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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 

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 (“FINRA”) at 1 (212) 336-7737. This report was 

prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of 

Australia ABN 48 123 123 124 AFSL 234945("the Bank") and distributed in the U.S. by the US Broker-

Dealer. The Bank is not registered as a broker-dealer under the Exchange Act and is not a member of 

FINRA or any U.S. self-regulatory organization. Commonwealth Australia Securities LLC (“US Broker-

Dealer”) is a wholly owned, but non-guaranteed, subsidiary of the Bank, organized under the laws of the 

State of Delaware, USA, with limited liability. 

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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Our View

 Global growth to run near trend

– natural disasters disrupting activity but upside risks in some advanced economies;

– growth skewed towards emerging economies – commodity supportive;

– financial market shocks and balance sheet strains the main risk to the real economy.

 Australian to run at trend or a touch higher

– base momentum locked in by the China-commodity-income boost and capex boom;

– nominal strength driving capex plans and labour hiring;

– consumer caution in a rising rates environment the key domestic risk;

– limited economic slack so inflation risks are to the high side;

– flood impact a short-term risk to growth and inflation.

 Economic policy and markets

– inflation risks and resource allocation needs mean cash at 5¾% by early 2012;

– global recovery and policy moves imply higher yields and a flatter curve;

– spreads to narrow and curve to flatten;

– AUD to move higher (USD1.12 peak) before secular USD uptrend begins late 2011.
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The Australian Consensus

Evolution of consensus Australian growth and inflation forecasts

 Consensus forecasts for 

economic growth envisage a 

flood-related hit in 2011 and a 

sizeable bounceback in 2012.

 Inflation is expected to run at 

the top end of the RBA‟s 2-3% 

target range.
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CBA & The Consensus

Below At Above

Fundamentals:

Growth 

Growth risks 

Inflation 

Inflation risks 

Unemployment 

Current a/c balance 

Rest of World 

Markets:

Short end 

Long end 

AUD 
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CBA Economic Forecasts

 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2006 2007 2008 2009 2010 2011 2012

(a) (a) (a) (f) (f) (f) (a) (a) (a) (a) (a) (f) (f)

Economic Activity

Private final demand 6.4 0.1 0.8 2.9 5.6 4.4 3.7 7.1 3.1 -0.7 2.0 4.4 5.2

Of which:  Household spending 4.7 0.2 2.1 3.0 3.1 3.0 3.4 5.4 1.9 1.0 2.7 3.1 3.0

Dwelling investment 1.2 -1.9 2.1 2.4 4.1 -0.2 -3.0 3.0 2.1 -4.2 4.8 2.3 2.8

Business investment 15.8 1.4 -4.9 4.3 15.1 10.8 8.5 16.1 9.5 -5.3 -0.9 10.9 14.1

Public final demand 4.2 3.6 6.7 6.0 2.7 0.4 3.7 3.4 6.3 1.6 9.1 5.1 -0.6

Domestic final demand 5.9 0.9 2.1 3.7 4.9 3.4 3.7 6.3 3.8 -0.1 3.6 4.6 3.8

Inventories (contrib to GDP) 0.0 -0.4 0.3 -0.1 0.1 0.1 -0.4 0.6 -0.3 -0.4 0.4 -0.1 0.2

GNE 5.9 0.4 2.4 3.6 5.0 3.5 3.2 6.9 3.5 -0.5 4.1 4.5 4.0

Exports 4.0 2.6 5.1 3.4 7.1 8.5 2.3 2.5 4.7 2.8 5.3 3.8 8.4

Imports 14.6 -3.3 4.9 10.1 10.3 8.5 7.0 12.2 11.5 -9.0 13.2 10.5 8.6

Net exports (contrib to GDP) -2.1 1.4 0.1 -1.5 -0.8 -0.1 -0.8 -1.9 -1.5 2.8 -1.6 -1.6 0.0

GDP 3.8 1.4 2.3 2.4 4.1 3.4 2.6 4.6 2.6 1.3 2.7 2.9 3.8

Prices & Wages

CPI 3.4 3.1 2.3 3.0 3.0 2.7 3.5 2.3 4.4 1.8 2.8 3.2 2.9

Underlying CPI 3.7 4.3 3.1 2.3 3.0 2.9 2.8 2.9 4.4 3.7 2.6 2.6 3.1

AWOTE 4.9 5.5 5.6 4.0 4.2 3.9 3.4 4.8 4.8 5.7 4.9 4.0 4.2

WPI 4.1 4.1 3.0 3.9 4.1 4.0 4.2 4.0 4.2 3.6 3.3 4.2 4.0

Real h/hold disposable income 2.9 8.5 1.0 4.3 1.3 2.8 5.7 6.4 4.7 5.8 2.2 2.8 1.9

Labour Market

Employment 3.0 1.6 1.4 3.0 1.7 2.0 2.6 3.1 2.8 0.7 2.7 2.2 1.8

Unemployment rate 4.2 4.9 5.5 5.0 4.6 4.5 4.8 4.4 4.3 5.6 5.2 4.8 4.5

External Accounts

Current Account:  $bn -74.5 -38.5 -53.3 -28.2 -47.1 -56.2 -55.2 -70.2 -55.2 -52.9 -34.5 -35.6 -54.7

                             % of GDP -6.3 -3.1 -4.1 -2.0 -3.2 -3.5 -5.3 -6.2 -4.5 -4.2 -2.6 -2.5 -3.6
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2010: a good finish

 Real GDP rose by 0.7% in QIV 2010 

(or 2.7%pa).

 Initial impact of floods reduced 

output growth by ≈¼-½ppt.  

 Implications:

– QIII weakness an aberration;

– economy well placed to absorb 

the “black swan” events of early 

2011. 

“Looking Through”
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2011: a bad start

 Queensland data for early 2011 was exceptionally weak. 

 Distorting “headline” outcomes.

“Looking Through”
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2011: rebuild

 Some Qld indicators have “bounced”.

 Supports the view that the depressing influence of the floods will be shortlived

and that the rebuild stimulus will offset much of the output loss.

“Looking Through”
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 The fundamental policy challenge is dealing 

with inflation risks and resource allocation 

pressures in a fully-employed economy.

 Mining Boom Mk II means businesses will 

be large net borrowers.

 Global uncertainties and fragile markets 

place a limit on accessing the savings of the 

rest of the world.

 Mining boom Mk II is also driving significant 

structural change.

 Implications for the Budget:

– measures to get the Budget back into 

surplus as soon as possible;

– measures to encourage household savings;

– measures to assist structural change and 

ameliorate negative externalities.

What did we want? 

The Budget & The Economy
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The Budget & The Economy

What did we get? The Budget & the cycle

 Fiscal policy is moving in a 

contractionary direction, 

complementing monetary policy.

 The swing in the underlying budget 

position, a proxy for the policy stance,  

is equivalent to 3.8% of GDP from 

2010/11 to 2012/13.

 Limited household-related initiatives 

impose some restraint on the upper 

end of the income range (eg winding 

back health insurance rebate flood 

levy) but support activity at the lower 

end of the range (eg changes to low 

income tax offset).
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The Budget & The Economy

What did we get? The Budget & the RBA

 Fiscal policy is moving in a 

contractionary direction but that has 

been the case for a while:

– 2011 Budget just keeps that 

consolidation on track. 

 Fiscal consolidation fully factored in 

to RBA forecasts (which still show a 

rising inflation trend not consistent 

with the 2-3% target).

 The Budget won‟t change the 

direction of monetary policy
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The Budget & The Economy

Revenue surprise
 Revenue growth surprisingly strong 

given pre Budget commentary about 

revenue pressures and shortfalls.

 Nevertheless, Budget projections 

assume that Mining Boom Mk II won‟t 

generate the same “rivers of gold” as 

Boom Mk I.

 The high AUD and the deductions 

generated by rising mining capex are 

expected to dilute the revenue 

contribution from high mining profits.

 Accumulated losses are expected to 

restrain capital gains tax revenues.  

 Risk is that revenues surprise on the 

high side.
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The Budget & The Economy

 Historical experience says Mining Boom Mk II will generate revenue.

 The higher AUD is an income story – less threatening for revenues?

Rivers of gold?   
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The Budget & The Economy

Not adding to the problem

 Spending restraint in the Budget will 

be paying off in 2011/12.  

 Government will not be adding 

significantly to labour market 

demand.  Only 1,104 extra Federal 

Govt jobs. 

 Smallest % growth in Federal 

payrolls since at least 2001/02.

 Good for interest rates, bad for 

Canberra‟s economy. 
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Expenditure Forecasts

Spending restraint sustained, but signs of weakening resolve post 2012/13

 The 2% limit for growth in real 

spending has been met. 

 The fiscal effort is a middle-of-the-road 

type outcome compared with previous 

efforts at fiscal repair.

 Signs discipline may be fraying post 

surplus are developing.
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The Budget & The Economy

What did we get? The Budget & the long run

 The fundamental economic growth 

equation over the long run is a based 

on the 3 P‟s – productivity, 

population and participation.

 Policy makers tend to dress up all 

measures as adding to the 3P‟s.

 But measures focussing on 

increasing skilled migration, 

educating and skilling the workforce, 

improving the welfare-to-work trade-

off and boosting infrastructure are all 

positives for the longer-run economic 

picture.

GDP = βα ρ(1-μ)θ π

Where:

– β = population size

– α = % of population of working age

– ρ = participation rate

– μ = unemployment rate

– θ = average hours worked

– π = GDP per hour worked
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The Budget & Structural Change

Australia to benefit from “Phase II” given proximity and capabilities.

 Phase two comes with rising Asian 

middle class.

 Shift in demand growth from 

commodities to higher-order goods 

and services.

 Benefits beginning to flow to wine, 

tourism and education industries.

Global middle class by region, persons

Source: Kharas and Gertz (2010).
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“Looking Through”

 Robust income growth locked-in through elevated commodity prices.

 Robust capital spending locked-in through multi-year projects that have started.

Locked and loaded
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Economy needs to make room for investment boom

 Firms planning major investment surge in 2011/12. $50bn boost to $182bn.

 Rest of economy (consumers) will need to make room for construction 

intensive boom. 

Investment outlook
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Planned mining investment boom bigger than any before

 Mining investment to increasingly dominate investment outlook. 

 Recent survey suggests investment spending to double to $100bn in 2011/12.

Investment outlook
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Economy needs to make room for investment boom

 Private investment needs to be complemented by public investment for growth.

 That leaves household sector to be the one to make way.

Investment outlook
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But can we build it?

 Building more requires more people working in construction sector.

 Attracting skilled workers pushes up wages, and economy-wide costs. 

Investment outlook
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 Retail sales growth has been 

sluggish, following the stimulus.

 Weakest in mining states, which 

were worst hit by slashing of 

mining jobs during GFC.

 Appreciation of $A driving down 

cost of imported goods, making 

sales growth challenging.

The new frugal consumer?

Consumer Caution
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More retail caution than consumer caution

 Retail is weak but the non-retail parts of consumer spending are stronger.

 The gap is partly a reflection of divergent price trends – most retail spending is 

on “goods” where prices falling courtesy of high AUD.

Consumer Caution
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Consumer caution…

Dollar dazzlers – it‟s not just the miners who‟ll feel the hit…

 The AUD is a key channel for 

distributing the income effect of the 

commodity boom.

 The cost of the typical consumer 

import basket has fallen – the 

“savings” are available to spend 

elsewhere.

 Imported capital goods prices should 

also fall.
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 Spending on new cars, housing, overseas holidays doesn‟t sound all that 

frugal.

Or the old party-hard consumer?

Consumer Caution
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 Strong employment growth, and 

rising wages are driving a big 

recovery in household incomes.

 Consumption yet to 

meaningfully respond to income 

growth.

Hip pockets are swelling

Consumer Caution
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 What‟s old is new again.

 Household savings, in per capita 

terms is back at pre-deregulation 

levels. 

 Adjustment of balance sheets 

following financial reforms and 

inflation targeting has run its 

course.

 Household appetite for additional 

debt appears limited.

How retro! Saving like it‟s the late 70s, early 80s…

Consumer Caution
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 RBA is welcoming the current high savings rate.  But it sees a potential 

unleashing of consumer capacity as a threat to inflation, and rates.

RBA sees “risk of outbreak”

Consumer Caution
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 The leakage of retail spending onto the net looks relatively small.

Retail deadweight – the net

Consumer Caution
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 Females are less optimistic than males.

 Women tend to dominate retail spending and men dominate in non-retail areas.

Retail deadweight – Men are from Mars…

Consumer Caution
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What needs to change?

 Labour market the key to restoring 

consumer appetite to spend.

 Other factors include interest rates, 

inflation backdrop and government 

support for the economy.  

 The Aussie dollar, as a barometer of 

economic virility, also stands out.  

 Higher interest rates may not 

dominate the consumer story when 

job security concerns are low.
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Are job opportunities a factor?

 Females did a better job of keeping 

their jobs during the GFC period.

 But those that lost them „appear‟ to 

have had trouble getting them back. 

 No major difference in pace of jobs 

growth.  Stronger female 

participation the driver. 

Consumer Caution
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Employment: strength continues

 Labour demand remains robust.

 CBA indicator has pulled back, but 

remains at the high end of the 

range.

 The indicator suggests average 

employment growth of >20k per 

month.

The Jobs Surge
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Employment: volatile headlines

 Employment growth affected by 

natural disasters.

 Though pace of gains set to 

moderate from H2 2010 strength. 

 Moderation necessary to avoid 

inflationary clash as supply of 

workers tightens.

The Jobs Surge
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Employment: Where will they come from?

 Supply of workers not keeping 

pace with jobs growth.

 Slower jobs growth of last few 

months “welcome” in that it has 

staved off inevitable clash of 

supply vs demand. 

 But that was only temporary. (Qld)

 Weakening population growth 

means monthly jobs growth above 

12k will put downward pressure on 

unemployment rate. 

The Jobs Surge
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 The UN‟s measure of global food 

prices has reached a record high.

 Global food prices have risen by 

2/3rds since February 2009. 

 The rise in the $A means that global 

food prices are yet to reach late 

2008 peak.  

 Food prices up only 26% since   

mid-2009. 

 Fall in currency will bring food price 

inflation “onshore”.

High Australian dollar muting rise in global food prices

Thank the dollar !
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 World oil prices have risen from 

US$60/barrel in early 2009 to 

US$105/bbl 2 years later.  

 Tensions in the Middle East swelled 

prices, with some pullback following 

disasters in Japan. 

 Rise in Australian dollar has helped 

mute impact on $A petrol prices. 

 Limited prospects of higher 

currency means protection limited. 

Rising world oil prices beginning to be felt at the pump

Driven to the wall?
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 Utility spending rising by nearly 

20%pa.

 Rising prices part of the equation.

 Increasing use of electricity, gas 

and water also contributing.

 Higher share of income on record.

Utility spending taking growing share of household spend

Utilities shock 
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 A set of structural factors at work to boost inflation 

 The downside of a strong labour market is upside cyclical pressure on inflation.

Inflation Outlook

2011 risks: the structural & the cyclical
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What to watch?

 Unemployment remains the best indicator of the relationship between the 

real economy and near-term RBA action.

The RBA & Monetary Policy
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How much more to come?

CBA TEI & THE CASH RATE
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 Markets views volatile – but little further tightening expected.

 Consensus median of economists has cash rate at 5¼% by end 2011.

The RBA & Monetary Policy

3.5

4.0

4.5

5.0

5.5

3.5

4.0

4.5

5.0

5.5

Feb 10 Apr 10 Jul 10 Oct 10 Jan 11 Apr 11

%

3 months 
ahead

12 months
ahead

Source: Reuters

RBA CASH RATE PRICING
%

Cash
rate

0

25

50

75

4½% 4¾% 5% 5¼% 5½% 5¾% 6%

EXPECTED CASH RATE END 2011
(29 Apr 2011 survey)%

Source: CBA/Bloomberg



44

Key FX Forecasts

Jun-11 Sep-11 Dec-11 Mar-12

Majors

AUD 1.0800 1.1200 1.0400 0.9800

EUR 1.4700 1.5000 1.4300 1.4000

JPY 83.00 82.00 85.00 88.00

GBP 1.6500 1.7000 1.6500 1.6000

CAD 0.9400 0.9000 0.9800 1.0000

NZD 0.8200 0.8500 0.7900 0.7600

CHF 0.8800 0.8500 0.9300 0.9800

Selected Cross Rates

EUR-JPY 122.01 123.00 121.55 123.20

EUR-GBP 0.8909 0.8824 0.8667 0.8750

EUR-CHF 1.2936 1.2750 1.3299 1.3720

End-Period Forecasts

Jun-11 Sep-11 Dec-11 Mar-12

AUD Cross Rates

AUD-NZD 1.32 1.32 1.32 1.29

AUD-EUR 0.73 0.75 0.73 0.70

AUD-JPY 89.64 91.84 88.40 86.24

AUD-GBP 0.65 0.66 0.63 0.61

AUD-CAD 1.02 1.01 1.02 0.98

AUD-CHF 0.95 0.95 0.97 0.96

AUD-CNY 6.99 7.14 6.53 6.09

AUD-SGD 1.36 1.40 1.29 1.23

 TWI 79.2 81.3 76.5 73.2

East Asia

USD-CNY 6.47 6.37 6.28 6.21

USD-SGD 1.26 1.25 1.24 1.25

End-Period Forecasts
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Key Interest Rate Forecasts

Jun‟11 Sep‟11 Dec‟11 Mar‟12

Australia Official cash 4¾ 5 5¼ 5½

90-day bills 5.0 5.3 5.6 5.8

3-year bonds 5.3 5.5 5.8 5.9

10-year bonds 5.7 5.8 5.9 6.0

3-year swap 5.7 5.9 6.2 6.4

10-year swap 6.3 6.4 6.6 6.6

USA Fed funds 0-¼ 0-¼ ½ ¾

2-year bonds 1.1 1.4 1.7 2.0

10-year bonds 3.7 3.9 4.0 4.1

Spreads AUS-US 10 yr 200 190 190 190

AUS 3-10 yr 40 30 15 10

FX AUD 1.08 1.12 1.04 0.98

TWI 78.8 80.7 76.1 72.9
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