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Construction and the economy




Construction’s share of GDP

Contributions To GDP ($892bn 2004-05)
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Construction cycle more volatile than GDP

GDP & Construction Investment
(YoY % Change, smoothed)
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Dwelling investment cycle very regular

Dwelling Investment/GDP
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'L Construction spending by component

Distribution of Construction Activity
Year to June 2005
($83.6 bn real value added)
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As a Percentage of GDP
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Trends in real construction




Materials prices accelerating rapidly
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Materials Prices vs. CPI
YoY Changes (%)
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Housing demand: fell early 2004; still soft

$bn $bn
Changes
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Residential approvals: downturn relatively mild
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House prices: the key to consumer weakness
YoY % Established House Prices (%)
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1 House prices: latest official data
:ii Change in House Prices
June Quarter 2005
Qtr%| Yr%
Sydney -3.1 -5.0
Melbourne 1.3 -1.4
Brisbane 0.8 1.8
Adelaide 1.5 7.0
Perth 3.8 11.7
Hobart 0.2 -0.8
Darwin 1.4 8.6
Canberra 0.3 2.5
Average -0.1 -0.1
Source: ABS
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Global outlook positive for exports

Global GDP Forecasts
annual average % 2001 2002 2003 2004 | 2005 (f) 2006 (f)
R 0.8 1.6 2.7 4.2 372 372
Japan 0.2 -0.3 14 2.7 2.5 2.2
UK 2.2 2.0 2.5 3.2 1% 2Ya
Eurozone 1.8 0.9 0.7 1.7 1Va 1Y%
Canada 1.8 3.4 2.0 2.8 2.7 3.0
Australia 2.2 4.1 3.6 2.7 2.5 3.0
New Zealand 2.6 4.7 3.4 4.8 2> 2>
India 4.5 4.8 7.3 7.3 I8% 672
China 7.5 8.1 9.3 9.5 94 872
World 2.1 2.6 3.4 4.7 4% 4
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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3 % Slowing in economy led by consumption
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Industries exposed to consumption hurting

Business Conditions buy Industr

Index Monthly, Seasonally Bdjusted 3 m onth oving Average® Index
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YoY %  —NAB Employment (advanced 6 mths) (RHS) — ABS Employment (LHS) Index
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CPIl. Outlook deteriorating

CPI Inflation
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Economic outlook: soft over the year ahead

= GDP (LHS) = Housing Investment (RHS)
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2
' % Reserve Bank: Rates on hold ahead

Latest from RBA: interest rate warning light flickering red again

@ Domestic demand has slowed to a more sustainable pace
M Inflationary pressures could spill over to higher wages and expectations

B Headline CPI forecast 372% in Q4; underlying CPI rising to 3% mid 2006

M But we expect subdued activity ahead

B NAB survey suggests modest activity = modestly rising unemployment

®  Our view is RBA unlikely to move in 2005 or 2006

B Risks lie on the up-side
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NAB'’s forecasts 2004 2005 2006 2007

. Australia Real GDP 1.8 2.5 3.0 3.5
£ Household Consumption 57 28 22 31
= Business Investment 102 123 66 7.0
i Residential Construction 50 -33 -3.0 46
Government Spending 4.0 3.4 3.1 2.2
Exports 2.1 4.9 7.9 8.0
Imports 13.9 5.8 3.1 5.2
Net Exports* -0.6 -0.1 0.1 0.1
Inventories™ -0.2 0.1 -04 0.1
Domestic Demand 9.3 1.7 3.2 3.4
Australia Other
CPI Inflation (YoY%) 2.6 3.1 2.8 2.6
Unemployment Rate (%) 5.1 5.2 5.4 4.9
Current Account (% GDP) -6.7 -5.9 -4.9 -4.2
Official Cash Rate (%) 5.3 9.5 9.5 5.5
Australian Dollar 0.77 072 068 0.70
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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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