Weekly Economic Outlook

Monday, 29 June 2020

Counting Waves in Choppy Seas

Markets have been watching COVID-19 infection rates with renewed vigourover the past week.
The sombre milestone of 10 million global confirmed cases was reached overthe weekend, with a
record number of new cases beingadded to the tally daily. It took more than four months for the
first one million casesto be reached; the most recent one million cases came during the past week
alone.

Investors are watching closely for a “second wave”. The reality is that new outbreaks in some parts
of the US and China, as well as the continued growth in cases in developing nations such as Brazil
and India look more like a turbulent swell ratherthan separate waves.

Concern over the growth outlook reached a feverpitchin late March, coincidingwith a low inthe
Australian ASX 200, the US S&P 500 and the Australian dollar. Since those lows, sentiment
rebounded strongly. Unprecedented stimulus from global governments and central banks helped,
but underpinninginvestorconfidence was a degree of latent optimism that the economic shock
would be temporary, and that growth would return to normal inan orderly fashion once the
pandemicwas controlled. The hard economic data for April and May has been dismal, but the
most timelyindicators, such as confidence surveys and labour market reports, have suggested that
the economy suffered most in April. Economic activity has since staged a tentative recovery as
lockdowns have been gradually relaxed.

The increase in new cases in hotpots around the world, includinglocally in Victoria, highlight the
difficulty containing COVID-19. New outbreaks come with the risks of new restrictions being
imposed and a longereconomic contraction. Investors now appear to be reassessingthe
consensus for the shape and the timing of the recovery.

The initial restrictions alone have lefta crater in the economy which will take time to recover
from. As the effects of the first rounds of stimulus are revealed and evaluated, the willingness of
central banks and governments to provide furthersupportis likely to be tested.

Officials at the US Federal Reserve have demonstrated their commitmentto provide support,
expandingthe eligibility of its asset purchases to include a widerrange of corporate bonds while
warning of the likely bumpiness of the recovery ahead. Australia will face its own test in
Septemberwhen various forms of support, including JobKeeper, are due to end.

Coming up thisweek are furtherclues about how the Australian economiclandscape is evolving
headinginto the Septemberdeadline. Deputy Governorof the Reserve Bank (RBA), Guy Debelle, is
deliveringaspeechtomorrow entitled “The Reserve Bank’s policy actions and balance sheet”. Init,
he may provide an indication of what new forms of stimulus could potentially look like and the
RBA’s assessment of the economic situation to date.

Corelogic house prices for June are released on Wednesday. Initial fallsin house prices have been
modest, as reduced interest rates, mortgage holidays and fiscal support have limited forced sales.
Our forecast is fora 0.7% decline in prices followinga0.5% fall in May. Building approvals for May
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are also released on the same day. We are forecastinga 10% decline in May followinga more

muted 1.8% declinein April. A fallin the pipeline isexpected as COVID-19 delivers a blow to the
residential construction sector which was already on weak footing before the pandemic.

Reduced housing turnover will lead to a fall in the demand for new borrowing by households, but
these impulses have beentempered by an increase inthe overall balance of creditdue to loan
repayment holidays and businesses drawing down on lines of credit to temporarily support
cashflow. More information on this dynamicwill be made available tomorrow when private sector
credit datais released. We expectthese forces to balance out, with a flat outturn in May following
a flatoutcome in April. Outstanding creditis likely tofall in the months ahead as aggregate
demand continuesto fall.

The Australian Bureau of Statistics (ABS) has introduced a range of new statisticsto help monitor
the economy during COVID-19. Part of this suite includes weekly payrolls data, released every
fortnight. Payrolls data for the week endingJune 13 will be released tomorrow, which will provide
further details on the extent of any recovery inthe labour market following the easing of
restrictions earlierin the month. Official labour market statistics have suggestedthat the recovery
is likely tobe gradual and uneven.

Other initiatives recently launched by the ABS include preliminary estimates fortrade and retail
sales. The full complement of trade statisticsis due to be released on Thursday. Preliminary data
released last week suggests that the trade surplus likely widened in May, due to a sharperfallin
imports compared with exports. We are forecastingthe trade balance to widento $9.0 billion
from $8.8 billionin April. Meanwhile, retail trade statistics for May are set to show a record
increase in turnover. Preliminary datasuggests a 16.3% increase, followinga record fall of 17.7% in
April.

In the US, an important read on the economic recovery will be released on Wednesday night in the
ISM manufacturing PMI for June. The minutes of the June FOMC will also be released, shedding
some light on discussions around further stimulus, including yield curve control.

Nelson Aston, Economist
Ph: 02-8254-1316

Forecasts are detailed on the following page
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Forecasts

Please note that due to the unprecedented nature of the coronavirus’simpact onthe economy and
the rapid change of developments, there is greater than usual variability attached to these
forecasts.

2020 2021

End Period: c'“;g“"e Q3 (f) Q4 (f) Q1 () Q2 () Q3 (f)
Aust. Interest Rates:
RBA Cash Rate, % 0.25 0.25 0.25 0.25 0.25 0.25
90 Day BBSW, % 0.10 0.10 0.15 0.20 0.25 0.30
3 Year Swap, % 0.24 0.30 0.30 0.35 0.35 0.40
10 Year Bond, % 0.87 1.00 1.00 1.05 1.15 1.25
US Interest Rates:
Fed Funds Rate, % 0.125 0.125 0.125 0.125 0.125 0.125
US 10 Year Bond, % 0.69 0.75 0.75 0.80 0.85 0.90
USD Exchange Rates:
AUD-USD 0.6865 0.70 0.72 0.73 0.74 0.75
USD-JPY 107.22 106 106 107 107 108
EUR-USD 1.1219 1.13 1.14 1.15 1.16 1.17
GBP-USD 1.2336 1.26 1.27 1.27 1.28 1.29
NZD-USD 0.6423 0.65 0.65 0.64 0.65 0.66
AUD Exchange Rates:
AUD-USD 0.6865 0.70 0.72 0.73 0.74 0.75
AUD-EUR 0.6119 0.62 0.63 0.63 0.64 0.64
AUD-JPY 73.61 74.2 76.3 78.1 79.2 81.0
AUD-GBP 0.5565 0.56 0.57 0.57 0.58 0.58
AUD-NZD 1.0689 1.08 1.11 1.14 1.14 1.14

2019 2020 (f) 2021 (f)
GDP, % 2.2 -4.0 3.0
CPI (Headline), % 1.8 0.2 23
CPI (Trimmed mean), % 1.6 1.0 1.8
Unemployment Rate, % 5.2 8.3 7.1
Wages Growth, % 2.2 1.8 1.6

AUD cross exchange rates have been rounded.

Financial forecasts are quarter end.

GDP, CPI, employment and wage growth forecasts are year end.



Weekly Economic Outlook — Monday, 29 June 2020

Contact Listing

Chief Economist

Besa Deda
dedab@bankofmelbourne.com.au
(02) 82543251

Economist

Nelson Aston
nelson.aston@bankofmelbourne.com.au
(02)82541316

The Detail

Senior Economist

JanuChan
chanj@bankofmelbourne.com.au
(02) 82530898

The information contained in this re port (“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
recommenda tions (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 notrepresent orguarantee thatthe 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 orits 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 unauthorised 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.



mailto:dedab@stgeorge.com.au
mailto:chanj@stgeorge.com.au
mailto:nelson.aston@stgeorge.com.au

