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The world economy is slowing sharply this year,
but will recover gradually through 2002

World economic growth
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All of Australia’s major wine markets will see

slower overall economic growth this year
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The Australian economy slowed sharply last year
but should pick up over the next 18 months

Australian real gross domestic product (GDP)
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Why will the Australian economy pick up while
the rest of the world is slowing down?

® Because the factors causing the slowdown in our major
trading partners are not present in Australia
— no technology sector (short-term benefit, long-term problem)
— no decline in share or property prices
— no major economic imbalances to be corrected

® Because the weak A$ will moderate the impact on Australia
of slower growth in our trading partners

— similarly to the Asian crisis but in contrast to earlier global
slowdowns when the A$ was over-valued

® Because the factors which slowed the Australian economy
over the past twelve months are now fading

— In particular, the transitional effects of the new tax system
® And because domestic policy settings are stimulative

— Interest rates have fallen to within ¥ pc point of 30-year lows
— fiscal (budgetary) policy is highly expansionary




Australian interest rates have probably bottomed,
and are likely to be rising again next year

Australian interest rates _
® The Federal Reserve will
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All currency forecasters have found It very
difficult to get the AS$ ‘right’ since 1999

ANZ’'s model The RBA’s model
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The long-standing link between commodity prices
and the A% has broken down
Commodity prices and the A$
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Sources: Reserve Bank of Australia; Datastream.
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Neither interest rate nor growth rate differentials
provide much explanation for A$ movements
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Note: Consensus forecasts are for current year up to September each year and for following year thereatfter.
Sources: Consensus Economics Inc., Datastream, Economics@ANZ.
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A% and Euro have been weak against the US$
even though the US has a much bigger deficit

A$ and euro vs US$ Current account balances
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Sources: Datastream; Eurostat; US Commerce Department; ABS.

Economics



The US$ has been strong because the US deficit
has been financed by equity capital inflows
US current account deficit and its financing in the 1990s
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Note: ‘Net equity’ comprises net foreign direct investment plus net foreign purchases of non-US
government securities (ie includes corporate bonds). ‘Other’ includes changes in US and foreign
official holdings and balancing item. Source: US Commerce Department; Economics@ANZ
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Conversely, equity capital outflows have weighed

heavily on the euro
Euro area current account and its financing
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Note: ‘Net equity’ comprises net foreign direct investment plus net portfolio equity investment.
Source: Eurostat; Economics@ANZ.




The weakness in the A$ reflects the fact that
Australia has become an equity capital exporter

Australian current account deficit and its financing
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If and when the US$ ‘bubble’ bursts, the euro will
recover some of its lost ground

Euro vs US$ ® The US$is strong and the euro is
weak largely because of the huge
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Britain is unlikely to join the euro any time soon -
and certainly not at the current exchange rate

£ vs euro ® Treasury will report by mid-2003
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Sources: Datastream; Economics@ANZ.




The A% should recover some ground vs the US$
and £ but remain well below long-run averages
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Is a weak Australian dollar a ‘good thing’ ?

® Farmers, miners and other exporters - and Australian firms
competing against imports - would say ‘yes’

® Without doubt a weak A$ is a very helpful ‘cushion’ against the
current downturn in the economies of our major trading partners
— as it was in the Asian crisis
— but in contrast to our experience during other global downturns
(1974-75, 1982-83, 1989-90)
® Butisita‘good thing’ in other respects?

— technology and knowledge become more expensive

— it’s more expensive for Australian businesses to establish
themselves in foreign markets, undertake marketing campaigns etc.

— Australian businesses are more vulnerable to foreign take-overs
(conversely it’s harder for Australian firms to take over foreign ones)

— the ‘gap’ between the earnings and wealth of people who are
‘internationally mobile’ and those who aren’t widens - ie, inequalities
In income and wealth distribution are made worse

® Even for the Australian wine industry, therefore, an undervalued
A% is a mixed blessing




