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Presenter�
Presentation Notes�
Charged with providing you with an economic outlook in about 25 minutes, so I will get straight into it.�


Key Outcomes From Today

Worst recession since WWII
Global recovery very steady
Australian outlook remains weak

Demand for rural commodities constrained In
the short term
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Presenter�
Presentation Notes�
What I would like you to take home from the presentation today is four key messages:

Where in the midst of the worst global recession since WWII, it is unprecedented in its synchronised and widespread nature and consequently very difficult to forecast…and given this we do expect to recovery to be a very slow one…

What we do know however, is that demand for rural commodities is likely to remain constrained in the short term, as global household incomes fall and spending on rural commodities declines….

Finally and perhaps the most important point, is to try and point today’s presentation into a personal perspective. What does the current economic outlook mean for my family, my business and the industry in which I am involved in. Recognising that every family/Business and Industry is different.�


Overview

Where have we come from
Short term global economic outlook
Outlook for Australian economy

Implications for agriculture
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Presentation Notes�
I will break the presentation up into three key areas. 

Where we have come from

What the short term outlook for the global economy is and

The likely implications of this outlook on Australian agriculture�


B
Where have we come from?

Credit crisis

Weakness in equity & housing market
Lower consumer confidence

Global growth slowing

Lehmann brothers changed everything
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So back in October last year I spoke at this very conference…

And at the time, strong themes of the presentation were that we expected

At the time key points of the presentation were:

Global growth was slowing…

weakness in equity and housing markets….

Consumer confidence would lead to lower spending….

But

Lehmann brothers changed all that…. 

Bringing into question the sustainability of banks and leading to a significant readjustment of Business and consumer confidence…..�


®)
Global PMI's and Industrial Output
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All of which contributed to a:

Cancellation of investment projects

Postponement of household spending

Increased saving

Lower appetite for debt



Flowing through to a sharp readjustment in output and consequently employment levels…

This chart illustrates the sharp drop off in output in late 2008 when 



And it can’t be over emphasised what a dramatic collapse there was in global confidence, production  and activity in late 2008. As we move into mid 2009 the rate of fall has clearly moderated and nearly stabilised.



.  The pace of decline in global industrial output has settled at around 15% yoy through the first four months of the year which suggests that the level of production could have stabilized at a very low level.  The CPB measure of world export volumes shows a similar picture with the drop in volumes settling at almost 20% yoy through March and April and the pace of decline tapering off quite sharply in the recent monthly numbers. Our forecast for the global economy involves a slowing in the rate of decline and then stabilisation in activity by the end of the September quarter, followed by the commencement of modest economic growth toward the end of the year.  So far, that looks on track and we have not changed our global forecasts. 







G:\ECONOMY\NATACC (Updated 17th March)
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What the market is now doing is recognising that growth isn’t here yet and wondering whether it got ahead of itself in 2 key areas…..



Key areas of concern are

What will happen to profits in the next 6 months.  And here we clearly haven’t seen the full impact of events late last year and into 2008



And the labour market – much further to go.  And the extent of capacity that has been lost or currently remains idle

�
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Outlook 2009 - Moderate Recovery

Household balance sheets

Cautious international banking system

Monetary policy & fiscal policy tightening
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Normally, such powerful policy stimulus would lead to a very strong upturn. However, there are structural factors that should limit the impact of these policies:

Household balance sheets: became over-extended during the previous boom and likely to be a prolonged period of increased savings and lower borrowing as consumers seek to 

cut their debt/income ratios and 

restore their asset/liability positions in the wake of big reductions in wealth.

International banking system likely to take a more cautious to lending,  limiting credit growth

Legacy of the downturn will be

Much higher unemployment and 

large amounts of idle capacity

 Which should limit incentives and ability to spend among households and business.�


World Economic Growth

ANNUAL GROWTH TOTALS

2006 2007 2008 2009 2010

GDP US 2.8 2.0 1.1 1.6

- GDP JAPAN 2.0 2.3 -0.7 0.8
EURO GDP 3.0 2.6 0.6 0.4

UK GDP 2.9 2.6 0.8 0.8
nonjap asia 5.4 5.6 2.2 2.4
latin america 5.3 5.4 4.2 : 1.6
china 11.0 11.8 9.5 8.0 8.5
canada 3.1 2.7 0.8 -3.0 1.0
India 9.9 9.3 7.5 5.4 5.3
Africa 6.1 6.3 5.2 3.4 4.0
CIS 8.2 8.6 6.0 -5.0 2.0

E Europe 6.7 5.7 3.2 -3.5 2.2

- Middle East 5.7 5.9 6.4 3.9 2.0
Other advanced 4.5 4.7 1.9 -3.0 2.2
-—$ GLOBAL TOTAL 5.0 4.9 3.1 -1.6 2.4

US to lead recovery

Followed by China, India and other Asia

Europe to lag the rest

U shaper recovery with growth of 2.4% in 2010 — well below trend
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23rd July



So at the global level we are looking at negative growth of around 1.5% in 2009,

But what is important is to acknowledge that the slowdown is likely to affect different countries economies in different ways….



G -3 terrible especially Japan ( -8%). 



Emerging Non Japan Asia (ex China) to see GDP fall -5% - reflecting trade exposure. 



China to slow to 6 ½ % but only on the back of massive fiscal stimulus



 U shaper recovery with growth of 21/4% in 2010 – well below trend

�


Australia to Date

Functional financial system
Effective government policies:
Relative strength of commodity prices

Very solid starting economic position:
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Has the Worm Turned?

Business Conditions

1990 recession level ’
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Real Consumption - Annual Growth
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More fundamentally, given the extent of recent wealth destruction we still expect very low growth in consumption especially after the cash bonuses wash out and unemployment increases. Also 

Private investment is expected to continue to deteriorate significantly given reduced spending and lower incomes through the terms of trade.



While the Survey points to some upside to current levels of activity we have not changed our Australian GDP forecast for 2009 of – ½%.  That in part reflects some scepticism as to the recorded strength in Q1 national accounts (especially in the expenditure estimates) but, more fundamentally, given the extent of recent wealth destruction we still expect very low growth in consumption especially after the cash bonuses wash out and unemployment increases. Also private investment is expected to continue to deteriorate significantly given reduced spending and lower incomes through the terms of trade. Notwithstanding very strong public spending we see final demand falling by 1½% in 2009.  For 2010 we have also maintained our forecast of +1%.  As a result we still see unemployment reaching 7% by end 2009 and 8% by late 2010. 



And explain that demand is expected to weak in the second half of the year as wealth effects flow through, government assistance washes out and unemployment increases



We have not changed our Australian GDP forecast for 2009 of -½%.  That in part reflects some scepticism as to the recorded strength in Q1 national accounts (especially in the expenditure estimates) but, more fundamentally, given the extent of recent wealth destruction we still expect very low growth in consumption especially after the cash bonuses wash out and unemployment increases. Also private investment is expected to continue to deteriorate significantly given reduced spending and lower incomes through the terms of trade. Notwithstanding very strong public spending we see final demand falling by 1½% in 2009.  For 2010 we have also maintained our forecast of +1%.  As a result we still see unemployment reaching 7% by end 2009 and 8% by late 2010. �


B
Australian cash rate forecast
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RBA thinks it has finished with the emergency rate cuts and is relatively relaxed.



Will really need worse than expected data and/or concerns that things are getting out of hand.  New growth momentum gives them even more time



If any moves in the next 6 months will be down.  And can use lower inflation outlook as cover



At the margin, the stronger current business results have changed the RBA’s balance of risks.

With an economy holding up better than expected now see the RBA on hold. 

While the deteriorating labour market might well see further moderate rate cuts in late 2009, we now marginally see the RBA more likely to try to tough it out – notwithstanding rising unemployment and sub target inflation.



With an economy holding up better than expected we now see the RBA on hold, watching for longer.  Much will depend on what happens to activity in H2 2009.  A sharply weakening labour market and falling GDP could well see the RBA exercise it easing bias.  However better than forecast growth could well see the RBA on hold and bringing forward the timing of rate rises.  RBA expected to formalise this more even risk profile in the next month or so.  Our formal forecasts are for the RBA to be on hold till the second half of 2010 – with a target of around 3¾% by year end.  Rising to around 5% by late 2011�


Exchange rate outlook
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Key take home messages

Short term outlook remains tough
Unemployment to increase

Household incomes to contract
Government handouts to wash out

Demand to remain constrained
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What does it mean for Agriculture

Two key short term risks
Contractions in global household incomes
Government interventionist policies

Demand side
Premium products
Fibres
Beef
Dairy
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Key Risk Areas

Industry risk
Macro Economy
Profitability
Industry Growth
Oversupply
Structural/Regulation

Climate Risk
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Where to From Here

Redistribution of Resources
Goulburn Valley vs New England
WA Cropping vs Livestock
Western District Cropping vs Livestock

Rain!
Equity/debt ratio’s
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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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nab.com.au/agrireports

frank.h.drum@nab.com.au
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2009-10 Rural Outlook

Production
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Availability of Finance Constraint
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90-day market funding costs spread to OIS

Price of Liquidity for Banks 90 day
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Australia’s Terms of Trade
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Export Performance

Trading down!

Butter +23%
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Indicative of consumer behaviour at a time of falling households incomes is the trend of trading down…



Thus while overall export volumes of dairy products from Australian has not fallen year to date, higher valued, higher quality products has fallen considerably…



Important when you consider the dominance that dairy producers in Tasmania and Victoria….�


Beef exports to Japan
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Beef exports to Japan
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Livestock Outlook

Weaker growth in meat consumption
Preferential access to remain
Lower feed grain prices

Low global lamb supply
OPEC/Middle East

Developing & maintaining market share in
new markets

Russia, China, India etc
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Dairy Outlook

Internationally
Weakening demand
Government intervention
Prices easing in line with above
Steady recover expected

Domestically
Seasonal outlook steadily improving
Lower farm gate prices...
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Drivers of Property Values

Economic Environment
Banking Environment
Commodity Prices
Cost of Production
Markets
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