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Aussie Economy: Keeps its Shine Tuesday 1 March, 2011

° Our final forecast for GDP for the December quarter is for growth of 1.0% in the
quarter and for growth of 3.0% on a year ago. A result in line with our forecasts
highlights an economy running at a solid pace in the final three months of 2010. It
also means the Aussie economy started 2011 in a good position to get through any
flood-related bumps in the road in the near term.

° We believe the chances of an outcome for Q4 GDP that is anything but solid
tomorrow is on the low side. So it adds to our long-held view that rate rises will be
back on the Reserve Bank’s agenda later this year and as soon as May or June.

° Retail sales grew by 0.4% in January, keeping the soft trend in retailing intact. Food
retailing rose by its fastest pace in 12 years, possibly highlighting stockpiling
activity related to the floods.

° The balance of payments data revealed a deterioration in the current account deficit
from $6.5bn in the September quarter to $7.3bn in the December quarter. But it
also revealed another increase in the terms of trade to take it to its highest level
since the data started. The rises in the terms of trade are providing large net
income injections to the Australian economy, helping to underpin economic activity
and adding to inflationary pressures.

° Finally, data showed that public spending will make a solid contribution to Q4 GDP
but net exports will make a nil contribution.
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Retail Spending:

Retail sales grew by 0.4% in January, which is a little above market expectations that
focussed on growth of 0.3%. The overall trends in the data are still suggesting that
consumers are cautious. This caution is prevalent, despite growth in household income,
high levels of consumer confidence and a strong domestic economy. We believe it is due to
the effect of rate rises over last year and lingering effects from the global financial crisis.

The Reserve Bank has, however, welcomed this caution by consumers because it
represents a shift to greater saving and it also helps with keeping inflationary pressures at
bay.

St.George Bank Data Snapshot — 1 March, 2011 1



A St.george

This retail sales release is one of the first ‘major’ economic releases for January when the
devastating floods occurred in Queensland. The Bureau of Statistics note in their release
that the floods have not affected the data quality or reliability.

The data, however, does show signs of the floods impacting expenditure. Food retailing,
for example, jumped 2.5% in January, the biggest monthly percentage gain in 12 years.
Retailing for department store sales and other retailing (includes books, recreational
items, flowers, chemists, etc) also posted firm gains of 2.3% and 2.1%, respectively.

Falls in the month were recorded in clothing and department store sales, of 2.5% and
4.6%, respectively. The fall recorded in department store sales was the biggest monthly
percentage drop since the middle of 2000.

Examining retail sales by State, the first spotlight shines on Queensland. Retailing in
Queensland lifted by 0.3%, after strong growth of 1.3% over the previous two months. The
floods are likely to have contributed to stockpiling in Queensland, helping retail sales grow
in the month.

The two strongest States in January in retailing were Western Australia and South
Australia. WA retail sales grew by 2.7%, the fastest monthly pace in 1%z years. SA retail
sales grew by 2.4%, the fastest pace in one year, but following a decline of 2.5% over the
October-to-December period. ACT also recorded solid growth of 2.2% in the month, the
fastest monthly rate in more than one year.

NSW recorded only modest growth of 0.1% in January, but it follows strong growth of 1.2%
over the November-December period.

Victoria was a weak spot in January; retail sales fell by 1%, the most in one year. The
annual rate of growth in retail spending has also taken a noticeable step down from the
6.6% rate recorded in July last year to 2.7% in January.

Balance of Payments:
- Current Account Balance

The current account deficit deteriorated from $6.5bn in the September quarter to $7.3bn
in the December quarter.

The trade deficit improved margingally from $448 million to $472 million. Exports rose by
3.03% in the December quarter but imports rose by 3.04% in the quarter.

The primary income deficit, which is the other big component of the current account
balance, deteriorated by $1.5bn. It can be argued that the primary income deficit reflects
the price of Australia’s commodity-success story. The mining sector is making huge
profits, but some of the dividends and profits from these companies flow to offshore
investors and/or parent companies.

- Terms of Trade

The balance of payments data also revealed a further increase in the terms of trade of
1.1%, taking the index to its highest level since the data goes back (in 1959 in this data
series).

The rises in the terms of trade are providing large net income injections to the Australian
economy, helping to underpin economic activity and lift inflationary pressures.

- Net Exports Contribution to GDP

Net exports are expected to make no contribution to GDP for the December quarter due
tomorrow.

- Net Foreign Debt

Australia’s net foreign debt liability decreased $26.7bn to $650.3bn in the December
quarter.
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Government Spending:

Government spending on consumption rose by 1.1% in the December quarter and on
investment rose by 0.2%. It suggests that the government spending component of GDP will
make a firm contribution to GDP growth in the December quarter.

Q4 GDP Implications:

The bucket of partial economic indicators that have been released over this week and last
week have suggested upside risk to the GDP outcome for tomorrow.

Our final forecast for GDP for the December quarter is for growth of 1.0% in the quarter
and for growth of 3.0% on a year ago. If the GDP result is in line with our forecasts it
indicates that the economy was running at a solid pace in the final three months of 2010.

Note that the floods are likely to dampen the GDP result for the March quarter, which is
not due for release by the Bureau of Statistics (ABS) until June.

As the economy was running at a good speed in the December quarter, it places the Aussie
economy in a good position to get through any flood-related bumps in the road in the near
term.

Cash Rate Implications:

We believe the chances of an outcome for GDP that is anything but solid tomorrow is on the
low side. It adds to our long-held view that rate rises will be back on the Reserve Bank's
agenda later this year and as soon as May or June.

Besa Deda, Chief Economist
Ph: (02) 9320 5854
Email: dedab(@stgeorge.com.au
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St.George Contact Listing

Economics & Strategy:

Chief Economist Besa Deda dedab(@stgeorge.com.au (02) 9320 5854
Senior Economist Josephine Heffernan heffernanj@stgeorge.com.au  (02) 9320 5751
Market Economist Amanda Tan tanam(@stgeorge.com.au (02) 9320 5816
Senior Economist Kate King kingk@stgeorge.com.au (02) 9320 5892

The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom St. George has a contract to supply Information, the supply of the Information is made under that
contract and St. George’'s agreed terms of supply apply. St. George does not represent or guarantee that the
Information is accurate or free from errors or omissions and St. George disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is
subject to change. Terms, conditions and any fees apply to St. George products and details are available. St.
George or its officers, agents or employees (including persons involved in preparation of the Information) may have
financial interests in the markets discussed in the Information. Copyright in the Information is owned by St.George
unless otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without
the written consent of St. George.
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