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AUSSIE DOLLAR OUTLOOK

Up, Up and Away

e We now expect the Australian dollar to reach 1.1500 in the near term against the USD.

o The Australian dollar’s positive relationship with the terms of trade suggests the AUD
could aim for these new heights.

e The USD remains in a structural decline that has been in place since the 1980s.
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The AUD has received fresh buying momentum, propelling it to above USD1.09 this morning.
The recipe of a weak USD story, attractive local interest rates, high commodity prices,
underlying momentum in the domestic economy and a rising terms of trade are propelling the
AUD higher.

The AUD in the post-float era is in new territory. So examining the long-run relationship of the
currency with the terms of trade might be useful. The terms of trade and the AUD/USD hold a
close positive correlation. Last week, the Australian Bureau of Statistics released trade prices
data for the March quarter. This data suggests that the terms of trade increased by an
estimated 3.8% in the March quarter, taking the annual growth rate to near 20%. The further
gains in the terms of trade means we would expect the AUD could scale as high as 1.15 in the
first half of this year. Previously, we thought the high would be 1.11.

On a long-term basis, the AUD has structurally been in an uptrend since 2001 while the USD
has been in a structural decline since 1985 (refer to the charts above). The AUD’s structural
uptrend has a lot to do with the rising terms of trade and the associated structural
transformation of the Chinese economy.

The USD has continued to slide, and received fresh selling pressures overnight after the US
Federal Reserve Chairman Bernanke said they would keep rates low for an extended time.
The US quantitative easing program is also expected to end in June as planned. The
combination of higher interest rates elsewhere in the world, slow US economic growth and a
large US budget deficit is causing investors to shun the greenback. The recent declines in the
USD are also helping the US export and manufacturing sector and therefore may be welcomed
by the US administration. The old days of the “strong USD policy" appear to be over.
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The information contained in this report (“the Information”] is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom St. George has a contract to supply Information, the supply of the Information is made under that
contract and St. George's agreed terms of supply apply. St. George does not represent or guarantee that the
Information is accurate or free from errors or omissions and St. George disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is
subject to change. Terms, conditions and any fees apply to St. George products and details are available. St. George
or its officers, agents or employees [including persons involved in preparation of the Information] may have
financial interests in the markets discussed in the Information. St.George owns copyright in the Information unless
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the
written consent of St. George.
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