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Economic Update

Key Points

Australia recorded a surplus of $12mn in April (revised upwards from
a deficit of -$957mn), the first surplus since March 2002.

Unfortunately, the surplus could not be sustained into May, with the
trade balance returning to negative territory (-$A965mn). This was mostly
due to a large rise in imports (+6.0%) which offset a modest gain in
exports (+1.5%).

There is scope for the figures for April and May to be revised
upwards as the full increase in iron ore contract prices is incorporated into
the data.

More trade surpluses should also be on the way in coming months.

The fact that there was a trade surplus in April is unlikely to have any
implications for monetary policy. The RBA is already aware of the
stimulatory impact of the commodities boom.

The large rise in imports is perhaps more of a concern for the RBA.
Together with yesterday’s surprisingly strong retail sales data, this suggests
that consumer spending and domestic demand may not be as weak as
suggested by the RBA when it left rates unchanged on Tuesday.

Key Figures
Trade balance (A$mn) -965 +12
Exports (monthly % ch) 1.5 10.1
Imports (monthly % ch) 6.0 -1.9
Source: ABS
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Surplus in April, but not in May

There was a lot of uncertainty surrounding today’s trade figures, with the
extent to which the ABS would backdate the data to include iron ore contract
price rises unclear. In the end it appears that the ABS included a ‘conservative’
estimate in the figures which meant Australia recorded a surplus of $12mn
in April (revised upwards from a deficit of -$957mn), the first surplus since
March 2002. Small, but it still counts!

Unfortunately, a surplus could not be sustained into May, with the trade
balance returning to negative territory (-$A965mn). This was mostly due to a
large rise in imports (+6.0%), although a sharp fall in exports of non-monetary
gold (-30%) was also a driving factor. Exports in total rose by 1.5%.

Export values on an upward trajectory
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There is scope for the figures for April and May to be revised upwards
given that Rio Tinto has settled for a 8526 average price rise with its
Chinese customers. Assuming that Australia’s other iron ore exporters achieve
a similar increase, then the estimate of 61% (in balance of payments terms)
included by the ABS appears low and will have to be adjusted upwards in coming
months as the ABS receives more information .

More broadly, we can expect further trade surpluses in coming months.
The full increase in coal prices is yet to feed through and a recovery in rural
production and higher global agricultural prices will support exports. Meanwhile,
we can expect some reversal of the large boost to imports this month.

The fact that there was a trade surplus in April, as encouraging as it
may be, is unlikely to have much impact on monetary policy. The RBA is
already aware of the huge boost to national income in train stemming from the
terms of trade boom and has consistently flagged this as a key positive influence
on the Australian economy (which poses upside risks for inflation).

The large rise in imports is perhaps more of a concern, particularly an
89%b rise in consumption goods in the month. Together with yesterday's
surprisingly strong retail sales data, this suggests that consumer spending and
domestic demand may not be as weak as suggested by the RBA when it left
rates unchanged on Tuesday. Given numerous inflation risks both globally
and domestically, further monetary policy tightening this year cannot be
ruled out.

' A 61% increase in iron ore prices is the figure used to calculate the trade balance. The ABS used a 16% increase in
iron ore prices in the calculation of the recorded trade data.

Page 2



igli

The detail

Goods exports posted only a modest gain in May (+1.6%), a somewhat
disappointing result given firm increases in coal exports (+13.3%), metal ores &
minerals exports (+5.3%, includes iron ore) and rural exports (+2.2%). The soft
growth in goods exports was partly due to lower manufactured exports (-2.0%),
but the main driver was a sharp fall in exports of non-monetary gold of 29.5%.
This is a very volatile component and is likely to pick up again in June. Services
exports increased moderately (+0.7%) in the month.

Goods imports increased sharply by 7.2% in May to be 19.0% higher over the
year. The largest increase was in intermediate & other goods (+9.9%), which
was driven higher by a 17% increase in fuels & lubricants in line with higher
global crude oil prices. Perhaps more surprising was a 7.8% increase in
consumption goods. Moreover it is unlikely to be a price effect — if anything the
appreciation of the A$ should have pushed prices down— and suggests that
firms have been relatively optimistic that households will continue buying. The
increase in consumption goods was broad based with all categories increasing.

In contrast, capital goods imports fell during the month (-0.1%), although this
was largely due to a fall in imports of aircraft; excluding aircraft, this category
rose by 0.6% in the month. Services imports rose by 1.0% in the month.

Figure 1: International trade - the detail

May-08 Monthly change (26) Annual change (26)

Source: Source: Australian Bureau of Statistics
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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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