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The Manufacturing Activity Index improved in Q1, up to neutral levels — driven
largely by less negative levels for business confidence. The index implies no
growth in quarterly manufacturing activity — which would represent a slowdown
according to recent official data.

NAB'’s Manufacturing Activity Index edged higher in the March quarter — back up to neutral levels, from -0.3 points in Q4
2012. This index level implies that there was no growth in quarterly manufacturing activity in Q1.

The previous two quarters have seen a large divergence between our index and official data from the ABS. As highlighted in
our Q4 release, the ABS series is subject to revision — with the reported increases over this period seemingly at odds with
both the results of NAB's Business Surveys and anecdotal evidence from the sector.

Business Confidence in the Manufacturing sector remained negative in Q1 2013 — but less negative than the past few
quarters, at -4 points (from -10 points previously). This less negative trend was the key driver behind the Manufacturing
Activity Index moving up to neutral levels. Large increases in confidence were recorded in Chemicals, the Textiles, Clothing
& Footwear (TCF) sector and Machinery & Equipment.

Final product prices recorded marginally softer trends for this index, tempering positive trends from business confidence,
with growth down from +0.2% to +0.1%. Printing and Chemicals recorded the largest improvements in final price trends
(albeit Printing prices still declined quarter-on-quarter). Wood products and TCF saw declining growth.

Purchase costs increased at a marginally slower rate, down to +0.3% (below the trends recorded for the broader economy).
By subsector, the changes were relatively modest, with declining trends in Metal products and TCF and an increase in
Chemicals.

Labour cost trends were also marginally softer at +0.6% — after a significant increase in the last quarter. The sectors that
recorded the largest slowdown in labour cost growth were Non-metallic mineral products, TCF and Machinery & Equipment.
In contrast, there were negative labour cost trends for Chemicals and Printing & Publishing.

The upward trend for the Manufacturing Activity Index was exhibited across the subsectors of manufacturing — with the
exception of Wood products, which saw a decline in the quarter.
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Manufacturing Activity Index: Index edges up to neutral levels, indicative of no

growth for the Manufacturing sector

NAB’s Manufacturing Activity Index edged higher in
the March quarter — back up to neutral levels, from
-0.3 points in Q4 2012.

This index level implies that there was no growth in
quarterly manufacturing activity in Q1.

The index has been constructed to replicate
movements in manufacturing activity. It comprises
weighted components of business confidence and
profits from NAB’s Quarterly Business Survey (with
the latter based on weighted movements in output
and input prices, which are lagged by two quarters).

The previous two quarters have seen a large
divergence between our index and official data on
Manufacturing Gross Value Added (GVA) from the
ABS. In the September and December quarters, our
index implied declines in quarterly manufacturing
activity, at around -1.3% and -0.6% respectively. In
contrast, ABS data indicated increases of 1.7% and
2.1%.

The reported increases in manufacturing activity over
the second half of 2012 are seemingly at odds with
the results of NAB’s Business Surveys and anecdotal
evidence from the sector. As highlighted in our Q4
release, the ABS series is subject to significant
revision — including cases of reported growth
subsequently being revised to declines in later
releases.
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Activity Index Components: Less negative confidence was the key driver of
improved Activity Index; softer product prices offset positive cost trends

Business Confidence in the Manufacturing sector
remained negative in Q1 2013 — but less negative
than the past few quarters, at -4 points (from -10
points in the December quarter). This less negative
trend was the key driver behind the Manufacturing
Activity Index moving up to neutral levels.

Manufacturers continue to face a challenging
economic and competitive environment. The
Australian dollar has remained persistently high, while
global fears remain focused on Eurozone stability.

By subsector, large increases in confidence were
recorded in Chemicals, the Textles, Clothing &
Footwear (TCF) sector and Machinery & Equipment.

Final product prices, one of the three lagged
measures in our index, recorded marginally softer
trends in Q3 2012, with growth down from +0.2% to
+0.1%.

This level was slightly lower than the economy
average in the quarter. That said, compared with the
underperformance of manufacturing prices across late
2011-early 2012, these trends represent an
improvement.

At a subsector level, Printing and Chemicals recorded
the largest improvements in final prices (albeit
Printing prices still declined quarter-on-quarter). Wood
products and TCF saw declining growth.

Purchase costs increased at a slightly slower rate in
Q3 2012, down to +0.3%. This level was below the
trends recorded for the broader economy (where
there was a slight uptick in costs).

The recent trends in purchase costs have been
encouraging for the manufacturing sector, with growth
rates lower again in both Q4 2012 and Q1 2013, a
positive trend for the Activity Index in coming
quarters.

By subsector, the changes were relatively modest,
with declining trends in Metal products and TCF and
an increase in Chemicals.

Labour cost trends were marginally softer in Q3
2012 at +0.6% — after a significant increase in the
previous quarter pushed the measure to +0.7%.

The growth rate contracted sharply in the December
quarter (down to +0.3%) — which will provide a
significant boost to the Activity Index next quarter.

The sectors that recorded the largest slowdown in
labour cost growth were Non-metallic mineral
products, TCF and Machinery & Equipment. In
contrast, there were negative labour cost trends for
Chemicals and Printing & Publishing.
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Subsector Analysis: Wood products softer, but all other sectors improved to
drive the Activity Index back to neutral levels

3.0

2.0

D VAYN A5 AT

/

-1.0
—o—TCF —o—Food
-2.0 —o—Non-metal —o—Wood
—o— Machinery —o—Metals
—o— Chemicals —o—Printing
-3.0
Q2 2010 Q2 2011 Q2 2012 Q12011 Q12012 Q12013

The upward trend for the Manufacturing Activity Index was exhibited across the subsectors of manufacturing — with
the exception of Wood products, which recorded a decline in the quarter.

The Food & Beverage activity index was slightly improved in Q1 — up to -0.1 points (from -0.3 points previously).
Compared with other sectors, movements in the components of our index were relatively muted. The key drivers of
this improvement were slightly stronger final product prices and slightly softer growth in purchase costs. These
factors were tempered by a modest weakening in business confidence.

The Chemicals activity index strengthened considerably in the March quarter, up to +1.1 points (from +0.5 points
in Q4). The sector was boosted by a significant increase in business confidence, however this was partially offset
by worsening purchase cost trends. Higher final prices were largely cancelled out by rising labour costs.

The Printing and Publishing activity index recovered a little in Q1, but remained firmly negative at -1.7 points (up
from -2.2 points in December). This recovery was largely the result of an improvement in final product prices along
with a minor improvement in confidence, while trends for labour costs and purchase costs were both negative.

The Textiles, Clothing & Footwear activity index recorded the strongest improvement in the March quarter, up to
+1.8 points (the strongest level in the quarter), from +0.5 points previously. The key drivers of this trend were a
large increase in business confidence and an easing in purchase cost growth. Positive trends in labour costs were
offset by negative moves in final product prices.

The Wood Product activity index was the only subsector to record a decline in Q1, down to -0.5 points (from +0.4
points previously). This sector has been one of the most volatile in our index — having recorded the largest
improvement in Q4 2012. Trends for both final product prices and purchase costs were negative, driving the
decline, while the positive effects of softer labour cost trends were offset by weaker business confidence.

The Machinery & Equipment activity index improved in the March quarter, up to -0.1 points (from -0.6 points in
Q4). The main driver of the upturn was a recovery in business confidence, while trends for purchase costs were
more negative. Changes to both labour costs and final product prices were relatively muted.

The Metal Product activity index was a little less negative in Q1, at -0.4 points (from -0.9 points in the December
quarter). This result was driven by positive trends for purchase costs, with all other factors having only a modest
impact in the quarter.

The Non-metallic minerals activity index moved higher in the March quarter, up to +1.1 points (from +0.5 points
previously). Trends for both labour costs and purchase costs were positive, driving the index higher, while declines
in business confidence were offset by stronger final product prices.
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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 Limited or one of its affiliates or subsidiaries (“NAB"). If it is distributed in the United
States, such distribution is by nabSecurities, LLC which accepts responsibility for its contents. Any U.S. person receiving this information wishes further information or desires
to effect transactions in any securities described herein should call or write to nabSecurities, LLC, 28th Floor, 245 Park Avenue, New York, NY 10167 (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 nabSecurities, LLC or NAB 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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