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US non-farm payrolls increased by a larger-than-expected 528K (0.37%) in July, while the unemployment rate fell 0.1 pc pt to 3.5%, matching the pre-
pandemic lows in January-February 2020, which were in turn the lowest since 19469 (slide 48): note, however, that (as it has done since February) the
household survey showed a smaller gain in employment of only 179K (0.1%) - and that the household survey has historically been better at picking
‘turning points’ in employment than the (larger, and thus usvally regarded as more reliable) payrolls survey

Financial markets interpreted the larger-than-expected increase in US payroll employment as increasing the prospect of a third successive 75 basis
point increase in the fed funds rate at next month’s FOMC meetfing, reversing what had previously been growing expectations that future increases
would be smaller (slides 59, 34 and 38)

Global supply-chain pressures appear to be easing, as indicated by the decline in the New York Fed's index of global supply chain pressures in July to
its lowest level since January 2021, and the now 3% decline in container shipping costs since they peaked last September (zlide 24)

Consistent with that, 'upstream’ price pressures, as indicated by the ‘prices paid' components of the US ISM indexes fell in July to their lowest levels since
August 2020 for manufacturing, and since February 2021 for services businesses (slide 54); the manufacturing ISM also points to some easing in supply-
chain disruptions (slide 55)

The US goods and services frade deficit namowed by U555.3bn to $79.6bn in June, the smallest deficit since December last year, driven by increases of
1.3% and 0.6%, in the volume and average price, respectively of US exports, and falls of 0.4% and 0.1% in the volume and price of imports (slide 54)

The Bank of England raised its bank rate by 50 basis points, to 1.75%, at last week'’s Monetary Policy Committee meeting, the largest increase since
February 1995: the Bank now expects the UK's ‘headline’ inflation rate to peak at 13% in Q4 this year, and the UK economy to enter a recession in Q4
entailing a 2'4% confraction in real GDP over five quarters (slide £8)

China's merchandise trade surplus widened another US53.3bn to a new record 5101.3bn in July, with exports up 0.5% in July and by 17.8% from a year
earlier, whereas imports fell 0.7% in July and were only 2.3% above the year-earlier level (slide 75)

Indonesia’'s real GDP expanded by 5.4% in Q2 from a year earlier, driven by strong growth in household consumption and exports (slide 70)

The Reserve Bank of India lifted its policy rates by a larger-than-expected 50 basis points, the third consecutive increase, and also raised banks’ cash
reserve requirement ratio by 50bp (slide 10%)

Employment in Canada fell another 0.2% in July, but the unemployment rate remained unchanged at a 52-year low of 4.9% (slide 112)

The Reserve Bank of Australia raised its cash rate another 50 bp, to 1.85%, bringing the cumulative increase over the past four months to 175 bp, the
fastest increase since the second half of 1994 (slides 111 and 113)

Banco Central do Brasil lifted its Selic rate another 50bp, to 13%%% (making for a cumulative increase of 11': pc pts since March last year), but appeared
to suggest that the tightening cycle may be approaching its peak (slides 1156-117)

US July CPIl is the most important item on this week's calendar but there’s also Q2 GDF for the UK, the Philippines, Taiwan, Malaysia, HK & Singapore, while
the Bank of Thailand is likely to lift rates for the first ime since the pandemic (slide 125)
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Covid-19 threw the world economy into its deepest recession since the
1930s, from which it has recovered quite quickly over the past 18 months

World and OECD area real GDP growth
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Note: Estimates of global GDP growth compiled by Corinna using data for 100 countries accounting for 94% of 2019 world GDP as measured by the IMF, weighted in

accordance with each country’s share of global GDP at purchasing power parities in 2019; excludes constituents of the former USSR before 1993, the former SAUL ESLAKE
Czechoslovakia before 1995, and the former Yugoslavia before 1998. Sources: national statistical agencies and central banks; Eurostat; OECD; IMF; Corinna.
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https://data.oecd.org/gdp/quarterly-gdp.htm#indicator-chart

Almost all developed economies, and many ‘emerging’ economies, are
confronting the highest inflation in decades

United States
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https://www.bls.gov/bls/inflation.htm
https://www.ons.gov.uk/economy/inflationandpriceindices
https://ec.europa.eu/eurostat/web/hicp
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.stat.go.jp/english/data/cpi/1581-z.html
http://kostat.go.kr/portal/eng/index.action
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation
https://www.stats.govt.nz/indicators/consumers-price-index-cpi/

Monetarists would say, “l told you so” about the inflation - but they would
also now have to say that inflation will come down again
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Sources: US Federal Reserve; Bank of Japan; European Central Bank; Bank of England; Bank of Canada; Reserve Bank of Australia.
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https://www.federalreserve.gov/releases/h6/current/default.htm
https://www.boj.or.jp/en/statistics/stop/ms/index.htm/
https://www.ecb.europa.eu/stats/money_credit_banking/monetary_aggregates/html/index.en.html#:~:text=Monetary%20aggregates%20background&text=M3%20is%20the%20sum%20of,of%20up%20to%20two%20years
https://www.bankofengland.co.uk/statistics/money-and-credit/2022/april-2022
https://www.bankofcanada.ca/rates/indicators/key-variables/monetary-aggregates/
https://www.rba.gov.au/statistics/tables/xls/d03hist.xls?v=2022-06-25-13-52-24

Two IMF researchers have provided a helpful stylized depiction of the
sources of upward pressure on inflation over the past 15 months

An aggregate supply- aggregate demand (AS-AD) curve illustration of the factors behind the rise in inflation over
the past 15 months
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https://www.imf.org/en/Publications/fandd/issues/2022/03/Future-of-inflation-partI-Agarwal-kimball

Tight labour markets and rising labour costs have contributed to rising
inflation in some economies - though not (so far) in Australia
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https://www.bls.gov/news.release/eci.toc.htm
https://www.atlantafed.org/chcs/wage-growth-tracker
https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=1410022201
https://www.destatis.de/EN/Themes/Labour/Earnings/_node.html;jsessionid=58BFF12311291B7E01D31FA0235EE4E9.live721
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours
https://www.abs.gov.au/statistics/labour/earnings-and-working-conditions
https://www.stats.govt.nz/information-releases/labour-market-statistics-june-2022-quarter/
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Commodity prices, apart from gas, are now falling — and supply chain

pressures are easing too

‘Hard’ commodity prices
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https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html
https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html
https://www.newyorkfed.org/research/policy/gscpi#/interactive

A range of US surveys are now hinting that ‘upstream’ inflation may have
peaked - while longer-run household inflation expectations have fallen
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Sources: Federal Reserve Bank of Philadelphia; Federal Reserve Bank of Kansas City; Federal Reserve Bank of Dallas; Institute of Supply Management; Michigan University Survey SAU L ESLAKE
Research Center.
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https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
http://www.sca.isr.umich.edu/

With the benefit of hindsight (always 20-20), governments and centiral
banks did ‘too much’ stimulus
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https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO
https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO
https://www.federalreserve.gov/releases/H41/default.htm
https://www.ecb.europa.eu/press/pr/wfs/html/index.en.html
https://www.boj.or.jp/en/statistics/boj/other/ac/index.htm/
https://www.bankofengland.co.uk/weekly-report/balance-sheet-and-weekly-report
https://www.bankofcanada.ca/rates/banking-and-financial-statistics/bank-of-canada-assets-and-liabilities-weekly-formerly-b2/
https://www.rba.gov.au/

The ‘policy mistake’ wasn’t in doing ‘too much'’ initially - it was in not
starting to wind it back, once it was clear that it was no longer needed

O With the benefit of hindsight, governments and central banks provided ‘too much’ fiscal and
monetary policy stimulus in response to the economic downturns wrought by the restrictions imposed
to deal with Covid-19

— but when Covid-19 first struck, and no-one knew what effects it might have or how long it would take to
develop safe and effective vaccines, the economic outlook was almost universally expected to be dire

— the probability that they could have calibrated exactly the ‘right’ amount of stimulus in these circumstances
was zero

— So the ‘right mistake’ to have made, at least initially, was to err on the side of doing ‘too much’

d The ‘big’ mistake was in failing to wind back the stimulus once it was clear - as it should have been
by around this time last year - that governments and central banks had provided more stimulus than
was needed
— unfortunately, most of them didn’t

SAUL ESLAKE
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It's hard to fault the RBA’s policy responses to the initial onset of Covid-19 -
but it should have realized things hadn’t turned out so bad a year later

RBA'’s forecasts as at May 2020 RBA'’s forecasts as at August 2021
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https://www.rba.gov.au/publications/smp/

By November last year, the RBA'’s forecasts should have prompted a re-
think of monetary policy settings — and certainly by February this year

RBA's forecasts as at November 2021
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Note: Darker shading represents the RBA's 2-3% inflation target range. Sources: ABS; RBA, Statements on Monetary Policy.
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https://www.rba.gov.au/publications/smp/

The continued sirength (through June) in a wide range of ‘discretionary’
spending indicates how strong aggregate demand has been (and is)
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Sources: ABS, Retail Trade, Australia, June 2022; and International Trade in Goods and Services, Australia, June 2022.
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https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia
https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/latest-release

Leaving aside forecasting errors (where they were hardly Robinson Crusoe),
the RBA made two significant mistakes

d Putting a date on how long interest rates would remain at record lows

— most other central banks stipulated economic criteria which would need to be met before they would start
‘normalizing’ monetary policy settings

— and nearly all of them emphasized that achieving those criteria would “take patience and time” (or words to
that effect)

— but no other central bank sought to put a date on how long interest rates would remain at record lows
— or sought to underscore that time-specific commitment with targeted asset purchases

O Having a ‘model’ of inflation which (implicitly) assumed that a ‘sustainable’ rise in inflation could only
come from faster wages growth
— which led the RBA into failing to appreciate the consequences of the various sources of inflationary pressure
which did emerge during 2021
— and seems to have been a major reason why they were slow to respond to the rise in inflation
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The RBA'’s latest SOMP forecasts seem plausible, although GDP growth may
slow more, and unemployment rise further, than they expect
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Source: Reserve Bank of Australia, Statement on Monetary Policy, 5™ August.
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https://www.rba.gov.au/publications/smp/2022/aug/

Although the RBA is a lot more ‘transparent’ than it used to be, there is still
considerable room for improvement

1 Why doesn’t the RBA publish the data behind all the charts in its Statements on Monetary Policy in
spreadsheet form on its website — as many other central banks do?

Bank of England / \ Reserve Bank
.‘ NORGES BANK % of New Zealand
Te Pltea Matua

Home | Monetary Policy Report - A

Igust 2022

Monetary Policy Report -

MONETARY POLICY REPORT Monetary Policy Statement May
August 2022 Number: 2/2022 2022

Monetary Policy Report 2/22 (pdf) Data for the May 2022 MPS  xiex 40e7e xe
Downloads -

[x] Data for charts in MPR 2/22 (xlsx)

B May 2022 Monetary Policy Statement briefing roFszzme

[x] Data for annex in MPR 2/22 (xlsx)
&

CNB CZECH

l't_t NATIONAL BANK
BANCO CENTRAL Monetary Policy Report - Spring 2022

DO BRASIL

Download the Monetary Policy Report (PDF)

Download the chart slides and data (ZIP)

Chartbook and underlying data Monetary Policy Report (June 2022)
I'l'lflf—ltlljll report » Underlying_data — Monetary Policy Report (xlsx, 262 kB)

+ Monetary Policy Report (June 2022).pdf E
» Underlying data — Chartbook (xlsx, 573 kB)

: A —
[hursday, 24 % Statistical annex - 880.7 Kb 4 Data sets for figures_June 2022 xlsx E

» Underlying data — Boxes (xlsx, 490 kB)
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still
considerable room for improvement

1 Why doesn’t the RBA publish the results of its ‘business licdison program’ — as many other central banks
do with their equivalents?

Foruse at2:00 PM EDT Bank Of England

Wednesday

s Agents' summary of business
conditions - 2022 Q2

We regularly publish a summary of reports compiled by our twelve regional
Agents following discussions with at least 700 businesses across the UK every

The BEige BOOk reporting period.

Summary of Commentary on Current Economic Conditions
By Federal Reserve District

e

N sANK OF cANADA
do i L BANQUE DU CANADA

Business Outlook Survey—Second
Quarter of 2022

Business Outlook Survey Data

Each quarter, the Business Outlook Survey results are based on interviews with

senior management of about 100 firms. You can view the latest quarterly data

and download all available data. You can also find four quarter moving average
July 2022 data by firm size, region and sector.

SAUL ESLAKE

21 CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



Although the RBA is a lot more ‘transparent’ than it used to be, there is still
considerable room for improvement

d Why does the RBA publish so little (timely) information about the composition of its balance sheet
compared with other central banks?

A1 RESERVE BANK OF AUSTRALIA - LIABILITIES AND ASSETS - SUMMARY <+— Published each Friday afternoon
Deposits
(excluding Other assets . .
Capital and Exchange  Exchange Gold and (including Published with a |Gg of more than
Reserve Bank Motes on seflement  Sefflement  Other foreign Australian dollar clearing 3 monfhs
Title Resenve Fund issue balances balances) liabilities Total liahilities  exchange investments items) Total assets
Description  |Capital and Re Motes on issue Exchange settl Deposits (excll Other liabilities Total RBA liabili Gold and forei Australian dollar Other assets Total RBA assets
Frequency |Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly
Type Original Original Original Original Original Original Original Original Original Original
Units Fmillion A1 RESERVE BANK OF AUSTRALIA - LIABILITIES AND ASSETS - DETAILED
Capital and Exchange Deposits of Australian State Gold and
Reserve Bank Motes on settlement RBA term overseas Government Governments Other Other foreign Australian dollar Loans and  Clearing
Title Reserve Fund issue balances deposits institutions Deposits Deposits Deposits liahilities Total liabilities exchange investments advances items Other assets Total assets
Source REBA Description |Capital and Re Motes on issue Exchange settl RBA term depc Deposits of ove Australian Governr State Governmer Other Deposits Other liabilities Total RBA liabili Gold and forei Australian dollar Loans and ad Clearing item Other assets; Total RBA assets
Publication date |05-Aug-202  Frequency |\Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly Weekly
Seres 1D ARBALCRF Type Original Qriginal Criginal Qriginal Criginal Qriginal Original Criginal Qriginal Criginal Criginal Qriginal Qriginal Original Criginal Qriginal
Units F million % million F million F million $ million % million F million F million % million $ million F million % million % million F million % million % million
4-0ay-2022 154
11-May-2022 154
18-May-2022 154 Source RBA REA RBA RBEA RBA REA REA RBA RBEA RBA RBA REA RBA RBA RBA RBA
25-May-2022 {gr4FPublication date |05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022  05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022 058-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022 05-Aug-2022
1-Jun-202? 154 Series I |ARBALCRFW ARBALNONY ARBALESBW ARBALRTDW ARBALDOOIW ARBALDOGIAGW ARBALDOGISW ARBALDOOW ARBALOLW  ARBALTLW ARBAAGFXW ARBAAASTW  ARBAALAW ARBAACIW  ARBAADAW ARBAATAW
" 2-Feb-2022 15406 102425 443415 0 20537 40792 76 0 21264 f43915 74702 AAT206 1 457 1459 £43915
§-Jun-2022 134 grepo022 15408 102281 444675 0 29102 328004 373 0 17213 647054 75891 568950 1 755 1457 47054
18-Jun-2022 154 16-Feb-2022 15406 102112 452896 0 23614 35542 193 1 14886 644650 74949 567804 1 425 1471 644650
23-Jun-2022 154 23-Feb-2022 15406 101960 442566 0 24432 45274 155 0 12203 641996 73511 BRE16T 1 849 1468 £41996
29-Jun-2022 154 2-Mar-2022 15406 101815 442668 0 19195 52152 31 0 16183 647450 74177 571342 1 479 1451 F47450
9-Mar-2022 15406 101835 437967 0 28344 48839 607 1 7168 640167 72465 565470 1 794 1437 640167
6-Jul-2022 154 q5mar-2022 15406 101890 442737 0 25475 46789 365 1 5794 638457 72735 563787 1 476 1458 638457
13-Jul-2022 184 23-mar-2022 15406 101949 421467 0 31110 60983 181 0 1351 629750 70923 556588 1 802 1436 §29750
a0-Jul-2022 164 30-Mar-2022 15406 101997 436252 0 19863 55362 69 0 -6071 628348 72145 554324 1 4571 1427 f28348
27-1ul-2022 154 G-Apr-2022 15406 102302 436483 0 17945 57152 48 0 -B178 621158 68416 550561 0 TE3 1418 £21158
1 Au0-2022 154 13-Apr-2022 15406 102615 441143 0 19958 48152 713 0 -§202 621695 70881 545891 0 483 1440 F21695
-Alg- 20-Apr-2022 15406 102547 431189 0 11765 62872 322 2 -0B57 620446 69253 548828 0 933 1432 620446
27-Apr-2022 15406 102499 426998 0 12846 62368 a5 0 -5162 621050 72882 545961 0 759 1448 621050

O The RBA does publish details of its holdings of Commonwealth and State & Territory government securities once a month SAUL ESLAKE
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still
considerable room for improvement

O Other central banks such as the Fed publish much more detail about their balance sheets every week

H.4.1
Factors Affecting Reserve Balances of Depository Institutions and

Condition Statement of Federal Reserve Banks A
ugust 4, 2022

H.4.1
1. Factors Affecting Reserve Balances of Depository Institutions

Milions of dollarg 1. Factors Affecting Reserve Balances of Depository Institutions (continued)

Reserve Bank cradit, related items, and Averages of daily figures \Wednesda Milliong of dollars
reserve balances of depository institutions at Week ended Change from week ended Aug 3 20-23.':_’ Reserve Bark credit. related items. and Averages of daily figures
Federal Reserve Banks Aug 3, 2022 dul 27, 2022 Aug 4. 2021 : reserve balances of depository institutions at Week ended Change from week ended Wednesday
] Aug 3, 2022
Reserve Bank cradit 8,847,741 - 18,258 + £53,077 g,838,997 Federal Reserve Banks Aug 3, 2022 Jul 27, 2022 Aug 4, 2021
Securities held oullighl' 8,447,773 - 16,560 + 730,576 g,435 018 Currency in circulation' 2,274,415 - 37 + 87,423 2,275,786
U-S-T[EESUFB’ securities 5,727,543 - 5,814 + 457,873 5,715 113 Reverse repurchase agreements"" 2 516, 245 + 9,355 +1,256 151 2,447 540
Bills* i 326,044 0 o 326,044 Forgign official and intemational accounts 281,871 - 6,523 + 2,917 265, 602
Notes and bonds, nominal® 4,933,455 - 7,004 + 396,108 4,924 116 Others 2,234 374 + 15,879 +1,253 2734 2,182,238
Motes and bonds. inflation-indexed” 374,713 0 + 25,434 374, 713 Treasury cash holdings 104 + 5 + 56 101
Inflation compensation” 93,728 + 1,150 36,337 94 240 Deposits with F.R. Banks, other than reserve balances BlE, 656 - 28,100 + 82 544 791,735
Federal agency debt securifies” 2,347 0 0 2,347 Temn deposits held by depository insfitutions 0 0 0 ]
Martgage-backed securifies’ 2,717,483 - 10,74% 332,658 2,717 552 U5 Treasury, General Account 534 115 - 8,830 + 101, 447 B&6, 577
Unamarfized premiums on securities held outright” 330,302 - 877 22,356 330,034 Foreign official 8,604 - 562 + 2,493 3,655
Unamorfized discounts on securifies held outright” -25,535 - 44 11,260 -25 338 Other” 213,937 - 18,707 - 21 .39%¢ 215, 464
Repurchase agreements” 1 + 1 1 0 Treazury contributions to cradit facilities ™ 17,540 0 - 22 338 17,940
Foreign official 0 0 0 0 Other liabilities and capital 48,823 - 1,393 - 975 43,412
Cthers 1 + 1 + 1 o
Loans 13,023 - 671 65,502 18,862 Total factors, other than reserve balances,
Primary credit Z,806 - 253 2,463 2,731 absorbing reserve funds 5,674,183 - 20,170 +1,402 867 5,581,813
Secondary credit o 0 1 o
Sgasnnalt:r&dll ) " u * & * 3 2 Reserve balances with Federal Reserve Banks 3,259,011 + 2,136 - 746 567 3,342,517
Primary Dealer Credil Facilty 0 9 0 0 MNote: Components may not sum fo totals because of rounding.
Paycheck Pratection Program Liquidity Facility 16,205 - 418 - 62,074 16,107
Other credit exiensions ] 0 o o
Met portfolio holdings of Corporate Credit Facilities LLC” o 0 - 22,657 o
Met portfolio holdings of M3 Facililies LLC (Main Sireet
Lending Program)’ 26,1158 + 79 - 4 426 26,138
Met portfolio holdings of Municipal Liquidity Facility LLG” 5,548 + 2 - 4,214 5,549
Met partfolio holdings of TALF Il LLC” 2,160 - 21 - 2,378 2,157
Float -457 - 281 - 143 -171
Cenfral bank liquidity swaps® 213 + 7 - 265 213
Other Federal Reserve assefs” 47 959 + 108 1,802 43 078
Foreign currency dencminated assets'” 18,003 + 211 3,358 17,877
Gold stock 11,041 0 o 11,041
Special drawing rights certificate account 5,200 0 o 5,200
Treasury cumency outstanding'’ 51,216 + 14 + 582 51,216
Total facters supplying reserve funds 8,933,201 - 18,032 + 656,301 8,924 330

Note: Components may not sum to totals because of rounding. Footnotes appear at the end of the table.
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still
considerable room for improvement

d Other central banks such as the ECB publish much more detail about their balance sheets every week

1.1 Consolidated financial statement of the Eurosystem

1.1.1 Assets 1.1.2 Liabilities
(EUR milions) (EUR millions)
1 July 2022 8 July 2022 150uy2022|  22Juiy2022| 20 July 2022 1 July 2022 Bluy2022)  15Juy2022)  22Juy2022) 29 July 2022
Gold and gold receivables 504,274 B4.274 504,275 B04.273 604,273 Banknotes in circulation 1,603,570 1.606.447 1,608,685 1,606,761 1,600,872
Claims on non-euro area residents in foreign cumency 519,276 519,014 519473 520,267 521,007 Liabilities to euro area credit institutions in euro 4501783 4842804 4,622,003 4,605,124 4,568,576
€laims on euro area residents in foreign currency 26,014 27,505 26,054 %310 75608 Curranll angqunla (covering the minimum resarve system) 3853327 381418 3010299 3004 414 3,855,461
Claims on non-euro area residents in euro 11,562 10,317 103% 10,230 10313 Depostfaciity 136,337 126026 710,260 698,545 741,050
Lending to euro area credit institutions in euro 2126,088 2125548 2125510 2125580 2,125,705 Fogcdem deposits 0 0 0 0 0
Main refinancing operations 1483 1,041 416 i%6 1077 Fing-tuning reverse operaions 0 0 0 0 0
Longer-term refinancing operations 2124 603 2124 503 210 03 2,124 603 2124 718 Deposits related o margin calls 2118 2061 1343 2188 2,058
Fine-tuning reverse operations 0 0 0 0 0 Other liabilities to suro area credit institutions in euro 71,008 55,028 10823 50,945 60,534
Structural reverse operations 0 il ] 0 f Debt certificates issued 0 0 0 0 0
Marginal lending faciity 0 4 0 i 0 Liabilities to other euro area residents in suro £35,002 810,916 835,201 843514 844,168
Credits related tb margin calls 0 0 0 0 i Liabilities to non-uro area residents in euro 433,062 106,518 307,150 1213 42,153
Other claims on euro area credit institutions in euro 34,469 BN 8,802 27587 30,794 Liabilities to euro area residents in foreign currency 11,53 11,440 1470 1.214 11,487
Securities of euro area residents in euro 5,120,100 512207 5,110,252 5123301 5,125,630 Liabilities to non-euro area residents in foreign currency 6,195 6,13 5,864 5,997 5,125
Securities held for manetary policy purposes 4063479 4,056,883 4,053 882 4,056,587 4,058,851 Counterpart of special drawing rights allocated by the IMF 184,80 184.8% 184,86 184,85 184,896
Other securifiss 185,620 166,004 165,300 166,614 166,760 Other liabilities 22745 128970 12823 124,284 22 M0
General govemnment debt in euro 2187 2677 MENT 26N 2 BRO Revaluation accounts 608,538 608,538 608,538 f0a 534 608,538
Other assets 315,300 314,568 309,308 300,082 209,198 Capital and reserves 14820 114,819 114,819 114810 114,820
Total asssts 8788761 8774413 8,765,687 8,768,286 8,764,480 Total lizbilities 8,788,761 8774413 8,765,647 8768286 B,764,480
Source: ECB. Snurce: ECB.
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The RBA’s ‘QFE’ has left it exposed to much higher interest payments on the
banks’ ESA balances — which may wipe out its capacity to pay dividends

RBA assets RBA liabilities RBA interest receipts & payments
700 1 $bn 700 $bn 40 7 $bn
i ] ] 3.5 -
600 m Other assets 600 Currency on issue |
Gold & foreign exchange , [} 3.0 A Int t ived
500 - m A$ investments | 500 - = Banks'E5A balances | : Iz’r:::’r 'S;Z'Ve
= Other liabilities f 2.5 -
400 400
2.0
300 - 300 - 1.5
200 - 200 - 1.0
100 100 0.5
0.0
0 O e 11 12 13 14 15 16 17 18 19 20 21
0607080910111213141516171819202122 06070809101112131415161718192021 22 Financial vears ended 30 June
O From the standpoint of the public sector as a whole, ‘quantitative easing’ has entailed the substitution of floating- rate debt
(the banks’ ESA balances at the RBA) for fixed-rate debt (bonds)

O When the cash rate was 0.1%, the banks ESA balances were in effect ‘free money’ for the RBA (which ‘created’ it)

Q But with the cash rate at 1.85% pa the RBA would be paying the banks ~ $8bn pa in interest on $459bn of ESA balances

Q If the cash rate gets to (say) 3% then the RBA could be paying upwards of $10bn pa to the banks in interest, depending on

how rapidly its balance sheet (and hence the banks’ ESA balances) shrink
O Whereas the interest the RBA receives on its holdings of bonds won't be going up

25 Sources: RBA Statistical Table Al, and Annual Reports.
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https://www.rba.gov.au/statistics/tables/xls/a01whist-summary.xls?v=2022-08-08-09-19-19
https://www.rba.gov.au/statistics/tables/xls/a01whist-summary.xls?v=2022-08-08-09-19-19
https://www.rba.gov.au/publications/annual-reports/rba/2021/
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The RBA Review will look at the interaction between monetary and ‘macro-
prudential’ policy — but not at who should conduct it

High-LVR morigages

35 -
30 -
25 A
20 A
15 -
10 A

5

% of new loans 80-90%

AN\

>90%

0802101112131415161718192021 22

High LVR & DTl mortgages
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Sources: APRA, Quarterly authorised deposit-taking institution statistics; ABS, Lending Indicators.

O The Terms of Reference for the Review of the RBA

“include Australia’s macroprudential governance
arrangements, but exclude APRA’s statutory role or
functions”

Was the RBA unwilling to cut interest rates between
mid-2016 and mid-2019 - despite inflation being
persistently below its target range, and
unemployment remaining stubbornly above 5% -
because of ‘financial stability’ concerns?

— ie that cutting interest rates during this period might
have resulted in another surge in house prices?

Why did APRA do nothing to moderate or dampen
the impact of ulira-low interest rates on ‘risky’
lending (eg at high LVR or DTI ratios), or to restrain
growth in lending to property investors — as it had
successfully done in the first half of the 2010s?

Does APRA have the same independence from
government in deploying ‘macro-prudential’
policy instruments as the RBA does in
implementing monetary policy?

Unfortunately the Review seems to have been
precluded from revisiting the separation of APRA

from the RBA SAUL ESLAKE
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https://www.apra.gov.au/quarterly-authorised-deposit-taking-institution-statistics
https://www.abs.gov.au/statistics/economy/finance/lending-indicators/sep-2021
https://rbareview.gov.au/terms-reference

The new Federal Government has a significant medium-term challenge in
putting the budget on a more sustainable footing

‘Medium-term’ projections of the ‘underlying cash balance’ and net debt

‘Underlying’ cash balance Net debt
- 40
4 % of GDP % of GDP
35
2 - 2022-23 Budget 30 -
forward estimates
and projections o5 |
0
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2 15 -
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4 - 5 |
0
6 -
-5 - 2022-23 Budget
forward estimates
10 and projections
8 - 10
73 78 83 88 93 98 03 08 13 18 23 28 33 73 78 8 88 93 98 03 08 13 18 23 28 33
Financial years ended 30t June 30" June

SAUL ESLAKE

Source: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29" March 2022. Return to "What's New". CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS
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https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf

Current projections of declining debt-to-GDP rely solely on interest rates
being less than GDP growth, with no contribution from budget surpluses

Sources of reductions in Federal Government gross debt as a pc of GDP during previous episodes of debt
reduction, compared with projections for the period 2025 (when debt is currently forecast to peak) and 2033

20 7 Pc pts of GDP

10 4 Projections

0
-10
-20
-30
-40 1 m Interest rate - growth effect
" Headline primary balance
-50 1 » Net financial investments for liquidity, valuation effects and other
o Change in gross debt
60 -
-70 -
1920-25 1931-38 1946-51 1951-74 1979-82 1986-90 1996-08 2025-33
Note: Data are in financial years. Debt excludes issuance for the states. The contribution of interest rates less growth captures the combined direct effect of the former SAUL ESLAKE
increasing debt and of the latter growing GDP, but not their effects on the headline primary balance (the budget balance excluding interest payments). Source:
28 Steven Kennedy (Secretary to the Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8t June 2022. CORINNA ECONOMIC ADVISORY
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https://treasury.gov.au/sites/default/files/2022-06/220608-drkennedy-abeaddress.pdf

Federal Government spending seems likely to be around 12 pc pts of GDP
higher over the next decade than over the five decades

‘Underlying’ cash payments as a pc of GDP
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Sources: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29t March 2022 ; and Steven Kennedy (Secretary to the
29 Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8™ June 2022.
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https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://treasury.gov.au/sites/default/files/2022-06/220608-drkennedy-abeaddress.pdf
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Much of the ‘budget repair’ task will need to be accomplished from the
revenue side - ideally through tax reform, not via ‘bracket creep’

Taxation receipts as a pc of GDP
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Sources: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29t March 2022 ; and Steven Kennedy (Secretary to the

Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8 June 2022.
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https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://treasury.gov.au/sites/default/files/2022-06/220608-drkennedy-abeaddress.pdf
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A useful contribution to the budget repair task would ideally come from
unpicking one of the worst public policy decisions of the past 20 years

Successive estimates of the cost to the Federal Budget of

the ‘transition’ to the new GST revenue-sharing
arrangements ‘agreed to’ in 2018
5.0 7 $bn

4.0 A

3.0 A
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= 2021-22 MYEFO
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Sources: Australian Government, Interim response to Productivity Commission inquiry into horizontal fiscal equalization, 5™ July 2018; and 2022-23 Budget Paper No. 3:

2] 22 23 24 25 26 27 28

0 The 2022-23 Budget Papers put the cost to the

Federal Budget of the ‘deal’ imposed on the states
and territories in 2018, in order to appease Western
Australia’s demands for larger share of GST revenues
than it was ‘entitled’ to under the long-standing
principles hitherto used by the Grants Commission to
recommend how that revenue should be distributed
among the states and territories, at $18.6bn over the
six years to 2025-26

— this is four times the original estimate of $4.6bn

— because the iron ore price has stayed much higher than
assumed when the original estimate was made,

— so the ‘guarantee’ that no other state would be worse off
while WA never gets less than 70% of what it would have
obtained under a notional ‘equal per capita’ distribution
has become much more expensive

It's simply scandalous that the Federal Government
has to add almost $20bn to its deficits in order to
transfer a similar amount to the only government in
Australia which is running budget surpluses

SAUL ESLAKE

Federal Financial Relations, 29 March 2022.
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https://treasury.gov.au/publication/p2018-308096
https://budget.gov.au/2022-23/content/bp3/download/bp3_2022-23.pdf

WA is Australia’s richest state, by a bigger margin than NSW or Victoria
ever were - it's swimming in revenue, and running budget surpluses

WA per capita GSP WA mineral royalty revenues WA net operating balance
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Revenue-raising capacity, 2019-20 WA GST revenues WA cash balance
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Sources: ABS, Australian National Accounts: State Accounts, 2020-21; Commonwealth Grants Commission, 2022 Update of GST relativities; Government of Western Australia, SA U L ES LAKE

3o 2022-23 Budget Paper No 3 - Economic and Fiscal Outlook. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.cgc.gov.au/reports-for-government/2022-update
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.cgc.gov.au/reports-for-government/2022-update
https://www.ourstatebudget.wa.gov.au/2022-23/budget-papers/bp3/2022-23-wa-state-budget-bp3.pdf

Sound adyvice from the Bank for International Settlements’ (the “central
bankers’ ceniral bank”) latest Annual Report

o
OBIS “For far too long, there has been a temptation to turn to fiscal and
monetary policy to boost growth, regardless of the underlying
causes of weakness. For fiscal policy, in particular, loosening
during contractions has not given way to consolidation during
expansions. The temptation to postpone adjustment has been too
strong. Such a strategy has arguably generated unrealistic
expectations and demands for further support ...

[Tlhe only way of promoting robust long-term growth is to
implement ambitious structural reforms. Unfortunately, such
reforms have been flagging for too long”.

Annual Economic
Report

June 2022
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In Australia’s case, we've become increasingly dependent on population
growth (through immigration) as a driver of economic growth

Population growth
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https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO
https://data.oecd.org/gdp/gross-domestic-product-gdp.htm
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release

35

Australia’s productivity performance over the past decade has been very

disappointing — although we’re not alone in that

Australian labour productivity growth

Australian and G7 labour productivity growth
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Sources: ABS, Australian System of National Accounts, 2020-21; The Conference Board, Tofal Economy Dafabase, April 2022.
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2020-21
https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2020-21
https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
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Contrary to widely-held beliefs, small business is not the ‘engine room of

the Ausiralian economy’

Employment by business size
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Sources: ABS, Australian Industry, 2020-21 and previous issues.
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https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release

Small businesses have lower labour productivity than medium-sized or
large businesses — and they are less innovative

Gross value added per person employed, 2020-21 Innovation activity by business size
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- Sources: ABS, Australian Industry, 2020-21; Innovation in Australian Business, 2020-21. CORINMA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/technology-and-innovation/innovation-australian-business/2020-21

What small business is really good at is avoiding tax

Share of total income-based ‘tax gap’ by class of
taxpayer, 2018-19

Individuals
not in

business
Small business

Large corporate
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\ Medium business
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d Small businesses account for 49% of the total ‘gap’
between what the ATO collected in 2018-19 from various
income-based taxes and what it estimates it would have
collected given 100% compliance with the tax law - cf.
large corporates 10% and high wealth individuals 3%

Share of theoretical tax liability paid voluntarily and
after ATO amendments, 2018-19
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d Small businesses pay a smaller proportion of the tax which
the ATO estimates they ‘should’ than either large corporates
or high net worth individuals - contrary to the popular
perception that the latter two are the groups least likely to
be paying their ‘fair share’ of tax

Note: 'small’ businesses are those with income of up to $10mn; medium businesses are those with income of up to $250mn; and large corporates those with income of over SA U L ES LAKE
38 $250mn. ‘High wealth' individuals are those who (with associates) control wealth of more than $50mn. Source: Australian Taxation Office, Annual Report 2020-21. CORINNA ECONOMIC ADVISORY
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https://www.ato.gov.au/uploadedFiles/Content/CR/downloads/ATO_annual_report_2020-21.pdf
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