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Weekly Moves 

The banking sector, +0.6%, underperformed the ASX 200, +3.0%, over the 
week.  WBC was the best of the majors at +2.9% while CBA was worst, at flat.  
BOQ was the best non-major at +7.3% while MQG was worst at +3.4%. 
 

Post-FY10 reporting wrap up 

• NIM: With exception of ANZ's 5bp hoh expansion in NIM, on the whole 
margins were lower (NAB's down 2bp hoh, WBC's -9bp).  By division, we 
saw margin compression across the Australian retail portfolios and this is 
expected to continue (CBA's interest rate release indicated 1Q11 NIM 
was 2.15% vs 2H10 at 2.19%); however, New Zealand recorded NIM 
expansion which is also expected to continue into FY11. 

• Better-than-expected dividends: Each of the majors posted final 
dividends above expectations.  In particular we note WBC's final 
dividend of 74¢ indicated a payout ratio of 75.5% for 2H10. 

• Provisioning levels normalised (as expected): Two points of note: 
(1) economic overlay remained untouched with the exception of WBC 
which released $49m and (2) outlook statements indicated lower 
provisions in FY11, although the decline is expected to slow versus FY10.  

• Business lending not expected to return until 2H11: While the 
majors noted they were still seeing healthy pipelines, the much awaited 
business lending growth turnaround is not expected until 2H11. 

 

CBA's rate rise decision - when will the others follow? 

• CBA announced a 20bp rise in mortgage rates above the RBA's 25bp 
change to OCR.  The big winners are likely to be regional banks, which 
have ~2x leverage to above-cycle repricing vs major bank peers.  We 
note that the differential in rates was 27bp pre the rate rise; thus, some 
banks may have more room to move than others   

FY11 Sensitivity to Cash Earnings (full period impact)

0.05% 0.10% 0.15% 0.20% 0.25%

ANZ 0.8% 1.6% 2.4% 3.3% 4.1%
CBA 1.3% 2.5% 3.8% 5.1% 6.4%
NAB 1.0% 2.0% 3.0% 4.0% 5.0%
WBC 1.4% 2.8% 4.1% 5.5% 6.9%
Majors 1.1% 2.3% 3.4% 4.5% 5.6%

SUN 1.0% 2.0% 3.0% 4.0% 5.0%
BEN 2.7% 5.3% 8.0% 10.7% 13.3%
BOQ 3.0% 6.1% 9.1% 12.2% 15.2%
Source: GS&PA Research estimates

Variable Mortgage Spread Increase (Aust. Only)
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Share Price Movement
% Movement over the week to 5 Nov, 10

Major Banks

WBC +2.9%

NAB +2.0%

ANZ# +0.1%

CBA -0.0%

Regional Banks

BOQ +7.3%

SUN +5.4%

BEN +5.3%

MQG +3.4%

Comparable Index Movement

ASX 200 Index +3.0%

ASX Bank Index +0.6%

FTSE Bank Index* +5.0%

FTSE 100* +3.3%

S&P 500 Bank Index* +5.0%

S&P500* +3.1%

Source: IRESS, Bloomberg

* Thursday to Thursday

#Adjusted for ex-dividend  
 

UPCOMING EVENTS:  

• 11-12 Nov: G20 Leaders 
Summit, South Korea 
(finalisation of Basel III) 

 

 
 

Best trading idea: Out of MQG (HOLD, $37.42) into NAB (well capitalised and cheap valuation) 

Order of preference (12-month basis): NAB, ANZ, CBA, WBC 

NAB (BUY, $25.97): Greatest long term upside, with M&A risk diminishing  

ANZ (BUY, $24.09): Asia leverage, benefit from BDD normalisation and cheap valuation  

CBA (HOLD, $48.88): Strong domestic bank, but priced in 

WBC (HOLD, $23.36): Australia recovery play, valuation inexpensive 
Source: GS&PA Research, IRESS 
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Australia - Research Recommendation Definitions 
 
 
Sell (S) Stock is expected to underperform the S&P/ASX 200 for 12 months 

Hold (H) Stock is expected to perform in line with the S&P/ASX 200 for 12 months 

Buy (B) Stock is expected to outperform the S&P/ASX 200 for 12 months 
 
Other Definitions 
NR Not Rated.  The investment rating has been suspended temporarily.  Such suspension is in compliance with 

applicable regulations and/or Goldman Sachs & Partners Australia Pty Ltd (“GS&PA”) policies in circumstances 
when GS&PA and/or, our  New Zealand affiliate, Goldman Sachs & Partners New Zealand Limited (“GS&PNZ”) is 
acting in an advisory capacity in a merger or strategic transaction involving the company and in certain other 
situations 

CS Coverage Suspended.  GS&PA has suspended coverage of this company. 

NC Not Covered.  GS&PA does not cover this company. 
 
Target Price 
Analysts set share price targets for individual companies based on a 12 month horizon.  These share price targets are subject to a range of company 
specific and market risks.  Target prices are based on a methodology chosen by the analyst as the best predictor of the share price over the 12 
month horizon. 
 
Research Criteria Definitions 
The above recommendations are primarily determined with reference to the recommendation criteria outlined below.  Analysts can introduce other 
factors when determining their recommendation, with any material factors stated in the written research where appropriate.  Each criterion is clearly 
defined for the research team to ensure consistent consideration of the relevant criteria in an appropriate manner. 
 

 
 
Industry Structure: Based on GS&PA industry structure ranking. All industries relevant to the Australian equity market are ranked, 

based on a combination of Porter’s Five Forces of industry structure as well as an industry's growth potential, 
relevant regulatory risk and probable technological risk.  A company’s specific ranking is based on the proportion 
of funds employed in particular industry segments, aggregated to determine an overall company rating, adjusted 
to reflect a view of the quality of a company’s management team. 

EVA™ Trend: 1 EVA™ trend forecast for coming 2 years.  Designed to reflect “turnaround stories” or to highlight companies 
GS&PA analysts believe will allocate capital poorly in the estimated timeframe.  

Earnings Momentum: The percentage change in the current consensus EPS estimate for the stock (year 1) over the consensus EPS 
estimate for the stock 3 months ago.  Stocks are rated according to their relative rank, effectively making it a 
market relative measure. 

Catalysts: A qualitative and quantitative assessment of a company's long term catalysts that the analyst believes should be 
considered and possibly recognised by the market.   

Price/Valuation: The premium or discount to base case DCF valuation at which the stock is trading relative to the average 
premium or discount across the market.   

 
For Insurers 
ROE Trend:  

 
ROE is used as a proxy for EVA™.  Rating takes into account the expected level and trend of ROE over the next 2 
years. 

Balance Sheet: 
 

Analyst’s assessment of the quality and strength of the insurer’s balance sheet, including conservatism of 
provisioning, sufficiency of capital, and quality of capital. 

 
For REITs 
Strategy: 

 
Used instead of industry structure as many REIT investors are intra rather than inter sector focussed. 

EPU Growth: Ranking of Earnings Per Unit growth relative to other listed Real Estate Investment Trusts. Used instead of EVA™ 
Trend. 

Yield: Yield relative to the REIT sector average.  Used instead of Earnings Momentum. 
 
For NZ Companies 
Relevant Index: 

 
If a research report is published by our New Zealand affiliate, GS&PNZ, the recommendation of a company or 
trust is based on their performance relative to the NZSX 50 Index (Gross) and not the S&P/ASX 200 Index. 

 

1 EVA™ is a registered trademark of the U.S. consultancy firm Stern Stewart 
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Hold 57% 58% 

Buy 36% 42% 
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