
Summary
• After a flood of Australian economic data in recent weeks, and an ava-

lanche of RBA commentary, the river runs dry this week. In fact, the eco-
nomic data flow almost is nonexistent, with just the WMI leading index to
keep the punters interested. We’re not - this thing never moves markets.
Tuesday, though, sees the release of the minutes from the RBA’s August
Board meeting. There is, however, little that can be added to the policy de-
bate; recent RBA commentary clearly has identified the shift in policy bias
from “easy” to “neutral”. This shift was reinforced firmly by Governor
Stevens in his Parliamentary testimony last Friday - Mr. Stevens indicated
that the cash rate will not be kept an “emergency” setting of 3% for much
longer. There is, though, no rush; the first tightening probably will come in
February 2010. Apart from this week’s Board minutes, there are a couple of
stray speeches on the agenda. RBA Assistant Governor Dr. Malcolm Edey
speaks on the global financial crisis on Wednesday, and Treasury Secretary
Ken Henry speaks later the same day on the implications of his tax review.

• We are pushing through three important changes to our Aussie economic
forecasts this week. First, we are upgrading expected GDP growth for 2009
and 2010. Second, we have lowered our expected peak in the unemployment
rate from 9% to 8%. Third, we dragged forward our RBA call to February
2010; previously, we had the tightening cycle kicking off in June. See the
research note from page 4 for details.

• In New Zealand, the economic calendar was quiet last week until the re-
lease on Friday of the June quarter retail sales numbers. Ex-auto sales again
were weak in value terms, falling 0.4% over the month. Volumes, though,
grew by 0.4%q/q, as we had expected, which will buoy the consumption
component of GDP in 2Q09.

• Last week’s data continued to build the case for a second-half bounce in glo-
bal growth, led by a revival in the manufacturing sector. As more 2Q GDP
reports come in, it is becoming clear that a substantial number of countries
already had emerged from recession last quarter, including Germany and
France, a broad swath of Emerging Asia and, as we are likely to learn today,
Japan. What is more, the composition of these reports is constructive, with
final demand tending to be firmer than expected, accompanied by a large
drag from business inventories. Newly released June data point to a gargan-
tuan, 8.6% plunge in US business inventories in 2Q.

• This combination of firming final demand and plunging inventories has set
the stage for a powerful lift in global industry, as firms begin to close the
gap between the level of output and sales. As each week passes, we get more
confident in our prediction that global manufacturing output is set to boom
at an 8% annual rate in 2H09. Leading indicators already pointing in this
direction include our global PMI order to inventory ratio, and the continued
robust momentum in Asian exports. Last week’s IP reports delivered the
first concrete downpayment on the 2H forecast, with output surging at a
nearly 1%m/m pace in both the US and China in July.
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In a quiet week, the modest highlight will be the release of the RBA Board
minutes on Tuesday. The policy announcement two weeks ago highlighted the
RBA’s shift to a neutral bias - the thinking behind this may be illuminating.
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Data and event previews - Australia and New Zealand

Australia

RBA Board minutes - With RBA commentary in recent weeks already having communicated clearly the shift from an
“easy” implied policy bias to “neutral”, the minutes from the August meeting are unlikely to deliver a revelation. The
thinking behind the shift to neutral, however, may be illuminating.

Speech by RBA’s Assistant Governor - Dr. Malcolm Edey, Assistant Governor (Financial Systems) will speak on “Ex-
amining the Impact of the Global Financial Crisis on Retail Financial Services in Australia”, to the Retail Financial Ser-
vices Forum 2009.

Speech by Treasury Secretary Ken Henry - Dr. Henry will deliver a speech entitled “The Implications of the Tax Re-
view”. Dr. Henry will deliver the findings of his wholesale review of Australia’s tax system in December, but this speech
may offer early guidance on the outcome.

New Zealand

NZ PPI (%q/q, 2Q) - Pipeline price pressures probably eased again in New Zealand in 2Q. After tumbling 2.5%q/q in 1Q,
the largest decline on record, producer input prices should fall 1.0% in the three months to June. The third straight quarterly
fall in input prices will again be thanks to the stronger NZ dollar, which is up 15% against USD this year. Output prices
also should be down, falling 0.7%q/q, after slumping 1.4%q/q in 1Q, which was a record fall. The drop in output prices
again will stem mainly from a fall in the dairy manufacturing index, owing to lower export prices for milk, butter and
cheese.
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Date Time  (a) Data/event JPMorgan Consensus (b) Previous

Tuesday, August 18 11.30am RBA Board minutes (Jul.) na na na

Wednesday, August 19 8.45am NZ PPI inputs(%q/q, 2Q) -1.0 -1.0 -2.5

Wednesday, August 19 8.45am NZ PPI outputs (%q/q, 2Q) -0.7 -0.5 -1.4

Wednesday, August 19 9.20am RBA Assistant Governor Edey's speech na na na

Wednesday, August 19 11.00am Aust. Westpac Leading Index (%m/m, Jun.) na na -0.2

Wednesday, August 19 1.30pm Treasury Secretary Henry's speech na na na

Thursday, August 20 11.30am RBA Bulletin (Aug.) na na na

 (a) Australian Eastern Standard Time.

 (b) Consensus based on Bloomberg survey.

Forecast
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The RBA uses a suite of measures to calculate underlying
inflation. These measures differ in composition, and in
their treatment of volatile items, but historically paint very
similar pictures. Fluctuations in components that are not
typically responsible for volatility, however, has led to a
divergence in measures recently. In particular, the deposit
and loan facilities component has created excess volatility
in core CPI, after unprecedented falls in the cash rate led to
a plunge in loan servicing costs in 4Q.

The RBNZ’s survey of inflation expectations demonstrates
the importance of the current inflation environment in
forming expectations. Consumers view immediate infla-
tionary pressures as their best estimate for long run trends.
For this reason, RBNZ officials have been keen to empha-
size that downward pressure on domestic prices from ap-
preciation of NZD should not be a long-lived phenomenon.
Divergence in rhetoric from the more hawkish RBA should
help NZD return to lower levels.
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Job advertisements are a leading indicator of employment,
although they capture the direction rather than the degree
of labour market fluctuations. Initially, as job ads were fall-
ing, firms indeed ceased hiring, but they also did not fire in
the proportions we had expected. The fall in job ads, there-
fore, overstated the likely rise in unemployment. Since
then, advertisements have turned up, but the figures do not
distinguish between full- and part-time positions. With
firms cutting hours worked rather than jobs, advertisements
are overstating the health of the labour market.
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Australia’s labour pains less
intense, but more widespread
• Forecast changes: firmer growth, lower peak in un-

employment, and earlier official rate hikes

• Firms trimming hours instead of jobs, so pain of ad-
justment is being shared

• RBA will begin withdrawing policy stimulus in Feb-
ruary even as the jobless rate climbs

This week, we push through three changes to our Austra-
lian macroeconomic forecasts. We now anticipate firmer
GDP growth, a lower peak for the jobless rate, and an ear-
lier start to the RBA’s tightening cycle.

• First, we upgrade expected GDP growth for 2009 and
2010. These upgrades owe much to our colleagues’ re-
cent upward revisions to expected global GDP growth;
these will help support Australia’s export volumes. Also,
last week’s bounce in 2Q retail sales volumes indicate
that the huge fiscal boost has stimulated consumer de-
mand more than we had anticipated.

• Second, we lower our forecast for the peak unemploy-
ment rate from 9% to 8%. Also, we now believe the peak
will be reached around mid-2010, earlier than in our pre-
vious forecast. Employers are controlling labour costs by
trimming hours as well as workers, so the squeeze on
household income is widespread. Reflecting this, we still
look for a modest fall in GDP in 3Q as the impact of the
policy stimulus fades.

• Third, following recent upbeat RBA commentary, and
the Governor’s earlier indication that a rising unemploy-
ment rate is not necessarily an impediment to the with-
drawal of stimulus, we drag forward the timing of the
RBA’s first rate hike to February 2010, from June.

Higher growth, lower unemployment
For some time, we have forecast a steady rise in the jobless
rate to 9% by the final quarter of 2010. In making this fore-
cast, we made two key assumptions. First, we believed that
the participation rate would hold up longer than in previous
recessions; this part of the forecast is tracking in line with
our expectations. Second, we assumed that employment
would fall, albeit more modestly than during recent reces-
sions, when the jobless rate rose through 10%; this part of
the forecast is not tracking. With hours worked falling
more sharply than during previous recessions, employment

now is likely to fall more modestly than we had anticipated.
We, therefore, have revised down our forecast for the peak
unemployment rate to 8%.

The revision to our forecast for the unemployment rate is
partly owing to the upgrade to Australia’s expected GDP
growth. This is our second upgrade in the last month, fol-
lowing further upward revisions to growth forecasts by our
colleagues overseas. We now expect a small gain in export
volumes in 2009 (previously, we expected a fall), with
commodity exports, in particular, underpinned by healthy
demand for raw materials by China, which receives 12% of
Australia’s exports. Also, because of the rise in retail sales
volume, we have boosted our forecast for household spend-
ing. We still expect a soft patch in the second half of the year
as income is squeezed, but the base is higher. The forecast
now is that Australia’s economy will expand 0.8% in 2009
(previously 0.3%) and 2.0% in 2010 (previously 1.7%).

Firms trimming hours, not people
Last week’s Labour Force Survey for July showed an unex-
pected gain of 32,200 jobs; the consensus expectation was
for a fall of 18,000. This was the eighth straight month that
employment has surprised market expectations on the up-
side. As we had expected, the participation rate was steady
at 65.3%, just a touch below the record high 65.6% touched
in late 2007, but the unemployment rate also was steady at
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5.8%. We continue to anticipate that the participation rate
will step down unusually slowly in this recession. This is
because of a combination of elevated skilled migration,
older workers staying in the work force to repair earlier
damage inflicted upon their personal balance sheets, and as
second income earners keep working, or return to work, to
maintain elevated household living standards.

There are several factors behind the unexpected resilience
of employment. First, firms are cutting hours as well as
jobs. The new series of hours worked published two weeks
ago showed a 0.4%m/m fall in July, and a 2.9% drop from
a year earlier. This is a deeper decline relative to employ-
ment than those observed in earlier recessions, partly ow-
ing to the significant improvement in labour market flex-
ibility since the last recession in 1990-91. Part-time em-
ployment soared 48,000 in July, more than offsetting a
16,000 fall in full-time jobs. Full time employment has
fallen in five of the last six months. On this evidence, firms
are willing to take on part-timers, and trim the hours of ex-
isting employees, rather than implement wholesale job cuts.
In fact, total employment has dropped only 23,000 since
the peak last October; the 105,000 rise in part-time employ-
ment almost offset a 128,000 fall in full-timers.

Labour hoarding explains why firms are trimming hours in
a higher proportion to jobs, relative to previous recessions.
Recruitment is disruptive and expensive, and many manag-
ers have bad memories of the acute skill shortages that
plagued the economy at the height of the mining and terms
of trade booms. Also, the fact that this economic cycle has
been squeezed into an unusually short time frame means
managers may not have had sufficient time to implement
planned job cuts. The fallback option was to slash hours.
Now that the economic recovery is in sight, if not already
here, managers can see across the “valley”, and therefore
are less inclined to implement labour shedding.

Shared pain cushioning the blow
The fall in hours worked since July 2008 means a loss of
household income of around A$80 per month. The upside
for the economy, however, is that the pain of adjustment is
spread more broadly across the work force. Instead of those
losing their jobs bearing all of the pain via a collapse in
their income, a higher number of employees share the dis-
comfort via modest reductions in disposable income. The
absence of a bounce in unemployment means that con-
sumer confidence probably will stay higher than would
have been the case had the jobless rate increased more
sharply. It follows that the impact on economywide house-
hold spending is cushioned, partly because those working

fewer hours believe the move to reduced hours is tempo-
rary. Also, the pain for corporates is felt more by retailers
via lower household discretionary spending, as consumers
repay their mortgages but cut spending elsewhere. This
should help Australia’s banks avoid a steeper rise in mort-
gage defaults.

Policymakers can take some of the credit for employment
stability. The Reserve Bank cut the cash rate target aggres-
sively from October 2008, which probably convinced some
employers that the downturn would be shallow. Also, the
government threw the fiscal “kitchen sink” at the
economy—on key measures, like share of GDP, Australia’s
fiscal boost was the second largest of all countries. Much
of this stimulus came as cash payments to low- and middle-
income households, which helped preserve jobs in labour-
intensive sectors like retailing and hospitality. Also, the
government’s huge boost to social infrastructure probably
saved jobs in another big employer, construction.

New industrial landscape a hindrance
The impact on the labour market of Australia’s new indus-
trial relations landscape, which was bedded down in new
legislation from July 1, and radically changed the em-
ployee-employer relationship, is unclear. The left-leaning
Labour government wound back the previous
government’s reforms that had delivered unprecedented
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workplace flexibility. The new laws, for example,
strengthen the role of centralized wage bargaining, restore
key powers for trade unions, and abolish forms of employ-
ment contracts that allowed workers to trade away working
conditions for higher wages. Employer groups have ex-
pressed anxiety about the likely impact of the new system
but, if the unexpected bounce in employment in July is a
guide, firms have not reacted adversely, at least not yet.

On the flipside, firms wanting to reduce labour costs prob-
ably are reluctant to become test cases in litigation with the
trade union movement. Media reports suggest that the more
militant unions are cashed up and ready to launch legal
challenges against employers wanting to make changes to
their workplace arrangements. Firms shedding labor and
altering working conditions probably did so before July 1.
That said, small businesses, which employ 75% of Austra-
lian workers, will be particularly adversely affected by the
industrial changes. Firms employing between 15 and 100
employees now are caught in the reinstated unfair dismissal
provisions, which were watered down under the previous
regime. It follows that if firing now is more difficult,
smaller firms will be more cautious about hiring.

Squeeze on household income remains
One thing is clear. Even though employment has not fallen
as quickly as we had anticipated, household income is be-
ing squeezed. The sharp fall in hours worked since July
2008 is equivalent to the loss of more than 100,000 full-
time positions. If the hours worked to employment ratio
mirrored that in the last recession, assuming unchanged
work force participation, the jobless rate would be 7.5%,
not the current 5.8%. Underemployment—the sum of those
unemployed and those working fewer hours than they
would like—has soared to 14%, from 10% a year ago.

Lower hourly earnings are a drag on income, as is the rise
in energy prices. Also, the terms of trade, rises in which
fueled the mining boom until 2007, has suffered around a
20% reversal in the last two quarters. This is an anchor on
national income, with the modest personal income tax cuts
paid from July 1 only a partial positive offset for house-
holds. We still forecast that employment will fall further,
but we now anticipate smaller declines than before. Em-
ployment probably will drop on average 20,000 jobs over
the second half of 2009, before stabilizing in 2010. Some
leading indicators of employment, like the employment
measure of the NAB business survey, have troughed. Oth-
ers, like the ANZ job advertisement series, continue to fall,
although the rate of decline has slowed. Many of the adver-

tised positions, however, are part time. With the participa-
tion rate likely to drift down only slowly, it will take only
modest falls in employment to deliver a material rise in the
jobless rate.

Near-term investment outlook still gloomy
The main driver of our cautious view on employment is the
leaking private capital spending pipeline, a hole the mas-
sive increase in public spending is only partly filling. The
official survey of capital spending intentions implies a 20%
fall in investment spending in the year ended June 2010.
Industry surveys show a nearly 40% drop in the value of
committed investment projects at the “pointy” end of the
spending pipeline. Increased public infrastructure spending
included in the government’s stimulus packages offsets
about 25% of the loss in private spending intentions. Shrink-
ing investment usually leads to falling employment—con-
structing mine infrastructure, for example, is significantly
more labor intensive than the operational phase.

The downside of the aggressive policy response, though, is
that demand artificially was dragged forward from the sec-
ond half of 2009. Spending should weaken as the impact of
the stimulus fades. The RBA, in particular, is edging closer
to raising the cash rate target. The Government is likely to
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deliver further fiscal stimulus but, as the stimulus was
front-loaded, further relief is likely to be incremental, not-
withstanding that an election is due within 12 months.

With the economy performing better than expected, the
government is under pressure from opposition parties to
wind back some of the stimulus measures. Much of the
huge rise in government-funded infrastructure spending,
for example, will hit the economy starting in the second
half of 2010, when the recovery almost certainly will be
well under way. The risk is that public demand may add to
aggregate demand when economic slack is being absorbed
quickly, fuelling inflation. Federal Treasurer Wayne Swan
last week indicated, however, that the government has no
plans to withdraw the planned fiscal support.

Policy heavy lifting will fall to RBA
With the government unwilling to wind back its policy ac-
commodation, the heavy lifting inevitably will fall to the
RBA. Our forecast is that the RBA will deliver the first rate
hike in February 2010, even as the jobless rate drifts up.
This will be an important break from convention. At the
start of each of the RBA’s previous tightening cycles, offi-
cials have waited for the jobless rate to peak before hiking
the cash rate. In a speech in late July, though, RBA Gover-
nor Stevens hinted that the exceptionally low level of the
cash rate meant this cycle will be different. Our assumption
is that officials will tighten as unemployment rises, on the
assumption that the jobless rate is near its peak.

Last week’s quarterly statement from the RBA indicated
that officials expect weakness in both household spending
and business investment over the second half of 2009. The
expected softening in the economic data should provide
scope for RBA officials to wait on the sidelines this year as
other uncertainties, like the resilience of global demand for
commodities, are resolved. Only if the domestic economic
data fails to soften will the RBA tighten policy before year-
end. Either way, we expect the RBA to begin the tightening
cycle cautiously in small but steady moves of 25bp.

There are two other developments that should prompt RBA
officials to tread carefully. First, AUD has risen 18% over
the first half of 2009, a rise that has triggered a significant
tightening of monetary conditions. Second, Australia’s
banks probably will raise their home mortgage rates inde-
pendently of RBA action in 2H09. The banks already have
nudged up their fixed mortgage rates in response to higher
wholesale funding costs; increases in variable rates prob-

ably will follow. RBA officials should be content to let the
banks do the early lifting in helping to let some air escape
from the bubble forming at the lower-priced segment of the
housing market. This bubble has been inflated by heavy-
handed government intervention in the form of cash subsi-
dies for the purchase and construction of homes for first-
time buyers.

Adjustment postponed for next recession
Nothwithstanding lingering uncertainties, it now looks that
Australia will suffer only a shallow recession, particularly
when measured against the deep contractions elsewhere.
This is good news for the near-term outlook, but has impor-
tant negative implications for the longer term.

In particular, the shallowness of Australia’s recession
means the structural adjustments that were necessary now
are less likely to occur. Australia’s housing market, for ex-
ample, remains among the world’s most expensive, with
house prices high relative to rents and average incomes
(chart). Also, household debt as a share of GDP is among
the world’s highest, and has fallen only modestly in recent
quarters. These adjustments will be delayed until the next
downturn, when they necessarily will be more painful than
should have been the case in this cycle.
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Research note
GDP growth forecasts

2008 2009 2010
Household spending 0.1 -1.3 0.4
Government spending 3.9 2.2 1.8
Fixed investment -2.8 -16.6 0.2
Inventories (contr.) 0.4 -1.2 0.5
Exports -1.5 -3.0 8.1
Imports 2.5 -16.0 2.7

GDP 0.2 -2.2 2.7
Source: J.P. Morgan
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RBNZ on hold as fragile
recovery begins
• With further labour market deterioration, RBNZ to

stay on hold through early 2010

• Upward revision to 2010 GDP growth follows up-
grades to global growth

• But, strong NZD limiting export-led recovery as glo-
bal demand rising

Following a slew of upward revisions to J.P. Morgan’s glo-
bal GDP forecasts, we have pushed through upgrades to
our New Zealand growth forecast for 2010. We now expect
the economy to expand 2.7% next year (up from 2.3%),
mainly owing to higher export volumes. The NZ upgrade
follows significant upward revisions to growth forecasts in
New Zealand’s major trading partners, including Australia,
the largest trading partner.

We maintain our forecast, though, that the economy will
contract 2.2% in 2009, with exports, consumption, and in-
vestment remaining weak. Investment will, by far, be the
largest drag on near-term growth, falling 16% in 2009; this
will have negative consequences for employment and pri-
vate consumption, putting further pressure on firms. Invest-
ment should stabilize in 2010, though, as credit conditions
ease.

But don’t expect the RBNZ to act again
While the sluggish economy means there is scope for fur-
ther policy easing, we believe the OCR already has bot-
tomed at a record-low 2.5%. But, although RBNZ Gover-
nor Alan Bollard has said that the cash rate will remain “at
or below” current levels until end-2010, we forecast a rate
hike in July next year. The aggressive pace at which the
RBNZ cut the cash rate in this easing cycle—575bp since
July 2008—means Bollard will be wary of leaving the cash
rate too low for too long.

Governor Bollard has, however, recently adopted a more
dovish tone. At the last policy decision on July 30, the
statement accompanying Bollard’s ‘no change’ decision
was downbeat. Bollard made no mention of signs of stabili-
zation offshore or the nebulous “upside opportunities for
activity,” as he had done previously. The door was left
open to further policy easing, with Bollard saying he would
“reassess policy settings” if monetary conditions continue
to tighten on the back of stronger NZD.

The impact of Bollard’s efforts on July 30, which we inter-

pret as an attempt to talk the currency down by threatening
to reduce the interest rate yield that attracts currency specu-
lators, was short-lived. The J.P. Morgan monetary condi-
tions index (MCI) has risen to its highest level in nine
months. That said, our MCI would have to rise to levels
last seen a year ago before we would consider pencilling in
another rate cut, for reasons discussed below.

Bollard concerned about excessive debt
The RBNZ is anxious that, amid signs that the prolonged
downturn in the economy has bottomed, consumers may
revert to their old “borrow to spend” habits. Thus, the main
argument for not lowering the cash rate again is that it may
facilitate a return to debt-driven consumption. The RBNZ
will, therefore, sit on the sidelines for now, before hiking
the OCR rate in July 2010. Futures market pricing suggests
OCR hikes earlier next year; this, though, owes much to
market rates being dragged higher by the recent shift in the
RBA’s policy bias from accommodative to neutral, and
signs of further improvement in the global economy.

Stoking demand via further monetary policy stimulus is
particularly risky now given signs of stabilization are
emerging in the domestic housing market. House prices
recently stopping falling, remaining steady in June after 14
months of over year ago declines, and soon should start to
appreciate, owing to rising net migration and record low
interest rates. This could provide fresh incentive for con-
sumers to adopt their old tendencies, rather than pay down
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existing debt. So, should the RBNZ consider hiking the
cash rate this year? The answer is no, because a rate hike
too soon would risk strangling the imminent recovery be-
fore it has legs.

RBNZ finding solace in weak job data
Deteriorating labour market conditions probably will con-
vince the RBNZ to move cautiously. The recent slowdown
in wage growth and spike in the unemployment rate should
have provided Bollard with a sense of relief. Wage infla-
tion eased to the slowest pace in eight years in 2Q, rising
2.6%oya, and the jobless rate jumped a full percentage
point to 6%, the largest rise since 1988, prompting us to
revise higher our peak unemployment rate forecast to 8%
from 7.6%. The unemployment rate, we believe, will be
inflated by an elevated rate of labour force participation,
which will be slower to decline in this recession, due to
rising migration and older workers staying in the work
force longer to repair their personal balance sheets.

The weaker labour market outlook should deter consumers
from taking on additional debt. Also it means, though, that
private consumption will remain weak. Our forecast is for
private consumption to plummet 1.3% this year, owing to
the massive wealth destruction suffered by consumers,
coupled with rising unemployment, falling disposable in-
comes (down 1.7%q/q in 1Q), and recent moves by domes-
tic banks to lift fixed mortgage rates. The recovery we
forecast in 2010 will be subdued, given that unemployment
is still far from its anticipated peak and commercial banks’
are likely to hike their loan rates further, owing to contin-
ued pressure on wholesale funding costs and increased
competition between banks chasing deposits.

Exporters call for intervention
Though private consumption will be slow to recover in
2010, growing just 0.4%, GDP growth should be under-
pinned by higher export volumes, which should start to rise
later this year on the back of an upturn in global demand.
Stronger NZD, which is at a 10-month high against USD
and also in trade weighted terms, will, however, cap the
upside.

Some Kiwi exporters have called for official action to
lower NZD, up 30% this year against USD. The RBNZ,
though, has not intervened in the foreign exchange market
since 2007, and doing so now looks unlikely given the kiwi
is still well off the US$0.80 peaks being endured when the
Bank last intervened. Further verbal intervention is likely,
however, given NZD-strength remains underpinned by ris-

ing investors’ risk appetite, fuelled by expectations of an
imminent global recovery. Stronger NZD has contributed
to a 10% slump in the ANZ commodity price index in NZD
terms over the last six months and, more importantly, the
17% fall in dairy prices, which make up 25% of all exports.

Falling “soft” commodity prices will reduce export returns,
clouding the economic outlook. At least some relief was
felt when dairy cooperative Fonterra, the world’s largest
dairy exporter, recently reaffirmed that it would pay its
suppliers the forecast payout of NZ$4.55 per kg of milk
solids for the 2009/10 season; this forecast was based on
NZD/USD 0.60. The higher NZD, though, currently buying
US$0.6750, knocked 10 cents off the milk price component
of the payout. Had it not been for price gains in interna-
tional markets and other cost savings, Fonterra probably
would have revised lower the current payout forecast.

The best outcome for Kiwi exporters would be for inves-
tors to acknowledge the different tones adopted by the
RBA and RBNZ. Recent commentary from the RBA Gov-
ernor has been upbeat, in contrast to the dovish comments
made by Bollard. Indeed, the New Zealand economy has
not escaped technical recession, and has not benefited from
strong Chinese demand for “hard” commodities. Once this
divergence is realized, a lower NZD should bode
favourably for an export-led recovery.
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• First home buyers’ loan demand easing already

• RBA’s Stevens signals rates on hold, for now

• Consumer confidence continues to build

The data flow in Australia last week showed that business
and consumer confidence continues to improve, but home
loan demand may be starting to wane, even before the
stimulatory effect of the expanded first home buyers’ grant
has begun to fade. Ahead of an ample amount of RBA-
speak this week, Governor Stevens on Friday confirmed
the message from the August policy announcement, in
which the language shifted the policy bias to neutral.

No surprises in RBA official’s testimony
Reserve Bank Governor Glenn Stevens delivered his semi-
annual testimony to a Federal Parliamentary committee Fri-
day. As we had expected, the tone of the Governor’s pre-
pared message echoed that of the August official policy
announcement. RBA officials appear content that economic
and financial conditions here and offshore have improved
sufficiently that the RBA now can signal that the next
move in the cash rate, from the current “emergency” set-
ting, will be up, not down. The move up in rates, though,
will not be for some time, given lingering uncertainties.
The Q&A session saw the predictable attempts at political
point scoring by the MPs, but revealed little that was new.

The clear shift in the RBA’s implied policy bias from “eas-
ing” to “neutral” in recent weeks does not mean a rate hike
is imminent. It is, however, an important step towards the
RBA withdrawing policy stimulus throughout 2010. We
expect the first 25bp rate hike to come in February, on the
basis that officials need the intervening period to assess
how the uncertainties that remain are resolving themselves.
RBA officials, for example, expect near term weakness in
business investment and household spending, and need
time to see if this eventuates. We also anticipate a softening
of the data in coming months. Only if the data stays firm,
without new stimulus and as energy prices rise, will the
timing of the first rate hike be dragged forward into late
2009.

On domestic conditions, the Governor talked about a resil-
ient Aussie economy, which has been helped along, in par-
ticular, by “remarkably strong” exports. One drag, though,
is the falling terms of trade, with the RBA forecasting a
20% decline, albeit to a still elevated level. Importantly, the
Governor believes some of the current healthy demand in
the economy is being fueled by “temporary” stimulus, with
consumer spending and demand for new homes supported

by a finite policy boost. On business investment, a major
driver of employment, the pipeline is improving, but the
official expectation still is for weakness in the near term.

The questions raised by MPs focussed on the significance
of the loss of working hours rather than jobs, which the
Governor indicated spread the pain of labour market ad-
justment, and the risk that delayed fiscal stimulus could
fuel inflation, the risk of which the Governor downplayed.
One MP asked about the risk of a fall in GDP in coming
quarters, which Mr Stevens indicated was possible; our
forecast is that GDP will fall modestly in Q3 in the absence
of new policy support measures. Indeed, significant house-
hold and corporate demand clearly was dragged forward by
policy intervention into the June quarter.

The Governor would not be drawn into nominating a level
for the “normal” cash rate, but indicated that it was signifi-
cantly higher than the current 3%. Importantly, he also in-
dicated that the “normal” rate is not constant, in that it de-
pends on market conditions. This, in particular, hints that
the actions of the Aussie banks in raising their home mort-
gage rates independently of RBA action will be important.
At one point, Mr Stevens described the current cash rate
setting as “emergency” - it follows that if the emergency
has passed, the cash rate has to rise, but not just yet, owing
to the uncertainties that are yet to be resolved.
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This week brings further RBA commentary. The minutes of
the August 4 Board meeting are released Tuesday. With
RBA commentary in recent weeks already having commu-
nicated clearly the shift from an “easy” implies policy bias
to “neutral”, the minutes are unlikely to deliver too many
revelations. Also, Assistant Governor (Financial System)
Dr. Malcolm Edey is scheduled to speak on the global fi-
nancial crisis on Wednesday. Finally, the RBA’s regular
monthly Bulletin is released Thursday.

Demand for home loans starting to wane
The rise in the number of home loans issued in Australia in
June was lower than forecast. Loans issued increased
1.1%m/m (J.P.Morgan 2.0%, consensus 1.8%), just half the
rise recorded in May. We expect that home loan demand
will moderate further in 2H09, as the stimulatory effects of
the expanded first home buyers’ (FHB) grant start to fade,
bank lending standards remain tight, and unemployment
rises. This should provide some relief to RBA officials who
recently flagged that there were excesses forming at the
lower end of the house price spectrum.

FHBs unexpectedly accounted for a smaller proportion of
all loans issued in June. After accounting for a record
28.5% of loans in May, FHBs in June contributed 27.1% to
total loans. Though this proportion is well above the 17.6%
level recorded a year ago, the pullback in FHBs was a sur-
prise given that the government in May announced an ex-
tension of the expanded FHBs’ grant to year-end (from its
previous June 30 expiry). Investor interest remained virtu-
ally unchanged, with investors again accounting for around
a quarter of all loans issued.

Demand for fixed rate loans increased as expected. Fixed
rate loans accounted for 8.0% of the total, up from 6.2% in
May. More borrowers have locked in interest rates amid
speculation that the official cash rate already has bottomed,
on top of widespread concerns that local commercial banks
will continue to raise their mortgage rates, even though the
RBA will likely remain sidelined this year. With most mar-
ket economists, including ourselves, expecting the next
move in the official cash rate to be up, more and more bor-
rowers will be locking in home loan rates throughout the
latter six months of the year.

Home loan demand will likely be tempered by various fac-
tors in 2H09, which should help ease the RBA’s concerns.
RBA Governor Glenn Stevens recently highlighted the
threat of excesses forming in the housing market, suggest-
ing that higher housing demand simply may push up prices,
which rose a solid 4.2%q/q in 2Q, rather than help create

new dwellings. Considering the chronic shortage of hous-
ing supply in Australia, this would, in the words of
Stevens, create more “risks of problems of overleverage
and asset price deflation down the track.” This means that
when inflated house prices eventually correct, the wealth
destruction that will occur in the highly leveraged house-
hold sector will be even more painful.

Aussie confidence continues to improve
The Westpac-Melbourne Institute (WMI) consumer confi-
dence index stayed well above the neutral level of 100 for
the third straight month. After jumping 13%m/m in June
and 9% in July, consumer confidence in Australia rose an-
other 3.7% (J.P.Morgan 3%) in August, amid more positive
signs on the global outlook, rising equity and house prices,
strong AUD, and proof that the labour market is holding
up. Since the start of the year, consumer sentiment has
risen 26% to now sit near a two-year high.

Sentiment rose in all five index components, with the larg-
est monthly rise occurring in sentiment toward the
economy in one year’s time (+11.2%), not surprisingly
given that the domestic data of late has printed on the up-
side of expectations. The unemployment rate, for example,
held at 5.8% in July, bucking market expectations for a rise
to 6%, and employment showed an unexpected rise. It ap-
pears households have yet to come to grips with the fact
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that interest rates are not going to remain near multi-decade
lows for much longer—sentiment toward family finances
now has increased for three straight months.

Private sector wage growth slid in 4Q
Australia’s labour price index rose 0.8%q/q (J.P.Morgan
0.9%, consensus 0.8%) for the second straight quarter in
the three months to June. We expected the rate of wage
growth to remain relatively steady, given that the jobless
rate increased only 0.1% in 2Q. From a year ago, wage
growth slowed to 3.8%oya (from 4.2%), the slowest rate since
3Q06, owing entirely to slower private sector wage growth.

With labour market conditions not deteriorating as rapidly
as we had anticipated, wage growth probably will slow
only modestly. That said, household incomes will continue
to suffer because of the sharp fall in the number of hours
worked. This decline has shaved around A$80 per month
off average household income. The wage data will have
few implications for the monetary policy outlook.
Economywide price pressures remain subdued, with the
RBA last week highlighting that “upstream price pressures
are moderating and there are signs that wage growth is
slowing in an environment of weaker demand for labour.”
With this in mind, the wage data probably reaffirmed the
view held by RBA officials that current policy settings are
appropriate.

Data releases and forecasts

Week of August 17 - 21

Wed WMI leading index
Aug 19 Seasonally adjusted
10:30am Mar Apr May Jun

(%m/m) 0.4 0.7 -0.2 __

Review of past week’s data

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

Apr May Jun

(%m/m) 1.8 0.9 2.2 2.0 1.1
(%oya) 13.0 13.8 23.5 24.4 28.9 29.2

NAB monthly business survey
% balance, seasonally adjusted

May Jun Jul

Business confidence -2 4 10

WMI consumer confidence survey
100=neutral, seasonally adjusted

Jun Jul Aug

(%m/m) 12.7 9.3 3.0 3.7

Labour price index
Seasonally adjusted

4Q08 1Q09 2Q09

(%q/q) 1.3 1.2 0.8 0.9 0.8
(%oya) 4.3 4.2 3.9 3.8
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• Ex-auto retail sales very sluggish in June

• Strong sales volumes though will support GDP

• Producer price growth probably was weaker in 2Q

In New Zealand, the economic calendar was quiet until the
release on Friday of the June quarter retail sales numbers.
Ex-auto sales again were weak in value terms, falling 0.4%
over the month. Volumes, though, grew by 0.4%q/q, as we
had expected, which will buoy the consumption component
of GDP in 2Q09.

NZ retail volumes up, will boost 2Q GDP
Retail sales in New Zealand unexpectedly rose 0.1% (J.P.
Morgan -0.5%, Consensus -0.3%) in June, after a stronger
than expected 0.8% increase in May. The figures were in-
flated, however, by strength in the auto sector, as dealers
cleared stock at the end of financial year. The ex-auto mea-
sure of retail sales fell 0.4%, continuing the trend in con-
sumer weakness that has been in place since 2007.

The specter of recession, which has (thus far) lasted five
quarters, has cast a long shadow over Kiwi consumers,
with increased anxiety about job security and weakening
wage growth weighing on consumer sentiment. The fall in
the ex-auto measure also was unsurprising given the
1.2%m/m slump in electronic card transactions in June, the
biggest monthly drop since late 2007.

In the detail, clothing and soft goods retailing, an important
indicator of discretionary spending, plummeted 9.1% over
the month. Cafe and restaurant spending was down, with
takeaway food retailing rising in its place, a further sign of
Kiwi households continuing to tighten their belts. The re-
port did, however, provide good news for near-term GDP
figures. Significant discounting by Kiwi retailers boosted
retail sales volumes in the second quarter, which were up
0.4%q/q (J.P. Morgan 0.4%, Consensus 0.2%). Appliance
retailing (up 3.1%q/q) and automotive fuel retailing (up
2.8%) were the biggest contributors to the growth in vol-
umes.

Sales volumes are an important input to the consumption
sector aggregate in the economic growth figures. With the
end of recession coming into sight (we forecast the reces-
sion to end in the current quarter – Q3), the recovery of the
Kiwi consumer also should be on the horizon. Substantial
support via aggressive earlier interest rate cuts, commen-
tary suggesting the RBNZ will not tighten policy for some
time, and stabilization in the housing market will buoy sen-
timent in 2H09.

Pipeline price pressures probably eased
Pipeline price pressures probably eased again in New
Zealand in 2Q. After tumbling 2.5%q/q in 1Q, the largest
decline on record, producer input prices should fall 1.0% in
the three months to June. The third straight quarterly fall in
input prices will again be thanks to the stronger NZ dollar,
which is up 15% against USD this year.

Output prices should also be down, falling 0.7%q/q, after
slumping 1.4%q/q in 1Q, which also marked a record fall.
The drop in output prices will again stem mainly from a fall
in the dairy manufacturing index, owing to lower export
prices for milk, butter, and cheese.

Data releases and forecasts

Week of August 17 - 21

Wed Producer price index
Aug 19 nsa
8:45am 3Q08 4Q08 1Q09 2Q09

Inputs (%q/q) 3.6 -2.2 -2.5 -1.0
Outputs (%q/q) 2.8 1.4 -1.4 -0.7

Fri Visitor arrivals
Aug 21 Non  seasonally adjusted
10:45am Apr May Jun Jul

Total (%m/m) 2.2 -0.1 -3.8 __
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Fri Net permanent immigration
Aug 21 Non  seasonally adjusted
10:45am Apr May Jun Jul

Monthly (000s) 0.4 0.7 0.7 __
12 month sum (000s) 9.2 11.2 12.5 __

Fri Credit card spending
Aug 21 Percentage change
03:00pm Apr May Jun Jul

%oya -1.6 -2.4 -2.1 __

Review of past week’s data

QVNZ house prices
%, median

May Jun Jul

(%oya) -8.1 -7.1 __ -5.0

Business PMI
Seasonally adjusted

May Jun Jul

Index 42.7 43.3 46.2 46.5 __ 49.7
(%oya) -12.3 -12.0 2.2 2.8 __ 3.2

Retail trade ex-inflation
Seasonally adjusted

4Q08 1Q09 2Q09

(%q/q) -0.7 -2.9 -2.7 0.4
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• GDP rose in numerous countries in 2Q, while unfolding
IP surge will produce worldwide return to growth in the
current quarter

• Weakness in US core retail sales underscores that addi-
tional healing in labour and financial markets is needed
for a sustained expansion

• Firms aggressively have controlled labour costs in the
US compared to in Europe and Japan

• China’s economy shows hints of modest cooling

Still building the foundation
Last week’s data continued to build the case for a second-
half bounce in global growth, led by a revival in the manu-
facturing sector. As more 2Q GDP reports come in, it is
becoming clear that a substantial number of countries al-
ready had emerged from recession last quarter, including
Germany and France, a broad swath of Emerging Asia and,
as we are likely to learn on Monday, Japan. What is more,
the composition of these reports is constructive, with final
demand tending to be firmer than expected, accompanied
by a large drag from business inventories. Newly released
June data point to a gargantuan, 8.6% plunge in US busi-
ness inventories in 2Q.

This combination of firming final demand and plunging
inventories has set the stage for a powerful lift in global
industry, as firms begin to close the gap between the level
of output and sales. As each week passes, we get more con-
fident in our prediction that global manufacturing output is
set to boom at an 8% annual rate in 2H09. Leading indica-
tors already pointing in this direction include our global
PMI order to inventory ratio, and the continued robust mo-
mentum in Asian exports. Last week’s IP reports delivered
the first concrete downpayment on the 2H forecast, with
output surging at a nearly 1%m/m pace in both the US and
China in July.
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The advent of widespread, robust gains in manufacturing
points to a worldwide upturn in economic activity this
quarter that will deliver the first meaningful gain in global
GDP in over a year. However, this dynamic will soon run
its course if it is not reinforced by growth in consumer
spending. A similar phenomenon happened in 2002, when
an inventory-led surge in IP growth faltered owing to a
lack of follow-through in final demand and a renewed
swoon in the stock market. Against this backdrop, the
fledgling expansion struggled and did not really gain its
footing until late 2003.

It is encouraging that global consumer spending has eked
out modest gains in recent months based on increases in
Western Europe, Japan, and key emerging-market econo-
mies. That said, a good portion of this growth has been de-
rived from government support to auto sales, while US
consumers remain very cautious, as seen in the continued
slump in core retail sales and the recent setback in con-
sumer confidence. Key to a sustained recovery in consumer
spending is a lifting of the drags from contracting labour
markets and past wealth losses. Although there is more
work to be done, major progress is being made on these
fronts—the pace of job shedding is moderating, global
stock prices have bounced impressively, and credit market
conditions have eased significantly. The upcoming surge in
global production should reinforce these trends, not least
through its impact on manufacturing employment.

All low, but not all on hold, for long
The downturn in the global economy and in financial mar-
kets and the fear that this generated reached far and wide.
One result was a sweeping move toward policy accommo-
dation that took policy interest rates to nearly 0.5% across
the developed economies. Now that a tentative recovery in
global economic activity is taking hold, central banks are
being pressed to communicate their intentions. In the major
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economies, the message remains that rates will stay on hold
for the foreseeable future. The latest statements from the
Fed, BoJ, ECB and BoE were very guarded in their assess-
ment of current conditions. Moreover, each emphasized the
low levels of activity and resource utilization, and the like-
lihood of a tepid recovery once growth resumes. This back-
drop points to subdued core inflation and the maintenance
of a maximum amount of policy accommodation. Indeed,
experience shows that these central banks are strongly in-
clined to defer rate hikes until well after the peak in the un-
employment rate.

While the major central banks continue to signal that rates
will remain on hold, a growing number of countries further
out on the periphery of the global meltdown are beginning
to signal the possibility that they will begin hiking rates
next year, ahead of their G3 peers. This bifurcation partly
reflects the considerable variation in the level of resource
utilization among countries coming into the economic
downturn, and also the considerable variation in the decline
in GDP. Last week we pulled forward rate hikes to 1Q10 in
Norway, Australia, and Korea. In Norway and Australia,
these changes were motivated by what have turned out to
be very mild recessions, a shift in central bank rhetoric, and
our expectation that future growth will exceed official fore-
casts. Although the Korean economy experienced a deep
recession, it is rebounding strongly. The BoK said last week
that the current policy rate was designed for a deep recession
and that it is increasingly concerned about the continued rise
of real estate prices and mortgage loan growth.

More broadly, about one-third of the central banks included
in the J.P.Morgan forecast are now expected to hike rates
sometime next year. That said, the pace of these hikes is
expected to be very gradual; in this sense, all can be said to
be maintaining a policy of “low for long.” Note that with
the G3 banks assumed to be on hold, the net rise in global
policy rates will be minimal, so that policy will remain
highly supportive of economic growth.

A more V-shaped cycle in Germany
Data developments over recent weeks make it clear that the
Euro area is positioned for a strong second half of the year.
The region contracted a modest 0.4%ar in 2Q09—much
better than expected—while manufacturing is set to boom
in 2H09 according to July’s record-high manufacturing
PMI order to inventory ratio. The cyclical turnaround is
being led by Germany, where industrial orders and exports
have surged in recent months. In response to the increasing
momentum, we have revised up, yet again, our outlook for
3Q09 GDP growth to 5% annualized in Germany and 3%
for the Euro area.

Although our projection for GDP to now rise 2.7% in 2010
is well above consensus, it remains just one-half of what
might be expected given the depth of the downturn and in
the absence of the numerous headwinds still damping activ-
ity. Nevertheless, if our forecast is right, it will come as a
big surprise to the ECB. In July, the central bank projected
that output would contract through the end of this year, and
just eke out a gain in 1H10. Last week’s data show a far
better second quarter than the ECB expected, while our
forecast for the next four quarters is 3.25%pts annualized
above the June ECB projection. Given that our inflation
forecast is similar to the ECB’s, a stronger growth out-
come, without a downside inflation surprise, raises the risk
that the central bank turns its mind to tightening during the
second half of next year.

US firms aggressively cut labour costs
Although labour markets have contracted worldwide in re-
cent quarters, the magnitudes have varied by country, as
have the ways in which businesses are making these adjust-
ments. In the US, the unemployment rate has jumped 4.6%-
point in response to a 3.9% peak to trough fall in GDP. By
contrast, unemployment rates have increased more mod-
estly in Western Europe and Japan, despite relatively larger
declines in GDP.

These differences should not be surprising, as the US has
typically had a more flexible labour market. However, it is
important to recognize that businesses adjust to downturns
along multiple margins. Accounting for these differences
mitigates some of the cross-country variation in job shed-
ding. Historically, businesses have tended to “hoard”
labour during downturns, curbing the average work week
to contain costs. This was true for the US in the 1970s and
1980s and still is true across much of the rest of the devel-
oped economies. However, the US has departed from this
pattern in more recent downturns, with job-shedding far

 

-10

-5

0

5

%q/q saar, ECB's quarterly trajectory extracted from published annual averages

Forecasts for Euro area GDP

2008 2009 2010

J.P.Morgan forecast (latest)

ECB forecast (from June)



17

Australia and New Zealand - Weekly Prospects
August 17, 2009

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

outpacing the decline in the work week.

Outside of the US, the work week has fallen much more
sharply than headcount. In Germany, government subsidies
have encouraged firms to retain workers and cut the work-
week instead. A similar outcome has occurred in Japan as
firms sought to retain skilled employees. The work week
also has been cut relative to payrolls much more than in
previous downturns in Australia (see “Australia’s labour
pains less intense, but more widespread,” in these pages).
The UK labour market experience, by contrast, has been
more similar to that in the US, although the decline in total
hours worked relative to GDP pales compared with the US.

With the pace of the labour market contraction now moder-
ating across the globe, it appears that US businesses will
have been among the most aggressive in bringing down
costs and preserving profitability. Although wages have
been reduced sharply in Japan and the UK, this is true in
the US as well. At the same time, the small declines in both
unemployment and total hours worked relative to GDP will
leave policymakers outside the US scratching their heads
regarding exactly how much slack has been created. This
will put more weight than normal on the evolution of core
inflation to guide monetary policy.
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China’s July data point to modest cooling
China’s July activity data were strong and yet gave tenta-
tive signs that the economy is coming off the boil. Retail
sales accelerated, with auto sales booming again in July,
and exports rose nearly 3%m/m, lifting the sequential trend
growth pace decisively into positive territory. However, the
momentum in these sectors contrasts with early signs that
the blistering pace of fixed-asset investment growth has
begun to moderate. As such, IP growth stepped down a
notch to a still-strong 1.1%m/m. Having posted a nearly
15%ar gain in GDP in 2Q, we are looking for GDP growth
of nearly 10% in 2H09. This moderation to still above-
trend growth, and the shift in the mix of growth toward
consumption and exports and away from public investment,
is consistent with policymakers’ objectives, and will rein-
force the message of cautious fine-tuning that came out of
last Friday’s press conference in Beijing. Likewise, the mod-
eration in investment growth, together with the notable slow-
down in new loan creation and the further decline in both
headline and core inflation, alleviated market concerns of po-
tential overheating and aggressive near-term tightening.

The PBoC will continue to rely on open-market operations
to manage overall liquidity, awaiting confirmation of an
export recovery and a pickup in inflation. It will be impor-
tant to see whether officials shift their rhetoric at the central
economic work summit in November-December 2009. If
they do, the central bank could start by implementing an
M2 supply growth target and a credit quota early next year,
while using window guidance to temper commercial bank
lending. At the same time, the NDRC could announce ad-
ministrative measures to prevent investment growth from
further accelerating. These steps would then be followed by
RRR hikes in 2Q10 and interest rate hikes in 2H10.
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Cash is losing its crown
• Portfolio strategy: the main mispricing in portfolios is

the expensiveness of cash. The main capital flow is from
cash to credit, with equities still behind. We remain long
credit and equities.

• Fixed income: take profit on long duration, but stay at
the short end of curves.

• Equities: overweight small cap companies that are down
more than 50% from highs and attractively valued vs
broader market.

• Credit: we are lowering our forecasts of US HG to 175bp
from 225bp and EMBIG to 300bp from 400bp.

• Fx: dollar to trade a range over the next month.

• Alternatives: stay long base metals and short WTI.

Cash was King during much of the recession, as market
participants fled to the safety of deposits and government
bonds to escape the bear market. Investors were happy to
suffer near zero returns as long as the crisis raged and the
future looked dark and uncertain. But as uncertainty is fad-
ing, and the future does not look as ominous anymore, in-
vestors are increasingly unhappy with the low return on
their cash holdings.

The flight from cash is steadily overtaking the economic
recovery story as the main driver of higher asset prices.
Even people who are not believers in a robust economic
rebound still feel forced to try and get some sort of positive
return on assets other than cash.

This flow from cash is seen by some as just a liquidity-
driven reflation of asset prices  that has nothing to do with
fundamentals and is therefore suspect. We do not agree.
The flight from cash is not by itself a rise in leverage,
which is where true risk comes from. Instead, the flow
from cash is what economists call the transmission
mechanism. Central banks cut rates to prevent economic
agents from piling into cash and cutting spending to the
bone all at the same time. This policy is working now, as
global consumption is starting to rise and the return to risky
assets is allowing companies and other borrowers to obtain
necessary funding again. The resulting reflation of asset
prices will be ultimately damaging only if central banks
keep rates low for too long. We remain quite far from this
risk.

Many equity bears argue that stocks have become expen-
sive, frequently stating that multiples have risen to above
historic averages. It could similarly be said that government
bonds are expensive, as yields are below historic means.
We do not disagree with these yield observations, but dis-
agree with the implications for value. Simply put, historic
comparisons on yields have little relevance, as investors
cannot buy assets at past prices. You can only buy what is
available today. Hence, the relevant comparison of an
asset’s value is not against its own history, which cannot
be bought, but against other assets available for sale
today. By that standard, both equities and bonds are
cheap and attractive, in our view.

Consider the US risk-return trade-off line above. It
shows internal rates of return for major asset classes ––
cash, Treasuries, high grade, high-yield, external debt, and
equities. For credit, we deduct from the yield the expected
medium-term losses resulting from default. Equities IRRs
are earnings yields (E/P) based on either trend operating or
reported earnings, plus expected long-term inflation. Risk
is annual return volatility over the past 25 years. Using 5-
year volatility makes little difference.

The important anomaly versus history is the steepness of
the risk-return trade-off line. At 0.6, this Sharpe ratio is
twice its historic mean. That is, investors are offered twice
the historic return to increasing risk. The first foray out
of cash this year along this risk return trade-off has been
into bonds, and especially into credit. Credit started rally-
ing early this year, before there was any sign of an end to
recession. This flow into credit remains strong, but falling
yields should slow this flow and redirect it into equities.

Overall, both the equity and bond asset class are cheap
versus cash. It is cash that is the expensive asset class.
King cash is losing its crown.
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Shorter term, credit and equity markets took a breather
last week after the headlong rally of the past month and
two weaker US consumer data releases—retail sales and
Michigan Confidence. The US consumer remains a risk to
the recovery, but the sum total of global data releases over
recent weeks keeps us confident about the recovery. Our
favourite risk signal—momentum in growth and earnings
forecast revisions—remains in place.

Fixed income
Government bonds rallied last week, returning to the
middle of their 3-month range. The gains took place on
low volume and seem to reflect short-covering on the
week US consumer data. We turn tactically neutral on
duration.

We stay long at the short ends of major curves on carry
and central banks’ staying low for long. Receive in 2s in
the US, 5s in Japan, and use options in the EU. Short the
2-year in the UK, as the BoE should hike first.

Equities
We remain long and expect equities to rise further, driven
by better economic data and stock rating upgrades . Our
Economic Activity Surprise Index has risen to 15% from
close to zero at the beginning of the month and is likely to
stay in positive territory for longer, as 3Q data come in
better than the consensus. Equity analysts should start rais-
ing stock ratings, as upgrades lag earnings beats by a few
months. Buy ratings are currently at the lowest levels since
2003 but analysts are starting to raise stock ratings.

We continue to favour small vs large caps . We advise
focusing on small cap companies that are down more than
50% from highs, have earnings yields that are attractive vs
the broader market, have balance sheets that are not exces-
sively leveraged to ensure survival, and have businesses
that were not structurally damaged through the recession;
i.e., real estate.

In EM, we keep a small only overweight in EM vs DM.
Client discussions suggest that those with large EM
overweights are set to take part profits. In addition, we
find that EM-based investors are already bullish their re-
gion, but both EM- and DM-based investors are predomi-
nantly bearish DM growth. Hence, over the next quarter or
so, DM growth should be more of a surprise than EM

growth. This relative surprise factor should limit the excess
EM performance to be expected from their strong growth
and high beta.

Credit
With the economy and corporate fundamentals continuing to
improve and demand for corporate bonds remaining strong,
we again lower our year-end forecast for US HG spreads
to 175bp from 225bp before. Although yields are falling as
the result of spread tightening, we still see demand for long
duration bonds from insurance companies and short dura-
tion bonds from investors looking for higher return in short-
maturity high-quality assets. Hence, we stay overweight US
HG and see spreads tighter by year end.

In CDS, we believe LCDX is cheap relative to CDX.HY
as the difference between the expected loss in CDX.HY and
LCDX remains at a historical high. The credit quality is
similar between the two indices and recovery rates are
higher in loans than bonds on average. Thus, we expect
LCDX to start to reflect better fundamentals and outperform
CDX.HY.

The rally in EMBIG has been powerful. With yields of 7.3%
it remains attractive for both yield-based and spread-based
investors. We stay overweight, focusing exposure on
higher-yielding sovereigns such as Argentina and Venezu-
ela. We lower our EMBIG spread forecast to 300bp by
year end from the previous target of 400bp.

Alternatives
Commodities were down last week, as losses in the energy
sector dragged down the asset class. Industrial metals con-
tinue to outperform the other sectors, despite the losses to-
day. We continue to favour industrial metals, as the recov-
ery theme should benefit the sector a while longer.

Even though we are medium-term bullish the asset class, we
maintain our short WTI position on a tactical basis. Crude
was down last week on higher stocks, weaker petrol/distil-
late demand, and disappointing consumer-related data. In-
ventory conditions remain near-term bearish. We expect in-
ventories to build up in the coming weeks on reduced refin-
ery utilization in the US. Imports are also likely to stay el-
evated. Moreover, the futures curve remains steep near the
front end, in contrast to a much flatter Brent curve.
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2008 2009 2010 4Q08 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 1Q09 2Q09 4Q09 4Q10
The Americas
United States 0.4 -2.6 3.0 -5.4 -6.4 -1.0 3.0 2.5 3.0 4.0 -0.2 -0.9 0.9 ↓ 0.7
Canada 0.4 -2.3 2.4 -3.7 -5.4 -3.5 2.0 2.0 3.0 3.0 1.2 0.0 1.2 2.3
Latin America 3.8 -3.1 4.2 -8.9 -10.1 -0.3 8.2 3.5 4.3 4.4 7.5 6.8 5.7 6.5

Argentina 6.8 -3.0 2.0 -2.0 0.2 -6.0 0.0 -4.0 6.0 6.0 6.6 7.0 6.0 10.2
Brazil 5.1 -0.4 4.5 -13.8 -3.3 7.0 5.5 4.0 4.0 5.0 5.8 5.2 4.3 4.5
Chile 3.2 -1.5 4.3 -7.9 -2.5 -2.5 7.0 6.0 4.0 3.5 5.6 2.0 -0.5 3.2
Colombia 2.5 -0.5 3.0 -5.9 0.9 0.0 0.8 2.1 3.5 4.3 6.6 4.6 4.1 4.5
Ecuador 6.5 -2.0 0.5 -1.0 -6.3 -4.0 -4.0 0.0 1.5 2.5 7.9 5.5 4.8 4.1
Mexico 1.3 -6.5 5.0 -9.8 -21.5 -4.0 15.5 5.0 5.0 4.0 6.2 6.0 4.2 3.4
Peru 9.8 1.7 5.4 -1.2 -6.2 -0.5 13.0 9.0 3.0 4.1 5.6 3.5 1.5 2.0
Venezuela 4.8 -2.5 1.5 1.4 -9.3 -4.0 -2.0 0.0 2.0 3.5 29.5 28.4 31.5 37.4

Asia/Pacific
Japan -0.7 -5.4 2.5 -13.5 -14.2 4.5 3.5 3.5 3.0 -0.5 -0.1 -1.0 -1.3 -0.8
Australia 2.3 0.8 ↑ 2.0 ↑ -2.2 1.5 4.4 ↑ -2.2 2.6 ↑ 1.5 ↓ 2.3 ↑ 2.5 1.5 ↑ 1.5 2.5 ↓

New Zealand 0.2 -2.2 2.7 ↑ -3.9 -3.9 -1.4 ↓ -0.5 ↓ 3.6 ↑ 3.6 ↑ 3.3 ↑ 3.0 1.9 ↑ 1.5 ↑ 2.3
Asia ex. Japan 5.8 3.9 ↑ 6.8 -5.2 2.7 11.3 ↑ 7.5 ↑ 6.6 6.4 6.9 ↓ 2.6 1.2 2.0 3.0

China 9.0 8.4 9.0 1.9 8.3 14.9 9.5 9.0 8.7 8.7 -0.6 -1.5 1.7 1.9
Hong Kong 2.4 -2.6 ↑ 5.3 ↑ -7.4 -16.1 13.9 ↑ 9.0 ↑ 5.0 4.2 ↓ 4.0 ↓ 1.7 -0.1 -0.9 3.0
India 6.1 6.2 7.2 2.3 6.4 3.9 6.5 7.5 8.0 9.4 9.4 7.5 4.2 4.6
Indonesia 6.1 3.5 4.5 1.5 5.4 ↑ 3.8 ↑ 3.0 2.0 5.0 6.0 8.6 5.6 3.5 6.2
Korea 2.2 -1.1 3.9 -18.8 0.5 9.7 4.0 3.5 3.5 3.5 3.9 2.8 2.6 3.5
Malaysia 4.6 -3.0 4.4 -10.1 -15.1 10.0 6.1 4.5 1.6 4.9 3.7 1.5 0.3 2.4
Philippines 3.8 1.3 5.0 1.1 -8.9 8.0 6.0 6.0 5.0 4.0 6.9 4.7 3.0 3.7
Singapore 1.1 -2.8 4.9 -16.4 -14.6 20.4 7.8 2.0 0.4 4.1 2.1 -0.4 -0.7 3.6
Taiwan 0.1 -3.8 5.0 -23.8 -3.4 12.8 8.0 5.0 4.3 3.5 0.0 -0.6 0.3 2.1
Thailand 2.6 -3.1 6.1 -22.1 -7.3 10.0 7.8 4.9 3.2 8.2 -0.2 -2.8 0.5 2.4

Africa
South Africa 3.1 -2.0 2.5 -1.8 -6.4 -3.0 ↓ 0.3 ↓ 2.4 ↑ 3.6 4.1 8.4 7.8 6.3 ↑ 4.1 ↓

Europe
Euro area 0.6 -3.6 ↑ 2.7 ↑ -6.9 -9.7 -0.4 ↑ 3.0 ↑ 2.5 3.0 3.0 ↑ 1.0 0.2 0.6 1.1

Germany 1.0 -4.5 ↑ 3.7 ↑ -8.6 -14.4 2.8 ↑ 5.0 ↑ 4.0 3.5 ↓ 3.5 ↑ 0.8 0.2 0.3 0.3
France 0.3 -1.9 ↑ 2.7 ↑ -5.6 ↑ -5.3 ↓ 1.3 ↑ 2.8 ↑ 2.5 3.0 3.0 ↑ 0.7 -0.2 ↓ 0.6 0.7
Italy -1.0 -4.9 1.5 ↑ -8.3 -10.3 -1.9 1.5 ↑ 1.0 2.0 2.0 1.4 0.9 1.0 1.0

Norway 2.5 -1.1 2.5 -3.0 -3.9 -1.0 2.5 3.0 3.0 2.5 2.4 3.1 1.4 0.4
Sweden -0.4 -4.3 3.1 -18.4 -3.5 -0.1 3.0 4.0 4.0 2.5 0.8 -0.4 0.1 0.1
Switzerland 1.6 -1.4 1.9 -2.2 -3.2 -2.0 1.8 2.3 2.5 2.0 0.0 -0.6 0.1 0.4
United Kingdom 0.7 -4.4 1.9 -7.0 -9.3 -3.2 1.0 2.5 2.0 2.5 3.0 2.1 1.5 2.1
Emerging Europe 4.1 -5.2 3.0 -9.0 ↓ -18.8 ↓ 1.3 ↑ 4.5 ↑ 4.8 ↑ 3.1 ↑ 2.6 ↓ 8.7 7.7 ↑ 7.0 6.0

Bulgaria 6.1 -5.0 -1.5 … … … … … … … … … … …
Czech Republic 3.0 -3.0 2.0 -6.8 -12.9 1.2 ↑ 2.5 3.0 1.5 2.5 2.1 1.4 ↓ 1.3 3.6
Hungary 0.6 -6.0 -0.5 -7.4 ↓ -10.0 ↓ -8.1 ↓ -1.0 ↑ 4.0 ↑ 2.0 ↑ 0.5 ↓ 3.0 3.6 ↓ 5.9 ↓ 2.4
Poland 4.9 1.0 ↑ 2.5 ↑ 0.0 1.6 -1.0 ↑ 4.0 ↑ 3.0 ↑ 3.0 ↓ 2.0 ↓ 3.3 3.7 3.5 ↑ 2.4
Romania 7.1 -6.0 ↓ 2.0 ↑ … … … … … … … 6.8 6.1 ↓ 6.0 ↓ 6.5
Russia 5.6 -8.5 4.5 -14.2 ↓ -33.6 ↓ 4.9 ↑ 6.5 6.5 4.0 3.5 13.9 12.6 ↑ 11.0 9.2
Turkey 1.1 -4.7 3.0 … … … … … … … 8.4 5.7 5.0 4.9

Global 1.3 -2.6 3.3 ↑ -7.0 -7.5 1.3 ↑ 3.7 ↑ 3.2 3.4 3.4 ↑ 1.4 0.6 1.2 ↓ 1.5
Developed markets 0.4 -3.4 2.7 ↑ -7.2 -8.5 -0.1 ↑ 2.8 ↑ 2.7 ↑ 2.9 2.8 ↑ 0.5 -0.3 0.5 ↓ 0.8
Emerging markets 4.9 0.5 ↑ 5.4 -6.6 ↓ -3.7 ↓ 6.6 ↑ 7.1 ↑ 5.4 ↑ 5.4 5.6 ↓ 5.0 3.8 3.9 4.4

% over a year ago

Consumer prices
                                          % over previous period, saar                                                 

Real GDP
% over a year ago

 Real GDP
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Change from Forecast

Official interest rate Current Aug '07 (bp) Last change Next meeting next change Sep 09 Dec 09 Mar 10 Jun 10 Dec 10

Global GDP-weighted average 1.33 -338 1.31 1.31 1.33 1.36 1.45

    excluding US GDP-weighted average 1.90 -253 1.88 1.87 1.90 1.94 2.07
Developed GDP-weighted average 0.48 -366 0.48 0.48 0.49 0.52 0.57

Emerging GDP-weighted average 4.71 -229 4.62 4.61 4.65 4.70 4.96
    Latin America GDP-weighted average 5.78 -303 5.78 5.78 5.78 5.81 5.95
    CEEMEA GDP-weighted average 5.55 -146 5.14 5.07 5.16 5.26 5.59

    EM Asia GDP-weighted average 4.00 -232 4.00 4.00 4.04 4.07 4.35

The Americas GDP-weighted average 0.75 -484 0.75 0.75 0.75 0.76 0.77

United States Federal funds rate 0.125 -512.5 16 Dec 08 (-87.5bp) 23 Sep 09 on hold 0.125 0.125 0.125 0.125 0.125
Canada Overnight funding rate 0.25 -425 21 Apr 09 (-25bp) 10 Sep 09 on hold 0.25 0.25 0.25 0.25 0.25

Brazil SELIC overnight rate 8.75 -275 22 Jul 09 (-50bp)  2 Sep 09 on hold 8.75 8.75 8.75 8.75 8.75
Mexico Repo rate 4.50 -275 17 Jul 09 (-25bp) 21 Aug 09 on hold 4.50 4.50 4.50 4.50 4.50

Chile Discount rate 0.50 -500 9 Jul 09 (-25bp) 10 Sep 09 2Q 10 (+50bp) 0.50 0.50 0.50 1.00 3.50
Colombia Repo rate 4.50 -475 19 Jun 09 (-50bp) 28 Aug 09 on hold 4.50 4.50 4.50 4.50 4.50

Peru Reference rate 1.25 -350 6 Aug 09 (-75bp) 10 Sep 09 on hold 1.25 1.25 1.25 1.25 1.25

Europe/Africa GDP-weighted average 1.45 -314 1.40 1.39 1.41 1.46 1.58

Euro area Refi rate 1.00 -300 7 May 09 (-25bp) 3 Sep 09 on hold 1.00 1.00 1.00 1.00 1.00
United Kingdom Repo rate 0.50 -525 5 Mar 09 (-50bp) 10 Sep 09 2Q 10 (+25bp) 0.50 0.50 0.50 0.75 1.25

Sweden Repo rate 0.25 -325 2 Jul 09 (-25bp) 3 Sep 09 on hold 0.25 0.25 0.25 0.25 0.25
Norway Deposit rate 1.25 -350 17 Jun 09 (-25bp) 23 Sep 09 24 Mar 10 (+25bp) 1.25 1.25 1.50 1.50 1.75

Czech Republic 2-week repo rate 1.25 -200 6 Aug 09 (-25bp) 24 Sep 09 1Q 10 (+25bp) 1.25 1.25 1.75 2.50 3.50
Hungary 2-week deposit rate 8.50 75 27 Jul 09 (-100bp) 24 Aug 09 24 Aug 09 (-50bp) 7.50 7.00 6.50 6.50 6.50

Israel Base rate 0.50 -350 23 Mar 09 (-25bp) 27 Aug 09 4Q 09 (+50bp) 0.50 1.00 2.00 3.00 4.00
Poland 7-day intervention rate 3.50 -125 24 Jun 09 (-25bp) 27 Aug 09 3Q 10 (+25bp) 3.50 3.50 3.50 3.50 4.50

Romania Base rate 8.50 150 4 Aug 09 (-50bp) 29 Sep 09 29 Sep 09 (-50bp) 8.00 8.00 8.00 7.50 7.00
Russia 1-week deposit rate 6.00 275 7 Aug 09 (-25bp) 3Q 09 3Q 09 (-25bp) 5.75 5.50 5.50 5.50 5.50

South Africa Repo rate 7.00 -300 13 Aug 09 (-50bp) 22 Sep 09 4Q 10 (+50bp) 7.00 7.00 7.00 7.00 7.50
Switzerland 3-month Swiss Libor 0.25 -225 12 Mar 09 (-25bp) 17 Sep 09 on hold 0.25 0.25 0.25 0.25 0.25

Turkey Overnight borrowing rate 8.25 -925 16 Jul 09 (-50bp) 18 Aug 09 18 Aug 09 (-50bp) 7.00 7.00 7.00 7.00 7.00

Asia/Pacific GDP-weighted average 2.05 -150 2.05 2.05 2.09 2.14 2.30
Australia Cash rate 3.00 -350 7 Apr 09 (-25bp) 1 Sep 09 Feb 10 (+25bp) 3.00 3.00 3.50 4.00 4.50

New Zealand Cash rate 2.50 -575 30 Apr 09 (-50bp) 10 Sep 09 8 Jul 10 (+25bp) 2.50 2.50 2.50 2.50 3.50
Japan Overnight call rate 0.10 -40 19 Dec 08 (-20bp) 17 Sep 09 on hold 0.10 0.10 0.10 0.10 0.10

Hong Kong Discount window base 0.50 -625 17 Dec 08 (-100bp) 24 Sep 09 on hold 0.50 0.50 0.50 0.50 0.50
China 1-year working capital 5.31 -171 22 Dec 08 (-27bp) 2Q 09 4Q 10 (+27bp) 5.31 5.31 5.31 5.31 5.58

Korea Base rate 2.00 -300 12 Feb 09 (-50bp) 10 Sep 09 1Q 10 (+25bp) 2.00 2.00 2.25 2.50 3.00

Indonesia BI rate 6.50 -175 5 Aug 09 (-25bp) 3 Sep 09 on hold 6.50 6.50 6.50 6.50 6.50
India Repo rate 4.75 -300 21 Apr 09 (-25bp) 27 Oct 09 3Q 10 (+25bp) 4.75 4.75 4.75 4.75 5.25

Malaysia Overnight policy rate 2.00 -150 24 Feb 09 (-50bp) 25 Aug 09 on hold 2.00 2.00 2.00 2.00 2.00
Philippines Reverse repo rate 4.00 -200 9 Jul 09 (-25bp) 20 Aug 09 on hold 4.00 4.00 4.00 4.00 4.00

Thailand 1-day repo rate 1.25 -200 8 Apr 09 (-25bp) 26 Aug 09 on hold 1.25 1.25 1.25 1.25 1.25
Taiwan Official discount rate 1.25 -188 18 Feb 09 (-25bp) 3Q 09 on hold 1.25 1.25 1.25 1.25 1.25
Bold denotes move since last GDW and forecast changes. Underline denotes policy meeting during upcoming week.



22

Australia and New Zealand - Weekly Prospects
August 17, 2009

Economic forecasts - Australia

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

Australia - summary of main macro views

• Australia’s recession has been shallow - we avoided back-to-back falls in GDP, but output probably will fall in
3Q in the absence of new stimulus and as other support (i.e. the investment allowance) is wound back.

• We expect a fall in business investment, particularly mining, which will force down employment.

• With labour force participation falling slowly, the jobless rate will continue rising. That said, the fall in hours
worked is cushioning the blow - unemployment probably will peak at 8%, not the 9% we previously forecast.

• On housing, the expanded first home owners’ grant has sucked forward buyers from 2010. The mini-boom will
end in tears as the jobless rate rises along with interest rates.

• The consumer is yet to be fully tested—households have been on financial “life support” from the RBA and
the government’s fiscal support.

• Export volumes have held up owing mainly to firm demand from Asia, but the terms of trade is tumbling.

• The RBA has moved to a “neutral” policy bias, and the next move in the official cash rate will be up. We sus-
pect the first rate hike will come in February 2010.

• Having front-loaded the policy support, the government is unlikely to deliver more significant fiscal stimulus.

2008 2009 2010 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Chain volume GDP 2.3 0.8 2.0 1.4 0.9 -2.2 1.5 4.4 -2.2 2.6 1.5 2.3 3.4 4.3

Private consumption 2.2 1.1 0.7 -0.5 0.3 1.2 2.3 4.5 -3.2 -1.6 1.2 2.0 2.4 2.0
Construction investment 5.2 -5.2 2.6 1.7 6.5 -0.5 -11.5 -13.0 -5.2 3.2 3.6 4.9 7.8 12.5

Equipment investment 15.7 -9.8 -7.8 36.8 1.4 -1.7 -33.1 8.1 -22.8 -4.1 -10.1 -12.0 0.0 8.7

Public investment 12.0 -1.9 7.2 3.7 18.9 -11.1 -9.5 -1.4 3.3 4.9 7.5 9.7 12.1 13.0

Government consumption 3.7 1.3 4.1 5.3 2.3 1.0 1.4 -0.4 0.1 3.7 5.6 6.0 5.0 4.7

Exports of goods & services 3.9 2.8 4.9 10.5 -3.4 -3.3 11.1 4.9 -2.8 0.0 7.2 9.1 9.3 6.1
Imports of goods & services 10.3 -9.6 6.7 15.7 2.6 -27.0 -25.2 6.1 3.2 6.1 6.6 6.1 8.2 14.8

Contributions to GDP growth:

Domestic final sales 4.4 -1.2 1.6 4.9 2.5 -3.6 -7.1 6.8 -4.4 0.1 1.8 2.5 4.0 5.1

Inventories -0.6 -0.9 0.8 -1.9 -0.2 -5.4 0.1 -2.1 3.6 3.8 -0.3 -0.7 -0.7 1.1
Net trade -1.5 2.9 -0.4 -1.5 -1.4 7.1 9.0 -0.3 -1.3 -1.3 0.1 0.5 0.1 -1.9

GDP deflator (%oya) 6.7 2.0 1.8 6.7 8.5 7.5 5.1 2.5 0.3 0.3 1.8 1.7 1.7 2.0

Consumer prices (%oya) 4.4 1.6 2.2 4.5 5.0 3.7 2.5 1.5 0.8 1.5 1.9 2.1 2.3 2.5

Producer prices (%oya) 8.3 -5.0 0.2 8.7 10.9 6.7 -1.0 -6.4 -7.4 -4.8 -1.0 0.5 0.4 1.0

Trade balance (A$ bil, sa) -4.2 -5.8 -15.0 -2.1 1.4 4.4 4.6 -2.0 -3.8 -4.7 -4.4 -3.1 -3.8 -3.7
Current account (A$ bil, sa) -67.0 -52.2 -64.0 -14.8 -9.7 -6.4 -4.6 -14.1 -16.2 -17.2 -16.9 -16.1 -15.8 -15.2

as % of GDP -6.2 -4.3 -5.1 -5.0 -3.2 -2.1 -1.5 -4.6 -5.3 -5.6 -5.4 -5.1 -5.0 -4.7

3m eurodeposit rate (%)* 6.0 3.6 4.9 7.8 7.0 4.1 3.1 3.2 4.1 4.0 4.6 4.7 5.0 5.1

10-year bond yield (%)* 5.6 5.1 5.7 6.5 5.4 4.0 4.4 5.4 5.4 5.4 5.8 5.6 5.7 5.7
US$/A$* 0.75 0.77 0.86 0.74 0.77 0.65 0.68 0.75 0.82 0.83 0.84 0.85 0.86 0.87

Commonwealth budget (FY, A$ bil) 13.5 -28.0 -55.0

as % of GDP 1.1 -2.3 -4.3

Unemployment rate 4.3 6.0 7.7 4.2 4.2 4.5 5.3 5.7 6.3 6.7 7.2 7.7 8.0 7.8

Industrial production 2.0 -7.3 0.9 -0.1 -4.9 -17.3 -12.7 -4.0 5.0 3.0 0.0 -1.0 -2.0 0.0

*All financial variables are period averages

20102008 2009

Australia: economic projections percentage change over previous period, seasonally adjusted annual rates, unless stated
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New Zealand - summary of main macro views

• The New Zealand economy was in a homegrown recession before the worst of the international troubles un-
folded. GDP growth should turn positive by year-end.

• Business confidence  recently has improved, though firms’ investment will remain a drag on GDP growth this
year; this, of course, has negative implications for the employment outlook.

• The prolonged decline in private consumption is set to continue for some time yet, particularly given the re-
cent deterioration in the labour market. The recession has altered consumer behaviour, leading consumers to-
ward increased saving rather than spending.

• Increased anxiety about job security probably is the strongest headwind facing consumers. We expect the un-
employment rate to peak close to 8% in 2010. In the June quarter, wage growth slowed to a standstill in 2Q and
unemployment jumping a full percent to 6.0%.

• The RBNZ has delivered 575bp of policy easing since mid-2008. We believe that the OCR, currently at 2.5%,
is the terminal cash rate in this cycle, and the RBNZ will begin tightening policy in mid-2010.

2008 2009 2010 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Real GDP (1995-96 prices) 0.2 -2.2 2.7 -0.9 -2.0 -3.9 -3.9 -1.4 -0.5 3.6 3.6 3.3 3.8 3.0

Private consumption 0.1 -1.3 0.4 -0.9 -0.5 -1.0 -5.3 1.4 0.3 0.4 0.2 0.4 0.5 0.3
Fixed Investment -3.7 -19.9 -1.2 5.6 -26.2 -22.5 -27.0 -22.7 -8.7 -1.7 2.4 3.6 2.7 5.0

  Residential construction -17.1 -20.0 1.3 -27.2 -25.6 -45.8 -1.2 -16.0 -12.0 10.0 4.0 2.0 4.0 6.0

  Other fixed investment -0.3 -19.9 -1.8 14.7 -26 -16.7 -31.2 -24.0 -8.0 -4.0 2.0 4.0 2.4 4.8

Inventory change (NZ$ bil, saar) 1.4 -0.2 0.4 0.3 0.5 0.2 -0.2 0.0 0.0 0.1 0.1 0.1 0.1 0.1

Government spending 3.9 2.2 1.8 1.6 1.6 6.2 1.4 0.8 1.2 2.0 1.6 2.0 2.8 1.2

Exports of goods & services -1.5 -3.0 4.8 0.4 -11.5 -11.9 2.3 -1.8 1.5 7.0 4.0 7.0 8.0 2.0
Imports of goods & services 2.5 -16.2 2.4 13.4 -24.4 -23.6 -30.2 -4.0 -1.0 2.0 2.0 3.0 6.0 10.0

Contributions to GDP growth:

Domestic final sales 1.3 -6.2 1.5 5.0 -11.0 -6.1 -11.6 -4.2 -2.1 1.7 2.7 1.9 3.0 5.5

Inventories 0.4 -1.2 0.5 -0.9 2.4 -3.7 -4.8 2.1 0.9 0.4 0.3 0.2 0.2 0.1

Net trade -1.4 5.3 0.7 -4.8 7.3 6.1 13.7 0.8 0.8 1.5 0.6 1.2 0.5 -2.5

GDP deflator (%oya) 3.6 3.7 3.0 3.7 2.1 2.5 2.4 3.9 5.4 3.1 2.8 3.0 3.1 3.1

Consumer prices 4.0 1.5 1.8 6.7 6.2 -1.8 1.1 2.3 0.7 2.0 1.3 1.7 2.4 3.8
%oya 4.0 1.7 1.8 4.0 5.1 3.4 3.0 1.9 0.6 1.5 1.6 1.4 1.8 2.3

Trade balance (NZ$ bil, sa) -2.2 2.2 7.5 -1.1 -0.8 -0.1 0.9 1.1 0.3 -0.1 0.3 1.6 2.7 2.8

Current account (NZ$ bil, sa) -16.0 -7.5 -12.6 -4.7 -4.0 -3.7 -1.2 -2.7 -1.5 -2.0 -2.8 -5.2 -2.8 -1.9

as % of GDP -9.0 -5.0 -4.0 -10.5 -9.1 -8.3 -6.0 -3.4 -4.5 -6.0 -6.0 -3.9 -2.5 -3.6

Yield on 90-day bank bill (%)* 7.9 2.8 3.1 8.8 8.2 6.0 2.8 2.8 2.8 2.8 3.0 3.1 3.1 3.1

10-year bond yield (%)* 6.0 5.1 5.8 6.5 5.9 5.3 4.1 5.7 5.4 5.1 5.5 6.0 6.0 6.0

US$/NZ$* 0.71 0.60 0.66 0.78 0.71 0.58 0.51 0.64 0.62 0.64 0.65 0.66 0.67 0.67
Commonwealth budget (NZ$ bil) -3.0 -7.6 -6.6

as % of GDP -1.7 -4.2 -3.4

Unemployment rate 4.2 6.2 7.7 4.0 4.3 4.7 5.0 6.0 6.6 7.2 7.5 8.0 7.7 7.5

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

2008 2009 2010

*All financial variables are period averages
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Monday Tuesday Wednesday Thursday Friday 

 
17 Aug 
 
 

 
18 Aug 
 
 

 
19 Aug 
 
Australia : 
Westpac leading index  
(10:30 am) Jun 
 
New Zealand: 
PPI (10:45 pm)  
2Q  -1.0 %q/q 
 
 
 
 
 

 
20 Aug 
 
                                                                             

 
21 Aug 
 
New Zealand: 
Visitor arrivals  
(10:45 am) Jul 
Credit card spending 
 (3:00 pm)  Jul 
 
 
 
 

 
24 Aug 
 
Australia :  
New motor vehicles sale  
 (11.30 am)  Jul 
 
 

 
25 Aug 
 
 

 
26 Aug 
 
Australia : 
Construction work done  
(11:30 am)  2Q 
 
 

 
27 Aug 
 
Australia: 
Private capital expenditure  
(11:30 am) 2Q 
 
New Zealand: 
Trade balance (10:45 am) Jul 
 
 
 
 
 
 

 
28 Aug 
 
New Zealand: 
Building permits 
 (10:45 am) Jul 

 
31 Aug 
 
Australia : 
Inventories (11:30 am)  2Q 
Company profits (11:30 am)  2Q 
Pvt. Sector credit (11:30 am) Jul 
 
New Zealand : 
NBNZ business conf.  
 (3:00 pm)  Aug 
 
 
 

 
1 Sep 
 
Australia : 
Building approvals (11:30 am)    
 Jul 
Current account (11:30 am)  2Q 
RBA cash target (2:30 pm) Sep 
 
 

 
2 Sep 
 
Australia : 
GDP (11:30 am)  2Q 
 
 

 
3 Sep 
 
Australia : 
Trade balance 
 (11:30 am)  Jul 
 
New Zealand : 
ANZ comm. Price 
 (3:00 pm)  Aug 
 
 
 
 
 

 
4 Sep 
 
 

 
7 Sep 
 
Australia: 
ANZ job ads (11:30 am)  Aug 
 
New Zealand: 
QV house prices Aug 
 
 

 
8 Sep 
 
Austral ia: 
NAB bus. Confidence 
(11:30 am)  Aug 
 

 
9 Sep 
 
Australia : 
Westpac consumer confidence 
(10:30 am)  Sep 
Retail sales (11:30am)  Jul 
Housing finance approvals 
 (11:00 am) Jul  
 
 

 
10 Sep 
 
Australia:  
Consumer inflation expectation  
(11:00 am) Sep 
 
New Zealand: 
RBNZ official cash rate  
 (9:00 am)  Sep 
Terms of trade (10:45 am) 2Q  
 
 
 
   

 
11 Sep 
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     Week / Weekend    Monday       Tuesday         Wednesday          Thursday          Friday
17 - 21 August

United States
• Fed Senior Loan

Officer Survey likely
out Monday

17 August

Euro area
• Foreign trade (Jun)

Japan
• GDP 1st est (2Q)

United States
• NAHB survey (Aug)
• NY Fed survey (Aug)

18 August

Germany
• ZEW bus survey (Aug)

Japan
• Department store sales

(Jul)

South Africa
• GDP (2Q)

Turkey
• CBRT meeting

United Kingdom
• CPI (Jul)

United States
• Housing starts (Jul)
• PPI (Jul)

19 August

Canada
• CPI (Jul)

Japan
• All sector activity (Jun)

Poland
• IP (Jul)

United Kingdom
• MPC minutes

20 August

Brazil
• Unemployment (Jul)

Mexico
• Real GDP (2Q)

Philippines
• BSP meeting

Taiwan
• GDP (2Q)

United Kingdom
• Retail sales (Jul)

United States
• Philly Fed survey (Aug)

21 August

Euro area
• PMI flash (Aug)

Mexico
• Banxico meeting

United States
• Existing home sales (Jul)
• Bernanke speaks at

Jackson Hole conference

24 - 28 August

United Kingdom
• Nationwide HPI (Aug)

24 August

Euro area
• Industrial orders (Jun)

Germany
• CPI prelim (Aug)

Hungary
• NBH meeting

Israel
• BoI meeting

Taiwan
• Export orders (Jul)
• IP (Jul)

25 August

Belgium
• BNB business surv (Aug)

Germany
• GDP final (2Q)

Malaysia
• BNM meeting

United States
• FHFA HPI (Jun, 2Q)
• S&P/C-S HPI (Jun, 2Q)

26 August

Germany
• IFO business surv (Aug)

Japan
• Shoko Chukin (Aug)
• Trade balance (Jul)

Poland
• NBP meeting

South Africa
• CPI (Jul)

Thailand
• BoT meeting

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

27 August

Euro area
• M3 (Jul)

United States
• GDP 2nd est (2Q)

28 August

Colombia
• BanRep meeting

Euro area
• EC business surv (Aug)

Japan
• CPI (Jul)
• Hhold spending (Jul)
• PMI mfg (Aug)
• Unemployment (Jul)

Poland
• GDP (2Q)

United Kingdom
• GDP 2nd est (2Q)

United States
• Consumer sent (Aug)
• Personal income (Jul)
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