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Seasons Greetings

This is our last Weeklkl for 2006. We wish all our readers an enjoyable break. We’ll be
back with our issue dated Monday January 29

Australia in 2007

Export volumes the ke

Speaking at the CEDA dinner Tuesday RBA Governor Glenn Stevens himself made the point that
business investment growth will be slow in the coming year, if indeed there is any growth at all.
He said that home building was no longer contracting, but immediately added that the expected
upswing in that sector would be delayed because of the three RBA cash rate increases this year on
top of the five which preceded them since the tightening began more than four years ago. That
leaves only export volumes as a source of considerable support for output growth in 2007. Pressed
on whether he stills expects to see the export volume upswing sufficient to move output GDP
growth back up to trend from the 2.2% it recorded in the year to September, Stevens refused to
commit himself. The views expressed in the most recent Statement on Monetary Policy still stood,

he said, and when the RBA changed its forecasts it would do so in a formal way.

Unlike Stevens we can say whatever we like, whenever we like. We think the biggest risk through
2007 is that the upswing in export volumes is once again delayed. Its certainly true that some
recent signals have been favourable to the long expected upswing. Though to the September
quarter export volumes rose 6%, which is the best outcome in several years. In the September
quarter itself mining output rose, after falling through the year to June. Prices for Australian
minerals and energy commodities have continued to rise. But other signs have not been so good.
Export volumes rose only 0.7% in the September quarter. The value of exports in October was
lower than it had been in June. Since commaodity prices were higher in October than June, export
volume growth must still be quite weak. Rural goods exports were higher in October than
September, but since rural output is now falling exports will sooner or later follow. Somewhat
surprisingly, the value of coal exports - the biggest single commodity export - has been falling all
year, and was once again down in October. Exports of both services and manufactures are now

doing a lot better than exports of coal.

For all that we are still confident that export volumes will pick up in 2007, and be sufficient to
take output growth overall to 3% by the end of year. That will be consistent with interest rates
remaining broadly unchanged, and some weakness in the Australian dollar as yen appreciation
forces a reassessment of the risks of the carry trade which supports both the Australian and New
Zealand currencies. Our forecasts are show below.
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Bollard under pressure

The projections versus the governor

RBNZ Governor Alan Bollard is under increasing pressure to again tighten, which we hope he
continues to resist. Both the growth and inflation forecasts were increased in this month’s
Monetary Policy Statement, which also pencils in a 25bp rate increase in the first half of 2007 and
rate cuts through 2008. There is no doubt the run of numbers has been quite firm. October retail
sales were up 0.3%, less than our expected 0.7% but well above consensus of 0.1%. Permits for
future residential construction have been strong for most of the year, exports are doing very well
indeed and while the overall index in Friday’s Business NZ November manufacturing survey was
down a little on the previous month it was still consistent with robust expansion. House prices
continue to increase, as we saw in the Friday REINZ release. We look to a 0.5% increase in third
quarter GDP Thursday, the same rate of growth as the second quarter and sufficient to take the
annual rate to 1.7% from 1.4% last time. Annual growth will likely exceed 2% for the year to
December. We look for a current account deficit of $5.1bn for the third quarter compared to

$3.1bn for the second quarter Wednesday.

We have no doubt the New Zealand economy is doing well, and will continue to do well through
2007. The nub of the argument is whether this implies inflation will accelerate beyond a rate
tolerable to the RBNZ. Its common ground that headline inflation will now tumble through to the
June quarter, and thereafter begin to pick up again after petrol price changes have worked through.
The issue is really whether inflation picks up again to the top of the RBNZ target band in late 2007
and into 2008. The RBNZ numbers now forecast increases of 0.7% for the latter part of 2007 and
into 2008 with annual inflation running at 2.7%. Since this outcome includes another tightening, it
would appear to force Bollards hand. As the MPS declared “further monetary policy restraint may
be needed”. The target is after all inflation between 1% and 3% within say eighteen months. But
since Bollard refused a rate increase in October, when the case to increase was just as compelling
as it is today, it is evident that he thinks the inflation numbers might be a little better than his

forecasters expect.

In this respect the newly recomputed core inflation numbers from Statistics New Zealand are
worth pondering. Since the CPI was rebased for the September quarter the quarterly core numbers
have not been comparable to the annual numbers. Last week Statistics New Zealand computed
core numbers for the year to September, based on the new expenditure weights. They show the

10% trimmed mean (the average outcome when 10% of the components at either side of the bell
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curve distribution are deleted) running at 3% for the year to September rather than the 3.4% result
under the old weights. The rate for the September quarter was 0.5%. Though not directly
comparable because the agency computes the quarterly and annual rates separately, they are
sufficiently akin to suggest core inflation did not accelerate into the third quarter. On the RBA
trimmed mean measures core inflation in Australia and the United States was also 3% in the year
to September — a remarkable demonstration of the power of globalisation. Having passed up a rate
increase in October and again in December we doubt Bollard will want to tighten if the actual
inflation numbers are going in the right direction. In this respect the trend in the trimmed mean
core measure could become more important in RBNZ policy formulation, as it now is for the
RBA. Bollard would have an argument within the Bank about that, but it is an argument worth
having. As we remarked last week, we are now more interested in the fourth quarter inflation

numbers in January than the third quarter GDP numbers this week.

Forecasts

% Year AUSTRALIA 2006f 2007f 2008f Q4 06f Q107f Q207f Q307f Q407f QI 08f

Consumer spending 2.8 25 3.0 2.6 2.8 2.8 2.8 2.8 2.8
Government consumption 2.6 2.5 2.4 2.1 2.2 2.4 3.5 2.0 1.5
Investment 5.0 2.0 4.0 5.0 4.0 4.0 5.0 4.0 5.0
Final domestic demand 3.0 2.0 3.2 3.2 3.0 3.0 2.6 3.3 3.0

Stockbuilding (% GDP) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Domestic demand 3.0 2.1 3.2 3.1 2.9 3.0 2.8 3.2 2.6
Exports 5.0 8.0 5.0 5.0 5.0 5.0 5.0 6.0 4.0
Imports 5.0 5.0 4.0 5.0 3.0 4.0 5.0 5.0 3.0
GDP 2.7 3.0 35 3.1 3.2 3.1 3.3 2.8 3.0
GDP (% quarter) - - - 08 0.8 0.8 0.8 0.8 0.8
Industrial production 1.6 1.8 2.0 2.0 1.3 1.0 1.6 1.8 1.9
CPI 3.0 25 25 2.8 29 29 2.9 2.4 2.3
Unemployment 5.0 5.0 5.0 5.4 5.4 54 53 5.0 5.0
Average earnings 4.0 4.2 4.2 4.4 4.3 4.3 4.0 4.1 4.2

Current account* (AUDbn) 52.0 52.0 53.0 - - - - - -
Current account (% GDP) -6.2 -5.5 -4.9 - - - - - -

Budget balance (% GDP) 3.0 1.0 1.0 - - - - - -

USD/AUD 0.77 0.76 0.70 0.78 0.77 0.76 0.76 0.75 0.75
3-month money (%) 6.2 6.2 6.0 6.2 6.2 6.2 6.2 6.2 6.0
10 year bond (%) 5.7 55 55 5.6 5.6 5.6 5.6 55 55
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% Year NEW ZEALAND 2003 2004 2005 2006f 2007f 2008f
Consumer spending 5.5 6.6 4.5 2.3 2.3 25
Government consumption 1.9 5.7 5.0 3.0 3.2 4.0
Investment 11.2 13.3 4.6 3.0 2.0 3.0
Final domestic demand 6.2 8.1 4.7 2.8 2.8 2.8
Stockbuilding (% GDP) 0.9 1.2 1.0 0.1 0.1 0.1
Domestic demand 5.9 8.4 4.4 2.8 2.8 2.8
Exports 2.7 55 -0.2 6.0 3.0 4.0
Imports 8.3 16.7 6.5 5.0 2.5 3.0
GDP 3.4 4.4 2.2 2.5 2.3 3.3
Consumer prices 1.8 2.3 3.3 3.5 25 25
Current account (% GDP) -4.2 -6.4 -9.0 -8.8 -7.8 -7.5
Budget balance (% GDP) 4.7 4.2 3.6 3.5 3.0 3.0
Unemployment (year end) 4.6 3.9 3.8 4.0 41 41
NZD/USD 0.60 0.67 0.70 0.68 0.65 0.64
3 month money (%) 5.4 5.3 7.6 7.5 7.2 6.7
10 year bond yield (%) 5.8 5.7 5.9 5.8 5.7 5.7

John Edwards
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Australia & New Zealand Weekl

Weekly Calendar

Week commencing Monday December 18, 2006

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

Monday December 18, 2006

AU Housing Industry Association
November New Home Sales
NZ NBNZ Business Confidence Dec

us Current account balance (13:30 GMT)  Quarter Q3 -225.0 -225.0 - -218.4

(USDbn)

Tuesday December 19, 2006

NZ Visitor Arrivals Nov

JP BoJ rate announcement Overnight call Dec 0.25% 0.25% - 0.25%
rate

UK RICS housing market survey (00:30 Prices rising / Nov +45 +46 - +48

GMT) falling (Net
balance)
GER PPI (07:00 GMT) Month Nov -0.3% 0.1% - 0.3%
Year 4.4% 4.8% - 4.6%
GER IFO business climate (09:00 GMT) Index Dec 107.0 106.7 - 106.8

Current 114.2 114.4 - 113.9
conditions
Business 100.3 110.1 - 100.1
expectations

us PPI (13:30 GMT) Month Nov
Headline 0.3% 0.5% - -1.6%
Core 0.4% 0.2% - -0.9%
Year
Headline -0.7% - - -1.6%
Core 0.6% - - 1.0%

us Housing starts (13:30 GMT) Housing starts Nov 1500 1520 - 1486
(000's)
Building permits 1520 1530 - 1553
(000’s)

Wednesday December 20, 2006

NZ Current Account Balance NzZbn 30 5.1 5.1 - 3.1
UK Bank of England minutes (09:30 GMT) Dec
UK Public finances (09:30 GMT) PSNB (GBPbn) Nov 10.0 -5.0 - -1.6
PSNCR 9.0 8.8 - -8.4
(GBPbn)
UK CBI distributive trades report (11:00 Reported sales Dec 0 - - -9
GMT) (% net balance)
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Weekly Calendar (continued)

Week commencing Monday December 18, 2006

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

Thursday December 21, 2006

NZ Westpac NZ Consumer Confidence 4Q
NZ Gross Domestic Product 3Q 0.5 0.6 - 0.5
JP Trade balance (23:50 GMT) N.S.A Nov 607.0 575.0 - 610.6
JP All industry activity (23:50 GMT) Month Oct 1.3% - - -0.9%
Year 1.7% - - 1.4%
UK GDP (09:30 GMT) Quarter Q3, final 0.7% 0.7% - 0.7%
Year 2.7% 2.7% - 2.7%
UK Currency account balance (09:30 Current account Q3 -8.0 -8.0 - -7.0
GMT) (GBPbnN)
us Initial jobless claims (13:30 GMT) Week (000’s) WKk 16, 330 312 - 304
Dec
us Philadelphia Fed (17:00 GMT) Month Dec 0.0 4.0 - 5.1
JP BoJ Monetary Policy Meeting minutes (05:00 GMT)
us Personal income & spending (13:30 Personal Nov 0.4% 0.4% - 0.4%
GMT) income
Personal 0.3% 0.2% - 0.2%
spending
us Durable goods orders (13:30 GMT) Durable goods Nov 1.5% 1.0% - -8.2%
orders
Ex- 0.5% 1.1% - -1.5%
transportation
us University of Michigan confidence Month Dec 92.0 90.2 - 90.2
(15:00 GMT)

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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Australia & New Zealand Weekl

Monthly Economic Calendar

Week commencing

Monday December
25, 06

JN BSI Large
Manufacturing (4Q)

Monday January 01,
07

Monday January 08,
07

AU AIG Perf of
Construction Index (DEC)
AU Building Approvals
(NOV)

AU ANZ Job
Advertisements (DEC)
AU Building Approvals
(NOV)

Monday January 15,
07

AU TD Securities Inflation
(DEC)

AU Home Loans (NOV)
UK PPI Input s.a. (DEC)
UK DCLG UK House
Prices (NOV)

Tuesday December 26,
06

JN Overall Hhold Spending
(Nov)

JN Natl SA CPI (NOV)

Tuesday January 02, 07

Tuesday January 09, 07

AU Retail Sales (NOV)
AU NAB Business Survey
(DEC)

AU Westpac Consumer
Confidence (JAN)

UK BRC December Retail
Sales Monitor

Tuesday January 16, 07

UK CPI (DEC)
JN Industrial Production
(NOVF)

JN Capacity Utilization
(NOVF)

EC ZEW Survey (Econ.
Sentiment) (JAN)

December 25, 2006

Wednesday
December 27, 06
US Richmond Fed
Manufact. Index (DEC)
US Sé&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)

Wednesday January
03, 07

US ISM Manufacturing
(DEC)

US Minutes of Dec. 12
FOMC Meeting

US MBA Mortgage
Applications (DEC 30)

Wednesday January
10, 07

AU Job vacancies (NOV)
AU Trade Balance (NOV)
AU Exports (NOV)

AU Imports (NOV)

UK Bank of England's
Monetary Policy Committee
Meets

Wednesday January
17, 07

NZ Consumer Prices (4Q)
UK Avg Earnings (NOV)
UK ILO Unemployment
Rate (3mths) (NOV)

UK Manu.Unit Wage Cost
(NOv)

US Empire Manufacturing
(JAN)

US ABC Consumer
Confidence (JAN 15)

JN BoJ Monetary Policy
Meeting

JN Consumer Confidence
(DEC)

Thursday December
28, 06

US New Home Sales (NOV)
JN Industrial Production
(NOV P)

Thursday January 04,
07

NZ Trade Balance (NOV)
UK HBOS House Price
3Mths/Year (DEC)

UK Mortgage Approvals
(Nov)

UK GfK Consumer
Confidence Survey (DEC)
Thursday January 11,
07

AU Employment Change
(DEC)

NZ ANZ-Business NZ PMI
(DEC)

UK BOE Announces Rates
(JAN 12)

US Trade Balance (NOV)
EC ECB Announces Interest
Rates (JAN)

Thursday January 18,
07

US Producer Price Index
(DEC)

US Industrial Production
(DEC)

US Capacity Utilization (DEC)
US NAHB Housing Market
Index (JAN)

US Fed's Beige Book

JN BOJ Target Rate (JAN 18)
JN BoJ Monthly Report

EC ECB Publishes Jan.
Monthly Report

Friday December 29,
06

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)

Friday January 05, 07

US Initial Jobless Claims
(DEC 31)

US Pending Home Sales
(NOV)

US Factory Orders (NOV)
US ISM Non-Manufacturing
(DEC)

Friday January 12, 07

AU Consumer Inflation
Expectation (JAN)

NZ Building Permits MoM
(NOV)

US Advance Retail Sales
(DEC)

US Business Inventories
(NOV)

Friday January 19, 07

AU Export price index (4Q)
AU Import price index (4Q)
NZ Retail Sales (NOV)
UK Retail Sales (DEC)

US Consumer Price Index
(DEC)

US Housing Starts (DEC)
US CPI Core Index SA
(DEC)

US Building Permits (DEC)
US Consumer Price Index
NSA (DEC)

US Philadelphia Fed. (JAN)
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