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RBA to cut interest rates soon — NAB brings forward
timing of the first cut

The RBA left the cash rate unchanged at 7.25% at today’s August Board meeting. However, the Statement from the
RBA Governor, Glenn Stevens, revealed a pronounced shift in the Reserve’s outlook on the economy.

Significant changes in the Statement were

o The RBA noted that financial conditions have tightened further over the past couple of months and heightened
concerns over credit are persisting — reasons to expect the economy to slow further ahead

e Falling asset prices were added to the list of data adding suggesting the economy will slow further ahead

e Higher oil prices are adding to inflation but (the next point is new) this is also dampening growth in a number of
countries — the international backdrop is getting worse

e Today’s Statement took out the phrase “the inflation outlook remains concerning”, used in the July version

The key change was the addition of the sentence
“Nonetheless, with demand slowing, the Board’s view is that scope to move towards a less restrictive stance of
monetary policy in the period ahead is increasing”.

This is a clear and unambiguous assessment from the central bank that it anticipates it will soon be in a position to start
to cut rates. This will be designed to move interest rates down from the RBA's current quite restrictive policy setting to
around neutral.

We have been saying for some months now that interest rate cuts were coming and our forecast has been the easing
cycle would begin in the March quarter of 2009.

However, over the past month we have become worried about how quickly the evidence of the slowdown has been
accumulating and how broadly the slowdown has become evident across the range of economic indicators. Not the
least of these has been the sharp deterioration in Business Conditions and plummeting Business Confidence, as
revealed in our June Quarter Business Survey released last week.

After today’s statement we now expect the RBA to cut rates by at least 50bp by the end of 2008.

In total, we expect rates to be slashed by 125bp over the coming year.

The timing of the first cut remains uncertain but it could be as early as the next RBA Board meeting on 2 September.
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ANALYST DISCLAIMER: 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.

AUSTRALIAN DISCLAIMER: National Australia Bank Limited (ABN 12 004 044 937, AFSL 230686), its
related bodies and any officer, employee, agent, adviser or contractor thereof (“National”)) does not warrant
or represent that the information, recommendations, opinions or conclusions contained in this document
(“Information”) is 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. The Information is
not intended as an offer or solicitation for the purchase or sale of any financial instrument. 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 reason 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. The Information is governed by, and is to be
construed in accordance with, the laws in force in the State of Victoria, Australia, and any dispute or claim
arising from, or in connection with, the Information is subject to the non-exclusive jurisdiction of the courts of
that State.

UK DISCLAIMER: So far as the law and the Financial Services Authority rules allow, nabCapital - A division
of National Australia Bank Ltd (“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. In accordance with our Terms of Business, if we agree to
provide you with investment advice, we are only advising you on the products, services and transactions
provided by us or an Associate. It is your responsibility to seek further advice if your circumstances change.
We shall not be responsible for reviewing the suitability of any transaction on an ongoing basis. If we effect a
transaction with or for you following provision of advice by us, you accept the basis upon which this advice
was given. 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. Issued by nabCapital, a division of National Australia
Bank Ltd which has its UK branch (number BR001924) at 88 Wood Street, London EC2V 7QQ and its
registered office at Level 35, 500 Bourke Street, Melbourne, Victoria 3000, Australia. National Australia Bank
Ltd is authorised and regulated in the United Kingdom by the Financial Services Authority (the “FSA”). Our
FSA reference number is 141309.

U.S DISCLAIMER: This information has been prepared by National Australia Bank or one of its affiliates or
subsidiaries (collectively, “NAB™). If it is distributed in the United States, such distribution is by nabCapital
Securities, LLC which accepts responsibility for its contents. Any U.S. person receiving this information
wishes further information or desires to effect transactions in the securities described herein should call or
write to nabCapital Securities, 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
nabCapital Securities, LLC or NAB and/or its affiliates 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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