Economic roundup - January 2025

Monthly recap and key takeaways

@ Global Economy

Regime change in the

Q Australian Economy

Unexpected labour
market resilience
continues as
inflation recedes.

US has implications
for global trade and
tax policy.

CVD Policy & Markets

Global market
interest rates rising
as AUD weakens with
commodity prices.

BCA

Business Council of Australia

(D\ Upcoming Events

Futures market pricing
decent chance of a rate
cut by the RBA on

18 February.
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US share market is looking expensive (P/E ratio)

Figure 1: US S&P 500 Index price-to-earnings ratio, five-year moving average
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US President Trump was sworn in Figure 2: United States net overseas migration and legal permanent residents (green card holders)
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despite our free trade agreement),
cut inwards migration, reposition

175

1.50

1.25

the IRA, and curb actions on the 1.00
changing climate. All of these could 075
have material effects on policy here 0.50
in Australia. 025
Also in the US, the labour market 0,00

1995 2000 2005

remains unexpectedly healthy.
There were more than 250,000
jobs added in December, well above
economists’ expectations. This is
despite booming productivity,
which can act to cool jobs growth
(that is, more output per employee
means firms need fewer of them).
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In China, deflationary forces intensified,
with inflation as measured by the GDP
deflator negative since the middle

of 2023. Economists predict this to
continue into the longest period of
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falling prices in China since the 1960s.
This is despite efforts by the various
authorities to boost GDP growth back
towards the 5 per cent target and to
ease weakness in the housing market.
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Economic roundup - January 2025 (continued)

Australian economy

Australia’s buoyant jobs market
continues to defy the gravitational

pull of weaker private demand. The
December jobs report showed a net
gain of 56,300 jobs and the jobless rate
lifting only to 4 per cent. Thisis only a
touch above where it started last year.
Strong public demand for employees
is helping, but the broader resilience
seems too good to be true.

Meanwhile, inflation in Australia
continues to recede, albeit slowly.
Last week'’s crucial quarterly inflation
data showed headline inflation at

2.4 per cent in Q4, within the RBA's
2-3 per cent target zone, but the core
rate still above target at 3.2 per cent.
Sticky prices for services remain the
main culprit because goods price
inflation is just 0.8 per cent.

The mixed picture on the economy
leaves the RBA with a dilemma heading
into the February interest rate

Policy and markets

There were big moves in financial
markets around year-end. In bond
markets, long term interest rates have
been rising steeply. The triggers were
firmer than expected labour market
outcomes in the major economies,
unexpected blowouts in government
deficit and debt positions and a paring
back of expectations for central bank
interest rate cuts. There also was
heightened uncertainty over trade and
tax policy ahead of President Trump’s
inauguration.

The AUD was caught in the downdraft
both against the USD and in trade
weighted terms. Against the USD, the
AUD tumbled to a four-year low. This is
despite what normally would have been
supportive interest rate differentials
between the RBA and other central
banks. The fall in the currency raises
risks for the domestic inflation outlook.

_ﬁ February Preview

The main event is the RBA’s interest
rate decision on 18 February.
Markets price a 95 per cent

probability of a quarter point
rate cut.

Inflation receding slowly

Business Council of Australia

Figure 3: Inflation and RBA target range, per cent

8

7

2019

2020 2021

=== Inflation target lower bound

Source: ABS, RBA

decision (incidentally, the last before
the new split board regime starts).
Helping the case for a rate cut is the
fall in inflation and sluggishness of
private demand. Arguing against an
immediate cut, though, is the resilience

One reason for the weakness in the
AUD is that key commodity prices
have been falling. The global price

for coal, still Australia’s largest export
commodity, slipped to a three-year low
on weak global demand, thanks in part

AUD continues to slide
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of the labour market, the lower AUD
(usually inflationary), the fact that
productivity remains dismal and the
likelihood of more big federal spending
commitments ahead of the election.

to what had been a warmer winter in the
northern hemisphere. There also has
been a surge in coal supply. Despite all
this, the local share market reached a
fresh record high last week.

Figure 4: AUD-USD exchange rate and trade weighted index
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