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Investment to drive growth in 2012,
RBA to ease further

RESULTS OF ANNUAL SURVEY OF ABE EXECUTIVE COMMITTEE

The results of this survey will be discussed by the ABE Executive Committee at our Annual
Conference to be held in Sydney this afternoon. See abe.org.au > events

For further information contact:
Tony Westmore, 0419 256 339 OR Joshua Williamson, 02 8225 4904

Stephen Halmarick, Chairman, Australian Business Economists, commented:

I am pleased to release the annual survey of financial and macroeconomic forecasts made by
members of the Executive Committee of the Australian Business Economists (ABE). Please
note that some members were unable to contribute to the survey due to their positions in the
public sector.

Highlights of the ABE Annual Survey of the Executive Committee

e The Committee expects Australian economic growth to accelerate in 2012, after a
weather affected 2011. From an estimated growth rate of 1.4% in 2011, median GDP
growth is forecast to rise to 3.3% in 2012 and strengthen further to 3.5% in 2013.

e Growth is expected to continue to be driven by a very strong increase in business
investment. This is forecast to increase by a further 12.4% in 2012, from a strong 11.6% in
2011 and still remain solid at 9.5% in 2013 thanks to the on-going pick-up in mining
related investment.

e With a large proportion of Australia’s capital equipment being imported, overall imports
are expected to be strong. For 2012 export growth (9.0%) is expected to just outpace
import growth (8.5%), leading to a small (0.1%) positive contribution to economic growth
over the year. For 2013 the situation is expected to be reversed, with import growth
outpacing export growth, leading to a small negative contribution.

¢ Household consumption is forecast to remain relatively solid in 2012, at the same
3.0% pace of growth as in 2011. Lower interest rates should help the consumer into
2013, with growth of 3.2% expected for that year.
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e Dwelling investment is forecast to continue to slow in the year ahead, going from an
estimated 1.6% in 2011 to 0.0% in 2012, before accelerating again to 4.0% in 2013. The
range of forecasts around the median is quite large however, with the forecasts for 2012
spanning -2.0% to 3.8%.

e Employment is expected to grow more in-line with labour supply. Employment growth
in 2012 is expected to be 1.4%, down from an estimated 1.7% in 2011, before accelerating
again to 2.0% in 2013.This pace of employment growth should see the unemployment rate
remain little changed at 5.2% at the end of 2012, and a touch lower at 5.0% by year-end
2013. With the unemployment rate steady around a relatively low level, the Labour Cost
Index is expected to stay within a 3.7%-3.9% range over 2012 and 2013.

e Headline Inflation is forecast to be at the top of the RBA’s 2.0% to 3.0% target band
across the forecast horizon. However, Underlying inflation is expected to remain well
within the RBA’s target band at 2.6% in 2012 and 2.9% in 2013.

e With an economy that is growing strongly, the Federal Government’s headline budget
deficit is expected to shrink. The improvement should result in a reduction from a
deficit of -$51.1 billion in 2010-11 to -$25 billion for 2011-12. However, the budget is still
expected to be in deficit by -$5.0 billion in 2012 - 13, the year the government is
forecasting a return to surplus. The range of Budget outcomes forecast by the Committee
for 2012 - 13 is, however, relatively wide at a deficit of -$10 billion to a surplus of $2
billion.

e From the current cash rate of 4.5%, the Committee looks for a further easing to 4.25%
prior to mid-2012, with the cash rate then forecast to remain at this level by year-end
2012. The range of forecasts for end-2012 is, however, relatively wide at 3.75% - 4.75%.

e For 2013 the Committee consensus expects a tightening of monetary policy to
resume, with a 4.75% cash rate expected at year-end 2013. Once again, however, the
year-end 2013 forecast is in a wide range of 3.75% - 5.0%.

e The 3-year/10-year bond yield curve is forecast to flatten from its current level.
Thanks to a 10-year bond yield (forecast 4.45%) that rises at a slower rate than the 3-year
bond yield (forecast 4.10%), the median forecast is for the yield curve to flatten to 35 bps
by June 2012, but then steepen out to 45 bps by December 2012 (3 year 4.40%, 10 year
4.85%) and then be little changed at 40 bps by December 2013 (3 year 5.0%, 10 year
5.4%).

e The Australian dollar is forecast to be little changed against the US Dollar in 2012. The
median forecast of the Committee is for the exchange rate to be at $US1.03 as at June
2012 and year-end 2012. After this date, the median forecast is for a decline to $US0.98
by December 2013.

e Australian equities are forecast to recover some lost ground. The median forecast for
the ASX 200 is 4,500 points by June 2012, before rising to 5,000 points by December 2012
and 5,125 points by December 2013.

This year the Committee was also asked a number of questions around both the local and
global economic outlook.

e On Europe, the Committee remains unconvinced that the leadership of Europe will be
able to ‘solve’ the situation without further damaging developments. Europe is
generally considered to get worse before it gets better.

e In Asia, the Committee generally sees the slowdown in the region as a cyclical event,
due mainly to previous policy tightening as a result of rising inflation. The flow-on from
this is that Asian authorities have plenty of room to ease policy as and when required and
so a “soft-landing” is the most likely scenario for Asia.
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e In Australia, the Committee felt strongly that it is not the government’s role to shield
the “slower” parts of the Australian economy from the structural changes being driven
by the terms of trade boom. Policies that improve productivity reduce red-tape and allow
more flexibility would help, however, smooth the transition path for some sectors of the
economy.

e The slowdown in the Australian consumer was seen as both a cyclical and structural
event, with the savings rate expected to drift lower in the coming years. But household
deleveraging could still have some way to go and the uncertainties in the global economy
could keep the Australian consumer cautious for a while yet. Further rate cuts by the RBA
will, however, help.

e The Committee expressed concern over the declining level of productivity in
Australia. A key focus for the government, at both Federal and State levels, should be the
provision of infrastructure, especially in ports, transport and communications. Labour
productivity could be boosted by a return to higher skilled immigration levels and a better
focus on education and training. A return to flexible labour market regulation would also
likely be beneficial. Meaningful tax reform, in-line with the recommendations of the
Henry Review was also seen as a priority.

e Asshown by the forecasts above, the Committee was generally of the view that the
government would not achieve its objective of returning the budget to surplus by
2012/13. While the Committee agreed that maintaining Australia’s strong fiscal position
was critical, the difference between a small deficit or surplus from year to year would
not have a material impact on the overall economy or the financial markets.
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Table 1: ABE Survey of the Executive Committee, Summary
(All forecast variables are annual average % change unless otherwise stated)

2010 2011(e) 2012 2013

Actual Median Median Low High Median Low  High
National Accounts
Private Consumption 2.8 3.0 3.0 18 51 3.2 2.6 4.8
Dwelling Investment 4.2 1.6 0.0 -2.0 3.8 4.0 1.0 7.6
Business Investment* -0.1 11.6 12.4 75 185 9.5 7.0 15.0
Inventories (ppt contribution) 0.4 0.4 -0.4 -0.7 -0.3 0.0 -0.1 0.0
Exports 5.7 -14 9.0 6.2 11.3 7.5 6.0 10.4
Imports 13.7 10.5 8.5 51 14.9 8.4 5.0 13.4
Net Export (ppt contribution) -1.6 -2.8 0.1 -15 0.5 -04 -14 0.5
GDP 2.7 14 3.3 2.8 3.8 35 3.0 41
Labour and Inflation
Employment 2.7 1.7 1.4 0.3 1.8 2.0 1.0 2.3
Unemployment Rate (end period) 5.0 53 5.2 5.0 5.8 5.0 4.5 55
Labour Price Index 3.3 3.8 3.7 3.4 4.2 3.9 35 4.5
CPI 2.8 35 3.0 2.4 33 3.1 25 3.6
Underlying CPI 2.8 25 2.6 1.9 2.8 2.9 25 3.2
Other
Terms of Trade 16.4 141 -1.7 -10.0 35 -5.9 -10.9 13.0
Current Account Deficit (% of GDP) -2.6 -2.0 -2.0 -4.1 21 -2.5 -6.2 3.8
Headline Cash Budget ($Abn)** -51.1 -25.0 -30.0 -18.0 -5.0 -10.0 2.0

" 2011 Jun-12 Dec-12 Dec-13

Current Median Median Low High Median Low  High

Financial (all end period)

Cash Rate 4.50 4.25 4.25 3.75 4.75 4.75 3.75 5.00
3yr Government Bond Yield 3.27 4.10 4.40 3.60 5.00 5.00 4.40 5.40
10yr Government Bond Yield 4.02 4.45 4.85 4.20 5.25 5.40 4.80 5.75
AUD/USD 1.00 1.03 1.03 0.88 1.10 0.98 0.95 1.10
ASX 200 4177 4500 5000 4350 5300 5125 5000 5500

*Excluding second hand asset purchases
**Financial year (2011 is 2010/11 and so on)

The information contained in this report: does not constitute an offer, or a solicitation of an offer, to subscribe for or purchase any
securities or other financial instrument;- does not constitute an offer, inducement or solicitation to enter a legally binding contract; and is
not to be construed as an indication or prediction of future results. The Information is general and preliminary information only and while
ABE has made every effort to ensure that information is free from error, ABE does not warrant the accuracy, adequacy or completeness
of the Information. The Information may contain material provided directly by third parties and while such material is published with
necessary permission, ABE accepts no responsibility for the accuracy or completeness of any such material. In preparing the
Information, ABE has not taken into consideration the financial situation, investment objectives or particular needs of any particular
investor and recommends that investors seek independent advice before acting on the Information. Certain types of transactions,
including those involving futures, options and high yield securities give rise to substantial risk and are not suitable for all investors. Except
where contrary to law, ABE intends by this notice to exclude liability for the Information. The Information is subject to change without
notice.
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ABE Executive Committee 2011

Chairman, Mr Stephen Halmarick, Head of Investment Markets Research, Colonial First State

Secretary, Mr Warren Hogan, Chief Economist, ANZ

Treasurer, Mr Scott Haslem, Chief Economist, UBS

Assistant Secretary & Treasurer, Mr Joshua Williamson, Senior Economist Investment Research & Analysis, Citi

Committee Members

Ms Besa Deda

Mr Adam Donaldson
Mr Alex Erskine

Mr Bill Evans

Mr Tom Ford

Mr Brian Redican
Mr Tim Harcourt

Mr Robert Henderson
Ms Su-Lin Ong

Mr David Plank

Dr Tony Richards
Ms Jenny Sillar

Mr Stephen Walters
Mr Geoff Weir

Chief Economist, St George Bank

Head of Debt Research, Commonwealth Bank of Australia

Chief Economist, Australian Securities & Investments Commission

General Manager, Economics, Westpac Banking Corporation

Chairman, Resimac Limited

Senior Economist, Macquarie Group

Chief Economist, Australian Trade Commission

Chief Economist, Markets, National Australia Bank

Director, Senior Economist, & Fixed Income Strategist, Royal Bank of Canada Capital Markets
Head of Macro Research and Strategy Australia/New Zealand, Deutsche Bank
Head of Economic Analysis, Reserve Bank of Australia

Policy Advisor, Treasurer, New South Wales

Chief Economist, J. P. Morgan

Managing Director, Financial Sector Services Pty Ltd

Australian Business Economists ABN 60 959 647 104
PO Box 7267 Bondi Beach 2026 Australia

tel: 0419 256 339 fax: 02 9365 6067

email: info@abe.org.au web: www.abe.org.au
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