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Road Map

• World economic outlook

• Domestic economic conditions

• Interest rate outlook

• Credit market developments

• Aussie dollar outlook

• Questions & answers session



The World Economy Shifts Into Reverse Gear 

• The world economy is expected to 

contract this year by more than 1%, 

down from near 5% in 2007 and just 

over 3% in 2008.

• It will be the weakest downturn 

since at least WWII.

• Downturns caused by financial 

crises tend to be deeper and longer.

World Economic Activity
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Australian Economy – Still Ahead of the Pack

• Australia is sharing in the pain of the world econo mic downturn.
• But growth prospects are still more favourable in A ustralia than in 

other major economies around the world.  

Consensus GDP Forecasts
(for 2009, as at April 2009)
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GDP In Various Economies
(Q4 2008 and Q1 2009)
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Consumer Spending Puts in a Sluggish Performance

• Retail spending has been subdued, as consumers’ pur se strings have 
tightened and net wealth has declined.

• Consumers remain cautious amid the ongoing turmoil in the global 
economy. But some of the negative forces are recedi ng.

Household Saving Ratio
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Share Market – Changing Lanes?

• The share market is approaching the bottoms of hist orical recessions.
• The price-earnings (P/E) valuation measure is also well below the 

post-1987 average.
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The Danger That Lies Ahead

• The peak in the unemployment rate will occur around  the middle of 
next year. We expect the peak to be between 8 & 9% (from 5.4% now).

• The rising unemployment rate will keep caution amon g consumers 
intact.

Australian Labour Market
(annual rate)
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Queensland Data Snapshot

Unemployment Rate
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Housing – Keep Your Eyes on the Road

• On one hand: housing grants, rate cuts, demographic s.  On the other:  
rising unemployment, uncertainty about the economic  outlook and 
tighter lending criteria.

• Key signpost: pent-up demand exists in Australia.

Australian New House Lending
(Value Excludes Refinancing, %pa)
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Housing the Hybrid Car  

• Recovery in housing has started.  

• But ‘upgrader demand’ still 
relatively sluggish.  

• The strong lift in first-home buyer 
demand needs to filter through to 
upgrader demand for a more 
sustained & broader recovery.



Commercial Construction Slows Sharply

• A more pronounced downturn in 
the non-residential building 
sector is being witnessed.  Falls 
sharper for large-scale projects. 

• Partly reflects restricted access 
to external financing.

• Commercial sector also closely 
tied to the state of the labour 
market.

Source: JLLSub-Lease Vacancy as a % of Total

Source: JLL



Business – Slow Sign Ahead

• Work in the pipeline means 
business investment has not yet 
collapsed.

• Government injection will assist 
business investment.

• But business investment plans for 
this financial year and next being 
scaled back, so business spending 
set to slow more markedly.

Business Sector
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Interest Rates – The Race to Zero?

• St George expects the cash rate to fall to a low of  2.50% by the end of 
this year.  But the possibility of no further rate cuts is ‘alive’.

• Credit-market and world economic developments will be important in 
determining the low point for the cash rate. 

Cash Rate Expectations
(by end Dec 2009)
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US – A Dim Light at the End of the Tunnel?

• The downturn may no longer be intensifying in the U S.  But the US 
economy is still set for a (fat) U-shaped recovery not a V-shaped one. 

• US unemployment rate sits at 8.9%, up from a low of  4.4% in March 
2007.  Expected to avg 9.10% this year and 9.60% ne xt year.

US Housing Statistics
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• Interest-rate differentials are not the strong forc e in determining 
currency direction as they once were.

• Investors appetite towards risk is a dominant drive r of the AUD.

The AUD’s Dashboard

Risk Aversion & the AUD

10

30

50

70

90

06-Jul-07 06-Jan-08 06-Jul-08 06-Jan-09

0.60

0.70

0.80

0.90

1.00

AUD/USD
Inverted Axis (rhs)

VIX volatility
index (lhs)

AUD & China's PMI

30

40

50

60

70

Jan-05 Jan-06 Jan-07 Jan-08 Jan-09

0.60

0.70

0.80

0.90

1.00

China's PM I 
M anufacturing (lhs)

AUD/USD (rhs)



• But Baltic Dry Index suggests the AUD may have over shot.

Signposts from Commodities 

AUD & Baltic Dry Shipping 
Index
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"The information contained in this report (the Information ) is provided for, and is only to be used by,
persons in Australia. The information may not comply with th e laws of another jurisdiction. The
Information is general in nature and does not take into accou nt the particular investment objectives or
financial situation of any potential reader. It does not con stitute, and should not be relied on as, financial
or investment advice or recommendations (expressed or impl ied) and is not an invitation to take up
securities or other financial products or services. No deci sion should be made on the basis of the
Information without first seeking expert financial advice . For persons with whom St. George has a
contract to supply Information, the supply of the Informati on is made under that contract and St.
George’s agreed terms of supply apply. St. George does not re present or guarantee that the Information
is accurate or free from errors or omissions and St. George di sclaims any duty of care in relation to the
Information and liability for any reliance on investment de cisions made using the Information. The
Information is subject to change. Terms, conditions and any fees apply to St. George products and
details are available. St. George or its officers, agents or employees (including persons involved in
preparation of the Information) may have financial interes ts in the markets discussed in the Information.
St. George owns copyright in the Information unless otherwi se indicated. The Information should not be
reproduced, distributed, linked or transmitted without th e written consent of St. George. "

The Finish Line



Discretionary Spending Grounds to a Halt

• Strong areas of retail spending are essential goods  like food.
• Discretionary spending areas are harder hit as are smaller retailers.
• New car sales are down 23% from the peak in Novembe r 2007.

New Motor Vehicle Sales
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Aussie Swaps Outlook

• There’s tension between likely negative data outcom es and forward 
expectations of a recovery over the medium-term. Ma y make it hard to 
look for significant sustained pullbacks in swap ra tes.



Headlights on Funding & Liquidity

• Global policy actions to improve conditions in cred it markets are having 
some effect, despite the deterioration in global ec onomic conditions.  

• There are some mixed signs of improvement in the fu nctioning of credit 
markets.

Australian Bond Spreads
(Spread over Govt Yields, Weekly)
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 Liquidity Measure: 3-Month 
LIBOR vs Overnight Index Swap 
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China – Strong as an Ox?

• China’s outlook is important for Australia.
• China’s Year of the Ox tells us that hard work is r equired for success.
• Chinese GDP slowed to 6.8% in 2008.  Slowdown to 6%  likely this year.

China: GDP and Industrial 
Production
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Federal Budget
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History of Financial Crises & Growth Outcomes

Source: Reinhart & Rogoff (2008), “The Aftermath of Financial Crises”


