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Summary
• In Australia, the RBA left the cash rate steady last week, and signalled that a signifi-

cant slowing in the pace of growth in domestic demand would be required to dampen
inflation. The RBA highlighted, though, in its quarterly Statement on Monetary
Policy on Friday, that the rise in the terms of trade has been much more than ex-
pected, and will act as an opposing force on domestic demand. Given the fiscal stimu-
lus in the pipeline, and data last week showing that solid job gains were recorded in
April, the dominant risk is that a significant easing in domestic demand may fail to
eventuate. The chances of another rate hike this year, therefore, have risen. Tight
labour market conditions mean that the labour price index this week should show
wage growth accelerating in 1Q.

• In New Zealand, labour market statistics last week showed that wage growth slowed
in 1Q and the jobless rate edged higher. The loosening in the labour market means
that consumer spending will remain subdued near term; this should be confirmed by
March retail sales data scheduled for release on Thursday, which should show a
0.3%m/m decline. Other economic data should show that growth in producer input
prices rose in 1Q, while growth in output prices eased. Despite the significant price
pressures in the pipeline, in a change of forecast, we now expect the RBNZ to cut the
OCR by a total of 50bp in 4Q, and by another 25bp in 1Q.

• A key to JPMorgan’s US forecast—that growth stagnates in the coming months be-
fore lifting into 2009—is that credit creation and rebate checks provide the stitch in
time that averts a consumer retrenchment through a period of cutbacks in business
spending and hiring. While indicators suggest that this view is tracking, the drag
from rising energy prices continues to build. This week’s report will provide impor-
tant new information on this front. If we are right, the fabric of the forecast will re-
main intact, as April core sales were stable despite sharp declines in housing starts
and manufacturing output.

• Along with stagnation in the US, growth elsewhere is expected to slow sharply in the
coming months. While 1Q08 GDP reports are likely to post about 2% growth for the
Euro area and Japan, both economies already show signs that a phase of subpar
growth lies ahead. In Japan, a range of key activity indicators lost momentum in
March, and the main business surveys stepped down sharply in April. Japan’s manu-
facturing output also is sliding. Euro area data are tracking in a similar way. In particu-
lar, IP reports from Germany and France raised conviction in our forecast that the
growth of Euro area industrial activity will stall in 1Q.

• China releases its key April indicators this week. The focus will be on the inflation
report. PBoC Governor Zhou last week suggested inflation would likely ease moder-
ately in 2Q, though he also warned that the inflation outlook for the rest of the year
remained unclear because of the continued strength of commodity prices. Indeed,
producer price inflation rose to 8.1%oya in April, raising concerns that, even as food
prices ease, the inflation of nonfood prices may be on the verge of picking up.
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This week’s highlight(s)
The Aussie federal Budget on Tuesday night, the first of the new Labor government. It
will deliver a Budget surplus close to $20 billion (1.8% of GDP). Also, RBA Governor
Glenn Stevens speaks (and answers questions) on Thursday night.
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Date (a) Data/event JPMorgan Consensus Previous Comment

Monday, 12 May 
(11:30am)

Aust housing finance 
(Mar, %m/m) 1.5 -0.8 -5.9

The number of home loans plunged in February, but there 
could be a rebound in March. Each of the big four Aussie 
banks, however, who have the advantage of seeing trends in 
their own loan books, forecast large falls in home loan 
approvals in March, with the largest decline a 12% drop 
forecast by the NAB.

Tuesday, 13 May 
(11:30am)

Aust. NAB business 
confidence (Apr, 
%m/m)

na na -3.0

Business confidence has been diving for several months, 
and there is little scope for a rebound in April. Business 
managers have become increasingly pessimistic about the 
job market, profits, and outlook for the global economy.

Tuesday, 13 May 
(7:30pm) Aust. Federal Budget na na na

Treasurer Wayne Swan delivers his first budget on Tuesday 
night. He likely will reveal a surplus close to $20 billion 
and another round of tax relief, but also deep cuts to 
government spending. One key feature will be the 
introduction of means testing for existing middle class 
welfare arrangements.

Wednesday, 14 May 
(10:30am)

Aust. WMI consumer 
confidence index 
(%q/q)

2.0 na -1.4

Consumer confidence likely bounced a little in May, after 
steep declines in recent months. The RBA left the cash rate 
steady for the second straight month, equity markets 
improved, and there now is less chance of a deep global 
recession. That said, this week's Budget is likely to reveal 
deep spending cuts, the details of which have been leaked 
in recent weeks.

Wednesday, 14 May 
(11.30am)

Aust. labour price 
index (Q1, %q/q) 1.1 1.1 1.1

The major economy-wide measure of labour costs probably 
will print another 1.1% rise in 1Q. This, though, will see 
annual growth tick up to 4.3%oya, from 4.2% in Q4. This 
remains within the RBA's unofficial comfort zone, but 
wage pressure is sure to build in coming quarters owing to 
the drum-tight labour market and recent industrial relations 
changes.

Thursday, 15 May 
(8.30pm)

Speech by RBA 
Governor Glenn 
Stevens

na na na

The Governor will deliver a speech entitled The Australian 
Economy: Then and Now  at the inaugural dinner for the 
Sydney University Faculty of Economics and Business. The 
Governor is unlikely to provide new insight on the outlook 
for rates, with the speech coming only days after the RBA 
delivered the latest quarterly commentary and updated 
inflation forecasts. That said, the Governor will answer 
questions at the conclusion of his speech, so there could be 
unexpected revelations.

 (a) Australian Eastern Standard Time.

Forecast



3

Australia and New Zealand - Weekly Prospects
May 12, 2008

Date (a) Data/event JPMorgan Consensus Previous Comment

Thursday, 15 May 
(10.45am)

NZ retail trade (Mar, 
%m/m) -0.3 -0.2 -0.3

Retail sales will remain subdued, although rising goods 
prices will provide underlying support for the headline 
sales number which is reported in value terms. Record high 
interest rates, elevated petrol prices, a rapidly deteriorating 
housing market, drought conditions, and the decision 
among several domestic banks to pass on higher funding 
costs, continue to dampen spending. 

Thursday, 15 May 
(12.00pm)

NZ business PMI 
(Apr, %m/m) na na 48.3 na

Friday, 16 May 
(10.45am)

NZ producer prices 
(Q1, %q/q)

1.5% (input), 
1.4% (output)

1.1% (input), 
1.3% (output)

1.3% (input), 
1.5% (output)

Producer input prices will grow at a faster rate than output 
prices in 1Q, confirming that producers are finding it 
increasingly difficult to pass rising costs on, leaving profit 
margins squeezed. 

Friday, 16 May Speech by RBA's Dr. 
Guy Debelle na na na

The RBA's Assistant Governor (Financial Markets) will 
deliver a speech entitled A Comparison of the US and 
Australian Mortgage Markets  at the international expert 
symposium 'Sub-prime Meltdown: Origins, Trajectories 
and Regional Implications", in Adelaide. Dr Debelle will 
take questions after his speech and take part in panel 
discussions.

 (a) Australian Eastern Standard Time.

Forecast

Data and event previews - Australia and New Zealand (cont.)
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Wage growth in New Zealand has slowed amid a loosening in
labour market conditions. After surging 1.1% in 4Q, growth in
private sector labour costs increased 0.7%q/q in 1Q. With
business confidence recently plunging amid soaring petrol
prices and tighter credit conditions, companies are likely to be
even more reluctant to hire workers going forward, meaning
that the unemployment rate will continue to trend higher, and
wage growth will continue to moderate.

The labour price index on Wednesday is forecast to show
wage growth accelerating to 4.3% in the March quarter, from
4.2% in the previous three months. Labour market conditions
remain tight, with data last week showing that another 25,000
jobs were added in April. Coupled with skills shortages, tight
labour market conditions mean that upside pressure on wages
will persist in 2008, adding to already widespread inflation
pressures.

The healthy labour market report in Australia was in contrast
to the labour force survey in New Zealand, which showed the
nation’s unemployment rising from 3.4% in 4Q to 3.6% in
the March quarter. The contraction in employment growth in
New Zealand in 1Q added to evidence that the nation’ eco-
nomic momentum is slowing to a standstill. In response,
AUD gained strongly against NZD to buy NZ$1.22 at the end
of the week.
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• RBA left cash rate steady at 12-year high of 7.25%

• Australian job growth remained strong in April

• Consumer confidence to rebound mildly in May

The RBA left the cash rate steady last week, and signalled
that a significant easing in domestic demand would be re-
quired to dampen inflation. A significant easing may fail to
eventuate, however, since more solid job gains were re-
corded in April. Tight labour market conditions mean that the
labour price index (Wednesday) should show an acceleration
in wage growth in 1Q, while other data is forecast to show a
mild rebound in home loans in March and a recovery in con-
sumer confidence in May.

A mild recovery in demand for home loans
Home loans should grow 1.5%m/m in March, after slumping
5.9% in February. The sharp fall in home loans in February,
the largest since 2004, was owing to both the RBA’s decision
to hike interest rates and a sharp decline in lending by non-
bank mortgage providers, who have recently hiked mortgage
rates by much more than the “Big Four” banks.

Investors will again underpin demand for home loans. These
investors are usually existing property owners able to receive
significant tax benefits from buying property. First home
buyers, however, remain largely priced out of the market,
owing to record low levels of housing affordability. Gener-
ally, though, in the near term, demand for home loans will be
subdued, given the back to back rises in interest rates in Feb-
ruary and March and the disproportionate rises in domestic
banks’ variable loan rates.

Consumer confidence to mildly improve
Consumer confidence should rise 2%m/m in May after fall-
ing 1.3% in April. The mild improvement in sentiment will
emerge in the wake of the RBA’s decision to leave interest
rates steady in early May for the second straight month. The
Westpac-Melbourne Institute’s consumer sentiment index
will, however, remain below the level of 100, meaning that
the number of pessimists still outweighs the number of opti-
mists, owing to global growth concerns, financial market
volatility, and rising gasoline prices.

Wage growth to accelerate in 1Q
Australia added 25,400 jobs in April (JPMorgan 12,500, con-
sensus 10,000) after adding 18,100 jobs in March. The ever-
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expanding labour force meant, however, that the unemploy-
ment rate rose for the second straight month, from 4.1% in
March to 4.2%. Despite the rise in the unemployment rate,
labour market conditions remain tight, with the economy
adding a massive 250,000 jobs since mid-2007.

Tight labour market conditions, coupled with skill shortages,
mean that upside pressure on wages persists. JPMorgan ex-
pects that wage growth will pick up in the near term, with the
labour cost index this week forecast to show wage growth
accelerating to 4.3% in 1Q from 4.2% in 4Q.

RBA left rates steady as expected
The RBA left the cash rate unchanged last week at a 12-year
high of 7.25% following the back to back 25bp rate hikes in
February and March, and the disproportionate increases in
interest rates by the commercial banks. Thus, there is already
significant tightening in the policy pipeline.

The tone of the commentary announcing the decision was
balanced. The RBA reiterated that “in order to reduce infla-
tion over time, growth in aggregate demand needs to be sig-
nificantly slower than it was in 2007.” The statement ac-
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knowledged, however, the risk that demand may not slow as
much as expected, and “should expectations of high ongoing
inflation begin to affect wage and price setting,” the RBA
would need to review its outlook. The statement acknowl-
edged the early signs of a slowdown in domestic demand,
highlighting, in particular, the recent softness in household
spending and demand for credit.

The statement said that, although still fragile, conditions in
global financial markets had recently improved and that glo-
bal growth will be below-trend this year. The soaring terms
of trade remains an opposing force, however, and will pro-
vide significant support for domestic demand in 2008, par-
ticularly for households; the government has used rising
company tax receipts as a source of funding for five straight
years of generous personal tax relief. There is another round
of tax cuts scheduled for July.

RBA revises inflation forecasts higher
The RBA released its quarterly Statement on Monetary
Policy (SMP) on Friday, which highlighted that the outlook
for growth and inflation depended on several opposing
forces. The RBA acknowledged that the impact of the rising
terms of trade on growth and inflation is working against the
slowdown in global growth, the turmoil in financial markets,
and tighter domestic financial conditions.

As always, the main focus of the quarterly statement was the
RBA’s inflation forecasts, which were unexpectedly revised
higher. Headline CPI inflation in the year to the December
quarter 2008 is now forecast at 4.5%, up from the previous
forecast of 3.5%, owing mainly to higher oil prices. Underly-
ing inflation is expected to be around 4% over the same pe-
riod, up from 3.5% in the previous SMP, and even further
above the top end of the RBA’s 2-3% target range. Inflation
is forecast to fall gradually thereafter, although will remain
outside the target band until 2010.

On Australia’s economic growth outlook, the RBA lowered
its 2008 GDP growth forecast from 3.25% to 2.25%. The
RBA believes that a significant moderation in domestic
spending is now occurring and that data, including the recent
fall in home loans, are also pointing toward even more sub-
dued demand going forward. In contrast, though, the rising
terms of trade, which the RBA forecast to rise 20% in 2008,
should continue to provide significant economic stimulus.

The RBA believes that the net effect on demand and inflation
of the opposing forces at work is “subject to considerable
uncertainty.” There are signs that domestic demand is easing
and, given the significant tightening in the policy pipeline,
further easing is anticipated. Still, the stimulus from the soar-
ing terms of trade is also expected to grow. The Board be-
lieves, though, that the forecast moderation in economic
growth this year will help reduce inflation pressure over time.

In our view, the primary risk is that the rising terms of trade,
the fiscal stimulus in the pipeline, and tight labor market con-
ditions, prevent the easing in domestic demand currently
forecast by the RBA. Presnetly, we forecast that the RBA
will sit on the policy sidelines in 2008, although we will
monitor upcoming domestic economic data to assess whether
or not current monetary settings are appropriate, and whether
additional tightening may be warranted.

House prices continued to rise in 1Q
Australian house prices grew 1.1% in the March quarter
(JPMorgan 1.5%, consensus 0.0%) after growing 4.1% in 4Q.
From a year earlier, house prices were up 13.8%, the same
rate as in 4Q, and the fastest rate since early 2004.

Rising residential rents (owing to an acute shortage of new
homes) and accelerating population growth (on the back of
higher skilled migration), will keep upside pressure on house
prices in 2008. Prospective home buyers still face consider-
able headwinds. Not only are we forecasting that house
prices will rise another 6% in 2008, but the RBA has already
raised the cash rate 50bp this year, so housing affordability,
already at record lows, is likely to worsen.
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Australia’s trade gap narrowed in March
Owing to stronger exports, Australia’s trade balance narrowed
to a deficit of A$2.7 billion in March (JPMorgan -A$3.2 billion,
consensus -A$2.9 billion) from a slightly revised deficit of
A$3.3 billion in February. Exports surged 4.0%m/m in March,
while imports were up 1%.

The trade deficit is forecast to narrow during 2008. Exports
should trend higher as solid business investment aimed at al-
leviating capacity constraints and infrastructure bottlenecks
helps boost export volumes. Imports will probably slow as
domestic demand eases amid 12-year high interest rates,
meaning that net exports should eventually add to economic
growth, despite being a significant drag in 1Q.

Data releases and forecasts
Week of May 12 - 16
Mon Housing finance approvals: owner occupiers
May 12 Number of loans, seasonally adjusted
11:30am

Dec Jan Feb Mar

(%m/m) 0.1 3.1 -5.9 1.5
(%oya) 3.8 6.9 -0.2 0.3

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

Jan Feb Mar Apr

Business confidence -4 -2 -4 -3

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

Feb Mar Apr May

(%m/m) -5.5 -9.0 -1.4 2.0

Wed Labor price index
May 14 Seasonally adjusted
11:30am

2Q07 3Q07 4Q07 1Q08
(%q/q) 1.1 1.0 1.1 1.1
(%oya) 4.0 4.2 4.2 4.3

Review of past week’s data
ANZ job advertisements
Seasonally adjusted

Feb Mar Apr
(%m/m) -2.1 -0.7 -1.7 __ -1.3

House price index: eight capital cities
Weighted average

3Q07 4Q07 1Q08
(%q/q) 3.2 3.7 3.2 4.1 1.5 1.1
(%oya)  10.8 11.4 12.3 13.8 12.7 13.8

Trade balance
Seasonally adjusted

Jan Feb Mar
Trade balance (A$ mn) -2535 -2427 -3288 -3261 -3184 -2736

RBA cash rate announcement

No change.

Labor force
Seasonally adjusted

Feb Mar Apr
Unemployment rate (%) 4.0 4.1 4.1 4.2
Employed (000 m/m) 37 39 15 18 12.5 25
Participation rate (%) 65.2 65.2 65.3 65.3 65.4
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New Zealand
• RBNZ to begin cutting rates in 4Q 2008

• Producer input prices to rise in March quarter

• Retail sales to remain subdued in March

In New Zealand, labour market statistics last week showed
that wage growth slowed in 1Q and the jobless rate edged
higher. The mild loosening in the labour market means that
consumer spending will remain subdued near term; this
should be confirmed by retail sales data on Thursday. Other
economic data this week should show that growth in pro-
ducer input prices rose in 1Q, while growth in output prices
eased. Despite the significant price pressures in the pipeline,
in a change of forecast, we now expect the RBNZ to cut
rates by 50bp in 4Q.

RBNZ to cut rates to 7.5% by March 2009
In a change of forecast, we now believe the RBNZ will be-
gin to ease monetary policy in late 2008. The RBNZ has left
the official cash rate (OCR) at a record high 8.25% since
July last year, although we now forecast a 25bp rate cut in
October and December, and another rate cut in 1Q 2009,
taking the key rate to 7.5% by March next year.

Our previous forecast that the RBNZ would delay a rate cut
until 1Q 2009 was based mainly on the assumption that in-
flation would track above the central bank’s 1-3% target
range for some time, owing primarily to elevated energy and
food prices and increased government spending. The level of
conviction on our rate call has been falling recently as a slew
of weak economic data has come to hand.

In particular, last week’s labour market statistics indicated
clearly that conditions in the labour market have started to
loosen. Moreover, with business confidence recently plung-
ing amid soaring petrol prices and tighter credit conditions,
companies are likely to be even more reluctant to hire work-
ers going forward. The anticipated loosening of the labour
market will further dampen consumer spending, which is
already suffering under record high interest rates. The rap-
idly building signs that the Kiwi economy will slow to a
standstill mean that the RBNZ probably will “look through”
the uncomfortably high CPI readings in coming quarters.

NZ retail sales subdued in March
Retail sales likely fell 0.3%m/m in March after slumping
0.7% in February. Rising goods prices will provide underly-
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ing support for the headline sales number, however, as it is
reported in value, not volume, terms.

Consumer spending will remain subdued going forward, ow-
ing to record high interest rates, elevated petrol prices, a rap-
idly deteriorating housing market, and drought conditions in
key dairy producing regions. Furthermore, several domestic
banks have started to pass on higher funding costs resulting
from credit market tightening, which is also dampening
spending.

Kiwi producer prices rose in 1Q
Producer input prices in New Zealand are forecast to have
grown 1.5%q/q in 1Q, up from 1.3% in the previous quarter,
while output prices should have grown 1.4%q/q, down
slightly from 1.5% in 4Q. The faster rate of growth in input
prices over output prices in the PPI print will confirm that
producers are finding it increasingly difficult to pass rising
costs on to consumers, leaving profit margins squeezed.

Kiwi labour market starts to loosen
Growth in private sector labour costs (as measured by the
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LCI) increased 0.7%q/q in 1Q (JPMorgan 0.7%, consensus
0.9%), after surging 1.1% in 4Q, which marked the largest
quarterly gain on record. Growth in the all sector labour cost
index stood at 0.8%q/q in the March quarter, compared to
1.0% in the previous three months.

The mild loosening in the Kiwi labour market was also appar-
ent in the employment print last week. The labour force sur-
vey showed that the jobless rate rose in 1Q to 3.6%
(JPMorgan 3.6%, consensus 3.5%) from 3.4% in 4Q. It also
showed that total employment now is at levels seen in early
2007 owing to slower employment growth, down 1.3%q/q in
1Q.

Data releases and forecasts
Week of May 12 - 16
Mon QVNZ house prices
May 12 %, median

Jan Feb Mar Apr

(%oya) 8.9 7.7 6.5 __

Thu Retail trade
May 15 Seasonally adjusted
10:45am

Dec Jan Feb Mar

(%m/m) 0.1 0.3 -0.8 -0.3

Thu Business PMI
May 15 Seasonally adjusted
12:00pm Jan Feb Mar Apr

Index 53.0 51.8 48.3 __
(%oya) -5.1 -4.0 -16.3 __

Fri Producer price index
May 16 nsa
10:45am

2Q07 3Q07 4Q07 1Q08
(%q/q) 1.2 1.6 1.5 1.4
(%oya) 1.5 2.1 4.0 5.8

Review of past week’s data

ANZ commodity price series
Not seasonally adjusted

Feb Mar Apr
Index - NZD (%m/m) -2.2 2.0 2.1 __ 1.1
Index - world prices (%m/m) 1.1 2.0 __ -0.3

Labor cost index and average hourly earnings
Private sector, ordinary time, sa

3Q07 4Q07 1Q08
Labor cost index (%q/q) 0.9 1.1 0.7

Labor force survey
Seasonally adjusted

3Q07 4Q07 1Q08
Unemployment rate (%) 3.5 3.4 3.6
Employment (000, q/q) -7 23 19 -7 -32
Participation rate (%) 68.3 68.8 68.6 68.6 67.7
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• Credit is not crunching, but a protracted period of tight
credit conditions lies ahead

• US rebates to limit damage from oil prices and corpo-
rate cutbacks

• EM getting hit by softer export demand and purchasing
power squeeze

• China’s rotation toward domestic sources of demand is
continuing

Looking for a stitch in time
The impact of tightening credit conditions remains a key uncer-
tainty in the economic outlook. Last week brought seemingly
contradictory news, as US consumer credit rose sharply in
March amid the release of surveys in the US and Euro area
showing significant tightening in lending standards. The full set
of recent credit market news should calm fears that a severe
credit contraction is materializing, while also pointing to a pe-
riod of sustained tight credit conditions ahead.

Since last summer, the realization of significant mortgage-
related losses has produced a contraction in a number of
types of financial activity. In particular, financing in the US
real estate sector, which was heavily dependent on
securitized funding, has been impaired. This shift in credit
availability intensified the housing downturn and brought a
halt to a boom in nonresidential construction. Outside of real
estate, borrowing spreads have widened across a broad spec-
trum. However, most businesses and households continue to
have access to credit. Demand for investment-grade corporate
debt has recovered at the new wider spreads, banks continue
to expand lending even as they tighten standards, US C&I
loans and consumer credit have continued to grow in recent
months, and Euro area credit has continued to rise rapidly.

Note that an important part of the growth in bank loans re-
flects the utilization of outstanding lines of credit. Thus,
banks are serving as an automatic stabilizer as borrowers face
reduced access to nonbank credit sources. This stabilizing
function has been crucial in sustaining US growth in the face
of drags from energy prices and housing. But the continued
tightening in standards for new loans is a reminder that this
cushion has limits.

A key to JPMorgan’s US forecast—that growth stagnates in
the coming months before lifting into 2009—is that credit cre-
ation and rebate checks provide the stitch in time that averts a
consumer retrenchment through a period of cutbacks in busi-
ness spending and hiring. While indicators suggest that this
view is tracking, the drag from rising energy prices continues
to build. This week’s report will provide important new infor-
mation on this front. If we are right, the fabric of the forecast
will remain intact, as April core sales were stable despite
sharp declines in housing starts and manufacturing output.

Further slowing ahead in global industry
Along with stagnation in the US, growth elsewhere is ex-
pected to slow sharply in the coming months. While the 1Q08
GDP reports are likely to post about 2% growth for the Euro
area and Japan, both economies already show signs that a
phase of subpar growth lies ahead. In Japan, a range of key
activity indicators lost momentum in March, and the main
business surveys stepped down sharply in April. Japan’s
manufacturing output also is sliding. Euro area data are track-
ing in a similar way. In particular, IP reports from German
and France raised conviction in our forecast that the growth of
Euro area industrial activity will stall in 1Q.

Overall EM growth has remained strong, led by the perfor-
mance of its heavyweights—China, India, Brazil, and Russia.
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There are, however, good reasons to look for a significant
moderation in EM growth in coming months. One factor that
points in this direction is weaker import demand in the US and
Europe. With final demand growth in these economies still
slowing and significant lags in the transmission to EM, it will
take time for the full effect to be realized in EM production.
Past experience shows that the strongest contemporaneous
response to a demand slowdown in the majors occurs in EM
Asia, excluding China and India. True to form, Taiwan and
Korea already have experienced sharp slowdowns in their IP
growth. So has Mexico, which is closely aligned with the US
economy. Brazil’s IP growth also has faltered, even though it
normally responds with a lag.

The next place to look for signs of spillover is in the rest of
Asia and in EM Europe. The March IP reports suggest that
this may be happening already. Core manufacturing output
was soft in a number of the ASEAN countries, with a
downtick expected in Malaysia last week. Export and IP
growth also is expected to downshift in China, despite its low
correlation with the global cycle.

In EM Europe, last week’s reports showed that manufactur-
ing production fell significantly across key CEEMEA coun-
tries (with the exception of Russia) in March, with output
down 4%m/m on average in Poland, Hungary, Turkey, and
South Africa. These results follow very strong output gains in
1Q, so it will take several more months before the expected
slowdown is confirmed. In particular, the small and open
economies of Central Europe are likely to get hit by the un-
folding demand slowdown in the Euro area. The manufactur-
ing PMIs are pointing in this direction, with our aggregate
index for EM Europe reaching a new low in April.

EM purchasing power squeeze on the way
In addition to external demand spillover, the other force tem-
pering EM growth is the purchasing power squeeze from
higher inflation. This is a relatively recent phenomenon in the
EM. Inflation responds quickly and forcefully to movements
in world oil prices in the developed economies. Developed
market inflation climbed about 2% points with the doubling
in oil prices from 2004 to 2006. It is now rising rapidly again.
In contrast, the response of domestic energy prices to world
oil prices is more limited in EM, owing to subsidies and price
controls. Moreover, a steady decline in core and food infla-
tion offset rising EM energy inflation through 2006. Thus,
through early 2007, EM inflation had not risen, despite sus-
tained commodity price increases.

This dynamic changed abruptly over the past year, when EM
food inflation soared from nearly 4% to over 12%. With food
representing about 30% of the EM consumer basket, this pro-
duced a 3% point rise in EM inflation. EM inflation probably
will climb higher, at least in the near term. Oil prices con-
tinue to increase and fewer governments are able to keep
cushioning their consumers as the cost of subsidies continues
to mount. Agricultural commodity prices, on balance, have
stopped rising of late, but there are lags between their move-
ments and the passthrough to retail prices. And EM core in-
flation has been rising rapidly. The forecast currently expects
a peak in CPI inflation to occur during 2Q for both CEEMEA
and Emerging Asia and during 3Q in Latin America—but this
forecast should be considered a moving target given the un-
certainty over the outlook for commodity prices.

China relying more on domestic demand
China releases its key April economic indicators this week.
The most intense focus will be on the inflation report. PBoC
Governor Zhou last week suggested that inflation would
likely ease moderately in 2Q, though he also warned that the
inflation outlook for the rest of the year remained unclear be-
cause of the continued strength of commodity prices. Indeed,
producer price inflation rose to 8.1%oya in April, raising
concerns that, even as food prices ease, the inflation of non-
food prices may be on the verge of picking up.

This week’s reports also will call attention to the mix be-
tween external and domestic demand growth. As noted, ex-
port and IP growth already has slowed sharply in neighboring

 

4

5

6

7

1

2

3

4

% ch over 12 months; both scales
Consumer prices 

2002 2003 2004 2005 2006 2007 2008

Developed economiesEmerging



12

Australia and New Zealand - Weekly Prospects
May 12, 2008

JPMorgan Chase Bank, New York
Bruce Kasman (1-212) 834-5515
bruce.c.kasman@jpmorgan.com
David Hensley (1-212) 834-5516
david.hensley@jpmorgan.com

Taiwan, with last week’s trade report showing that exports fell
in April. The underlying trend in export growth probably also
is moderating in China, as suggested by latest PMI export or-
ders. However, China’s steady growth rotation toward domes-
tic demand likely continues. April gains in retail sales are ex-
pected to be solid. And there is upside risk to fixed invest-
ment growth in coming months as the government prepares to
boost fiscal spending and infrastructure investment. This fis-
cal boost would be in addition to the post-snowstorm recon-
struction of infrastructure and utility networks that have al-
ready been initiated. This will keep China’s manufacturing
sector humming at a healthy pace, although not so strong as
in the first quarter.
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UK’s MPC is caught between the tails
The slide in the PMI surveys over March and April suggests
that UK output growth is slowing more rapidly than
JPMorgan or the BoE had thought. The official retail sales
data have yet to play to that script, but other gauges of retail
spending, plunging confidence, and house purchase activity
all point to a move down in the official data. But the MPC’s
response is being severely constrained by energy price devel-
opments. With petrol prices at current levels and domestic
energy bills likely to rise, a peak in inflation in excess of
3.5% in the late summer looks likely, and inflation is likely to
run above 3% from the July data until early 2009.

This week’s inflation report will shed some light on the ex-
tent to which the MPC’s decision to remain on hold reflected
concerns about inflation, or a desire to continue to move
gradually to ensure its objectives are not misunderstood. We
suspect that the latter was dominant. But even before we turn
to the issue of managing the growing downside risks to
growth, we would question whether the extended period of
significantly below-trend growth that the MPC is already
forecasting is genuinely necessary to deliver 2% inflation.
Core inflation is running at 1.2%oya and has been falling for
a year, and nominal wage growth has been steady throughout
the energy price rise of recent years. Business survey mea-
sures of capacity use and labor availability have responded
quickly as growth has slowed. In the near term, however, the
contrast between rising headline inflation and slowing growth
is likely to get significantly worse before it gets better.
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JPMorgan View - Global Markets
Carry and rotation trades
• Equities gave back some of their recent gains, the credit

rally stalled, and bonds rebounded, as ever rising com-
modity prices raised fears that scarcity would limit economic
growth. Our forecasts assume that commodity price gains
will abate soon, but momentum signals tell us that our fore-
casts are at risk. This should favour inflation linkers, as well
as the currencies and equity markets of commodity export-
ers. Medium term, it creates downside risks on global equi-
ties, as the eventual emergence from the current recession
will push G10 central banks almost overnight from easing to
tightening modes.

• Just as data in the US seem to be stabilizing, those in Europe
and Japan are showing new weakness. Our new European
Economic Activity Surprise Index (launched today) is in
negative territory, in contrast to the positive tone of our US
EASI. Some of this is because of data lags, but most of it is
because of the time it takes for the US credit shock to cross
the oceans. We see this ripple effect—akin to the ripples
caused by a stone thrown in a pond—creating further weak-
ness in European and Japanese data this month, relative to
those in the US. This implies dollar strength versus euros
and the yen, USTs underperforming Bunds, gilts and
JGBs, and US HG credit outperforming the rest of the
world. This ripple effect is expected to hit EM by 3Q.
Hence, while retaining a longer term overweight view on
EM currencies and equities, we advise scaling down these
positions this month.

• Liquidity versus credit premia. When we started switching
back into risky assets early April, we focused first on earn-
ing liquidity premia in the fixed income world and delayed
entering the credit world, as we thought liquidity injections
would first help the banks. That was a mistake, as leveraged
players (banks and hedge funds) remain balance-sheet con-
strained, while long-only investors (insurers and pension
funds) are investing for spread duration and thus buy spread
product at the longer end. This has flattened and inverted
risk and premia curves to historic records. We are now long
credit, and believe that risk premia at the short end will
eventually catch up. We thus advise overweighting them.

Fixed income
• Bonds rallied across much of the world last week, as ever

rising oil prices threaten the global economy. We were al-
ready long in Europe and stay long as data are set to disap-
point. We went long Bunds vs USTs to exploit the diverging
trend in economic data. In the US, we see a short-term rally

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

United States 3.76 4.00 4.05 4.10 4.15
Euro area 3.99 4.10 4.00 3.95 4.00
United Kingdom 4.59 4.60 4.70 4.90 5.00
Japan 1.56 1.30 1.30 1.45 1.60

Equities
Current YTD Return (local currency)

S&P 1387
Topix 1342
FTSE 100 6205
MSCI Eurozone 217
MSCI Europe 1421

Credit markets
Current Jun-08 Dec 08

US high grade (bp over UST) 230 200  
US high grade (bp over swaps) 157 144  
Euro HG corp (bp over swaps) 85  65
USD high yield (bp vs. UST) 682 700 800
EMBIG (bp vs. UST) 285 275 250

Foreign exchange
Current Jun 08 Sep 08 Dec 08 Mar 09

EUR/USD 1.55 1.60 1.57 1.53 1.50
USD/JPY 103 100 101 103 105
GBP/USD 1.95 1.95 1.91 1.86 1.85

Commodities
Quarterly Average

Current Jun 08 Sep 08 Dec 08
WTI oil $/bbl 125 105 95 92
Gold ($/oz) 887 920 915 900
Copper($/m ton) 8436 7300 6500 6000
Corn ($/Bu) 6.29 6.05 6.15 6.30

Source: JPMorgan, Bloomberg, Datastream

-6.4%

-4.1%
-6.1%
-1.2%
-9.7%

at the short end, but not one that will last long. We stick
with US steepeners (focus on 2s 5s) as duration supply will
rise massively this year.

• We are long carry trades in fixed income. Liquidity pre-
mia in fixed income have lagged the rally in credit, as
banks remain balance sheet constrained. But accelerated
capital raising, a slow return to better interbank funding
conditions, and the rally in credit should now allow liquid-
ity premia in fixed income to catch up. We are thus in swap
spread tighteners in the US and Europe, especially at the
short end, underweight Bunds within EMU, and over-
weight MBS, CMBS, credit card ABS in the US.

Equities
• Equities declined last week partly owing to disappointing

earnings reports by financials. Financials are the sector that
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performed worst in the 1Q US reporting season, with their
EPS down 81% from a year ago vs an analysts’ expectation
at the end of March of a decline of 67%. We are positive on
financials, recommending an overweight across all regions
as successful capital raising and declining funding costs
should support profitability.

• We moved to an overweight in cyclicals vs noncyclicals
triggered by our more positive view on US consumer discre-
tionary (see Tom Lee, US Equity Strategy, 25 April). Global
cyclicals appear to be bottoming out vs noncyclicals after
eight months of underperformance.

• Equities failed to make a decisive move above the ranges
they have held since mid-January, with the S&P500 meeting
resistance at 1400. This resistance likely reflects a worse
technical position for equities than a month ago. Fund man-
ager surveys indicate that cash positions have been reduced
over the past month and the improvement in retail inflows
and retail sentiment indicators are suggesting that retail in-
vestors have also increased their exposures. In addition,
speculative shorts on the S&P500 have declined by 25%
over the past month. Hence, in coming weeks, credit has
more upside than equities.

• We remain overweight EM, partly owing to strong momen-
tum in flows into EM funds, but have become more cautious
on the upside as inflation risks are rising. Within EM, our as-
set allocation is to large extent driven by the inflation story.
We overweight China and Mexico and underweight India as it
faces a more acute inflation problem.

• We introduce a new momentum strategy on global equity
sectors (see Momentum in Global Equity Sectors, Vadim di
Pietro and Ruy Ribeiro, May 9). Investing in the top per-
forming global sectors against the bottom performers over
the past year, has delivered a Sharpe ratio of 0.8 since 1974.

Credit
• Credit spreads were stable in the cash market but widened in

CDS, partly because of uncertainty about the impact of
Fitch’s plans to downgrade a significant portion of CSOs.
Our analysis of the announcement by Fitch suggests that
over $32bn of high-grade rated tranches are likely to be
downgraded. This is likely to put more pressure on the
CDS markets and in mezzanine tranches in particular. As a
result, we expect the downmove in correlation to slow and
favour further narrowing of the bond-CDS basis.

 • We turned more bullish in credit markets last week due to
signs that demand is strengthening. The strength in demand
is reflected in declining price concessions in the primary

market, despite record high issuance, and in rising inflows
into credit mutual funds. The return of long-only investors,
who do not require leverage, could easily attain self-fulfill-
ing momentum, especially as it leads to lower volatility and
more attractive expected return to risk ratios. We believe that
the pursuit of these value opportunities by credit inves-
tors will continue and rotate our portfolio further towards
capturing the trend that started in mid March. We open out-
right longs in US HG credit both outright and against HY,
favor loans vs bonds, overweight US CMBS, credit card
ABS and AAA CLOs, while we maintain our longs in cash
bonds vs CDS and in maturity steepeners.

Foreign exchange
 • The rotation theme is again driving currency markets.

After six months of almost exclusive focus on US weakness
and Fed easing, the market’s attention has turned to the
slowdown now unfolding in the Euro area and intensifying
in the UK and New Zealand. Although European weakness
has come more quickly than we anticipated—we had ex-
pected EUR/USD to stay in the high 1.50s in 2Q—the moves
are consistent with our view that the dollar is in a much-
anticipated but uneven bottoming-out process now that
recession fears are moderating, credit markets reviving and
US rates stabilizing.

 • We recommend selective USD longs to capitalize on this
rotation story. We are short NZD and GBP vs USD. We
avoid shorts in EUR/USD, as position indicators show con-
siderable euro selling already. Conversely, we open a long in
CAD vs USD to capitalize on upside surprises on Canadian
data and surging oil prices.

• Inflation containment is a key theme in emerging mar-
kets. We hold a basket of longs in currencies where central
banks are tightening (BRL, ZAR, PLN) on where the au-
thorities are likely to allow currency appreciation to moder-
ate inflation (SGD, RUB).

Commodities
• Crude continues to print new all-time highs, despite stabili-

zation in the trade-weighted dollar over the past two months.
Supply disruptions continue to grab headlines, such that sta-
bilization in prices would require a reduction in these event
risks or trend USD strength. In the interim, prices will re-
main firm. We expect base metals to remain weak short
term but an expected destocking in Chinese copper invento-
ries will trigger a solid upside move in copper in late 2Q into
3Q. Platinum is on track to retest $2300 with strong demand
from investors key. Gold is likely to fade around $900/oz
and settle into an $850/oz-$900/oz range.
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• RBA raises inflation forecasts

• Strong employment growth points to wage rises

• RBNZ to lower rates to 7.5% by March 2009

Market commentary
Australia

The RBA left the cash rate steady last week at a 12-year high
of 7.25% following the back to back 25bp rate hikes in Feb-
ruary and March, and the disproportionate increases in inter-
est rates by the commercial banks. Given the significant
tightening in the policy pipeline, the RBA expects that do-
mestic demand will continue to ease, but “aggregate demand
needs to be significantly slower than it was in 2007” in order
to reduce inflation over time.

Solid jobs numbers last week suggest, though, that a signifi-
cant easing may fail to eventuate, however. Another 25,000
jobs were added in April, taking total jobs growth since mid-
2007 to 250,000. Tight labour market conditions, coupled
with skill shortages, mean that upside pressure on wages per-
sists. JPMorgan expects that wage growth will pick up in the
near term, with data this week forecast to show wage growth
accelerating to 4.3% in 1Q from 4.2% in 4Q.

The RBA also released its quarterly Statement on Monetary
Policy (SMP) on Friday, which highlighted that the outlook
for growth and inflation depend on several opposing forces.
The RBA acknowledged that the impact of the rising terms
of trade on growth and inflation is working against the slow-
down in global growth, the turmoil in financial markets, and
tighter domestic financial conditions.

The main focus of the SMP was the RBA’s inflation fore-
casts, which were unexpectedly revised higher. Headline CPI
inflation in the year to the December quarter 2008 is now
forecast at 4.5%, up from 3.5% previously, owing mainly to
higher oil prices. Underlying inflation is expected to be
around 4% over the same period, up from 3.5% in the previ-
ous SMP, and even further above the top end of the RBA’s
2-3% target. Inflation is forecast to fall gradually thereafter,
although will remain outside the target band until 2010.

On Australia’s economic growth outlook, the RBA lowered
its 2008 GDP growth forecast from 3.25% to 2.25%. The
RBA believes that a significant moderation in domestic
spending is now occurring and that data, including the recent

fall in home loan approvals, are also pointing toward more
subdued demand. In contrast, though, the rising terms of
trade, which the RBA forecast to rise 20% in 2008, should
continue to provide significant economic stimulus.

In our view, the primary risk is that the rising terms of trade,
the fiscal stimulus in the pipeline, and tight labour market
conditions, prevent the easing in domestic demand currently
forecast by the RBA. We currently forecast that the RBA will
sit on the policy sidelines in 2008, although we will monitor
upcoming domestic economic data to assess whether or not
current monetary settings are appropriate, and whether addi-
tional tightening may be warranted.

The Aussie 3s 10s curve steepened into the end of the week,
and traded in a range of -2 to -11. The AUD finished largely
unchanged after surging above 95 US cents mid-week. The
equity market also made sustained gains, rallying to a three-
month high above 5,850.

New Zealand

In New Zealand, labour market statistics last week showed
that wage growth slowed in 1Q and the jobless rate edged
higher. Amid building evidence that the Kiwi economy is
slowing, in a change of forecast, we now expect the RBNZ to
cut rates by 50bp in 4Q.

We now believe the RBNZ will begin to ease monetary
policy in late 2008. The RBNZ has left the official cash rate
at a record high 8.25% since July last year, although we now
forecast a 25bp rate cut in October and December, and an-
other rate cut in 1Q 2009, taking the key rate to 7.5% by
March next year. Our previous forecast that the RBNZ would
delay a rate cut until 1Q 2009 was based mainly on the as-
sumption that inflation would track above the central bank’s
1-3% target range for some time, owing primarily to elevated
energy and food prices and increased government spending.
The level of conviction on our rate call has been falling re-
cently as a slew of weak economic data has come to hand.

The Kiwi dollar fell below 77 US cents following the weak
labour market data. The stock market remained largely un-
changed on the week at around 3,600. Three-month LIBOR
yields fell from 8.8% at the end of last week to 8.6% amid
expectations that the RBNZ will cut interest rates sooner
rather than later.
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Trade recommendations

• We stopped out of the Aussie May IB contract at 92.75.
Established at 92.73, with target of 92.65.

• Buy Aussie June IB contract at 92.21, sell September at
92.34, amid expectations that domestic demand will not
ease as much as expected, and the RBA will hike interest
rates following what will be a terrible 2Q CPI print. Stop
out at -17, with target of +5.

• NZ 1yr 1yr vs 1yr filled at -75, now at -85. 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.



17

Australia and New Zealand - Weekly Prospects
May 12, 2008

Global Economic Outlook Summary

JPMorgan Chase Bank, New York
David Hensley (1-212) 834-5516
david.hensley@jpmorgan.com
Carlton Strong (1-212) 834-5612
carlton.m.strong@jpmorgan.com

2007 2008 2009 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 1Q08 2Q08 4Q08 2Q09
The Americas
United States 2.2 1.3 2.0 0.6 0.6 0.0 1.5 1.0 2.0 3.0 4.2 3.9 3.6 ↑ 2.5 ↑

Canada 2.7 1.0 2.3 0.8 0.0 -0.5 1.5 2.3 2.5 2.8 1.8 1.4 2.0 1.7
Latin America 5.3 4.1 4.0 5.6 2.8 2.8 3.3 4.0 4.4 4.2 6.3 7.1 6.7 6.0

Argentina 8.7 6.5 3.0 8.0 2.0 8.2 2.8 6.1 2.8 1.6 8.5 9.1 9.1 8.9
Brazil 5.4 4.4 4.0 6.6 2.5 2.5 4.6 4.4 4.1 3.8 4.6 5.0 5.0 5.0
Chile 5.1 3.5 5.0 3.7 5.0 3.0 5.0 6.0 5.0 5.0 8.0 8.0 5.0 3.5
Colombia 7.5 5.0 5.0 6.8 6.0 5.5 5.5 4.5 4.5 5.0 6.1 5.3 5.2 4.4
Ecuador 2.0 2.5 2.5 5.0 2.0 1.5 1.0 1.0 2.5 3.5 5.3 8.3 ↑ 7.7 ↑ 4.6 ↑

Mexico 3.3 2.6 4.0 3.0 2.0 1.0 2.0 3.0 4.9 4.9 3.9 5.0 4.5 3.0
Peru 9.0 7.7 6.0 10.5 7.9 5.0 3.0 4.5 6.5 7.0 4.7 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 26.2 29.3 30.0 30.5

Asia/Pacific
Japan 2.0 1.6 1.6 3.5 2.2 0.5 1.0 1.5 1.8 1.8 1.0 0.9 1.0 0.9
Australia 3.9 3.1 2.7 2.4 2.4 3.9 2.5 3.4 2.9 1.6 4.0 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 3.4 3.0 2.9 3.2
Asia ex. Japan 8.8 7.4 ↑ 7.5 6.9 7.1 ↓ 6.5 ↑ 7.8 ↓ 7.5 7.3 ↑ 7.5 ↑ 6.2 6.2 ↑ 4.6 ↑ 3.8

China 11.9 10.5 9.8 9.2 10.5 10.8 11.7 10.2 9.1 9.1 8.0 6.9 3.7 3.7
Hong Kong 6.3 4.6 5.0 7.1 2.6 1.5 5.0 4.5 5.3 5.9 4.6 5.4 3.1 2.4
India 8.7 7.0 8.0 4.8 8.2 7.0 7.0 7.4 7.8 8.7 5.8 6.1 6.2 5.2
Indonesia 6.3 5.4 ↑ 5.2 6.9 4.0 5.0 5.0 5.0 5.0 5.0 7.6 12.4 ↑ 14.2 ↑ 8.3 ↑

Korea 5.0 4.4 5.0 6.4 2.9 2.7 3.5 4.5 5.5 5.5 3.8 3.8 3.6 3.1
Malaysia 6.3 4.7 5.3 7.4 3.0 1.0 4.0 5.5 6.1 6.1 2.6 ↑ 3.1 ↓ 2.2 ↓ 1.8
Philippines 7.1 4.0 4.5 7.4 3.0 2.0 3.0 4.0 4.0 5.9 5.5 ↓ 8.5 ↑ 8.0 ↑ 4.3
Singapore 7.7 4.5 6.0 -4.8 13.9 ↓ -2.0 ↑ 5.7 ↓ 5.7 ↓ 7.0 ↑ 7.0 ↑ 6.6 6.8 ↑ 4.9 ↓ 1.9 ↓

Taiwan 5.7 3.5 4.5 2.6 0.8 0.2 4.5 4.5 4.8 4.8 3.3 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 5.0 ↓ 5.5 5.4 3.2

Africa
South Africa 5.1 3.4 3.8 5.3 2.7 3.5 1.5 1.2 4.1 5.0 9.9 10.9 9.3 6.2

Europe
Euro area 2.6 1.6 1.3 1.4 1.8 1.0 1.2 1.2 1.0 1.5 3.4 3.4 2.9 2.4

Germany 2.6 1.7 1.7 1.1 2.8 0.8 1.5 1.6 1.8 2.0 3.1 3.1 2.7 1.7
France 1.9 1.7 1.6 1.5 1.5 1.3 1.5 1.4 1.5 1.8 3.3 3.2 2.6 2.0
Italy 1.7 0.4 1.0 -0.8 0.5 0.5 0.5 0.8 1.0 1.2 3.3 3.4 2.8 2.5

Norway 6.0 3.8 2.9 3.8 2.8 2.5 2.2 3.0 3.0 3.0 3.5 3.0 2.2 3.2
Sweden 2.8 2.4 2.5 3.1 2.7 1.7 1.5 2.5 2.7 2.7 3.2 3.2 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 2.5 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 2.4 2.5 3.2 2.4
Emerging Europe1 6.5 5.7 5.5 12.9 0.4 6.8 4.2 10.7 1.2 6.3 9.3 9.9 8.4 6.3

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 7.6 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 6.9 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 4.1 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 4.0 4.3 3.6 4.0
Romania 6.0 5.5 3.5 … … … … … … … 7.9 8.2 6.2 5.5
Russia 8.1 7.1 6.3 19.1 -3.0 9.0 4.0 17.0 -2.5 8.0 12.9 14.4 12.1 10.0
Turkey 4.5 4.4 6.0 … … … … … … … 9.5 10.0 8.3 4.1

Global 3.5 2.5 2.7 2.8 2.1 1.6 2.3 2.5 2.5 3.2 4.0 3.9 3.5 ↑ 2.7 ↑

Developed markets 2.4 1.5 1.8 1.5 1.3 0.6 1.3 1.3 1.7 2.3 3.2 3.0 2.9 ↑ 2.2 ↑

Emerging markets 7.4 6.2 6.2 7.6 4.8 5.6 ↑ 5.9 7.0 ↓ 5.4 6.4 6.8 7.2 ↑ 5.9 ↑ 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 Aug 07 (bp) Last change next change Jun 08 Sep 08 Dec 08 Mar 09 Jun 09

Global GDP-weighted average 3.64 -107 3.65 3.66 3.62 3.55 3.79
    excluding US GDP-weighted average 4.42 -3 4.43 4.45 4.39 4.29 4.40
Developed GDP-weighted average 2.77 -137 2.74 2.72 2.64 2.56 2.87
Emerging GDP-weighted average 7.20 15 7.33 7.50 7.63 7.61 7.53

The Americas GDP-weighted average 2.85 -275 2.85 2.87 2.87 2.86 3.26
United States Federal funds rate 2.00 -325 30 Apr 08 (-25bp) 2Q 09 (+25bp) 2.00 2.00 2.00 2.00 2.50
Canada Overnight funding rate 3.00 -150 22 Apr 08 (-50bp) 10 Jun 08 (-25bp) 2.75 2.50 2.50 2.50 2.50
Brazil SELIC overnight rate 11.75 25 16 Apr 08 (+50bp) 4 Jun 08 (+50bp) 12.25 13.00 13.00 13.00 12.75
Mexico Repo rate 7.50 25 26 Oct 07 (+25bp) on hold 7.50 7.50 7.50 7.50 7.50
Chile Discount rate 6.25 75 10 Jan 08 (+25bp) 4 Sep 08 (-25bp) 6.25 6.00 5.75 5.75 5.75
Colombia Repo rate 9.75 50 22 Feb 08 (+25bp) 1Q 09 (-25bp) 9.75 9.75 9.75 9.50 9.25
Peru Reference rate 5.50 75 10 Apr 08 (+25bp) on hold 5.50 5.50 5.50 5.50 5.50

Europe/Africa GDP-weighted average 4.53 -3 4.54 4.53 4.37 4.20 4.34
Euro area Refi rate 4.00 0 6 Jun 07 (+25bp) 8 Nov 08 (-25bp) 4.00 4.00 3.75 3.50 3.75
United Kingdom Repo rate 5.00 -75 10 Apr 08 (-25bp) 5 Jun 08 (-25bp) 4.75 4.50 4.50 4.50 4.50
Sweden Repo rate 4.25 75 13 Feb 08 (+25bp) on hold 4.25 4.25 4.25 4.25 4.25
Norway Deposit rate 5.50 75 23 Apr 08 (+25bp) 4Q 08 (+25bp) 5.50 5.50 5.75 5.75 5.75
Czech Republic 2-week repo rate 3.75 50 7 Feb 08 (+25bp) 1Q 09 (-25bp) 3.75 3.75 3.75 3.50 3.50
Hungary 2-week deposit rate 8.25 50 28 Apr 08 (+25bp) 26 May 08 (+25bp) 8.50 8.50 8.50 8.25 8.00
Poland 7-day intervention rate 5.75 100 26 Mar 08 (+25bp)  28 May 08 (+25bp) 6.25 6.25 6.25 6.00 5.75
Russia 1-week deposit rate 3.75 50 29 Apr 08 (+25bp) Jun 08 (+25bp) 4.00 4.25 4.50 4.75 4.75
Slovak Republic 2-week repo rate 4.25 0 27 Apr 07 (-25bp) 3Q 08 (-25bp) 4.25 4.00 3.75 3.50 3.75
South Africa Repo rate 11.50 150 10 Apr 08 (+50bp)  12 Jun 08 (+50bp) 12.00 12.50 12.50 12.50 12.00
Switzerland 3-month Swiss Libor 2.75 25 13 Sep 07 (+25bp) Sep 08 (-25bp) 2.75 2.50 2.25 2.25 2.25
Turkey Overnight borrowing rate 15.25 -225 14 Feb 08 (-25bp) 15 May 08 (+50bp) 16.25 16.75 16.75 16.75 16.00

Asia/Pacific GDP-weighted average 3.62 7 3.62 3.67 3.75 3.72 3.84
Australia Cash rate 7.25 75 4 Mar 08 (+25bp) 2Q 09 (-25bp) 7.25 7.25 7.25 7.00 7.00
New Zealand Cash rate 8.25 0 26 July 07 (+25bp) 4Q 08 (-25bp) 8.25 8.25 7.75 7.50 7.50
Japan Overnight call rate 0.50 0 21 Feb 07 (+25bp) Jun 09 (+25bp) 0.50 0.50 0.50 0.50 0.75
Hong Kong Discount window base 3.50 -325 1 May 08 (-25bp) 2Q 09 (+25bp) 3.50 3.50 3.50 3.50 4.00
China 1-year working capital 7.47 45 20 Dec 07 (+18bp) 3Q 08 (+27bp) 7.47 7.74 8.19 8.19 8.19
Korea Base rate 5.00 0 9 Aug 07 (+25bp) 11 Jun 08 (-25bp) 4.75 4.50 4.50 4.50 4.50
Indonesia BI rate 8.25 0 6 May 08 (+25bp) 5 Jun 08 (+25bp) 8.50 9.00 9.00 9.00 9.00
India Repo rate 7.75 0 30 Mar 07 (+25bp) 1Q 09 (-25bp) 7.75 7.75 7.75 7.50 7.25
Malaysia Overnight policy rate 3.50 0 26 Apr 06 (+25bp) on hold 3.50 3.50 3.50 3.50 3.50
Philippines Reverse repo rate 5.00 -100 31 Jan 08 (-25bp) 5 Jun 08 (+25bp) 5.25 5.50 5.50 5.50 5.50
Thailand 1-day repo rate 3.25 0 18 July 07 (-25bp) 21 May 08 (+25bp) 3.50 3.75 3.75 3.75 3.75
Taiwan Official discount rate 3.50 38 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 4.2 3.5 2.1 1.9 3.0 4.2 4.0 4.3 4.2 3.8 3.6 3.4 3.3
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 0.94 0.85 0.74 0.77 0.91 0.92 0.97 0.95 0.93 0.91 0.87 0.82 0.79
Commonwealth budget (FY, A$ bil) 13.6 17.0 20.0

as % of GDP 1.3 1.3 0.8
Unemployment rate 4.4 4.5 5.3 4.3 4.3 4.4 4.0 4.4 4.6 4.9 5.1 5.2 5.3 5.4

*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 1.4 2.2 3.6 2.0 4.1 0.3 -0.3 0.7 1.6 2.8 3.4 2.4 3.6

Private consumption 4.3 0.9 1.2 2.2 1.5 2.0 0.8 -0.1 -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 4.1 2.8 -3.3 -0.4 23.2 -1.5 1.5 2.5 2.5 2.5 3.1 3.6 3.7
Imports of goods & services 8.8 4.6 1.0 11.0 2.9 18.5 0.6 0.6 0.2 0.5 0.5 1.5 2.2 2.5

Contributions to GDP growth:
Domestic final sales 4.6 2.4 1.8 4.6 4.7 7.8 -0.1 -0.7 1.4 1.2 1.3 2.6 3.1 3.5
Inventories 0.5 -0.5 -0.1 4.0 -1.5 -3.6 1.1 0.1 -1.4 -0.2 0.8 0.4 -1.0 -0.1
Net trade -2.0 -0.4 0.5 -4.9 -1.2 0.2 -0.7 0.3 0.7 0.6 0.6 0.4 0.3 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 3.2 4.0 2.0 4.8 2.7 2.7 3.1 2.9 3.1 3.5 3.4 3.2
%oya 2.4 3.2 3.2 2.0 1.8 3.2 3.4 3.0 3.3 2.9 3.0 3.2 3.2 3.3
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 -5.7 -4.5 -8.4 -8.4 -7.0 -5.8 -5.7 -5.5 -5.6 -5.4 -4.9 -4.2 -3.5
Yield on 90-day bank bill (%)* 8.4 8.5 7.8 8.2 8.7 8.8 8.8 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 6.4 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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Australia and New Zealand economic calendar

 
 
 
 
 
 

Monday Tuesday Wednesday Thursday Friday 

 
12 May  
 
Australia: 
Housing finance (11:30am)   
  Mar  1.5 %m/m, sa 
 
New Zealand: 
QV house prices Apr  
 
 
 
 
 
  

 
13 May  
 
Australia: 
NAB business confidence 
(11:30am)  Apr  -3 %bal, sa 
  

 
14 May  
 
Australia: 
Westpac consumer confidence 
(10:30am)  May  2.0 %m/m, sa 
Wage cost index (11:30am)   
  1Q  1.1 %q/q, sa 
 

 
15 May  
 
Australia: 
Consumer inflation expectation 
(10:30am)  May 
 
New Zealand: 
Retail sales (10:45am)   
  Mar -0.2 %m/m, sa 
PMI (12:00pm)  Apr  
 

 
16 May  
 
New Zealand: 
PPI (10:45am)  1Q  1.4 %q/q 
  

 
19 May  
 
 
 
 
 
 
 
 
 
 
 
 
 

 
20 May  
 
New Zealand: 
Visitor arrivals (10:45am)  
  Apr  

  

 
21 May  
 
Australia: 
Westpac leading index (10:30am)  
  Mar  
New motor vehicles sales 
(11:30am)  Apr  
 
New Zealand: 
Credit card spending (03:00pm)  
  Apr  
 

 
22 May  
 
  

 
23 May  
 
  

 
26 May  
 
New Zealand: 
Trade balance (10:45am)  
  Apr  
 
 
 
 
 
 
 
 
 
  

 
27 May  
  
New Zealand: 
RBNZ inflation expectation 
(02:00pm)  2Q  
 

 
28 May  
 
Australia: 
Construction work done (11:30am)  
  1Q  
 
New Zealand: 
Money supply (03:00pm)  
  Apr  

 
29 May  
 
Australia: 
Private capital expenditure 
(11:30am)  1Q  
 
New Zealand: 
NBNZ business conf. (03:00pm)  
  May  
Money supply (03:00pm)  
  Apr  
 

 
30 May  
 
Australia: 
Pvt. sector credit (11:30am)  Apr  
 
New Zealand: 
Building permits (10:45am)  Apr  
  

 
2 Jun  
 
Australia: 
Inventories (11:30am)  1Q  
Retail sales (11:30am)  Apr  
Company profits (11:30am)  1Q  
RBA comm. index (04:30pm)  May  
 
 
 
 
 
 
Holiday New Zealand  

 
3 Jun  
 
Australia: 
Current account (11:30am)  
  1Q  
Building approvals (11:30am)  
  Apr  
RBA cash target (02:30pm)  
  Jun  
 

 
4 Jun  
 
Australia: 
GDP (11:30am)  
  1Q  
  
New Zealand: 
ANZ commodity price (03:00pm)  
  May  

 
5 Jun  
 
Australia: 
Trade balance (11:30am)  Apr  
  
New Zealand: 
RBNZ official cash rate (09:00am)  
  Apr  
  

 
6 Jun  
 
Australia: 
Foreign reserves (04:30pm)  
  May  
 

*Asterisked data are scheduled for release on or after the date shown.  Times shown are local. 
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Global Data Diary
     Week / Weekend    Monday       Tuesday         Wednesday       Thursday          Friday

12 May
China
• CPI (Apr)

Euro area
• Trichet speech

Japan
• Economy watcher survey

(Apr)
• Shirakawa speech

United Kingdom
• Trade balance (Mar)

13 May
China
• Retail sales (Apr)

Sweden
• CPI (Apr)

United Kingdom
• CPI (Apr)

United States
• Business inventories

(Mar)
• Import prices (Apr)
• NFIB survey (Apr)
• Retail sales (Apr)
• Bernanke speech

12 - 16 May
China
• Money supply (Apr)
• Trade balance (Apr)

Japan
• Cabinet Office private

consumption index
(Mar)

14 May
China
• IP (Apr)

Euro area
• IP (Mar)

France
• CPI (Apr)

United Kingdom
• Labor market report (Apr)

United States
• CPI (Apr)

16 May
Euro area
• Trichet speech

France
• Employment prelim (1Q)

Japan
• Consumer sentiment (Apr)
• GDP 1st est (1Q)
• IP final (Mar)

Mexico
• Banxico meeting

United States
• Consumer sent (May)
• Housing starts (Apr)

15 May
China
• FAI (Apr)

Euro area
• GDP prelim (1Q)
• HICP final (Apr)
• Trichet speech

Japan
• Private machinery orders

(Mar)

Poland
• CPI (Apr)

Turkey
• CBRT meeting

United States
• IP (Apr)
• NAHB survey (May)
• NY Fed survey (May)
• Philly Fed survey (May)
• Bernanke speech

19 May
Mexico
• IP (Mar)

Japan
• Reuters Tankan (May)

20 May
Germany
• ZEW bus survey (May)

Japan
• Tertiary act index (Mar)
• BoJ meeting

United States
• PPI (Apr)

19 - 23 May
Japan
• Nationwide dept store

sales (Apr)

21 May
Canada
• CPI (Apr)

Norway
• GDP (1Q)

Thailand
• BoT meeting

United Kingdom
• BoE minutes

United States
• FOMC minutes

23 May
Belgium
• BNB bus survey (May)

Colombia
• BanRep meeting

Japan
• BoJ minutes

Taiwan
• Export orders (Apr)
• IP (Apr)

United Kingdom
• GDP (1Q)

United States
• Existing home sales (Apr)

22 May
Canada
• Retail sales (Mar)

Euro area
• Industrial orders (Mar)
• PMI flash (May)

Japan
• All sector act index (Mar)
• Trade balance (Apr)

United Kingdom
• Retail sales (Apr)

United States
• OFHEO HPI (Mar, 1Q)
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