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Australia in 2018
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◼ The expansion is in its 28th year – the last real recession was 
in 1990/91.

◼ The economy grew at a trend-like 2¾%.

◼ The economy was strong enough to drive solid jobs growth 
and the unemployment rate at year end was at the 5% level 
equated with “full employment”.

◼ There was a hint of a turn in the wages story but inflation 
rates remained low.

◼ Commodity prices held up and incomes rose.  The 
distribution of this income remained skewed towards profits 
and taxes.  Households missed out again. 

◼ A shrinking budget deficit and widening trade surplus saw 
Australia’s AAA rating affirmed.

Counting our blessings
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Australia At The Start of 2019
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◼ A degree of pessimism is building about Australia’s economic 
prospects.

◼ Concerns reflect global issues: the trade war, slowing Chinese 
economy, geopolitical uncertainty, Brexit, financial market 
volatility.

◼ Weak economic data, falling house prices and policy 
uncertainty are adding a domestic element to global fears.

◼ But Australian concerns look overdone:

• growth downgrades in the advanced economies, less so in the 
emerging market economies important for Australia;

• economic parameters are supportive (policy rates are low, the AUD 
is lower, flat labour costs help competitiveness and labour demand, 
policy space remains); 

• a fair part of the growth story is locked in by the underlying drivers;
• some earlier risks have receded.

Pessimism lifting
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Australia At The Start of 2019
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◼ Governor Lowe’s mantra since a speech in November 2017 
was:

• “it is likely that the next move in interest rates will be up” but any 
change “is some time away”.

◼ In February 2019, however, a much more evenly balanced view 
emerged:

• “If Australians are finding jobs and their wages are rising more 
quickly, it is reasonable to expect that inflation will rise and that it 
will be appropriate to lift the cash rate at some point”.

• “On the other hand, ……..in the event of a sustained increase in the 
unemployment rate and a lack of further progress towards the 
inflation objective, lower interest rates might be appropriate at 
some point”.

The Return Of The Two-Handed Central Banker



A Less Helpful Global Backdrop
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◼ Global economic data has disappointed.

◼ And global policy uncertainty has lifted.  

◼ The CBA PMI has softened but remains in expansion territory.  The export 
order component is showing little impact from global tensions.

Global growth is becoming more uneven/desynchronised
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A Less Helpful Global Backdrop
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◼ Chinese policy makers stressing 
the need to “stabilise aggregate 
demand” through “countercyclical 
policy adjustments”. 

◼ The PBoC has shifted stance from 
“prudent and neutral” to 
“prudent”.  Fiscal policy will 
become “more forceful and more 
effective”.

◼ Both policy shifts are commodity 
friendly from an Australian 
perspective.

Commodity prices in a desynchronised global economy
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Domestic Drivers
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◼ Some of the key economic drivers for 2019, and beyond, are “locked in”. 

◼ The growth guarantee comes from the resource export payoff from earlier LNG investment, the infrastructure 
boom and the Asian income expansion. 

◼ Chinese tourists and student dominate – they spend more than any other tourist or student.

The “payoff” continues
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Domestic Drivers
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◼ The fall in mining capex is ending.   
A (modest) lift in wages growth is 
underway. 

◼ Strong population growth limits 
the downside to residential 
construction.

◼ Non-mining capex is rising at last.  
But lack of business risk appetite is 
a threat.

Some risks recede
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Domestic Drivers
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◼ Household debt and the housing market that lie behind it are 
persistent concerns that date back to last century.

◼ Any number of “stress tests” (inc the GFC) have been applied 
but households and the housing market have survived.

◼ Nevertheless, these concerns have carried over into 2019.

◼ Rising household debt and elevated house prices are financial 
stability risks:

• the regulators responded;

• financial stability risk have receded and some regulations are being 
wound down.

◼ But the financial stability risk has translated into a 
macroeconomic risk instead.

New risks emerge
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From Financial Stability Risk To Economic Risk?
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◼ A rollover of interest-only loans into principal & interest 
loans is underway.

◼ The emerging consumer risk comes from the conversion of I-
O loans – the typical repayment increases by 30-40%.

◼ In an environment of subdued income growth, any rise in 
mortgage payments reduces household spending power.

◼ A CBA survey covering >2½ million households who are CBA 
customers shows a continuation of weak trends in 
household income and spending in Q4.  

◼ Falling dwelling prices mean household wealth is now 
declining. 

Financial stability but a new consumer risk
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From Financial Stability Risk To Economic Risk
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◼ Targeting investors produced a dwelling price 
response that brings its own risks.

◼ Price trends in regions of high investor interest have 
been more subdued than regions with low investor 
interest.  

◼ The divergence dates from the introduction of 
policies targeting lending to investors.

◼ So much of the initial dwelling price action was a 
regulatory driven outcome.  And not an indication 
of a fundamental imbalance in the housing market 
that could produce a more catastrophic outcome.

Financial stability but house price risks



From Financial Stability Risk To Economic Risk
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◼ Countervailing forces are coming in to play:

• lower prices have allowed first home buyers to return;

• population growth in Sydney and Melbourne remains 
robust. 

• competition for “high quality” borrowers means the 
rate for new loans has fallen; and

• new dwelling supply (ie construction) is slowing. 

Limits to the downside?
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From Financial Stability Risk To Economic Risk
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◼ Leading indicators of dwelling 
price momentum are mixed.

◼ Trends in housing finance (a 
key indicator that captures 
both demand and supply 
issues) are yet to signal any 
easing in the negative dwelling 
price momentum. 

Leading indicators generally remain soft

-100

-41

18

77

-16

-8

0

8

Jul-14 Dec-15 May-17 Oct-18

Source: CBA/CoreLogic Web hits 
momentum

(adv 15 weeks)
(rhs)

House 
price 

momentum* 

% %

CBA HOUSING WEB HITS & PRICES
(weekly annual % change)

-25

0

25

50

-12

0

12

24

Jan 00 Jan 05 Jan 10 Jan 15

%%

Dwelling
prices 
(rhs)

HOUSING LENDING & PRICES
(annual % change)

Sources: ABS, 
CoreLogic

Housing loans
(6mth adv, lhs)



From Financial Stability Risk To Economic Risk
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◼ Macroprudential initiatives 
targeting investors 
produced a sharp 
slowdown in credit 
provided.  But aggregate 
growth in credit outside 
investor housing has not 
slowed.

◼ Other lending metrics do 
not support the credit 
squeeze hypothesis.

Financial stability and a credit squeeze?
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From Financial Stability Risk To Economic Risk

15

◼ Trends in consumer lending are consistent with a 
negative wealth effect. 

◼ But the decline in consumer lending started before 
house prices began falling.  

◼ Consumers have become desensitised to “good” 
economic news and more reactive to any “bad” news 
that comes along.

◼ A pick up in wages growth and tax cuts would help 
reduce household risks. 

Financial stability but a negative wealth effect?
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Our View
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◼ Global growth uneven but a trend type outcome likely in 2019 – risks greater in 2020

• growth more desynchronised with momentum loss in AE’s more than EM’s;

• US policy (esp trade), Brexit, geopolitics sources of growth risk and market volatility;

• global central banks reluctant to raise rates further – or start lifting them at all;

• EM Asia to outperform other EM’s but trade frictions a rising risk;

• expansionary policy settings to support China but structural slowdown continues; 

• commodity prices to track sideways in 2019.

◼ Australian can still achieve trend growth and unemployment can fall

• the drag from falling mining capex is complete;

• resource exports, infrastructure spending and rising Asian incomes helping growth;

• residential construction downturn may be limited and business capex lift should continue;

• high household debt and falling house prices a significant risk for consumer activity.

◼ Economic policy and markets

• baseline backdrop favours higher rates (eventually) – RBA on hold for foreseeable future;

• bond yields to lift, curve to flatten eventually, negative spread removed eventually;

• AUD to hold in low ’70’s before edging higher to USD0.75 at end 2019.



CBA Australian Economic Forecasts
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2016/17
(a)

2017/18
(a)

2018/19
(f)

2019/20
(f)

2020/21 (f)
2016

(a)

2017
(a)

2018
(f)

2019
(f)

2020
(f)

Economic Activity

Private final demand 0.9 3.4 1.7 2.6 3.0 0.5 2.2 2.8 1.9 2.8

Of which: H/hold spending 2.4 2.8 2.3 2.8 3.1 2.7 2.4 2.6 2.5 2.9

Dwelling investment 2.5 0.1 2.4 -2.3 -4.0 7.9 -2.4 4.9 -2.0 -2.5

Business investment -7.1 9.2 -0.2 4.5 6.1 -11.8 3.0 4.1 1.9 5.3

Public final demand 6.5 3.2 3.8 3.1 2.4 6.4 5.0 3.2 3.5 2.8

Domestic final demand 2.2 3.3 2.2 2.7 2.8 1.8 2.9 2.9 2.3 2.8

Inventories (contrib to GDP) 0.0 0.0 0.0 0.1 0.0 0.1 -0.1 0.1 0.0 0.0

GNE 2.2 3.3 2.2 2.8 2.8 1.9 2.7 3.0 2.3 2.8

Exports 5.5 4.0 4.3 5.9 4.1 6.8 3.5 5.3 4.6 5.4

Imports 4.7 7.0 0.5 4.4 5.1 0.1 7.7 3.7 1.7 5.1

Net exports (contrib to GDP) 0.2 -0.6 0.8 0.4 -0.2 1.3 -0.8 0.4 0.6 0.0

GDP 2.3 2.8 2.8 3.2 2.7 2.8 2.4 2.9 3.1 2.9

Prices & Wages

CPI 1.7 1.9 1.8 2.4 2.5 1.3 1.9 1.9 2.0 2.6

Underlying CPI 1.6 1.9 1.8 2.3 2.7 1.5 1.9 1.8 2.0 2.6

Wage Price Index 1.9 2.1 2.4 2.9 3.0 2.0 2.0 2.2 2.6 3.0

Nominal GDP 6.2 4.7 4.9 5.3 5.0 3.9 6.1 4.9 4.9 5.1

Real h/hold disposable income 1.2 1.5 0.9 2.5 3.1 1.0 1.3 1.0 1.7 2.9

Labour Market

Employment 1.5 3.0 2.3 2.0 1.8 1.8 2.3 2.7 2.1 1.9

Unemployment rate 5.7 5.5 5.0 4.7 4.6 5.7 5.6 5.3 4.8 4.6

External Accounts

Current Account:  $bn -38.3 -51.5 -43.3 -37.1 -38.2 -53.3 -46.5 -44.8 -40.2 -36.7

% of GDP -2.2 -2.8 -2.2 -1.8 -1.8 -3.1 -2.6 -2.4 -2.0 -1.8
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IMPORTANT INFORMATION AND DISCLAIMER FOR ALL INVESTORS

The information contained in this report is made available for persons who are sophisticated investors or professional investors (as those terms are defined by section 708(8) or (10) and (11) of the Corporations Act 2001 
(Cth)). 

The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (“the Bank”) and its subsidiaries, including Commonwealth Securities Limited ABN 60 067 254 300 AFSL 238814 (“CommSec”), Commonwealth 
Australia Securities LLC, CBA Europe Ltd and Global Markets Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies(CBGOC). CBGOC and their directors, employees and 
their representatives are referred to in this Appendix as the “Group”.

Financial markets products have an element of risk. The level of risk varies depending on the product’s specific attributes and how it is used. Potential investors should note that the product discussed in the report may be 
sophisticated financial products which involve dealing in derivatives. Unless you are familiar with products of this type, this product may not be suitable for you. The Bank will enter into transactions on the understanding 
that the customer has: made his/her own independent decision to enter into the transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to evaluate and capacity to accept the 
terms, conditions and risks; and is not relying on any communication from the Commonwealth Bank as advice. Foreign exchange market ranges in CBA Global Markets Research publications are indicative ranges and not a 
guarantee of actual foreign exchange prices being executed by CBA.

Where ‘CBA data’ is cited, this refers to CBA proprietary data which is sourced from CBA’s internal systems and may include, but is not limited to, credit card transaction data, merchant facility transaction data and 
applications for credit. We take reasonable steps to ensure that CBA proprietary data used is accurate and any opinions, conclusions or recommendations are reasonably held or made as at the time of compilation of this 
report. As the statistics take into account only Commonwealth Bank data, no representation or warranty is made as to the completeness of the data and it may not reflect all trends in the market. All customer data used, or 
represented, in this report is anonymised and aggregated before analysis and is used, and disclosed, in accordance with the Commonwealth Bank Group’s Privacy Policy Statement.

Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst covered in this 
report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed by that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies 
for the purpose of gathering, synthesizing, and interpreting market information to form an independent view. Directors or employees of the Group may serve or may have served as officers or directors of the subject 
company of this report. The compensation of analysts who prepared this report is determined exclusively by research management and senior Global Markets management (not including investment banking). The Group 
will from time to time have long or short positions in, and buy or sell, the securities or derivatives, if any, referred to in this research report. The Group may also engage in transactions in a manner inconsistent with the 
recommendations, if any, in this research report. 

Unless otherwise required and agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or other services the Bank 
provides, these are set out in the relevant Financial Services Guide (FSG), relevant Product Disclosure Statements (PDS), relevant Terms & Conditions, and/or relevant contract. Our Research teams receive a salary and do 
not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to their overall performance during the year. These factors include how well they 
meet client service standards. Our employees may also receive benefits from client such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. 

If you have a complaint, the Bank’s dispute resolution process can be accessed in Australia on 13 22 21 or internationally on +61 2 9841 7000.
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ADDITIONAL INFORMATION FOR PROFESSIONAL INVESTORS OUTSIDE OF AUSTRALIA

Canadian Investors
Canada: The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, solicitation of an offer to buy 
securities described herein, in Canada or any province or territory thereof.
In Canada, the information contained herein is intended solely for distribution to Permitted Clients (as such term is defined in National Instrument 31-103) with whom Commonwealth Australia Securities LLC (the "U.S. 
Broker Dealer") a broker-dealer registered with the U.S. Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority ("FINRA") (CRD# 136321), deals pursuant to the international dealer 
exemption. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such securities 
may not be conducted through the US Broker Dealer.
Notice of Negative Consent to counterparties that are “Permitted Clients” to receive Fixed Income Research
Counterparties that are “Permitted Clients” but are not registered under the securities legislation of a jurisdiction in Canada as an advisor or dealer, must acknowledge:

I. The U.S. Broker–Dealer is not registered in the local jurisdiction of the counterparty;
II. The U.S. Broker–Dealer is a U.S. broker-dealer registered with the US Securities and Exchange Commission;
III. Substantially all of the assets of the U.S. Broker-Dealer are outside of Canada; and
IV. There may be difficulty enforcing legal rights against the U.S. Broker-Dealer because of the above

European Investors
This report is made available in the UK and Europe only for persons who are Eligible Counterparties or Professional Clients, and not Retail Clients as defined by Financial Conduct Authority rules. The Commonwealth Bank of 
Australia is registered in England (No. BR250) and is authorised by the Prudential Regulatory Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 
Authority. Details about the extent of our regulation by the Regulation Authority are available from us on request. CBA Europe Ltd is registered in England (No. 05687023) and is authorised and regulated by the Financial 
Conduct Authority.
Under Article 24 of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on markets in financial instruments, we may be required to charge fees for the information provided in this 
presentation.
Hong Kong Investors
The contents of this report have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the report. If you are in any doubt about any of the contents of this report, you 
should obtain independent professional advice.
The provision of this report to any person in Hong Kong does not constitute an offer of securities to that person or an invitation to that person to acquire, apply, or subscribe, for the issue of, or purchase, securities unless the 
recipient is a person to whom an offer of securities may be made in Hong Kong without the need for a prospectus under section 2 and the Seventeenth Schedule of the Companies Ordinance (Cap. 32 of the Laws of Hong 
Kong) ("Companies Ordinance") pursuant to the exemptions for offers in respect of which the minimum consideration payable by any person is not less than HK$500,000 or its equivalent in another currency. Neither this 
report nor any part of it is, and under no circumstances are they to be construed as, a prospectus (as defined in the Companies Ordinance) or an advertisement of securities in Hong Kong. The securities have not been, nor 
will they be, qualified for sale to the public under applicable Hong Kong securities laws except on a basis that is exempt from the prospectus requirements of those securities laws.
Japan Investors
This report is made available only for institutional customers. Commonwealth Bank of Australia, Tokyo Branch is a licensed banking business authorized by Japan Financial Services Agency.
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ADDITIONAL INFORMATION FOR PROFESSIONAL INVESTORS OUTSIDE OF AUSTRALIA (CONT.)

Korea Investors
CBA is not licenced to engage in a financial investment business in Korea and nothing in this report shall constitute a recommendation of, offer to sell or marketing of any financial investment product in Korea and is provided 
to the addressee at its request.

Malaysia Investors
This report is intended only for the addressee and is provided to the addressee at its request. This report is not to be distributed or circulated to the public nor should copies of this report be made or distributed or circulated, 
nor should information in this report be used in any way or quoted or published in any publication or in the media. The information contained in this report should not be considered as constituting investment advice or a 
proposal to make available, or to offer for subscription or purchase, or an invitation to apply or subscribe for or purchase any security or enter into any derivative described herein. The addressee must inform themselves 
about, seek appropriate advice regarding, and observe any restrictions or prohibitions imposed under the relevant laws of Malaysia.

New Zealand Investors
The information contained in this report is made available in New Zealand only for persons who are wholesale investors as defined in the Financial Markets Conduct Regulations 2014.

People's Republic of China (PRC)
This report is not an offer to buy or sell financial products or services, nor the solicitation of any offer to buy or sell financial products or services. The financial products referenced in this material may not be offered or sold 
to any person in the PRC ("PRC" for the purpose of this report, excluding Hong Kong Special Administrative Region, Macau Special Administrative Region and Taiwan) to whom it is unlawful to make the offer or solicitation. 
Such products are not and will not be registered with, authorised by, nor approved by any PRC authorities. It shall be the sole responsibility of the recipient of this report to verify their eligibility to get access to this report, to 
purchase any financial products, to obtain any required approval, quota and/or registration and to comply with all applicable regulatory requirements under all applicable legal or regulatory regimes. This report is for 
intended recipients only and may not be forwarded or presented to any other persons without the prior consent of the Bank.

Taiwan Investors
CBA is not licensed to engage in a security or financial services business in Taiwan and nothing in this report shall constitute a recommendation of, offer to sell or marketing of any investment product within Taiwan.

Thailand Investors
This report is only available to institutional investors.

Singapore Investors
The information in this report is made available only for persons who are Accredited Investors or are Expert Investors in terms of the Singapore Securities and Futures Act. If you are an Accredited Investor or Expert Investor 
as defined in Regulation 2(1) of the Financial Advisers Regulations ("FAR"), the Bank is obliged to disclose to you that in the provision of any financial advisory services to you, we are exempted under Regulations 33, 34 and 
35 of the FAR from complying with the business conduct provisions of sections 25 (Obligation to disclose product information to clients), 27 (Recommendations by licensees) and 36 (Disclosure of interests in securities) 
respectively, of the Financial Advisers Act ("FAA").
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ADDITIONAL INFORMATION FOR PROFESSIONAL INVESTORS OUTSIDE OF AUSTRALIA (CONT.)

US Investors
This report is made available for informational purposes only. The products described herein are not available to retail investors. General macro research may be distributed in the United States by the Bank's New York 
Branch and its Houston Representative Office. The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Investments and 
strategies are discussed in this report only in general terms and not with respect to any particular security, derivative or transaction, and any specific investments may entail significant risks including exchange rate risk, 
interest rate risk, credit risk and prepayment risk among others. There also may be risks relating to lack of liquidity, volatility of returns and lack of certain valuation and pricing information. International investing entails 
risks that may be presented by economic uncertainties of foreign countries as well as the risk of currency fluctuations. Investors interested in the strategies or concepts described in this report should consult their tax, legal 
or other adviser, as appropriate.
In the United States, securities products and services are provided solely by or through Commonwealth Australia Securities LLC (the "U.S. Broker Dealer") a broker-dealer registered with the U.S. Securities and Exchange 
Commission and a member of the Financial Industry Regulatory Authority ("FINRA") (CRD# 136321). The U.S. Broker-Dealer is a wholly-owned, but non-guaranteed, subsidiary of the Bank. The U.S. Broker-Dealer does not 
make markets or otherwise engage in any trading in the securities of the subject companies described in our research reports. In the United States, research covering debt securities is only made available to persons who 
qualify as Qualified Institutional Buyers as defined under Rule 144A of the U.S. Securities Act of 1933 and otherwise abide by the terms of the Notice of Negative Consent below.

Notice of Negative Consent to Qualified Institutional Buyer to Receive Institutional Debt Research
FINRA adopted Rule 2242 "Debt Research Analysts and Debt Research Reports" to address conflicts of interest relating to the publication and distribution of debt research reports. Rule 2242(j) exempts debt research 
distributed solely to eligible institutional investors ("Institutional Debt Research") from most of the Rule's provisions regarding supervision, coverage determinations, budget and compensation determinations and all of the 
disclosure requirements applicable to debt research reports distributed to retail investors.
This notice serves to inform you of the U.S. Broker-Dealer's intent to distribute Institutional Debt Research to you while relying on the exemption provided under FINRA Rule 2242. You have separately certified that:
1. You are, or you are authorized to act on behalf of, a Qualified Institutional Buyer as defined under Rule 144A of the Securities Act of 1933.
2. You: (1) are capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies involving a security or securities (including a debt security or debt 

securities); and (2) are exercising independent judgment in evaluating the recommendations of the U.S. Broker-Dealer pursuant to FINRA Rule 2111.
3. You agree to promptly advise the U.S. Broker-Dealer if any of the representations or warranties referred to in this notice ceases to be true. Based on the aforementioned certifications by you, the U.S. Broker-Dealer is 

permitted to provide Institutional Debt Research to you under the exemptions provided by FINRA 2242(j). Unless notified by you in writing to the contrary prior to your receipt of our Institutional Debt Research, we will 
consider you to have given your consent to the receipt of such Institutional Debt Research.

The Bank is a swap dealer provisionally registered with the U.S. Commodity Futures Trading Commission and is a member of the National Futures Association in such capacity (NFA ID 0249150). In the United States, swaps, 
and products and strategies involving swaps are not suitable for investment by counterparties that are not "eligible contract participants" as defined in the U.S. Commodity Exchange Act ("CEA") and the regulations adopted 
thereunder; or (ii) entities that have any investors who are not "eligible contract participants." Each hedge fund or other investment vehicle that purchases the products must be operated by a registered commodity pool 
operator as defined under the CEA and the regulations adopted thereunder or a person who has qualified as being exempt from such registration requirement.


