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OVERVIEW

Consistent with the Budget forecasts, solid growth is expected in the Australian economy in 2010-11
and 2011-12, although the GDP forecasts have been revised down slightly.

Currently there are only tentative signs that a self-sustaining private sector recovery is underway,
with growth in consumption, dwelling and business investment expected to be more subdued in the
short term than at Budget. Confidence has declined, reflecting concerns around the global outlook and
financial market volatility. Looking further ahead, consumption is expected to grow solidly, while
business investment and exports are expected to contribute significantly to GDP growth - driven in
large part by ongoing strong demand for Australian commodities.

The terms of trade are expected to be higher in the short term than forecast at Budget, but to fall more
sharply in 2011-12 reflecting expectations of increased global supply of key commodities. Nominal
GDP has been revised accordingly, and is now expected to increase by a stronger 9% per cent in 2010-
11 but a weaker 4% per cent in 2011-12. As such, nominal GDP is expected to be around $2 billion
lower in 2011-12 compared to Budget.

While there are greater risks to the global recovery, the outlook for global growth has continued to
improve — notwithstanding the weaker outlook for Europe. Strong growth in our Asian trading
partners has underpinned an upgrade of % of a percentage point to forecast world growth in 2010.
However, our forecast for global growth in 2011 has been downgraded by Y2 of a percentage point,
reflecting recently announced fiscal consolidation plans in major European economiesand the
transmission of recent financial market shocks to activity and confidence.

Australian real GDP is expected to grow by 2% per cent in 2009-10. This is marginally higher than the
forecast of 2 per cent growth in the 2010-11 Budget, reflecting ABS revisions to historical outcomes.
However, the growth forecast for 2010-11 has been reduced to 3 per cent (from 3% per cent at Budget)
due to expected short term weakness in consumption and dwelling investment. Further, GDP is now
expected to grow by 3% per cent in 2011-12, compared with growth of 4 per cent at Budget.

Table 1: Key Domestic Forecasts — June compared with Budget

2008-09 2009-10 2010-11 2011-12
Outcome (a) Budget June Budget June Budget June

Real GDP (b) 13 2 2 1/4 31/4 3 4 33/4
Nominal GDP (b) 6.3 23/4 31/4 81/2 91/4 53/4 4 3/4
Employment (b) 1.1 11/4 11/4 2172 23/4 2 2

Unemployment rate (c) 5.7 51/4 51/4 5 5 4 3/4 4 3/4
CPI (d) 15 31/4 31/4 2172 23/4 21/2 2 3/4
Underlying inflation (d) 3.9 3 3 21/2 23/4 21/2 2 3/4
WPI (b) 4.0 3 31/4 31/4 33/4 4 4

Terms of trade (b) 8.4 -33/4 -3 141/4 16 -33/4 -6 1/2

(a) Calculated using original data.

(b) Year average.

(c) June quarter.

(d) Through-the-year growth rate to the June quarter.

The labour market is expected to continue to perform strongly over the forecast period, despite a
slightly weaker outlook for economic activity. Employment is expected to grow at above-trend rates



over the forecast period, resulting in the unemployment rate trending downwards to 4% per cent in
late 2011-12 - in line with the Budget forecasts. Average hours worked are expected to rebound from
recent lows and approach trend levels in 2011-12.

The persistence of recent inflation outcomes, driven by strength in administered prices, has resulted in
a stronger forecast for inflation compared with Budget — although inflation is still forecast to be within
the RBA’s target band in 2010-11 and 2011-12. Despite an easing in market prices, rising utility prices
are expected to continue to place upward pressure on the CPI.

After some weakness in consumption in the short term due to lower confidence, consumption is
expected to grow solidly over the rest of the forecast period due to higher incomes associated with a
strong labour market and higher commodity prices. Dwelling investment growth is also expected to
be reasonably strong in the medium term, given house price growth, population growth and pent-up
demand.

Demand for Australia’s non-rural commodities has remained strong, driving further increases in the
prices of Australia’s main commodities of iron ore and coal. As such, the terms of trade are forecast to
increase by 16 per cent in 2010-11 — to reach their highest level since the Korean wool boom of the
1950s. The terms of trade are expected to decline by 6% per cent in 2011-12, as expected increases in
the world supply of iron ore and coal places downward pressure on prices. As a result, the terms of
trade are expected to be around 1% per cent lower in 2011-12 than at Budget.

The outlook for new business investment in 2010-11 and 2011-12 remains in line with Budget
forecasts. Mining businesses in particular are expected to undertake significant spending on
expansionary projects in order to satisfy future demand for Australian commodities. Despite a
number of announcements by the mining industry since Budget, none of the major projects factored
into our forecasts have been cancelled or substantially delayed.

The Government’s stimulus measures are now detracting from growth, and will continue to do so
over the forecast period as infrastructure spending winds down. Furthermore, high levels of state and
territory spending are also set to be scaled back from 2010-11. As a result, growth in public final
demand is expected to be subdued in 2010-11, while public final demand is expected to decline
slightly in 2011-12.

The current account deficit (CAD) is forecast to contract to 3¥4 per cent of GDP in 2010-11, more of a
narrowing than at Budget due to the stronger forecast for non-rural commodity export values. The
CAD is then expected to widen to 4% per cent of GDP as non-rural incomes decline in line with the
terms of trade.



Table 2: Domestic economy forecasts™

Outcomes (b) Forecasts
Year average Through the year
2008-09 2009-10 2010-11 2011-12 June2010  June 2011  June 2012
Panel A - Demand and output(c)
Household consumption 09 21/2 3 33/4 212 314 334
Private investment
Dwellings -1.9 1 5172 51/2 712 10 212
Total business investment(d) 6.6 -3 712 12172 -212 14 12
Non-dwelling construction(d) 85 -8 712 14 -8 151/2 12 172
Machinery and equipment(d) 47 -2 7 131/2 -1 1412 12 1/2
Private final demand(d) 15 11/4 4 53/4 112 6 512
Public final demand(d) 43 9 13/4 -13/4 11 1/2 -13/4 -1 3/4
Total final demand 21 3 312 4 33/4 41/4 334
Change in inventories(e)
Private non-farm -0.7 1/4 12 0 114 v4 0
Farm and public authorities(f) -0.2 1/4 0 0 0 0 0
Gross national expenditure 12 33/4 334 4 5 414 334
Exports of goods and services 11 2 412 6 2 412 7
Imports of goods and services -29 6 8172 8 16 1/2 7 712
Net exports(e) 08 -3/4 -1 -1/2 -23/4 -3/4 -1/2
Gross domestic product 13 21/4 3 33/4 214 33/4 312
Non-farm product 0.9 21/4 31/4 33/4 214 33/4 312
Farm product 19.8 2 0 1 na na na
Nominal gross domestic product 6.3 31/4 91/4 43/4 83/4 7 5
Panel B - Other selected economic measures
Extemal accounts
Terms of trade 84 -3 16 -61/2 19 31/2 6 1/4
Current account balance
$hillion -37.4 -60 -44 3/4 -71 na na na
Percentage of GDP(Q) -30 -43/4 314 -43/4 -314 -33/4 5
Labour market
Employment (labour force survey basis) 11 11/4 23/4 2 23/4 214 2
Unemployment rate (per cent)(g) 50 51/2 5 5 514 5 43/4
Participation rate (per cent)(g) 65.4 651/4 65 1/4 651/2 65 1/4 651/2 65 1/2
Prices and wages
Consumer Price Index(h)
- headline 31 21/2 3 23/4 314 23/4 23/4
- underlying 43 31/4 23/4 23/4 3 23/4 23/4
Gross non-farm product deflator 53 11/4 6 1 6 3/4 3 114
Wage Price Index 4.0 31/4 334 4 3 33/4 4

(a) Percentage change on preceding year unless othemwise indicated.

(b) Calculated using original data.
(c) Chain volume measure, except for nominal GDP.

(d) Excluding second-hand asset sales from the public sector to the private sector.

(e) Percentage point contribution to growth in GDP.

(f) For presentation purposes, changes in inventories held by privatised marketing authorities are included with the

inventories of the fairm sector and public marketing authorities.
(g) The estimates in the final three columns are the forecast rates in the June quarter in 2010, 2011 & 2012

respectively.

Source: ABS Cat. No. 5206.0, 5302.0, 6202.0, 6345.0, 6401.0, unpublished ABS data and Treasury.



Outlook for the domestic economy

The forecasts for the domestic economy are
underpinned by several technical assumptions.
The exchange rate is assumed to remain
around levels at the time the forecasts were
prepared (a trade-weighted index of around 68
and a 3$USexchange rate of around 85c).
Interest rates are assumed to rise slightly in
line with market expectations over the forecast
period. World oil prices (Tapis) are assumed to
remain at around $US80 per barrel. The farm
sector forecasts are based on average seasonal
conditions over the remainder of the
forecasting period.

Household consumption

The outlook for household consumption in the
near term has weakened slightly since Budget.
Consumer sentiment has fallen in recent
months on the back of higher interest rates and
global uncertainty surrounding European
sovereign debt. Retail sales growth was
subdued in the March quarter, and business
liaison has indicated that spending is expected
to remain subdued until the end of the year.

The forecast for household consumption
growth in 2009-10 has been revised down
from 2% per cent at Budget to 2% per cent,
with growth remaining below trend over the
next couple of quarters before a more
sustained recovery takes hold.

Household consumption is expected to grow
by 3 per cent in 2010-11 and 3% per cent in
2011-12 (Chart 1), supported by continued
population growth and higher incomes
associated with a strong labour market and
commodity price rises.

Chart 1: Household Consumption
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Source: ABS Catalogue Number 5206.0 and Treasury.

The acceleration in consumer spending
compared with incomes sees the household
saving ratio decline over most of the forecast
period — but remain positive (Chart 2).

Chart 2: Household Savings Ratio
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Dwelling investment

The expected recovery in the housing sector
appears to have been delayed by longer than
usual lags between obtaining finance, building
approvals and construction activity. As such,
dwelling investment is now forecast to grow

0
12

-4

Jun-12



5% per cent in 2010-11, compared with forecast
growth of 7% per cent at Budget.

However, the pipeline of activity still promises
a rebound in residential investment as strong
approvals and commencements translate into
activity. Despite some monthly volatility,
medium and high density approvals have
recovered significantly from their low levels
during early 2009 and, along with the strong
pipeline for detached houses, are expected to
drive activity.

While the First Home Owners Boost (FHOB)
ended in 2009, its impact, in the context of the
slowness in residential construction seen
recently, is expected to be stretched further
into 2011.

Furthermore, strong house price growth,
population growth and pent up demand in the
housing sector are all expected to drive
construction.

As a result, dwelling investment in 2011-12 is
now forecast to grow by 5% per cent, higher
than the Budget forecast of 4 per cent.

Chart 3: Private Dwelling investment

(Real)
$billion

$billion

11

10 -
New Dwellings

Alterations and Additions

0

11

10

3

Jun-88 Jun-92 Jun-96 Jun-00 Jun-04 Jun-08 Jun-12

Source: ABS Catalogue Number. 5206.0 and Treasury.

Business investment

Forecasts for 2009-10 are slightly lower than
Budget due to a larger than expected fall in

investment in new machinery and equipment
in the March quarter as the effects of stimulus
related measures were unwound. However,
the recovery in business investment is
expected to remain on track with rising
investment intentions and the expected surge
in new mining investment (Chart 4). As such,
new business investment is still expected to
rebound in 2010-11 and 2011-12 - growing by
7% and 12% per cent.

In recent months, survey measures of business
confidence have softened - returning to
around long-run average levels more
consistent  with underlying economic
conditions. In contrast, business survey
measures of investment intentions have
continued to improve. The patchiness in the
survey data suggests some downside risks to
the outlook for business investment.

Chart 4: Business Investment to GDP
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Forecast investment in new machinery and
equipment is broadly consistent with that
expected at Budget. Investment is expected to
increase by 7 per cent and 13% per cent in
2010-11 and 2011-12 - higher than at Budget
due to an increase in CAPEX intentions for
2010-11 in the latest quarterly survey.



The strength in new engineering construction
investment forecast at Budget is expected to
remain despite the concerns of the mining
industry following the announcement of the
Resource Super Profits Tax (RSPT). The
expected increase in investment will be driven
by major resource projects currently under
construction, particularly Gorgon. Engineering
investment is expected to increase by
17% per cent in 2010-11 and 20% per cent in
2011-12. No announcements of cancellations or
suspensions to specific major projects have
affected our forecasts. However, the usual
uncertainty remains about the exact timing of
expected spending on major resource projects.

Non-residential building investment s
expected to decline by 16% per cent and
5percent in 2009-10 and 2010-11. Recent
investment in the sector has been strongly
supported by the Building the Education
Revolution program. While remaining projects
will continue to provide some support in the
short term, activity under the program has
now peaked. Outside the education sector,
building approvals remain at very depressed
levels and vacancy rates do not appear to have
peaked. Furthermore, access to funding
remains a concern for many developers despite
some easing in credit constraints. Investment is
expected to rebound by 5 per cent in the last
year of the forecasts as a strengthening labour
market and economy stimulate activity.

Public final demand

Public final demand is forecast to grow by
9 per cent in 2009-10 and 1% per cent in
2010-11, before declining by 1% per cent in
2011-12 - driven by Government stimulus
measures and their subsequent withdrawal.

The stimulus is now being steadily withdrawn
and is estimated to have begun detracting
from economic growth in the March quarter
2010, with further detractions expected in
2010-11 and 2011-12. The stimulus is expected
to detract around 1 percentage point from
GDP growth over 2010 and % of a percentage
point over 2011.

In addition, high levels of state and territory
government investment are also set to be

scaled back from 2010-11 after peaking in
2009-10.

Exports, imports and the current
account deficit

Ongoing strong demand from Asia for
Australia’s non-rural commodities is expected
to drive solid export growth in both 2010-11
and 2011-12. However, growth in 2010-11 is
expected to be slightly lower than at Budget —
the result of a weaker outlook for services and
rural exports. A lower exchange rate is
expected to temper imports growth in 2010-11
compared with Budget - although import
growth is expected to remain high throughout
the forecast period.

As such, net exports are expected to detract
¥ of a percentage point from GDP growth in
2009-10, 1 percentage point in 2010-11, and
Y of a percentage point in 2011-12.

Export volumes are forecast to grow modestly
in 2009-10, given the weak March quarter
result for non-rural commodity exports. This is
followed by growth of 4% per cent in 2010-11,
which is half a percentage point lower than at
Budget, and 6 per cent in 2011-12— unchanged
from Budget.
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Non-rural commodity exports are expected to
increase significantly over the forecast period,



reflecting strong growth in Asia and
recovering demand from the rest of the world,
with additional supply capacity coming on line
over the forecast period. A rebound in global
steel production, underpinned by strong
growth in China, is expected to result in
further strength in demand for Australia’s
non-rural commodity exports.

As a result, non-rural commodity exports are
expected to increase by 8% per cent in 2010-11
and 8 per cent in 2011-12, higher than forecast
at Budget, following more modest growth in
2009-10.

Rural exports are forecast to be more subdued
than at Budget, declining by 3% per cent in
2009-10 and by 3 percent in 2010-11. Lower
rural exports are expected to be driven in part
by lower production, but also by unfavourable
world wheat prices which are expected to see
farmers store rather than export grain.

Chart 6: Non-rural Commodities
(Volumes)
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Continued improvement in the outlook for
world growth has improved the prospects for
exports of elaborately transformed
manufactures (ETMs). ETM exports are
expected to grow by 6 per cent in 2010-11 and
5 per cent in 2011-12, stronger than expected at
Budget.

Declining numbers of foreign students
studying in Australia are expected to dampen

7$b||||on ' $b|II|orJ 0

the outlook for services exports, with growth
for 2010-11 now expected to be “of a
percentage point - lower than at Budget.
However, an improved world outlook and
strong inbound tourism demand is expected to
result in services exports returning to trend
growth of 6 percent in 2011-12, in line with
Budget.

While remaining strong, the outlook for
imports growth is weaker than at Budget, as a
result of a decline in Australia’s exchange rate
and slightly weaker demand growth. Import
volumes are now forecast to increase by
8% percent in 2010-11 and 8 percent in
2011-12 — reflecting sizable capital import
requirements as a result of strong growth in
resources investment.

The terms of trade are forecast to rise by
16 per cent in 2010-11 - reaching their highest
level in 60 years. This has been driven by
strong rises in the prices of iron ore and coal —
reflecting ongoing commodity demand from
Asia. Reports suggest that metallurgical coal
contract prices for the September 2010 quarter
have been settled by some miners, with
US dollar prices around 75 per cent above the
Japanese Fiscal Year 2009-10 level and around
13 per cent higher than the June quarter 2010
quarterly contract price. Iron ore contract
prices are also expected to increase in the near
term. Commodity prices are expected to
decline somewhat in 2011-12 as world supply
of coal and iron ore increases. However, prices
are still expected to remain at high levels.



Chart 7: Terms of Trade
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The trade balance is expected to be in surplus
in 2010-11 by 1% per cent of GDP, following an
expected deficit of 1percent of GDP in
2009-10. The trade balance is forecast to move
into deficit again in 2011-12 as non-rural
commodity prices fall from their highs of the
previous year.

The net income deficit (NID) is expected to
widen significantly in 2010-11, to 4% per cent
of GDP - unchanged from Budget. This
widening largely reflects the expectation of
increased income outflows, in line with the
stronger outlook for non-rural commodity
export income.

The current account deficit (CAD) is forecast to
widen to 4% per cent of GDP in 2009-10 — as
forecast at Budget. The CAD is then expected
to narrow to 3% per cent of GDP in 2010-11
due to higher export earnings, before widening
to 4% per cent of GDP in 2011-12.

Chart 8: Current Account Deficit
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Source: ABS Catalogue Numbers 5206.0, 5302.0 and
Treasury.

Employment, wages and inflation

The employment outlook for 2010-11 has been
upgraded slightly since Budget, reflecting
better-than-expected labour market outcomes
and slower than expected real wage growth,
although these factors have been partly offset
by the weaker outlook for economic activity in
2010-11. The employment outlook for 2011-12
remains broadly unchanged, with employment
growth steadily reducing the unemployment
rate to around its full employment level by the
end of the forecast period.

Employment is expected to grow by
2% per cent through the year to the June
quarter 2010 compared with a forecast of
2% per cent at Budget. In line with Budget,
employment growth is forecast to be
2% percent through the vyear to the
June quarter 2011, and 2 per cent through the
year to the June quarter 2012,

The unemployment rate forecast remains
broadly unchanged since Budget, with the
unemployment rate expected to fall to
4% per cent in late 2011-12 - in line with an
expectation that the labour market will be
around full capacity by the end of the forecast
period.
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Chart 9: Unemployment and Participation
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Average hours are recovering gradually, after
almost two years of declines, but remain below
their pre-downturn levels. In line with Budget
forecasts, average hours are expected to
recover slowly over the forecast horizon,
approaching trend levels in 2011-12.

The participation rate is forecast to be slightly
lower in the near term than at Budget, but is
still expected to reach 65%2 per cent by the end
of the forecast period.

Chart 10: Employment Growth and Total
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The outlook for wages remains broadly
unchanged since Budget. Wages growth is
forecast to strengthen in the near-term,
although growth is expected to be moderate
going forward. Compared to Budget, the 2010
Fair Work Australia minimum wage decision
is expected to increase wages growth only
slightly when it comes into effect in the
September quarter 2010.

The ongoing tightening in the labour market is
expected to support strong wages growth
towards the end of 2010 and into 2011 and
2012. The Wage Price Index is forecast to grow
by 3 per cent through the year to the
June quarter 2010, 3% per cent through the
year to the June quarter 2011 and 4 per cent
through the year to the June quarter 2012.

Since Budget, headline and underlying
inflation forecasts have risen across the
forecast horizon. Recent price growth has
been driven by administered prices, in
particular utilities, and there is evidence that
these pressures may persist, notwithstanding

an easing in more market-driven prices
(Chart 11).
Underlying inflation is expected to be

3 per cent through the year to the June quarter
2010 and 2% per cent through the year to the
June quarter of both 2011 and 2012.

Headline inflation is expected to pick up in the
near term reflecting the continuing rebound in
automotive fuel and financial services prices
and a rise in the Federal excise on tobacco
products. Expected large utility price increases
will also impact upon inflation during 2010.

As such, headline inflation is expected to be
3V percent through the vyear to the
June quarter 2010, moderating to 2% per cent
through the year to the June quarter of both
2011 and 2012.
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Chart 11: Non-market vs market sector
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Source: ABS Catalogue Number 6401.0, RBA and
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OUTLOOK FOR THE INTERNATIONAL ECONOMY

Table 3: International GDP growth forecasts®

2009 2011 2012

Actual Budget June Budget June June
United States -24 3 3 2 12 2 1/2 2 1/2
Euro Area -4.1 3/4 1 1 1/4 1 1 1/4
Japan -52 1 3/4 3 14 2 1 1/2 1 1/2
China 8.7 10 10 9 12 9 1/2 9 1/2
India 6.7 7 8 1/2 8 1/4 8 8 1/4
Other East Asia (b) -03 6 7 14 4 3/4 4 3/4 5 1/4
Major Trading Partners 0.0 4 3/4 5 3/4 4 3/4 4 1/2 4 3/4
World -06 4 1/4 4 12 4 1/4 4 4 1/4

(a) Calculations for World and euro area growth rates use GDP weights based on purchasing power parity (PPP). Calculations for Major Trading

Partners and Other East Asia use export trade weights.

(b) Other East Asia is: Korea, Taiwan, Hong Kong, Singapore, Indonesia, Malaysia, Thailand, Vietnam and the Philippines.

Source: National statistical publications, IMF and Treasury.

World outlook and risks

The recovery in the global economy continues,
although the outlook is now subject to greater
downside risks. Ongoing developments in
Europe and the associated financial market
volatility pose a major downside risk to the
global economy.

Since late last year, market concerns over the
ability of Greece and a number of other euro
area countries to manage their sizable budget
deficits and high levels of public debt have
come into sharp focus. While markets were
initially  concerned whether the most
vulnerable euro area governments would
receive  financial assistance, concerns
subsequently shifted to the extent to which
euro area growth would be affected by
consolidating fiscal finances, the exposure of
major European financial institutions to
vulnerable countries, and the transmission of
problems in Europe to the rest of the world.

The events in Europe have already contributed
to higher risk aversion and higher volatility
globally, and the improvement in overall
financial conditions that had been taking place
has reversed somewhat. Notwithstanding
these developments, the global growth forecast
for this year has been revised up by a % of a
percentage point to 4% per cent. This reflects
the stronger than expected performance at the
start of the year, particularly in Asia. As a
result, the forecast for major trading
partner (MTP) growth this year has been

revised up by a full percentage point to
5% per cent, led by upward revisions in Japan,
India and Other East Asia.

The potential for near term growth to exceed
expectations was flagged in the Budget, and
partial indicators suggest that the global
economy continued to grow solidly in the June
quarter.

Provided that the current sovereign debt issues
in the European periphery remain contained to
that region, then the effects of the crisis on
global growth are likely to be modest.
However, the global growth forecast for 2011
has been downgraded by ¥ of a percentage
point to 4 per cent, and there are considerable
downside risks for the second half of this year
and beyond. Apart from the risk of financial
contagion, another large downside risk is the
potential for fiscal consolidation across both
Europe and the rest of the world to be more
damaging to growth than currently forecast.

Relative to the Budget, growth forecasts for
both China and the US remain unchanged.
China is forecast to growth by 10 per cent this
year and 9% per cent in 2011, while the US is
forecast to grow by 3 per cent this year and
2% per cent in 2011. In China, inflation and
overheating loom as the largest risks to the
outlook, while in the US, persistent high
unemployment will continue to restrain the
recovery.
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