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Federal budget balance in rude health

Figure 1: Fiscal balance, 12-month rolling sum
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Global economy

Growth in China’s economy
unexpectedly accelerated in Q1.

The rate of GDP expansion improved
to 5.3 per cent, driven by faster growth
in manufacturing and construction.
Growth in service activity, though,
slowed. China’s authorities recently
reset the economic growth target

at 5 per cent.

In the US, there was a repeat of recent
stellar jobs reports, only better. The
economy created more than 300,000
jobs in March, which left the jobless rate
steady below 4 per cent. The upside
surprise caused economists to push
out the expected timing of the Fed’s
first rate cut. The next US jobs report is
released this coming Friday.

New Zealand is in recession for the
second time in 18 months. The latest
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Unforeseen momentum: China’s GDP spurt amidst global economic shifts
Figure 2: China real GDP, annual per cent change
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back-to-back declines in real GDP line
up uncomfortably with the persistence
of elevated inflation, which prevents the

central bank from cutting interest rates.
Indeed, the RBNZ left the official cash
rate steady at 5.5 per cent in early April.
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Australian economy

Inflation in Australia last quarter was Services inflation remains persistent
higher than expected, further pushing Figure 3: Consumer price inflation, annual per cent change
out expectations of RBA rate cuts. In 10 10
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fact, markets now price a rate hike

as a 50/50 proposition. There was
a1 per cent rise in headline inflation 6

over the quarter, which left inflation \
at 3.6 per cent over the year. The

main contributors last quarter were 2 D~ /I/\/\/_'

higher rents and the increased cost of

education and healthcare.
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As has been the case overseas,

service price inflation (4.3 per cent) 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
was stickier than inflation for goods Services component Goods component

(8.1 per cent). Moreover, Australia’s Source: ABS
inflation increasingly is home grown, with

inflation from domestic sources (5 per jobless rate to 3.8 per cent. This remains confidence readings. Consumer

o oo . a low rate of labour underutilisation, confidence slipped again to remain
cent) far outstripping price rises mainly . ) )
though, given that growth in the at the most depressed levels since the
from overseas sources (0.9 per cent). . ) ) . .
economy has slipped to just 1.5 per cent,  1990s recession. Business confidence
Australia’'s labour market softened a well below our potential growth rate. according to NAB edged up but is

touch in March after the unexpectedly
strong results for February. Employment
fell slightly, which triggered a lift in the

barely above zero and well below the

There were mixed results on Australia’s
long-run average.

latest business and consumer

Policy and markets

There have been some unusually Volatility in financial markets, including petrol prices, is a key challenge
large movements in financial markets Figure 4: Sydney petrol terminal gate price, AUD/litre

over the last month, most driven by
geopolitical events. The most significant
movement was the spike in crude oil 180 180
prices owing to renewed tensions in
the Middle East. Crude is up 18 per
cent so far this year. The result was a 140 140
record petrol price, in Sydney at least.
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Meanwhile, prices for copper reached 120 120
a two-year high. 100 100
A spike in bond yields following an 80 80
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upside surprise on US inflation and

“hawkish” comments from the Fed Source: AIP
chairman has stretched valuations in
many share markets. That said, most
markets remain close to recent record
highs, including here in Australia. The
AUD slipped to the lowest level in five
months against the greenback, but
since has rebounded.

The main policy announcements were  There was also a scheme to make
teasers ahead of the Budget on 14 May. it easier for foreign entities to invest
In particular, the federal government in Australia and a program of tariff
announced a “Future Made in Australia” reductions. More details will be
industry policy framework as a response  released in the Budget.

to the US Inflation Reduction Act (IRA).

£ May preview CONTACTS

Budget night looms large in mid-May, with the Stephen Walters Alice Bailey
Treasurer to present his third set of Commonwealth Chief Economist Senior Economist
accounts on 14 May. The 12-month running balance . 0499 976 196 R. 0402 315 079

is deep in surplus, which hints the budget will be Y Stephen Kirchner

Deputy Chief Economist Senior Economist
. 0402 833 124 . 0412 323 169

in the black for the second straight year. But first,
there is another two-day meeting for the RBA’s
Board on 6-7 May. No economist seriously expects
a change in interest rates at this meeting.
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