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Important Information

This advice has been prepared without considering your objectives, financial situation or needs, and
before acting on the advice, you should consider its appropriateness to your circumstances.

Commonwealth Bank of Australia (“CBA”) as a provider of investment, borrowing and other financial
services undertakes financial transactions with many corporate entities in Australia. This may include any
corporate issuer referred to in this report.

For US and US investors: If you would like to speak to someone regarding the subject securities
described in this report, please contact Commonwealth Australia Securities LLC (the “US Broker-Dealer’),
a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act’) and a
member of the Financial Industry Regulatory Authority (“FINRA”) at 1 (212) 336-7737. This report was
prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of
Australia ABN 48 123 123 124 AFSL 234945("the Bank") and distributed in the U.S. by the US Broker-
Dealer. The Bank is not registered as a broker-dealer under the Exchange Act and is not a member of
FINRA or any U.S. self-regulatory organization. Commonwealth Australia Securities LLC (“US Broker-
Dealer’) is a wholly owned, but non-guaranteed, subsidiary of the Bank, organized under the laws of the
State of Delaware, USA, with limited liability.

Please see further disclaimers at the back of this document. Please also view our website at
www.research.commbank.com.au for a more detailed disclaimer.
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Our View

Global growth to run near trend
natural disasters disrupting activity but upside risks in some advanced economies;

growth skewed towards emerging economies — commaodity supportive;
financial market shocks and balance sheet strains the main risk to the real economy.

Australian to run at trend or a touch higher
base momentum locked in by the China-commodity-income boost and capex boom;
nominal strength driving capex plans and labour hiring;
consumer caution in a rising rates environment the key domestic risk;
limited economic slack so inflation risks are to the high side;
flood impact a short-term risk to growth and inflation.

Economic policy and markets
inflation risks and resource allocation needs mean cash at 5%% by early 2012;

global recovery and policy moves imply higher yields and a flatter curve;

spreads to narrow and curve to flatten;
AUD to move higher (USD1.12 peak) before secular USD uptrend begins late 2011.
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The Australian Consensus

Evolution of consensus Australian growth and inflation forecasts

% AUS CONSENSUS FORECASTS Consensus forecasts for
(annual % change) % . .
4 4 economic growth envisage a

flood-related hit in 2011 and a
sizeable bounceback in 2012.

Inflation is expected to run at
the top end of the RBA’s 2-3%
target range.

1 p--—-=========== === === === === 1
Source: ConsensusEconomics
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Forecast made in...
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CBA & The Consensus

Fundamentals:
Growth

Growth risks
Inflation

Inflation risks
Unemployment
Current a/c balance
Rest of World

Markets:
Short end
Long end
AUD
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CBA Economic Forecasts

2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2006 2007 2008 2009 2010 2011 2012
(@) @) (@) (f) (f) (f) (@) @) (@) @) (@) (f) (f)
Economic Activity
Private final demand 6.4 0.1 0.8 2.9 5.6 4.4 3.7 7.1 3.1 -0.7 2.0 4.4 5.2
Of which: Household spending 4.7 0.2 2.1 3.0 3.1 3.0 3.4 54 1.9 1.0 2.7 3.1 3.0
Dwelling investment 1.2 -1.9 2.1 2.4 4.1 -0.2 -3.0 3.0 2.1 -4.2 4.8 2.3 2.8
Business investment ~ 15.8 1.4 -4.9 4.3 15.1 10.8 8.5 16.1 9.5 -5.3 -0.9 10.9 14.1
Public final demand 4.2 3.6 6.7 6.0 2.7 0.4 3.7 3.4 6.3 1.6 9.1 5.1 -0.6
Domestic final demand 5.9 0.9 2.1 3.7 4.9 3.4 3.7 6.3 3.8 -0.1 3.6 4.6 3.8
Inventories (contrib to GDP) 0.0 -0.4 0.3 -0.1 0.1 0.1 -0.4 0.6 -0.3 -0.4 0.4 -0.1 0.2
GNE 5.9 0.4 2.4 3.6 5.0 3.5 3.2 6.9 3.5 -0.5 4.1 4.5 4.0
Exports 4.0 2.6 51 3.4 7.1 8.5 2.3 2.5 4.7 2.8 5.3 3.8 8.4
Imports 14.6 -3.3 4.9 10.1 10.3 8.5 7.0 12.2 11.5 -9.0 13.2 10.5 8.6
Net exports (contrib to GDP) 2.1 1.4 0.1 -1.5 -0.8 -0.1 -0.8 -1.9 -1.5 2.8 -1.6 -1.6 0.0
GDP 3.8 1.4 2.3 24 4.1 3.4 2.6 4.6 2.6 1.3 2.7 2.9 3.8
Prices & Wages
CPI 3.4 3.1 2.3 3.0 3.0 2.7 3.5 2.3 4.4 1.8 2.8 3.2 2.9
Underlying CPI 3.7 4.3 3.1 2.3 3.0 2.9 2.8 2.9 4.4 3.7 2.6 2.6 3.1
AWOTE 4.9 5.5 5.6 4.0 4.2 3.9 3.4 4.8 4.8 5.7 4.9 4.0 4.2
WPI 4.1 4.1 3.0 3.9 4.1 4.0 4.2 4.0 4.2 3.6 3.3 4.2 4.0
Real h/hold disposable income 2.9 8.5 1.0 4.3 1.3 2.8 5.7 6.4 4.7 5.8 2.2 2.8 1.9
Labour Market
Employment 3.0 1.6 1.4 3.0 1.7 2.0 2.6 3.1 2.8 0.7 2.7 2.2 1.8
Unemployment rate 4.2 4.9 5.5 5.0 4.6 4.5 4.8 4.4 4.3 5.6 5.2 4.8 4.5
External Accounts
Current Account: $bn -74.5 -38.5 -53.3 -28.2 -47.1 -56.2 -55.2 -70.2 -55.2 -52.9 -34.5 -35.6 -54.7
% of GDP -6.3 -3.1 4.1 -2.0 -3.2 -3.5 -5.3 -6.2 -4.5 -4.2 -2.6 -2.5 -3.6
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“Looking Through”

2010: a good finish

KEY INDICATORS
% (% change)

Non-farm  Exc flood
GDP impact \

Employment
(rhs)

Sep-06 Sep-07 Sep-08 Sep-09 Sep-10 Sep-11

Real GDP rose by 0.7% in QIV 2010
(or 2.7%pa).

Initial impact of floods reduced
output growth by =%4-Y2ppt.

Implications:
Qlll weakness an aberration;

economy well placed to absorb
the “black swan” events of early
2011.
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“Looking Through”

2011: a bad start

EMPLOYMENT HOUSING EINANCE EXPORTS BY STATE
Index (Oct'08=100) Index  |ndex (Sep'08=100) Index  $PN (nsa) $bn
107 107 160 160 9 18
Rest of
Rest of Australia
Australia (rhs)
140 140
104 [-=-==----ssssm-m--oo -1 104 6 12
120 120
Queensland
101 f--==-z----—=fff -1 101 3 6
100 100
Queensland
(Ihs)
98 . . =~ 98 80 : : : 80 0 . . =~ 0
Jun-08 Jun-09 Jun-10 Jun-11 Jun-07 Jun-08 Jun-09 Jun-10 Jun-08 Jun-09 Jun-10 Jun-11

Queensland data for early 2011 was exceptionally weak.

Distorting “headline” outcomes.
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“Looking Through”

2011: rebuild
RETAIL TRADE :
Index (Jan'lO=100)) Index Index CBA PSI BY STATE Index
66 66
104 p-=-=-=—=—=———— e - - - - 4 104
Rest of
Rest of Australia
Australia 54 - =NVt - 54

102 f---------- e -k 1 102

42 - 42
100 -~ ----V---------- - 100

Queensland Queensland

98 : ' : ' ' 98 30 ' ' 30
Jan 10 Apr10 Jul1l0 Oct10 Jan1l April Jul-08 Jul-09 Jul-10

Some QId indicators have “bounced”.

Supports the view that the depressing influence of the floods will be shortlived
and that the rebuild stimulus will offset much of the output loss.
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The Budget & The Economy AUSTRALIA: NET LENDING BY SECTOR

% (% of GDP) %

What did we want? 4 e Il ___._ Households _ __ _|
(Ihs)

The fundamental policy challenge is dealing o
with inflation risks and resource allocation
pressures in a fully-employed economy. l

11 o

Mining Boom Mk Il means businesses will [“II“""I' "["_"'1]]]]‘"
be large net borrowers. S—

__________________ Business __.____-4 _g

Global uncertainties and fragile markets (ths)
place a limit on accessing the savings of the 12
rest of the world.

4 [--="=====- Government

Mining boom MKk Il is also driving significant (ths)
structural change. 0

Implications for the Budget: )

measures to get the Budget back into 8
surplus as soon as possible;

e msanadsavne. ittt 1

Rest of World

measures to assist structural change and (ths) B’
ameliorate negative externalities. 1980 1985 1990 1995 2000 2005 2010 10
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The Budget & The Economy

What did we get? The Budget & the cycle

FISCAL STIMULUS

% ((-) stimulus/(+) contraction)) %
3.0 3
0.0 0

3.0 [mmmmmmmmmmmm oo mm oo -3
Ch in underlying
balance*
(% of GDP)
-6.0 -6

1979/80 1987/88 1995/96 2003/04 2011/12

Fiscal policy is moving in a
contractionary direction,
complementing monetary policy.

The swing in the underlying budget
position, a proxy for the policy stance,

IS equivalent to 3.8% of GDP from
2010/11 to 2012/13.

Limited household-related initiatives
Impose some restraint on the upper
end of the income range (eg winding
back health insurance rebate flood
levy) but support activity at the lower
end of the range (eg changes to low

Income tax offset).
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The Budget & The Economy

What did we get? The Budget & the RBA

FISCAL POSITION : . : . .
% (underlying balance, % of GDP) % Fiscal policy is moving in a

3 3 contractionary direction but that has
May'08 )
been the case for a while:

Budget
2011 Budget just keeps that
0 consolidation on track.

Fiscal consolidation fully factored in
to RBA forecasts (which still show a
A Il WY 7 20 A -3 rising inflation trend not consistent
with the 2-3% target).

Budget

The Budget won’t change the
direction of monetary policy

-6 -6
2005/06 2007/08 2009/10 2011/12 2013/14
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The Budget & The Economy

Revenue surprise

10

-10

1979580 1987538

REVENUE & GROWTH

{(annual %= change)

Hominal
GOP

s

Forecast

Hominal
rayenue

199596 2002204 201172

10

-10

Revenue growth surprisingly strong
given pre Budget commentary about
revenue pressures and shortfalls.

Nevertheless, Budget projections
assume that Mining Boom Mk Il won’t
generate the same “rivers of gold” as
Boom Mk I.

The high AUD and the deductions
generated by rising mining capex are
expected to dilute the revenue
contribution from high mining profits.

Accumulated losses are expected to
restrain capital gains tax revenues.

Risk is that revenues surprise on the
high side.

/13
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The Budget & The Economy

Rivers of gold?

MINING INDICATORS TWI & PROEIT SHARE
Index (start=100) Index (rolling 10-yr correlation)
1.0 1.0
Mining Boom Mkl Mining Boom MK Il
250 p-=-=-=-=-==2-"f-——"""""7—77===-=---- -1 250
0.5 -1 0.5
Profit
Capex
0.0 0.0
150 == W~~~ ¥.~"~""F4d-"~—"~"~"~"-- -1 150
-0.5 -1 -0.5
Source:
CBAJ/ABS/ATO
50 1 1 1 1 1 1 1 1 1 1 50 _10 -10
03/04 05/06 07/08 09/10 11/12 13/14 1980/81 1987/88 1994/95 2001/02 2008/09

Historical experience says Mining Boom Mk Il will generate revenue.

The higher AUD is an income story — less threatening for revenues?
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The Budget & The Economy

Not adding to the problem

%
6

EMPLOYMENT GROWTH

(publicvstotal, year average growth)

Federal
government

Total
employment

02/03 04/05 06/07 08/09 10/11

%

Spending restraint in the Budget will
be paying off in 2011/12.

Government will not be adding
significantly to labour market
demand. Only 1,104 extra Federal
Govt jobs.

Smallest % growth in Federal
payrolls since at least 2001/02.

Good for interest rates, bad for
Canberra’s economy.
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Expenditure Forecasts

Spending restraint sustained, but signs of weakening resolve post 2012/13

%
16

12

REAL GOVERNMENT SPENDING

(annual % change)

Long-run average: 3.2%pa

|

Al Y h bl
[P IR RAIA ]

———————————— Early Coalition - = --
"Banana Budgets
republic”

1979/80 1987/88 1995/96 2003/04 2011/12

%
16

12

The 2% limit for growth in real
spending has been met.

The fiscal effort is a middle-of-the-road
type outcome compared with previous
efforts at fiscal repair.

Signs discipline may be fraying post
surplus are developing.
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The Budget & The Economy

What did we get? The Budget & the long run

GDP = a p(1-4)0 11

Where:
B = population size
a = % of population of working age
p = participation rate
M = unemployment rate
@ = average hours worked

™ = GDP per hour worked

The fundamental economic growth
equation over the long run is a based
on the 3 P’s — productivity,
population and participation.

Policy makers tend to dress up all
measures as adding to the 3P’s.

But measures focussing on
increasing skilled migration,
educating and skilling the workforce,
improving the welfare-to-work trade-
off and boosting infrastructure are all
positives for the longer-run economic
picture.



The Budget & Structural Change

Australia to benefit from “Phase II” given proximity and capabilities.

Global middle class by region, persons Phase two comes with rising Asian
a5 I Bilions ¢ middle class.

Shift in demand growth from
commodities to higher-order goods
and services.

2009 2020 2030
mhlath America Europe . . . .
mhsigPacific mZentral and South America BenefItS beglnnlng tO ﬂOW tO Wlne,

mAfica and Middle East . . . .
tourism and education industries.
Source: Kharas and Gertz (2010).
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“Looking Through”

Locked and loaded

THE TERMS OF TRADE THE CAPEX PIPELINE
Index Index $on (valueof work yetto bedone) $bn
125 125 150 150
100 100 100 100
75 75 50 50
50 ' ' ' ' ' 50 0 ' ' ' ' ' 0

1984 1989 1994 1999 2004 2009 Sep-84 Sep-89 Sep-94 Sep-99 Sep-04 Sep-09

Robust income growth locked-in through elevated commodity prices.

Robust capital spending locked-in through multi-year projects that have started.
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Investment outlook

Economy needs to make room for investment boom

CAPITAL EXPENDITURES CAPEX BY ASSET TYPE
% (nominal, % of GDP) % % (share of total capex) %
15 ; 15 80 ; 80
| Machinery & Equipment |
12 = 12 i
! 60 +H o0
9 9 i
6 6 Buildings & Structures
, 40 40
Machinery &
Equipment i
3 fmmmm=m-- N\ - -1 3
Buildings &
Structures '
0 1 1 1 1 0 20 1 1 1 1 1 20
1974-75 1982-83 1990-91 1998-99 2006-07 1974-75 1982-83 1990-91 1998-99 2006-07

Firms planning major investment surge in 2011/12. $50bn boost to $182bn.

Rest of economy (consumers) will need to make room for construction
intensive boom.
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Investment outlook

Planned mining investment boom bigger than any before

ADVANCED MINING PROJECTS MINING INVESTMENT
$bn $bn % (0/0 of GDP) %
150 150 8/ i §
Source: ABARE i
Total i
I i H1 6
100 100
Buildings & !
Structures i
N LR EEE LR T i 4
Previous
Machinery &
50 50 Equipment
2 ---- -1 2

1995 1997 1999 2001 2003 2005 2007 2009 2011 1962/63  1974/75  1986/87  1998/99  2010/11

Mining investment to increasingly dominate investment outlook.

Recent survey suggests investment spending to double to $100bn in 2011/12.
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Investment outlook

Economy needs to make room for investment boom

SHIFT IN EMPHASIS SHIFT IN EMPHASIS
% (% share of GDP) % % (% share of GDP) %
20 I 62 20 i 20
Actuals ! Actuals !
|
: Business I
| investment !
: I e e 15
15 [====-===-----1 60
Household
sector*
10 F=--" NN Yo -/ -~~~ ——1 10
Business
investment
10 F-Y-MYW-H--------------1 58
5 5
|
* Consumer spending  Fore
and housing inv. icasts
+>
5 1 1 1 1 56 O 1 1 1 1 ! 0
Jun-94  Jun-98 Jun-02 Jun-06 Jun-10 Jun-94  Jun-98 Jun-02 Jun-06 Jun-10

Private investment needs to be complemented by public investment for growth.

That leaves household sector to be the one to make way.
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Investment outlook

But can we build it?

OUTPUT & EMPLOYMENT

NdeX " (Index, smoothed, Aug 2001=100) $°°°

200 160
160 f--------—--—-"=-"=-—=-=-"="=-"-"f-~-"---- 120
Value Added
per employee
(rhs)
120 fp=-==5~--=-N\o- S-S - 80
/\ -
—
80 === "="=""-= - mmmmmm————— 40
Construction
Value Added (lhs)
40 0

Nov-94 Nov-97 Nov-00 Nov-03 Nov-06 Nov-09

$/wk
1300

1200

1100

1000

900

800

CONSTRUCTION & WAGES

Possible
constraint?

6

7

8 9
Share of labour market

Building more requires more people working in construction sector.

Attracting skilled workers pushes up wages, and economy-wide costs.

10

$/wk
1300

1200
1100
1000
900

800
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Consumer Caution

The new frugal consumer?

RETAIL SALES
% (trend,annual % change) %
12 12
Mining
States

Australia

6 6
3 M= WVH """ 3
Non-mining
States
O L L L L L 0

Jul-00  Jul-02  Jul-04 Jul-06 Jul-08 Jul-10

Retail sales growth has been
sluggish, following the stimulus.

Weakest in mining states, which
were worst hit by slashing of
mining jobs during GFC.

Appreciation of $A driving down
cost of imported goods, making
sales growth challenging.
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Consumer Caution

More retail caution than consumer caution
CONSUMER SPENDING

%
12

(national acconts basis, nominal)

Non-
retail

Retalil

0

Mar-00 Mar-02 Mar-04 Mar-06 Mar-08 Mar-10
Retail is weak but the non-retail parts of consumer spending are stronger.

%

12

Consumer Price Inflation*

% Non-tradables

Year-ended

Tradables

Excluding deposit & loan facilities| Excluding food, fuel and tobacco

224

|
2002 2006 2010 2002

*  Adjusted for the tax changes of 1999-2000
Sources: ABS; RBA

| o

-3
2006 2010

%

The gap is partly a reflection of divergent price trends — most retail spending is
on “goods” where prices falling courtesy of high AUD.
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Consumer caution...

Dollar dazzlers — it’s not just the miners who’ll feel the hit...

THE CONSUMER IMPORT BASKET

$

(pricerelativeto mid 2001)

110

100 [-gR-"--------------------o

90

80

v

70
Sep-00

Sep-03

Sep-06

Sep-09

$
110

100

90

80

70

The AUD is a key channel for
distributing the income effect of the
commodity boom.

The cost of the typical consumer
import basket has fallen — the
“savings” are available to spend
elsewhere.

Imported capital goods prices should
also fall.
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Consumer Caution

Or the old party-hard consumer?

CBA HOUSING INDICATORS
(weekly annual % change)

%

(=)

200
Web hits
(adv 2 weeks)
100 p-—-=—=======------
0
Housing
lending
-100

Jan-04 Aug-05 Mar-07 Nov-08 Jun-10

%
200

100

-100

%

CBA: CONSUMER ACTIVITY
(smoothed annual % change)

14
Holiday
finance
(rhs)
o r-——-—w-—-"—-"—"VvV - -
Car finance
(rhs)
6 e = A =R e e e ) e e D e ., e e e e e e e = -
Credit
card usage
(Ihs)
2 1 1 1 1

Jan09 Jul09 Jan10 Jull0 Jan1ll

%
80

40

-40

Spending on new cars, housing, overseas holidays doesn’t sound all that

frugal.
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Consumer Caution

Hip pockets are swelling

HOUSEHOLD INCOMES
% (nominal, annual % change) % Strong employment growth, and

15 15 . . .. .
Household disposable rising wages are driving a big

income

1 recovery in household incomes.

9 9
Consumption yet to

6 6 meaningfully respond to income
growth.

3 3

0 0

Wages and Salaries
3 3

Dec-89 Dec-95 Dec-01 Dec-07
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Consumer Caution

How retro! Saving like it’s the late 70s, early 80s...

$'000
1.0

0.8

0.6

0.4

0.2

0.0

-0.2

H'HOLD SAVINGS PER CAP.
(savings per quarter)

Nominal

1 0.8

Jun-75 Jun-85 Jun-95 Jun-05

What’s old is new again.

1 0.6

1 0.4

$'000

1.0
Household savings, in per capita
terms is back at pre-deregulation
levels.
Adjustment of balance sheets

1 02 following financial reforms and

inflation targeting has run its

0.0 course.

-0.2

Household appetite for additional
debt appears limited.
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Consumer Caution

RBA sees “risk of outbreak”

100

80

60

40

20

PROP. OF ADD. INCOME SPENT

0 (increasein HFCE as % of HDlincrease) 120

100

80

60

40

20

60-65 70-75 80-85 90-95 00-05 OQIV-10

WEALTH & SAVINGS

% (% of h/h disposableincome)
20

13

5

-3

Wealth
(inverse, rhs)

-10 '

Sep-60 Sep-69 Sep-78 Sep-87 Sep-96 Sep-05

%
300

425

550

675

800

RBA is welcoming the current high savings rate. But it sees a potential

unleashing of consumer capacity as a threat to inflation, and rates.
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Consumer Caution

Retail deadweight — the net

CREDIT CARD SPEND CREDIT CARD SPEND
% (annual % change) % % (% of total) %
60 60 4.0 4.0
International
e-Commerce
i (inc business |
40 & corp) 40 3.5 3.5
International
20 o RV VR e \J 20 30 e-Commerce 30
(inc business
& corp)
Total
Source: Mastercard Source: Mastercard
0 1 1 1 1 0 2.5 . . . . 2.5
Jan 09 Jul 09 Jan 10 Jul 10 Jan 11 Jan09 Jul09 Jan10 Jull1l0 Jan11l Julll

The leakage of retail spending onto the net looks relatively small.
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Consumer Caution

Retail deadweight — Men are from Mars...

CONSUMER PERCEPTIONS WHO DOES THE SHOPPING?

% (% who believeeconomyis strong) % (% of total expenditure)
60 60

Source: CBA Viewpoint Male Female
1

\

Food & grocery

Fast food _
Retail

Dept Stores ' i
7o R I S —— 40 P : items

Clothing etc

Furnishings

Female

Fuel

20 -——=—=F -\ Ff-—~——"—""—"—--- -1 20 -
Utilities

Non-
retail

Telco items
Recreation T

Health

0 { I N T T N U T O Y N TN NN NN N N N NN N I U N N o

Apro9  Oct09  Apri0  Oct10  Aprill Source: CBA Viewpaint 50 100

Females are less optimistic than males.

Women tend to dominate retail spending and men dominate in non-retail areas.
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Consumer Caution

What needs to change?

CONSUMER PERCEPTIONS
(what hasto change foreconomyto be"strong")

Employment

Interest rates

Cost of living/inflation
Gov strength/policy/quality
Government spending
Retail spending
Currency strength

Living standards/income
Salary/wages

Balance of trade/GDP
Property prices

Debt levels

The economy

Sharemarket *Source: CBA Viewpoint

0 36

(% oJr'%es pondzeérlns)

Labour market the key to restoring
consumer appetite to spend.

Other factors include interest rates,
inflation backdrop and government
support for the economy.

The Aussie dollar, as a barometer of
economic virility, also stands out.

Higher interest rates may not
dominate the consumer story when
job security concerns are low.
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Consumer Caution

Are job opportunities a factor?

UNEMPLOYED
'000

360

320

280

240

Female

200
Jan-02 Jan-04 Jan-06 Jan-08 Jan-10

‘000

360

320

280

240

200

Females did a better job of keeping
their jobs during the GFC period.

But those that lost them ‘appear’ to
have had trouble getting them back.

No major difference in pace of jobs
growth. Stronger female
participation the driver.



The Jobs Surge

Employment: strength continues

'000
45

30

15

-15

CBA JOBS INDICATOR
(implied jobs growth*)

*smoothed 3 month change

Jul-99 Jul-01 Jul-03 Jul-05 Jul-07 Jul-09 Jul-11

‘000
45

30

15

-15

Labour demand remains robust.

CBA indicator has pulled back, but
remains at the high end of the
range.

The indicator suggests average
employment growth of >20k per
month.
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The Jobs Surge

Employment: volatile headlines

LABOUR MARKET

%

55 pm=====m—f ¥

49 gg-—----f-------m---—f--

4.4

Employment
growth
(rhs)

Unemployment
rate (Ihs)

3.8

Jan-08 Sep-08 May-09 Jan-10 Sep-10 May-11

‘000

100

50

-50

Employment growth affected by
natural disasters.

Though pace of gains set to
moderate from H2 2010 strength.

Moderation necessary to avoid
inflationary clash as supply of
workers tightens.
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The Jobs Surge

Employment: Where will they come from?

WORKING AGE POPULATION

(% change)
%
22 [~ mm VY
_________ _ annual N W
1.9 growth (Ihs)
16 77—  mommmss—mm=a=—
monthly
growth (rhs)
13 f~-——=--- -- ‘ ity | | el || iy
1.0
Jan-05 Jan-07 Jan-09 Jan-11

%

0.8

0.6

0.4

0.2

0.0

Supply of workers not keeping
pace with jobs growth.

Slower jobs growth of last few
months “welcome” in that it has
staved off inevitable clash of
supply vs demand.

But that was only temporary. (Qld)

Weakening population growth
means monthly jobs growth above
12k will put downward pressure on
unemployment rate.
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Thank the dollar!!

High Australian dollar muting rise in global food prices

FOOD PRICES & CURRENCY

Index (Index, 2002-04 = 100) Index The UN’s measure of global food
300 300 prices has reached a record high.

FAO Index, AUD Global food prices have risen by
S Y 250 2/3rds since February 2009.

200 [---mooooooooo- 1 200

Therise in the $A means that global

150 -\ f--- S ------ 150 food prices are yet to reach late
UN FAO USD 2008 peak.
Food Price Index
100 [av/mmrmmmm e 100 Food prices up only 26% since
mid-2009.

50 1 1 1 1 50

Fall in currency will bring food price
Jun-02 Jun-04 Jun-06 Jun-08 Jun-10

inflation “onshore”.
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Driven to the wall?

Rising world oil prices beginning to be felt at the pump

c/l

PETROL PRICES

(Monthly & Quarterly Averages)
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World oil prices have risen from
US$60/barrel in early 2009 to
US$105/bbl 2 years later.

Tensions in the Middle East swelled
prices, with some pullback following
disasters in Japan.

Rise in Australian dollar has helped
mute impact on $A petrol prices.

Limited prospects of higher
currency means protection limited.
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Utilities shock

Utility spending taking growing share of household spend

%
3.0
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Utility spending rising by nearly
20%pa.

Rising prices part of the equation.

Increasing use of electricity, gas
and water also contributing.

Higher share of income on record.
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Inflation Outlook

2011 risks: the structural & the cyclical
CPIl: SELECTED ITEMS EXPECTATIONS & WAGES

s %pa %
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A set of structural factors at work to boost inflation

The downside of a strong labour market is upside cyclical pressure on inflation.
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The RBA & Monetary Policy

What to watch?

CASH RATE & UNEMPLOYMENT

ppts  (changeover pastthreemonths)
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Unemployment remains the best indicator of the relationship between the
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The RBA & Monetary Policy

How much more to come?

RBA CASH RATE PRICING

12 months
ahead

50 F-P-Vlg------ -

4.5 - BN - - - - - - - - - - - -

3 months
ahead
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Source: Reuters
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EXPECTED CASH RATE END 2011
(29 Apr 2011 survey)

Source: CBA/Bloomberg

4%% 4%% 5% 5Y%% 5%% 5%% 6%

Markets views volatile — but little further tightening expected.

Consensus median of economists has cash rate at 5%% by end 2011.
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Key FX Forecasts

End-Period Forecasts

End-Period Forecasts

Jun-11 Sep-11 Dec-11 Mar-12 Jun-11 Sep-11 Dec-11 Mar-12
Majors AUD Cross Rates
AUD 1.0800 1.1200 1.0400 0.9800 AUD-NZD 1.32 1.32 1.32 1.29
EUR 1.4700 1.5000 1.4300 1.4000 AUD-EUR 0.73 0.75 0.73 0.70
IPY 83.00 82.00 85.00 88.00 AUD-JPY 89.64 91.84 88.40 86.24
GBP 1.6500 1.7000 1.6500 1.6000 AUD-GBP 0.65 0.66 0.63 0.61
CAD 0.9400 0.9000 0.9800 1.0000 AUD-CAD 1.02 1.01 1.02 0.98
NzZD 0.8200 0.8500 0.7900 0.7600 AUD-CHF 0.95 0.95 0.97 0.96
CHF 0.8800 0.8500 0.9300 0.9800 AUD-CNY 6.99 7.14 6.53 6.09
EUR-JPY 122.01 123.00 121.55 123.20 T™WI 79.2 81.3 76.5 73.2
EUR-GBP 0.8909 0.8824 0.8667 0.8750 East Asia
USD-CNY 6.47 6.37 6.28 6.21
EUR-CHF 1.2936 1.2750 1.3299 1.3720
USD-SGD 1.26 1.25 1.24 1.25
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Key Interest Rate Forecasts

Australia Official cash iS7) 5 5Y4 5%
90-day bills 5.0 5.3 5.6 5.8

3-year bonds 5.3 5.5 5.8 5.9

10-year bonds 5.7 5.8 5.9 6.0

3-year swap 5.7 5.9 6.2 6.4

10-year swap 6.3 6.4 6.6 6.6

USA Fed funds 0-Ya 0-Ya Yo Ya
2-year bonds 11 1.4 1.7 2.0

10-year bonds 3.7 3.9 4.0 4.1

Spreads AUS-US 10 yr 200 190 190 190
AUS 3-10 yr 40 30 15 10
FX AUD 1.08 1.12 1.04 0.98
TWI 78.8 80.7 76.1 72.9
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Important Disclosures & Disclaimer

Please view our website at www.research.commbank.com.au. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank") and its subsidiaries,
including Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 ("CommsSec"), Commonwealth Australia Securities LLC, CBA Europe Ltd and Global Markets
Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies (CBGOC). CBGOC and their directors, employees and
representatives are referred to in this Appendix as “the Group”. This report is published solely for informational purposes and is not to be construed as a solicitation or an offer to
buy any securities or financial instruments. This report has been prepared without taking account of the objectives, financial situation and capacity to bear loss, knowledge,
experience or needs of any specific person who may receive this report. No member of the Group does, or is required to, assess the appropriateness or suitability of the report for
recipients who therefore do not benefit from any regulatory protections in this regard. All recipients should, before acting on the information in this report, consider the
appropriateness and suitability of the information, having regard to their own objectives, financial situation and needs, and, if necessary seek the appropriate professional, foreign
exchange or financial advice regarding the content of this report. We believe that the information in this report is correct and any opinions, conclusions or recommendations are
reasonably held or made, based on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as
to accuracy, reliability or completeness of any statement made in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without
notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by the Group. We are under no obligation to, and do not, update or
keep current the information contained in this report. The Group does not accept any liability for any loss or damage arising out of the use of all or any part of this report. Any
valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different
assumptions and estimates could result in materially different results. The Group does not represent or warrant that any of these valuations, projections or forecasts, or any of the
underlying assumptions or estimates, will be met. Past performance is not a reliable indicator of future performance. The Group has provided, provides, or seeks to provide,
investment banking, capital markets and/or other services, including financial services, to the companies described in the report and their associates. This report is not directed to,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject any entity within the Group to any registration or licensing requirement within such
jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to the Group. None of the material, nor its content, nor any copy of it,
may be altered in any way, transmitted to, copied or distributed to any other party, without the prior written permission of the appropriate entity within the Group. In the case of
certain products, the Bank or one of its related bodies corporate is or may be the only market maker. The Group, its agents, associates and clients have or have had long or short
positions in the securities or other financial instruments referred to herein, and may at any time make purchases and/or sales in such interests or securities as principal or agent,
including selling to or buying from clients on a principal basis and may engage in transactions in a manner inconsistent with this report.

US Investors:

If you would like to speak to someone regarding the subject securities described in this report, please contact Commonwealth Australia Securities LLC (the “US Broker-Dealer”), a
broker-dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act’) and a member of the Financial Industry Regulatory Authority (“FINRA”) at 1 (212)
336-7737. This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945
("the Bank") and distributed in the U.S. by the US Broker-Dealer. The Bank is not registered as a broker-dealer under the Exchange Act and is not a member of FINRA or any U.S.
self-regulatory organization. Commonwealth Australia Securities LLC (“US Broker-Dealer”) is a wholly owned, but non-guaranteed, subsidiary of the Bank, organized under the
laws of the State of Delaware, USA, with limited liability. The US Broker-Dealer is not authorized to engage in the underwriting of securities and does not make markets or
otherwise engage in any trading in the securities of the subject companies described in our research reports. The US Broker-Dealer is the distributor of this research report in the
United States under Rule 15a-6 of the Exchange Act and accepts responsibility for its content. Global Markets Research and the US Broker-Dealer are affiliates under common
control. Computation of 1% beneficial ownership is based upon the methodology used to compute ownership under Section 13(d) of the Exchange Act. The securities discussed in
this research report may not be eligible for sale in all States or countries, and such securities may not be suitable for all types of investors. Offers and sales of securities discussed
in this research report, and the distribution of this report, may be made only in States and countries where such securities are exempt from registration or qualification or have
been so registered or qualified for offer and sale, and in accordance with applicable broker-dealer and agent/salesman registration or licensing requirements. The preparer of this
research report is employed by Global Markets Research and is not registered or qualified as a research analyst, representative, or associated person under the rules of FINRA,
the New York Stock Exchange, Inc., any other U.S. self-regulatory organization, or the laws, rules or regulations of any State.
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European Investors:

This report is published, approved and distributed in the UK by the Bank and by CBA Europe Ltd (“CBAE”). The Bank and CBAE are both registered in England (No. BR250 and
05687023 respectively) and authorised and regulated in the UK by the Financial Services Authority (“FSA”). This report does not purport to be a complete statement or summary.
For the purpose of the FSA rules, this report and related services are not intended for retail customers and are not available to them. The products and services referred to in this
report may put your capital at risk. Investments, persons, matters and services referred to in this report may not be regulated by the FSA. CBAE can clarify where FSA
regulations apply.

Singapore Investors:

This report is distributed in Singapore by Commonwealth Bank of Australia, Singapore Branch (company number FO3137W) and is made available only for persons who are
Accredited Investors as defined in the Singapore Securities and Futures Act and the Financial Advisers Act. It has not been prepared for, and must not be distributed to or
replicated in any form, to anyone who is not an Accredited Investor.

Hong Kong Investors:

This report was prepared, approved and published by the Bank, and distributed in Hong Kong by the Bank's Hong Kong Branch. The Hong Kong Branch is a registered institution
with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated activities under the Securities and Futures
Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some cases may even become worthless. Research report on
collective investment schemes which have not been authorized by the Securities and Futures Commission is not directed to, or intended for distribution in Hong Kong.

All investors:

Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each
security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers; and (2) no
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synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have served as officers or directors of the subject company of this
report. The compensation of analysts who prepared this report is determined exclusively by research management and senior management (not including investment banking).
No inducement has been or will be received by the Group from the subject of this report or its associates to undertake the research or make the recommendations. The research
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Group, including its profits derived from investment banking, sales and trading revenue.
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resolution process can be accessed on 132221.
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