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Businesses expect AUD/USD to trend higher to 92 US cents by end-2010 before easing to 82 US cents by mid- 2011.
Exporters plan to hedge 52% of their AUD/USD exposure while importers plan to hedge only 40%.
Most importers plan to hedge for less than three months —Ileaving them exposed to higher costs if AUD/USD falls.

Smaller businesses plan to hedge far less than larger businesses, leaving them exposed to adverse currency moves.
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The Aussie Dollar Barometer shows importers and exporters expect . |
AUD/USD to lift to comfortably over 90 US cents in the near term before 0.95 o e 0.95
easing by June 2011.

Both import and export

Among businesses that only import, the average expectation for 0.90
AUD/USD in December 2010 is 91 US cents (green line on chart 1).

0.90

Import only

Among businesses that only export, the average expectation for 0.85 0.85
AUD/USD in December 2010 is 92 US cents (red line on chart 1).

Among businesses that both import and export, the average 0.80 : : : 0.80
expectation for AUD/USD in December 2010 is 93 US cents (blue line Sep-10 Dec-10 Mar-11  Jun-11

on chart 1).

HIGH/LOW EXPECTATION FOR AUD

The average expectation among the survey respondents for AUD/USD at USD (overnext twelve months)
the end of December 2010 is 92 US cents.

Expected year high
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The Barometer also reports the trading range for AUD/USD expected by

businesses over the next year. The AUD/USD is expected to reach a 0.0
high of 94 US cents. AUD/USD is expected to reach a low of 82 US 21 s L
cents (chart 2). Businesses expect AUD/USD to trade in a range of 12.6 o cents

US cents. This range is a little below the historical norm of 14 US cents 08
in an ‘average’ year. In our view, the trading range for AUD/USD is likely \/
to be above the historical norm reflecting uncertainty over the world 0.80
economy.
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The Aussie Dollar Barometer indicates most businesses expect to EXPOSURE TO AUD/USD

increase their AUD/USD exposure in the next three months (blue bars in % T _
chart 3). Increases in exposure are an indicator of future business " Expecttoincrease FX exposure
expansion. = Average % increase expected
75
Around 80% of importers and businesses that both export and
import expect to increase their AUD/USD exposure. The average 0 |
increase in exposure amongst importers is 27% (red bar in chart 3).
The average increase in exposure amongst businesses that both
export and import is 13%. 25
By contrast, less than half of exporters expect to increase their I .
AUD/USD exposure. The average increase in exposure is 24%. o —
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Managing Aussie dollar exposures...

The expected increase in AUD/USD exposures and high volatility in
foreign exchange markets means managing foreign exchange exposure
is important. The Barometer reveals around half of businesses plan to
hedge their exposure to AUD/USD (blue bars in chart 4).

A Only 40% of importers plan to hedge their AUD/USD exposure. Of
those importers that plan to hedge, only 44% of their exposure will
be hedged.

>

Only 52% of exporters plan to hedge their AUD/USD exposure.
However, of those exporters that plan to hedge, 79% of their
exposure will be hedged.

>

Businesses that both import and export appear to be more willing to
hedge their AUD/USD exposure. The Barometer reveals that 57% of
businesses plan to hedge and 66% of exposures to be hedged.

It appears that businesses have responded to the spike in AUD/USD
volatility in May and June. Half of businesses are deciding to hedge
their AUD/USD exposures compared to 46% in the April Barometer
(chart 5). Also, a greater proportion of exposures will be hedged (62%
compared to 60%).

The Barometer reveals that most hedging is for a short term. The
hedging horizon is three months or less for the majority of businesses
surveyed (blue bars in chart 6). Exporters appear to have a longer
“hedging horizon”. Almost half of export only businesses choose to
hedge for four months or more.

...0r not

Given the strong increases in exposure to AUD/USD expected and

recent very high volatility, we asked why businesses chose not to hedge.

The Barometer reveals there are two key reasons why businesses
choose not to hedge.

A Amongst businesses that import only, the dominant reason for not
hedging is “do not understand hedging” (chart 7).

A Amongst businesses that export only and businesses that both
import and export, the main reason for not hedging is “hedging too
expensive” (chart 7).

The small-large business divide

The Barometer reveals stark differences between the smaller and larger
businesses in our sample. For example, 78% of businesses with annual
turnover of $150-500 million plan to hedge their currency exposure (see
chart 8 overleaf). By contrast, only 29% of businesses with turnover of

$5-25 million plan to hedge their currency exposure. In addition, larger

businesses plan to hedge 70% of their currency exposure. By contrast,
smaller businesses plan to hedge only 25% of their exposure.

Over half of smaller businesses do not plan to hedge because they “do
not understand hedging”. By contrast, 28% of larger businesses do not
hedge because they “do not understand hedging”.

Chart 4

100%

5%

50%

25%

0%

Chart 5

HEDGING PLANS
(% of respondents)

H Don't plan to hedge

Eplanto hedge

Import only Export only Both import

& export

HEDGING PLANS OVER TIME
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REASONS TO NOT HEDGE
(% of contributors)
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