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What's new?

The world

a

Just under 3mn Covid-19 cases were recorded this week, the
lowest in 13 weeks, while the number of officially-recorded covid-
related deaths was the lowest since late October last year (slide 4)
Although it seems that some of the sources of intense pressure on
‘upstream’ prices earlier this year are beginning to abate, energy -
and especially natural gas - prices are an important exception,
and may result in more persistent elevated inflation in both
‘advanced’ and ‘emerging’ economies (slide 40)

Six Asian economies have reported September inflation results
over the past week - and although ‘headline’ inflation has risen in
most of them, ‘core’ inflation remains well contained despite rapid
increases in producer prices (slides 43 and 58)

September services PMIs released this week generally show on-
going resilience in the face of the continuing spread of the ‘delta
variant’ and mobility restrictions (slide 47)

US non-farm payrolls rose a smaller-than-expected 194K (0.1%) in
September - in large part because of a 123K fall in government
employment - but the unemployment rate dropped 0.4 pc pt to
4.8%, the lowest since the onset of the pandemic (slide 72)

The US incurred another record deficit on its tfrade in goods and
services in August (slide 82)

India’s central bank maintained its monetary policy settings
unchanged - as have all Asian central banks at their most recent
meetings, except for Korea’s (slide 70)

Iceland’s central bank raised its policy rates for the third time in a
row (slide 86), while central banks in Poland and Romania raised
theirs for the first time, and in Peru for the third time (slides 87-88)

Avusiralia and New Zealand

Q

Q

Australia recorded 15,281 new infections this week, a new high for the
second week in a row (slide 13)

This week’s renewed upturn in case numbers was again driven by
Victoria, whereas by contrast new infections in NSW have more than
halved since their peak in mid-September (slide 14)

Payroll employment fell another 0.7% over the two weeks to 11th
September, bringing the cumulative decline since the beginning of July
to 4.9% - with declines of 11.9% in the ACT, 9.1% in NSW and 6.7% in
Victoria (slide 109), and the same groups of workers (those under 30,
and those in accommodation & food services, and arts & recreation) as
in last year’s lockdowns being hardest hit (slide 110)

New motor vehicle sales fell 1.7% in September, with a 5.7% rebound in
NSW more than offset by falls in Victoria and SA (slide 122)

Australia registered another record monthly surplus on frade in goods
and services, of $15bn in August, this time thanks to coal, LNG & base
metals (and lower imports) rather than iron ore (slides 129-130)

The iron ore price continued its rebound this week (slide 128) pushing
the AS back above US73¢ (slide 137)

The RBA left its monetary policy settings on hold, as expected, at
Tuesday’s Board meeting (again indicating it sees no rate rise before
2024) - but APRA raised the interest rate ‘buffer’ it requires lenders to use
in their debt serviceability assessments from 2.5 to 3.0 pc points (slide 152)
Separately the RBA's latest Financial Stability Review warned against
‘exuberance’ flowing from rapidly-rising property prices (slide 153)

The RBNZ, as expected, raised its official cash rate by 25bp, to 0.5%, on
Wednesday, and foreshadowed further increases at future meetings (slide
164)




The virus



The global ‘delta wave’ does appear to have peaked, with both cases
and deaths now declining for several weeks
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https://www.economist.com/graphic-detail/coronavirus-excess-deaths-estimates
https://ourworldindata.org/coronavirus

New infections fell in SE Asia, India, the US and South America this week but
rose in Europe, Russia, the Middle East, Africa and Australia

Daily new cases per million population — major countries and regions
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0 The US accounted for 23% of all ‘official’ deaths this week, but the numbers fell, as they did in SE Asia and the Middle East -
but the death toll rose in Europe (12'2% of the total) and Russia (12':%) SAUL ESLAKE
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https://ourworldindata.org/coronavirus
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The highest cumulative infection and death rates (since the onset of the

pandemic) have been in Europe, South and North America
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Restrictions were further (significantly) eased in Sweden this week, but
remain tight in most other major countries

|
Timing and severity of government restrictions on movement and gathering of people
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https://www.bsg.ox.ac.uk/research/research-projects/coronavirus-government-response-tracker#data

13 countries have now fully vaccinated more than 70% of their population,
another 7 are close to that threshold, and 9 more are over 50%

|
Percentage of population who have had at least one vaccination shot as at 51-7th October
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September and Myanmar 2@ October.  Source: Our World in Data, Coronavirus (COVID-19) Vaccinations. Return to "What's New'.
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https://ourworldindata.org/covid-vaccinations

Progress of vaccinations has slowed in Canada, the US, UK and Europe in
recent weeks but has picked up in Japan, Australia and New Zealand

Percentage of major ‘advanced’ economies’ Percentage of major ‘advanced’ economies’
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https://ourworldindata.org/covid-vaccinations
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In the US there’s a strong correlation between voting patterns and vaccine
hesitancy, and between vaccination rates and infection rates

Vaccination rates vs Trump vote at 2020

elections, by state
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https://cookpolitical.com/2020-national-popular-vote-tracker
https://ourworldindata.org/covid-vaccinations
https://usafacts.org/issues/coronavirus/

Although vaccination appears not to prevent the ‘delta variant’ from
spreading, it does appear to reduce hospitalization and death rates
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d Israel, the UK and the US have all experienced a surge in the number of ‘delta variant’ cases in recent weeks
O Inthe US, the increase in cases is concentrated in states and counties where vaccination rates are well below the national
average (see previous slide)
d Inlsrael, the UK and those US states with above-average vaccination rates, hospitalization and death rates from Covid-19 as
the delta variant has spread have been much lower than they were in 2020
ed P Y SAUL ESLAKE
Note: Data up to 7th October. Source: Our World in Data. Refurn to "What's New". CORINNA ECONOMIC ADVISORY
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https://ourworldindata.org/covid-vaccinations
https://www.washingtonpost.com/health/interactive/2021/unvaccinated-case-rate-delta-surge/

Voter approval of governments’ handling of Covid has improved in recent
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https://yougov.co.uk/topics/international/articles-reports/2020/03/17/perception-government-handling-covid-19

Ausiralia recorded 15,381 new infections this week — another new high, for
the second week in a row

Cases, recoveries, hospitalizations and deaths New cases, by source
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https://www.covid19data.com.au/

The increase in the number of new cases this week was again entirely
attributable to the surge in new infections in Victoria
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O Victoria’'s dramatic surge in the number of new infections continued this week - and remains at a higher level than recorded
during last year’s ‘'second wave’ — which Victorian authorities attributed to "illegal gatherings and house parties” over the
Australian Football League grand final long weekend (two weeks ago)

d By contrast the number of new infections in New South Wales has continued to decline (the 7-day moving average is now down
55% from its peak in mid-September), and with NSW’s full-vaccination rate (of the 216 population) now having passed 60%
(slide 18) NSW’s new Premier this week foreshadowed an accelerated easing of some restrictions

O A clear difference in ‘risk tolerance’ is emerging between NSW, Victoria and the ACT - who are now willing to ‘live with’ some
Covid - and the other states and the NT, which are maintaining a ‘zero tolerance’ approach SAUL ESLAKE

14 Note: Data up to 8t October. Source: covidl9data.com.au. Return to "What's New". CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.covid19data.com.au/
https://www.abc.net.au/news/2021-09-30/victoria-records-new-covid-cases-and-vaccine-progress/100502450

The smaller states and territories have done better at keeping the virus at
bay, partly because they receive fewer overseas arrivals

Days since last new
locally-acquired case

600 -

500 A

400 A

300 A

200 A

100 A

15

Days

NSW Vic Qld SA WA Tas NT ACT

Days since last new
overseas-acquired case

350 ~

300 A

250 A

200 A

150 A

100 A

50 A

Days

NSW Vic Qld SA WA Tas NT ACT

Note: Data are for 9" October. Source: covidl9data.com.au. Return to "What's New".

Days since there were any
active cases

10 ~

9 -

8_

Days

NSW Vic QId SA WA Tas NI ACT.
SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.covid19data.com.au/

People in their 20s & 30s have been more likely fo become infected than
other age groups this year - partly because fewer have been vaccinated

Cumulative confirmed cases per 100,000 Cumulative confirmed cases per 100,000
population, by age group - 2020 population, by age group - 2021 to date
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https://www.health.gov.au/news/health-alerts/novel-coronavirus-2019-ncov-health-alert/coronavirus-covid-19-case-numbers-and-statistics#cases-and-deaths-by-age-and-sex
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Covid-19 vaccine hesitancy, selected ‘advanced’
economies, September 2021
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Note: Data for Singapore, Spain, Japan, Denmark, Norway and the UK are for August.

SN

Vaccine hesitancy among Australians was the highest in the ‘developed’
world, but has fallen sharply in the past four months

Percentage of populations unvaccinated and
unwilling or uncertain about getting vaccinated
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https://github.com/YouGov-Data/covid-19-tracker

Vaccination rates have risen sharply over the past two months, particularly in
NSW - but there’s a fair bit of ‘fudging’ with the denominators of these ‘rates’
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Note: Data up to 8" October. The Federal and State Governments usually cite vaccination rates as percentages of the ‘eligible’ population — which currently excludes
children under the age of 16; the third chart on this page shows vaccination rates as percentages of the total population including children. See also comparisons with other
18 nations onslides 8 and 9. Sources: covid19data.com.au; Australian Department of Health, Australia's COVID-19 vaccine rollout. Retfurn to "What's New".
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https://www.covid19data.com.au/
https://www.health.gov.au/initiatives-and-programs/covid-19-vaccines/australias-covid-19-vaccine-rollout

Almost 82% of those aged 70 & over are now fully vaccinated - but only 45%
of 20-39 year-olds (who account for the largest number of cases) have been

Vaccination rates by age group as at 15t October
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https://www.health.gov.au/sites/default/files/documents/2021/09/covid-19-vaccine-rollout-update-8-october-2021.pdf

Modelling suggests that a vaccination rate of at least 80% of the total
population (not just those 216) will be required in order to ‘open up’ safely

Alternative scenarios for effective reproduction O Modelling released in July by the Grattan Institute
number (Reif) and vaccination rate (a Melbourne-based non-aligned policy ‘think
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1 The Federal Government’s '‘National Plan'

1 1
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Note: Solid lines show the mean outcomes of the model simulations, while shaded areas show the 10t and 90" SAU L ESLAKE

percentiles of the simulations. Source: Stephen Duckett, Danielle Wood, Brendan Coates et al, Race to 80: Our
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https://www.australia.gov.au/national-plan
https://grattan.edu.au/wp-content/uploads/2021/07/Race-to-80-our-best-shot-at-living-with-COVID-Grattan-Report.pdf
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Because the Government’s vaccination targets are expressed in terms of
the ‘eligible’ population there may be some risk of opening up ‘too early’

Plausible vaccination rates by age group
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Source: Stephen Duckett, Danielle Wood, Brendan Coates et al, Race to 80: Our best shot at living with Covid,
Grattan Institute, 27t July 2021; Department of Prime Minister and Cabinet, Doherty Institute COVID-19
modelling - Key findings and implications, 3" August 2021.

Q

the Federal Government’s 'National Plan to transition
Australia’s National COVID-19 Response’ (based on
Doherty Institute modelling) specifies 70% and 80% ‘full
vaccination rates’ as thresholds for the progressive
easing of restrictions

These thresholds are expressed as percentages of the
‘eligible population’- ie people aged 16 and over
— however 19%:% of Australia’s population is aged under 14

- 50 70% (or 80%) of the ‘eligible’ population represents only
56% (and 64%) of the total population

— alterndtively, if children under the age of 16 can’t be
vaccinated, for 70% of the total population to have been
fully vaccinated requires 87% of the ‘eligible’ population to
have been fully vaccinated

The Doherty Institute modelling used to underpin these

targets also assumes an ‘optimal’ TTIQ (test, trace,

isolate and quarantine) capability

— which recent experience in NSW and Victoria suggests is
dubious in the presence of high case numbers

There would thus appear to be a non-trivial risk that
Australia could ease restrictions ‘too early’ (as Israel
and the UK did) - possibly resulting in another surge in
infections when restrictions are eased
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https://grattan.edu.au/wp-content/uploads/2021/07/Race-to-80-our-best-shot-at-living-with-COVID-Grattan-Report.pdf
https://www.pmc.gov.au/sites/default/files/files/doherty-findings-implication-covid19-modelling-presentation.pdf
https://www.pm.gov.au/sites/default/files/media/national-plan-to-transition-australias-national-covid-19-response-30-july-2021.pdf
https://www.pmc.gov.au/sites/default/files/files/doherty-findings-implication-covid19-modelling-presentation.pdf

Australia’s health restrictions are now significantly more onerous than in

other ‘advanced’ economies, on average

Number of days for which the stringency of restrictions
has been above 70 on the Oxford Index
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The Oxford COVID-19 Government Response Tracker collects publicly available information on 11 indicators of government response including school and workplace
closures, public events cancellations, restrictions on public gatherings, stay at home requirements, public transport closures, domestic and international tfravel restrictions,
2o public information campaigns, testing and contact tracing. Source: Blavatnik School of Government, Oxford University. Data up to 8t October. Return fo "What's New".
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Stringency of Australia’s restrictions compared
with an average of other ‘advanced’ economies
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https://www.bsg.ox.ac.uk/research/research-projects/coronavirus-government-response-tracker#data

Mobility indicators give some sense of how more onerous restrictions are
now affecting Australia’s economy compared with (eg) Canada & the UK

Apple mobility indicators Google non-residential activity mobility indicators
_ 40 - .
180 7-day moving average 7-day moving average
(January 13 =100) (deviation from 14 February)
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Note: ‘Apple mobility indicator’ is the average of three separate indicators for driving, use of transit and walking (data up to 7t October). Google ‘non-residential activities’ SAU L ESLAKE
indicator is the average of separate indicators for workplaces, retail and recreation, groceries and pharmaceuticals, fransit and parks (data up to 4th October). Sources:
23 Apple, Mobility Trends Reporfs; Google, Covid-19 Community Mobility Reports; Corinna Economic Advisory. Refurn fo "What's New". CORINNA ECONOMIC ADVISORY
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https://covid19.apple.com/mobility
https://www.google.com/covid19/mobility/
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Growth in real GDP over the year to Q2 2021
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Of 86 countries which have now reported Q2 GDP estimates, 53 have
recorded double-digit growth from last year’s pandemic-induced {rough
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Source: National statistical agencies and central banks. Retfurn to "What's New".
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The world economy likely grew by about 12% over the year to Q2 - a
figure which is vastly flattered by comparison with last year’s trough

World and OECD area real GDP growth

157 ¢ change from year earlier
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Note: Estimates of global GDP growth compiled by Corinna using data for 100 countries accounting for 24% 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 SAU L ESLAKE
Czechoslovakia before 1995, and the former Yugoslavia before 1998. (e) Estimate for Q2 2021 is based on published results the countries shown in the previous slide.
2% Sources: national statistical agencies and central banks; Eurostat; OECD; IMF; Corinna. Return fo "What's New". CORINNA ECONOMIC ADVISORY
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https://data.oecd.org/gdp/quarterly-gdp.htm#indicator-chart

Only 17 countries (out of 52 for which seasonally-adjusted Q2 GDP estimates
are available) have exceeded their pre-pandemic peaks

Q2 2021 real GDP compared with pre-recession peak

]O-%

+17.5

-5 4
-10 A
-50
215 4=
v} — w = U U ~ = ! — m n ™ O v = O w v U T W — A — — & — — =
3832823808858 35852¢099850¢832825023839225888522658822S¢8
Ocag=0=a=xcc<cda<ag? s X3 %08 0@s5 3 =0 SN TS 2 Noaad <. O C 42230 0 = 5 3 9
2c%82°7°g 33 36 S533035952633822828383 g ¢ 059858933 »5°<3
>0 Qs Q o) o o 0 gz 20=<gqgd> o 2 ol 5 a = g o
Q> Q Q ) > 5 ~ g o)
Q o a <
(0] @ o) 8_

SAUL ESLAKE

Note: Estimate for China derived from quarterly growth rates published by China NBS; estimate for India seasonally adjusted by Corinna using Refintiv Datastream.
27 Source: National statistical agencies and central banks. Return fo "What's New". &%R;';’:Ei?ﬁogg‘ég%’ﬂ?g;




The more ‘advanced’ Asian economies, Australia’s & NZ's and the US's,
have recovered more rapidly from last year's recessions than Europe’s

Levels of real GDP indexed to Q4 2019 = 100

110 7 Q42019 = 100 110 7 Q42019 =100 Ching 110 7 Q42019 = 100
105 - New Zealand 105 105 -
. Korea
100 100 100
........................... Singapore
95 95 95
90 90 90
85 A 85 A 85
80 A 80 A 80
75 T T T 1 75 T T T 1 75 T T T 1
2018 2019 2020 2021 2018 2019 2020 2021 2018 2019 2020 2021
Note: All series shown are seasonally adjusted, except for China’s which has been constructed using the estimates of quarterly changes in real GDP published by the SA U L ES LAKE
China National Bureau of Statistics. Sources: National stafistical agencies, Eurostat and Bank of Korea; Corinna. CORINNA ECONOMIC ADVISORY
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The OECD last month made minor changes to its global growth outlook but
with the US forecast for 2021 down 0.9 pc pt and the euro zone up 1 pc pt

Major global institutions’ growth forecasts for 2020, 2021 and 2022 compared

Australian
Actual IMF World Bank OECD Treasury

2019 2020 2021 2022 2021 2022 2021 2022 2021 2022
Uus 2.2 -3.5 7.0 4.9 6.8 4.2 6.0 3.9 6.5 3.5
China 5.8 2.3 8.1 5.7 7.7 5.3 8.5 5.8 8.5 5.5
Euro area 1.3 -6.6 4.6 4.3 4.2 4.4 4.3 4.6 4.5 4.0
India 4.0 -8.0 9.5 8.5 8.3 7.5 6.7 9.9 11.0 5.8
Japan 0.3 -4.8 2.8 3.0 2.9 2.6 2.5 2.1 3.5 1.8
UK 1.4 -9.9 7.0 4.8 na na 6.7 5.2 na na
Australia 1.9 -2.4 5.3 3.0 na na 4.0 3.3 4.3" 2.5
New Zealand 2.2 -3.0 4.0 3.2 na na 3.5 3.8 3.2 4.4
World 2.8 -3.3 6.0 4.9 5.6 4.3 5.7 4.5 6.0 4.5
World trade 0.9 -8.5 9.7 7.0 8.3 6.3 na na na na

Note: * Forecasts for fiscal years beginning 15t July (and finishing 30" June following year) t Forecasts by New Zealand Treasury for fiscal years beginning 15t July
Sources : International Monetary Fund (IMF), World Economic Outlook Update, 26t July 2021; The World Bank, Global Economic Prospects, 8" June 2021;
Organization for Economic Co-operation & Development (OECD), Economic Outlook, Interim Report, 215t September 2021; Australian Treasury, 2021-22 Budget
Paper No. 1, Statement No. 2, 11" May 2021; New Zealand Treasury, Budget Economic and Fiscal Update 2021, 20t May 2021. Return to "What's New".
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https://www.imf.org/en/Publications/WEO/Issues/2021/07/27/world-economic-outlook-update-july-2021
https://openknowledge.worldbank.org/bitstream/handle/10986/35647/9781464816659.pdf
https://www.oecd.org/economic-outlook/
https://budget.gov.au/2020-21/content/bp1/download/bp1_bs2.pdf
https://www.treasury.govt.nz/publications/efu/budget-economic-and-fiscal-update-2021
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The OECD'’s latest forecast includes more substantial downward revisions
to forecasts for the US, Indonesia and Ausiralia this year

OECD real GDP growth forecasts

September Revision from
forecast (%) May (pc pts)

2021 2022 2021 2022

Advanced economies

us 6.0 3.9 -0.9 +0.1
Euro zone 53 4.6 +1.0 +0.2
Japan 2.5 2.1 -0.1 +0.1
UK 6.7 5.2 -0.5 -0.3
Australia 4.0 3.3 -1.1 -0.1
Emerging economies
China 8.5 5.8 0.0 0.0
India 9.7 7.9 -0.2 -0.2
Brazil 5.2 2.3 +1.5 -0.2
Indonesia 3.7 4.9 -1.0 -0.2
Russia 2.7 3.4 -0.8 +0.6
World 5.7 4.5 -0.1 +0.1

Source: OECD, Economic Outlook, Interim Report, 21" September 2021.
Return to "What's New".
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The OECD'’s latest forecast for global economic growth this year and
next is little changed from the one published in May

- however, the forecast for US growth in 2021 has been revised down by
almost 1 pc pt, as it has also been for Indonesia and Australia, “due to the
impact of the Delta variant and temporary supply constraints”, while that
for the euro area has been revised up by 1 pc pt “due to higher investment
spending, helped by the Next Generation EU funds”

— the forecast continues to assume an “additional boost to infrastructure
spending in the US” (which may not happen)

— and the forecast for China hasn’t changed despite clear evidence that its
economy is slowing

The OECD also emphasizes the need for ongoing “macro-economic
policy support” accompanied by “effective and well-targeted
structural reforms”

— monetary policy should “tolerate” temporary overshooting of headline
inflation from “transient capacity pressures” provided underlying inflation
pressures are contained and “inflation expectations remain well-
anchored”

- a “premature and abrupt withdrawal of fiscal policy support should be
avoided” - instead ensuring that “support continues to go to the poorest
households” and that resources be “redirected to digital and low-carbon
transformations”

— governments need to “seize the opportunity at a time when macro-
economic policies are supportive and demand is rising quickly to
accelerate reforms” (see slide 142 for what that means

in the Australian context) SAUL ESLAKE
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https://www.oecd.org/economic-outlook/

World trade volumes fell in July, as a result of port closures in Asia and
delays at ports in the US

World trade volumes and container throughput Taiwan export orders and world trade volumes
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Note: The shipping container throughput index is based on reports from 91 ports around the world handling over 60% of global container shipping.
Sources: CPB Netherlands Economic Planning Bureau, World Trade Monitor (August data to be released on 25" October); Institute of Shipping Economics & SAU L ESLAKE
Logistics (ISL) and RWI Leibniz-Institut fUr Wirtschaftsforschung (RWI) Container Throughput Index; Taiwan Ministry of Economic Affairs. Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.cpb.nl/en/worldtrademonitor
https://www.isl.org/en/containerindex
https://www.moea.gov.tw/Mns/dos_e/bulletin/Bulletin_En.aspx?kind=14&html=1&menu_id=6744

The global ‘delta wave’ interrupted the recovery in travel - but that
recovery appears to have (tentatively) resumed again

Daily commercial flights worldwide Daily US TSA ‘security’ checks
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Note: Commercial flights include commercial passenger flights, cargo flights, charter flights, and some business jet flights. Daily flights data up to 8" October, and TSA SAUL ESLAKE
checks up to 7" October. Thicker coloured lines are 7-day centred moving averages of daily data plotted in thin grey lines. Sources: Flightradar24.com; US Transport

32 Safety Administration (at last, something useful produced by aviation ‘security’lll). Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.flightradar24.com/data/statistics
https://www.tsa.gov/coronavirus/passenger-throughput
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The US fiscal stimulus dwarfs that of any other major economy - although
Japan, the UK, Canada and Australia are also doing a lot
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Note: China debt is gross debft, not netf. Sources: International Monetary Fund, Fiscal Monitor, and World Economic Outlook, April 2021. Retfurn fo "What's New"
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https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO

Major central banks have cut interest rates to record lows, and done
more ‘quantitative easing’ than during the global financial crisis

Maijor central bank policy interest rates
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Note: estimates of central bank assets as a pc of GDP in Q2 2020 were inflated by the sharp drop in nominal GDP in that quarter: conversely, declines in estimates of

central bank assets as a pc of GDP in Q3 2020 are in large part due to rebounds in nominal GDP. Sources: US Federal Reserve; European Central Bank; Bank of Japan;
Bank of England; Bank of Canada; national statistical agencies; Corinna. Return to "What's New".
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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/

ECB President Christine Lagarde last week offered some interesting
perspectives on the outlook for inflation

O ECB President Christine Lagarde offered some interesting perspectives on inflation dynamics in a speech given in
Frankfurt on last week

d She pointed to the chance that the “major shock to global supply chains and domestic labour markets” induced

by the pandemic could push prices up

— if firms seek (or, she could have said, are obliged by governments) to “diversify their supply chains or re-shore some of their
production” in order to “prioritize resilience over efficiency”, that could “lead to higher cost structures ... which are then
passed on o consumers”

— and “geopolitics might also interfere in trade patterns and accelerate these shifts”

— these developments could offset some or all of the expected impact of “accelerated ... digitalization” on productivity, unit
labour costs and prices

d She also drew attention to possible consequences for inflation of the “shift towards a low-carbon economy”

— citing estimates by the Central Banks & Supervisors Network for Greening the Financial System (NGFS), the increase in
auction prices in the EU’s ETS, the infroduction of carbon prices covering a broader range of economic activities, and the
adoption of ‘carbon tariffs’ in Europe “could gradually increase inflation relative to its previous trend by up to 1 pc point over
the transition period, before returning to that trend”

— she cited research by Australian economist Warwick McKibbin (et al) that “introducing carbon taxes in euro area countries
tends to raise headline inflation but lower core inflation”

— she also noted that the “green transition” would “make the pass-through of energy prices to consumer prices more
complex” - it being “no longer sufficient to look mainly at oil prices”, as evidenced by the influence which “the ongoing rise
in natural gas prices” is now having in Europe (although she also observed that “the use of natural gas ... is only a bridge
technology and will over time subside as new technologies for storage and distribution are more widely deployed”

O Her conclusion was the need “to ensure that [monetary policy-makers] do not over-react to
temporary supply shocks that have no bearing on the medium term” SAUL ESLAKE
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https://www.ecb.europa.eu/press/key/date/2021/html/ecb.sp210928~4cc57f558d.en.html
https://www.ngfs.net/sites/default/files/medias/documents/820184_ngfs_scenarios_final_version_v6.pdf
https://www.ecb.europa.eu/pub/conferences/ecbforum/shared/pdf/2021/McKibbin_paper.en.pdf

The Federal Reserve last month confirmed that it was likely to start ‘tapering’
its bond purchases later this year — and hinted that rates could rise in 2022

d The US Federal Reserve’s Open Market Committee left its target for the Federal funds rate unchanged at 0-0.25% at
its 21-22 September meeting, as expected

— but it noted that if the US economy continues to “progress ... broadly as expected” towards its “maximum employment and
price stability goals”, a “moderation in the pace of asset purchases” (ie, ‘tapering’) “may soon be appropriate”

— at his post-meeting press conference Fed Chair Jerome Powell clarified that this meant “a gradual tapering process that
concludes around the middle of next year” - but sought to emphasize that this prospective ‘tapering’ “will not be intended to
carry a direct signal regarding the timing of interest rate liftoff”

d Fed Governors and regional Fed Presidents lowered their median forecast for GDP growth through 2021 to 5.9%

(from 7.0%) but raised it for 2022 to 3.8% (from 3.3%), and raised their median ‘core’ inflation forecast for 2021 to

3.7% (from 3.0%) and for 2022 to 2.3% (from 2.1%)

— they also raised their median forecast for the Fed funds rate in June next year to 0.3% (from 0.1%), and for June 2022 to 1.0%
(from 0.6%), while their first median forecast for the funds rate in June 2024 was 1.8%

— half of the Governors and Presidents of now expect at least one rate increase next year (and three expect two increases)
— Powell put a ‘dovish’ spin on these forecasts saying that “more important than any forecast is the fact that policy will remain
accommodative until we have achieved our maximum employment and price stability goals”
O The Bank of Japan left all of its monetary policy settings on hold, as expected, at its 21-22 September monetary
policy meeting
— there was only one dissent (out of 9 members) from the decision to keep interest rates unchanged, and he wanted even
lower rates

— the BoJ also provided more detail of its program (foreshadowed at its previous meeting) of interest-free loans to banks which
“disclose information concerning their efforts to address climate change” for on-lending to customers which “contribute to
Japan’s actions to address climate change”

SAUL ESLAKE
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https://www.federalreserve.gov/newsevents/pressreleases/monetary20210922a.htm
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20210922.pdf
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20210922.pdf
https://www.boj.or.jp/en/announcements/release_2021/k210922a.pdf
https://www.boj.or.jp/en/announcements/release_2021/rel210922a.pdf

The Bank of England last month foreshadowed that it could raise rates
before year-end - and would pursue a different ‘policy mix’ from the Fed

A The Bank of England’s Monetary Policy Committee agreed at its 23'¥ September meeting to keep its Bank Rate at
0.10%, and agreed by a 7-2 majority to continue with its existing program of bond purchases towards the
previously-stipulated target of £875mn (at the previous meeting this had been by an 8-1 vote)

the Minutes of Wednesday’s meeting (released the following day) note that “some developments” since the previous
meeting had “strengthened the case” that “some modest tightening of monetary policy over the forecast period was likely
to be necessary to be consistent with meeting the inflation target sustainably in the medium term”

in particular, the MPC noted the impact of “supply constraints on output” which “appeared likely [to] prove more persistent”
and which had prompted BoE staff to revised down their forecast for the level of Q3 GDP by around 1% and to raise their
forecast for CPI inflation to “slightly above 4% in 2021 Q4”

also contributing to the upwards revision to the inflation forecast were the prospect of higher electricity and gas prices and,
more importantly, evidence that “the labour market appears to have tightened further”, prompting BoE staff to raise their
estimate of underlying pay growth “to above its pre-pandemic rate”

the MPC also noted household inflation expectations had “increased in recent months”, with one medium-term measure
reaching “its highest level since 2013”, as had financial markets’ inflation expectations

although the MPC judged that there was “high option value” in waiting for additional information on the labour market (and
in particular the effects of the expiry of the Government’s furlough scheme at the end of this month) before deciding “if and
when a tightening in monetary policy might be warranted”

d The MPC unanimously agreed that “any future initial tightening of monetary policy should be implemented by an
increase in [the] Bank Rate even if that became appropriate before the end of the existing ... asset purchase
program’”

37

this is the diametric opposite of the Fed’s (and the ECB’s) approach which is to begin ‘tapering’ well before any increase in
policy interest rates
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https://www.bankofengland.co.uk/-/media/boe/files/monetary-policy-summary-and-minutes/2021/september-2021.pdf
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Money supply growth has
this year as large monthly

slowed sharply from the peaks recorded earlier
increases a year ago ‘wash out’
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30 % change from year earlier 14 % change from year earlier 30 - % change from year earlier
25 - 12 1 25 -
20 - 101 20 -
8 _
15 + 15 4
6 _
10 ~ i
4 10
5 4 5 5
O T T T T T T T T T T T T T T T ! O T T T T T T T T T T T T T T T ] O T T T T T T T T T T T T T T T ]
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 06 070809 10 11 12 13 14 1516 17 18 19 20 21 06 07 0809 10 11 12 13 14 15 16 17 18 19 20 21
Japan M2 + CDs UK M2 New Zealand M3
- % change from year earlier _ .
M ° Y 16 - % change from year earlier 16 7% change from year eariier
107 14 -
9 7 14 -
8 - . 12
7 A 10 +
6 A 10 -
5+ 8 -
4 - 87 6 -
3 - 6 4 -
2 _
1 - 4 - 2
O T T T T T T T T T T T T T T T 1 2 : : : : : : : : : : . : : : : | O ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ |
06 07 08 02 10 11 12 13 14 1516 17 18 19 20 21 06 070809 10 11 12 131415 16 17 18 19 20 21 06 070809 1011 1213141516 17 18 19 20 21

Sources: US Federal Reserve; European Cenftral Bank; Bank of Japan;

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS

Bank of England; RBA; RBNZ. Refurn fo "What's New".



The OECD estimates that higher commodity prices and shipping costs
account for three-quarters of the increase in G20 inflation so far this year

Inflation in major advanced economies Contribution to annual G20 inflation
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Source: OECD, Economic Outlook, Interim Report, 215" September 2021.
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https://www.oecd.org/economic-outlook/

Some of the factors which have contributed to ‘upsiream’ price pressures in
recent months may have peaked - but energy is an important exception

‘Hard’ commodity prices
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https://www.imf.org/en/Research/commodity-prices
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
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Global semi-conductor production has been curtailed by Taiwan’s drought,
covid outbreaks in Sth East Asia, and damage to chip plants elsewhere

Taiwan export orders, by product
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Note: Data have been seasonally adjusted by Corinna using Refinitiv Datastream. Latest
data are for August. Source: Taiwan Ministry of Economic Affairs. Refurn to "What's New".

Q

Taiwan accounts for 63% of the US$85bn global semi-conductor
chip market (followed by Korea 18% and China 6%)

— one Taiwanese company, Taiwan Semiconductor Manufacturing Co
(TSMC) has 54% of the world market, and United Microelectronics Co
(UMC) a further 7% (Samsung accounts for Korea’s 18%)

Semiconductor fabrication plants (“fabs”) use very large amounts

of water to rinse chips during their manufacture - a typical fab uses

7'/2-15 miillion litres of water daily (and water in Taiwan is very

cheap, at less than US40¢ /1)

Taiwan had been experiencing its worst drought in 56 years,
resulting in rationing of water supplies including to semi-conductor
manufacturers

— although recent heavy rainfalls appear to have broken the drought

World-wide semi-conductor production has also been crimped by
plant shutdowns in Vietnam, Malaysia and the Philippines due to
covid-19 outbreaks, and by damage caused by a fire at a
Japanese fab earlier this year and a storm at a Texas plant
Foreign orders for Taiwanese ICT products fell by 3.5% in August,
after increases of 1.9% in June and 2.6% in July, to be still 17.5%
below February’s peak
— orders for other electronics products fell 3.4% in August to be more than
13% below their peak in April
Shortages of semi-conductor chips have caused major headaches
for the motor vehicle industry (which uses lots of them)

— Toyota last month announced a 40% cut in production in September
(although virus outbreaks in SE Asia were also a contributing factor)



https://www.moea.gov.tw/Mns/dos_e/bulletin/Bulletin_En.aspx?kind=14&html=1&menu_id=6744
https://www.bbc.com/news/world-asia-56798308
https://www.washingtonpost.com/us-policy/2021/09/23/chip-shortage-forecast-automakers/?variant=45bcfc8a951d56c3
https://www.wsj.com/articles/toyota-succumbs-to-chip-shortage-and-shuts-factories-11629372702
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Producer prices are surging in all major economies: but only in the US and
(to a lesser extent) the UK is this feeding into core CPI inflation
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PPI (increase over year

12 4 % change from year earlier to August was the
10 - highest in 13 years)
8 |
6 Core CP
4
> AL N
O ] T \W‘ \V\
2 |
4
6 |
8 |
06 07 0802 10 11 1213 141516 17 18 19 20 21
Japan
12 4 ¢ change from year earlier
10 ~
8 |
6 Core CPI PPI
4 7 \
2 _
0 |
2
4
-6
-8 -

06 07 08 09 10 11 12 13 14 1516 17 18 19 20 21

For a more detailed analysis of recent US inflation data see slides 73-77. Sources: US Bureau of Labor Stafistics; Statistics Bureau of Japan; Eurostat; UK Office for

Euro area Canada
}‘21 ] % change from year earlier PPI 30 4 % change from year earlier
| . PPI
10 - 25
8 - Core CPI 20
j | \ 157 Core CPI
o1 A/ 10 -
0 \ \ W\ \ \ T \ \ 5
D w 0 -
4 -
-6 -5
-8 - -10 -
06 0708 0?2 10 11 1213 141516 17 18 19 20 21 06 070802 1011 121314151617 18 19 20 21
United Kingdom Sweden
8 7 % change from year earlier 161 % change from year earlier
6 - PPI 12 -
Core CPI g
4 / Core CPI
2 - 47 \
0
0 T I
V _4 |
2
8
4 -

06 07 08 02 10 11 12 13 14 15 16 17 18 19 20 21

06 07 08 02 10 11 12 13 14 1516 17 18 19 20 21

SAUL ESLAKE

National Statistics; Statistics Canada; Statistics Sweden. Return to "What's New".

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS


https://www.bls.gov/bls/inflation.htm
https://www.stat.go.jp/english/data/cpi/1581-z.html
https://ec.europa.eu/eurostat/web/hicp
https://www.ons.gov.uk/economy/inflationandpriceindices
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.scb.se/en/finding-statistics/statistics-by-subject-area/prices-and-consumption/consumer-price-index/consumer-price-index-cpi/

There’s been very little pass-through of higher producer prices into ‘core’
consumer price inflation in Asia
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https://data.stats.gov.cn/english/index.htm
http://kostat.go.kr/portal/eng/pressReleases/9/2/index.board
https://www.bok.or.kr/eng/bbs/E0000634/view.do?nttId=10065593&menuNo=400069&pageIndex=1
https://eng.stat.gov.tw/ct.asp?xItem=12092&ctNode=1558&mp=5
https://www.singstat.gov.sg/publications/economy/ppi-highlights
https://www.mas.gov.sg/-/media/MAS/SORA/Historical-SORA-data---Jul-2005-to-Jul-2020.xlsx
https://www.bps.go.id/subject/3/inflasi.html#subjekViewTab3
https://psa.gov.ph/statistics/survey/price/summary-inflation-report-consumer-price-index-2012100-july-2021
http://www.indexpr.moc.go.th/price_present/tableindexCpi_bot.asp
https://www.dosm.gov.my/v1/index.php?r=column/ctwoByCat&parent_id=105&menu_id=bThzTHQxN1ZqMVF6a2I4RkZoNDFkQT09

Consumer price inflation is rising in many other ‘emerging’ markets
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Nacional de Estadisticas (Chile); Rosstat; Ukrstat; Kdzponti Statisztikai Hivatal (Hungary); Gtéwny Urzgd Statystyczny (Poland); Statistics South Africa; Turkstat. Return to "What's

New".
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https://www.ibge.gov.br/en/home-eng.html
https://en.www.inegi.org.mx/
https://www.indec.gob.ar/indec/web/Institucional-Indec-QuienesSomosEng
https://www.ine.cl/
https://eng.rosstat.gov.ru/
https://ukrstat.org/en/operativ/oper_new_e.html
https://www.ksh.hu/?lang=en
https://stat.gov.pl/en/
http://www.statssa.gov.za/
https://www.tuik.gov.tr/Home/Index
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Residential property prices have been remarkably resilient in most
countries thanks to record-low interest rates and ample supply of credit

House price indices
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Note: House price indices shown in these charts are those published by S&P-CorelLogic Case Shiller national (United States); Teranet-National Bank (Canada); Corelogic
(Australia); Real Estate Institute of New Zealand; China Index Academy; Japan Real Estate Institute (Tokyo condominiums); Kookmin Bank house price index (Korea);
Centaline Centa-City Index (Hong Kong); Urban Redevelopment Authority (Singapore); Europace hauspreisindex (Germany); Halifax house price index (UK); Central
Staftistics Office RPPI (Ireland); Fofocasa real estate index (Spain); Statistics Netherlands; Elendom Norge (Norway). These indices have been chosen for their timeliness
and widespread recognition: they do not necessarily all measure the same thing in the same way. For more comprehensive residential property price data see the
quarterly database maintained by the Bank for International Seftlements. Return to "What's New".
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https://www.spglobal.com/spdji/en/index-family/indicators/sp-corelogic-case-shiller/sp-corelogic-case-shiller-composite/#overview
https://housepriceindex.ca/#maps=c11
https://www.corelogic.com.au/research/monthly-indices
https://www.reinz.co.nz/residential-property-data-gallery
https://industry.fang.com/en/reports.html
https://www.reinet.or.jp/en/tentative_calculation.html/
https://omoney.kbstar.com/quics?page=oeng#loading
http://www1.centadata.com/cci/notes_e.htm
https://www.ura.gov.sg/Corporate/Media-Room/Media-Releases/pr21-01:~:text=The%20Urban%20Redevelopment%20Authority%20(URA,points%20in%204th%20Quarter%202020
https://report.europace.de/epx-hedonic/
https://www.halifax.co.uk/media-centre/house-price-index.html
https://www.cso.ie/en/releasesandpublications/ep/p-rppi/residentialpropertypriceindexseptember2020/
https://www.fotocasa.es/indice/#/filter/eyJ0cmFuc2FjdGlvbiI6ImJ1eSJ9
https://www.cbs.nl/en-gb/figures/detail/83910ENG?q=house%20prices
https://eiendomnorge.no/housing-price-statistics/category936.html
https://www.bis.org/statistics/pp.htm?m=6%7C288%7C640
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Bond yields and the USS continued drifting higher as markets anticipate Fed
‘tapering’ later this year — despite the softer US jobs data on Friday
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September services PMIs released this week generally show resilience in

the face of the on-going spread of the ‘delta variant’
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https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.markiteconomics.com/public
https://www.caixinglobal.com/index/

China’s real GDP grew by 1.3% in Q2, double the Q1 growth rate but
below the pre-pandemic pace

Real GDP growth, from year earlier, 1961-2020
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48 thereafter. Source: China National Bureau of Statistics. Return to "What's New".
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https://data.stats.gov.cn/english/easyquery.htm?cn=B01
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China’s economy continued to slow in August, parily (but not solely) due
to virus outbreaks, and notwithstanding strength in exporis

Industrial production
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https://data.stats.gov.cn/english/index.htm
http://www.caam.org.cn/chn/21/cate_463/list_1.html
http://english.customs.gov.cn/Statistics/Statistics?ColumnId=7

Most measures of consumer spending and of property market activity also
continued to soften through August, partly but not solely due to ‘delta’
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China’s producer price inflation remained high in August, but consumer
price inflation ebbed due to falling food prices — and credit slowed more
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Note: ‘SHIBOR' is the Shanghai Inter-Bank Offered Rate. Latest inflation and credit data are for August.
Sources: China National Bureau of Statistics; Refintiv Datastream;_People's Bank of China. Return to "What's New".
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https://data.stats.gov.cn/english/tablequery.htm?code=AA0105
http://www.pbc.gov.cn/en/3688247/3688978/3709137/index.html

Concerns about the systemic consequences of a default by China’s largest
property developer have eased a bit, but not ‘gone away’

d Concerns have been mounting for some weeks about the possibility of a default by China Evergrande Group, a
property development company with debts totalling US$S300 billion (of which USS37bn falls due within a year)

— Evergrande is China’s second-largest property developer, with around 200,000 employees, and owns more than 1,300
different projects in some 280 cities (and indirect management interests in 2,800 others) across China, as well as having
interests in electric vehicle manufacturing

d A collapse of Evergrande could likely have significant consequences for the broader Chinese financial system

— butit's not clear whether a government-sponsored ‘rescue’ would be consistent with the recent government emphasis on
steering lending away from real estate development or with regulatory crack-downs on prominent enirepreneurs

d Immediate concerns eased at the end of September when Evergrande indicated it had “resolved” interest
payments on an Rmb-denominated bond “via negotiations”
— Chinese regulators reportedly instructed Evergrande to focus on completing unfinished properties and repaying individual
investors
— however Evergrande has missed interest payments totalling US$131mn on two dollar-denominated bonds due in the last two
weeks of September (though subject to a 30-day ‘grace’ period), and a further payment of $150mn is due this coming week

O Chinese press reports indicate that Evergrande may sell its stake in Shengjing Bank, and a 51% stake in its
property services subsidiary, in order to repay some of its debts

A Another large property developer, Fantasia Holdings, missed a payment on a US$206mn bond, and a 700mn
yuan domestic loan this week

O The PBoC drained liquidity on Friday, as Chinese markets returned from a week-long holiday, after having made
injections averaging Rmb 100bn a day for most of the last two weeks of September
— as aresult of which both Shibor rates and longer-term bond yields moved a bit higher SAUL ESLAKE

52 . : . CORINNA ECONOMIC ADVISORY
Return to "What's New". INDEPENDENT ECONOMICS



https://www.bloomberg.com/news/articles/2021-09-23/china-tells-evergrande-to-avoid-near-term-dollar-bond-default?utm_source=google&utm_medium=bd&cmpId=google

The Chinese banking system’s risk profile has increased significantly over
the past decade - particularly on the liabilities side of its balance sheet
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http://www.pbc.gov.cn/en/3688247/3688978/3709137/index.html
https://www.bis.org/statistics/totcredit.htm?m=6%7C380%7C669
https://www.cbirc.gov.cn/en/view/pages/ItemList.html?itemPId=973&itemId=983&itemUrl=ItemListRightList.html&itemTitle=Statistics&itemPTitle=Statistics

The yuan strengthened 0.2% against the US dollar and 0.6% in trade-
weighted terms this week

Chinese renminbi vs USS and trade-weighted index
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54 August. Return 1o "What's New".
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In Japan, both consumers and large businesses are becoming more
optimistic, even though employment fell in August

Real GDP

% change from previous quarter
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in Q2 (revised from 0.3%), after a 0.9%
decline in Q1, to be 7.7% larger than in
Q2 las year, but still 3.3% smaller than

the pre-recession peak in Q3 2019

BoJ Tankan business conditions
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Sources: Japan Cabinet Office Economic and Social Research Institute; Bank of Japan; Statistics Bureau of Japan; Japan Ministry of Finance. Return 1o "What's New".
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Vietnam'’s economy contracted by 6.2% in Q3 compared with Q3 last year,
as a direct result of shutdowns in response to the spread of delta
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Social Development Council of Thailand; Statistics Indonesia; Philippine Statistics Authority; General Statistics Office of Viet Nam; India Ministry of Statistics &
Programme Implementation. Refurn to "What's New".
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PMIs suggest a pick-up in manufacturing activity in most east Asian
economies in September - with the exceptions of Taiwan and Vietham
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Singapore Institute of Purchasing and Materials Management; Australian Industry Group; Business NZ; Refinitiv Datastream. Return to "What's New"'.
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Some (though not all) Asian economies are experiencing temporary
upward pressure on inflation as in North America and Europe

Korea Hong Kong Indonesia Thailand Vietham
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Note: ‘Core’ inflation in Korea excludes agricultural products and oil; in Taiwan it excludes fresh fruit, vegetables and energy; in Singapore it excludes accommodation

and private transport; and in Hong Kong it excludes the effect of ‘one-off government relief measures. ‘Core’ inflation in Indonesia excludes ‘volatile foods’ and changes
in ‘administered prices’ (such as fuel subsidies, tfransport fares and electricity prices); in the Philippines it excludes rice, corn, meat, fish, cultivated vegetables and fuels; in
Thailand it excludes fresh or raw food and energy; and in Malaysia it excludes fresh food and ‘administered’ prices. Vietnam and India do not publish measures of ‘core’

inflation. Sources: national statistical agencies and central banks. Refurn fo "What's New".
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Unemployment rose sharply in most Asian economies last year but is now
falling in most of them
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Note: Unemployment data is published monthly in Korea, Taiwan, Hong Kong, Thailand and Malaysia; quarterly in Singapore and the Philippines; semi-annually (February

and August) in Indonesia; and annually in Vietnam (with the latest reading being for 2019). There is no official unemployment data in India: the estimates shown on this

page are compiled by a private sector ‘think tank’. Sources: national statistical agencies; Cenfre for Monitoring the Indian Economy . Refurn to "What's New".
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Asian exports are recovering from the Covid-induced slump - although
‘base effects’ from this time last year are inflating the growth
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Note: Data for Hong Kong, Singapore and Malaysia are published in national currencies and converted to US dollars by Corinna using month-average exchange rates.
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All Asian economies have experienced improvements in their trade
balances since the onset of Covid, although some are now turning around
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Apart from Singapore, Hong Kong and Thailand, Asian governments’
discretionary fiscal responses to Covid-19 have been relatively modest

Fiscal policy responses to Covid-19 — Asian & Budget balances - Asian Gross government debt -
other selected emerging market economies economies 2020-2022 Asian economies 2019-26
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Asian governments, except for Singapore and Hong Kong, will be running
large budget deficits for the next five years

Korea

3 % of GDP

% of GDP

10 12 14 16 18 20 22 24 26

Taiwan
$1 1% of GDP

10 12 14 16 18 20 22 24 26

63

% of GDP [0

75

40

Hong Kong

1% of GDP

o~

% of GDP[

-10 - L

212 - L
10 12 14 16 18 20 22 24 26

Singapore
10 7 % of GDP

% of GDP[

10 12 14 16 18 20 22 24 26

- General government overall fiscal balance (left scale)

1.0
0.9
0.8
0.7
0.6
0.5
0.4
0.3
0.2
0.1
0.0

140

130

120

110

100

90

80

Indonesia

% of GDP 45

1 7 %of GDP

7 - L 20
10 12 14 16 18 20 22 24 26

Philippines

% of GDP % of GDP [ 60
55
50
45
40
35
30
25

-8 - - 20
10 12 14 16 18 20 22 24 26

Source: International Monetary Fund, Fiscal Monitor, and World Economic Outlook, April 2021. Return fo "What's New"

Thailand

% of GDPr 60

1 7% of GDP

-6 - - 30
10 12 14 16 18 20 22 24 26

Malaysia

1 7% of GDP % of GDP[ 70

65

60

55

50

10 12 14 16 18 20 22 24 26

General government net debt (right scale)

Vietham

% of GDP

% of GDP 50

- - 35
10 12 14 16 18 20 22 24 26

India

2 7 % of GDP % of GDP 95

10 12 14 16 18 20 22 24 26

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.imf.org/en/Publications/FM
https://www.imf.org/en/Publications/WEO

India’s ceniral bank left its monetary policy settings unchanged this week,
as have all other Asian central banks except for Korea's

O The Reserve Bank of India left its monetary policy settings unchanged, as expected, after a three-day Monetary
Policy Committee meeting this week

— Governor Shaktikanta Das said in his post-meeting statement that “India is in a much better place than at the time of the last
MPC meeting”

— even so, he noted that “output is still below pre-pandemic level and the recovery remains uneven and dependent upon
continued policy support”, that CPI inflation during July and August had “turned out to be lower than anticipated”, and that
“the supply side and cost push pressures” are “expected to ameliorate with the ongoing normalisation of supply chains”

O The Bank of Thailand left its policy rate unchanged at 0.5% at last week’s Monetary Policy Committee meeting

— the BofT still expects 0.7% growth in 2021, followed by 3.9% (revised from 3.7%) in 2022, but noted the outlook was “still highly
uncertain”

— inits view “government financial measures would be more effective [in supporting economic recovery] than a further
reduction in the policy rate”

O Bank Indonesia, Bangko Sentral ng Pilipinas and the Central Bank of the Republic of China (Taiwan’s central bank)
all left their monetary policy interest rates unchanged at their most recent meetings in the last week of September
— Bank Indonesia is pursuing what looks like a variant of ‘modern monetary theory’, in that it is directly financing part of the
Government’s budget deficit as a key element of what it calls ‘synergistic monetary expansion’ (see slide 67)
O The only Asian central bank which has raised interest rates is the Bank of Korea, which raised its base rate by 25
basis points, to 0.75%, at its last Monetary Policy Board meeting on 26" August

— and that decision appears to have been prompted more by concerns about rapid growth in lending to households, and in
house prices, than about inflation

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
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Apart from the Bank of Korea, no Asian ceniral bank has yet begun
tightening monetary policy (or hinted that it might do any time soon)
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6 - %pa 47%po 12 1% pa
5 10 -
3 u
4 - 81 :
2 6 | [_’
3 i A 1 Y,
2 4
) [ \ Bl 7-day reverse
1 - \ 2 - repo rate
BoK base rate Overnight call rate \W
O T T T T T T T T T T T 1 O I T T T T T T T T T T 1 O T T T T T T T T T T T 1
1011121314151617 18192021 1011121314151617181920 21 101112131415161718192021
Taiwan Singapore Philippines
3 % pa 3 1 %pa 10 1% pa
Central Bank 7
of China 8 -
5 rediscount rate 5 7 -
6 7_/_\.\‘_/_
5 ,
J 4
1 - [ Overnight 3 -
callrate
2 1 BSP reverse
1 A repo rate
0 ! 0 0

101112131415161718 192021

Note: Neither Hong Kong nor Singapore use a monetary policy indicator interest rate. Hong Kong has a currency board system, so HK interest rates track US rates very closely;
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45 national central banks; Refinitiv Datastream. Refurn fo "What's New".
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Asian currencies were mixed this week with the rupiah and peso rising 2%
vs the USS, but the rupee losing 1%, the baht 0.7% and the won & NTS -%

Asian currency exchange rates vs US dollar
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Bank Indonesia’s monetary policy settings have been on hold since
January although it has continued with its ‘synergistic monetary expansion’

Indonesia budget deficit
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Sources: Indonesia Ministry of Finance (Kementarian Keuangan); Directorate of Government Debt Securities; Bank Indonesia.

Return to "What's New".

In April 2020, the Indonesian Government and

Bank Indonesia (Bl) agreed to a ‘burden-sharing

scheme under which Bl will directly purchase

bonds equivalent to 25% of this year’s budget

financing requirement (and return the interest

received to the Government), as well as

subsidizing interest payments on other bonds

— Bl calls this 'synergistic monetary expansion’

- up to 17th September Bl has purchased Rp 140trn
of SBN in the primary market (cf. Rp 473trn in 2020)

— Bl has indicated that it will be a ‘standby buyer’ for
up to one-quarter of government borrowing
requirements through 2022

Bl's holdings of SBNs have risen by Rp125bn over
the past four weeks, reversing most of the Rp166bn
decline over the previous four weeks

— Bl has absorbed 38% of the increase in the total

stock of SBNs outstanding so far this year, cf. just
17% in 2020

This ‘QE’ isn't adding to inflationary pressure
because lending to the private sector is declining

- ‘core’ inflation at 1.3% in September is well below
Bl's target of 2-4% (slide 58) and Bl expects it to
remain within target in 2021 and 2022

Bl again left its policy settings unchanged at last
month’s Governing Council meeting (slide 64)
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US ‘core’ retail sales rebounded in August as consumers switched back
from services to goods (apart from supply-constrained motor vehicles)

‘Core’ retail sales rose 2.1% in
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The Covid-19 recession has been quite unlike any other of the recessions
the US has experienced since the end of World War li

Level of real GDP Non-farm payroll employment Unemployment rate
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Note: ‘average post-war recession’ is the average of figures for each of the eleven post-war US recessions as designated by the National Bureau of Economic Research
Business Cycle Dating Committee, with the exception of the recession of January-July 1980 (which was too short, and too close to the July 1981-November 1982 recession SAUL ESLAKE
to be fully reflected in the averages shown here); ‘Peak quarter’ is the quarter in which real GDP attained its highest level before the onset of the recession. No recession
was ever as ‘smooth’ as implied by the averages shown here. Sources: US Bureau of Economic Analysis; Bureau of Labor Stafisfics. Refurn fo "What's New".
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The differences between this recession and previous ones are even more
apparent from some of the details in the national accounts
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Business Cycle Dating Committee, with the exception of the recession of January-July 1980; ‘peck quarter’ is the quarter in which real GDP attained its highest level before

the onset of the recession. All variables in the charts above are in 2012 chain volumes except for the personal saving ratio and budget deficit; after-tax profits are
‘economic’ rather than ‘book’ profits; labour productivity is for the non-farm business sector. Sources: US Bureau of Economic Analysis; Bureau of Labor Stafistics.
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Recurring cash payments to households (combined with restrictions on
movement) have had a major impact on US consumer spending patterns
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71 Source: US Bureau of Economic Analysis.
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US non-farm payrolls rose a smaller-than-expected 194K in September, but
the unemployment rate dropped 0.4 pc pt to 4.8%
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US consumer prices recorded their smallest increase since January in
August with many of the contributors to the recent spike now abating

Contributions to recent monthly changes in CPI Price indices for items which have contributed most to recent monthly
excluding food and energy changes in the ‘core’ US CPI (rebased to December 2019 = 100)
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Note: '‘HOER' = home-owners' equivalent rent (a measure of the ‘imputed rent’ notionally paid by owner-occupiers to themselves), and which accounts for 2812% of the CORINMA ECONOMIC ADVISORY
CPI excluding food and energy. Source: US Bureau of Labor Statistics, Consumer Price Index Table 6; Corinna. Retfurn fo "What's New". INDEPENDENT ECONOMICS
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Statistical measures of ‘core’ inflation haven’t increased very much - but
longer-term inflation expectations are starting to edge vpwards

74

Household inflationary

Alternative measures of US ‘core’ Alternative measures of US ‘core’ expectations
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of Cleveland; Federal Reserve Bank of Dallas; and Michigan University Survey Research Center. Return to "What's New". CORINNA ECONOMIC ADVISORY
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PCE price deflators highlight the significant role of durable goods in the
‘disinflation’ of the past 20 years and the more recent ‘spike’ in inflation

Implicit price deflators of personal consumption expenditures — per cent changes over 12-month intervals
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https://www.bea.gov/data/consumer-spending

There have been some serious supply-chain difficulties in the US -
particularly in the auto sector — but they may have now peaked

|
Manufacturers’ order backlogs
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Note: The diffusion index of order backlogs is 50 plus the percentage of respondents reporting longer backlogs minus the percentage reporting shorter backlogs (and similarly
for customer inventories). ‘Reasons for < full capacity’ means reasons for operating at less than full capacity. Sources: Institute for Supply Management, Report on Business; SAU L ESLAKE

US Census Bureau, Quarterly Survey of Plant Capacity Utilization; Board of Governors of the Federal Reserve System, Industrial Production and Capacity Utilization - G17.
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https://www.census.gov/programs-surveys/qpc/data/tables.html
https://www.federalreserve.gov/releases/g17/Current/default.htm

Survey measures also suggest that ‘upstream’ price pressures in the US may
be peaking — and import price inflation could also be easing
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Philadelphia Fed survey - prices
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Note: The usefulness of the Business Outlook surveys conducted by the Federal Reserve Bank of Philadelphia is that the area which it covers (eastern and central Pennsylvania,
southern New Jersey and Delaware) is a reasonable proxy for the broader US economy. Sources: Federal Reserve Bank of Philadelphia; Institute for Supply Management; US

77 Bureau of Labor Statistics. ‘Return to "What's New".
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https://www.philadelphiafed.org/surveys-and-data
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.bls.gov/news.release/ximpim.toc.htm

The US labour market appears to be tightening, and wages are rising in
some sectors — but it's not clear how broadly-based this will become

|
Job openings Average hourly earnings Overall wages growth - monthly
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Note: Measures of average hourly earnings (especially the all-industries measures) and of average compensation per hour are affected by changes in the composition of
employment (so for example they rose sharply in Q2 2020 when large numbers of low-paid workers were laid off and fell markedly when they returned to work) whereas the
Atflanta Fed ‘wage growth tracker’ (which tracks the wage growth of individuals) and the wages component of the ECI (which is very similar fo the ABS' Wage Price Index) are SAU L ESLAKE

s not. Sources: US Bureau of Labor Statistics, Job Openings and Labor Turnover Survey, Current Employment Statistics, Employment Cost Trends and Labor Productivity and Costs. CORINNA ECONOMIC ADVISORT
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US labour market tightness owes a lot to restrictions on immigration, and to
barriers to the return to the labour market of specific groups
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The US Senate this week passed legislation temporarily raising the debt
ceiling until early December, averting a possible shutdown this month

US Federal budget deficit US gross Federal debt n
S 1% of GDP (12-mth moving total 180 1 :
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Note: The measure of US gross federal debt is at market value. Sources: US Treasury Department; Federal Reserve Bank of Dallas;
US Bureau of Economic Analysis; US Conagressional Budget Office; Corinna. Return to "What's New".

The US Federal Government budget deficit
narrowed by USS132bn to $171bn in August,
largely due to lower spending on pandemic-
related relief programs

The deficit for the 12 months ended August was
USS$2.8 trn, down from a peak of $4.1 trn in the 12
months ended March, but almost exactly the
same as in the 12 months to August last year

The market value of gross debt outstanding fell
by $122bn to $29.8 trn (157'2% of GDP) in August,
as a result of rising bond yields

The Senate this week passed legislation raising
the US Government’s debt ceiling by US$480bn,
which in effect allows the Government to
continue operating until around 39 December

— Senate Republicans had previously sought to
force Democrats to raise the debt ceiling via a
‘reconciliation’ procedure - which would then
have prevented Democrats from using that
procedure to pass their infrastructure bill

— but backed down when President Biden
indicated he might support by-passing the
Senate’s ‘filibuster’ rule

The legislation is likely to be passed by the House
on Tuesday SAUL ESLAKE
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https://www.fiscal.treasury.gov/reports-statements/mts/current.html
https://www.dallasfed.org/research/econdata/govdebt.cfm#tab1
https://www.cbo.gov/publication/56517

Any ‘excess demand’ resulting from ‘excessive’ stimulus is more likely to
show up in the US current account deficit than in sustained higher inflation

US current account balance Gross saving and investment Gross saving by sector
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The US current account has widened Investment didn’t fall much during this The dramatic increase in the budget
since the recession that began last recession — perhaps because it didn't rise deficit has been largely (but not
year - and in the first half of this year as much as usual during the preceding totally) offset by an increase in house-
has been larger (as a pc of GDP) than expansion (corporate tax cuts hold saving
at any time since the financial crisis notwithstanding)

Note: shaded areas denofe recessions as designated by the US National Bureau of Economic Research. Data up fo Q2 2021. SAU L ESLAKE
. Source: US Bureau of Economic Andalysis. Return to "What's New". CORINNA ECONOMIC ADVISORY
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The US recorded a new record goods and services trade deficit in August,
continuing a deterioration evident since the onset of Covid-19

US goods frade balance
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Source: US Census Bureau. Return to "What's New".

US services trade balance
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The US goods trade deficit widened by
US$1 .6bn to $89.4bn in August

exports rose 0.7%, after a 1.8% increase in July,
while imports rose 1.1%, cf a fall of 1.2% in July

— August’s was the second-largest monthly deficit
on record (the largest was $93.3bn in June)

The services surplus narrowed by $1.4bn to
$16.2bn in July, the smallest since December

2011
— services exports fell 0.1% and imports 2.8%

The combined goods and services deficit in
August was a record $73.3bn, $3.0bn more
than in July and $0.1bn more than the
previous record in June

— for the first eight months of 2021 the goods and
services deficit was $558bn, compared with
$417bn in the first eight months of 2020

Any ‘excess demand’ resulting from ‘over’-
stimulatory fiscal and monetary policies is
more likely to show up in a larger current
account deficit than in higher inflation - and
these numbers are consistent with that
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Employment in Canada is now back to its pre-pandemic peak (as of
September) - and Canada is also now running trade surpluses
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Sources: Statistics Canada; Teranet-National Bank of Canada; Department of Finance Canada. Return to "What's New".
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The euro area economy grew by 2% in Q2, though it’s still 3% smaller than
at its pre-recession peak in Q3 2019: UK GDP rose 4.8% in Q2

Euro area real GDP Consumer confidence
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Sources: Eurostat; UK Office for National Staftistics; GfK. The UK unemployment rate is published as a 3-month moving average.
Return to "What's New".
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The euro ared’s recovery is stronger than the UK'’s (except for housing)
even though the UK has provided more fiscal stimulus
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85 Sources: Confederation of British Industry; Eurostat; UK Office for National Statistics. Return to "What's New".
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Iceland’s central bank this week raised rates for the third time this year

0 Sedlabanki islands, the Central Bank of Real GDP Inflation
Iceland, this week raised its policy interest 15 | real % change from year-eartier quarter 20 + % change from year earlier
18

rate, the rate on seven-day term deposits, 1o - e Excl. food products
by 25 basis points to 1.50% c /\JJ\ NV\A/\'\/\/\M 14 - and petrol
— this is the third such increase this year,
following increases in May and August 0 | | A B e
O Inits post-meeting statement SI's Monetary -5 7 W \/
Policy Committee noted the large contribution ;|
of housing costs to the ‘headline’ inflation rate

of 4.4% over the year’ro september o 706 0708091011 121314151617 18 19 20 21 ° 06‘07‘08‘09‘10‘11‘12‘13‘14‘15‘16‘17‘18‘19‘20‘21‘
Q It pointed to “cause for concern in that inflation
expectations appear to have begun to rise Unemployment Interest rates
ngin" 20 1 % of labour force 25 1% pa
— despite GDP growth in the first half of 2021 18 -
having been “slightly weaker” than 161 20 1
forecast, and that ‘underlying’ inflation had ]; | 5
“continued to ease” 0 -
— although it was “too soon ... to say whether 8 - 10 Overnight Sl rate
inflation expectations are becoming less 6 7
firmly anchored to the inflation target” ;‘ i >
0 The MPC committed to “apply the tools at its Oty O T T
disposal to ensure that inflation eases back to 06 0708 09 10 11 1213 14 15 16 17 18 19 20 21 06 07.08 0710 11 12 13 14 15 16 1718 19 20 21
the target within an acceptable time frame” SAUL ESLAKE
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Two Eastern European and two Latin American central banks raised rates
this week

0 Narodowy Bank Polski (Poland’s central bank) raised its reference rate by 40 basis points, to 0.50%, at its Monetary
Policy Council meeting on Wednesday - the first increase since June 2012

— the decision was in response to inflation having accelerated to 5.8% over the twelve months to September (from 2.3% over
the year to December 2020), well above the NBP target of 2'2% = 1% - which, the NBP said, “amidst probable further

economic recovery and favourable labour market conditions ... would generate a risk of inflation staying above inflation
target in the medium term”

— the NBP had previously indicated a reluctance to follow Czechia and Hungary in raising rates
0 Banca Nationala a Romaniei (Romania’s central bank) raised its monetary policy rate by 25 basis points, to 1.50%,
at its Board meeting on Tuesday - the first increase since February 2018

— inflation in Romania has accelerated from 2.1% at the end of last year to 5.3% in August, largely as a result of a “considerable
hike” in natural gas and electricity prices in July

— NBR also pointed to an “unprecedented step-up in local currency lending in July”, and to “risks ... from the future fiscal policy
stance” with “domestic political instability likely to jeopardize budget consolidation - vital for macroeconomic stability”

Q Banco Cenfiral de Reserva del Peru raised its reference rate by 50 bp to 1.50% on Thursday, following a similar
move in September and a 25 bp increase in August
— inflation in Peru has risen to 5.2% over the year to August, from 2.0% in December, well above BCRP’s 2 + 1% target range
— however BCRP said this decision “does not imply necessarily a cycle of successive increases in the reference interest rate”

d Banco Central del Uruguay raised its monetary policy interest rate by 25 basis points to 5.25% at its Monetary Policy
Committee meeting on Tuesday, following a similar move in August

— inflation in Uruguay was 7.4% over the year to September, down marginally from 7.6% in August, but still well above the target
range of 3-6%

— the increase in the policy rate was considered necessary to “strengthen the process of reducing inflation expectations”, a
process which “is expected to continue in the remainder of 2021”

Return to "What's New".
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A growing number of ‘emerging’ market central banks have begun
tightening monetary policy
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National Bank of Ukraine; Turkiye Cumhuriyet Merkez Bankasi; Sakartvelos Erovnuli Bank'l; Hayastani Kentronakan Bank; State Bank of Pakistan; Central Bank of Sri Lanka.
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https://www.bcb.gov.br/en/pressdetail/2392/nota
https://www.banxico.org.mx/indexen.html
https://www.bcentral.cl/en/web/banco-central/home
https://www.bcrp.gob.pe/eng-docs/Monetary-Policy/Informative-Notes/2021/informative-note-august-2021.pdf
https://www.mnb.hu/web/en
https://www.cnb.cz/en/
https://www.cbr.ru/eng/press/keypr/
https://bank.gov.ua/en/
https://tcmb.gov.tr/wps/wcm/connect/EN/TCMB+EN
https://www.nbg.gov.ge/index.php?m=2&lng=eng
https://www.cba.am/EN/SitePages/lalaws.aspx
https://www.sbp.org.pk/
https://www.cbsl.gov.lk/

Ausiralia



Austiralia’s real GDP grew by 0.7% in the June quarter, thus (for now)
allaying fears of a second ‘technical recession’ — but this misses the point

Quarterly growth in Australian real GDP, 1961-2021

O
1

-8
61

Note: Shaded areas denote recessions. Source: ABS, Australian National Accounts: National Income, Expenditure and Product, March quarter 2021. September quarter GDP
will be released on 15t December; and December quarter GDP on 2"¥ March 2022. Return to "What's New". INDEPENDENT ECONOMICS
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/

There was only one
quarter of ‘negative
growth’ in 1974 (the

largest ever recorded
until Q2 2020) - but
that doesn’t mean it
wasn't a ‘recession’

66

/1

Have you heard about
the ‘recession’ of 1977
(when real GDP declined
in Q3 & Q4)2 No, neither
has anyone else

76 81

Yes, we are having another
recession right now — whether there
are two consecutive quarters of
‘negative growth' or not

Suppose the bushfires which ravaged south-eastern
Australia in the last few weeks of 2019 and first few
weeks of 2020 hadn't happened - real GDP might

have risen marginally in Q1 last year rather than
declining 0.3% - would it really have made sense to
say that Australia therefore ‘escaped recession’
because there was only one quarter of ‘negative
growth’ (even though that negative was larger than
the sum of the two previous recessions combined?)

86 91 96 01 06 11 16 21
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/mar-2021

All the major components of domestic demand contributed to the June
quarter’s 0.7% GDP growth, but stocks and net exports detracted

Quarterly change in real GDP

4 % change from previous gir

The June quarter’'s 0.7%
4 - increase in real GDP compares
with the average of 0.6% per
quarter over the four years to

the December quarter 2019
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Contributions to quarterly GDP growth
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Note: Components of household disposable income are deflated by the implicit price deflator of household final consumption expenditure.
Source: ABS, Australiaon National Accounts: National Income, Expenditure and Product, June quarter 2021. September quarter national accounts will be released on 15

Household disposable income
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December. Return to "What's New".

Business investment expenditure
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/jun-2021
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Australia’s recession wasn’t as severe as, and its recovery has been
stronger than, most other ‘advanced’ economies - but will that continue?

Level of real GDP
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2020

2021

Employment
104 -

98 )
96 1
94 1
92 1
90 A

88 -

Q42019 =100

86

2018

for National Statistics; Corinna.

2019

2020

2021

Unemployment

14 1 % of labour force

12 -

2018 2019 2020 2021

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS


https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.stats.govt.nz/information-releases/labour-market-statistics-june-2021-quarter
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/news.release/empsit.toc.htm
https://www.esri.cao.go.jp/en/sna/sokuhou/sokuhou_top.html
https://www.stat.go.jp/english/data/roudou/index.html
https://ec.europa.eu/eurostat/web/national-accounts/overview
https://www.ons.gov.uk/economy/grossdomesticproductgdp
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Though stronger-than-expected overall, the recovery in economic activity
and employment has been very uneven across sectors

Q2 2021 real gross value added by indusiry —
change from pre-pandemic peak
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Sources: ABS, Australian Natfional Accounts: National Income, Expenditure and Product, June quarter 2021; and Labour Force, Australia, Detailed, August 2021.

Q3 2021 employment by indusiry -
change from pre-pandemic peak
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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-detailed/aug-2021

Up to Q2, Western Australia has had the sirongest recovery in ‘final
demand’, while Victoria and (especially) the Northern Territory

Change in real state final demand, June quarter Shortfall between June quarter 20201 state final
2021 compared with March quarter demand and pre-recession peak
61 % 61 %
Average of all states
S 1 & territories
5 -
4 -
3 A
4
2
3 -
0 -
Average of all
states & territories -1
-2 -
-3 4
4 --18.9%
NSW Vic Qld SA WA Tas NT ACT NSW Vic Qld SA WA Tas NT ACT
Note: ‘State final demand’ is the sum of spending by households, businesses and governments within a state or territory’s borders: it differs (conceptually) from
gross state product (GSP), which is only available on a financial year basis, by the sum of net international and interstate tfrade, and changes in business SA U L ES LAKE
inventories. Source: ABS, Ausfralian National Accounts: National Income, Expenditure and Product, June quarter 2021. September quarter national accounts will
94 be released on, 15t December. Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/jun-2021

The RBA has raised its growth forecasts and lowered its forecast for
unemployment next year but its inflation forecast is little changed
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Source: Reserve Bank of Australia, Statement on Monetary Policy, 6™ August 2021. The RBA's next set
of forecasts will be published on Friday 5 November. Return to "What's New".
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Economic growth and in particular employment growth
have continued to outpace the RBA’s forecasts — but wage
and price inflation haven’t

In its latest Statement on Monetary Policy published four
weeks ago, the RBA acknowledged that current lockdowns
would temporarily derail the recovery, with GDP expected
to contract by “at least 1%” in Q3, and the unemployment
rate to increase

Nonetheless, assuming “recent outbreaks can be brought
under control soon and further lockdowns are limited”, the
RBA has revised up its forecasts for GDP growth over the
year to Q4 2022 (from 3% to 4'.%) after 4% (down from
4%/:%) over the year to Q4 2021, and lowered its forecast for
Q4 2022 unemployment (from 4'2% to 4'/:%) with a further
fall to 4% expected by Q4 2023

The RBA has revised its forecast for wages (WPI) growth
marginally higher to 2%% by end-2023

Its forecasts for ‘underlying’ inflation are unchanged
through to Q4 2022 (at 1%.%) but thereafter “to pick up a
little more quickly than previously anticipated” (as a result
of the “faster reduction in spare capacity” to 2'2% in Q4 23

The RBA contemplates other scenarios (based on more
outbreaks & lockdowns or faster vaccination rates) but its
central scenario remains no rate hikes until 2024



https://www.rba.gov.au/publications/smp/2021/aug/pdf/statement-on-monetary-policy-2021-08.pdf
https://www.rba.gov.au/publications/smp/2021/aug/pdf/statement-on-monetary-policy-2021-08.pdf

‘Mobility indicators’ illustrate the impact of lockdowns in NSW and Victoria
on economic activity in those states — but also the recent first easings

Google mobility indicators

Workplaces

20 - Deviation from 14th Feb 2020

1019

(7-day moving average)

-10 -

-20 A

30 -

-40

-50 -

_60 _
31 Dec 19

30 Jun 20

31 Dec 20

NSW

30 Jun 21

Retail and recreation

20

- Deviation from 14th Feb 2020

(7-day moving average)

-20 -

30 -

Victoria

40 A

-50 -

-60 -

-70 -

P

I B

‘ Victoria

NSW

31 Dec?21 31Decl19 30Jun20 31Dec20 30Jun?2i 31 Dec 21

Note: data up to 4" October. Sources: Google Community Mobility Reports; Corinna. Return to "What's New".
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https://www.google.com/covid19/mobility/
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The extended lockdowns in Sydney, Melbourne and Canberra are
increasing the risk of a second recession in two years

Retail sales
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Return 1o "What's New".
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A widely-quoted estimate is that the ‘Greater Sydney’
lockdown has a ‘cost’ (economic activity foregone’) of
about $1bn a week

— if the ‘Greater Sydney’ lockdown lasts until the end of September
(14 weeks) that would imply a ‘cost’ of $14bn

— there will also now be some additional costs arising from
lockdowns in the rest of NSW and in the ACT

Victoria’s recurring lockdowns are likely to have a similar
weekly cost to that in ‘Greater Sydney’

— although it seems reasonable to assume they won't last as long, in
total, as New South Wales

Australia’s GDP is about $2,100 billion a year ($525bn a
quarter, $40 billion a week)

— real GDP might have grown by (say) 1/4% in the September
quarter without lockdowns under the above assumptions, but it
now seems probable that real GDP will instead contract by at
least 3% in the September quarter (see slide 90)

— with real GDP having grown 0.7% in the June quarter Australia will
probably avoid consecutive quarters of ‘negative growth’ if
restrictions can be eased in October

— but that's a lazy and silly definition of a recession — a more
meaningful one is when unemployment rises by 1/2% or more in
12 months or less and that has ‘effectively’ happened already
(see slide 107) SAUL ESLAKE
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https://www.abc.net.au/news/2021-07-13/sydney-covid-lockdown-1-billion-week-economic-cost/100287426
https://www.saul-eslake.com/spoiler-alert-were-in-a-recession-even-if-its-not-official/
https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia/apr-2021
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jun-2021
https://www.fcai.com.au/news/index/view/news/659
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Australia’s border measures have been siricter than almost any other
country (and certainly any democracy)

Article 12 of the United Nations International Covenant on Civil and Political Rights (which Australia signed in 1972,

and which it ratified in 1980) says

— ‘“everyone shall be free to leave any country, including his [sic] own” and “no-one shall be arbitrarily deprived of the right to
enter his [sic] own country”

Avustralia is the only democracy in the world not to have enacted this Convention into domestic law

The ICCPR does include a couple of ‘get out’ clauses

— Arlicle 4 provides that “In time of public emergency which threatens the life of the nation and the existence of which is
officially proclaimed [parties to this Convention] may take measures derogating from their obligations under [it] to the extent
strictly required by the exigencies of the situation”, and

— Arlicle 12 provides that the rights to leave a country (or to move within it) “shall not be subject to any restrictions except those
which are provided by law, are necessary to protect national security, public order, public health or morals or the rights and
freedoms of others” — although this exclusion doesn’t apply to the above-mentioned right to enter one’s own country

No other democracy appears to have availed itself of these ‘get-out’ clauses to the extent that Australia has

— The Federal Court decided in May this year that the Federal BioSecurity Act over-rode any “rights of entry” into Australia that
the ‘common law’ may otherwise confer on Australian citizens

— and the already-draconian restrictions on Australians leaving were surreptitiously further tightened last month

The widely-cited Oxford University index of the stringency of government Covid-related restrictions does not

include outward travel bans or restrictions on citizens returning

— according to Toby Phillips, the Executive Director of the Oxford Government Response Tracker project, “we assumed countries
would always let their own citizens return” and “we even wrote this into our training for data collectors, telling them to only
focus on restrictions for non-citizens”

The Australian Government’s uniquely ‘hard line’ on border crossings is in marked contrast with its reluctance to

directly confront Australia’s surprisingly high ‘vaccine hesitancy’

— probably because it suspects that ‘vaccine hesitancy’ is highest among groups whose votes it needs at the next election



https://www.ohchr.org/en/professionalinterest/pages/ccpr.aspx
https://legalanswers.sl.nsw.gov.au/human-rights-australia/implementing-treaties-australian-law#:~:text=Chapter%204c%3A%20Implementing%20treaties%20in%20Australian%20law&text=At%20the%20Federal%20level%2C%20Australia,law%20directly%20implementing%20the%20ICCPR.&text=In%201986%20the%20Australian%20Human,ratified%20the%20ICCPR%20in%201980.
https://www.abc.net.au/news/2021-05-10/federal-court-judge-throws-out-part-of-india-travel-ban/100129520
https://www.legislation.gov.au/Details/F2021L01068/Explanatory%20Statement/Text
https://www.theage.com.au/national/australia-s-covid-19-travel-ban-is-now-stricter-than-saudi-arabia-s-20210518-p57sqr.html
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Australia’s population grew by just 0.5% during 2020, the slowest rate since
1916, due to the border closure

Australia’s population growth, 1860 -2020 Net migration to Australia, 1900-20
6 7 % change from year earlier 350 7 000
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d Only 76K immigrants came to Australia in the last nine months of 2020, while 151K people departed permanently -
implying a net outflow of almost 68,000 people
O As aresult, Australia’s population growth rate fell to just 0.5% over the year to Q4 2020, the slowest since 1916
O Last month’s halving of the 'cap’ on the number of arrivals allowed into Australia (from 6,070 to 3,035 per week) will
likely result in a further slowing in population growth (for as long as the lower ‘cap’ lasts — no time limit has been given)
d Slower growth in the working-age population does however mean that a given rate of employment growth results in
faster reductions in the unemployment rate (all else being equal)
o . - . . . o SAUL ESLAKE
Note: The net migration data has a series break at 1971 due to definitional changes. Sources: ABS, National, state and territory population, December 2020; Historical
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Population, 2016; Migration, Australia, 2019-20; Demography Bulletin, 1923, 1940, 1950, 1960 and 1971; Population and Vital Statistics Bulletin, 1912. Return to "What's New". INDEPENDENT ECONOMICS


https://www.news.com.au/travel/travel-updates/australia-will-cut-overseas-arrivals-by-around-3000-a-week/news-story/946a88bd2b83b732eba92f6cc6d3e60e
https://www.abs.gov.au/statistics/people/population/national-state-and-territory-population/sep-2020
https://www.abs.gov.au/statistics/people/population/historical-population/latest-release#data-download
https://www.abs.gov.au/statistics/people/population/migration-australia
https://www.abs.gov.au/AUSSTATS/abs@.nsf/allprimarymainfeatures/4FA76C79CD9B0D12CA25766B00192FD4?opendocument
https://www.abs.gov.au/AUSSTATS/abs@.nsf/allprimarymainfeatures/CF29F97B6C241BABCA25763B001D6EF5?opendocument

The Budget assumes that Ausiralia’s borders remain closed until after the
next election — after which migration returns to pre-covid levels by 2024-25

100
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Opinion polls have consistently indicated very high levels of popular support for keeping Australia’s international
borders closed — which (more than anything else) likely explains why the Government’s position has changed from last
year's "we can't keep Australia under the doona" to this year’s "our borders will remain shut as long as it’s in Australia’s
interest to protect the health of Australians but also to protect Australia’s economy” - and why the assumed date for
re-opening the borders is after the latest possible date for the next election (215t May)

SAUL ESLAKE

Sources: ABS, National, state and territory population; Australian Government, 2021-22 Budget Paper No. 1, Statement No. 2 and Budget Paper No. 3, Appendix A.
Return 1o "What's New" CORINNA ECONOMIC ADVISORY
: INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/people/population/national-state-and-territory-population/latest-release
https://budget.gov.au/2021-22/content/bp1/download/bp1_bs2.pdf
https://budget.gov.au/2021-22/content/bp3/download/bp3_14_appendix_a.pdf
https://www.theaustralian.com.au/nation/politics/scott-morrison-pulled-both-ways-on-borders/news-story/558285796b2d2914afd4185698ee132f
https://www.afr.com/politics/federal/pm-s-plea-get-the-app-and-get-out-from-under-the-doona-20200430-p54orq
https://7news.com.au/travel/no-magical-number-pm-warns-international-borders-will-stay-shut-as-high-vaccination-rates-do-not-defeat-delta-variant--c-3078379
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Another important demographic change wrought by Covid-19 has been
the shift of people out of capitals (especially Melbourne) to regions

Internal migration flows
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Note: ‘internal migration’ refers to the movement of people already resident in Australia across specified boundaries (in this case, between ‘greater capital city’ areas

and ‘rest of state’), estimated using data from Medicare and (for military personnel) the Department of Defence. It does not include movements of overseas immigrants
(or Australian residents departing for overseas). Source: ABS, Regional internal migration estimates, provisional, March 2021. Return to "What's New".
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https://www.abs.gov.au/statistics/people/population/regional-internal-migration-estimates-provisional/mar-2021

The taboo on Ausiralians leaving the couniry more than offsets the loss of
spending by foreign tourists and students

Travel credits and debits Net travel transactions
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O Over the four years to March 2020, Australians spent an O Despite restrictions, foreigners still spent $31bn in Australia

average of $54bn per annum on overseas travel - as in the 12 months to March 2021 (cf. an average of $é1bn
against just $1bn spend in that way over the 12 months to per annum over the previous four years) implying a net
March 2021, ‘freeing up’ a large amount which appears gain to Australia during 12 months to March this year of
to have been spent in other ways (electronics, household almost $22'.bn by comparison with the 2016-19 average
goods, clothes, cars etc.) - equivalent to about 1% of GDP

SAUL ESLAKE

. . . . . m 1 13
Source: ABS, International Trade in Goods and Services, Australia, March 2021. Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/mar-2021

The >S50bn per annum that Australians would have spent overseas if
they'd been allowed to has instead been spent at home

Electronic & electrical Hardware, building & Floor coverings, furniture, New motor vehicles
goods garden supplies housewares etc
2.5 1 agon 2.3 - A$bn 1.6 1 A$bn 120 000
2.4 - 22 - 1.5 - 110
23 - 2.1 - 100
22 - | 1.4 -
2.0
2.1 - 90
1.9 1.3 -
20 - 8 80
19 - ' 1.2
1.8 - :
1.7 1.6 1.1 50
1.6 1.5 1.0 S0
18 19 20 21 18 19 20 21 18 19 20 21 18 19 20 21
Clothing, footwear & Pharmaceuticals, cosmetics Alcoholic beverages Renovations
personal accessories & toiletries
30 A$bn 2.0 1 A$bn 1.6 1 A$bn 1.2 4 A$bn
2.5 1.9 1.5 - 7 1.1
| . . 1.0
I8 1.4 o
2.0 13 o 0.9
1.7 3
1.5 1.2 - ! 0.8
1.6 14 0.7
o i
0.5 1.4 0.9 ‘ ‘ 0.5
18 19 20 21 18 19 20 21 18 19 20 21 18 19 20 21
Note: First six charts (from left) are retail sales; new motor vehicles are numbers of vehicles sold; renovations are the value of alterations and additions to residential SAU L ESLAKE

dwellings approved by local governments. Sources: ABS, Retail Trade, Australia, August 2021 (September data will be released on 4" November); Building Approvals CORRMNA ECONOMIC ADVISORY

103 Australia, August 2021; Federal Chamber of Automotive Industries VFACTS (seasonal adjustment of Vfacts data by Corinna). Return fo "What's New". INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia/jul-2021
https://www.abs.gov.au/statistics/industry/building-and-construction/building-approvals-australia/latest-release
https://www.fcai.com.au/news/index/view/news/659

Business confidence recovered slightly in August which probably means
that government policy responses have been viewed as effective

Business confidence
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Business confidence improved 2 pc pts
in August, reversing a small part of the
30.6 pc pt decline between May and

July as Victoria then NSW went into
‘lockdown’ — this seems to suggest that
the fiscal policy responses by
governments have been viewed as
appropriate and helpful
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Business confidence, states and territories
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Sources: National Australia Bank Monthly Business Survey, August 2021; September survey results will be released on 12" October. Return to "What's New'".
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https://business.nab.com.au/wp-content/uploads/2020/12/NAB-Monthly-Business-Survey-June-2021.pdf

Almost all of the components of ‘business conditions’ improved in August,
except for hiring intentions: forward orders rebounded strongly

Trading conditions Forward orders Employee hiring intentions
50 7 Net balance (%) 30 1 Netbalance (%) 30 - Net balance (%)
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Profitability Capacity utilization Capital expenditure intentions
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Note: Quarterly data up to March 1997 (May 2002 for capex intentions), monthly thereafter. SA U L ES LAKE

105  Source: National Australia Bank Monthly Business Survey, August 2021; September survey results will be released on 12th October. Refurn fo "What's New". CORINNA ECONOMIC ADVISORY
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https://business.nab.com.au/wp-content/uploads/2020/12/NAB-Monthly-Business-Survey-June-2021.pdf

Employment fell sharply in August, particularly in NSW, but most of those
who lost jobs also left the workforce, so the unemployment rate fell again

Employment
300 4 Change from previous month ('000)
200
100
0
-100
200 Employment fell 146.3K (1.1%
in August, largely due to a
-300 172K (4.2%) fall in NSW —
-400 though employment also fell
-500 in other states except for
400 Victoria (surprisingly) and WA

-700 -

16 17 18 19 20 21
Total hours worked
1,850 - Miillion hours
1,800 +
1,750 ~
1,700 ~
1,650 ~ Hours worked fell 3.7% in
August reflecting falls of
1,600 - 6.5% in NSW, 3.4% in Vic /
and 5.3% in QId
1,550
16 17 18 19 20 21
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Labour force participation rate
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% of the labour force

62 The participation rate fell 0.8 pc pt
in August (to its lowest since last
61 ~ September) as 168K people
40 | | | | | ‘dro?ped ?uf’ of‘fhe w‘orkfor‘ce
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Unemployment rate
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Source: ABS, Labour Force, Australia, August 2021. September data will be released on 14 October. Return fo "What's New".

Under-employment ratio

16 -+ People working part-time who would like to
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The under-employment ratio rose 1
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jul-2021

The ‘effective’ unemployment rate has risen from 5.7% in May to 10.3% in
August, due to more ‘working’ zero hours or ‘dropping out’ of the workforce

Alternative measures of unemployment

20 -
18 -
16 1
14 -
12 4

10 -

Source: ABS, Labour Force, Australia, August 2021; Corinna. September data will be released on 14" October. Refurn to "What's New".
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% of labour force

Mar  May  Jul
2020

/

Q

People who would have

been 'unemployed' if they 0
had remained in the work
force (ie if the partici-

pation rate had remained
unchanged from its pre-
lockdown level)

‘Employed' people who
worked zero hours for ‘'other
reasons' (apart from being ]
on leave)

‘Employed' people who
worked zero hours for
‘economic reasons' (being
stood down or insufficient
work available)

Unemployed (people who 0
worked 1 paid hour or less,
were willing & able to

work, and 'actively looked'
for work)

The number of people counted as ‘employed’ but
who worked zero hours for ‘economic reasons’ (no or
insufficient work, or ‘stood down’) rose another 68K in
August (to 249K), following increases of 97K in June
and 25K in July,

There was also a 164K increase (to 371K) in the
number of people working zero hours for ‘other
reasons’ (apart from being on annual or other forms
of leave) in August, after increases of 121K in June
and 57K in July

Finally, there were 169K people in NSW in August (up
from 67K in July) plus 2.5K in the ACT who (as proxied
by falls in the participation rate from pre-lockdown
levels) have ‘dropped out’ of the workforce rather
than being classified as ‘unemployed’

If all of these people are instead regarded as having
been ‘unemployed’, then the unemployment rate
would have risen to 10.3% in August, up from 5.3% in
May, 7.3% in June and 7.9% in July

— although that's still well down from a peak of 17.8% in

April last year
SAUL ESLAKE
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jul-2021
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Lockdowns show up in falls in hours worked and participation rates - in
Victoria in June, in NSW in July and August - rather than in employment

|
Employment
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Source: ABS, Labour Force, Australia, August 2021; Corinna. September data will be released on 14t October. Return to "What's New'".
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jul-2021

Payroll jobs have fallen by 4.9% since the beginning of July, with falls of
11.9% in the ACT, 9.1% in NSW and 6.7% in Victoria

Level and weekly change in the Payroll jobs by State & Territory

number of payroll jobs
3 1 % change from Week ended 106 110 7 \week ended 110 7 week ended
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Source: ABS, Weekly Payroll Jobs and Wages in Australia, Interim. Data refers to the number of payroll jobs at businesses participating in the Australian Taxation Office’s Single
Touch Payroll system, which covers 99% of employers with 20 or more employees and about 71% of smaller employees. People with two or more jobs (about 6% of the total) are SA U L ES LAKE

double-counted; employers and the self-employed are not included. Data are not seasonally adjusted (so at least some of the week-to-week variations could be due to
109 ‘normal’ seasonal factors): and the two most recent weeks are subject to (what have often been large) revisions. Refurn to "What's New".
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https://www.abs.gov.au/statistics/labour/earnings-and-work-hours/weekly-payroll-jobs-and-wages-australia-interim/week-ending-28-august-2021

The same sectors, and the same groups, that were hardest hit in last year's
lockdowns have been hardest hit in the latest one (plus agriculture)

110

Change in payroll jobs between week ended 39 July and week ended 11t September

By industry By gender and age
Agriculture, forestry & fishing 0 -
Mining
o Manufacturing 2 -
o Electricity, gas & water supply
S Construction
] Wholesale trade -4 1
S Retail rade
e Accomodation & food services 6 |
Transport, postal & warehousing
Information, media & telecoms
Finance & insurance -8 1
Rental, hiring & real estate
Professional, scientific & tech svces 10 A

Administration & support services
Public administration & saferty

Education & training -12 1
Health care & social assistance %
I Art & recreation 4
I Other services
%
Total
‘ ‘ ‘ \ \ \ | 16 -

24 -22 20 -18 -16 -14 -12-10 -8 6 -4 -2 0 2 M F <20 20-29 30-39 40-49 50-59 60-69 > 70

Source: ABS, Weekly Payroll Jobs and Wages in Australia. Data refers to the number of payroll jobs at businesses participating in the Australian Taxation Office’s Single Touch
Payroll system, which covers 99% of employers with 20 or more employees and about 71% of smaller employees. People with two or more jobs (about 6% of the total) are double- SA U L ES LAKE
counted; employers and the self-employed are not included. Data are not seasonally adjusted (so at least some of the week-to-week variations could be due to ‘normal’

seasonal factors): and the two most recent weeks are subject to (what have often been large) revisions. Refurn to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/earnings-and-work-hours/weekly-payroll-jobs-and-wages-australia/week-ending-17-july-2021
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The number of people receiving ‘unemployment benefits’ fell to a post-
pandemic low in the first half of September (despite lockdowns)

Jobless income support beneficiaries and labour

Number of people receiving or seeking Newstart/
JobSeeker or Youth Allowance payments

force survey unemployed as a pc of the labour force
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O Ministers receive weekly data on the number of people on JobSeeker and Youth Allowance (Other) benefits - which
since late July last year the Department of Social Services has made this available every second week to the Senate
Select Committee examining the Government’s responses to Covid-19

0 The number of people receiving JobSeeker or Youth Allowance (Other) payments fell by 12,603 (1.2%) over the two
weeks to 10t September - to its lowest level since the week ended 20" March last year — about half the fall was in
Queensland, with smaller falls in Western Australia and New South Wales

0 People displaced from employment as a result of recent lockdowns are entitled to receive a range of other payments
from the Federal or state governments, though these will ‘taper off’ once vaccination rates pass the thresholds set out
in the Government’s ‘National Plan’ - see slides 144-145

Sources: Department of Social Services, JobSeeker Payment and Youth Allowance Recipients - monthly profile, ABS; Senate Select Committee on Covid-19, Additional

documents. Return to "What's New".
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https://data.gov.au/data/dataset/jobseeker-payment-and-youth-allowance-recipients-monthly-profile/resource/12cce174-6ae7-4c9e-aabc-a0b3fb6c2a29
https://www.aph.gov.au/Parliamentary_Business/Committees/Senate/COVID-19/COVID19/Additional_Documents?docType=Tabled%20Documents

Younger workers bore the brunt of job losses during the early stages of the
pandemic and have had a more difficult time regaining jobs

Composition of employment by age group, Change in employment between February 2020 and August
February 2020 2021, by age group

61 % change

15-24 25-34 35-44 45-54 55-59 60-64 65+

O People aged 15-24 accounted for 15% of pre-covid employment but experienced 39% of all job losses between February and
May last year — and 50% of all job losses between June and August this year - their employment is down 7.1% from the pre-
pandemic peak in February last year

O Likewise 25-34 year-olds accounted for 25% of all job losses between February and May last year, and for 23% of all job losses
between June and August this year — their employment is down 3.3% from February last year

0 By contrast most older age groups have fared much better, in particular 35-44 year-olds, and the (relatively smaller number

of) people aged 60 and over SAUL ESLAKE

Note: data on employment by age group is not seasonally adjusted. Source: ABS, Labour Force, Australia, Detailed, August 2021: September data will be released on 215t
112 October. Return to "What's New'". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/jul-2021

Workers in low-pay industries experienced the bulk of job losses during the
downturn and the greatest difficulty regaining them since then

Composition of employment by Change in employment by industry

industry ranked by average weekly February-May 2020 February 2020 - August 2021

earnings, February 2020

Mining B

Electricity, gas & water supply e
Finance & insurance e
o . Information, media & telecoms
High pay Professional, scientific & tech svces
(Ag"/E >]0|;% Transport, postal & warehousing
above all- \ Public administration & saferty
pAlE 2 UE industry / Construction
below all- _ Wholesale trade
industry - Manufacturing
< Agriculture, forestry & fishing
All industries
Education & training
Health care & social assistance
Rental, hiring & real estate
Administration & support services
Other services
Art & recreation
Retail frade
| %C*‘W”ge‘ Accomodation & food services

-40 -30 -20 -10 O 10 20 30

"Low pay"

% change

10 15

O Industries with average earnings which are 10% or more below average accounted for 27'2.% of the pre-pandemic workforce,
but experienced 64% of the job losses between February and May last year - and 89% of job losses between May and August
this year - employment in these industries was down 2.9% between February last year and August this year

O By contrast employment in “high pay” industries (17% of the pre-pandemic workforce) was 4.9% higher in August than it had
been in February last year

Source: ABS, Labour Force, Australia, Detailed, August 2021 and Average Weekly Earnings, Australia, November 2019. Labour force survey data on employment by SAU L ESLAKE

13 occupation are available only for the middle month of each quarter: November data will be released on 239 December. Refurn to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/jul-2021
http://www.abs.gov.au/statistics/labour/earnings-and-work-hours/average-weekly-earnings-australia/latest-release

Community & personal service workers, sales workers and labourers have
borne the brunt of job losses since the onset of the pandemic

Employment by major occupation category, Change in employment between February 2020 and August
February 2020 2021, by occupation
10 ~

# Change, February - May 20
» Net change, February 20 - August 21

Machinery Labourers

Managers

workers
7 % change
Community
& personal
services
-30 -
_Clerical & - Man-  Profes-  Tech- Commu-  Cler- Sales Mach- La- Total
W ol e e Technicians agers  sionals  nicians  nity & ical &  workers  inery  bourers
& trade workers & pers- admin oper-
frade onal workers ators &
workers  service drivers
workers

O Community & personal services workers, sales workers and labourers accounted for 29% of the pre-covid work force, but
experienced 73% of the job losses between February and May last year — and for 73% (again) of job losses between May and
August this year — and there were 7.2% fewer of them in August than in February last year

Q ... whereas there are 5.2% more employed managers and professionals than there were in February last year

Source: ABS, Labour Force, Australia, Detailed, August 2021. Labour force survey data on employment by occupation are available only for the middle month of

- - : d " . " CORINNA ECONOMIC ADVISORY
each quarter: November data will be released on 23 December. Return fo "What's New". INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/jul-2021

Contrary to popular belief neither casual jobs nor ‘gig economy’ jobs
have become more commonplace during the past two decades

Owner-managers of unincorporated enterprises with
no employees as a pc of total employment

‘Casual’ employees (those without any kind of
paid leave entitlement) as a pc of total
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28 7 % of total number of employees 13.0 7 % of total employed persons
26 1 12.5 4
24 A 12.0 A
22 A 11.5 1
Casual employees accounted
for 71.4% of all employee job
losses between February and
20 A May last year and for 75.4% of alll 11.0 -
employee job losses between
May and August this year
18 A 10.5 A
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80 84 88 92 96 04 08 12 16 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20
d Casual employment increased significantly as a share of d ‘Independent contractors’ have actually declined as a

Note: data on casual employment are for August between 1984 and 2008; for November between 2009 and 2013; and for the middle month of each quarter since
then; data on owner-managers are for the middle month of each quarter. Sources: ABS, Characteristics of Employment, Australia, and earlier equivalents; Labour
Force, Australia, Detailed; and Employee Earnings, Benefits and Trade Union Membership, Australia. Return to "What's New",

the total during the 1980s, 1990s and early 2000s but has
not changed significantly since then — except for a

sharp drop during the current recession

share of the workforce since the early 2000s - had

haven't increased during the current recession
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https://www.abs.gov.au/statistics/labour/earnings-and-work-hours/characteristics-employment-australia/aug-2020
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/aug-2021
https://www.abs.gov.au/AUSSTATS/abs@.nsf/allprimarymainfeatures/3AC58BDF664E8ED5CA256FCB00735B35?opendocument

Job vacancies have rebounded swiftly from their recession lows - there
are now fewer than two jobseekers for every vacancy, a record low

Ratio of unemployed people to job vacancies

Iy
Measures of job vacancies
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O The ratio of unemployed people to the number of job
vacancies remain close to a record low in August

0 Job vacancies have eased slightly during the NSW and

Victorian lockdowns, but remain high by historical

standards
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Sources: Australiaon Government, Labour Market Information Portal; ANZ Research; ABS, Job Vacancies, Australia. Return to "What's New'.
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https://lmip.gov.au/default.aspx?LMIP/VacancyReport
https://www.anz.com/corporate/our-expertise/anz-research/?adobe_mc=MCMID%253D27361199418806311364588398187284835818%257CMCORGID%253D67A216D751E567B20A490D4C%252540AdobeOrg%257CTS%253D1610500120
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/job-vacancies-australia/may-2021

Business capex increased by 4.4% in Q2, the third consecutive rise, this
time led by utilities and services sectors

117

Real business new fixed capital expenditure Real business new fixed capex, by industry, Q1
15 1 % change from previous quarter 7 7 %change From Q1 2021
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10 1 largest increases
since Q1 2012 5 -
5 4 -
0 3 7
21 F
5 rom Q2 2020
'| .
-10 - 0 -
06 07 08 0?9 10 11 12 13 14 15 16 17 18 19 20 2] Mining Non-mining Total Mining Non-mining Total
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+112%
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15 - 0
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Note: the ABS Survey of New Capital Expenditure excludes the agriculture, forestry & fishing, and public administration & defence sectors, and superannuation funds. SA U L ES LAKE
Source: ABS, Private New Capital Expenditure and Expected Expenditure, Australia; March quarter data will be released on 25 November. Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/business-indicators/private-new-capital-expenditure-and-expected-expenditure-australia/mar-2021
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Business capex fell by 1.5% in 2021-22 and is expected to increase by
13'2% in 2021-22 according to the latest capex intentions survey

Capital expenditure intentions - mining
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Capital expenditure intentions — non-mining
120 5 $bn On average over the past
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Note: The ABS conducts six surveys of business’ capital expenditure intentions in respect of each financial year. The first is conducted in January & February prior to the
commencement of the financial year, the second in May & June, the third in July & August of the financial year, the fourth in October & November, the fifth in January
& February of the financial year, and the sixth in May & June. The outcome (actual capital expenditure in the financial year) is determined from the survey taken in July
& August after the end of the financial year. From the December quarter 2020 the survey includes the education & training, and health care & social assistance sectors. SAUL ESLAKE

The estimates shown above are in nominal terms.

Source: ABS, Private New Capital Expenditure and Expected Expenditure, Australia (next update is released on 25" November). Return to "What's New".
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https://www.abs.gov.au/statistics/economy/business-indicators/private-new-capital-expenditure-and-expected-expenditure-australia/sep-2020

Consumer confidence rose 2.2 pc pts in September, with consumers
remaining confident about both their own finances and the economy

Consumer confidence index Household finances assessment Buying conditions assessment
130 - Ratio of optimists 130 1 Ratio of optimists to pessimists 140 - Ratio of optimists to pessimists
to pessimists
120 1 12 months' time 130
Consumer confidence rose 2.2 120
pc ptsin September, largely 110 -
. reflecting rebounds of 5.3 pc |
120 ptsin NSW and 8.7 pc pfsin 100 10
Qld, offsetting falls in SA and 90 - 100
especially WA Now
80 + 90
. : Good ti
110 70 - 80 - Good time to buy major Took;)uy |Ome
household items h
ome
60 70 ‘
16 17 18 19 20 21 16 17 18 19 20 21
100 - Economic conditions assessment  Confidence by housing tenure
130 Ratio of optimists to pessimists 140 1 Ratio of optimists to pessimists
i Mortgagees
120 Five years' 130 -
90 ~ 110 + time
0 120 -
100 +
110 ~
90 +
80 - 80 + 12 100 7 , V-W ‘ Renters
months' 90 -
70 - time Outright
40 - 80 - owners
70 T T T T T T T T T T T T T T T 1 50 70
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 16 17 18 19 20 21 16 17 18 19 20 21
SAUL ESLAKE
Source: Westpac Banking Corporation. October consumer confidence will be released on 13t October . Return to "What's New". CORINNA ECONOMIC ADVISORY
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https://www.westpac.com.au/content/dam/public/wbc/documents/pdf/aw/economics-research/er20201209BullConsumerSentiment.pdf
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Household incomes have been supported by government payments, but
spending has been curtailed, so households have lots of savings to spend

PN = O - N W AN o

Household income and spending Household saving ratio Household bank deposits
15 ~ . .
% change from year earlier _ % of household disposable
(chain volumes) Household 2 income 1,200 7 $bn
10 - disposable
income
5 1,175 A
20 A
07 1,150 A
-5 Household
consumption 1,125 -
-10 - expenditure 15 4
-15 - 1,100 -
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21
. 10 - 1,075 A
Sources of household income
-1 % point contribution to real change from previous quarter 1,050
| © Wages & salaries
8 m Social security benefits S 7 1,025 -
i u Income tax payments
u Other
1,000 A
0 '
| 975 1
950 -
-5 J Dec Mar Jun Sep Dec Mar Jun Sep
15 16 17 18 19 20 21 61 66 71 76 81 86 91 96 01 06 11 16 21 19 20 20 20 20 21 21 21

SAUL ESLAKE

Source;: AB§, Ausfrgl:qn Noflqngl Accounts: I\I{ohonlol Inco“me Expenditure and Product, March quarter 2021; Australian Prudential Regulation Authority, Monthly Authorised CORINMA ECONOMIC ADVISORY
Deposit-taking Institution Statistics. Return to "What's New". INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.apra.gov.au/monthly-authorised-deposit-taking-institution-statistics

Household net worth has risen by $2.2irn (192%) since the end of 2019,
while debt service payments have fallen as a pc of income

Sources of gains in household net worth, Q4 2019 Household net debt and interest payments as a
to Q2 2021 percentage of disposable income
2,500 7 $on 200 7% of annual household % of annual household [ 14
disposable income disposable income
] 175 A
2,000 - 12
1,750 - 11
Net debt i
1,500 150 1 (left scale)
- 10
1,250 -
125 A - 9
1,000 -
- 8
750 ~ 100 -
- 7
500 -
- 6
250 - 75 1 Interest payments
(right scale) L5
O 1 I I I I
Residential  Super-  Currency Other Other Less Change 50 4
land &  annuation & financial assets liabilities in net ' ' ' ' ' ' '
buildings deposits assets worth 86 4 26 Of 06 1 1é 21

SAUL ESLAKE
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Sources: ABS, Finance and Wealth Accounts, June quarter 2021; RBA, Statistical Tables E1 & E2. September quarter data will be released on 16t December.
121 Return to "What's New".



https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-finance-and-wealth/jun-2021
https://www.rba.gov.au/statistics/tables/index.html

New motor vehicle sales fell 1.7% in September,
despite a 5.7% rebound in NSW

Monthly retail sales
10

% change from
previous month

Retail sales fell 2.7% in July, after a
-5 4 1.8% decline in June, driven by
falls of 8.9% in NSW, 3.3% in SA and
210 | 0.9% in QId, partly offset by
increases in other states. Excluding
food stores (whose sales rose 2.3%)
-15 retail sales were down 6.2% in July
(following a 4.1% fall in June),
20 -
16 17 18 19 20 21
Retail sales — NSW, Vic & the rest
120 2019 average = 100
115 ~
110 -
105 A
100 ~
95 - NSW
90 ~ Victoria
85 -
80 I I I I I I 1
Dec  Mar Jun Sep Dec  Mar Jun Sep
19 20 20 20 20 21 21 21

Note: see also slide 103 for more detail on the composition of retail sales since the onset of the pandemic. Sources: ABS, Refail Trade, Australia; Federal Chamber of
Automotive Industries VFACTS (seasonal adjustment of FCAI data by Corinna). September retail sales data will be released on 29t October; October motor vehicle

Level of retail sales

after a 3.8% fall in August,

New motor vehicle sales

32 4 $ mn per month 120 1000 units Vehicle sales fell 1.7% in September,
3] - despite a 5.7% increase in NSW —
110 + sales were down 5.2% in Victoria,
30 - 12.4% in SA and 16.0% in Tasmania
100
29 A
28 - 70
27 A 80
26 -
70
25 -
24 60 T T T T T T T T T T T T T T T 1
16 17 . 18 19 20 N 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21
Quarterly retail sales volumes Vehicle sales — NSW, Vic & the rest
8 1 % change from previous quarter 140 A 2019 average = 100
130 A
6 120 -
110 A
4 1 100 A < Victoria
~
2 B 90 7
80 A
0 70 - NSW
60 A
-2 A 50 A
40 T T T T T T 1
-4 - Dec  Mar Jun Sep Dec  Mar Jun Sep
1m 12 13 14 15 16 17 18 19 20 21 19 20 20 20 20 21 21 21

sales data will be released in the second week of November. Return fo "What's New".
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https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia/jul-2021
https://www.fcai.com.au/news/index/view/news/659

The most recent lockdowns have prompted a renewed surge in online
spending and accelerated trends away from the use of cash

Growth in online retail sales
90 -~

80
70
60
50
40
30
20
10
0
-10

16 -

% change from year earlier

Online sales had another spurt in June,
July and August with the onset of
lockdowns in NSW, Victoria and the ACT

N

N

15 16 17 18 19 20 21
Online retail ‘market share’

Online sales as a
% of total retail sales

Sources: ABS, Retail Trade, Australia; RBA, Statistical Tables, C1, C2, C4 and Cé. Latest data are for August: September online retail sales data will be published on 4t

15 16 17 18 19 20

21

ATM cash withdrawals

0.8

0.6

0.4

7 $bn per month

s el SV

M-

10 11 12 13 14

15 16 17

18 19 20 21

Debit card cash-outs

7 $ bn per month

10 11 12 13 14 15

16

17 18 19 20 21

123 November; while September payments system data will be released on 7 November. Return to "What's New".

Credit card cash advances

1.0
0.9 -
0.8 -
0.7 ~
0.6 -
0.5
0.4 -

0.3

$bn per month

10 11 12 13 14 15 16 17 18 19 20 21

Direct entry payments

5.5 ~

5.0 ~

4.5 -

4.0 ~

3.5

$000

Series
break

3.0

10 11 12 13 14

15 16 17 18 19 20 21
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https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia/apr-2021
https://www.rba.gov.au/statistics/tables/index.html
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Property prices rose another 1.6% in September, the smallest increase
since January, to be 18% above their pre-covid peak

|
Residential property prices

200 ~

175
150
125
100
75
50
25
0

Index (Dec 2009 = 100)
| Capital cities up 1.6% in /
September, the smallest
. increase in eight
i months, to be 15.4%
above pre-Covid peak
] Rest of Australia
i up 1.8% in August to
be 24.6% above pre-
| Covid peak
81 86 21 96 01 06 11 16 21

Property prices by tier

200
175
150
125
100
75
50
25
0

7 Index (Dec 2009 = 100)

. Top quartile (up 1.8% in September, —’/

| 16% above pre-Covid peak) "\/\’

T Bottom quartile (up

§ 0.9% in September,
11.3% from pre-

i Covid peak)

81 86 21 96 01 06 11 16 21

Residential property sales volumes
60 A

000s
50

N
(@)
I

w
(@)
I

‘Modelled’ sales volumes
(adjusted for delays in
reporting)

N
(@]
I

O T T T T T T T 1
81 86 21 96 01 06 11 16 21

Vendor discounting
6.0 7 Median discount (%)

5.5 A
5.0 A
4.5 Houses
4.0 -
3.5 A

\

3.0 A

2-5 T T T T

03 05 07 09 11 13 15 17 19

21

Residential rents

150 7 Index (Dec 2009 = 100) Rest of
Australia
140 A
130 A _ .
Capital cities
120 A
10 - Although in absolute terms
100 - regional rents are still 42%
lower than in capital cities,
70 since March last year regional
80 rents have risen 14.1% cf. just
6.5% in capital cities
70 T T T T T T T T 1
03 05 07 09 11 13 15 17 19 2]
Capital city rental vacancy rates
30 7%
2.5 A
2.0 A1
1.5 A
12-mth centred
moving average
1.0 A
0.5 T T T T T T T T T T T T T T T T 1
0506 0708021011 121314151617 18 19 20 21

Note: The index of property prices measures the ‘organic’ change in underlying sales values by using a hedonic regression methodology that takes account of changes in

the characteristics of properties being sold from month to month. Property price data shown here are seasonally adjusted. The index of residential rents uses a similar
methodology to measure the ‘organic’ change in underlying rents. The ‘modelled’ sales volume estimates seek to account for delays in receiving information on
fransactions that have yet to settle (which can be more than six weeks after the contract date). Latest data are for September (except for vacancy rates which is August).

October prices, sales volumes and rents data will be released on 15t November. Sources: Corelogic; SQM Research. Return to "What's New".
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https://www.corelogic.com.au/housing-update
https://sqmresearch.com.au/graph_vacancy.php
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Prices in Adelaide, Canberra and Hobart, and regional NSW, Victoria, Qld
and Tasmania are all more than 20% above their pre-pandemic peaks

Ne

220 ~
200 A
180 -

160
140
120
100

w South Wales

Dec 2009 =100 Creatfer Sydney
(up another 2% in

September despite

lockdown)

80

1011 1213141516 17 18 19 20 21

Victoria

180 -
170 -
160 -
150 -
140 -
130 -
120 -
110 -

100 -
90 A

Dec 2009 = 100

Greater Melbourne
(smallest increase

of any capital over
past 12 months)

[ ><—

80

1011 1213141516 17 18 19 20 21

Queensland

140

130

120

110

100

90

80

Dec 2009 =100
Greater Brisbane

1011 1213141516 17 18 19 20 21

South Australia

150
140
130
120
110
100

90

80

Dec 2009 = 100
Greater Adelaide

1011 121314151617 18 19 20 21

Western Australia

140 -

130
120
110
100
90
80
70
60

Dec 2009 = 100

Greater Perth
(still 1.4% below
July 2014 peak)

1011 1213141516 17 18 19 20 21

Tasmania

200 -

180

160

140

120

100

80

Dec 2009 = 100 Greater Hobart
(28"4% above pre-
pandemic peak)

P -~

N N

1011 121314151617 18 19 20 21

Northern Territory

140
130
120
110
100
90
80
70
60

Dec 2009 = 100

/\_\//\N_\"\

Greater
Darwin

1011 121314151617 18 19 20 21

Australian Capital Territory

170 -

160
150
140
130
120
110
100

90

80

Note: The index of property prices measures the ‘organic’ change in underlying sales values by using a hedonic regression methodology that takes account of

changes in the characteristics of properties being sold from month to month. Property price data are seasonally adjusted. Latest data are September; October data

will be released on 15t November. Source: CorelLogic. Return to "What's New'".

Dec 2009 = 100

Canberra
a (27% above pre-
pandemic peak)

101112 13 14 15 16 17 18 19 20 21
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https://www.corelogic.com.au/housing-update

Lending to property investors and to existing home-owners ‘trading up’ has
risen sharply in recent months while FHBs are again being ‘squeezed ouf’

Housing finance commitments Interest-only loans as pc of total Loans to investors as a pc of total
251 Agbn per month Owner- 50 7 % of loans 457 % of loans
occupiers 45 - 43 -
20 ~ All loans 41 4
40 -
39 -
15 + 35 - 37 - All loans
30 - 35 A
10 A o5 33 -
31 -
20 A
5 29 -
15 1 New loans 27 | New loans
O T T T T T T T T T T T T T T T ! ]O T T T T T T T T T T T T T 1 25 I T I T I T I I T T T T T 1
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 08 09 10 11 12 13 14 15 16 17 18 19 20 21 08 09 10 11 12 13 14 15 16 17 18 19 20 21
Lending to first home buyers High LVR loans as a pc of total Non-performing moritgage loans
35 1 % of total (not seas. adj.) 35 1 % of new loans 1.2 7 % of fotal mortgage loans
Anecdotal evidence 80-90%
Share of total 30 A suggests that a large 1.0 -
30 - new lending proportion of loans are
commitments o5 being made at LVRs of 0.8 -
o5 | (ex-refi) i exactly 80% - and that :
these have been
20 - included in this 0.6 1
20 - category since Q1 2019
15 1 0.4 -
Lowest > 90% Credit unions & /"/\
15 since 10 4 0.2 - Building societies
February
2019
]O T T T T T l 5 T T T T T T T T T T T T T 1 OO T T T T T T T T T T T T T T T 1
91 96 01 06 11 16 21 08 09 10 11 12 13 14 15 16 17 18 19 20 21 06 0708 09 10 11 1213 14 15 16 17 18 19 20 21

Sources: ABS, Lending Indicators; Australian Prudential Regulation Authority (APRA), Quarterly authorised deposit-taking institution statistics. September housing finance SA U L ES LAKE

126 data will be released on 15t October; APRA data on ADI property exposures for the September quarter will be released on 7t December. Return to "What's New". CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/economy/finance/lending-indicators/jun-2021
https://www.apra.gov.au/quarterly-authorised-deposit-taking-institution-statistics
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Housing approvals rose 6.8% in August, after four consecutive declines,
although most of the rebound was in the volatile apartments component

Large builders’ new home sales

180 ~

160
140
120
100
80
60
40

'000s (annual rate)

Volume builders’ sales rose
5.8% in August, but remain
low by comparison with the
government grant-inflated
levels of June 2020 through
March 2021

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Residential building approvals

300 +

280
260
240
220
200
180
160
140
120
100

Note: ‘New home sales’ are of detached dwellings only and exclude small-scale builders. Sources: ABS, Building Approvals; Housing Industry Association. September
building approvals data will be released on 3@ November; June quarter dwellings under construction and ‘pipeline’ data on 13" October. Return to "What's New".

'000s (annual rate)

06 07 08 09 10 11 1213 14 1516 17 18 19 20 21

Building approvals, by type

200 ~
175 A
150 -
125 -
100 -
75 -
50 -
25 +

Detached
dwellings

'000s (annual rate)

Other (apartments,
town houses etc.)

0

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Alterations & additions approved

1200
1100
1000
900
800
700
600
500
400

7 A$mn per month

06 070809 10 11 1213 141516 17 18 19 20 21

Dwellings under construction
160 A

'000s
140 -
120 -
Ofther
100 -
Detached
80 - houses
60 -
40 T T T T T T T T T T T T T T T 1
06 070809 1011 121314151617 18 19 20 21

Pipeline’ of work yet to be started

35 7 000s

30 -

25

20

Detached

15 houses

10 A

5

1213 141516 17 18 19

20 21
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https://www.abs.gov.au/statistics/industry/building-and-construction/building-approvals-australia/jun-2021

The iron ore price continued its rebound this week although it’s still 462%
off its peak, oil and base metal prices also rose but thermal coal fell 6%

Brent crude oil Metallurgical coal Aluminium Beef
Bg : US$ per barrel 450 US$ per tonne 140 - US¢ per pound 320 - US¢ per pound
110 - 400 - 130 300 -
100 350 A
90 - 120 280 -
300 - 110
80 7 260 -
70 250 - 100
60 ~ | 240 -
50 | 200 90
40 - 150 - 80 220 -
30 A
i 200
20 - 100 70
]O T T T T T T T T T T I 50 T T T T T T T T T T I 60 T T T T T T T T T T I ]80 I T T T T T T T T T T T
111213 14 1516 17 18 19 20 21 111213 141516 17 18 19 20 21 1112 13 14 15 16 17 18 19 20 21 11 12 13 14 15 16 17 18 19 20 21
Iron ore Thermal coal Gold Wool
250 4 US$ pertonne 320 4 US$ per tonne 2200 - US$ per ounce 2200 Ag per kilo
270 + 2000 - 2000 -
1800 -
220 - 1800 +
1600 -
i 1600 -
170 1400 ~
120 - 1400 - 1200 -
70 - 1200 - 1000 -
25 : : : : : : : : : : : 20 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 1000 T T T T T T T T T T T 800 T T T T T T T T T T I
111213 14 15 16 17 18 19 20 21 1112 13 14 15 16 17 18 19 20 21 111213 14 15 16 17 18 19 20 21 11213 141516 17 18 19 20 21
SAUL ESLAKE
198 Sources: Refintiv Datastream; Meat & Livestock Australia; Australian Wool Innovation. Data up to 8" October. Return to "What's New". CORINNA ECONOMIC ADVISORY
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Australia registered another record trade surplus of $15bn in August,
thanks to large increases in coal, LNG & metals exports and lower imports

Iron ore and coal exporis

18 -
16 -
14
12
10 ~

A$bn I[ron ore

Codl

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

LNG and gold exports

5,

4,

3,

A$bn LNG

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Merchandise exports and imports

50
45
40 ~
35
30 ~
25 +
20 +

10

1A$bNn

Exports

h*

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Merchandise trade balance

16
14
12
10

A$bn

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Tourism-related services trade

7 9 A$bn
6 Travel-related
services exports

1 Travel-related
services imports

06 07 08 0929 10 11 12 13 14 15 16 17 18 19 20 21
Tourism services frade balance
3.5 A$bn

3.0 -

2.5

2.0

1.5
1.0 4
0.5 ~
0.0 ~
-0.5
-1.0 ~
-1.5 -

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

Source: ABS, International Trade in Goods and Services, Australia, August 2021. September data will be released on 4 November. Return to "What's New". SAU L ESLAKE
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https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/aug-2021

Australia continues to run a large trade surplus with China despite China’s
sanctions against a range of Australian exports, thanks to iron ore

Merchandise exports — East Asia

100 ~
80 -
60
40

o
o
|

% change from year earlier
(3-month moving average) Other East Asia

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

Goods trade balance - East Asia

100 ~

Merchandise exports — US & Europe
120 +

100
80
60

A “”“Ag* ot Pl

% change from year earlier
(3-month moving average)

Europe

06 07 08 02 10 11 12 13 14 15 16 17 18 19 20

Goods trade balance - US & Europe

A$ bn (12-month moving total)

80

60 -

40
20

0
-20

-40

Merchandise exports — other

7 % change from year earlier
(3-month moving average)

Ofther

06 07 08 092 10 11 12 13 14 15 16 17 18 19 20

Goods trade balance - other

A$ bn (12-month moving total) China 20 5 A$ bn (12-month moving total)
80 0 Other
-5 7 15 -
60 _ —]O N
-15 + 10
40 ~ -20
20 - Other "2 1 Europe S5 -
East Asia -30 -
_35 ] O T T T
O T T N _40 | v
-20 - -45 - 5
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 06 07 08 02 10 11 12 13 14 15 16 17 18 19 20 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20
Note: ‘Other East Asia’ includes Japan, Korea, Taiwan, Hong Kong and ASEAN. ‘Europe’ includes the EU, UK and Switzerland. ‘Other’ includes India, New Zealand and SAU |_ ESLAKE

the Pacific, Canada, Latin America, Africa, the Middle East and others not included in the foregoing. Latest data are for August. Source: ABS |, International Trade in

130 Goods and Services, Australia, August 2021. September data will be released on 4" November. Return to "What's New".
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https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/aug-2021

The bilateral relationship between Australia and its largest trading partner
China seems unlikely to improve any time soon and could get worse

Australia’s merchandise exports to China, 2019-20 d China accounted for 39'2% of Australia’s merchandise exports in
FY 2019-20 (the largest proportion any country has since the mid-
1950s when 36% of Australia’s exports went to the UK)

— of which iron ore & concentrates accounts for 56%

Seafood

Gold
BZ%';%Q:LS O China also accounted for 19% of Australia’s services exports in CY
Grains 2019 of which tourism & education accounted for over 90%)

Wood products
Ofher mea! 4 O China has no real alternatives to Australian iron ore in the near

Bauxite & alumina
‘Wool term - but it has been progressively expanding the range of other
Pharmaceuticals Australian products subject to discriminatory tariffs, “customs
inspections”, quarantine issues or outright bans - including wheat,
wool, copper ores, sugar, lobsters, timber, wine and coal

— Australia’s exports of these products to China have dropped from about
S$S25bn in 2019 to an annualized rate of about $5'z2bn since the sanctions
were imposed - although in many cases Australian exporters have
been able to find alternative markets (see next slide)

O In July China’s Foreign Ministry openly acknowledged that it was
seeking to ‘punish’ Australia for “groundlessly accusing and
smearing China and undermining China's core interests based on
ideology"” and “acting as a cat’s paw” for the United States — a
view likely to intensify after last month’s announcement of a new
defence pact with the US and UK

O Another looming flashpoint in the bilateral relationship may come
from the forthcoming review (by the Defence Department) of the

Beef

Copper &
copper ores

Note: ‘Wood’ includes wood products; ‘dairy’ includes milk, cream, butter & cheese; ‘seafood’ . .
includes crustaceans, fish and processed seafood; ‘other’ includes confidential items. 2015 lease of the Port of Darwin toa Chlnese company
Sources: Australian Department of Foreign Affairs & Trade, Trade Statistical Pivot Tables; (andbridge)

131 Corinna. Return to "What's New".



https://www.dfat.gov.au/about-us/publications/trade-statistical-pivot-tables
https://www.lowyinstitute.org/the-interpreter/big-bark-small-bite-china-s-trade-coercion
https://www.abc.net.au/news/2021-07-07/australia-china-trade-tensions-official-economic-punishment/100273964
https://www.independent.co.uk/news/uk/home-news/aukus-pact-australia-britain-us-b1921897.html
https://www.afr.com/politics/federal/ministers-split-over-chinese-firm-s-darwin-port-lease-20210908-p58ptw
https://www.landbridgegroup.com.au/

Iron ore, and to a much lesser extent gold, base metals, wool, wheat and
dairy products are the only items Australia is selling more to China

Australian exports to China, eight months to July 2021 compared with eight months to July 2020
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Note: ‘confidential items includes, in particular, LNG. Source: Australian Department of Foreign Affairs and Trade, Trade Stafistical Pivot Tables - Country and commodity
132 pivot table monthly; Corinna. Return to "What's New".



https://www.dfat.gov.au/sites/default/files/country-commodity-pivot-table-monthly-jul-2018-apr-2021.xlsx
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“With friends like these ...” — how Australia’s ‘allies’ have been ‘cutling our
lunch’ in trade with China

China’s imports of selected products, by origin — January-July 2021 compared with January-July 2020
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http://english.customs.gov.cn/Statistics/Statistics?ColumnId=1

China can cause Australia economic pain because we're very dependent
on it, and are one of the few countries with whom China runs a deficit

Merchandise exports to China
as a pc of total
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134

Aoy

ODIXOW
Aaxun|

Merchandise imports from China
as a pc of total
35

% of total merchandise imports, 2019
30
25
20

15

10

o
IN
UOMID|
SN
ONd
a10dpbBuUIS
AN
Aadin|
Aoy

niad
AupulleD

soulddijiyd
1ZoJg

DIOIISNY
WIDULSIA
9lyD
updor
D2IOY
puojioy]
DISAD|IOW
O2U}V Ylnog
ODIXOW
pPLUDD

DISSUOPU|

22UD I

China’s bilateral merchandise trade

balances

350 7 usson, 2019

300
250
200
150
100
50
0
50 -

-100 -

-150 -

SN
S
H

Buoy BuoH

SVSIETEIN,
W

lpu|
N
WIDUJSIA
e
soul
eJo'doé'u!g
v
uip
Ao

5 ~ TZ2do<=ZZ00 VO—NTARY>—
aQZQ an gjé 55 40 ngg OEZD :g(_)
358Ns3532055 C&:%:C—Q'Ocﬁ-xwé
Q:soojogﬁo_m }—'mooNgoo_:CD:rQ
20353 x0350N >Q 582353 Qg
205200 <Q5g = a4 23 = o
Q =900 a & 5< Q
> Q Q o g

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS




Domestic aviation picked up sirongly between last November and May -
but has since slumped with the lockdowns and tighter arrivals caps

Short-term visitor arrivals and resident returns Airport passenger movements
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Note: The ABS has suspended publication of seasonally adjusted estimates of short-term visitor arrivals and resident returns, so published original estimates for April 2020

(and beyond) have been seasonally adjusted by Corinna using the same seasonal factors as for the corresponding month of 2019. Latest ABS data on arrivals and SA U L ES LAKE

departures are for July; BITRE data on airport passenger movements are for June; July 2021 estimate(e)has been exirapolated from data for Sydney Airport published by
135 sydney Airport Ltd. Sources: ABS; Bureau of Industry, Transport and Regional Economics (BITRE); Sydney Airport Ltd; Corinna. Return to "What's New".
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https://www.abs.gov.au/statistics/industry/tourism-and-transport/overseas-arrivals-and-departures-australia/mar-2021
https://www.bitre.gov.au/publications/ongoing/airport_traffic_data
https://www.sydneyairport.com.au/investor/investors-centre/asx-newsroom
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Australia recorded another record current account surplus in the June
quarter, thanks to another large gain in export prices

Export and import volumes Goods & services trade balances Capital flows
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Note: The chart of Australia’s international capital flows shows inflows (eg borrowings from abroad) as a positive and outflows (eg repayments of debt, or purchases of foreign SAU L ESLAKE
equity assets)as a negative. Likewise the chart of Australia’s international investment position shows net foreign debt as a positive and net equity assets as a negative. Latest
data are for the June quarter 2021; September quarter data will be released on 30" November. Source: ABS, Balance of Payments and International Investment Position, CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia/mar-2021

The AS popped back up above US73¢ this week, buoyed by the rebound in
the iron ore price and the elimination of the negative bond yield spread

AS-USS and USS trade-weighted index AS-USS and US equity market volatility
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AS-USS and spot iron ore prices AS-USS and Australia-US 10-year bond yield spread
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measure of the implied volatility of S&P500 options and is widely interpreted as an indicator of investor risk appetite or aversion. Source: Refinitiv Datastream. Data up to 8™ CORINNA ECONOMIC ADVISORY
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The AS also rose against most third currencies, gaining 1%.% vs the yen, and
%1% vs the NZS (despite the RBNZ rate hike) but slipping %1% vs the C$S
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SAUL ESLAKE
Note: The ‘TWI' is the RBA's trade-weighted index of the A$. Source: Refinitiv Datastream. Data up to 8" October. Return to "What's New"!' CORINNA ECONOMIC ADVISORY
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https://www.rba.gov.au/statistics/frequency/twi/twi-20201130.html

The ‘headline’ inflation rate shot up to 3.8% in Q2, but that was all due to
‘base’ effects — the underlying rate remains well below the RBA’s target
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Sources: ABS, Consumer Price Index, Australia; Australian Institute of Petroleum. The September quarter (Q3) CPI will be released on CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/jun-2021#key-statistics
https://aip.com.au/pricing/pump-prices

Wages rose by only 0.4% in Q2, down from 0.6% in Q1 and Q4 last year,
though ‘base effects’ from Q2 last year pushed the annual rate up to 1.7%
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hour worked (ie, labour productivity) for the non-farm sector. Sources: ABS, Wage Price Index, Australia and Australian Nafional Accounts: National Income, Expenditure CORINNA ECONOMIC ADVISORY
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and Product; Attorney-General's Department, Trends in Federal Enterprise Bargaining; September quarter WPI data will released on 171" November. Return to "What's New", INDEPENDENT ECONOMICS


https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/wage-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.ag.gov.au/industrial-relations/enterprise-agreements-data/trends-federal-enterprise-bargaining

Australia’s fiscal and monetary policy settings



The OECD’s latest ‘Economic Survey of Australia’ makes some strong policy
recommendations (but, sadly, they’re unlikely to be implemented)

d The OECD’s latest Economic Survey of Australia (the first in nearly three years) projects economic growth of 4% this
year and 3.3% next year, with the unemployment rate falling from an average of 5.4% in 2021 to 4.9% in 2022
(assuming “strict containment measures remain in place in NSW and Victoria until midway through Q4”)

d The OECD was generally supportive of Australian policy-makers’ responses to the economic downturn

“the immediate fiscal response was one of the largest in the OECD” and “dwarfed the stimulus injected during the global
financial crisis”

d The OECD makes a number of strong policy recommendations

the Government should “further increase the generosity of unemployment benefits” (which it says are the lowest, relative to
average wages, in the OECD) and “consider indexing further increases to average wage growth”

“now is an appropriate time for a review of Australia’s monetary policy framework” which should be “broad in scope”

the “entire value of the family home - or that portion above a certain threshold - should be included in the means test for
pension eligibility”

the “contribution of the GST to the overall tax mix” should be increased; and “some of the concessions for the taxation of
private pensions, particularly those that favour higher income earners” should be reduced; the capital gains tax discount
should be “reduced”; and stamp duty on land transfers should be replaced with “a recurrent land tax”

the “distortionary impact of the current two-tier corporate tax system” (with the lower rate for “small” businesses) should be
“investigated” (and if there are to be any preferences they should be for “young businesses in innovative sectors”
Australia’s occupational licencing systems should be reformed with “better coordination between states”

Australia needs a “Long-term Emissions Reduction Strategy that defines clear goals and corresponding policy measures” to
achieve net zero emissions by 2050, and “the least cost approach to meeting these targets would involve an economy-wide
carbon price”

O Most if not all of these are unlikely to be implemented

Return 1o "What's New".



https://read.oecd-ilibrary.org/economics/oecd-economic-surveys-australia-2021_ce96b16a-en?_ga=2.11717940.1225790507.1631683182-1426964598.1611698788#page2
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... and the OECD’s recommendations were backed up by the IMF (not that
that is likely to make any difference)

d The OECD’s recommendations were endorsed by the IMF in its annual 'Article IV' consultation with Australia
d The IMF recommends that fiscal policy should “continue to support vulnerable households and viable businesses”,

and that monetary policy should remain “data-dependent and nimble”, with the timing and pace of “policy
normalization” being calibrated in a “commensurate with the recovery in a gradual and well-sequenced manner”

The IMF urges that “macro-prudential policy should be tightened to address gradually rising financial stability
risks” (in particular, porifolio restrictions on debt-to-income and loan-to-valuation ratios)

It recommended a number of worthwhile (but hardly new) measures to improve housing affordability

— it advocates “supply-side reforms including more efficient planning, zoning and better infrastructure” (including “financial
incentives to local governments to sireamline zoning regulations”) and that governments should “expand social housing”

— and it supports “transitioning from a housing transfer stamp duty to a general land tax” and “reducing structural incentives
for leveraged investment by households ... in residential real estate”

The IMF urges “an integrated framework for climate change policies”

— ‘“broad-based carbon pricing, along with measures to mitigate transition risks for impacted industries and regions, would be
the most effective way to achieve emissions reductions”

And it recommends a range of other structural reforms

“there is scope to ease the regulatory burden faced by businesses ... through continued reforms to digitize business-
government interactions” and to “widen the scope for inter-jurisdictional recognition of occupational licences”
— ‘“continued reforms in the education sector” (without any specifics) “can improve education outcomes and ensure equal
opportunities”
— ‘“scope remains to ease the administrative burden” associated with R&D tax incentives and to “scale up
government R&D spending”
SAUL ESLAKE
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https://www.imf.org/en/News/Articles/2021/09/23/mcs092321-australia-staff-concluding-statement-of-the-2021-article-iv-discussions?cid=em-COM-123-43653

The Government’s fiscal policy response to Covid-19 now exceeds 18%
of GDP - and more support has been announced in recent weeks

Fiscal policy responses to Covid-19 - selected
‘advanced economies
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» 'Above the line' measures # 'Below-the-line' measures

Note: ‘Above the line’ measures comprise additional or accelerated spending and

deferred or foregone revenue. ‘Below the line’ measures comprise equity injections, loans,

asset purchases and debt assumptions, but do not include loan guarantees or other

contingent liabilities. ‘DMs’ means ‘developed markets' (or ‘advanced economies’). Data

includes measures announced up until 51 June 2021. Source: IMF, Fiscal Monitor

Database of Country Fiscal Measures in Response to the COVID-19 Pandemic, July 2021.
144 Return to "What's New".

O Policy measures announced by the Australian and

state/territory governments in response to Covid-19 (up to
March this year) have been equivalent to more than 18% of
GDP - the fourth highest of any ‘advanced’ economy,
according to new IMF estimates released last month

The Federal Government has ‘beefed up’ its support for

households and businesses adversely affected by

lockdowns

— in NSW, businesses with an annual turnover of less than $200mn
and whose revenue has dropped by more than 30% will receive
40% of their payroll, up to a maximum of $100,000 a week -
provided they don’t sack any employees (or $1000 a week for
businesses with no employees)

— income support for workers who've lose more than 20 hours a
week will rise from $600 to $750 per week (or from $375 to $450
for those who've lost between eight and 20 hours)

- a $200 per week payment will be made to those receiving
income support payments who lose more than 8 hours per week

These payments will cost the Federal and NSW Governments
$750mn and $325mn a week respectively, while the Federal
and Victorian Governments will also provide $400mn of
support for businesses in that state SAUL ESLAKE
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https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19

Government support payments for those affected by lockdowns will be
phased out after vaccination rates pass 70%

Number of people displaced by lockdowns
(by comparison with March 2020)
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Note: Numbers depicted in the above chart are derived as the difference between the
number of people in each category in the months shown and the number in those
categories in March 2020. People ‘working zero hours’ excludes those doing so because
they are on annual or other types of leave. ‘Discouraged workers' are those who have
dropped out of the labour force as indicated by the difference in the labour force
participation rate between the month shown and March 2020, during 2020, or the month
prior fo lockdowns in June and July 2021. Source: ABS, Labour Force, Australia, July 2021;
Commonwealth Department of Health, Covid-19 Vaccine Roll-out, 2" October 2021;

145 Corinna. Return to "What's New*.

O Since the beginning of June the Federal Government has paid

out $10.3bn in Covid-19 disaster payments to 2.11 mn workers
unable to earn income due to public health orders or other
Covid-related restrictions

— of this amount, $6.9bn has been to people in NSW, $2.9bn to
Victoria, $253mn to the ACT and $252mn to Queensland

The Federal Government has also paid out $212mn in $200
income support payments to 172,000 people already on
income support payments who have lost 8 hours or more of
part-time work due to lockdowns, and $119mn in pandemic
leave disaster payments to 74,000 people who have been
required to self-isolate or quarantine, or who are caring for
someone with Covid-19

State Governments have also made payments to businesses
and individuals affected by lockdowns or requirements to
isolate

The Government last week announced that it would cease
making these payments automatically in states where 70% of
the over-16 population have been fully vaccinated, and that
once more than 80% have been fully vaccinated, payments
will be ‘tapered’ over a 3-week period SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jul-2021
https://www.health.gov.au/sites/default/files/documents/2021/09/covid-19-vaccine-rollout-update-17-september-2021.pdf
https://www.servicesaustralia.gov.au/individuals/services/centrelink/covid-19-disaster-payment
https://mediahub.servicesaustralia.gov.au/covid-19-disaster-payment-2/200-covid-19-disaster-payment-2/
https://www.servicesaustralia.gov.au/individuals/services/centrelink/pandemic-leave-disaster-payment
https://www.servicesaustralia.gov.au/individuals/services/centrelink/covid-19-disaster-payment
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The budget deficit for 2020-21 was $80bn less than originally anticipated,
and $27bn less than estimated almost five months ago

Australian Government

revenue and expenses
60 -

% change from year earlier
(six-month moving average) "

50

Expenses

40 -

30 -

20 -

10 -

Revenue

070809 10111213 141516 17 18 19 20 21

Ausiralian Government
‘underlying’ cash balance

50

-100

-125

-150

-175

-200

-225

A$bn (12-mth moving total)

The budget deficit for the 2020-21

financial year was $134bn (6.5% of __,’

GDP), substantially less than the
$214bn (11% of GDP) forecast in the
2020-21 Budget (in October last
year) and the $161bn (7.8% of GDP)
forecast in the 2021-22 Budget (in
May this year) — and the 12-month
moving total has subsequently
declined to $101bn in August
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Avustralian Government net debt

A%$bn Net debt at 30™ June was
$592bn (28.6% of GDP),

substantially less than the

$703bn (36.1% of GDP) forecast

in last year's Budget, and less

than the $618bn (30.0% of GDP)

forecast in this year’'s Budget —

though it has since climbed

back to a new record high of

$626bn as at end-August
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Note: Revenue and expenses are accrual accounting items. The ‘underlying’ cash balance is (cash) receipts minus payments, excluding transactions in financial assets for

policy purposes and net earnings of the Future Fund. Net debt is total interest-bearing liabilities (government securities, deposits, loans and other borrowing) minus cash and
deposits, advances paid, and (interest-bearing) loans, placements and investments. Source: Australian Government, Final Budget Outcome 2020-21; Department of
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Analysis by the Parliamentary Budget Office suggests the debt which the
Government has incurred is sustainable under a wide range of scenarios

PBO projections of Commonwealth Government PBO projections of Commonwealth Government
gross debt interest payments
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O The PBO derived projections of gross debt and interest payments over the next 40 years based on 27 combinations of
different assumptions about economic growth, interest rates and the budget balance

O Under all of these scenarios (even the ‘worst case’), both total debt and debt-servicing costs remain within the bounds of
historical experience SAUL ESLAKE
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https://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Budget_Office/Publications/Research_reports/Beyond_the_budget

Ausiralia’s problem is that the Government will be relying solely on rising
personal income tax collections to keep the deficit on a declining path

Commonwealth Government
receipts and payments
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148 Source: Parliamentary Budget Office, Beyond the Budget: Fiscal outlook and scenarios, 215" September 2021. Return to "What's New'".
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And the prospective increase in personal income tax collections isn’t the
result of a conscious policy decision, but is rather due to ‘bracket creep’

Average personal income tax rate Source of changes in average personal income tax rates
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e Source: Parliamentary Budget Office, Bracket creep and its fiscal impact, 29™ September 2021. Return to "What's New". CORINMA ECONOMIC ADVISORY
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https://www.aph.gov.au/-/media/05_About_Parliament/54_Parliamentary_Depts/548_Parliamentary_Budget_Office/Reports/2021-22/Bracket_creep/Bracket_creep_and_its_fiscal_impact.pdf?la=en&hash=5AF0B6F47E380337C6BC12FCF2A75F63C078E6C3

‘Bracket creep’ disproportionately impacts taxpayers with incomes of

between $20,000 and $50,000 per annum

150

Change in average tax rates between 2021-22 and 2031-32 by taxable income percentile

Average taxable income in 2021-22 ($)
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Source: Parliamentary Budget Office, Beyond the Budget: Fiscal outlook and scenarios, 215t September 2021. Return to "What's New".
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The Government continues to find a ready appetite for its bond issuance

Australian government bond issuance since March 2020
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Source: Australian Office of Financial Management data hub; Corinna. Return fo "What's New".

— so far this fiscal year it's received $135bn of bids for $28bn of bonds

Since 30" March 2020, the Australian
Office of Financial Management has
issued almost $325bn of Treasury bonds -
based on the volume of bids received it
could have borrowed more than $1.2 trn
with yields at most 4 bp (0.04 of a pc
point) above the highest yields actually
accepted

The AOFM issued another $S2bn of bonds,
this week, $1bn of 11-year bonds at an

average yield of 1.61%, and $1bn of 5'-
year bonds at an average yield of 0.99%

The AOFM received almost S11%.bn of
bids for these bonds

So far this financial year, the AOFM has
received bids totalling almost $135bn for
the $28.2bn of bonds it has offered for sale
- a ‘coverage ratio’ of 4.8 times, cf. 3%
times during the 2020-21 financial year
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The RBA Board left all its monetary policy settings on hold at this week’s
Board meeting, and again foreshadowed no change until 2024

O At its October meeting this week the Reserve Bank left all of its

Reserve Bank cash rate monetary policy settings unchanged, as universally expected
22 | %pa O In his post Board meeting statement RBA Governor Philip Lowe
fg ] acknowledged that GDP is “expected to have declined materially in
16 - the September quarter”, but also that “the economy is expected to
};‘ ] bounce back” as vaccination rates increase further and restrictions are
10 - eased
2 i — although he also acknowledged that there was “uncertainty about the
4 timing and pace of the bounce-back” and that “it is likely to be slower than
2 | that earlier in the year”
0 S s 71 76 81 85 91 9% ol 06 11 14 o d The Governor’s.siq!emeni recorded that the Council of Financial
Regulators (which includes the RBA, APRA, ASIC and Treasury) had
Reserve Bank assets as a pc of GDP “been discussing the medium-term risks to macroeconomic stability of
30 | %of GDP rapid credit growth at a time of historically low interest rates”
25 | — this week APRA raised the interest rate ‘buffer’ it expects lenders to use in
assessing mortgage borrowers’ debt servicing capacity from 2%z pc pts
20 7 above the current product interest rate to 3 pc pts - a measure which it says
15 - will primarily impact investors
0 - d Governor Lowe yet again re-iterated that the RBA “will not increase the
cash rate until actual inflation is sustainably within the 2-3% range”
> — which will “require the labour market to be tight enough to generate wages

0 ‘ - - ‘ growth that is materially higher than it is currently”

10 11 12 13 14 15 16 17 18 19 20 2I — conditions which the RBA’s “central scenario” does not

Source: Reserve Bank of Australia, Statistical Tables A3 and F1.1. See H H T ”
150 slide 95 for more detail on the RBA's forecasts. Return fo "What's New"'. enwsage belng met before 2024
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The RBA'’s latest Financial Stability Review cautions against “exuberance’
resulting from rapidly rising property prices

d The Reserve Bank’s latest semi-annual Financial Stability Review (published on Friday) draws attention to “a build-

up of systemic risks associated with high and rising household indebtedness” in Australia, and warns that
“vulnerabilities could build further if housing market strength gives way to exuberance”

it is concerned that “unsustainable debt trends could emerge in an environment of rapidly rising property prices and
extrapolative expectations” with “a greater chance of disorderly future price corrections”

d The RBA points to “some increases in particular forms of mortgage lending that are typically considered to be
more risky”

in particular, lending at high debt-to-income (DTI) ratios and at high loan-to-value (LVR) ratios

Characteristics of housing loans O Therise in high LVR lending was largely the result of the increase in
Share of total new lending

. demand from first-home buyers (FHBs), prompted by elevated
government grants, which has now passed
7

| ,; — “in practice, FHBs are no more likely to report financial stress, difficulty repaying
o their mortgages or losing their job than other indebted households”

Y DTI= 86 . e s . . .
L R O The more recent increase in high DTl lending reflects the increase in the
15 15 share of loans going to investors combined with higher demand for

%

20

YN ‘bridging loans’ from repeat purchasers
0 ".w_.r” N “R=0 A |, O The RBA also foreshadows a rise in business insolvencies “as vulnerable
N e businesses exhaust their cash buffers”
A — although it notes that recent increases in property prices will help some
pL—t 1L L1115 businesses (with loans secured by residential property) avoid insolvency, and
2009 2012 2015 2018 2021 .
_ _ that recent changes to the insolvency framework should SAUL ESLAKE
LVR series breaks at March 2018 due to reporting changes R R R R ”
“improve outcomes for businesses and their creditors
193 Return to "What's New*.
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Australian bond yields continued rising this week, and by more than US
yields with the 10-year spread to the US turning positive again

RBA open market bond purchases Interest rates
18 1 $bn perweek 2.00 1 % pa 10-year
| ® Bond purchase program 180 - bond yield
= Yield curve control program
14 - 1.60 -
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0 - 1.20 - n
1.00 - '

8 i
0.80 AN
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) 0.40 - bond yield
0 0.20 | W R A

18 Mar 17 Jun 16 Sep 16 Dec 17 Mar 16 Jun 15 Sep 15 Dec 0.00 | | ‘ ‘ |
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Week ended

O The Reserve Bank only purchased $2.4 billion of bonds this week, due to Monday being a public holiday in Sydney

O Bond yields continued rising — despite the RBA’s repeated insistence at this week’s Board meeting that it didn’t expect to begin
raising the cash rate until 2024 - with the 10-year yield finishing at 1.65%, the highest since 20t May, and the 3-year yield at
0.48%, the highest since just before the onset of the pandemic

O Although the upward drift has been partly driven by global frends, the spread between Australian and US 10-year yields turned
positive again, finishing at +7bp compared with -20bp in mid-August and -ébp at end-September SAUL ESLAKE

154 Source: Reserve Bank of Australia, Statistical Tables A3 and F2. Data up 8™ October. Return fo "What's New".” CORINNA ECONOMIC ADVISORY
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Banks have played an important role in assisting borrowers cope with
shutdowns, and have been swamped with deposits

Business credit outstanding

3.5 1% change from

3.0 4 Previous month Bank lending to business
25 rose 0.6% in August, the

fourth consecutive increase

2.0 A in a row, albeit less than in \
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Sources: Reserve Bank of Australia; APRA. Return to "What's New".
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O Banks have cut interest rates on small business loans by more than

the official cash rate since June 2019 (when the RBA started cutting
rates again)

Banks have made credit readily available when needed - in the
early stages of the pandemic and during the most recent
lockdowns

Banks extended ‘repayment holidays’ to business and home
morigage borrowers who requested it

— in May last year, 11% of mortgage borrowers and 18% of SME borrowers
were deferring debt service payments

Bank deposits have swelled by $386bn (18':%) since February last
year as customers have ‘parked’ precautionary loan drawings,
additional savings and withdrawals from superannuation funds

— almost all of this has gone into transaction deposits which don’t pay
interest — so banks haven’t drawn as much as might otherwise have
been expected from the RBA’s Term Funding Facility

Household deposits have risen by $183bn (18'2%) since last
February - of which $3é6bn has been sourced from early release of
superannuation savings — while business deposits have risen by

$138bn (23%) SAUL ESLAKE
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The RBA has (indirectly) absorbed almost two-thirds of the increase in
government debt since the end of 2019, banks 2% and foreigners 31%

Holders of Australian
Government bonds
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Australian Gov't bonds on issue have
increased by $237bn since the end of

2019 - of which $173bn (73%) have
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been absorbed by the RBA, and $72bn

by foreigners, while banks have
reduced their holdings by $7bn

Sources: ABS, Finance and Wealth Accounts; Australian Office of Financial Management. September quarter data will be released on 16 December.
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Domestic holdings of Australian Gov't
bonds (including RBA) rose by $57bn

over the 12 months to June while

identified foreign holdings fell $7bn -
although unidentified holdings (which
include many foreigners) rose by $85bn

Return to "What's New".
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State & Territory Gov’t bonds on issue
increased have increased by $107bn
since the end of 2019, of which $S45bn

have been absorbed by banks, $S40bn
by the RBA and $29bn by foreigners
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New Zealand’'s economy grew a much stronger-than-expected 2.8% in Q2
- but it was all due to net exports, and domestic demand contracted

Real GDP Consumer confidence
15 1 % change from previous gtr 140 7 Index
10 - 130 +
120 +
5 _
110 +
0
100 +
Consumer confidence dropped
-5 - 90 - another 5 pts in September,
after a 32 pft fall in August
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Note: New Zealand uses GDP(P) as its preferred measure of GDP. September GDP data will be released on 16" December.

Sources: Stafistics NZ; NZ Treasury, Budget Economic and Fiscal Update 2021; ANZ-Roy Morgan; ANZ Bank NZ. Return fo "What's New".
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Employment rose 1.1% in Q2 (to 1.3% above pre-pandemic peak) and
unemployment dropped to 4%

Employment Labour force participation rate Labour force under-utilization rate
8 % change from year earlier 72 5 9 of civilian working-age 16 1 % of the labour force
6 - HLFS population 15 4
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15 7 % change from year earlier 7.0 71 % of the labour force 10 1 ¢ change from year earlier
o 6.5 - ? -
— 8 |
6.0 -
7 |
5 4 5.5 A 6
Hourl
0 4.5 - 4 - \ A /\[‘—
5 - 40 1 | \ VAN
- 5 \/
3.5 7 -| a \
_]O B 3-0 T T T T T T T T T T T T T T T 1 o T T T T T T T T T T T T T T T ]
06 0708 09 10 11 12 13 14 15 16 17 18 19 20 21 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21
Note: New Zealand labour force data are only published quarterly. There are two ‘headline’ series on employment — the household labour force survey (HLFS) which
counts the number of people in employment during the quarter; and the quarterly employment survey (QES), which counts the number of ‘filled jobs’ at ‘economically SAU L ESLAKE
significant enterprises’ in the ‘reference week’ in the middle of the quarter, excluding the self-employed and those working in agriculture and fishing. The labour force
159 under-utilization rate measures those who are unemployed plus those who are employed part-time but working fewer hours than they are able and willing to work. CORINNA ECONOMIC ADVISORY

Source: Statistics NZ. September quarter data will be released on 3@ November. Return to "What's New". INDEPENDENT ECONOMICS
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Although New Zealand’s export commodity prices are at a record high,
unlike Australia its current account has remained in deficit

Export commodity prices
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Note: latest merchandise trade data is for August: September data will be released on 27 October; latest balance of payments and net foreign debt data is for the
March quarter; September quarter data will be released on 15 December. Sources: ANZ Bank; Statistics New Zealand. Return to "What's New".
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The Q2 CPIl was a ‘shocker’, rising 1.3%, half a percentage point above

market expectations, driven largely by housing costs

Consumer prices

7 % change from year earlier
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(RBNZ sectoral
factor model)
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Sources: Statistics N7 ; Reserve Bank of New Zealand. September quarter CPI will be released on 18" October. Return to "What's New".

Housing costs in the CPI
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O The CPlrose 1.3% in Q2, the largest g-o0-q

increase since Q3 2008, pushing the annual
‘headline’ inflation rate up to 3.3%, the
highest since Q3 2011

89% of the Q2 increase in the CPl came
from 7 components representing 31% of the
CPI basket - housing purchase (30% of the
Q2 increase), petrol (17%), vegetables
(16%), games, toys & hobbies (7:%),
clothing (7%), rents (7%) and take-away
food (5%)
— these six components also accounted
for 57% of the increase in the CPI from
Q2 last year

The annual rate of ‘core’ inflation as
measured by the RBNZ’s ‘sectoral factor
model’, rose 10 2.2% in Q2, the highest
since Q3 2009, from 1.9% in Q1

O The RBNZ had expected some pick-up in

headline inflation in Q2 - but the outcome
was 0.7 pc pt above its most recent
forecast
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The 2021 NZ Budget uses gains from an improved economic outlook to
fund additional spending as well as a slightly improved ‘bottom line’

NZ government ‘operating balance O As was also the case in Australia, the 2021-22 New Zealand Budget presented

excluding gains & losses’ (‘OEBGAL’)

% of GDP

Forward
estimates

measure). Net ‘core Crown debt’ excludes assets of the NZ Super Fund, student loans and other advances, and financial assets held for public policy purposes Source:

NZ Treasury, Budget Economic and Fiscal Update 2021. Return to "What's New".

by Finance Minister Grant Robertson in May benefited from a much stronger
economic performance than had been anticipated in last year’'s Budget, or in
last December’s Half-Year Economic & Fiscal Update (HYEFU)

— Treasury now expects the NZ economy to have grown 2.9% in 2020-21 (cf. 1.5%

0
. in HYEFU) and by 3.7% pa over the following two years (cf. 3.1% in HYEFU)
4 Revisions since — unemployment is expected to fall to 5% in June 2022 and 4.2% by June 2024,
) Jec e instead of increasing to 6.8% in June 2022 and then falling to 4.7% by June 2024
_8 | :,; ng(::fds O The Budget applies most of the revenue windfall from this improved economic
1_0 outlook (and transfers from unspent allocations to the $50bn Covid Response
0708091011 1213 141516 17 18 19 20 21 22 23 24 95 and I.Recovery Fund established Ias.i year) to fund new spending initiatives
totalling almost NZS20bn over the five years to 2024-25
NZ ‘core Crown debft’ — of which the most significant are increases in benefit payments of up to
60 1 % of GDP $55/week (consciously reversing cuts made in the 1990 Budget) and increased
0 | _Downward revisions spending on health and housing
nee bec 2 e D O Nonetheless the Budget also reduced the ‘OBEGAL’ and ‘residual cash’ deficits
0 for the five years to 2024-25 by $9bn
30 1 — the ‘OBEGAL’ deficit is forecast to decline from 2019-20’s peak of 7.3% of GDP to
20 4.5% of GDP in 2020-21, increase slightly to 5.3% of GDP in 2021-22, then decline
0 1 to 0.6% of GDP in 2024-25 - and to return to surplus by 2026-27
. O As aresult ‘core Crown net debt’ is expected to peak at 48% of GDP in June
0708091011 1213 141516 17 18 19 20 21 22 23 24 25 2023 (down from 52.6% at HYEFU) and then decline to 43.6% of GDP by June
Financial years ended 30 June 2025, and longer term to drop below 20% of GDP in 2034
Note: The measure of the NZ Government budget balance is ‘'OBEGAL’, which stands for ‘operating balance excluding gains and losses’ (an accrual accounting SAU L ESLAKE
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https://www.treasury.govt.nz/publications/efu/budget-economic-and-fiscal-update-2021

NZ's housing price boom has been fuelled by investors (a large proportion
of them with very high LVRs) - but recent changes have had some impact

House price inflation
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Mortgage lending growth
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Lending to investors as pc of total
50 5 % of total (3-month

45 | moving average)
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High-LVR loans to investors
60 1 Loans at LVRs > 70% as % of total

\

By value

By number
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Sources: Real Estate Institute of NZ; Reserve Bank of New Zealand (Tables C30, C31 and C40). Return fo "What's New".

Average new mortgage
700 7 NZ$000
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Loans to FTBs at over 5 times income
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first-time buyers with DTI
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https://www.reinz.co.nz/residential-property-data-gallery
https://www.rbnz.govt.nz/statistics/c30
https://www.rbnz.govt.nz/statistics/c31
https://www.rbnz.govt.nz/statistics/c40-residential-mortgage-lending-by-debt-to-income-dti-purpose-use

As expected, the RBNZ raised its official cash rate by 25 bp at this week’s
Monetary Policy Commitiee meeting

1 The RBNZ raised its official cash rate by 25 basis points, to 0.50%, at Wednesday’s Monetary Policy Committee
meeting
- the MPC was going to raise the OCR at its previous meeting on 18t August, but stayed its hand following the announcement
of a nationwide lockdown the day before
— however this week the MPC concluded that the current restrictions “have not materially changed the medium-term outlook
for inflation and employment”, and that “timely Government support for business and jobs is effective at cushioning the
near-term impact on economic activity”
O The decision to raise the OCR was primarily driven by concern about the consequences of ‘capacity’ pressures
for inflation
— inthe MPC'’s assessment, “rising demand alongside capacity constraints is contributing to higher domestic inflation”,

accentuated by “higher oil prices, supply shortfalls and rising transport costs”, which are expected to result in CPIl inflation
rising "above 4% in the near term” before returning towards 2% “over the medium term”

— Inits view, “demand shorifalls are less of an issue than the economy hitting capacity constraints given the effectiveness of
Government support and resilience of household and business balance sheets”
0 The MPC re-iterated its judgement that “the level of house prices is currently unsustainable”

— although they also noted that “a number of factors are expected to consirain house prices over the medium term”,
including increased levels of new building, slower population growth, changes in tax policy announced by the Government
in March (which came into effect at the beginning of this month), and the recent further tightening of macro-prudential
restrictions on high-LVR mortgage lending

O The RBNZ foreshadowed further increases in the OCR at future meetings, noting that “monetary policy stimulus will
need to be reduced to maintain price stability and maximum sustainable employment over the medium term”
and that “further removal of monetary policy stimulus is expected over time”
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https://www.rbnz.govt.nz/news/2021/10/monetary-stimulus-further-reduced-official-cash-rate-raised-to-050-percent
https://www.beehive.govt.nz/release/govt-housing-package-backs-first-home-buyers
https://www.rbnz.govt.nz/news/2021/09/reserve-bank-tightens-lvr-restrictions

Short-term NZ bond yields didn’t react to the (fully anticipated) OCR hike,
but longer-term yields continued drifting higher in line with US trends

|
RBNZ open market bond purchases

2.0 - NZ$bn perweek
1.8 - m LGFA bonds m NZ Government bonds
1.6
1.4 - “lll H W
1.2 - : il
[ | ]
1 O b Hpummm ] . The RBNZ terminated its
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0 New Zealand interest rate markets had fully priced Wednesday'’s increase in the RBNZ's official cash rate, and

short-term bond yields actually declined slightly

O However the 10-year yield drifted higher, in sympathy with global trends, finishing at 2.02%, equal to the previous
peak in late February, but otherwise the highest since mid-April 2019

165 Note: LGFA = Local Government Financing Authority. Source: Reserve Bank of New Zealand, Statistics Tables B2 and D3. Data up to 8t October. Return to "What's New".
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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.

Corinna Economic Advisory is a partner (with Liewellyn Consulting, of 1 St Andrews Hill, London EC4V 5BY, United Kingdom) in Independent Economics.

This document has been prepared for the use of the party or parties named on the first page hereof, and is not to be further circulated or distributed without
permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer fo engage in any kind of financial
or other fransaction, 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, Corinna Economic Adyvisory Pty Lid and Independent Economics 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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