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Summary
• The RBA’s commentary last week announcing the widely anticipated 25bp rise in

the cash rate to 6.75% was hawkish. Officials indicated that core inflation will be
above the RBA’s 2-3% target range in early 2008. This is the clearest signal yet that
the RBA’s tightening cycle is not yet finished. We expect a further 25bp rate rise in
February, but the risk of a December tightening has risen. That said, back to back
rate hikes risk over-egging the policy pudding. An important milestone on the road
to the next RBA decision is this week’s 3Q labour costs measure. The LPI probably
increased by 1.1%q/q, which will take annual growth up to 4.2%, the fastest since
4Q 2005. Rising wage bills will add fuel to inflation’s fire, particularly with corporate
pricing power so healthy.

• New Zealand’s housing market continued to soften in October, with both the QVNZ
and REINZ reports showing increased days to sell and reduced activity. Labour
market conditions to tightened in 3Q, despite a drop in employment. The drop in
labour force participation and unemployment took the jobless rate to a new record
low of 3.5%. The labour cost index rose a solid 0.9%q/q, which points to continued
wage pressure from the tightening labour market. This week’s retail trade report for
September will be the highlight, and is likely to show a small gain in sales.

•  The global economy has entered a phase in which growth is set to slow materially
below trend and consumer price inflation will reach a cyclical high. The US, Euro
area, and Japanese economies are all decelerating into year end, and this quarter is
expected to post global GDP growth of just 2.4%q/q, saar—the smallest gain in
over four years. Meanwhile, faster increases in food and energy prices, along with a
modest rise in core inflation, is expected to push global consumer price inflation to
3.3%oya, the highest level in more than a decade.

•  These developments highlight a powerful underlying tension at work. On one side
stand the sustained and broad-based demand engines of emerging market econo-
mies. The current debate about whether EM growth can decouple from the devel-
oped economies misses the point that growth and asset price divergence has been
a feature of the global landscape for the past five years, when EM GDP growth has
averaged 6.5% per annum, alongside developed world growth of 2.5%. Together
with slowing potential growth in the developed economies and a sustained accom-
modative monetary policy stance, resource utilization rates have moved above pre-
vious cyclical peaks and commodity prices have moved inexorably higher.

•  On the other side lie powerful drags on global growth coming from the disorderly
repricing of credit risk and the lagged effects of a tightening in European monetary
conditions. With credit tightening concentrated in the United States and interacting
with a deep housing downturn, there is an uncomfortably high risk that the US
economy will slide into recession. How the interaction of these two powerful forces
plays out is key to the global outlook.
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This week’s highlight
Wednesday’s Australian labour price index for 3Q. We expect a 1.1% rise on the quar-
ter, which will push up growth to 4.2%oya. This is within the RBA’s unofficial comfort
zone, but will show that wage pressure is building.
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When Australia’s labour market tightens, so does New
Zealand’s. Accelerating employment growth in Australia
opens up more job opportunites, and potentially higher pay,
to Kiwis, who are renowned for being mobile workers. The leg
down in migration in early 2001 was due to a change in
Centrelink laws that tightened up on Kiwis flying over and
going straight onto welfare. The change restricted the ability
of NZ welfare recipients to move, and discouraged cheeky
travellers from seeking a paid holiday in Australia.

The RBA last week disclosed that Australia’s holdings of for-
eign exchange had plunged from $81 billion in May to just $33
billion in October. This is the lowest holdings since April
2003. It seems that the RBA has significantly curtailed its en-
gagement in FX transactions to potentially boost liquidity in
domestic short term money markets and even improve invest-
ment returns. Short term interest rates in Australia are well
above those available offshore.

Consumer confidence is likely to fall in November (-2.5%m/m).
The RBA’s decision to hike interest rates early in the month,
combined with rising crude oil prices and falls in the domestic
equity market, will curb consumer confidence. On the upside,
however, the rising Australian dollar and persistently tight
labour market conditions will prevent sentiment from slumping
in November.
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Australia’s RBA to raise cash
rate again in February
• The RBA last week raised the cash rate 25bp to 6.75%,

as expected

• Annual core inflation looks likely to be above the RBA’s
2-3% target range in 4Q

• The RBA probably will respond with another 25bp policy
tightening in February

The RBA last week raised the cash rate 25bp to 6.75%, as
expected, but the associated commentary was hawkish. The
rise is the 10th since this extended tightening cycle began
back in May 2002. High and rising core inflation, which now
is at the top of the RBA’s 2-3% target range, economic data
indicating firm growth in the domestic economy, high rates
of capacity utilization, and promises of a fiscal splurge by
each of the major political parties running for government at
the November 24 election helped trigger the move. With
core inflation likely to breach the upper limit of the RBA’s
target range in 4Q, our forecast is that the RBA will tighten
a further 25bp in February.

Strong domestic economy to blame
In announcing the tightening, the RBA acknowledged that
inflation has increased, and that there are few signs of di-
minishing strength in the domestic economy; high rates of
capacity utilization and shortages of suitable labour persist.
Most importantly, RBA officials believe that both headline
and core inflation will be above 3% in 1Q08. Officials indi-
cated that the tightening in credit conditions in Australia is
less pronounced than elsewhere, and that the flow of credit
to sound borrowers does not appear to have been impaired.
Finally, while growth in key economies will slow owing to
tighter credit conditions and higher funding costs, RBA
officials expect global growth to remain above average, led
by strong growth in China and the rest of Asia. This implies
that the high terms of trade will remain a stimulus to spend-
ing and activity in Australia.

The upside surprise on 3Q core inflation was the clincher
for last week’s rate rise. Having raised the cash rate 25bp
back in August after an unexpectedly large 0.9%q/q rise in
core inflation in 2Q, the Board hardly could ignore the unex-
pectedly hefty 0.95%q/q outcome delivered two weeks ago.
Annual core inflation rose to 2.9%oya, at the top of the
RBA’s 2-3% target range, on the back of alarmingly

broad-based price pressure. Of the 89 subgroups and ex-
penditure classes in the CPI, 58 reported price rises in 3Q
and only 25 printed falls (6 were flat). The big jumps in food,
energy, and housing-related prices were mainly supply re-
lated and, therefore, are unlikely to be influenced by higher
interest rates. That said, inflation also was fueled by robust
demand; the latest data show that the domestic economy
carried significant momentum into the final months of 2007.
Pressure on scarce resources is unlikely to ease any time
soon.

Core inflation above target in 4Q
On our forecasts, the 4Q CPI data (released in late January)
will show core inflation at 3.3%oya (assuming a 0.8%q/q
rise in the index), above the upper limit of the RBA’s target
range. Our preliminary forecast for 1Q08 (released in late
April) is that core inflation will rise even further above the
target to 3.5%oya. The RBA has shown in the recent past
that it can tolerate temporary breaches of the inflation tar-
get, but officials are unlikely to accept the sustained viola-
tion of the target implied by our preliminary forecasts.

It seems that the RBA’s earlier rate hikes have yet to gain
traction. The RBA raised the cash rate three times during
2006, and again in August this year; yet private sector
credit growth since has accelerated. This is despite the on

JPMorgan Australia Ltd., Sydney
Stephen Walters (61-2) 9220-1599
stephen.b.walters@jpmorgan.com



4

Australia and New Zealand - Weekly Prospects
November 12, 2007

JPMorgan Australia Ltd., Sydney
Stephen Walters (61-2) 9220-1599
stephen.b.walters@jpmorgan.com

 

90

100

110

120

130

140 45

50

55

60

65

70

Import prices, level AUD, TWI, inverted scale

90 92 94 96 98 00 02 04 06

Import prices and AUD

Import prices

AUD

 

-6

-3

0

3

6

-5

0

5

10

% points

Change in domestic demand and monetary conditions
% oya

90 92 94 96 98 00 02 04 06 08

Monetary conditions

Domestic demand

set of the credit crunch in August, a rise in the cost of fi-
nance supplied by nonbank mortgage providers, and the
abrupt dislocation in financial markets.

While the RBA believes that wage costs are contained, growth
will accelerate in response to the sustained drop in the jobless
rate. Moreover, corporate pricing power is healthy owing to the
buoyant state of the consumer. This is likely to continue into
next year; each of the major political parties competing in the
November 24 election has announced substantial reductions in
personal taxes and increased spending, so household income
will be well supported.

The RBA’s statement indicated that higher AUD will help to
contain pressure on prices. In fact, this was the only material
factor mitigating high and rising inflation mentioned in the
RBA’s statement. So far, though, the soaring AUD does not
seem to be pushing down retail prices. Instead, many firms
are using lower import costs to inflate profit margins, rather
than pass the savings on to customers.

RBA hike breaks with pre-election lore
This is the first time the RBA has raised the cash rate in the
midst of an election campaign. To be fair, though, previous
campaigns have coincided with easing cycles, or extended
periods of policy inactivity. The rate rise probably will dam-
age the reelection chances of the Howard government, which
already trails in the latest opinion polls. Prime Minister
Howard promised before the 2004 election, in which the direc-
tion of interest rates was a key issue, to keep interest rates
lower than under a Labor government. The six rate rises since
that poll have damaged Howard’s credibility, although a ma-
jority of voters side with the government when asked which
party is best equipped to manage the economy.

The dominant risk is that the RBA may have to tighten more
aggressively than our current forecast. For an inflation-tar-
geting central bank, the message from high and rising core
inflation is too compelling to ignore. That said, while the risk
of a December move has increased, back to back tightenings
risks over-egging the policy pudding. The policy stance al-
ready leans decisively to the tight side of neutral (our mon-
etary conditions index is at a 22-year high, boosted by AUD
at a 23-year high). Also, RBA officials have indicated their
comfort with making policy changes only after the release of
quarterly CPI results; a policy shift outside this convention
in December would run contrary to recent behaviour.

On the flipside, adverse developments in markets or offshore
could keep the RBA sidelined, although this looks unlikely.

For example, there are early signs of renewed strain in global
financial markets, with market interest rates rising relative to
cash in the wake of fresh disclosures of losses on subprime
mortgage assets. Further material disruptions in financial mar-
kets could prompt the RBA to adopt a cautious approach.
Similarly, material downside surprises on economic data for
key offshore economies could signal an unexpectedly weak
trajectory for the global economy.

For now, though, betting on the cash rate reaching 7% or
higher in 2008 looks a safer wager than those taken by most
punters on last week’s Melbourne Cup. This iconic horse
race, first run in 1861, once again stopped the nation, and
Tuesday’s RBA Board meeting, in its tracks.

Today’s Statement on Monetary Policy will be important
because it will contain updates to the RBA’s inflation fore-
casts. Last week’s hawkish commentary and acknowledg-
ment of rising inflation mean that today’s statement almost
certainly will include an upward revision to the RBA’s cur-
rent forecast that core inflation will average 3%oya in the
year to June 2008. The near-term forecast could be raised to
3.25%, but officials are more likely to simply restate that in-
flation will be above 3%oya in the near term. Raising the
medium-term forecast to 3% or above would imply that the
inflation genie already has escaped from the bottle.
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• RBA officials say inflation headed above target

• Australian labour market conditions remain tight

• Labour price index expected to rise 4.2%oya

The focus last week settled firmly on the RBA’s post Board
meeting commentary. After lifting the cash rate 25bp, as ex-
pected, the statement accompanying the decision offered an
unexpectedly hawkish tone. Other data, though, fell in line with
expectations. House price growth was solid in 3Q, home loans
pulled back in September, and employment growth eased in
October. Attention now turns to the RBA’s quarterly policy
statement today, and a string of top-tier indicators scheduled
for release this week, including the 3Q wage cost index.

Preview: RBA quarterly policy statement
Today’s Statement on Monetary Policy by the RBA will be
important in determining how quickly the RBA tightens policy
again because it will contain updates to the RBA’s inflation
forecasts. The RBA’s recent hawkish commentary and ac-
knowledgment of rising core inflation means that the statement
almost certainly will include an upward revision to the current
forecast that core inflation will average 3%oya in the year to
June 2008. The near term forecast could be raised to 3.25%, but
officials are more likely to simply state that annual inflation will
be above 3% in the near term. Raising the medium-term fore-
cast to 3% or above would imply that the inflation genie al-
ready has escaped from the bottle.

The major piece of Australian economic data released this
week is the 3Q labour price index. A significant upside surprise
could push the RBA into tightening policy again in December,
but this looks unlikely. The labour price index likely will grow
1.1%q/q in 3Q, the same rate as in the previous quarter. The
year ago rate will, however, accelerate to 4.2% from 4.0% previ-
ously, signalling that wage cost pressures are building. RBA
officials have expressed comfort with annual wage growth with
a four in front of the decimal place but, given the sustained
drop in the jobless rate, the trend will be towards building
wage pressures amid such tight labour market conditions. Un-
employment is at multi-decade lows, skill shortages remain
widespread, and the influx of skilled migrants will likely start to
subside, albeit slowly; this will, though, contribute to a labour
supply shortage. Growth in the labor price index is likely to be
even higher in 4Q, given that the Federal Minimum Wage deci-
sion announced in July will become effective on October 1.
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RBA comments unexpectedly hawkish
The RBA hiked the cash rate 25bp to 6.75% as expected. The
hawkish commentary accompanying the decision signalled
that the cash rate has further to rise, with RBA officials saying
that headline and core inflation will head above 3%oya in
1Q08, above the top end of bank’s 2-3% target range. Our
forecast is that the RBA will hike rates again (+25bp) in Febru-
ary 2008, just after the release of 4Q CPI data, although the
risk of a December move has certainly given the RBA’s hawk-
ish tone. That said, bank officials have indicated their comfort
with making policy changes only after the release of quarterly
CPI data, so a December move would run contrary to their re-
cent behaviour. The upside surprise on 3Q core inflation to
2.9%oya likely triggered the rate hike, which marked the 10th
rise in the current tightening cycle commencing May 2002.

While noting that inflation has increased, the RBA indicated
that there are few signs of diminishing strength in the domes-
tic economy. Officials indicated that the credit tightening in
the domestic market has been less pronounced than else-
where, and that the flow of credit to sound borrowers does
not appear to have been impaired. Additionally, the RBA ex-
pects global growth to stay above average, even though
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growth in key economies will slow owing to tighter credit con-
ditions and higher funding costs. The only real factor mitigat-
ing against high and rising inflation mentioned was the rising
AUD; although, so far, soaring AUD does not seem to be
pushing down retail prices. Many firms are instead using
lower import costs to inflate profit margins, rather than pass
the savings on to customers.

While further tightening appears warranted, any number of
adverse developments, although unlikely, could keep the
RBA sidelined from here. Further disruption in financial mar-
kets, for example, could prompt the RBA to adopt a cautious
approach, as could material downside surprises on economic
data for key offshore economies.

Home loans slump as house prices rise
The number of housing loans issued in September fell 2.4%m/m
(JPMorgan -2.0%, consensus +0.1%) after rising 1.4% in Au-
gust. The fall in September was mainly a payback for the spike
in loans in the prior month, when borrowers shrugged off a
25bp rate rise and instead locked in finance amid concerns that
lenders would soon pass on rising money market rates in the
form of higher borrowing costs.

Investors again underpinned demand for home loans in Sep-
tember, accounting for 31% of total loans. This trend will
likely continue as these investors usually are existing prop-
erty owners able to receive significant tax benefits from buy-
ing an investment property, via such avenues as negative
gearing—which enables them to lower their assessable in-
come and, thus, enhance their after-tax returns. First home
buyers, though, still remain largely priced out of the market,
accounting for less than 18% of total loans, as a result of
housing affordability holding at record lows.

Demand for home loans will likely ease. The 50bp rise in inter-
est rates since August has added around A$100 to monthly
repayments on the average A$250,000 mortgage. Moreover,
the standard variable mortgage rate on loans will likely rise,
given that domestic mortgage rates are primarily floating rate
(about 90% of all mortgages) and are priced-off the cash rate,
which the RBA will likely hike again in February 2008.

Further dampening demand for housing finance is the ongo-
ing rise in house prices, which were up 3.5%q/q in 3Q (JPMor-
gan 4.0%, consensus 3.0%), compared to 3.7% in 2Q. The rate
of house price appreciation means that housing affordability
will deteriorate further, especially when interest rates are likely
to rise at least one more time in the current tightening cycle.
First home buyers, therefore, will remain priced out of the
housing market, while facing the fastest growth in residential
rents in 15 years owing mainly to an acute shortage of new
homes.

Full-time jobs surge in October
Australia added 12,900 jobs in October (JPMorgan 15,000,
consensus 20,000), after an 8,300 gain in September. The job
gain marked the 12th straight monthly rise, for a total accumu-
lation of 281,000 since October 2006. The sustained growth in
employment explains why the jobless rate has fallen from 4.6%
to 4.3% over that period. Last month, the jobless rate ticked
up to 4.3% (JPMorgan 4.3%, consensus 4.2%).

Strangely, though there appeared to be no unusual circum-
stances driving the data, full-time jobs surged 71,000 in Octo-
ber, but part time employment plunged 58,000. The size of
these swings in opposite directions (which reversed the
trends in September) certainly raises questions about the use-
fulness of the employment data in this notoriously noisy sur-
vey. The rise in the unemployment rate, which probably is a
more reliable measure of labor market trends, is the first since
February. The jobless rate, however, remains only marginally
above the 33-year low rate of 4.2% set in September, indicat-
ing that the labour market remains drum-tight.
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Australia:
Data releases and forecasts
Week of November 12-16

Mon RBA Statement on Monetary Policy
Nov 12
11:30am See  main essay.

Tue NAB monthly business survey
Nov 13 % balance, seasonally adjusted
11:30am

Jul Aug Sep Oct

Business confidence 12 10 7 __

Wed WMI consumer sentiment index
Nov 14 100=neutral, seasonally adjusted
10:30

Aug Sep Oct Nov
(%m/m) -8.0 4.1 -0.3 -2.5

Wed Labour price index
Nov 14 Seasonally adjusted
11:30am

4Q06 1Q07 2Q07 3Q07
(%q/q 1.1 1.0 1.1 1.1
(%oya) 4.0 4.1 4.0 4.2

Review of past week’s data

ANZ job advertisements
Seasonally adjusted

Aug Sep Oct
(%m/m) -1.5 -0.7 __ -2.7
(%oya) 3.1 1.8 __ -12.9

RBA monetary policy announcement

See main essay.

House price index: eight capital cities
Weighted average

1Q07 2Q07 3Q07
(%q/q) 1.1 3.7 4.0 3.5
(%oya) 9.6 9.5 10.8 10.6

Housing finance approvals: owner occupiers
Number of loans, seasonally adjusted

Jul Aug Sep
(%m/m) -4.4 1.4 -2.0 -2.4
(%oya) -3.1 -0.4 -0.2 1.1

Labour force
Seasonally adjusted

Aug Sep Oct
Unemployment rate (%) 4.3 4.2 4.3
Employed (000 m/m) 32.5 8.3 15.0 12.9
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New Zealand
• Retail trade on Thursday this week’s highlight

• Labour market remains tight as a drum

• Labour cost index kept a solid floor under inflation

The housing market continued to weaken under the weight of
higher interest rates. The October reports showed a higher
number of days to sell, and reduced activity; both point to a
downturn in house prices as the market becomes
unfavourable to sellers. New Zealand’s labour market condi-
tions tightened further in 3Q, despite a drop in employment.
The drop in labour force participation and unemployment took
the jobless rate to a new record low of 3.5%. Earlier in the
week, the labour cost index rose a solid 0.9%q/q, which points
to continued wage pressure from the tightening labour market.
This week’s retail trade report for September will be the high-
light, and is likely to show a small gain in sales.

Retail sales to disappoint
Higher petrol prices, rising interest rates, negative anecdotes
from retailers point to another ordinary retail sales number for
the month of September. In volume terms, sales likely rose just
0.2%q/q. The volumes number is likely to confirm a sluggish
quarter for consumer spending—higher interest rates have
tightened households’ purse strings.

NZ housing market continues to soften
New Zealand's housing market continued to soften in October,
with both the REINZ and QVNZ reports showing a drop in trad-
ing activity and an increase in the number of days to sell a
listed property. The number of days to sell correlates with turn-
ing points in house prices, with an increasing number of days
to sell a property pointing to a softening market (reduced de-
mand) and an inevitable turn down in prices.

According to the REINZ, the median house price fell to 350,000
in October (down from 351,500 in September) and the number of
days to sell increased to 34 (up from 32 days in September and
27 days in March). The level of trading in October was the low-
est level (for an October month) since 2001—before the current
housing cycle took off. The QVNZ report, however, showed a
slight increase in the median house price to $406,176 (calculated
over the three months ending October 2007 in comparison to
the same period last year). The annual rate of house price ap-
preciation dropped to 12.7%, from 13.2% in September.

NZ labour market tightened in third quarter
New Zealand’s labour force survey showed that conditions
tightened last quarter. The unemployment rate dropped to a
fresh record low of 3.5%—the lowest reading on record—as the
number of people unemployed (-2.5%) fell at a faster rate than
the overall size of the labour force (-0.4%) over the quarter. The
decrease in the labour force participation rate was solely due to
the labor force contracting, as the working age population grew
(+0.2%q/q). Additionally, the number of employed persons un-
expectedly fell 7,000 (-0.3%q/q) in 3Q.

The largest fall in employment came from the construction
industry, indicative of the recent weakness in the property
market and adverse weather conditions. Not surprisingly, the
largest gain came from the agriculture, forestry, and fishing
sector. The surge in soft commodity prices, particularly dairy,
should mean further employment growth in the sector. Of the
ten aggregated industries, only four recorded falls in employ-
ment: construction, business and financial services, educa-
tion, and other services.
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The survey reported a large drop in the female participation
rate, which fell 0.9% to 61.2%. The male participation rate was
unchanged at 75.7%. The fall in the total participation rate
may be attributed to the uptick in the number of permanent
departures overseas. More Kiwis are heading abroad in
search of better job opportunities.

The gravitational pull of strong employment growth and at-
tractive job offers, especially in Australia and the United
Kingdom, has pushed up the number of permanent depar-
tures. Indeed, the increase in departures of working age Kiwis
is adding to the pressures already building in New Zealand’s
tight labour market.

Kiwi labour costs an inflationary concern
The 3Q labour cost index came in slightly above market expec-
tations at 0.9%q/q (JPMorgan 0.8%, consensus 0.7%). The
annual rate of total wage inflation rose 3.1%, down slightly
from 3.2% in 2Q. The annual rate of private sector wages,
however, accelerated to 3.3% (from 3.1%), and continues to
trend higher under an already inflated non-tradables measure
(chart). While the Kiwi economy is working at full capacity,
the brain-drain of skilled workers heading overseas is keeping
the pool of local skilled workers low and tight.

Statistics New Zealand also released the Quarterly Employ-
ment Survey (QES) for 3Q, which showed the annual increase
in total gross earnings exceeded the annual increase in total
paid hours. This resulted in a 3.9%oya increase in average
total hourly earnings to NZ$23.10.

The RBNZ will view the labour market tightness and uptick in
wages growth as continued threats to their inflation trajec-
tory. The tight labour market, commodity price boom, and the
government’s conflicting fiscal policy, will all contribute to
the RBNZ’s concerns on inflation.

JPMorgan believes that the bank’s assertive tightening, how-
ever, will be enough to satisfy their 1-3%oya inflation man-
date, and the bar to raising the official cash rate (OCR) further
remains high. That said, a rate cut in the near term is highly
unlikely, and JPMorgan maintains its forecasts that the RBNZ
will keep the OCR steady at 8.25% in the foreseeable future.

New Zealand:
Data releases and forecasts
Week of November 12-16
Mon QVNZ house prices
Nov 12 %, median

Jul Aug Sep Oct
(%oya) 12.7 13.3 13.2 12.7

Tue Food prices
Nov 13 Not seasonally adjusted
11:30am

Jul Aug Sep Oct

(%m/m) 1.2 -0.1 0.4 0.6

Wed Producer price index
Nov 14 Not seasonally adjusted
10:30am

4Q06 1Q07 2Q07 3Q07
(%q/q) -0.5 -0.3 1.2 1.3
(%oya) 4.1 3.1 1.5 1.8
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Thurs Retail trade
Nov 15 Seasonally adjusted
11:30am

Jun Jul Aug Sep
(%m/m) -0.4 0.1 0.2 0.5
(%oya) 6.6 5.3 5.6 4.9

4Q06 1Q07 2Q07 3Q07
(%q/q) 1.3 3.3 0.4 0.2
(%oya) 4.6 6.9 6.3 5.3

Review of past week’s data

Labour cost index
Private sector, ordinary time, sa

1Q07 2Q07 3Q07
(%q/q) 0.7 0.7 0.8 0.9

Labour force
Seasonally adjusted

1Q07 2Q07 3Q07
Unemployment rate (%) 3.8 3.7 3.6 3.6 3.5
Employed (000 m/m) 25 14 13 10.0 -7
Participation rate 68.6 68.8 68.9 68.3
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Global essay
• Current quarter will be marked by 4-year low on global

growth and 10-year high on inflation, creating dilemma for
policymakers

• BoJ to join ECB in an extended stay on the sidelines

• China’s October data will show that growth and inflation re-
main uncomfortably high for policymakers

• Energy reform gets traction in Mexico

Oil prices: up, up and oy vey
The global economy has entered a phase in which growth is set
to slow materially below trend and consumer price inflation will
reach a cyclical high. The US, Euro area, and Japanese econo-
mies are all decelerating into year end, and this quarter is ex-
pected to post global GDP growth of just 2.4%q/q, saar—the
smallest gain in over four years. Meanwhile, faster increases in
food and energy prices, along with a modest rise in core infla-
tion, is expected to push global consumer price inflation to
3.3%oya, the highest level in more than a decade.

These developments highlight a powerful underlying tension at
work. On one side stand the sustained and broad-based de-
mand engines of emerging market economies. The current de-
bate about whether EM growth can decouple from the devel-
oped economies misses the point that growth and asset price
divergence has been a feature of the global landscape for the
past five years, when EM GDP growth has averaged 6.5% per
annum, alongside developed world growth of 2.5%. Together
with slowing potential growth in the developed market econo-
mies and a sustained accommodative global monetary policy
stance, resource utilization rates have moved above previous
cyclical peaks and commodity prices have moved inexorably
higher. On the other side lie powerful drags on global growth
coming from the disorderly repricing of credit risk and the
lagged effects of a tightening in European monetary conditions.
With credit tightening concentrated in the United States and

interacting with a deep housing downturn, there is an un-
comfortably high risk that the US economy will slide into
recession.

How the interaction of these two powerful forces plays out
is key to the global outlook. The healthy financial position
of the US corporate sector, which partly reflects strong for-
eign earnings growth and the improving US trade position,
can provide an important offset to softening consumption
and the ongoing correction in housing. The latest data re-
leases suggest that this cushioning is taking place. Similarly,
an expected moderation in EM export and industrial produc-
tion growth could temper pressures on prices and resource
utilization in a number of rapidly growing economies.

Spillover effects could, of course, prove to be damaging. The
degree to which credit tightening in the developed world af-
fects financial conditions in the emerging economies will be a
key indicator of the nature of these spillovers. So far, the
news is positive, as capital flows into emerging markets con-
tinue to support domestic demand. In the other direction,
however, the recent surge in oil prices points to a large nega-
tive spillover from strong EM economies to the developed
world.

The magnitude of the purchasing power squeeze on G-3
households from the latest rise in oil prices is not unusually
large by the standards of recent years. If sustained, it will
shave about one percentage point off annualized household
income growth over the next six months. However, the inter-
action of this shock with other drags from tighter credit and
slowing labour income is an important new element of risk.

The rise in oil prices also constrains the response of central
bankers to slower growth. The latest testimony from Chair-
man Bernanke makes it clear that the Federal Reserve is
ready to respond if it believes the expansion is threatened.
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But rising energy prices will raise the bar for an insurance
ease from the Fed absent continued signs of financial market
stress. With signs of stress emerging last week, the case for
another rate cut is starting to build, but the outcome of the
December meeting remains a close call. Higher oil prices will
place more binding constraints on policy support from central
bankers elsewhere. Indeed, setting aside the handful of
economies that are the focus of credit tightening, the principal
concern lies with strong growth and rising inflation pressures.
This is particularly true in the EM economies, where food
prices are surging and caps or subsidies on retail energy
prices are becoming more costly and distorting.

Trichet borrows from his 2004-05 playbook
The ECB is the most prominent example of a central bank
where inflation concerns are preventing a move toward easier
policy. Even as the economy is downshifting, the central bank
faces the prospect of a sustained breach of its inflation objec-
tive. As a result, the bar for ECB action in either direction is
high at the moment. Already significant upside risks to infla-
tion and significant downside risks to growth have increased
further over the past month. Surging food and energy prices
pushed inflation to an uncomfortably high 2.6%oya in Octo-
ber and, with resource utilization rates elevated, the ECB is
justifiably concerned about second-round effects pushing up
core inflation. Meanwhile, the ongoing stress in financial mar-
kets and the move up in energy prices and the currency have
conspired to weigh more on the growth outlook.

The current situation is similar to the period from mid-2004 to
mid-2005, when growth began sagging in the Spring of 2004
following a yearlong acceleration. At the same time, a surge in
energy prices was aggravating inflation concerns. The ECB
responded by using its rhetoric as an additional tool to keep a

lid on inflation expectations. In President Trichet’s words:
“being able to refer in communication unambiguously to that
objective [price stability] can, at times and under certain cir-
cumstances, provide an effective substitute for tangible ac-
tion, provided ‘credible alertness’ of the central bank is undis-
puted by market participants.” Judging by the press statement
last week, the ECB has revisited the notion of rhetoric as an
additional tool. Trichet’s comments about inflation risk were
emphatic, but this was not because the central bank is about
to hike rates, but rather because it wants to keep inflation ex-
pectations stable.

BoJ to be on the sidelines until mid-2008
Among the major economies, Japan has experienced the small-
est passthrough effect from oil to retail prices. When the do-
mestic energy market was deregulated earlier this decade, the
more competitive environment held down prices despite rising
oil prices (e.g, the latest data show that retail energy prices
have increased almost 50% in the US since January 2004, ver-
sus an 11% increase in Japan). This damping effect of deregu-
lation is now losing force. In the electricity industry, where
increases in oil prices used to have little effect on power
prices, industry profits are being squeezed and increasing the
likelihood that rising input costs will soon be passed on more
fully to consumers.

If oil prices hold near the current level as anticipated in the
futures market, Japan’s rate of inflation—both headline and
core (which also includes energy)—is expected to rise
sharply, from just below zero to a peak of 0.7%oya by next
spring. This would be the fastest rate of increase in either in-
flation measure since the early 1990s, excluding the consump-
tion tax hike in 1997. Making matters worse, the pickup in in-
flation comes at a time when growth of nominal labor income
has turned sluggish, further amplifying the squeeze on house-
hold purchasing power. The result is that consumer consumer
spending growth will likely stay weak, putting downside risk
to our GDP forecast. With this in mind, and taking into ac-
count the headwinds from weaker financial market conditions
and the deteriorating export backdrop, we think that the BoJ
will remain on the sidelines until June 2008, longer than we
had previously expected.

China’s data to show limited slowing
Emerging market strength is highlighted by China, where real
GDP rose more than 11% over the past four quarters. Policy-
makers have been trying to rein in the economy, especially
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investment spending. This week’s data on activity in October
will provide a check on whether these policies are working.

On balance, the latest readings are likely to confirm some
moderation in growth, with gains in retail sales, IP, and ex-
ports offsetting a leveling off in fixed investment. This may
not be enough to appease policymakers. The monthly trade
surplus, before seasonal adjustment, is likely to set a new
high of over $30bn as exporters ship for Christmas demand,
boosting excess liquidity in the domestic economy and raising
concerns about accelerating goods and asset prices. On this
point, the CPI report will be in the spotlight. September’s infla-
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tion was only marginally lower than August’s 11-year peak.
The rapid rise in food prices, together with the recent hike in
domestic energy prices and the expected fuel consumption
tax, suggest that inflation (currently 6.2%oya) will remain
high. This will increase the likelihood of more aggressive
PBoC action and more rapid currency appreciation.

Mexico’s energy reform takes the limelight
According to recent indications, Mexico’s energy reform is
moving forward in congress. For the first time, two senior PRI
officials have signaled their intention to push forward a draft
energy reform that would let Pemex, the state-owned oil com-
pany, subcontract certain activities to the private sector. The
officials noted, however, that their reform draft will not seek
full privatization of Pemex. Rather, it aims only to change sec-
ondary laws relating to the company; for example, to allow
Pemex to subcontract services, and to engage in joint-venture
deep-water exploration, and perhaps also joint-venture invest-
ment in oil refineries. Currently, Pemex subcontracting with
the private sector is limited, but changing the relevant sec-
ondary laws requires only a simple majority for congressional
approval. In the past, the PRI was reluctant to push
privatization legislation. However, this more limited proposal
has a good chance of passing in early 2008.
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JPMorgan View - Global Markets
Fear drives markets
• Markets went back into recession mode with bonds rallying
and curves steepening while the dollar, credit, and equity mar-
kets fell badly. The unrelenting barrage of profit-loss warnings
from large banks, and mounting fears of SIV unwinds and of
the multiplier impact of monoline insurer downgrades all con-
tributed to rising fear of a credit crunch. The continued spike in
oil compounded these fears.

• But fear is running ahead of the facts on economic activity.
US bond yields have fluctuated closely with the ebb and flow
of our Economic Activity Surprise Index over the past two
years. But the past few weeks have seen a clear decoupling as
activity data have come in close to expectations while bonds
continued to rally on fear of future falls in growth. Forward in-
dicators––surveys and the current oil price––suggest that
growth should fall sharply in the current quarter, but we still
have to see this in the data. This cautions against jumping
wholeheartedly on the recession train.

• The Bernanke put is losing some of its punch, but has not
disappeared. Equity markets have been relying on central
bankers’ ability and willingness to offset any threats to growth
by easing policy rates. That was because inflation rates re-
mained close to target rates. The recent spike in oil and food
prices, along with a modest rise in core inflation, will bring glo-
bal CPI inflation to a 10-year high of 3.3%. This is raising
doubts in investors’ minds about policymakers’ willingness to
fight recession risks. We believe that central bankers will try to
deal with recession risks first, and that the Bernanke Put re-
mains in place.

Fixed income

• Bonds continue to rally across the world, to the point that
they are finally beating cash as an asset class. Year to date,
our global index has breached the 5% return level, and is now
0.5% over cash. It has taken this long because most central
banks have been tightening and curves have been quite flat.

• Momentum is near-term positiv e for bonds. But neither we,
nor many of our investors, see much value in bonds. Institu-
tional bond managers are moving more and more into the neu-
tral duration camp, while central banks have barely bought
anything over the past three weeks. Japanese and US retail in-
vestors remain robust bond buyers. We hold little risk in
bonds as our negative value judgement is checked by positive
price momentum.

• Inflation-linked bonds continue to flourish, both because of
the overall fall in yields, and rising inflation fears owing to the

unrelenting rise in oil prices. This week’s CPI releases in Eu-
rope and the US are set to surprise on the upside, and should
thus extend the rally in linkers. Stay overweight and long out-
right.

Equities

• Global equities are down 3% last week led by financials,
consumer discretionary, and technology sectors. We see fur-
ther downside in US consumer discretionary and financials.
The former will likely be hit by weaker consumption growth in
4Q and the latter by mortgage-related losses in various forms.
Despite last week’s profit taking, we stay overweight US IT,
given strong earnings momentum and favorable seasonals in
4Q.

• Momentum has turned negative for equity markets over the
past two weeks as worries about US housing and its impact
on financials and the broader economy returned. The balance
of risks is skewed to the downside for the near term, but any
further downside from here should be limited. In our view, the
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Bernanke put remains in place; strategic M&A activity is accel-
erating outside of LBO; positions and equity investors lever-
age are relative low; and, excluding writedowns of Financials,
the 3Q reporting season confirmed a healthy fundamental pic-
ture of the corporate sector.

• EM equities were flat vs G-7 on the week. Momentum in
prices is no longer positive, but inflows remain strong. We had
another strong inflow of $2.5bn to EM equity funds last week,
bringing the total inflow over the past 11 weeks to an unprec-
edented $36bn. US retail investors have been selling domestic
equities and buying international equities, mostly EM, at a
strong $4.8bn per week over the past four weeks.

Credit

• Credit spreads widened further by around 3-5bp in HG and
30bp in HY. Financials led the widening again. US HG spreads
over USTs have passed the peak seen in the 1991 recession
(chart), thus fully pricing a repeat of the 1991 recession. Value
has thus become very attractive for financials, but momentum
and positions are pointing to further weakness both outright
and against industrials in both the US and Europe. Funded in-
vestors appear to have maintained a structural underweight
industrials-overweight subordinated banks position in their
portfolios. In Europe, we cut our Tier I and Upper Tier 2 recom-
mendations to neutral, with longer-dated Lower Tier 2 being
the only point on the Financials capital structure where we
maintain an overweight.

• The flattening of credit maturity curves over past months im-
plies a market view that default risk is more of an immediate
concern than it was previously. We disagree. It is true that the
recent tightening in credit conditions and weaker economic
growth should put some pressure on HY default rates next year
but only modestly, to 2.25% by the end of 2008 on our fore-
casts, from 0.6% in October. The surge in corporate lending
over the last four and a half years has allowed most companies
to secure attractive funding with limited near-term refinancing
needs and sufficient covenant leeway. We thus see opportuni-
ties to implement steepening trades as we enter 1H08.

Foreign Exchange

• The rise in volatility has prompted carry trade unwinds across
the board, with USD/JPY falling particularly hard this week (-

4%). EUR/USD continues to mark new highs, confirming that
the dollar has no safe-haven value when the US is the source
of systemic risk. We therefore stay short the dollar broadly
versus Europe (EUR, NOK, SEK).

• The yen crosses once again look vulnerable to a further un-
wind of carry trades, as Japanese retail positions in the high-
yielders remain sizable. We estimate their total exposure to
USD, EUR, AUD, NZD and GBP to be some $36bn, up from a
low of $25bn two months ago.

• Emerging market currencies are faring much better than G-10
high-yielders, with only TRY declining meaningfully on the
week. As has been the case during previous periods of credit
market stress, EM will react with a lag and will probably out-
perform G-10 carry. Consistent with a view that US growth will
skirt recession, we keep a core exposure but expect interim
losses. We are long BRL, TRY, PLN, and HUF.

Commodities: introducing JPMCCI

• Last week we launched the JPMorgan Commodity Curve
Index (JPMCCI), the first commodity index to invest along the
whole of the futures curve. The index includes 33 commodities
(compared to 19-24 in traditional indices) with return histories
since 1991.

• Unlike traditional indices which focus exposure at a single
maturity, JPMCCI holds exposure along the entire futures
curve in proportion to the open interest of each tenor. The
approach is, therefore, curve-neutral, analogous to a bond
market index that invests in line with market outstandings.

• The aggregate index weights individual commodities by their
open interest, implying 46% energy, 25% industrial metals, 8%
precious metals, 19% agriculture, and 3% livestock. This is ore
balanced than S&P GSCI without imposing arbitrary caps like
DJ-AIG.

• This approach results in higher risk-adjusted performance
historically, with a Sharpe of 0.39 since 1991 compared to 0.11
on S&P GSCI and 0.29 on DJAIG. This is due to stronger per-
formance by some longerdated commodities, lower volatility
of contracts along the curve, and less drag from negative roll
yield.
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Markets - Australia and New Zealand
• RBA’s commentary last week announcing the rate hike

was unexpectedly hawkish

• The Aussie labour price index is this week’s highlight -
wage growth will accelerate

• New Zealand’s retail report  will likely show a weak gain
of around 0.5%m/m

Main events for markets this week
• In Australia, the highlight will be the 3Q labour costs data.

We expect a 1.1% gain over the quarter, which will take an-
nual growth up to the fastest pace since late 2005. The con-
sensus expects a 1.0% rise over the quarter, which never-
theless will push annual growth up above 4.0%.

• Today’s policy statement by the RBA is unlikely to break
much new ground relative to last week’s commentary, but
probably will include a formal upgrade to the official CPI
projections. This was signalled clearly in last week’s com-
mentary, which indicated that core inflation will be above
3% in early 2008.

• Australia also sees the November consumer confidence
reading. Confidence probably will be lower because the sur-
vey was collected after the RBA had raised the cash rate
25bp. Even though the RBA move was well telegraphed in
markets and the media, heavily indebted households are
unlikely to react favourably.

• New Zealand’s retail report  (Thursday) will likely show a
weak gain of around 0.5%m/m (4.9%oya), with the quarterly
volumes number posting a disappointing 0.2%q/q
(5.3%oya).

Market commentary

Australia

The Aussie curve has continued to flatten on the back of
unexpectedly hawkish commentary from the RBA that
indicated the RBA will raise the cash rate at least once more
time. The 3s 10s curve flattened to -60bp last week, from -48 at
the end of the previous week. Our forecast is that the RBA
will tighten again in February, but the risk is that the RBA will
move more aggressively than forecast. We believe, however,
that back to back policy tightenings in November and
December are unlikely.
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The AUD bounced in response to the RBA’s upbeat
language, and briefly poked it’s nose above 94 US cents. The
Aussie until was, however, belted on Friday on the back of
more fall out from the sub-prime mortgage problems, which
increased investors’ risk aversion. AUD ended the week close
to 90 US cents.

Today’s quarterly statement by the RBA is important because
it will include an update of the official inflation forecasts. Last
week’s RBA statement announcing the rate hike made clear
that core inflation is likely to be above 3% in early 2008. While
this week’s statement will reinforce the point that core
inflation is rising, the statement is unlikely to include an
explicit forecast of say, 3.25% for 1Q 2008. Rather, like last
week’s announcement, today’s statement probably will
indicate that core inflation will be above 3%, which leaves the
RBA with wriggle room. Indeed, in our view, core inflation will
be closer to 3.5% early next year.

Market pricing implies around a 30% chance of an RBA rate
hike in December. A move in February is priced at around an
90% probability. We favour February for the move because
the RBA has established a clear pattern of waiting for
published CPI reports before adjusting the cash rate, if
necessary. The next inflation report is not released until late
January. Also, we believe the RBA will tread carefully while
assessing developments offshore—there are signs of stress
in financial markets—and gauging the impact of the recent
policy adjustments.

While the next CPI report is the most likely trigger for a policy
move, this week’s labour price index is important. The RBA’s
commentary last week indicated that wage costs are
contained, but we expect wage growth to accelerate in
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response to the sustained drop in the jobless rate in recent
years. Annual wage growth probably will tick up to 4.2%oya,
from 4.0% in 2Q.

New Zealand

Across the Tasman in New Zealand, the highlight of the week
will be the September quarter labour force survey due out on
Thursday. Higher petrol prices, rising interest rates, negative
anecdotes from retailers point to another ordinary retail sales
number for the month of September. In volume terms, sales
likely rose just 0.2%q/q.

The September retail report is likely to confirm the slowdown
in domestic demand and, coupled with the weakening housing
data out today, is likely to give RBNZ officials confidence that
the steady tightening to date is having an impact. Although
JPMorgan believes RBNZ officials cannot afford to relax, and
will remain on the warpath against fiscal largesse and
inflation, the bar for another interest rate increase is high.

Trade recommendations
• Establish short Dec’07 interbank contract in futures. The

market under-prices the risk of a December rate hike.
Establish short at 93.20, with target of 93.14 and stop at
93.23.

• Hold long Aussie March bank bills, short June. We
established this position at 4bp, with target 12bp and stop
of -1. Currently trading 6bp, but it should have further to
run. There is not enough RBA tightening priced in for next
year.

• Aussie 3s 10s curve steepener stopped out. The curve
continued to flatten on the back of bad news from the US,
which saw 10-year bonds rally. Established at -51, the
position stopped out at -56, for a loss of 5bp.



18

Australia and New Zealand - Weekly Prospects
November 12, 2007

Rebecca Patterson (1-212) 834-4254
Holly Huffman  (1-212)  834-4953
Niall O’Connor  (1-212) 834-5108

AUD and NZD Commentary
• AUD and NZD benefit versus USD, but JPY is the key G10

outperformer

• Rates and commodities continue to support AUD, but risk-
aversion-led profit taking now more of a threat

• Technicals: AUD/USD and NZD/USD stay vulnerable to
short term consolidations

Strategy comments

• AUD and NZD ended another week higher versus USD, by
1.5% and 1.3%, respectively. The key driver of the move was
further weakness in the broad dollar, which also fell 1.3%
versus EUR and 3% versus JPY.  Risk appetite, meanwhile,
took a turn for the worse. The S&P 500 fell 3.7% as the
markets continued to digest negative news from financial
service companies regarding the valuation of bond holdings.
The outperformance of the yen was a key symptom of the
turn in sentiment, and the relatively strong performance of
the Antipodeans in such an environment is notable.

• The developments in rate and commodity markets remain
positive for AUD in particular. Gold rose an additional 3.4%
on the week to just 2% below its all-time high of $850. The
hawkish RBA, meanwhile, has been in sharp contrast to the
Fed who is dealing with the uncertainty of the US outlook.
US 2-year yields have fallen approximately 50bp since the last
day of October, pushing the spread between front-end US
and Australian rates to the highest level since April 2004.
Though we currently call for the Fed to stay on hold through
the end of the year, the influx of news certainly has had a
negative tilt in recent weeks, and the market currently is
pricing in more than a 25bp ease in December.

• As we discussed last week, AUD has been more immune of
late than it was this summer to changes in risk appetite due to
the above-mentioned factors. The latest deterioration in many
indicators, though, makes it prudent to at least revisit the last
significant drop in the Antipodeans. One of the leading
indicators of the spike in volatility and weakness in AUD and
NZD was the JPMorgan Risk Tolerance Index, which turned
risk averse on July 25, one day before the downturn in G10
high-yielders (see chart). The Index has again turned nega-
tive Friday. We remain long AUD/CHF in our model portfolio,
but we are watching long carry FX exposure more closely in
light of recent market developments.

• Events this week relevant for USD include Fed speakers
(Bernanke on Wednesday), CPI on Thursday, and TIC data
on Friday. Potentially more important, though, will be the G20
policymaker meeting set for Nov. 17-18 in Cape Town. Given
the increased policymaker rhetoric regarding FX moves in the
past week, notably from the ECB’s Trichet and Canada’s
Finance Minister Flaherty, there is a meaningful risk that the

fall in the broad USD will be addressed. While we do not
suspect this would signal the end of USD weakness,
headlines have the potential to raise FX volatility near-term.

Technical analysis
• This last week saw AUD/USD extend to new highs before

failing; the setup continues to suggest a short-term
consolidation phase. Importantly, Friday’s AUD decline
developed in an impulsive manner, which seems consistent
with additional short-term corrective work. The key test
starts at the 0.9110/.9080 support area as this area includes
the important uptrendline from the August low and will
define a deeper correction into the 0.9000 support area. The
ability to rally back above the 0.9250/.9325 area would imply
a retest of the 0.9400 high.

• NZD/USD stays positioned for short-term range action
particularly given Friday’s bearish outside day reversal and
weekly failure below the 0.7900 resistance zone. Key
support restsat the 0.7620 September uptrendline and then
the 0.7570/75 zone, as breaks would imply a deeper pullback
into the 0.7470/.7365 zone, which should define the short
term range lows. Importantly, the 0.7750/.7820 resistance
levels will now act as the key upside pivot levels, with
breaks reasserting the upside bias.
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Note: For some emerging economies, 2006-2008 quarterly forecasts are not available and/or seasonally adjusted GDP data are estimated by JPMorgan.
Bold denotes changes from last edition of Global Data Watch, with arrows showing the direction of changes.
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Forecasts - Australia and New Zealand

2006 2007 2008 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Chain volume GDP 2.7 4.1 3.3 1.7 2.4 4.6 6.5 3.8 1.8 3.8 4.4 2.8 2.3 3.0

Private consumption 3.0 3.6 2.3 2.9 2.7 4.9 5.9 2.2 1.6 2.0 2.4 2.4 2.8 2.8
Construction investment 5.1 12.1 6.6 12.8 -2.9 7.8 29.5 10.1 8.7 4.7 6.5 6.1 5.9 7.5
Equipment investment 6.3 10.5 2.5 -15.2 -5.1 -2.9 30.7 27.1 6.4 4.2 0.0 0.0 -4.1 0.0
Public investment 12.1 6.7 8.3 -7.6 23.6 61.5 -48.0 77.4 6.1 4.2 4.7 5.2 5.4 5.8

Government consumption 3.9 2.1 1.7 8.6 6.7 -4.2 3.8 1.8 1.4 2.0 2.0 1.6 1.6 1.6
Exports of goods & services 3.3 4.2 7.0 11.0 -0.1 2.5 4.2 3.2 8.2 6.1 8.2 8.2 6.1 4.1
Imports of goods & services 7.5 9.3 3.5 13.1 -3.3 28.6 10.9 4.6 2.0 3.0 4.1 4.1 3.2 3.2

Contributions to GDP growth:
Domestic final sales 4.4 5.3 3.4 5.5 1.1 8.0 5.7 6.1 5.1 2.9 3.0 2.9 2.8 3.4
Inventories -0.6 0.1 -0.6 -2.8 0.5 2.2 2.5 -1.7 -4.1 0.5 0.8 -0.7 -0.9 -0.4
Net trade -1.0 -1.3 0.5 -0.8 0.7 -5.2 -1.7 -0.5 1.0 0.4 0.6 0.6 0.4 0.0

GDP deflator (%oya) 4.7 3.6 2.8 4.3 5.2 4.5 4.8 4.1 2.9 2.7 2.8 3.0 2.9 2.6
Consumer prices (%oya) 3.5 2.4 3.5 4.0 3.9 3.3 2.4 2.1 2.3 3.5 3.9 3.2 3.0 2.6

Producer prices (%oya) 7.9 2.2 2.8 9.9 7.9 6.1 3.8 1.5 0.8 2.7 3.7 1.9 2.9 2.6
Trade balance (A$ bil, sa) -13.2 -16.7 -17.1 -3.5 -1.9 -3.9 -4.1 -4.3 -4.1 -4.3 -3.9 -4.1 -4.5 -4.6
Current account (A$ bil, sa) -55.1 -64.9 -68.1 -13.5 -12.7 -15.4 -15.5 -16.0 -16.1 -17.3 -16.4 -17.1 -17.5 -17.1

as % of GDP -5.5 -6.0 -5.9 -5.5 -5.0 -6.0 -5.9 -6.0 -5.9 -6.3 -5.8 -6.0 -6.1 -5.9
3m eurodeposit rate (%)* 6.0 6.5 6.8 5.8 6.2 6.2 6.4 6.3 6.8 6.9 6.9 6.8 6.8 6.8
10-year bond yield (%)* 5.6 5.8 6.2 5.6 5.7 5.7 5.9 5.9 5.7 5.9 6.0 6.2 6.2 6.3
US$/A$* 0.75 0.83 0.82 0.74 0.77 0.77 0.80 0.83 0.83 0.87 0.85 0.85 0.80 0.78
Commonwealth budget (FY, A$ bil) 15.8 13.6 8.5

as % of GDP 1.6 1.3 0.7
Unemployment rate 4.8 4.5 5.2 4.9 4.7 4.6 4.5 4.3 4.3 4.8 5.0 5.1 5.3 5.5

Industrial production -1.2 2.4 0.2 0.5 5.3 11.2 -0.4 2.2 -4.0 -1.0 1.0 3.0 4.0 0.0

*All financial variables are period averages

20082006 2007

Australia: economic projections percentage change over previous period, seasonally adjusted annual rates, un

2006 2007 2008 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Real GDP (1995-96 prices) 1.6 3.2 2.6 0.1 1.6 3.3 4.9 3.0 3.1 2.9 2.3 2.5 2.5 2.6

Private consumption 2.1 4.4 1.5 0.1 2.3 5.8 8.8 2.6 2.2 1.2 1.0 1.2 1.8 1.5
Fixed Investment -2.4 3.8 1.9 -17.0 4.9 5.6 15.7 -6.1 5.9 1.6 1.9 1.8 2.6 3.0
  Residential construction -2.7 4.5 2.9 -20.5 15.2 8.0 -1.3 15.9 1.2 1.6 2.8 2.4 2.0 2.4
  Other fixed investment -2.3 3.6 1.7 -16.0 2 4.9 20.7 -11.2 7.2 1.6 1.6 1.6 2.8 3.2
Inventory change (NZ$ bil, saar) 0.1 0.4 0.1 -0.1 -0.2 0.2 0.1 0.3 0.0 0.0 0.0 0.0 0.0 0.1
Government spending 4.9 3.6 4.6 6.7 3.7 1.7 2.0 4.7 5.5 4.8 4.8 4.3 4.0 4.2
Exports of goods & services 1.9 4.1 5.3 10.5 10.9 -9.1 7.8 1.8 10.0 8.0 4.0 3.6 4.0 4.2
Imports of goods & services -2.5 7.7 3.1 -5.9 4.0 6.6 15.8 10.4 4.0 2.2 2.4 2.2 3.0 3.0

Contributions to GDP growth:
Domestic final sales 0.9 4.5 2.3 -1.1 0.0 4.2 9.7 3.0 6.2 1.1 1.5 1.9 2.2 2.2
Inventories -0.8 0.2 -0.2 -4.0 -0.4 4.6 -1.5 3.2 -4.5 0.1 0.4 0.3 0.1 0.1
Net trade 1.5 -1.5 0.5 5.4 2.0 -5.3 -2.9 -3.1 1.6 1.7 0.4 0.3 0.2 0.3

GDP deflator (%oya) 2.3 3.5 3.0 1.9 2.6 2.9 3.2 3.8 3.4 3.5 3.4 2.9 2.9 2.8
Consumer prices 3.4 2.3 2.8 6.2 2.8 -0.8 2.0 4.0 2.0 2.8 3.0 2.7 2.8 2.5
%oya 3.4 2.3 2.8 4.0 3.5 2.6 2.5 2.0 1.8 2.7 3.0 2.6 2.8 2.8
Trade balance (NZ$ bil, sa) -3.0 -4.6 -6.2 -0.6 -0.7 -0.8 -0.8 -0.8 -1.5 -1.5 -1.5 -1.6 -1.6 -1.6
Current account (NZ$ bil, sa) -14.0 -14.7 -15.6 -3.3 -3.1 -3.5 -3.6 -3.4 -3.9 -3.8 -3.8 -3.9 -3.9 -3.9

as % of GDP -8.8 -8.7 -8.7 -8.5 -7.8 -8.7 -8.7 -8.1 -9.2 -8.8 -8.7 -8.8 -8.7 -8.6
Yield on 90-day bank bill (%)* 7.5 8.2 8.1 7.5 7.5 7.7 7.8 8.2 8.7 8.3 8.3 8.3 8.1 7.8
10-year bond yield (%)* 5.8 6.3 6.3 5.8 5.8 5.8 6.0 6.4 6.4 6.4 6.5 6.4 6.3 6.2

US$/NZ$* 0.65 0.74 0.68 0.62 0.64 0.67 0.70 0.74 0.74 0.77 0.75 0.71 0.64 0.63
Commonwealth budget (NZ$ bil) 6.5 6.4 5.7
as % of GDP 4.1 3.8 3.2
Unemployment rate 3.8 3.7 4.4 3.6 3.8 3.7 3.7 3.6 3.5 4.0 4.2 4.3 4.4 4.5

New Zealand: economic projections percentage change over previous period, seasonally adjusted annual rates, unless stated

2006 2007 2008

*All financial variables are period averages
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