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World Economy: Living in alow nominal world
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Australia: 2003 - aslowdown before recovery

Australian Economy
2001 2002 2003 2004

GDP 2.7 3.6 3.0 4.1
Private demand + 1.7 6.7 34 4.4
Consumption 3.4 4.4 3.6 3.7
Business investment -1.3 12.6 11.7 10.6
Housing -11.3 20.3 -11.6 -0.4
Public Demand + 1.4 2.8 3.4 3.3
Stocks# -0.4 0.0 0.0 1.0
Net exports# 1.2 -2.3 -0.8 -0.3

Unemploy. rate* 6.9 6.1 6.1 5.6

Core CPI (ex GST) 2.9 3.1 2.1 2.2

CAD (% of GDP) 2.4 4.1 5.0 3.8

Cash rate* 4.25 4.75 4.75 5.50

10 year bond* 6.01 5.50 5.80 5.90

AUD/USD* 0.51 0.55 0.60 0.63

]
# contribution to growth, * end year, + underlying demand
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Australia: 2003 - aslowdown before recovery

GDP

yly%

Australian Non-farm GDP - - = US GDP
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Why has Australia done so wel|?

» Housing sector recovery

» No boom, no bust

» Rising household wealth

» Corporate balance sheets are in good shape
» Weak AUD

> Low Interest rates
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Australia: 2003 - the positives & the negatives

POSITIVES

> Low Interest rates: RBA on hold

» Low business capex as a % of GDP

. High profitability } +ve for capex outlook
NEGATIVES

» Construction slowdown

> Drought: subtracts at least 1.3%pts from growth

> Rising A$

> Below trend global recovery

» Falling house prices?
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Drought: No rain, no grain

Impacts on changes in farm output ($mn)

1995/96 2002/03 ()
Primary impact $2,773 -$ 4,752
% of GDP 0.6% -0.68%
Secondary Impact $140 -$ 240
% of GDP 0.0% -0.03%
Tertiary
- impact from farm inputs $ 606 -$1,038
- impact on final demand $754 to $2262 -$1283 to - $3849

% of GDP

0.3% - 0.7%

0.3% - 0.7%

Total impact on GDP

$ 5050

-$ 8596

1.0% to 1.3%

-1.1% to -1.4%
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Drought: No rain, no grain

Australian Growth Profile - Excluding and Including the Drought*
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* includes the direct and indirect impacts to the total economy
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Construction upswing to level out

Total construction work done
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Too many houses have been built

Dwelling commencements & underlying demand

200000 - - 200000
Units per year . F'cast
Commencements ‘ ,
180000 - ! - 180000
160000 - - 160000
140000 - - 140000
120000 - - 120000
100000 - ; Afforqlability adjusted 100000
underlying demand (adv,.
2 qtrs)
80000 I I I I I I I I I I I 80000

Jun-80 Jun-82 Jun-84 Jun-86 Jun-88 Jun-90 Jun-92 Jun-94 Jun-96 Jun-98 Jun-00 Jun-02
&% UBS Warburg 9




The flow of new projections begins to taper off

$mn

Access investment monitor projects
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Construction drives domestic demand

Australia - construction & the economy
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Low interest rates support 4%-plus demand growth

Australia - interest rates & the economy
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Rising house prices support demand in near term

GDP growth differential & wealth
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AUD support will fade in the coming year

Growth differential & the AUD
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- - - Ratio of Terms of Trade & AUD TWI - adv 2 gtrs
1.15 A

=== Australia & US GDP growth differential (RHS) ) - 6

0.9

0.85 ~ v

0.8 1

0.75_ I I I I I I I I I I I I I I I I I I I I I '6
83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05

& UBS Warburg 14




Low inflation underpinned by offshore developments

Australian & global inflation
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But we are likely to track alittle higher

Labour costs, TWI & inflation
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Medium term themes & 1ssues

» House prices & household balance sheets

» The NAIRU & profit share

» Productivity growth & demographics
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House price growth has outstripped rents

ratio
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House prices - getting ready to tumble?

Australia - inflation adjusted PE
35 1

33 - With constant nominal house prices, adjustement to average takes until 2015
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House prices - Melbourne is the most vulnerable

Melbourne - inflation adjusted PE
40 -

With constant nominal house prices, adjustement to average takes until 2023
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Falling bond yields have pushed rental yields lower..

%

Rental & bond yields
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...ditto for Mdbourne

%

Rental & bond yields

Real 10 year bond yield
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But are such low yields sustainable in the medium term?

Real 10 year bond yield
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Balance sheets are vulnerable to a house price fall

Wealth & savings rate
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Are we hitting the NAIRU?

%

Unemployment rate
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Australia unemployment rate
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unemployment rate:
Long run average 5.4%

US unemployment rate
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Are we hitting the NAIRU?

Unemployment rate

12 - T 12
10 10
87 8
X 6 - ;\ 6 X
l‘ '
4 - -4
l"’
"l
2 » - - 2
= = = Gruen NAIRU estimate == GDP 3.8%, part rate 63.8%
— GDP 3.8%, part rate 64.5% GDP 3.25%, part rate 63.8%
O I I I I I I I I I I I I I I I I I I I I I O
66 68 70 72 74 76 78 80 82 84 8 88 90 92 94 96 98 00 02 04 06 08
& UBS Warburg 26



Factor shares have been stable during the past decade
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Wage sharerises in the US when u/r 1s4-5%

14

US labour share & unemployment rate

- = = +US unemployment rate =====Wages share
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The labour market tightens earlier thistime

Unemployment rate & labour market tightness

11 - T
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Wage pressures begin to emerge

annual % change

Wages growth
3.9 7 AWOTE as published [
(RHS, adv 2 qtrs)
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Potential growth may fall in sharply in 2005-2010

GDP growth
15 -
'+ Actual
10 - I
1980s/90s = 3.3%
2000s = 3.5%
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Productivity isafn of the age structure

Annual % change

Per capita GDP
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Blame it on the baby boomers!

Annual % change
w
1

Composition of population
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