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Summary
• The RBA takes centre stage in Australia this week. The RBA’s Board meeting on

Tuesday should see the cash rate left unchanged at 7.25%, but Governor Glenn
Stevens’ six-monthly testimony to a Parliamentary economics committee on Friday
will be more eventful. The Governor’s prepared statement probably will signal that
the RBA retains a bias to tighten policy; the Q&A session that follows risks being
bogged down in political gamesmanship, but should include some insightful pearls of
RBA wisdom. Monday’s credit aggregates probably will see a 1%m/m gain for Febru-
ary (consensus 1.1%), and the February retail report on Friday should show modest
growth of 0.3%, after sales unexpectedly flat-lined in January.

• In New Zealand, GDP data last week showed that economic growth accelerated to
1.0%q/q in 4Q, well above market expectations. The 4Q current account deficit nar-
rowed owing to faster export growth, driven by shipments of dairy and petroleum
products (from new production from the Tui oil field). Increased outbound shipments
also drove an improvement in the trade balance in February, which returned to a small
surplus after a deficit in the previous month. This morning’s NBNZ business confi-
dence survey for March showed that more Kiwi firms expect business conditions to
deteriorate further in the year ahead. A further fall in firms’ own activity expectations
adds support to a prospective stalling in economic momentum.

• For a number of months now, clouds have been gathering over the global economy as
the interaction of credit turmoil, housing weakness, and rising energy prices has
weighed on growth and sentiment. The recent slide in consumer confidence across
the major economies has been particularly notable. However, the slowdown in overall
economic activity has remained modest. Global GDP expanded at a trend-like pace of
2.7%q/q, saar in 4Q07 and is currently tracking a 1.7% gain this quarter. Even the US
economy—which is at the locus of downward momentum—looks to be eking out a
small positive GDP gain this quarter. The continued resilience of the global economy
reflects the fundamental health of the nonfinancial corporates across the globe. The
macroeconomic landscape is changing, however, as the US corporate sector appears
to be heading toward retrenchment. As weakness has broadened from housing to
consumer spending, both earnings and business confidence are now slipping.

•  Japan’s activity data continue to paint a picture of uneven, sluggish economic expan-
sion. On the positive side, export volume growth has been surprisingly strong in early
2008—as is true across Asia. Tempering these gains is the continued weak growth of
consumer spending and an apparent slowdown in the pace of inventory accumula-
tion. One factor weighing on household spending is higher inflation, led by higher
food and energy prices. There also has been a modest rise in core inflation (i.e., ex-
cluding food and energy), which may reflect firms’ attempts to restore profit margins,
which came under pressure starting last year.
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This week’s highlight
RBA Governor Glenn Stevens’ Parliamentary testimony on Friday. Amid the predictable
political point scoring, the Governor probably will reinforce a tightening bias by outlin-
ing the extent of Australia’s inflation problem.
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Date (a) Data/event JPMorgan Consensus Previous Comment

Monday, 31 
March (11.30am)

Aus. credit growth 
(Feb, %m/m) 1.0 1.1 1.1

Private sector credit was unexpectedly firm in 
January, rising 1.1%m/m, although will likely have 
slowed to 1.0% in February. Business lending (up 
1.6%) again will underpin growth in total credit,  
but growth in both housing and personal credit will 
slow to 0.7% and 0.5%, respectively.

Tuesday, 1 April 
(2.30pm)

RBA policy 
announcement No change No change +25bp

The RBA almost certainly will leave the cash rate 
unchanged this week. The instability in global 
markets argues for caution and, although the 
argument for a higher cash rate remains 
compelling, RBA officials do not have a clear 
trigger. This will come with the Q1 CPI data on 23 
April. We expect the RBA's commentary on 
Tuesday to endorse a tightening bias, which will 
leave open the door for a higher cash rate in May.

Friday, 4 April 
(9am)

RBA Governor's 
testimony to 
Federal 
Parliament's House 
Economics 
committee

na na na

The Governor delivers his six-monthly testimony 
before Federal Parliament's House of 
Representatives Standing Committee on 
Economics. The Governor will read a prepared 
statement and receive questions from committee 
members. This is the Governor's first appearance 
before this committee since last November's federal 
election. As such, there almost certainly will be an 
unusually high number of attempts at political 
point scoring. In between, Mr. Stevens probably 
will reinforce the RBA's tightening bias, in part by 
outlining the extent of Australia's inflation 
problem.

Friday, 4 April 
(11.30am)

Aus. retail sales 
(Feb, %m/m) 0.3 0.3 0.0

Retail sales should have grown 0.3%m/m in 
February after stalling in January. Job growth was 
solid in February, wages were rising, weather 
conditions improved, and AUD rose toward 95 US 
cents. The equity market also stabilized after 
earlier precipitous falls. On the downside, though, 
higher borrowing rates and speculation that the 
RBA again would tighten policy in March—which 
it did—dented consumer spending, as did elevated 
petrol prices and concerns about the global growth 
outlook. 

 (a) Australian Eastern Standard Time.

Forecast
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Kiwi business confidence is suffering under the weight of
still-elevated NZD, surging oil and food prices, a falling equity
market, and severe drought conditions. As such, business
investment will likely moderate in 2008, despite surging
4.1%q/q in 4Q07. The NBNZ March business confidence sur-
vey showed that a net 58% of business (up from 44% previ-
ously) expected business conditions in New Zealand to dete-
riorate during the coming year.

Business credit growth has boomed since early 2007 because
many corporates have found it increasingly difficult to raise
alternative sources of funding. Corporate bond issuance, for
example, has plunged. The rate of growth in borrowing for
housing, by contrast, has slowed under the considerable
weight of higher interest rates.

The RBA moved quickly last year to ensure there was
sufficient liquidity in overnight money markets as confidence
ebbed away. Conditions had eased by the end of February
(the data shown is only to end-February), but March has been
more problematic. The RBA pumped additional liquidity into
markets mid-month as fears of a collapse of the global
financial system saw markets seize up again. Conditions eased
towards the end of March, with the RBA draining excess
liquidity from overnight markets.

 

0
1000
2000
3000
4000
5000
6000
7000

Jan 07 Apr 07 Jul 07 Oct 07 Jan 08

$ million

RBA daily exchange settlement account balances

 

0

5

10

15

20

25

30

%, 6 month annualised

Bank credit growth

2003 2004 2005 2006 2007 2008

Business

Housing

 

-10

10

30

50

70

-2

-1

0

1

2

3

Net balance, business activity, average over quarter

New Zealand: NBNZ business outlook survey and GDP growth
%q/q

91 93 95 97 99 01 03 05 07

GDP

Firm's own activity



4

Australia and New Zealand - Weekly Prospects
March 31, 2008

Australia

JPMorgan Australia Ltd., Sydney
Stephen Walters (61-2) 9220-1599
stephen.b.walters@jpmorgan.com
Helen Kevans (61-2) 9220-3250
helen.e.kevans@jpmorgan.com

• RBA to leave rates on hold next week at 7.25%

• Aussie credit growth to slow to 1.0%m/m in February

• Retail sales to grow 0.3%m/m after stalling in January

The economic calendar remained almost barren in Australia
last week, leading market pundits to direct their attention to a
speech by RBA Governor Glenn Stevens entitled “Recent Fi-
nancial Developments.” The speech on Thursday gave little
away in regards to monetary policy. While the RBA almost
certainly will leave the cash rate steady at 7.25% on Tuesday,
JPMorgan maintains that the cash rate will rise a further 25bp
in May, owing to the deteriorating inflation outlook. Other
data this week should show private sector credit growth slow-
ing mildly in February, and retail sales picking up after stalling
in the previous month.

RBA to leave rates steady next week
JPMorgan forecasts that the RBA will leave the cash rate
steady tomorrow, before hiking the key rate a further 25bp in
May, following the release of the 1Q CPI report (April 23).
This CPI data is likely to show headline inflation at 4%, well
above the RBA’s 2-3% target range. The RBA’s commentary
announcing the cash rate decision is likely to reveal a tighten-
ing bias and also indicate that officials believe the inflationary
impact of firm domestic economic conditions more than off-
sets the disinflationary impact of continued financial market
turmoil offshore, and the significance of downgrades to global
growth forecasts.

However, a further deterioration in economic or financial con-
ditions offshore will lower the probability of a May move,
even though the domestic case for further tightening remains
compelling. The key inflation measures will likely remain
above target for an extended period, given that unemployment
remains at a 33-year low, business rates of capacity utilization
are near record highs, credit growth remains healthy, and the
terms of trade will rise further in 2008 owing to rising commod-
ity prices.

The minutes from the RBA’s March 5 policy meeting, at which
the Board raised the cash rate 25bp, signalled that RBA offi-
cials were more concerned about the poor inflation outlook
than the problems in credit markets. The minutes acknowl-
edged tentative signs of softer domestic demand, but noted
the inflationary impact of skill shortages, healthy demand for
credit, and building wage pressure owing to the tight labour

market. Also, while the RBA forecasts global growth to be
below trend in 2008, growth in Australia’s trading partners is
expected to improve in 2009.

RBA: Australia weathering global storm
RBA Governor Glenn Stevens made no direct comments on
monetary policy in a speech at a Financial Markets Innovation
Congress in Sydney last week. Stevens’ speech gave an over-
view of recent instability in global financial markets, and
mostly referred to events offshore. There was speculation
prior to the speech that the Governor would use the opportu-
nity to realign futures market pricing, which currently implies
that the RBA will be cutting the cash rate before year end. But
Stevens made no direct reference to monetary policy.

In short, Stevens believes Australia is weathering the global
storm well. Corporate profitability is healthy and capital is
“sound.” In the RBA’s view, Australia has very little direct
exposure to the US subprime mortgage problems, and an ex-
tended period of robust economic  growth, sound regulatory
foundations, and prudent risk management have supported
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Australia’s financial markets. The only oblique reference to
monetary policy in Stevens’ speech was the comment that
RBA officials take into account changes in financial market
relationships when setting policy; but this was not new infor-
mation.

Credit growth to slow amid higher rates
This week, the RBA’s credit aggregates will be an important
milestone. Growth in private sector credit was unexpectedly
firm in January, rising 1.1%m/m, although will likely have
slowed to 1.0% in February, pushing the annual rate down to
16.1% from 16.4%.

Business credit should again underpin credit growth, although
growth likely slowed mildly to 1.6%m/m from 1.7% previously;
this lending presumably continued funding investment in extra
capacity, helping to alleviate infrastructure bottlenecks, particu-
larly in mining. In the long term, this investment should help
curb inflation pressures, but the RBA will certainly be uncom-
fortable with business credit growing at a rate of over 24%oya.
Housing credit should have slowed to 0.7%m/m in February
and personal credit likely rebounded 0.5%, after falling unex-
pectedly in January.

While lending by corporates is arguably more favourable than
excessive credit inflated by household borrowing, the RBA
will remain anxious that credit continues to expand so rapidly.
Despite RBA policy tightenings in August, November, and
February, the annual rate of credit growth has remained above
16% for four straight months, reaffirming our view that further
RBA tightening is warranted.

Retail sales to increase in February
After stalling in January, retail sales should have grown
0.3%m/m in February. Employment growth was robust,
weather conditions improved, AUD hovered just below 95 US
cents toward month-end, and the equity market had stabilized
after earlier precipitous falls. On the downside, though, higher
borrowing rates and speculation that the RBA again would
tighten policy in March—which it did—would have dented
consumer spending to some extent.

Still-elevated petrol prices, concerns about the global growth
outlook, and rising interest rates, will weigh on consumer
spending in coming quarters. The RBA already has hiked in-
terest rates twice this year, and we expect another 25bp rate
hike in May. On the upside, supporting consumption growth,
incomes should rise as tight labour market conditions fuel
faster wage growth. Workers also are likely to receive further
income tax relief in July.

Data releases and forecasts
Week of March 31 - April 4
Mon Private-sector credit
Mar 31 Seasonally adjusted
11:30am

Nov Dec Jan Feb

(%m/m) 1.7 1.3 1.1 1.0
(%oya) 16.0 16.5 16.4 16.1

Tue RBA cash rate announcement
Apr 4
02:30pm No change expected.

Fri Retail trade
Apr 4 Seasonally adjusted
11:30am Nov Dec Jan Feb

(%m/m) 0.8 0.4 0.0 0.3
(%oya) 8.0 8.4 7.1 6.6

Review of past week’s data
No data released.
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New Zealand
• NZ GDP growth surged to 1.0%q/q in 4Q

• Current account narrowed significantly in fourth quarter

• RBNZ’s Bollard signals inflation still key concern

In New Zealand, data last week showed that GDP growth ac-
celerated in 4Q, while the current account deficit narrowed,
owing to faster exports. Solid exports—driven by shipments
of dairy and petroleum products (from output from the new
Tui oil field)—also led to an improvement in the trade balance
in February, which returned to a small surplus after a deficit in
January. This week, the NBNZ business confidence survey
for March showed that more Kiwi businesses expect business
conditions to deteriorate further in the year ahead.

Kiwi business confidence weakened
The NBNZ March business confidence survey should show
this week that a net 58% of business (up from 44% previ-
ously) expected business conditions in New Zealand to dete-
riorate during the coming year. Firms’ own activity expecta-
tions fell further, adding support to a prospective stalling in
economic momentum in the Kiwi economy.

Business confidence continues to suffer under the weight of
still-elevated NZD, surging oil and food prices, a falling eq-
uity market, and severe drought conditions. Furthermore, con-
cerns remain that conditions in key offshore markets will dete-
riorate further in coming months, hampering potential quick-
ening of export growth in New Zealand.

Economic growth accelerates in 4Q
The Kiwi economy grew an unexpectedly firm 1.0%q/q in 4Q
(JPMorgan and consensus 0.8%), following on from 0.5% in
3Q. The solid rate of expansion follows data yesterday show-
ing a significant narrowing of the current account deficit. The
sharp improvement in the current account balance in the final
three months of last year was driven by increased export vol-
umes, which prompted us to revise up our 4Q GDP forecast
from 0.6% to 0.8%. On a year ago basis, economic growth ac-
celerated to 3.7% in the fourth quarter from 3.3% in 3Q.

The main drivers of growth in 4Q were exports and capital
spending. Exports surged 5.4% on the back of increased dairy
output and petroleum shipments. Business investment was
up 6.2% due to increased intangibles, among other things.
According to Statistics New Zealand, the rise in intangibles
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resulted from increased exploration activity. Production at the
Tui oilfield began in 3Q but reached full production in 4Q.

Government spending slowed (+ 0.4%) in 4Q, although should
increase in the near-term as the government, which is running
large surpluses, embarks on a potentially vote-winning spend-
ing spree ahead of the election (late-2008). Private consump-
tion held steady (+0.5%), but will moderate as consumers con-
tinue to rein in spending amid record high interest rates, rising
petrol prices, and a deteriorating housing market. Drought
conditions in key dairy producing areas is also curbing
spending, and local banks are passing on higher funding
costs resulting from credit market tightening even though the
official cash rate (OCR) has remained steady since July.
Higher lending rates also dragged on residential investment in
4Q (-1.6%).

JPMorgan expects the Kiwi economy to grow a below-trend
2.3% in 2008. Exports should favour from the forecast decline
in NZD, although the harsh drought poses a key downside
risk to the export outlook, as does a sharper than expected
slowdown in global demand. Private consumption, residential
and business investment will likely slow, owing to record high
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interest rates. Upside pressure on inflation will persist, though,
given tight labour market conditions, rising commodity prices,
and the government’s expansionary fiscal stance,

RBNZ’s Bollard signals rates on hold
RBNZ Governor Alan Bollard, speaking at the Euromoney
Australian Financial Markets Innovation Congress last week,
signalled clearly that while economic growth will moderate,
inflation remains strong, and current monetary policy settings
are appropriate; this means that a cut to the OCR is unlikely
anytime soon. JPMorgan forecasts that the cash rate will re-
main steady this year, before being lowered in 2009.

The RBNZ forecasts a moderation in economic growth owing
to weaker business investment and slowing private consump-
tion; the latter, however, will be supported by personal income
tax cuts and rising wages stemming from tight labour market
conditions. Government spending and the terms of trade also
will provide added economic stimulus. The Governor acknowl-
edged, though, that the growth outlook remains highly depen-
dent on economic growth in the nation’s key trading partners
in the Asia Pacific, and that exports may be curbed by still-
elevated NZD.

On financial markets, Dr. Bollard said that he will watch global
financial markets closely. He said that local credit standards
have tightened in response to global developments and finan-
cial market volatility has picked up, but that Kiwi banks have
little exposure to subprime issues.

On inflation, according to Dr. Bollard, recent global financial
and economic developments have underlined the policy risks
facing New Zealand, but that these risks must be balanced
against the inflation outlook. Inflation remains a key concern,
especially given that the introduction of an Emissions Trading
Scheme will add to headline inflation in coming years. Rising
labour costs, elevated energy prices, and global price pres-
sures also remain key sources of inflation. Dr. Bollard added,
though, that current monetary policy settings are appropriate.

Kiwi current account gap narrows
The current account deficit narrowed to NZ$3.4 billion in 4Q
(JPMorgan NZ$4.4 billion, consensus NZ$3.5 billion) from
NZ$5.2 billion in 3Q. The deficit in the year to December fell to

a three year low of NZ$13.8 billion, lowering the deficit to
7.9% of GDP from 8.3% previously.

The improved deficit stemmed from a narrowing in the trade
gap, owing to higher exports. Surging dairy prices, which hit
a record peak in 4Q, and production from the new Tui Oil
field, helped the trade gap narrow from NZ$1.6 billion to just
NZ$354 million. The improvement in the trade situation was
partly offset by a rise in income earned by foreign investors
in New Zealand, with the income deficit worsening slightly to
NZ$3.3 billion. The deficit in 4Q was financed by a net capital
inflow of NZ$3.3 billion, comprised of inbound foreign invest-
ment of NZ$4.3 billion which exceeded investment abroad of
NZ$1.0 billion.

NZ trade balance returns to surplus
The trade balance returned to a surplus of NZ$258 million in
February (JPMorgan NZ$209 million, consensus NZ$140 mil-
lion) after a NZ$316 million deficit in January. The trade posi-
tion improved owing to stronger exports, up 30.3%oya; this
marked the largest rise since January 2001. Imports rose
16.1%oya as record high interest rates curbed domestic de-
mand.

The impact of the drought is a key downside risk to the ex-
port outlook. The drought is hitting the key agriculture re-
gion, pushing up feed prices, which is affecting both the
dairy and meat industries. Meat prices have already fallen
owing to Australia’s widespread drought, which induced
culling—leading to greater supply and lower prices—and the
dairy industry has lost more than NZ$500 million in output
according to Fonterra, the world’s largest producer.

Data releases and forecasts
Week of March 31 - April 4
Mon Building consents
Mar 31 Not seasonally adjusted
10:45am

Nov Dec Jan Feb

(%m/m) 5.0 -20.6 0.3 __
(%oya) -1.9 -7.7 -7.3 __

Mon NBNZ business confidence
Mar 31
3:00pm

Dec Jan Feb Mar
% balance of respondents -24.9 n/a -43.9 -58.0
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Thu ANZ commodity price series
Apr 3 Not seasonally adjusted
3.00pm

Dec Jan Feb Mar
Index - NZD (%m/m) -0.9 -1.8 -2.2 __
Index - world prices (%m/m) 0.0 -1.4 0.9 __

Review of past week’s data

Credit card spending
Seasonally adjusted

Dec Jan Feb
(%oya) 7.6 8.6 8.7 __ 8.1

Balance of payments
NZ$ mn, nsa

2Q07 3Q07 4Q07
Current account -2999 -5174 -5220 -4362- -3410

Trade balance
Not seasonally adjusted

Dec Jan Feb
Exports ($NZ mn) 3680 3682 3080 3520 3711
Imports ($NZ mn) 3647 3644 3400 3396 3310 3450
Trade balance ($NZ mn) 33 38 -320 -316 209 258

Real GDP
Seasonally adjusted, production-based

2Q07 3Q07 4Q07
(%q/q) 0.8 0.9 0.5 0.8 1.0
(%oya) 3.2 3.3 3.4 3.7

JPMorgan Australia Ltd., Sydney
Stephen Walters (61-2) 9220-1599
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• Bracing for weak data: US payrolls, Japan’s Tankan, and
JPMorgan’s global PMI all expected to slide

• Asian demand engines supports strong intraregional activ-
ity

• Germany shows impressive resilience, Spain looks in-
creasingly vulnerable

• Expecting Brazil’s COPOM to hike rates in April

Point break
For a number of months now, clouds have been gathering
over the global economy as the interaction of credit turmoil,
housing weakness, and rising energy prices has weighed on
growth and sentiment. The recent slide in consumer confi-
dence across the major economies has been particularly no-
table: last week, the US Conference Board measure of house-
hold expectations fell to its lowest level since December 1973.
However, the slowdown in overall economic activity has re-
mained modest. Global GDP expanded at a trend-like pace of
2.7%q/q, saar in 4Q07 and is currently tracking a 1.7% gain
this quarter. Even the US economy—which is at the locus of
downward momentum—looks to be eking out a small positive
GDP gain this quarter. The continued resilience of the global
economy reflects the fundamental health of the nonfinancial
corporates across the globe. Where drags on growth are exter
nal—as is the case for the Emerging Market economies—job
creation and corporate spending have been sufficient to keep
demand engines running in the face of softening export
growth. In the industrial world, drags concentrated in the con-
sumer and housing sectors have hurt aggregate performance
but have not been sufficient to produce the broad-based ad-
justment in spending and hiring plans by firms that is charac-
teristic of recession.

The macroeconomic landscape is changing, however, as the
US corporate sector appears to be heading toward retrench-
ment. As weakness has broadened from housing to consumer
spending, both earnings and business confidence are now
slipping. Profits from domestic operations declined during the
second half of last year and incoming data are showing
spillovers to business spending and hiring. US recession dy-
namics invariably incorporate a breaking point where a shift in
business attitudes produces magnified weakness. Upcoming
data are expected to confirm that this break has now occurred.
Payroll employment is expected to fall at a 100,000 monthly
pace over the coming two quarters, and manufacturing output
is expected to decline at about a 5% annualized pace (see Re-
search note, “US businesses are starting to retrench,” page 9).

As the tone of the US economic data takes a material turn for
the worse, it is important to recognize that the forecast is for a
milder event than the norm of past recessions. In part, this
forecast is based on the view that the business sector this
time is less extended and in better financial health than at the
start of previous downturns. The view also incorporates a
boost to 3Q08 activity from tax rebates. This lift should return
GDP growth back to positive territory, but not produce a
quick end to corporate retrenchment. For most businesses,
the lift to demand will represent an opportunity to accelerate
adjustments that are not expected to be completed until late in
the year.

Asian exports surprisingly resilient
Global manufacturing activity has slowed sharply in recent
months, with the pace of output growth easing to just 1.7%
annualized in the three months ended January. A further mod-
eration is in store, as the weakness of final demand in the ma-
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jor economies reverberates more fully through the global in-
dustrial sector. Our manufacturing PMI has tracked this ad-
justment well and this week’s report for March is forecast to
deliver a further decline in the PMI of about 0.5 point to 50.6.
This would be the lowest level since July 2003.

This downshift has been reflected in most regions of the glo-
bal economy, including EM Asia, whose production and trade
is most closely aligned with the majors, and where most coun-
tries are net commodity importers, so they are harmed rather
than helped by the rise in global commodity prices. That said,
one positive sign in the recent data has been the surprising
resilience of Asian exports in early 2008. Taking the average
of January and February compared with 4Q, exports are up
25% annualized in the Big 3 EM Asian economies of China,
Taiwan, and Korea (and 11% in Japan in volume terms). Export
growth to the US and the Euro area has slowed substantially,
as anticipated, whereas shipments have remained strong
within the Asian region and elsewhere in the emerging world.
Importantly, Asia’s intraregional export trade does not appear
to be landing in inventory. Domestic manufacturing has
downshifted sharply even as export growth and domestic de-
mand have remained solid, suggesting that local manufactur-
ers have curbed their rate of inventory accumulation.

Japan’s Tankan survey to slide sharply
Japan’s activity data continue to paint a picture of uneven,
sluggish economic expansion. On the positive side, export
volume growth has been surprisingly strong in early 2008—as
is true across Asia. This week’s reports should confirm a fur-
ther rebound in housing starts. Tempering these gains is the
continued weak growth of consumer spending and an appar-
ent slowdown in the pace of inventory accumulation. One fac-
tor weighing on household spending is higher inflation, led

by higher food and energy prices. There also has been a mod-
est rise in core inflation (i.e., excluding food and energy),
which may reflect firms’ attempts to restore profit margins,
which came under pressure starting last year.

Surveys show that lower profit margins, sluggish sales, and
the uncertain global backdrop are weighing on business senti-
ment. Initially, the effect was focused in the small business
sector; however, large companies now are registering a loss of
confidence too. This should register in this week’s Tankan
survey. The key is how companies respond to these develop-
ments. Our forecast that GDP growth will be maintained at a
modest 1.0-1.5% annualized pace in the next several quarters
is premised on continued business expansion. Business
spending has remained solid until now, but there are warning
signs in the labour force survey, which is hinting at a slow-
down in job growth and an uptick in unemployment. This has
yet to be confirmed in the more reliable employers survey, for
which a February update is due on Monday.

A tiered Euro area performance
Given the nature of the headwinds building up, it is not sur-
prising that consumer confidence has slipped far more than
business confidence across the industrial world. The terms of
trade shock of elevated food and energy prices has hit pretty
much everyone, and households in some countries—espe-
cially the United States, the United Kingdom, and Spain—are
coping with a significant shift in home price appreciation and
credit availability. The notable surprise in recent confidence
readings is in Germany, where confidence has remained
stable. In part, this reflects the fact that German households
have been less affected by the downturn in the housing and
credit cycles, as their economy didn’t participate in the up-
swing. But German households also benefit from the
outperformance of their corporate sector within Europe, a
point highlighted by the rise in the March Ifo survey to its
highest level since last August. The strength of Germany’s
corporate sector is impressive. Although corporate profits
and balance sheets remain healthy, it is puzzling that the mix
of a strong currency, softer global trade and high commodity
prices has not hit confidence more sharply. To some extent,
this likely reflects the low price sensitivity of German exports.

German resilience stands in contrast to Spanish vulnerabilities
to tighter credit conditions. The number of mortgages granted
in Spain has fallen 25% over the past year and housing starts
have dropped 27%. The vulnerabilities in Spain are not only
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evident in the elevated levels of house building and house
prices; the large financial deficits run by both Spanish house-
holds and corporates—which mean that the level of spending
exceeds the level of income—also suggest a heightened vul-
nerability to credit tightening.

France and Italy sit somewhere between the German and
Spanish extremes. These two economies have some exposure
to the turn in housing and credit, although not as much as
Spain does. Italy, in particular, is vulnerable to currency

strength because of the price sensitivity of its exports. With
the current pattern of shocks and vulnerabilities still working
through the system, this regional tiering of growth perfor-
mance is likely to be sustained.

Brazil’s COPOM to hike rates, Mexico’s
Banxico to wait a while before easing
In Brazil, last week’s Inflation Report suggested that policy
will be tightened to ensure that inflation expectations remain
well anchored in a period of strong growth and higher infla-
tion. In the press conference to present the Report, the central
bank emphasized its preference to act preemptively, indicating
that a later response would require a more intense and longer
tightening cycle. In light of this clear signal from the central
bank, we have changed our call that rates will remain on hold
at 11.25% this year to a new forecast in which the COPOM
begins to hike 25bp as early as the next meeting on April 16
and lifts the Selic rate to 12.50% by year end.

Further north, there is little doubt that the Mexican economy
has been adversely affected by the slowdown in US growth.
Nonetheless, the latest data have show inflation and growth
readings that are higher than expected. The forecast currently
anticipates that Banxico will ease 25bp at its July and Septem-
ber meetings. The risk, however, is that the central bank
moves more slowly to lower rates.
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JPMorgan View - Global Markets
Playing the range in April
• Investors are having understandable difficulty deciding

whether conditions in equity and credit markets are improv-
ing or worsening. Both views are likely correct. On the posi-
tive side, US policymakers are throwing in everything and
the kitchen sink in an all-out effort to prevent a financial and
economic meltdown. As many investors know, it’s danger-
ous to “fight the Fed,” especially when it is as determined as
it has been recently.

• On the negative side for risky markets is the arrival of the bad
fundamentals that the market has been fretting about for nine
months now—recession, defaults, and earnings falls. Our
economists warn us that the real recession experience—job
losses, cuts in investment spending, consumer and corporate
defaults, and lower profits—is now right in front of us. These
numbers will be ugly, even in the shallow and short-lived US
recession that we forecast.

• Market direction will be determined by which of these forces
wins the hearts and fears of the investor community. For the
coming month, we foresee no clear victory, and not even a
stalemate, but a violent back and forth between bullish and
bearish forces that gives no clear momentum signals. The
right strategy is to keep tactical risk low, and to “play the
range.”

• In fixed income, we therefore use selloffs and flattening to
reestablish longs and steepeners, taking profit quickly when
target levels are reached. In equities, investors who have
been underweight should use selloffs that push prices to-
ward the bottom of the 2-mth range to dollar-average back to
neutral, if not to long. A simple trading rule for the S&P500 is
to buy each time the index falls below 1300. In credit, we re-
main more cautious, and stay underweight. We have no ex-
plicit spread target in mind and focus instead on the eventual
return of the end investors as a signal to go back into the
market.

Fixed income
• Bond markets have backed up, and curves have flattened in

Europe and North America over the past few weeks as ag-
gressive liquidity injections by central banks and possible
US fiscal/regulatory action on mortgages are seen to reduce
the need for outright rate cuts. We are not convinced, and
still expect significant easing. Hence, we remain long in 2s in
the US, UK, and EU, and hold curve steepeners in each of
these markets.

•  US bond managers are broadly neutral, but retain a bias to
steepening. European managers remain long, but have reduced

10-yr government bond yields
Current Jun 08 Sep 08 Dec 08 Mar 09

United States 3.45 3.80 4.05 4.10 4.15
Euro area 3.94 3.65 3.50 3.65 3.85
United Kingdom 4.42 4.50 4.70 4.80 4.90
Japan 1.28 1.20 1.30 1.45 1.60

Equities
Current YTD return (local currency)

S&P 1331
Topix 1244
FTSE 100 5699
MSCI Eurozone 204
MSCI Europe 1325

Credit markets
Current Jun 08 Dec 08

US high grade (bp over UST) 281 250  
US high grade (bp over swaps) 196 175  
Euro HG corp (bp over swaps) 104  65
USD high yield (bp vs. UST) 785 800 800
EMBIG (bp vs. UST) 315 275 250

Foreign exchange
Current Jun 08 Sep 08 Dec 08 Mar 09

EUR/USD 1.58 1.55 1.52 1.48 1.45
USD/JPY 99 101 103 105 108
GBP/USD 1.99 2.01 1.97 1.95 1.91

Commodities
Quarterly average

Current Jun 08 Sep 08 Dec 08
WTI oil $/bbl 106 94 88 82
Gold ($/oz) 928 920 915 900
Copper($/m ton) 8636 7300 6500 6000
Corn ($/Bu) 5.53 5.10 4.80 5.00

Source: JPMorgan, Bloomberg, Datastream.

-13.6%

-9.2%
-16.1%
-10.2%
-15.8%

positions. Central banks remain strong buyers, having added
$11bn a week to their NY Fed custody account this year.
Japanese investors have also picked up foreign purchases,
having bought $6bn a week over the past month. US inves-
tors have added $29bn a week to money market funds this
year, and $5bn to bond funds.

Equities
• We have pursued a cautious tactical stance on equities for

the past few months, mostly through sectoral and style
trades; i.e., long growth vs value and defensives vs
cyclicals, rather than outright shorts. Recent drastic actions
by US policymakers reduced downside economic risk; we
thus advised reducing these trades. In addition, historically,
three months into a recession, cyclicals begin to outperform
defensives. With a potential starting month of January for
the US recession, history thus suggests that investors
should start taking profits on the growth vs value and de-
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fensives vs cyclicals trade or even reverse these positions if
they are convinced that a recovery phase has already started.

• Our view is that it is still too early to position for the recovery
phase. It is true that equities are up almost 5% since the Fed
move to open its discount window to primary dealers, but the
indices remain close to the middle of their ranges since mid-
January. In addition, worsening economic data will likely keep
uncertainty about the duration of the recession and its impact
on earnings high. This should balance the positive forces
stemming from recent US policymakers’ actions, attractive
valuations, and overall underweight positions by equity in-
vestors. We thus see equities trading within the wide ranges
seen over the past two months.

• EM equities outperformed last week as better economic data
outside the US suggest continued EM decoupling. We keep a
small overweight in EM vs developed markets.

Credit
• Credit markets continued their recovery but momentum

slowed later in the week. As with the week before, CDS indi-
ces led the rally, tightening 20bp in HG and 40bp in HY on the
week. Cash bonds and single name CDS lagged the rally, sug-
gesting that the recovery was mostly driven by short cover-
ing. We stay bearish, keeping a small underweight in both
Europe and the US. The Fed action is supportive for
financials as it eases funding pressures and reduces the risk
of failure, but does not eliminate the broader issue of elevated
risk and funding costs in credit markets, restricted access to
leverage by credit investors, an inventory of unsold and un-
wanted credits, and structured product unwinds.

• The CDS to bond basis experienced very large moves over
the past weeks and reached a record negative level in US HG
earlier on the week. We believe that the current level offers
opportunities for negative basis trades; i.e., short CDS long
cash bonds, in both US HG and HY. The possibility of syn-
thetic credit structure unwinds over the coming weeks, owing
to mark to market losses and potential rating downgrades,
also support this trade.

• The past few weeks have seen a pickup in issuance in HY
loans and bonds including CLOs. This is an encouraging
sign that there is some demand for leveraged loans, perhaps
owing to their superior risk-adjusted returns. Does this mean
that the HY and CLO markets are reopening? Not in our view.
Issuance is still very low compared to the same period of last
year and is absorbed with large price concessions. Stay cau-
tious in HY credit and continue to trade up the quality curve.

• In EM external debt, we move Turkey to underweight from
neutral. Turkish sovereign spreads have performed strongly
throughout the global credit crunch relative to both the
broad EM sovereign market and their ratings peers. Given
renewed political uncertainty, we see scope for Turkish
spreads to underperform. We also move Argentina to un-
derweight from neutral, given its high-beta and rather weak
fundamentals, and Peru to overweight from neutral, owing
to its solid fundamental and technical backdrop.

Foreign exchange
 • Signs of stability in stock and bond markets are following

through to currencies as well, with the dollar roughly un-
changed in trade-weighted terms this week. To be sure, di-
minishing risks to the US financial sector from the Fed’s
extraordinary actions limit the scope for a further dollar de-
cline, but we do still expect dollar weakness to persist in a
low interest rate environment. Stay short vs a basket of
EUR, CHF, and AUD.

• Sterling continues to be buffeted by weak housing data and
financial sector risks, reviving parallels to the US that we
view as misplaced. Indeed, the fx markets seem to assign
much greater risk to the UK economy than the interest rate
markets do, with sterling roughly 5% weaker versus USD
and EUR than the level of rate spreads implies. Sterling’s
cheapness is probably the most notable misalignment
among G-10 currencies, but this gap will likely persist until
UK housing data firm and financial sector headlines fade
from the foreground.

• Emerging markets currencies were mixed last week, with EM
Asia, BRL, and TRY all down but Central Europe higher.
There is no common theme, particularly since credit and
commodity markets are firmer over the same period. In most
cases, country-specific factors are in play. We remain neu-
tral, on a view that better buying opportunities will emerge
in coming weeks.

Commodities
• Precious metals recently experienced a strong price correc-

tion week but recovered solidly last week because of soft
USD and strong energy prices. We remain bullish and ex-
pect another test of $1000/oz in 2Q. Crude rallied back from
$100 “lows” on Iraq tensions and an unexpectedly small
inventory build. While energy remains our least favoruite
sector since it lacks the extreme tightness of precious met-
als and agriculturals, the appeal of inflation hedges will
likely persist. Expect prices to remain near current levels
near term, particularly given further dollar weakness.
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Markets - Australia and New Zealand
• RBA to leave cash rate unchanged this week—rate hike

expected in May

• RBA Governor’s testimony this Friday to signal tightening
bias

• RBNZ Governor’s speech highlighted officials’ anxiety
about inflation risks

Market commentary
Australia

There was little official data released in Australia last week,
and the RBA Governor’s speech, which had the potential to
massage market expectations for policy moves, failed to de-
liver. The Governor stuck closely to his script on recent devel-
opments in financial markets, and gave no guidance on the
policy outlook. The RBA also this week released the financial
stability review, which indicated that Australia’s financial sys-
tem remains in sound shape.

This coming week, though, brings both an RBA meeting and
the Governor’s appearance before Federal Parliament’s House
Economics committee. The RBA almost certainly will leave the
cash rate unchanged this week. The instability in global mar-
kets argues for caution and, although the argument for a
higher cash rate remains compelling, RBA officials do not
have a clear trigger. This will come with the Q1 CPI data on 23
April, which will show inflation tracking at 4%oya, well above
the RBA’s 2-3% target range. We expect the RBA's commen-
tary on Tuesday to reveal a tightening bias, which will leave
open the door for a higher cash rate in May.

The RBA Governor’s testimony on Friday will be interrupted
by attempts at political point scoring - this is the Governor’s
first appearance before the committee since the change of
government last November. In between the political banter,
though, we expect the Governor to indicate that official inter-
est rates still are likely to rise in coming months, owing to the
deteriorating inflation outlook. The RBA’s published inflation
forecasts show that inflation will be above target until 2010.

Domestic market conditions improved this week, with the eq-
uity market stringing together consecutive daily gains, and
the RBA draining excess liquidity from overnight money mar-
kets, although conditions remain difficult. AUD traded in a
narrow range close to 92 US cents. AUD is caught in the con-
flicting crosswinds of Australia’s attractive yield advantage

and concerns about the durability of the global economic
cycle. Expectations of an even wider interest rate differential,
and elevated commodity prices, should support AUD in the
near term. Longer term, however, FX markets again will start
to focus on current account deficits, of which Australia is one
of the worst offenders.

The Aussie 3s 10s curve flattened slightly over the week, but
traded in a narrow range. The curve is likely to flatten from
here on evidence that the global economy is weakening and a
reminder from the RBA later in the week that the tightening
cycle in Australia is not yet over.

New Zealand

In another shortened week, the Kiwi dollar took a temporary
look below 79 US cents, but finished the week near $0.8050,
largely unchanged from the previous week’s close. The stock
market weakened further and fell below 3,400 after just last
week falling below the 3,500 level for the first time since Au-
gust 2006. Three-month LIBOR yields continued to hover
around 9.0%, with money market rates showing a muted reac-
tion to RBNZ Governor Bollard’s speech on Friday which sig-
naled clearly that inflation remains a key concern, leaving little
scope for the central bank to cut interest rates anytime soon.

With no top-tier economic data scheduled for release this
week, financial markets in New Zealand will look for direction
from abroad.

Trade recommendations
• Hold Aussie 3s 10s curve flattener (established at -10,

targeting -30, with a stop loss at 0). The curve flattened
slightly this week, but has further to run, particularly given
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the increased stress in credit markets and the rising
prospects of RBA tightening. Currently at -8.5.

• Close out Aussie May-June interbank spread established at
0bp. The position is unlikely to move from here. Currently
trading at 0.

• Establish short Aussie May IB contract at 93.73. The market
prices too small a risk that the RBA tightens policy in May.
Stop loss at 93.75, with target of 93.65.

• Pay 5 yr forward, 2 yrs AUD currency basis. Currently at -
31, with spot 2 yr at -2. Been driven out by liquidity squeeze
and domestic banks being payers at the front end of the
curve in anticipation of offshore issuance – the front end
should, therefore, be supported. Take positive roll up curve.

• NZ 1yr 1yr vs 1yr filled at -75, now at -90. Hold position and
take positive roll up curve based on expectations of market
recovery and easing credit jitters. Still a good rates ‘on
hold’ play given little chance of RBNZ policy easing near
term.
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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.

Global Economic Outlook Summary

2007 2008 2009 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 4Q07 2Q08 4Q08 2Q09
The Americas
United States 2.2 1.2 2.4 0.6 0.0 -1.0 3.0 1.5 2.5 3.0 4.0 3.4 2.5 2.2
Canada 2.7 1.1 2.3 0.8 1.0 -1.5 2.0 2.5 3.0 2.8 2.4 1.0 1.6 1.7
Latin America 5.2 ↓ 4.1 4.4 5.4 3.5 2.9 3.3 4.2 4.8 4.7 5.6 6.6 6.5 6.0

Argentina 8.7 6.5 5.0 8.0 6.1 4.1 2.0 4.1 7.0 6.1 8.5 8.6 9.7 11.0
Brazil 5.4 4.4 4.0 6.6 4.9 4.3 3.7 4.2 4.1 3.8 4.3 4.7 4.8 4.3
Chile 5.1 ↓ 3.5 5.0 3.7 ↓ 4.0 3.0 5.0 6.0 5.0 5.0 7.2 8.5 5.2 3.1
Colombia 7.1 5.0 5.0 1.5 6.0 5.5 5.5 4.5 4.5 5.0 5.4 5.5 5.3 ↑ 4.4 ↑

Ecuador 2.0 2.5 2.5 5.0 2.0 1.5 1.0 1.0 2.5 3.5 2.8 6.1 5.6 3.9
Mexico 3.3 2.6 4.5 3.0 1.0 1.0 3.2 4.1 4.9 4.9 3.8 3.9 3.4 3.1
Peru 9.0 7.0 6.0 10.5 6.5 3.5 2.0 5.5 6.5 7.0 3.5 5.2 4.3 2.8
Venezuela 8.4 6.0 3.5 11.0 3.0 3.5 2.0 3.0 4.0 4.0 20.2 31.5 33.0 30.7

Asia/Pacific
Japan 2.0 1.3 1.9 3.5 0.5 1.3 1.3 1.8 2.0 2.0 0.5 1.0 0.8 0.7
Australia 3.9 3.1 2.7 2.4 2.4 3.9 2.5 3.4 2.9 1.6 3.0 3.6 3.4 2.7
New Zealand 3.0 2.3 2.7 2.4 2.3 2.1 2.2 2.5 2.5 3.2 3.2 3.1 2.9 2.8
Asia ex. Japan 8.5 7.3 7.3 6.9 7.2 6.1 7.5 7.6 7.9 7.6 5.3 5.2 4.0 4.0

China 11.4 10.3 9.5 9.1 10.8 9.7 10.9 10.4 10.8 9.5 6.6 5.7 3.2 4.0
Hong Kong 6.3 4.6 5.0 7.1 2.6 1.5 5.0 4.5 5.3 5.9 3.5 3.4 2.7 3.8
India 8.7 7.0 8.0 4.8 8.2 7.0 7.0 7.4 7.8 8.7 5.5 5.8 6.3 5.3
Indonesia 6.3 5.0 5.2 6.9 4.0 5.0 5.0 5.0 5.0 5.0 6.7 7.6 7.7 6.8
Korea 5.0 ↑ 4.6 ↑ 4.9 ↓ 6.4 ↑ 4.0 2.5 3.5 4.5 5.5 5.5 3.4 3.7 3.3 3.2
Malaysia 6.3 4.7 5.3 7.4 3.0 1.0 4.0 5.5 6.1 6.1 2.2 3.2 2.4 1.8
Philippines 7.1 4.0 4.5 7.4 3.0 2.0 3.0 4.0 4.0 5.9 3.3 6.0 5.6 4.3
Singapore 7.7 4.0 6.0 -4.8 6.6 2.5 7.5 7.5 5.7 5.7 4.1 6.5 5.2 2.5
Taiwan 5.7 3.5 4.5 2.6 0.8 0.2 4.5 4.5 4.8 4.8 4.5 4.0 1.7 2.4
Thailand 4.8 4.6 5.0 7.3 3.0 3.0 5.0 6.0 4.5 4.5 2.9 5.5 5.4 3.2

Africa
South Africa 5.1 3.8 4.0 5.3 2.9 3.3 3.4 3.5 4.3 4.3 8.4 9.3 7.3 5.3

Europe
Euro area 2.6 1.6 1.8 1.5 1.5 1.2 1.2 1.5 2.0 2.0 2.9 2.7 2.3 2.3

Germany 2.6 1.6 2.0 1.1 2.0 1.3 1.5 1.8 2.2 2.2 3.1 2.0 1.4 1.5
France 1.9 1.7 1.8 1.5 ↑ 1.5 1.3 1.5 1.7 2.0 2.0 2.5 2.4 1.8 2.0
Italy 1.7 0.4 1.2 -0.8 0.5 0.5 0.5 1.0 1.5 1.5 2.6 2.6 2.2 2.3

Norway 6.0 3.8 2.9 3.8 2.7 2.5 2.2 3.0 3.0 3.0 1.4 2.9 2.0 3.0
Sweden 2.8 2.2 2.5 3.1 2.0 1.8 1.5 2.5 2.7 2.7 3.1 3.0 2.4 2.5
Switzerland 3.1 2.3 1.6 4.2 1.8 1.0 1.0 1.3 1.8 2.0 1.7 1.9 1.5 1.2
United Kingdom 3.0 ↓ 1.9 2.3 2.5 ↑ 1.6 1.2 1.2 2.0 2.5 2.8 2.1 2.7 3.0 2.1
Emerging Europe1 6.6 5.7 ↑ 5.6 9.9 0.6 7.5 5.4 8.3 1.2 7.3 8.1 9.0 ↑ 7.4 ↑ 5.8

Bulgaria 6.2 5.2 5.5 … … … … … … … … … … …
Czech Republic 6.5 5.0 4.8 7.0 3.5 4.5 3.5 4.5 5.5 5.0 4.8 7.1 5.5 3.0
Hungary 1.3 2.0 2.8 0.5 2.8 2.8 3.0 2.8 2.8 2.8 7.1 6.4 4.9 3.8
Poland 6.5 5.6 5.3 8.2 5.5 4.8 4.0 5.2 5.8 5.5 3.5 4.2 3.7 3.4
Slovak Republic 10.4 7.0 5.5 11.4 -2.0 6.0 7.0 7.0 4.0 5.0 3.3 4.3 3.6 4.0
Romania 6.0 5.6 4.0 … … … … … … … 6.7 6.5 5.5 5.3
Russia 8.1 7.1 ↑ 6.3 13.0 -2.5 10.5 6.5 12.0 -2.5 10.0 11.5 13.5 ↑ 10.9 ↑ 8.8
Turkey 5.0 4.4 6.0 … … … … … … … 8.2 7.6 6.3 4.0

Global 3.4 2.4 3.0 ↑ 2.7 1.7 1.4 2.8 2.7 3.1 3.4 3.5 3.4 2.8 2.6
Developed markets 2.4 1.5 2.1 1.6 0.8 0.3 2.0 1.7 2.3 2.5 2.9 2.7 2.2 2.0
Emerging markets 7.3 ↑ 6.1 ↑ 6.2 ↑ 7.0 5.0 5.5 6.0 6.8 5.9 6.7 5.9 6.3 5.2 4.8

% over a year ago
Consumer prices

                                          % over previous period, saar                                               
Real GDP

% over a year ago
 Real GDP
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Global Central Bank Watch
Change from Forecast

Official interest rate Current Jun 04 (bp) Last change next change Mar 08 Jun 08 Sep 08 Dec 08 Jun 09

Global GDP-weighted average 3.73 120 3.73 3.48 3.40 3.42 3.64
    excluding US GDP-weighted average 4.43 129 4.43 4.30 4.18 4.21 4.30
Developed GDP-weighted average 2.90 129 2.90 2.57 2.47 2.47 2.78
Emerging GDP-weighted average 7.11 81 7.12 7.17 7.17 7.28 7.13

The Americas GDP-weighted average 3.07 80 3.07 2.63 2.60 2.61 3.01
United States Federal funds rate 2.25 100 18 Mar 08 (-75bp) 30 Apr 08 (-50bp) 2.25 1.75 1.75 1.75 2.25
Canada Overnight funding rate 3.50 150 4 Mar 08 (-50bp) 22 Apr 08 (-50bp) 3.50 2.75 2.50 2.50 2.50
Brazil SELIC overnight rate 11.25 -475 5 Sep 07 (-25bp) 16 Apr 08 (+25bp) 11.25 11.75 12.25 12.50 12.25
Mexico Repo rate 7.50 100 26 Oct 07 (+25bp) 18 Jul 08 (-25bp) 7.50 7.50 7.00 7.00 7.00
Chile Discount rate 6.25 450 10 Jan 08 (+25bp) 10 Jul 08 (-25bp) 6.25 6.25 6.00 5.75 5.75
Colombia Repo rate 9.75 300 22 Feb 08 (+25bp) 1Q 09 (-25bp) 9.75 9.75 9.75 9.75 9.25
Peru Reference rate 5.25 275 10 Jan 08 (+25bp) on hold 5.25 5.25 5.25 5.25 5.25

Europe/Africa GDP-weighted average 4.54 167 4.55 4.31 4.09 4.09 4.20
Euro area Refi rate 4.00 200 6 Jun 07 (+25bp) 5 Jun 08 (-25bp) 4.00 3.75 3.50 3.50 3.75
United Kingdom Repo rate 5.25 75 7 Feb 08 (-25bp) 10 Apr 08 (-25bp) 5.25 4.75 4.50 4.50 4.50
Sweden Repo rate 4.25 225 13 Feb 08 (+25bp) on hold 4.25 4.25 4.25 4.25 4.25
Norway Deposit rate 5.25 350 12 Dec 07 (+25bp) 23 Apr 08 (+25bp) 5.25 5.50 5.50 5.75 5.75
Czech Republic 2-week repo rate 3.75 150 7 Feb 08 (+25bp)  7 May 08 (+25bp) 3.75 4.00 4.00 3.75 3.50
Hungary 2-week deposit rate 7.50 -400 24 Sep 07 (-25bp) 31 Mar 08 (+25bp) 7.75 8.00 8.00 8.00 7.50
Poland 7-day intervention rate 5.75 50 26 Mar 08 (+25bp)  30 Apr 08 (+25bp) 5.75 6.25 6.25 6.25 6.00
Russia 1-week deposit rate 3.50 250 4 Feb 08 (+25bp) 1Q 09 (+25bp) 3.50 3.50 3.50 3.50 3.75
Slovak Republic 2-week repo rate 4.25 -75 27 Apr 07 (-25bp) 2Q 08 (-50bp) 4.25 3.75 3.50 3.50 3.75
South Africa Repo rate 11.00 300 6 Dec 07 (+50bp)  Feb 09 (-50bp) 11.00 11.00 11.00 11.00 10.00
Switzerland 3-month Swiss Libor 2.75 225 13 Sep 07 (+25bp) Jun 08 (-25bp) 2.75 2.50 2.25 2.25 2.25
Turkey Overnight borrowing rate 15.25 -675 14 Feb 08 (-25bp) 3Q 08 (-25bp) 15.25 15.25 15.00 14.50 12.50

Asia/Pacific GDP-weighted average 3.62 115 3.62 3.63 3.64 3.73 3.82
Australia Cash rate 7.25 200 4 Mar 08 (+25bp) 7 May 08 (+25bp) 7.25 7.50 7.50 7.50 7.50
New Zealand Cash rate 8.25 250 26 July 07 (+25bp) 1Q 09 (-25bp) 8.25 8.25 8.25 8.25 7.50
Japan Overnight call rate 0.50 50 21 Feb 07 (+25bp) Jun 09 (+25bp) 0.50 0.50 0.50 0.50 0.75
Hong Kong Discount window base 3.75 125 19 Mar 08 (-75bp) 1 May 08 (-50bp) 3.75 3.25 3.25 3.25 3.75
China 1-year working capital 7.47 216 20 Dec 07 (+18bp) 3Q 08 (+27bp) 7.47 7.47 7.74 8.19 8.19
Korea Base rate 5.00 125 9 Aug 07 (+25bp) 3Q 08 (-50bp) 5.00 5.00 4.50 4.50 4.50
Indonesia BI rate 8.00 66 6 Dec 07 (-25bp) on hold 8.00 8.00 8.00 8.00 8.00
India Repo rate 7.75 175 30 Mar 07 (+25bp) 1Q 09 (-25bp) 7.75 7.75 7.75 7.75 7.25
Malaysia Overnight policy rate 3.50 80 26 Apr 06 (+25bp) on hold 3.50 3.50 3.50 3.50 3.50
Philippines Reverse repo rate 5.00 -175 31 Jan 08 (-25bp) on hold 5.00 5.00 5.00 5.00 5.00
Thailand 1-day repo rate 3.25 200 18 July 07 (-25bp) on hold 3.25 3.25 3.25 3.25 3.25
Taiwan Official discount rate 3.50 213 27 Mar 08 (+12.5bp) Jun 08 (+12.5bp) 3.50 3.625 3.625 3.625 3.75
Bold denotes move this week and forecast changes
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Forecasts - Australia and New Zealand

2007 2008 2009 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Chain volume GDP 3.9 3.1 2.7 3.5 4.3 2.4 2.4 3.9 2.5 3.4 2.9 1.6 2.5 2.3

Private consumption 4.5 3.5 2.0 2.4 5.3 6.7 2.8 2.4 1.6 2.0 2.4 1.6 2.0 1.6
Construction investment 9.2 1.7 3.7 3.6 2.8 -3.0 1.6 1.8 6.1 3.0 5.1 2.0 1.9 5.9

Equipment investment 7.5 5.8 -1.8 19.6 -9.9 15.9 8.7 8.6 -4.1 0.0 -2.1 -4.1 -8.1 8.7
Public investment 5.1 10.3 6.0 88.3 -6.7 23.8 4.4 5.0 5.2 5.6 6.0 6.4 6.8 7.2

Government consumption 3.0 3.7 2.8 1.4 3.7 7.0 2.9 3.0 2.9 3.0 3.5 2.2 1.8 2.2
Exports of goods & services 3.3 3.8 6.3 3.6 6.1 -2.6 4.1 5.1 7.2 7.8 4.1 6.1 7.2 8.2

Imports of goods & services 10.7 5.1 2.5 5.7 9.4 15.0 2.0 0.0 2.0 3.2 3.2 2.4 1.8 3.2
Contributions to GDP growth:

Domestic final sales 4.9 3.9 2.3 6.2 3.7 6.7 3.3 3.1 2.3 2.4 2.9 1.6 1.4 3.2

Inventories 0.8 -0.4 -0.3 -2.0 1.5 -0.2 -1.2 -0.2 -0.7 0.2 -0.1 -0.6 0.0 -1.8
Net trade -1.7 -0.4 0.7 -0.6 -0.9 -3.8 0.3 1.0 0.9 0.8 0.1 0.7 1.0 0.9

GDP deflator (%oya) 3.9 3.1 2.6 4.3 3.4 3.4 3.3 3.4 3.2 2.7 2.6 2.6 2.6 2.5
Consumer prices (%oya) 2.3 3.7 2.7 2.1 1.9 3.0 4.0 3.6 3.7 3.4 3.0 2.7 2.6 2.5

Producer prices (%oya) 2.3 3.3 2.5 1.5 0.8 3.4 4.4 2.6 3.6 2.6 2.5 2.5 2.5 2.5
Trade balance (A$ bil, sa) -20.9 -25.5 -15.1 -4.4 -5.3 -7.2 -7.2 -6.6 -6.2 -5.5 -5.0 -4.3 -3.1 -2.8

Current account (A$ bil, sa) -67.0 -79.5 -78.2 15.8 16.4 19.3 -19.8 -20.1 -19.7 -19.9 -20.0 -20.1 -19.6 -18.6
as % of GDP -6.2 -6.9 -6.4 5.9 6.0 7.0 -7.0 -7.0 -6.8 -6.7 -6.7 -6.7 -6.4 -6.0

3m eurodeposit rate (%)* 6.0 7.3 6.8 5.8 7.1 7.2 7.3 7.3 7.3 7.1 6.9 6.8 6.8 6.7

10-year bond yield (%)* 5.6 6.4 6.3 5.6 5.7 6.4 6.5 6.5 6.5 6.3 6.3 6.3 6.3 6.3
US$/A$* 0.75 0.95 0.84 0.74 0.77 0.91 0.96 0.97 0.95 0.93 0.88 0.85 0.82 0.79

Commonwealth budget (FY, A$ bil) 13.6 15.5 10.0
as % of GDP 1.3 1.3 0.8

Unemployment rate 4.4 4.5 5.3 4.3 4.3 4.4 4.2 4.4 4.6 4.9 5.1 5.2 5.3 5.4
Industrial production 3.3 1.9 0.8 1.4 -0.1 5.6 0.0 1.0 3.0 4.0 -1.0 -2.0 -3.0 0.0

*All financial variables are period averages

20092007 2008

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

2007 2008 2009 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Real GDP (1995-96 prices) 3.0 2.3 2.7 3.3 2.1 2.1 2.1 2.4 2.2 2.5 2.6 3.0 3.1 3.0
Private consumption 4.3 1.8 1.8 1.8 1.3 3.2 1.5 1.3 1.6 1.8 1.6 2.1 1.9 2.0
Fixed Investment 3.1 0.4 2.3 -2.9 -0.9 1.6 0.6 0.4 0.5 1.7 2.9 2.9 3.2 4.0

  Residential construction 4.9 -0.8 -1.5 14.8 7.9 1.6 -3.2 -4.0 -8.0 -4.0 -1.6 1.6 3.2 4.0
  Other fixed investment 2.6 0.7 3.3 -6.9 -3 1.6 1.6 1.6 2.8 3.2 4.0 3.2 3.2 4.0

Inventory change (NZ$ bil, saar) 0.9 0.4 0.5 0.4 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Government spending 4.1 5.9 3.8 4.2 8.8 3.6 6.0 7.0 5.9 4.8 2.4 3.2 2.9 2.5

Exports of goods & services 2.4 3.2 4.4 -3.2 -2.3 7.0 4.0 3.6 4.0 4.2 4.5 4.8 5.0 4.5
Imports of goods & services 7.7 3.4 3.0 10.8 0.9 4.5 3.1 2.4 3.0 3.0 3.5 3.0 2.5 3.0

Contributions to GDP growth:

Domestic final sales 4.3 2.9 2.3 3.5 4.4 4.4 2.0 1.9 2.5 2.6 2.0 2.4 2.3 2.7
Inventories 0.6 -0.4 0.1 4.7 -1.1 -2.7 0.0 0.2 -0.5 -0.2 0.5 0.2 0.1 0.0

Net trade -2.0 -0.2 0.3 -4.8 -1.1 0.5 0.1 0.2 0.1 0.2 0.1 0.4 0.7 0.3
GDP deflator (%oya) 3.7 3.3 2.8 4.1 3.8 3.8 3.8 3.2 3.0 3.0 2.9 2.8 2.7 2.7
Consumer prices 2.4 3.2 2.7 4.0 2.0 4.8 3.0 2.7 3.1 2.8 2.7 2.6 2.7 2.5

%oya 2.4 3.2 2.7 2.0 1.8 3.2 3.4 3.1 3.4 2.9 2.8 2.8 2.7 2.6
Trade balance (NZ$ bil, sa) -3.7 -5.3 -4.1 -0.8 -0.8 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.1 -1.0 -0.8

Current account (NZ$ bil, sa) -14.5 -14.8 -13.5 -3.5 -3.6 -3.8 -3.7 -3.7 -3.6 -3.7 -3.7 -3.5 -3.3 -3.0
as % of GDP -8.5 -8.2 -7.1 -8.3 -8.5 -8.7 -8.4 -8.2 -8.1 -8.2 -8.0 -7.5 -6.8 -6.2

Yield on 90-day bank bill (%)* 8.4 8.4 7.8 8.2 8.7 8.8 8.4 8.4 8.4 8.4 8.0 7.9 7.6 7.5
10-year bond yield (%)* 6.3 6.6 7.0 6.4 6.4 6.4 6.5 6.6 6.7 6.8 7.0 7.1 7.0 7.0
US$/NZ$* 0.74 0.81 0.68 0.74 0.74 0.76 0.83 0.83 0.80 0.78 0.72 0.66 0.67 0.68

Commonwealth budget (NZ$ bil) 6.4 5.3 5.0
as % of GDP 3.8 2.9 2.6

Unemployment rate 3.6 4.0 4.5 3.6 3.5 3.7 3.8 3.9 4.1 4.2 4.3 4.5 4.6 4.7

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

2007 2008 2009

*All financial variables are period averages
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Australia and New Zealand economic calendar

 
 
 
 
Monday Tuesday Wednesday Thursday Friday 

 
31 Mar  
 
Australia: 
Private sector credit (11:30am)  
Feb  1.0 %m/m, sa 
 
New Zealand: 
Building permits (10:45am)  Feb   
NBNZ bus. conf. (11:00am) 
Mar  -48.0 %bal 
 
 
 

 
1 Apr  
 
Australia: 
RBA cash target (02:30pm)   
Apr No change expected 
 

 
2 Apr  
 
 

 
3 Apr  
 
New Zealand: 
ANZ commodity price (03:00pm)  
  Mar  
  
 
 
 
 
 
 
  

 
4 Apr  
 
Australia: 
Retail sales (11:30am)  
  Feb  0.3 %m/m, sa 
  

 
7 Apr  
 
Australia: 
Trade balance (11:30am)  Feb  
Building approvals (11:30am)  Feb  
ANZ job ads (11:30am)  Mar  
 
 
 
 
 
 
 
  

 
8 Apr  
 
Australia: 
NAB business conf. (11:30am) 
  Mar 
Foreign reserves (04:30pm)  
  Mar  
 

 
9 Apr  
 
Australia: 
Westpac consumer confidence 
(10:30am)  Apr  
  

 
10 Apr  
 
Australia: 
Consumer inflation expectation 
(10:30am)  Apr  
Unemployment rate (11:30am) Mar  
 
New Zealand: 
NZIER bus. opinion survey 
(10:00am)  1Q  
PMI (12:00pm)  Mar  
  

 
11 Apr  
  

 
14 Apr  
 
Australia: 
Housing finance (11:30am)  Feb  
 
New Zealand: 
Retail sales (10:45am)  Feb  
QV house prices Mar  
  
 
 
 
 
 

 
15 Apr  
 
New Zealand: 
CPI (10:45am)  
1Q  
  

 
16 Apr  
 
Australia: 
Westpac leading index (10:30am)  
  Feb  
  

 
17 Apr  
  

 
18 Apr  
 
Australia: 
Import price index (11:30am)  1Q  
Export price index (11:30am)  1Q  
  

 
21 Apr  
 
Australia: 
PPI (11:30am)  1Q  
New motor vehicles sales 
(11:30am)  Mar  
 
New Zealand: 
Visitor arrivals (10:45am)  
  Mar  
 
 
 
 

 
22 Apr  
  

 
23 Apr  
 
New Zealand: 
Credit card spending (03:00pm)  
  Mar  
  

 
24 Apr  
 
New Zealand: 
RBNZ official cash rate (09:00am)  
  Mar  
  

 
25 Apr  
 
 
 
 
 
 
 
 
 
 
 
 
 Holiday Australia , New Zealand  

Highlighted data are scheduled for release on or after the date shown.  Times shown are local. 
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     Week / Weekend    Monday       Tuesday         Wednesday       Thursday          Friday

7 Apr
Germany
• IP (Feb)

Taiwan
• CPI (Mar)

United States
• Consumer credit (Feb)

8 Apr
Japan
• Economy  watcher

survey (Mar)

United States
• Pending home sales

(Feb)
• FOMC minutes

7 - 11 Apr
China
• Trade balance (Mar)

9 Apr
Brazil
• IPCA (Mar)

Euro area
• GDP final (4Q)

Germany
• Trade balance (Feb)

Japan
• BoJ meeting

Mexico
• CPI (Mar)

Thailand
• BoT meeting

United States
• Wholesale trade (Mar)

11 Apr
United States
• Consumer sentiment

(Apr)
• Import prices (Mar)

10 Apr
Canada
• Trade balance (Feb)

Japan
• Private machinery orders

(Feb)

Norway
• CPI (Mar)

United Kingdom
• Trade balance (Feb)

United States
• Trade balance (Feb)

Central bank meetings
• Chile
• Euro area
• Peru
• United Kingdom

31 Mar
Canada
• Payrolls (Jan)

Euro area
• EC bus surv (Mar)
• HICP flash (Mar)
• M3 (Feb)

Hungary
• NBH meeting

Japan
• Housing starts (Feb)
• IP prelim (Feb)
• Nominal wages (Feb)
• PMI mfg (Mar)

Korea
• IP (Feb)

United States
• Chicago Fed bus surv

(Mar)

1 Apr
Australia
• RBA meeting

Brazil: IP (Feb)

Euro area
• Unemployment (Feb)

Germany
• Employment (Feb)
• Retail sales (Feb)
• Unemployment (Mar)

Japan
• BoJ Tankan corp (1Q)

Korea
• CPI, trade balance (Mar)

United States
• Construction spend

(Feb)
• Light vehicle sales

(Mar)

Manufacturing PMIs
• China, Euro area final,

United Kingdom, United
States (Mar)

31 Mar - 4 Apr
Japan
• Cabinet Office

private consumption
index (Feb)

United Kingdom
• Halifax HPI (Mar)

2 Apr
Singapore
• PMI mfg (Mar)

United Kingdom
• Mortgage approvals

(Feb)

United States
• ADP employment (Mar)
• Factory orders (Feb)
• Bernanke testifies before

Congress

4 Apr
Canada
• Ivey PMI (Mar)

Germany
• Mfg orders (Feb)

United States
• Employment report (Mar)

3 Apr
Euro area
• PMI services final (Mar)
• Retail sales (Feb)
• Trichet speech

Indonesia
• BoI meeting

United Kingdom
• PMI services (Mar)

United States
• ISM nonmfg (Mar)
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