ANZ Economic Outlook

Stronger growth,
but low inflation

David Horne
District Executive - Business
Banking

ANZ
Mar 2017




The developed world is recovering
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World growth is broadening, although global trade remains
weak and risks remain.

World GDP growth
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Central banks around the world are missing their inflation
targets. The combination of ok growth and low inflation is not unique

to Australia.
Inflation and central bank targets
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The mining investment boom has almost fully unwound.
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The drag from falling mining investment is set to abate

Mining investment - contribution to growth
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The economy is adjusting to the aftermath of the biggest and
most persistent terms of trade boom ever. Commodity prices
now look to have bottomed

Terms of trade (export prices relative to import prices)
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Growth in Australia’s income has been hit by falling
commodity prices, but the worst now looks to be behind us

Growth in Australia’s income per capita
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The fall in commodity prices has weighed heavily on public
spending

Public spending
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Non-mining business investment is picking up strong in the non-
mining states. Nationally, it's being held down by weakness in the
mining states.

Non-mining business investment by state
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There is still a substantial amount of work in the housing

construction pipeline, especially in apartments where there
is close to two years of work yet to be done

Residential building approvals

Dwelling approvals ('000s per month)
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t amount of stock due to come on stream

IS a signitican

There

over the next couple of years, particularly in Brisbane and

Melbourne

Approvals vs the housing stock
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Tighter lending conditions suggest the peak in finance and
building approvals is behind us

Debt finance availability
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The pick-up in consumer spending has been an important part
of the non-mining recovery.

Consumption
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Strong growth in house prices has supported consumer
spending, but soft income growth remains a headwind

Household saving and net worth
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Consumer confidence has risen solidly this year — households
are confident about their personal finances and less worried

about the economic outlook

Consumer confidence
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The lower AUD has been a key support to growth, but with
the bulk of the depreciation behind us its impact will likely

lessen
AUD and tourism
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But education and tourism, especially to China, will remain
important drivers of services export growth

Tourist expenditure by state
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The strength in services has been a key driver of the labour
market. The fall in the unemployment rate to 5.6% is encouraging.
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While the unemployment rate has fallen, there is still a
significant amount of spare capacity in the labour market

Unemployment and underemployment
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Wages growth looks to have bottomed, but spare capacity in
the labour market will limit any rebound in wages growth

Average wages
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The RBA is facing a prolonged period with inflation under-
shooting the target band.

A benign inflation profile
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High household debt is an impediment to further rate cuts

Household debt - international comparison
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The RBA has cut the cash rate to the historic low of 1.5%. We

expect the cash rate to remain on hold, although further policy

easing can’t be ruled out if inflation surprises on the downside.
Market Pricing
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The currency could fall a little further to support growth

Terms of trade vs AUD
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WHAT DOES THIS MEAN FOR QUEENSLAND




Our economic indicator suggests the economy remains
challenged.

ANZ Queensland Stateometer

Index
(3 month moving average)
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Unemployment remains high in some parts of regional
Queensland

Queensland unemployment

Per cent, trend
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Health, education and hospitality are the key growth areas for
jobs

Queensland unemployment

Construction

Mining

Manufacturing

Utilities

Retail trade

Agriculture

Wholesale trade

Public admin & safety
Transport

Information media

Rental & real estate services
Finance

Arts & recreation services
Admin & support services
Other services

Professional services
Hospitality

Education & training

Health care & social assistance

r T N ‘Y 1 T

-40 -20 0 20 40 60
B'000 change in employment over 3 years to Aug-16

\

A N>
Sources: ABS, ANZ Research IINﬁ‘ @ 30



But the fall in mining investment has run its course in
Queensland ...

Mining investment in the mining states
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... business conditions have picked up solidly...

Business conditions
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... and retail sales have picked up recently

Retail sales
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The Sunshine Coast Economy

« Our economy is historically dominated by four main sectors - tourism,
leisure, construction and retail.

« Diversification underway - education, agribusiness, aviation and clean
technologies.

« Priority economic development sectors for the region include health and
wellbeing, education and research, tourism and events, professional and
knowledge services, agriculture and food, aviation and clean technology.

« Key projects: Maroochydore CBD, Airport expansion, “Aura”, new Hospital,
solar farm, proposed sub-sea cable, Palmview



Business Confidence is positive

Confidence Indicators
Profitability 12% 4% 48%
staffing Levels B% 59% 33%
Capital Investment 10% 57% 33%

Source: Boardroom Business (3016) 3unshine Coast Business Confidenos Survey (Mo 2006

Business Confidence remains elevated, at similar levels to both
2014 and 2015. A solid 56% of respondents expect “a stronger”
business performance in the next & months. Encouragingly,
48% of businesses expect an increase in profitabifity.”

Jo Masters, Senior Economist - AN

90%

of survey responders axpact the
same (or an increasad) level of capital
investment over the next six months.

88%

expected the same (or increased)

profitability levels

4

&N 0



House price performance has been variable, but the Gold Coast
and Sunshine Coast are performing solidly
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Currency forecasts

Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17
AUD FX rates

AUD/USD 0.77 0.76 0.74 0.72 0.70 0.68
AUD/NZD 1.05 1.07 1.07 1.07 1.08 1.06
AUD/IPY 80.9 79.8 74.0 72.0 70.0 68.0
AUD/EUR 0.76 0.71 0.70 0.69 0.67 0.64
AUD/GBP 0.60 0.61 0.60 0.58 0.55 0.52
AUD/CHF 0.79 0.78 0.75 0.73 0.71 0.69
AUD/CNY 5.16 5.13 5.01 4.90 4.78 4.66
A$ TWI 65.7 65.0 63.3 61.8 60.2 58.5
International FX rates

UsSD/JPY 105 105 100 100 100 100
EUR/USD 1.01 1.07 1.05 1.04 1.05 1.07
GBP/JPY 134 131 123 125 128 132
GBP/USD 1.28 1.25 1.23 1.25 1.28 1.32
USD/CHF 1.02 1.03 1.01 1.01 1.02 1.01
NzZD/USD 0.73 0.71 0.69 0.67 0.65 0.64
USD/CNY 6.70 6.75 6.77 6.80 6.83 6.85
US$ Index 102.3 99.3 99.8 100.0 99.0 97.4

Source: ABS, Bloomberg, RBA, ANZ Research "‘Nb.‘ ' 38



Australian economic forecasts

Australia - annual % growth

GDP 3.6 2.0 2.7 2.4 3.1 3.2
Domestic final demand 4.2 0.6 1.1 1.1 1.8 2.9
Headline CPI 1.8 2.4 2.5 1.5 1.2 1.9
Core CPI 2.2 2.5 2.5 2.2 1.5 1.9
Employment 1.2 0.9 0.7 1.9 1.8 1.8
Wages 3.6 2.8 2.6 2.2 2.1 2.4
Unemployment rate (ann. avg) 5.2 5.7 6.1 6.1 5.7 5.4
Current Account (% of GDP) -4.2 -3.4 -2.9 -4.7 -3.5 -3.4
Terms of Trade -10.2 -3.6 -7.4 -11.5 -3.6 2.8
Private Sector Credit 3.9 3.4 5.2 6.3 5.9 5.0

- Housing 4.9 4.9 6.5 7.3 6.6 5.7

- Business 3.2 1.5 3.6 5.6 5.9 4.7

- Personal -0.9 0.4 0.9 0.7 -0.9 -0.2
RBA cash rate (% year end) 3.00 2.50 2.50 2.00 1.50 1.50
3yr bond yield (% year end) 2.67 2.95 2.13 2.02 1.40 1.40
10yr bond yield (% year end) 3.27 4.24 2.74 2.88 1.85 2.05
AUD/USD (year-end value) 1.04 0.89 0.82 0.73 0.76 0.68

Source: ABS, Bloomberg, RBA, ANZ Research "‘N“ ' 39



Commodity price forecasts

METALS (US$/1b)
Base metals

Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17

Aluminium US$/Ib 0.72 0.74 0.75 0.75 0.75 0.75 1.00
Copper USs$/Ib 2.18 2.20 2.31 2.41 2.50 2.52 2.95
Nickel US$/Ib 4.54 5.22 5.55 5.67 6.13 6.81 6.81
Zinc US$/Ib 1.02 0.99 1.00 1.00 1.01 1.02 1.00
Lead US$/Ib 0.89 0.86 0.82 0.83 0.84 0.85 1.00
Tin US$/Ib 8.62 8.85 8.96 8.62 8.85 8.96 8.17
Precious metals
Gold US$/oz 1325 1375 1390 1375 1400 1425 1430
Silver US$/oz 19.0 19.1 19.9 19.2 19.7 20.1 20
ENERGY (US$/bbl)
WTI US$/bbl 45 52 52 58 57 55 60
Brent US$/bbl 48 54 53 60 58 59 60
Uranium US$/Ib 45 45 48 50 53 56 60
BULKS (US$/t)
Thermal coal* US$/t 62 62 62 60 60 60 60
Premium hard cokiniUS$/t 93 130 120 110 90 92 95
Iron ore (cif China) US$/t 57 56 55 52 52 55 60
*Japanese contract
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Interest rate forecasts

Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18
United States
Fed funds rate 0.75 0.75 1.00 1.00 1.25 1.25 1.50
3-month LIBOR 0.93 0.93 1.30 1.30 1.55 1.55 1.80
2-year bond 0.85 1.00 1.18 1.33 1.39 1.41 1.60
10-year bond 1.60 1.70 1.80 1.90 2.00 2.10 2.10
2510s curve (bps) 75 70 62 57 61 69 50
Euro zone
ECB refinance rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Australia
RBA cash rate 1.50 1.50 1.50 1.50 1.50 1.50 1.50
90-day bill rate 1.73 1.71 1.71 1.72 1.72 1.72 1.72
3-year bond 1.50 1.45 1.40 1.40 1.40 1.40 1.40
10-year bond 2.10 2.15 2.20 2.25 2.30 2.35 2.30
Aus/US spread 0.50 0.45 0.40 0.35 0.30 0.25 0.20
3s10s curve (bps) 60 70 80 85 90 95 90
10-year swap spread 15 15 10 10 10 10 10

Source: ABS, Bloomberg, RBA, ANZ Research "‘ Nz ‘o' 41
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WANT TO SUBSCRIBE TO MORE FROM ANZ RESEARCH?

Email: research@anz.com

We offer:

e Australia: Economic Insights; Quick Reactions; Morning Note; Eco Weekly;
Budget Coverage; Property Outlooks; Major Projects Update; State Reports;
FX and Rates coverage; Commodities

e NZ coverage from our Research team in New Zealand

e China coverage from our Research team in Hong Kong and China

» Asia/Pacific coverage from our Research team in Singapore

e US/Europe/Japan coverage

AN O +


mailto:research@anz.com

ANZ Research - Who We Are

The Australian Team

CHIEF ECONOMIST
Richard Yetsenga

+61 2 8037 0067
Richard.Yetsenga@anz.com

ECONOMICS FINANCIAL MARKETS COMMODITIES

Felicity Emmett Daniel Been Daniel Hynes

Head of Australian Economics Head of FX Research Senior Commodity Strategist
+61 2 8037 0571 +61 2 8037 0066 +61 2 8037 0072
Felicity.Emmett@anz.com Daniel.Been@anz.com Daniel.Hynes@anz.com

Jo Masters

Senior Economist Martin Whetton

+61 2 8037 0078 Senior Rates Strategist

Joanne.Masters@anz.com +61 2 8037 6002

Martin.Whetton@anz.com

Daniel Gradwell

Economist Katie Hill
+61 3 8655 9248 Rates Strategist
Daniel.Gradwell@anz.com +61 2 8037 0062

Katie.Hill@anz.com

Giulia Lavinia Specchia
Economist

+61 2 8037 0009
GiuliaLavinia.Specchia@anz.com

ranrs X a&s


mailto:Joanne.Masters@anz.com
mailto:Daniel.Gradwell@anz.com
mailto:GiuliaLavinia.Specchia@anz.com
mailto:Daniel.Been@anz.com
mailto:Martin.Whetton@anz.com
mailto:Katie.Hill@anz.com

Disclaimer

The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain jurisdictions. Persons who receive this publication must
inform themselves about and observe all relevant restrictions. Disclaimer for all jurisdictions, where content is authored by ANZ Research: Except if otherwise specified below, this
publication is issued and distributed in your country/region by Australia and New Zealand Banking Group Limited (ABN 11 005 357 522) ("ANZ"), on the basis that it is only for the information of
the specified recipient or permitted user of the relevant website (collectively, “recipient”). This publication may not be reproduced, distributed or published by any recipient for any purpose. It is
general information and has been prepared without taking into account the objectives, financial situation or needs of any person. Nothing in this publication is intended to be an offer to sell, or a
solicitation of an offer to buy, any product, instrument or investment, to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or products
referred to in this publication are deemed to be offered in the jurisdiction in which this publication is received or accessed, no such service or product is intended for nor available to persons
resident in that jurisdiction if it would be contradictory to local law or regulation. Such local laws, regulations and other limitations always apply with non-exclusive jurisdiction of local courts.
Certain financial products may be subject to mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be subject to frequent
amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other relevant advice having regard to their particular circumstances. The views
and recommendations expressed in this publication are the author’s. They are based on information known by the author and on sources which the author believes to be reliable, but may involve
material elements of subjective judgement and analysis. Unless specifically stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all
price information is indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject to significant uncertainties and contingencies
that cannot reasonably be anticipated. On this basis, such views and recommendations may not always be achieved or prove to be correct. Indications of past performance in this publication will
not necessarily be repeated in the future. No representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past, or that significant
losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or results or actual performance may differ materially from those reflected or
contemplated in such forward looking statements. All investments entail a risk and may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price
or income of any products or services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting in these products or
services may be considered risky. ANZ and its related bodies corporate and affiliates, and the officers, employees, contractors and agents of each of them (including the author) (“Affiliates”), do
not make any representation as to the accuracy, completeness or currency of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates accept any responsibility
to inform you of any matter that subsequently comes to their notice, which may affect the accuracy, completeness or currency of the information in this publication. Except as required by law,
and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of the products or services described in this publication or any return on any
associated investment; and, ANZ and its Affiliates expressly disclaim any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense (“Liability”)
arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with this publication. If this publication has been distributed by
electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or
incomplete, or contain viruses. ANZ and its Affiliates do not accept any Liability as a result of electronic transmission of this publication. ANZ and its Affiliates may have an interest in the subject
matter of this publication as follows: They may receive fees from customers for dealing in the products or services described in this publication, and their staff and introducers of business may
share in such fees or receive a bonus that may be influenced by total sales. They or their customers may have or have had interests or long or short positions in the products or services
described in this publication, and may at any time make purchases and/or sales in them as principal or agent. They may act or have acted as market-maker in products described in this
publication.

ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more business areas within ANZ or within its Affiliates into
other business areas of ANZ or of its Affiliates. Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
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