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Return to Budget surplus remains on track. 

US import prices rose by 2.2pct in April, driven by a 7.2pct lift in petroleum prices. 
Export prices rose by 1.1pct. Economists had tipped a 1.8pct rise in import prices and 
0.9pct lift in export prices. And US wholesale inventories rose by 1.1pct in March with 
sales up 2.9pct. The stocks to sales ratio fell to a near 3-year low.  

 European shares rebounded on Tuesday with banks and miners leading the way. 
Investors tip an orderly restructuring of Greek debt, sparing pain for the banking sector. 
And miners rose in response to solid Chinese import data. The FTSEurofirst index rose 
by 0.8pct with the German Dax up 1.2pct and the UK FTSE up 1.3pct. 

 US sharemarkets rose for a third day on Tuesday. Utilities and other defensive sectors 
led the way, although gains were spread across the board. However shares in 
Microsoft dipped 0.6pct after revealing plans to buy internet phone giant Skype for $8.5 
billion. The CBOE volatility index - also known as the "fear gauge"  - fell another 7.3pct. 
The Dow Jones index rose by 75pts or 0.6pct with the S&P 500 higher by 0.8pct and 
the Nasdaq was up by 28pts or 1.0pct.  

 US treasury prices eased (yields higher) as investors shifted to growth-focussed 
investments like equities, commodities and commodity currencies. US 2yr yields rose 
by 3pts to 0.585pct and US 10yr yields rose by 5pts to 3.215pct. 

 The US dollar lost ground against the Euro and commodity currencies on Tuesday as 
investors showed a liking for riskier, or growth-focussed, investments. The Euro rose 
from lows near US$1.4270 to US$1.4410, ending US trade near its highs. The Aussie 
dollar rallied from lows near US107.35c to around US108.45c, and was also near its 
highs in late US trade. But the Japanese yen eased from around 80.45 yen per US 
dollar to JPY80.85, closing US trade near its weakest levels. 

 US and European crude oil prices rose again on Tuesday. Supporting prices was 
strong Chinese import data for April and supply concerns emanating from the flooding 
of the Mississippi River. The flooding threatens to disrupt refineries in Louisiana, 
including the second largest refinery in the US. The Nymex crude oil contract rose by 
US$1.33 or 1.3pct to US$103.88 a barrel. London Brent crude rose by US$1.73 to 
US$117.63 a barrel. In after-hours trade, US crude eased to US$103.30 after the 
release of American Petroleum Institute inventory data. 

Base metal prices were mostly higher on the London Metal Exchange on Tuesday with 
the exception of tin, down 0.7pct. Other metals rose up to 2pct with nickel doing best. 
And the gold price rose for a second day in line with other commodities with Comex 
gold futures up by US$13.70 an ounce or 0.9pct to US$1,516.90.  

Ahead:  In Australia, David Jones is releasing sales data. CBA releases its third quarter 
trading update. In China, monthly economic data is issued. In the US, trade data is 
released. 
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Indicative market rate at 7am  Source: Bloomberg 

Currencies 10 Yr Bond Yields (%) Commodities Equities

AUD/USD 1.0839 0.7% Australia 5.39 -0.04 CRB Index 348.57 1.3% Dow 12760.4 0.6%
NZD/USD 0.7939 0.0% NZ 5.27 0.05 S&P GS Index 673.96 0.0% S&P 500 1357.2 0.8%
EUR/USD 1.4408 0.5% US 3.21 0.05 Aluminium $/t 2653.5 1.7% NASDAQ 2871.9 1.0%
USD/JPY 80.81 0.6% AU less US 2.18 Copper $/t 8888.3 0.2% FTSE 6018.9 1.3%
GBP/USD 1.6368 -0.1% NZ less US 2.06 Lead $/t 2358.5 1.0% Shanghai 2890.6 0.6%
USD/CHF 0.8799 0.8% AUD Swap Rates (%) Nickel $/t 24848 2.0% H.Seng 23336.0 0.8%
AUD/NZD 1.3652 0.7% 3mth 5.04 0.06 Zinc $/t 2156.3 0.4% Nikkei 9818.8 0.2%
AUD/JPY 87.59 1.3% 3yr 5.40 -0.02 Gold $/o 1516.8 0.2% ASX200 4725.8 -0.7%
AUD/EUR 0.7523 0.2% 5yr 5.70 -0.02 WTI Oil $/b 103.88 1.3% NZSX50 3528.8 0.3%
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Economics: Preview 
 

AUSTRALIA & NEW ZEALAND  

Today or tomorrow. 

NZ REINZ House Sales Turnover, Apr, y%ch (-5.1 prev) 

REINZ nationwide sales data for April are due between 10-12 May.  
Auckland property data released by agents Barfoot & Thompson have 
been solid over March and April, with March turnover the strongest 
turnover in 15 months.  In seasonally adjusted terms, Auckland turnover 
in April was only down 1% on March’s strong result.  In contrast with the 
strength in Auckland, the February earthquake is disrupting activity in the 
Canterbury region, as property damage and insurance issues derail sales. 
 
Looking at the nationwide picture, a contained level of inventory, as well 
as the recent drop in interest rates, are positive for the property market.  
We expect nationwide prices are troughing out now, and should increase 
by around 3% over the year ahead.  Behind this lift will be a range of 
experiences, from stronger price appreciation in Auckland, and ongoing 
weakness in areas where fundamentals are less supportive. 4
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INTERNATIONAL  

CH Industrial Production, Apr, y%ch, (14.8 prev) 

CH Retail Sales, Apr, y%ch, (17.4 prev) 

CH Consumer Prices, Apr, y%ch, (5.4 prev) 

CH Producer Prices, Apr, y%ch, (7.3 prev) 

The March batch of Chinese economic data provided market participants 
their first glimpse of the economy without the influential Lunar New Year 
holiday effects impacting the data.  Despite China’s inflation accelerated 
in March, lifting to 5.4% (YoY), the rise was again largely a function of 
elevated food prices.  Non-food CPI increased by only 2.7% (YoY) in 
March, while food CPI rose 11.7% in the year.  We continue to expect 
China’s CPI to peak in the coming months, in line with a peak in food 
prices.   

In contrast, China’s industrial production appears to have bottomed, and 
is likely to accelerate in the coming months, in line with stronger 
manufacturing production.  Despite the PBoC’s recent policy 
“normalisation”, we expect GDP growth in China to remain robust in 
2011, coming in at 9.5%.  
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UK Visible Trade Balance, Mar, £bn, (6.78 prev) 

The UK’s visible trade deficit narrowed more than expected in February, 
coming in at £6.78bn.  Visible exports rose to £25.1bn, while visible 
imports fell for the second consecutive month, declining a further 2.2% to 
£31.8bn.  Visible imports have fallen by 5% in 2011.  Food and drink, and 
oil exports continue to lead UK export growth, while the fall in imports 
was largely a function of a drop in the volatile aircraft component.   

The relative weakness of the GBP continues to support UK visible 
exports, which have risen 36.4% from their August 2009 lows.  But, the 
patchy economic recovery in a number of the UK’s larger trading partners 
appears to be limiting significant export growth.  This is somewhat 
concerning, given the sluggish recovery in some sectors of the UK 
domestic economy.  Softness in various domestic UK economic sectors 
appears to be placing the burden of recovery on the shoulders of export 
orientated sectors. -20
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Despite UK CPI slowing in March, it remains elevated at 4.0% (YoY).  UK 
CPI has now remained above the Bank of England’s (BoE) 2% target for 
16 consecutive months.  Building UK price pressures appear to be a 
function of the recent rise in commodity prices, a higher UK sales tax and 
the weaker GBP.   
 
Recently, the BoE Monetary Policy Committee (MPC) indicated that near-
term UK inflation may exceed 5%.  However, a majority of the MPC 
continue to see this acceleration as a temporary phenomenon.  The 
majority believe that in the medium-term inflation will fall back to target, 
as the temporary effects, such as higher oil prices, dissipate.  As such, 
the BoE has been reluctant to tighten monetary policy given the uncertain 
UK economic outlook.  The recent sluggish UK economic data reaffirms 
the uncertain outlook.  In April, the BoE noted that “downside” risks may 
be developing in the economy.  The BoE’s inflation report will provide 
market participants with the central banks latest outlook for the UK 
economy, and in particular its view on inflation.   
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CA International Merchandise Trade, Mar, C$bn, (0.03 prev) 

Canada’s trade surplus narrowed once again in February, coming in 
almost flat in the month.  The trade balance has shrunk by some 
C$1.89bn since December.  In February, Canada’s exports declined 
4.9%, to C$35.8bn, while imports fell 4% to C$35.8bn.  Despite the falls 
in February, the strong CAD has boosted Canada’s imports.  As of 
February, imports have increased 22% from their June 2009 lows. 

In contrast, the strong CAD continues to put pressure on Canada’s 
exports.  Recently the Bank of Canada noted that the strength of the 
currency may be a drag on export growth and economic momentum in 
the coming quarters.  However, some reprieve should come from the 
elevated price of oil, given energy exports account for some 22% of 
Canada’s total exports.   
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US Trade Balance, Mar, US$bn, (-45.8 prev) 

The US trade deficit narrowed less than expected in February, declining 
to US$45.8bn, a 2.6% fall.  Despite the 1.4% monthly fall in exports, US 
exports remain some 33% from their April 2009 cyclical lows.  The 
relatively weak USD and improving global economy continues to boost 
export demand. 

However, the improving US economy and rising commodity prices are 
placing upward pressure on imports.  Higher oil and food prices have 
driven the recent increase.  The import price index rose 2.7% in April, the 
largest monthly gain since June 2009.  Imports were US$211bn in 
February, up 14% from a year earlier.  As the US economic recovery 
continues to gather momentum, imports are likely to rise further.  The US 
trade deficit is anticipated to widen over 2011.  The trade deficit remains 
some 25.5% (or US$15.7bn) off its August 2008 peak.   
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Economics: Review 

Australia and New Zealand 

Commonwealth Budget 2011 

 The underlying Budget deficit for 2011/12 is projected at $22.6bn 
(1.5% of GDP) vs the $49.4bn (3.6% of GDP) deficit now expected in 
2010/12.  

 A return to surplus is still expected from 2012/13.  

 The pre Budget “marketing” of a tough Budget comes through clearly 
in the revenue commentary and the focus on savings measures.   

 Natural disasters are expected to shave GDP growth in 2010/11 to 
2¼% but the subsequent rebuild boosts growth to 4% in 2011/12.  
Unemployment is expected to edge marginally lower, reaching 4¾% 
by mid 2012  

 Inflation forecasts are in line with those published by the RBA in the 
May Statement on Monetary Policy.  

 The Budget largely delivers what was promised.  Fiscal policy has 
moved in a contractionary direction and there are some worthy 
initiatives that will assist in dealing with longer-run challenges.  

 The Budget focus and direction should help kick-start the (much 
needed) debate on dealing with longer-running structural changes.  

 The implications for bond yield and the AUD are minor.  However, 
bond issuance will be much larger than expected at $53bn in 2011/12 
and the Government has virtually committed to maintaining 
outstandings near current levels. 
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Extensive pre-announcements and a vigorous massaging of expectations mean that there are few surprises in Budget 
2011.  Pre Budget themes that the Mining Boom Mk II won’t deliver the “rivers of gold” of Mining Boom Mk I are evident 
in revenue commentary although revenue growth forecasts for the next couple of years are surprisingly solid (mainly due 
to the timing of mining tax payments).  But a return to surplus in 2012/13 remains a key fiscal and political objective.  So 
the Budget is dominated by savings measures – new spending is limited and any significant revenue initiatives are largely 
deferred to the Tax Forum in October.   

The Budget arithmetic involves a net saving effort worth $21bn and a $2bn dip into the contingency reserve over the four 
years to 2014/15.  This effort negates the $16bn deterioration in the Budget bottom line caused by changes to economic 
parameters since the Mid Year Review in November 2010.  And it partly pays for the near $17bn worth of new spending 
initiatives included in tonight’s Budget.  The Budget bottom line over the four years to 2014/15 is $9-10bn worse than 
envisaged in November. 

No allowance for the carbon tax was included in Budget figuring – revised forecasts will be necessary at some point. 

Savings initiatives focus on the old standbys of increasing efficiency dividends and reprioritising some spending 
(especially defence).  The harder-edged decisions relate to measures limiting growth in payments to higher income 
earners, reforming income support payments to encourage workforce participation, capping some health spending, 
tightening up tax expenditures (especially the FBT arrangements for cars) and reducing industry assistance. 

New policy measures have a heavy labour force focus.  They range from increasing the skilled migrant intake to 
measures designed to improve the quality of the existing workforce.  As with some of the savings initiatives, there is also 
the flavour of measures designed to lift labour force participation.  Other measures focus on health (especially mental 
health) and measures to ease the burden of rising living costs on lower income households.  There is also a major 
infrastructure focus – both in rebuilding after the spate of natural disasters and in the regions. 

The Budget meets all the requirements of the government’s medium-term fiscal strategy and it adheres to the exit 
strategy from the GFC-stimulus period.  But was it a tough Budget?  Certainly relative to previous significant periods of 
fiscal consolidation today’s offering looks a little limp.  But those earlier periods were times of significant fiscal stress, 
necessitating a slash and burn approach.  Our judgement is that this Budget largely delivers what is required from a 
short-term cyclical perspective.  And it represents a step forward in setting up the economy for the longer haul.  The 
Budget focus and direction should help kick-start the (much needed) debate on dealing with the longer-running structural 
change being thrust on the economy through the Asian emergence. 

RBNZ Financial Stability Review 

Selected highlights: 

 New Zealand’s financial system is more resilient and positioned to support economic growth, but still faces a volatile 
and uncertain environment, Reserve Bank Governor Alan Bollard said today, when releasing the Bank’s May 2011 
Financial Stability Report. 

 The global economic recovery is now broader, and strong growth in Asia is supporting commodity producers like New 
Zealand and Australia. However, global wholesale funding markets remain fragile, given stretched fiscal positions and 
banking sector problems in some European countries,” Dr Bollard said. 

 “Efforts by households and businesses to cut or contain debt are reducing New Zealand’s overall external imbalance, 
but are also weakening domestic demand. Government too is looking to consolidate its financial position, which 
should help to improve the country’s overall external position.”  

 Dr Bollard noted the February earthquake had caused financial stress for households and businesses and created a 
challenge for the insurance sector in dealing with claim flows. But the banks’ readiness to support recovery in 
Christchurch was encouraging.  

 Deputy Governor Grant Spencer said the New Zealand banking system has continued to strengthen. “Bank profits 
have recovered over the past six months and bad debt charges declined. Bank funding has moved to a more stable 
footing and capital ratios are relatively high. Non-performing loans are elevated but remain manageable.”  The 
Reserve Bank is currently evaluating the new Basel III global regulatory standards for bank capital adequacy and 
liquidity and expects to consult with banks on this later in the year.  

 The Reserve Bank recently assumed the role of insurance sector regulator. Following the recent earthquakes, the 
Government has had to support AMI to ensure an orderly claims process in Christchurch. “The Bank has accelerated 
its work programme in light of the earthquakes and is monitoring this sector closely. While there remains considerable 
uncertainty over the extent of total final claims, we believe the overall industry is sound,” Mr Spencer said. 
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Treasury released the NZ Government’s Financial Statements for the 9 months ending 31 March yesterday.  As seen 
the previous month’s statements, both core revenue and core expenditure have been tracking relatively close to 
expectations.  Tax revenue has held well, particularly in light of weaker than expected economic growth.  Expenses are 
slightly under forecast, due to under spending across a number of areas.   The operating deficit is larger than expected, 
mostly due to the estimated net cost of the February earthquake to the EQC of $1.5 billion. Attention now turns to Budget 
day on May 19th.  

QVNZ’s April property report showed New Zealand house values remain relatively stable at a national level according to 
the QV indices. Nationwide property values are now 1.9% lower than a year ago, and 5.8% below the market peak of late 
2007. Prices have stabilised over recent months after falling slightly over 2010.   

NZ Electronic card transactions for April showed total retail spending lifted 1.5% mom, while ex-auto retail  was up 
1.6% mom.  The improvement is encouraging, and builds on the strength seen in March. The increase this time was driven 
by higher spending on the food and eating out categories, suggesting an improvement in discretionary spending as 
households become more optimistic. This is in contrast to the increase in card spending in March, which was driven by 
higher spending on big-ticket household items which we assume were earthquake related purchases. 

RBNZ view 

In response to domestic economic weakness and the Christchurch earthquake, the RBNZ delivered a 50bpt rate cut at the 
10 March policy meeting.  We expect the RBNZ’s tightening cycle to resume in QI 2012. 

RBA view 

The RBA has normalised monetary policy, and has begun a shift to contractionary rates to head off inflationary pressures.  
We expect rates to reach 5.50% by QIV 2011. 

US & CANADA 

US import prices rose by 2.2pct in April, driven by a 7.2pct lift in petroleum prices and a weak USD. Export prices rose 
by 1.1pct. Economists had tipped a 1.8pct rise in import prices and 0.9pct lift in export prices.  US wholesale 
inventories rose by 1.1pct in March with sales up 2.9pct. The stocks to sales ratio fell to a near 3-year low.  

Fed view 

A debate about ending the QE program is underway.  We expect the QE program will end in June and the first Fed Funds 
hike in QIV 2011.   

Bank of Canada view 

The Canadian economy is recovering, and the BoC has begun to remove stimulus.  We expect a slow and steady removal 
of policy accommodation to ensue. 

EUROZONE & UK 

Greece remains in the spotlight, with talk of more assistance, and the need for greater austerity. Moody’s placed eight 
Greek banks on review for possible downgrade. 

UK BRC Retail Sales lifted +5.2% YoY in April: that is the best result since April 2006, with sales boosted by strong 
Easter sales and some Royal Wedding spending. 

UK RICS house price housing survey showed house prices falling at the slowest rate since July. 

Bank of England view 

Members of the BoE are becoming more concerned about UK inflationary pressures.  But, most members expect 
significant spare capacity to dull the near-term pressures.  We expect the first move in QII 2011. 

ECB view 

Elevated inflation in the Eurozone has led to the ECB commencing tightening in an effort to pre-empt the onset of second 
round inflation effects.  We expect the ECB to raise rates again in QIV 2011.   
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CHINA & JAPAN 

China trade: China posted a large trade surplus in April, with weaker than expected imports behind the lift back into 
surplus.  Imports from Japan fell as a result of the disaster there, but a drop in commodity imports was also noted.   
Exports increased 29.9% yoy in April, while Imports rose only 21.8% y/y, (consensus +28.9%). 

Bank of Japan 

In response to the recent natural disasters, the Bank of Japan has implemented further quantitative easing measures.  
Monetary policy in Japan is likely to remain accommodative for some time. 
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The Week Ahead 
Calendar - Australasia, Japan and China 

 Time      Forecast 

Date AEST Econ Event Period Unit Last Market CBA 

Wed 11 May 09.50 JP Official reserve assets Apr ¥bn 1,116 ~ ~ 

 12.00 CH Producer price index Apr y%ch 7.3 7.0 ~ 

 12.00 CH Industrial production Apr y%ch 14.8 14.6 ~ 

 12.00 CH Consumer price index Apr y%ch 5.4 5.2 ~ 

 12.00 CH Fixed assets inv excluding rural Apr ytd y%ch 25.0 24.9 ~ 

 12.00 CH Retail sales Apr y%ch 17.4 17.5 ~ 

 15.00 JP Coincident index  Mar P Index 106.8 103.6 ~ 

 15.00 JP Leading index  Mar P Index 104.2 99.8 ~ 

Thu 12 May 08.30 NZ Business NZ PMI Apr Index 50.1 ~ ~ 

 08.30 NZ Food prices Apr m%ch 0.3 ~ ~ 

 09.50 JP Current account total Mar ¥bn 1,641.0 1,737.5 ~ 

 09.50 JP Trade balance - BOP basis Mar ¥bn 723.3 303.4 ~ 

 11.30 AU Employment change Apr ‘000 37.8 ~ 25.0 

 11.30 AU Unemployment rate Apr % 4.9 ~ 4.8 

 11.30 AU Participation rate Apr % 65.8 ~ 65.8 

 15.00 JP Eco watchers survey: current Apr Index 27.7 ~ ~ 

 15.00 JP Eco watchers survey: outlook Apr Index 26.6 ~ ~ 

 16.00 JP Machine tool orders Apr y%ch 49.6 ~ ~ 

Fri 13 May 12.00 CH Conference board China March leading economic index 

 13.00 NZ Non resident bond holdings Apr % 62.8 ~ ~ 
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Calendar – North America & Europe 

Please note all days and times are UK time, not local release day/times 

 UK      Forecast 

Date Time Econ Event Period Unit Last Market CBA 

Wed 11 May 07.00 GE Consumer price index Apr y%ch 2.4 ~ ~ 

 09.30 UK Visible trade balance Mar £mn -6,776 -7,700 ~ 

 09.30 UK Total trade balance Mar £mn -2,443 -3,400 ~ 

 10.30 UK Bank of England inflation report ~ ~ ~ ~ ~ 

 13.30 CA International merchandise trade Mar C$bn 0.0 0.0 ~ 

 13.30 US Trade balance Mar US$bn -45.8 -47.0 ~ 

Thu 12 May ~ UK NIESR GDP estimate Apr q%ch 0.7 ~ ~ 

 09.00 EZ ECB publishes may monthly report ~ ~ ~ ~ ~ 

 09.30 UK Industrial production Mar m%ch -1.2 0.8 ~ 

 09.30 UK Manufacturing production Mar m%ch 0.0 0.4 ~ 

 10.00 EZ Industrial production May m%ch 7.5 0.5 ~ 

 13.30 CA New housing price index Mar m%ch 0.4 ~ ~ 

 13.30 US Initial jobless claims 7 May ‘000 474 ~ ~ 

 13.30 US Continuing claims 30 Apr ‘000 3,733 ~ ~ 

 13.30 US Producer price index Apr y%ch 5.8 6.5 ~ 

 13.30 US PPI Ex food & energy Apr y%ch 1.9 2.1 ~ 

 13.30 US Advance retail sales Apr m%ch 0.4 0.6 ~ 

 13.30 US Retail sales ex auto & gas Apr m%ch 0.6 0.5 ~ 

 15.00 US Business inventories Mar m%ch 0.5 0.9 ~ 

Fri 13 May 07.00 GE GDP s.a. QI P q%ch 0.4 ~ ~ 

 10.00 EZ GDP s.a. QI A q%ch 0.3 0.6 ~ 

 13.30 US Consumer price index Apr y%ch 2.7 3.1 ~ 

 13.30 US CPI Ex food & energy Apr y%ch 1.2 1.3 ~ 

 14.55 US University of Michigan confidence May P Index 69.8 70.0 ~ 
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