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RBA’s Statement on Monetary Policy

Too soon to assume another tightening

Today’s Statement on Monetary Policy will offer more clues but we don’t share the widespread view
that the Reserve Bank of Australia will soon tighten again. Our view remains that 7% may well be the
top It is, after all, the highest cash rate since the sharp tightening episode in the middle of the last
decade. Because of the global reappraisal of risk, the spread between overnight cash and other rates is
now wider than it was in the mid nineteen nineties. The standard variable interest rate on home
mortgages is now around 9%, which is beginning to be formidable. Offshore, the downturn is sharper
than we expected. The declines in US employment growth and measures of industry sentiment have
both been very swift. So, too, the deterioration in the outlook for the UK and Europe. In the mid
nineteen nineties, when the cash rate was last this high, the Reserve Bank was acting in concert with
other central banks to restrain a global boom. It was dealing with an episode in which Australian
headline inflation reached 5% and real GDP growth reached 6.5% - well below the 4% or so GDP

growth experienced today, or the 3% headline inflation rate.

Contrary to some reports, last week’s note by RBA Governor Glenn Stevens explaining the 25 bp
tightening left the next move completely open. It did indeed say that inflation would increase, but that
was explicitly a reference to through the year inflation rather than the quarterly rate. The annual
inflation rate will certainly be higher for the year to March, because very low results for March of last
year drop out of the calculation. This is true even if the rate for the quarter ended March is slower than
for the quarter ended December. For the trimmed mean, for example, the quarterly increase that drops
out is 0.6%, so if the number for the current quarter is 0.8% the annual rate will increase from 3.4% to a
scary 3.6%. But 0.8% would be less than the 1% recorded for the December quarter, and the lowest
outcome in twelve months. The impact of the arithmetic is even more pronounced for the headline rate
because the March quarter 2007 number that drops out is 0.1%. If headline inflation this quarter falls
from 0.9% in the December quarter to 0.7% - a pretty good result — the headline annual rate would
nonetheless bounce up to 3.5%. Despite the higher annual rates, quarterly rates like these would be an
argument against further tightening.

It also true that Mr. Stevens said that lower inflation will require a reduction in demand growth, a
statement which figured prominently in excited reporting the following day. But Mr. Stevens said the
same three months ago. It is significant, but not new. As it has for many months, everything depends on
the evolution of the data. It’s true that in all the recent data there has been only one number that even

begins to suggest some slowdown. It was quite an interesting number, however, because it occurred in
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housing construction. Last week we learned that housing approvals for December fell sharply, breaking
a trend increase which had been apparent since mid 2007. Unless the Labour Price Index issued
February 20th indicates an acceleration of wages growth, we doubt the RBA will tighten in March.
There will not be enough new local data to rationalise a move, and the global data will we expect depict
deepening gloom. Since wages growth has been remarkably moderate for a very long time, our best
guess is that it will remain so in the February 20th release.

Given the global downturn the next big decision is likely to be the May board meeting rather than
March or April. By then the Bank will have seen the first quarter consumer price index (out April 23),
the March quarter national accounts (out March 5) and another business investment survey, as well as
more on retail sales, credit growth, building approvals and so forth. We would expect by then to see

more evidence of a global slowdown, and some hesitation in Australian demand.

Our base case remains that 7% is the top. We freely admit is not at all a confident forecast, and that risk
is it could be higher. If the growth numbers remain as firm as they were through 2007, for example, the
cash rate could easily reach 7.5% by mid year and 8% by the end of the year. That’s not an outcome we

expect, but prudent clients will allow for the risk.

Firm NZ data will trouble RBNZ

Wages growth at new high

Australia has been getting more international attention in recent weeks, but the New Zealand story is
equally at odds with gloom in the rest of the developed world. Australia is well into the seventeenth
year of uninterrupted expansion; New Zealand the tenth. Although RBNZ Governor Alan Bollard
doesn’t need to make a decision until shortly before his March 6th Monetary Policy Statement he must
already be pondering the quite firm results in recent data. There is no doubt housing is continuing to
slow. Price growth is falling and time to sale extending in the market for established homes, while
approvals sought for new home construction tumbled in the second half of last year. That is one sector
going in Dr Bollard’s desired direction. But retail sales have been pretty firm, and trend exports have
been increasing swiftly despite the high exchange rate. Last week we saw that employment gained in
the fourth quarter after falling the third quarter, and unemployment again fell. New Zealand now has
the lowest unemployment rate in 20 year history of the statistical series, despite also having the highest
participation rate. The number of people with jobs is the highest in New Zealand history. While wages
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growth has been fairly moderate despite very low unemployment, towards the end of last year it began
to pick up. In the last three months of last year the broadest measure of wages growth increased 1%, to
take annual private sector wages growth to 3.5% - a new high in the 4 year history of this series. It
would take quite a few strong numbers to persuade Dr Bollard to lift the already high 8.25% cash rate

on March 6th. There is a question market there now that wasn’t there two months ago.

John Edwards
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Weekly Calendar

Week commencing Monday February 11, 2008

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

Monday February 11, 2008

AU Reserve Bank Quarterly Monetary Policy Statement (11:30)

AU Home loans (11:30) Dec 4.0%
AU ANZ job advertisements (11:30T) Jan -1.0% -1.0% 7.1%
AU Investment lending (11:30) Dec -2.8%

Public holiday National Foundation Day

Tuesday February 12, 2008

NAB business confidence (11:30)

AU NAB business conditions (11:30) Jan 17
us Fed’s Poole speaks about being Fed Bank President
in St Louis
UK CPI (09:30 GMT) CPI - year Jan 2.4% 2.3% 2.1%
RPI - month -0.6% -0.6% 0.6%
RPI - year 4.0% 4.1% 4.0%
RPIX - year 3.4% 3.3% 3.1%
GER ZEW survey (10:00 GMT) Expectations Feb -45.0 -43.5 -41.6
Current 50.0 50.0 56.6
conditions
Westpac Consumer Confidence -8.3%
NZ Producer Prices (08:45) Inputs Q4 2.3%
Outputs Q4 1.6%
us Fed’s Yellen speaks on Economy in San Francisco
(03:05)
UK RICS house price balance (00:01 GMT) Prices rising / Jan -62.5% - -49.1%
falling (Net bal)
SWE Riksbank rate announcement (08:30 GMT) Repo rate Feb 4.00% 4.00% 4.00%
UK Bank of England quarterly Inflation Report (10:30 GMT)
us Retail sales (13:30 GMT) Month Jan -0.1% 0.0% -0.4%
Ex-autos 0.6% 0.2% -0.4%
Ex-autos & 0.6% - 0.4%
gasoline
JP GDP (23:50 GMT) Quarter Q4, prelim 0.5% 0.4% 0.4%
Annualised 1.9% 1.5% 1.5%
Year 1.2% 1.9%
Consumer inflation expectation 13.7%
AU Employment (11:30) Change Jan 15k 15k 20.1K
Unemployment rate 4.3% 4.3% 4.3%
AU Participation rate (11:30) Jan 65.2% 65.2% 65.2%
Nz Food prices (08:45) Jan 0.9%
NZ Business NZ PMI (10:00) Jan 53.8
NZ Non Resident bond holdings (13:00) Jan 72.6%
us Bernanke testimony
EMU GDP (10:00 GMT) Quarter Q4, 0.3% 0.4% 0.8%
advance
Year 2.2% 2.2% 2.7%
us Initial jobless claims (13:30 GMT) (000’s) Initial claims Wk 9 Feb 330 - 356
(09/02)
(000’s) Continuing 2830 - 2785

claims (02/02)
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Weekly Calendar

Week commencing Monday February 11, 2008

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

Friday February 15, 2008

NZ Retail Sales (08:45) Month Dec 0.4% - 2.0%
Ex-Auto Dec 0.4% - 0.9%
Ex Inflation Q4 0.4% - 2.0%
us Fed’s Evans speaks on US Economic Outlook in
Chicago (05:30)
us Former Fed Chairman Greenspan on Economy in
Houston, Texas (11:30)
JP Bank of Japan rate announcement Overnight call rate Feb 0.50% 0.50% 0.50%
us Empire manufacturing (13:30 GMT) Index Feb 11.0 8.0 9.0
us Industrial production (14:15 GMT) Month Jan 0.1% 0.1% 0.0%
Capacity 81.4% 81.4% 81.4%
utilisation
us University of Michigan confidence (15:00 GMT) Index Feb, 76.0 76.3 78.4
prelim

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 February 18, 2008

Mon — February 18, 08 |

NZ New Zealand's January
Performance of Services
Index

Mon — February 25, 08

Mon — March 03, 08

AU TD Securities Inflation
(FEB)

AU TD Securities Inflation
(FEB)

AU Company Operating
Profit (4Q)

AU Inventories (4Q)

AU RBA Commaodity Index
SDR (FEB)

Mon — March 10, 08

Tue — February 19, 08
AU Imports (JAN)

Tue — February 26, 08

Tue — March 04, 08

AU Retail Sales (JAN)

AU Current Account Balance
(4Q)

AU RBA Cash Target

(MAR)

Tue — March 11, 08

Wed — February 20, 08

AU Westpac Leading Index
(DEC)

AU DEWR Skilled Vacancies
(FEB)

AU Wage Cost Index (4Q)
Wed — February 27, 08
NZ Building Permits (JAN)
AU Construction Work Done
(4Q)

Wed — March 05, 08

AU Gross Domestic Product

(4Q)

Wed — March 12, 08

Thu — February 21, 08

AU New Motor Vehicle Sales
(JAN)

AU RBA Foreign Exchange
Transactn (JAN)

Thu — February 28, 08

AU Private Capital
Expenditure (4Q)
NZ NBNZ Business
Confidence (FEB)

Thu — March 06, 08

NZ Reserve Bank of New
Zealand Reviews Official
Interest Rate

AU Trade Balance (JAN)
AU Building Approvals (JAN)
AU Exports (JAN)

AU Building Approvals
(JAN)

AU Exports (JAN)

Thu — March 13, 08

Fri — February 22, 08

Fri — February 29, 08

NZ Trade Balance (JAN)
AU Private Sector Credit
(JAN)

Fri — March 07, 08
AU Foreign Reserves (FEB)

7-13 MARCH NZ REINZ
House Sales (FEB)

Fri — March 14, 08

AU HIA New Home Sales NZ Terms of Trade Index NZ Food Prices (FEB) NZ Retail Sales (JAN) NZ Manufacturing Activity
(JAN) (4Q) AU Westpac Consumer NZ Retail Sales Ex-Auto (4Q)
AU ANZ Job Advertisements | AU Home Loans (JAN) Confidence (MAR) (JAN) NZ Non Resident Bond
(FEB) AU Investment Lending NZ Business NZ PMI (FEB) | Holdings (FEB)
(JAN) AU Consumer Inflation

Expectation (MAR)

AU Employment Change

(FEB)

AU Unemployment Rate

(FEB)

AU Participation Rate (FEB)
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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 Svdne IgISW 2000
related 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 232596 [UGAallleLChTeREU RS EY T ETNEERLUGTE
(together “HBAU") for the general information of its “wholesale” customers (as defined in the [(@lelgelel=1ielgNMiggii:-To}

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

in this document are available to persons in Australia or anywhere else or are necessarily FNIYSRETL]

suitable for any particular person or appropriate in accordance with local law. No consideration NP2 Prare

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

any receipient. Fax: +64 9 918 8699

It is issued in New Zealand on behalf of The Hongkong and Shanghai Banking Corporation By e sy e o e oty stolelel |

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)
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