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World economy in what is likely to be its longest 
period of above-trend growth in over 30 years
World economy in what is likely to be its longest World economy in what is likely to be its longest 
period of aboveperiod of above--trend growth in over 30 yearstrend growth in over 30 years
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Above-trend global growth is largely being driven 
by developing countries
AboveAbove--trend global growth is largely being driven trend global growth is largely being driven 
by developing countriesby developing countries
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Developing economies have provided a source of 
discipline on advanced economy prices and costs
Developing economies have provided a source of Developing economies have provided a source of 
discipline on advanced economy prices and costsdiscipline on advanced economy prices and costs

Sources: US Bureau of Economic Analysis; US Bureau of Labor Statistics;
OECD; Datastream; Economics@ANZ.
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Developing countries have exported massive 
amounts of capital to the industrialized world
Developing countries have exported massive Developing countries have exported massive 
amounts of capital to the industrialized worldamounts of capital to the industrialized world
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Japan is also exporting massive amounts of 
capital, keeping the yen weak
Japan is also exporting massive amounts of Japan is also exporting massive amounts of 
capital, keeping the yen weakcapital, keeping the yen weak

Sources: Bank of Japan; JP Morgan.
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These capital flows are helping to keep long-term 
rates low and boosting investors’ appetite for risk
These capital flows are helping to keep longThese capital flows are helping to keep long--term term 
rates low and boosting investorsrates low and boosting investors’’ appetite for riskappetite for risk
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Scientific consensus and growing public concern 
about global warming makes action more likely
Scientific consensus and growing public concern Scientific consensus and growing public concern 
about global warming makes action more likelyabout global warming makes action more likely

Global surface temperature anomalies

-0.8

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1850 1875 1900 1925 1950 1975 2000

Annual average deviation from
1961-1990 average (o)

Decadal average

Source: Climatic Research Unit (CRU), School of Environmental Sciences, University of East Anglia 
(UK).  Note that the CRU ‘has an explicit policy of refusing to allow external examination of how they 
produce their global temperature series’ (Carter et al, World Economics Vol. 7, No. 4, October-
December 2006 p. 190).



economics@9

Australian temperature data shows much the 
same picture regarding global warming
Australian temperature data shows much the Australian temperature data shows much the 
same picture regarding global warmingsame picture regarding global warming

Australian surface temperature anomalies
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… particularly given the rate at which energy 
consumption is likely to rise in China and India
…… particularly given the rate at which energy particularly given the rate at which energy 
consumption is likely to rise in China and Indiaconsumption is likely to rise in China and India
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China’s increasing share of global exports may 
trigger a protectionist backlash
ChinaChina’’s increasing share of global exports may s increasing share of global exports may 
trigger a protectionist backlashtrigger a protectionist backlash
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The risk of ‘populist’ policies in the US is 
heightened by trends in the distribution of income
The risk of The risk of ‘‘populistpopulist’’ policies in the US is policies in the US is 
heightened by trends in the distribution of incomeheightened by trends in the distribution of income
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China is now the major influence on global 
demand for base metals and steel
China is now the major influence on global China is now the major influence on global 
demand for base metals and steeldemand for base metals and steel
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Modest increases in global production of most 
major mineral commodities now in prospect
Modest increases in global production of most Modest increases in global production of most 
major mineral commodities now in prospectmajor mineral commodities now in prospect

% change from previous year

1999-
2004*

2005 2006 
(e)

2007 
(f)

Coal 5.0 9.6 8 7½

Iron ore 5.9 10.3 12 9¾

Alumina 5.0 2.4 21 4¼

Copper 1.7 4.9 5 4¾

7.0

8.5

3.4

-1.2

2.0

Aluminium 4.7 5½ 9

Lead 1.7 6½ 4

Nickel 3.3 1¾ 4¼

Zinc 4.0 3 4¾

Gold (mine) -0.6 -½ 3¼

* Average annual rate. Sources: ABARE, Australian Commodities
December quarter 2006; Economics@ ANZ.
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Australia has now gone more than 15 years 
without recession, the longest in its history
Australia has now gone more than 15 years Australia has now gone more than 15 years 
without recession, the longest in its historywithout recession, the longest in its history

Real GDP growth

Note: shaded intervals denote periods in which real GDP growth was negative for two or more 
quarters, or during which real GDP declined from the year-earlier quarter.
Sources: Australian Bureau of Statistics; Economics@ANZ. 
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Inflation and interest rates, though rising, are 
still low by historical standards
Inflation and interest rates, though rising, are Inflation and interest rates, though rising, are 
still low by historical standardsstill low by historical standards
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Corporate profits and the share market are at 
record highs – but the market isn’t ‘over-valued’
Corporate profits and the share market are at Corporate profits and the share market are at 
record highs record highs –– but the market isnbut the market isn’’t t ‘‘overover--valuedvalued’’

Non-financial corporate 
gross operating surplus

Sources: Australian Bureau of Statistics; Australian Stock 
Exchange; Thomson Financial Datastream.
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Australian corporate finances are in a very sound 
condition compared with the 80s and early 90s
Australian corporate finances are in a very sound Australian corporate finances are in a very sound 
condition compared with the 80s and early 90scondition compared with the 80s and early 90s

Note: ‘interest cover’ is the ratio of gross operating surplus (roughly equivalent to EBITDA) to
net interest paid.  Sources: ABS; Economics@ANZ.
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Australian public sector finances are among the 
strongest in the developed world
Australian public sector finances are among the Australian public sector finances are among the 
strongest in the developed worldstrongest in the developed world
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Global economic growth has been stronger and 
less volatile since the early 1990s
Global economic growth has been stronger and Global economic growth has been stronger and 
less volatile since the early 1990sless volatile since the early 1990s

Global real GDP growth
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Thomson Financial Datastream; Economics@ANZ. 
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Inflation and interest rates have fallen around 
the world since 1990, not just in Australia
Inflation and interest rates have fallen around Inflation and interest rates have fallen around 
the world since 1990, not just in Australiathe world since 1990, not just in Australia

OECD inflation

Note: G7 cash rate excludes France before January 1964; G7 bond yield excludes Japan before May 1966.
Sources: OECD; national central banks; Thomson Financial Datastream;
Economics@ANZ.

0

2

4

6

8

10

12

14

16

59 63 67 71 75 79 83 87 91 95 99 03 07

% per annum

Cash rate

10-year
bond yield

‘G7’ interest rates

0

2

4

6

8

10

12

14

16

18

59 63 67 71 75 79 83 87 91 95 99 03 07

% per annum



50

75

100

125

150

175

200

225

59 63 67 71 75 79 83 87 91 95 99 03 07

2004-05 = 100

Export prices

Import prices

Australia’s terms of trade have improved since the 
early 90s, reversing the decline of the 70s and 80s
AustraliaAustralia’’s terms of trade have improved since the s terms of trade have improved since the 
early 90s, reversing the decline of the 70s and 80searly 90s, reversing the decline of the 70s and 80s

Australian export and import 
prices in real US$ terms

60

70

80

90

100

110

120

130

59 63 67 71 75 79 83 87 91 95 99 03 07

2004-05 = 100

Australia’s ‘terms of trade’

economics@25

Sources: Australian Bureau of Statistics; US Bureau of Economic 
Analysis; Economics@ANZ. 
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The housing boom is over, except in Western 
Australia and the Northern Territory
The housing boom is over, except in Western The housing boom is over, except in Western 
Australia and the Northern TerritoryAustralia and the Northern Territory
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Higher interest rates and the end of the housing 
boom are making households more cautious
Higher interest rates and the end of the housing Higher interest rates and the end of the housing 
boom are making households more cautiousboom are making households more cautious
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The business investment boom also appears to 
have reached a peak
The business investment boom also appears to The business investment boom also appears to 
have reached a peakhave reached a peak

Business fixed capital expenditure
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Australia’s export performance since 2000 has 
been very poor
AustraliaAustralia’’s export performance since 2000 has s export performance since 2000 has 
been very poorbeen very poor
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Australia’s ‘productivity miracle’ appears to 
have evaporated
AustraliaAustralia’’s s ‘‘productivity miracleproductivity miracle’’ appears to appears to 
have evaporatedhave evaporated
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The Australian economy is bumping up against 
‘capacity constraints’
The Australian economy is bumping up against The Australian economy is bumping up against 
‘‘capacity constraintscapacity constraints’’
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Wage movements have been very restrained 
despite the tight labour market
Wage movements have been very restrained Wage movements have been very restrained 
despite the tight labour marketdespite the tight labour market
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A number of ‘safety valves’ have increased the 
elasticity of labour supply
A number of A number of ‘‘safety valvessafety valves’’ have increased the have increased the 
elasticity of labour supplyelasticity of labour supply

Sources: Australian Bureau of Statistics; Economics@ANZ.
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So what does all this mean for the outlook for the 
Australian economy?
So what does all this mean for the outlook for the So what does all this mean for the outlook for the 
Australian economy?Australian economy?

There’s no strong reason to expect a major downturn in the 
Australian economy any time soon

– global economic conditions are likely to remain benign and real 
interest rates aren’t high enough to induce a recession

– indeed it’s likely that interest rates have peaked, and that the 
next movement in rates (when it comes) could be down

But, conversely, there’s no obvious source of any renewed 
upturn in growth

– aside from the lift in export volumes as major resource 
projects come on stream, recovery from drought and (in 2008) 
a modest upturn in housing construction

With the economy operating at close to ‘full capacity’, and 
productivity growth having reverted to its (poor) long-term 
average, it’s difficult to see the ‘supply side’ of the Australian 
economy growing at more than 3% pa

– in the absence of specific policies to alter that prospect

If monetary or fiscal policy seek to grow domestic demand at 
faster than 3% pa, the result will inevitably be higher 
inflation, a larger current account deficit (or both)
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… so the economy is likely to continue growing at 
close to its (reduced) potential rate 
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As a result Australian interest rates are likely to 
remain above ‘neutral’ for the next two years
As a result Australian interest rates are likely to As a result Australian interest rates are likely to 
remain above remain above ‘‘neutralneutral’’ for the next two yearsfor the next two years
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A$ will ease in line with commodity prices though 
attracting some support from interest rate spreads
A$ will ease in line with commodity prices though A$ will ease in line with commodity prices though 
attracting some support from interest rate spreadsattracting some support from interest rate spreads

Economic influences on the value of the A$
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Commodity prices and interest rate differentials 
have been working in opposite directions on the A$
Commodity prices and interest rate differentials Commodity prices and interest rate differentials 
have been working in opposite directions on the A$have been working in opposite directions on the A$
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If commodity prices
hadn’t risen since June 2001

Alternative hypothetical scenarios for the A$

Sources: Datastream; Reserve Bank of Australia; 
Economics@ANZ. 
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different States are by no means unprecedented 
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Different growth rates across the States aren’t 
unusual: what is unusual is NSW coming last 
Different growth rates across the States arenDifferent growth rates across the States aren’’t t 
unusual: what is unusual is NSW coming last unusual: what is unusual is NSW coming last 

Note: Forecasts are from State Mid-Year Budget Reviews.
Sources: ABS; State Treasuries; Economics@ ANZ.
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Below-average population growth is detracting 
from economic growth in NSW and SA
BelowBelow--average population growth is detracting average population growth is detracting 
from economic growth in NSW and SAfrom economic growth in NSW and SA

Sources: ABS; Economics@ ANZ.
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Western Australia’s economy is growing as fast as 
China’s – easily outperforming the Eastern States
Western Australia’s economy is growing as fast as 
China’s – easily outperforming the Eastern States

Sources: ABS; Economics@ANZ.

Real gross State product

-2

0

2

4

6

8

00 01 02 03 04 05 06 07 08

% change from prevous financial year

WA
Eastern
States

Unemployment

3

4

5

6

7

8

00 01 02 03 04 05 06 07

% of labour force (trend)

WA

Eastern
States

Household spending

0

2

4

6

8

10

00 01 02 03 04 05 06

% change from year earlier
(trend)

WA

Eastern States

Business investment

-30
-20
-10

0
10
20
30
40
50

00 01 02 03 04 05 06

% change from year earlier
(trend)

WA

Eastern
States



economics@45

SummarySummarySummary
The world economy is experiencing its longest run of above-
trend growth in more than 30 years

– driven largely by sustained growth in the developing economies
– risks to this outlook are more geo-political than strictly economic

Strong world growth, biased towards commodity-intensive 
activities, and a more globally consolidated mining industry, 
underpin a commodity boom that is likely to last longer than 
previous episodes

– that doesn’t mean commodity prices will keep rising – rather, that 
they will fall less and more slowly from their peaks

The Australian economy looks exceptionally well situated …
– in global circumstances which have been very ‘friendly’ to Australia

… but it is now beginning to encounter a ‘speed limit’
– as it increasingly runs into capacity constraints
– and as many of the growth drivers of earlier years fade away

Provided government policy either accepts this speed limit (or 
seeks to lift it through productivity-enhancing reforms) inflation 
is likely to remain in the upper half of the 2-3% target band

– so after three increases last year interest rates may have peaked
– but it’s unlikely that rates will fall until late this year

There’s nothing unusual about the ‘two-speed’ pattern of growth
– WA should out-perform the eastern States                                      

for at least another three years
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Summary of the economic outlook for AustraliaSummary of the economic outlook for AustraliaSummary of the economic outlook for Australia

2005 2006 2007 2008

Real GDP growth (%) 2.8 2½

2.0

4.6

151

1,000

3½

4

51

5

52

2¾ 3½

Employment growth (%) 3.2 2¼ 1¾

Unemployment rate (%)(a) 5.2 4¾ 4½

Housing starts (’000s) 152 145 163

Motor vehicle sales (’000s) 992 1,010 1,030

CPI inflation (%)(b) 2.7 2¼ 2½

Wage cost (WCI) inflation (%)(b) 4.1 4¼ 4

Current account deficit ($bn) 54.1 54 48

Current account deficit (% GDP) 5.8 5 4¼

Net foreign debt (% of GDP)(a) 49 53 55

(a) December  (b) Year to December quarter;  all other forecasts are year-average
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Australian currency and interest rate forecastsAustralian currency and interest rate forecastsAustralian currency and interest rate forecasts

Dec 
2006*

Jun 
2007

Dec 
2007

Dec 
2008

RBA cash rate 6.25

6.45

10-year bond yield 5.88 5.80 5.65 5.90

Standard variable mortgage rate 8.05 8.05 7.80 7.55

A$ - £ 0.40 0.40 0.39 0.38

A$ - NZ$ 1.12 1.12 1.19 1.29

A$ - US$ 0.79 0.76 0.74 0.69

A$ -¥ 91.5 88.9 81.2 75.1

0.60

629

5.75

90-day bill rate

6.006.25

6.40 6.00

A$ - € 0.59

5.80

0.57 0.56

650 670Gold (US$/ounce) 680

* actual
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