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US stocks skewered by soft data. US bonds & USD rally on Greek debt woes

The New York empire manufacturing index fell from +11.88 to -7.79 in June. The
result was well below expectations with analysts expecting a reading around
+12.5. Across the sub indices, new orders and shipments were weaker.

US consumer prices rose by 0.2pct in May after rising by 0.4pct in April. But in
12 months to May, consumer prices rose 3.6pct - the biggest increase since
October 2008. Core prices rose 0.3pct in May modestly ahead of expectations
centred on 0.2pct rise.

European shares fell on Wednesday as investors voiced their disappointment
following the weak US economic data. Sovereign debt concerns were once again
in focus following protests in Greece. Financial stocks were weaker after
Moody's put French banks under review for a downgrade due to exposure to
Greek debt. The STOXX Europe 600 banking index fell 1.9pct. The FTSEurofirst
index fell by 1pct, the German Dax lost 1.3pct, and the UK FTSE fell 1pct.

US sharemarkets slumped on Wednesday as the latest US manufacturing data
turned negative for the first time since November. The escalating Greek debt
crisis saw financial stocks sold off. The KBW bank index lost 1.6pct. Energy
stocks also lost ground after the slide in the oil price. The VIX or "fear gauge"
jumped 16.8pct. The Dow Jones lost 179pts or 1.5pct, while the S&P500 index
fell 1.7pct and the Nasdaq lost 47pts or 1.8pct.

US treasury prices rallied (yields lower). Investors switched to safe-haven US
bonds as speculation mounted that the Greece debt crisis could escalate. US 2yr
yields fell by 7pts to 0.379pct and US 10yr yields lost 13pts to 2.975pct.

The greenback rallied against the Euro and commodity currencies on
Wednesday. The Euro fell from US$1.4420 to near US$1.4155 to end US trade
near US$1.4165. The Aussie dollar fell from highs near US107.10c to near
US105.30c before ending US trade near US105.60c. And the JPY weakened
from 80.40 yen per US dollar to JPY81.05, ending US trade near its lows.

US crude oil prices fell on Wednesday following the weak US manufacturing
data. The Nymex crude oil contract fell by US$4.56 a barrel on to US$94.81 a
barrel - the weakest close in almost four months. And London Brent crude lost
US$6.34 to US$113.01 a barrel.

Base metal prices were all weaker on the London Metal Exchange on
Wednesday. The strong US dollar also added to the negative momentum.
However the gold price rose with Comex gold futures up by US$1.80 an ounce
to US$1,526.20.

Ahead: In Australia, new motor vehicle sales figures and the RBA Bulletin are
scheduled. In the US, building permits, housing starts, Philadelphia Fed index, and
current account balance are released.
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Economics: Preview

AUSTRALIA & NEW ZEALAND

B No major economic data is scheduled for release in Australia or New Zealand today.

INTERNATIONAL

Thursday 16 June
UK Retail Sales, May, m/y%ch, (1.1/2.8 prev)

In April, UK retail sales exceeded expectations. Retail sales
rose 1.1% (MoM) in April. It appears that the consecutive
Easter and Royal Wedding long weekends helped boost
sales. Significantly, core retail sales also increased in the
month, up 1.2%. Despite the April lift in retail sales, the
wider UK economy appears to have entered a soft patch.
Consumer confidence remains subdued, while the labour
market is softening. The Bank of England has recently noted
that the risks to the UK economy are now “skewed fo the
downside’. The uncertain economic outlook, the lift in the
sales tax, and ongoing elevated fuel costs have the potential
to dampen consumer spending in the UK in the months
ahead.

Thursday 16 June
US Building Permits, May, ‘000, (563 prev)
US Housing Starts, May, ‘000, (523 prev)

In April, US building permits, a sign of future housing starts,
declined 5%, falling to a 563,000 annual pace. The decline
in April was driven by a relatively strong 5.1% fall in single
family homes, and a 24% (YoY) decrease in multi-family
dwellings.

Historically building permits have turned into housing starts
in the space of a few months. Based on the April fall in
building permits, it appears likely that May housing starts
may fall from the April 523,000 annual pace. A further
decline in May would compound the April weakness in
housing starts. The weakness in April was driven by weather
induced construction site shutdowns. Given the continuing
weakness in US home prices, a substantial lift in
construction appears unlikely in the near to medium-term.
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Economics: Review

AUSTRALIA & NEW ZEALAND
Australia

Dwelling commencements — QI 2011 DWELLING ACTIVITY
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B Private house commencements fell 1.9%, but private other
dwelling commencements rose 14.7% to a new record high.
0 F-XPN--A-—-AK--—--1-- -1 40
B Public sector commencements fell 15.2%, taking quarterly
commencements back to around long run average levels.
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Dwelling commencements rose 3.1% in QI, from an upwardly Qi avgto

revised QIV 2010 base. We had expected an increase in Ql,
despite the fall in building approvals. Private sector strength
drove the lift in QI commencements, as dwellings that were 30 — 30
previously approved, but not yet commenced, started Jun-04 Jun-06 Jun-08 Jun-10
construction.

The key driver in the month was the private “other” (or medium PRIVATE COMMENCEMENTS

density) segment. Private medium density commencements rose '000 '000
14.7% in Ql. Strength was concentrated in New South Wales 35 35
and Victoria. The QI outcome was the strongest level of private Houses
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medium density commencements on record. Our outlook
envisages further expansion of this segment of the housing
construction sector. Private medium density approvals have held
up better than other segments, and a swathe of projects that 20
have been held back by financing constraints are kicking off as

conditions improve. 15
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Private sector housing starts were weak, continuing the decline 10 10
that has now run to 5 consecutive quarters. The “fiscal fade”
effect has been significant in this segment of the housing
construction sector, as the effects of the removal of the boost to 0 0
first home buyer grants and higher interest rates work through.
We expect some near term improvement in private housing

commencements, before a capitulation from late 2011 as further
rate hikes weigh on the sector.
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NSW and Victorian commencements rose in Ql, driven by medium density starts. The strongest rise however was in
Queensland, where commencements rose 12.8% despite weakness in approvals and wet weather. ACT and Victorian
commencements remain around record high levels, well in excess of demographic estimates of underlying demand. In
contrast to elsewhere around the nation where there is a shortage of dwellings, new housing supply in Victoria and the ACT
is plentiful. Current rates of housing supply in these regions should limit upward pressure on rents and prices, particularly if
the moderation in Victoria’s population growth rate endures and the expenditure restraint by the Federal government holds.

RBA Governor Glenn Steven’s speech

The other key event in Australia yesterday was a speech by RBA Governor Stevens in Brisbane. The speech was titled,
“Economic Conditions and Prospects”. But from our reading it might as well have been titled “This is how a mining boom
works, and that’s why we’re raising interest rates in response”.

The speech makes it clear that despite the recent weak tone from the data the broad picture from the May Statement on
Monetary Policy remains intact. That is, the economy is about to experience a significant surge in mining-related
investment. Unlike “Mining Boom Mark I” the surge comes against a backdrop of severely limited spare capacity in the
economy.
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On our reading, the case for a July rate hike was scotched by Stevens. In reiterating the Board’s expectation that further
tightening of monetary policy is required at some point, Stevens noted, the Board’s most recent judgement was that the
information to date suggested that point had not yet been reached. And that, “As far as prices are concerned, we will get
another comprehensive round of data in late July”.

We had always favoured an August hike, but recognised the (now reduced) risks of an earlier rise. The timing of a Qlll hike
remains, as always, subject to the data. Given the significance of the structural forces impacting of the economy we
remain of the view that further rate hikes are likely to be necessary. We expect a cash rate peak of 5.75% in Qll 2012.

The speech sketched out the significance of the impacts of China & India’s emergence on Australia as a structural
phenomena, and reiterated the inevitable economic consequences on the world and Australian economies. Stevens noted,
“| think we have all only begun to grasp its implications relatively recently.” Similar to the recent speech by Treasury
Secretary Martin Parkinson, Governor Stevens highlighted the inevitability of structural change and the benefits of
smoothing the adjustment path, as opposed to the economic consequences of seeking to resist change.

New Zealand

NZ retail sales volumes increased 0.9% in Q1, and follow some weak results over the second half of 2010. An improvement
in sales of major household items such as furniture and electronic goods drove the increase in retail spending. While there
was decline in retail sales in Canterbury, it was encouraging to see sales in the other regions holding up well. The ANZ Roy
Morgan consumer confidence showed a lift in sentiment over the June month.

New Zealand

No major data or events yesterady in New Zealand.

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 5.256% by QIV 2011.

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 20712.

US & CANADA
United States

B The New York empire manufacturing index fell from +11.88 to -7.79 in June. The result was well below expectations
with analysts expecting a reading around +12.5. Across the sub indices, new orders and shipments were weaker.

B US consumer prices rose by 0.2pct in May after rising by 0.4pct in April. But in 12 months to May, consumer prices
rose 3.6pct - the biggest increase since October 2008. Core prices rose 0.3pct in May modestly ahead of expectations
centred on 0.2pct rise.

Canada
B No major events or economic data on Wednesday..
Fed view

A debate about ending the QE program is underway. We expect the QE program will end in June and the first Fed Funds
hike in QIV 20171.

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.
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EUROZONE & UK

Eurozone

UK

Euro woes: Moody’s placed the 3 largest French banks on review for a possible downgrade, and also has Portuguese
banks on review. Greek PM Papandreou announced he is naming a new government tomorrow and calling a vote of
no confidence. The 22bp lift in Greek 10-year bond yields to 17.15% reflects the concern. And the Irish Finance
Minister said senior bondholders should share in the losses of Anglo Irish Bank and Irish Nationwide Building Society.

UK unemployment posted the biggest quarterly drop since 2000 in the three months through April. However, a high
number of people are underemployed — a record number of people are reported as working part time because they
cannot find a full time job. The unemployment rate held steady at 7.7% as expected. A separate survey showed
jobless-benefit claims lifted a stronger than expected 19,600 from April in May.

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 fo raise rates again in QIV 20717.

Bank of England view

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.

CHINA & JAPAN

Japan

B No major Japanese economic data released yesterday (Wednesday).

China

B No major Chinese economic data was released yesterday (Wednesday)..

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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Calendar - Australasia, Japan and China

Time Forecast
Date AEST  Econ Event Period Unit Last Market CBA
Wed 15 June 08:45 NZ Retail Sales Ex Inflation Ql q%ch -0.4 0.9 ~
10:30 AU Westpac Leading Index Apr m%ch 0.5 ~ ~
10:30 AU Westpac Consumer Confidence Jun Index 103.9 ~ ~
11:00 AU Consumer Inflation Expectation Jun y%ch 3.3 ~ ~
11:30 AU Dwelling Starts Ql q%ch -5.3 -0.8 6.0
13.00 AU RBA Governor Glenn Stevens speaks in Brisbane.
16:00  JN Machine Tool Orders May F y%ch 34.2 - -
Thu 16 June  08:00 NZ Westpac NZ Consumer Confidence 2Q Index 97.9 - -
08:30 NZ  Business NZ PMI May Index 51.5 - -
08:45  NZ  Manufacturing Activity Ql q%ch 3.1 - -
11:00 NZ  ANZ Consumer Confidence Index Jun Index 103.3 - -
11:00 NZ  ANZ Consumer Confidence Jun m%ch 1.9 - -
11:30 AU New Motor Vehicle Sales May y%ch -8.4 - -
12:00 CH

Conference Board China April Leading Economic Index Index
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Calendar - North America & Europe

Time Forecast
Date AEST  Econ Event Period Unit Last Market CBA
Wed 15 June 00:01 UK Nationwide Consumer Confidence May Index 43 ~ -
09:30 UK Claimant Count Rate May % 4.6 4.6 -
09:30 UK Jobless Claims Change May ‘000 12.4 5.2 -
09:30 UK ILO Unemployment Rate (3mths) Apr % 7.7 7.7 -
10:00 EC Euro-Zone Ind. Prod. sa Apr m%ch -0.2 0.1 -
13:30 CA Manufacturing Sales Apr m%ch 1.9 -2.3 -
13:30 us Consumer Price Index May y%ch 3.2 3.3 -
13:30 us CPI Ex Food & Energy May y%ch 1.3 1.4 -
13:30 us Empire Manufacturing Jun Index 11.88 13.5 -
14:00 us Total Net TIC Flows Apr USD bn 116.0 ~ -
14:15 us Industrial Production May m%ch 0.0 0.3 -
14:15 us Capacity Utilization May % 76.9 771 -
Thu 16 June  09:30 UK Retail Sales Ex Auto Fuel May y%ch 2.7 ~ -
09:30 UK  Retail Sales w/Auto Fuel May y%ch 2.8 15 -
10:00 EC Euro-Zone CPI - Core May y%ch 1.6 1.6 -
10:00 EC  Euro-Zone CPI May y%ch ~ 2.7 -
13:30 us Initial Jobless Claims 10 Jun ‘000 427 -- -
13:30 us Continuing Claims 4 June ‘000 3676 -- -
13:30 us Building Permits May m%ch -4.0 -1.9 -
13:30 us Housing Starts May m%ch -10.6 3.3 -
13:30 us Current Account Balance Ql USD bn -113.3 -126.0 -
15:00 us Philadelphia Fed Jun Index 3.9 7 =
Fri 17 June 10:00 EC Euro-Zone Trade Balance sa Apr EUR bn -0.9 -2.0 -
13:30 CA Wholesale Sales Apr m%ch 0.1 ~ -
14:55 us University of Michigan Confidence Jun P Index 74.3 74.5 -
15:00 us Leading Indicators May m%ch -0.003 0.002 -
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