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Summary

Consumer spending has been Residential building approvals Both private and public

supported by a strong labour are forecast to be around 65k capex have picked up solidly deficit.

in 2017, down from 75k in
2016. Demand for housing
remains firm and is keeping
prices elevated. Robust
population and employment
growth as well as foreign

market and rising dwelling
prices. Consumer sentiment
is above the national average
and income growth is higher
in NSW. These factors
suggest that NSW household
consumption growth should
continue to outperform the
national rate in 2017.

house price growth.

Consumer spending growth
lifted solidly in QIV 2016 and
is the strongest across the
states. Firm population
growth and strong
employment growth is
supporting household
consumption. Spending
growth should continue to
outperform against most
states in 2017.

Consumer spending and retail Approvals are elevated and
trade growth have both there has been a surge in
accelerated. Household
consumption growth picked
up significantly in H2 2016.
We expect decent household
consumption growth in QLD
over 2017 with plenty of
variation in outcomes across
regional areas.

Total dwelling

be 60k in 2017. Strong
investor demand are
record levels of residential

is a risk, albeit small, of
apartment oversupply.

to remain high in 2017.
Dwelling price growth has
been more restrained than
Sydney and Melbourne.
There is a risk of apartment
oversupply.

Consumer spending growth
has lifted after an extended
period of weakness. Modest
household consumption

Dwelling price growth is

has been stronger than

be around 10k in 2017.

investor demand is supporting

commencements expected to

population growth and foreign

apartment construction over
the recent past. Completions

modest. House price growth

apartment price growth. Total
growth is expected over 2017. dwelling commencements to

over the past year. And
there is a large pipeline of

NSW runs a big trade
Firmer coal prices
have lifted exports receipts.
Services export growth will

public works that will support continue through 2017.

total capital investment. We
expect robust growth in
NSW capex to continue over
2017.

Capex in Victoria picked up
in H2 2016 after a soft H1.
We expect capex to
continue to rise modestly
over coming quarters driven

supporting dwelling prices. But by strong population growth

and the need to lift the

construction means that there capital stock.

Total state capex in QLD
looks to have stabilised as
the impact from falling
mining investment fades.
Non-residential construction
to slow given elevated
vacancy rates. A decent
amount of public capex is in
the pipeline.

Private capex likely to be
soft but there will be a lift in
public investment in 2017.

Tourism and education
exports to continue to
perform well. And wheat
and beef exports have also
risen.

Major exports include
tourism, education and
some agriculture.

Car manufacturing
closures will negatively
impact export growth over
2017.

Consumer goods imports
to remain firm on strong
population growth.

LNG export volumes will
continue to lift significantly
over 2017. Coal export
volumes look likely to be
negatively impacted in the
short term by Cyclone
Debbie. Import growth has
slowed on falling mining
capex. Tourism exports
are benefiting from the
AUD in the mid-USDO.70s.

Annual employment growth
has slowed as the labour
market tightens. The

unemployment rate is around

the level associated with full
employment. A further

Inflation in Sydney is
higher than the national
rate reflecting a tight
labour market and
buoyant housing market.
The Sydney CPI should

tightening in the labour market track higher than the
should start to see some mild national rate over 2017.

upward pressure on wages in

some sectors.

Employment growth is strong Melbourne CPI running in

but the unemployment rate

line with the national rate.

remains stuck near 6%. Jobs Rental inflation should
growth has been supported by soften as supply
strong population growth. The increases. Overall

services sector continues to

inflation pressures to be

drive jobs growth. Some mild contained over 2017.

downward pressure should be
applied to the unemployment

rate over 2017.

Employment growth has been CPI running broadly in

soft. Jobs gains in health and

construction have been

line with the national
average. Overall inflation

largely offset by job losses in pressures to be modest.

the resources sector. Jobs
growth should lift over 2017
as the drag on employment
growth from falling mining
investment fades.

Food and beverage exports Employment growth has

have been growing
strongly. The agriculture
export sector should
continue to perform well.

picked up in SA although still

remains below the national
average. Plenty of spare
capacity in the SA labour
market.

Inflationary pressures
generally subdued in
Adelaide. CPI a bit lower
than the national average.



Summary

Consumer spending fell in

headwinds still facing WA.

Weak wages growth and a

soft labour market are the

present.

Consumer spending growth is Total dwelling
modest, but commensurate
with lower population growth. 2k in 2017. Dwelling

Jobs growth has lifted a little  approvals look to have
peaked. Dwelling price growth tourism-related facilities are

which is supporting

household income growth and in Hobart is solid for both
overall spending. Moderate
consumption growth expected apartments.

in 2017.

Consumer spending growth
rebounded in QIV after falling
in QIIl. Overall consumption
growth to soften in 2017 in

line with a slowing local
economy.

Consumer spending growth

was solid in QIV. Strong

employment growth is behind

the lift.

Dwelling approvals are
QIV 2016 and remains weak. trending lower. Total WA
Over time spending growth
will lift, but there are plenty of be around 20K in 2017.
Lending growth is slowing.
Vacancy rates remain high.
However dwelling prices have
biggest drags on spending at shown some tentative signs of
stabilising in recent months.

commencements forecast to

commencements to be around

detached housing and

Dwelling prices data highly
volatile. Prices have moved
lower. Total commencements which will weigh heavily on
to be around 2k in 2017.

Canberra dwelling price
growth has been strong for
houses and more modest for
apartments. ACT
commencements are expected project.
to be around 4k in 2017.

State capex has declined in

Iron ore exports are the

The unemployment rate is on

line with the peak in mining major driver of WA’s export an upward trend and sits
flows. Volumes continue to above the national rate.

investment. We estimate

that we are around 90% of
the way through the mining  strongly since mid-2016.

lift and prices have risen

capex downturn. As a result, However prices are

we expect mining

investment to trough in
2017.

Both private and public

expected to ease in 2017.

LNG exports to continue to

lift. Net exports a huge
driver of GSP.

However rising commodity
prices have seen a lift in
mining vacancies, which
points to stabilising mining-
related employment.
Nonetheless the labour
market will remain soft over
2017.

The lower AUD is providing The unemployment rate

investment set to lift a little in some benefit to the

2017. A number of hotel
developments and other

in the pipeline.

agriculture and tourism
sectors in particular.

Engineering construction will Exports will

decline over the next year

State Final Demand.

Capex has picked up

receive a major boost
when the Ichthys LNG
project enters the
production phase.

Export earnings growth

remains above the national
average and employment has
fallen. The unemployment rate
is expected to stay above the
national rate over 2017.
Employment growth is likely to
be constrained by soft
population growth.

The unemployment rate is
below the national rate but is
expected to drift a little higher
over 2017.

The unemployment rate will

significantly. There will be a is minimal. Tourism sector remain below the national

further boost to capex in
2017 from the light-rail

to continue to benefit from
the ongoing lift in Chinese
holidaymakers. Canberra
airport now takes

international flights thereby

boosting tourism.

rate. Employment growth has
picked up again as public
service headcount lifts.

Inflation in Perth remains
very low. Inflation
pressures will be minimal
due to an elevated level
of spare capacity. In
addition, falling dwelling
rents are limiting overall
CPI growth.

Hobart's CPl is running a
little below the national
average. Overall
inflationary pressures to
be benign over 2017.

Inflation has slowed
sharply in NT after an
extended period of
running above the
national rate. Inflation
outcomes below national
average likely due to
falling rents.

Inflation rate higher in
Canberra than national
average due to stronger
economy.



State Demand

Spending in QIV bounced in all states after broad-
based weakness in Qlll.

STATE DEMAND
% (annual % change) % State Final Demand (SFD) rose very strongly in

20 20 Vic (+1.7%) while solid gains were also posted in
NSW (+0.8%), QLD (+0.9%), SA (+0.9%) and Tas
(+0.9%). WA (+0.4%) recorded its first quarterly
lift in SFD since QIl 2015.

In annual terms SFD in NSW is running at a
10 robust pace (4.1%). SFD growth has lifted in Vic,
in part due to strong population growth.

SFD growth in QLD has been trending higher as

the drag from falling mining investment fades.

Spending in WA has fallen through the year due
0 to the ongoing decline in resource investment.

SFD does not include international trade (i.e.
exports and imports). Net exports are currently an
important driver of Gross State Product (GSP) in
QLD and WA.

-10 -10
Sep-08 Sep-10 Sep-12 Sep-14 Sep-16
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Capital Expenditure

$bn BUSINESS INVESTMENT STATE BUSINESS INVESTMENT ¢

(real $ per qtr) $bn $bn (Volumes, $bn, quarterly)
4 4
Non-res build. const. Engineering
15 1 15 NSW
3 13
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The RBA estimates that we are 90% of the way through the downturn in national mining investment.

Capex in WA continues to decline due to the downturn in mining investment. This will continue over H1 2017. The capex fall in
QLD is largely complete.

Non-residential construction has recently eased in NSW and Vic after being on a solid uptrend.

Non-mining investment growth will be strongest in NSW and Vic over 2017. cn“
5 /



Non-residential Building Approvals

COMM. BLDG. APPROVALS INDUSTRIAL BLDG. APPR @n  OTHER#BLDG.APPR

$bn (moving annual total) (moving annual total) $bn 5 (moving annual total)

6 2.0 2.0

#Accom, health, ed'n, aged &
leisure

N WAl

W A
e ilae®

1.6

1.2

0.8

0.4
SA
0 ‘ ‘ ‘ 0 0.0 0 — —— a——— 3 N
Jan 10 Jan 12 Jan 14 Jan 16 Jan-10 Jan-12 Jan-14 Jan-16 Jan-10 Jan-13 Jan-16

Commercial building approvals have lifted in NSW, Vic QLD and WA. Low interest rates are having the desired effect in the
commercial building space.

Industrial building approvals have been on a solid uptrend in Vic and QLD, but have recently eased in NSW.

“Other” building approvals have picked up in NSW. There is also an uptrend in “other” building approvals in Vic. Approvals
have moved lower in QLD but remain at a reasonable level.

6 » CAN



Housing Lending

OWNER-OCCUPIER LOANS INVESTOR LOANS
'000s (number, monthly) '000s $bn (3 mth moving average) $bn
20 20 8 g
NSW

15 15 6 6

10 10 4 4
5 2 2
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Lending growth to owner-occupiers has edged higher in NSW, Vic and QLD in recent months after a period of softness.
Lending growth to owner-occupiers has fallen through the year to February 2017 in NSW (-6.3%), Vic (-2.1%) and WA (-9.2%).
It is up in QLD (7.5%), SA (1.0%) and Tas (8.3%).

Lending growth to investors has accelerated in NSW and Vic, largely due to rate cuts in May and August last year.

APRA has recently introduced measures to slow lending growth in interest only loans and high LVR loans. / GAN
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Dwelling Prices

o DWELLING PRICES o
’ (annual %ch) ’

Source: CoreLogic

20

10

-10
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According to CoreLogic, dwelling price growth is still
growing firmly in Sydney and annual growth has
accelerated. Annual growth is also firm in Melbourne but
house price growth is significantly outpacing apartment
price growth.

The two rate cuts in 2016 more than offset the impact that
rising dwelling supply and falling rental yields was
forecast to have on price growth.

Investor lending has picked up and this has supported
dwelling price growth in Sydney and Melbourne.

Annual dwelling price growth at March 2017 was
strongest in Sydney (18.9%), followed by Melbourne
(15.9%), Canberra (12.8%) and Hobart (10.2%).

Dwelling prices look to have troughed in Perth after
falling for a few years. Dwelling price growth is modest in
Brisbane and Adelaide.

Dwelling price growth is expected to remain firm over the
very near term in line with strong auction clearance rates.

But we see dwelling price growth moderating in Sydney
and Melbourne over H2 2017 as the impact of rate cuts

fades, lending growth slows to investors due to lending
restrictions and new supply continues to hit the market.

» CAN



Residential Building Approvals

National residential building approvals peaked in mid-
2016 and have since been trending lower.

oo RESID. BLDG APPROVALS

(rolling annual total)

‘000

80 Building approvals lifted in NSW over the first two
months in 2017. In rolling annual terms approvals are
trending sideways in Victoria while they are falling in QLD
and WA.

80

60 60

In our view, total dwelling will taper off over the rest of
2017. But the lag between approvals, commencements
and completions means that residential construction will

40 be buoyant throughout 2017. Dwelling starts should be
near 220K in 2016 and 210K in 2017.

40

There are risks of an oversupply of inner city apartments
in some capital cities. The areas that look to be most at

20 20 risk of oversupply are Brisbane and Perth. In fact, the
evidence of oversupply in Perth is already clear as
slowing population growth against a backdrop of strong

0 . . . . : 0 dwelling construction has driven rents and prices down

and vacancy rates up.
Jan-00 Jan-03 Jan-06 Jan-09 Jan-12 Jan-15
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Residential Vacancy Rates

RESI. VACANCY RATES

% (all rented dwellings) %
7.0 7.0
e T e 5.3

*Source: REIA

0.0 L L L L L L L L L L L 0.0
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10

The latest read on vacancy rates (Dec 2016) showed a
surprise decline in most cities.

Falls in the vacancy rate were posted in Perth, Brisbane
and Melbourne. The decline in Brisbane looks unusual
given the vacancy rate had been trending higher and
dwelling supply continues to lift. Vacancy rates remain
low in Sydney and Melbourne.

The failure of vacancy rates to lift recently in Melbourne
and Sydney largely reflects: (i) strong population growth;
and (ii) foreign investor behaviour whereby dwellings are
purchased by offshore investors who neither live in the
dwellings or rent them out.

The trend in building approvals, commencements,
population growth and vacancy rates suggests that
vacancy rates should rise nationally. But the rise is likely
to be only modest and gradual in Sydney and Melbourne.

Perth and Brisbane look most at risk of apartment
oversupply.

The risk of oversupply in Sydney looks low.

» CAN



Office Vacancy Rates

%
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Office vacancy rates have trended lower in Sydney, Melbourne and Canberra.

But vacancies are elevated in Brisbane, Perth and Adelaide.

%

25

20

15

10

NSW and Victorian Governments have purchased, and will demolish, significant amounts of older office buildings as
they construct new underground metro systems.

Conversions of older buildings to residential dwellings continues to occur in Sydney and Melbourne.

11

» CAN



Demographics

000s INTERSTATE MIGRATION  ggos

. POPULATION GROWTH (quarterly)
Yopa 0 %pa 15 15
(annual % change)
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10
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0
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Vic’s population growth rate is running at a very high 2.1%pa — the population of Melbourne is growing rapidly.
Population growth has picked up in QLD and is now running at the same rate as NSW — 1.4%pa.

Population growth is soft in SA, Tas and WA in part due to soft labour demand.

12 » CAN



Labour Market - Employment

EMPLOYMENT GROWTH EMPLOYMENT GROWTH

% (trend, annual % change) % % (trend, annual % change)

6 6 6

NSW

T A 14 4

2 2 2

0 | 0 0 |

QLD
-2 -2 -2
Jan-10 Jan-12 Jan-14 Jan-16 Jan-10 Jan-12 Jan-14 Jan-16

%

Jobs growth is very strong in Victoria (driven partly by population growth) — both in absolute numbers and in growth rate

terms.

The pace of jobs growth in NSW has slowed considerably after accelerating markedly in 2015. Jobs growth is also weak in

QLD.

Encouragingly, the pace of job creation has picked up a little bit over the past three months in SA, WA and Tas.

13 » CAN



Labour Market — Unemployment

UNEMPLOYMENT RATES UNEMPLOYMENT RATES

% (trend) % % (trend) %
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The trend unemployment rate has edged higher over the past few months in NSW and Vic. The jobless rate in NSW,
however, remains close to the level we consider to be full employment (around 5%).

The unemployment rate remains elevated in WA as employment growth in other sectors is yet to make up for jobs lost in the
mining sector. We expect the unemployment rate in WA to remain above the national average in 2017.

There has been a modest improvement in the SA and Tas job markets.

14 » CAN



Labour Market — Underutilisation

NSW LABOUR FORCE VIC LABOUR FORCE
% (% of total) % % (% of total) %

18 18 18 18

Underutilisation
rate

Underutilisation
rate

12 12 L R A 4 12

Underemployment

Underemployment
rate

6 Rl WA YN N {16 6 6
Unemployment
Unemployment rate
rate
O L L L L O 0 1 1 1 1 O
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Both the unemployment and underemployment rates in NSW are the lowest across the states. The outperformance of the
NSW labour market is broadly attributable to five factors: (i) a big lift in residential construction; (ii) positive wealth effects
from an incredibly buoyant Sydney property market which have supported household consumption; (iii) a solid lift in public
investment; (iv) a picking in non-mining investment; and (v) a solid lift in tourism exposed sectors.

Despite Vic being responsible for the bulk of Australia’s jobs growth over the past year (due to strong population growth),
the trend unemployment rate has inched a little since mid-2016 and presently sits at 6.0%. Vic’s underemployment rate has

oscillated between 9 and 10% over the past year while underutilisation has been stuck above 15% since May 2014. GAN
15 /



Labour Market — Unemployment and Underemployment

QLD LABOUR FORCE
(% of total)

Underutilisation
rate

12

Underemployment
rate

Unemployment
rate
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%
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WA LABOUR FORCE

(% of total) %
18 18
Underutilisation
rate
A e B Y A 4 12
Underemployme
rate
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Unemployment
rate
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The QLD labour market has plenty of slack in it. The unemployment rate recorded a solid jump in February to 6.4% and
notwithstanding the monthly volatility, the trend unemployment rate has been climbing. There are some considerable
differences in labour market outcomes throughout the state — notably between South East QLD and North QLD.

The WA economy has experienced recessionary type conditions in recent years because of the big downturn in mining

investment and the associated jobs losses. In a positive development, WA’s unemployment rate eased to 5.8% in February.
But the underemployment rate jumped sharply which took underutilisation to its highest level in 25 years.

» CAN



Labour Market — Unemployment and Underemployment

SA LABOUR FORCE ; TAS LABOUR FORCE
% (% of total) % % (% of total) %
20 20 20 20
Underutilisation
Underutilisation rate
rate
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SA has the unenviable claim to being the state that has both the highest unemployment and underutilisation rates. On a
positive note, the unemployment rate has been grinding down and underutilisation looks to have peaked at 19.2% in
November 2015 and has since moved a little lower.

There are similarities between the SA and Tasmanian labour markets. The labour market is weak and conditions are soft.
But there has been some gradual improvement in conditions as evidenced by the modest downward trend in the

unemployment rate
17 / GAN



Consumer Sentiment

Index
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STATE SENTIMENT*

Index
130

Source: WBC-Melbourne Institute

*Smoothed
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Consumer sentiment across the states mirrors their
economic conditions.

Sentiment remains the strongest in NSW and Vic —to be
expected given the economic outperformance of
Australia’s two largest states.

Sentiment is softest in WA and SA —in line with
economic weakness and elevated unemployment rates.

National sentiment continues to be heavily influenced by
the political landscape, particularly federal politics.
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Retall Trade

RETAIL TRADE

% (trend, annual % change) %
12 12
9 9
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Retail trade growth has softened.

In the year to February 2017, retail trade growth was
strongest in SA (3.9%), followed by NSW (3.3%), QLD
(2.8%), Tas (2.7%), Vic (2.6%) and WA (0.4%).

Soft household income growth and discounting in the
retail sector has weighed on overall sales growth.

Growth in retail spending in QLD is being supported
by a lift in domestic tourism.

Retail conditions remain very weak in WA. Soft
income growth, a weak labour market and the
negative wealth effect from lower property prices have
been a headwind on retail trade growth in WA.

» CAN



International Trade

STATE EXPORTS & IMPORTS
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$on (Volumes, annual, original) $
150 150
EXPORTS IMPORTS
0 s 100
L L L B 50
NSW
Vic
0 0
Jun-90  Jun-02  Jun-14  Jun-97  Jun-09

20

Growth in export volumes will be an important driver of
GDP growth over the next few years — however, it
doesn’t show up in State Final Demand figures.

WA export volumes will continue to grow as further iron
ore and LNG capacity comes online.

LNG exports from QLD are set to triple over the next
three years adding substantially to headline GSP
growth. Coal exports volumes to suffer due to the
impact of Cyclone Debbie on coal rail lines.

Import growth has peaked in WA and QLD given lower
mining capex (which is import intensive).

» CAN



Tourism

SHORT TERM OVERSEAS ARRIVALS OVERSEAS VISITORS*
Mn (rolling annual total) Mn mn (annual totals) mn
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Holidaymakers from China have picked up significantly over the past few years. This story is structural and will lead to a lift
in investment over time.

NSW and Vic have benefited the most from the lift in tourists from China. Overseas visitors to QLD have lifted too.

QLD is also benefiting from a lift in domestic tourism as international departure growth slows.
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Publi

c Investment
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State public capex has lifted solidly in NSW, Vic and
SA.

Public investment is making a positive contribution to
SFD in most states.

The contribution to growth from public investment will
be strongest in NSW over the next few years. In
particular, there are several large transport projects
underway or in the pipeline. Similarly in Vic there are
several large transport projects in train. Asset
recycling and strong growth in property-related
revenue has helped facilitate this investment.

The 2017/18 state budget papers, due to be published
over the next four months, will contain an update of
public capex plans.

» CAN



Inflation

CAPITAL CITY INFLATION Inflation is well contained in all capital cities. Consumer
(QIV 2016) price growth remains muted due to very low wages
%pa -1.0 0.0 1.0 20 growth and subdued price pressures globally.
Svd ! The annual pace of inflation is strongest in Sydney which
y reflects a tight labour market and a buoyant housing
market.
Melb
In contrast, the annual inflation rate is just 0.4% in Perth
Bris which reflects plenty of spare capacity in the labour
market and weakness in the housing market (rents have
fallen).
Adel )
Inflation has picked up a little in Melbourne as firm
Perth population growth puts a bit of upward pressure on
prices while the annual inflation rate in Brisbane is
Hob broadly in line with the national rate.
_ Australia In general, price pressures remain muted across all
Darwin (1.5%pa) | capital cities. We see underlying inflation remaining
| below the RBA’s 2-3% target band over 2017 primarily due
Canb to ongoing softness in wages growth.
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Wage Costs

WAGE PRICE INDEX

STATE WAGE PRICE INDEX (% annual growth. QIV 2016)
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National wages growth is running at 1.9%pa which means that real wages growth remains positive. Wages growth is
weakest in WA where the jobs market has been heavily effected by the downturn in mining investment and associated job
losses.

Public sector wages growth is running ahead of private sector wages growth in almost all States.

Spare capacity in the labour market is the biggest driver of lower wages growth. We expect nominal wages growth to
remain subdued over 2017 due to elevated labour market slack.

A further material decline in the national unemployment and underemployment rates are a requirement to turn wages

growth around. ” / cAN



The Territories

TERRITORIES DEMAND
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NT business investment remains at a relatively high level with the Ichthys LNG project still in its development phase.
Government spending has also picked up.

ACT spending growth has picked up. Solid government and household expenditure is supporting growth. Dwelling
investment has lifted too.
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State Structure

State Composition

% of GSP, 2015-16

NSW VIC QLD SA WA TAS NT ACT AUS
Agriculture 16 2.9 2.9 5.5 23 103 2.9 0.1 2.9
Mining 2.3 2.2 8.2 4.4 30.6 1.3 15.1 0.1 8.1
Manufacturing 71 8.3 7.4 8.2 5.6 8.3 3.5 13 7.0
Construction 72 77 12.8 7.9 13.5 7.7 20.7 5.3 9.2
Retail and Wholesale Trade 105 11.3 10.6 10.6 6.5 10.2 4.8 5.1 9.9
Utilities 2.8 2.6 3.8 38 2.8 55 22 35 12
Transport, Postal & Warehousing 5.1 5.5 6.6 58 55 75 6.0 3.7 2.4
Other Services 63.4 59.2 47.7 53.4 333 49.2 44.9 81.0 59.4
% of State Demand, QIV 2016
NSW VIC QLD SA WA TAS NT ACT AUS
Household Consumption 60.6 59.2 58.0 59.3 52.9 60.0 34.8 257 56.8
Residential Construction 21 6.8 6.1 43 5.3 4.0 2.3 2.9 5.6
Business Investment 16.8 132 13.9 116 20.8 9.0 33.9 4.7 15.2
Public Consumption 15.8 16.3 17.2 20.0 16.8 217 23.8 58.8 18.3
Public Investment 47 45 4.9 48 43 5.3 5.1 7.9 44
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State Structure

STATE SHARES OF GDP
(%, 2015-16)

QLD - 19%

VIC - 23%

NSW - 32%
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INDUSTRY COMPOSITION OF GDP
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Contributions to Average Annual GSP Growth

MINING BOOM POST MINING BOOM
o  Contributions to avg annual GSP growth o o, ~ Contributions to avg annual GSP growth %
2005/06-2012/13 2013/14-2015/16
10 10 10 . . 10
m cons, public, dwellings m cons, public, dwellings
g |._mbusiness invt 8 g | mbusiness invt 8
u net exports m net exports
6 |.mbalancing 6 6 | ®balancing 6
¢ GSP ¢ GSP
4 4 4 4
2 2 2 -2
0 0 0 -0
-2 -2 2 -2
-4 -4 -4 4
NSW VIC QLD WA SA TAS Aust NSW VIC QLD WA SA TAS Aust

Annual GDP growth was a similar pace both during and after the mining boom.

However the drivers of growth are different. Business investment drove growth during the boom while net exports have
made a big contribution to growth post boom.

A breakdown of growth by state shows that these swings were much larger in the mining states of WA and QLD.
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State Specialisation Ratios — NSW & VIC

NSW: SPECIALISATION RATIOS VICTORIA: SPECIALISATION RATIOS
(2015/16) (2015/16)
Mining | Mining ‘
Agriculture Government
Construction Construction
Transport Transport
Government Other services
Health Health
Retall Agriculture I
Manufacturing Retail —
Education Wholesale —
Wholesale Education —
Other services Manufacturing
Prof services Fin & Ins
Communications Communications
Fin & Ins Prof services —

0.0 0.5 1.0 15 0.0 0.5 1.0 15

Specialisation ratios measure the importance of industries to each State relative to their national importance. For example,
For example, if industry x is 10% of State A’s total output, but 5% of total national output, it’s specialisation ratio to State A
is 2 (10%/5%=2). In summary, it means that industry x is worth twice as much to State A’'s economy than it is to the national
economy.

NSW and Victoria are the two most diversified State economies in Australia. Both States have a specialisation in financial &
insurance, communication and professional services meaning that both States benefit most from a low interest rate

environment and services sector growth.
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State Specialisation Ratios — QLD & WA

QLD: SPECIALISATION RATIOS WA: SPECIALISATION RATIOS

(2015/16) (2015/16)
Fin & Ins Fin & Ins
Communications Communications |
Prof services Government
Education Wholesale [
Other services Education I
Agriculture T — Retail I
Manufacturing T — Health I
Government Prof services
Retail T —— Manufacturing
Health T ——— Other services
Wholesale —— Agriculture [
Mining I —— Transport [
Transport r—— Construction :
Construction [ —— Mining . .
0.0 0.5 1.0 1.5 0 1 2 3 4

Both QLD and WA have a high State specialisation towards construction, specifically engineering construction.

The importance of the mining industry to the WA economy is reflected in a specialisation ratio of 3.7. The State is highly
exposed to commodity prices and the downturn in mining investment which is having a big negative impact on the WA
economy.

QLD’s more diversified economy is some protection against the mining capex downturn. GAN
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State Specialisation Ratios — SA & TAS

SA: SPECIALISATION RATIOS
(2015/16)

Mining
Communications
Fin & Ins

Prof services
Construction
Other services
Education
Transport
Wholesale
Manufacturing
Retail
Government
Health

Agriculture

TAS: SPECIALISATION RATIOS

Mining

Prof services
Fin & Ins
Wholesale
Construction
Communications
Other services
Manufacturing
Government
Retail

Health
Education
Transport

Agriculture

(2015/16)

0.0 1.0 2.0 3.0 4.0

Tas has the highest exposure to the agricultural industry amongst the States. The sector has accounted for around 10% of
the State’s income in 2014/15. The forestry industry, in particular, is a solid contributor to the local economy.

SA, with sizeable wine, wheat, barley and forestry industries is also more reliant on the agricultural sector relative to the
rest of Australia. The industry is worth around 5%% of the State’s income.
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State Specialisation Ratios — ACT & NT

ACT: SPECIALISATION RATIOS

(2015/16)

Mining

Agriculture
Manufacturing
Wholesale

Financial and insurance
Construction

Transport

Retail

Communications
Health

Other services

Professional services
Education

Government

0.0 2.0

Smaller jurisdictions tend to have a larger share of the workforce employed in public administration compared to bigger

NT: SPECIALISATION RATIOS

Financial and insurance
Wholesale
Communications
Manufacturing
Professional services
Retail

Education
Agriculture

Health

Transport

Other services

Mining

Government

Construction

jurisdictions, essentially due to diseconomies of scale.

The ACT economy is highly dependent on public sector employment. As the national capital, the public sector employs a
big chunk of the workforce and accounts for around a third of the total income generated in the ACT. It means that ACT

(2015/16)

00 05 10 15 20

economic growth outcomes are very much influenced by the size of the public sector workforce.

The construction and mining sectors are very important to the NT economy. The downturn in LNG investment
having a big impact on the local economy.
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Forecasts — Gross State Product

Gross State Product Forecasts

2015/16 2016/17 2017/18

GSP
% (a) () () % (by state, chain volumes) %
32.0
NSW
3.5 2.6 2.8 share of economy
(rhs)
vIiC 3.3 2.5 2.8 PEI B N { 160
QLD 2.0 3.0 3.8
SA 1.9 1.3 23 AR e am |
annual
WA 1.9 05 23 annual growth (f) arowth (7
4
TAS 1.3 1.8 2.3
NT 2.7 1.0 5.0
0
ACT 3.4 20 28 NSW VIC QLD SA WA TAS NT ACTAUST
AUST 2.8 2.1 3.4
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Forecasts — State Final Demand

State Final Demand Forecasts

2015/16 2016/17 2017/18 SED
% (@) ) 0 % (by state, chain volumes) %
32
NSW 4.9 36 3.0 share of economy
(rhs)
vic 3.9 3.1 3.3 Sl B B 16
QLD 1.3 1.5 2.5
0
SA 1.1 1.7 2.3
WA -3.9 -8.2 1.5
16/17 17/18
TAS 2.6 2.3 2.5 annual growth (f) annual
(Ihs) growth (f)
NT -12.5 9.0 2.0 10 (ihs)
NSW VIC QLD SA WA TAS NT ACT AUST
ACT 2.9 6.0 2.5
AUST 1.4 1.7 2.4
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Forecasts — Employment

Employment Forecasts

2015/16 2016/17 2017/18
Employment

% (a) (f) (f) % (by state) %
32.0
NSW 3.8 0.6 1.7
share of economy
(rhs)
vic 2.7 3.4 2.0 Bl B B R — 16.0
QLD 1.6 0.5 2.0
SA Az 4=  14an sl W = l ,,,,,,,,,, B = B
0.5 1.5 1.0 6 17118 0.0
16/17 annual
WA 0.2 0.7 0.5 annual growth () growth (f)
TAS 0.2 0.1 1.0 N N I 160
NT 1.2 4.0 1.0
0
ACT 1.1 29 15 NSW VIC QLD SA WA TAS NT ACT AUST
AUST 1.1 1.1 1.7
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Forecasts — Unemployment Rate

Unemployment Rate Forecasts

2015/16 2016/17 2017/18
Unemployment Rate

% (a) () () % (by state, annual average) %

8 8
NSW 5.4 4.9 4.8
VIC 5.9 5.7 5.5 2016/17

)

QLD 6.2 6.0 6.0 2017/18
SA 7.2 6.7 6.3 5 N R B B 15
WA 6.0 6.5 6.2
TAS 6.5 6.2 6.1
NT 43 3.7 4.0

2 2
ACT 4.6 3.7 3.7 NSW VIC QLD SA WA TAS NT ACTAUST
AUST 5.6 5.6 5.3
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Forecasts — Wage Price Index

Wage Price Index Forecasts

2015/16 2016/17 2017/18

Wages
% @) (f) (f) % (by state) $
1,800
NSW Average Weekly
2.1 21 2.6 Earnings (rhs)
VIC
2.4 1.8 2.6 Ay B B O N W 1350
QLD 1.9 1.8 2.4 I
SA 2.3 2.2 2.4 4.0 [W8-WE-W S-. .84 00
16/17 17/18
WA 1.9 1.3 2.3 WP %pa (f) WP %pa (f)
(Ihs) (Ihs)
TAS 2.2 2.2 2.4
NT 2.2 2.2 2.0
ACT 1.7 1.9 2.6 - NSW VIC QLD SA WA TAS NT ACTAUST i
AUST 2.1 1.9 2.4
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Forecasts — Consumer Price Index

Consumer Price Index Forecasts

2015/16  2016/17 2017/18

” (a) (M) (f)
Sydney 1.5 2.2 2.2
Melbourne 1.6 1.9 2.1
Brisbane 1.6 1.8 2.1
Adelaide 0.9 1.6 1.9
Perth 1.0 0.9 1.3
Hobart 1.4 1.8 2.0
Darwin 0.1 0.5 0.8
Canberra 0.7 2.0 2.3
AUST 1.4 1.8 1.9
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Important Disclosures & Disclaimer

The information contained in this report is made available for persons who are sophisticated investors or professional investors (as those terms are defined by
section 708(8) or (10) and (11) of the Corporations Act 2001 (Cth)).

Please view our website at www.research.commbank.com.au. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank) and its
subsidiaries, including Commonwealth Securities Limited ABN 60 067 254 300 AFSL 238814 (CommSec), Commonwealth Australia Securities LLC, CBA Europe
Ltd and Global Markets Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies(CBGOC). CBGOC and their
directors, employees and their representatives are referred to in this Appendix as the Group.

Financial markets products have an element of risk. The level of risk varies depending on the products specific attributes and how it is used. Potential investors
should note that the product discussed in the report may be sophisticated financial products which involve dealing in derivatives. Unless you are familiar with
products of this type, this product may not be suitable for you. The Bank will enter into transactions on the understanding that the customer has: made his/her own
independent decision to enter into the transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to evaluate and capacity to
accept the terms, conditions and risks; and is not relying on any communication from Commonwealth Bank as advice.

In the UK and Europe: This report is made available in the UK and Europe only for persons who are Eligible Counterparties or Professional Clients, and not Retail
Clients as defined by Financial Conduct Authority rules. The Commonwealth Bank of Australia and CBA Europe Ltd are both registered in England (No. BR250 and
05687023 respectively).

Commonwealth Bank of Australia: Authorised and regulated by the Australian Prudential Regulation Authority. Authorised 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.

CBA Europe Ltd: Authorised and regulated by the Financial Conduct Authority.

In Singapore: The information in this report is made available only for persons who are Accredited Investors or Expert Investor in terms of the Singapore Securities
and Futures Act. It has not been prepared for, and must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor or Expert
Investor. If you are an Accredited Investor or Expert Investor as defined in Regulation 2(1) of the Financial Advisers Regulations ("FAR"), the Bank is obliged to
disclose to you that in the provision of any financial advisory services to you, we are exempted under Regulations 33, 34 and 35 of the FAR from complying with the
business conduct provisions of sections 25 (Obligation to disclose product information to clients), 27 (Recommendations by licensees) and 36 (Disclosure of
interests in securities) respectively, of the Financial Advisers Act ("FAA").

In Japan: This document is made available only for institutional customers. Commonwealth Bank of Australia, Tokyo Branch is a licensed banking business
authorized by Japan Financial Services Agency.

In Hong Kong: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to
the offer. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice.
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The provision of this document to any person in the Hong Kong does not constitute an offer of securities to that person or an invitation to that person to acquire,
apply, or subscribe, for the issue of, or purchase, securities unless the recipient is a person to whom an offer of securities may be made in Hong Kong without the
need for a prospectus under section 2 and the Seventeenth Schedule of the Companies Ordinance (Cap. 32 of the Laws of Hong Kong) (Companies Ordinance)
pursuant to the exemptions for offers in respect of which the minimum consideration payable by any person is not less than HK$500,000 or its equivalent in another
currency. Neither this document nor any part of it is, and under no circumstances are they to be construed as, a prospectus (as defined in the Companies Ordinance)
or an advertisement of securities in Hong Kong. The products have not been, nor will they be, qualified for sale to the public under applicable Hong Kong securities
laws except on a basis that is exempt from the prospectus requirements of those securities laws.

Minimum Investment Amount for Hong Kong Investors: HK$500,000

In Hong Kong for Equities: This document is distributed in Hong Kong by, and is attributed to, Commonwealth Bank of Australia, Hong Kong Branch (CBAHK), which
is a registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated activities
under the Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some cases may
even become worthless. If you have any queries concerning this document, please contact CBAHKS registered representative, James Barratt (T. +612 9117 0109
and E. james.barratt@cba.com.au).

In the USA for products other than Equities:
The Bank is authorized to maintain a Federal branch by the Office of the Comptroller of the Currency.

This document is made available for informational purposes only. The products described herein are not available to retail investors. NONE OF THE PRODUCTS
DESCRIBED ARE DEPOSITS THAT ARE COVERED BY FDIC INSURANCE.

This product is not suitable for investment by counterparties that are not eligible contract participants as defined in the U.S. Commodity Exchange Act (CEA) and the
regulations adopted thereunder; or (ii) entities that have any investors who are not eligible contract participants. Each hedge fund or other investment vehicle that
purchases the products must be operated by a registered commodity pool operator as defined under the CEA and the regulations adopted thereunder or a person
who has qualified as being exempt from such registration requirement. CBA cannot execute swaps with any US person unless our counterparty has adhered to the
ISDA Dodd Frank protocol.

This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945
(the Bank) and is distributed in the United States by the Banks New York Branch and its Houston Loan Production Office. If you would like to speak to someone
regarding securities related products, please contact Commonwealth Australia Securities LLC (the U.S. BrokerDealer), a broker dealer registered under the U.S.
Securities Exchange Act of 1934 (the Exchange Act) and a member of the Financial Industry Regulatory Authority (FINRA) at 1 (212) 336-7737. The information
contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Investments and strategies are
discussed in this report only in general terms and not with respect to any particular security or securities transaction, and any specific investments may entail
significant risks including exchange rate risk, interest rate risk, credit risk and prepayment risk among others. There also may be risks relating to lack of liquidity,
volatility of returns and lack of certain valuation and pricing information. International investing entails risks that may be presented by economic uncertainties of
foreign countries as well as the risk of currency fluctuations. Investors interested in the strategies or concepts described in this report should consult their tax, legal or
other adviser, as appropriate. This report is not intended to provide information on specific securities. The Banks New York Branch and its Houston Loan Production
Office provides its clients access to various products and services available through the Bank and its affiliates. / GAN
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In the United States: U.S. brokerage products and services are provided solely by or through the U.S. Broker-Dealer. The U.S. Broker-Dealer is a wholly-owned,
but non-guaranteed, subsidiary of the Bank, organized under the laws of the State of Delaware, U.S., with limited liability. The U.S. Broker-Dealer is not authorized
to engage in the underwriting of securities and does not make markets or otherwise engage in any trading in the securities of the subject companies described in
our research reports.

All investors

All investors: Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies
that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about
those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed by that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve
or may have served as officers or directors of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively
by research management and senior management (not including investment banking).

Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial
products or other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS).
Our employees receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of
factors relating to their overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching
individual sales portfolio targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and
other similar benefits. If you have a complaint, the Banks dispute resolution process can be accessed in Australia on phone number 132221 or internationally 61 2
98417000.

The Group will from time to time have long or short positions in, and buy or sell, the securities or derivatives, if any, referred to in this research report. The Group
may also engage in transactions in a manner inconsistent with the recommendations, if any, in this research report.

Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material (www.abs.gov.au).
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