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The world economy



Inflation has eased in ‘advanced’ economies but remains above target; it
has been more persistent in ‘emerging’ economies (apart from China)

Inflation - ‘advanced’ economies Inflation - ‘emerging & developing’ economies
10 : 16 - .
% change from year earlier % change from year earlier
]4 B 1 H
Other 'emerging &
8 - , o developing’ economies
Headline
12
10 -
8 -
6 |
\
4 -
2 - .
China
O L\/ "y v “LA‘
-2 4 2 4
08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 08 0?2 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Note: ‘Advanced’ economies are the US, euro area, Japan, UK, Canada, Australia, Sweden, Norway, Switzerland, Korea, Taiwan, Hong Kong and Singapore; ‘emerging
and developing' economies are China, India, Indonesia, Philippines, Thailand, Malaysia, Russia, Turkiye, Poland, Hungary, South Africa, Nigeria, Kenya, Brazil, Mexico, SAU L ESLAKE
3 Colombia, Peru and Chile, in each case weighted by 2023 GDP in US$ at market exchange rates. Sources: national statistical agencies, IMF, Corinna. CORINNA ECONOMIC ADVISORY

INDEPENDENT ECONOMICS



4

There is no appetite, anywhere, for reining in government deficits and debt

General government ‘net lending’ (surpluses/deficits)

-10 A

-12 -

Source: IMF, World Economic Outlook database, April 2025.
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https://www.imf.org/en/Publications/WEO/Issues/2025/04/22/world-economic-outlook-april-2025

Stubborn inflation and continued government deficits and debt will likely
put a floor under global interest rates, above average 2010-2019 levels
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The IMF has revised down its forecasts of economic growth, and revised up
its forecasts for inflation, as a result of heightened uncertainty
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https://www.imf.org/en/Publications/WEO/Issues/2024/10/22/world-economic-outlook-october-2024
https://www.imf.org/en/Publications/WEO/Issues/2025/01/17/world-economic-outlook-update-january-2025
https://www.imf.org/en/Publications/WEO/Issues/2025/04/22/world-economic-outlook-april-2025

The Economic Consequences of Mr Trump



Trump’s tariff proposals - if implemented in full - would raise the average

level of US tariffs to their highest since 1909

US tariffs

70 1

60

50

40

30

20

10

0

Sources: US Census Bureau, Historical Statistics of the United States; Yale Budget Lab, Where We Stand: The Fiscal, Economic, and Distributional Effects of All U.S. Tariffs Enacted
in 2025 Through April 2, April 2025.

Customs duty revenue as a pc of value of goods imports

Full
‘reciprocal’
tariffs
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on 2" April
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O The ‘reciprocal tariffs’ announced by US

President Donald Trump on 29 April will,
together with the other tariff increases imposed
since his inauguration, lift the average level of
US tariffs to 222%

— the highest level since 1909

— higher even than the notorious ‘Smoot Hawley’
tariff of 1930 which helped put the ‘great’ into
the Great Depression

Tariff increases enacted and implemented this
year will raise consumer prices by 2.3%
— costing households an average $3,800 each

The tariff increases will reduce US real GDP by
0.9 pc ptin 2025 and a further 0.1 pc pt in 2026
— and by about 0.6% in the long run

The tariffs will raise about USS$S2.49 trn over the
10 years to 2035 (or about $250bn pa)

— that compares with budget deficits expected to
average $2.2 trn pa over the next 10 years
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https://www.census.gov/library/publications/1975/compendia/hist_stats_colonial-1970.html
https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april
https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april
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goods purchased by American consumers

Impact of tariffs on prices, by item
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Note: Chart shows the weighted average of price increases for both imported and domestically produced goods resulting from all tariffs announced since 20" January 2025.

Source: Yale Budget Lab, Where We Stand: The Fiscal, Economic, and Distributional Effects of All U.S. Tariffs Enacted in 2025 Through April 2, April 2025.
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https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april

Those price increases will have a much greater adverse impact on lower-
income households than higher-income ones

Impact of tariffs on household disposable income, by income decile
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https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april
https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april

The tariffs will result in weaker economic growth in the United States and
in most other trading pariners

Impact of tariffs on US real GDP Long-run impact of tariffs on real GDP
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n Source: Yale Budget Lab, Where We Stand: The Fiscal, Economic, and Distributional Effects of All U.S. Tariffs Enacted in 2025 Through April 2, April 2025.
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https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april
https://budgetlab.yale.edu/research/where-we-stand-fiscal-economic-and-distributional-effects-all-us-tariffs-enacted-2025-through-april

Donald Trump inherited an economy that in most respects was doing very

well

Real GDP growth
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Note: Inflation measure is the implicit price deflator of personal consumption expenditure. Sources: US Bureau of Economic Analysis; US Bureau of Labor Statistics; US Federal

Reserve; and US Treasury.
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/
https://www.federalreserve.gov/releases/h15/
https://www.federalreserve.gov/releases/h15/
https://fiscaldata.treasury.gov/datasets/monthly-treasury-statement/summary-of-receipts-outlays-and-the-deficit-surplus-of-the-u-s-government

Uncertainty about US economy policy is pervasive — and while a lot of
that is about trade, it's not all about frade

US economic policy uncertainty US trade policy uncertainty US monetary policy uncertainty
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'uncertain’, the terms 'economic' or 'economy' and one or more of the following ferms: ‘congress’, 'legislation’, ‘white house', 'regulation’, 'federal reserve', or 'deficit.
13 ) . . . ) . CORINNA ECONOMIC ADVISORY
Source: Dario Caldara and Matteo lacoviello, US Monthly Economic Policy Uncertainty Index. INDEPENDENT ECONOMICS



https://www.policyuncertainty.com/us_monthly.html

Uncertainty about US economic and trade policies — and reactions by
other countries - is pervasive around the world
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https://www.policyuncertainty.com/all_country_data.html

American households are starting to sense that an economic winter is
coming

Measures of US consumer sentiment Household inflation expectations
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Note: The Conference Board measure gives much greater weight to consumer perceptions of labour market conditions, while the Michigan University measure gives greater SAU L ESLAKE

weight to perceptions of inflation. Sources: The Conference Board, US Consumer Confidence; University of Michigan, Surveys of consumers.
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https://www.conference-board.org/topics/consumer-confidence
http://www.sca.isr.umich.edu/

Most of the regional Fed surveys are pointing to a downturn in economic
activity

New York Fed manufacturing Richmond Fed manufacturing Dallas Fed manufacturing
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https://www.newyorkfed.org/medialibrary/media/Survey/Empire/empire2025/ESMS_2025_04.pdf?sc_lang=en&hash=03E17019AE59F42ABC7492D9678DFDE2
https://www.newyorkfed.org/medialibrary/media/Survey/Empire/empire2025/ESMS_2025_04.pdf?sc_lang=en&hash=03E17019AE59F42ABC7492D9678DFDE2
https://www.philadelphiafed.org/surveys-and-data
https://www.richmondfed.org/region_communities/regional_data_analysis/surveys
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data
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Port throughput statistics suggest some slowing in activity in the first two-
three months of 2025, but there’ll likely be a lot more to come

Port of Los Angeles
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Note: Traffic through the Port of Baltimore was severely disrupted by the collapse of the Francis Scott Key Bridge on 26™ March 2024 after one of its piers was struck by a ship.
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https://www.portoflosangeles.org/business/statistics/container-statistics/historical-teu-statistics-2025
https://www.panynj.gov/port/en/our-port/facts-and-figures.html
https://opendata.maryland.gov/Transportation/Maryland-Port-Administration-General-Cargo/2ir4-626w/data_preview

Regional Fed surveys are also picking up signs of a renewed increase in
‘upstream’ inflationary pressures

Philadelphia Fed manufacturing
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Sources: Federal Reserve Bank of Philadelphia; Federal Reserve Bank of Richmond; Federal Reserve Bank of Kansas City; Federal Reserve Bank of Dallas..
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https://www.philadelphiafed.org/surveys-and-data
https://www.richmondfed.org/region_communities/regional_data_analysis/surveys
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data

The financial markets can sniff frouble brewing ahead, too - despite
some recovery after a series of Trump back-downs

US stock market
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Source: Refinitiv Datastream. Data up to 25™ April.
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With the US dollar and US Treasury bonds losing some of their ‘safe haven’
status, gold and the Swiss franc have gained from pervasive uncertainty

Gold price Swiss franc
3,500 1 us$ per ounce 0.75 7 4 Fr per US$
3.250 +
0.80 A
3.000 -
2,750 -
0.85 A
2,500 -
2,250 - 0.90 A
2,000 -
0.95
1,750 -
1,500 -
1.00 A
1,250 -
],OOO | | | | | | | | | ! ! ! ! ! ! ].05 T T T T T T T T T T T T T T T
1M 12 13 14 15 16 17 18 19 20 21 22 23 24 25 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
SAUL ESLAKE
20 Source: Refinitiv Datastream.
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The US dollar is still the world’s principal reserve currency, but it is losing

‘market share’ and will probably now do so more rapidly

Identified global foreign exchange reserves by currency
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Source: International Monetary Fund, Currency Composition of Official Foreign Exchange Reserves (COFER).
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https://data.imf.org/en/datasets/IMF.STA:COFER

The Chinese economy



China’s post-Covid recovery has been very modest

Quarterly real GDP growth
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Note: PMIs are purchasing managers’ indices (ie compiled from surveys of purchasing managers). Sources: National Bureau of Statistics of China; Caixin Global.
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http://www.stats.gov.cn/english/
https://www.caixinglobal.com/caixin-manufacturing-pmi/
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Both the ‘supply’ and ‘demand’ sides of the domestic Chinese economy
have remained soft in the aftermath of the pandemic

Industrial production Consumer sentiment
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http://www.stats.gov.cn/english/
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Property development remains a big drag on economic activity -
although there are tentative signs that it could be ‘bottoming out’
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Real estate climate index
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http://www.stats.gov.cn/english/
http://www.pbc.gov.cn/en/3688247/3688975/index.html
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One problem China doesn’t have is inflation — but the authorities remain
very cautious about providing additional policy stimulus

Producer prices

157 % change from year earlier
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Sources: National Bureau of Stafistics of China; People's Bank of China; International Monetary Fund, Fiscal Monitor, April 2025.

Credit growth

45

40
35
30
25
20
15
10

5

0

% change from year earlier

Bank lending

Total social financing'

08021011 121314151617 1819 2021 22 23 24 25

Government budget structural balance

% of GDP
1112131415161718192021222324252627 2829 30

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



http://www.stats.gov.cn/english/
http://www.pbc.gov.cn/en/3688247/3688975/index.html
http://www.stats.gov.cn/english/
http://www.pbc.gov.cn/en/3688247/3688975/index.html
https://www.imf.org/-/media/Files/Publications/fiscal-monitor/2025/English/ch1onlineannex.ashx

27

In principle, China could sustain stronger growth by lifting household
spending, but that won’t happen while households feel obliged to save

China household consumption as
a pc of GDP
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http://www.stats.gov.cn/english/
http://www.stats.gov.cn/english/
https://www.oxfordeconomics.com/country/china/

China’s merchandise frade surplus is being sustained by weakness in
imports, not sirength in exports

China’s merchandise exports and imports China’s merchandise trade surplus
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Source: General Administration of Customs.



http://english.customs.gov.cn/Statistics/Statistics?ColumnId=1

The big exception is motor vehicles — of which exports are booming (and
imports are falling) — but other exports are frending sideways

China’s motor vehicle exports and imporis
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Sources: China National Bureau of Statistics; General Administration of Custom:s;.
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https://data.stats.gov.cn/english/adv.htm?cn=C01
http://english.customs.gov.cn/Statistics/Statistics?ColumnId=1

The Australian economy



Only 4% of Australia’s goods exports are to the US — and Australia is one
of very few countries that runs a frade deficit with the US

Direction of Australia’s merchandise exports, Australia’s merchandise tfrade balance with the
2023-24 United States
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Source: ABS, International frade in goods, September 2024.



https://www.rba.gov.au/statistics/tables/#interest-rates
https://www.rba.gov.au/statistics/tables/#interest-rates

US tariffs on Australian exports would primarily hit meat and manufactures
- if Australia ‘retaliated’ we'd be hurting our own indusiries and consumers

Australia’s top exports to the United States,

2023-24

Beef

Gold

Confidential items
Pharmaceuticals

Other meat

Aircraft & parts

Medical instruments

Gold and other coins
Measuring instruments
Animal oils & fats

Telecoms equipment & parts
Starches

Alcoholic beverages

Iron & steel

Aluminium

Ships & boats

Non-electric engines & motors
Internal combustion engines

32 Source: Department of Foreign Affairs & Trade, Trade statistical pivot tables.
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Australia’s top imports from the United States,

2023-24
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https://www.rba.gov.au/statistics/tables/#interest-rates
https://www.dfat.gov.au/trade/trade-and-investment-data-information-and-publications/trade-statistics/trade-statistical-pivot-tables
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Australia is more exposed to a protracted slowdown in China’s economy -
or to frade sanctions against China - than any other ‘advanced’ economy

Exports to China as a pc of total exports
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https://data.imf.org/?sk=9d6028d4-f14a-464c-a2f2-59b2cd424b85
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Trump’s tariffs (and China’s retaliation to them) will detract from growth
and add to inflation — but less in Australia than in the US or China

Impact of Trump tariffs on real GDP

0.0
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Pc pts deviation
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Source: Australian Treasury, using Warwick McKibbin's ‘G-cubed’ model.
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https://www.rba.gov.au/statistics/tables/#interest-rates
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‘Underlying’ inflation is now back in the RBA’s target range, validating the
Reserve Bank’s February rate cut - although not guaranteeing any more

Consumer prices — annual change

| % change from year earlier
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|

'Headline'
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Note: ‘Underlying’ inflation is the ‘timmed mean’ (derived from the middle 70% of price increases). ‘Essential’ items are housing, food, fuel & power, medical & health care, SAU L ESLAKE

ground transport, communications and education services. Sources: ABS, Consumer Price Index, December quarter 2024 and Monthly Consumer Price Index Indicator, February
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/latest-release
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/monthly-consumer-price-index-indicator
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The labour market remains very tight, but there are signs that the demand
for labour has peaked
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Level of employment
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Quarterly Business Survey, March quarter 2025; Jobs and Skills Australia, Internet Vacancy Index; SEEK, Employment & Salary data.
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.abs.gov.au/statistics/labour/jobs/job-vacancies-australia
https://www.abs.gov.au/statistics/labour/labour-accounts/labour-account-australia/sep-2024
https://business.nab.com.au/nab-quarterly-business-survey-june-2023/
https://www.jobsandskills.gov.au/data/internet-vacancy-index
https://www.jobsandskills.gov.au/data/internet-vacancy-index

The squeeze on household finances is starting to ease

|
Real wages

1% change from year earlier

e ABS wage price index
deflated by CPI
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Personal income tax payments
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Sources: ABS, Wage Price Index, December quarter 2024, Consumer Price Index, December quarter 2024 and Australian National Accounts: National Income, Expenditure
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/wage-price-index-australia/jun-2023
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release

Younger households have borne the brunt of the ‘cost of living crisis’ while
older households have been very little affected

Per capita spending on ‘essential’ items by age Per capita spending on ‘discretionary’ items by
cohort, year ended September quarter 2024 age cohort, year ended September quarter 2024

10 9 % change, September quarter 2024 on 10 1 % change, September quarter 2024 on

September quarter 2023 September quarter 2023
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Source: Commonwealth Bank of Australia, CommBank iQ Cost of Living Insights, November 2024. Data derived from transactions by CBA customers.



https://www.commbank.com.au/content/dam/commbank-assets/institutional/2024/cost-of-living-insights.pdf

Business confidence remains fairly fragile, but despite that, capital
investment is picking up, especially outside the mining sector

Business conditions & confidence
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Sources: NAB, Monthly Business Survey, March 2025; ABS, Private New Capital Expenditure and Expected Expenditure, December quarter 2024. Note: estimates of capexin
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2024-25 assume that successive expectations are realized to the same extent as they have been on average over the five years to 2023-24.

ABS capex intentions - mining

100 + $bn

90 -

80 - .
Successive capex

70 A survey estimates

0 Actuals \

11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Financial years ended 30" June

ABS capex intentions — non-mining

]50 1 $bn
140 +

130+
120
110
100+
90
80
70
60

Successive capex
survey estimates — >

Actuals

11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
Financial years ended 30t June

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS


https://business.nab.com.au/monthly-business-survey-july-2023/
https://business.nab.com.au/monthly-business-survey-july-2023/
https://www.abs.gov.au/statistics/economy/business-indicators/private-new-capital-expenditure-and-expected-expenditure-australia/jun-2023
https://business.nab.com.au/monthly-business-survey-july-2023/
https://www.abs.gov.au/statistics/economy/business-indicators/private-new-capital-expenditure-and-expected-expenditure-australia/jun-2023
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Financial markets are expecting more interest rate cuts because of the
looming downturn in the global economy from Trump'’s tariffs

RBA cash rate vs OIS rates
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Note: ‘OIS’ (overnight index swaps) are a form of financial derivative in which one party agrees to pay the other a fixed interest rate in exchange for receiving the
average cash rate recorded over the term of the swap: it therefore reflects market expectations of how the cash rate willmove over the period of the swap. For more
information see here. Sources: Reserve Bank of Australia, Interest rates; Refinitiv Datastream.
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https://www.rba.gov.au/publications/bulletin/2002/jun/3.html
https://www.rba.gov.au/statistics/tables/#interest-rates

The AS hasn’t reflected the fall in the USS, because commodity prices have
continued declining and markets are pricing more RBA rate cuts

AS-USS and USS trade-
weighted index
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Note: The DXY is an index of the value of the US dollar against 6 other currencies (the euro, yen, pound, Canadian dollar, Swedish krona and Swiss franc).
Sources: Reserve Bank of Australia; US Federal Reserve.
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https://www.rba.gov.au/statistics/tables/index.html
https://www.federalreserve.gov/releases/h10/summary/jrxwtfn_nm.htm
https://www.rba.gov.au/statistics/tables/index.html
https://www.federalreserve.gov/releases/h10/summary/jrxwtfn_nm.htm
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Prices of Ausiralia’s principal mineral & energy exports are well off their

peaks and seem likely to decline further in 2025
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Note: prices are monthly averages, up to 25 April. Source: Refintiv Datastream.
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With Ausiralia’s terms of trade reverting to more ‘normal’ levels, the current
account is back in deficit, and foreign debt might return as an issue

Australia’s current account balance Australia’s international investment position
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Source: ABS, Balance of Payments and International Investment Position, December quarter 2024.



https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia
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Important information

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Lid, ABN 165 668 058 69, whose registered office is located at
Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of financial
or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this document
accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. None of Saul Eslake, Corinna
Economic Advisory Pty Ltd nor Independent Economics however makes any representation as to its accuracy or completeness and the information should not
be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without
notice. Saul Eslake, and Corinna Economic Adyvisory Pty Ltd 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 the contents of and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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