
Global wrap  

November 2008

Amy Auster
Amber Rabinov

Jasmine Robinson

Economics & Markets Research



2

Economic outlook
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We are forecasting a global recession
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Personal income and expenditure Economic Outlook

> Third quarter data confirmed the economy is contracting, 
with growth falling by 0.3% from Q2 (saar basis). The 
only sectors to contribute to growth were the government 
and net exports, whereas consumption subtracted from 
growth for the first time since Q4 1991. This sets a grim 
outlook for Q4, when we expect business investment to 
pull back sharply and consumption to be flat at best. 

> High frequency data confirm households are hurting. 
September data showed wages growth slowed to 3.4% on 
an annual basis, the slowest since the last recession. Real 
personal income is contracting on an annual basis in trend 
terms, as is personal consumption. PCE data also confirms 
disinflation has taken hold, with the monthly change in 
core PCE has falling from 3% on an annualised basis in 
June to 2.1% in September. 

> While the news is grim, we believe government measures 
will help the economy emerge from recession in Q2 2009 
following three quarters of negative growth. Our forecast 
is for 1.6% real GDP growth in 2009 and 0.9% in 2009.

Rates and FX

> The Fed funds rate is at its previous low of 1.0%. Our 
forecast is that the Fed will limit its final cut to 25 bps, 
and leave the Fed funds at 0.75% until December 2009. 
The US yield curve should retain a positive slope, 
particularly in light of upcoming Treasury supply. 

> The USD index has rallied strongly on cash-raising by the 
investment community. We expect some retracement of 
this rally in the short term, but expect the USD to 
continue it broad recovery in the months ahead.

Sources: Thomson Datastream, ANZ Economics & Markets Research.
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Euro zone: Under pressure

Inflation in decline Economic Outlook

> Recession looms on the Euro zone horizon. The mood is 
grim and already low consumer and business confidence 
is in rapid decline.  Belts have been tightened, with retail 
sales falling in annual terms across the region, and 
October surveys indicate a contraction is underway in the 
manufacturing sector (with a Purchasing Managers’ Index 
reading of 41.3), while the services sector struggles (PMI 
of 46.9).  France’s manufacturers in particular are 
beginning to strain, with a PMI of 40.8 in October, while in 
Germany, an economic stimulus package is being 
formulated. Our real GDP forecasts have been revised 
lower to reflect this worsening environment, with growth 
of 1.1% in 2008 and 0.6% in 2009 forecast.

> Inflation is in clear decline, with annual prices growth 
easing to 3.2% in October from a peak of 4% just three 
months prior.  Slowing domestic demand will continue to 
put downward pressure on inflation, while the worsening 
financial crisis and economic outlook is muffling previously 
strong wage claims.  

Rates and FX

> The rapidly improving inflation outlook will allow the ECB 
to be relatively aggressive in reducing interest rates to 
support the ailing economy in the face of the crisis in 
financial markets. ECB president Trichet has opened the 
door for further rate cuts at this week’s policy meeting 
following last month’s 50bps cut to 3.75%. 

> USD strength will continue to weigh on the EUR into 2009.  
Vulnerability of the AUD to global sentiment suggests the 
AUD/EUR will remain under pressure.

Sources: Bloomberg, ANZ Economics & Markets Research.
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UK: The recession has (unofficially) begun

Economic Outlook

> Another month, another slew of bad news to emerge from 
the UK.  The economy contracted by a worse than 
expected 0.5% in Q3, taking through the year growth to 
just 0.3%.  The economic and financial environment has 
continued to deteriorate over the past month: equities 
were down a further 12%; house prices fell another 1½% 
in September; the Manufacturing Purchasing Managers’
Index slumped to a recessionary level of 41 (with the PMI 
Services not far behind at 46); retail sales volumes 
reached just 1.8% in annual terms, their lowest level 
since early 2006; while the unemployment rate rose 
0.2ppts to 5.7% in August (its highest level in over eight 
years).  Unfortunately the outlook remains bleak, with 
economic growth of just 0.9% expected in 2008, and a 
contraction of 0.2% forecast for 2009.

> Inflation reached a 16½ year high of 5.2% in September, 
however this is likely to be the peak in the cycle, with the 
rapidly deteriorating growth environment to weigh on 
prices growth in the near future.

Rates and FX

> Following the unanimous MPC vote for a 50bp cut in the 
repo rate to 4.5% in coordination with other major central 
banks last month, another 50 bps cut is likely to result 
from this week’s scheduled meeting.  Rates are forecast 
to be cut aggressively to 3% by the end of Q1 2009.

> The USD/GBP will continued to be challenged in 2009 as 
the UK economy is crunched harder than its US 
counterpart and as interest rate differentials narrow. The 
AUD/GBP will also remain under pressure as the AUD 
remains out of favour in 2009.

Sources: Thomson Datastream, ANZ Economics & Markets Research.
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Japan: Yen outperforms

Economy slides into recession
Economic Outlook

> A second economic package worth some US$51 bn has 
been proposed as the global credit crisis pushes Japan 
into a recession, with the Nikkei-225 hitting a 26-year low 
amidst the prospect of poor corporate earnings, and the 
strong yen eroding export competitiveness.  This follows a 
US$118 bn fiscal package announced in August.

> Sluggish consumer spending and weaker-than-expected 
export performance have prompted a downgrade to our 
real GDP growth forecast for 2009 to just 0.2%  in 2009 
from an estimated 0.6% in 2008 with a mild pick-up to 
1% in 2010.  

> The weak economic outlook and strong JPY saw the BOJ  
cut its already-low policy rate by 20 bps, bringing it to 
0.30%.  Inflation stayed above 2% in the year to 
September, for the fourth successive month, but is poised 
to recede against the current economic downturn.

Rates and FX

> After trading near a 13-year high against the USD as 
carry trades were unwound, the JPY lost ground at end-
October on a rebound in global equities. Risk aversion is 
expected to continue to support JPY strength on safe 
haven buying.  However, official opposition to sharp 
currency gains, lower interest rates and exporter 
concerns are expected to see the JPY consolidate in the 
short term. 

> After extreme pressure on JPY crosses over the past 
week, AUD/JPY and NZD/JPY have come off multi-year 
lows but the bias remains towards the downside with  
further interest rate cuts in Australia and NZ.  

Sources: Thomson Datastream, ANZ Economics & Markets Research.
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China: Policy actions stepped up to support growth*
Economic Outlook

> GDP growth declined by more than expected in Q3, 
dropping to 9.0% from 10.1% in Q2. A slower pace of 
manufacturing output was the main cause (quarterly data 
are only available on a production basis).

> Consumption and, surprisingly, export growth remain 
robust, but investment has slowed in some sectors.

> We expect the authorities to continue to be very proactive 
in implementing macroeconomic and administrative 
measures in order to maintain growth above their comfort 
threshold of 8%.

> Inflation eased further, to 4.6% in the year to September 
from 4.9% in August. Food inflation remains high, but 
falling, at 9.7% while non food inflation was steady at 
around 2%. Producer price inflation in September fell by 
1ppt to 9.1%. 

Rates and FX

> The PBOC’s response to recent market stress has been 
swift, with three rounds of cuts in the one-year lending rate 
already in place, bringing it to 6.66%. Reserve 
requirements were also lowered for the second time in a 
month, by 50 bp to 16.0%.

> Markets are expected to discount further PBOC policy 
stimulus, suggesting lower IRS rates and a steeper curve.

> We expect Chinese authorities to tolerate some mild 
USD/CNY retrenchment toward the 7.000 level. Much more 
is unlikely, both for political reasons, but also because of 
China’s strong fundamentals.

Sources: Thomson Datastream, ANZ Economics & Markets Research.
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India: Focus shifts to growth*

Economic Outlook

> The RBI surprised the markets with a 100 bps cut, 
thus marking a shift in focus to growth prospects, 
putting inflation temporarily on the back-burner.

> Inflation eased due to softer metal and food prices.  
WPI inflation fell to 11.4% in the week ending October 
24. Nevertheless, inflation remains a concern given 
the continued depreciation of the rupee and high 
short-run exchange rate pass-through. 

> Capital inflows continued to recede, with net foreign 
equity investment down by another US$2.05 bn in 
October, bringing the total outflow to US$11.25 bn
year-to-date. The RBI eased its External Commercial 
Borrowings policy to allow borrowers to go up to 
US$500 mn per financial year. 

> The BSE Sensex continued its tumble, falling by one-
third in October.

Rates and FX

> With the RBI focused on containing damage from the 
global credit crisis, more rate cuts are surely on the 
way. Meanwhile, inflationary pressures are building. 
Ultimately, this will translate into much steeper 
curves.

> USD-INR will remain in an uptrend until global risk 
aversion stabilizes - that is, well into next year. As 
markets get closer to fully discounting the downside 
risks, the pace of capital outflows (and pressure on 
the rupee) should fade. 

Sources: Thomson Datastream, ANZ Economics & Markets Research.
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Global financial markets summary



11Indicators of ‘fear’ in financial markets have reached all-time 
record highs in recent weeks, but look set to ease this month
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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RBA ES balances eased from all-time peaks assisted by the 
introduction of the new RBA short-term deposit facility

Sources: RBA and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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1 Overnight indexed swap rate, a measure of market expectations of official policy rates
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Sources: US Federal Reserve and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Reuters and ANZ Economics & Markets Research
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Volatility leaps across bond, equity and FX markets

Sources: Bloomberg and ANZ Economics & Markets Research
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Sources: Bloomberg and ANZ Economics & Markets Research
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Commodity prices continued to tumble in October as the Baltic Dry index 
returned to its 2001 low
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Sources: Bloomberg and ANZ Economics & Markets Research

USD rebound extends …with the AUD and NZD sharply lower

The EUR eased …but the JPY strengthened

USD & JPY were the beneficiaries of risk aversion, and A$ the whipping post
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Forecast tables
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Economic Forecasts

Source: ANZ Economics & Markets Research and Datastream; all annual average % change unless otherwise stated.

2005 2006 2007 2008 2009 2010 2011 LT

GDP

World 4.3 4.9 4.8 3.6 2.8 3.8 4.6 4.2

United States 3.1 2.9 2.2 1.5 0.7 1.7 3.2 1.9

Euro zone 1.7 2.8 2.6 1.1 0.6 1.7 2.0 1.8

United Kingdom 1.8 2.9 3.0 0.9 -0.2 1.6 2.4 1.7

Japan 1.9 2.4 2.1 0.6 0.2 1.0 1.4 1.4

Asia ex-Japan 8.2 9.2 9.5 7.9 6.8 7.6 8.4 7.8

China 10.4 11.6 11.9 9.7 8.0 8.9 10.0 9.0

Australia 2.8 2.7 4.2 2.3 1.8 1.9 3.2 3.4

New Zealand 2.8 2.3 3.5 0.7 0.5 2.5 3.6 2.5

Australia - details

Domestic final demand 4.3 3.7 5.3 3.8 1.4 2.9 3.7

Headline CPI 2.7 3.5 2.3 4.6 3.6 2.5 2.6 2.5

Core CPI 2.5 2.8 3.1 4.5 3.5 2.7 2.6 2.5

Employment 3.2 2.1 2.8 2.3 0.2 0.7 1.7

Wages 3.9 3.9 4.1 4.3 3.7 3.5 3.6

Unemployment rate (avg) 5.1 4.8 4.4 4.3 5.4 6.3 6.3

Current Account (% of GDP) -5.8 -5.3 -6.2 -4.9 -5.6 -5.7 -5.8

Terms of Trade 11.7 7.6 4.6 12.0 -7.4 1.4 -0.6
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Foreign Exchange Forecasts

Source: ANZ Economics & Markets Research

Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10 Dec-10

AUD FX rates

AUD/USD 0.72 0.71 0.68 0.64 0.60 0.62 0.64 0.66 0.72

AUD/NZD 1.16 1.11 1.11 1.10 1.07 1.13 1.16 1.20 1.29

AUD/JPY 73 72 71 69 66 69 74 75 82

AUD/EUR 0.55 0.54 0.52 0.50 0.48 0.53 0.53 0.53 0.56

AUD/GBP 0.42 0.42 0.40 0.39 0.36 0.37 0.39 0.40 0.43

AUD/CAD 0.81 0.82 0.82 0.78 0.74 0.78 0.83 0.83 0.89

AUD/CHF 0.82 0.82 0.80 0.76 0.72 0.76 0.81 0.84 0.91

AUD/CNY 4.93 4.87 4.68 4.41 4.13 4.27 4.36 4.45 4.81

A$ TWI 59.3 58.8 57.2 54.6 51.6 53.6 55.2 56.4 60.8

International FX rates

USD/JPY 102 101 104 108 110 112 115 114 114

EUR/USD 1.32 1.32 1.31 1.28 1.24 1.18 1.20 1.24 1.28

EUR/JPY 135 133 136 138 136 132 138 141 146

GBP/USD 1.70 1.69 1.68 1.66 1.66 1.66 1.65 1.65 1.68

USD/CAD 1.13 1.15 1.20 1.22 1.24 1.26 1.30 1.26 1.24

USD/CHF 1.14 1.16 1.18 1.18 1.20 1.22 1.26 1.28 1.26

NZD/USD 0.62 0.64 0.61 0.58 0.56 0.55 0.55 0.55 0.56

USD/CNY 6.84 6.86 6.89 6.89 6.89 6.89 6.82 6.75 6.68

US$ index 82.7 83.0 84.2 86.2 88.2 91.2 91.1 89.1 87.2
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Interest Rate Forecasts

Source: ANZ Economics & Markets Research

Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 Jun-10 Dec-10 LT

United States

Fed funds rate 1.00 0.75 0.75 0.75 1.00 1.50 2.50 4.50

3-month LIBOR 2.50 2.00 1.80 1.65 1.75 2.25 3.30 4.65

2-year bond 1.25 1.25 1.25 1.50 2.00 2.75 3.30 4.00

10-year bond 3.40 3.25 3.05 3.15 3.60 4.10 4.20 4.00

Japan

BoJ call target 0.30 0.30 0.30 0.30 0.50 0.75 1.00 1.25

3-month TIBOR 0.75 0.60 0.60 0.60 0.80 1.00 1.30 1.40

Euro zone

ECB refinance rate 3.25 2.75 2.75 2.75 2.75 3.00 3.25 4.00

3-month LIBOR 4.10 3.25 3.00 3.00 3.00 3.25 3.50 4.25

United Kingdon

BoE repurchase rate 3.75 3.00 3.00 3.00 3.00 3.25 3.75 5.00

3-month LIBOR 5.25 3.75 3.40 3.30 3.30 3.60 4.10 5.25

Australia

RBA cash rate 5.25 5.00 4.50 4.50 4.50 4.50 4.50 5.00

90-day bill rate 5.60 5.35 4.80 4.80 4.80 4.70 4.70 5.20

3-year bond 4.30 4.15 3.85 3.90 4.25 4.65 4.70 4.90

10-year bond 4.90 4.85 4.60 4.60 4.95 5.35 5.40 5.20

New Zealand

RBNZ OCR 6.00 5.50 5.00 4.75 4.75 4.75 4.75 5.75

90-day bill rate 6.53 5.83 5.33 5.15 5.05 5.00 5.00 6.00



34

ANZ commodity price forecasts

Note: 1- Bulks are forecast on an annual basis starting April 1

We also forecast platinum, palladium, hard and semi-soft coking coal, PCI coal, alumina, molybdenum, tin and mineral sands prices.

ANZ Economics team forecasts cotton, wool, beef, rice, wheat, barley and canola prices to estimate Australian export revenue

Source: ANZ Economics & Markets Research

Unit Dec-08 Mar-09 Jun-09 Dec-09 Jun-10 Dec-10 LT

METALS

Base metals

Aluminium US$/t 2,230 2,070 1,980 2,050 2,140 2,200 2,090

Copper US$/t 5,620 5,180 4,850 5,180 5,510 5,400 4,410

Nickel US$/t 13,670 12,790 13,010 14,880 15,650 16,310 15,430

Zinc US$/t 1,520 1,500 1,540 1,720 1,900 2,090 1,760

Lead US$/t 1,650 1,590 1,590 1,720 1,850 1,830 1,760

Tin US$/t 16,750 16,530 16,750 16,310 15,870 15,210 11,020

Precious metals

Gold US$/oz 800 750 730 760 800 850 650

Silver US$/oz 11.5 10.8 10.6 11.2 12.0 12.6 9.5

ENERGY

WTI NYMEX US$/bbl 82 78 75 77 82 88 80

Uranium US$/lb 50 45 45 55 62 63 50

BULKS1

Thermal coal US$/t 125 125 100 100 100 100 80

Premium hard coking US$/t 305 305 230 230 190 190 130

Hard coking US$/t 270 270 170 170 155 155 110

Semi-soft coking coal US$/t 240 240 150 150 135 135 90

Iron ore lump US$/dltu 202 202 161 161 161 161 100

Iron ore fines US$/dltu 145 145 116 116 116 116 80
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Disclaimer

>This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New 
Zealand by ANZ National Bank Limited (“ANZ NZ”). ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”).  
>This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of ANZ), 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 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 is regulated by the FSA.  Nothing here excludes or restricts any duty or liability to a customer which ANZ 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, 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, 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, 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..
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