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Katrina has changed our world view

• Katrina represents a supply shock to US energy demand
• Oil forecasts have changed

• End 2005 US$55/bbl         US$70/bbl 
• End 2006 US$45/bbl         US$60/bbl 
• End 2007 US$55/bbl

• Gasoline prices above US$2.00/gallon affect American consumers
• US growth forecast revised downward to reflect expectations of 

softening household consumption
• Private consumption forecast to ease from 3.4% growth this year to 2.5% 

next year 
• Reconstruction will somewhat offset falling consumption for 

headline US GDP, but not for Asian exporters
• Bulk of Asian exports excluding IT related to US private consumption

• Persistently higher oil prices will further pressure Asian 
economies

• Little evidence yet, but reduction in fuel subsidies will soon come through to 
dampen demand and increase inflation expectations

• When will China start to pass through rising cost basis?
• Theme for 2006 will be return of inflation to Asia, along with 

higher interest rates
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Katrina negative for jobs, confidence, inflation
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Decline in US demand will affect Asian exports
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Demand from China is also softening as more 
intermediate goods produced at home
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Consumption still not the main growth driver 
across most of Asia 
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Oil prices will hurt producers and consumers in 
Asia - eventually

Regional index of retail sales (or motor vehicle 
sales if retail not available), weighted on PPP 
GDP basis
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Reduction of fuel subsidies exacerbates high oil 
prices by increasing “shock” of price rises
•China
•Price caps imposed on state-owned energy 
companies for retail market
•Refiners’ losses estimated at US$0.5 bn in 
first half of 2005 – reports of shortages

•Indonesia
•Rp112 tr in subsidy
•Larger as a share of GDP and fiscal 
expenditure than other SE Asian countries

•Malaysia
•Government eliminated of price supports –
but then imposed price caps
•Diesel prices raised twice this year but 
subsidies and tax exemptions still cost

•Philippines
•No fiscal measures
•Public transport fares raised once, electricity 
tariffs raised twice

•Thailand
•Diesel prices allowed to “float” July 2005 but 
some subsidies still in place
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So far, China’s producers have been helping to 
absorb the costs of  higher energy prices
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Plenty of room to raise prices in China, but 
authorities worried about income inequality

Broad inflation measures Components of CPI

Sources: Datastream, Economics@ANZ.
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Warning: where are China’s reserves data? 
(and note sudden upturn in monetary base)

Excessive investment?

Overinvestment a 
hallmark of boom-

bust history
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Outside China, inflation is rising and Japan will 
soon emerge from deflation
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Real interest rates have fallen and turned 
negative in several countries
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Policy interest rates have started to rise, and will 
continue on this path
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Result: lower growth, higher inflation
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Ability of central banks to use strong currencies 
to dampen inflation will be more limited

FX rates have been weakening vs 
US$ but stronger vs ¥ this year in 
real terms
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% change in real GDP from previous year
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Cross rates with A$ forecasts
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