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The Bigger Picture — A Global & Australian Economic Perspective

Global: Global growth rose from 2.4%b6 to 2.8% between March and June quarters and we
are expecting 2.9% for 2013 overall, increasing to 3.526 next year. The national
accounts and business surveys show a quickening pace of growth in the big advanced
economies with the UK and Japan the standout performers. The US’s moderate recovery
continues and Euro-zone output has started to slowly recover after a long period of
weakness. The emerging economies present a mixed picture with solid outcomes in
China, a disappointing record and outlook for activity in India and only moderate growth
across Latin America and the export-oriented economies of East Asia.

e The markets are still watching the US Federal Reserve to assess when it is likely to start
winding back its asset purchases. The outlook for these asset purchases depends on the labour
market improving and inflation moving back towards its 2% goal (it is currently 1¥% yoy). Our
assessment is that this process of tapering back purchases will start next March and finish in
the second half of next year. The Fed has also said that a Fed funds of zero to Y4% is
“appropriate” while the jobless rate is above 6%2%, inflation is below 2%:% and inflation
expectations remain under control. We think the Fed will start lifting its target funds rate in
September quarter 2015. Other central banks are also signalling that their policy rates will stay
low for quite some time. The European Central Bank has just cut its policy rate to 25 bps and
said it is likely to keep its rates at current or even lower levels for “an extended period of time”.
The Bank of Japan intends to keep its rates near zero and to continue buying large amounts of
assets until inflation gets to its 2% target, which they forecast to occur in fiscal year 2015.

e The pace of growth in important measures of global economic activity remains quite modest
with world industrial production expanding by 2.2% yoy in August and world trade rising by
only 1.8% yoy. Growth in global services output has outstripped that in goods but the 2.8%
yoy growth seen in global GDP in the June quarter is still a sub-trend outcome, especially given
the incomplete recovery from the 2008/09 recession in the level of output across key advanced
economies. Economic growth is still spread very unevenly across the globe with big disparities
in performance between key advanced and emerging economies. Industrial growth in the
advanced economies was only 0.2% yoy in August whereas it was around 4% yoy in the
emerging market economies.

e The business surveys show that the broad-based upturn in activity that was seen in the first
half of the year continued into recent months. After being flat in the closing months of 2012,
GDP in the 7 biggest advanced economies grew by 0.3% in the March quarter and 0.6% in the
June quarter. Limited data for the third quarter show a mixed picture with US and UK growth
picking up steadily through the first three quarters of 2013 but third quarter Japanese growth
could well prove slower after a very strong first half. The business surveys show a ramping up
in activity and confidence across all of the big advanced economies since early 2013. Industrial
activity is now growing in all regions with a particularly solid upturn in Japan and the UK.
Activity is also now increasing in the Euro-zone and Japan (where we use the Shoko Chukin
bank index) while US service sector activity survey readings show a volatile pattern.

e The big emerging market economies continue to present a very mixed picture with the Chinese
economy faring better than expected, India lagging and Brazil, which had reported solid growth
in the June quarter, likely to slip back a little in the third quarter judging by its partial economic
data. Growth in both exports and industrial output looks to have picked up slightly across Latin
America and the East Asian emerging market economies. The latter tend to be highly export-
dependent and modest growth in industrial output resumed through August and September at
the same time as $US export earnings stabilised. Latin America shows a similar pattern for
exports and industrial output.

e In aggregate, business surveys across the main advanced economies show positive net
balances of firms expecting growth to continue through the next year. Sentiment is not very
positive in the big emerging economies with especially weak numbers in the Indian business
surveys. While the emerging economies should continue to account for the bulk of growth in
global output, their rate of growth should remain at around 5% through the next couple of
years while growth in the advanced economies rises from 2013’s 1Y% to 2014’s 2¥%:% and
stays there in the following year as the effects of Japan’s stimulus wear off. Global growth
should rise from 3% to around 3%2%b, taking it back to just slightly below trend.



Australia: Our GDP forecasts are broadly unchanged this month: GDP growth to soften to
2.3% in 2013 before gradually rising to 2.4%b in 2014 and 2.9%b6 in 2015. Unemployment
to nudge 6% by end 2013, a touch above 6%2%0 by end 2014, before easing to 6.3%0 by
late 2015. Given the soft outlook, core CPI is expected to edge down to 2.3% by end
2013 and 2.4% by end 2014. Rising asset price trends and higher confidence likely to
see RBA wait to see how labour market trends play out before cutting cash rate again.
We expect next rate cut in May (was February), by which time labour market conditions
are likely to have deteriorated sufficiently to prompt further policy easing.
Unemployment will be the key to the timing and extent of further cut(s).

e Business and consumer confidence both weakened in October but remain elevated by the
standards of the past two years or longer. The sharp improvement in sentiment in September
now looks like something of an over-reaction to the change of federal government and perhaps
to better news from China. It also appears that firms have reassessed their confidence on the
outlook in the face of still weak activity outcomes. Nevertheless, business confidence is still in
positive territory for all industries except for wholesale.

e Low interest rates continue to work slowly through the economy. Asset prices lifted again in
October, although house price growth has been largely confined to the (admittedly large)
markets of Sydney and Melbourne. The ASX200 share price index also rose by a solid 4.0%,
representing the fourth consecutive monthly rise. The improvement in household wealth implied
by higher asset prices should contribute to stronger consumer demand. This is consistent with
recent modest improvements in retail trade, although official data may be overstating the
extent of recovery.

e The NAB business survey for Q3 indicated little change in capital expenditure expectations for
the next twelve months. Broadly, there is still little evidence that business investment outside
the mining sector is likely to pick up strongly any time soon.

e The labour market remains weak. Total hours demanded is broadly stable at a low level and
heads employment is failing to keep pace with growth in the working-age population. The
unemployment rate remained at 5.7% in October but there has been a clear upward trend in
unemployment and underemployment rates in recent quarters. The prospective transition of
many major mining projects from construction to export delivery is expected to place
considerable downward pressure on mining sector employment. This is likely to be only partly
offset by increased employment in mining operations. The NAB employment index from the
business survey improved again in October but is still deeply in negative territory.

e Since our last report we have revised the track for the AUD partly in light of the delay in
tapering of bond purchases by the US Fed. We expect the AUD to drift down to $US0.95 by the
end of 2013 and $US0.86 by the end of 2014.

e We have left our GDP growth forecasts broadly intact this month. We still expect quarterly
growth to soften to 0.4% in Q3, before strengthening to 0.6% in Q4, yielding 2.3% in 2013.
Given the October reading for the unemployment rate, we now expect the unemployment rate
to rise to just below 6% before the end of this year, before peaking at a touch above 6¥2% in
mid-2014. Our forecasts see unemployment falling to around 6.3% by late 2015 — albeit largely
driven by falling participation rates.

e The RBA decided for a third consecutive month to leave the cash rate on hold at 2.50% in
November. In its accompanying statement, the RBA appeared to have maintained its easing
bias but there is a suggestion that that Board is awaiting more evidence of slowing activity
before deciding to cut again. Given the recent improvement in business and consumer
sentiment and rising housing and equity prices, it is likely that the RBA wants to wait and see
how labour market trends play out before lowering the cash rate again (inflation is off the menu
for the time being). It is our view that economic activity will remain soft over coming quarters
and current economic optimism will fade, prompting the RBA to lower the cash rate again in
May (previously February) by which time we think labour market conditions will have
deteriorated sufficiently to prompt further policy easing to stem the rise in unemployment.

Alan Oster

Group Chief Economist

National Australia Bank

03 8634 2927 (Mobile 0414 444 652)



Macroeconomic, Industry & Markets Research

Australia

Alan Oster Group Chief Economist +(61 3) 8634 2927
Jacqui Brand Personal Assistant +(61 3) 8634 2181
Rob Brooker Head of Australian Economics & Commodities +(61 3) 8634 1663
Alexandra Knight Economist — Australia +(61 3) 9208 8035
Vyanne Lai Economist — Agribusiness +(61 3) 8634 0198
Dean Pearson Head of Industry Analysis +(61 3) 8634 2331
Gerard Burg Economist — Industry Analysis +(61 3) 8634 2788
Robert De lure Economist — Property +(61 3) 8634 4611
Brien McDonald Economist — Industry Analysis & Risk Metrics +(61 3) 8634 3837
Tom Taylor Head of International Economics +(61 3) 8634 1883
John Sharma Economist — Sovereign Risk +(61 3) 8634 4514
Tony Kelly Economist — International +(61 3) 9208 5049
James Glenn Economist — Asia +(61 3) 9208 8129

Global Markets Research - Wholesale Banking

Peter Jolly Global Head of Research +(61 2) 9237 1406
Robert Henderson Chief Economist Markets - Australia +(61 2) 9237 1836
Spiros Papadopoulos Senior Economist — Markets +(61 3) 8641 0978
David de Garis Senior Economist — Markets +(61 3) 8641 3045
New Zealand
Tony Alexander Chief Economist — BNZ +(64 4)474 6744
Stephen Toplis Head of Research, NZ +(64 4) 474 6905
Craig Ebert Senior Economist, NZ +(64 4) 474 6799
Doug Steel Markets Economist, NZ +(64 4) 474 6923
London
Nick Parsons Head of Research, UK/Europe & Global Head of FX Strategy +(44 20) 7710 2993
Tom Vosa Head of Market Economics — UK/Europe +(44 20) 7710 1573
Gavin Friend Markets Strategist — UK/Europe +(44 20) 7710 2155
Foreign Exchange Fixed Interest/Derivatives
Sydney +800 9295 1100 +(61 2) 9295 1166
Melbourne +800 842 3301 +(61 3) 9277 3321
Wellington +800 64 642 222 +800 64 644 464
London +800 747 4615 +(44 20) 7796 4761
New York +1 800 125 602 +1877 377 5480
Singapore +(65) 338 0019 +(65) 338 1789

DISCLAIMER: “[While care has been taken in preparing this material,] National Australia Bank Limited (ABN 12 004 044 937) does not warrant or represent that the information, recommendations, opinions or conclusions contained in
this document (“Information”) are accurate, reliable, complete or current. The Information has been prepared for dissemination to professional investors for information purposes only and any statements as to past performance do not
represent future performance. The Information does not purport to contain all matters relevant to any particular investment or financial instrument and all statements as to future matters are not guaranteed to be accurate. In all cases,
anyfone pro;ljosing to rely on or use the Information should independently verify and check the accuracy, completeness, reliability and suitability of the Information and should obtain independent and specific advice from appropriate
professionals or experts.

To the extent permissible by law, the National shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by persons who use or rely on such Information (including
by reasons of negligence, negligent misstatement or otherwise). If any law prohibits the exclusion of such liability, the National limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is
Ifairdand reas%nable. The National, its affiliates and employees may hold a position or act as a price maker in the financial instruments of any issuer discussed within this document or act as an underwriter, placement agent, adviser or
lender to such issuer.”

UK DISCLAIMER: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ. Registered in England BR1924. Head Office: 800 Bourke Street,
Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated in the UK by the Financial Services Authority.

U.S DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any securities, financial instrument or
product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents should not be relied upon or used as a basis for
entering into any products described in this publication. To the extent that any information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular financial situation or
goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in
this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.
National Australia Bank Limited is not a registered bank in New Zealand.

JAPAN DISCLAIMER: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information purpose and is not intended as an offer or solicitation for the purchase or
sale of the securities described herein or for any other action.



	Australia
	Global Markets Research - Wholesale Banking
	New Zealand
	London
	  
	                                                               Foreign Exchange            Fixed Interest/Derivatives

