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Key themes

Global outlook deteriorating (US, Europe, Asia)

Panic in markets that US will slide back into recession
Australian economy (ex-mining) remains soft

But unemployment low, wage and inflation pressures rising

Carbon tax adding to consumer and business uncertainty
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Sovereign debt problems...ltaly and Spain now in focus

General Government Gross Debt - 2011 Estimates
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US debt ceiling finally raised...but US loses AAA rating anyway

New limit is $16trn -
The debt limit has been 514
increased 140% since 2000, trillion
when it was $6 trillion 510
$6
$2
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e $2.1 trillion increase in the debt ceiling to over $16 trillion
e Cuts to spending of $2.5trn to reduce long-term debt by 2021

e US has lost its AAA credit rating — S&P saying the debt deal does not go
far enough, and economic outlook deteriorating
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US economic outlook deteriorating — QE3 now expected
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Deteriorating global outlook sees equity markets plummet
ASX 200 vs Dow Jones Industrials
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Chinese and Indian growth slowing after policy tightenings

Real GDP, annual % change
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Fiscal tightenings (US, Europe) mean lower global growth.
Emerging markets remain solid, but slowing

Ann Avg GDP

Australia
US
Japan
UK
Eurozone
India
China
World

2009

1.3
-3.5
-6.3
-4.9
-4.1
7.0
9.2
-0.8

2010

2.7
3.0
4.0
1.3
1.7
9.0
10.3
5.1

2011 (f) 2012 (f) 2013 (f)

1.5 4.2 3.0
1.8 2.6 3.0
-0.8 3.3 1.9
1.3 1.8 2.3
2.0 1.4 1.5
7.3 6.6 6.0
9.3 8.2 8.0
4.0 3.8 3.7
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For Australia...

e Global events are reasons for RBA to stay on hold, not cut

e Just last week RBA considered raising the cash rate due to inflation
outlook, but resisted due to global uncertainty

e RBA cutting rates would need a seizing in credit markets or a
renewed recession in the US. Possible, but not NAB'’s core view

e Main risk: Will US growth prospects fall so far that they crunch China
and Asia’s growth prospects, with knock-on effect to Australia?
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Australian activity better placed as mining investment booms

Australian GDP
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Commodity prices driving ‘terms of trade’ & real incomes higher

Aus: Terms of trade, RBA commodity prices

160 - - 1.5

150 -

-14

140 -

© RBA commodity price index (LHS) - 13

1 -

120_ - 1.2
=~ 110 - - 1.1
£
2 100- x
nD: 1.08
n =
> 90-

S
£ - 0.9

80 - f

Terms of trade (RHS)

70 - - 0.8
60 -
- 0.7

50 0

)

0) - 0.6
40 - . > W/

N

30 - - 05

60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12

Source: NAB Global Markets Research, Reuters EcoWin

* National Australia Bank




NAB Business Conditions by Industry — the Patchwork Economy
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But outside of the mining sector, confidence is weak
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Households remain cautious and savings continue to rise

Real Household Income and Consumption*
Per capita annual rolling sum, log scale
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Retail sales growth remains soft

Retail sales, QLD & Australia

Annual % change, $ sales
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House prices are falling
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June Qtr Annual

% Change % YoY
Sydney 0.4 -0.7
Melbourne -0.1 -2.0
Brisbane -0.3 -3.6
Adelaide -0.8 2.1
Perth -1.0 4.1
Hobart -0.1 2.8
Darwin -1.6 -3.0
Canberra 1.1 2.2
Australia -0.1 -1.9

Source: ABS 6416.0
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Number of (thousands)

Strong AUD hurting tourism into Australia, especially QLD
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Domestic visitors to QLD down
4% in year to March 2011 and
international visitors down 1%

Domestic visitors to Tropical
North QLD down 16% in 2010.
International visitors up 5%,
mainly China and Japan.

Domestic visitors to Townsville
up 11% in 2010.
International visitors down 8%.
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Migration flows into QLD have slowed

Number Queensland Population Flows - Quarterly Number
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Carbon tax adding to the uncertainty

NAB expects 2012-13 GDP to be 0.2 per cent lower due to carbon tax

Carbon tax will increase CPI by 0.7 per centin 2012-13

Government estimates that Electricity prices will rise 10%, Gas prices up
9%, but Food prices rise less than 0.5% in 2012-13

Budget impact is -$2.9bn in 2011-12, and -$524m in 2012-13

Over next 4 years the Budget cost is -$4.3bn, but Budget still expected to
return to Surplus in 2012-13
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Markets have priced in interest rate cuts

RBA Cash Rate vs 3-Year Swap Rate
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Above trend GDP outlook, low unemployment and rising wages
growth has the RBA concerned about inflation

RBA's Inflation Forecasts (excluding carbon tax)
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Mining growth impacting on labour availability elsewhere.
Little spare capacity and unemployment rate is falling

Unemployment Rate
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Right now: Risk of RBA rate cuts due to global risks
If global outlook improves: Next move up due to inflation concerns

RBA Cash Rate

7.5 75
7.0 _\-‘ 7.0
6.5 6.5
6.0 6.0

_ 55 55

5 5

: 5.0 o 5.o§
45 45
4.0 4.0
3.5 3.5
3.01, 3.0

92 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12
Source: Reuters EcoWin

4* National Australia Bank




AUD/USD

AUD lower as fears of US recession increase

AUD/USD
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** USD ‘safe-haven’ status hurt by AAA-rating loss, and speculation of QE3
** AUD sell-off seems overdone. Recovery in global outlook would unwind market

expectations for RBA rate cuts
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A higher average for the AUD over the next decade?

Australian Dollar
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Summary: Global risks are rising, RBA on hold....for now

e US debt problems and deteriorating economy driving global markets
e European debt problems continue
e RBA may respond with cuts as part of global policy response

e But when global economy stabilises (QE3 in US and China outlook
solid) RBA will keep bias to tighten as inflation pressures are rising
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ANALYST CERTIFICATION: The person or persons named as the author(s) of this report hereby certify that the views expressed in the research report accurately reflect their
personal views about the subject securities and issuers and other subject matters discussed. No part of their compensation was, is, or will be, directly or indirectIE/, related to the
specific recommendations or views expressed in the research report. 'Research analysts responsible for this report receive compensation based upon, among other factors, the
overall profitability of the Markets Division which is part of the Institutional Markets & Services division of National Australia Bank Limited, a member of the National Australia
Bank Group (the “National”). The views of the author(s) do not necessarily reflect the views of the National and are subject to change without notice. The National may receive
fees for banking services provided to an issuer of securities mentioned in"this report. The National, its affiliates and their respective officers, and employees, including persons
involved in the preparation or issuance of this report (subject to the policies of the National), may also from time to time maintain a long or short position in, or purchase or sell a
position_in, hold or act as advisors, brokers or commercial bankers in relation to the securities (or related securities and financial instruments), of companies mentioned in this
report. The National or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any recommendations made in this report.

AUSTRALIAN DISCLAIMER: So far as the law allows, National Australia Bank Limited ABN 12 004 044 937 ("the National") disclaims any warranty or representations as to the
accuracy or reliability of the information and statements in this document. The National expressly advises that, to the extent permitted by the law of Victoria, Australia, by which
law use and all other matters relating to this document are governed, it shall not be liable in any way whatsoever (whether in negligence or otherwise) for any loss or damage
which may be suffered by any Person relying upon such information or any opinion, recommendations or conclusions contained in this document or otherwise arising in
connection with the contents of or any omission from this document where the liability is made non-excludable b%/ legislation. This document has been prepared for
dissemination to professional investors. The opinions expressed herein are those of the author and not necessarily those of the National. The information on which those
opinions are based has been gleaned from public sources or provided by the subject on a non-confidential basis.” This document does not purport to contain all relevant
information and any statement as to any future matter is a present prediction of a possible future outcome, the accuracy of which cannot be guaranteed. Past performance is
not a guide to future performance. Recipients should not rely upon the contents of this document, but should make their own assessment and evaluation, undertake an
investigation and enquire and seek advice to enable them to make any decision concerning their own risk.  This material is not intended as an offer or solicitation for the
purchase or sale of any financial instrument. The National, its affiliates, and employees may hold a position or act as price maker in the financial instruments of any issuer
discussed within this document or act as underwriter, placement agent, adviser or lender to such issuer. © Copyright National Australia Bank Limited ABN 12 004 044 937.

UK DISCLAIMER: So far as the law and the Financial Services Authority Rules allow, National Australia Bank Ltd ("the Bank") disclaims any warranty or representation as to the accuracy or reliability of
the information and statements in this Document. The Bank will not be liable (whether in negligence or otherwise) for any loss or damage suffered from relying on this Document. This Document does
not purport to contain all relevant information. Recipients should not rely on its contents but should make their own assessment and seek professional advice relevant to their circumstances. The Bank
may have proprietary positions in the products described in this Document. This Document is for information purposes only, is not intended as an offer or solicitation, nor is it the intention of the Bank to
create legal relations on the basis of the information contained in it. No part of this Document may be reproduced without the prior permission of the Bank. This Document is intended for Investment
Professionals (as such term is defined in The Financial Services and Markets Act 2000 (Financial Promotion) Order 2001) and should not be passed to any other person who would be defined as a
private customer by the rules of the Financial Services Authority ("FSA") in the UK, or to any person who may not have experience of such matters. Issued by National Australia Bank Limited A.B.N. 12
004 044 937, 88 Wood Street, London EC2V 7QQ. Registered in England BR1924. Head Office: 500 Bourke Street, Melbourne, Victoria. Incorporated with limited liability in the State of Victoria,
Australia. Authorised and regulated by the Financial Services Authority in the UK

US DISCLAIMER: This information has been prepared by National Australia Bank or one of its affiliates or subsidiaries (collectively, “NAB”). Ifitis distributed in the
"a'iona’ United States, such distribution is by National Australia Capital Markets, LLC (NACM) which acceﬁts responsibility for its contents. An¥ U.S. person receiving this
= information wishes further information or desires to effect transactions in the securities described herein should call or write to NACM, 200 Park Avenue, New York, NY
Avstralia Capital Markets, LS 10166 (or call (877) 377-5480). The information contained herein has been obtained from, and any opinions herein are based upon sources believed to be reliable and
no guarantees, rePresentatlons or warranties are made as to its accuracy, completeness or suitability for any purpose. Any opinions or estimates expressed in this
information is our current opinion as of the date of this report and is subject to change without notice. The principals of NACM or NAB and/or its affiliates may have a long or short position or may
transact in the securities referred to herein or hold or transact derivative instruments, including options, warrants or rights with securities, or may act as a market maker in the securities discussed herein
and may sell such securities to or buy from customers on a principal basis. This material is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any
other action. It is intended for the information of clients only and is not for publication in the press or elsewhere.
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No easing up on banks’ funding pressures

3yr. Australian Bank Primary Issues & Secondary Spreads

Government Guaranteed (with 70bps fee added)

— Secondary market index
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No easing up on banks’ funding pressures

Short Term Liquidity Funding Spreads
3 month Libor/BBSW - 3m Overnight Indexed Swap
400 -

350- us

300 -

Aust

250 -
200 -

150 -
EUR

100 -

50 -

(L s

CP0 T T [ | P ST PR W sttt

0 ] LI I N I R R A I B B | | LI Y R Y A O O B B | 1 1 LI
Dec Apr Aug Dec Apr Aug Dec Apr Aug Dec Apr Aug Dec Apr Aug Dec Apr Aug
05 06 07 08 09 10 11

Source: NAB Global Markets Research, Reuters EcoWin

4* National Australia Bank




)

Townsville
Chamber of Commerce

Making Business Connections

Thank you!

The Townsville Chamber of Commerce is supported by

¢¢¢¢¢
»

* National Australia Bank




