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In Aust, securities guarantee is working... but cost of money still high
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The cost of short term funds also improving... still elevated

Price of Liquidity for Banks
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Stock markets pricing severe recession....Eroding wealth

Transmission
mechanism 2 :
Stock markets
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Stock markets pricing the worst times over past 80 years
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Global trade drying up.... Triggered by deep US recession

Transmission
mechanism 3 :
Falling exports
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China’s export drop hit production & hence commodity demand
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Recession year in 2009... Asian downturn bad news for Aust

Summary World Economic Forecast Table
GDP Growth (Annav %) 2007 2008 2009 (f) 2010 (f)

Australia 4.0 2.3 -1.0 1.0
New Zealand 3.2 0.3 -0.9 2.3
US 2.0 1.2 -2.8 1.5
Japan 2.4 -0.6 -3.4 1.5
UK 3.0 0.8 -2.6 1.4
Eurozone 2.6 0.7 -3.8 0.4
India 9.3 7.6 5.4 .7
China 11.8 9.5 6.2 6.9
Korea 5.0 2.5 -4.8 2.3
Taiwan 5.7 -0.5 -6.5 2.2
World 4.9 3.2 -1.0 - 2.3
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February results show Conditions falling and Confidence weak
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Key concerns in NAB Survey is Forward Orders
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Exports have fallen off a cliff in 2009
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All States caught by the downturn: Resources no panacea

Business Conditions by State, 3 month average
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Resource rich State fairing badly, as lower exports fall
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Most industries doing it tough, even mining contracted in Feb

NAB Business Conditions indexes
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Retal benefiting from fiscal stimulus, rates, petrol; confidence poor
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Economic implications: Conditions signaled recession

Net balance
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Economic implications: Unemployment deluge about to hit

e NAB data points to employment falling by 1¥2%yoy by June
e Implies emp falls from 10.7mn in Jan to 10.5mn by June: -200K

e An average of -40K per month over next 5 months
19 F¥nabCapital



Economic implications: Big dip in investment coming
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RBA rate hikes designed to slow demand down......It worked....

Established house prices, $'000
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Approvals still awful but lending starting to rise

Aus: New dwelling finance and mortgage rates
Number, rate
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Aus forecasts: moderate recession; rising jobless; falling inflation

GDP Growth
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RBA decides to pause.... Our view: more to come
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RBA has cut aggressively

400bps in the 5 months September to February
unprecedented urgency

Inflation coming back more rapidly than RBA previously forecast

Policy now clearly accommodative and some runs on the board

Housing lending rising, particularly for first home buyers

Business credit growth bounced and 30% investment allowance
working

Retail sales bounced in December 3.8% and held up in November
GDP not collapsing, but weak
More fiscal stimulus from February package in the pipeline
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Australian dollar: volatility unprecedented in recent months
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AUD outlook summary: Volatility to continue but trend higher

e The currency has fallen spectacularly over the past half year
— The peak was at 0.9850 on 15 July
— Low so far has been 0.6009 (27 Oct)
— Recent high 0.7268 on 7 January

e The fall reflected

— Plunging commodity prices; downgraded forecasts for Aus and
global growth; steep RBA rate cuts; and investor risk appetite

drying up
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AUD outlook summary: Volatility to continue but trend higher

e The likely trough was at US60¢
— FX pricing deep recession, complete commodity price reversal

— RBA intervention is usually profitable; RBA buying at US60-63.5¢
late in 2008

e Currency to move higher during 2009
— RBA rate cuts will end late 2009, leaving AUD with yield advantage
— Investor sentiment about the outlook will improve

— Commodity prices above long run averages

e Near term, AUD probably capped at around 67¢
— Stock markets in decline and investor risk appetite low
— But rate differentials could limit the downside
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The numbers..........
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2007 2008 2009 2010
Economic Activity
Australia 4.0 2.3 -1.0 0.9
US 2.0 1.2 -2.8 1.5
Eurozone 2.6 0.7 -3.8 0.4
China 11.8 9.5 6.2 6.9
World 4.9 3.2 -1.0 2.3
Australia Other
Underlying inflation 3.1 4.4 2.9 2.0
Unemployment Rate 4.4 4.2 5.7 7.2
Current Account (% GDP)  -6.3 -4.2 -7.0 -6.4
Now 2009 2010
Markets - period end
RBA Cash Rate 3.25 2.00 3.00
Fed Funds Rate 0.25 0.13 2.00
3 Year Swap Rate 3.40 3.7 5.3
AUD/USD 0.63 0.76 0.78
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Disclaimer

ANALYST DISCLAIMER: 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 indirectly,
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 nabCapital a division of National Australia Bank Limited, a member of the National
Australia Bank Group ( “NAB”). The views of the author(s) do not necessarily reflect the views of NAB and are subject to change without notice. NAB may receive fees
for banking services provided to an issuer of securities mentioned in this report. NAB, 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. NAB 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: National Australia Bank Limited (ABN 12 004 044 937, AFSL 230686), its affiliates, related bodies and any officer, employee, agent,
adviser or contractor thereof (“NAB”) 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 has been prepared for dissemination to professional investors for information purposes only
and any statements as to past performance do not represent future performance. The Information does not purport to contain all matters relevant to any particular
investment or financial instrument and all statements as to future matters are not guaranteed to be accurate. In all cases, anyone proposing to rely on or use the
Information should independently verify and check the accuracy, completeness, reliability and suitability of the Information and should obtain independent and specific
advice from appropriate professionals or experts. The Information is not intended as an offer or solicitation for the purchase or sale of any financial instrument. To the
extent permissible by law, NAB shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by
persons who use or rely on such Information (including by reason of negligence, negligent misstatement or otherwise). If any law prohibits the exclusion of such liability,
NAB limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable. NAB may hold a position or act as a
price maker in the financial instruments of any issuer discussed within this document or act as an underwriter, placement agent, adviser or lender to such issuer. The
Information is governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia, and any dispute or claim arising from, or in
connection with, the Information is subject to the non-exclusive jurisdiction of the courts of that State.

UK DISCLAIMER: So far as the law and the Financial Services Authority rules allow, nabCapital - A division of National Australia Bank Limited (“NAB”) disclaims any
warranty or representation as to the accuracy or reliability of the information and statements in this document. NAB 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. In accordance with our Terms of
Business, if we agree to provide you with investment advice, we are only advising you on the products, services and transactions provided by us or an Associate. It is
your responsibility to seek further advice if your circumstances change. We shall not be responsible for reviewing the suitability of any transaction on an ongoing basis. If
we effect a transaction with or for you following provision of advice by us, you accept the basis upon which this advice was given. NAB 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 NAB 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 NAB. NAB has its UK branch
(number BR001924) at 88 Wood Street, London EC2V 7QQ and its registered office at Level 35, 500 Bourke Street, Melbourne, Victoria 3000, Australia. National
Australia Bank Limited is authorised and regulated in the United Kingdom by the Financial Services Authority (“FSA”). Our FSA reference number is 141309.

U.S DISCLAIMER: 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 nabCapital Securities, LLC which accepts responsibility for its contents. Any U.S. person receiving this information wishes further
information or desires to effect transactions in the securities described herein should call or write to nabCapital Securities, 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 nabCapital Securities, 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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US mortgage delinquencies still rising... Aus much better

US mortgage delinquencies
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GDP downturn led by weaker consumption and investment

Change in major components of GDP
(annual % chng)

2007

Household Consumption 2008

2009

Business investment

Housing investment

Government

Stocks a

Net exports a

GDP

-6.0 -3.0 0.0 3.0 6.0 9.0 12.0

Source: ABS; nabCapital a Contributions to growth in percentage points
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