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CAPEX - Boom, Boom, Boom

° Actual spending by private businesses rose by 1.3% in the December quarter. This
outcome was weaker than markets expected, but was overshadowed by the
strength revealed in business investment plans.

° Business investment plans for this financial year were revised higher and the first
estimate for spending plans for 2011-12 was very strong. We estimate that
investment growth in 2010-11 will be 23% and in 2011-12 will be 34%.

° The mining sector continues to be a big driver of these plans. Indeed, the first
estimate for business spending in 2011-12 by the mining sector shows a staggering
increase of 55% compared to what the first estimate was in 2010-11.

° Today’s data tells us that one of the starlets of the Aussie economy, private business
investment, will continue to underpin economic activity. It also supports our view
that a rate hike from the Reserve Bank in the June quarter can’t be ruled out.
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Capex - Actual Spending:

Private business investment rose by 1.3% over the December quarter. It was a little short
of market expectations, but it follows a very solid 6.9% increase in the September quarter.

A breakdown of the data shows that spending on equipment, plant & machinery was 6.1%
in the quarter and much stronger than expected. This component contributes to the GDP
figures; so it suggests to us that there is some upside risk to Q4 GDP forecasts.
Constraining the overall spend on investment in the quarter was weaker spending on
buildings & structures (down 2.8%).

By industry, there was an improvement in the breadth of spending. Business investment
growth in the quarter was driven by manufacturing and other selected industries (such as
retail, transport, communications, insurance and construction). This result is encouraging
because in prior quarters spending in these industries had been quite weak with the high
Australian dollar a major constraint for manufacturing and higher interest rates weighing
on retail spending.

Mining investment fell in this quarter, by 4.8%. But it simply represents a pause for breath
after a strong run. In the prior four quarters, mining investment had risen substantially, by
an accumulative 27.2%.
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Capex - Spending Plans:
The intentions to spend by businesses for this financial year and next year are very strong,
especially in the mining sector.
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We also received the 1* estimate for the next financial year. The first estimate for total
spending in 2011-12 is $132.7bn, which is 30.3% higher than what the first estimate was
for 2009-10. Typically, there can be quite some variation between the 1* estimate and what
the final actual result will show. However, using realisation ratios, we estimate that a very
strong increase of investment will still come through. We estimate that business
investment will grow by 34% in 2011-12, after estimated growth of 23% in 2010-11.

- By Type of Asset

For buildings & structures, the fifth estimate for 2010-11 is 33.5% higher than what the
fifth estimate was for 2009-10 and is 1.5% higher than the fourth estimate in 2010-11.

For plant & equipment, the fifth estimate for 2010-11 is 2.6% lower than what the fifth
estimate was for 2009-10 but is 6.9% higher than the fourth estimate in 2010-11.

- By Industry

Across all industries, the fifth estimate for 2011-12 was revised higher in mining and other
selected industries but was revised lower in manufacturing.

The first estimate for 2011-12 was higher across all industries and particularly so in the
mining secor (see the chart on the front page). In mining, the first estimate for 2011-12 is
a staggering 54.8% higher than what the first estimate was for 2010-11.

The recent approval of several mega coal seam gas projects in Queensland and the $43
billion Gorgon LNG project in Western Australia has made marked contributions to
investment spending plans. Investment prospects are also being buoyed by anticipated
further gains in export revenues amid strong demand for Australian resources from
emerging economies and weather-related supply constraints.

GDP Implications:

Our preliminary growth forecast for GDP for the December quarter is 0.6% (and 2.6% year-
on-year). Today’'s numbers suggest upside risk to this GDP forecast.

The GDP data is due on Wednesday 2 March. There are a number of partial economic
indicators still to be released that will help finalise GDP forecasts.
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Cash Rate Implications:

The impact of greater business investment in the year ahead will filter through to the
broader economy, underpinning economic activity. This strong business investment story,
therefore, supports our long-held view that the Reserve Bank is likely to start raising rates
before the end of June; we favour a rate hike in May or June.

Footnote:

Each quarter, the Bureau of Statistics releases an estimate for the current financial year and/or an actual
figure. It also releases an estimate or actual figure for the next financial year. There are six estimates,
followed by the actual data. Thus, the charts show six blue bars [representing the estimates/ and a green
bar, which is the actual outcome.
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Economics & Strategy:

Chief Economist Besa Deda dedab(@stgeorge.com.au (02) 9320 5854
Senior Economist Josephine Heffernan heffernanj@stgeorge.com.au  (02) 9320 5751
Market Economist Amanda Tan tanam(@stgeorge.com.au (02) 9320 5816
Senior Economist Kate King kingk@stgeorge.com.au (02) 9320 5892

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. Copyright in the Information is owned by St.George
unless otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without
the written consent of St. George.
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