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Oil prices high; still well off worst oil shock
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US inflation still well contained, despite oil prices

Oil Prices & US Inflation
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Oil futures see high prices persisting ahead

Oil Prices - WTI

A NYMEX Forward Curve US$/barrel
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Impact on the US economy

B Estimates of the economic cost of hurricane = US$100 billion

M =0.9% GDP for the US economy
Cost of insurance = $30 billion (Hurricane Andrew US$22 billion (2005 $))

W 0.2% of GDP

Oil production in the Gulf of Mexico cut by about 80%, = 25% of total US domestic
crude production

M Refineries have also been closed = 10% of US refinery capacity or 1.77m bbls per day

M Recent reports show some production is already back on stream

The IEA will make available 60m bbls of crude oil over the next month &

The US administration wlll release a further 30m bbls from the Strategic Reserve

M = 3.0 bbls per day
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China: A rapidly growing market for Australia
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Global economy supports Aussie export volumes

Global GDP Forecasts
annual average % 2001 2002 2003 2004 | 2005 (f) 2006 (f)
UsS 0.8 1.9 3.0 4.4 3% 372
Japan 0.2 -0.3 1.4 2.7 12 172
UK 2.3 1.8 2.2 3.2 2 24
Eurozone 1.8 0.9 0.7 1.7 1% 2.0
Canada 1.8 3.4 2.0 2.8 2.7 3.0
<= |Australia 2.2 4.1 3.5 3.2 2 3Va
New Zealand 2.6 4.7 3.4 4.8 2V 2Ya
China 7.5 8.1 9.3 9.5 9%4 872
World 2.1 2.6 3.4 4.7 4.0 3%
Non-Japan Asia 4.2 6.1 6.3 7.5 672 672
Latin America -0.3 -1.0 2.4 5.7 5.0 3%
Source: NAB Group Economics (Tom Taylor)
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Growth in credit outstanding

Credit Growth

==Housing (rhs) = —— Total Credit (ths) = ——Personal  ====Business YoY%
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Housing Credit

M Variables which impact on housing credit growth are:
M Housing construction cycle (assume falls of 10% this year)
M House prices (assume no change)
M Interest serviceability (rates unchanged)

M House prices to Share Market (assume equity market out performs by 10%)

™ Model results are as follows....
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Housing Credit Forecast v Model. After changes to history
now on track

30

Model Estimates & Growth in Housing Credit
(Estimated from 1986)

—e—ACTUAL & FORECASTS

—m— MODEL ESTIMATES BASED ON: CONSTRUCTION ACTIVITY, HOUSE PRICES,

SERVICEABILITY AND RELATIVE PERFORMANCE OF S&P TO HOUSE PRICES

@ @ © @ = N N @ O % T B W O W~k B O D ® O O - N N ® ® % T W WO @ .~ & ®
T $ & $ & $ &8 % &8 ¢ 8 & F &8 $F 5 $ 5 585 ¢ 58 ¢ 5 &5 & F 5 $F s s § s F s 0F
= 6 = 6 = & = B = & = B = =S =S =6 =6 =S = = = =6 =6 =6 =6 = &

12

%Naﬁonal Avustralia Bank



A www.nabmarkets.com

Business Credit...

M Our research points to key drivers of business credit as follows:

M Lagged investment cycle (ie what happens to domestic demand and the level of
capacity utilisation)

M And business confidence (lagged around 6 months)

B  When we put in our activity forecasts we get the following
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Business Credit Forecasts. At present still tracking a touch
above forecasts.

Sum Of Quarterly Model v Actual 12 Mth Growth in Businesss Credit
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Consumer Credit

M Consumer credit really divided up into 3 distinct markets
® Credit cards
M Personal loans

@ Margin lending

@ But no disaggregated data to model separately

M Typically we tend to use change in nominal consumption as driver

® Hence we expect to slow (credit cards dominate) to around 11%
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Deposits. Key trends very much driven by credit less velocity..

System Credit & Deposit Growth - Long run View
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Forecasts of Australian Credit and Deposits.

Australian Credit, Deposits & GDP Forecasts

2004 2005 2006 2007

Domestic Demand 5.3% 2.7% 2.7% 3.7%

GDP 4.0% 2.0% 3.5% 3.7%
Credit 13.8% 11.8% 9.8% 9.5%

* |Housing Credit 17.4% 12.0% 10.0% 10.0%
K% |Other Personal 13.0% 13.0% 11.0% 11.0%
Business Credit 9.0% 11.0% 8.0% 4.0%
System Deposits 9.4% 9.0% 7.5% 7.5%

%Naﬁonal Avustralia Bank




www.nabmarkets.com

Housing demand: fell early 2004; still soft

$bn
Son Housing Finance

Total (ex refinancing)

Investor == *Owner Occupied (ex refinancing)

Source: ABS; NAB Market Economics
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Residential approvals: downturn relatively mild
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House prices: finding a bottom

YoY % Established House Prices %)
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Retall sales soft since mid-2004

o Retail Trade o
I MoM (LHS) ==Year on Year (RHS)
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Cyclical sectors fairing the worst

Business Conditions by Industry
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NAB Survey:. weak early ‘05; bounced in May

NAB Business Survey
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Outlook: gradual improvement in economy

Australian GDP
YoY % ——GDP — — Gross National Income Household Disposable Income YoY%
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NAB Survey measured of inflation pressures

Annual =o=Prices Economy Wide LHS = Labour Costs LHS A
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CPI. OK for now —rising ahead

%

Consumer Price Measures %
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Reserve Bank: Rates on hold ahead

® RBA now firmly back to a ‘neutral’ policy outlook — risks balanced

® Domestic demand has slowed to a more sustainable pace

M Inflationary pressures not rising as quickly as the RBA feared

®  We expect softer data ahead

B Rising unemployment; easing inflationary in 2006

@  Our view is RBA on hold for remainder of 2005
® Potential rate cut in early 2006
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NAB’S Forecasts
2004 2005 (f) 2006 (f)

Real GDP (Yr Average %) 3.2 2.0 3.3
Private Consumption 5.8 3.0 2.4
Residential Construction 5.1 -6.1 -1.0
Business Investment 9.5 7.2 4.6
Government Spending 4.1 2.7 3.2
Exports 4.1 3.4 5.9
Imports 14.5 6.9 3.4
Net Exports (Contribution) -2.9 0.1 0.2

Other (End of period)

Unemployment Rate (%) 5.1 9.5 5.8
Employment (YoY%) 2.7 2.2 2.0
Wages (YoY%) 3.7 4V, 3.7
CPI Inflation (YoY%) 2.6 2.6 2.7
Current Account (% GDP) -7.2 -6.1 -54
Official Cash Rate (%) 5.25 5.50 5.25
AUD 0.78 0.72 0.68

Source: NAB Group Economics
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Important Notices

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 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 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.

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 by 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.
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