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EXCLUSIVE SYDNEY ENVISAGED AS RENMINBI HUB

FTA key to high currency flow
TRADING volumes between the
Australian dollar and the Chinese
renminbi are expected to be one
of the major beneficiaries of a
trade agreement that will cut the
cost of doing business between
the two nations.

Tony Abbott has promised to
finalise a trade deal between Aus-
tralia and China before the end of
the year, after sealing agreements
with Japan and South Korea as
part of his first major overseas
tour as Prime Minister earlier this
month.

The Australian dollar is just
the fourth currency that is fully
convertible with the renminbi,
which the Chinese government
plans to turn into a global cur-
rency.

The convertibility deal was

signed between Australia and
China a year ago but the trading
volumes of the two currencies
have started to flatline after an in-
itial spike.

Figures compiled by global
bank HBSC show that despite an
initial rise in volumes and value of
at least 40 per cent between the
pair of currencies after the con-

vertibility deal was signed in April
last year, trading has defied most
experts’ expectations and sharply
stabilised since then.

It is estimated that the cur-
rency flows are worth $US2.5 bil-
lion ($2.8bn) a month, up sharply
from about $US300 million a
month before the convertibility
was approved by former prime

minister Julia Gillard in Beijing.
Despite the initial sharp jump,
currency analysts had expected
the turnover to grow each month
as more Australian businesses
started exporting to China.

China remains Australia’s
No 1 trading partner, with trade
worth at least $US130bn a year

The stability in trading vol-

umes has been partially blamed
on the number of corporate and
investment transactions between
Australia and China moderating
abruptly, after a rush of mining
and commodity-related deals
early last year.

The dollar is only the fourth
currency — along with the US
dollar, NZ dollar and Japanese

yen — to be fully convertible
against the yuan, which allows
Australian exporters to settle
Chinese trade deals in the local
currency. The convertibility re-
duces the costs of doing business
with the world’s second-largest
economy.

Westpac’s head of China, An-
drew Whitford, said he believed

an FTA between Australia and
China would increase the trading
volumes and flow between the
two currencies. Some exporters
estimate the convertibility deal
has saved up to 10 per cent on the
currency transaction costs.

Continued on Page 16
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NEWCREST’S status as Aus-
tralia’s premier listed gold pro-
ducer is under threat as the
world’s biggest gold producers,
Canada’s Barrick and US group
Newmont, work towards a
$US33 billion ($35bn) merger
that could include a spin-off of
their Australian and New Zea-
land assets.

The $8bn Newcrest now
comfortably dominates the
local gold sector but faces rel-
egation to second position if, as
is widely tipped in the North
American market, Barrick and
Newmont can resolve the last
sticking point to a proposed
merger — how best to spin-off
their combined Australian and
NZ interests.

On a combined basis, Barrick
and Newmont — respectively
the world’s biggest and second-
biggest gold producers —
account for 2.3 million ounces
or 25 per cent of total Australian
annual gold production. That is
from their global output of a
combined 12 million ounces.

Wrapping their respective
Australian production in to an
Australian/NZ spin-off (New-
mont produces about 100,000
ounces of gold annually at
Waihi in NZ) would challenge
Newcrest’s top ranking, with its
forecast output for 2014 of
2.3  million ounces, production
that is spread across mines in
Australia, PNG, Indonesia and
Africa.

Baillieu Holst equity partner
and Melbourne Mining Club
president Richard Morrow said
yesterday he would not be sur-
prised if a spin-off of the Aus-
tralian gold assets owned by
Barrick and Newmont was a key
feature of any merger.

“Australia has become a high
cost place to produce gold and
the North Americans are under
the pump from their investors to
improve their game,’’ he said.

A new wave of merger and
acquisition activity is sweeping
through the global gold industry
as producers attempt to win
back investor favour after last
year’s dramatic fall from grace,
prompted by the one-day fall in
April last year of nearly $US300
an ounce. 

A merger of Barrick and
Newmont would necessarily
focus the spotlight on Newcrest,
the world’s fourth biggest gold
producer. Like Barrick and
Newmont have recently done,
Newcrest is undergoing man-
agement change. It also owns
two of the biggest goldmines in
the world — the Cadia opera-
tion in NSW and the Lihir mine
in PNG.

The Cadia East mine in par-
ticular would be of interest to
the rest of the industry’s major
producers thanks to its attract-
ive cost position and the re-
cently completed $2bn
expansion that establishes it as
the annual producer of more
than 700,000 ounces of gold
and 75,000 tonnes of copper for
more than 30 years.

M&A activity has also been
Continued on Page 16
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Hancock on the hunt, ready to jump on juniors

SAM MOOY

John Hancock, the third generation of the mining dynasty, is focused on the junior sector

JOHN Hancock is confident
that renewed interest in Austra-
lian projects from foreign capital
is a good indication the country is
moving on from some bad policy
decisions, as he looks for the new
investment opportunities in the
junior resources space.

“The Roy Hill result has been
a big endorsement of Australia as
an investment destination. The
junior sector will benefit from
that and the government’s new
direction,” he told The Australian.
His mother, mining billionaire
Gina Rinehart, recently finalised
funding for her $US10 billion
($10.72bn) Roy Hill iron ore pro-
ject in Western Australia. 

“I’m doing my best to attract
foreign funds to Australian com-
panies, and beyond resources.
Small companies can sometimes
become big companies — they
just need a little help along the
way.”

Mr Hancock has increased his
focus on Australia’s junior re-
sources space after recently tak-
ing on a consultancy role with
Lind Partners, a New York-based
alternative asset management
company.

“A healthy junior space is an
important part of the Australian
resources sector and providing
more funding options to juniors
is a win-win,” he said. 

Mr Hancock, who is said to be
close to a settlement in the case
against his mother that saw him
and his sister Bianca Rinehart
sue her over the $5bn family
trust, says he knows just how
tough conditions can be for the
junior companies.

He said he shared the enthusi-
asm that his grandfather, Lang
Hancock, and his mother had for
prospecting in Australia. Mr
Hancock highlighted that Han-
cock Prospecting was until the
late 1990s a junior company fac-
ing its own funding problems,

adding that without the royalty
stream it received from its Rio
Tinto joint venture it would not
have made it through the tough
years for iron ore.

Looking at new opportunities
for Lind, Mr Hancock said that
while it was obvious he liked iron
ore, access to infrastructure was
key for the bulk commodity. The
other commodities on his radar
include copper and platinum, as
he outlined that they were both
fundamental to modern life-
styles. He is also keeping an eye
on nickel assets.

Lind Partners’ New York-
based managing director Jeff
Easton acknowledged that con-
ditions were tough for juniors at
the moment but he said it was
slightly improving. 

“Things will continue to im-
prove as discoveries are made
and the companies with no true
prospects and less qualified man-
agement teams fall away, leaving
a smaller but more attractive set
of companies for investors,” he
said.

Mr Easton added that the cur-
rent market reminded him of the
US technology sector in 2003. He
outlined that after the US tech
markets had crashed and bot-
tomed, the vast majority of inves-
tors lost interest, creating a very
depressed and illiquid market. 

“It also created some of the
best opportunities I have seen in
my investing career. One was
able to buy Apple at $US11 a
share,” he said.

“From this perspective, in-
vesting in the Australian junior
sector is far more attractive than
it has been in some time.”

The head of the asset manage-
ment company said Australia
had been and continued to be a
fantastic place to invest, adding
that for Lind, Australia also
served as a gateway to internat-
ional investment opportunities.

“Many of our investments,
while listed on the ASX, have
assets in various geographic re-
gions where we would most like-
ly not directly invest,” he said.

Continued on Page 16

SINGTEL is ready to raise the
$1.75 million pay packet for the
vacant Optus chief executive
role as the telco continues its
search for a candidate who can
handle being on the national
stage of Australia’s fiercely
competitive $35 billion a year
telecom sector.

SingTel’s chief executive of
its consumer arm, Paul O’Sulli-
van, told The Australian that the
company had a shortlist of
potential candidates and that
“market rates” would be offered
if it meant the telco could secure
a world-class chief executive. 

The head of Optus’s con-
sumer business, Vicki Brady, re-
mains the favourite internal
candidate, but the Singaporean
telecoms giant is also looking
overseas for candidates.

“The sort of person we will
bring in will either be one of our
own or we will look around to
see where the best talent in the
world is. But expect that to take
up to six months. That’s just the
reality,” Mr O’Sullivan said.

The hunt for a new chief has
been led by headhunter Russell
Reynolds but sources close to
the company said the search
had been a “struggle”.

One major concern has been
the ability for SingTel to match
international market rates for
top talent. 

According to SingTel’s 2013
annual report, former Optus
chief Kevin Russell was paid
$1.75m last year, less than half
the $3.6m that Telstra’s chief
financial officer Andy Penn —
who has been linked with the
Optus job — took home at
Telstra.

But Mr O’Sullivan said it was
impractical to stick to rigid bud-
gets when trying to attract the
best talent.

“Clearly we will bring in
someone who will be really
good for Optus and someone
who will be really good at mak-
ing a mark in Australia and you
pay whatever the market re-
quires for that,” he said.

“You don’t fill a job like this
by putting an ad in Seek. Those
sorts of people aren’t sitting
around looking for a job, so we
will have to spend time re-
searching and romancing
them.” 

Sources also say the search
process has been hampered be-
cause of the role’s tiered report-
ing structure, which requires
any prospective Optus chief
executive to report to Mr O’Sul-
livan, who in turn reports to

Continued on Page 16
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Puzzle of rising inflation keeps the Reserve Bank guessing on economic growth

THE Reserve Bank’s belief that
the Australian economy is still
capable of achieving growth in
excess of 3 per cent will be chal-
lenged if this week’s March quar-
ter inflation report repeats the
unacceptably elevated level of the
December quarter.

The underlying measures of
price growth rose to 0.9 per cent
in the December quarter which, if
sustained, would push inflation
well over the top of the Reserve
Bank’s 2 to 3 per cent band.

Governor Glenn Stevens has
described this result as “some-
thing of a puzzle”, given that
economic growth is slow, busi-
ness surveys show plenty of idle
capacity and wage rises are the
smallest seen in the 15 years that
the Australian Bureau of Stat-
istics has been measuring them.

“If you think about the general
situation, 18 months of growth
having been below trend, unem-
ployment having gone up and
wages growth having slowed, that

is not one that would obviously be
associated with a sustained rise in
price pressure,” he told the last
parliamentary economics com-
mittee hearing.

Although it partly reflected
the depreciation of the Australian
dollar pushing up the cost of im-
ports, this did not explain why the
prices of domestic goods and ser-
vices were rising. 

“It could be that there was a
higher than usual degree of noise
in the data, which can occasion-
ally occur, owing to the difficult-
ies of measurement or the timing
of price changes,” the bank’s last
Monetary Policy Statement said.
“This would imply the higher-
than-expected inflation recorded

in the quarter will not persist. Al-
ternatively, the stronger inflation
outcome raises the possibility
that there is less spare capacity in
the economy than previously

thought, which would suggest
that the outlook for inflation
would be somewhat higher than
previously anticipated.”

It is this second option that the
bank will have to consider if the
March quarter again produces a
high figure for core inflation.

An analysis by HSBC’s chief
economist Paul Bloxham earlier
this year suggested that potential
growth had slowed from 3.5 per
cent a decade ago to closer to
2.8 per cent. Labour force growth
has been weak, reflecting the age-
ing of the population, while pro-
ductivity growth, which averaged
2.2 per cent from 1991 to 2003,
had since slowed to 0.5 per cent.

He argued the productivity

slowdown reflected the lack of
commitment to economic reform
over the past decade, which had
left Australia with a more inflex-
ible labour market, an inefficient
tax system and inadequate qual-
ity infrastructure. A fall in the
potential growth rate would both
be consistent with the rise in in-
flation and with the unemploy-
ment rate, which has been falling
despite actual economic growth
appearing to be below its long-
term trend at about 2.8 per cent.

Stevens told a parliamentary
hearing that his belief that poten-
tial growth was still at, or just
above, 3 per cent assumed labour
force growth of 1.5 per cent and a 
recovery in productivity on

which he declared himself “prob-
ably a bit of an optimist”. The
argument that productivity is set
for an increase is partly based on a
view that those trade-exposed
businesses which have survived
the extended period of high ex-
change rates have been forced to
become much more efficient. The
commissioning of resource pro-
jects will also lift productivity, as
at least some of the construction
phase gets misinterpreted by the 

ABS as inputs going into the
resources sector with no corre-
sponding output. This is reversed
when the projects start up.

“I am not drawing from this at
this point a strong signal about

Continued on Page 19
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STATE-OWNED Chinese 
companies are likely to move 
away from buying big resource 
projects, with the country 

focusing instead on financing 
deals to encourage supply, 
according to one of Australia’s 
most experienced China-based 
executives.

Company director and 
former BHP Billiton China 
head Clinton Dines said the 
world’s second-biggest 
economy was likely to 
increasingly use its bulging 
foreign reserves to finance 
developments that would solve 
its resource security.

The predicted shift to an 
“inducement’’, or financing, 
model follows a string of poor 
overseas merger and 
acquisition deals and attempts 
at resource development such 
as the Sino Iron Ore project 
that have lost billions of dollars.

“I don’t think you are ever
going to see again state-owned 
companies doing holus-bolus 
iron ore deals,’’ Mr Dines said

“I don’t think you are going
Continued on Page 16
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Tax office ‘serious’ 
about profit shifting 
LAW: The Australian Taxation 
Office’s new powers to unpick 
contracts made between 
divisions of multinational firms 
will make it much harder for 
corporate taxpayers to defend 
themselves against charges of 
“profit shifting”, a leading tax 
partner has argued.

Anthony Seve, KPMG’s head
of transfer pricing, told The 
Australian the ATO’s 
interpretation of changes to tax 
law has given the agency “wide 
and extensive” scope to re-
characterise debt as equity and 
even prevent intellectual 
property from leaving the 
country.

“Wednesday’s draft ruling 
shows the ATO has defined its 
new powers as broadly as 
possible,” he said, suggesting the 
ATO was now among the 
world’s most powerful in 
relation to transfer pricing 
disputes. 

“This could be viewed as an
extreme measure with the 
potential to broaden the already 
extensive new powers,” he said, 
adding that the ATO was 

“clearly serious” about applying 
reconstruction to transfer 
pricing cases.

The ATO’s draft ruling 
clarified the new powers given 
to it by changes to section 851b 
of the Income Tax Act that were 
rushed through in the dying 
days of the Gillard government. 

The latest changes mean the
ATO can decide whether terms 
and conditions in legal contracts 
between related entities are 
sufficiently at “arm’s length”. 

The growing scope for large
multinational firms with 
substantial intellectual property,
such as Google and Apple, to 
shift their profits (and 
intellectual property) to low tax 
subsidiaries has prompted a 
global crackdown on what is 
called “base erosion and profit 
shifting”.

The Abbott government, as
the current chair of the G20 
group of countries, has made 
introduction of the OECD’s 
recommendations to combat 
profit shifting a priority at this 
year’s meetings. 

ADAM CREIGHTON

Hancock to jump on juniors

Continued from Page 15

“By investing in these regions 
through Australian listed 
companies we have the benefit 
of allocating capital to a market 
that is part of a stable political 
and economic system with 
expert market participants that 
fully understand the regions 
they are working in.”

Lind Partners manages the
Australian Special Opportunity 
fund, dedicated to investments 
in Australian listed companies 
and, to a smaller degree, private 
ventures.

Mr Easton said when looking
in the resources space he looked 

mainly for companies that had 
good projects, along with 
effective and passionate 
management teams.

“We do not try to time the 
markets. Rather, we seek to 
have broad exposure to as many 
commodities as possible,” he 
said.

“This enables our investors
to benefit from our portfolio 
companies achieving good 
results as well as being able to 
participate in the price 
appreciation of any single 
commodity. For example, our 
investments in companies with 
a nickel focus have been 
outperforming as of late.”

Focus shifts to resource financing, equity stakes
Continued from Page 15

to see $14 billion of Rio Tinto
stock raided overnight any more
— not at an SOE level.

“Big Chinese companies will
prosecute corporate strategies
(but) you are going to see separ-
ation of corporate strategies and
at a policy level you are going to
see the Chinese doing more
through the Ex-Im (state-spon-
sored export-import or trade
finance) banks.”

The comments come amid
talks between China and the
Australian government to secure
a free-trade agreement in which
Beijing is pressing for a signifi-
cant relaxation of foreign invest-
ment procedures.

China-driven M&A deals
soared by a third last year to
$8.5bn, according to accounting
firm PwC, although that figure
largely reflects one deal: State
Grid Corp’s purchase of part of
Singapore Power’s Australian
energy distribution businesses
Jemena and SP AusNet.

Bankers and executives are

also hoping to secure buyers for
tens of billions of dollars worth of
resource projects being put on
the market by companies such as
BHP and Rio as they focus on
delivering returns from their top-
tier mining operations.

But Mr Dines, who ended a 21-
year career with BHP as its Bei-
jing-based country head in 2009,
said Chinese state-owned enter-
prises and other companies had
learned lessons from a spate of
top-of-the-market attempts to
take over Australian companies
or develop local resource projects
that have cost billions.

He said they would now be
more likely to follow the model
used by Japan to provide loans
and minority equity stakes to
companies in countries with re-
sources and the expertise to de-
velop them.

“You induce people to keep
adding lots of capacity because
your best supply security is if
there is lots and lots of stuff out
there,’’ Mr Dines said.

“The Japanese did that, they
financed iron ore in Western

Australia, coking coal in Queens-
land, NSW, and LNG.

“We happily built more than
was necessary because if you go
to a company like BHP, it is full of
engineers and they like big
Tonka toys and big holes in the
ground, and they will keep build-
ing. And guess who is best suited
to export large amounts of capi-
tal and get people building?’’

Mr Dines is a director of
Kazakhmys, a London-listed Ka-
zakstan miner that has received
billions of dollars in loans from
China Development Bank to de-
velop copper mines in the former
Soviet republic. It has taken a
secondary listing on the Hong
Kong Stock Exchange since re-
ceiving those loans.

This week MMG, the Mel-
bourne-based but state-backed
and Hong-Kong listed mining
company, is leading a Chinese
consortium purchasing the Las
Bambas copper mine in Peru for
$6.22bn from Glencore Xstrata.
Chinese competition authorities
were reported to have insisted as
a condition of approving the

Glencore Xstrata merger that the
mine be sold to a Chinese entity.
The deal has been financed by
Chinese banks.

Wayne Mo, the head of the
China desk for ANZ’s insti-
tutional bank in Melbourne,
agreed Chinese companies were
taking a more considered
approach to foreign investment
and looking for local companies
and lenders to partner in projects.

The best model for offshore
investment usually involved sev-
eral layers of partnership, includ-
ing at the equity and debt level,
with local banks providing the
best understanding of conditions
on the ground, and Chinese
banks providing the balance
sheet needed to supply the bulk
of finance.

But those projects also used
local management to run the
project and had a significant Chi-
nese component, such as a re-
source offtake agreement or
requirement to use Chinese-
supplied equipment.

Chinese banks are estimated
to have loaned $15bn-$20bn on

Australia-related resource deals,
led by the Sino Iron project.

Ian Pollari, head of banking at
accountants KPMG, said Chi-
nese banks were also increasing-
ly active in the syndicated loan
market. This market allowed
them to participate in financing
in international markets but
leave the more detailed due dili-
gence and credit assessments to
local lead banks.

“What we would expect is that
as they become more familiar
with this market they will take on
those lead roles,’’ Mr Pollari said.

Bank of China has had a
branch office in Sydney since
1985 and has since been joined by
China Construction Bank, Bank
of Communications Co, China
Construction Bank and, this
year, Agricultural Bank of China.

Mr Pollari said the loan
exposures of the local branches
of the giant Chinese banks were
up to 75 per cent concentrated on
established Australian compan-
ies rather than Chinese compan-
ies looking to do business in
Australia. 

Young pessimistic about 
future of slowing China
CHINA is one of the world’s
most important political and
economic players, but despite its
growing power an increasing
number of its younger popu-
lation are fearful for their
nation’s future.

The economy is growing at
the slowest quarterly pace in two
years but remains the second
largest in the world behind the
powerful US.

The National Bureau of Stat-
istics revealed this week that
China’s economy expanded by
7.4 per cent in the first three
months of 2014, down from
7.7 per cent at the end of last year
but marginally above forecasts of
7.3 per cent.

The result prompted renewed
speculation that the Chinese
government could be forced to
order a major stimulus package
to ensure economic activity is
sustained and help the nation
meet its official 7.5 per cent
growth target this year.

However, more Chinese
young people — especially those
tertiary educated — are increas-
ingly frustrated at the negative
costs that have emerged as the
result of the government’s focus
on growth.

Tsinghua University graduate
Zhang Yue, 21, is planning to
leave China and study in the US,
disappointed at her country’s
current direction.

“If it is possible I will not come
back,” Ms Zhang told The Aus-
tralian. “I am not optimistic with
China. There is pollution, cor-
ruption, censorship, there are so
many problems that I cannot see
any hope for the country. I am
choosing to leave. 

“Maybe one day China will be
better and I could find a way to
wish to live here again.”

Premier Li Keqiang has
flagged that the government was
unwilling, at this stage, to im-
plement a fiscal stimulus pro-
gram to respond to what it
considered “short-term econ-
omic volatility”.

Instead, the government this
week unveiled a “stimulus by
stealth measure” as it cut the re-
serve requirement ratio among
rural commercial banks.

Effectively, the banks will be
required by prudential regulators
to hold less capital, which frees
up liquidity available for lending.

The move was welcomed by
financial markets, which remain
fixated on China’s future
prospects, especially as it cools

from the double-digit growth ex-
perienced in the past decade.

The sudden growth spurt ex-
perienced before the global
downturn, and the nation’s per-
formance since then, undoubt-
edly brought benefits for China’s
1.3 billion population, but it has
also created social, political and
economic problems which are
now starting to worry its citizens.

The average working wage
has more than doubled over the
past 10 years but still, in current
terms, is up to 60 per cent lower
than the global average. 

In the private sector, wages
have increased from 16,024 yuan
($2750) a year in 2004 to 46,769
yuan last year. The majority of
China’s labour force is employed
by state-owned enterprises
where it is estimated wages are
up to 60 per cent higher than for
privately employed workers.

However, China has 268 mil-
lion migrant workers — almost
ten times the size of the Aus-
tralian population — who earn
just 2609 yuan a month, a level
considered barely above the pov-
erty line. A recent online global

wage comparison index, com-
piled by CNN, found the average
private sector wage in China was
the equivalent of a Thai cleaner’s
salary.

The comparator site prompt-
ed a huge uproar among China’s
workers who are increasingly de-
manding, the government order
wage increases across the nation.

The most recent Gini Co-
efficient index, compiled by
World Bank data, showed that
inequality in China remains
prevalent.

China’s reading was 0.473 last
year, down marginally from
0.474 in 2012. A reading of 0 re-
flects “perfectly equality” while 1
shows “maximum inequality”.

The data also revealed Chi-
nese disposable income, in urban
areas, rose by 7 per cent in 2014
while in rural areas it grew by
9.3 per cent.

Ms Zhang said the govern-
ment’s emphasis was misplaced

on economic growth at the cost
of social development and
progression.

“I am disappointed with
Chinese society right now,” she
said.

“Politics leads everything in
China and everything is con-
trolled by it. The government
puts all of its attention on econ-
omic development and does not
care for intangible assets like
equality or the arts. 

“Chinese people are now so
egotistical they hold on to any-
thing they can get and are not
interested in learning the advan-
tages that other countries hold.”

The income divide in China is
also being exacerbated by sur-
ging house prices to levels, es-
pecially in the major cities, which
have prompted some economists
to forecast a property bubble is
under way.

ADDITIONAL REPORTING:
WANG YUANYUAN

AFP

China’s poorly paid workers are demanding that the government order wage increases across the nation

SCOTT MURDOCH
CHINA CORRESPONDENT
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 “The trading between the
dollar and the renminbi has 
flatlined over the past couple of 
months but it will take off 
again, the next obvious step is 
to see Sydney become an 
renminbi hub,” Mr Whitford 
said. “I’m a very strong 
advocate for Sydney to become 
that hub. There is certainly a 
need for that to happen.”

Commodity deals to China
from Australia are still settled 
in US dollars but there is a 
growing trend towards 
payment in renminbi.

Rio Tinto earlier this month
made Australia’s first iron ore 

sale in the Chinese currency, 
three months after flagging it 
was keen to start dealing in the 
renminbi. 

The mining group sold 
175,602 tonnes of iron 
ore worth $US21m to the state-
owned steelmaker Baosteel.

Mr Whitford said he 
believed there would be a 
growing demand from 
Australian businesses to deal 
directly with the renminbi once 
an FTA was settled.

“If Australia becomes an 
renminbi hub, it would be the 
first Western country to have 
that and if it would make it 
easier to transact,” Mr 
Whitford said.

“Plus you would be able to
create other products, like 
investment products. The 
technology is being built.”

LOCAL financial markets re-
open tomorrow after the Easter
break but investors will be wary
until they see Wednesday’s in-
flation update and a further
crucial batch of US corporate
earnings reports scheduled for
this week. 

US investors shrugged off
ongoing tensions in the Ukraine
last week, buoyed by a corporate
earnings season that so far has
seen more than half of the firms
reporting beat profit expecta-
tions, including market heavy-
weights Johnson & Johnson
and Coca-Cola. The US bench-
mark S&P 500 index rose slight-
ly last week to 1865 to near its
post-GFC high, while the local
ASX 200 finished the week
slightly up at 5454.

George Boubouras, chief in-
vestment officer at Equity Trus-
tees, said the US earnings
season had the potential to
overwhelm local data, even
Wednesday’s anticipated infla-
tion print.

A further third of companies
that make up the S&P 500 index
are scheduled to report this
week, including Microsoft,
AT&T and McDonald’s. 

“Earnings results from US
firms with significant exposure
to China such as Yum Brands
are especially interesting be-
cause of the extra information
they will provide about the
Chinese economy,” Mr Bou-
bouras said. 

Nevertheless, after a surprise
jump in Australia’s inflation rate
in February put a rocket under
the local dollar and all but scut-
tled any chance of further rate
cuts, Wednesday’s report will
attract significant interest. 

“The March report is of
greater than usual importance
because we have already seen
two quarters in a row of higher
than expected inflation,” said
AMP Capital’s chief economist
Shane Oliver. 

“The Reserve Bank is already
forecasting a rise to 3.25 per cent
for headline inflation in the
June quarter, so unless the infla-
tion data is much worse than
expected it’s unlikely to change
the RBA’s stance on interest
rates.’’ 

Analysts are expecting con-
sumer prices to rise by 0.8 per
cent over the three months to
the end of March, matching the
surprise acceleration in the lead
up to Christmas, which will push
Australia’s annual inflation
above 3 per cent for the first time
since 2011. 

“Inflation is not a policy issue
yet and the Reserve Bank would
be wise not to raise rates too
soon,” said Mr Boubouras, not-
ing traders were not expecting
the first RBA rate rise to occur
until May next year. 

“Even that is probably too
soon at this stage,” he said, sug-
gesting premature rate rises
could stifle investor confidence.

“The high Australian dollar
is taking the sting out of infla-
tion and tightening policy with-
out the RBA having to adjust
rates.’’ 

The Australian dollar has
risen more than US3c over the
past month to US93.3c, prompt-
ing the Commonwealth Bank to
revise up its forecast for the dol-
lar to parity by the year’s end. 

Investors 
await
inflation 
figures
ADAM CREIGHTON
MARKETS

Merger could relegate Newcrest 

Continued from Page 15

washing through at lower levels 
in all of the three major markets 
for gold equities — North 
America, Australia and South 
Africa. There is an ongoing 
$US3.6bn shootout for 
Canadian producer Osisko, 
while Perth-Based Northern 
Star recently paid $100m for 
three West Australian mines 
owned by Barrick.

The slump in gold prices to
the current spot price of 
$US1294 an ounce — gold 
averaged $US1411 an ounce in 
calendar 2013, down from 
$US1669 an ounce in 2012 — 
has much of the industry 
struggling to break-even on an 
all-in sustaining cost basis.

Like the rest of the industry,
the market values of Barrick 
and Newmont have been 
smashed in response. The 
prospect of synergy savings of 
more than $US1 billion and the 
ability to shed underperforming 
assets within a merged group is 
driving the Barrick and 
Newmont talks.

The Wall Street Journal was

the first to reveal that the latest 
merger talks between the pair 
— there have been talks in the 
early 1990s and early 2000s — 
were halted late last week.

The companies had planned
to announce a deal ahead of 
Newmont’s annual meeting on 
April 23. Subsequently, there 
has been speculation in Canada 
and the US that clarity around 
the spin-off of the 
Australian/NZ gold assets was 
the only sticking point and that 
the merger talks were likely to 
resume.

Barrick was catapulted to 
industry leadership with the 
$US10.2bn acquisition of fellow 
Canadian gold producer Placer 
Dome in 2006.

Newmont has been a long-
term player in the Australian 
market, bulking up its presence 
with the $4.5bn takeover of 
Normandy in 2002.

Barrick and Newmont share
ownership of the Super Pit at 
Kalgoorlie, Australia’s second 
biggest goldmine. Newmont 
also owns Australia’s biggest 
goldmine, the Boddington mine 
in WA’s Darling Ranges.

We’ll pay to get best: Optus

Continued from Page 15

SingTel chief Chua Sock Koong.
Mr O’Sullivan said such percep-
tions were “crazy”.

The hunt for a new CEO
comes at a critical time for Optus,
which over the last 18 months has
been outspent and outgrown by
its main rival Telstra.

Under Mr Russell there was a
push to improve Optus’s stand-
ing among customers by offering
superior service and overhauling
mobile phone plans to increase
customer retention.

Mr O’Sullivan said any in-
coming CEO would not deviate
from that core strategy.

“We have a unique oppor-
tunity in the year ahead. Not
only do we have the strength in
terms of the company’s fitness
and how it has lifted its perform-
ance on customer service, but we
also have for the first time a
much closer parity with Telstra
on network,” he said.

“This has got to be one of the
best jobs in Australia. I did it for 8
years and if I could … I’d love to
apply for it again.”

By the numbers
2013 Gold
production:
7.17 million ounces

2013 Copper production:
539 million pounds

Employees: 25,000

Market cap: $US21 billion

Among its gold mines: Cortez 
and Goldstrike, Nevada; Pueblo 
Viejo, Dominican Republic; 
50% stake in the Super Pit at 
Kalgoorlie, Western Australia

2013 Gold
production:
5.1 million ounces 

2013 Copper production:
144 million pounds 
Employees: 32,000
Market cap: $US11.8 billion 
Among its gold mines: La 
Herradura, Mexico; Minera 
Yanacocha, Peru; Boddington, 
WA; Nevada mining operations 
include 14 open-pit and four 
underground mines.

‘The Reserve 
Bank would be 
wise not to raise 
rates too soon’

GEORGE BOUBOURAS
EQUITY TRUSTEES


	aus21apr2014wc015
	aus21apr2014wc016

