AUSTRALIAN ECONOMIC
AND FINANCIAL OUTLOOK

Reimaﬂm
Jowrism Inﬂ(wstrﬂ Council Tasmania
Launceston — 25 Ma(f 2017

Ivan Colhoun, Chief Economist, Markets, National Australia Bank



| GREW UP AND WAS EDUCATED IN TASMANIA
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WEATHER FORECASTING

« Two reasons for improved weather forecasts
— Better information about the starting point

— Significantly increased computing power

« An understanding of the big forces influencing the forecast is also
very important
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SO WHAT ARE THE BIG FORCES IN THE AUSTRALIAN AND TASMANIAN ECONOMIES
AND THE TOURISM INDUSTRY AT PRESENT? Lots/

Positives

Improvement in the global economy

Strong population growth (especially NSW and Victoria)

Record low interest rates — producing strong residential construction (esp. apartments) in east coast cities
Infrastructure spending, especially in NSW

A much lower $A (helpful for tourism, exports and firms competing with imports)

Significant drop in oil prices (helpful for consumers and business input costs, but not for oil & gas spending)
Continuing strong foreign investment flows

Stronger resource export volumes (especially gas)

Somewhat stronger major Australian commodity prices

Generally favourable farm conditions

Negatives

Large mining/gas projects completing (impact on WA/NT/parts of QLD and services to mining)

Peak in housing construction

Concerns over consumer confidence, household debt levels and housing affordability

Macroprudential measures to slow investor housing and independent interest rate rises by Australian banks

Need to improve the budget deficit

Other issues

Chinese economy/policy uncertainty
Geopolitics — President Trump, North Korea, Islands in the South China sea, European referenda, Brexit
The ageing population

Digital disruption, automation/artificial intelligence
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INTERNATIONAL ECONOMY




GLOBAL GROWTH TURNING - s\yWow&sw&{//mW turns are not common,

Global Growth Forecasts - NAB and IMF
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GLOBAL BUSINESS CONDITIONS - émprovement in H2 2016

Global Manufacturing Indexes
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GLOBAL GROWTH FORECASTS - émproving

Comparison of Treasury Budget Forecasts and NAB Forecasts

2017 2018 2019

Treasury NAB | Treasury ~ NAB |Treasury  NAB
US 2.3 2.1 2.3 2.3 2.3 2
Euro-zone 13 1.9 1.3 1.3 1.3 1.5
Japan 0.8 1.2 0.5 0.9 0.5 0.7
China 0.5 0.5 0.3 0.3 b b
India / 1.4 7.8 /.2 7.8 1.4
Emerging Asia 4 4 4.3 ! 4.3 3.
World 3.3 3.3 3-5 3-5 3.8 34
Major trading partners 4 4 4 3.9 4 3.7




COMMODITY PRICES UP — mixture supply cuts and demand increases
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Iron ore, coal and oil prices
Prices in USD, per tonne/barrel
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UNEMPLOYMENT - Artling in most countries although may have stalled in
Australia [M@%@g remain) Y

Unemployment Rates
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LONGER TERM BORROWING RATE TREND NOW UP - due o, US growth and
interest rates and, global ‘move” aqainst neqative interest rai policy

10-year Govt. Bond Yields
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PRESIDENT TRUMP'S KEY ECONOMIC POLICIES

Positive for US (and global) growth

e Company tax — rate to be reduced from 35% to 15%; 10% tax on repatriation of profits currently
held offshore

e Income tax cuts — tax cuts and move from 7 to 3 tax brackets
e Infrastructure spending — talk of US$0.5-1.0 trillion jointly funded by private sector
e Reduced regulation
Negative/ambiguous for US/global growth
e Trade policies
— Tariff/duty introduced broadly on imported goods (to fund other tax cuts)

— Specific very high tariffs on certain countries deemed unfair traders (eg China (45%?7?) ,
Mexico)

— Renegotiation of FTAs (NAFTA)
Possible flow on impacts
e Trade war — retaliatory protectionist tariffs enacted by China, Mexico? (-)

e Global competition to reduce corporate tax rates? (+)
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AUSTRALIAN ECONOMY
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GROWTH DRIVER - Austratia’s population still 3row£nﬁ near@ 1%: % per year,
underpinned, bj strong web overseas migration

Population Growth - rolling 4 quarter Net Overseas Migration - rolling 4 qtr
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NAB BUSINESS CONDITIONS - overadt, business conditions are improving.

NAB Survey - Business Conditions
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BUSINESS CONDITIONS - recent [tem,oomr‘y) séom’ng was Weoéavwnrnwdnﬁ
states/sectors. Mining, WA and, BLD now improving. Ketail still weak.

NAB Business Conditions by Industry NAB Business Conditions by state
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JOB ADVERTISING - mining reqions recovering. Vic, 7as and SA strong also
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SEEK Job Ads - Non-mining states
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AND THE GOOD NEWS IS - 7assce is/has been outperforming

NAB Business Conditions by state
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TOURISM JOB ADS — strengthening trend nationwidde
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HOUSING ISSUES

e Very strong price rises in some cities (SYD, MEL in particular) — but falling prices in mining-related regions

e Housing affordability has become a “hot” political issue

e Population growth extremely strong, due elevated overseas migration levels, of which a significant
portion is foreign students, especially from China.

e Infrastructure and land release not keeping pace with demand growth
e Elevated levels of foreign investment in Australian real estate, especially from China

e Is the combination of negative gearing, the capital gains tax discount and low interest rates driving
excessive investor interest in housing (impact of ageing population/SMSFs)?

e Impact of structurally lower interest rates (global hunt for yield) on valuations
o APRA/RBA considers there to be a heightened risk environment
— House prices remain high
— Household income growth subdued
— Already high ratio of household debt to income has risen further
— Already low official cash rate has fallen further
— Competitive pressures have not diminished
— High share of interest-only and investor lending for housing
e Is there a housing bubble/will a downturn in housing deepen the next economic downturn?

e General conclusion/policy direction is that more needs to be done to increase housing supply given
sustained strong growth in demand.

National
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MORE THAN ONE HOUSING MARKET - sy» meL, cEr strong, but prices have
been, faléinﬁ in Perth & Darwin. Hobart improving

Australian Dwelling Prices - Non-mining Capitals* Australian House Prices - Mining State Capitals*
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MORE THAN ONE HOUSING MARKET — meost miniing tomms /reqions very hard hit

Resource town prices - WA
Median selling prices
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GROWTH HEADWIND - Residential construction to stow/weaken, in 2018. This is
a major difference between NAE and REA forecasts

Residential Building Approvals - Monthly
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HOUSING SUPPLY - varying trends in approvals by state: WA/SA bottoming?
NSW and, Vie holding up; QLD in decline; T assie picking up

Residential Building Approvals
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HOUSING STRESS

e What conditions would cause greatest stress in Australian housing markets?

Recession in Australia, which leads to higher unemployment and reduced migration
— only apparent in mining-related areas

« Sharp increases in interest rates, given relatively high indebtedness
— Slightincreases in interest rates by banks, predominantly on investor loans

« Significant oversupply of dwellings

— Possible for apartments in certain areas — watch rents and vacancy rates. Need approval
rates to slow going forward.

« Credit restrictions/credit tightening
— Credit has been tightened for property developers given fears of oversupply
— APRA tightening for investors/interest-only

« Collapse in Chinese economy/Chinese housing market

« Changes in taxation arrangements (Opposition policy)

xatitonla.l
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AUSTRALIAN MINI-MODEL OF GDP - growth to accelerate in 2017 @wba/,growtﬁ;
commaodiities), but slow aﬂmmz 18 (house building, commaodities a(mﬁ)

GDP Mini Model (q/q%) - Forecast Decomposition
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INTEREST RATES 2nst
FOREIGN EXCHANGE
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POLICY RATES - Austratia on hotd 2017, much of 2018. Market likely under-
pricing extent of US interest rate rises

Central bank forecasts - Mkt vs NAB
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US LABOUR MARKET - cw(a(wﬂ Jobs at a rate sufficient to lower mem,oéo‘ymemﬁ
half to three quarters of a percent over 12 months if participation unchanged,
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WHAT HAPPENS TO THE AUD/USD IS VERY MUCH DETERMINED BY THE BROAD USD
TREND - wﬁc’cﬁ/wv,td/recent{y had been brocw({y Sffehﬂw
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AND BY WHAT IS HAPPENING TO COMMODITY PRICES (THE TERMS OF TRADE) -
which until 12 months aqo had, been brocw({y weakening

AUD TWI and Terms of Trade
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NAB’S SHORT-TERM MODEL SUGGESTS SA/USS FAIR VALUE ~0.77 - we forecast an
exchange rate of USEO0.70 at the end of the year.
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A FEW TOURISM TRENDS
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INTERNATIONAL TOURISM - inbound, and, outhound, gronth strong — arrivals
9ram'n§ more stronﬁ@ reaemfg as major source market economies recover
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INBOUND - growth driven especially by China (lar ely towrism); other countries
such as &/Sz ands Zndia also inereasing stron@g. J

Short Term Visitor Arrivals - Per Month
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INTERNATIONAL TOURISM - Vectoria andt, 7asmania have become increasingly
popular destinations. SA and QLD wnderperforming recently
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TOURISM - Hobart visitation perfamdnﬂ partimém'{y stranﬂ@
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Domestic Airport Arrivals into Tasmania*
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CONCLUSIONS

e Global growth improving — should be positive for inbound from major source markets

e SA to continue to decline — again should be positive for inbound and supportive for
some switch to domestic tourism

e SA not set to return to $1 plus levels — should support increased investment
e Watch developments in Trump’s trade policies with China

e Concerns about housing and household indebtedness may make locals more cautious
— could mean switch to domestic/cheaper travel options

e Australian cash rates to remain unchanged for foreseeable future but upward pressure
from overseas interest rate increases

e India seems a very prospective market
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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 correctit. 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.

NAB maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and have no
control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function.

For distribution by WealthHub Securities: Where you have received this document via the nabtrade service (nabtrade), it is distributed to you by WealthHub Securities Limited ABN 83 089 718 249
AFSL No. 230704 (“WealthHub Securities”). WealthHub Securities is a Participant of the Australia Securities Exchange and a wholly owned subsidiary of National Australia Bank Limited ABN 12 004
044 937 AFSL No. 230686 (“NAB”). NAB doesn’t guarantee the obligations or performance its subsidiaries, or the products or services its subsidiaries offer. Any material provided to you by
WealthHub Securities will contain factual information or general advice. This factual information or general advice does not take into account your particular objectives, financial situation and
needs, and a statement of advice will not be provided. WealthHub Securities will not give you any legal, tax, financial or accounting advice or any advice or recommendation regarding the suitability
or profitability about your transactions. Before you make a decision about whether to acquire a financial product, you should obtain and read the Product Disclosure Statement available at
nabtrade.com.au and consider the appropriateness of the information having regard to your particular circumstances. You agree that you will not solely rely on the information provided by
WealthHub Securities or elsewhere on nabtrade.com.au when making investment and/or financial decisions. WealthHub Securities does not provide personal advice to online retail clients.
WealthHub Securities receives commission from dealing in securities and from its authorised representatives. Introducers of business may directly share in this commission. WealthHub Securities
and its associates may hold shares in the companies that it distributes research/information on.

The value of investments and future returns may rise or fall and, at times, returns may be negative. Past performance is not a guarantee of future performance. Please note, this material has not
been verified by WealthHub Securities. WealthHub Securities does not make any representation or warranty as to the timeliness, reliability, accuracy or completeness of the material, nor does it
accept any responsibility arising in any way for errors in, or omissions from, that material.

continued over
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IMPORTANT NOTICES

United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ. Registered in England
BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated by the Australian Prudential
Regulation Authority. Authorised in the UK by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.

To the extent the Information constitutes an Investment Recommendation (as defined in the Regulation (EU) No 596/2014 of the European Parliament and of the Council, known as the EU
Market Abuse Regulation), the relevant competent authority is the UK Financial Conduct Authority.

Any distribution in the EEA outside the UK is by NAB Europe Limited, which is subject to regulation by the Financial Conduct Authority.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.
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