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The financial crisis triggered and amplified a vicious contraction
In economic activity around the world
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Economic activity has contracted sharply, and unemployment

has jumped, in all of the major Western economies

Advanced economies: economic (real GDP) growth and unemployment
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The more advanced and open Asian economies have also 4

contracted sharply, while others have slowed significantly

Asian economies: economic (real GDP) growth
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Most major advanced economy central banks (except the ECB)

have cut their cash rates to near-zero levels

5

Policy interest rates — major Western economies
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In addition, some central banks have substantially expanded 6
their balance sheets through ‘quantitative easing’

US Federal Reserve balance sheet Bank of England balance sheet
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Expanding the Fed’s balance sheet has helped offset the

collapse of the ‘money multiplier’ (a result of the credit crisis)
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Had the Fed not done this, the result would have echoed what

8

happened at the beginning of the Great Depression

US ‘base money’ and M2
supposing the Fed had not
expanded its balance sheet
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Suppose the Fed had chosen to
keep its balance sheet growing
by — %1% per month (as it had
been doing before the collapse
of Lehman Brothers)

Suppose also that the ‘money
multiplier’ had dropped from
over 9 to just under 5 (as
actually happened) after the
collapse of Lehmans

Then the broader M2 money
supply would have shrunk by
nearly 50%o!

This is what the Fed did in the
early 1930s, and which helped
bring on the Great Depression
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Governments around the world are running the largest budget °
deficits since World War 11 ...

Government budget balances
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Bank wholesale funding spreads have narrowed back to pre- 10
Lehman collapse levels (though still above pre-crisis norms)

Bank wholesale funding cost spreads
(margin between what banks have to pay for funds borrowed in
wholesale money markets and central bank official cash rates)
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Sharemarkets have staged a significant recovery — and market **
volatility has declined to pre-Lehman collapse levels

Share markets US share market volatility
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‘Leading indicators’ for major economies suggest that although e

recovery hasn’t started yet the worst of the downturn may be over

‘Leading indicators’ of major advanced economies

Consumer confidence Purchasing managers’ index
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Chinese government efforts to revive domestic demand appear t&°
be working — even though exports remain weak

China: monthly economic indicators
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Industrial production seems to have bottomed out in East Asia, if*

not yet in the US and Europe

Industrial production
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The turnaround in industrial production is assisting a recovery
INn metal and energy commodity prices

Base metals Bulk commodities
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Since this is a highly-synchronized global recession after a

financial crisis the recovery is likely to be unusually slow

Recessions induced by
financial crises
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The rise in government bond yields this year is another sign of
financial system healing, not worries about public debt

17

Government bond yields
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Increased borrowing by the US government sector (the budget e

deficit) is more than offset by increased private sector saving

Net lending to the US by various sectors
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An upsurge in inflation is most unlikely with so much spare
capacity around the world

Global ‘spare capacity’ and inflation
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Any downward pressure on the US dollar is more likely to be  2°
reflected in gold prices than against other major currencies

US dollar vs Japanese yen

and Euro
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Australia’s economy is also now in recession — but it will be a
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less severe recession than in most other advanced economies

Influences pushing Australia

INto recession

® Declines in personal wealth
from fall in share prices
prompting higher saving and
reduced consumer spending

® Abrupt falls in minerals &
energy commodity prices and
falls in export volumes

® Slump in business confidence
leading to job-shedding and
cutbacks in capital spending

® Greater difficulty in obtaining
finance

® [agged impact of previous
increases in interest rates

Influences helping Australia
fare ‘less worse’ than others

Strength of the banking system

Comparative resilience of the
residential property market

More rapid population growth
Flexible exchange rate

Limited exposure to downturn in
global trade in manufactures

Unusual (for Western economy)
trade orientation towards more
resilient Asian economies

More timely, substantial and
effective monetary and fiscal
policy responses
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Australia is in recession - and the recession will continue into
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2010, with unemployment not starting to fall until 2011
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Australia’s recession will be milder, in most respects, than “3
those of other comparable countries

Real GDP growth, 2009 and 2010 Unemployment, 2009 and 2010
39 9 of GDP 11 7 9% m 2009
> -
1
0 -
-1 1
-2 -
-3 1
-4
= W 2009
6 m 2010
-7 -
Aust- US Japan Euro UK Advanced Aust- US Japan Euro UK Advanced
ralia area economies ralia area economies

Source: ANZ; Consensus Economics May 2009 (for US, Japan, Euro area & UK); IMF (for advanced economies
as a group, which includes Korea, Taiwan, Hong Kong & Singapore)
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Despite looking ‘expensive’ by many yardsticks Australia’s 4
residential property market has so far held up quite well

Australian and US housing markets

House prices
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Monetary policy is ‘working’ more effectively in Australia than in #°
the US, In part because the banking system is in better shape

Official interest rates
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Australia will be running large budget deficits by historical “6

standards —

Australian government cash

balance
3 7 % of GDP
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Temporary windfalls from the mining & asset price booms were
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used to fund permanent income tax cuts

Company income tax
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Australia will be running large budget deficits by historical 28

standards — but the resulting public debt will be relatively small

Australian government cash Australian government net
balance debt
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Lower mortgage rates and the ‘cash splashes’ have allowed 29
Australians to increase saving without cutting spending

Household net worth Real household disposable income
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However falling profits are prompting the business sector to cut *°
back capex, stock and employment — which will intensify this year

Pre-tax profits Inventories
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Australia’s budget deficits the resulting build-up in public debt !
are quite modest compared with most other Western nations

14 A

12 A

Sources: Australia, US and UK figures are for fiscal years and sourced from national Treasuries or budget
agencies. Deficit figures for other countries from IMF. Public debt figures from S&P.
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The most controversial part of this year’s Budget has been the °°

promise to eliminate the Budget deficit by 2015-16

The budget deficit and economic growth

3 7 % of GDP % change from year earlier
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But it’'s by no means assured that the budget deficit will be 53
eliminated by 2015-16 as the Government asserts

® The Government’s stated intention of returning the budget to surplus by
2015-16 relies on two crucial assumptions:

— that the economy will grow by 4%2% pa in 2011-12 and 2012-13, and then by 4%
pa from 2013-14 through 2016-17

— and that real growth in government spending will be constrained to no more than
2% pa from 2011-12 through 2015-16
® The medium-term economic growth projections -
— allow for a longer period of below-trend growth than around previous recessions
— are not inconsistent with the experience of previous business cycles
— and are based on plausible assumptions about the supply-side growth potential of
the Australian economy once the current recession has passed
® .. but it may well be that foreign and domestic demand will not grow strongly
enough to induce the increase in aggregate supply projected in the Budget
— and some other policies (eg labour market changes, emissions trading scheme)
may detract from growth)
® There have only been two four-year periods in the last 50 years in which real
spending growth has been held below 2% pa —

— 1985-86 through 1989-90, including three consecutive years in which government
spending actually fell in real terms (largely through cuts in payments to States)

— 1994-95 through 1997-98, which included some genuinely tough budgets

® There’ll almost certainly have to be tougher decisions in future Budgets
than there were in this one if this target is to be attained
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The RBA usually keeps cutting rates while unemployment is 34
rising and doesn’t begin raising them until it has begun to fall

The official cash rate and unemployment
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A%$’s recent strength mirrors US$ weakness, rebound in shares

35

and commodities, and relatively higher Australian interest rates

Major influences on A$-US$ exchange rate
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Summary and conclusions =6

® The global financial crisis which began in mid-2007 has induced the most
serious downturn in the global economy since the end of World War 11

® Resolving the financial crisis and dealing with its economic consequences has
required central banks and governments to take extraordinary monetary,
budgetary and other policy measures — measures which carry some risks —
but the alternatives would have been even worse

® There are some tentative signs that these measures are beginning to have
their intended effect
— financial markets have stabilized
— economic activity is no longer contracting as sharply as it was in the final months of
2008 and early 2009
® .. but the global recovery will be slow and gradual

® Australia has not been able to escape the effects of the global downturn, but
our recession will be less severe than elsewhere among advanced economies
— reflecting the absence of some of the sources of weakness in the US and Europe
— the different structure and orientation of our trade
— and the timeliness and effectiveness of Australia’s policy responses
® There’s no reason for undue alarm at Australia’s return to budget deficits and
public borrowing, although ‘harder decisions’ will be required if the deficit is
to be eliminated by the middle of the coming decade
® Interest rates may fall a little further over 2009-10, and won’t start to rise
again until towards the end of 2010 at the earliest ¥_
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Important Notice

K . L . . UNITED STATES OF AMERICA by:
Australia and New Zealand Banking Group Limited is represented in: Y

ANZ Securities, Inc. (Member of NASD and SIPC)

AUSTRALIA by: 6th Floor 1177 Avenue of the Americas
Australia and New Zealand Banking Group Limited ABN 11 005 357 522 New York, NY 10036, United States of America
10th Floor 100 Queen Street, Melbourne 3000, Australia Tel: +1 212 801 9160 Fax: +1 212 801 9163
Telephone +61 3 9273 6224 Fax +61 3 9273 5711 NEW ZEALAND by:

UNITED KINGDOM by: ANZ National Bank Limited

Level 7, 1-9 Victoria Street, Wellington, New Zealand

Australia and New Zealand Banking Group Limited Telephone +64 4 802 2000

ABN 11 005 357 522
40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
Telephone +44 20 3229 2121 Fax +44 20 7378 2378

>This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New
Zealand by ANZ National Bank Limited (“ANZ NZ). ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”).
>This document is being distributed in the United States by ANZ Securities, Inc. (“ANZ S”) (an affiliated company of ANZ), which accepts responsibility for its content. Further information
on any securities referred to herein may be obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any securities referred to
herein should contact ANZ S, not its affiliates.

>This document is being distributed in the United Kingdom by ANZ for the information of its market counterparties and intermediate customers only. It is not intended for and must not be
distributed to private customers. In the UK, ANZ is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the FSA.

>This document is issued on the basis that it is only for the information of the particular person to whom it is provided. This document may not be reproduced, distributed or published by
any recipient for any purpose. This document does not take into account your personal needs and financial circumstances. Under no circumstances is this document to be used or
considered as an offer to sell, or a solicitation of an offer to buy.

>In addition, from time to time ANZ, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and employees may have an interest in any financial products (as defined by
the Australian Corporations Act 2001), securities or other investments, directly or indirectly the subject of this document (and may receive commissions or other remuneration in relation
to the sale of such financial products, securities or other investments), or may perform services for, or solicit business from, any company the subject of this document. If you have been
referred to ANZ, ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any transactions effected on your behalf, details of which will
be available upon request.

>The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this document accurately reflect the author’s
personal views, including those about any and all of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or completeness and the
information should not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without notice. No
part of the author's compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any securities or issuers in this document. ANZ, ANZ
NZ, ANZ S, their affiliated companies, their respective directors, officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity or otherwise) out of or in connection with the contents of
and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

>Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (NZ) shall not apply..
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