CAMA RBA SHADOW BOARD — COMMENTS

NOVEMBER 2013

Each CAMA RBA Shadow Board member is 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

Confidence continues to pick up and asset prices are rising strongly, partly reflecting Australia's current very loose setting of
local monetary policy. These improvements have come despite the Australian dollar remaining high. With the currency having
remained high for many years, the shape of the economy appears to be adjusting to deal with a higher currency. With the
interest rate sensitive sectors of the economy picking up strongly, in response to the current cash rate setting, there would be
little purpose in cutting the cash rate further. Indeed, cutting rates further could create other problems by increasing the risk of
asset price misalignments. On the other hand, the case for lifting rates any time soon is also fairly weak at this stage, as inflation
remains contained, the labour market remains loose and the AUD is still high. If the Federal Reserve does, however, begin to
taper its quantitative easing program in coming months this should be expected to put some downward pressure on the AUD at
which point rate hikes may need to be considered to offset the upward pressure on inflation from a lower currency. | now see it
as more likely than not that the cash rate will need to be higher than its current level in 12 months time.

MARK CROSBY

Currently the monetary policy dilemma is between exchange rate overvaluation versus asset price appreciation brought on by
easy money. With housing prices continuing to increase in the US and issues with negative equity receding, the end of QE is
hopefully nearer rather than further — however, with a dove as the likely new Fed Chair, that remains to be seen. All of which
suggests a greater need to tighten rather than loosen within 12 months, though more than likely towards the end of that time
frame rather than sooner.

MARDI DUNGEY
No comment.
SAUL ESLAKE

Current: RBA still assessing sustainability of post-election bounce in business confidence, and in particular whether it translates
into higher non-mining business investment expectations — recent remarks by Phil Lowe & Glenn Stevens suggest they haven’t
detected any signs of the latter as year, but they won’t really know for sure until the release of the Q3 capex intentions survey at
the end of this month. The RBA doesn’t appear to be especially concerned as yet about rising house prices; while they seem now
to be resigned to being unable to influence the value of the A$ either through policy actions or ‘jawboning’.

6 month: On the assumption that non-mining business investment intentions remain sluggish, unemployment continuing to rise
(close to 6% by January or February) and the currency remains at elevated levels (likely if the Fed hasn’t started ‘tapering’ QE by
its late January meeting), the RBA may cut rates again at its February or possibly March meeting.

12 month: As for six months, except (with regard to unemployment) more so.
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BOB GREGORY

No comment.

GUAY LIM

No comment.

WARWICK MCKIBBIN

No comment.

JAMES MORLEY

Headline inflation remained within the target range at 2.2 percent in Q3, while the unemployment rate dropped a bit to 5.6
percent in September. So there is no compelling case for further cuts to an already low policy rate.

In terms of the timing of any increase in the policy rate, the current balanced economic conditions allow for further monitoring
of property markets before taking action to dissipate the rising froth. However, if domestic and international economic
conditions were to show more consistent signs of improvement, the policy rate should be returned to neutral in reasonably
short order.

JEFFREY SHEEN

Key macro variables in the Australian economy are remarkably stable - for example, 1. the trend in the unemployment rate is
flattening at 5.7%, 2. participation at 65%, 3. the full-time to part-time employment ratio at 1.5, 4. trimmed CPI inflation at
2.3%, 5. the RBA's real trade-weighted exchange rate at around 160 (though declining a little recently, this will not stimulate
non-mining net exports much), 6. household saving rate at 11%, 7. the terms of trade at 91, and 8. the ABS's real unit labour cost
at 101. Real GDP growth is slowing marginally, and this is mainly due to the decline in public sector investment.

Domestic forward-looking indicators are looking positive — for example, 1. stock and housing prices are rising well in response to
protracted easy monetary policy, and 2. both business and consumer confidence have improved significantly in 2013. Though
unnecessary fiscal policy consolidation by the new Coalition government still remains a risk, | recommend making no change in
the cash rate in November and giving a clear signal of gradually increasing rates in the next 12 months. This signal should be
represented as less pressure on the accelerator, not as a braking of momentum.
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