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Australia and NZ defy wages curse

Anyone find a NAIRU?

Thirty years ago Australia and New Zealand were each notorious for the suddenness and ferocity of age
inflation, a condition that accounted for a good deal of their economic deterioration for the mid nineteen
sixties to the early nineteen eighties. No longer. Australian treasury secretary Ken Henry last week
declined to specify the unemployment rate at which wages growth would begin to accelerate, a sensible
refusal given the next day’s news. The private sector wage price index rose just 1.1% in the March
quarter, we then learned, even though that number likely included a good deal of the minimum wage
increase awarded in the December quarter last year. Over the year private sector wages growth was just
3.9%. It’s not a flawless statistic because of the unusual timing of the minimum wage increase, but the
distortion was more likely to produce a higher result than a lower one. In the event private sector wages
growth in the March quarter in both original and seasonally adjusted terms was roughly where it has

been in each March quarter since the beginning of this decade.

Two months ago, in a speech intended to be private, Dr Henry said that Australia was now at the level
of unemployment at which wages growth could accelerate (the “NAIRU”). So far, however, there is no
sign whatever that Australia has reached the point where faster wages growth could imperil the fifteen
year economic expansion. Unemployment fell to a new 36 year low of 4.4% in April, and jobs growth
over the year to that month rose 3%. Not only has wages growth remained modest, but over the last
three quarters core inflation has declined. In June last year the trimmed mean measure of core consumer
price inflation reached 0.9%, the fastest rate in eleven years (excluding the tax impact on retail price
inflation at the beginning of this decade). The following quarter it fell to 0.7% and in the two most

recent quarters it clocked in at 0.5%.

Australia’s exemplary wage and price performance has eliminated the risk of any further RBA
tightening over the next few months, and in all probability before an election at the end of this year. The
RBA is rightly concerned that inflation may pick up in 2008 as output growth and demand firm, but the
central bank will now need to some evidence of a substantially increased risk of higher inflation before
it actually moves. Whether the RBA moves 25 or 50 basis points in a year or eighteen months is,
however, hardly the point. The point is that the Australian economy is handling the return to full

employment surprisingly well. Quite why this is so is less important than the fact that it is so.

If Australia’s economic circumstances are quite interesting, New Zealand’s are astounding. This is an

economy in the tenth year of a sustained expansion with a 7.75% cash rate, an elevated currency and
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what most other countries would consider a reasonably tight fiscal policy. Despite these constraints New
Zealand house price growth accelerated in the year to April, jobs growth picked up in the March quarter,
unemployment has been under 4% for over two years, and retail sales volumes over the March quarter
rose nearly 3.8%. Yet both wages growth and inflation moderated in that quarter. The March quarter
trimmed mean measure of core consumer price inflation came in at 0.4%, the lowest reading in four
years. The private sector ordinary time wage cost index for the first quarter fell back to 0.7%, the same
increase as the March quarter a year earlier and less than the readings of 0.9% and 0.8% in the previous

two quarters.

The Reserve Bank of New Zealand pays no great attention to the trimmed mean measure (unlike the
Reserve Bank of Australia) and instead draws attention to the more alarming non tradable measure. It
deprecates the usefulness of the wage cost index (again, unlike the RBA) and appears to put more faith
in anecdotal reports about wages pressures from its business contacts. If statistics mean what they are
supposed to mean, however, the New Zealand economy is an exemplar to the rest of the world. It
follows that the RBNZ must be doing something right, though we think it will be a while before the

RBNZ claims credit for what it now disbelieves.

John Edwards
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Weekly Calendar

Week commencing Monday May 21, 2007

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

Monday May 21, 2007

Public Holiday Victoria Day

Tuesday May 22, 2007

Bank of Japan MPM minutes (06:00 BST)

GER ZEW survey (10:00 BST) Expectations May 20.0 22.0 16.5
Current 75.0 79.0 76.9
conditions

Wednesday May 23, 2007
Westpac Leading Index 0.9%
AU DEWR skilled vacancies Ma -2.2%

Bank of England minutes (09:30 BST)

Thursday May 24, 2007

Trade Balance Apr $0.061bn
GER IFO business climate (09:00 BST) Index May 108.6 108.9 108.6
Current 1135 113.5 113.2
conditions
Business 104.0 104.5 104.3
expectations
UK CBI industrial trends (11:00 BST) Volume of May +15 - +18
output (% net
balance)
us Durable goods orders (13:30 BST) Month Apr 0.5% 0.8% 3.7%
Ex- 0.2% 0.6% 1.3%
transportation
us Initial jobless claims (13:30 BST) Week (000's) Wk 19 310 - 297
May
New home sales (15:00 BST) Month
CPI (00:30 BST) All Japan  Total - month pr 0.2% 0.0%
Total - year -0.1% 0.0% -0.1%
Note — core means excluding fresh food only Core - month 0.2% - -0.1%
Core - year -0.2% -0.2% -0.3%
UK Index of services (09:30 BST) 3 month-on-3 Mar 0.8% - 0.8%
month
us Existing home sales (15:00 BST) Month (m) 6.05 6.10 6.12

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 Monday May 28, 2007

Monday May 28, 07

Tuesday May 29, 07

Wednesday May 30,

Thursday May 31, 07

Friday June 01, 07

Monday June 04, 07

AU TD Securities Inflation
(MAY)

AU ANZ Job Advertisements
(MAY)

AU Company Operating
Profit Q0Q% (1Q)

AU Inventories (1Q)

EC Euro-Zone PPI (APR)

JN Retail Trade (APR)

9-31 MAY UK Nat'wide
House prices (MAY)

Tuesday June 05, 07

AU AiG Performance of
Service Ind (MAY)

AU Current Account Balance
(1Q)

AU Building Approvals (Apr)
AU NAB Business
Confidence (MAY)

AU Building Approvals (Apr)
UK PMI Services (survey)
(MAY)

US Factory Orders (APR)

07

NZ Building Permits (APR)
US Consumer Confidence
(MAY)

JN Industrial Production
(APR P)

Wednesday June 06,
07

AU RBA CASH TARGET
(JUN)

AU Gross Domestic Product
(1Q)

NZ ANZ Commodity Price
(MAY)

UK Nationwide Consumer
Confidence (MAY)

UK Bank of England's
Monetary Policy Committee
Meets

US ISM Non-Manufacturing
(MAY)

US Nonfarm Productivity
(1QF)

US Unit Labor Costs (1Q F)
EC ECB Announces Interest
Rates (JUN 7)

AU Private Sector Credit
(APR)

AU Trade Balance (APR)
AU Private Capital
Expenditure (1Q)

NZ NBNZ Business
Confidence (MAY)

UK Mortgage Approvals
(APR)

UK GfK Consumer
Confidence Survey (MAY)
US GDP Annualized (1Q P)
US Continuing Claims (MAY
20)

US Chicago Purchasing
Manager (MAY)

US Minutes of May 9 FOMC
Meeting (Text)

US GDP Annualized (1Q P)
US Continuing Claims (MAY
20)

US Chicago Purchasing
Manager (MAY)

JN Housing Starts (APR)
JN Construction Orders
(APR)

EC Euro-Zone Indust.
Confidence (MAY)
Thursday June 07, 07

AU AIG Perf of Construction
Index (MAY)

AU Employment Change
(MAY)

NZ RBNZ Official Cash Rate
(JUNT)

UK BOE Announces Rates
(JUNB)

US Initial Jobless Claims
(JUN3)

US Continuing Claims (MAY
27)

AU AiG Performance of Mfg
Index (MAY)

UK HBOS PIc house prices
(MAY)

UK CBI May Distributive
Trades Report

US Construction Spending
(APR)

US House Price Index (1Q)
US Personal Income (APR)
US Change in Nonfarm
Payrolls (MAY)

US Personal Spending
(MAY)

US PCE Deflator (APR)
US Average Hourly Earnings
(MAY)

US PCE Core (APR)

Friday June 08, 07

AU Home Loans (APR)

UK Industrial Production
(APR)

UK NIESR GDP Estimate
(MAY)

US Consumer Credit (APR)
US Trade Balance (APR)
JN Machine Orders (APR)
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Monthly Economic Calendar (continued)

Week commencing Monday May 14, 2007

Monday June 11, 07

NZ Terms of Trade Index

(1Q)

JN Gross Domestic Product
(1QF)

1-15 JUNE NZ ANZ-
Business NZ PMI (MAY)

2-16 JUNE US Mortgage
Delinquencies (1Q)

Monday June 18, 07

4-29 JUNE UK Nat'wide
House prices sa (JUN)

Tuesday June 12, 07

AU NAB Business
Confidence (MAY)

UK CPI (MAY)

JN Domestic CGPI (MAY)
EC Euro-Zone Ind. Prod.
(APR)

Tuesday June 19, 07

AU Preliminary BoP Imports
(MAY)

US NAHB Housing Market
Index (JUN)

US Housing Starts (MAY)
US Building Permits (MAY)
EC ZEW Survey (Econ.
Sentiment) (JUN)

Wednesday June 13,
07

AU Westpac Consumer
Confidence (JUN)

NZ Food Prices (MAY)
US ABC Consumer
Confidence (JUN 11)

US MBA Mortgage
Applications (JUN 9)

US Import Price Index (MAY)
US Advance Retail Sales
(MAY)

JN Current Account Total
(APR)

JN Industrial Production
(APRF)

EC Eurozone Employment

Wednesday June 20,
07

AU Westpac Leading Index
(APR)

AU DEWR Skilled Vacancies
(JUN)

AU Dwelling Starts (1Q)

NZ Visitor Arrivals (MAY)

UK Bank of England Minutes
UK CML, BBA & BSA
Mortgage Lending Figures
US MBA Mortgage
Applications (JUN 16)

US ABC Consumer
Confidence (JUN 18)

JN All Industry Activity Index
(APR)

JN BoJ Monetary Policy
Meeting Minutes for May

Thursday June 14, 07

AU Consumer Inflation
Expectation (JUN)

NZ Retail Sales (APR)
UK RICS House Price
Balance (MAY)

UK Retail Sales (MAY)
US Fed's Beige Book
US Producer Price Index
(MAY)

US Initial Jobless Claims
(JUN 10)

JN BoJ Monetary Policy
Meeting

EC ECB Publishes Jun.
Monthly Report (Text)
EC Euro-Zone CPI (MAY
Thursday June 21, 07

US Continuing Claims (JUN
10)

Friday June 15, 07

NZ Manufacturing Activity
(1Q)

US Consumer Price Index
(MAY)

US Empire Manufacturing
(JUN)

US Current Account Balance
(1Q)

US Net Long-term TIC Flows
(APR)

US Industrial Production
(MAY)

JN BOJ Target Rate

(JUN 15)

JN BOJ Monthly Report

Friday June 22, 07
NZ Credit Card Spending

(MAY)
US Philadelphia Fed. (JUN)
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The research analyst(s) who prepared this report certifies (y) that the views expressed herein accurately reflect the research
analyst's(s') personal views about the subject security(ies) and issuer(s) and that no part of his/her/their compensation was, is or

will be directly or indirectly related to the specific recommendation(s) or views contained in this research report.

Disclaimer HSBC Bank Australia Limited
The research analyst(s) who prepared this report certifies(y) that the views expressed herein HSBC Centre

accurately reflect the research analyst's(s') personal views about the subject security(ies) and 580 George Street

issuer(s) and that no part of his/her/their compensation was, is or will be directly or indirectly related Svdne Igl SW 2000

to the specific recommendation(s) or views contained in this research report. Aﬁs tra)lli’a

Telephone: +61 2 9006 5888
Fax: +61 2 9255 2205
Website: www.hsbc.com.au

In this publication, HSBC Group means HSBC Bank plc, its subsidiaries and associate
undertakings, and any of their branches.

This document is issued in Australia by HSBC Bank Australia Limited (ABN 48 006 434 162) ) )
AFSL No. 232595 and HSBC Bank plc — Sydney Branch (ABN 98 067 329 015) AFSL 232506 [LEARCleLClle el RS E b EIRSELL T
(together “HBAU”) for the general information of its “wholesale” customers (as defined in the K®{eljelelg:TilolgNM]sglii=Tol

Corporations Act 2001). It makes no representations that the products or services mentioned in [ Queen Street

this document are available to persons in Australia or anywhere else or are necessarily suitable FN{YRP L]

for any particular person or appropriate in accordance with local law. No consideration has been [NFEI2¥ sl

given to the particular investment objectives, financial situation or particular needs of any Telephone: +64 9 308 8888

receipient. _ _ BN Fox: +64 9 918 8699

It is issued in New Zealand on behalf of The Hongkong and Shanghai Banking Corporation Ky S trmrr vt o el o reee i

Limited and is being provided to recipients otherwise than as a member of the “public” under the
Securities Act 1978 (the Act). By accepting this document in New Zealand each recipient is
deemed to have acknowledged that the recipient is a person whose principal business is the
investment of money or the recipient in the course of and for the purposes of the recipient's
business habitually invest money in terms of section 3(2)(iii) of the Act. All recipients are
prohibited from copying or distributing any material in this document to any person and in
particular should not distribute any material in this document to any member of the public in New
Zealand in terms of the Act.

Any distribution of this document in the United Kingdom is intended for persons of a kind
described in Articles 11(3) of the Financial Services Act 1986 (Investment
Advertisements)(Exemptions) Order 1966 (as amended). The protection afforded by the
regulatory regime in the United Kingdom are availbale only to those dealing with a
representative of HSBC Bank plc in the United Kingdom.

Any distribution of this document in the United States is intended solely for "major US
institutional investors" (as defined in Rule 15a-6 of the US Securities Exchange Act of 1934).
Such recipients should note that any transactions effected on their behalf will be undertaken
through HSBC Securities (USA) Inc. in the United States. Each major US institutional investor
that receives this document by such act agrees that it shall not distribute or provide a copy of
this document to any other person.

This document is not and should not be construed as an offer to sell, purchase or subscribe for
any investment or a solicitation of such an offer.

The information in this document is derived from sources HBAU believes to be reliable but which
have not been independently verified. All charts and graphs are from publicly available sources
or proprietary data. HBAU makes no guarantee, representation or warranty and accepts no
responsibility or liability as to the accuracy or completeness of any information. HBAU is not
responsible for errors of transmission of factual or analytical data, nor shall it be liable for
damages arising out of any person’s reliance upon any information in this document. The
opinions in this document constitue the present judgement of HBAU and are subject to change
without notice.

A member of the HSBC Group and its affiliates and/or their officers, directors and employees
may have positions in any securities or instruments or related investments mentioned in this
document and may from time to time add to or dispose of any such securities instruments or
investments. A member of the HSBC Group and its affiliates may act as market maker or have
assumed an underwriting commitment in the securities or instruments of any companies, or in
any securities or instruments or related investments, mentioned in this document; or may sell or
buy them on a principal basis. Brokerage or fees may be earned by a member of the HSBC
Group or its affiliates in respect of any business transacted by them in all or any of the securities
or instruments referred to in this document. A member of the HSBC Group may also perform or
seek to perform banking or underwriting services for or relating to any companies mentioned in
this document.

This document is intended to be distributed in its entirety. It may not be further distributed in
whole or in part for any purpose.

Unless governing law permits otherwise, you must contact a HSBC Group member in your
home juristion if you wish to use HSBC Group services in effecting a transaction in any
investment mentioned in this document.

© Copyright. HSBC Bank Australia Ltd 2004, ALL RIGHTS RESERVED. No part of this
publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by
any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior
written permission of HSBC Bank Australia Ltd. (May 2004)

Page 7
Week Commencing May 21, 2007



	AUSTRALIA &  
	NEW ZEALAND  
	     Weekly Calendar 
	Week commencing Monday May 21, 2007 
	Monday May 21, 2007
	Tuesday May 22, 2007
	Wednesday May 23, 2007
	Thursday May 24, 2007
	Friday May 25, 2007
	Monthly Economic Calendar 
	Week commencing Monday May 28, 2007

	 Monthly Economic Calendar (continued) 
	Week commencing Monday May 14, 2007
	 
	 






