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Deceptive GDP slowdown 
Cyclones, lumpy capex mean small Australian Q1 GDP gain 
 

The volume of Australian exports probably fell in the first quarter of this year and business 

investment probably increased only a little, two outcomes suggesting Wednesday’s first quarter 

GDP outcome will be quite low. We look for an increase of only 0.5%, taking four quarter growth 

down to 2.6% from 2.7% last time. This is below the trend outcome of the last fifteen years and 

surely below potential output. It may well be interpreted as an assurance that no further rate 

increases are likely this year, and that Treasurer Peter Costello’s tax cuts beginning next month are 

well timed. But a low GDP increase will be deceptive. There were over 44,000 additional jobs in 

the quarter, the biggest increase in nine months. Some of the weakness in export volumes was due 

to cyclones, which hampered iron ore shipments in both January and March. To the extent weather 

played a part, we expect export volumes to rebound in the current quarter. Indeed, that was already 

evident in the 5% gain in exports for the month of April alone. Business investment is always 

uneven in its impact on any one quarter, and the likely flat outcome for the March quarter 

increases the likelihood it will be quite firm in the current quarter. Household consumption growth 

fell through 2004 but flattened out last year and will be supported by tax cuts, higher employment 

and rising incomes through this year. Housing construction contracted in the last two quarters of 

last year and we expect to see a small contraction in March quarter, but by the second half it may 

be making a small contribution to growth. There are good grounds to expect stronger growth in the 

current quarter, which will then be sustained by stronger exports.  

The GDP numbers will illustrate the wide geographic differences already evident in Australia’s 

growth. Last week’s business investment numbers showed that spending is rising strongly in 

mining, but has paused in the rest of the economy. The April export numbers were better balanced, 

with exports increasing in services and manufacturing as well as mining. The big increases, 

however, were in mining output. The same distinctions are evident in employment growth, which 

is growing strongly in Western Australia but not in NSW.  

The low GDP result will be joined by a high current account deficit. The value of exports rose 

faster than the value of imports in the first quarter, narrowing the trade deficit to $4.3 billion from 

$4.7 billion in the December quarter. The net income deficit probably continued its trend increase, 

however, so we expect to see tomorrow’s first quarter current account deficit come in at $14.8 

billion compared to $14.4 billion last time. It’s not the biggest deficit on record but it will remind 

us that when it comes to helping the rest of the world deal with its savings glut Australia does 

more than its share. With global attention likely to return to the increasing US current account 

deficit once US growth begins to slow, we doubt Australia’s own current account deficit will 
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escape notice.  In the meantime we should expect the wider current account deficit and slow Q1 

output growth in Australia, contrasted with the increasing probability of an end-June Federal 

Reserve tightening, to weigh on the Australian dollar.    

The Reserve Bank board meeting Tuesday has no reason to think seriously about another rate rise. 

By August, however, the underlying strength of the economy will be more apparent, and the late 

July publication of the second quarter consumer price index may provide a rationale for another 

tightening.  
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NZ economy falls into line 
RBNZ’s Bollard can’t complain 
 

For the first time in some years Thursday’s Monetary Policy Statement from the Reserve Bank of 

New Zealand won’t need to complain about the direction of the economy. From the point of view 

of RBNZ Governor Alan Bollard, it’s going pretty well. Last week’s housing approvals for April 

were down again, a trend apparent since the beginning of the year. In seasonally adjusted terms the 

drop was quite marked. Exports by contrast were up in trend terms for April, continuing the 

improvement evident since the middle of last year. Employment was flat in the last quarter of last 

year, but gained in the first quarter of this year. The threatened recession has been averted. 

Meanwhile the New Zealand dollar has depreciated 15% compared to where it was a year ago, 

raising the chance that New Zealand can indeed shift the balance of growth from home building 

and household consumption to exports over the coming year.  

Output growth is certainly feeble overall, as will be demonstrated in the March quarter GDP 

number out June 23.  But this was, after all, Dr Bollard’s objective. Not the least of his concerns is 

the current account deficit. Since it is edging out to 9% of GDP and net foreign liabilities are rising 

to 90% of GDP, the IMF shares his concern. Published one day before the first quarter national 

accounts, the first quarter balance of payments will confirm that New Zealand’s external deficit is 

right up there with Iceland, Spain, Australia, and the United States. The RBNZ is mostly focused 

on expected inflation, but it also wants to slow import growth. We expect Thursday’s Statement 

will again say that the 7.25% cash rate is unlikely to be increased, but over the course of this year 

it is unlikely to be cut. Our money remains on a fourth quarter rate cut.  

     

 

John Edwards 
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Weekly Calendar 
Week commencing Monday June 05, 2006 
 
 

 
Country/
Region 

 
 

Event or Economic Release 

  
 

Period 

 
 

HSBC 

Market 
F’casts 
Cons 

 
 

Range 

 
Actual 

Previous 

Monday June 05, 2006 

AU TD Securities Inflation M/M%   May     
AU ANZ Job Advertisements   May    -5% 
AU Company Operating Profit Q/Q%  Q1     
JPN MoF corporate survey (05:50BST) Private Capital 

Expenditure 
Q1 7.0% - - 9.5% 

UK PMI Services (09:30 BST) Index May 58.7 59.0 - 59.7 
US ISM non-manufacturing (15:00 BST) Month May 61.0 60.2 - 63.0 

Tuesday June 06, 2006 

AU Reserve Bank June Policy-setting Meeting       
AU Current Account  Q1 -14.8bn -14.8bn - -14.4bn 
AU Home Loans   Apr     
UK BRC sales monitor (00:01 BST) Like for like May 3.5% 2.4% - 6.8% 

EMU PMI services (09:00 BST) Index May 58.2 58.5 - 58.3 

Wednesday June 07, 2006 

AU Gross Domestic Product Q/Q  Q/Q Q1 0.5% 0.85% - 0.5% 
  Y/Y  2.6% 2.9% - 2.7% 

AU RBA rate announcement (00:30 BST / 09:30 EST)   5.75% 5.75% - 5.75% 
JPN Leading indicators (06:00 BST) Leading DI Apr, 

prelim 
50.0% - - 54.5% 

  Coincident DI  66.7% - - 10.0% 
EMU Retail Sales (10:00 BST) Month Apr 0.9% 0.8% - -0.8% 

  Year  2.4% 2.4% - 0.2% 
GER Factory orders (11:00 BST)  Apr     
US Consumer credit (20:00 BST) Month 

(USDbn) 
Apr 3.0 4.0 - 2.5 

Thursday June 08, 2006 

AU Unemployment rate  May 5.1% 5.1% - 5.1% 
AU Change in employment  May 9,000 11,250 - -3,200 
NZ RBNZ Monetary Policy Statement   (Jun 8) 7.25% 7.25% - 7.25% 
UK  Industrial production (09:30 BST) Industrial Apr     

  Month  0.6% 0.3% - 0.7% 
  Year  0.3% 0.0% - 0.3% 
  Manufacturing      
  Month  0.6% 0.3% - 0.7% 
  Year  1.0% 0.7% - 1.1% 

UK Bank of England rate announcement (12:00 BST)       
EMU ECB rate announcement meeting and 

press conference (12:45 BST) 
      

US Jobless claims (13:30 BST) Week (’000) Wk 3 
June 

320 - - 329 

US Wholesale inventories (15:00 BST) Month Apr 0.5% 0.5% - 0.2% 

Friday June 09, 2006 

JPN Machine orders (06:00 BST) Month Apr 3.5% - - -5.2% 
  Year  4.8% - - -1.6% 

GER Trade balance (07:00 BST) EURbn Apr 14.0 11.0 - 14.3 
UK Trade in goods and services (09:30 BST) Global (GBPbn) Apr -5.2 -5.9 - -5.5 

  Non-EU25 (GBPbn)  -2.5 -2.5 - -2.6 
GER Industrial production (11:00 BST) Month Apr 1.9% 2.4% - -2.4% 

  Year  4.3% 4.6% - 3.9% 
US Trade balance (13:30 BST) Month (USDbn) Apr -65.0 -64.8 - -62.0 

Source:- Dow Jones, Reuters, Bloomberg 
Notes:- p=preliminary, r=revised, n.f.=not forecast, n.s.a.=not seasonally adjusted, ann.=annualised, bn=billion, m=million 
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Monthly Economic Calendar 
Week commencing June 12, 2006 
 
 

Monday June 12, 06 Tuesday June 13, 06 Wednesday June 14, 
06 Thursday June 15, 06 Friday June 16, 06 

JPN GDP Annualized (1Q) 
JPN Curent Account Total 
(Apr) 
UK PPI (May) 

AU National Australia 
Bank’s May Business 
Survey 
NZ Retail Sales (Apr) 
JPN Industrial Production 
(Apr) 
UK CPI (May) 
US Producer Price Index 
(May) 
US Retail Sales (May) 

AU Westpac June 
Consumer Confidence 
JPN BoJ Monetary Policy 
Meeting 
US consumer Price Index 
(May) 

NZ ANZ-Business NZ PMI 
(May) 
US Fed’s Beige Book 
US Initial Jobless Claims 
(Jun 11) 
US Empire Manufacturing 
(Jun) 
US Industrial Production 
(May) 
UK RICS House Price 
Balance (May) 
UK Retail Sales (May) 
JPN BoJ Monetary Policy 
Announcement 
EC Euro-Zone CPI (May) 

NZ Manufacturing Activity 
(1Q) 
US Philadelphia Fed (Jun) 
US Current Account 
Balance (1Q) 
US U. of Michigan 
Confidence (Jun P) 

Monday June 19, 06 Tuesday June 20, 06 Wednesday June 21, 
06 Thursday June 22, 06 Friday June 23, 06 

 JPN BoJ Monetary Policy 
Meeting Minutes 
US Housing Starts (May) 

NZ Visitor Arrivals (May) 
UK Bank of England 
Minutes  

Au Dwelling Starts (Q1) 
NZ Current Account 
Balance (Q1) 
JPN Merchnds Trade 
Balance Total (May) 
US Initial Jobless Claims 
(Jun 18) 

NZ Gross Domestic Product 
Q/Q (Q1) 
US Durable Goods Orders 
(May) 

Monday June 26, 06 Tuesday June 27, 06 Wednesday June 28, 
06 Thursday June 29, 06 Friday June 30, 06 

EC Euro-Zone Current 
Account (Apr) 

US New Home Sales (May) US Existing Home Sales 
(May) 
US Richmond Fed 
Manufact. Index (Jun) 
US Consumer Confidence 
(Jun) 
NZ Trade Balance (May) 
JPN Retail Trade M/M SA 
 (May P) 

JPN Industrial Production 
M/M (May P) 
US GDP Annualized (Q1 F) 
US Initial Jobless Claims 
(Jun 25) 
US Fed’s Open Market 
Committee 

AU Private Sector Credit 
M/M (May) 
US FOMC Rate Decision 
Expected (Jun 30) 
US Personal Income (May) 
US Personal Spending 
(May) 
US PCE Deflator (May) 
US U. of Michigan 
Confidence (Jun F) 
NZ Building Permits M/M 
(May) 
JPN Tokyo Consumer 
Prices Y/Y (Jun) 
JPN Construction Orders 
Y/Y (May) 
UK GDP Q/Q (Q1 F) 
UK Current Account (Q1) 
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Monthly Economic Calendar (continued) 
Week commencing June 12, 2006 
 
 
Monday July 03, 06 Tuesday July 04, 06 Wednesday July 05, 

06 Thursday July 06, 06 Friday July 07, 06 

AU Retail Sales (May) 
AU Building Approvals M/M 
(May) 
EC PMI Manufacturing 
(survey) (Jun) 
UK PMI Manufacturing 
(survey) (Jun) 

AU Reserve Bank July 
Policy-Setting Meeting 
US ISM Manufacturing 
(Jun) 

AU RBA Cash Target (Jun) 
UK Bank of England’s 
Monetary Policy Committee 
Meets 
 

US Factory Orders (May) 
UK Industrial Production 
M/M (May) 
US Initial Jobless Claims 
(Jul 2) 
UK BoE Announces Rates 
(July 7) 
EC ECB Announces 
Interest Rates (Jul) 

US ISM Non-Manufacturing 
(Jun) 
US Nonfarm Payrolls (Jun) 
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