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2008-09 Federal Government Budget Forecasts 
 
The 2008-09 Federal Government Budget forecasts a significant slowing in Australia’s rate of 
growth over the 2008-09 financial year. Treasury have forecast growth of 2.75 percent for 
2008-09 before recovering slightly to 3 percent in the projection period. 
 

 
 
The slowing of economic growth is also accompanied by a reduction of employment growth. 
Employment growth is forecast to fall to only 1.25 percent in 2008-09 and to remain low over 
the projection period. Treasury stated that: 
 

“After a sustained period of strong growth, the global economy is expected to 
slow in 2008 and 2009. A sharp slowdown in the US economy is now evident in 
official data, with implications for growth in other countries, including 
Australia. Turbulence in global financial markets also remains an impediment to 
global growth, particularly in advanced economies.” 1

 
Unemployment is forecast to rise. The budget has forecast unemployment to average 4.5 
percent in the 2008-09 financial year further increasing to 4.75 over the 2009 calendar year. 
Treasury surmised that: 
 

“The slowdown in global growth, tighter credit conditions and significantly 
higher interest rates are expected to slow growth in the Australian economy. As 
a result, conditions in the labour market are expected to ease, with some rise in 
the unemployment rate.”2

 
These forecasts highlight that while the economy will continue to expand it is expected to do 
so only modestly for the foreseeable future. 
 
Specifically on global growth, Treasury indicated: 
 

 
1 Commonwealth of Australia, Budget Strategy and Outlook 2008-09, Budget Paper No. 1, 13 May 2008. 

 
2 Ibid. 
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“Global growth, in real terms, is expected to be 4 per cent in 2008 and 2009. 
Growth in the advanced economies is expected to slow significantly, while the 
emerging economies are forecast to grow robustly, notwithstanding some 
slowing from growth rates recorded in recent years.”3

Small Business 
 
Recent data shows that conditions have continued to moderate. The latest ACCI survey, the 
ACCI Small Business Survey, was released on May 20. The ACCI Small Business Survey 
shows that small business conditions moderated over the March 2008 quarter, while labour 
costs continued to rise. At the same time, there was a moderation in the overall growth of 
employment. 
 
Growth of investment in plant and equipment slowed from previous high rates, while the 
growth rate for investment in buildings and structures was negative. 
 
The ACCI Small Business Survey has also found that: 
 

• Business expects a further moderation in Australian economic growth over the next 
twelve months relative to the current annual growth rate; 

 
• The growth of sales revenue was lower over the quarter. Expectations also moderated 

from previous figures; 
 
• The growth of wage and non-wage labour costs continued to be high; 
 
• Price growth moderated over the quarter from the previous all time high level; 
 
• Profit growth declined further below the key 50.0 level and expectations for the March 

quarter were also negative indicating small business was not confident of a quick 
turnaround. 

 
Small Business Conditions 
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3 Ibid. 
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Small Business Sales Revenue Growth 
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Small Business Employment Growth 
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Small Business Interest Rates 
 
Interest rates have risen considerably over the past year. Small business residential secured 
overdraft interest rates have risen from 8.95 percent in April 2007 to 10.6 percent in April 
2008. Households have also had increases in their borrowing costs, with the standard variable 
interest rate rising from 8.3 percent to 9.45 percent over the year to April 2008. 
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Small Business Residential-Secured 
Overdraft and Standard Variable Loans
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The sharply increasing interest rates for both households and business shows a clear upward 
trend but looking at interest rate spreads in more detail gives a more full picture of the 
increases. 
 
Lending interest rates compared with the RBA cash rate have increased as banks’ sources of 
funds have been more difficult to procure.  
 
Small business operators with secured overdrafts have had their average spread over the RBA 
cash rate increase by 0.65 percentage points or a 24.1 percent increase since October 20074. 
The rise of the spread coupled with ‘official’ interest rates increases has meant that residential 
secured small business overdraft rates have risen from 9.2 percent in October 2007 to 10.6 
percent in April 2008. 
 
Households, despite more extensive media coverage, have had an increase of 0.4 basis points 
or a 22.2 percent increase5. Residential secured overdrafts for small business reached 10.45 
percent in March 2008 compared with a standard variable mortgage of 9.35 percent. 
 

 
4 Source Data: RBA, F05 Indicator Lending Rates. 

 
5 Source Data: RBA, F05 Indicator Lending Rates and A02 Reserve Bank Of Australia - Monetary Policy Changes 
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Interest Rate Spreads Over the Cash Rate
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This increase above and beyond the rises imposed on the economy by the RBA will also serve 
to reduce growth and investment and raise the likelihood that unemployment will be higher 
than it otherwise would be. 
 

International Risks 
US GDP 
 
US GDP growth was very subdued over both the December 2007 and March 2008 quarters. 
While annual growth has held up quarterly growth has fallen off considerably. Annual growth 
will continue to fall should quarterly growth remain low. The annualised rate of growth given 
the recent growth rates is 0.6 percent for the year. 
 

Annual and Quarterly US GDP - Seasonally Adjusted
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The slowdown taking place in the US economy remains a significant issue for the Australian 
and world economy. 
 

Unemployment 
 
The unemployment rate has been on an upward trend in the United States since the beginning 
of 2007. The persistent upward trend reflects slowing rates of growth in the US economy. 
 

US Unemployment Rate - Seasonally Adjusted

3

4

5

6

7

Jan-99

Jan-00

Jan-01

Jan-02

Jan-03

Jan-04

Jan-05

Jan-06

Jan-07

Jan-08
U

ne
m

pl
oy

m
en

t R
at

e 
(%

)

 
 

Inflation 
 
US Inflation data shows that some moderation has taken place but the overall rate has 
remained relatively high over the past six months. 
 

Annual Growth US CPI - Seasonally Adjusted
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Domestic Risks 
 
The rise of the Australian exchange rate relative to our trading partners has been a benefit to 
consumers through reduced import prices but has also resulted in a squeeze on domestic 
import competing producers in both goods and services. 
 

Trade Weighted Index
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The effect of exchange rate appreciations can have dramatic effects on local industry for 
instance the article in Attachment A shows the effect of the rising exchange rate on the local 
film industry. 
 
 

Domestic Inflation Issues 
 
At the last RBA board meeting on May 6 the RBA left interest rates at 7.25 percent and noted 
that: “In the short term, inflation is likely to remain relatively high, but it should decline over 
time provided demand evolves as expected.” 
 
However the bank then cautioned that: “Should demand not slow as expected or should 
expectations of high ongoing inflation begin to affect wage and price setting, that outlook 
would need to be reviewed.” 
 
The ‘outlook’ which the Governor is referring to is the inflationary outlook given expected 
international and domestic factors. However there is an express warning that should wages 
and prices begin to be based on inflationary expectations the Bank may need to review its 
settings. The implication is of course that with higher inflation expectations and high wage 
increases interest rates would need to be higher than they otherwise would be. 
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Attachment A 
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