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Summary
• Last week’s Australian economic data had a weak tone, with the pace of employment

growth easing, residential building approvals flat, and both business and consumer
confidence sliding. This strengthens the recent evidence that growth in domestic de-
mand has peaked. Similarly, this week is likely to see more modest growth in the num-
ber of home loans in February, partly owing to the RBA’s rate hike early in the month.
This week also sees further RBA action, with the April Board meeting minutes re-
leased on Tuesday, just before Governor Glenn Stevens speaks in Canberra. The min-
utes should not contain any surprises, given that the RBA’s ‘on-hold’ decision ear-
lier this month was well telegraphed and fully anticipated.

• In New Zealand, the economic calendar was barren last week. RBNZ Governor Alan
Bollard attempted, though, to restore market confidence, encouraging banks and
businesses to avoid over-reacting to the economic downturn. Bollard also said that,
even though economic growth will moderate, upside pressure on inflation persists.
The comments were made ahead of the 1Q CPI print (Tuesday), which will likely show
annual headline moving up from 3.2% in 4Q to 3.4%. With annual headline inflation
still hovering above the central bank’s 1-3% target range, we expect the RBNZ to
leave the cash rate at a record high 8.25% at least until 2009.

• The immediate threat to the global economy comes from tightening credit conditions
and a US recession. More than six months into the crisis, funding pressures in inter-
bank lending markets persist. In the US at least, the losses generated by poor credit
decisions in the subprime mortgage and leveraged loan markets are set to be magni-
fied by the traditional deterioration in credit quality that accompanies a slide into re-
cession. Reflecting the growing concern in official quarters, the IMF’s Financial Sta-
bility Report and the FOMC’s March minutes each delivered a very downbeat out-
look with heightened downside risks. The IMF went so far as to describe America’s
mortgage crisis as the “largest financial shock since the Great Depression.”

•  Alongside this risk stand emerging market economies, which continue to generate
strong growth that is helping fuel the rise in inflation. For a number of years, we have
emphasized the powerful reflationary forces in place across the globe, reflecting the
interaction of strong emerging market demand, deteriorating industrial world potential
growth, and easy money. This combination has produced five years of sustained
above-trend growth. It has also generated large relative movements in global goods
and asset prices—notably the rise in commodity prices and the decline in the dollar.
Global utilization rates moved rapidly higher in this environment, ending last year at
their highest levels since the late 1970s. Recent releases suggest these developments
are pushing global consumer price inflation to levels last recorded before the Asian
crisis. These pressures appear most intense in the emerging market economies.
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This week’s highlight
The NZ 1Q CPI data on Tuesday. We expect a lower quarterly increase owing partly to
the disinflationary impact of the high NZD, but an acceleration in the annual rate. The
Kiwi CPI usually is a handy guide on the Aussie inflation print (April 23).
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Date (a) Data/event JPMorgan Consensus Previous Comment

Monday, 14 April 
(11.30am)

Aust. housing finance 
(Feb, %m/m) 0.5 0.5 2.3

Demand for home loans should have moderated in February. The 
RBA raised the cash rate early in the month, equity markets were 
under pressure, consumer confidence was plunging, and home 
auction clearance rates have dived. That said, recent history 
shows large rises in home loan demand in months in which 
interest rates have risen - the risk, therefore, lies to the upside.

Tuesday, 15 April 
(8.45am) NZ CPI (Q1, %q/q) 0.7 0.8 1.2

Annual CPI growth will rise to 3.4% in 1Q from 3.2%, holding 
well above the central bank's 1-3% target range. Quarterly CPI 
will ease owing mainly to a moderation in non-tradables inflation, 
slowing in line with domestic demand. Also, tradables inflation 
should be capped by the high NZD.

Tuesday, 15 April 
(11.30am)

Minutes of April 
RBA Board meeting na na na

The minutes of the April Board meeting, at which the RBA left 
the cash rate steady, probably will acknowledge near term 
inflation risks, while also recognizing the early evidence of 
cooling domestic demand. The minutes are unlikely to contain 
surprises - the "unchanged rates" decision was fully expected.

Tuesday, 15 April 
(12.40am)

Speech by RBA 
Governor Glenn 
Stevens

na na na

The Governor delivers the seventh annual Sir Leslie Melville 
Lecture in Canberra. The topic of the speech is "Liquidity and the 
Lender of Last Resort" . While the subject is not directly related 
to the economy or the policy outlook, the speech represents 
another opportunity for the Governor to re-align market pricing, 
which still all but prices rate cuts by the end of the year. 

Wednesday, 16 April 
(10.30am)

Aust. WMI leading 
index (Feb, %m/m) na na 0.0 na

Friday, 18 April 
(11.30am)

Aust. export price 
index (1Q, %q/q) 2.0 2.5 -0.6

Softer global demand in 1Q likely capped growth in export 
prices, although still solid bulk commodity prices gains would 
have prevented export prices from falling for the third 
consecutive quarter. 

Friday, 18 April 
(11.30am)

Aust. import price 
index (1Q, %q/q) -0.5 0.5 0.2

The 4% appreciation of AUD vis-à-vis USD in 1Q would have 
cheapened imports, driving import prices slightly lower. 

 (a) Australian Eastern Standard Time.

Forecast
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QVNZ data this week should show that the rate of house price
appreciation in New Zealand continues to slow. Residential
property price growth eased to 7.7% in February from 8.9% in
January, according to QVNZ, the slowest annual growth rate
since the monthly series began in 2005. The deterioration in
the Kiwi housing market comes on the back of high and rising
interest rates, and reduced net-permanent migration flows.

The NAB employment survey points to a slowdown in em-
ployment growth in 2008. As economic growth moderates
from 3.9% in 2007 to 3.1% this year, we expect that the unem-
ployment rate will tick up gradually from its current level of
4.1% to 4.5% by year-end. The mild loosening in labour mar-
ket conditions will curb consumer spending, with private con-
sumption growth forecast at 3.5% in 2008, slowing from a ro-
bust 4.5% last year.

Australia’s farm output has stopped falling, at least in annual
growth terms. With drought conditions easing in key growing
areas, further improvements in farm output will help to offset
the expected slowdown in growth in domestic demand, which
slowed in the fourth quarter. Fortunately, as the chart shows,
recent droughts have coincided with very strong growth in
domestic demand—the notable exception was in the early
1990s during “the recession we had to have”.
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• Unemployment rate ticked up to 4.1% in March

• Business and consumer confidence fell

• Demand for housing finance to ease in February

A string of weak economic indicators was released in Australia
last week. Data showed the trade deficit widening to a record
high, consumer and business confidence sliding, slowing
growth in building approvals, and moderating employment
gains. Top-tier economic data this week will probably add to
speculation that domestic demand growth is easing. Housing
finance data (Monday) should show a moderation in demand
for home loans in February, owing primarily to rising borrowing
costs. Also this week, RBA Govenor Glenn Stevens will speak
on Tuesday in Canberra, shortly after the minutes from the
Board’s monetary policy meeting in early April are released.

Housing finance to slow in February
Home loans should have risen just 0.5%m/m in February, after
a 2.3% spike in January, when borrowers rushed in to secure
loans amid widespread speculation that interest rates would
rise. Indeed, the RBA hiked the cash rate in February and
March, while several domestic banks hiked rates on their stan-
dard variable loans (~90% of total loans) by more than, and
outside of, the rise in the official cash rate, in an effort to ease
pressure on their margins.

After surging in January, investment lending will likely slow in
February, owing mainly to rising interest rates, although some
investors will remain interested in property given recent stock
market falls. Owner-occupied lending will remain firm, as owner-
occupiers are comparably more resilient to 12-year high interest
rates due to recent solid household earnings growth. Investors
again will underpin demand for home loans, however, in part
because many can receive significant tax benefits from buying
properties. In contrast, record low housing affordability means
that first home buyers continue to demand significantly less
housing finance.

Employment growth healthy in February
Australia added 14,800 jobs in March (JPMorgan and consen-
sus 10,000) after a massive 36,700 gain in February. The partici-
pation rate was steady at 65.2% for the fourth straight month,
and the unemployment rate rose as expected to 4.1% from
4.0%, the lowest level since 1974.  The gain in jobs in March
was mainly owing to part-time job growth, up 9,500 after a fall
in February; this could be partly attributed to the introduction
of the Welfare to Work scheme in mid-2007, aiming to help
more than 200,000 people return to work. Meanwhile, the 5,300
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increase in full-time jobs in March was significantly less than
the nearly 50,000 rise in the previous month. Indeed, this
week’s NAB business survey points to weaker employment
growth in coming months.

Despite the rise in the unemployment rate, however, labour
market conditions remain tight. The economy has added
220,000 jobs since mid-2007, leading the jobless rate to a 33-
year low. With tight labor market conditions and skill short-
ages widespread, wage growth should accelerate. Wage
growth as measured by the labour price index has remained
contained so far, but the recent rise in average earnings per
employee in the national accounts means it should soon in-
crease, adding to the already bleak inflation outlook.

Trade deficit widens on export slump
Australia’s trade balance blew out to a record -A$3.3 billion in
February (JPMorgan -A$3.0bn, consensus -A$2.5bn) from -
A$2.5 billion in January. The apparently ever-expanding trade
gap emerged on the back of weaker exports, as floods in parts
of Queensland in January and early February curbed produc-
tion from the state’s coal mines, the effects of which will be
felt for some time. Exports fell 4% in February due to a sharp
6% decline in nonfarm shipments—the biggest fall since Janu-
ary 2006—owing to fewer exports of metal ores and minerals (-
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18%) and coal, coke and briquettes (-16%). Farm good exports
rose for the fourth straight month (+1%), favoring from recent
rainfall. Imports, meanwhile, were flat, as fewer imports of con-
sumption (-2%) and intermediate goods (-1%) were offset by a
7.2% spike in capital good imports. With firms expecting to
boost capital spending 24% in the year to June 2009, capital
good imports should stay elevated.

The trade gap should soon start to narrow. Imports will slow as
rising interest rates curb domestic demand, while exports will
rise when production resumes in key areas of Queensland, and
as recent rainfalls continue to boost farm exports. Furthermore,
solid business investment, particularly in the mining sector, will
continue helping to alleviate the capacity constraints and infra-
structure bottlenecks that have recently restricted export vol-
umes, allowing net exports to eventually add to economic
growth later this year.

Building approvals slow in Australia
Building approvals grew just 0.1%m/m in February (JPMorgan
6.5%, consensus 0.0%) after rising 1.4% in January. Data was
again mixed across the nation, with the largest fall in approvals
reported in New South Wales (-8.6%), and the largest rise re-
corded in Adelaide (+9.7%).

The near-term outlook for the building sector is uncertain, how-
ever. Building and material costs in the residential construction
sector remain elevated, excessive red tape is deterring new de-
velopment, and higher interest rates are weighing on new home
building. That said, rents are soaring owing to undersupply in
key markets.

Consumers, businesses less upbeat
Consumer confidence fell 1.3%m/m in April, after slumping
9.1% in March to a near 15 year low. The Westpac-Melbourne
Institute’s consumer sentiment index fell to 87.4 from 88.6, and
is down 30% since the May 2007 peak.

The fall in sentiment emerged even after the RBA left interest
rates steady in early April. In March, sentiment was down
sharply after the official cash rate rose another 25bp, on top of
the 25bp hike delivered in February. It appears that the dispro-
portionately large rises in banks’ standard variable loan rates is
weighing heavily on consumers. That said, the RBA’s decision
to leave rates steady in April did boost sentiment about house-
hold finances. Of the three components of the index that rose,
two of these were related to family finances, with sentiment

about family finances a year ago (+2.7%) and a year ahead
(+8.1%) both improving.

In addition, the NAB business survey this week showed that
business confidence fell. The survey showed confidence down
from -2 to -4 in March, while conditions fell from 11 to 7, signal-
ling that growth momentum will ease. Global growth concerns,
financial market volatility, and still-elevated petrol prices will
weigh on sentiment near term. Furthermore, there remains a risk
that the RBA may hike interest rates given the deteriorating
inflation outlook. That said, the likelihood of further tightening
has fallen considerably in recent weeks, owing mainly to wors-
ening conditions offshore, ongoing problems in financial mar-
kets, and tentative signs of softening domestic demand.

Data releases and forecasts
Week of April 14 - 18
Mon Housing finance approvals: owner occupiers
Apr 14 Number of loans, seasonally adjusted
11:30am

Nov Dec Jan Feb
(%m/m) 3.4 0.4 2.3 0.5
(%oya) 4.1 4.0 7.1 7.5
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Tue RBA April Board minutes
Apr 15
11:30am

Wed WMI leading index
Apr 16 Seasonally adjusted
10:30am

Nov Dec Jan Feb
(%m/m) 0.7 -0.2 0.0 __

Fri Import price index
Apr 18 Not seasonally adjusted
11:30am

2Q07 3Q07 4Q07 1Q08

Index 113.8 112.9 113.1 __
(%q/q) 0.1 -0.8 0.2 -0.5
(%oya) -5.1 -5.5 -2.2 __

Fri Export price index
Apr 18 Not seasonally adjusted
11:30am

4Q06 1Q07 2Q07 3Q07

Index 147.2 142.8 142.0 ___
(%q/q) 0.3 -3.0 -0.6 2.0
(%oya) 2.4 -2.5 -3.2 ___

Review of past week’s data
Trade balance
Seasonally adjusted

Dec Jan Feb
Exports (A$ bn) 18.7 19.0 19.1 18.8 18.3
Imports (A$ bn) 20.6 21.7 21.6 21.8 21.6
Trade balance (A$ mn) -1938 -2722 -2535 -3000 -3289

Building approvals
Seasonally adjusted

Dec Jan Feb
(%m/m) -11.3 -11.4 1.9 1.4 6.5 0.1
(%oya) 4.9 -1.9 5.1 5.0 3.6 -1.6

ANZ job advertisements
Seasonally adjusted

Jan Feb Mar
(%m/m) 0.8 -2.0 -2.1 __ -0.7

NAB monthly business survey
% balance, seasonally adjusted

Jan Feb Mar
Business confidence -4 -2 __ -4

WMI consumer sentiment index
100=neutral, seasonally adjusted

Feb Mar Apr
(%m/m) -5.5 -9.0 -9.1 6.0 -1.3

Labor force
Seasonally adjusted

.

Jan Feb Mar
Unemployment rate (%) 4.1 4.0 4.1
Employed (000 m/m) 21 37 10 15
Participation rate (%) 65.2 65.2 65.2
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New Zealand
• RBNZ’s Bollard attempts to restore confidence

• Inflation remains key concern for central bank

• NZ CPI growth likely slowed to 0.7%q/q in 1Q

In New Zealand, the economic calendar was barren last week.
RBNZ Governor Alan Bollard attempted, though, to restore
market confidence, encouraging banks and businesses to
avoid overreacting to the economic downturn. Bollard also
said that, even though economic growth will moderate, upside
pressure on inflation persists. The comments were made ahead
of the 1Q CPI print (Tuesday), which will likely show annual
headline moving up from 3.2% in 4Q to 3.4%.

Kiwi inflation to remain elevated in 1Q
Headline inflation should have slowed from 1.2%q/q in 4Q to
0.7% in 1Q, although the annual rate likely rose from 3.2% to
3.4%. With annual headline inflation still hovering above the
central bank’s 1-3% target range, we expect the RBNZ to leave
the cash rate at a record high 8.25% at least until 2009.

Rising petrol and food prices likely put upside pressure on
headline inflation in 1Q, although tradables inflation probably
moderated given the near 2% appreciation of NZD against the
USD over the quarter. Nontradables inflation—generated do-
mestically and, therefore, not influenced by exchange rate fluc-
tuations—will remain contained given that domestic demand
recently has moderated. That said, the significant fiscal stimu-
lus to be delivered ahead of the election later this year will pre-
vent a sharp slowing in nontradables inflation any time soon.

RBNZ’s Bollard tries to restore confidence
Speaking at the Marlborough Chamber of Commerce last
Wednesday, RBNZ Governor Bollard said that banks and
businesses should avoid overreacting to the economic down-
turn. Instead, they should adopt a cautious approach, rather
than reducing lending and investment in response to chang-
ing economic conditions.

The economy “remains fundamentally sound and creditwor-
thy,” according to Bollard, although will endure a “markedly
weaker growth profile this year.” With residential construction
contracting steeply in response to the rapidly deteriorating
housing market, and private consumption growth moderating,
we have lowered our Kiwi growth forecasts. We now expect
growth of just 1.9% in 2008, down from our previous forecast

of 2.5%, and well below the 3.1% growth rate logged in 2007.
Furthermore, we expect GDP growth to stagnate in 2Q, with a
significant risk of negative growth in that quarter.

The RBNZ remains concerned about inflation, however, mean-
ing that there will be little scope to lower rates in the foresee-
able future, despite the slowdown in economic momentum.
Bollard cited high dairy prices, elevated wages, and the
government’s expansionary fiscal policy as key sources of
inflationary pressure. He also highlighted that there will be a
large boost to inflation in 2009 and 2010 from the introduction
of the emissions trading scheme.

NZ retail sales unexpectedly fell in February
New Zealand retail sales fell 0.7%m/m in February (JPMorgan
and consensus 0.0%) after rising 0.3% in the previous month.
The headline sales number would have declined further had it
not been that goods prices remain elevated; the series is re-
ported in value, rather than volume, terms.

Sales fell in 14 of the 24 store categories in February—the fall
in retail sales was largely due to a 5.8% slump in motor vehicle
retailing. Growth in core retail sales, excluding the four ve-
hicle-related industries, slowed from 0.4% in January to 0.2%,
owing mainly to a 1.6% increase in supermarket and grocery
store sales, which remain underpinned by high food prices.

Record high interest rates, elevated petrol prices, a rapidly
deteriorating housing market, and drought conditions in key
dairy producing regions mean that consumer spending will
remain weak near-term. Furthermore, a number of domestic
banks have started to pass on higher funding costs resulting
from credit market tightening, even though the official cash
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rate (OCR) has remained steady since July. The moderation in
private consumption growth is one key reason why we have
lowered our growth forecasts for New Zealand.

Data releases and forecasts
Week of April 14 - 18
Mon QVNZ house prices
Apr 14 %, median

Dec Jan Feb Mar
(%oya) 10.0 8.9 7.7 __

Mon Retail trade
Apr 14 Seasonally adjusted
10:45am

Nov Dec Jan Feb

(%m/m) 1.7 0.1 0.3 -0.7

Tue Consumer price index
Apr 15 Not seasonally adjusted
10:45am

2Q07 3Q07 4Q07 1Q08

Headline (%q/q) 1.0 0.5 1.2 0.7
Headline (%oya) 2.0 1.8 3.2 3.4
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Review of past week’s data

NZIER QSBO
% balance of respondents

3Q 4Q 1Q
Headline index -27.0 -26.0 __ -64.0

Business PMI
Seasonally adjusted

Jan Feb Mar
Index 53.2 52.2 51.8 __ 48.3
(%oya) -2.9 -2.0 -2.4 __ -9.5
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• A heightened contrast between a weakening US economy
and growing global inflation pressure

• Managed Asian currencies rise against the dollar, but no
generalized appreciation is in the cards

• Strong global GDP performance not likely to last amid com-
pelling signs that global industry is slowing

Fire and rain
The immediate threat to the global economy comes from tight-
ening credit conditions and a US recession. More than six
months into the crisis, funding pressures in interbank lending
markets persist. In the US at least, the losses generated by
poor credit decisions in the subprime mortgage and leveraged
loan markets are set to be magnified by the traditional deterio-
ration in credit quality that accompanies a slide into recession.
Reflecting the growing concern in official quarters, the IMF’s
Financial Stability Report and the FOMC’s March minutes
each delivered this week a very downbeat outlook with height-
ened downside risks. The IMF went so far as to describe
America’s mortgage crisis as the “largest financial shock since
the Great Depression.”

Alongside this risk stand emerging market economies, which
continue to generate strong growth that is helping fuel the rise
in inflation. For a number of years, we have emphasized the
powerful reflationary forces in place across the globe, reflect-
ing the interaction of strong emerging market demand, deterio-
rating industrial world potential growth, and easy global
money. This combination has produced five years of sustained
above-trend growth. It has also generated large relative move-
ments in global goods and asset prices—notably the rise in
commodity prices and the decline in the dollar. Global resource
utilization rates moved rapidly higher in this environment, end-
ing last year at their highest levels since the late 1970s. Recent
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releases suggest that these developments are pushing global
consumer price inflation to levels last recorded before the
Asian crisis. These pressures appear most intense in the
emerging market economies.

Multiple channels link these opposing forces. For the US, ex-
port growth and foreign earnings gains have provided a vital
cushion for firms as domestic demand has slowed. However,
rising fuel and other import prices are magnifying weakness in
household spending—a point to be reinforced with this
week’s release of March retail sales. From the perspective of
emerging market economies and commodity producers, a
weaker dollar and global capital inflows generate terms-of-
trade improvements that promote domestic demand. At the
same time, industrial activity growth has slowed to a crawl
across the globe in an environment where US import volumes
are contracting.

Although the linkages between the US and emerging markets
are complex, the message from the data is straightforward: the
US needs strong EM demand to cushion falling domestic de-
mand, while EM economies require subpar performance from
the US to keep inflation pressures at bay. The key issue for
the global economy is whether the interaction between these
forces of fire and rain can lead to a path of sustained and more
balanced growth.

Expect limited currency flexibility
Faced with divergent cyclical conditions and financial sector
risks, US policymakers are out of step with their counterparts
elsewhere. Both fiscal and monetary policy have eased ag-
gressively and more is in the works on both fronts. The size of
the Fed ease at the April 29-30 FOMC meeting remains uncer-
tain, but last week’s release of downbeat March minutes
raises confidence in our forecast of a 50bp ease. In contrast,
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the overall stance of monetary policy outside the US has been
stable since the credit crisis began and is likely to remain so.
Against the backdrop of a jump in headline inflation rates dur-
ing this period, with further gains in the pipeline, policy-mak-
ers plainly are looking away from domestic considerations
that warrant tightening as they have become sensitive to
growing external risks.

The spotlight fell on Asian currency policy last week, as
Singapore’s monetary authority raised the midpoint of its ex-
change rate policy band, and the Chinese yuan strengthened
past 7 to an all-time high against the US dollar. While Asian
policymakers are concerned about inflation, these actions ap-
pear to reflect adjustments to generalized dollar weakness
rather than a shift toward a tighter overall monetary policy
stance via currency appreciation.

As a group, regional currencies have strengthened against
the dollar at a 3.4% annual rate since 2002. But this has hap-
pened against a weakening dollar. On a trade-weighted basis,
most Emerging Asian currencies have actually depreciated
over that same time period, with those of China, India, and
Indonesia being prominent examples. Though much is made
of the fact that Asian currency appreciation has accelerated
so far this year, so has broad dollar weakness. As an example,
through March, the CNY has been flat on a trade-weighted
basis. With growing concern about US and global growth,
authorities across the region appear willing to wait and see if
their forecasts that inflation will soon moderate will be real-
ized. This was the message in relatively dovish statements
from the Bank of Korea and the Bank of Thailand last week. If
anything, Asian fiscal policy is set to be the main actor in the
coming months as it moves to shelter the most vulnerable
from elevated food and energy prices.

Inflation is also accelerating in the GCC countries, surging to
an average of around 8%. The drivers have been energy and
global food prices, as in many other EM countries, as well as a
weak dollar, which has increased the cost of nondollar imports
and put upward pressure on the wages of expatriates. As a
result, speculation over possible currency revaluation or
USD-peg abandonment has intensified in the last few months.
We believe that any changes in the regional pegs will be
linked to political rather than economic motivations and are
unlikely in the immediate future. In the meantime, GCC coun-
tries are resorting to administrative measures and subsidies in
their efforts to contain inflation. Subsidies are being widely
used on food, building materials, electricity, and water; some
countries are introducing caps on prices of food, rent, and
cement; and import tariffs are being cut.

Global IP slows, exports to follow
Global manufacturing has slowed sharply in recent months,
with output rising at a weak 1.5% annual rate in the three
months through February. Normally, this slowdown would
have been matched by a corresponding slowdown in world
trade. However, the velocity of trade has remained strong,
based on solid 1Q export gains in the United States, Western
Europe, Asia, and much of the rest of the emerging world.

In the aggregate, the growth of both global exports and IP in
early 2008 has proved stronger than expected. Indeed, our
global forecast calls for GDP growth of about 1.5% in 1H08,
accompanied by no growth in global industrial activity. Activ-
ity indicators so far point instead to sustained modest IP
gains. The outperformance of trade relative to IP probably
reflects two related factors. First, the slowdown in global de-
mand has been concentrated in the relatively closed G-3
economies. By contrast, there has been limited slowing in the
rapid demand growth seen across the emerging world and the
net commodity-exporting countries. Production in the smaller,
more open economies, especially EM Asia, is characterized by
a high degree of trade in intermediate goods.

Second, there is a price effect at work. The value of exports
from the net commodity exporting countries certainly has
been flattered by rising commodity prices, particularly in 1Q,
when JPMorgan’s commodity index surged 15%. With materi-
als prices up so dramatically, this probably has had a signifi-
cant effect on the downstream pricing of processed goods,
which would boost export values in most countries, whether
or not they are major commodity exporters.
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Emerging Asia is a case in point. Regional exports grew at
19% annualized rate in the three months to February (3m/3m),
close to last year’s pace and up from the 14% growth rate in
4Q07. And March trade data from China, Korea, and Taiwan
indicate that this momentum was maintained through the end
of 1Q. Electronics exports, which historically have driven ex-
port trends, have been uniformly soft, while nonelectronic
exports have been strong, suggesting that nominal export
growth of late is being boosted by price effects.

BoE and ECB stay on separate tracks
Europe’s two major central banks continue to travel down dif-
ferent paths. Last week, the BoE cut rates for the third time in
four months and looks set to deliver more easing in the

months ahead. Meanwhile, the ECB’s President Trichet sig-
naled a neutral risk bias at his press conference, suggesting
that the central bank intends to leave rates on hold.

One explanation for these different approaches relates to offi-
cials’ perception of the severity of the financial market turmoil
and how this will affect the macroeconomy. Motivating the
BoE’s decision were the perceived risks to growth from credit
tightening by mortgage lenders. Lenders are responding to
the funding squeeze in wholesale money markets and expecta-
tions of falling house prices—the latter reinforced by a signifi-
cant drop in house prices in March. Although inflation re-
mains a concern, the widening of borrowing spreads is put-
ting more pressure on the BoE to ease policy further, with our
forecast calling for two more cuts by August.

Although the ECB has significantly stepped up its liquidity
operations, it has been unwilling to ease policy, partly on the
assumption that the effect of tighter credit on the Euro area
economy will be modest. The ongoing strong money and
credit data have supported the central bank’s relatively san-
guine view. While significant variations exist across coun-
tries, mortgage growth has continued to slow in an orderly
way and corporate loan growth has remained strong. In our
view, the widening of spreads and the tightening of bank
lending standards gradually will produce a significant slow-
down in credit growth. The resulting setback to the economy
is eventually expected to produce an ECB easing.
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JPMorgan View - Global Markets
Back to economy watching
• After the fireworks of recent months, it was good to have a

week with a narrow trading range, so we could catch our
breath. Overall, we continue to transition from the financial
meltdown scenario to an old-fashioned recession scenario
where the main questions are how long, how broad, and how
deep.

• Fixed income markets are starting to function again, not
well, but the craziness of position dumping and huge
mispricings have receded in recent weeks. Aggressive
policy action over the past month was the turning point.
Issuance is picking up, from rock-bottom levels, and swap
spreads have come in over recent weeks. Markets are start-
ing to pay attention again to the simple fundamentals of
company earnings and relative growth and inflation rates.
These are the forces we are familiar with, thus reducing the
systematic uncertainty we face.

• But real economic uncertainty has not been eliminated. We
are down to figuring out how long the US recession will last
and whether it will spread to the rest of the world. We have
a view of a shallow recession, lasting until late summer, and
having only moderate impact on Europe, Japan, and EM.
Consensus forecasts and market pricing tell us that this
view is widely shared. Many clients tell us they fear a longer
recession, like the full-year one forecast by the IMF, but we
do not think this is discounted by equity or bond markets,
unlike HG credit, which prices in a bad recession.

• Our current strategy remains a mixture of recession trades
(such as steepeners and underweights in credit) and recov-
ery-anticipation positions (such as overweight equities
against credit and RV positions in fixed income). If we could
be sure the recession would be over this summer, then now
is the moment to be long risk. But if the recession lasts the
whole year, then it is too early. Given this uncertainty, which
is not likely to be resolved over the next 1-2 months, we con-
sider it too risky to jump wholeheartedly into long-risk, and
instead plan to dollar average into risk over the coming
months.

Fixed income
• Bond markets are largely unchanged last week, with 10s in

a range and the short end slightly lower in yield.

• We retain a positive view on the short end and stay in
steepeners in Europe and North America. The US and the
UK are our favourite bond markets, as their central banks

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

United States 3.46 3.80 4.05 4.10 4.15
Euro area 3.91 3.65 3.50 3.65 3.85
United Kingdom 4.41 4.50 4.70 4.80 4.90
Japan 1.37 1.20 1.30 1.45 1.60

Equities
Current YTD Return (local currency)

S&P 1341
Topix 1279
FTSE 100 5896
MSCI Eurozone 209
MSCI Europe 1362

Credit markets
Current Jun 08 Dec 08

US high grade (bp over UST) 266 250  
US high grade (bp over swaps) 188 175  
Euro HG corp (bp over swaps) 98  65
USD high yield (bp vs. UST) 757 800 800
EMBIG (bp vs. UST) 307 275 250

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 101 101 103 105 108
GBP/USD 1.97 2.01 1.97 1.95 1.91

Commodities
Quarterly average

Current Jun 08 Sep 08 Dec 08
WTI oil $/bbl 110 94 88 82
Gold ($/oz) 924 920 915 900
Copper($/m ton) 8771 7300 6500 6000
Corn ($/Bu) 5.88 5.10 4.80 5.00

Source: JPMorgan, Bloomberg, Datastream.

-10.9%

-6.8%
-14.6%
-6.3%

-13.5%

are most active and their economies most vulnerable.
Within Europe, we move to a long UK versus Euros in
swaps on relative value and the different outlooks for their
economies.

• There is still quite some mispricing and dislocation in
rates markets, reflecting deleveraging by RV players over
the past month. But this position dumping is slowing down.
We thus moved last week back into relative value positions,
such as swap spread steepeners, and picking up mispriced
bonds along the curve.

Equities
• The equity recovery that started in mid March lost steam

this week, as the US 1Q earnings reporting season started
in a disappointing fashion. While momentum in prices
slowed, momentum in flows improved further. Last week
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saw flows of $3.3bn into EM funds, the strongest since early
December, and $2.7bn into developed Europe, the highest
since data became available in 2002.

• We added risk to our recommended portfolio over the past
weeks to position for the overall reduction in uncertainty.
We expressed this more positive view through an overweight
in high-beta sectors; i.e., EM, Euro area, and US small caps.
But we did not switch fully into recovery trades, as the posi-
tive forces stemming from recent US policymaker actions,
attractive valuations, and the overall underweight positions
of equity investors are to some extent balanced by worsening
economic and earnings data. We thus suggest small expo-
sures to recession trades, such as short value vs growth and
short cyclicals vs noncyclicals.

• We keep a small overweight in EM vs developed markets.
Within EM, inflation dynamics are likely to drive asset alloca-
tions. China and Mexico are our top picks on a better inflation
outlook and solid growth. The Chinese currency’s appreciation
vs the dollar is also supportive of Chinese stocks. H-shares and
Red-chips are the most efficient way for investors to benefit
from renminbi appreciation. We calculate that MSCI China 2008
PE will fall from 14.7 to 13.4 if we use our renminbi forecast rather
than spot and HK dollar EPS growth will accelerate from around
24% to nearly 37%. Banks, property plays, telcos and energy are
the major beneficiaries of renminbi appreciation.

Credit
• Credit markets traded with a positive tone last week.

Spreads in cash bonds tightened, led by European credit.
Primary issuance picked up in both US HG and HY, partly a
reflection of stronger demand. New issue concessions de-
clined in HG and in HY deals were upsized. The improvement
in demand was also reflected in US retail inflows into HY
funds, where we saw the largest weekly inflow for three
years.

• In contrast to cash bonds, CDS spreads widened as inves-
tors tried to take advantage of an extremely negative basis.
We believe that there is good momentum to this trade and
see further normalization of the CDS-bond basis in coming
weeks. Focus on US HG.

• The maturity curve is at a record flat level in US HG, partly a
reflection of SIV unwinds and pressures on financials short
maturity paper. A reduction of these unwinds should allow
the curve to steepen, reverting to a more normal shape.

• Our strategists remain mildly bearish, keeping a small under-
weight in HG, but prefer European vs US credit. ITraxx has

moved to cheap territory vs CDX.IG in the recent rally, a
combination of recent Fed actions and short covering. We
recommend a long in iTraxx vs CDX.IG for relative value. In
high yield, we seem to be transitioning from an environment
of forced liquidation, most notably in the leveraged loan
market, to a world where credit fundamentals will matter
more. This favours HY loans vs bonds.

Foreign exchange
 • Weaker equities and a firmer bond market renewed the

dollar’s decline last week, though the pattern evolving over
the past month remains one of range-trading. We maintain a
view that the dollar is bottoming out in trade-weighted
terms as the slowdown rotates to other markets (Canada,
New Zealand), but the dollar should still make new lows
versus currencies enjoying firmer growth and less policy
resistance (Euro area, Switzerland).

• EUR/USD will probably break 1.60 in coming weeks if US
credit market stress persists, since the ECB chose not to
telegraph opposition to euro strength last week. EUR/GBP
should also continue to move higher given its directionality
with EUR/USD and the ongoing slide in UK house prices.
USD/JPY should keep to a 98 - 103 range this quarter, as
Japanese retail investors still show interest to sell yen on
any strength. We are long EUR/USD in our model portfolio
as the preferred weak-dollar trade.

• Emerging market currencies continue to trade more in line
with local factors than the external environment, with Asia
and Latam stronger but CEEMEA currencies generally
weaker. We are long only BRL, where fundamentals are less
precarious than in some of the CEEMEA markets.

Commodities
•  Metals were stable to higher during last week as the dollar

softened. We remain more positive on precious than on
base metals given the US industrial downshift. Gold is in a
range near term with the dollar, but we favor platinum up to
$2200 in 2Q-3Q.

•  Crude oil made new all-time highs last week on falling in-
ventories and a weaker dollar. While stocks are hardly as
scarce as in other sectors such as base metals (copper) or
agriculture, crude oil benefits by association from funda-
mental bullishness on other commodities. Prices are unlikely
to decline much absent signs of a downshift in non-US
growth or a reversal of inventory trends.
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Markets - Australia and New Zealand
• More signs of cooling domestic demand growth in

Australia

• RBA Governor speaking this coming Tuesday

• NZ 1Q CPI print to show headline inflation up 3.4%oya

Market commentary
Australia

There were mixed signals last week on the health of domestic
demand. Consumer and business confidence weakened on the
back of recent rises in officials interest rates, high energy
prices, and ongoing financial market difficulties. The WMI
consumer confidence index, for example, now has fallen for
four straight months and is down 30% from a year ago.
Thursday’s Labour Force report, however, showed an
unexpectedly large rise in employment in March, although the
unemployment rate ticked up a notch to 4.1%.

Market pricing still implies that the RBA will be cutting the
cash rate by the end of the year. It is, though, too early to call
an end to this tightening cycle. Inflation is likely to print at or
above 4%oya in the 1Q CPI report on 23 April; core inflation
will soar to 3.8%, well above the RBA’s 2-3% target range.
Also, the government is committed to paying another round
of personal tax relief in July, and there was news last week
that soaring coal prices—Australia’s largest export
commodity—will further lift the terms of trade. Each of these
will support household spending in the second half of the
year.

That said, it is clear that growth in domestic demand has
cooled - if this trend is sustained , the RBA’s tightening cycle
may well be over. In fact, officials have indicated that they
may be willing to look through an elevated  4% inflation print
on 23 April, on the assumption that the deceleration in growth
in domestic demand will push down inflation in coming
quarters. RBA Governor Glenn Stevens just weeks ago
indicated that officials probably will be trimming the official
growth and inflation forecasts in the RBA’s May policy
statement.

The 23 April CPI outcome, however, remains critical to the
policy outlook—an unexpectedly high outcome still could be
enough to push the RBA over the line for a May tightening.
Even if the RBA leaves the cash rate unchanged in May, rate

cuts are a long way off. With inflation likely to be running
above target for an extended period, and low unemployment,
falling energy prices, income tax cuts, and the rising terms of
trade possibly triggering a rebound in growth in domestic
demand in 2H, official interest rate cuts will be delayed until
the second half of 2009 at the earliest.

The 3s10s curve flattened as expected early last week, but
steepened into week’s end to finish the week broadly
unchanged from the previous Friday. AUD made significant
gains owing to commodity price upgrades, but the equity
market lost ground over concern about bank earnings, and
despite the boost to resources from higher export prices.

This week sees the release of home loan data for February—
there should be a more modest rise than in January, partly
because the RBA raised the cash rate in February. Also, the
RBA Governor speaks Tuesday, the same day that the RBA
releases the April Board minutes. The Governor delivers the
seventh annual Sir Leslie Melville Lecture in Canberra. The
topic of the speech is "Liquidity and the Lender of Last Re-
sort". While the subject is not directly related to the economy
or the policy outlook, the speech represents another opportu-
nity for the Governor to re-align market pricing, which still all
but prices rate cuts by the end of the year.

New Zealand

Only second tier economic data were released in New Zealand
last week. The NZD did, however, look above 80 US cents in
offshore trading on Thursday, mainly owing to USD weak-
ness after the euro rallied following the ECB decision to leave
rates on hold, even though the decision was widely expected.
While equities finished slightly lower, three-month LIBOR
yields edged up to 8.9% last week as RBNZ Governor Bollard
dismissed any chance of a rate cut anytime soon. Dr. Bollard
last Wednesday signalled that the RBNZ remains concerned
about inflation, despite the anticipated slowdown in economic
momentum. The RBNZ chief cited high dairy prices, elevated
wages, and the government’s expansionary fiscal policy as
key sources of inflationary pressure. He added that there will
be a large boost to inflation in 2009 and 2010 from the intro-
duction of the emissions trading scheme.

Market focus will remain on inflationary pressures this week
given that on Tuesday the 1Q CPI print will be released.
JPMorgan forecasts annual inflation at 3.4% in the March
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quarter, holding above the RBNZ’s 1-3% target range. Rising
petrol and food prices likely put upside pressure on headline
inflation in 1Q, although tradables inflation probably moder-
ated given the near 2% appreciation of NZD against the US
dollar over the quarter. Nontradables inflation—generated
domestically and, therefore, not influenced by exchange rate
fluctuations—will remain contained given that domestic de-
mand has recently moderated. This moderation was confirmed
by retail sales data this morning, which showed a sharp slow-
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ing in consumer spending in February.

Trade recommendations
• Keep holding Aussie 3s 10s curve flattener (established at -

10, targeting -30, with a stop loss at 0). The curve flattened
slightly early this week, but has further to run, particularly
given the prospect that the RBA may still hike in May. Cur-
rently at -6.

• Hold short Aussie May IB contract at 92.73. The market still
prices too small a risk that the RBA tightens policy in May.
Stop loss at 92.75, with target of 92.65. Currently at 92.735.

• NZ 1yr 1yr vs 1yr filled at -75, now at -92. 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 1.3 2.1 2.0
Latin America 5.2 4.1 4.4 5.4 2.6 ↓ 2.7 ↓ 3.6 ↑ 4.4 4.7 4.5 5.6 6.9 ↑ 6.5 5.9 ↓

Argentina 8.7 6.5 5.0 8.0 2.0 8.2 2.8 6.1 6.1 4.5 8.5 8.5 ↓ 8.5 ↓ 9.0 ↓

Brazil 5.4 4.4 4.0 6.6 2.5 ↓ 2.5 ↓ 4.6 ↑ 4.4 ↑ 4.1 3.8 4.3 4.9 ↑ 4.9 ↑ 4.9 ↑

Chile 5.1 3.5 5.0 3.7 5.0 ↑ 3.0 5.0 6.0 5.0 5.0 7.2 7.9 4.9 3.5
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 1.6 ↑ 1.0 3.0 ↓ 4.1 4.9 4.9 3.8 4.4 ↑ 3.7 ↑ 2.9 ↓

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 1.4 1.9 3.5 1.0 1.0 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 3.1 1.9 ↓ 2.3 ↓ 4.1 2.0 ↓ -0.1 ↓ 0.7 ↓ 1.7 ↓ 2.8 ↑ 3.4 ↑ 3.2 3.1 2.9 3.2 ↑

Asia ex. Japan 8.5 7.3 7.3 6.9 6.5 6.6 8.2 7.6 6.6 7.4 5.3 5.3 3.9 3.9
China 11.4 10.3 9.5 9.1 9.1 10.8 12.6 10.4 7.6 9.1 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 4.5 2.5 2.9
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 2.4
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 9.2 8.0 6.4

Europe
Euro area 2.6 1.6 1.8 1.4 ↓ 1.5 1.2 1.2 1.5 2.0 2.0 2.9 3.3 ↑ 2.8 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 2.9 ↑ 2.5 ↑ 1.7 ↑

France 1.9 1.7 1.8 1.5 1.5 1.3 1.5 1.7 2.0 2.0 2.5 3.1 ↑ 2.5 ↑ 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 3.5 ↑ 3.0 ↑ 2.5 ↑

Norway 6.0 3.8 2.9 3.8 2.8 ↑ 2.5 2.2 3.0 3.0 3.0 1.4 2.9 2.0 3.0
Sweden 2.8 2.4 ↑ 2.5 3.1 2.7 ↑ 1.7 ↓ 1.5 2.5 2.7 2.7 3.1 3.1 ↑ 2.5 ↑ 2.3 ↓

Switzerland 3.1 2.3 1.6 4.2 1.8 1.0 1.0 1.3 1.8 2.0 1.7 2.1 ↑ 1.7 ↑ 1.3 ↑

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 6.4 5.7 5.6 9.9 0.6 7.5 5.4 8.3 1.2 7.3 8.1 9.5 ↑ 7.9 ↑ 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 2.6 ↓ 3.0 ↑ 2.8 ↓ 2.9 ↑ 2.8 2.8 7.1 6.5 ↑ 5.3 ↑ 3.9 ↑

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 4.1 ↑ 3.7 ↑

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 4.5 4.4 6.0 … … … … … … … 8.2 10.0 ↑ 8.3 ↑ 4.1 ↓

Global 3.5 ↑ 2.4 3.0 2.7 1.6 1.4 2.9 2.7 2.9 3.3 3.5 3.6 3.0 ↑ 2.6
Developed markets 2.4 1.5 2.1 1.5 ↓ 0.9 ↑ 0.3 2.0 1.7 2.3 2.5 2.9 2.9 ↑ 2.4 ↑ 2.0
Emerging markets 7.3 6.2 ↑ 6.2 7.0 4.4 ↓ 5.7 ↓ 6.5 ↑ 6.8 5.1 6.6 5.9 6.5 ↑ 5.3 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 Jun 08 Sep 08 Dec 08 Mar 09 Jun 09

Global GDP-weighted average 3.72 119 3.48 3.40 3.43 3.42 3.65
    excluding US GDP-weighted average 4.42 127 4.31 4.19 4.22 4.21 4.32
Developed GDP-weighted average 2.88 127 2.57 2.47 2.47 2.47 2.78
Emerging GDP-weighted average 7.13 83 7.21 7.21 7.32 7.29 7.19

The Americas GDP-weighted average 3.07 80 2.63 2.60 2.61 2.61 3.01
United States Federal funds rate 2.25 100 18 Mar 08 (-75bp) 30 Apr 08 (-50bp) 1.75 1.75 1.75 1.75 2.25
Canada Overnight funding rate 3.50 150 4 Mar 08 (-50bp) 22 Apr 08 (-50bp) 2.75 2.50 2.50 2.50 2.50
Brazil SELIC overnight rate 11.25 -475 5 Sep 07 (-25bp) 16 Apr 08 (+25bp) 11.75 12.25 12.50 12.50 12.25
Mexico Repo rate 7.50 100 26 Oct 07 (+25bp) 18 Jul 08 (-25bp) 7.50 7.00 7.00 7.00 7.00
Chile Discount rate 6.25 450 10 Jan 08 (+25bp) 10 Jul 08 (-25bp) 6.25 6.00 5.75 5.75 5.75
Colombia Repo rate 9.75 300 22 Feb 08 (+25bp) 1Q 09 (-25bp) 9.75 9.75 9.75 9.50 9.25
Peru Reference rate 5.50 300 10 Apr 08 (+25bp) on hold 5.50 5.50 5.50 5.50 5.50

Europe/Africa GDP-weighted average 4.52 164 4.33 4.11 4.11 4.10 4.23
Euro area Refi rate 4.00 200 6 Jun 07 (+25bp) 5 Jun 08 (-25bp) 3.75 3.50 3.50 3.50 3.75
United Kingdom Repo rate 5.00 50 10 Apr 08 (-25bp) 5 Jun 08 (-25bp) 4.75 4.50 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) 5.50 5.50 5.75 5.75 5.75
Czech Republic 2-week repo rate 3.75 150 7 Feb 08 (+25bp) 1Q 09 (-25bp) 3.75 3.75 3.75 3.50 3.50
Hungary 2-week deposit rate 8.00 -350 31 Mar 08 (+50bp) 28 Apr 08 (+25bp) 8.50 8.50 8.50 8.25 8.00
Poland 7-day intervention rate 5.75 50 26 Mar 08 (+25bp)  30 Apr 08 (+25bp) 6.25 6.25 6.25 6.25 6.25
Russia 1-week deposit rate 3.50 250 4 Feb 08 (+25bp) 2Q 08 (+25bp) 3.75 3.75 3.75 4.00 4.00
Slovak Republic 2-week repo rate 4.25 -75 27 Apr 07 (-25bp) 2Q 08 (-50bp) 3.75 3.50 3.50 3.50 3.75
South Africa Repo rate 11.50 350 10 Apr 08 (+50bp)  Jun 09 (-50bp) 11.50 11.50 11.50 11.50 11.00
Switzerland 3-month Swiss Libor 2.75 225 13 Sep 07 (+25bp) Jun 08 (-25bp) 2.50 2.25 2.25 2.25 2.25
Turkey Overnight borrowing rate 15.25 -675 14 Feb 08 (-25bp) 3Q 08 (-25bp) 15.25 15.00 14.50 14.00 12.50

Asia/Pacific GDP-weighted average 3.62 115 3.63 3.64 3.73 3.71 3.82
Australia Cash rate 7.25 200 4 Mar 08 (+25bp) 6 May 08 (+25bp) 7.50 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 8.00 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) 3.25 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 7.74 8.19 8.19 8.19
Korea Base rate 5.00 125 9 Aug 07 (+25bp) 3Q 08 (-50bp) 5.00 4.50 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 7.50 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) 3.625 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) 3.1 1.9 2.3 3.6 2.0 4.1 2.0 -0.1 0.7 1.7 2.8 3.4 2.4 3.6
Private consumption 4.3 0.4 1.1 2.2 1.5 2.0 -0.3 -1.3 -0.5 0.5 0.7 2.1 2.9 3.3

Fixed Investment 4.5 0.1 0.9 -2.7 1.5 19.4 -6.2 -6.8 -2.7 0.3 2.0 2.8 3.1 3.9
  Residential construction 4.3 -9.8 -1.7 13.3 7.7 -6.1 -22.0 -18.0 -6.0 -2.0 0.0 0.8 2.8 3.2

  Other fixed investment 4.6 2.6 1.5 -6.4 0 26.9 -2.0 -4.0 -2.0 0.8 2.4 3.2 3.2 4.0
Inventory change (NZ$ bil, saar) 0.8 0.1 -0.1 0.4 0.3 0.0 0.1 0.1 0.0 -0.1 0.0 0.0 -0.1 -0.1

Government spending 4.0 5.5 3.8 4.7 8.5 1.5 6.0 7.0 5.9 4.8 2.4 3.2 2.9 2.5
Exports of goods & services 3.5 6.9 2.9 -3.3 -0.4 23.2 7.5 4.2 2.5 2.5 2.5 3.1 3.6 3.7

Imports of goods & services 8.8 4.9 1.0 11.0 2.9 18.5 1.8 0.6 0.2 0.5 0.5 1.5 2.2 2.5
Contributions to GDP growth:

Domestic final sales 4.6 2.1 1.7 4.6 4.7 7.8 -0.8 -1.4 1.4 1.3 1.3 2.6 3.1 3.4
Inventories 0.5 -0.5 -0.1 4.0 -1.5 -3.6 1.1 0.1 -1.4 -0.2 0.8 0.3 -1.0 -0.1

Net trade -2.0 0.4 0.6 -4.9 -1.2 0.2 1.7 1.1 0.8 0.6 0.6 0.5 0.4 0.3
GDP deflator (%oya) 4.0 4.4 2.8 4.0 3.7 5.4 5.3 4.7 4.5 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) -2.3 -0.8 0.8 -0.8 -0.7 0.1 -0.2 -0.2 -0.2 -0.2 -0.1 0.1 0.3 0.5
Current account (NZ$ bil, sa) -13.8 -10.2 -8.5 -3.5 -3.6 -3.1 -2.6 -2.5 -2.5 -2.6 -2.5 -2.3 -2.0 -1.7

as % of GDP -8.1 -5.6 -4.5 -8.4 -8.4 -7.0 -5.8 -5.6 -5.5 -5.6 -5.4 -4.9 -4.2 -3.5
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 0.80 0.68 0.74 0.74 0.76 0.79 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 3.4 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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Global Data Diary
     Week / Weekend    Monday       Tuesday         Wednesday       Thursday          Friday

21 Apr
Germany
• CPI 6 states and prelim

(Apr)

Japan
• BoJ bank officers survey

(2Q)
• Tertiary sector activity

index (Feb)

22 Apr
Canada
• BoC meeting

21 - 25 Apr
United Kingdom
• Nationwide HPI

(Apr)

23 Apr
Australia
• CPI (1Q)

Euro area
• Industrial orders (Feb)
• PMI flash (Apr)

Germany
• PMI flash (Apr)

Japan
• Trade balance (Mar)

Norway
• Norges Bank meeting

Sweden
• Riksbank meeting

Taiwan
• Export orders (Mar)
• IP (Mar)

United Kingdom
• BoE minutes

United States
• Exist. home sales (Mar)

25 Apr
Colombia
• BanRep meeting

Euro area
• M3 (Mar)

Japan
• Nationwide core CPI

(Mar)

United Kingdom
• GDP prelim (1Q)

United States
• Consumer sent (Apr)

24 Apr
New Zealand
• RBNZ meeting

Philippines
• BSP meeting

United Kingdom
• Retail sales (Mar)

United States
• Durable goods (Mar)
• New home sales (Mar)

Euro area bus surveys
• France INSEE (Apr)
• Germany IFO (Apr)
• Italy ISAE (Apr)
• Netherlands CBS (Apr)

14 Apr
Euro area
• IP (Feb)
• Trichet speech

Japan
• BoJ minutes
• Shirakawa speech

Sweden
• CPI (Mar)

United States
• Business inventories

(Feb)
• Retail sales (Mar)

15 Apr
France
• CPI (Mar)

Germany
• ZEW bus survey (Apr)

United Kingdom
• CPI (Mar)

United States
• NAHB survey (Apr)
• NY Fed bus survey

(Apr)
• PPI (Mar)

14 - 18 Apr
China
• CPI (Mar)
• FAI (Mar)
• GDP (1Q)
• IP (Mar)
• Retail sales (Mar)

16 Apr
Brazil
• COPOM meeting

Euro area
• HICP final (Mar)

Germany
• CPI final (Mar)

United Kingdom
• Claimant count (Mar)
• Earnings (Feb)

United States
• Beige book
• CPI (Mar)
• Housing starts (Mar)
• IP (Mar)

18 Apr
Japan
• Consumer sentiment

(Mar)
• Nationwide dept store

sales (Mar)
• Shirakawa speech

Mexico
• Banxico meeting

17 Apr
Canada
• CPI (Mar)

Euro area
• Trade balance (Feb)

Japan
• IP final (Feb)

Mexico
• IP (Feb)

Turkey
• CBRT meeting

United States
• Philly Fed bus survey

(Apr)
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