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S&P 500 & ASX200

US shares & yields higher. USD lower. AUD at USD1.05. oo

The US Federal Housing Finance Agency reported that home prices fell by
0.3pct in March to be down 5.8pct on a year ago. And US durable goods orders fell
by 3.6pct in April after a 4.4pct lift in March. Economists had tipped a fall of 2.2pct.
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French finance minister Christine Lagarde has indicated her interest to lead the
International Monetary Fund.
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European shares rose for a second day on Wednesday with bargain hunters lifting
banking stocks. The STOXX Europe 500 banks index rose by 2.1pct. But miners were US BOND YIELDS

mixed - in London trade shares in BHP-Billiton were flat while Rio Tinto rose by = e
0.8pct. The FTSEurofirst index closed up 0.7pct while the German Dax rose by 0.3pct
and the UK FTSE edged 0.2pct higher.
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US sharemarkets rebounded on Wednesday. But luxury goods retailer Polo Ralph ] zz
Lauren was amongst the losers with shares down 11.4pct after weak profit figures.

Sharemarket trade was volatile, especially in the last hour of trade with the Dow
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quickly putting on 44pts only to lose all the momentum. But at the close, the Dow ! sy ahey 1 24
Jones was higher by 38pts or 0.3pct with the S&P 500 up 0.3pct and the Nasdaq 04 r 122
gained 15pts Or 0'6pCt' Z;Nov»lﬁ ‘ JB»J‘an-ll ‘ E-h/;ar»]l ‘ m»hl;ay»]l ‘ #
US treasuries eased on Wednesday (yields higher) as investors again had a taste for USD/JPY & EUR/USD

riskier assets like equities and commodities, in preference to government bonds. US 0 150
2yr yields rose by 2pts to 0.535pct and US 10yr yields rose by 1pt to 3.125pct. B

The US dollar eased against major currencies on Wednesday as risk appetite
improved. The Euro rose from lows near US$1.4015 to US$1.4115, ending US trade
near US$1.4085. The Aussie dollar rose from lows near US104.35¢ to US105.45¢
before ending US trade near US105.25¢. And the Japanese yen held between 81.80

yen per US dollar and JPY82.15, ending US trade near JPY81.95. I Py 10
US crude oil prices rose by almost 2pct on Wednesday, supported by a weaker doNovD  Bomn  BMan DMarn e
greenback and a drop in US distillate inventories (includes heating oil and diesel fuel) AUD/USD & AUD/EUR

in the past week. Distillate stocks fell by 2.05 million barrels to a 26-month low of 141 1 078

million barrels. The Nymex crude oil contract rose by US$1.73 or 1.7pct to
US$101.32 a barrel and London Brent crude rose by US$2.40 to US$114.93 a barrel.
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Base metal prices again rose on the London Metal Exchange on Wednesday in line
with other commodities as risk appetite improved and the greenback softened. 104 |
Metals rose between 1.4-2.6pct with zinc faring best. And the gold price also lifted
modestly with Comex gold futures up by US$3.40 an ounce to US$1,526.70. 100 |

AUD/EUR 0.72
(rhs

Ahead: In Australia private business investment (capex) data for the March quarter is ‘ ‘ ‘
released. Reserve Bank Deputy Governor Ric Battellino delivers a speech. In the US P —— DMayn
revised GDP data is released together with weekly jobless claims.
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Currencies 10 Yr Bond Yields (%) Commodities Equities
AUD/USD 1.0530 -0.3% Australia 5.13 -0.04 CRB Index 344.44 1.6% Dow 12,395 0.3%
NZD/USD 0.7978 0.2% Nz 5.14 -0.02 GS Index  #N/A N/ATH##### S&P 500 1,320 0.3%
EUR/USD 1.4085 -0.1% us 3.13 0.02 Aluminium$/t 2528 1.38% NASDAQ 2,761 0.6%
USD/JPY 81.97 0.0% AUless US 1.99 Copper $/t 9059 2.37% FTSE 5870 0.2%
GBP/USD 1.6275 0.6% NZlessUs 2.01 Lead $/t 2536 1.36% Shanghai 2,742 -0.9%
USD/CHF 0.8727 -0.8% AUD Sw ap Rates (%) Nickel $/t 23399 2.25% H.Seng 22,747 0.1%
AUD/NZD 1.3192 -0.5% 3mth 5.02 0.03 Zinc $/t 2227 2.59% Nikkei 9,423 -0.6%
AUD/JPY 86.31 -0.3% 3yr 5.25 0.02 Gold $/o 1525.2 -0.1% ASX200 4,585 -1.0%
AUD/EUR 0.7476 -0.2% 5yr 5.58 0.02 WTIOil $/b 100.72 1.6% NZSX50 3,554 -0.1%

Indicative market rate at 7am Source: Bloomberg

Michael Workman Senior Economist T. +612 9118 1019 E. michael.workman@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.



Global Markets Research
Economics: Daily Alert

Economics: Preview

AUSTRALIA & NEW ZEALAND

Thursday 26 May
AU CAPEX, Ql, q%ch, (f) 4.0 (1.3 prev)

New capital spending lifted by 1.3% in QIV, increasing to a record
high $29.7bn. The rise in the December quarter was driven by a
robust 6.1% increase in machinery and equipment. In contrast,
buildings and structures reversed some of the previous quarter’s
gains, falling by 2.8% in QIV. Significantly, expenditure intentions
indicated that nominal mining investment is expected to double
from 2010/11 to 2011/12. The ongoing surge in mining
investment continues to be the driving force. The first estimate of
2011/12 mining investment was $76bn, a 55.8% lift on the
equivalent estimate for the previous year. Consequently, if
intentions are met, mining investment could lift to 7% of nominal
GDP in 2011/12. It was only 1% a decade ago.

The QI data will provide an updated look at investment intentions
for 2011/12. We expect capital expenditure to remain robust in
2011. We are anticipating a rise of 4% in Ql.

INTERNATIONAL

Wednesday 25 May
UK GDP, QI P, q/y%ch, (0.5/1.8 prev)

The initial estimate of QI UK GDP indicated that in the first three
months of 2011 the UK economy had all but recovered the largely
weather induced contraction experienced in late 2010. Hence,
over QIV and Ql, growth in the UK economy was flat. The 0.5%
growth experienced in Ql was a function of a 0.9% quarterly
surge in service industries. This is significant as the services
industry constitutes almost 75% of the UK economy.
Manufacturing also rebounded in Ql, rising 1.1% in the quarter, or
4.8% in the year. The relative weakness of the GBP remains a
positive for UK export orientated manufacturers. In contrast,
construction remains a major drag on the UK economy. In Ql
construction declined 4.7%, the most in two years.

Thursday 26 May
US GDP, Ql, q%ch saar, (1.7 prev)

The US economic expansion decelerated by more than expected
in Ql. US GDP grew at an annualised 1.7% pace in the first three
months of 2011. The rate of growth in QI was the slowest since
QI 2010. However, the below trend QI economic growth was
largely a result of transitory factors. The primary drag on the
economy in the March quarter was the 5.4% annualised reduction
in Government Expenditure, the largest fall in 11 years. National
defence spending declined by its strongest annual pace (11.7%)
since 2005. The drawn out US Federal Government budget
negotiations capped defence spending. Budget rules prevented
the Defence Department from starting or revising programs, while
outlays were frozen at 2010 fiscal levels. Significantly, private
consumption, which accounts for some 70% of the US economy,
continues to grow rather robustly. In Ql, private consumption
increased by 2.7% (annualised).
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Given that a large number of the headwinds to growth in QI were
temporary, we remain confident that the US economy will
strengthen further in coming quarters.

Thursday 26 May

US Initial Jobless Claims, 21 May, ‘000, (409 prev)
US Continuing Claims, 14 May, ‘000, (3711 prev)

In the week ended 14 May, US initial jobless claims declined to
409,000, a four week low. In recent weeks the four week moving
average (AWMA) for jobless claims has trended higher. The
4WMA is currently at levels not seen since November 2010. In
contrast, continuing claims have not experienced such a large
relative upswing. In the week ended 7 May continuing jobless
claims were 3.711mn. Despite the recent lift, the level of
continuing claims is some 42% lower compared to a year earlier.

It appears that the recent upturn in jobless claims has been a
function of various one-off and seasonal factors. In general, the
US labour market has been showing signs of improvement in
recent months. However, the Federal Open Market Committee
continues to express concern about the pace of the labour
market recovery. As a consequence of the ongoing large US
output gap, we expect monetary policy to remain accommodative
in the US until the end of 2011.

Friday 27 May
US Pending Home Sales, Apr, m/y%ch, (5.1/-11.5 prev)

In March, pending home sales increased 5.1%, but remained
some 11.5% weaker compared to a year earlier. The recent
improvement in the labour market, coupled with declining home
prices and the attractive low relative borrowing costs appears to
have brought on the recent lift. While pending home sales are
often used as a leading indicator for the property market, as they
track contract signings, it should be noted that they are
notoriously volatile. Hence, despite rising in the past two months,
pending homes sales have actually tracked sideways over the
past five months. That being said, it does appear that pending
home sales have bottomed. However, any significant and
sustained acceleration is unlikely in the short to medium term,
given the relatively drawn out recovery in the labour market.

Friday 27 May
US PCE Core, Apr, m/y%ch, (0.1/0.9 prev)

In March, the US Federal Reserve’s (Fed) preferred measure of
inflation, the PCE (excluding food and fuel) matched the previous
months annual pace, rising by 0.9%. In the month, the PCE core
rose 0.1%. Given the recent results, it appears that underlying
price pressures are beginning to develop in the US economy,
albeit at a rather subdued pace. Despite the upturn, any
significant acceleration in core prices appears unlikely in the
short-term. The ongoing struggle for producers to pass on higher
input costs to consumers, due to a lack of competitive pressures,
remains an obvious concern. The lack of sustained price
pressures remains a cornerstone for the Fed’s decision to keep
monetary policy accommodative for an extended period.
Although QEIl ends in June, the move to tighten policy will remain
contingent on the strength of the incoming US economic data.
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Economics: Review

AUSTRALIA & NEW ZEALAND

Australia

Yesterday in Australia the Ql construction work done figures CONSTRUCTION WORK DONE
were released. The volume of construction work done rose by $bn (by sector, $bn) $bn
0.7%, driven by a solid rise in private sector activity. 15 34

Private

Public sector activity fell in the residential and non-residential
sectors, as fiscal stimulus wore off. 12 oo ] .5

Engineering construction activity continues to lift, as infrastructure
and mining construction activity gears up. P P A 2

The QI construction work done data illustrates the divergent F}Tr?s”)c

trends at play in the economy. Private sector construction activity 6 A ] 16
is recovering in aggregate. Total private construction work done
rose 2.5% in Ql, to be 8.8% higher than a year ago.

3 10

But the strength is lopsided (engineering), or in sectors expected Dec.99 Dec-01 Dec-03 Dec-05 Dec-07 Dec-09

to experience weakness in future (residential). Private
construction activity reached a new record high, but private non-
residential construction is at 6-year lows.

Private residential construction activity rose by a surprisingly strong 3.5% in Ql, against a backdrop of weakening
approvals data and rising interest rates.

The removal of fiscal stimulus is dragging on the economy. Public residential and non-residential construction activity
both experienced declines of ~20% in QI as the unwinding of stimulus spending accelerated. Strength in public
engineering construction (infrastructure) held up overall construction activity in Ql. Public engineering construction rose
6.4% in Ql, to be 7.7% higher than a year ago.

Signs of emerging price pressures are evident in the construction sector data. The construction deflator lifted 0.8% in Ql,
taking annual growth to 2.6%. The pace of construction sector inflation is set to pick up from here, but divergences
between sectors are likely initially. Construction inflation resumed in QI 2010, but the pace has been accelerating. As
activity in the sector picks up, the risks lie with a further acceleration as supplies of labour and materials tighten. Skills
shortages could become more evident, and costly for projects underway. Tomorrow’s QI Capex figures are likely to show
that investment expectations remain extremely strong in 2011/12. Rising construction costs, particularly in the
engineering construction segment, could result in cost blowouts and schedule delays for major projects.

New Zealand
No major economic data was released yesterday.
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 20171.

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.

US & CANADA

United States
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B US durable goods orders were weaker than expected in April, largely due to supply disruptions in Japan. The 3.6%
decline unwinds some of the 4.4% increase in March. Market expectations were for a 2.5% decline. Much of the
decline was due to slump in aircraft orders, with Boeing affected by a component shortage due to disruption in
Japan.

B US house prices fell 2.5% over Q1, to be 5.5% lower on year-ago levels. The high number of foreclosure sales
continues to weigh on house prices. Foreclosure sales have accounted for 38% of house sales this year. Research
done a US real-estate company shows that foreclosure sales prices are usually 28% below prices on non-distressed
houses.

B Stronger commodity prices helped boost US equity market in late trade overnight, helping shrug off the weaker
economic data.

® Oil prices lifted to a 2 week high, following a report that US inventories of diesel and heating oil have fallen to the
lowest level in 2 years on the back of strong demand.

Canada
B No major data releases 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.

EUROZONE & UK

Eurozone

B No major data released on Wednesday.

B G8 Leaders meet in Deauville tonight and Friday.
UK

B UK GDP growth was unrevised from its previous estimate of 0.5% over Q1. The increase follows a 0.5% contraction
over Q4. Underpinning Q1 growth was a 3.7% lift in exports, resulting in a net export contribution of 1.7 percentage
points. Domestic demand remains fragile, with consumer spending falling 0.6% and company investment down 4.4%.
Government sector cut backs are expected to weigh on economic activity going forward.

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.

Bank of England view

Members of the BoE are becoming more concerned about UK inflationary pressures. But, most members expect
significant spare capacity to dull the near-term pressures. We expect the first move in QIl 2071.

CHINA & JAPAN
Japan

B Japan exports fell in line with market expectations over April, 12.5% lower on year-ago levels. The decline in exports
follows the earthquake and tsunami in March, resulting in power shortages and disruption to manufacturing
production activity. Reflecting the extent of disruptions, exports of automobiles fell to its second lowest level on record
since data began in 1979. (Source Bloomberg).
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China
B No major data released.

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
Mon 23 May  12.30 CH HSBC flash China manufacturing PMI May Index 51.8 ~ ~
15.00 JP Coincident index Mar Index 103.6 ~ ~
15.00 JP Leading index Mar Index 99.5 ~ ~
15.00 JP Supermarket sales Apr y%ch 0.3 ~ ~
Tue 24 May 13.00 NZ RBNZ 2yr inflation expectation Qll % 2.6 ~ ~
Wed 25 May  09.50 JP Merchandise trade balance total Apr ¥bn 189.4 -696.1 ~
09.50 JP Adjusted merchandise trade balance Apr ¥bn 96.3 -651.1 ~
09.50 JP Merchandise trade exports Apr y%ch -2.3 -12.7 ~
09.50 JP Merchandise trade imports Apr y%ch 11.9 12.8 ~
10.00 AU Conference board leading index Mar % 0.6 ~ ~
10.30 AU Westpac leading index Mar m%ch 0.4 ~ ~
11.00 AU Consumer inflation expectation May % 3.5 ~ ~
11.30 AU Construction work done Ql m%ch 0.8 ~ 3.0

Thu 26 May 09.15 AU Speech by Ric Battellino, Deputy Governor, to the 2011 Annual Stockbrokers Conference, Hilton Hotel, Sydney

09.50 JP Corporate service price index Apr y%ch -1.2 -1.1 ~
10.30 AU CBAHIA House Affordability Ql Index 53.5 ~ ~
11.30 AU Capex Ql q%ch 1.3 ~ 4.0
y%ch 5.6 ~ -
Fri 27 May 09.30 JP National CPI Apr y%ch 0.0 0.3 ~
09.30 JP National CPI ex-fresh food Apr y%ch -0.1 0.6 ~
09.30 JP National CPI ex food and energy Apr y%ch -0.7 0.0 ~
09.50 JP Retail trade Apr m%ch -7.6 3.9 ~
y%ch -8.3 -5.1 ~
09.50 JP Large retailers' sales Apr % -7.7 -1.6 ~
11.35 CH MNI business condition survey May Index 69.3 ~ ~
12.00 CH Industrial profits Apr ytd y%ch 32.0 ~ ~
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Calendar - North America & Europe

Time Forecast
Date AEST Econ Event Period Unit Last Market CBA
Mon 23 May  08.30 GE PMI manufacturing May Index 62.0 61.1 ~
08.30 GE PMI services May Index 56.8 57.0 ~
09.00 EZ PMI composite May Index 57.8 57.4 ~
09.00 EZ PMI manufacturing May Index 58.0 57.5 ~
Tue 24 May  07.00 GE GDP QlF q%ch 1.5 1.5 ~
09.00 GE IFO - current assessment May Index 116.3 ~ ~
09.00 GE IFO - expectations May Index 104.7 ~ ~
10.00 EZ Industrial new orders nsa Mar m%ch 0.8 -1.8 ~
15.00 us New home sales Apr ‘000 300 305 ~
15.00 us Richmond Fed manufacturing index May Index 10 10 ~
Wed 25 May  09.30 UK Total business investment QP q%ch 0.0 ~ ~
09.30 UK Private consumption QP q%ch -0.3 0.2 ~
09.30 UK Exports QP q%ch 1.7 ~ ~
09.30 UK Imports QP q%ch 3.2 ~ ~
09.30 UK Government spending QP q%ch 0.4 ~ ~
09.30 UK Gross fixed capital formation QP q%ch -1.8 ~ ~
09.30 UK GDP QP q%ch 0.5 0.5 ~
y%ch 1.8 1.9 ~
13.30 us Durable goods orders Apr m%ch 4.1 -2.0 ~
13.30 us Durables ex transportation Apr m%ch 23 0.6 ~
15.00 us House price index Mar m%ch -1.6 -0.6 ~
Thu 26 May 13.30 us GDP (annualised) Qs q%ch saar 1.8 2.2 ~
13.30 us Personal consumption Qs q%ch saar 2.7 2.8 ~
13.30 us Core PCE Qs q%ch saar 1.5 15 ~
13.30 us Initial jobless and continuing claims May ‘000 ~ ~ ~
Fri 27 May 00.01 UK GfK consumer confidence survey May Index -31.0 -32 ~
10.00 EZ Economic confidence May Index 106.2 ~ ~
13.30 us Personal income Apr m%ch 0.5 0.4 ~
13.30 us Personal spending Apr m%ch 0.6 0.4 ~
13.30 us PCE core Apr m%ch 0.1 0.2 ~
y%ch 0.9 1.0 ~
14.55 us University of Michigan confidence May F Index 72.4 72.4 ~
15.00 us Pending home sales Apr m%ch 5.1 -1.0 ~
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