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The PRP Economic Report provides an analysis of the Australian INSIDE THIS ISSUE:
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by 25 basis each to 4.50 per cent. Labour Force 9

¢ Indicator lending rates for banks, businesses and mortgages have
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curve continues to remain reverted.

¢ Equity markets continue to experience a volatility

e GDP growth increases by 0.6% for the March quarter 2010;
Australia is still the only developed economy to avoid a recession
since the global financial crisis hit.

e Current account deficit decreases to over $16,551 million for the
March quarter 2010
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Inflation and
Investor Sentiment

Consumer Price Index

The current weighted average All
Groups Consumer Price Index
(CPI) for all eight capital cities
increased by 0.6 per cent to
172.1 over the June quarter
2010; reflecting a 3.1 per cent
rise over the year.

The increase in CPI was due to a
number of contributors: tobacco
(15.4 per cent), hospital and
medical services (3.8 per cent),
automotive fuel (2.1 per cent),
rents (1.1 per cent), and house
purchase (0.6 per cent).

The greatest offsetting price falls
were recorded for domestic
holiday travel and
accommodation which fell by 6.0
per cent, fruit decreasing by 4.8
per cent, audio, visual and
computing equipment (-6.3 per
cent), vegetables (-3.0 per cent)
and overseas holiday travel and
accommodation (-1.9 per cent).

Business and Consumer
Confidence

The chart on the right depicts two
indices from December 1999 to
June 2010; NAB Business
Confidence Index and Westpac-
Melbourne Institute Consumer
Sentiment Index.

Consumer sentiment continued
to fall in June, with the Westpac
Consumer Sentiment Index
dropping a further 5.7 per cent
from 108.0 in May to 101.9
points.

Foll owing May®ds
the cumulative 12.7 fall in the
index, represents the largest two
month fall since March 2008
during the global financial crisis.

The fall in May was largely due to
t he Reserve
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consecutive rate rise of 25 basis
points to 4.50 per cent. June's
decline in sentiment reflects a
mixture of concerns about
financial markets, deteriorating
conditions abroad and
uncertainty around the

Goverenrentts ecorttrowkersiab |,

proposed Resource Super Profits
Tax.

The NAB Business Confidence
Index fell sharply over the June
quarter 2010 falling by 14 points

0 June Quarter 2010

confidence, although still positive,
fell heavily in the June quarter to
be below readings of business
conditions for the first time since
the recovery from the global
financi al crisi
economist Alan Oster.

Despite the large fall, the index
remains in positive territory and
has been since September 2009;
indicating optimists continue to
outnumber pessimists in the
survey.
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Bond Market and
Interest Rates

Money and Bond Market
The chart on the right compares
fluctuations in the Cash Rate, 90
Day Bank Bill Rate and the 10
Year Bond Yield from January
2000 to June 2010. This allows
the monitoring of the 90 Day
Bank Bill Rate and 10 Year Bond
Yield to consider risk related to
discount rates on investment
property and the cost of debt and
equity.

The RBA has increased the cash
rate twice by 25 basis points
each over the June quarter to
450 per cent. The RBA
increased the rates as the global
economy grows. Forecasts for
world GDP growth have been
revised up again, and growth is
expected to be at trend pace or a
littte above in 2010. The board
believe rates are now around
average levels of the past
decade.

As suggested from the graph,
yields on 10 year bonds have
fallen in line over the quarter
declining by a slight 0.29
percentage points to 5.33 per
cent in June 2010. The vyield
curve continues to not be
inverted; it had been inverted
from September 2004 until
December 2008. The bond rate
is now 0.44 percentage points
above the 90 day bank bill rate of
4.89 per cent.
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Interest Rate Movements
Housing Loans

The chart on the right illustrates
the comparison between
fl uctuati ons i
Housing Loan Indicator Rates
and the RBA Target Cash Rate
from November 2000 to June
2010.

Indicator lending rates increased
over the quarter in line with the
cash rate.

Bank and Personal Loan
indicator rates rose by 50 basis
points over the quarter, matching
the increase in the official cash
rate. Mortgage Manager rates
increased by 45 basis points over
the quarter.

Bank rates increased to 7.4 per
cent, Personal Loan Rates rose
to 7.5 per cent and Mortgage
Manager rates increased to 6.95
per cent.

Over the vyear, Bank and
Personal Loan rates rose by 1.6
percentage points and Mortgage
Manager rates increased by 1.55
percentage points.

Business Loans

Over the quarter, small business
lending rates have appeared to
increase as a result of the rise in
the official cash rate (see graph
on right).

Movements in Small Business
lending rates over the June
quarter increased for residential
secured and other loans, and
decreased for 3-year fixed rates.

Residential Secured and Other
rates increased by 50 basis
points to 8.6 per cent and 9.35
per cent. The 3-year fixed rate
decreased over the quarter,
falling by 30 basis points to 8.25
per cent.
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Over the year, residential
secured rates increased by 1.5
per cent, other lending rates rose 0.55 per cent.
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by 1.45 per cent and the 3-year
fixed lending rates increased by




ﬂBOR Spreads

The LIBOR-OIS Spread
compares the 3-month LIBOR
with an interest rate swap tied to
the US Federal funds rate. Fed
funds is an overnight rate for the
one-day loans that the Federal
Reserve makes to banks that
allows them to maintain minimum
capital and liquidity levels.

An interest rate swap is an
exchange between two parties
where party A pays a fixed
interest rate - the OIS rate - to
party B and party B pays a
fluctuating rate - day-by-day Fed
funds earnings - to party A. The
OIS rate is designed to anticipate
and match the actual average of
Fed funds rates over a set time
period.

OIS rates (or, in particular, the
difference or "spread" between
OIS rates and LIBOR rates) are
an important measure of risk and
liquidity in the money market,
considered by many, to be a
strong indicator for the relative
stress in the money markets. A
higher spread typically
interpreted as indication of a
decreased willingness to lend by
major banks, while a lower
spread indicates higher liquidity
in the market. As such, the
spread can be viewed as
indication of banks' perception of
the creditworthiness of other
financial institutions and the
general availability of funds for
lending purposes.

The LIBOR-OIS spread has
historically hovered around 10
basis points. However, in the
midst of the financial crisis of
20071 2009, the spread spiked to
an all-time high of 364 basis
points in October 2008, indicating
a severe credit crunch. Since that
time the spread has declined
erratically  but  substantially,
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dropping below 1.00 per cent in
mid-January 2009 for the first
time since September 2008 but
remaining well above historical
averages.

The three-month LIBOR/OIS
spread, a gauge of stress in the
money markets, increased to

0 June Quarter 2010

33.24 basis points at June 30
from 8.9 basis points recorded at
March 31, 2010. Despite the
increase, the spread is still
significantly lower compared to its
widest point of 366 basis points
seen on October 10, 2008 when
interbank market tensions
peaked.




Australian Exchange
Rate & Equity
Markets

Australian Exchange Rate
The Australian dollar depreciated
6.9 per cent in the June quarter
to average of 0.8523 against the
US dollar in line with growing
concerns of deteriorating
conditions abroad.

Over the June quarter the
Australian dollar also fell against
the Japanese Yen and the UK
Sterling falling by 11.8 per cent
and 6.7 per cent to levels of
75.46 and 0.5666 respectively.

The Australian dollar appreciated
against the Euro over the quarter
rising by 2.2 per cent to an
average level of 0.6979.

Share Price Indices

From mid-April the global share
market hit a snag with sovereign
debt issues originating in Europe.
There was speculation that
Greece may not emerge from its
fiscal crisis and the cost of
insuring Greek debt rose to a
record high after the European
Union statistics department said

Greece had a larger budget
deficit than previously
anticipated.

The Australian ASX 200 has
fallen over the June quarter,
decreasing by 11.8 per cent.

The US S&P500 Index also
displayed a similar performance,
decreasing by 11.9 per cent.

The US S&P500 Index remains
below the Australian Index (24
point difference at the end of
June).

The Australian ASX 200 has

increased over the year, showing
a growth rate of 8.8 per cent. The
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US S&P 500 also increased over
the year rising by 12.1 per cent.

The Australian S&P/ASX 200
Index averaged 336.1 for June

0 June Quarter 2010

2010 (down by 44.9 points since
March 2010); whilst the US
S&P500 Index recorded 312.1
(down by 42 points since March
2010).




Industrials, All Ordinaries
and Property Trust Index

Value

The Australian share market was
increasingly volatile during the
June quarter 2010.

In the 21 trading days of May, the
All Ords either rose or fell by
more than one percent on 15
occassions, reflecting the most
volatile period since the height of
the global financial crisis in
November 2008.

The All Ords, Industrials and
Property index closed lower over
June falling by 2.9 per cent, 8.0
per cent and 2.2 per cent
respectively.

The Australian equities market
has recovered substantially from
lows and ended the financial year
in positive territory. Over the
year the All Ords increased by
9.5 per cent to finish at 4324.8,
the Industrials index and
Property index rose by 6.1 per
cent and 12.6 per cent to close at
3180.4 and 843.5 points
respectively.
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GDP

GDP, Dwelling, Building

and Structures
Investment

The graph on the right illustrates
the quarterly percentage change
of Australian Gross Domestic

Product against Dwelling
Investment and Building and
Structures Investment between

December quarter 2000 to the

latest available quarter; the
March quarter 2010.

GDP

The Australian economy
continues to grow with the latest
figures from the Australian
Bureau of Statistics (ABS)

showing the economy grew by a
seasonally adjusted 0.5 per cent
during the March quarter 2010.
The annual growth rate rose by
2.7 per cent, reflecting a
relatively healthy result given the
economy is still in the early
stages of an economic recovery.

The result was not a significant
growth rate for the quarter, it is
possible the expiry of
government grants and the
tightening monetary policy has
resulted in growth being more
subdue in comparison to the
December quarter.

Dwelling Investment

Gr owt h in Aust
investment has decreased over
the March quarter 2010 with a
decrease of 1.0 per cent to a
level of $16,952 million. Dwelling
investment has increased slightly
over the year as indicated by a
1.7 per cent rise since March
2009.

Building & Structures
Investment
Australiabs
structures investment has
decreased over the Ilatest

quarter. The March 2010 quarter
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over the year with investment
faling by 8.5 per cent since
March 2010.

per cent to $19,419 million. The
Building and Structures
Investment has also decreased



