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The world economy now — solid, not strong

GDP Growth - World

- Global economic growth after . Year-ended .
the GFC is moderate — unable 6 Maior trading partners' 6
to sustain a 4%+ expansion

4 . 4

- Europe is weak, US stronger, , o ,

China slowing, India booming
0 0

- Australia’s major trading , \/ ,
partners are doing a little
better than the world average, 002 2005 2008 2011 201"
but there are signs of a cooling . PPPwespiet asouns o 31 prcotof vt GOF

- =, Sources: ABS; CEIC Data; IMF; RBA; Thomson Reuters
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The global outlook: A little bit better

- Both 2015 & 2016 are forecast
to see Australia’s major trading
partners record good rates of
growth

- With interest rates still
Incredibly low, there is a rising
risk that later 2015 or 2016 will
see some ‘upside’

- Usually a strong world
economy is good news for the
Australian economy
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Australia’s Trading Partner Growth*
Year-average

* B RBA forecast h
6 6
4 4
2 2
0 0

A I e e I e I o
198 1986 1992 1998 2004 2010 2016
*  Aggregated using total export shares
Sources: ABS; CEIC Data; RBA; Thomson Reuters




As China slows, India grows

GDP Growth - China and India

- India seems certain to record Year-ended
faster growth than China not
only in 2015, but perhaps for Chine \

many years |
10

- India is a 3 largest economy
In the world; is perhaps two
decades behind China in India
terms of income growth

- Huge opportunities for
Australian exporters to A I AR
engage with |ndia’ even 2002 2005 2008 2011 2014
though China will remain a souoes CEE Dan R
dominant export market




Australia’s future — It's all Asia
Exports by Destination

Annual, share of total values

o %
30

25

e A

15 —

10

s| — —

0 | | |
2001

Source: ABS




Australian economy — Stuck in the slow lane

. GDP Growth
- NO recession, but sofft, 9 9%

subdued, sluggish growth. \/,\/\ Year-ended

- It's been over 2 years since
annual GDP growth was above
3%. We are used to an 2
average of 3.25%

| RBA& Treasury expect GDP ¢ |.||H|.||||.h. “Ihh\‘ll_lh\\l‘.l |“||\|h\|..\‘ |||‘.||\u||||‘l““|||.|||\|.0

to stay around 2.5% in 2015 - Quarterly
&ItmlghthltS%neXtyear ] S A Sy

1994 1998 2002 2006 2010 2014
- For some parts of the Source: ABS

economy it will feel very weak
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Mining investment on the edge of a cliff

.. : : Capital Expenditure — Mining and Non-mining*
¢ Mlﬂlng |nveStment — IS Nominal, financial year, log scale

starting to fall. By 2018, it will
be 75% off its peak

64 % % (64
- Non-mining is not yet picking = /\ 32

$b

Mining Non-mining

128 128

3
up the slack 16 16
. . 8 8
- There are hopeful signs in
Infrastructure spending, ’ )
tourism and education but 2 II1I9II9I2IIIIIIII2IOI(I)I4.IIIIIIII2I(I)I]I6II1I9II9I2IIIIIIII2IOII0I4IIIIIIII2I(I);I62
business confidence is also " rocont estmtes for 2014115 and 2015115 acsted for Mistorical

realised spending

We ak Sources: ABS; RBA




Retall sales — doing okay

: : Retail Sales Growth
- Consumer spending — like the 3 %

rest of the economy — is e
reasonable. Not strong, but not s
weak either

o

- Some of the recent increases
In spending have been driven

by more debt, lower savings % Volumes (quarterly) %
0 "I|| II|I|"||.I||I||_. 1 "-II I|_I "I|I L dnl |l sl 0

Volumes
(year-ended)

- Consumer sentiment remains
low — needs a boost if ® 2002 2006 2010 2014
Optlmlsm and Spendlng are to *  Percentage change over year to latest three months
. Source: ABS
rise




House prices — sllly in Sydney — others more sober

Housing Prices

- House prices are booming in $000 5000
Sydney and to a slightly lesser 50 50
extent, Melbourne. Investors are
driving the gains w0 S "

N _ 550 et | 550

- Other cities house prices are Melboure Austalia
' 450 450
little changed from levels around o W
2009 and 2010 . -

. . . . Regional*

- A cooling in house prices will T Z;i'ona i

a”OW RBA to dellver yet Iower * Excludes apartments; measured as areas outside of capital cities

in mainland states

i n te re St ra.te S Sources: CoreLogic RP Data; RBA




Housing construction booms!

Private Residential Building Approvals

- The house price problem will Monthly
be fixed via an increase in " "
housing supply — that is, more Tota
15 ‘ 15

houses being built

- Note also population growth is 10 | 10
slowing which is taking some N
heat out of demand : ), m .
- In the big cities, it is apartment Higher-density housing
construction rather than free- e e e w00 201"

standing houses Sour: ABS




-
Unemployment rate grinding higher

- The unemployment rate has o, Unemployment Rate .

been trending up for the past
few years — no sign of a 10 10
turnaround

8 8
- The economy Is simply too soft

to generate sufficient jobs 5 5

- The solution — grow the
economy faster. Easier said
than done. Low Iinterest rates, N
lower Aussie dollar help 1995 1999 2003 2007 2011 2015

Source: ABS

- A pro-growth budget in May?




Weak wages growth — a big economic risk

- Wages growth IS running at a Wage Price Index Growth
reCOI'd IOW * Private sector Public sector %
S )
- Bad: It dampens household Ye"‘r‘exed /\M "
Incomes, spending power & * M \M ]\N \ \\A 4
borrowin \
g 3\A \ \v / N 3
- It Is a negative risk to the 2 2
economic outlook 1 Q”a”efy‘ ‘ H H “ ‘ H 1
- But is has an upside — employer 0

. . 2002 2008 2014 2002 2008 2014
demand for labour remains firm Soucs ABS

so it helps job creation




I
Unemployment by State. WA surging

State Unemployment Rates

- The eastern States all have Trend
1 1 % %
similar un_employment rates S
and all going the same 8 8

] ] South Australia
direction — up 7
New South Wales

- WA has the sharpest 0
deterioration in 5
unemployment — the fall in
mining investment is hurting

Victoria

Queensland

° SA_ higheSt unemployment 2 I N N I A I I N N N | | \INeIStelrnlALIJStlralial L 2

rate and worried about 2007 2011 2015 2007 2011 2015
. Source: ABS

manufacturing — cars and

submarines




State demand — mining downturn evident

State Final Demand Growth
Year-ended

1
Victoria
5
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New South Wales
-5
15
i j\ Queensland
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- WA and QLD are slowing at an
alarming pace — the mining
Investment fall in impacting

N

- SA and TAS were the weakest
but there are some tentative

signs of a turn, especially in
TAS

RN
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Western Australia

-

- NSW and VIC sitill expanding VMAV R B LA
at a decent pace — less volatile 0
than the other states — helped s e s sto ttonzies

by housing boom -

N
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EXxports — resources strong, but so too Is rural

Export Volumes

o |t haS been ObViOUS for many Quarterly, 2012/13 prices, log scale
.. b $b
years that mining exports have
been booming. Despite weak Resources Services

prices, export volumes continue 2
to gI‘OW Rural

- Manufacturing and services
exports were flat — the GFC and
Aussie dollar hurt

20

Manufacturing

° Rural exportVOIlJmeS Contlnue to ol g
2000 2007 2014 2000 2007 2014

trend solidly higher Sources: ABS; REA




All commaodity prices are lower — rural less so

- Alot of focus recently has been Base Metals, Rural and Ol Prices
on the slump in iron ore, coal, oil ™ N USSho
and gold prices 220 150
Rural* )
190 e 125

- Rural prices have also fallen, but
less so that metals and oil. The 160 100
weaker Aussie dollar is

130 75
cushioning the blow of lower
70 I Y S I O B I Y I I I I B 25

2007 2011 2015 2007 2011 2015

‘ In AUSSIe dO”ar terms’ Some . *  RBA Index of Commodity Prices sub-indices; SDR terms; 2005
rural prices have actually risen Iin o s FoA
the last year




Australia’s Top 20 Exports AUSTRALIAN TRADE

(top export categories, 2011/12)

- There has been massive growth fon re
In exports of iron ore and coal for Toursm
more than a decade ohcalon
Crude petroleum
. . Prof, tech & business
- Services exports are trending Wheat
. . . Copper ores
higher with tourism and Aluminium ores
education now important sources oy T
usmesg ;t)rav::
of export dollars o PP
Refined petrgletijm
. . oton
- Rural exports have been rising .
solidly, in line with the rise In Insur, pension & fin “Source; DFAT/ABS
Alcoholic beverages
output — wheat, beef, cotton and 0 25 S 50

wool the main items Source: CBA




The Aussie dollar — has fallen a lot

. : Australian Dollar against US Dollar,
The Aussie dollar peaked at 1.10 Euro and Yen

In 2011. It has dropped a yen Uss
stunning 33 cents since then.

200 1.60

Yen per A$
(LHS)

- This is a huge fall, but it remains

well above the long run average 50 120

US$ per A$
(RHS)

Euro per A$*
(RHS)

- While further weakness remains
likely, it would be no surprise to
see the bottom for the Aussie In
the next few months Vs 1m0 1 20 0 20 2

¥ ECU per A$ until 31 December 1998
Sources: Thomson Reuters; WM/Reuters

100 0.80




-
The Budget — economic leadership needed

Australian Government Budget Balance*

. SlX Weeks to the budget ) Per cent of nominal GDP "

- Not financial crisis or : 2

emergency, but policy reform, ! 1

leadership and vision needed 0 0

1 1

- Some poor policy / politics in : :
recent years in a problem that

has impacted both sides ? :

4 4

g BUSineSS Sector IaCkS the 5 I e e e I | L1 5

Conﬁdence tO inveSt em IO 531/82 87/88 93/94 99/00 05/06 11/12 17/1-8
! p y * Underlying cash balance; MYEFO 2014/15

an d eX p an d Source:  Australian Treasury
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What's ahead - The big issues and risks

- Australia is doing reasonably well. Some big negatives from
commodity prices but positives from lower Aussie dollar and
low interest rates

- The positives likely to remain in place, or get more positive,
through 2015

- Confidence must be restored.

- Globally — beware of interest rate rises in the US

- Upside risk from Europe and India




The forecasts
- GDP growth around 2.5% in 2015 — should see 3% in 2016

- Unemployment rate to peak near 6.75% - stays above 6%
for several years

- Inflation set to stay near 2% in 2015 — could edge up late In
the year as lower Aussie dollar boosts some prices

- The RBA — one more interest cut likely

- Australian dollar — has already fallen over 30 cents — getting
close to a bottom. Don’t bank of 70 cents or less




