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Weekly Highlights 
 RBA stays ‘Mum’ on March hike: Markets continue to go 

hot and cold on the prospect of a rate hike in March by the 
RBA. NAB’s Jan survey provided evidence of a slowdown. 
But RBA appearances gave nothing away about the chances 
of a hike in March. Glenn Stevens took the opportunity to take 
a swipe at the IMF’s suggestion about raising the inflation 
target to 4%, defending the RBA’s 2-3% goal…read more 

 Fed raises discount rate: Fed raises discount rate; 
emphasises not tightening policy …read more 

 BoE still coy on policy outlook: BoE’s Monetary Policy 
Committee in “wait and see” mode; ponders whether to 
increase quantitative easing; UK reports a surprise budget 
deficit in January …read more 

 German investor confidence falls: German investor 
confidence down for fifth month …read more 

 Offshore next week: USA: House prices (Q4/Dec), Richmond 
& Dallas Fed indexes (Feb); Consumer confidence (Feb), Home 
sales (Jan); Durables orders (Jan); GDP revision (Q4), Chicago 
PMI (Feb). Europe: Industrial new orders (Dec); Business climate/ 
confidence (Feb), CPI (Jan). UK: Business investment (Q4); 
Consumer Confidence (Feb); GDP revision (Q4). NZ:  Inflation 
expectations (Q1),  NBNZ Business Confidence (Feb), Trade & 
Building permits (Jan)…read more 

 Foreign Exchange: Near-term outlook for AUD/USD driven 
by whether market sustains higher Fed rate hike expectations 
after discount rate increase. Reasonably upbeat RBA growth 
outlook and prospects for a rising terms of trade suggests the 
AUD isn’t overvalued.…read more 

 What to Watch Australia: Motor vehicle sales, Jan (Mon, 
11.30). Wage Price Index, Q4 (Wed, 11.30). New Private 
Capital Expenditure, Q4 (Thurs, 11.30). Construction Work 
Done, Q4 (Thurs, 11.30). RBA credit, Jan (Fri, 11.30)…read 
more 

 Calendar: Upcoming events for the week ahead …read more 

 Forecasts: Economic, Interest Rate and Exchange Rate 
Forecasts …read more 

Targets – Rates & Currencies 

 RBA stays ‘Mum’ on March hike 
  Markets continue to go hot and cold on the prospect 

of a rate hike in March by the RBA 

 NAB’s Jan survey provided evidence of a slowdown 

 But RBA appearances gave nothing away about the 
chances of a hike in March 

 Glenn Stevens took the opportunity to take a swipe at 
the IMF’s suggestion about raising the inflation target 
to 4%, defending the RBA’s 2-3% goal 

       

 

Markets still fretting about a March hike 

The past week has seen less risk aversion offshore and 
domestic markets whip-sawed by a sequence of conflicting 
pointers to the possibility of a rate hike in March.   

On Tuesday we released our NAB Business Survey for 
January which showed a sharp downward movement in 
Business Conditions, confirming the slowing in the economy 
around the turn of the year.  On the same day, the RBA 
Minutes said that the decision was finely balanced.  In the 
wash up, the market cut the chance of a rate hike in March 
from 38% on Monday to 28%    

Late in the week, the RBA testimony from Glenn Stevens and 
a rather hawkish speech from Phil Lowe saw the chance of a 
March hike rebound to 41%.  We reckon it’s about 50:50.   

RBA Governor’s Parliamentary testimony 

Of course, the key event of the week was the testimony to 
Parliament’s Economics Committee from Glenn Stevens, RBA 
Governor.  His opening statement commenced with the 
observation that the global economy has continued the 
expansion that started from around the middle of 2009.  
Markets have continued to "thaw" and financial support for 
banks around the world is being wound down.   

The Statement dwells on two key issues.  First up, the two 
speed nature of the global recovery, with Asia-Pacific 
economies having "v-shaped recovery" but in the large 
industrial economies the recoveries have been tentative.  The 
shift in the centre of "economic gravity" to Asia will put 
pressure on exchange rate arrangements in the region, 
according to the Governor 

 

Chart:  NAB’s Business Survey: evidence of slowdown 

 

19-Feb Mar-10 Jun-10 Dec-10

RBA cash 3.75 3.75 4.25 4.75

3 month bill rate 4.12 4.2 4.5 5.2

3 year swap rate 5.30 5.2 5.5 5.7

AUD/USD 0.8914 0.90 1.00 0.97
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RBA stays ‘Mum’ on March (cont) 

RBA’s quarterly Statement on Monetary Policy 

Second is the focus on sovereign creditworthiness.  
Governments in many countries have taken on considerable 
debt burdens and the issue of sustainability is coming into 
focus, said Mr Stevens.  It will be a difficult "balancing act" to 
strengthen their balance sheets without undermining their 
recoveries.   

On both of these issues, Australia is well placed.  We are 
located in the strong growth part of the world and our fiscal 
sustainability is "very strong" (in the Question and Answer 
session Stevens said he could not think of a country in a better 
position).   

The written Statement then turned to the outlook, noting 
household consumption has held up reasonably well, after the 
various fiscal boosts faded, although he does not see 
households being a leading driver of growth ahead.   

Lending for housing development looks to be improving, as 
lending approvals for multi-unit construction appear to have 
turned (a new and important point).   

He expects the terms of trade to improve ahead and once 
again to reach "a very high level".  

 

Chart: The Terms of Trade set to improve 

 

Inflation has slowed from 4½% in underlying terms to an 
"annualised pace of under 3 per cent" over the past six months 
(quite bullish for rates, ceteris paribus).   

However, Mr Stevens noted that the economy started the 
upswing with less spare capacity than would typically be the 
case after a recession.  Unemployment peaked at less than 
6%, much lower than forecasts.  This was due to labour market 
flexibility (less hours worked) and the mildness of the downturn 
("probably the smallest downturn since World War II").   

Importantly, he notes that some businesses have experienced 
difficulty in obtaining credit but liaison suggests this may be 
starting to ease.  Banks' bad debt provisioning has slowed 
noticeably and "it is reasonable to expect that lenders will 
become more willing to lend over the coming year".   

The conclusion on rates: "If economic conditions evolve 
roughly as we expect, further adjustments to monetary policy 
will probably be needed over time".  He went on to note that it 
is the rates borrowers and depositors see that are important 
and the Board sets the cash rate with that in mind.  

Some observations on the Governor’s testimony 

First, the Governor continues to see the monetary and fiscal 
stimulus at the height of the crisis as appropriate, noting that 

sustaining confidence was a key objective at the time.  This 
point was also made by Phil Lowe from the RBA.  These 
remarks appear to be a pre-emptive defence of the extent of 
the stimulus applied at the height of the crisis - they feared a 
downward spiral in confidence would crush the economy.   

Second, labour market flexibility is important.  Again this was a 
point also made by Dr Lowe.  They see labour market flexibility 
as a key way of keeping inflation in check and keeping the 
recovery on track and believe flexibility was important in limiting 
the rise in unemployment. Also on the labour market, when 
asked about whether wages should be linked to productivity, 
the Governor said "If unit labour costs rise and lead to higher 
inflation we will respond".  Also, it seems clear he sees the 
unemployment rate as a key indicator of labour market spare 
capacity, not hours worked as some suggested after the latest 
Labour Force release.  "There are of course many measures of 
labour market capacity but an unemployment peak of under 6% 
is a low starting point”.  Although Phil Lowe said that hours 
worked on average will rise ahead and they have only a mild 
downtrend in unemployment rate in their forecasts.   

On sovereign debt, Mr Stevens sees Australia's position as 
perhaps the best in the developed world.  He was asked what 
he thought of Barnaby Joyce's comments that Australia could 
default on its debt.  His response was that the Federal 
Government has never defaulted and nor have the States.  
Pretty dismissive. On the question of whether sovereign debt 
concerns in Europe was a factor in their decision not to raise 
rates in February, his response was that it was a consideration 
but at the margin.  More important was the desire to watch how 
the economy unfolded after the tightenings in October, 
November and December.   

On inflation targeting, he was asked what he thought of the 
IMF's paper, raising the concept of increasing inflation targets 
to 4%.  The Governor's response was scathing.  "On inflation 
targets, I don't agree at all with what was said there" .. "We had 
a 2½% inflation target and did not need to go to zero"... (Other 
countries) "might have needed higher rates"... "The US did not 
have an inflation target and nor did Japan"..."They dropped 
rates but did not bring down the mortgage rate"...”I think the 
fact that zero was ineffective, something else was at work there 
not the inflation target”.   

The week ahead 

In the lead up to the RBA Board meeting the following Tuesday 
and the release of the December quarter national accounts the 
day after, next week’s Capital Expenditure and Construction 
Work Done releases will be important barometers of business 
activity and confidence at the end of last year.   

The Capex intentions data for the year ahead will also be 
important in this regard.  We expect that Construction Work 
Done (CWD) will get a boost from the housing construction 
upswing and the boost to education building from Federal 
Government stimulus; engineering construction is likely to 
remain high.  Survey data points to underlying business 
investment remaining tepid at year end but higher small 
business investment should support plant and equipment 
investment overall.   

Other important releases to keep an eye out for this week are 
the wage price index for Q4, motor vehicle sales for January 
(there’ll be a large decline with the ending of the small business 
investment allowance on 31 December last) and RBA credit for 
January.   

Robert.j.henderson@nab.com.au 
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 Fed raises discount rate; emphasises not 
tightening policy 

 BoE’s Monetary Policy Committee in “wait and see” 
mode; ponders whether to increase quantitative 
easing; UK reports a surprise budget deficit in 
January 

 German investor confidence down for fifth month 

Fed raises discount rate 
The Federal Reserve announced after the market closed on 
Thursday that it had increased the discount rate y 0.25%, 
thus increasing the spread between the discount rate and 
the Fed funds rate to 0.5%, that spread having been 1.00% 
before the Global Financial Crisis.   

The Fed noted that “in light of continued improvement in 
financial market conditions it had unanimously approved 
several modifications to the terms of its discount window 
lending programs.  

“Like the closure of a number of extraordinary credit 
programs earlier this month, these changes are intended as 
a further normalization of the Federal Reserve's lending 
facilities. The modifications are not expected to lead to 
tighter financial conditions for households and businesses 
and do not signal any change in the outlook for the economy 
or for monetary policy, which remains about as it was at the 
January meeting of the Federal Open Market Committee 
(FOMC). At that meeting, the Committee left its target range 
for the federal funds rate at 0 to 1/4 percent and said it 
anticipates that economic conditions are likely to warrant 
exceptionally low levels of the federal funds rate for an 
extended period. 

While they emphasised that this further normalisation of 
monetary policy arrangements was not a (traditional) 
tightening, rate market sold off on the news, with the USD 
stronger.  A subsequent speech from St. Louis Fed 
president Bullard noted that an increase in the discount rate 
was unrelated to a move in the main rate and part of the 
normalization process.  Downplaying the markets post 
discount rate rise reaction to lift yields, Bullard said that “The 
idea that’s in markets that there’s a high probability that we’ll 
raise rates later this year is overblown.  There’s a little bit of 
probability, but there’s also some probability, maybe more, 
that this (unchanged policy) will extend into 2011. 

BoE still coy on policy outlook 
The Bank of England’s Monetary Policy Committee voted 9-
0 to maintain the stock of asset purchases (quantitative 
easing, QE) at £200 billion. However, we believe that the 
vote certainly does not rule out an extension of QE should 
the economy fail to evolve in the way projected in the 
February quarterly Inflation Report.  In that regard, this 
coming week’s revision and spending detail breakdown of 
Q4 GDP should help to throw more light about whether the 
UK economy is really making some net economic progress.   

The deterioration in UK public finances was evident in 
January data as the UK ran a monthly deficit for the first 
time since records were collected in their current form in 
1993. The Public Sector Net Borrowing Requirement 
(PSNBR) totalled £4.3 billion, against market expectations 
for a £2.6 billion surplus. 

Typically the UK government sees a surplus in January as 
income tax receipts are paid in. However, the recession saw 
tax revenues fall by 11.8% on a year ago, as income and 
corporation tax receipts all fell. The anticipated surplus 
would have been the smallest since 1994, so markets had 
steeled themselves for a weak outturn, but the reality was 
even worse than expected. 

The deficit raises questions as to whether the Government 
will meet the Pre-Budget Report borrowing target of £177.6 
billion. 

German investor confidence falls  
German investor confidence fell for the fifth successive 
month in February, with the headline ZEW investor 
sentiment index falling from 47.2 to 45.1. The decline was a 
little smaller than anticipated by markets and still leaves the 
index well above its historical average.  

Chart: Germany – sluggish recovery 

As such, it is hard to disagree with the ZEW’s conclusion 
that there are few signs of a double-dip recession in 
Germany. However, coming after the flat GDP outturn in Q4, 
neither are there many signs that the German economy is 
about to experience a swift recovery. 

If anything, fears about Greek contagion spreading to Spain 
and Portugal could weigh on investor sentiment in the 
months ahead and we would not be surprised to see further 
falls in the economic sentiment index. 

Offshore next week 
 USA: House prices (Q4/Dec), Richmond & Dallas 

Fed indexes (Feb); Consumer confidence (Feb), 
Home sales (Jan); Durables orders (Jan); GDP 
revision (Q4), Chicago PMI (Feb) 

 Europe: Industrial new orders (Dec); Business 
climate/ confidence (Feb), CPI (Jan) 

 UK: Business investment (Q4); Consumer 
Confidence (Feb); GDP revision (Q4) 

 NZ:  Inflation expectations (Q1),  NBNZ Business 
Confidence (Feb), Trade & Building permits (Jan) 

David.deGaris@nab.com.au 

Tom.Vosa@eu.nabgroup.com 

International Economic Roundup 
 



Australian Markets Weekly 
 

 

 

Page 4 
R0609 

 

Market Strategy 
 

Foreign Exchange 
 Near-term outlook for AUD/USD driven by whether 

market sustains higher Fed rate hike expectations 
after discount rate increase. 

 Reasonably upbeat RBA growth outlook and 
prospects for a rising terms of trade suggests the 
AUD isn’t overvalued. 

AUD/USD strengthened sharply early in the week to trade 
above 0.9000 for the first time since late-January. It was 
boosted by a recovery in investor risk-appetite as better-
than-expected corporate earnings news offset continuing 
concerns about the Greek debt crisis and China’s policy 
tightening. Stock markets across the globe rose over the 
past three to four days. In addition, RBA interest rate 
expectations rose, in part due to a hawkish article from 
Terry McCrann suggesting a March hike “is all but certain” 
and saying that the central bank would raise rates by one to 
two percentage points over the rest of the year. Australia’s 
2-year swap yield rose by 10bps between Monday and 
Thursday.  

However, AUD/USD plunged on Friday from above 0.9020 
to below 0.8890 after the US Fed announced a 25bps rise in 
its discount rate. Investors priced an increased chance the 
Fed would raise the funds rate later this year, which stock 
index futures fell by more than 1%, which saw the USD rise 
across the board.  EUR/USD dived to below 1.3540 from 
above 1.3600. This was despite the Fed saying that the rise 
in the discount rate was in response to the continued 
improvement in financial conditions and does “not signal any 
change in the outlook for the economy or for monetary 
policy”. Indeed, FOMC member Bullard said the current 
policy stance was more likely to extend into next year and 
that the view that the fed funds rate will rise later this year is 
“overblown”.  

 

The near-term outlook for the AUD/USD will be driven by 
debate about whether the Fed’s discount rate hike signals 
an increased chance of the fed funds rate rising this year 
(which would provide the USD with some yield support) and 
if it leads to a re-widening in libor spreads (which could hurt 
stock prices via bank funding costs). We think the answer is 
no to both questions but it’s not clear how quickly the market 
will come to the same conclusion. When it does so, 
AUD/USD will likely be back above 0.9000. 

Indeed, our weekly model’s “fair value” estimate had risen to 
0.9150 before the US Fed’s discount rate announcement, its 

highest in a month, from 0.8910 last Friday. This was driven 
by improved sentiment towards the global economy, with 
our risk-appetite index rising to 63.4% from 56.6% and the 
Journal of Commerce industrial metals price index 
increasing by 5.2%. 

 

The AUD had risen to fresh 10-year and 25-year highs 
against the EUR and GBP, respectively, this week. 
Australia’s continuing economic growth outperformance, 
rising commodity prices and low government debt argue for 
the AUD to appreciate further against the EUR and GBP. 
We forecast AUD/EUR rising to above 0.70 (which would be 
a 13-year high) and AUD/GBP gaining to above 0.60 (a 
fresh 25-year high). 

 

RBA Governor Stevens’ testimony to parliament didn’t 
provide any clues on whether the central bank would raise 
official interest rates in March (currently priced a 40% 
chance by traders). However, the reasonably upbeat 
assessment of Australia’s growth prospects and suggestion 
that interest rates would need to rise further left us 
comfortable with our forecast for AUD/USD of 0.9000 at 
end-March. We also note that the RBA”s forecast of a 10% 
rise in Australia’s terms of trade over coming years supports 
our view that AUD/USD is not expensive from a valuation 
perspective. This would leave Australia’s terms of trade 
around 50% above the long-term average while the real 
exchange rate is currently 25% above its long-term average. 

John.Kyriakopoulos@nab.com.au 
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Motor vehicle sales, Jan (Mon, 11.30) 

Motor vehicle sales have been surging again in recent months in 
the lead up to the ending of the Federal Government’s special 
50% investment allowance for small business investment that ran 
out at the end of 2009. 

Sales rose 3.3% in December and for the December quarter; 
sales have surged by 12.9% after being virtually steady in Q3 and 
a 5.4% bounce in the June quarter at the end of the previous 
financial year. 

Vfacts data point to a significant element of payback this month 
after the Q4 surge, with sales down a chunky 15.0% in the month. 

L: +3.3%/17.2%  F:  -15.0%/ +1.3% 

 

Wage Price Index, Q4 (Wed, 11.30) 

With the rapid turnaround in the labour market and the 
unemployment rate having passed its peak of 5¾%, there are 
already signs occurring, both anecdotally and in some aggregate 
data that wages growth appears to have bottomed with some 
recent up-tick evident. 

The ABS wage price index has been growing at a quarterly rate of 
0.7-0.8% in the past three quarters and we look for a slight 
increase to the top end of that range in the December quarter. 

The NAB quarterly business survey points to a modest rise in 
labour costs in Q4, consistent with the acceleration in 
employment over recent months. 

 

L: +0.7%/3.6%  F: 0.8%/3.2% 

 

New Private Capital Expenditure, Q4 (Thurs, 11.30) 

Construction Work Done, Q4 (Thurs, 11.30) 

In the lead up to the RBA Board meeting the following Tuesday 
and the release of the December quarter national accounts the 
day after, these investment releases will be important barometers 
of business activity and confidence at the end of last year.  The 
Capex intentions data for the year ahead will also be important in 
this regard.   

We expect that both Construction Work Done (CWD) will get a 
boost from the housing construction upswing and the boost to 
education building from Federal Government stimulus; 
engineering construction is likely to remain high. 

Survey data points to underlying business investment remaining 
tepid at year end but higher small business investment should 
support plant and equipment investment overall.   

L: Capex -3.9%, CWD +2.2% 
F: Capex +1.0%; CWD +5.0% 

 

Aus: Vehicle Sales

Source: NAB Global Markets Research; Reuters EcoWin
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RBA credit, Jan (Fri, 11.30)  

RBA credit growth fell rapidly over the course of much of last 
year, down to 5.1% y/y by December, reflecting the slowing in the 
economy overall, some deleveraging by business and household 
spending. 

With the recovery in the economy, the stabilization in the labour 
market and the boost to housing demand unleashed from 
stimulatory macroeconomic policy, housing credit growth has 
stabilized over recent months.  Higher mortgage rates have also 
slowed repayments also supporting housing credit levels.   

Most recently, other personal credit growth appears to have 
turned the corner, while business credit falls may have been 
arrested.  We look for another month of positive growth in 
January. 

L: 0.3% m/m/ 5.1% y/y, Housing 0.7%; Other personal +0.7%; 

Business -0.2% 

F: 0.2%/ 4.6% y/y 
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Weekly Calendar of Global Economic Releases 
 

 
 

Time NAB
Country Economic Indicator Period Forecast Consensus Actual Previous GMT AEST
Monday 22 February 2010

AU New Motor Vehicle Sales MoM/YoY JAN -15%/1.3% 3.3%/17.2% 0.30 11.30

TA GDP - Constant Prices (YoY) 4Q 7.0% -1.29% 5.30 16.30

JN Convenience/Supermarket Store Sales YoY JAN -5.5%/5% 7.00 18.00

US Chicago Fed Nat Activity Index JAN -0.61 13.30 0.30

US Dallas Fed Manf. Activity FEB 8.30% 15.30 2.30
US Fed's Yellen Speaks in San Diego on U.S. Economy (NV) 16.00 3.00

Tuesday 23 February 2010

JN BoJ Monetary Policy Meeting Minutes for Jan 23.50 10.50

AU RBA Deputy Bank Governor Battellino speaks in Sydney 7.00 18.00

GE IFO - Business Climate/Current Assesments/Expectations FEB 95.8/91.2/100.6 9.00 20.00

UK BBA Loans for House Purchase JAN 45987 9.30 20.30

UK CBI Distributive Trades FEB 11.00 22.00

US S&P/CS Composite-20/US HPI YoY DEC -3%/-1.2% -5.3%/-8.9% 14.00 1.00

US S&P/CS 20 City MoM% SA DEC 0.05% 0.24% 14.00 1.00

US Consumer Confidence FEB 55.0 55.9 15.00 2.00
US Richmond Fed Manufact. Index FEB -2 15.00 2.00

Wednesday 24 February 2010

US ABC Consumer Confidence -49 22.00 9.00

US Fed's Bullard to Speak on Regulatory Reform in Richmond (V) 22.00 9.00

AU Conference Board Leading Index DEC -0.30% 23.00 10.00

JN Corp Service Price (YoY) JAN -1.50% 23.50 10.50

JN Merchnds Trade Balance Total/Adjusted Merchnds Trade Bal. JAN ¥545.3B/¥522.8B 23.50 10.50

AU Wage Cost Index QoQ/YoY 4Q 0.8%/3.2% 0.8%/3.1% 0.7%/3.6% 0.30 11.30

NZ RBNZ 2yr Inflation Expectation 1Q 2.60% 2.00 13.00

JN Small Business Confidence FEB 41 5.00 16.00

GE GDP s.a. (QOQ) 4Q F 7.00 18.00

GE GfK Consumer Confidence Survey MAR 3 7.00 18.00

EC Industrial New Orders SA (MoM/YoY) DEC 1.6%/-1.5% 10.00 21.00

US MBA Mortgage Applications -2.10% 12.00 23.00
US New Home Sales JAN 350K/2.3% 342K/-7.6% 15.00 2.00

Thursday 25 February 2010

AU Private Capital Expenditure 4Q 1.00% 1.5% -3.90% 0.30 11.30

AU Construction Work Done 4Q 5.00% 2.0% 2.20% 0.30 11.30

NZ Money Supply M3 YoY JAN -1.10% 2.00 13.00

NZ NBNZ Business Confidence FEB 39 2.00 13.00

EC Euro-Zone M3 s.a. (YoY/3 mth ave.) JAN -0.2%/-0.1% 9.00 20.00

UK Total Business Investment(QoQ/YoY) 4Q P -0.6%/-19.9% 9.30 20.30

EC Business Climate Indicator FEB -1 10.00 21.00

US Durable Goods Orders/Ex Transportation JAN 1.5%/0.9% 0.3%/0.9% 13.30 0.30

US Initial Jobless Claims 44228 13.30 0.30

US Continuing Claims 41671 13.30 0.30

US House Price Index MoM DEC 0.70% 15.00 2.00

US House Price Purchase Index QoQ 4Q 15.00 2.00
US Fed's Bullard to Speak on U.S. Outlook at Texas A&M-Texarkana (V) 18.00 5.00

Friday 26 February 2010

NZ Trade Balance JAN 2M 21.45 8.45

NZ Building Permits MoM JAN -2.40% 21.45 8.45

JN Nomura/JMMA Manufacturing PMI FEB 52.5 23.15 10.15

JN Natl CPI Ex-Fresh Food/Ex Food, Energy YoY JAN -1.3%/-1.2% 23.30 10.30

JN Industrial Production (MoM/YoY) JAN P 1.9%/5.1% 23.50 10.50

JN Retail Trade YoY/MoM SA JAN -0.3%/-1.2% 23.50 10.50

UK GfK Consumer Confidence Survey FEB -17 0.01 11.01

AU Private Sector Credit MoM/YoY% JAN 0.2%/4.6% 0.2%/4.6% 0.3%/1.5% 0.30 11.30

UK GDP (QoQ/YoY) 4Q P 0.1%/-3.2% 9.30 20.30

UK Index of Services (3mth/3mth) DEC 0.10% 9.30 20.30

EC Euro-Zone CPI (MoM/YoY) JAN 0.3%/0.9% 10.00 21.00

EC Euro-Zone CPI - Core (YoY) JAN 1.10% 10.00 21.00
IN Qtrly GDP YoY% 4Q 7.90%

Upcoming Central Bank Interest Rate Announcements . .

Australia, RBA 2-Mar 3.8% 4.0% 3.8%

Canada, BoC 2-Mar 0.3% 0.3% 0.3%

Europe ECB 4-Mar 1.00% 1.00% 1.0%

UK BOE 4-Mar 0.50% 0.50% 0.5%

New Zealand, RBNZ 11-Mar 2.5% 2.5% 2.5%

US Federal Reserve 16-Mar 0%-0.25% 0%-0.25% 0%-0.25%

Japan, BoJ 17-Mar 0.1% 0.1% 0.1%
FOMC Member voting status: V=voter, NV=non-voter, Alt=Alternate FOMC member r = revised    

AEDT Australian Eastern Daylight Saving Time
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Forecasts 
Economic Forecasts

2008 2009 2010 2011

Australia Forecasts 2008 2009 2010 2011 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

  Real GDP - quarter % -0.8 0.6 0.7 0.2 0.9 0.8 0.7 0.7 1.0 1.0 0.9 1.0 1.0

  Real GDP - annual % 1.3 1.2 2.9 3.7 1.2 0.8 0.6 0.6 2.3 2.6 2.6 3.1 3.2 3.4 3.6 3.9 3.9

  Household Consumpti 1.4 1.5 3.4 3.4 0.1 0.3 0.7 0.7 1.0 0.9 0.9 0.8 0.7 0.8 1.0 1.0 0.8

  Business Investment 12.5 0.1 -1.4 6.4 -0.5 -4.1 1.1 -2.8 -1.9 -0.5 0.9 1.0 1.7 1.5 2.0 2.0 1.5

  Residential Constructio 3.5 -3.2 7.2 6.7 -2.8 -3.7 -5.8 5.8 3.6 0.7 1.5 1.4 1.9 2.0 1.5 1.5 1.0

  Government Spending 8.5 3.3 5.4 1.6 -0.5 -0.7 1.3 1.7 1.6 1.6 1.0 0.8 0.8 -1.0 0.8 0.8 0.8

  Exports 3.0 1.5 1.0 5.2 -1.1 2.4 0.8 -2.3 -1.2 1.0 1.1 1.3 1.6 1.3 1.1 1.1 0.9

  Imports 13.6 8.3 7.2 8.7 -7.4 -7.0 0.7 5.8 1.1 1.3 1.4 1.2 1.5 3.0 2.5 2.5 2.0

  Net Exports* -1.6 0.9 -1.5 -1.1 1.5 2.0 0.0 -1.6 -0.5 -0.1 -0.1 0.0 0.0 -0.4 -0.4 -0.4 -0.3

  Inventories* -0.4 -0.7 0.6 0.0 -1.6 -0.1 -0.5 1.1 0.1 0.0 0.0 0.0 0.1 0.0 0.1 0.0 0.0

  Domestic Demand - qtr% -0.4 -0.8 0.7 0.6 0.9 0.7 0.6 0.6 0.8 0.9 1.2 1.3 1.3

  Dom Demand - annual 1.9 1.2 1.8 3.8 2.8 1.0 0.4 0.1 1.4 2.9 2.8 2.8 2.7 2.9 3.5 4.2 4.7

Australia Other

  CPI headline  - quarter% -0.3 0.1 0.5 1.0 0.5 0.4 0.5 0.5 0.7 0.7 0.7 0.7 0.7

  CPI headline - annual % 3.7 1.9 2.2 2.6 3.7 2.5 1.5 1.3 2.1 2.5 2.4 1.9 2.1 2.4 2.6 2.8 2.8

  CPI underlying - qtr% 0.8 1.1 0.8 0.8 0.7 0.7 0.6 0.5 0.6 0.6 0.6 0.7 0.7

  CPI underlying - annua 4.4 3.8 2.6 2.4 4.4 4.3 4.0 3.5 3.4 2.9 2.7 2.4 2.3 2.3 2.3 2.5 2.6

  Wages (Pvte WPI - qtr%) 1.1 0.8 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.8 0.8

  Wages (Pvte WPI  -ann 4.3 3.4 2.8 2.9 4.3 4.1 3.5 3.2 2.8 2.7 2.8 2.8 2.8 2.8 2.8 2.9 3.0

  Unemployment Rate (% 4.5 5.6 5.0 4.4 4.5 5.3 5.7 5.8 5.6 5.3 5.1 4.9 4.7 4.5 4.4 4.3 4.2

  Terms of trade -2.9 -3.4 1.2 0.5 -2.9 -7.3 -7.5 1.1 0.1 0.5 2.2 1.3 0.9 0.5 0.5 0.5 0.5

  Current Account (% GD -4.6 -4.3 -4.3 -5.7 -2.4 -2.0 -4.2 -5.2 -4.6 -4.0 -3.9 -4.3 -4.9 -5.5 -5.6 -5.7 -5.8

2008 2009 2010 2011
  Australia 1.3 1.2 2.9 3.7

  US -0.7 -2.4 2.5 3.0

  Eurozone 7.5 -4.0 0.9 1.5

  UK 0.8 -4.3 0.7 2.5

  Japan 0.5 -2.4 2.5 1.5

  China 9.5 8.7 9.3 9.0

  India 7.5 6.8 7.3 7.0

  New Zealand -0.1 -1.6 2.9 3.5

  World 2.9 -1.2 3.5 3.9

     *Contribution to real GDP

Interest Rate Forecasts
19-Feb Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11

Australia
RBA Cash rate 3.75 3.75 4.25 4.50 4.75 5.25 5.25 5.50 5.50

3 month bill rate 4.12 4.2 4.5 4.8 5.2 5.4 5.5 5.7 5.7

3 Year Bond Rate 4.66 4.6 4.9 5.1 5.2 5.3 5.3 5.3 5.3

10 Year Bond Rate 5.64 5.5 5.6 5.7 5.8 5.8 5.8 5.8 5.8

3 Year Swap Rate 5.30 5.2 5.5 5.6 5.7 5.8 5.8 5.8 5.8

10 Year Swap Rate 6.13 6.0 6.1 6.2 6.3 6.3 6.3 6.3 6.3

Offshore Policy Rates

US Fed funds 0.25 0.13 0.13 0.13 0.75 1.25 1.50 1.50 1.75

ECB refi rate 1.00 1.00 1.00 1.00 1.50 2.00 2.75 3.00 3.00

BoE repo rate 0.50 0.50 0.50 0.50 1.00 1.25 1.50 1.75 2.00

RBNZ OCR 2.50 2.50 2.75 3.25 3.75 4.25 4.75 5.25 5.75

China 1yr rate 5.31 5.31 5.31 5.58 5.58 5.58 5.58 5.58 5.58

10 Year Benchmark Bond Yields

Australia 5.64 5.45 5.55 5.65 5.75 5.80 5.80 5.80 5.80

United States 3.78 3.70 3.80 4.00 4.25 4.50 4.60 4.70 4.80

Europe 3.25 3.30 3.50 3.60 3.85 4.10 4.20 4.30 4.40

UK 4.10 3.90 4.00 4.10 4.25 4.50 4.60 4.70 4.80

Japan 1.34 1.40 1.50 1.60 1.70 1.90 2.00 2.00 2.00

New Zealand 5.85 5.75 5.80 5.90 6.00 6.30 6.30 6.30 6.40

10 Year Benchmark Bond Spreads to the United States

Australia 186 175 175 165 150 130 120 110 100

United States - - - - - - - - -

Europe -53 -40 -30 -40 -40 -40 -40 -40 -40

UK 32 20 20 10 0 0 0 0 0

Japan -244 -230 -230 -240 -255 -260 -260 -270 -280

New Zealand 207 205 200 190 175 180 170 160 160

Exchange Rate Forecasts
19-Feb Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11

Majors

AUD/USD 0.8916 0.90 1.00 1.00 0.97 0.95 0.93 0.91 0.90

NZD/USD 0.6968 0.72 0.75 0.76 0.74 0.72 0.71 0.70 0.69

USD/JPY 91.72 91 93 98 100 101 103 105 106

EUR/USD 1.3487 1.38 1.41 1.47 1.49 1.45 1.43 1.42 1.40

GBP/USD 1.5429 1.55 1.64 1.72 1.77 1.78 1.77 1.76 1.74

USD/CNY 6.8330 6.82 6.80 6.57 6.48 6.32 6.24 6.12 6.02

USD/CAD 1.0485 1.04 0.96 0.97 0.98 0.99 1.00 1.01 1.02

Australian Cross Rates

AUD/JPY 81.78 82 93 98 97 96 96 96 95

AUD/EUR 0.6611 0.65 0.71 0.68 0.65 0.66 0.65 0.64 0.64

AUD/GBP 0.5779 0.58 0.61 0.58 0.55 0.53 0.53 0.52 0.52

AUD/NZD 1.2796 1.26 1.33 1.32 1.31 1.33 1.31 1.30 1.30

AUD/CNY 6.0923 6.14 6.80 6.57 6.29 6.00 5.80 5.57 5.42

AUD/CAD 0.9348 0.94 0.96 0.97 0.95 0.94 0.93 0.92 0.92
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Important Notices 
 

ANALYST DISCLAIMER: The person or persons named as the author(s) of this report hereby certify that the views expressed in the research report 
accurately reflect their personal views about the subject securities and issuers and other subject matters discussed. No part of their compensation 
was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the research report. Research analysts 
responsible for this report receive compensation based upon, among other factors, the overall profitability of the Global Markets Division  of National 
Australia Bank Limited (ABN12 004 044 937, AFSL230686). The views of the author(s) do not necessarily reflect the views of the National Australia 
Bank Group (“NAB”) and are subject to change without notice. NAB may receive fees for banking services provided to an issuer of securities 
mentioned in this report. NAB, its affiliates and their respective officers, and employees, including persons involved in the preparation or issuance of 
this report (subject to the policies of NAB), may also from time to time maintain a long or short position in, or purchase or sell a position in, hold or act 
as advisors, brokers or commercial bankers in relation to the securities (or related securities and financial instruments), of companies mentioned in 
this report. NAB or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any recommendations made in 
this report. 

AUSTRALIAN DISCLAIMER: National Australia Bank Limited (ABN 12 004 044 937, AFSL 230686), its affiliates, related bodies and any officer, 
employee, agent, adviser or contractor thereof (“NAB”) does not warrant or represent that the information, recommendations, opinions or conclusions 
contained in this document (“Information”) is 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, anyone proposing 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. The Information is not intended as an offer or solicitation for the purchase or sale of any financial instrument. To the extent 
permissible by law, NAB 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 reason of negligence, negligent misstatement or otherwise). If any law 
prohibits the exclusion of such liability, NAB limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and 
is fair and reasonable. NAB 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. The Information is governed by, and is to be construed in accordance with, 
the laws in force in the State of Victoria, Australia, and any dispute or claim arising from, or in connection with, the Information is subject to the non-
exclusive jurisdiction of the courts of that State. 

UK Disclaimer: So far as the law and the Financial Services Authority Rules allow, National Australia Bank Limited and its subsidiaries, affiliates and 
other related bodies (together the “Bank”) disclaims any warranty or representation as to the completeness, accuracy, reliability, legality, validity, 
effectiveness or enforceability of the information and statements in this document. The content of this document (including any amount, valuation and 
transaction structure): is preliminary, indicative and provided for information purposes only; may be subject to change and the Bank does not 
undertake to review the content or the financial condition, status or affairs of any relevant party; 
 is not intended to create any legal relations; 

 does not constitute an offer or commitment to enter into any transaction or provide finance, neither does it indicate or suggest that any such offer 
or commitment shall be forthcoming; 

 does not purport to be complete or exhaustive and should be read in conjunction with other documentation; 

 should not be relied upon; and 

 remains subject to the Bank’s internal approvals and negotiation of satisfactory legal documentation.  

Recipients should not rely on the contents of the documentation and should make their own independent assessment as to the accuracy and 
suitability of the information and where appropriate, recipients should seek professional advice relevant to their circumstances. The Bank will not be 
liable (whether in negligence or otherwise) for any loss or damage suffered from relying on this document.  

The Bank may have proprietary positions in any products described in this document and reserves the right to withdraw any product at any time 
without notification.  

This document is strictly confidential and is provided for information purposes on the understanding that none of the material herein will be divulged 
to outside parties and that circulation, distribution or discussion of the contents will be limited to any intended recipient organisation to the extent 
possible.  

Nothing contained in this document or any other information or explanation provided by the Bank will be considered an invitation to engage in 
business, a recommendation, guidance, proposal, advice or solicitation to provide investment, financial or banking services or an invitation to engage 
in business or invest or deal in any financial instruments.  

National Australia Bank Limited, ABN 12 004 044 937, 88 Wood Street, London EC2V 7QQ. Registered in England BR1924. Head Office: 500 
Bourke Street, Melbourne, Victoria. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated in the UK by the 
Financial Services Authority. 

U.S DISCLAIMER: This information has been prepared by National Australia Bank Limited or one of its affiliates or subsidiaries (“NAB”). If it is 
distributed in the United States, such distribution is by nabSecurities, LLC which accepts responsibility for its contents. Any U.S. person receiving this 
information wishes further information or desires to effect transactions in the securities described herein should call or write to nabSecurities, LLC, 
28th Floor, 245 Park Avenue, New York, NY 10167 (or call (877) 377-5480). The information contained herein has been obtained from, and any 
opinions herein are based upon, sources believed to be reliable and no guarantees, representations or warranties are made as to its accuracy, 
completeness or suitability for any purpose. Any opinions or estimates expressed in this information is our current opinion as of the date of this report 
and is subject to change without notice. The principals of nabSecurities, LLC or NAB may have a long or short position or may transact in the 
securities referred to herein or hold or transact derivative instruments, including options, warrants or rights with securities, or may act as a market 
maker in the securities discussed herein and may sell such securities to or buy from customers on a principal basis. This material is not intended as 
an offer or solicitation for the purchase or sale of the securities described herein or for any other action. It is intended for the information of clients 
only and is not for publication in the press or elsewhere. 
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ASIA DISCLAIMER:  The attached materials (Materials) are confidential and have been prepared by National Australia Bank Limited (ABN 12 004 
044 937, AFSL 230686) (NAB) and made available to you (Recipient) for general information purposes only without taking account of your objectives, 
financial situation or needs.  The Recipient acknowledges that it is a sophisticated institutional investor.  The Materials outline background 
information in relation to the assets/business described and the opportunity to engage in a transaction in respect of the entity/assets/business 
(Potential Transaction) for consideration and assessment by the Recipient.  The Materials are intended to provide the Recipient with high-level 
information only concerning the assets/business to allow the Recipient to consider whether to conduct their own comprehensive investigations and 
due diligence enquiries into, and receive their own independent advice in connection with the entity/assets/business, with a view to entering into a 
Potential Transaction.  The Materials are not, and are not intended to be, a prospectus, offering circular, profile statement or other form of offer 
document regulated or governed by any legislation of any country or a private placement memorandum, an information memorandum or any other 
form of invitation to treat. 

The Materials do not constitute in any jurisdiction an offer, invitation, solicitation or inducement for the issue, subscription, sale, purchase or disposal 
of any securities, financial instruments, assets or businesses, or any advice or recommendation in relation to subscribing for, investing in, or 
acquiring or disposing of any securities, financial products, assets or businesses, or to engage in or refrain from engaging in any transaction 
whatsoever.  Any transaction will only be able to be entered into on the basis of definitive transaction documentation to be negotiated and agreed 
directly between the Recipient and the relevant counterparty(ies).  It is not the intention of NAB to create legal relations on the basis of the Materials. 

Neither NAB nor any other company in the National Australia Bank Group or their respective officers, directors, employees, agents, advisers or 
associates (NAB Group) guarantee the performance of any security, financial product, person, entity, asset or business, or any particular rate of 
return, forecast, target or forward-looking statement, referred to in the Materials nor take responsibility for the Materials or their contents.  Securities 
and financial products, or any assets or business, described in the Materials are not an investment in, a deposit with or other liability of NAB or any 
other company in the NAB Group and such investments or acquisitions, if made, will be subject to investment risk, including possible delays in 
repayments and loss of income or capital invested.  Neither NAB nor any member of the NAB Group in any way stands behind the capital value of, 
nor does it guarantee the performance of, any person or entity, assets or business described in the Materials, including as to any income or other 
distributions.  NAB also does not, nor does any other company in the NAB Group, provide a guarantee or assurance in respect of any entity, assets 
or business described in the Materials, the ultimate owners of such assets or businesses, their respective related companies or the underlying 
entities. 

A member of the NAB Group may hold a position or act as price maker in respect of securities or financial products mentioned in the Materials or the 
securities or financial products of any entity or its related companies mentioned in the Materials, or act as underwriter, placement agent, adviser or 
lender in respect of such entities, securities or products. 

No member of the NAB Group makes any representation or warranty, express or implied, as to the accuracy, reliability or completeness of any 
statement or information in the Materials including, without limitation, any target returns, forecasts (whether economic or otherwise), projections or 
other forward-looking statements (whose preparation involves elements of subjective judgement and analysis).  The Materials do not purport to 
contain all relevant information and any statement as to any future matter is a present prediction of a possible future outcome, the accuracy of which 
is not and cannot be guaranteed.  The Recipient of the Materials should not rely on the contents of the Materials, but should make and rely on their 
own assessment and evaluation and undertake their own investigations and inquiries and seek independent advice to enable them to make any 
decision concerning their own risk and in deciding whether to enter into any Potential Transaction.  In particular, any person should seek their own 
tax advice on the local and foreign tax consequences of any Potential Transaction.  

The Materials may contain “forward-looking statements”.  These forward-looking statements may be based upon certain assumptions.  Actual events 
may differ from those assumed.  There can be no assurance that any forward-looking statements will materialise or will not be materially lower than 
those presented.  Except where otherwise indicated herein, the information in the Materials (including forward-looking statements) is based on 
information available as of the date of the creation of the relevant document and not as of any future date, and will not be updated or otherwise 
revised to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof.  Where 
provided, forecasts and estimates of future performance are sourced from company and broker reports.  Past performance is no guarantee of future 
performance. 

To the maximum extent permitted by law, the NAB Group (a) expressly disclaims all or any liability in connection with the Materials, including, without 
limitation, any express or implied representation for statements, conclusions and forward-looking statements contained in, and omissions from, the 
Materials; (b) expressly disclaims all and any liability which may arise out of the provision to or use by any person of the information and statements 
contained in the Materials or the preparation of the information contained in the Materials or otherwise arising in connection with the contents of, or 
any omission from, the Materials; and (c) accepts no liability (whether in negligence or otherwise) for any loss, damage, costs or expenses of any 
nature which may be suffered or incurred by any person relying on, disclosing or using any information or statement contained in, or otherwise arising 
in connection with, the Materials.  No member of the NAB Group has any liability to the Recipient or to any of such Recipient’s officers, directors, 
employees, agents or associates, legal counsel or other professional advisers or to any other person for any damages, claims, costs or losses 
resulting from the use of the information contained in the Materials. 

By accepting the Materials, the Recipient acknowledges and agrees that NAB is acting, and will at all times act, as an independent contractor and is 
not acting, and will not act, in any other capacity, including a fiduciary capacity, with respect to the Recipient.  NAB, in its capacity as principal or 
agent, is involved in a wide range of commercial banking and investment banking activities globally (including investment advisory, asset 
management, research, securities issuance, trading (customer and proprietary) and brokerage) from which conflicting interests or duties may arise.  
Members of the NAB Group may provide services to any other entity or person whether or not a member of the same group as the Recipient (Third 
Party), engage in any transaction (on its own account or otherwise) with respect to the Recipient or a Third Party, or act in relation to any matter for 
itself or any Third Party, notwithstanding that such services, transactions or actions may be adverse to the Recipient or any member of the 
Recipient’s group, and members of the NAB Group may retain for their own benefit any related remuneration or profit. 

The Materials are strictly confidential and should not be disclosed or circulated to any other person or reproduced or redistributed in any format 
without the prior written consent of NAB.  NAB reserves the right at any time to suspend or terminate your access to or use of the Materials. 
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