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Australian weekly

Week beginning 18 July 2011
  RBA: next rate move down – 100bps of easing through 2012

  NZ: strong GDP but high NZD, global turmoil argue no rate hike until Dec

  Australian data: leading index, trade prices, RBA minutes due

  NZ data: CPI inflation to push above 5%

  Key economic & financial forecasts

Information contained in this report was current as at 15 July 2011
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The market is now pricing in a 25bp rate cut by October and 50% 
chance of a follow on move by February next year. The impetus 
has in the main been from the large trading books of offshore 
investors/traders who cannot envisage a tightening environment in 
a developed economy where rates are already in the contractionary 
zone, especially against a backdrop of deteriorating conditions in 
global financial markets and a worsening situation in Europe. 

We saw similar moves to price rate cuts following deteriorating 
global conditions in May last year (when Greece required 
emergency funding), November (when Ireland was forced to seek 
an EU/IMF bailout) and in March following Japan’s earthquake 
disaster. All proved to be temporary. 

Local economists, including ourselves, and domestic traders have 
been surprised by current market positioning given that the Reserve 
Bank has held a strong medium term tightening bias. Our view has 
been that because of the Bank's strong tightening bias there would 
be one rate hike in 2011 which would be a policy mistake and 
rather than signalling a sequence of hikes would be followed by a 
long period of steady rates extending through most of 2012. 

We are now of the view that the direction of market pricing is 
probably correct and the next rate move in Australia will be down 
rather than up. 

We now expect a sequence of rate cuts beginning with 25bps 
in December 2011 and through 2012 totalling 100bps prior to 
a period of steady rates in 2013. 

While the catalyst for the first rate cut is likely to come from 
offshore we do not expect it to be a one off. Interest rates are too 
high in Australia given the state of the non-mining sectors of the 
domestic economy and a downward adjustment is required to avert 
a damaging round of contraction. This rate adjustment is likely to 
take a similar form to previous easing cycles. 

Easing cycles are typically quite short with multiple associated 
moves. 

Since the deep recession of the early 1990s there have been 
three easing cycles. These were: July 1996–July 1997 (–250bps); 
February 2001–December 2001 (–200bps) and September 2008–
April 2009 (–425bps). These cycles were short and sharp and 
delivered a considerably larger cumulative cut than we envisage in 
the current circumstances. 

In those cycles the starting point for rates was comfortably above 
neutral whereas we assess current rates to be only 25–75bps 
above neutral. Our assessment of the state of the domestic 
economy,  the outlook for the world economy, and difficult global 
financial conditions which are expected to persist for some time, 
indicates that rates in Australia need to move back into the 
expansionary zone. 

Reasons for our rate view 

The catalyst for the first move is likely to be further adverse 
developments in Europe and their knock on effects on global 

financial markets. Among the many other side-effects will be an 
ongoing negative impact on business and consumer confidence 
in Australia that is likely to become more pervasive as conditions 
deteriorate. 

The current period is being marked by financial turmoil in Europe 
where prospects of negative fallout to the real world economy 
are rising. Credit spreads have already begun to increase with, 
in the case of southern European banks, spreads now exceeding 
the peaks during the global financial crisis. I recently visited fund 
managers and central banks in Europe and could not find anyone 
who expected the current crisis to be resolved without an extended 
period of financial market turmoil. 

European Financial Risks 

Fear within the financial system in Europe around the exposures 
of counterparties are adversely affecting liquidity and look set to 
intensify. Sovereign defaults/major restructuring are likely to be 
the only credible ‘solution’ for the weakest countries with these 
events triggering major losses for the European banks. The size 
and incidence of these losses will also be unclear but those banks 
expected to be most exposed are likely to find credit more and 
more scarce, imposing credit crunches across Europe. 

Given the international nature of the European banking system, 
this may spread to other financial systems. Our view is that the 
degree of international deleveraging that could be undertaken in 
this scenario is less than what was seen in the 2008/09 episode, 
but it would still be material. We note that foreign commercial 
banks, presumably mostly European, are holding unusually large 
liquid positions in the US system. International banking claims on 
emerging Asia have recovered to pre-crisis levels. So there is capital 
out there to repatriate heighting contagon risks. The spectre of 
2008 provides an ongoing concern for businesses globally. 

The catalyst for the first rate cut is likely to be associated with 
these European convulsions but further cuts will be driven by the 
combined negative impact of European events on confidence and 
specific domestic issues. 

The Fragile Consumer 

The consumer is of particular concern domestically. Previous 
rate cut cycles were at least partly associated with a weakening 
consumer. In the 1996/97 period the Westpac-Melbourne Institute 
Index of Consumer Sentiment averaged around 103 with slumping 
dwelling approvals and ‘post-recession fragility’ adding to the case 
for cuts. In the early months of the 2001 cycle the Index averaged 
91, with slumping dwelling approvals again adding to the case for 
cuts. 

The Index averaged 88 during the 2008/09 period, a disastrous 
level by historical standards. The Index has been weak for some 
time,particularly respondents' views on the state of their own 
finances. In July the Index fell to 92.8 with consumer views on 
the outlook for their own financial position sustained at extremely 
weak levels only recorded on three previous occasions – during the 
recessions of the early 1980s and early 1990s and in mid 2008. 

Next rate move in Australia to be down – 
100 bp's of easing through 2012
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We do not expect to see a strong bounce-back in confidence in the 
immediate future. 

Revised Growth Forecasts 

Our research is now pointing to a much weaker profile for consumer 
spending than had been envisaged in the past. 

Whereas previous easing cycles had been associated with major 
collapses in housing and business investment the key driver in 
this cycle is likely to be an excessively weak consumer. We have 
lowered our growth profile for consumer spending in 2011 from 
2.6% to 1.2% and for 2012 from 2.8% to 2%. With some associated 
dampening of housing and investment plans (outside mining) growth 
in domestic demand has been revised down from 3.8% to 2.5% in 
2011 and from 4.5% to 2.7% in 2012. 

The unemployment rate is expected to rise from 4.9% in June 2011 
to 5.5-5.75% through 2012. 

Fiscal Policy 

Fiscal policy and house prices are also playing key roles in this 
expected slowdown. 

The Federal Government is planning to tighten policy around 3.5% 
of GDP over the fiscal years 2011/12 and 2012/13. A capping of 
expenditure growth by the states also points to reduced support 
from other levels of government. 

Concerns about the introduction of a price on carbon have 
contributed to the recent slide in consumer confidence. The June 
sentiment survey included additional questions on news recall 
that showed a sharp spike in ‘taxation’ issues only matched in the 
past by the mining tax debate in 2010 and the GST introduction in 
1999-2000. In all three episodes news on tax was viewed as a big 
negative. 

Current concerns on this front might subside. However, the 
experience of the GST suggests that is unlikely. According to our 
sentiment survey at the time, anxiety remained high for the whole 
year leading up to the GST introduction in July 2000 and concerns 
lingered throughout the rest of that year. With the carbon price not 
due to be introduced until July next year it is likely to remain a drag 
on confidence for some time yet. 

Deleveraging of the Household Sector 

Meanwhile we believe the economy is also going through a 
structural deleveraging by the household sector that makes 
consumer demand more susceptible to weakness. Whilst 
deleveraging is probably a long term desirable development for 
the economy its short term impact on activity and employment 
continues to be a significant drag. We have already seen the 
household savings rate rise to 10%, significantly undermining 
consumer demand. 

Although growth in consumer spending has been positive, and only 
marginally below its long run trend rate in the year to March, it has 

been lacklustre by historical standards. That is especially so given 
the weak spending in 2008 and 2009 and the backdrop of very 
strong disposable income and population growth. These last two 
supports are now fading with employment growth moderating and 
migration inflows down sharply. 

Despite the patchier income picture, there is a risk that consumers 
are becoming even more intent on restraining spending/lifting 
saving. Global financial turmoil will be reviving unpleasant memories 
of the 2008 financial crisis. Our consumer survey also shows 
households are becoming progressively more nervous about 
prospects for house prices. Housing is the major component of 
household wealth. Fears about falling wealth are likely to spur 
further increases in the savings rate. That will further undermine 
consumer spending with a more significant bottom line impact on 
spending growth due to the weaker income backdrop. 

While we see the major drag on growth working through consumer 
spending and the household sector, spill-over effects on business 
investment and housing are inevitable. That is already apparent in 
surveys of investment intentions where growth is restricted to the 
booming mining sector. 

Overall we would argue that for the interest sensitive parts of the 
economy – households and housing in particular – interest rates 
are now too high. The Reserve Bank has indicated that the ‘neutral’ 
cash rate is thought to be around 4.5%, with current rates seen as 
“mildly restrictive”. 

However, you only really know where neutral is when you are there. 
Our assessment of the impact of rates on confidence, housing 
activity, credit growth, and (non mining) investment spending plans 
is that we are most definitely not at neutral and that the real neutral 
rate is likely to be significantly further below the 4.5% suggested by 
the Bank. 

A cumulative cut of 100bps will only move rates marginally 
into the stimulatory zone. 

Given the Reserve Bank's most recent set of inflation forecasts 
how could one possibly forecast rate cuts? Recall that the Bank 
indicated in May that if market forecasts for rates were correct 
(which at the time envisaged a rate hike nine months into the 
future) then the Bank would breach its inflation target by 2013. On 
that thinking isn't it folly to forecast that the Bank would consider 
cutting rates? 

However the Bank's concerns were based around a much stronger 
growth profile for the Australian economy than we now envisage. 
The RBA Governor already noted in the statement accompanying 
the RBA Board’s July decision that “... growth through 2011 is now 
unlikely to be as strong as earlier forecast.” With time we expect 
the Bank will move towards growth expectations much closer to our 
own and with that allay its concerns about a blow-out in inflation. 

Unemployment 

Along with inflation forecasts the outlook for the unemployment 
rate is critical to any policy decisions. The RBA’s medium term 
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tightening bias rests on the concern that we are already at full 
employment and the mining boom will drive the unemployment rate 
down to 4.25% by 2013. 

Our forecast is that the unemployment rate is heading towards 
5.5–5.75% through 2012. 

The dynamics of the economy over the course of the remainder 
of 2011 and 2012 will be dominated by the key channel of falling 
consumer confidence and global financial turmoil spilling over to 
business confidence which lowers investment and employment 
intentions leading to a fall in employment growth and an increase in 
the unemployment rate. In turn this rise in the unemployment rate 
feeds back to consumer confidence and spending, further impacting 
businesses' employment decisions. 

The Reserve Bank has made it clear that it welcomes softer activity 
in the household/housing sector to create capacity for the mining 
boom. We assert that it will see that it is ‘over- achieving’ given that 
consumer spending and housing investment represent around 60% 
of economic activity while mining investment is around 4%. In turn, 
the mining sector represents around 2% of total employment with, 
possibly, a further 5% benefitting indirectly through construction 
and business services to the mining sector. 

Sectors of the economy where business confidence is weak are 
large employers – retail and wholesale (15%); manufacturing (9%); 
non-mining related construction (9%) and finance (4%). Severe 
cutbacks in these sectors cannot be adequately compensated by 
mining and associated services. In particular the links to the rest 
of the economy from the boost to national incomes from the terms 
of trade are muted when governments; households and firms are 
saving rather than spending and investing. 

The turning point in the labour market may have already been 
reached. A range of lead indicators, notably job ads and the 
Westpac Melbourne Institute Index of Unemployment Expectations 
are now turning. 

In the last two months Westpac's Index of Unemployment 
Expectations has surged by 24.9% – the last time we saw such a 
rise was immediately after the Lehman Brothers collapse in 2008. 
For now the level of the Index is still consistent with enough jobs 
growth to hold the unemployment rate steady but the sharp turn 
in the trend, which is consistent with our priors, is a significant 
signal. For policy, the two month shift is one that is from a position 
historically associated with ‘stable to modest tightening policy’ to 
one that is more consistent with a moderate easing.  

Global growth 

The Reserve Bank has consistently argued that global growth 
prospects are above average. After a 5.0% outcome in 2010, the 
IMF forecasts world GDP to expand by 4.3% and 4.4% in 2011 and 
2012, which we feel is a reasonable approximation of the Bank's 
working expectations. That includes forecast for Europe of 2.0% and 
1.7%. If that 2012 outcome were to fall to –1%, a not unreasonable 
number if a credit crunch were to emerge in late 2011, global 
growth would by 0.4ppts lower on the direct effect alone, pushing 
activity  to 4% before real and financial linkages are accounted for. 

Assuming these are non-zero and negative, world GDP would 
have a 3-handle next year, which would certainly be a sub par 
outcome. With global fiscal consolidation underway and monetary 
policy normalisation proceeding in emerging markets, the external 
backdrop for the Australian economy seems unlikely to be 
supportive. 

While it is possible that China and India would shift back towards 
a more accommodative policy stance if the developed world hit 
serious financial hurdles, this would not begin to benefit Australia 
until deep into 2012, and the areas of Australia that would benefit 
would be those already booming. 

Risks 

These are incredibly uncertain times. The views expressed above 
are subject to much greater than normal risks. We do not expect 
that many other commentators on the Australian economy will 
share our views – at this stage certainly not the Reserve Bank or 
Treasury. 

Consider the range of risks: 

1. A return to stability in European financial markets. 

2. Sustained recovery in consumer and business confidence in 
Australia. 

3. Resurgence of jobs growth and jobs lead indicators. 

4. Fall in the Australian savings rate and sudden end to 
households' deleveraging. 

5. We are underestimating the likely boost to confidence of a long 
period of steady rates. 

6. Unexpected reversal of China's tightening policy. 

7. The general dynamics of our views are about right but we have 
underestimated the fervour of the authorities to constrain the 
non mining sectors of the economy. 

The Australian Dollar 

We have not made material adjustments to our expected profile 
for the AUD. We already expect an 8–10 big figure fall in the AUD 
through to mid 2012. Note that the first stage of the rate cycle we 
now envisage has recently been priced into the market . 

Modest changes in interest rate differentials are considered to be 
much less important than our global growth view and the outlook 
for the USD. Adjustments to those views are broadly offsetting. 
Heightened concerns about the impact of financial market turmoil 
on global growth are largely offset by our decision to "bring 
forward" the timing of QE3 in the US from the second quarter of 
2012 to the first quarter. That event (and its front running by the 
markets) will have the AUD stronger than it would otherwise have 
been if the RBA were easing unilaterally.

Bill Evans, Chief Economist
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May housing finance
• Housing finance to owner-occupiers rose 4.4% in May. The 

wedge that has opened up between variable and fixed rates 
and greater competition around exit fees – banned from July 
– seems to be supporting greater refinancing; ex-refinancing, 
housing finance rose just 1.1% in May.

• This is the second straight increase in housing finance following 
the weak outcomes of Q1, which were the result of the Qld 
floods and the November RBA hike (which took the standard 
variable mortgage rate to 7.8%). Housing finance growth in Qld 
was relatively lacklustre in May (+1.6%), particularly given the 
scale of the flood impact – the level of Qld housing finance is 
still almost 12% below its end-2010 level. This suggests the 
rebuild is yet to really get underway.

• The other major states saw stronger gains than Qld: WA 
(+3.6%), Victoria (+2.6%) and NSW (+2.2%) all posted robust 
gains – their respective April gains were also revised up; after 
underperforming for much of the past year, SA housing finance 
bounced back in May (+8.2%). 

• Despite the April/May outcomes, finance to owner-occupiers 
remains near a 11-year low, circa the average level of activity 
seen during the second half of the 1990s. Other indicators still 
suggest housing markets are subdued – in particular, auction 
clearance rates are yet to really start recovering. 

• Elsewhere in the detail, finance to owner occupiers for the 
construction of new dwellings – a lead indicator of dwelling 
approvals – rose by 6.2% in May, but remains 5% lower over the 
year. Investor finance rose 4.4% in May, but it is also well down 
over the year. 

Jun NAB business survey
• Business conditions posted a partial recovery from May's weak 

read, rising 2pts but remains subdued at +2.3. Of the three 
components, trading conditions and employment improved but 
profitability weakened further.

• In contrast, business confidence registered a sharp fall, down 
5.5pts although at  0.2 the net balance remains in slight 
positive territory. The confidence reading echoes readings on 
consumer sentiment which also slid through the second quarter 
to a level just above neutral.

• The high AUD, consumer caution and concerns about global 
were all cited as negative factors for businesses this month. 
Concerns about the introduction of a price on carbon may also 
be impacting - this appeared to be an influence on consumer 
sentiment through Q2. Within the detail, a sharp fall in business 
conditions reported by retailers - now the most downbeat 
industry sector –  is also of note.

Jul Westpac–MI Consumer Sentiment
• The Westpac–Melbourne Institute Index of Consumer Sentiment 

fell by 8.3% in July from 101.2 in June to 92.8 in July. 

• This is a surprisingly weak result. This is the lowest level for 
the Index since May 2009. The only other time in recent history 
when the Index has been sustained around the current level 
was during the period following the GST introduction which also 
coincided with the bursting of the ‘dot com’ bubble. Before then 
we have to go back to the deep recession of the early 1990s for 
the next period of comparable weakness in the Index. The fall is 
also amongst the sharpest observed historically.  

• It appears that a combination of concerns over the European 
financial crisis; the ongoing impact of the seven interest 
rate hikes between October 2009 and November 2010; and 
uncertainty about the introduction of a price on carbon; are now 
really undermining the confidence of consumers. This is despite 
a very low unemployment rate of 4.9%. 

• It must be stressed that this survey closed the day before the 
government’s announcement on the details of the decision to 
price carbon and provide an associated compensation package. 

• Within the detail, the largest fall in confidence was in the 
highest income group and those with a mortgage (despite the 
Reserve Bank keeping rates on hold in July). All components 
of the Index fell in July with particularly heavy falls in indexes 
tracking views on the economic outlook.   

Jul Westpac–MI employment expectations
• Unemployment expectations rose again in July, on the back 

of a huge surge in June (for a total of 24.9% over 2 months), 
suggesting there may something in the recent signs of a 
softening in the labour market. The last time we saw back to 
back rises of a comparable size was in Oct/Nov 2008 (+26.2% 
2mths). The overall level of expectations is still consistent with 
households expecting positive jobs growth but the very rapid 
deterioration – on a par with that observed in the immediate 
wake of the GFC – suggests the situation bears close attention.

Jul MI inflation expectations
• Median consumer inflation expectations rose a touch to 3.4%yr 

in July from 3.3%yr in May and June. This was not enough 
to shift the trend which dropped to 3.2%yr from 3.4%yr. 
Inflationary expectations peaked with the flood-related spike to 
4.6%yr in January. Now that consumer inflationary expectations 
are back to their average since 1994 consumer expectations 
can be described as well anchored.

Round–up of local data released last week
Date Release Previous Latest Mkt f/c

Mon 11 May housing fi nance, no. 4.8% 4.4% 4.5%

Tue 12 Jun NAB business survey 0.2 2.3 –

Wed 13 Jul Westpac-MI Consumer Sentiment 101.2 92.8 –

Thur 14 Jul Westpac-MI unemploy' expectations 128.2 132.4 –

Jul MI infl ation expectations 3.3%yr 3.4%yr –
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Aus May Westpac–MI Leading Index 
Jul 22, Last: 2.7% annualised

• The Westpac–Melbourne Institute Leading Index showed 
significantly weaker momentum in April. The six month 
annualised growth rate came in at 2.7% with major downward 
revisions to previous estimates due to the incorporation 
of quarterly data for the weather disaster affected March 
quarter. This puts momentum below the long run trend rate of 
3.1% although up slightly from the 2.3% low in February. The 
growth rates is not too bad given the hit from weather effects 
which is likely to reverse over the rest of the year.

• The May update will include new monthly figures on: dwelling 
approvals (–7.9%mth); the ASX (–2.4%mth vs –0.3%mth 
in April); money supply (0.9%mth vs 0.8%mth in April); 
and US industrial production (+0.1%mth after a flat April). 
The mix points to another weak read – any rebound from 
aforementioned weather effects still looks to be some way 
off.

Aus Q2 international trade price indexes
Jul 22,  Export:  Last: 5.2%, WBC f/c: 1.5%, Mkt f/c: 4.5%

           Import: Last: 1.4%, WBC f/c: -1.5%, Mkt f/c: –1.3%

• We expect the terms of trade for goods, as measured by the 
trade price indexes, to rise by 3% in Q2. This follows a 3.8% 
increase in Q1. 

• Although, it was notable that the balance of payments terms 
of trade measure reported a 6.6% rise in Q2 , to be 26% 
higher over the year and 40% above the low of Sep 2009. 

• The appreciating currency lowered the cost of both imports 
and exports in the quarter. The AUD rose by 5.7% against the 
USD and increased by a more modest 3.6% on a TWI basis.

• Export prices were supported by advancing commodity prices, 
particularly for iron ore and coal. On the import side, rising 
oil prices (up 7.5% in US dollar terms) tempered the overall 
decline.

NZ Q2 CPI
Jul 18, Last: 0.8%, WBC f/c: 0.9%, Mkt f/c: 0.8%

• We expect another sizeable increase in the June quarter CPI, 
lifting the annual inflation rate to a 21-year high of 5.2%. The 
headline rate still reflects a number of administrative changes 
from last year – mostly the GST increase – but the underlying 
picture is that the recessionary lull in inflation pressures is 
now in the past.

• Strength in world commodity prices is likely to show through 
in fuel, food, international air fares and building materials. We 
see few offsetting price declines for the quarter, other than 
the regulars such as electronic goods.

• The Reserve Bank is already braced for a '5' handle on annual 
inflation, but further strong outturns at a time when inflation 
expectations are already elevated will be a concern.
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts 
are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.

US Jun housing starts/permits
Jul 19, Starts: Last: 3.5%, WBC f/c: 0.0%

Jul 19, Permits: Last: 8.2%, WBC f/c: –2.5%

• US housing starts rose 3.5% in May, a modest bounce after 
falling 8.8% in April. The level of starts is still the third lowest 
reading for the year so far. Single family and multiple starts 
both rose. Also in May, housing permits jumped 8.2% but 
this was mostly due to a 21% rise in multiples; single family 
permits were up just 2.8% and at a 406k pace in May remain 
below starts on 419k, suggesting little upside pressure on 
single family starts in coming months.

• Given still soft permits, and malaise in other sectors of the 
industry (including construction jobs down 9k in June), we 
expect a flat housing stats picture, subject to any multiples 
volatility.

• Jun permits will fall due to a correction lower in multiples but 
a third straight gain in single family permits would be positive.

NZ Jun Net Migration
Jul 21, Last: -360, WBC f/c: -160

• Net migration has slowed sharply in recent months. Since 
March, more people have been leaving the country than 
coming in.

• This is partly due to an earthquake-related spike in long-term 
departures from Christchurch (we estimate this number at 
about 1000 people so far). But departures from New Zealand 
as a whole appear to have picked up again since the start of 
the year, when the Queensland floods may have temporarily 
dented migration to Australia. 

• We expect net migration to remain weak over the coming 
months – in fact June’s aftershocks may prompt a fresh wave 
of migrants from Christchurch. But by 2012 reconstruction 
needs in Christchurch are likely to see an improvement in the 
migration outlook. 
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts 
are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.

     

Last
Market 
median

Westpac 
forecast Risk/Comment

Mon 18
Aus Jun new vehicle sales –7.6% – 1.0% Industry figs suggest only small rebound from May's Japanese supply hit.
NZ Q2 CPI 0.8% 0.8% 0.9% Annual inflation to breach 5% on commodity prices, govt charges.
Sing Jun non–oil domestic exports %yr 7.8% 4.1% – Sharp Q2 GDP slowdown in 1st estimate: NODX holds key to revisions. 
UK Jul house prices %yr 1.1% – – Rightmove index
US May TIC data $bn 30.6 – – Net long term TIC flows.

Jul NAHB housing market index 13 15 13 Housing mkt appears to have shifted down another gear (to us at least).

Tue 19
Aus Jul RBA meeting minutes – – – RBA turned down the rhetoric a notch with the July decision.
Php Jun balance of payments USDmn 217 – – Not a terrific month for EM capital inflows.
Ger Jul ZEW analysts' survey –9.0 –11.0 –14.0 We expect fifth straight fall in the outlook survey.
US Jun housing starts 3.5% 2.7% 0.0% May up but still the third weakest month of 2011 so far for starts.

Jun housing permits 8.7% –1.5% –2.5% Single family permits remain below starts suggesting little upside.
Can Jun leading index 1.0% – – May saw equal strongest rise for a year.

BoC rate decision 1.0% – 1.0% Rates to rise eventually but EU/US concerns to hold sway for now.

Wed 20
Aus May Westpac–MI Leading Index 2.7% – – Tracking slightly below trend, most monthly components weaker in May.
Twn Jun export orders %yr 11.53% – – PMI has fallen sharply in recent months, trading partners slowing.
Eur Jul consumer confi dence advance –10 –10.5 –11 Recent Greek deal optimism likely to be short-lived.
Ger Jun PPI %yr 6.1% 5.5% – Decelerating from recent peak of 6.4% yr.
UK Jul BoE minutes – – – Still two votes for rate hikes? June minutes were more dovish.
US Jun existing home sales –3.8% 2.6% 4.0% Pending home sales suggest upside but sales still down on late 2010.

Fedspeak – – – Hoenig on monetary policy and agriculture.
Can May wholesales sales –0.1% – – Flooding which hit the ag sector behind April's fall.

BoC monetary policy report – – – More clues to timing of eventual rate hike.

Thu 21
Aus Q2 NAB business survey 11 – – Quarterly update. June mthly survey: conditions 2ppts, confidence flat.
NZ Jun net migration -360 - -160 Quake-boosted departures to continue
Jpn Jun trade balance ¥bn sa 474.6 250.4 – Raw partial data shows strong imports and a further export decline.

May all industry activity index %mth 1.5% 1.8% – New information on public sector and construction.
Eur May current account €bn sa –5.1 – – Has not seen a surplus since start of 2010.
UK Jun PSNCR £bn 11.1 – – Public sector net credit requirement.

Jun retail sales with fuel –1.4% 0.5% 0.3% Modest growth after big swings caused by Royal Wedding etc.
US Initial jobless claims w/e 15/7 405k – 410k Four-week average still above 420k.

May house prices 0.8% – – FHFA index posted first rise in almost a year in April.
Jun leading index 0.8% 0.2% – May corrected for April fall; trend not so strong.
Jun Philly Fed –7.7 –4.5 –2.0 Richmond Fed suggests some turnaround possible.

Fri 22
Aus Q2 export price index 5.2% 4.5% 1.5% Advancing commodity prices more than offset higher AUD

Q2 import price index 1.4% –1.3% -1.5% Higher AUD lowered import costs, tempered by rising oil price.
Chn Jul HSBC fl ash manufacturing PMI 50.1 – – Tentative date: running below official series, indicative of stalling.
Eur May industrial orders 0.8% 1.0% 0.8% German data point to further gain.
Ger Jul IFO business climate index 114.5 113.6 114.0 Just below peak reached earlier this year despite falling expectations.
Can Jun CPI %yr 3.7% 3.6% – Accelerated this year on gasoline but core rate 1.8% yr in May.

May retail sales 0.3% – – April sales supported by autos which may not be sustainable.
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts 
are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.

Interest rate forecasts
Latest (Jul 15) Sep 11 Dec 11 Mar 12 Jun 12 Sep 12

Cash 4.75 4.75 4.50 4.25 4.00 3.75

90 Day Bill 4.96 5.00 4.75 4.50 4.25 4.00

3 Year Swap 4.87 4.95 4.75 4.60 4.50 4.50

10 Year Bond 4.96 4.90 4.75 4.60 4.50 4.75

10 Year Spread to US (bps) 199 190 175 160 150 135

International

Fed Funds 0.125 0.125 0.125 0.125 0.125 0.125

US 10 Year Bond 2.97 3.00 3.00 3.00 3.00 3.40

US Fed balance sheet USDtrn 2.91 2.91 2.91 3.06 3.21 3.35

ECB Repo Rate 1.50 1.50 1.50 1.50 1.50 1.50

New Zealand

Cash 2.50 2.50 2.75 3.25 3.50 4.00

90 day bill 2.64 2.70 3.20 3.50 3.90 4.20

2 year swap 3.41 3.90 4.30 4.60 4.80 5.10

10 Year Bond 5.00 5.40 5.60 5.80 6.00 6.10

10 Year spread to US 215 230 240 240 220 220

Exchange rate forecasts
Latest (Jul 15) Sep 11 Dec 11 Mar 12 Jun 12 Sep 12

AUD/USD 1.0745 1.06 1.01 0.99 0.97 0.99

NZD/USD 0.8435 0.82 0.79 0.77 0.75 0.77

USD/JPY 79.84 83 85 87 89 87

EUR/USD 1.4182 1.39 1.34 1.32 1.30 1.32

AUD/NZD 1.2737 1.29 1.28 1.29 1.29 1.29

Australian economic growth forecasts
2010 2011 2012 Calendar years

Q4 Q1 Q2f Q3f Q4f Q1f Q2f 2009 2010 2011f 2012f

GDP % qtr 0.8 –1.2 1.1 0.6 0.7 0.5 0.6 1.3 2.7 1.0 2.5

      Annual change 2.7 1.0 0.7 1.4 1.3 3.0 2.5 – – – –

Unemployment rate % 5.2 5.0 4.9 4.8 4.9 5.2 5.7 5.6 5.2 4.9 5.6

CPI % qtr 0.4 1.6 0.7 0.3 0.6 0.6 0.7 – – – –

      Annual change 2.7 3.3 3.4 3.0 3.2 2.3 2.2 2.1 2.7 3.2 2.6

CPI underlying % qtr 0.4 0.9 0.7 0.6 0.7 0.8 0.8 – – – –

      ann change 2.2 2.3 2.5 2.6 2.9 2.9 2.9 3.3 2.2 2.9 3.0

New Zealand economic growth forecasts
2010 2011 2012 Calendar years

Q4 Q1 Q2f Q3f Q4f Q1f Q2f 2009 2010 2011f 2012f

GDP % qtr 0.5 0.8 0.6 1.3 1.0 1.5 1.2 – – – –

      Annual avg change 1.7 1.5 1.5 1.9 2.6 3.3 4.2 0.2 1.2 3.8 4.9

Unemployment rate % 6.7 6.6 6.6 6.3 6.0 5.7 5.3 7.0 6.7 6.0 4.4

CPI % qtr 2.3 0.8 0.9 1.0 0.7 0.3 0.5 – – – –

      Annual change 4.0 4.5 5.2 5.1 3.4 3.0 2.6 2.0 4.0 3.4 2.6


