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Weak run for global shares continues overnight. 060 32

The US employment trends index fell from a downwardly-revised reading of 100.1 in N .

Apiril (previously 100.5) to 99.7 in May. | —ngr (I(hrs])) :
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The broader measure of European shares fell for a fourth straight day on Monday on

continued concerns about the health of the global economy. There was also an element 0.40
of caution ahead of the European Central Bank meeting on Thursday. But mining shares
rose with BHP Billiton up 0.9pct in London trade and Rio Tinto up 1.0pct. The
FTSEurofirst index fell by 0.6pct but while the German Dax was down by 0.3pct, the UK
FTSE gained 0.1pct.

US sharemarkets fell again on Monday. Investors continue to fret about the softening US EQUITIES
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economy. And airline stocks fell after global industry body, IATA, halved its profit

expectations for 2011. Shares in Delta Airlines lost 3pct. The Dow Jones fell by 61pts or S&P500 (Ihs)

0.5pct with the S&P 500 down by 1.1pct and the Nasdagq lost 30pts or 1.1pct. B2 1 S&P500 Futures (rhs) ~ | 125
US treasury prices ended little-changed on Monday. There was no major economic BO 1300
data to provide guidance and traders were not keen to take positions ahead of auctions W
later in the week. Treasury will sell $32 billion of 3-year notes on Tuesday, $21 billion of L 275
10-year notes on Wednesday and $13 billion of 30-year notes on Thursday. US 2yr

yields were flat at 0.429pct and US 10yr yields rose 1pt to 3.00pct. 1250 1250
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The US dollar clawed back some of its recent losses against major currencies in

European and US trade on Monday. The Euro eased from highs near US$1.4655 to usD

US$1.4560, before ending US trade near US$1.4670. The Aussie dollar eased from 147 EURIUSD (hs) 82
highs near US107.65c to near US106.90c before ending US trade near US107.05¢c. And USD/JPY (rhs)

the Japanese yen held between 79.95 yen per US dollar and JPY80.35, ending US trade M

near JPY80.15.

Crude oil prices fell on Monday in choppy trade on expectations that OPEC ol
ministers will raise production quotas at their meeting on Wednesday. On-going
instability in the Middle East and North Africa limited losses. The Nymex crude oil
contract fell by US$1.21 or 1.2pct to US$99.01 a barrel after trading from US$98.64 to a5 e T Y g
US$100.68 a barrel. And London Brent crude fell by US$1.36 to US$114.48 a barrel. 800 1400 2000 200 800

Base metal prices were mixed on the London Metal Exchange on Monday. The tin AUD
price fell 1.5pct and nickel lost 0.8pct but other metals rose 0.4-0.9pct except lead 108 074
which gained 2.7pct. And the gold price also edged closer to record highs on Monday

with Comex gold futures up by US$4.80 an ounce to US$1,547.20.
Ahead: In Australia, the Reserve Bank Board meets to decide interest rate settings. In
the US, the Federal Reserve chief Ben Bernanke is expected to deliver a speech. Data 107 0.73

on consumer credit and weekly chain store sales are also due.
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Indicative market rate at 7am Source: Bloomberg

Currencies 10 Yr Bond Yields (%) Commodities Equities

AUD/USD 1.0713 -0.2% Australia 521 -0.02 CRB Index 345.39 -09% Dow 12090.0 -0.5%
NZD/USD 0.8137 -0.4% Nz 510 0.01 |S&P GS Index 6985 0.0% | S&P 500 1286.2 -1.1%
EUR/USD 14575 -0.3% us 3.00 0.01 [ Aluminium $t 2645.3 0.9% | NASDAQ 27026 -1.1%
USDUPY 80.11 -0.2% | AUlessUS 222 Copper $t  9122.8 0.4% FTSE 5863.2 0.1%
GBP/USD 1.6356 -0.4% | NZlessUS 2.10 Lead $/t 2501 2.7% | Shanghai 2728.0 0.8%
USD/CHF 0.8348 -0.2% [AUD Swap Rates (%) Nickel $/t 22615 -0.8% H.Seng 22949.6 -1.3%
AUDNZD 1.3166 0.3% 3mth 502 002 Zinc $/t 2253 0.6% Nikkei 9380.4 -1.2%
AUDIPY 85.82 -0.3% 3yr 526 0.02 Gold $/o 1545.2 0.0% ASX200 4569.1 -0.3%
AUD/EUR 0.7350 0.2% Syr 555 0.02 | WTIOIil$b 99.01 -15% NZSX50 3514.8 -0.3%

Chris Tennent-Brown NZ Economist T. +649 374 8819 E. chris.tennent-brown@cba.com.au

Important Disclosures and analyst certifications regarding subject companies are in the Disclosure and Disclaimer Appendix of this document and at
www.research.commbank.com.au. This report is published, approved and distributed by Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945.
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Economics: Preview

AUSTRALIA & NEW ZEALAND

Tuesday 7 June
NZ Electronic Card Transactions, May, m%ch
m Total, (f) -0.5 (1.5 prev)

B Ex-Auto, (f) 0.0 (1.6 prev)

The discontinuation of the monthly retail trade survey means electronic
card transactions data is now of greater importance in gauging the
spending patterns of households. Retail card spending shows signs of
a very gradual recovery in recent months. The increase in spending
over March looks to have been driven by households in Christchurch
replacing damaged household items, particularly appliances.
Encouragingly, the increase in spending over April was more broad-
based, suggesting an improvement in discretionary spending as
households become more optimistic. Nonetheless, we expect the
recovery will be a gradual process and the decline in petrol prices over
May is likely to mean decreased card spending. Beyond May, we
expect an improvement in consumer confidence to underpin a
continued recovery in retail spending.

AU RBA Cash Rate, Jun, %, (f) 4.75 (4.75 prev)

We expect the RBA to leave the cash rate at 4.75% in June. But given
the RBA’s recent commentaries we don’t see this pause continuing for
too much longer. The May policy meeting minutes followed the lead of
the May Statement on Monetary Policy and reiterated the RBA’s
“tightening bias”. Based on its most recent forecasts the RBA expects
underlying inflation to be running at 3% by late 2011. Economic growth
is forecast to grow at better than trend rates, with the investment boom
set to continue at an exceptional pace.

Given the RBA sets monetary policy with a view of keeping inflation
consistent with its medium term target, the potential inflationary effects
of such significant investment in an economy approaching capacity
should see the RBA tightening policy in the coming months. As such,
we see two RBA rate hikes in HIl, with the first pencilled in for August.

INTERNATIONAL

Tuesday 7 June
US Consumer Credit, Apr, USD bn, (6.0 prev)

US consumer credit increased by US$6bn in March. The March rise
was the 6th consecutive monthly increase in consumer credit.
Significantly, revolving credit, which includes credit cards, increased for
only the 2™ time since August 2008. Despite the rebound in revolving
credit, non-revolving credit, specifically education lending, continues to
lead the increase in total consumer credit. But, even with the inclusion
of the recent run of increases in consumer credit, total borrowing
remains some US$150bn below its October 2008 high. The sluggish
labour market continues to make US consumers reluctant to take on
more credit. In addition, the recent rise in fuel and food prices is likely
to have dampened consumer spending power. A significant cooling in
consumer spending would have a significant effect on an already patchy
US economic recovery. Consumption accounts for some 70% of the
US economy.
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Economics; Review

Australia and New Zealand

The Australian TD-MI inflation gauge increased 0.2% in May, taking the annual rate down 0.3% to 3.3% y/y. Since
September last year, the index has pointed to inflation outcomes above the RBA's 2-3% band.

The ANZ job ads index reported a large 6.5% fall in advertisements in May. Newspaper ads fell 2.7% and internet ads fell
6.6%. Though concerning at face value, job ads are still up 10% in the last year. Broadly, the job ads index is pointing to an
eventual moderation in employment growth, although, we’re not expecting that just yet. After the surprising 22.1k drop in
employment last month, CBA economists expect a 25k rebound in the May employment figures on Thursday and a 0.1%
fall in the unemployment rate to 4.8%.

The market didn’t react to the job ads or inflation gauge and is waiting the RBA decision this afternoon

RBNZ view

In response to domestic economic weakness and the Christchurch earthquake, the RBNZ delivered a 50bpt rate cut at the
10 March policy meeting. We expect the RBNZ’s tightening cycle to resume in QI 2012.

RBA view

The RBA has raised its inflation and growth outlook despite downward pressure from the high $A. Further rate rises are
likely. We expect rates to reach 5.25% by QIV 2011

US & CANADA

The US employment trends index fell from a downwardly-revised reading of 100.1 in April (previously 100.5) to
99.7 in May.

Fedspeak: Philadelphia Fed President Plosser noted the weaker than expected non-farm payrolls result did not
change the fundamental outlook for the US economy, and the possibility of a tightening in monetary policy by the
end of the year remained. He also called for the Fed to commit to an explicit inflation target.

Fed view
We expect the QE program will end in June and the first Fed Funds hike in QIV 2011.
Bank of Canada view

The Canadian economy is recovering, and the BoC has begun to remove stimulus. We expect a slow and steady removal
of policy accommodation to ensue.

EUROZONE & UK

Eurozone producer price data for April was slightly higher than expected, increasing 0.9% over the month.
Nonetheless, it still indicated a slowing in producer prices for the first time in eight months.

A new aid package is being prepared for Greece, after the European Union and the IMF approved the fifth
instalment of a €110 billion bailout. Luxembourg Prime Minister Juncker announced strict conditions under the new
package will include “significant” cuts in public-sector employment and an agency to manage accelerated asset
sales. The new austerity measures have prompted widespread protests in Athens.

Ratings agency Moody’s stated Turkey’s credit rating may be due for a downgrade if its current account deficit
becomes more difficult to finance.

The IMF released a report on the UK economy noted that while weak economic growth and rising inflation was
“unexpected”, they were “largely temporary” and no changes were needed to UK economic policy.

Bank of England view
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While some members of the BoE are concerned about UK inflationary pressures, the majority see downside risks
developing in the UK economy. The risk that the BoE remains on hold for an extended period is building.

ECB view

Elevated inflation in the Eurozone has led to the ECB commencing tightening in an effort to pre-empt the onset of second
round inflation effects. We expect the ECB to raise rates again in QIV 2011.

CHINA & JAPAN

Bank of Japan

In response to the recent natural disasters, the Bank of Japan has implemented further quantitative easing measures.
Monetary policy in Japan is likely to remain accommodative for some time.
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The Week Ahead
Calendar - Australasia, Japan and China
Time Forecast
Date AEST Econ Event Period Unit Last Market CBA
Tue 7 Jun 10.30 AU NAB business conditions May Index 5.0 ~ ~
11.30 AU NAB business confidence May Index 7.0 ~ ~
12.30 AU AOFM CEO Rob Nicholl speaks in Sydney ~ ~ ~ ~ ~
14.30 AU RBA cash target Jun % 4.75 4.75 4.75
15.00 JP Coincident index CI Apr Index 103.5 ~ ~
15.00 JP Leading index ClI Apr Index 100.1 ~ ~
Wed 8 Jun ~ JP Eco watchers survey: current May Index 28.3 ~ ~
~ JP Eco watchers survey: outlook May Index 38.4 ~ ~
08.45 NZ Value of all buildings sa Ql q%ch 1.1 ~ ~
09.50 JP Adjusted current account total Apr ¥bn 752.7 ~ ~
10.00 NZ QV house prices May y%ch -1.9 ~ ~
11.00 AU Consumer Confidence Index Jun Index 103.9 ~ ~
11.30 AU Home loans Apr m%ch -1.5 ~ 4.0
11.30 AU Owner-occupied home loan value Apr m%ch -1.1 ~ 7.0
Thu 9 Jun 07.00 Nz RBNZ official cash rate Jun % 25 25 25
09.50 JP Nominal GDP Ql q%ch -1.3 ~ ~
09.50 JP GDP annualized Ql % saar -3.7 ~ ~
09.50 JP GDP Ql g%ch -0.9 ~ ~
09.50 JP Machine tool orders May y%ch 32.3 ~ ~
11.30 AU Employment change May ‘000 -22.1 ~ 25.0
11.30 AU Unemployment rate May % 4.9 ~ 4.8
11.30 AU Participation rate May % 65.6 ~ 65.6
Fri 10 Jun ~ NZ REINZ housing price index May m%ch 1.1 ~ ~
08.45 NZ NZ card spending - total May m%ch 1.7 ~ ~
09.50 JP Tertiary industry index Apr m%ch -6.0 ~ ~
12.00 CH Trade balance May USD bn 11.4 ~ ~
12.00 CH Exports May y%ch 29.9 ~ ~
12.00 CH Imports May y%ch 21.8 ~ ~
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Calendar — North America & Europe

Please note all days and times are UK time, not local release day/times

UK Forecast
Date Time  Econ Event Period Unit Last Market CBA
Tue 7 Jun 00.01 UK BRC sales like-for-like May y%ch 5.2 3.0 ~
10.00 EZ Retail sales Apr m%ch -0.9 0.3 ~
11.00 GE Factory orders Apr m%ch -4.0 2.1 ~
20.00 us Consumer credit Apr Us$bn 6.0 5.0 ~
Wed 8 Jun 00.01 UK BRC shop price index May y%ch 2.5 ~ ~
07.00 GE Trade balance Apr €bn 18.9 14.3 ~
10.00 EZ GDP Ql q%ch 0.8 0.8 ~
y%ch 25 25 ~
11.00 GE Industrial production Apr m%ch 0.7 0.2 ~
13.15 CA Housing starts May ‘000 179.0 183.5 ~
19.00 us Fed's Beige book ~ ~ ~ ~ ~
Thu 9 Jun 09.30 UK Visible trade balance Apr £mn -4,479 -4.300 ~
09.30 UK Total trade balance Apr £mn -3,005 -3,000 ~
12.00 UK BOE asset purchase target Jun £bn 200 200 ~
12.00 UK BOE announces rates Jun % 0.5 0.5 0.5
12.45 EZ ECB announces interest rates Jun % 1.25 1.25 1.25
13.30 CA International merchandise trade Apr C$bn 0.6 0.3 ~
13.30 us Initial jobless and continuing claims Jun ‘000 ~ ~ ~
13.30 us Trade balance Apr uS$bn -48.2 -48.6 ~
15.00 us Wholesale inventories Apr m%ch 1.1 1.0 ~
Fri 10 Jun ~ UK NIESR GDP estimate May % 0.3 ~ ~
09.30 UK Industrial production Apr m%ch 0.2 0.0 ~
09.30 UK Manufacturing production Apr m%ch 0.2 0.1 ~
09.30 UK PPI output nsa May m%ch 0.8 0.3 ~
09.30 UK PPI output core nsa May m%ch 0.6 0.4 ~
12.00 CA Full-time employment change May ‘000 17.2 ~ ~
12.00 CA Net change in employment May ‘000 58.3 25.0 ~
12.00 CA Part-time employment change May ‘000 411 ~ ~
12.00 CA Unemployment rate May % 7.6 ~ ~
13.30 us Import price index May m%ch 2.2 11.2 ~
19.00 us Monthly Budget Statement May US$bn ~ 163.0 ~
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