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Key points

05 November 2008 . The 2008-09 Mid-Year Economic and Fiscal Outlook (MYEFO)
forecasts an underlying cash surplus of $5.4bn (0.4% of
GDP) in 2008-09, some $16.3bn lower than envisaged at Budget
just six months ago. Over the next four years, surpluses are now

Authors: expected to total $18.3bn, a staggering $61bn less than previously
. forecast.

Mark Rodrigues

Senior Economist . The downgrade to the fiscal outlook reflects the impact of

+61 3 9273 6286 the global financial crisis. The automatic effect of the weaker

Mark.Rodrigues@anz.com economic environment (slower growth, falling share prices, lower

Katie Dean commodity prices) on government revenues and expenses (so

Senior Economist called ‘automatic stabilisers’) has reduced the cash balance by

+61 3 9273 1381 $46.4bn over the four-year outlook period. Government policies —

Katie.Dean@anz.com most notably the fiscal stimulus package announced in October —

have reduced the budget bottom line by a further $14.5bn over the
same period, with the bulk of this in 2008-09.

. Worryingly, the government’s bottom line may deteriorate
even more than implied by the MYEFO estimates, given the
relatively optimistic economic assumptions underpinning it.

. The government’s revised forecast for real GDP growth of 2%
in 2008-09 (from 2%4% previously) still sits at the top end of
market expectations. We expect growth to come in closer to
1%29%.

. The government has also painted a very optimistic view for
the labour force; its forecast for the unemployment rate to
rise to 534% by mid-2010 looks to be a best-case scenario
given the very sharp deterioration in the recent leading
indicators for employment (including ANZ job ads). We expect
unemployment to be around 6%% of the labour force by this
time.

. Perhaps most importantly, forecasts for the terms of trade,
and thus nominal GDP growth (which drives budget
revenues), now look to be too optimistic. The government has
only modestly downgraded its terms of trade forecasts to
10%4% growth in 2008-09, from 16% at Budget. This is well
above our estimate for the terms of trade to rise by just 6%
this year. The government’s budget forecast for nominal GDP
growth has thus been only modestly downgraded to 7%% for
2008-09 (from 9v4%), compared with our expectation for
growth of around 6%.

Key MYEFO forecasts
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An additional source of downside surprise to the MYEFO
aggregates is the potential for further discretionary policies — not
currently budgeted for — to be announced. If the extraordinary policy
interventions of the past month highlight anything, it is the lengths with
which the government is prepared to go to soften the impact of the
economic slowdown already in train and guard against the risk of
something much more severe. With this in mind, and with the bulk of the
economic weakness still to come, it seems a better-than-even-bet that the
government will seek to do more beyond the current year.

While not a pressing concern, the downgrade to the fiscal outlook has
raised some uncertainty around the government’s medium-term
infrastructure agenda, which revolves around three key funds
announced in this year’s Budget — the Building Australia Fund, the Health
and Hospitals Fund, and the Education Endowment Fund. These funds
were intended to be at least partly funded from the 2007-08 and 2008-09
Budget surpluses. While the 2007-08 surplus turned out to be around
$2.5bn higher than forecast at Budget time, the $16.3bn downgrade to
the 2008-09 surplus leaves a $13.8bn shortfall over the two years,
relative to that expected in May.

The massive downgrade to the economic and fiscal outlook was well
anticipated, and indeed, when all is said and done, we expect the key
budget numbers will probably end up looking worse that what has
been presented in the 2008-09 MYEFO.

There is nothing wrong with this. In the current extraordinary
circumstances, with economic conditions and risks deteriorating markedly,
it is entirely appropriate that the government allow the budget’s
‘automatic stabilisers’ to work, and implement prudent, discretionary fiscal
policy to stimulate economic activity, even if that means allowing the
budget to move into deficit in the short term.

The remarkable thing about the MYEFO numbers is the
extraordinary capacity that remains for the government to further
pump prime the Australian economy, should the need arise. And we
suspect that it will.
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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
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 (N2)
shall not apply.
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