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Summary
• The minutes from the RBA’s June policy meeting were the highlight in Australia last

week. The RBA Board acknowledged that inflation had risen to an “uncomfortably
high rate” and members were concerned that rising inflation expectations may begin
to affect wage and price setting behaviour; this would prompt the RBA to review its
current policy stance. We maintain our forecast that the RBA will leave rates steady
for the remainder of 2008, but acknowledge the risk of an upward move if domestic
demand does not slow in line with the RBA’s expectations. There is no data with po-
tential policy implications scheduled for release this week.

• Key economic indicators were absent from the New Zealand economic calendar last
week, but this week brings the important 1Q GDP and current account numbers. The
Kiwi economy probably contracted 0.4%q/q in the March quarter, owing mainly to
weaker private consumption growth. With a contraction in GDP growth of 0.1%q/q
also forecast for 2Q, the economy looks to be in the midst of a technical recession.
May trade numbers on Friday will likely show the trade balance improving to a mod-
est surplus.

• Global markets were rocked last summer by a credit crisis emanating from US hous-
ing finance. The reverberations of this shock have produced painful financial adjust-
ments that are weighing on growth. However, the global economy has displayed im-
pressive resilience so far and financial market turmoil, by itself, does not appear to
threaten the life of the expansion. Unfortunately, the reward for resilience has been a
significant rise in inflation that is set to intensify during the coming months. Headline
consumer price inflation in the developed economies is set to reach 4%oya next quar-
ter, a level last seen in 1991. In emerging markets, consumer price inflation is headed
for 8%oya. With a material downshift in global growth also in the cards, it looks like
we are entering a second summer of discontent as stagflation adds insult to the still
significant injuries being inflicted by last year’s credit market turmoil.

• When the FOMC meets this week, no action or explicit policy guidance should be
expected from the meeting statement. Instead, the statement will signal that the Fed’s
bias is no longer skewed toward concern about growth and financial stability and that
it is committed to resisting an upcreep in inflation expectations. Viewed against the
backdrop of its current stance—the fed funds rate stands below core inflation—this
would be an implicit signal of the path ahead for policy. If this shift in risk perception
is validated by economic and financial developments in the coming months, the Fed
is signalling that the rate normalization process is likely to start before year end.

• European policymakers face similar challenges, as they see growth slowing in an en-
vironment in which inflation is rising and inflation expectations are drifting higher.
Relative to the Federal Reserve, they have less concern about recession risks and
financial stability. As a result, they are likely to respond to the inflation pressures by
delivering modest rate hikes this summer.
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This week’s highlight
New Zealand’s GDP data on Friday. We expect the economy to contract for the first
time since 4Q 2005. We also forecast a contraction in GDP for 2Q, which means New
Zealand’s economy probably is in the midst of a technical recession.
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Date (a) Data/event JPMorgan Consensus Previous Comment

Monday, 23 June 
(11.30am)

Aust. new motor 
vehicle sales (May, 
%m/m)

na na -0.8 na

Monday, 23 June 
(1:00pm)

NZ credit card 
spending (May, 
%m/m)

na na 8.3 na

Thursday, 26 June 
(8:45pm)

NZ current account 
(1Q, NZ$bn) -1.9 -1.7 -3.4

The 1Q current account deficit should narrow to -NZ$1.9bn
from -NZ$3.4bn in 4Q, and fall to 7.6% of GDP from 7.9%. The
CAD should continue to narrow throughout 2008 owing to an
improved trade balance. The forecast depreciation of NZD
should boost the competitiveness of Kiwi exporters and imports
will slow in line with the anticipated weakening in domestic
demand. 

Friday, 27 June 
(8:45pm) NZ GDP (1Q, %q/q) -0.4 -0.3 1.0

The Kiwi economy is in the midst of a recession. The economy
should contract 0.4%q/q in 1Q and again in 2Q, with a 0.1%
decline in GDP expected. A key drag in 1Q will be private
consumption, which continues to face significant headwinds as
high borrowing costs and rising prices for food and energy eat
into households’ disposable incomes. Negative wealth effects
from the rapidly deteriorating housing market and the recent
softening in labour market conditions also will have dampened
consumer confidence and spending. 

Friday, 27 June 
(8:45pm)

NZ trade balance 
(May, NZ$mn ) 50.0 200.0 -334.0

The trade balance is expected to return to a small surplus of
NZ$50mn in May. Exports should have risen marginally, and
should benefit from the forecast NZD depreciation this year.
Imports should have slowed owing to weaker domestic demand,
and will probably remain subdued until the RBNZ begins easing
lowering the OCR later this year. 

Friday, 27 June 
(1:00pm)

NZ money supply 
(May, %oya) na na 4.5 na

Friday, 27 June 
(2:30pm)

Speech by RBA's Guy 
Debelle na na na

Dr. Debelle, Assistant Governor (Financial Markets) will speak
on open market operations at the Australian Debt Markets
Conference in Sydney. There is likely to be a question and
answer session after the speech.

 (a) Australian Eastern Standard Time.

Forecast
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Despite that economic growth will slow to a standstill, wide-
spread inflation pressures will prevent the RBNZ from cutting
the OCR before September. Pipeline pressures continue to
build, nontradables inflation remains elevated, and inflation
expectations are rising. The RBNZ expects annual CPI to peak
at 4.7% in 3Q, before returning to within the target 1-3% band
in the medium term. Our forecast calls for the RBNZ to cut the
OCR 25bp in September and December, and again in 1Q09.

Nearly 25% of home mortgages taken out in Australia now are
with a fixed mortgage interest rate, usually for a period of 2-3
years. This is up substantially from just 15% of total mort-
gages in mid-2007. Typically, more households lock in mort-
gage rates as variable rates rise and many go back to variable
rates when variable rates fall. The share of all outstanding
mortgages with fixed interest rates  remains close to 15%, but
will rise over time.

We expect that the New Zealand economy will contract
0.4%q/q in 1Q and 0.1% in 2Q, meaning the economy is in the
midst of a technical recession. The main drag on growth in 1Q
was probably private consumption, which weakened signifi-
cantly under record high interest rates and soaring prices.
Residential investment likely slowed, and given that firms’
own activity expectations have been weak, business invest-
ment probably fell.
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• Minutes show RBA maintained tightening bias

• RBA still sees “opposing forces” in the economy

• We forecast rates to remain unchanged at 7.25%

The minutes from the RBA’s June policy meeting were the
highlight in Australia last week. They acknowledged that in-
flation had risen to an “uncomfortably high rate” and showed
that officials are concerned that rising inflation expectations
may begin to affect wage and price setting behaviour; this
would prompt the RBA to review its current policy stance. We
maintain our forecast that the RBA will leave rates steady for
the remainder of 2008, but acknowledge the risk of an upward
move if domestic demand does not slow in line with the
RBA’s expectations.

RBA retains tightening bias
The minutes from the RBA’s June 3 Board meeting, at which
the policy rate was left at 7.25% for the third straight month,
indicated that officials balanced evidence of cooling domestic
demand against elevated inflation readings and the likely
boost to national income from the high and rising terms of
trade. Officials’ apparent anxiety about whether monetary
policy is restrictive enough, however, and the ongoing debate
about whether domestic demand will slow in line with fore-
casts, betrays the maintenance of a tightening bias. Rate cuts
anytime soon remain out of the question.

Indeed, the minutes delivered three messages. First, inflation
remains the central issue for policy consideration. Officials
expect an ugly 2Q CPI print and expect gasoline prices to add
0.25% points to the CPI. Second, officials still wonder whether
the current policy setting is sufficiently restrictive, even
though it seems to be delivering the desired moderation in
domestic demand growth. Third, the policy stance will be re-
viewed if demand does not slow as expected or expectations
of high inflation affect wage and price-setting behaviour. This
implies that the risks to the policy outlook are not two-sided
and that the RBA’s tightening bias remains firmly in place.

The minutes mentioned the “opposing forces” at work in the
economy. Domestic demand has cooled, but this is being off-
set by the positive terms of trade effect, which has been a
consistent theme in recent RBA commentary. In particular, the
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minutes refer to the weaker housing market dynamics, softer
consumer confidence readings, and the sharp slowdown in
growth in business credit, which is feeding into softer invest-
ment spending. The minutes highlight, though, that the labour
market remains healthy, although they follow data last week
showing that employment unexpectedly fell nearly 20,000 in
May.

We forecast that the RBA will leave the cash rate steady for
the remainder of 2008 but, with inflation expected to stay well
above 4% in the near term, and significant boosts to national
income to come from the July personal income tax cuts and
soaring export prices, the risk is that the RBA may have to
tighten policy again. The most likely trigger for a tightening
would be evidence of a rebound in the domestic economy.
RBA officials want to see a “significant” slowing in domestic
demand in order for inflation to begin its long journey back
into the 2-3% target range.

Data releases and forecasts
Week of June 23 - 27
Mon Sales of new motor vehicles
Jun 23 Units, seasonally adjusted
11:30am

Feb Mar Apr May

(%m/m) -2.5 0.7 -0.8 __
(%oya) 3.0 3.5 3.5 __

Review of past week’s data
WMI leading index
Seasonally adjusted

Feb Mar Apr
(%m/m) -0.1 -0.2 0.2 0.1 __ 0.4
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New Zealand
• NZ economy likely contracted in March quarter

• Current account expected to narrow in 1Q

• May trade balance should show a surplus

Key economic indicators were absent from the New Zealand
economic calendar last week, but this week brings the important
1Q GDP and current account numbers. The Kiwi economy prob-
ably contracted in 1Q, owing mainly to weaker private con-
sumption, but with a GDP contraction aso likely in 2Q, the
economy looks to be in the midst of a technical recession.

Kiwi economy likely contracted in 1Q
Owing mainly to weak private consumption, the New Zealand
economy probably contracted 0.4%q/q in 1Q after growing a
solid 1.0% in 4Q. Annual economic growth will probably have
slowed from 3.7% to 2.0%. The main drag on growth was prob-
ably private consumption, which weakened significantly under
record high interest rates and soaring prices for staples, such as
food. Reflecting the sharp housing market downturn, residential
investment likely slowed, and financial market uncertainty prob-
ably deterred business investment. Net exports also will have
subtracted from growth; export volumes slumped owing to the
drought as import volumes fell amid weak domestic demand.
Government spending probably made a positive contribution.

It now appears that the economy is in the midst of a recession.
Our forecast calls for another contraction in 2Q GDP of 0.1%q/
q. In particular, private consumption will have continued to face
significant headwinds as high borrowing costs and rising prices
eat into households’ disposable incomes. Negative wealth ef-
fects from the rapidly deteriorating housing market and the re-
cent softening in labour market conditions will also have damp-
ened consumer confidence and spending.

Kiwi current account gap likely narrowed
The current account deficit should have narrowed in 1Q to -
NZ$1.9bn from -NZ$3.4bn. The annual deficit should have
fallen to 7.6% of GDP from 7.9%, but the economy continues to
face the risk of a sharp reversal in capital flows if foreign inves-
tors lose confidence in the nation’s ability to meet its obliga-
tions. The key driver of the narrowing deficit will be an improve-
ment in the trade balance, a trend that should continue in 2008
as NZD depreciates, boosting exporters’ competitiveness, and
as imports slow in line with weakening in domestic demand.

May trade data on Friday should show the trade balance return-
ing to a small surplus of NZ$50mn from -NZ$334mn in April.
Exports should have risen marginally, while imports should
have slowed. Domestic demand should find some support from

 

-2

0

2

4

6

% change, chain volume
New Zealand: GDP growth

00 02 04 06 08

oya

q/q

the expected cuts to the OCR later this year. Exports should
benefit from the forecast NZD depreciation, but the impact of
an unexpectedly sharp slowdown in global demand, and the
impact of the recent drought on agricultural exports remain
key downside risks to the export outlook.

Data releases and forecasts
Week of June 23 - 27
Mon Credit card spending
Jun 23 Seasonally adjusted
03:00pm

Feb Mar Apr May

(%oya) 8.1 3.3 8.3 __

Thu Balance of payments
Jun 26 NZ$ mn, nsa
10:45am

2Q07 3Q07 4Q07 1Q08

Current account -2999 -5220 -3409 -1900

Fri Trade balance
Jun 26 Not seasonally adjusted
10:45am

Feb Mar Apr May

Exports ($NZ mn) 3699 3433 3795 3850
Imports ($NZ mn) 3455 3477 4129 3800
Trade balance ($NZ mn) 244 -44 -334 50

Fri Real GDP
Jun 27 Seasonally adjusted, production-based
10:45am

2Q07 3Q07 4Q07 1Q08
(%oya) 3.2 3.3 3.7 2.0
(%q/q) 0.9 0.5 1.0 -0.4

Review of past week’s data

Visitor arrivals
Not seasonally adjusted

Mar Apr May
Total (%m/m) -0.5 -11.8 __ 9.4

Net permanent immigration

Mar Apr May
Monthly (000s) -1.0 -1.3 __ -1.3
12 month sum (000s) 4.7 4.7 __ 4.9
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• Summer months to show a spike in headline inflation amid
a moderation in global growth

• Expecting a shift in risk bias from the FOMC; if this shift
is validated in data and financial markets, the Fed will
tighten later this year

• In Europe, tightening is expected from most central banks
during 3Q08

• Currency appreciation allows China to tighten monetary
policy gradually

• EM energy and food price subsidies remain firmly in place

There ain’t no cure for the summertime
blues
Global markets were rocked last summer by a credit crisis ema-
nating from US housing finance. The reverberations of this
shock have produced painful financial adjustments that are
weighing on growth. However, the global economy has dis-
played impressive resilience so far and financial market tur-
moil, by itself, does not appear to threaten the life of the ex-
pansion. Unfortunately, the reward for resilience has been a
significant rise in inflation that is set to intensify during the
coming months. Headline consumer price inflation in the de-
veloped economies is set to reach 4%oya next quarter, a level
last seen in 1991. In emerging markets, consumer price infla-
tion is headed for 8%oya. With a material downshift in global
growth also in the cards, it looks like we are entering a second
summer of discontent as stagflation adds insult to the still
significant injuries being inflicted by last year’s credit market
turmoil.

It is possible that these strains will be resolved by the

squeeze on purchasing power from higher inflation combining
with financial market tightening to produce a global recession.
Over a relatively short period of time, stagnant global demand
and sharply falling resource utilization rates could depress
pricing power and lower commodity prices, thus alleviating
the threat of global inflation. However, the risks of a global
recession have receded. While the US could contract, the ag-
gressive actions by its policymakers and impressive perfor-
mance by its nonfinancial sector—in controlling inventories,
interest expense, and profit margins—have lowered the risk of
deep cutbacks in jobs and output.

Elsewhere, the limited financial vulnerability of Asia and the
still healthy domestic demand dynamics across emerging mar-
kets point in the direction of moderation to trendlike growth.
This message is reinforced by the latest flow of activity indi-
cators, which show continued solid gains in Asian exports
and industrial activity into midyear. Consistent with past ex-
perience, China has shrugged off the global slowdown and is
powering ahead rapidly—a message driven home by the im-
pressive advance in its May data reports. Activity is slowing
across much of the rest of the emerging world, but EM IP
growth still was running at a 6% annualized pace over the lat-
est three months.

Absent a decisive turn toward weakness, central bankers face
a tough task finding the right balance. Our analysis suggests
that they have spent the past year focused on growth risks,
having eased policy rates far more than warranted by move-
ments in core inflation and resource utilization rates. Their
marked recent shift toward hawkish rhetoric reflects a belated
recognition that stances may require adjustment. In Emerging
Market economies where there is no significant recession fear,
this adjustment has begun. It is unlikely, however, that the
cumulative 50bp policy rate increase that we forecast for the
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group between now and year end will prove sufficient to off-
set pressures on core inflation and wages.

When the FOMC meets this week, no action or explicit policy
guidance should be expected from the meeting statement. In-
stead, the statement will signal that the Fed’s bias is no longer
skewed toward concern about growth and financial stability
and that it is committed to resisting an upcreep in inflation
expectations. Viewed against the backdrop of its current
stance—the fed funds rate stands below core inflation—this
would be an implicit signal of the path ahead for policy. If the
Fed’s shift in risk perception is validated by economic and
financial developments in the coming months, the Fed is sig-
nalling that the rate normalization process is likely to start be-
fore year end.

Rate hikes on tap in Western Europe
European policymakers face similar challenges, as they see
growth slowing in an environment in which inflation is rising
and inflation expectations are drifting higher. Relative to the
Fed, they have less concern about recession risks and finan-
cial stability. As a result, they are likely to respond to the in-
flation pressures by delivering modest rate hikes this summer.

Our ECB call recently was changed to incorporate a rate hike
in July. Recent developments point to similar moves in
Scandinavia and the United Kingdom. Throughout the current
financial crisis, the Riksbank and the Norges Bank have re-
mained more focused on inflation than have most developed
world central banks, with both continuing to raise their policy
rates. With the external backdrop now less threatening, we
expect the Riksbank and the Norges Bank to follow the ECB
and deliver one more rate hike in the near term.

The Bank of England faces the most difficult policy decision
in Europe. UK growth is forecast to nearly stall, as weak real
income growth, tighter credit, and falling home prices put the
squeeze on consumer spending. This slowdown is expected
to unfold against a backdrop of an inflation rate now forecast
to peak at 5%oya. Although business surveys are pointing to
just 1% GDP growth, the official data have yet to confirm a
downshift in consumer spending—witness last week’s surge
in May retail sales.

MPC communications have acknowledged that near-term in-
flation risks have intensified and have restated the BoE’s
commitment to meeting the inflation target in the medium term,
while trying to keep options open as to how that is achieved.
Although some MPC members considered voting for a rate
hike on June 5, the majority at that time appeared to be await-
ing an opportunity to ease. But with the credibility of the in-
flation target an issue by now, if the MPC meets next with
markets pricing in a rate hike, officials probably will deliver.
The race between inflation and growth risks is on and at the
moment, inflation is winning. As a result, we now assume a
25bp hike at the August meeting.

Rate hikes more urgent in India than China
JPMorgan recently revised up policy rate calls for both China
and India. For quite some time, both have been facing infla-
tion well above their central banks’ comfort zones. However,
the trajectory of inflation from this point is up in India and
down in China. In India, WPI inflation hit a 13-year high in
early June, and is likely to stay in double digits through the
third quarter. In China, by contrast, the government is so con-
fident that the food-driven inflation decline in the headline
May CPI will continue that it raised fuel prices last week. The
Chinese and Indian currencies have also parted ways, with
INR one of the weakest performers this year and CNY one of
the strongest.

So, while in both countries policy rates need to be increased,
the need to take action is much more pressing in India. Fol-
lowing the recent intrameeting repo rate hike, JPMorgan is
expecting 25bp hikes at the next two RBI quarterly policy
meetings. In the recent past, monetary tightening in India has
been through cash reserve requirement increases on the
banks, but our view is that rate hikes have now become more
likely. In contrast, China will continue to focus in the near
term on liquidity management. The balance of payments sur-
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plus is surging again, with May’s trade surplus again above
$20 billion and capital inflows intensifying. This will provoke
more fx intervention, plus sterilization and further increases in
the banks’ reserve requirement ratio. Officials are not expected
to raise rates until 4Q. China will hike rates more regularly next
year, however, raising the 1-year deposit rate 5.5% and real
rates thereby out of negative territory.

Cost of subsidies still increasing in EM
Recent weeks have been filled with news headlines about
governments in emerging economies—particularly in Asia—
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reducing energy subsidies as the burden on their budgets
becomes unbearable at current oil prices. But while it is true
that many countries are hiking retail fuel prices, such in-
creases are not matching the runup in oil prices in global mar-
kets over the past year, so overall subsidy costs continue to
move up. Moreover, some countries—like Malaysia and
Egypt—are using the savings from the recently announced
reductions in energy subsidies to provide additional food
subsidies and/or provide rebates to consumers. Overall, out
of the 28 EM countries most closely followed by JPMorgan,
23 maintain energy subsidies and 13 have food subsidies. Of
these, only four countries are expected to register a reduction
in the total cost of subsidies as a share of GDP in 2008 relative
to last year, while 19 are projected to see an increase—includ-
ing many where retail fuel prices are being hiked.

While subsidies are widely seen as a necessary policy tool to
protect consumers from the surge in inflation across the EM
world, the increase in their fiscal cost is putting pressure on
governments to reduce spending elsewhere in order to avoid
adding fuel to the inflation pressures through a resulting ex-
pansionary fiscal stance. Many governments, however, will
find it difficult to pursue fiscal tightening measures at a time
when fears persist about the impact of the ongoing global
growth deceleration.
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JPMorgan View - Global Markets
Inflation to get worse
• Equities and credit were down last week, while bonds are

up—a classical move when investors become more worried
about the economy. Last week’s move was largely brought
on by disappointing news from the financial sector. Our
overall asset allocation has suffered this month from being
long equities and credit against bonds. Further rises in infla-
tion this summer suggest keeping these directional expo-
sures small. Our trading strategy continues to perform well
though as the lion share of the risk we take is in country,
sector, and security selection.

• Our trading recommendations are arranged around four
themes: growth rotation, spread RV, momentum, and infla-
tion. Growth rotation denotes the spreading of growth weak-
ness from the US to Europe and Japan. Combined with
Europe’s greater focus on inflation control, it implies Euro-
pean underperformance in equities and credit vs North
America. It is more ambivalent in bonds and currencies
where we see range trading.

• Our spread trades are largely focused on normalization, sup-
ply and carry. In the US, we are overweight AAA ABS,
MBS, and CMBS. Across markets, we are medium-term long
swaps vs govies, especially as the short end, where spreads
have lagged and remain just below crisis levels. Our Libor/
OIS tightener is working. Within credit, we take profit on the
long in cash bonds vs CDX in HG, but keep the long in
loans versus bonds in HY.

• Momentum remains a more reliable trading signal than value,
suggesting further strength in energy sectors against
financials, at least near term. Momentum is negative on the
short-end of bond curves and is currently offset by value-
based positive bias on the money market. Stay neutral.

• Inflation is our last major theme. The obvious trade to be
long linkers continues to work. From a macro basis, rising
inflation is seen as a negative for both equities and bonds,
given the oil shock experience of the 1970s. We agree it is
bad for bonds and are short duration especially in EM, but
also in 10-year USTs. The impact on equities is a lot more
ambiguous, as inflation is to us mostly a result of strong glo-
bal demand, which is positive for equities until central banks
call a halt to the party, something they have barely started.

Fixed income
• Bond markets rallied back  as the dire news from financials

dominated the inflation news. Year to date, bond returns re-

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

United States 4.22 4.10 4.15 4.25 4.30
Euro area 4.63 4.60 4.55 4.45 4.45
United Kingdom 5.15 5.30 5.30 5.10 5.00
Japan 1.76 1.50 1.60 1.60 1.85

Equities
Current YTD Return (local currency)

S&P 1327
Topix 1357
FTSE 100 5621
MSCI Eurozone 196
MSCI Europe 1296

Credit markets
Current Dec 08

US high grade (bp ov er UST) 227 200
US high grade (bp ov er sw aps) 148 135
Euro HG corp (bp ov er sw aps) 87 65
USD high y ield (bp v s. UST) 642 800
EMBIG (bp v s. UST) 274 250

Foreign exchange
Current Sep 08 Dec 08 Mar 09 Jun 09

EUR/USD 1.56 1.55 1.50 1.45 1.42
USD/JPY 107 108 110 112 115
GBP/USD 1.98 1.94 1.85 1.81 1.80

Commodities
Quarterly Average

Current Sep 08 Dec 08
WTI oil $/bbl 135 95 92
Gold ($/oz) 903 915 900
Copper($/m ton) 8496 8800 8000
Corn ($/Bu) 7.57 6.15 6.30
Source: JPMorgan, Bloomberg, Datastream

-13.6%

-7.6%
-5.9%
-9.5%

-16.3%

main in negative territory. Our central bank forecasts point
to good value at the short end of most bond curves, as we
project less tightening than is generally priced in. But nega-
tive momentum, and the realization that markets tend to
underpredict central bank moves keep us neutral here. We
do have shorts in EM and on the 10-year UST. Our main
trading strategy is focused on relative value, with spread
tighteners in most markets and long-end flatteners in the
US. We remain light on carry trades as uncertainty on how
central banks will deal with inflation will keep volatility high.

Equities
• Equities continue to decline driven by worries about

financials. Expectations about the 2Q reporting season have
fallen sharply over the past weeks, pointing to a 9% oya
decline in the S&P500 2Q EPS. The biggest downward revi-
sions were in financials (from -31% oya on Apr 1 to -52% on
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Jun 19) and consumer sectors (from 6% to -6%). In contrast,
2Q EPS forecasts for the US energy sector (we remain over-
weight) were raised 12%.

• We remain long equities on the view that central banks are not
yet inclined to tighten aggressively, 2Q earnings will likely
come in line or better than consensus (we forecast $22.7 for the
S&P500 2Q EPS vs a consensus of $22.3), cash balances are
still elevated as indicated by the most recent fund manager sur-
veys, and M&A activity remains strong globally at a pace that
is close to the peak seen in the first half of 2007. But with sig-
nificant upside risks to inflation readings over the next few
months and current negative earnings momentum, we recom-
mend only a small exposure to directional trades and prefer to
express our long in equities against bonds rather than cash.

• We stay with our regional, sectoral, and style recommenda-
tions, most of which are doing well. Across regions, we un-
derweight Europe vs the US, as Europe is facing weaker eco-
nomic numbers and the US is benefiting from accommodative
fiscal and monetary policy. We stay long EM vs developed
markets as the former is benefiting from sustained strong
growth and growth-sensitive central banks. We overweight
cyclicals vs noncyclicals as global growth is set to outper-
form expectations in 2H. We especially like IT which, benefits
from strong fundamentals, conservative growth expectations,
and attractive valuations. We stay long growth vs value as
the trend for this trade that started in May of last year re-
mains intact. We also stay overweight small caps in the US,
but, as with large caps, we are more cautious in Europe,
where a Spanish underweight remains our highest conviction
country recommendation.

• Within EM, we have upgraded China to overweight and
downgraded Brazil and South Africa to underweight. This is
a contrarian call motivated by extreme market positioning and
relative valuations.

Credit
• We remain long in credit focusing on US HG credit, mostly

for carry. We still favor positive-carry maturity steepeners in
HG and continue to overweight US credit vs Europe for the
same reasons as in equities. CDS continued to underperform
cash bonds in Europe last week but not in the US.  Although
the bond-CDS basis narrowing trade has been working rela-
tively well over the past month, we prefer to take profit as the
trade has become very crowded.

• In US HY, we tactically add a long in BBs vs Bs as the spread
between the two has tightened too much to 100bp currently
vs 200bp two months ago. We also remain  long cash loans

vs bonds. This trade is likely to do well in an inflationary envi-
ronment, where floating-rate loans benefit from higher interest
rates, or a weak growth environment, where investors are
likely to favour loans due to their higher credit quality.

Foreign exchange
• Fx price action continues to be driven by the relative moves

in yield spreads. USD has pared its gains as market expecta-
tions for aggressive Fed rate hikes receded over the past
week. The FOMC provides the next test for USD sentiment,
though we believe that the Fed statement is unlikely to lead
to a significant shift in US rate expectations, keeping USD
firmly entrenched in its recent ranges. Despite the recent
uptick in equity market volatility, carry trades have once
again found favour, while JPY remains under pressure. We
have consequently closed out short EUR/CHF and AUD/CAD.

• We remain comfortable with the theme of central bank diver-
gence in a rising inflation world and on balance, this strategy
continues to perform. We continue to express tactical EUR
bullishness against those currencies where central bank
policy is heading in a different direction. Maintain long EUR/
JPY and EUR/NZD exposures. The fx market remains a ba-
rometer of central bank credibility at the moment; the ECB
remains marginally ahead of the Fed.

• As in G-10, many EM currencies are trading in line with their
position on a real rates/central bank credibility grid. BRL re-
mains relatively firm compared to the moves seen in other
high-yielders such as ZAR and TRY, and we expect the
COPOM commitment to further hikes to continue to weigh on
USD/BRL. PLN looks the next best position for modest
strength given reasonably strong growth and likely central
bank tightening. Positions are surprisingly light on our client
surveys, which suggests limited vulnerability if vol rises fur-
ther.

Commodities
• Crude has remained in its recent ranges. Energy markets fo-

cus on the oil summit in Jeddah. Prices weakened on Thurs-
day on news that China would allow domestic refiners to in-
crease product prices, which may slow demand. Energy prices
remain ripe for a retrace-ment, although products should con-
tinue to outperform crude. The bear market case for crude still
rests on weakening demand. OECD appetite will no doubt
contract further at current prices, but softer emerging market
consumption remains the prerequisite for a move lower. Pre-
cious metals followed the wider energy/USD trends but in-
vestor demand remains muted. We continue to expect gold to
average around $900 for the rest of the year.
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• Market pares back chances of RBA rate hike this year

• NZ economy expected to contact in 1Q and 2Q

• Rising inflation will deter RBNZ rate cut in July

Market commentary
Australia

In an otherwise deathly-quiet week for local markets, the
release of the RBA’s June board meeting minutes was the
modest highlight. The appearance of the minutes on Tuesday,
though, did shake up rate and FX markets, with the initial
reports of the minute’s content suggesting RBA officials
suspected they had done enough to slow demand sufficiently
to bring inflation back into the target range. On closer,
inspection, though, the minutes revealed little that had
changed from the previous policy decision in May—rates are
on hold, but the RBA retains a tightening bias.

The minutes delivered three clear messages. First, inflation
remains the central issue for policy consideration, not the
recent evidence that growth in the domestic economy has hit
the ground with a thud. Second, officials still wonder whether
the current policy setting is restrictive enough, even though
the current setting seems likely to deliver the desired
moderation in growth in domestic demand. Indeed, there was
no indication that officials believe they may have tightened
too much. Third, the policy stance will be reviewed if demand
does not slow as expected or expectations of high inflation
affect wage and price setting behaviour—this implies that the
risks to the policy outlook are not two-sided.

We forecast that the RBA will leave the cash rate unchanged
for the remainder of 2008 but, with inflation to stay well above
4% in the near term, and significant boosts to national income
to come from the July personal income tax cuts and soaring
export prices, the risk is that the RBA may have to tighten
policy again. The most likely trigger for a tightening would be
clear evidence that growth in the domestic economy had
rebounded, triggered by the tax cuts or the stimulus from the
booming export sector. RBA officials still want to see a
“significant” slowing in domestic demand; only this will see
inflation begin its long journey back into the 2-3% target
range. The RBA seems to be signalling that an uncomfortably
high 2Q CPI print will not be a trigger for a rate hike.

The Aussie 3s 10s curve steepened early in the week, but
flattened towards week’s end to end the week broadly

unchanged at -30. Indeed, the curve remains deeply inverted.
The market pared back expectations that the RBA would
tighten policy again this year, in the wake of initial news wire
reports suggesting that the RBA’s minutes from the June
Board meeting had a dovish bias. The futures market now
fully prices a rate hike by December—previously, a rate hike
was fully priced by September. Two weeks ago, the market
was pricing at least two 25bp rate hikes.

AUD rebounded last week despite more muted market
expectations for RBA rate hikes and shifting views in favour
of earlier official rate hikes overseas. AUD started the week
below 93.5 US cents but ended the week above 95 US cents.

New Zealand

It now appears that the New Zealand economy is in the midst
of a recession. Our forecast calls for the economy to contract
0.4%q/q in 1Q, and again in 2Q by 0.1%. Private consumption
will remain a key drag on economic growth in 2H. Consumers
are facing significant headwinds owing to high borrowing
costs, rising prices, the rapidly deteriorating housing market,
and the recent softening in labour market conditions. Reflect-
ing the sharp housing market downturn, residential invest-
ment will remain subdued, and ongoing financial market un-
certainty probably will keep a lid on business investment.
Government spending should make a positive contribution in
this election year.

Still, widespread inflation pressures will prevent the RBNZ
from cutting the OCR in the very near term. Pipeline pressures
continue to build, nontradables inflation remains elevated,
and inflation expectations are rising. The RBNZ expects an-
nual CPI to peak at 4.7% in 3Q, before returning to within the
target 1-3% band in the medium term. We forecast that the
RBNZ will cut the OCR 25bp in September and December, and
again in 1Q09.

The NZD gained nearly 2% against the US dollar over the
week, recovering the previous week’s losses to finish above
76 US cents. The yield on 90-day bank bills slipped 4bp to end
the week near 8.65% in very light trading. Expect relatively
little action in Kiwi financial markets until later this week when
the 1Q current account and GDP numbers come to hand.
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Trade recommendations

• Retain short Aussie Dec.‘08 long Dec.‘09 bank bills. Estab-
lished last week at at -12 (with target of -30 and stop loss of
-4), currently trading at -16, for a gain of 4bp.

• Receive 2yr fwd 2yr swap at 7.32% and pay 5yr fwd 2yr
swap at 7.18%. Current spread -14, stop loss -28, take profit
+14. This is a good medium term trade taking advantage of
particular points on the curve that represent relative value
and that the curve should continue to steepen given that
we are nearing an easing cycle.
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2007 2008 2009 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09 2Q09 1Q08 2Q08 4Q08 2Q09
The Americas
United States 2.2 1.6 2.1 0.6 0.9 1.0 1.5 1.0 2.0 3.0 4.2 4.1 ↑ 4.0 ↑ 2.6
Canada 2.7 1.1 ↑ 2.4 ↑ 0.8 -0.3 0.8 ↑ 1.5 2.3 2.5 2.8 1.8 1.9 2.4 1.7
Latin America 5.3 4.0 4.0 5.7 ↓ 2.0 3.0 3.5 ↑ 4.4 3.9 ↓ 4.1 ↓ 6.3 7.3 7.1 6.1

Argentina 8.7 6.5 3.0 7.3 ↓ 2.6 ↑ 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 2.9 2.5 4.6 4.4 4.1 3.8 4.6 5.4 5.8 5.3
Chile 5.1 3.5 3.5 ↓ 3.4 5.8 5.0 1.0 5.0 4.0 ↓ 4.0 ↓ 8.0 8.5 6.4 4.3
Colombia 7.5 5.0 5.0 6.8 6.1 5.9 5.5 5.1 4.5 5.0 6.1 6.3 5.8 4.5
Ecuador 2.0 2.5 2.5 5.0 2.0 1.5 1.0 1.0 2.5 3.5 5.3 9.1 ↑ 9.8 ↑ 5.3 ↑

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 8.5 ↑ 6.0 10.5 7.5 ↓ 7.4 ↑ 5.9 ↑ 4.8 ↑ 6.5 7.0 4.8 5.5 ↑ 4.8 2.5 ↓

Venezuela 8.4 3.5 3.5 13.1 -12.5 4.5 7.5 10.0 -2.5 2.5 26.2 29.3 30.0 30.5
Asia/Pacific
Japan 2.0 1.4 1.4 2.9 4.0 -1.5 0.8 1.3 1.8 1.8 1.0 1.4 2.0 1.3
Australia 4.3 3.3 2.7 2.7 2.5 4.0 2.9 3.4 2.9 1.6 4.2 3.8 3.7 2.7
New Zealand 3.1 0.8 ↓ 1.8 ↓ 4.1 -1.7 ↓ -0.2 ↑ -0.1 ↓ 0.3 ↓ 2.2 ↑ 3.6 ↑ 3.4 3.3 ↑ 4.0 ↑ 4.0 ↑

Asia ex. Japan 8.8 7.4 7.5 7.3 7.9 6.3 7.5 7.1 7.0 7.5 6.3 7.1 ↑ 5.9 ↑ 4.6 ↑

China 11.9 10.5 9.8 9.2 10.5 10.8 11.7 10.2 9.1 9.1 8.0 7.9 ↑ 5.5 ↑ 4.9 ↑

Hong Kong 6.4 4.8 5.0 6.6 7.3 -1.0 3.5 3.0 5.5 8.0 4.6 5.4 3.1 2.4
India 9.0 7.0 8.0 8.5 8.8 6.4 6.0 5.6 5.9 8.0 6.3 7.8 7.8 5.6
Indonesia 6.3 5.3 ↓ 5.2 5.1 5.9 5.0 3.0 4.5 5.0 5.0 7.6 12.4 14.2 8.3
Korea 5.0 4.4 5.0 6.4 3.3 2.5 3.5 4.5 5.5 5.5 3.8 4.7 4.1 3.1
Malaysia 6.3 5.2 5.5 7.0 6.4 2.4 2.0 2.4 7.4 7.4 2.6 4.7 ↑ 7.9 ↑ 6.0 ↑

Philippines 7.2 4.0 4.5 5.1 4.3 2.0 4.0 4.0 4.0 5.9 5.5 8.5 8.0 4.3
Singapore 7.7 4.6 5.7 -4.8 14.6 -1.6 5.3 4.5 7.0 7.0 6.6 6.8 4.9 1.9
Taiwan 5.7 4.3 5.0 2.3 3.0 0.5 5.8 6.5 4.8 4.8 3.6 4.1 2.1 2.8
Thailand 4.8 4.6 5.0 7.4 5.6 3.0 5.0 6.0 4.5 4.5 5.0 6.0 5.9 4.5

Africa
South Africa 5.1 3.3 3.5 5.3 2.1 3.8 1.5 1.1 4.5 4.1 9.9 11.4 12.5 ↑ 9.2 ↑

Europe
Euro area 2.6 1.8 1.2 ↓ 1.3 3.2 0.5 1.2 1.2 1.0 1.5 3.4 3.5 3.5 ↑ 2.6 ↑

Germany 2.6 2.2 1.6 1.1 6.3 -0.8 1.5 1.6 1.8 2.0 3.1 3.1 ↑ 2.9 ↑ 1.9
France 2.1 1.8 1.6 1.4 2.6 1.0 1.5 1.4 1.5 1.8 3.3 3.6 ↑ 3.3 ↑ 2.3 ↑
Italy 1.4 0.5 1.0 -1.6 1.9 0.5 0.5 0.8 1.0 1.2 3.3 3.7 3.6 ↑ 2.7 ↑

Norway 6.3 3.2 2.3 4.4 0.8 2.5 2.0 2.2 2.2 2.5 3.5 3.3 3.7 3.8
Sweden 2.9 2.0 2.2 2.8 1.6 1.7 1.5 2.0 2.2 2.5 3.2 3.8 3.6 2.7
Switzerland 3.1 2.1 1.4 3.8 1.3 1.0 1.0 1.3 1.3 1.5 2.5 2.7 2.9 1.9
United Kingdom 3.0 1.7 1.2 2.5 1.6 1.0 0.5 0.5 1.0 2.0 2.4 3.0 4.1 3.0
Emerging Europe1 6.5 6.0 5.6 ↓ 11.6 ↓ 2.8 ↑ 7.9 4.3 11.0 0.5 7.4 9.3 10.3 ↑ 9.3 7.8

Bulgaria 6.2 5.2 5.5 … … … … … … … … … … …
Czech Republic 6.6 5.0 4.5 5.4 3.6 5.1 5.0 5.0 4.2 4.0 7.4 6.9 5.9 3.3
Hungary 1.3 2.0 2.8 0.5 ↑ 1.2 ↓ 3.0 2.8 2.9 2.8 2.8 6.9 6.9 ↑ 6.1 ↑ 4.5 ↑

Poland 6.6 5.8 5.2 ↓ 7.4 5.7 5.0 4.5 5.5 5.3 5.5 4.1 4.2 4.2 ↑ 3.7
Slovak Republic 10.4 7.5 5.5 14.0 -3.1 7.5 10.5 12.0 -5.0 6.0 4.0 4.5 4.3 3.2
Romania 6.0 7.0 4.0 … … … … … … … 8.0 8.7 6.4 5.8
Russia 8.1 7.8 7.0 16.8 ↓ 0.9 ↑ 11.2 4.0 17.0 -3.0 10.3 12.9 14.8 13.2 11.4
Turkey 4.5 3.8 5.2 … … … … … … … 9.6 10.5 10.3 8.6

Global 3.5 2.6 2.6 2.7 2.8 ↑ 1.6 2.2 2.4 2.3 3.1 4.0 4.3 ↑ 4.2 ↑ 3.1 ↑

Developed markets 2.5 1.7 1.7 1.4 2.1 0.5 1.2 1.2 1.6 2.2 3.2 3.3 3.5 ↑ 2.4 ↑

Emerging markets 7.5 6.2 6.2 7.6 ↓ 5.5 ↑ 5.7 5.9 ↑ 7.0 5.1 6.6 6.9 7.8 ↑ 6.9 ↑ 5.6 ↑

% 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 3.68 -104 3.68 3.89 3.92 4.02 4.23
    excluding US GDP-weighted average 4.47 1 4.48 4.66 4.72 4.75 4.81
Developed GDP-weighted average 2.77 -137 2.77 2.96 2.96 3.06 3.30
Emerging GDP-weighted average 7.38 32 7.40 7.65 7.85 7.95 8.01

The Americas GDP-weighted average 2.89 -271 2.89 3.15 3.19 3.39 3.80
United States Federal funds rate 2.00 -325 30 Apr 08 (-25bp) 16 Sep 08 (+25bp) 2.00 2.25 2.25 2.50 3.00
Canada Overnight funding rate 3.00 -150 22 Apr 08 (-50bp) on hold 3.00 3.00 3.00 3.00 3.00
Brazil SELIC overnight rate 12.25 75 4 Jun 08 (+50bp) 23 Jul 08 (+50bp) 12.25 13.25 14.00 14.00 14.00
Mexico Repo rate 7.75 50 20 Jun 08 (+25bp) 15 Aug 08 (+25bp) 7.75 8.00 8.00 8.00 8.00
Chile Discount rate 6.75 125 10 Jun 08 (+50bp) 10 Jul 08 (+50bp) 6.75 7.50 7.50 7.50 7.25
Colombia Repo rate 9.75 50 22 Feb 08 (+25bp) 20 Jun 08 (+25bp) 10.00 10.00 10.00 9.75 9.75
Peru Reference rate 5.75 100 12 Jun 08 (+25bp) 4Q 08 (+25bp) 5.75 5.75 6.00 6.00 5.75

Europe/Africa GDP-weighted average 4.57 -2 4.58 4.83 4.84 4.85 4.83
Euro area Refi rate 4.00 0 6 Jun 07 (+25bp) 3 Jul 08 (+25bp) 4.00 4.25 4.25 4.25 4.25
United Kingdom Repo rate 5.00 -75 10 Apr 08 (-25bp) 7 Aug 08 (+25bp) 5.00 5.25 5.25 5.25 5.25
Sweden Repo rate 4.25 75 13 Feb 08 (+25bp) 3 Jul 08 (+25bp) 4.25 4.50 4.50 4.50 4.50
Norway Deposit rate 5.50 75 23 Apr 08 (+25bp) 13 Aug 08 (+25bp) 5.50 5.75 5.75 5.75 5.75
Czech Republic 2-week repo rate 3.75 50 7 Feb 08 (+25bp) 25 Sep 08 (+25bp) 3.75 4.00 4.00 3.75 3.75
Hungary 2-week deposit rate 8.50 75 26 May 08 (+25bp) 23 Jun 08 (+25bp) 8.75 9.00 9.00 9.00 8.75
Poland 7-day intervention rate 5.75 100 26 Mar 08 (+25bp)  25 Jun 08 (+25bp) 6.00 6.25 6.25 6.25 6.00
Russia 1-week deposit rate 4.00 75 9 Jun 08 (+25bp) Aug 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) on hold 4.25 4.25 4.25 4.25 4.25
South Africa Repo rate 12.00 200 12 Jun 08 (+50bp) 14 Aug 08 (+50bp) 12.00 12.50 12.50 12.50 12.50
Switzerland 3-month Swiss Libor 2.75 25 13 Sep 07 (+25bp) on hold 2.75 2.75 2.75 2.75 2.75
Turkey Overnight borrowing rate 16.25 -125 16 Jun 08 (+50bp) 3Q 08 (+50bp) 16.25 16.75 16.75 16.75 16.00

Asia/Pacific GDP-weighted average 3.64 10 3.65 3.70 3.79 3.85 4.06
Australia Cash rate 7.25 75 4 Mar 08 (+25bp) on hold 7.25 7.25 7.25 7.25 7.25
New Zealand Cash rate 8.25 0 26 July 07 (+25bp) 10 Sep 08 (-25bp) 8.25 8.00 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) 17 Sep 08 (+25bp) 3.50 3.75 3.75 4.00 4.50
China 1-year working capital 7.47 45 20 Dec 07 (+18bp) 4Q 08 (+27bp) 7.47 7.47 7.74 8.01 8.28
Korea Base rate 5.00 0 9 Aug 07 (+25bp) 2Q 09 (+25bp) 5.00 5.00 5.00 5.00 5.25
Indonesia BI rate 8.50 25 5 Jun 08 (+25bp) 3 Jul 08 (+25bp) 8.50 9.00 9.25 9.50 9.50
India Repo rate 8.00 25 11 Jun 08 (+25bp) Jul 08 (+25bp) 8.00 8.25 8.50 8.50 8.50
Malaysia Overnight policy rate 3.50 0 26 Apr 06 (+25bp) 25 Jul 08 (+25bp) 3.50 4.00 4.00 4.00 4.00
Philippines Reverse repo rate 5.25 -75 5 Jun 08 (+25bp) 17 Jul 08 (+25bp) 5.25 5.50 5.75 5.75 5.75
Thailand 1-day repo rate 3.25 0 18 July 07 (-25bp) 16 Jul 08 (+25bp) 3.25 3.50 4.00 4.00 4.00
Taiwan Official discount rate 3.50 38 27 Mar 08 (+12.5bp) 26 Jun 08 (+12.5bp) 3.625 3.75 3.875 4.00 4.125
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

Real GDP (1995-96 prices) 3.1 0.8 1.8 3.6 2.0 4.1 -1.7 -0.2 -0.1 0.3 2.2 3.6 2.5 3.6

Private consumption 4.3 -0.5 1.2 2.2 1.5 2.0 -4.6 -0.1 -0.5 0.5 0.7 2.1 2.9 3.3
Fixed Investment 4.5 0.7 1.6 -2.7 1.5 19.4 -7.2 -5.5 2.4 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 3.4 2.4 -6.4 0 26.9 -3.2 -2.4 4.4 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 8.2 1.7 4.7 8.5 1.5 33.2 -0.9 -4.3 -2.2 5.0 5.1 3.5 2.5
Exports of goods & services 3.5 1.4 3.0 -3.3 -0.4 23.2 -13.2 4.1 3.1 2.5 2.5 3.1 3.6 3.7

Imports of goods & services 8.8 3.4 1.0 11.0 2.9 18.5 -3.7 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 1.3 4.6 4.7 7.8 0.3 -1.4 0.4 -0.1 0.7 2.8 3.3 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 -0.9 0.6 -4.9 -1.2 0.2 -3.1 1.1 0.9 0.6 0.6 0.4 0.3 0.2
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 4.2 3.8 4.0 2.0 4.8 3.4 3.9 5.0 4.4 3.2 3.5 3.5 3.2

%oya 2.4 4.2 3.8 2.0 1.8 3.2 3.4 3.3 4.1 4.0 4.1 4.0 3.7 3.4
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 -13.1 -10.6 -3.5 -3.6 -3.1 -3.4 -3.3 -3.2 -3.2 -2.9 -2.8 -2.6 -2.3

as % of GDP -8.1 -7.3 -5.6 -8.4 -8.4 -7.0 -7.6 -7.4 -7.2 -7.0 -6.2 -6.0 -5.5 -4.8
Yield on 90-day bank bill (%)* 8.4 8.5 7.7 8.2 8.7 8.8 8.8 8.7 8.5 8.2 8.0 7.8 7.6 7.5

10-year bond yield (%)* 6.3 6.3 5.7 6.4 6.4 6.4 6.4 6.4 6.3 6.2 6.0 5.7 5.5 5.5
US$/NZ$* 0.74 0.75 0.68 0.74 0.74 0.76 0.79 0.76 0.74 0.72 0.70 0.68 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 3.9 4.5 3.6 3.5 3.4 3.6 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

2007 2008 2009 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Chain volume GDP 4.3 2.8 2.6 4.5 4.9 2.7 2.5 1.3 2.6 3.2 3.2 2.0 2.4 2.3

Private consumption 4.6 3.4 1.8 3.3 4.7 6.3 2.8 1.2 2.8 2.0 1.2 1.6 2.0 2.4
Construction investment 9.7 3.6 3.7 4.1 10.0 -5.5 7.9 1.8 6.1 3.0 5.1 2.0 1.9 5.9
Equipment investment 7.7 3.9 3.4 26.7 -11.2 16.1 -6.0 4.3 13.2 4.2 -2.1 4.2 0.0 8.6
Public investment 5.4 11.9 5.8 82.8 -29.8 28.0 25.9 3.5 5.8 5.7 5.8 6.0 6.3 6.7
Government consumption 2.2 4.5 3.4 0.6 5.8 6.5 1.4 6.7 5.4 3.7 3.5 2.2 1.8 2.2

Exports of goods & services 3.2 2.5 4.6 3.5 8.1 -2.8 2.1 2.4 4.1 6.1 4.1 4.1 6.1 4.1
Imports of goods & services 10.6 10.4 4.2 7.4 10.0 14.3 14.6 6.1 8.2 4.1 2.0 4.1 5.1 2.0

Contributions to GDP growth:
Domestic final sales 5.2 4.2 2.6 6.5 4.1 7.2 5.6 -1.1 4.8 2.9 2.2 2.3 2.1 3.7
Inventories 0.7 0.5 0.2 -1.0 1.4 -0.5 -0.1 3.5 -0.9 0.1 0.6 -0.1 0.4 -1.7
Net trade -1.7 -2.0 -0.1 -1.0 -0.7 -3.7 -2.9 -1.0 -1.2 0.2 0.3 -0.2 -0.1 0.3

GDP deflator (%oya) 3.8 3.3 2.6 4.1 3.3 3.5 3.5 3.7 3.4 2.8 2.6 2.6 2.6 2.5
Consumer prices (%oya) 2.3 3.9 2.7 2.1 1.9 3.0 4.2 3.8 4.0 3.7 3.0 2.7 2.6 2.5
Producer prices (%oya) 2.3 5.7 2.5 1.5 0.8 3.4 6.9 5.0 6.0 5.0 2.5 2.5 2.5 2.5
Trade balance (A$ bil, sa) -20.7 -29.9 -19.0 -4.5 -5.4 -7.0 -8.3 -7.7 -7.3 -6.5 -6.1 -5.3 -4.0 -3.7
Current account (A$ bil, sa) -67.0 -82.5 -82.1 -16.0 -16.3 -18.7 -19.5 -21.2 -20.8 -20.9 -21.1 -21.1 -20.5 -19.5

as % of GDP -6.2 -7.2 -6.8 -6.0 -6.0 -6.7 -6.9 -7.4 -7.2 -7.1 -7.1 -7.0 -6.7 -6.3

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 0.84 0.74 0.77 0.91 0.95 0.95 0.93 0.91 0.88 0.85 0.82 0.79
Commonwealth budget (FY, A$ bil) 17.2 16.8 21.7

as % of GDP 1.6 1.5 1.8
Unemployment rate 4.4 4.5 5.3 4.3 4.3 4.3 4.1 4.4 4.6 4.9 5.1 5.2 5.3 5.4
Industrial production 3.2 3.7 0.8 3.0 -0.1 5.5 6.7 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
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Australia and New Zealand economic calendar

 
 
 
 
 
 
 
 
 

Monday Tuesday Wednesday Thursday Friday 

 
23 Jun  
 
Australia: 
New motor vehicles sales 
(11:30am)  May  
 
New Zealand: 
Credit card spending (03:00pm)  
  May 
 
 
 
 
 

 
24 Jun  
 
 

 
25 Jun  
 
  

 
26 Jun  
  
New Zealand: 
Current account (10:45am)  
  1Q  -1900 NZ$ mn 
 

 
27 Jun  
 
New Zealand: 
Trade balance (10:45am)  
  May  50 NZ$ mn 
GDP (10:45am)  
  1Q  2.0 %oya 
 

 
30 Jun  
 
Australia: 
Private sector credit (11:30am)  
  May  
  
New Zealand: 
Building permits (10:45am)  May  
NBNZ bus. conf. (03:00pm)  Jun  
 
 
 
 
 

 
1 Jul  
 
Australia: 
RBA cash target (02:30pm)  Jul  
RBA comm. index (04:30pm)  Jun  
 
 
 

 
2 Jul  
 
Australia: 
Building approvals (11:30am)  
  May  
Retail sales (11:30am)  
  May  
  

 
3 Jul  
 
Australia: 
Trade balance (11:30am)  
  May  
 
New Zealand: 
ANZ commodity price (03:00pm)  
  Jun  

 
4 Jul  
 
 
  
  

 
7 Jul  
 
Australia: 
ANZ job ads (11:30am)  Jun  
Foreign reserves (04:30pm)  Jun  
 
 
 
 
 
 
 
 
  

 
8 Jul  
 
Australia: 
NAB business confidence 
(11:30am)  Jun  
 
New Zealand: 
NZIER bus. opinion survey 
(10:00am)  2Q  

 
9 Jul  
 
Australia: 
Westpac consumer confidence 
(10:30am)  Jul  
Housing finance (11:30am)  
  May  
  

 
10 Jul  
 
Australia: 
Consumer inflation expectation 
(11:00am)  Jul  
Unemployment rate (11:30am)  
  Jun  
  
New Zealand: PMI (12:00pm)  Jun 
 

 
11 Jul  
 
 
  

 
14 Jul  
 
New Zealand: 
QV house prices Jun  
Retail sales (10:45am)  
  May  
 
 
 
 
 
 
 
 

 
15 Jul  
 
New Zealand: 
CPI (10:45am)  
  2Q  
  

 
16 Jul  
 
Australia: 
Westpac leading index (10:30am)  
  May  
 

 
17 Jul  
 
  

 
18 Jul  
 
Australia: 
Export price index (11:30am)  2Q  
Import price index (11:30am)  2Q  
  

Highlighted 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

30 June
Euro area
• HICP flash (Jun)

Germany
• Retail sales (May)

Japan
• Housing starts (May)
• PMI mfg (Jun)

Korea
• IP (May)

Turkey
• GDP (1Q)

United States
• Chicago Fed business

survey (Jun)

1 July
Australia: RBA meeting

Brazil: IP (May)

China: PMI mfg (Jun)

Euro area
• PMI mfg final (Jun)

Germany
• Employment (May)
• Unemployment (Jun)

Japan
• BoJ Tankan (2Q)
• Nominal wages (May)

Korea
• CPI (Jun)
• Trade balance (Jun)

UK: PMI mfg (Jun)

United States
• Const spend (May)
• ISM mfg (Jun)
• Vehicle sales (Jun)

30 June - 4 July 2 July
Singapore
• PMI (Jun)

United States
• ADP employment (Jun)
• Factory orders (May)

4 July
Canada
• Ivey PMI (Jun)

Germany
• Mfg orders (May)

3 July
Euro area
• PMI services final (Jun)
• Retail sales (May)
• ECB meeting

Indonesia
• BoI meeting

Sweden
• Riksbank meeting

United Kingdom
• PMI services (Jun)

United States
• Employment report (Jun)
• ISM nonmfg (Jun)

23 June
Belgium
• BNB business surv (Jun)

Euro area
• PMI flash (Jun)

Germany
• CPI prelim/6 states (Jun)
• IFO business surv (Jun)

Hungary
• NBH meeting

Japan
• MoF business outlook

survey (2Q)

Mexico
• Trade balance (May)

24 June
France
• INSEE business surv

(Jun)

Mexico
• CPI (Jun)

Slovak Republic
• NBS meeting

Taiwan
• Export orders (May)
• IP (May)

United Kingdom
• BBA loan approvals

(May)

United States
• OFHEO HPI (Apr)
• S&P/C-S HPI (Apr)

23 - 27 June
United Kingdom
• Nationwide HPI

(Jun)

25 June
Euro area
• Industrial orders (Apr)
• Trichet speech

Japan
• Shoko Chukin (Jun)
• Trade balance (May)

Norway
• Norges bank meeting

Poland
• NBP meeting

South Africa
• CPIX (May)

United States
• Durable goods (May)
• New home sales (May)
• FOMC meeting

27 June
Euro area
• EC business surv (Jun)
• Trichet speech

France: GDP final (1Q)

Japan
• Core CPI (May)
• Hhold spending (May)
• IP (May)
• Retail sales (May)
• Unemployment (May)

United Kingdom
• GDP (1Q)

United States
• Agriculture prices (Jun)
• Consumer sent (Jun)
• Personal income (May)

26 June
Czech Republic
• CNB meeting

Euro area
• M3 (May)

Italy
• ISAE business surv (Jun)

Taiwan
• CBC meeting

United States
• Existing home sales

(May)
• Real GDP final (1Q)

JPMorgan Chase Bank, New York
Sam Conway (1-212) 834-9123
samuel.e.conway@jpmorgan.com
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