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+ Phat Dragon'’s reading of the housing situation is that after the Daily house sales in the tier one cities
initial shock of the April 16 measures, the degree of local autonomy
embedded in that edict is beginning to show through. The various go -S4m sam_ 46
regional and city markets are beginning to show divergent trends
fully consistent with a varied practical application of the measures.
Consider Beijing and Shanghai. Beijing was the centre of the 60 1
affordability problem, with house price to income ratios jumping
from 9 to 16 between end-2004 and end-2009. Shanghai was the
major problem in the previous spurt of 2003-04 and was subject to
bespoke policy treatment that hammered its market in 2005-06. This
time around both markets were running hot, but only Beijing seemed 20 A
to represent a destabilising scenario. Hence the strictures have been
applied more tightly in the capital. Shanghai has been successful in o . . . . .
levering itself off the carpet, but the authorities still have their feet 1-Mar  31-Mar 30-Apr 30-May 29-Jun  29-Jul
firmly planted on Beijing’s larynx, and rightly so.
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Sources: CEIC, Westpac.
5 day rolling averages.

» Phat Dragon received a variety of responses to last week’s poser
regarding Japan’s ascent to #2 in the global pecking order. The answer
was that Nihon surpassed the USSR in 1986, not the popular choice Locations for trade settlement in Chinese yuan
of the Bundesrepublik Deutschland in 1967.

* Phat Dragon was not surprised by last week’s announcement that U A b Belarus
insurance firms were being allowed to raise their equity holdings. The A A (

follow-up, lifting the cap on corporate pension fund equity holdings
from 20% to 30% was a little surprising, but more in terms of timing
than in principle. The pension funds represent a smaller pool of capital
than the insurers, but they are a more natural holder of equities, so
the relevance of the two announcements is roughly equivalent.
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+ Developments on the internationalisation of the RMB are coming at
a rapid clip. No sooner had last week's chronicle gone to press than
a further measure hit the newswires: foreign financial institutions
will be allowed to invest in China’s domestic bond market with RMB
procured through trade settlement. This was a missing link in the
story so far: an incentive for external parties without RMB liabilities
to hold the currency. With no desirable assets denominated in RMB
available outside the Mainland, banks were not exactly falling over
themselves to accumulate the stuff. Now, maybe they will. Foreign
central banks are also included in the pilot. They are a particularly
interesting inclusion. As the repositories of reserve assets, Phat
Dragon wonders if they will they now begin to build up holdings of USD USD
RMB bonds for their national treasure chests that China’s ascent to 25 25
global prominence and regional pre-eminence predicts? Sources: Westpac Economics, Bloomberg
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+ A curious thing happened in the week ending August 20. The iron ore JI ,
freight rate between WA and China maintained a premium over coking 15 | L 15
coal freight from Qld to Japan for the second week in a row. Why is \‘\, / / N
this curious? As the latter voyage is more expensive, the premium is 10 4 / N \'\/ L 10

Aust to Asia: coking coal & iron ore freight

almost always in the coking freight price. What does Phat Dragon
surmise from this? That the recent rise in Mainland iron ore prices has 5 |
been driven more by supply disruptions (Indian export bans, locals
withdrawing supply), as proposed in this chronicle last week, rather 0 .

than an unlooked for rally in heavy industrial activity. May-09 Nov-09 Jun-10

===Dampier to Qingdao iron ore freight

Queensland to Japan coking coal freight

 Stats of the week: Oil import volumes grew at a compound rate
of 17.4% between 1993 & 2009, multiplying 13 times.

Westpac Institutional Banking Group - Economic Research - economics@westpac.com.au - www.westpac.com.au

Bank is a division of Westpac Banking Corporation ABN 33 007 457 141. Information current as at date above. This information has been prepared without taking account of your objectives, financial situation or needs. Because
of this you should, before acting on this information, consider its appropriateness, having regard to your objectives, financial situation or needs. Westpac's financial services guide can be obtained by calling 132 032, visiting www.
westpac.com.au or visiting any Westpac Branch. The information may contain material provided directly by third parties, and while such material is published with permission, Westpac accepts no responsibility for the accuracy or
completeness of any such material. Except where contrary to law, Westpac intends by this notice to exclude liability for the information. The information is subject to change without notice and Westpac is under no obligation to
update the information or correct any inaccuracy which may become apparent at a later date. Westpac Banking Corporation is registered in England as a branch (branch number BR000106) and is authorised and regulated by The
Financial Services Authority. Westpac Europe Limited is a company registered in England (number 05660023) and is authorised and regulated by The Financial Services Authority. If you wish to be removed from our e-mail, fax or
mailing list please send an e-mail to economics@westpac.com.au or fax us on +61 2 8254 6934 or write to Westpac Economics at Level 2, 275 Kent Street, Sydney NSW 2000. Please state your full name, telephone/fax number and
company details on all correspondence. © 2070 Westpac Banking Corporation. Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort
has been taken to ensure that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate outcomes may
differ substantially from these forecasts.

1




