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Our Global View

 Slower global growth in 2016 

– China’s growth at 6% in 2016.  US above average, EU weak. Asia slowing.

– lower oil/petrol prices are positive for consumers but risky for financial sector. 

– central banks active - weaker Euro, JPY & CNY are underway, but stronger USD.

– Lots of risks: oil, Brexit, Spratlys, Middle East.

 Australian growth firm, but Queensland under pressure as commodity prices stay low.

– Federal Budget should lift business & consumer confidence over 2016 and 2017.

– the growth transition is slowly underway, but jobs and income growth are modest.

– low inflation (~2%pa) via low petrol prices and softening wages trends.

– Queensland’s has competing pressures from weaker mining and rising tourism.

– China’s tourism and investment flows into Australia rising strongly. 

 Economic policy and markets

– Share markets do not like mix of slower growth in China, higher US interest rates & low oil.

– RBA cut cash rate to 1.75% yesterday, cuts to 1.25% on the way. Wages growth very weak.

– AUD to rise against USD, Euro & GBP.  UK to vote on Brexit from EU on 23 June.
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 Fed policy uncertainty and China growth concerns are key drivers:

– the Fed has emphasised that US interest rate rises will be slow and cautious.

– moves in the China’s GDP growth need to be put in the longer context.

US Fed & China’s Central Bank

The Economy & Markets in 2016
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CBA TEI & THE CASH RATE
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 Low oil prices seen as “problem” because of energy debt exposures. Producers?

 Central bank activity distorts interest rate markets – depresses rates.

 Business & investment cycle not responding to near zero rates.

Oil & Share Markets

The new view
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Australia: 2016 GDP Near 2.8%. 

STRONGEST GROWTH OUTLOOK
NSW: Residential construction, alts & adds, related retail.

Housing Alts & Adds 

Inbound tourism - hotels.

Infrastructure – roads, rail, water, power, utilities.

-related construction, engineering & services.

Retail hardware. Cafes, restaurants, communications

Mining – coal production & exports.

New car sales

MODERATE TO LOW GROWTH OUTLOOK
Staples – groceries, food sales, clothing, alcohol/drugs.

Health & allied services, defence & primary education.

Media. Discretionary retail – shoes, cosmetics, a/visual.

Manufacturing – metals & wood related.

Domestic tourism. Tertiary education.

SECTORS WITH DOWNSIDE RISK
Mining construction: Iron ore & coal (thermal & coking)

Commercial construction – fit-outs & conversions

Retail exposed to internet-based alternatives.

Manufacturing – engineering, food, textiles & car parts.

GDP:

10 year average is 3.1%pa
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Budget: Winners & Losers

Winners

 Small business up to $10m turnover will have company tax cut to 27.5%. Cuts to 25% for all companies over ten years.

 Start-up businesses and entrepreneurships – tax concessions extended including depreciation pooling provisions.

 Employers can receive wages subsidies of $6 to $10k to employ people under 25.

 Middle income earners – the 32.5% marginal tax rate extended to $87k, from $80k. Benefits half a million taxpayers.

 No changes to negative gearing arrangements – at this stage.

 Re-announcement of $50bn infrastructure fund, including contributions to Melbourne & Sydney rail metros.

 Education: Schools to receive $1.2bn depending on better education outcomes.

 Health: $2.9bn for public hospital services, expanded dental program for children and low income earners.

Losers

 Smokers to pay higher taxes, rising by 12.5% each year till 2021.

 Tightening of welfare safety net to make employment more attractive.

 Multi-national companies to face tougher penalties for tax avoidance.

 Superannuation contributions tax to be set at 30% (from 15% up to $300k) for those earning over $250k.

 New $1.6m cap on tax-free super contributions into retirement phase.

 Annual concessional super contributions cap now $25k for all. Lifetime cap of $500k for non-concessional contributions

 Earnings of transition to retirement incomes to be taxed to weaken tax minimisation incentives. 
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Budget Overview

Key numbers

 Underlying cash deficit for 2016/17 put at 

$37.1bn (2.2% of GDP) a small 

improvement on the previous deficit of 

$39.9bn.

 Underlying cash deficit narrows to $6.0bn 

(0.3% of GDP) at horizon.

 Revenues of $416bn, spending of 450bn!!!

 Net debt peaks (as a share of GDP) in 

2017/18 at 19.2%.

 Limited new policy initiatives, plus a 

steady improvement in revenue growth 

and significant degree of outlay restraint.
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CBA TEI & THE CASH RATE
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 The transition to non-mining led 

growth is based on residential 

construction, non-mining capex and 

government infrastructure.

 The transition is uneven. 

 The May RBA interest rate cut is 

positive.  

 A number of Budget initiatives should 

help: 

– $50bn infrastructure fund;

– $2bn water investment in dams & 

pipelines;

– Defence programs over next 

decade.

The Transition & The Federal Budget

Will it help the Great Transition?

60

80

100

120

60

80

100

120

Jun-12 Jun-13 Jun-14 Jun-15

IndexIndex

Residential
construction

Non-mining
capex

Government
capex

TRANSITION DRIVERS
(end 2012=100)

Source: ABS



8

CBA TEI & THE CASH RATE

3.8

4.4

5.1

5.7

6.4

7.0

Jul-97 Jul-99 Jul-01 Jul-03 Jul-05

-8

-5

-2

2

5

8

Cash

rate

(lhs)

CBA TEI*

(adv  9 mnths ,rhs)

%pa %pa

* Deviat ion from trend

Tourism - Income Opportunities

The tourism example

 Education and tourism inflows have been rising for past 2 years.

 Weaker AUD and changes to China’s travel regulations mean more tourists.
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Inflation & Wages

 Wages growth headed under 2%pa – lowest in 20 years.

 Inflation following wages growth lower over 2016 and 2017. So RBA can cut rates.
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Queensland Jobs Market in Transition.   

 Queensland’s jobs growth was 40k over past year , but ALL part-time. 

 Queensland’s unemployment rate at 6.1% in March, past the peak of 7% in 2014.

 Jobs ads show a gradual pick-up in monthly jobs data over 2016 and into 2017.
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Interest Rates – Lower Levels Coming

 RBA cut cash rate to 1.75% on 3 May 2016.  Another cut soon because of low inflation.

 Swap rates should fall further when cash rates fall.
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 Commodities are Australia’s largest export and the BIG influence on AUD/USD. 

 Commodity prices are bottoming-out.  The price of iron ore has lifted since late 2015.

The AUD & Iron Ore Prices

Commodity prices
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CBA TEI & THE CASH RATE

3.8

4.4

5.1

5.7

6.4

7.0

Jul-97 Jul-99 Jul-01 Jul-03 Jul-05

-8

-5

-2

2

5

8

Cash

rate

(lhs)

CBA TEI*

(adv  9 mnths ,rhs)

%pa %pa

* Deviat ion from trend

CBA Interest Rate & AUD/USD Forecasts

Forecasts

Market Jun’16 Sep’16 Dec’16 Jun’17

Australia RBA cash 1.75 1.5 1.25 1.25

90-day bills 2.0 1.6 1.3 1.3

3-year bonds 1.5 1.3 1.3 1.3

10-year bonds 2.3 2.3 2.3 2.3

2-year swap 2.2 2.1 2.1 2.3

10-year swap 2.7 2.6 2.6 2.8

USA Fed funds 0.75 1 1¼ 1¾

2-year bonds 1.2 1.4 1.6 2.0

10-year bonds 2.4 2.5 2.6 2.7

FX AUD/USD 0.72 0.69 0.72 0.73

AUD/EUR 0.62 0.61 0.62 0.64
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CBA TEI & THE CASH RATE

3.8

4.4

5.1

5.7

6.4

7.0

Jul-97 Jul-99 Jul-01 Jul-03 Jul-05

-8

-5

-2

2

5

8

Cash

rate

(lhs)

CBA TEI*

(adv  9 mnths ,rhs)

%pa %pa

* Deviat ion from trend

CBA Australian Economic Forecasts – May 2016

 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18

(a) (a) (a) (f) (f) (f)

Economic Activity

Private final demand 1.9 1.6 1.0 0.6 1.0 2.0

Of which: Household spending 1.6 2.6 2.7 2.9 2.9 3.0

Dwelling investment -1.8 5.1 7.9 8.2 1.9 -1.5

Business investment 3.9 -3.7 -6.6 -10.7 -7.1 -0.5

Public final demand 0.5 0.4 -0.2 1.8 1.7 2.1

Domestic final demand 1.6 1.3 0.8 0.9 1.2 2.0

Inventories (contrib to GDP) -0.1 -0.3 0.1 0.0 0.1 0.0

GNE 1.5 1.1 0.9 0.9 1.3 2.1

Exports 5.6 5.8 6.5 6.8 8.1 8.1

Imports 0.6 -1.8 0.0 -0.5 1.9 3.6

Net exports (contrib to GDP) 0.9 1.6 1.4 1.6 1.4 0.0

GDP 2.4 2.5 2.2 2.8 2.6 3.2

Prices & Incomes

CPI 2.3 2.7 1.7 1.7 2.0 2.3

Underlying CPI 2.4 2.6 2.3 2.0 2.4 2.4

WPI 3.3 2.6 2.4 2.3 2.6 3.0

Nominal GDP 2.3 4.0 1.5 2.9 3.7 5.2

Real h/hold disposable income 0.5 2.2 1.9 1.5 2.0 2.6

Labour Market

Employment 1.2 0.5 1.2 2.3 1.8 2.0

Unemployment rate 5.4 5.8 6.2 5.9 5.7 5.4

External Accounts

Current Account:  $bn -59.4 -51.1 -59.7 -75.8 -66.1 -54.5

                             % of GDP -3.9 -3.2 -3.7 -4.6 -3.8 -3.0
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The Budget & Net Debt

Is the AAA safe?

 The forecasts show further rises in net 

debt, albeit at a slowing pace.  

 Commonwealth net debt is expected to 

peak at 19.2% of GDP in 2017/18. 

 Some budget metrics are nearing 

uncomfortable levels for the ratings 

agencies.

 Our assessment is that the threat to 

Australia’s AAA/Aaa sovereign ratings is 

real.

 Ratings agencies have us on the edge of 

a change to lower credit ratings.-7
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The information contained in this report is made available for persons who are sophisticated investors or professional investors (as those terms are defined by section 708(8) 

or (10) and (11) of the Corporations Act 2001 (Cth)).

Please view our website at www.research.commbank.com.au. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank) and its subsidiaries, 

including Commonwealth Securities Limited ABN 60 067 254 300 AFSL 238814 (CommSec), Commonwealth Australia Securities LLC, CBA Europe Ltd and Global Markets 

Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies(CBGOC). CBGOC and their directors, employees and their 

representatives are referred to in this Appendix as the Group.

Financial markets products have an element of risk. The level of risk varies depending on the products specific attributes and how it is used. Potential investors should note 

that the product discussed in the report may be sophisticated financial products which involve dealing in derivatives. Unless you are familiar with products of this type, this 

product may not be suitable for you. The Bank will enter into transactions on the understanding that the customer has: made his/her own independent decision to enter into the 

transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to evaluate and capacity to accept the terms, conditions and risks; and is not 

relying on any communication from Commonwealth Bank as advice.

In the UK and Europe:  This report is made available in the UK and Europe only for persons who are Eligible Counterparties or Professional Clients, and not Retail Clients as 

defined by Financial Conduct Authority rules. The Commonwealth Bank of Australia and CBA Europe Ltd are both registered in England (No. BR250 and 05687023 

respectively).

Commonwealth Bank of Australia: Authorised and regulated by the Australian Prudential Regulation Authority. Authorised by the Prudential Regulation Authority.Subject to 

regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential 

Regulation Authority are available from us on request.

CBA Europe Ltd: Authorised and regulated by the Financial Conduct Authority.

In Singapore:  The information in this report is made available only for persons who are Accredited Investors or Expert Investor in terms of the Singapore Securities and 

Futures Act. It has not been prepared for, and must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor or Expert Investor. If you are an 

Accredited Investor or Expert Investor as defined in Regulation 2(1) of the Financial Advisers Regulations ("FAR"), the Bank is obliged to disclose to you that in the provision 

of any financial advisory services to you, we are exempted under Regulations 33, 34 and 35 of the FAR from complying with the business conduct provisions of sections 25 

(Obligation to disclose product information to clients), 27 (Recommendations by licensees) and 36 (Disclosure of interests in securities) respectively, of the Financial Advisers 

Act ("FAA").

In Japan: This document is made available only for institutional customers. Commonwealth Bank of Australia, Tokyo Branch is a licensed banking business authorized by 

Japan Financial Services Agency.

In Hong Kong: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If 

you are in any doubt about any of the contents of this document, you should obtain independent professional advice.

Important Disclosures & Disclaimer

http://www.research.commbank.com.au/
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The provision of this document to any person in the Hong Kong does not constitute an offer of securities to that person or an invitation to that person to acquire, apply, or 

subscribe, for the issue of, or purchase, securities unless the recipient is a person to whom an offer of securities may be made in Hong Kong without the need for a prospectus 

under section 2 and the Seventeenth Schedule of the Companies Ordinance (Cap. 32 of the Laws of Hong Kong) (Companies Ordinance) pursuant to the exemptions for offers 

in respect of which the minimum consideration payable by any person is not less than HK$500,000 or its equivalent in another currency. Neither this document nor any part of it 

is, and under no circumstances are they to be construed as, a prospectus (as defined in the Companies Ordinance) or an advertisement of securities in Hong Kong. The 

products have not been, nor will they be, qualified for sale to the public under applicable Hong Kong securities laws except on a basis that is exempt from the prospectus 

requirements of those securities laws.

Minimum Investment Amount for Hong Kong Investors: HK$500,000

In Hong Kong for Equities:  This document is distributed in Hong Kong by, and is attributed to, Commonwealth Bank of Australia, Hong Kong Branch (CBAHK), which is a 

registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated activities under the 

Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some cases may even become 

worthless. If you have any queries concerning this document, please contact CBAHKs registered representative, James Barratt (T. +612 9117 0109 and E. 

james.barratt@cba.com.au).

In the USA for products other than Equities:

The Bank is authorized to maintain a Federal branch by the Office of the Comptroller of the Currency.

This document is made available for informational purposes only. The products described herein are not available to retail investors. NONE OF THE PRODUCTS DESCRIBED 

ARE DEPOSITS THAT ARE COVERED BY FDIC INSURANCE.

This product is not suitable for investment by counterparties that are not eligible contract participants as defined in the U.S. Commodity Exchange Act (CEA) and the 

regulations adopted thereunder; or (ii) entities that have any investors who are not eligible contract participants. Each hedge fund or other investment vehicle that purchases the 

products must be operated by a registered commodity pool operator as defined under the CEA and the regulations adopted thereunder or a person who has qualified as being 

exempt from such registration requirement. CBA cannot execute swaps with any US person unless our counterparty has adhered to the ISDA Dodd Frank protocol.

This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (the Bank)

and is distributed in the United States by the Banks New York Branch and its Houston Loan Production Office. If you would like to speak to someone regarding securities

related products, please contact Commonwealth Australia Securities LLC (the U.S. BrokerDealer), a broker dealer registered under the U.S. Securities Exchange Act of 1934

(the Exchange Act) and a member of the Financial Industry Regulatory Authority (FINRA) at 1 (212) 336-7737. The information contained herein is not intended to be an

exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Investments and strategies are discussed in this report only in general terms and

not with respect to any particular security or securities transaction, and any specific investments may entail significant risks including exchange rate risk, interest rate risk, credit

risk and prepayment risk among others. There also may be risks relating to lack of liquidity, volatility of returns and lack of certain valuation and pricing information.

International investing entails risks that may be presented by economic uncertainties of foreign countries as well as the risk of currency fluctuations. Investors interested in the

strategies or concepts described in this report should consult their tax, legal or other adviser, as appropriate. This report is not intended to provide information on specific

securities. The Banks New York Branch and its Houston Loan Production Office provides its clients access to various products and services available through the Bank and its

affiliates.
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In the United States:  U.S. brokerage products and services are provided solely by or through the U.S. Broker-Dealer. The U.S. Broker-Dealer is a wholly-owned, but non-

guaranteed, subsidiary of the Bank, organized under the laws of the State of Delaware, U.S., with limited liability. The U.S. Broker-Dealer is not authorized to engage in the 

underwriting of securities and does not make markets or otherwise engage in any trading in the securities of the subject companies described in our research reports.
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