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Agenda

Interest rate scenarios

Credit crunch & World Inflation
Australian Economy

Disclaimer

US and Global Economy

RBA and its inflation views

A$ Ranges and Risks into 2008-09
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Forward world growth forecasts are curtailed

But still
Above 
average
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The CRB scores new highs as we speak!
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US oil prices continue to skirt new highs
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So do A$ oil prices continue to skirt new highs
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PE’s @ okay levels
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Australian PE’s analysed (By RBA)
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The Dow last Friday – little change on the year
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The FTSE 100 last Friday – little change on the year
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Nikkei, already had its bear market
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The ASX – little changed on the previous year
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ASX – sideways it goes
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What about the credit crunch?
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US Housing

Suncorp Group Treasury
March 2008 16

US mortgage delinquencies
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So corporate bond spreads SOAR!

Recession
levels
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US corporate yields versus spreads
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US Real Funds Rate  - low for a growth cycle or start of recession?
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Short term US rates
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No more credit problems ☺ ????

Suncorp Group Treasury
March 2008 22

US ABCP market

Suncorp Group Treasury
March 2008 23

Banks v non-banks
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Switch in Aussie ABCP issuances
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A$ Bills and cash rate
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The bills spread to cash

Rate 
rise

Rate 
rise Rate 

rise

The
Turn
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The bills spread to cash (average +80)

Rate 
rise

Rate 
rise Rate 

rise

Rate 
rise

The
Turn

Average
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Cost of funds…relative to the RBA
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US growth annualises to 2.5%, is this a recession?

US growth
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World inflation is NOW a problem as well

US Headline Inflation
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US Retail Sales – a recession?

US Retail Sales (12m av)
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EU inflation rate

EU CPI, 1999-
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Scenario:
US decelerated from strong 2007 growth into 

its 31st Dec 2007 end

and now ‘pans’ out 1st quarter 2008

While the rest of the world keeps growing
This is not a recession...
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Now the Australian Economy
• Buoyed by overseas trade flows
• The fully employed household is still confident 

and spending
• So too for Aussie businesses, running at capacity 

after an expansion of such long dimensions
• Federal and State spending intentions will carry 

this into 2008 
Risks are 
• An overleveraged household sector (Is it?)
• Too pre-emptive RBA rate rises/ overseas sector
• A wages break out and/or global growth dip
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Australian Growth - Accelerating
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Labour market tightens – despite this

Suncorp Group Treasury
March 2008 38

Vacancy rates soar again
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Retail Sales remains firm

 
Australian Retail Sales
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New motor vehicle sales
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People x Money /houses = rising rents
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Trend in $ into Housing
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Units/Houses Approved
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Units/House commenced –Capacity issues?
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And the winner is Brisbane!

Suncorp Group Treasury
March 2008 46

House Prices
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The loser is the home buyer
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Meanwhile Australian businesses
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Capacity Utilization

High capacity rates will underpin investment plans
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Coupled with our own Asset bubble boom here…
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Relative price/yield performances
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Supply starts to look better into 2009 & 10

Suncorp Group Treasury
March 2008 53

But in the meantime: Back log of work sky rockets
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Non-Res approvals jump
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Business Balance sheets are mostly solid
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Why the RBA tightened (and may) again…
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But …Money Supply still shoots up
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Its because of business
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Labour remains a restraint
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and Wages start to break out
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Inflationary expectations rise!
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Expectations by Demographic
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Terms of Trade: RBA gives up picking tops
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The CPI
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The RBA’s CPI
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RBA CPI Forecasts: November 2007
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RBA’s new improved CPI forecasts
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TD securities – best CPI guess
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Aussie Real cash rates are not ‘higher enough’

Need +4% real rates
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Official cash 2002 - now
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A$, 3 year swap rates on the up - still
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Interest rate risks into 2008

• While the next 3-6 months will appear mixed
– Will be lost of bad ex-post rate rise news

• But another 25 pip rate rise to 7.50% by end 
September 2008 possible
– Assumption is modest
– Risks are corporate spreads widen further
– This ‘new’ government/administration does not materially 

tighten policy and will push the risks above the +7.50% 
range 

– Can get uglier if the overseas markets are not kind to us 
anymore (which world inflation risks suggest)

• Late 2008 gets very interesting…
• Risk of +7.50% cash rates around Xmas 

2008, cant be ruled out
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Interest rate Outlook to 2010

• Official cash rate risk to 7.50% by Sep 08 is the base line 
scenario

• May 2008 budget may force the path higher into 2009-10
• Likely scenario that it is looser than previous
• Coupled with continuing world growth
• Sees the 3 year bank swap rate risk back towards 8.00%
• Kiwi as possible ghost of Christmas future

– Cash @ 8.25%
– Unemployment at 3.6-9% national average, triggers a wages break to 

justify the above cash rate
– A$ has a go at 8875 highs again and again in the meantime

• Back end of 2009-10 time will be to fall with business cycle 
dip
– Question is – from what level?
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BASELINE –expected interest path

Post
2010
>>>>
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Australian dollar prospects
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A$ Prospects into 2008-09

• A$ strength consistent with RBA objectives
– But ahead of fundamental values

• Moves over 8500 arguably are though dis-
inflationary

• US$ now super cheap may invite intervention to 
stop it falling further – will be an anti-A$ 
phenomenon into 2008

• Bottom-line A$ is likely to range sideway till well 
into 2008

• I.e. +9000 levels will be hard to sustain, even if 
the overall picture is positive

• Bulk of price action will be a 8500-9000 range for 
now
– Risk it widens on the downside (later)
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Terms of trade*/ A$ at full value
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The decline of the US dollar – being the driver

Long term lows here
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Careful about
the Aussie

has run ahead
of 

commodity prices
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Volatility predominates in Australia as well…

Old
equilibrium

New
Equilibrium?
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Fund crisis support wipes out FX swap reserves
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Medium term A$ risks –back to around 8500:
its long term average now at 8600 (s/term o/sold there)

A range (most of time)
Between 8500-9000
For now
With a downside bias
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Risk l/term, 8500-9000 range widens on downside

Suncorp Group Treasury
March 2008 84

Financial Services Reform DisclosuresREMUNERATION AND OTHER BENEFITS PAID TO THE REPRESENTATIVE

Representatives employed in Suncorp Treasury Services receive an annual 
salary and participate in a short -term incentive plan.  Under the short term 
incentive plan a representative may be paid an annual bonus payment calculated 
as a percentage of the representative’s annual salary if:

– the representative satisfies or exceeds predetermined individual performance targets;and
– other required factors not related to the representative’s individual performance, such as the overall 

performance of Suncorp Treasury Services and/or the Suncorp group of companies, are also 
satisfied.

Representatives do not receive incentives, commissions or other remuneration 
based solely on the individual sale of Suncorp products or the services provided 
by the representative to a customer.

Whilst every care has been taken in producing the information contained herein 
Suncorp-Metway Ltd ABN 66 010 831 722 does not guarantee or warrant the 
accuracy or correctness of any such information and neither Suncorp-Metway 
Ltd, its employees and/or agents shall be liable for any claim whatsoever arising 
from any person relying, or purporting to rely, either wholly or partially upon any 
such information.
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Financial Services Reform DisclosuresGeneral Advice Warning

This advice has been prepared without taking into 
account your particular objectives, financial situation or 
needs.  For that reason, before acting on the advice you 
should consider the appropriateness of the advice having 
regard to your own objectives, financial situation and 
needs.  

Where the advice relates to the acquisition, or possible 
acquisition, of a particular financial product, you should 
obtain a Product Disclosure Statement relating to the 
product and consider the Product Disclosure Statement 
before making any decision about whether to acquire the 
product. Suncorp Group Treasury
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