Market Moves Reviewed

September was certainly a terrible month on global
investment markets. October has not started any
better.

The German parliament approved, by a large
majority, a plan to expand the power of a European
bailout fund (European Financial Stability Fund) for
troubled countries in the EU.

Greece confirmed that they will fail to meet the
deficit targets that were set by the IMF and EU just
months ago. This admission came as the ECB and IMF
scoured Greece’s books to ascertain their worthiness
for further bailout funds. The Eurozone finance
ministers will decide by October 13 as to whether to
extend the next tranche of €8bn.

Claims for unemployment benefits in the US were
lower than expected for the week at 391,000.

The US annual GDP growth rate was revised up to
1.3% in the April-June quarter, reflecting modestly
more consumer spending and a bigger boost from
trade.

The number of US home sales fell in August to an
annual rate of 2.3%, with just 162,000 new homes
for sale across the country, the lowest on record.
New Zealand lost its top credit rating, cut from AA+
to AA, joining Italy and the US among nations whose
ratings have been lowered this year. The rating cut
follows the weakening effects of the earthquake.
The Australian housing sector continued to weaken
with new home sales at their lowest levels in more
than a decade and house prices down for a second
consecutive quarter.

Treasurer Wayne Swan stated that the turbulence on
the global economy will make it more difficult to
return to surplus in 2012-13, mainly as a result of
lower company tax receipts and a shortfall in tax
collected on wages.
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Month in Review

‘ Index Monthly
~ S&PASX200  -6.71%
All Ordinaries -6.86%
NzZX50 (N2) -0.69%
Dow Jones (US) -3.96%
S&P500 (US) -4.80%
NASDAQ (US) -3.83%
Stoxx Europe 50 -3.51%
FTSE100 (UK) -3.66%
DAX (Germany) -2.51%
CAC40 (France) -7.03%
Nikkei (Japan) -2.84%
Shanghai Composite -8.11%
CBN China 600 -10.33%
Hang Seng -12.29%
Crude Oil -11.80%
Gold -11.79%
AUD/USD -8.63%
Capital movements to 30 September 2011
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The Week Ahead

© |n Australia, the RBA meets on Tuesday to decide on rates. International trade, building
approvals, and retail trade figures are also released during the week.

€ The Bank of England, Bank of Japan and the European Central Bank also hold policy
meetings.

® |nthe US, figures on manufacturing and services are due as well as factory orders and
non-farm payrolls.

Comment

The Bank of England and Bank of Japan have little scope to cut interest rates, however, the ECB
surprisingly raised rates earlier in the year —a move which may be reversed.

As for Australia, the market is currently pricing in a 30% chance of an interest rate cut by the
RBA this week. While pressures appear to be mounting in the business sector for an easing in
interest rates, the RBA is not expected to act while inflationary pressures remain high. Soft
inflation figures (for the September quarter) on October 21 could help the case for a rate cut
and any further weakness on global financial markets could also force the RBA’s hand.

The housing market in Australia is obviously softening, which was one of the stated aims of the
RBA during the latest tightening phase. During 2009 and 2010, with the risk of Australian
residential house prices “overheating”, and strong growth from the resources sector, the RBA
were aggressive in their interest rate management.

Although it is unlikely that the RBA will move today, it is likely that the next move in official
interest rates will be lower. Money markets have begun to price in lower long term rates, with
deposit rates declining over the last few weeks. Across most of the banks, the 1 year term
deposit rates are below the 90-day rates (by between 10-25 bpts).

The focus in recent weeks is clearly centred on the sovereign debt crisis in the Eurozone. So
much so, that some positive signs in US economic data have been largely overlooked.
Manufacturing in the US accelerated during September, driven largely by productivity and
export gains. Construction spending in the US also jumped in August, with spending from state
and local governments increasing by the most in over 2 years.
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