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Business investment plans key

Australia plods, NZ trots

Business investment accounts for most of the growth in the Australian economy in the last three
years, but the pace of expansion faded in the first half of this year. Thursday’s capital expenditure
survey will show whether business investment has much more to contribute to output growth. We
expect a 2% increase in nominal spending for the September quarter, an improvement over the
0.1% gain in the second quarter. But it is consistent with declining the annual rate of growth,
which we expect to continue. How far and how fast the decline might proceed should be apparent
in business investment plans, also revealed in Thursday’s numbers. Over the last few years
successive surveys have revised up investment plans, and we expect plans for 2007 to be
somewhat stronger than they were when last surveyed. Even so, the plans will likely be consistent
with investment flattening out next year, leaving the Australian economy more dependent on the
long awaited improvement in export volumes. Otherwise, the data this week will likely portray an
economy just plodding along. Australian merchandise imports were up solidly in October
compared to a year ago, leading us to think the trade deficit for October out Wednesday trebled to
$1.9 billion compared to $0.64 billion last time. October retail sales improved we think by 0.4%
on September, compared to a rise of only 0.1% in that month. Private sector credit growth, also out

Thursday, should be continuing to expand around 1% a month.

New Zealand building consents have been very strong indeed this year, defying both the intentions
and forecasts of the Reserve Bank. We think we will see a fall in the October data out Wednesday,
but after a couple of firm increases it’s a correction in a volatile series rather than a change of
trend. The trend increase will stay around 4% a month. Another increase in consents would we
think build the case for RBNZ rate increase with the Monetary Policy Statement December 7. We
expected an October tightening and got it wrong, but the trend in the data since has been almost
uniformly firmer than is consistent with RBNZ projections of a dramatic slowdown in domestic
demand. This is true of house prices, imports and retail sales as well as building consents, though
employment was a little down in the September quarter and wages growth remains modest. We’ll
ponder the New Zealand outlook a little more next week, before the RBNZ decision
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Australia as APEC Chair

The Howard government should seize leadership on trade, investment

It now has a flashy website and a trade marked logo but it is not yet clear how the Howard
government will handle the daunting job of chairing the 21 nation APEC regional grouping
through to the Leaders Summit in Sydney next September. We will hear more Tuesday, when the
prime minister, foreign minister and trade ministers all address an APEC forum in Canberra,
though that meeting will open rather than conclude a discussion about Australia’s hopes for the
regional grouping. It’s certainly a great opportunity to resist the economic fragmentation of the
region arising from China’s swift rise, the spread of inconsistent trade agreements, and pressures
to split APEC down the Pacific. It’s also a great challenge. If a nation as well placed as Australia
can’t use the chairmanship of the group to resist these pressures, APEC will have lost the war it

was created to fight.

In recent years the region has witnessed a rapid proliferation of trade deals. In just the last five
years nearly 20 preferential trade agreements between APEC members have been finalised, and
another 20 are under discussion. Very nearly half of all trade within APEC is now covered by
preferential trade agreements. Despite dire warnings to contrary, trade has continued to flourish
within the region. While trade barriers are now markedly lower between members of these
agreements, barriers have not been raised against those who are not members. It may not be the
best of all possible trade worlds, but the region is surely better off with the agreements than

without.

Even so, the pattern of trade agreements is unsatisfactory and potentially troublesome. None of the
trade deals are between the major economies — China, the US and Japan. They are all between
smaller economies, or between big economies and small economies. They may help trade, but they
also create patterns of hubs and spokes within the region. If there is ever to be a single big
agreement which can subsume the smaller agreements, it must incorporate agreements between the
major players. It’s also true that a single big deal between the three major economies would add
much more to regional growth, including to the growth of the smaller economies, than a lot of

small deals.

The pattern of hubs and spokes is particularly threatening to APEC, because it is beginning to
divide the regional grouping down the Pacific. This is exactly the risk APEC was designed to
minimise. The US has agreements with Canada and Mexico, and wants to extend the trade zone to
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include most of South America. It is excluded from the East Asian Summit, a group which
corresponds to the proposed membership of what some Asian leaders see as a potential regional
trade zone. For its part China has agreements with the ASEAN group, which is also negotiating

with Japan, Australia and Korea.

The benefits conferred by the preferential agreements are confined because of the lack of
commonality in their provisions. One of the biggest inconsistencies is in rules of origin, which
dictate whether or not a product has sufficient value added in the country concerned to qualify for
tariff concessions. Not only do the rules vary, but so do the principles on which the rules are

based.

These are problems for which Australia as the new APEC chair can and should help find solutions.
The ideal is a regional trade agreement which subsumes all the current agreements and which also
includes all the major players. In Hanoi this month President Bush pushed for APEC to commence
a major study of a regional trade agreement but East Asian leaders have reservations. It’s certainly
true that free trade among all APEC members would increase welfare in the region. What is also
clear, however, is that the political basis of it does not yet exist. Over the coming twelve months
Australia has the chance to demonstrate, through a major piece of economic research, that even if
the goal of an APEC wide agreement is distant, it is well worth working toward.

There are plenty of things that can be done in the meantime to moderate the potential
fragmentation caused by inconsistent agreements. In a characteristically intelligent and subtle
recent contribution New Zealand trade economist Robert Scollay argues the importance of seeking
agreement on common principles for rules of origin as the most important step in making trade
agreements within the region more compatible, and therefore more readily extendible to other
APEC members. (Scollay’s contribution and much other interesting work appears in An APEC
Trade Agenda? The political economy of a free trade area of the Asia Pacific, accessible on the
Australian APEC Study Centre website.)

Trade is one important goal Australia can advance over the coming year. Investment is another.
The US and Japan are already major investors in the region, and many of the smaller players
including Australia, Singapore, Malaysia, Hong Kong and Taiwan have become substantial direct
investors in other regional economies. China is only now beginning to invest in businesses abroad
but with a trillion US dollars in reserves already and current account surpluses likely to add
trillions more to its foreign assets in coming years, China has the potential to supplant the US as
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the world’s biggest holder of foreign direct investment. Important as direct investment is
becoming, however, the region has been slow to agree on rules for access, regulatory transparency,
and non discrimination. Australia has a chance to begin to address that, too. Progressing toward a
common framework for trade agreements and a common framework for business investment

wouldn’t be a bad contribution for APEC’s eighteenth year.

John Edwards
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Weekly Calendar

Week commencing Monday November 27, 2006

Market
Country/ F’'casts Actual
Region Event or Economic Release Period HSBC Cons Range Previous

Monday November 27, 2006

AU Housing Industry Association New Oct
Home Sales
NZ NBNZ Business Confidence Nov

JP Retail sales (23:50 GMT) Large stores Oct -0.3% -0.3% - 0.8%
Retail trade 0.8% 0.8% - 0.7%

us Durable goods orders (13:30 GMT) Month Oct -5.0% -4.0% - 8.3%
Ex- -0.2% 0.2% - 0.5%
transportation

us Consumer confidence (15:00 GMT) Month Nov 105.0 106.9 - 105.4

us Existing home sales (15:00 GMT) Month (USDm) Oct 5.90 6.16 - 6.18

Wednesday November 29, 2006

AU Trade Balance Oct -1914m  -1040m - -646m
NZ Building Permits Oct -5% - - 6.1%
JP Industrial production (23:50 GMT) Month Oct, -0.7% -0.5% - -0.7%
prelim
Year 3.9% 4.9% - 5.2%
UK Consumer credit & mortgages (09:30 Consumer credit Oct 0.8 0.8 - 0.9
GMT) (GBPbn)
New mortgages 125 122 - 126
(‘000s)
UK HSBC consumer index (09:30 GMT) Nov
us GDP (13:30 GMT) Quarter Q3, 1.8% 1.8% - 1.6%
prelim
GDP deflator 1.8% 1.8% - 1.8%
us New home sales (15:00 GMT) Month Oct 1000k 1050k - 1075k
us Fed’s Beige Book (19:00 GMT)

Thursday November 30, 2006

AU Retail Sales Oct 0.4% 0.5% - 0.1%
AU Private Sector Credit Oct 1% - - 1%
AU Private Capital Expenditure 3Q 2% 0.0% - 0.1%
JP Shoko Chukin Bank survey (05:00 Business Nov 49.8 - - 49.8
GMT) sentiment DI
GER Unemployment (08:55 GMT) SA Nov -36k -19 - -67k
NSA -153k - - -153k
Rate 9.8% - - 9.8%
EMU CPI (10:00 GMT) Year Nov, flash 1.9% 1.9% - 1.6%
estimate
EMU GDP (10:00 GMT) Quarter Q3, 0.5% - - 0.5%
prelim
Year 2.6% 2.6% - 2.6%
UK Gfk consumer confidence (10:30 Balance Nov -5 -5 - -5
GMT)
UK CBI distributive trades report (11:00 Reported sales Nov -10 +7 - -4
GMT) (% net balance)
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Weekly Calendar (continued)

Week commencing Monday November 27, 2006

Market
Country/ F'casts Actual
Region Event or Economic Release Cons Range Previous
us Personal income and spending (13:30  Personal income Oct 0.5% 0.5% - 0.5%
GMT)
Personal 0.0% 0.1% - 0.1%
spending
Core PCE deflator
Month 0.1% 0.1% - 0.2%
Year 2.3% 2.3% - 2.4%
us Initial jobless claims (13:30 GMT) Week Wk 25 320k - - 321k
Nov

us Chicago PMI (15:00 GMT) Month Nov 53.5 54.8 - 53.5

Friday December 01, 2006

AU AiG Performance of Mfg Index Nov
JP All household spending (23:30 GMT) Nominal Oct -2.7% -2.5% - -5.2%
expenditure
Real -2.9% -2.7% - -5.9%
expenditure
JP CPI (23:30 GMT) All Japan Oct
Total — month -0.1% -0.1% - -0.3%
(sa)
Total — year -0.1% -0.1% - 0.0%
Core — month -0.1% -0.1% - 0.0%
(sa)
Core — year 0.2% 0.2% - 0.2%
EMU PMI manufacturing (09:00 GMT) Index Nov 57.2 56.9 - 57.0
UK PMI manufacturing (09:30 GMT) Index Nov 525 53.5 - 53.7
us Construction spending (15:00 GMT) Month Oct -0.4% -0.2% - -0.3%
us ISM manufacturing (15:00 GMT) Month Nov 51.0 52.0 - 51.2
Prices paid 50.0 50.0 - 47.0
us OFHEO house price index (15:00 Quarter Q3 0.0% - - 1.2%
GMT)

During the Week

UK Nationwide house prices Month Nov 0.3% 0.7% - 0.7%
Year 8.0% 8.5% - 8.0%
Source:- Dow Jones, Reuters, Bloomberg

, r=revised, n.f.=not forecast, n.s.a.=not seasonally adjusted, ann.=annualised, bn=billion, m=million
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Australia & New Zealand Weekl

Monthly Economic Calendar

Week commencing

Monday December
04, 06

AU TD Securities (NOV
AU Building Approvals
(ocT

AU ANZ Job
Advertisements (NOV
AU Company Operating
Profit (3Q

AU Inventories (3Q

AU Building (OCT

NZ ANZ Commodity Price
(NOv)

JN Capital Spending (3Q)
EC Euro-Zone PPI (OCT)

Monday December
11, 06

NZ Terms of Trade Index
3Q)

UK PPI (NOV)

UK DCLG UK House
Prices (OCT)

JN Consumer Confidence
(NOV)

Monday December

18, 06

AU Housing Industry
Association November
New Home Sales

NZ NBNZ Business
Confidence (DEC)

JN BoJ Monetary Policy
Meeting

EC Euro-Zone Trade
Balance (OCT)

Tuesday December 05,
06

AU Reserve Bank December
Policy-Setting Meeting

AU AiG Performance of
Service ldx (NOV)

AU Westpac-ACCI Industrial
Survey (4Q)

AU Current Account Deficit
(3Q)

UK PMI Services (survey)
(Nov)

UK BRC November Retail
Sales Monitor

US Pending Home Sales
(OCT)

EC PMI Services (survey)
(NOV)

Tuesday December 12,
06

AU National Australia Bank's
November Business Survey
AU RBA Governor Glenn
Stevens Speaks

UK CPI (NOV)

UK CBI December Industrial
Trends Survey

US Wholesale Inventories
(OCT)

EC ZEW Survey (Econ.
Sentiment) (DEC)

Tuesday December 19,
06

NZ Visitor Arrivals (NOV)

UK RICS House Price Balance
(NoV)

US Current Account Balance
(3Q)

US NAHB Housing Market
Index (DEC)

JN BOJ Target Rate (DEC 19)
JN BoJ Monthly Report

December 04, 2006

Wednesday
December 06, 06

AU RBA Cash Target
(DEC)

AU Gross Domestic
Product (3Q)

AU Gross Domestic
Product (3Q)

UK Nationwide Consumer
Confidence (DEC)

UK Bank of England's
Monetary Policy Committee
Meets

UK Industrial Production
(OCT)

US Nonfarm Productivity
(3QF)

US Unit Labor Costs (3Q F)
US Factory Orders (OCT)
US ISM Non-Manufacturing
(NOV)

US ABC Consumer
Confidence (DEC 4)

US MBA Mortgage
Applications (DEC 2)
Wednesday
December 13, 06

AU Westpac December
Consumer Confidence
US Trade Balance (OCT)
US Fed's Open Market
Committee Meets on
Interest Rates, Economy
US FOMC Rate Decision
Expected (DEC 13)

US ABC Consumer
Confidence (DEC 11)

JN Current Account Total
(OCT)

JN Capacity Utilization
(OCTF)

Wednesday
December 20, 06

NZ Current Account
Balance (3Q)

UK Bank of England
Minutes

UK CML, BBA & BSA
Mortgage Lending Figures
UK CBI December
Distributive Trades Survey
US Producer Price Index
(NOV)

US Housing Starts (NOV)
US Building Permits (NOV)
US MBA Mortgage
Applications (DEC 16)

Thursday December
07, 06

AU Unemployment Rate
(Nov)

NZ RBNZ Official Cash Rate
(DECT)

UK NIESR GDP Estimate
(Nov)

UK BOE Announces Rates
(DEC 8)

EC ECB Announces Interest
Rates (DEC)

Thursday December
14, 06

AU Australia's December
Consumer Inflation
Expectations

AU Dwelling Starts (3Q)
NZ Retail Sales (OCT)
UK Retail Sales (NOV)

UK Retail Sales (NOV)

US Advance Retail Sales
(NOvV)

US Business Inventories
(OCT)

JN Machine Tool Orders
(NOVF)

EC ECB Publishes Dec.
Monthly Report
Thursday December
21, 06

NZ Westpac NZ Consumer
Confidence (4Q)

NZ Gross Domestic Product
Q)

UK GDP (3Q F)

UK Current Account (3Q)
JN Merchnds Trade Balance
Total (NOV)

Friday December 08,
06

AU Home Loans (OCT)

AU Investment Lending
(OCT)

US Initial Jobless Claims
(DEC 3)

US Continuing Claims (NOV
26)

US Consumer Credit (OCT)
JN Gross Domestic Product

(3QF)

Friday December 15,
06

NZ Manufacturing Activity
3Q)

US Initial Jobless Claims
(DEC 10)

US Continuing Claims
(DEC 3)

JN Tankan Lge
Manufacturers Index (4Q)
EC Euro-Zone CPI (NOV)
EC Euro-Zone CPI (NOV)
EC Euro-Zone Ind. Prod. sa
(OCT)

Friday December 22,
06

US GDP Price Index (3Q F)
US Personal Consumption
(3QF)

US GDP Annualized (3Q F)
US Core PCE (3Q F)

US Initial Jobless Claims
(DEC 17)

US Philadelphia Fed. (DEC)
JN BoJ Monetary Policy
Meeting Minutes for
October 31

EC ECB Euro-Zone Current
Account (OCT)
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Australia & New Zealand Weekl

Weekly Calendar (continued)

Week commencing Monday December 04, 2006

Tuesday December 26,

Monday December

JN BSI Large
Manufacturing (4Q)

JN Overall Hhold Spending
(Nov)
JN Natl SA CPI (NOV)

Wednesday
December 27, 06

US Richmond Fed
Manufact. Index (DEC)

US S&P/CaseShiller Home
Price (OCT)

US ABC Consumer
Confidence (DEC 26)

US MBA Mortgage
Applications (DEC 23)

JN Vehicle Production
(NOV)

JN Housing Starts (NOV)
JN Construction Orders
(NOV)

Thursday December

US New Home Sales (NOV)

JN Industrial Production
(NOV P)

Friday December 29,

AU Private Sector Credit
(NOV)

UK BBA releases November
UK Mortgage Lending
Figures

UK GfK Consumer
Confidence Survey (DEC)
US Initial Jobless Claims
(DEC 24)

US Continuing Claims

(DEC 17)

US Consumer Confidence
(DEC)

US Chicago Purchasing
Manager (DEC)

US Existing Home Sales
(NOV)
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