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Important Information

This advice has been prepared without considering your objectives, financial situation
or needs, and before acting on the advice, you should consider its appropriateness to
your circumstances.

Commonwealth Bank of Australia (“CBA”) as a provider of investment, borrowing and
other financial services undertakes financial transactions with many corporate entities
in Australia. This may include any corporate issuer referred to in this report.

For US and US investors: If you would like to speak to someone regarding the subject
securities or issuer(s) described in this report, please contact Commonwealth Australia
Securities LLC (“CAS”), a broker-dealer registered under the U.S. Securities Exchange
Act of 1934 (the “Exchange Act”) and a member of The Financial Industry Regulatory
Authority, ( “FINRA”) at 1 (212) 848-9307. This report was prepared, approved,
published, and distributed in the USA by Commonwealth Australia Securities LLC
(“CAS”). CBA is not registered as a broker-dealer under the Exchange Act and is not a
member of the FINRA or any U.S. self-regulatory organization. Please see further
disclaimers at the back of this document.

Please also view our website at www.research.commbank.com.au for a more detailed
disclaimer.

http://www.research.commbank.com.au/�
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Budget Projections
Red ink

 Budget projections have been through a process of continued downgrade 
since the 2008 Budget. 

-6

-3

0

3

-6

-3

0

3

2005/06 2007/08 2009/10 2011/12

FISCAL POSITION
(underlying balance, % of GDP)

May'08 
Budget

% %

UEFO 
(Feb'09)

Mid-yr 
Review 
(Oct'08)

May'09 
Budget

-2

0

2

4

6

-2

0

2

4

6

Sep-01 Sep-03 Sep-05 Sep-07 Sep-09 Sep-11

Feb '08
(f)

RBA GROWTH FORECASTS

Non-farm
GDP

%pa%pa

May '08
(f)

Aug '08
(f)

Feb'09
(f)

Nov'08
(f)

May'09
(f)



4

The Budget Arithmetic 
The path to bigger deficits

 Budget parameters downgraded 
significantly over the last year as 
the economy slowed.

 Cyclical downturn impact and 
other parameter shifts cost $173bn 
out to 2011/12.

 New policy measures over the next 
four years worth $97bn partly 
“funded” by means testing and 
winding back other concessional 
tax treatments.-200
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Scoring The Budget
Market reaction
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Scoring The Budget
Optimal fiscal policy rules

Fiscal Policy Rules Australian  
Budget 

Concordance
Allow automatic stabilisers to work √
Implement short-term stimulus measures (the 3 T’s – timely, 
targeted and temporary) √
Employ a range of stimulus measures given the uncertainty on 
transmission channels in current environment √
Implement measures to improve productivity and deal with 
longer-run fiscal issues (the 3 P’s – population, participation and 
productivity)

√

Be prepared to do more if necessary √
Preserve public debt sustainability – fiscal policy becomes less 
effective as debt levels rise √
Pursue measures to improve consumer and business confidence √
Have an exit strategy for the withdrawal of fiscal stimulus Could have done more
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Scoring The Budget
Short run: the three T’s

 The design of fiscal policy is as 
important as the size.

 The optimal stimulus policy is based 
on the 3 T’s – timely, targeted and 
temporary.

 The use of cash handouts delivered 
to households with a high propensity 
to spend is a appropriate (timely & 
targeted).

 Ditto the 1st home owners grant.

 The decision to not repeat the cash 
handouts and scale back the 1st

home owners scheme is appropriate 
(temporary).
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Scoring The Budget
Long run: the three P’s 

 The three variables that influence 
longer-run developments are 
population, participation, 
productivity.

 Population growth slower because 
immigration intake cut.

 Participation higher because 
qualifying age for pension  
progressively lifted to 67 years and 
introduction of paid parental leave.

 Productivity benefits from 
expanded infrastructure.
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Scoring The Budget
Public debt sustainability

 Fiscal policy becomes less effective as public debt increases.
 Debt is set to rise but the starting point is low and the peak is modest on any 

global comparison.
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Scoring The Budget
Exit strategy

 Exit strategy based on a cyclical upturn and real spending growth held at 2%pa.

 Recoveries after financial crises tend to be weak and 2% spending target  is soft.
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Budget Forecasts
2008/09

(e)
2009/10

(f)
2010/11

(f)

Real GDP (% ch) 0 -½ 2¼

Of which:

H/hold consumption (% ch) 1 -¼ 1¾

Dwelling Investment (% ch) -2½ 0 11½

Business Investment (% ch) 2½ -18½ 3½

Public  demand (% ch) 5 7¾ -½

Ch in inventories (contrib) -1½ ¼ ¾

Net exports (contrib) ¼ ¾ -½

CPI (% ch to June) 1¾ 1¾ 1½

Wage Price Index (% ch) 4¼ 3¼ 3¼

Employment (% ch) -¼ -1½ ½

Unemployment rate (% at June) 6 8¼ 8½

Current A/c def (% GDP) -3 -5¼ -5¾
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Budget Forecasts
Economic policy is working
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Budget Forecasts
Perception vs reality
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The Global Backdrop
Ugly

 The current recession is more severe than those recorded in 1975, 1982 or 
1991.
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Financial Crises & Recessions

 The current recession is 
associated with a financial crisis 
and is widespread across 
economies.

 Risks lie with a deeper downturn, 
partly because it will probably be 
longer.

Longer & deeper
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Financial Crises & Recoveries

 The current crisis is a crisis of confidence.

 So look to confidence indicators for early signs of stabilisation.

Green shoots?
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Financial Crises & Recoveries
Confidence: the weakest link

 Key lesson from this crisis is the 
importance of “confidence” –
once lost hard to restore.

 A Fitch survey identified the 
factors that market participants 
regard as essential to restoring 
market stability (and confidence).

 Market participants want some 
certainty that all the bad news is 
on the table and an end to the 
downward spiral in asset prices.

 Policy “credibility” also needed.
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Financial Crises & Recoveries

 The same factors that tend to 
lengthen and deepen downturns 
associated with financial crises 
also tend to mute subsequent 
recoveries.

 The time taken to return to 
previous peaks is typically longer.

What do recoveries look like?   
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Global Recession & Australia
Composition matters

■ Growth in all our major trading partners revised lower.

■ But our greater exposure to emerging Asia has helped limit the damage.
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CBA View

 The Australian economy has gone 
into reverse – a very weak outcome in 
an absolute sense but one that looks 
quite good on a relative basis.

 Chance of doing better than Budget 
forecasts.

 Some protective factors at work:

– stronger financial system;

– less housing stress;

– favourable demographics;

– the capex pipeline;

– the rural bounce;

– the lower AUD;

– economic policy still works.
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Sport & The Economy
AFL & the economy

 Wins by non-Melbourne teams do 
the most to support activity.

 2008: Geelong v Hawthorn – did 
the right team win?

 2009: Budget forecasts pricing in a 
Collingwood win?

 2009: Go the Saints!
-4 0 4 8

St Kilda
Geelong
Adelaide

Melbourne
Richmond
Essendon

West Coast
Brisbane

Carlton
Hawthorn

Sydney
Kangaroos

Port Adelaide
Collingwood

PREMIERSHIPS & GROWTH

Average GDP Growth (%pa)



22

All Investors:
Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material. (www.abs.gov.au).
The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (the “Bank”, is incorporated in Australia with limited liability. Commonwealth Securities
Limited ABN 60 067 254 399 AFSL 238814 ("CommSec"), is a wholly owned, but non-guaranteed, subsidiary of the Bank and is incorporated in Australia with limited
liability. Please view our website at www.research.commbank.com.au for more information. The Bank and its subsidiaries, including CommSec, Commonwealth Australia
Securities LLC, CBA Europe Ltd and Commonwealth Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies
(CBGOC). CBGOC and their directors, employees and representatives are referred to in this Appendix as “the Group”. This report is published solely for informational
purposes and is not to be construed as a solicitation or an offer to buy any securities or financial instruments. This report has been prepared without taking account of
the objectives, financial situation and capacity to bear loss, knowledge, experience or needs of any specific person who may receive this report. No member of the Group
does, or is required to, assess the appropriateness or suitability of the report for recipients who therefore do not benefit from any regulatory protections in this regard. All
recipients should, before acting on the information in this report, consider the appropriateness and suitability of the information, having regard to their own objectives,
financial situation and needs, and, if necessary seek the appropriate professional, foreign exchange or financial advice regarding the content of this report. We believe
that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information available at the
time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness of any statement
made in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without notice and may differ or be contrary to the
opinions, conclusions or recommendations expressed elsewhere by the Group. We are under no obligation to, and do not, update or keep current the information
contained in this report. The Group does not accept any liability for any loss or damage arising out of the use of all or any part of this report. Any valuations, projections
and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions
and estimates could result in materially different results. The Group does not represent or warrant that any of these valuations, projections or forecasts, or any of the
underlying assumptions or estimates, will be met. Past performance is not a reliable indicator of future performance. The Group has provided, provides, or seeks to
provide, investment banking, capital markets and/or other services, including financial services, to the companies described in the report and their associates. This report
is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject any entity within the Group to any registration or
licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to the Group. None of the
material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior written permission of the
appropriate entity within the Group. In the case of certain products, the Bank or one of its related bodies corporate is or may be the only market maker. The Group, its
agents, associates and clients have or have had long or short positions in the securities or other financial instruments referred to herein, and may at any time make
purchases and/or sales in such interests or securities as principal or agent, including selling to or buying from clients on a principal basis and may engage in transactions
in a manner inconsistent with this report.

Australian Investors – retail clients:
Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or
other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements. Our employees receive
a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to their overall
performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching individual sales portfolio targets.
Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. If you have a
complaint, the Bank’s dispute resolution process can be accessed in Australia on 132221.

Important Disclosures & Disclaimer

http://www.research.commbank.com.au/�
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European Investors:
This report is published, approved and distributed in the UK by the Bank and by CBA Europe Ltd (“CBAE”). The Bank and CBAE are both registered in England (No.
BR250 and 05687023 respectively) and authorised and regulated in the UK by the Financial Services Authority (“FSA”). This report does not purport to be a
complete statement or summary. For the purpose of the FSA rules, this report and related services are not intended for retail customers and are not available to
them. The products and services referred to in this report may put your capital at risk. Investments, persons, matters and services referred to in this report may not
be regulated by the FSA. CBAE can clarify where FSA regulations apply.

Singapore Investors:
This report is distributed in Singapore by Commonwealth Bank of Australia, Singapore Branch (UEN S82FC3137C) and is made available only for persons who are
Accredited Investors as defined in the Singapore Securities and Futures Act and the Financial Advisers Act. It has not been prepared for, and must not be distributed
to or replicated in any form, to anyone who is not an Accredited Investor.

US and US Investors:
The securities discussed in this research report may not be eligible for sale in all States or countries, and such securities may not be suitable for all types of
investors. Offers and sales of securities discussed in this research report, and the distribution of this report, may be made only in States and countries where such
securities are exempt from registration or qualification or have been so registered or qualified for offer and sale, and in accordance with applicable broker-dealer and
agent/salesman registration or licensing requirements. The preparer of this research report is employed by the Bank and is not registered or qualified as a research
analyst, representative, or associated person under the rules of the FINRA, the New York Stock Exchange, Inc., any other U.S. self-regulatory organization, or the
laws, rules or regulations of any State.
If you would like to speak to someone regarding the subject securities or issuer(s) described in this report, please contact Commonwealth Australia Securities LLC
(the “US Broker-Dealer”), a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”) and a member of the Financial Industry
Regulatory Authority, (the “FINRA”) at 1 (212) 848-9307. This report was prepared, approved, published, and distributed in the USA by Commonwealth Australia
Securities Limited (“CAS”). CBA is not registered as a broker-dealer under the Exchange Act and is not a member of the FINRA or any U.S. self-regulatory
organization.

Hong Kong Investors:
This report was prepared, approved and published by the Bank, and distributed in Hong Kong by the Bank's Hong Kong Branch. The Hong Kong Branch is a
registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated activities
under the Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some cases may
even become worthless. Research report on collective investment schemes which have not been authorized by the Securities and Futures Commission is not
directed to, or intended for distribution in Hong Kong.
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