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Impact of Global Financial Crisis

“Things must REALLY be bad . . . Warren Buffett is on a buying spree.”
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Warren Buffett on Investing…



"A simple rule dictates my buying: Be fearful when others are greedy, and be greedy when others are fearful”
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Re-Indexed, Period Average = 100

LB == - 150
L g 140
130 K W TERRREEEEEEE - 130
120 - - 120

110 - - 110
100 E,,,,,,,,,,,,,,,,,A!',qu'f@f!?? ,,,,,,, / o LI 100
90 +--- --- W4y - B e ety 90

80 80

70 70
60 60
Oct03 Apr04 Oct04 Apr05 Oct05 Apr06 Oct06 Apr07 Oct07 Apr08 Oct08
v
AN

Source: Yahoo! Finance, updated to close of trade on 7 October 2008
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What has been happening in the stockmarkets around the world has been something which has amazed even those who are a bit longer in the tooth than myself. 



We’ve had the ex-US Federal Reserve Bank Head Alan Greenspan come out and say this is a once-in-a-century financial crisis…some have even drawn comparisons with the Great Depression of the 1930’s…



As you can see, markets all over the world have been in disarray since August last year. 



Collectively, markets have lost more than 25 trillion dollars in value since peaking in October last year…to put this into perspective, the Australian economy was worth about 1.1 trillion in 2007-08…so assets around the world have basically been stripped of 23 times the value of the national economy….looking at it another way, the Australian All Ordinaries Index is back to where it was in mid-2005, the US Dow Jones index is back to where it was in 2002, while Japans Nikkei is back to where it was in 2003.



Probably more interesting still is the fact the Russian stock exchange has actually been closed by regulators to limit losses after dropping 25 per cent in as little as two days on more than one occasion…    
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CBOE Volatility Index - "Fear Gauge"
Daily Closing Price

80 - 80
70 70
60 60
50 50

40 - 40

30 - 30

20

20 -

10 10

0 0
Oct 04 Apr 05 Oct 05 Apr 06 Oct 06 Apr 07 Oct 07 Apr 08 Oct 08

N
FCCIN

Source: CBOE



Presenter
Presentation Notes
It is a given that uncertainty in current markets is sky-high. Perhaps the best indicator of fear in the markets is the Volatility Index or VIX produced by the Chicago Board Options Exchange. It is often referred to as a “fear gauge” seen as a key measure of market expectations for the near-term, and is considered to be a good barometer of investor sentiment and market volatility and even though it is based on the US market, the way the Aussie market tends to follow the American stock market suggests it’s a good indicator for the local market.



It is clear looking at the VIX that fear rose significantly with the uncovering of the sub-prime crisis in july-August last year…however, what is more obvious is the way the volatility index has spiked in recent weeks to unprecedented levels as concerns about the US Governments bailout plan linger…



So it should be apparent that it is fear more than anything that has been driving the finance markets in recent times. It remains to be seen whether this fear actually drives the economy into recession. And as an economist, I am concerned with the fundamentals, and ultimately markets will eventually settle and pricing mechanisms will return to normal. So lets now look at the economic fundamentals
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Consumer Confidence, Australia
Roy Morgan Confidence Index

140 7
1 Index, 100 = Neutral

130 -

120 4----- :
110 -

100

90

Jun 98 Jun 00 Jun 02 Jun 04 Jun 06

Source: Roy Morgan Research

- 140
- 130
- 120
- 110

- 100

- 90



Presenter
Presentation Notes
ROY MORGAN CONSUMER CONFIDENCE INDEX - AUSTRALIA
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WA Business Confidence, WA & National
Economies, 12 Months Expected
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WA BUSINESS CONFIDENCE


Interbank Lending Risk Premium
US 3-month T-Bill to LIBOR* Spread
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Productive Capacity
Capacity Utilisation vs Index of CAPEX
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Can we recover?
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Real Gross State & National Product
Yearly % Change
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Real Gross Domestic Income Per
Capita, WA & Australia, in '000s
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REAL GROSS DOMESTIC INCOME – AUSTRALIA & WA

Real gross domestic income is equal to the chain volume measure of gross domestic product adjusted for changes in Australia's terms of trade.�

In 2006-07, real Gross State Domestic Income per capita in WA totalled $64,800, compared to $48,600 nationally. 

Since 1991-92, real Gross State Domestic Income in WA has risen by 94.8 per cent (or $31,500), compared to 56.6 per cent (or $17,600) nationally. 


WA & China — Perfect Complements

Pilbara, WA Shanghai, China




WA Exports by Country, $ Billions
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Real GDP, China
Annual Growth, Actual & Forecast

16% - - 16%
140 1 W e m Actual I 149%
] M Forecast (IMF, April 2008) i
12% - - 12%
10% - - 10%
8% - - 8%
6% - 6%
4% - 4%
2% - 2%
0% - - 0%
1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

v

Source: IMF, World Bank & OECD "U‘l\



Presenter
Presentation Notes
REAL GDP GROWTH, CHINA




Gross Fixed Capital Formation, China
% of GDP
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China Population by Area
Number, In Millions
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WA Output by Sector
Ave % Change, 2001-02 to 2006-07
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Output by Industry, 2006-07
WA, % of Total
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Gross Regional Product, Average %
Change, 2001-02 to 2006-07
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Gross Regional Product,
As % of 2006-07 Regional Total

Peel
Goldfields- 13%
Esperance
17% Wheatbelt
10%

Mid West
8%

Pilbara Great Southern
18% 6%
Kimberley
4%
Gascoyne
0
South West 1%
23%

Source: Department of Local Govt. and Regional Development




®)

Unemployment Rate
Seasonally Adjusted
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UNEMPLOYMENT RATE – AUSTRALIA & WA
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ABS Job Vacancies Series
Total Job Vacancies, 000s
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ANZ BANK JOB ADS SERIES – AUSTRALIA & WA
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LABOUR PRICE INDEX, ANNUAL % CHANGE – AUSTRALIA & WA


What Does the Future
Hold for WA?
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REAL GROSS STATE & NATIONAL PRODUCT (GSP/GDP) – AUSTRALIA & WA
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Real Economic Growth
WA and Australia
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REAL GROSS STATE & NATIONAL PRODUCT (GSP/GDP) – AUSTRALIA & WA
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nvestment Projects, Australia
Value by State, June 08
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INVESTMENT PROJECTS BY STATE (CURRENT QUARTER) - WA


®)
WA Investment Projects
Value by Sector, June 08
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INVESTMENT PROJECTS BY SECTOR - WA
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World Economic Growth
Developing Asia Versus G7
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IMF WORLD ECONOMIC GROWTH – G7 VERSUS DEVELOPING ASIA


Real Gross Domestic Product
India, Yearly % Change
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Future Proofing the
WA Economy
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Proposition is that WA
will enjoy sustained
growth for many years
and we should plan for
that eventuality... but we
should not be complacent

N




Strategies for Growth

« Capacity Building

— Addressing Labour Shortages

— Energy

— Infrastructure (including regional development)
— Education & Training

— Health & Community Services

 Business Friendly Environment
— Taxation Competitiveness
— Public Sector Reform
— Retail Trading Hours

— Regulatory Reform (including approvals processes)

— Climate Change N
7N
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Top Priority for WA Business in 2008,
% of Total Respondents
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Labour Scarcity, WA
% of WA Firms Saying Labour is "Scarce"
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LABOUR SCARCITY, % OF WA FIRMS SAYING LABOUR IS ‘SCARCE’.


Index of Business Costs
Western Australia
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Engineering Construction, WA
Work Done & Yet to be Done
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ENGINEERING ACTIVITY, WORK DONE & YET TO BE DONE - WA
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WA Investment Projects
Value by Status, June 08
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INVESTMENT PROJECTS BY STATUS (CURRENT QUARTER) - WA


Building Human Capital

e CCI estimates that WA will need an additional
400,000 more workers by 2017

 Even based on current strong population growth,
the WA economy will be short 150,000 workers

« Clear need for a human capital strategy based
around the 3Ps
— Population
— Participation
— Productivity
 Broader policy strategies also important
— Housing affordability and availability
— Perth vibrancy and regional liveability




Net Overseas & Interstate Migration
Western Australia
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Participation Rate, Labour Force
As a % of Total Population
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Median House Prices, Australia
Selected Cities, in $'000s

B0 -5 oo
$550 -
$500
$450
$400 -
$350
$300 -
$250 -
$200
$150
$100

$50 -

$0:‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘1‘%1‘1‘1
Mar 88 Mar 90 Mar 92 Mar 94 Mar 96 Mar 98 Mar 00 Mar 02 Mar 04 Mar 06 Mar 08

A
Source: Real Estate Institute of WA ,UL\



Presenter
Presentation Notes
ESTABLISHED HOUSE PRICE INDEX, ANNUAL % CHANGE – AUSTRALIA & WA


Median House Price, Mar 08, Selected Towns,
In '0O00s
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Future Economics, Future Jobs?

« WA economy remains strong and the outlook is undoubtedly
positive, built around

Diversified resources base
Proximity to Asia

Skilled workforce

Stable environment

. Important that policies adopted which help build on the state’s
comparative advantages by

Building up the state’s productive capacity
Facilitating and encouraging innovation and entrepreneurialism

This will help WA realise its opportunity to establish itself as
more than just a quarry but a global resources hub and a
destination for people to live and work

'
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