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Global Snap Shot

The G3 picture has certainly deteriorated

— Especially for the US economy

But the developing world this is not the Asian financial
crisis, the crisis is America’s not theirs!

Most of Australia’s main customers are doing fine
thanks very much!

Commodity prices in the main appear to have peaked
Corporate credit spread expansions of the past 9
months also appear to have peaked

— But the return to ‘normal’ credit spread levels is unlikely to be
either soon or substantial this (new quarter)
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Global Snap Shot
Credit Crunch & World Inflation

Australian Economy into end 2007
Why the RBA tightened
Interest rate scenarios

Equities and A$ Risks into 2008-09

Disclaimer
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Key thing is Our trade flows is not in the G7

Australia’s Trading Partner GDP

Merchandise export-weighted, year-average percentage change Its

Here!
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World growth forecasts updated

Table 1: World GDP
Year-average percentage change®

2006 2007 2008
estimates IMF forecasts®
United States 29 12 15
Euro area 29 26 16
Japan 24 1.9 15
China 111 114 10.0
Other east Asia® 5.4 5.6 49
India 9.6 8.6 8.2
World 5.0 49 4.1
Australia’s rrading partners'™ 5.2 5.1 44
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Terms of Trade: rRBA gives up picking tops
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2005/06 = 100 ...since 1888
Index Index
Forecast
110 Best N /\ 110
Since 1952
100 100
a0 a0
80 80
70 70
P N S ST R S R T S L w1 lgn
1994 1598 2002 2006 2010
Sources: ABS; RBA
e e
May 2008




US growth- what recession...well not official yet!

United States — GDP

Percentage change

= Excluding residential investment
(year-ended)
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United States — Housing Indicators
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China and India — GDP~

Year-ended percentage change
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East Asia® — Business Indicators
Year-ended percentage change, smoothed
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Fed does not want sub 2% rates here or in Fed funds
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The Real Scenario:
US decelerated from strong 2007 growth into
its 315t Dec 2007 end

and now ‘pans’ out 1st & 2nd quarter 2008

While the rest of the world keeps growing
This is NOT a recession...
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Credit Crunch Update
May 2008
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Credit Crunch Update — A summary

US ABCP market as at March 08

» The US ABCP market has stabilized and has not
gotten any worse

» Credit costs regardless had continued to rise

— In its aftermath — till recently

Australia has had no problems with quantity of

credit accessed

— The problem remains it heightened cost

» Credit Spreads appear to have ‘peaked’ finally
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Asset-backed Commercial Paper
Wieekly amount outstanding, issued in the US
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Global LBO Activity

Announced and complsted
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US Corporate Bond Spreads (3-5 years)

Spread over government yields, monthly
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US Corporate Bond Spreads and Yields
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US Federal Funds Rate
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US Corporate Bond Spreads (3-5 years)

Spread over government yields, daily
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Global Business credit — still ok

Business Credit
Year-ended percentage change
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So far Settled around the +55 mark

Australian ABCP Outstanding
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Bank Bill Spreads, is the worst over?

3-month Bank Bill Rate
Spread to OIS
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The Economy & why the RBA tightened again...

Bank Bills - RBA cash rale
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Australian Economy at end 2007

* Buoyed by overseas + improving trade flows

* The fully employed household was still confident and
spending

» So too for Aussie businesses, running at capacity
with robust expansion plans

+ Federal and State spending intentions will carry this
into late 2008/early 2009
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The RBA’s CPI at a 16 year high...

Underlying Inflation*
ear-ended
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RBA’s February 2008 CPI forecasts

Table 15: Output and Inflation Forecastsi®
Percentage change over year to quarter shown

Sep Dec  June Dec  June  Dec  June
007 2007 2008 2008 2009 2009 2010

GDP 4.3 3 34 3 3 3 3
Non-farm GDP GHe 34 2% 2% 24 5

3
Consumer price index 1.9 3.0 iy k1% k1A RiTA 3
Underlying inflation 3.0 16 3% 31 34 34 3

{a) Actual GDP data to September 2007 and actual igh#nion data to December 2007, Underling inflation refers to the
average of trimmed mean and weighted medig#ffation. For the forecast period, technical assumpeicns include AS at
VSE0.80, TW at £9, cash rate at 7.0 per and WTI crude oil price at USE8E per barrel and Tapis crude oil price at
1890 per barrel.

Sources: ABS; RBA
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RBA'’s new ‘improved’ CPI forecasts

Percentage change over year to quarter shown

Dec  Mar  June Dec Jume Dec Jun Dec
2007 2008 2008 2008 2009 2009 2010 2010

GDP 39 3 W M 2% 2% M 2
Non-farm GDP 4.0 3OW 1% 2% 2% M 2
CPI 300 42 44 4 3 3 3 2%

Underlying inflation 3.6~ 4.2 | 4% 4 3% 3y 3 Z%I

(3) Actual GDP data to December 2007 and actuglfflation data to March 2008, Underlying inflation refers to the average
of trimmed mean and weighted median inflfion. For the forecast period, technical assumptions include A$ at US50.94,
TWLat 71, cash rate at 7.25 per cent, g WTT crude il price at US$116 per barrel and Tapis crude ol price at
US120 per bareel,

Sources: ABS; RBA
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Money Stress?

Households Experiencing Multiple
Cash-flow-related Financial Difficulties*
Per cent of households
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Source. HILDA Release 6.0
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Expectations by Demographic

Year to December 2008 Year to December 2009

August  November  February February

2007 2007 2008 2008

Market economists® 2.7 27 30 27
Union officials® 30 30 35 34

(a) RBA survey
(b} Workplace Rescarch Centre
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Banks’ Commercial Property Impaired Assets
Consolidated, per cent of outstandings by loan type
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Established House Prices*
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tralian businesses
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Its because of business
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Bank Credit™

Six-month-ended annualised percentage change
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Capacity Utilization

High capacity rates will underpin investment plans

Non-farm Capacity Utilisation
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Office Property Indicators
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Non-residential Construction
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Interest Payments
Per cent of gross operating surplus
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Australian Economy at end 2007

Risks are: on the Eve of the May 2008 budget
« An overleveraged household sector (Is it?)
* Too pre-emptive RBA rate rises

— Does not like the tax cuts to come
« A wages break out
» Getting ready for the end of the world...
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Australian Corporate
Spread over government

'Swap

AAA corporates
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And why the RBA will not tighten for a while...

The
Economy

Into
2008
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Vacancies fall the most in 2 years

The Advance indicator of labour dips now...
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Official cash 2002 - now
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We should look
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Private sector growth slowest since 2002
— housing/occupier finance is negative

The Advance indicator of spending dips now as well...
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Aussie Real cash rates are ‘high enough’
...if we factor in the higher cost of credit margins

Cash Rate

1 Need +4% real rates

16 15
Lllll\lom\nal

12 ‘-I_II

8 8

o
1991 1995 1999 2003 2007
* Calculated using average of immed mean and weighted median infiation
Source: RBA

Suncorp Group Treasury 58
May 2008

= Airil Swnp Syr = 126 8381 = Weahiy

50
500
| 450
S— | 4o
Ganad anod = a8 Tan 57 =
Suncorp Group Treasury 60
ay 2008

10



Interest rate risks for the rest of 2008

* While the next 6-9 months will appear mixed
— There will be lots bad ex-post rate rise news
» We expect another 25 pip rate rise to 7.50% by
end September 2008 possible (at earliest)
— Assumption is modest
— Risks are corporate spreads widen further
— This ‘new’ government/administration does not materially tighten policy and will
push the risks above the +7.50% range
— Can get uglier if the overseas markets are not kind to us anymore (which world
inflation risks suggest)

Early 2009 gets very interesting...

Risk of +7.50% cash rates around Xmas 2008,
cant be ruled out, but then long sideways
begins...
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US share prices decomposed

US Share Prices
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(Possible) Interest rate Outlook to 2010

Official cash rate risk to 7.50% by Sep 08 is the base line
scenario

May 2008 budget may force the path higher into 2009-10
Likely scenario that it is looser than previous

Coupled with continuing world growth

Sees the 3 year bank swap rate risk back towards +8.00%
Kiwi as possible ghost of Christmas future

- Cash@8.25%

— Unemployment at 3.6-9% national average, triggers a wages break to justify the above

cash rate
— AS$ has a go at 8875 highs again and again in the meantime

Back end of 2009-10 time will be to fall with business
cycle dip

— Question is - from what level? Suncorp Group Treasury 62
y 2008

Equity markets

» Fair values suggest equities here and abroad
remain undervalued by conventional criteria
« Equity cycles should mirror the credit spread cycle
— le go up when spreads compress
— Fall when spreads expand
« Longer term, do not expect sustainable new highs
— More a ranging market to follow, both here and off shore
« June quarter risk is of short squeeze rally to middle/upper end of
late 2007 ranges
» New highs dependant on a dramatic improvement in credit
spreads into the 2" half of 2008. hard to see at this stage
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Financial Shares by type

Financial Share Prices
28 Juns 2007 = 100
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General Insurers

General Insurers’ Share Prices
1 January 2007 = 100
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Corporate Credit Risk, you know the story

Corporate Credit Risk™
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Bps[  Credit default swap premia Ceorporate bond spreads Bps
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The CRB scores new highs, but hard to sustain
if the US$ turns
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The Dow last Friday — at Calendar year highs

begins move back into upper 2007 ranges
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at 2008 highs
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The FTSE 100 last Friday — little change on the year
at 2008 highs as we speak
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ASX - sideways it goes, short term to 6200
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The ASX - little changed on the previous year
temporarily over sold...
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Australian dollar prospects
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A% Prospects into 2008-09

AS$ strength consistent with RBA objectives

— But ahead of fundamental values

Moves over 8500 arguably are though dis-inflationary
US$ now super cheap may invite intervention to stop it
falling further — will be an anti-A$ phenomenon into 2008
— Trichet/ECB/G7 not happy with Euro levels

Bottom-line AS$ is likely to range sideway till well into
2008

l.e. +9000 levels will be hard to sustain, even if the
overall picture ‘looks’ positive

Bulk of price action will be a 8500-9000 range for now

— Risk it widens on the downside (later) suncorp Group Treasury 79
May 2008

The decline of the US dollar — being the driver
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Medium term A$ risks —back to around 9000 if not 8500:
its long term average now at 8600 (s/term o/sold there)

Ehan 3 AUt v US S (apol) 24hie < 001 2081 = Diaitg

A range (most of time)
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For now

With a downside bias
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REMUNERATION AND OTHER BENEFITS PAID TO THE
REPRESENTATIVE

+ Representatives employed in Suncorp Treasury Services receive an annual
salary and participate in a short -term incentive plan. Under the short term
incentive Plan a representatlve may be paid an annual bonus payment

asap of the rep ’s annual salary if:
- i isfies or ds predetermined individual performance
targets; and
— other required factors not related to the representative’s individual
performance, such as the overall performance of Suncorp Treasury Services
and/or the group of ies, are also satisfi

O Representatives do not receive incentives, commissions or other
remuneration based solely on the mdlwdual sale of Suncorp products or the
services pl d by the rep! toa

. Whilst every care has been taken in producing the information contained
herein Suncorp-Metway Ltd ABN 66 010 831 722 does not guarantee or
warrant the accuracy or correctness of any such information and neither
Suncorp-Metway Ltd, its employees and/or agents shall be liable for any
claim whatsoever arising from any person relying, or purporting to rely,
either wholly or partially upon any such information.
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Risk l/term, 8500-9000 range widens on downside
- beyond 2008...

Aust DI v's LS. MUY, < 001:.80-81 >

| ss00
| oo

Suncorp Group Treasury 86
y 2008

General Advice Warning

. This advice has been prepared without taking into
account your particular objectives, financial situation or
needs. For that reason, before acting on the advice you
should consider the appropriateness of the advice having
regard to your own objectives, financial situation and needs.

. Where the advice relates to the acquisition, or possible
acquisition, of a particular financial product, you should
obtain a Product Disclosure Statement relating to the product
and consider the Product Disclosure Statement before
making any decision about whether to acquire the product.
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