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Summary — Australia’s miners cite labour shortages as the leading constraint to profit growth

e The recent trends of strong growth, improved trading conditions and higher profitability in the mining sector
appear to have stabilised, according to data from NAB’s Quarterly Business Survey. Price movements have
become limited on the upside, while cost pressures have risen — primarily reflecting the cost of securing skilled
labour, but also capital equipment.

o Albeit strong, employment in the mining industry has also fallen short of expectations — running below expected
levels since late 2005. Constraints in acquiring labour are limiting output growth and leading to increased cost
pressures on Australian mining firms.

e Around 80 per cent of mining respondents to NAB’s Quarterly Business Survey consider the labour market to be
a constraint on profitability and output, with this level increasing dramatically since 2003.

e Labour market conditions are expected to remain a challenge in the next 12 months, with a shortage of skilled
labour perceived to be the leading constraint on lifting profitability.

e A peak in commodity returns — together with rising costs — is likely to see profits ease further. Against that
however, mining output growth and new investment looks set to remain strong (if a little lower than recent
peaks).

e Although the best times of the current boom may be over, the overall industry trends remain positive. The
mining industry will remain one of the best performing sectors in the Australian economy.

Although volatile, trading conditions in the mining sector moderated recently
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Very strong profit growth easing, and expected to moderate further

Index Current Next 22 months Profitability in the mining industry has surged in recent
80 years — largely on the back of successive rises in
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Employment in the mining sector remains strong, but short of expectations

Index Current Next 22 months Employment in the mining sector remains strong, as
80 Australian mining firms expand production in response
60 to surging demand for resource commodities. However,

employment growth has fallen short of expectations for
40 both the near term and 12 months forward.
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Miners cite labour shortages as the key constraint to current output and 12 month profitability growth

u Significant 11 Minor m No constraint 11 N/A Since late 2003, there has been a steep increase in the
number of mining respondents citing difficulties in
securing labour. Around 80 per cent of surveyed
producers identify labour as an output constraint —
either significant or minor.
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Profit outlook — labour remains the main constraint
% Labour availability Demand The turn-around in mining conditions over the past five
70 years has been spectacular. China’'s economic growth
60 has underpinned global demand for resources -
i eroding spare mining and processing capacity around
o AN the globe. This has seen a steep reduction in our
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N In contrast, Australian miners continue to anticipate

labour market constraints on profits in the coming year

‘ ‘ — with around 40 per cent of respondents in the past 12
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Labour and material costs are now outpacing prices...
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Prices received by Australian miners have begun to
stabilise in recent quarters — albeit price data from our
survey likely understates actual outcomes. That said,
the bulk of respondents reported little or no change to
received prices in the June quarter.

In contrast, the rate of growth in labour costs and
purchases were reportedly well above prices received.
Wage costs are rising as miners compete for scarce
labour, yet few miners have been concerned by wage
pressures impacting profitability. At present, Australia’s
miners are more concerned about the availability than
the cost of employees.

...stalling profit margins — below expectations
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Inline with the moderation in mining profitability, miners
reported no change in sales margins in the June
quarter survey — well below recent outcomes and
expectations.

With employment running below expectations — limiting
output growth — and cost pressures mounting, the

-20 expectation of a rising in profit margins in the
Decrease September quarter may be too optimistic.
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expectations remain very strong — albeit constrained by
the availability of labour and capital.

Investment plans are also off somewhat — but still
consistent with a further strong rise and addition to
capacity.

Source: NAB’s Quarterly Business Survey

For queries, please contact:
Gerard Burg

Minerals & Energy Economist
Gerard.Burg@nab.com.au
(+613) 8641 3984
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Alan Oster
Alan.Oster@nab.com.au

Group Chief Economist

Economic, Financial & Business Conditions

(03) 8641 3464

Jeff Oughton
Jeff.Oughton@nab.com.au

Head of Australia

Economic, Financial & Business Conditions

(03) 8641 3469

Dean Pearson
Dean.Pearson@nab.com.au

Senior Economist

Telecommunications, Media, Recreation, Personal

(03) 8641 3474

Skye Dixon
Skye.C.Dixon@nab.com.au

Economist
Agribusiness, Food & Fibre

(03) 8641 3442

John Sharma
John.Sharma@nab.com.au

Economist

Property, Construction, Transport, Hospitality

(03) 8641 3473

lan Gordon
lan.D.Gordon@nab.com.au

Economist

Healthcare, Business Services, Education

(03) 8641 3472

Gerard Burg
Gerard.Burg@nab.com.au

Economist

Minerals & Energy, Manufacturing, Wholesaling

(03) 8641 3984

Anthony Tooman
Anthony.J.Tooman@nab.com.au

Economist
Retailing

(03) 8641 3762

James McKinlay
James.McKinlay@nab.com.au

Economist (Australia)
Economic & Financial Conditions

(03) 8641 3848

Tom Taylor
Tom.Taylor@nab.com.au

Head of International
Economic & Financial Conditions

(03) 8641 3475

Robert De lure
Robert.De lure@nab.com.au

Economist
Country Risk & Asian Economies

(03) 8641 3445

Carolyn Fraser
Carolyn.Fraser@nab.com.au

Economist (United Kingdom)
Economic & Financial Conditions

(03) 8641 3694

Simon Calder

Economist (Europe)

(03) 8641 4304

Simon.F.Calder@nab.com.au Economic & Financial Conditions

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 or one of its affiliates or subsidiaries (collectively, “NAB”). If it
is distributed in the United States, such distribution is by National Australia Capital Markets, LLC (NACM) 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 NACM, 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 NACM 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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