corporate loans. This
mismatch between the maturities of assets (long-term loans)
and maturities of liabilities (deposits and short-term borrowing)
gives rise to interest rate risk: the risk that short-term interest
rates will rise relative to long-term interest rates.
Treasury units are responsible for managing this risk. They do
this by providing funds to the business units consistent with
their assets’ maturity profile, and ensuring that the resulting
group-level mismatch in maturities is within the bank’s appetite
for interest rate risk, by raising funds in required maturities or
engaging in hedging activities.

Managing the Investment Portfolio and the
Liquidity Buffer
Banks often hold substantial investment portfolios on their
books. These are typically managed by Treasury units, and
income derived from these portfolios form part of Australian
majors’ Treasury income. Their purpose is to deploy excess
funds, provide easy access to liquidity if needed and diversify
sources of income. In Australia, these portfolios tend to be
modest in size and low yielding.
Nearly two-thirds of the Australian majors’ investment portfolios
consist of government securities or securities with maturities of
less than one year. They contribute only a small portion of total
Treasury and Markets income because of their small size and
low yields. This is not likely to change given that the cost of
capital and wholesale funding is increasing, capital surpluses
are being reduced by higher regulatory minimum requirements,
and markets are increasingly volatile.
Banks hold a subset of their investment portfolios as liquidity
buffers for risk management and to meet regulatory
requirements. Regulations on global liquidity risk management
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emerging after the global financial crisis mandate all banks to
meet stringent requirements in terms of the size and
composition of these liquidity portfolios relative to liabilities
falling due. In Australia, only Commonwealth and other
government securities and balances held at the RBA qualify as
assets for these liquidity portfolios. Given the shortage of
government bonds in Australia, banks are required to cover
their shortfall in liquid assets through a liquidity facility with the
RBA. This liquidity facility is (1) subject to payment of a
market-based commitment fee, now set at 15 basis points; and
(2) secured with assets eligible for repurchase transactions
with the RBA under normal market operations (e.g. AAA-rated
mortgage-backed securities and long-term bank debt rated
BBB+ or higher).

Managing Funds Transfer Pricing
Treasury functions are responsible for managing the overall
funding of the bank. They raise funds in the money market and
transfer them, along with funds from the deposit- gathering
businesses, to the lending business units. They charge a
“transfer price” for these funds, based on the term of the
funding, liquidity of the assets, and other drivers. In some
banks, Treasury functions operate as a profit centre and
charge a margin on top of the funds transfer price, which
generates revenue for the Treasury business unit. In Exhibit
15, we provide an example of the spread capture model of
Treasury pricing.
Exhibit 15

Illustration of Funding’s Transfer Pricing
FTP charged to Lending units

Funds Transfer Price
(FTP)

The high-quality assets that banks will need for their liquid
assets portfolios have yields below bank funding costs and
therefore represent a revenue drag for Treasury. Likewise,
accessing the RBA liquidity facility will represent an additional
cost, although likely a modest one once spread across the
entire balance sheet.

Market price of funding
FTP paid to Deposit units
Deposit rate

6 Mo

Liquidity risk management will thus be an increasing cost for
the banks’ Treasuries over the next few years. Complying with
the new rules will also require banks to invest in new
technology to measure requirements for liquid asset holdings.
Cash Flow Hedging
The cash flows of Australian banks are also subject to risks
arising from movements in foreign exchange rates. Their
Treasury operations manage this risk by engaging in targeted
hedging activities.
The extent of these hedging operations depends on the banks’
exposure to foreign markets and foreign exchange, as well as
their appetite for holding this exposure. The Treasury functions
of Australian major banks, for example, typically hedge back
their earnings from their New Zealand subsidiaries into
Australian dollars.

Treasury
margin –
frequently zero

12 Mo

18 Mo

24 Mo

Expected
Maturity

Source: Oliver Wyman

Drivers of Profitability
Treasury profits are driven by the impact of interest rate
changes on the retained maturity position in the bank, which
results from the bank's structural funding position, as well as
Treasury's tactical hedging positions. Returns and losses on
the investment portfolio also contribute to Treasury profitability.
In addition to these factors, the institutional design of a
Treasury unit influences the revenues generated from its
activities and the accounting structure. In Exhibit 16, we outline
some of the most common Treasury design choices affecting
profit contribution.

Hedging operations are generally conducted via forward sales
of future foreign exchange cash flow or via purchase of options.
The purpose of these hedging operations is to reduce volatility
of group-wide profits. Yet, depending on the fluctuations in
foreign exchange rates, they create volatile revenue or losses
for Treasury operations.
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Exhibit 16

More
defensive

More
aggressive

Design Choices Affecting Profit Contribution of Treasury Functions
Profit centre
with distinct or
notional P&L

Pricing funding for
assets and liabilities
to ensure a spread
for treasury

Mark-to-market
basis

Retain on
own P&L

Objective

Pricing model

Revenue recognition

Use of earnings

Cost
centre

Pricing funds to
business at mid
point of market
funding cost

Accrual basis

Pass it back
to businesses

Source: Oliver Wyman
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Section 3: The Outlook and Expected Responses
Changes in both the economic environment and
regulations will affect Markets and Treasury revenues.
Short-term cyclical changes and longer-term
structural shifts in the macroeconomic environment
will present both risks and opportunities.
Changes in regulations will have a fundamental impact
on the product economics in the Markets business.

The likelihood of significant monetary policy-driven
improvement to trading conditions will remain limited. While
monetary policy is easy globally, concerns about inflation and
overheating in a two-speed-economy may constrain the RBA’s
flexibility to respond to macroeconomic challenges. A
stable-to-downward trajectory in rates will also dampen client
demand for rates products from sales and trading operations.

Regulation will also impact client segment focus.
Asset managers and funds will become relatively more
attractive, while banks, hedge funds, and insurance
companies will be hit harder. The core corporates
segment will be less affected.

Ongoing volatility in global markets, caused by concerns about
growth rates and sovereign debt, can be a double-edged sword
for the banks, providing opportunities for outsized gains or
losses. In the short term, gains from credit spreads narrowing
look likely to boost results, but the outlook for later in the year is
not so clear.

Banks will need to respond by changing their business
mix, improving efficiency of financial resources, and
managing costs.

Structural Shifts (longer-term):

The outlook for the profitability of Treasury and Markets
operations is dominated by two key factors: (1) macro
conditions; and (2) the impact of regulation. In this section, we
discuss each in detail and outline potential responses for the
Australian majors. We focus our analysis on Markets rather
than Treasury activities, as these will be subject to more
significant strategic pressures, are more straightforward to
assess in terms of performance drivers and outcomes, and are
more susceptible to observable exogenous factors, as
opposed to the hedging or position-holding decisions that drive
Treasury performance.

Ongoing de-leveraging of households and governments
globally, and sluggish credit growth in Australia, will likely limit
client demand for DCM and sales and trading products, many
of which are purchased as hedges against interest rate or FX
risks associated with borrowings. Increased focus on
de-leveraging would also reduce investor appetite for risk and
suppress trading activities.
The impact of a two-speed-economy will be uneven between
Australian majors and their competitors:


The “higher-geared” resources giants with global
operations already have established relationships with
foreign banks and easy access to global funding markets.
Australian majors will face severe competition for business
with these clients and will require strong linkages into this
sector to prosper.



On the other hand, the “lower-gear” sectors of
manufacturing and services, which include most of the
mid-market corporates, form the backbone of Australian
majors’ client base.

Changing Economic Environment Presents
Challenges and Opportunities
After a relatively benign start to 2011, the second half saw a
marked decline in market sentiment and macroeconomic
outlook in the developed world, driven by concerns about
sovereign debt and associated risk for financial institutions.
The diminished risk-taking and trading appetite had a severe
negative effect on conditions for Markets businesses. While
sentiment has improved in early CY 2012, the outlook still
appears precarious.
Over the short and longer term, this macroeconomic backdrop
will create unusual challenges and opportunities for Australian
majors’ Markets and Treasury operations:

The mandated Superannuation Guarantee flows of funds into
the buy-side, along with risk-appetite and demography-driven
reallocations from equity into fixed income assets, will sustain
the growth of opportunities in this sector for the local majors, in
our view.
Overall, the macro environment presents a challenging outlook
for the Markets businesses of the Australian majors over the
short term. However, opportunities to benefit from longer-term

Cyclical Changes (short-term):
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structural shifts in the two-speed-economy and increased
Superannuation fund flows mean that the picture is not
entirely bleak.

New Regulations Mean Fundamental Changes
Following the global financial crisis, regulators internationally
have launched the broadest reform of the financial system
since the aftermath of the Great Depression. Australian majors’
operations in Markets and other businesses will be
fundamentally changed by these regulations through
deteriorating product economics, increasing operational
complexity and a changing strategic landscape.
The immediate impact of regulation will be on product
economics as regulations drive up the cost of financial
resources. This will happen in four main ways:


Higher risk weighted assets for some products,
particularly counterparty credit exposures and
securitisation.



Increased capital required as a percentage of
risk-weighted assets.



More stringent definition of capital, deducting several
instruments from eligible capital and disallowing the use of
other instruments, raising the overall cost of capital.



More stringent liquidity requirements, requiring more
expensive longer-term funding.

Most of these regulations have been promulgated by the Basel
Committee at a global level. Their precise impacts in Australia
will depend on the Australian Prudential Regulation Authority’s
(APRA) application of the new requirements, which was not
fully finalised as of the time of writing. However, the proposals
put forward so far by APRA allow us to identify specific areas
that will be affected by the regulation, as outlined in Exhibit 18.
Impact on Products
Exhibit 17 shows our estimates of the product-level impact of
the new capital and liquidity rules on the Australian banks
(without taking into account any mitigating actions by
management). Structured products will be significantly
affected, especially because of the increasing risk-weightings
applied to the counterparty credit risk exposures arising from
these products. Banks will need to consider drastic capacity
reduction, re-pricing, cost management or cross-subsidisation
initiatives for these product sets. Flow products will be affected
relatively less, as they do not entail such significant risk
exposures and funding requirements, and because central
clearing of some of these contracts will reduce counterparty
credit risk exposures associated with these products (see box
on OTC clearing on Page 19).
Clearly, bank management will respond by changing pricing
and re-deploying capital and liquidity across business lines.
Accordingly, the final results for product profitability will not look
like the picture that Exhibit 17 traces. However, this static
view shows where the regulatory impacts will be the
most pronounced.

Exhibit 17

Basel 3 Impact: Incremental Cost of Equity and Funding/Revenue
80%

Capital/Leverage

Funding

70%
Illustrative: Based on current business structures, before
mitigation and management actions

60%
50%

40%
30%
20%
10%
0%
Credit

Rates

Commodities

FX

1. “Funding” is the increase in term funding required; “Capital/leverage” is the impact of additional RWA, capital and leverage requirements under Basel 2.5 and Basel 3, charged at a 12% cost of equity
and assuming 10% Tier 1 capital requirement after Basel 3
Source: Oliver Wyman data and analysis
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Exhibit 18

Summary of regulatory changes proposed in Australia and globally
Regulatory impact Key regulatory chages proposed

Impact

1. Higher risk
• CVA capital charge for mark to market losses on
weighted assets counterparty credit
• Increase of counterparty credit risk charges for trades
with other financials
• Use of stressed Expected Positive Exposure (EPE)
• New charges for wrong-way risk
• Lower risk-weighting for OTC derivative exposures to CCPs
• Calculation of stressed VAR for Market Risk

Increased assessment of riskiness for
• Exposures to derivatives
counterparties
• Doing business with Financial
Institutions
• Running trading books
• Underwriting securitisations

2. Higher capital
requirements

• Minimum CET1 ratio of 7% (incl. conservation buffer)
• 0–2.5% counter-cyclicality buffer
• 1–3.5% CET1 buffer for Global-Systemically Important Financial
Institutions (current list only includes overseas institutions)
• Minimum Tier 1 leverage ratio of 3%, to be tested from Jan 2013

• Banks will have to hold higher
amount of capital for a given amount
of risk
• Global banks deemed systemically
important will hold even more capital

3. More stringent
definition of
capital

• New deductions, including securitisation exposures and all in• Cost of capital will increase as banks
vestments in commercial entities deducted from Tier 1 capital ratio
are less able to make use of
cheaper instruments such as hybrids

4. More stringent
liquidity
requirements

• 30-day Liquidity Coverage Ratio – Requirement to hold liquid
• Banks will need to fund their
assets against run-off of liabilities in given scenarios
positions with longer term liabilities,
• Net Stable Funding Ratio requirement to require long-term funding
increasing funding costs
of long-term assets

CET1: Common Equity Tier 1; CVA: Credit Valuation Adjustment; CCP: Centralised Counterparty; OTC: Over The Counter; VAR: Value At Risk
Source: Oliver Wyman analysis

Impact on Client Segments
Beyond fundamentally changing economics for Markets
products, the forthcoming regulations will also have significant
differential impacts across client segments. The regulations will
hit hardest in the banks and hedge funds segments, increasing
the costs of doing business with these clients and reducing
their demand for Markets products.

Asset managers and superannuation funds, which make fewer
demands for credit and will be cheaper to deal with under the
new OTC clearing regimes, will be the least affected segment,
further increasing their attractiveness. In Exhibit 19, we provide
further details of these client segment-level dynamics. Banks
that recognise these shifts in client demand and react most
proactively could mitigate their exposure and gain market
share in the emerging market environment.

However, for the Australian majors, their core segment of
Corporates will not escape unscathed but will be relatively less
affected.
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Central Clearing for OTC Derivatives
Along with the emphasis on improving bank capital and liquidity positions, which has been the focus of Basel 3, Northern
hemisphere regulators have also been driving banks towards increased clearing of their Over-the-Counter (OTC) derivatives on
central clearing houses and increased use of electronic trading facilities. This has been motivated by the desire to decrease the
systemic implications of counterparty risk and to increase transparency in the derivatives market.
Australia has indicated that it will also encourage central clearing. However, there is no clear move on the migration to
electronic platforms.
The clearing of OTC derivatives by central clearing houses will affect the derivatives businesses of the Australian majors in
two ways:


Short-term: Their offshore rates and credit businesses will need to be centrally cleared in 2012/2013, when the US/European
regulations are due to take effect. They will need to establish appropriate interconnectivity with banks that are members of
clearing houses to facilitate this.



Long-term: Their core AUD product sets will need to be centrally cleared once the appropriate rules and infrastructure are in
place. However, this will probably be a slower process.

Local regulators in Australia have been considering solutions for central clearing, either using an offshore central clearing house or
establishing a local clearing house. While consultations are ongoing, the Council of Financial Regulators’ preference appears to be
for the local option to maintain regulatory control and the ability to intervene in a crisis. The Australian Stock Exchange has also
announced its interest in providing central clearing services.
However, much uncertainty remains over the nature of the new structure, e.g.


What products will be required to be centrally cleared?



Which types of counterparties will need to centrally clear?



What will the clearing-house membership requirements be?



What will the margin requirements and related rules be?

Two things are clear, however. Banks will need to establish linkages and negotiate agreements with central clearing houses and
adapt back- and mid-office systems and processes to leverage these linkages and ensure compliance with the requirements. The
Australian majors are well advanced in this process.
Beyond executing these operational changes, banks will need to adapt their strategy given that the competitive playing field
will change:


High credit ratings will be less advantageous for derivatives counterparties, thus undermining one of the sources of
competitive differentiation the Australian majors have sought to exploit in recent years.



Technology and scale will be more important to offer superior execution, ancillary services and provide economics.

New offerings such as collateral management and transformation will likely become more important to the banks.
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Exhibit 19

Regulatory Impacts across Client Segments
Impact of
regulation

Regulatory impact

Banks/
wholesaleretail

•
•
•
•
•

Hedge funds

• Basel III has direct impact with implications for Counterparty Credit Risk, liquidity, and collateral
management
• Reduced leverage available; new rules on highly leveraged counterparties and tax increase (and
closure of offshore loopholes) may lead to shrinkage
• Increased regulation may lead to slower segment growth and more restricted strategies

Insurers

• LAGIC will highlight the volatility of the sector which could imply higher costs of capital in the
short run and limit capital raising
• Insurers and banks will have different capital costs for credit of various ratings and maturities,
potentially generating arbitrate activities

Corporates

• Impacted by higher capital requirements for OTC due to exemptions for central clearing – some
banks providing financing for collateral
• Overall corporate banking business more difficult to make profitable given increased liquidity
costs for lending and challenged economics for Markets products

Asset
managers,
super funds

• Increased counterparty risk charges
• Opportunities for credit distribution given constraints on bank balance sheets
• Opportunities to assist with operational complexity around OTC clearing requirements

Capital markets volume likely to decrease as intra-bank transactions attract higher CCR charge
Increasing demand for ECM and DCM activity
New opportunities for bank funding opened by launch of covered bond issuance
Investor protection regulation (e.g. FOFA) may further limit structured product sales
Refocus on cost reduction and funding opportunities (innovative structured funding solutions
being considered)

Source: Oliver Wyman analysis

Bank Responses
The changing market and regulatory conditions and the
diverging outlook for different client segments and product
groups will affect each of the Australian majors differently. How
they respond to these environmental changes will also
differentiate them. They may change their business mix,
reallocate financial resources to optimise efficiency and cut
operating costs.
Footprint re-assessment will involve realigning resources
across product lines and client segments to reflect the new
realities of post-regulation economics and growth prospects.
At the product level, this will probably involve a move away
from structured and toward flow businesses. However, this will
be less pronounced for Australian banks than for global
players, which have historically done a larger amount of
structured business. Credit and securitisation businesses will
need to be reconfigured to ensure ongoing viability. Banks will
also have to look at the implicit cross subsidies between
business lines, such as those between DCM and rates/FX as
the derivatives cross-sell becomes less profitable.

Re-assessing client footprints may lead some banks to refocus
on the local asset manager and super funds sector. While
facing challenging conditions currently, the sector will likely be
further bolstered by the increase in mandatory superannuation
contributions. As the managers of this growing pool of assets
increase their appetite for more debt and foreign products to
diversify their asset base, they will face challenges in managing
interest rate risks, currency risks and the pending asset-liability
mismatch challenges of asset decumulation. These buy-side
businesses may also become more attractive as an avenue for
selling down credit exposures from bank balance sheets as the
new liquidity and capital rules begin to bite. Australia’s major
banks will be in a position to exploit their existing relationships
with local players in this sector and their strong capabilities in
fixed income products.

20

March 19, 2012
Australia Banks

to strategic planning, and embedding its governance at the
appropriate levels in the organisation).

Exhibit 20

Re-configuring Australian banks’ markets and
treasury businesses
• Product
• Client
• Geography
Footprint
re-assessment

“Withdrawing
capacity from low
return business
lines”

Given the complex nature of Treasury and Markets products,
we think major Australian banks face two distinct challenges in
increasing resource efficiency:


Accurately reflecting the resource consumption of
these businesses;



Striking the balance between allocating them the required
capital while retaining the flexibility to shift the resources
“real-time” in response to changing conditions in a volatile
market.

“Optimizing use of
scarce liquidity and
capital resources”
• Capital
• Liquidity
• Supporting infrastructure

“Reducing cost while
retaining strategic
capabilities”

•
•
•
•

Tactical
Process
Organisation
Headcount

While the majors are predominantly concentrated on their
home markets, some have more substantial offshore footprints
that will merit scrutiny given the macro outlook and new
regulatory constraints. On both counts, the Asian markets are
likely to look more attractive to most players than North
America or Europe, and we are likely to see ongoing
reconfiguration of geographic footprints.
In a world with increased scarcity of financial resources,
ensuring financial resource efficiency will be even more
critical to optimize use of these scarce resources (such as
capital and liquidity) and maximizing returns achieved from
their use. We see these efforts as likely to focus on four
key areas:


Increased transparency about the uses of financial
resources and their returns;



Higher prices for financial resources (e.g. funds transfer
prices reflecting the true cost of liquidity) and increased
use of P&L charging for capital consumption;



Applying these more comprehensive pricing
methodologies in performance measurement and
incentives;



Organisational and governance alignment (e.g. bringing
together decision making across resource types, linking it

Limited opportunities for top-line growth will compel firms to
engage in disciplined cost management. In 2011, we saw the
increased use of tactical measures by Australian majors to
reduce costs. While these have been helpful, we identify a
number of areas where the Markets operations of Australia’s
major banks can further increase their cost efficiency,
including:


Increasing Front Office productivity via appropriate shape
and structure of the talent pyramid, producer monitoring
and management, and addressing content and
coverage overlaps;



Increasing process efficiency (e.g. reducing manual
intervention points in trade execution, and eliminating
silos and infrastructure overlaps for trading, structuring
and sales);



Ensuring support functions and management
infrastructure are not over-resourced for the market
conditions.

Overall, while the outlook for Australian Markets businesses is
challenging, we believe that those banks that take the
opportunity to deploy strategies similar to those outlined above
will find themselves well positioned to weather the on-going
market and regulatory storms. This should allow them to gain
market share and outperform peers that fail to adapt to the
new environment.
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Section 4: Markets and Treasury Income for Major Banks
The valuation section solely reflects the views of Morgan Stanley Research, not Oliver Wyman. This section is intentionally blank for
this Oliver Wyman shortened version – please contact Morgan Stanley directly for this section.
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Section 5: Comparison of Major Banks’ Performance
The valuation section solely reflects the views of Morgan Stanley Research, not Oliver Wyman. This section is intentionally blank for
this Oliver Wyman shortened version – please contact Morgan Stanley directly for this section.

23

March 19, 2012
Australia Banks

Section 6: Morgan Stanley Markets and Treasury Income Forecasts
The valuation section solely reflects the views of Morgan Stanley Research, not Oliver Wyman. This section is intentionally blank for
this Oliver Wyman shortened version – please contact Morgan Stanley directly for this section.
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2%
12%

41%
37%
23%
27%

Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan
Stanley received investment banking compensation in the last 12 months.

Analyst Stock Ratings
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis
over the next 12-18 months.
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted
basis over the next 12-18 months.
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on
a risk-adjusted basis, over the next 12-18 months.
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis,
over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.
For Australian Property stocks, each stock's total return is benchmarked against the average total return of the analyst's industry (or industry team's)
coverage universe, instead of the relevant country MSCI Index, on a risk-adjusted basis, over the next 12-18 months.

Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index.
.

Stock Price, Price Target and Rating History (See Rating Definitions)
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers
Citi Investment Research & Analysis (CIRA) research reports may be available about the companies or topics that are the subject of Morgan Stanley Research. Ask your
Financial Advisor or use Research Center to view any available CIRA research reports in addition to Morgan Stanley research reports.
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan
Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley & Co. International PLC and its affiliates have a significant financial interest in the debt securities of ANZ Bank, Commonwealth Bk Aust, Nat Aust Bank,
Westpac Banking.
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of
Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the
recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For
all research available on a particular stock, please contact your sales representative or go to Client Link at www.morganstanley.com.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances and
objectives of those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to
seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities,
instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in
some or all of them. Morgan Stanley Research is not an offer to buy or sell any security/instrument or to participate in any trading strategy. The value of and income from
your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes,
operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments
transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. If
provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the subject company's securities/instruments.
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based
upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or
revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital
markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.
Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy.
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or
more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment
of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley
Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of
securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by
Morgan Stanley or associated persons.
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With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley
Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have
not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of
associated expenses unless pre-approved by authorized members of Research management.
Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your
reference only. Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange
of Hong Kong ("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise
Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely
responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express
written consent of Morgan Stanley. To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia
Limited as part of its regulated activities in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade
in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan
Stanley Asia Limited.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does not constitute
an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be
responsible for obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves.
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related
research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in
Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number
200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters
arising from, or in connection with, Morgan Stanley Research); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley
Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale
clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Smith Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of
Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by
Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of and takes responsibility for its contents in Canada;
in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish
Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to
financial research as established under Spanish regulations; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its contents. Morgan Stanley & Co.
International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes
of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private Wealth Management
Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK. Private UK investors should obtain the advice
of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned. RMB Morgan Stanley
(Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint
venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying
solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or
representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global
Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley bases projections, opinions, forecasts and
trading strategies regarding the MSCI Country Index Series solely on public information. MSCI has not reviewed, approved or endorsed these projections, opinions,
forecasts and trading strategies. Morgan Stanley has no influence on or control over MSCI's index compilation decisions. Morgan Stanley Research or portions of it may not
be reprinted, sold or redistributed without the written consent of Morgan Stanley. Morgan Stanley research is disseminated and available primarily electronically, and, in
some cases, in printed form. Additional information on recommended securities/instruments is available on request.
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over
MSCI's index compilation decisions.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.

Other Important Disclosures from Oliver Wyman
Copyright © 2012 Oliver Wyman. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of Oliver Wyman
and Oliver Wyman accepts no liability whatsoever for the actions of third parties in this respect.
This report is not a substitute for tailored professional advice on how a specific financial institution should execute its strategy. This report is not investment advice and
should not be relied on for such advice or as a substitute for consultation with professional accountants, tax, legal or financial advisers. Oliver Wyman has made every effort
to use reliable, up-to-date and comprehensive information and analysis, but all information is provided without warranty of any kind, express or implied. Oliver Wyman
disclaims any responsibility to update the information or conclusions in this report. Oliver Wyman accepts no liability for any loss arising from any action taken or refrained
from as a result of information contained in this report or any reports or sources of information referred to herein, or for any consequential, special or similar damages even
if advised of the possibility of such damages.
This report may not be sold without the written consent of Oliver Wyman.
The Oliver Wyman employees that contributed to this report are neither ASIC-nor-APRA registered.
Oliver Wyman is neither authorised nor regulated by ASIC or APRA. As a consultancy firm it may have business relationships with companies mentioned in this report and
as such may receive fees for executing this business.
Please refer to www.oliverwyman.com for further details.
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