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Australian economy and financial markets continue to be impacted by a large number of

large and diverse forces

Positives

Low interest rates

Strong recovery in residential construction (especially apartments)

Continuing relatively rapid population growth (slowing a little)

Infrastructure spending, especially in NSW

A lower $A

Significant drop in oil prices (for consumers and business input costs)

Stronger mining exports

US economy strengthening; continuing tailwind from many aspects of Chinese growth (India?)
Negatives

Falling commodity prices/terms of trade = weak incomes growth and government revenues = fiscal tightening

Large mining projects completing and lower oil prices to hit oil & gas sector spending (impact on WA/NT/parts of

QLD)

Consumer and business confidence still a little fragile — budget this year has been more helpful

Slower growth in China affecting some sectors; still relatively slow growth in Europe and Japan
> Strengthening now occurring in the non-mining economy. Question is about pace and sustainability
Other issues

The ageing population

Technology: the Internet and Digital Disruption

Impact of QE and zero/negative interest rates in Europe and Japan — possible Greece exit from Euro?

The first increase in US interest rates in nine years
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Significant decline in the terms of trade (commodity prices) a drag on the economy,
Incomes and budget revenues

Terms of Trade - Australia
120 -

110 A
100 A

90 - u

80 -

Terms of trade

70 -

60 -

50 -
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Source: National Australia Bank, Macrobond




Income growth much softer than GDP growth when terms of trade falling — concentrated
In mining and sectors exposed to mining?

GDP vs Income
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Expenses growth the main issue, but colliding with soft revenue growth due to terms of
trade decline and slow wages growth

Australian Federal Government Fiscal Position
450 1 12 month
400 - running total Expenses
350 -
300 -
250 - Revenues
_5 200 -
5 150 -
100 -
50 - Budget Balance
. M
_50 -
-100 -
19|92 19|94 19|96 19|98 20|00 20|02 20|04 20b6 20|08 20I1O 20I12 20I14
Source: National Australia Bank, Macrobond




Completion of major mining projects also a headwind

Business Capital Expenditure (% of GDP)
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A dramatic fall in oil and iron ore prices — oil prices should boost consumer spending

Oil, Coal, and Iron Ore.
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Some major currency realignments taking place also — mainly against the US$. Positive
medium term for the economy, but a challenge for retailers’ pricing?
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Global Growth Forecasts

Global GDP
20 Yr
Dec year 2013 2014 2015 2016 | Avge
Australia 2.1 2.7 2.4 3.2 3.4
Us 2.2 2.4 2.5 2.7 2.6
Eurozone -04 0.9 1.4 1.8 1.5
UK 1.7 2.8 2.2 2.4 2.4
Japan 1.6 -0.1 0.8 1.3 0.8
China 7.7 7.4 7.1 6.9 9.2
India 6.3 7.2 7.7 7.9 6.6
New Zealand 2.2 3.3 2.8 2.0 3.0
World 3.3 3.3 3.2 3.4 3.5




US economy improving — small businesses more positive. Complicated by weather, port
disruptions and oil spending weakness in recent months

US Business Outlook - Small and large firms
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Forecast trend for US unemployment a key factor in timing of Fed rate rises: 5-5.5%
considered full employment
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Fed also needs to be convinced inflation heading back to 2%
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Europe — mildly better data and a lower EUR, but Greek uncertainty still remains

CHART 1: EC ECONOMIC SENTIMENT & EURO-ZONE GDP
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And Greece (and the EU/IMF) have some important deadlines to meet over July-August

tln
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5" Jun. IMF repayment €300m

a000 - Small amounts of interest
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13" Jul.  IMF repayment €460m

I I . 20"Jul  ECB redemption €3.6bn
oct M O Dec

1" Aug IMF repayment €140m
20" Aug  ECB redemption €3.2bn
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China — GDP slowing trend clearly evident, but 6-7% growth still very quick.
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Industrial side of China’s economy slowing relatively quickly

1. China Activity Proxy & GDP (% y/y)
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China and Japan are Australia’s biggest export markets...by a large margin

Australian Exports by Destination
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Major markets for Australia’s major exports (2013-14)

6

1 China 57,043 76.4 1 China 8,110 61
2 Japan 9,664 12.9 2 Singapore 2,273 17
3 Republic of Korea 6,096 8.2 3 United Kingdom 640 5
4 Taiwan 1,710 2.3 4 Turkey 537 4
5 Indonesia 5 Thailand
1 Japan 13,170 33.0 1 No Country Details (mainly China & Japan) 5,254 50.4
2 China 9,311 23.3 2 Thailand 1,632 15.7
3 Republic of Korea 5,216 13.1 3 Singapore 1,609 15.4
4 India 4,955 12.4 4 Republic of Korea 627 6.0
5 Taiwan 2,816 5 Papua New Guinea
1 Japan 13,174 80.8 1 Japan 1,439 22.4
2 China 2,592 15.9 2 United States 1,360 21.2
3 Republic of Korea 424 2.6 3 Republic of Korea 892 13.9
4 Taiwan 49 0.3 4 China 787 12.3
5 Middle East 5 Indonesia
1 China 4,142 26.3 1 Indonesia 1,194 19.6
2 India 1,464 9.3 2 Vietnam 496 8.1
3 Vietnham 939 6.0 3 China 434 8.0
4 Republic of Korea 743 4.7 4 Yemen 349 5.7
5 Malaysia 5 Japan
1 China 1,909 13.8 1 No Country Details (mainly Japan) 5,532 91.0
2 United Kingdom 1,867 13.5 2 China 528 8.7
3 New Zealand 1,334 9.6 3 Republic of Korea 12 0.2
4 United States 1,018 7.3 4 United States 6 0.1
5 Japan 744 5.4 5 Philippines 0 0.0
Source: DFAT, ABS.
* Country shares of LNG from 2014 BP Statistical Review of World Energy
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Chinese consumer indicators holding up better, though some gquestion mark over
sustainability/influence of recent stock market gains
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Most Chinese influences on Australia still very positive: e.g. Chinese tourist arrivals to
Australia, (housing, education, dairy, wine).

o Short-term Visitor Arrivals from China
onthly
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Residential building approvals at record highs
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House prices recently have been rising strongly in Sydney

Overall dwelling prices (houses and units, city/regional, median)
Centred moving average, 7 months
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ABC News: Port Hedland house passed in at auction in million-dollar dive, sign mining
boom over

U"ll ,l’A'

PHOTO: The Port Hedland house was bought for $1.3 mllllon in 2011. (Jan Ford Real Estate)

A house in the mining town of Port Hedland MAP: Port Hedland 6721 C
has been passed in at auction for $360,000

after it was bought four years ago for $1.3

million.
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Definitely some overvaluation in mining towns, now unwinding
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Ditto
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Tourism/lifestyle locations flat or weaker in price post GFC

Unit Prices in Selected QLD Locations
Median selling prices
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Mixed and Agribusiness areas generally flat since the GFC

Queensland Regional - Mixed & Agribusiness
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Non-mining states recovering — mining underperforming. QLD has improved in recent
months. WA and SA weak (SA not quite as weak as suggested by below)

NAB Business Conditions by state
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Construction (apartments) better, services strong; retail has improved a little

NAB Business Conditions

40 1 3 month Household Services
average

30 - /
YA
1 /~ \ '\/"’\~ \ \
. ,.'/;”'P LRl
11; N AT S Y N0 K, Retail
o A oS R
-20 - Manufacturing ' ' Vl

230 A Construction Mining

40 - Finance, Property and Business Wholesale trade
MSJIMSIMSIMSIMSJIMS JIMS
2009 2010 2011 2012 2013 2014 2015

Source: National Australia Bank, Macrobond

29




Employment +19K trend; unemployment -0.6K trend. Encouraging. NAB forecasting a
6.4% unemployment peak.

Labour market
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SEEK jobs ads by state — NSW/Vic solid improvement; QLD very modest; WA weak
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Seek jobs ads trending higher — again pace is relatively slow, but trend is usually more
consistent with rate rises

SEEK New Job Ads and RBA cash rate
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Australian longer-term interest rates are determined globally. QE and low/negative
Interest rates in Europe, US and Japan have been important
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Key views

Many diverse forces continuing to impact on Australian economy and businesses.

Non-mining growth to strengthen in H2 2015 and 2016 due to lower rates, lower $A,
lower oil prices, and stronger US economy (despite much weaker mining investment and
lower terms of trade).

$A to continue to fall: US$0.74 end 2015 (risk lower if US$ continues to strengthen).
RBA to now remain on hold for an extended period
3-year swap rate to rise to 2.5% at end-2015 as US Fed begins to tighten

Increased volatility a risk in markets (especially currencies) as Fed tightens
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Important Notices

Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in this document has been prepared without
taking into account your objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate for your
circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any decision about a product including
whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the "NAB Group") does not
warrant or represent that the information, recommendations, opinions or conclusions contained in this document ("Information") is accurate, reliable, complete or current. The Information is
indicative and prepared for information purposes only and does not purport to contain all matters relevant to any particular investment or financial instrument. The Information is not intended to be
relied upon and in all cases anyone proposing to use the Information should independently verify and check its accuracy, completeness, reliability and suitability obtain appropriate professional
advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this document will be considered an invitation to engage in business, a
recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide investment, financial or banking services or an invitation to engage in business or invest, buy, sell or
deal in any securities or other financial instruments.

The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to future matters are not guaranteed to be accurate
and any statements as to past performance do not represent future performance.

The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or act as a price-maker in the financial
instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter, placement agent, adviser, broker or lender to such company or issuer. The NAB
Group may transact, for its own account or for the account of any client(s), the securities of or other financial instruments relating to any company or issuer described in the Information, including in
a manner that is inconsistent with or contrary to the Information.

Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or misrepresentations in the Information (including by
reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the
exclusion of such liability, the NAB Group limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.

This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is governed by, and is to be construed in
accordance with, the laws in force in the State of Victoria, Australia.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will be,
directly or indirectly, related to any specific recommendations or views expressed. Research analysts responsible for this report receive compensation based upon, among other factors, the overall
profitability of the Global Markets Division of NAB.

USA: This information has been prepared by National Australia Bank Limited or one of its affiliates or subsidiaries ("NAB"). If it is distributed in the United States, such distribution is by
nabSecurities, LLC which accepts responsibility for its contents. Any U.S. person receiving this information wishes further information or desires to effect transactions in any securities described
herein should call or write to nabSecurities, LLC, 28th Floor, 245 Park Avenue, New York, NY 10167 (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, representations 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 nabSecurities, LLC or NAB 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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Key Forecasts

Forecasts
Economics - yoy% 2013 2014 2015 2016 Markets /Rates 28 Apr | Jun15 Sep 15 Dec 15 Mar 16 Jun 16
Household Consumption 1.7 2.5 2.7 2.9 RBA Cash 2.25 2.3 2.0 2.0 2.0 2.0
Business Investment -4.5 -6.1 -8.5 -9.9 3 Year Swap 2.2 2.2 24 24 2.6 2.7
Domestic demand 04 1.2 0.9 1.2 10 Year Swap 29 3.0 3.2 3.1 34 34
Net Exports (a) 1.6 1.7 2.0 19 10 year ACGB 25 2.6 2.8 2.8 3.0 3.0
Real GDP 2.1 2.7 2.4 3.2 Aus-US 10yr bond 58 35 30 25 20 20
Fed Funds Rate 0.3 0.25 0.50 0.75 0.75 1.25
CPI 24 2.5 1.8 3.1 US 10 Year Bond 1.9 2.25 2.50 2.50 2.75 2.75
Underlying CPI 24 2.6 24 2.7
Wages 29 2.5 2.4 2.4 AUD 0.785 0.78 0.76 0.74 0.73 0.73
AUD/NZD 1.03 1.08 1.07 1.06 1.06 1.07
Terms of Trade -3.9 -7.5 -8.4 -1.2 AUD/IPY 935 96 94 93 92 92
Unemployment rate (%) 5.7 6.0 6.3 6.3 AUD/EUR 0.72 0.76 0.75 0.74 0.73 0.72
Current Account - % GDP -3.3 -2.8 -2.9 -1.3 AUD/GBP 0.52 0.55 0.55 0.56 0.55 0.54
Fiscal Balance* - % GDP -1.3 -3.2 -1.8 -0.8 AUD/CNY 4.9 4.9 4.8 4.6 4.5 4.5
Source: Bloomberg; NAB. * June fiscal year
a. contribution to annual GDP. Inventories and statistical discrepancy not show n
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Currency forecasts

28/04/2015 Jun-15 S5Sep-15 Dec-15

Mar-16 Jun-16 5Sep-16 Dec-16

Majors

ALDMUSD
MZD/USD
USDAJPY
EURMSD
GBP/USD
USD/CHF
USD/CAD
USD/CNY

AUD Crosses

AUDMZD
ALDMJPY
AUDEUR
ALD/GBR
ALD/CHF
ALD/CAD
AUDMSGD
AUDMKRW
AUDICNY

0.7854
0.7639
11910

1.09
1.5226
0.9555
1.2095
6.2200

1.0281

9354
0.7221
0.5158
0.7504
0.9499
1.0431
gd2 74
45852

0.78
0.72

123
1.03
1.41
1.01
1.25
6.25

1.08
96
0.76
0.55
0.73
0.98
1.08
905
4.90

0.76
0.71

124
1.02
1.38
1.02
1.24
6.25

1.07
94
0.75
0.55
0.78
0.94
1.05
ga7
4.75

0.74
0.70
125
1.00
1.33
1.05
1.2
6.20

1.06
893
0.74
0.56
0.78
0.90
1.01
450
459

0.73
0.69

126
1.00
1.33
1.06
1.21
6.20

1.06
92
0.73
0.55
0.77
0.88
0.99
876
4.53

0.73
(.68
126
1.01
1.35
1.05
1.20
6.18

1.07
92
0.72
0.54
0.77
(.58
0.99
Glik
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0.75
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1.02
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8585
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