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SEPTEMBER 2012

From March 2012, each Shadow Board member was invited (but not obliged) to provide a personal comment on monetary
conditions. Neither the comments nor the probabilities constitute financial advice. The views of the Shadow Board members are
not those of CAMA. Any individuals utilizing these comments, or the probabilities, do so at their own risk.

PAUL BLOXHAM

| would recommend the RBA keeps the cash rate steady this month, though am more willing to accept that a cut should be
considered than | was last month. This reflects that the global data have weakened further and particularly that Chinese growth
has continued to slow. Weaker Chinese growth has been reflected in declines in bulk commodity prices, which will put further
downward pressure on income growth in Australia. While domestic economic conditions appear to have been very strong in the
first half of this year, it seems likely that growth will ease into the second half of the year. There are tentative signs that looser
monetary policy is supporting the interest rate sensitive sectors of the economy, which is part of the reason | would
recommending holding rates steady this month, but it is still a bit too early to see the full impact of the May and June rate cuts
on the economy. Another month or two of data would help to clarify if monetary policy is loose enough yet. Another month or
two would also allow a better assessment of whether the recent falls in bulk commodity prices reflect genuinely weaker demand
or are part of the usual seasonal easing in prices that occurs around this time. Inflation appears low enough to allow for further
policy easing, if necessary, though further clarification that domestically produced (non-tradeables) inflation is easing would
allow more consideration of further cuts. This information will not be available until late October.

Further out, | view that there is an equal probability that the cash rate will be static as 25bp lower than its current rate in six
months time. Given downside risks to the global economy | think a lower cash rate than now is still more likely in six months
time than a higher one. Twelve months out, though, | view it as being almost as likely that rates are higher than now as that
they are lower than now. If the economy gets through the next six months without a significant negative shock then the current
looser monetary policy settings are likely to have provided enough support to mean demand is solid and inflation will start to
lift.

MARK CROSBY

While the odds are reasonable that Europe will continue to muddle through, it is more likely that issues with public debt will
come to a head sooner rather than later. With this being the case central banks are likely to be loosening if they are able to do
so in coming months.

MARDI DUNGEY

Uncertainty as to the situation in Europe is likely to be pronounced this week, with the first of the post-northern-summer
meetings to determine the next moves in the European sovereign debt crisis. Speculation of a Greek exit from the Euro is again
rife, and although the most likely outcome is another patch-up, a serious disruption to international financial markets cannot be
discounted. In this event, central banks around the world will likely stand ready to provide support.

In the light of the uncertainty over international financial conditions and international demand there is no reason to expect
future improvements in demand for Australian exports, but continued strong portfolio support for the Australian dollar is likely
to remain. | do not support fx intervention in this instance as | believe the strength of the currency reflects the reality of a
relatively stronger Australian fundamentals and good credit rating compared with alternatives.

However, the stronger currency is impacting adversely on many aspects of the economy, and in a number of important sectors
there is visible slowing. Monetary policy cannot directly redistribute resources between sectors, but it can influence the overall
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conditions. My overall recommendation is to remain stable this month, but with the risk on the downside, particularly in
response to developments in international markets.

SAUL ESLAKE

6-months: most preferred outcome of -25bp reflects a view that the RBA should and will respond to what | expect to be an
upwards drift in the unemployment rate over the remainder of this year. Small probabilities attached to -50 and -75bp are in
recognition of the possibility of a negative 'shock' from Europe.

12-months: most preferred outcome of -25bp reflects a view that the RBA should and will respond to what | expect to be an

upwards drift in the unemployment rate over the remainder of this year. Small probabilities attached to -50, -75bp or -100bp
are in recognition of the possibility of a negative 'shock' from Europe or (after 1 January) the US.

BOB GREGORY

No comment.

WARWICK MCKIBBIN

The rapid downturn in the terms of trade will take income and spending out of the Australian economy in coming quarters. It is
now unlikely that the RBA will need to raise rates in the near future to contain the positive terms of trade shock. There is also
now considerably more downside risk to the economy if the government attempts to meet the promise of a fiscal surplus in
2012/13. A surplus this financial year will now require even more substantial cuts to spending and/or increases in taxes just at a
time when income growth is being slowed by falling export prices. It is hard to believe that a political promise would be more
important than sound economic management but the risk of severe pro-cyclical fiscal policy cannot be ruled out over coming
months. This increases the downside risk to interest rates as the RBA steps in to prevent the economic slowdown that would
result from a combination of negative terms of trade outlook accentuated by severe fiscal contraction. The problems in Europe
are no better than last month and probably worse given the mounting fiscal liabilities and the lack of a concrete way forward.

There is a reasonable probability that Greece will exit the Euro zone by the end of the year thus the six month ahead prognosis
for interest rates is difficult to predict but likely interest rates will be down across the yield curve.

In twelve months it is likely that inflation pressures will be widespread in emerging economies and central banks around the
world will be raising rates to offset the monetary stimulus that is currently sloshing around global financial markets.

JAMES MORLEY

Conditions Remain Balanced:

Incoming data continue to suggest solid conditions for the domestic economy, with strong output growth and a low
unemployment rate, yet little immediate inflationary pressures. International conditions also provide no clear case for adjusting
the target rate in either direction. Foreign demand is unlikely to boom in the near term. But even the small risk of another
global financial crisis resulting from the ongoing problems in the Eurozone has diminished somewhat as the ECB has hinted at a
more accommodative policy.

The near-term focus of monetary policy should be on responding to surprise developments for inflation, including cutting the
policy rate if inflation remains persistently below the target range.
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JEFFREY SHEEN

My recommendations have been marginally adjusted down because current and expected capital expenditure of all types have
significantly declined in non-mining sectors.

MARK THIRLWELL

No comment.
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