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Economic Update

Employment rose by a much stronger than expected 29.8k in June,
more than offsetting the -25.6K decline in May (revised from -19.7k). The
unemployment rate dipped back to 4.2%, just shy of its 30-year low.

Today's data shows a trend slowdown in employment growth to 2.4% yoy from
a peak of 2.8% in February - a modest slowing but nothing dramatic.

At the minimum, these numbers will force the market to think carefully
about what CP1 outcome on 23 July could see the RBA hike in August.
Despite soft activity readings over recent weeks, today's numbers reinforce
that the economy is being hit by conflicting forces and there is genuine
uncertainty about what the ultimate outcome for growth in 2008 will be.

We do expect some further moderation in employment growth in coming
months. However with elevated inflation and skill shortages, it is not clear this
slowing will be enough to prevent inflation expectations from seeping into the
wage and price setting process in coming quarters.

Today's consumer inflation expectations were a stark reminder of the risks
to inflation. Inflation expectations in July remained at a record high of 5.9%.

In this context, RBA will continue to remain sensitive to any upside surprises
on growth or inflation. We still believe that if interest rates are to move
in the next 12 months, it is more likely to be up than down.

Key Figures

Employment (change) 29.8 -25.6 252.4 228.8
Full-time 24.0 -12.1 168.7 119.2
Part-time 5.8 -13.6 83.7 109.6

Employment (% change) 0.3 -0.2 2.4 2.2

Unemployment rate (%6) 4.2 4.3 4.3 4.3

Participation rate (%6) 65.3 65.2 65.0 65.0

Source: ABS

*Rate one year ago
More volatility in employment to come?
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The detalil

Employment bounced back in June, with 29,800 new jobs created. This
more than unwound last month’s fall of 25,600 (revised down from -19,700).
This outcome was well above the median market forecast of +10,000 and even
stronger than our +25,000 forecast which was at the top of expectations.

The gain in June was concentrated in full-time employment, which rose
by 24,000 in June, more than unwinding May’s 12,100 fall. Part-time
employment rose moderately in June by 5,800 only partly retracing the fall of
13,600 in May.

The unemployment rate fell slightly to 4.2%b. It remains only slightly above
the 33-year low of 3.9% achieved in February (revised from 4.0%).

The annual pace of employment growth continued to ease in trend
terms to 2.4% yoy from a peak of 2.8% yoy in February (see chart on page 1).
However this can only be considered a modest slowdown.

The pace of employment growth is still consistent with solid growth in
household incomes. This reinforces the risk that consumer spending and
domestic demand could reaccelerate later in the year, particularly if petrol prices
start to ease. While we do expect some further moderation in labour market
conditions, this is only expected to be gradual, and is unlikely to be enough to
take pressure off wage growth and inflation.

Unemployment rate hovers just above record lows
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The States — NSW turns around
Labour marketdevelopments amongst the states remain mixed.

After posting the largest fall in employment in May, NSW added the
most jobs in June (+10,800). This was driven by higher full-time (+5,800)
and part-time employment (+5,000). Nevertheless, NSW experienced a net
loss of jobs in Q2 as a whole with an average monthly loss of 2,800 per
month compared with an average gain of 16,600 in Q1.

Other states to post employment gains this month were Western Australia,
South Australia, Tasmania, the Northern Territory and the ACT. WA’s gas crisis
does not yet seem to have affected its labour market, with 6,300 new jobs
created. Full-time employment was particularly strong (+15,900) and offset a
fall in part-time employment (-9,600). There is still a possibility that we could
see employment fall in WA in July, although this is likely to be temporary and
the RBA will look through it.

Employment was also solid in South Australia in the month (+4,200), with
3,000 part-time and 1,200 full-time jobs created. Nevertheless, South Australia
still has a fairly high unemployment rate (4.8%) compared to the national
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average (4.2%). Employment also rose firmly in Tasmania (+400), the
Northern Territory (+400) and the ACT (+300).

Employment eased slightly in both Victoria (-3,600) and Queensland
(-1,100) in June. Full-time employment in fell particularly sharply in Victoria
(-12,200) which was only partly offset by a 8,600 gain in part-time employment.
This saw the unemployment rate spike up to 4.6% in the month in seasonally-
adjusted terms, although it was unchanged at 4.4% in trend terms (slightly
above the national average of 4.2%).

While employment fell overall in Queensland, full-time employment was
quite strong (+15,100). In contrast, part-time employment fell
(-16,200). Despite the small fall in employment, the unemployment rate
remained at 3.8%, one of the lowest in the country.

Labour force data by state and territory

Employment Unemployment rate
(change, 000s) (%0)

NSW 10.8 -16.9 4.6 4.7
Vic -3.6 7.5 4.6 4.3
Qld -1.1 9.3 3.8 3.8
SA 4.2 -2.7 4.8 5.0
WA 6.3 -0.2 3.2 3.7
Tas 0.4 1.2 4.2 4.3
NT> 0.4 0.5 3.6 3.7
ACT* 0.3 0.5 2.6 2.6

Source: ABS and ANZ, * Trend

Consumer inflation expectations remain high

Inflation expectations in July remained at a record high of 5.9%6. The
number of survey respondents who expect inflation to stay within the RBA's 2-
3% band slipped to 7.5%, the lowest on record (abstracting from the impact of
the GST). Clearly, rising petrol prices, rents and food prices are impacting
inflation expectations - and while this survey is reasonably volatile month-to-
month, there's no denying the 142bps rise in the 6mth m.a. over the last year.

The possibility of high inflation expectations impacting on the wage and
price setting behaviour in coming months remains a real risk.

Inflation expectations a key upside risk to inflation
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Important Notice

Australia and New Zealand Banking Group Limited is represented in:
AUSTRALIA by:

Australia and New Zealand Banking Group Limited ABN 11 005 357 522
14th Floor 100 Queen Street, Melbourne, Victoria, 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

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
Telephone +44 20 3229 2121 Fax +44 20 7378 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

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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