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28 February 2005 
 

Asia Pacific economic update 
 

The global economy and the Fiji dollar

The following summarises ANZ’s outlook 
for the Fiji dollar in its regional and global 
economic context outlined in recent 
presentations by David de Garis, Senior 
Treasury Economist to ANZ clients, the 
business community and government 
officials in Nadi and Suva, Fiji. 
 
The Fiji dollar is a managed currency.  
The Reserve Bank of Fiji (RBF) announces 
a rate for the FJD/USD each morning at 
around 8.45am Fiji time having regard to 
the morning’s levels of Fiji’s major 
trading partner currencies.  The objective 
of the RBF is to maintain a broadly stable 
effective rate for the FJ$, that is broad 
stability in its trade-weighted index.  
While the RBF does not disclose the 
weights in its trade-weighted basket, the 
Australian dollar is understood to have a 
large weight.  The correlation of 
movements in the Fiji dollar and the 
Australian dollar is around 0.9.  Day-to-

day movements in the AUD/USD rate 
thus have a large influence over the daily 
setting of the FJD/USD rate by the RBF.  
Other currencies having a large bearing 
beside the AUD and the NZD include the 
Japanese yen and the Euro. 
 
The global setting 
The global economy had a stellar year of 
growth in 2004.  Global growth was 
estimated to be 5.0%, the best year of 
growth for the global economy since 
equivalent growth in 1984.  A mainstay 
of growth has been, and still remains, the 
US economy that grew by 4.4% last 
year.  The other major growth support 
has been China that continued on a solid 
path of expansion, growing by 9.5%, 
faster than has been expected through 
most of the year and despite the 
progressive tightening of liquidity, 
lending and credit conditions. 
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Executive summary:  
Ø The Fiji dollar is a managed currency.  The Reserve Bank of Fiji (RBF) announces a rate 

for the FJD/USD each morning at around 8.45am Fiji time. 
Ø The correlation of movements in the Fiji dollar and the Australian dollar is around 0.9.  

Day-to-day movements in the AUD/USD rate thus have a large influence over the daily 
setting of the FJD/USD rate by the RBF.   

Ø ANZ expects that the Fiji economy will grow by a moderate 1.5% in 2005.  With ANZ 
having expected the AUD/USD to reach 0.80-0.84 by mid year if not before, that would 
also lead to an accompanying upward drift in the FJD/USD rate to 0.65-0.66 in the same 
time frame.  Once the AUD/USD peaks, so will the FJD/USD rate which is expected to fall 
to below 0.60 by 2006.   

Source: http://www.worldatlas.com/webimage/countrys/oceania/fj.htm 
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ANZ expects that the impact of this 
Chinese monetary tightening will slow 
growth in the year ahead with expansion 
of 7.4% expected for 2005 of the Chinese 
economy.  Japan is expected to record 
slower but still positive growth in 2005 
after a very promising start to the year.  
Japan recorded real economic growth of 
just over 2.6% for 2004 and growth of 
0.8% is in prospect for 2005.   
 

economics@

5

The US economy ended 2004 with reasonable The US economy ended 2004 with reasonable 
growth momentumgrowth momentum
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Underneath disappointing real GDP data 
in the second half of the year, Japan is 
making structural progress with the 
banking sector in recovery, companies 
expanding capital expenditure and 
employment opportunities.  This recovery 
– though interrupted – is markedly 
different from the economic false starts 
of the past decade, being built on private 
sector growth and not fiscal pump-
priming.  
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Sources: OECD; IMF; Economics@ANZ.

World growth outlook
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Europe continues to be the major growth 
laggard economic zone, recording growth 
of just 1.8%, with Germany expanding 
by just 1%.  No better is expected in 
2005, held back by the slow pace of 
structural reforms, the impact of the high 
Euro on exporter competitiveness and of 
course continuing high oil prices.     
 

Oil still weighing on oil-
consuming economies 
 
ANZ expects that the price of oil will 
remain at very elevated levels this year, 
averaging $US45 for West Texas 
Intermediate (WTI) crude, well above its 
$US28 average over the past 25 years.  
While OPEC has been able to meet strong 
levels of demand this year, political and 
other uncertainties continue to plague 
the market which is continuing to price 
for some major supply disruption(s) that 
are yet to occur.   
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Oil prices and surrounding geopolitics remains Oil prices and surrounding geopolitics remains 
a “thorn in the side” of the global economya “thorn in the side” of the global economy

Crude oil prices

Oil prices have 
averaged $28 
since 1980 (in 

today’s dollars)

l ANZ expects oil to average $45 
this year

– which would encompass some 
pull-back 

– OPEC is now defending $40 as a 
base

l Politics and oil are an ugly mix 
– Iraq, the Middle East and political 

instability in some oil producing 
economies is keeping the market 
on edge 

– OPEC is meeting demand which is 
holding up.  OPEC is closer to 
capacity limits but supply 
disruption cannot be ignored

– the $9 average rise in oil prices 
this year has already cut 0.5% off 
world growth this year

 
Given continuing geopolitical uncertainty, 
it is difficult to see that these concerns 
are going to dissipate anytime soon.  
ANZ is assuming that the price of WTI oil 
will average $US45/barrel in 2005.  The 
$US10/barrel increase in the average 
price for 2004 has likely already cut 
world growth by 0.5% this past year; a 
further rise in the average price from 
$US41/ barrel to $US45/barrel on 
average this year stands to trim around 
¼% off 2005 growth.   Oil prices bear 
close watching; elevated prices remain a 
drag on the growth of the major oil-
consuming economies. 
 
The USD: one final phase of 
decline? 
 
The US current account deficit continues 
to run at a very high level.  At an annual 
rate of $663bn pa in 2004, 5.7% of GDP, 
the deficit requires a significant amount 
of financing and the faith of international 
investors to invest in US$ assets.   
 
We continue to expect one more phase of 
decline in the US$, a downtrend that has 
been evident for the past three years.  
That would bring the cumulative decline 
in the US$ in real effective broad terms 
to 20%, in line with past major currency 
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adjustments in times of excessive current 
account deficits.   
 
Trading has yet to confirm that this 
decline has emerged (the Euro for 
example is yet to break through its end 
year level of 1.364) and we would wish to 
see that such key levels have broken 
before market confirmation of this further 
decline arriving.  We would expect that 
the final phase of decline would see the 
Euro at 1.36-1.40, by mid year if not 
sooner.   
 
If this decline fails to appear soon, then 
higher interest rates in the US will act to 
support inflows into the US$ over the 
next year or so.  The Federal Reserve 
funds rate is expected to rise to 3.75% 
by the end of this year and to over 4% 
next year as the Fed lifts its rate toward 
a neutral rate of between 3 -5%. 
 
Fiji trading partner growth set to 
struggle 
 
ANZ expects that the Fiji economy will 
grow by a moderate 1.5% in 2005.  
Adjustments taking place in the sugar 
and garment industries will restrict 
growth in those sectors and the economy 
will be even more reliant on its tourism-
related growth spur.  Tourism is 
estimated to represent around 20% of 
the economy and is currently enjoying 
buoyant conditions owing to relatively 
stable internal political conditions and 
buoyant household incomes and spending 
of its major source markets, Australia 
and New Zealand.   
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Official data point to a slowdown already 
occurring in the Australian economy 
despite a boom in the resource industry 
and an effervescent labour market.  The 
Reserve Bank of Australia has recently 

signalled that interest rate rises in the 
near term are being contemplated and 
ANZ expects two rate rises in the next 
few months, the first at the March RBA 
Board meeting next week.   
 
ANZ expects that the Australian economy 
will record growth of 3.0% in 2005 after 
growth of 3.6% last year, two moderate 
years of expansion by Australian 
standards.  Lower growth and a flatter 
profile of house prices and consumer 
spending on the back of two rate rises 
will crimp demand for tourism from 
Australian households.   
 
New Zealand’s growth is also expected to 
slow from 4.8% to 4q04 to below 2.3% 
in 2005, dampening the growth in 
outbound tourism from New Zealand. 
 
FJD/USD to rise short term, then 
fall 
 
With ANZ having expected the AUD/USD 
to 0.80-0.84 by mid year if not before, 
that would also lead to an accompanying 
upward drift in the FJD/USD rate to 0.65-
0.66 in the same time frame.  With the 
AUD and the NZD outperforming, the 
FJD/AUD rate would be expected to move 
down from 0.77 to 0.75.   
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Outlook for the Fiji dollar (FJD)Outlook for the Fiji dollar (FJD)

Exchange rates:  AUD & FJD

The Fiji dollar is 
pegged to a basket 

of currencies with 
the A$ having the 

largest weight

l ANZ expectation of the A$/US$ 
breaching 0.80 in this half is 
coming to pass

– In part from a soft US$, but now:

– Expectations of A$ rate rises and 
booming commodity prices also 
large A$ positives

l The Fiji dollar is pegged to a 
basket of currencies with the 
A$/US$ the main key 

– assuming a broadly unchanged 
FJD “effective” trade -weighted 
rate, on the above forecasts the 
FJD/USD could reach a peak of 
0.65-0.66 by mid year

– With the FJD/AUD easing from 
0.77 to 0.75 by mid year as the 
A$ peak ... 

– ... before FJD/AUD recovering as 
the A$ falls later in 2005
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Later in 2005, the AUD is expected to fall 
as factors emerge that will progressively 
build to become greater AUD negatives.  
Among these are the diminishing interest 
rate differential – if interrupted by the 
RBA final phase of tightening - and, in 
2005/06, a peak in the global industrial 
commodity price cycle as global demand 
eases and as commodity producing 
economies overcome supply and 
infrastructure bottlenecks to meet 
demand.  Under the same FJD exchange 
rate setting regime, such a fall in the 
AUD would also lead to a decline in the 
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FJD/USD from current levels that are 
beginning to approach pre -1998 
devaluation levels.   
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Fiji dollar cross ratesFiji dollar cross rates
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Major key forecasts are set out in the 
accompanying graphic.  From this 
Friday’s Weekly, we will include forecasts 
for the FJD on a regular basis. 
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David de Garis, Melbourne 
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Disclaimer 
 
Australia and New Zealand Banking Group Limited 
is represented in: 
 
AUSTRALIA by: 
Australia and New Zealand Banking Group Limited  
ABN 11 005 357 522 
10th Floor 100 Queen Street, Melbourne  3000, 
Australia 
Telephone +61 3 9273 6224, Fax +61 3 9273 5711 
 
UNITED KINGDOM by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
Minerva House, PO Box 7, Montague Close, London, 
SE1 9DH, United Kingdom 
Telephone +44 171 378 2121, Fax +44 171 378 
2378 
 
UNITED STATES OF AMERICA by: 
ANZ Securities, Inc. (Member of NASD and SIPC) 
6th Floor 1177 Avenue of the Americas 
New York, NY  10036, United States of America 
Tel  +1 212-801-9160, Fax  +1 212-801-9163 
 
NEW ZEALAND by: 
ANZ National Bank Limited. 
Level  7, 1-9 Victoria Street Wellington, New 
Zealand 
Telephone +64 4 802 2000, Fax +64 4 496 7360 
 
In Australia and the UK, ANZ Investment Bank is a 
business name of Australia and New Zealand Banking 
Group Limited, ABN 11 005 357 522 (“ANZ Bank”), 
which holds an Australian Financial Services licence 
no. 234527 and is authorised in the UK by the 
Financial Services Authority (“FSA”).  In New 
Zealand, ANZ Investment Bank is a business name of 
ANZ Banking Group (New Zealand) Limited WN / 
035976 (“ANZ NZ”). 
 
This document is being distributed in the United 
States by ANZ Securities, Inc. (“ANZ S”) (an 
affiliated company of ANZ Bank), which accepts 
responsibility for its content.  Further information on 
any securities referred to herein may be obtained 
from ANZ S upon request.  Any US person(s) 
receiving this document and wishing to effect 
transactions in any securities referred to herein 
should contact ANZ S, not its affiliates. 
 
This document is being distributed in the United 
Kingdom by ANZ Bank for the information of its 
market counterparties and intermediate customers 
only.  It is not intended for and must not be 
distributed to private customers.  In the UK, ANZ 
Bank is regulated by the FSA.  Nothing here excludes 
or restricts any duty or liability to a customer which 
ANZ Bank may have under the UK Financial Services 
and Markets Act 2000 or under the regulatory 
system as defined in the Rules of the FSA. 
 

This document is issued on the basis that it is only 
for the information of the particular person to whom 
it is provided.  This document may not be 
reproduced, distributed or published by any recipient 
for any purpose.  This document does not take into 
account your personal needs and financial 
circumstances.  Under no circumstances is this 
document to be used or considered as an offer to 
sell, or a solicitation of an offer to buy. 
 
In addition, from time to time ANZ Bank, ANZ NZ, 
ANZ S, their affiliated companies, or their respective 
associates and employees may have an interest in 
any financial products (as defined by the Australian 
Corporations Act 2001), securities or other 
investments, directly or indirectly the subject of this 
document (and may receive commissions or other 
remuneration in relation to the sale of such financial 
products, securities or other investments), or may 
perform services for, or solicit business from, any 
company the subject of this document.  If you have 
been referred to ANZ Bank, ANZ NZ, ANZ S or their 
affiliated companies by any person, that person may 
receive a benefit in respect of any transactions 
effected on your behalf, details of which will be 
available upon request. 
 
The information herein has been obtained from, and 
any opinions herein are based upon, sources believed 
reliable.  The views expressed in this document 
accurately reflect the author’s personal views, 
including those about any and all of the securities 
and issuers referred to herein.  The author however 
makes no representation as to its accuracy or 
completeness and the information should not be 
relied upon as such.  All opinions and estimates 
herein reflect the author’s judgement on the date of 
this document and are subject to change without 
notice.  No part of the author's compensation was, 
is or will directly or indirectly relate to specific 
recommendations or views expressed about any 
securities or issuers in this document.  ANZ Bank, 
ANZ NZ, ANZ S, their affiliated companies, their 
respective directors, officers, and employees disclaim 
any responsibility, and shall not be liable, for any 
loss, damage, claim, liability, proceedings, cost or 
expense (“Liability”) arising directly or indirectly (and 
whether in tort (including negligence), contract, 
equity or otherwise) out of or in connection with the 
contents of and/or any omissions from this 
communication except where a Liability is made non-
excludable by legislation. 
 
Where the recipient of this publication conducts a 
business, the provisions of the Consumer 
Guarantees Act 1993 (NZ) shall not apply. 


