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Key points 
The Australian economy is cooling rapidly. Households
now face a very different outlook to the long boom o
past. Indeed, several industries are already showing sign
natural frontline facing the global financial markets crisis
sector, but all businesses needing to raise finance are feel

For bulk exporters, the main danger is n
demand, even from stalwart customers such as Japan 
positively for commodity exporters, a large, sustained f
help offset lower US$ commodity prices. This FX bo
welcome at a time of weaker global prices and demand. 

For the construction sector, a residential construction reco
overdue. Falling interest rates and supportive governmen

For businesses servicing mainly other businesses, risk av
cutting will be felt firstly in peripherals such as corporat
will soon flow through to more essential business supplie
actual business activity follows business investment growt

For retailers and other businesses servicing mainly hous
tightening has already started, with household expendi
June 2008 and only weak growth expected ahead. Desp
benefits of tax cuts, rate cuts, pension bonuses and an 
pressures, increasing pessimism, uncertainty and the 
unemployment are weighing household spending down
NSW. For households, the new mood means a shift a
conspicuous consumption toward reducing debt and rebuil
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Globa mic h 

GDP % p.a. 2007 2008f 2009f 2010f 

US 2.0 1.5 0.7 1.7 

UK 3.1 0.9 0.2 1.7 

Euro zone 2.6  1.1  0.6  1.7  

Japan 2.0 0.6 0.7 1.6 

China 11.6 9.7 8.0 8.9 

Asia ex Japan & China 5.9 5.1 4.8 5.6 

World (PPP) 4.8 3.6 2.9 3.8 

Source: ANZ Economics and Markets Research. 

                                               
1 For global details, see ANZ Global Wrap, Oct 2008 and ANZ Economic Outlook, Dec Qtr 2008. 
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Australian outlook: the lean year(s
Australia is better placed to contend with the current glo
most other developed economies, but economic con

) ahead 
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ditions are, nevertheless 
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l of this however, ati  policy issues remain 
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rading, transport i struc  an ed care. 

deteriorating rapidly. This is a dangerous phase for Aus
global credit and global commodity cycles now tipping sou

Unlike other developed countries, Australia is not, at this
decline into recession. Instead, Australia is looking at sev
trend growth — just 1.8% in 2009 and 1.9% in 2010, or 
growth of 2007. This will be manifested in decelerating spendi
households and businesses, with household consumption 
1.7% in 2009 and business investment expected to flatline

As business investment and activity slows, employm
and the unemployment rate will, unfortunately, begin to r
in 2009. Ahead of this, business and household confidence
hitting record lows. This change in mood signals real ch
saving and spending decisions that are yet to play out a

This slowdown is, in many respects, somewhat overdu
constraints so evident until recently in the Australian econo
widespread labour shortages, low residential and commerc
freight transport backlogs — and the resulting problems w
this is why the RBA was still raising interest rates in the fir

On the positive side, Australia is going into this new econo
low unemployment, high pent-up demand (with record 
construction and business investment intentions), good c
strong public sector investment, retreating inflation and a r
for our key Asian trade partners. Australia’s public polic
prompt and generous. The RBA has alr

over $10bn into t
home other pending. Nati al an
infrastructure spe lso b ng 
pressures will enty of room 
rates. Through al
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ating to wa
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emissions t nfra ture d ag

Australian economic indicators 

% change p.a. 2007 2008f 2009f 2010f 

Gross Domestic Product (GDP) 4.2 2.3 1.8 1.9 

 Farm GDP -11.7 6.1 11.1 7.1 

 Non-farm GDP 4.6 2.2 1.6 1.8 

Household consumption 4.5 2.5 1.6 2.1 

Investment: Dwelling inve  stment 3.1 -0.1 -0.3 12.7 

  Total business investment 13.0 8.0 -0.2 3.2 

Public demand 2.9 5.7 2.9 2.1 

Trade: Net Exports (contribution to GDP) -1.8 -1.3 1.0 -0.9 

Labour: Employment 2.8 2.3 0.2 0.7 

 Unemployment rate (%) 4.4 4.3 5.4 6.3 

Prices: Inflation (headline CPI) 2.3 4.5 3.5 2.5 

 Wages (wage price index) 4.1 4.3 3.7 3.5 

Credit (total outstanding) 15.4 10.8 7.1 7.8 

 RBA official rate (end of year) 6.75 5.25 4.50 4.50 

Source: ABS, ANZ Economics and Markets Research (forecasts as of 20 October 2008)
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Business profitability and liability 

o confront the global 
ady taken direct hits. 
or, which has already 
l accounts profitability 
 June 2008). In June 
, to $8.1bn, the first 

BA rate cuts (and with 
orporations’ GOS until 
l services on the one 
lassic profit squeeze. 

ate profit growth was 
ogically expected 

) grew fastest among 
en among the non-miners, 

ch was the sixth 
fits’ share of national 
ago. Within this, small 
esses’ share of total 
03 to June 2008. 

veys have indicated business profitability falling across 
the board. The ACCI business survey for example, shows that in August far 

n increase. The sharpest 
decline was among the smallest businesses, which were already showing slower 
profit growth than the corporates. In aggregate, non-financial corporate GOS is 
expected to show strong growth for 2008, largely on the back of good results in 
the first half of the year (+13.9%), before dropping by at least 2% in 2009 and 
then recovering ground in 2010 (+4%). 

Financial sector profits already shrinking, other sectors deteriorating rapidly 

Australian businesses are in a relatively solid position t
financial crisis and economic slowdown, but some have alre
The local frontline is very much the financial services sect
suffered a fall in gross operating surplus (GOS, a nationa
measure) in each of the last three quarters (Dec 2007 to
2008, quarterly GOS for financial corporations fell by 0.5%
such quarterly falls since 1998. Even after the latest R
more cuts expected), no growth is expected in financial c
late in 2009, due to lower demand for credit and financia
hand, and higher wholesale credit costs on the other — a c

Outside of the financial corporations, private sector corpor
strong until June but is now decelerating rapidly. As could be l
in a mining boom, corporate gross operating profits (GOP
mining companies (up 52% p.a. in June 2008). But ev
corporate GOP was still up 11.6% p.a. in June 2008, whi
consecutive quarter of double digit growth. Company pro
income is sitting at 28% in 2008, up from 23% a decade 
business is getting smaller, with unincorporated busin
business profits falling from 16.7% to 12.2% from June 20

Since June, business sur

more businesses experienced a fall in profitability than a
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* Index values under 50 means profitability fell for the majority of businesses surveyed. 
Source: ABS National Accounts (data to June Qtr 2008), ACCI Business Expectations 
Survey (data to Aug 2008) and ANZ Economics and Markets Research. 

So just how vulnerable are Australian businesses to tighter credit conditions? 
There are many ways for companies to raise finance, on and off the market. 
Simple borrowing from banks and other sources remains the most popular. As of 
June 2008, financial institutions’ outstanding credit to Australian businesses 
totalled $747.7 bn, up 20% from just a year earlier. Some of this increase was 
due to financial ‘re-intermediation’, whereby businesses finding it difficult to get 
funding directly from financial markets, investors or other sources go back to 
their banks for funding. This business is essentially refinancing rather than new 
financing. Even so, it has added to a dramatic rise in total business borrowings.  

Non-finance sector corporat
profits have just been 
through a huge growth spur
even outside mining. 

Non-financial corporate 
profits will decline a little in 
2009, before recovering 
ground in 2010. 

s have,

from the 
isis and th

slowing economy… 

… with more to come. 

business grew 23% in the 
year to June 2008. 

Outstanding credit from all 
financial institutions (banks 
and non-banks) grew 16%. 

Australian businesses are still 
adding to their borrowings, 
but the growth in total 
business debt is decelerating. 

Financial corporation
in aggregate, already 
suffered damage 

 

e global financial cr

e 

t, 
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Combined with rising interest rates, this increase in debt h
‘corporate interest cover’ (that is, the ratio of profits earne
but even so, the debt level appears eminently manageab
national aggregate corporate interest cover was running 
(that is, corporate GOS equalled 4.5 times corporate inte
lowest level since 1995-96 but still double the lows of 1
corporate gearing ratio (debt

as caused a decline in 
d to interest payable), 
le. As of June 2008, 
at a comfortable 4.5 
rest payments), their 
990-91. The national 

 to assets) also remains comfortable, at 80% in 
n 1990!). Looking 

n, but so too will 
business profits and the valu e assets. 

High total lending + high interest rates = lower interest ‘cover’ (profit/interest) 

June 2008 (compared with a decidedly uncomfortable 160% i
forward, net interest will fall as rates and debts come down agai

e of som

0

100

98 00 02 04 06 08

Agriculture

Construction

Mining

Manufac.

 

200
Finance & ins.

300

400

500

600

700

800

Other services

$bn

W'sale, retail, transport

Total bank lending
 outstanding

1

2

90 92 94 96 98 0

Source: RBA (quarterly data to June Qtr 2008) and ANZ Econom

3

4

5

6

7

0 02 04 06 08

corporate 
GOS/interest

 

ics and

Since March 2008 new commercial finance commitments have shrunk in every 
month (in annual growth terms), such that total business credit is decelerating, 
after several years of double-digit growth. New business finance commitments 
averaged $36.7 bn per month in H1 2008, compared to $40.6bn a year earlier. 
This trend is evident across all private-sector industries for which data are 
available. We expect business credit growth to slow further (but to remain firmly 
positive) going into 2009, as business investment intentions are wound back., 

Business credit growth rates are falling sharply — back to single digits in 2008 

 Markets Research. 
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Source: ABS Lending Finance (monthly data to July 2008); RBA (quarterly data to June 
Qtr 2008) and ANZ Economics and Markets Research.
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Impacts on Australian industries 

 will be affected in some 
lout, some industries face long-term 

is. These include: 

te change) 

mate change and the planned 
ed to commence in 2010) 

tion) 

osts and labour shortages) 

itality and tourism (flat inbound tourism and flat local demand) 

ing demand due to 

line against the global 
tor has already taken 
and business activity, 
 last three quarters 

activity deteriorations 

in Australian labour market 
ector jobs nationally 

ls. Nationally, 82% of 
han the national full-

 insurance jobs are 
 of jobs in this sector, 
h is already suffering 

the weakest state economic performance and weakest economic outlook. 

Employment typically follows, rather than leads, other economic activity 
indicators, so this picture of record finance sector employment will change 
rapidly as financial institution activity continues to contract — as happened in 
Australia in 1990-92 (see employment graph below) and is happening now 
internationally, with around 135,000 finance jobs cut already. Australian finance 
sector employment actually increased in August 2008, but jobs in the smaller, 
supporting ‘services to finance’ and ‘insurance’ sectors had already begun to 
turn down, indicating early job losses in back office and supporting areas. 

Finance’s gross value added is falling. Employment is high but may soon follow 

The impact on Australian industries will vary, but all
way. In addition to the financial market fal
challenges that are not related to the global financial cris

 agriculture and water utilities (drought and clima

 electricity generators and heavy industries (cli
Carbon Pollution Reduction Scheme, schedul

 manufacturing (high costs and strong international competi

 construction (pent-up demand, high c

 hosp

 health, community services and aged care (rapidly grow
demographic changes and national income growth). 

The financiers 
As noted above, the Australian financial sector is the front 
financial crisis for Australian businesses. The financial sec
some major hits in terms of aggregate profitability (GOS) 
with both GOS and gross value added declining for the
(September 2007 to June 2008, trend). Further profit and 
are expected as global events continue to unfold. 

The effects of this calamity are not yet showing up 
data, which shows a record level of 403,800 finance s
(trend). Actual hours worked are also close to peak leve
finance and insurance industry jobs are full-time, higher t
time rate of 72% for all employment. Finance and
disproportionately concentrated in Sydney (NSW has 42%
compared with 31% of total national employment), whic
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The exporters 
Australia’s resources exporters have been riding a wave
prices for several years, with the bulks (iron ore and coal) 
metals close behind. Rural commodities made a late but w
in mid-2008, with high prices and recovering producti

 of rising commodity 
at the crest and other 
elcome return to form 

on levels. Commodity 
 all rural and resource 
constraints) ease. 

y the resources boom, 
ue for some years. 
 exports in around 

ervices exports. About 
 transport equipment 

re to pharmaceuticals. 

008, even though tourist 
arrival numbers were falling. The growth hotspots were business-related rather 
than tourist-related, including professional, financial and even construction 
services. Growth in education exports has been relatively steady. 

Export volumes (and values) have soared … but tourist numbers are down 

markets can move rapidly however, and prices for almost
commodities are now falling as global demand (and supply 

Manufacturing exports have been greatly overshadowed b
but have been quietly, steadily growing in volume and val
Manufactured and other processed exports overtook rural
1995 and until recently, were running at similar levels to s
half of manufactured exports (by value) are machinery and
and half are other goods, from food to furnitu

Services exports grew strongly through 2007 and into 2
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 falling commodity prices will bring lower direct returns for resources and 
rural exporters, but may help manufacturers by lowering their input costs. On 
the upside, lower global petroleum prices will ease input and transport costs. 

 slower global growth in key export markets (such as China, Japan and 
other Asian economies) will see slower demand for Australian goods and 
services. In this climate, the already sluggish inbound tourism market is 
unlikely to pick up anytime soon and education exports may be slower also. 

 access to credit and finance for trade, transactions, expansion and other 
purposes will remain expensive and, in some locations, difficult to obtain. 

 the potential for trade barriers in other countries may increase, in response 
to rising unemployment and the more difficult global trading environment.  

rters: The expo

Agriculture 

Mining 

Manufacturing 

Tourism (hospitality, 
transport, culture and 
recreation services) 

Education 

Finance and insurance 

Business services 

Australia’s trade balance (exports less imports) turned pos
the first time since 2002. Trade is now contributing to GD
detracting from it and the current account deficit is shrink
there are positive and negative developments for exporters

 a lower and more volatile trading range for the A$ Slowing global grow
mean weaker demand
lower prices for com
exporters,  

But the lower A$ will boost 
A$ export returns and 
improve local and global 
competitiveness. 

Access to international credit 
and finance will remain 
problematic for some. 

th will 
 and US$0.70 through 2009 than the near-parity highs of 2

A$ returns for exporters (but offsetting lower returns due to 
modity 

commodity prices), and an easier ride for manufactu
compete in the domestic market against imported goods and ser
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The builders 

Australia’s construction sector consists of residential, non-resi
engineering construction. These sectors operate on differe
respond to different variables in the economy. Traditionally, r
residential construction have tended to run counter-cycl

The builders: 

Residential construction 

Non-residential const

dential and 
nt activity cycles and 

esidential and non-
ically to each other. 
levels of gross value 

be widespread. 

rowing strongly but is 
-dwelling investment 
 for new engineering 

 an expected 0.5% in 
ly survey of construction activity indicates forward orders 

ce March 2008 while 
since April. The AiG 

s hit their lowest ever 

e time. It grew only 
 and 2006. Further 
) before the dwelling 
o lower interest rates 

 dwellings being built, 
mand and despite an 
s and completions, on 
ar all-time lows. But 
 also, it presages a 
suppliers, as demand 

d the general appetite for 

In October the Federal Government announced measures to help boost flagging 
construction activity, with a temporary increase in the first home buyers grant 
for new homes to $21,000 and the bringing forward of infrastructure projects 
(from the Building Australia Fund). State governments have also announced 
plans to bring for ts and other construction projects. These 
measures will ‘pull forward’ residential and engineering construction activity. 

Australia’s residential dwelling market is set to get even tighter 

ruction 

Engineering and 
infrastructure co

Total construction activity is currently high, with record 
added and employment. Labour shortages are reported to 

Nationally, non-residential construction activity has been g
now decelerating, albeit after reaching a high level. Non
grew 17.3% in 2007 (10.8% for new buildings and 20.9%
construction), slowing to an estimated 4.6% in 2008 and
2009. The AiG month

nstruction 

Manufacturers and suppliers 
of building materials 

of new engineering business have been contracting sin
forward orders of commercial buildings have contracted 
Indexes of new business being written by these two sector
readings in August and September. 

In contrast, residential investment has been flat for som
3.1% (by value) in 2007, after contracting in 2005
contraction is expected in 2008 (-0.1%) and 2009 (-0.3%
construction cycle picks up again from 2010, in response t
and the pressure of pent-up demand. In terms of actual

Growth in non-dwelling 
construction (buildings and 
engineering) is decelerating
rapidly as business 

g slow

tion 
activity is already flat and is
not expected to pick up pace
until 2010. 

The national housing 
shortage is set to tighten 
further as dwelling supply 
falls further behind. 

 

. investment and lendin

Residential construc

numbers are currently declining due to weakness in de
existing national dwelling shortage. The decline in approval
top of the existing shortage, is keeping vacancy rates ne
with non-residential construction activity now flattening
lengthy quiet period for the construction industry and its 
for credit softens among households and businesses an

 
 

property investment remains subdued.2 
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2 See ‘Australian house prices unlikely to fall’, Oct 2008 and ANZ Australian Property Outlook, Sept 2008. 
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Business to business 
Total business investment in Australia currently account
GDP. Much of this is in the form of non-dwelling and en
(see above), but around $90bn is also invested in machinery and equi
equal to around 8% of GDP. Its significance is greater however, in that pl

s for around 17% of 
gineering construction 

pment — 
ant and 

opment. Plant and 
machinery, furniture, 
n buildings). 

growing strongly for 
in 2008. But business 
ons and expectations. 
uipment for 2008-09 
ey) was expected to 
nufacturing and other 
es and other services 

 since that August survey 
tions is likely to fall 
ers of new industrial 
 prices set in US$. We 
contract by 4% in the 
h) through 2009. 

ipment) is likely to hit 
d/or replaced with a 
ercial vehicles, some 

ry, office furniture, IT 
 new technology and 

also 
avings are good. 

and services are also 
needed, including materials, stock, energy, transport, communications, legal, 

list services. Anecdotal 
evidence indicates some of these categories are already declining (or at least 
decelerating) also, starting with corporate hospitality and travel. Business 
surveys are now indicating a contraction in activity and demand across the 
board, with the largest contractions being reported in construction and services. 
Manufacturing businesses have not, as yet, reported the same level of severity, 
perhaps due to their greater ability to take advantage of falling input prices and 
the falling dollar to improve their bottom line and/or export performance. 

Busin ditions are deteriorating, business equipment spending will follow 

equipment investment is necessary to future growth and devel
equipment investment includes spending on vehicles, 
fittings and many other physical business assets (other tha

Business investment in plant and equipment has been 
several years, with another increase of 10.2% estimated 
investment spending reacts quickly to changes in conditi
In August, intended business investment on plant and eq
(as indicated in the latest ABS Capital Expenditure surv
grow 22%p.a., with about half in mining and half in ma
industries. Investment intentions by retail, business servic
however, were already down. Financial market events
means that actual realisation of these investment inten
sharply. The weak A$ will further discourage forward ord
and business equipment, since much of it is imported, with
now expect business spending on plant and equipment to 
September quarter 2008 and then stabilise (i.e. zero growt

This low period for business investment (in plant and equ
hardest on suppliers of items that can be postponed an
second-hand rather than a new item, such as new comm
types of standard manufacturing and agricultural machine
hardware and communications equipment. Investment in
extras such as solar power generation or water recycling equipment may 
stall, except perhaps where the payback periods in utility s

Additional (non-investment) business to business goods 
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Sources: AiG industry performance indexes (data to Sept 2008), ABS, National Accounts 
(data to June 2008) and ANZ Economics and Markets Research. 
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Business to households 
Household financial health is crucial to business financial he
consumption comprises around 60% of the national econo
single component of household consumption expenditure
costs (around 17%) followed, somewhat surprisingly, by r
services (12%) and then food (11%). It is debatable exac
of household expenditure should be regarded as ‘essenti
‘discretionary’ (almost all categories include elements of

alth, since household 
my (GDP). The largest 
 is rent and housing 
ecreational goods and 
tly which components 

al’ and which are 
 both), but ‘essentials’ 
nce and finance, take 
 is discretionary in the 
nd quickly as needed. 

rapidly over the 
rter 2008, for the first 
ear earlier. The June 
y categories, such as 

e of vehicles (-0.8%) 
rvices (airlines, buses, 
fes) and ‘other’ goods 
 reflecting the poor 
 more discretionary 
lity sectors, which are 
 financial conditions. 

declined too (-0.8%), 
tems within this large 
 avoidable household 
, pe
tably ges and 
n co umers’ wallets. 
pend

The outlook for Australian households and the businesses selling to them is 
e board and is likely to 

actually decline in banking, hospitality and retail (and possibly some other 
sectors). Unemployment will unfortunately rise back over 5% in 2009 and may 
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Appendix: industry size and growth, 2008 

Industry gross value added (annual, trend) 
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real output (gross value 
added) in June 2008 were: 

1. property and business 
services (12% of GDP) 
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(7.5%) 

4. construction (6.9%) 
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mining (6.8%) 
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were: 
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