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Current Account and GDP Preview

Exports Temper Growth Story

The current account deficit widened from a revised deficit of $11.0bn in the September quarter
to $14.0bn in the December quarter, the largest deficit in over a year.

The blow out in the current account deficit was mostly due to a turnaround in the goods and
services balance from a surplus of $2.0bn in the September quarter to a deficit of $117bn in the
December quarter.

Export volumes were negatively impacted by rural good exports, which fell 9.7%, and were
affected by poor weather. Coal exports were also temporarily affected, but are expecting to
rebound early this year.

The combination of weaker export volumes and the lift in import volumes point to a 0.5
percentage point detraction from GDP growth in the December quarter.

We remain comfortable with our forecast of 0.6% GDP growth in the quarter for an annual pace
of 2.6%. It represents a moderate pace of growth, not far from the long-run trend. Business
investment and public spending are expected to grow modestly, and are expected to be the key
drivers of growth in the coming year. They are drivers at a time when there are downside risks
for consumer spending and as a downturn in dwelling investment takes hold.
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Current Account

The current account deficit widened from a revised deficit of $11.0bn in the September quarter to
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$14.0bn in the December quarter, the largest deficit in over a year.

The blow out in the current account deficit was mostly due to a turnaround in the goods and
services balance from a surplus of $2.0bn in the September quarter to a deficit of $117bn in the
December quarter. The primary income deficit, the other component of the current account, also
widened from $12.8bn previously to $13.7bn in the December quarter.

The deterioration was mostly as a result of exports taking a hit in the quarter and imports being
strong of late.

Export volumes fell 1.8% in the December quarter, following a 1.2% increase in the September
quarter. Export volumes were negatively impacted by rural-goods-exports, which fell 9.7%, and
were hampered by poor weather. Coal exports were also temporarily affected, falling 3.9% in the
December quarter. The RBA has pointed out in commentary that coal exports had been affected
by maintenance and congestion at ports and industrial action and that these issues had been
mostly resolved.

Import volumes rose a modest 0.5% in the December quarter, but this was the seventh
consecutive quarterly increase. The steady growth in imports is an increasingly positive sign that
domestic demand is improving. Consumption-goods imports rebounded 4.7% in the quarter,
following a 0.7% decline in the September quarter. Capital-goods imports, meanwhile, contracted
5.8%, but followed a sizeable 6.3% gain in the previous quarter. Intermediate goods were strong,
rising 4.4%.

The combination of weaker export volumes and the lift in import volumes point to a 0.5
percentage point detraction from GDP growth in the December quarter.

The other component of today’s release was the terms of trade. The terms of trade was just 0.1%
higher in the December quarter, and 1.0% lower over the year, mostly stabilising in recent
quarters.

Government Finance Statistics

Public demand was slightly stronger in the quarter. Government consumption rose by 1.7% in the
December quarter, and government investment rose 2.9%. There continues to be a solid pipeline
of public infrastructure spending, which suggests strength in this area over the coming year.

GDP Preview

Imports were a little weaker than we had anticipated, but this has been offset by a downgrade to
our estimates for domestic demand.

We remain comfortable with our forecast of 0.6% GDP growth in the quarter for an annual pace of
2.6%. It represents a moderate pace of growth, not far from the long-run trend rate of growth.
Consensus estimates are for growth of 0.5% in the December quarter and 2.5% in the year.

Consumer spending is expected to improve in the December quarter, after very weak growth in
the September quarter. Dwelling investment is expected to have contracted, as residential
construction enters into a new phase of the cycle. Business investment and public spending are
expected to grow modestly, and are expected to be the key drivers of growth in the coming year
at a time when there are downside risks for consumer spending and as a downturn in dwelling
investment takes hold.

Janu Chan, Senior Economist
Ph: 02-8253-0898
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The Detail

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 Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne 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 Bank of Melbourne products and details are available. Bank of Melbourne 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. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or
transmitted without the written consent of Bank of Melbourne.

Any unauthorized use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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