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Key messages: The Global Outlook

Developed world in very slow growth phase with lots of risks

– US didn’t fall into recession again as feared but not growing fast enough & 
big headwinds - “politics poor” re policy. Unemployment unlikely to fall much.

– European core now moving into mid double dip with periphery very high risk 

– Globally consumer and business “afraid” and “cautious”

Emerging economies fuelling growth
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– Ongoing China strength - with Chinese more concerned about inflation.  
Similar story for India

– Non Japan Asia strong on back of China, but slowing

– While European debt issues could cause massive disruption if things go 
badly - Chinese still have lots of policy flexibility



Markets now clearly focused on risk of global recession from European debt 
crisis
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Europe’s debt crisis spreading beyond periphery

> Initial phase of the crisis was on risk of disorderly default by Greece, 
Portugal, Ireland

> We now have European Governments trying to leverage up European 
Financial Stability Fund to EUR1 trillion but facing problems 

> Major issues 

• This is enough for PIG debt but not Spain and especially Italy
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• Italy is the big unspoken fear (around EUR1.9 trillion) in bonds 

• And in particular the solvency of European banks when they have to take 
a haircut on defaulting bonds

— Main risk of GFC-style contagion is the possibility of European / 
global banking crisis via European banks capital positions

> The end game involves greater fiscal integration and common EU bond 
issued (years away perhaps?) or ECB printing money and buying debt 
(“lender of last resort”)



Global Economic Forecasts

2010 2011(f) 2012(f) 2013(f)

United States 3.0 1.8 2.4 3.1

Japan 4.0 -0.6 3.3 1.9

Euro-zone 1.7 1.7 0.4 1.1

Asia ex. Japan & China 7.8 4.8 4.2 3.9
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Asia ex. Japan & China 7.8 4.8 4.2 3.9

China 10.4 9.2 8.2 8.0

India 9.0 7.5 6.9 6.0

World 5.1 3.8 3.7 3.6

Australia’s MTPs 6.2 4.3 4.6 4.3



Key messages: The Australian Outlook

> Australia is slowing below trend with multi speed economy becoming more 
pronounced as restructuring occurs  

> Longer run outlook: Accelerating growth but significant rebalancing challenges

> Our economic forecasts don’t point to significant cuts in official interest rates 
which would require a global recession/financial crisis

> We expect AUD/USD to trade around parity assuming no global recession or 
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> We expect AUD/USD to trade around parity assuming no global recession or 
RBA slashing of interest rates



Economic growth to improve but constrained by strong AUD and 
higher household savings

• Natural disasters had bigger impact than expected (especially coal) -
transferring 2% of GDP

• Consumers are extremely cautious. Pressure on retail and some discretionary 
spending.  High dollar (here to stay) which is hurting manufacturing, tourism 
and construction.

• The surprise has been that the weak are getting weaker. 
RESTRUCTURING. 
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• But miners, professional services, health and personal services strong. Not 
just mining.

• Terms of trade, Qld rebuild, and mining investment plans unprecedented 

• Overall, accelerating (but mixed) growth, sluggish credit demand

• Key risk is external, Euro-zone driven global recession



Consumer still cautious but spending still rising 
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> Consumers are still wary and 
de-leveraging. Saving ratio has 
moved up significantly

• And while internet growing it’s 
not the main driver

> NAB business survey suggests 
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> NAB business survey suggests 
that retail overall is experiencing 
extremely weak conditions

> But households are happy to 
spend on overseas travel, cafes 
& restaurants & other services



Pipeline of future mining investment is massive

Mining capex
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RBA has a little more room to cut but markets price asymmetric risks
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Commodity prices have peaked and so has the AUD, both to remain 
historically high
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Australian economic and financial markets forecasts

2011-12 2012-13 2011 2012 2013

GDP 3.8 3.3 1.7 3.9 3.1

Employment** 1.9 1.9 0.7 2.4 1.7

Unemployment rate* 4.8 4.9 5.2 4.9 5.1
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Unemployment rate* 4.8 4.9 5.2 4.9 5.1

Average earnings 4.6 4.8 4.0 5.0 4.6

CPI (Ex carbon 

underlying)**
2.0 3.0 2.5 2.7 3.1

RBA cash rate* 4.25 4.75 4. 5 4.25 4.75

AUD/USD* 1.05 0.98 1.02 1.02 0.96
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