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1st. Growth looks to have remained below trend in the first
half of the year.

RBA has cut its cash
rate by 25 bp to a
historic low of
2,75% (the first
time the central
bank puts rates
below 3% since it
began setting
monetary policy in
1990. That simply
means something.
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In its accompanying
statement, RBA said
that weakness have
extended through
2013.
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2nd. A two speed growth model that brings you to nowhere

Between November 2011
and December 2012 the
RBA cut its policy rate by
175 bp, initially to
compensate weaker
global demand …
… but recent cut aims to
stimulate the non-mining
sector ahead of an
impending cooling of the
mining investment boom
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3rd. Despite RBA actions, it is now too late to expect
positive surprises from cuts in policy rates


Mining investment has been the main driver for growth in recent years, allowing the “Resource
economy” to expand at an average 8% a year since 2006 …



Investment in the mining sector has come to account for an estimated 62% of total investment in
2012-13 (compared with 17% in 2004-05)



Mining investment is set to decline (due to the apparent excess capacity and according to the most
recent survey of investment intentions). This will pose doubts over the general economy, whatever
the RBA’s decision will be.
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4th. Other sources of growth will be needed to avoid a
significant overall slowdown. However, we believe it is difficult
to find an alternative.
1. Housing market? There have been some signs that the housing market is picking up but we
consider they are not convincing
 House prices rose by 2,6% y/y in Q1 2013, indeed the fastest in two years but hardly a
roaring pace.
 Similarly, recent recovery in building approvals seems to have stalled now (falling to a sixmonth low of 12,599 units in March)
2. A consumption pick up as a result of rate cuts?
 RBA noted in its last decision that lower rates have not spurred lending. Private credit growth
remains subdued at a 3,2% annual rate.
 Additionally, unemployment rate reached the 5,6% level (although apparently low, is the
highest rate in 3 years). Against this backdrop, we see no catalysts that could cause a rapid
acceleration in consumption.
3. Manufacturing sector? Purchasing managers of manufacturing industries responded negatively to
the last PMI survey, that fell to a record low in April. They continue to struggle in the face of strong
AUD, which has held unusually well as commodity prices have fallen.

We consider that none of these sources will arise to pick up mining investment’s baton to
fully compensate the impending slowdown in the “resource economy”.
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5th. There is more scope for further loosening in policy rates,
what should put downward pressure on the AUD, and thus, on
the appetite of foreign capital for AUD denominated assets.

 Inflation seems contained (2,5% y/y)…
 … and we expect it to cool over the coming quarters in response of stability
(or even further declines) in commodity prices and …
 … also, due to the fading effects of the carbon tax introduced in 2012
 A significant reduction in mining investment looks inevitable and this will
negatively influence the economy, which will influence the RBA to
continuing cutting rates.
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6th. Australian equity market is among the most expensive
in the world
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In summary, the reasons to jump the wagon of Australian
assets are:
1. Growth looks to have remained below trend in the first half of the year.
2. A two speed growth model that brings you to nowhere
3. Despite RBA actions, it is now too late to expect positive surprises from
cuts in policy rates. We consider that an overall slowdown seems inevitable in the short to
medium term for the Australian economy and the rest of producers facing global oversupply,
resulting from their excess capacity.

4. Other sources of growth will be needed to avoid a significant overall
slowdown. However, we believe it is difficult to find an alternative. We expect
GDP growth to be around 2,5% in 2013 and 2014 (below the 3% of consensus)

5. There is more scope for further loosening in policy rates,

what should put
downward pressure on the AUD, and thus, on the appetite of foreign capital for AUD denominated
assets.

6. Australian equity market is among the most expensive in the world
However, with a longer term view, we keep our positive stance on the region AsiaEmerging, what should help the country to set a floor.

8

Corporate Review

Legal Disclaimer
All the sections in this publication have been prepared by the team of analysts from the financial institution.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analyzed herein.
The opinions and estimates in this document are based on the market events and conditions that took place before the publication of this
document, and therefore cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected following the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analyzed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur
to interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.
This document does not, therefore, analyze any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the higher or lower liquidity of the
investment in question. Consequently, investors are responsible for seeking and obtaining the appropriate financial advice in order to assess the
risks, costs and other characteristics of any investments they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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