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The Bigger Picture

— A Global & Australian Economic Perspective

Global: Global growth has returned but is very variable by region. China, India and Non Japan
Asia have seen sharp rebounds. The USA is also improving and has the potential to surprise on
the upside. Japan also looks better from a low base. Europe, however, is still very disappointing
and sovereign risk is real — with significant negative potential.

e Globally we expect GDP growth of around 3%2% in 2010 — after the world economy shrank (for the first time
since WW2) by around 1%% in 2009. Over the longer term we expect growth to approach 4% in 2011. While
encouraging, the forecasts mask a very lopsided pattern of global recovery.

e Underpinned by a massive fiscal package and very expansive credit, China grew by around 22% in Q4 or by
around 8.7% in 2009. Industrial production continues at around 18% y/y and the prospect of further strong
growth in 2010 seems assured — we expect growth of 9.3%. Recently the Chinese authorities have started to
tighten credit in a bid to avoid overheating.

e The strength in Chinese demand has in turn flowed over into export demand across non Japan Asia. After
falling steeply in the GFC, Asian production has rebounded. Thus by end 2009 industrial production across
Korea, Taiwan, Malaysia, Thailand, Singapore and the Philippines was growing by around 15% (on a year to
the latest 3 months basis). While initially this involved a rebuilding of stocks, that phase has long passed. As
a result we expect non Japan Asia to grow by around 4.3% in 2010.

e Similarly Indian policy stimulus appears to have been successful in accelerating demand growth and we
expect growth of around 7 %% in 2010. Latin American economies are also rebounding, buoyed by increased
global trade and strengthening commodity prices.

e After stabilising in Q3 the US economy reported very strong growth in Q4 (up 1.4%). While a good deal of
this strength came from restocking and export growth, there were also signs that the falls in housing and
business investment may be ending. More fundamentally improved wealth effects from equity markets, less
negative housing markets and the lower USD are having an impact. Clearly unemployment is still a
significant headwind as is consumer and business de-leveraging. Also, much still depends on public sector
stimulus which will need to be unwound. Overall, we expect growth of around 2'42% in 2010. Recent strong
surveys (e.g. the January manufacturing ISM) suggest there may be some upside to these forecasts.

e Japanese GDP has also surprised on the upside in Q4 — increasing by 1.1%. Again, much of that growth was
underpinned by a surge in exports. While the GDP numbers are notoriously volatile and subject to revision,
stronger Tanken survey results suggest that the Japanese economy may grow by around 2 %% in 2010 — albeit
that growth comes from a very low base.

e Against that, the European data in Q4 can only be described as deeply disappointing. Europe as a whole grew
by only 0.1% in Q4 — with France the only large economy actually growing. Similarly after a savage
recession, the UK could only manage 0.1% growth in Q4. Prospects for 2011 still look weak. Thus we have
revised down our European and UK forecasts to 0.7% and 0.9% respectively.

e For Europe, concerns are being increasingly raised about the ability of governments to fund the extensive
fiscal packages that have been put in place. Equally there are concerns — especially in the southern European
states — about the ability of governments to put in place the type of fiscal packages necessary to return public
finances to a sustainable path. That is especially the case in an environment of still high and rising
unemployment. Hence the new emphasis on the possibility of sovereign risk re-emerging — with the potential
for very severe and dangerous flow-on effects.

e A key assumption in our forecasts is that some type of package will be put together to ensure that current
problems in Europe will not be allowed to escalate into actual defaults. While clearly much could still develop
here, we are still reasonably confident of sustained global growth and the prospects of a “W” recession
receding.
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Australia: After a remarkable 2009, Australian growth strengthened in late 2009 — with the
labour market now substantially stronger. While it looks like 2010 started on a weaker note,
confidence is still high and we expect growth of 3% - with unemployment falling to 4%:% by year
end. RBA has around 100 points to do over 2010.

e Recent business surveys point to a very strong end to 2009. Indeed based on past relationships the survey
suggests that demand was probably running around 4% at an annualised rate in H2 2009. For Q4 we are
currently expecting GDP growth of around 0.9% - we also suspect that the relatively low Q3 estimate of 0.2%
may be understating the true momentum of the economy.

e That is certainly also in keeping with a very strong labour market. According to the official estimates
employment has accelerated from no annual growth in Q3 to around 1% growth in Q4. Unemployment has
fallen from 5.8% to 5.3% in January 2010. The survey also shows very strong employment growth in late
2009/ early 2010 — with a substantial increase in hours worked in late 2009.

e Businesses have also increased their level of capacity utilisation as greater confidence in the sustainability of
recovery builds and are no longer de-stocking. That said, business investment intentions remain relatively
low and business continues to de-leverage (especially corporates). As a result demand for business credit
continues to fall — with business reporting “no need for credit” rising to a record high of 47% in the January
business survey.

e Given the strength of activity in late 2009 it is perhaps not surprising that overall business confidence in the
January survey remains at high levels (+15 points). That said it appears that January trading and profits were
well off the levels reported in late 2009 — with the Survey’s measure of activity falling by 7 points to +3 index
points. That decline would have been more were it not for a still strong labour market. Similarly there was a
marked fall in new orders. Broadly it appears that business may have been surprised by the January
outcomes. While they remain optimistic future trends will need to be carefully watched.

e Overall, the combination of a strong labour market (both on an hours worked and heads basis) and improved
wealth from equity and housing markets will continue to underwrite robust consumer spending (around 3 34%
in 2010) notwithstanding continuing de-leveraging.

e On property markets, while the end of the FHOB and higher rates will detract, those factors are more than
offset by lower unemployment and a continuing undersupply of housing. As a result we now see house prices
up 5-10% in 2010 compared to previous expectations of falls.

e Opverall we see no reason to change our credit forecasts for 2010 — which have business credit falling by 5%,
housing credit growth of 8% which, with moderate consumer credit, leads to total credit growth of 2%4%.

e  Even with little expected growth in business investment, strong consumption growth and still robust public
sector spending (around 5'2%) will see GDP growth of around 3% in 2010 (and somewhat stronger on a
December 2009 / December 2010 basis). For 2011 we see growth strengthening further to around 3% %
(marginally stronger than RBA estimates in last weeks SMP).

o Applying those growth rates to the labour market, would see unemployment falling to 4%% by end 2010 and
around 4% by late 2011. We also see core inflation slowing to around 2.3% by late 2010 as the currency
strengthens and spare capacity persists. On the currency we still see the AUD nearing parity in mid 2010 as
Australian growth outperforms while rates and commodity prices move higher.

e Clearly those forecasts are not consistent with very low interest rates. We still see the need for the RBA to
increase rates by around 100 points to 4%% by end 2010. While the RBA has signalled they are reassessing
the impact of the 3 rises already delivered, the timing of the expected rises is very much data driven. That is
every meeting is potentially live in 2010. At this stage we expect 25 point rises in May, June, August and
November. But the possibility of a rate rise in March is still near 50% given recent strong data. We then
expect the RBA to take rates to around 5% by late 2011 which would be on the tight side of neutral — but
consistent with the strong activity forecast by ourselves and the RBA for 2011.

Alan Oster
Group Chief Economist
National Australia Bank

03 8634 2927 (Mobile 0414 444 652)
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DISCLAIMER: “[While care has been taken in preparing this material,] National Australia Bank Limited (ABN 12 004 044 937) does not warrant or represent that the information, recommendations, opinions or
conclusions contained in this document (“Information”) are 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.

To the extent permissible by law, the National 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 reasons of negligence, negligent misstatement or otherwise). If any law prohibits the exclusion of such liability, the National limits its liability to the re-supply of the Information, provided that
such limitation is permitted by law and is fair and reasonable. The National, its affiliates and employees 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.”

UK Disclaimer: So far as the law and the FSA Rules allow, National Australia Bank Limited (‘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.C.N. 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. Regulated by the FSA in the UK.

U.S DISCLAIMER: This information has been prepared by National Australia Bank or one of its affiliates or subsidiaries (collectively, “NAB"). If it is distributed in the United States, such distribution is by National
Australia Capital Markets, LLC (NACM) 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 NACM, 200 Park Avenue, New York, NY 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, 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 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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