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What a difference a year makes for
manufacturing activity

BNZ Capital - Business NZ PMI for November 2009

The BNZ Capital - Business NZ seasonally adjusted PMI for November
(51.8) increased 1.3 points from October to record its highest level of
expansion since February 2008. The November 2009 result was also 16.9
points above the November 2008 result — the lowest point since the survey
began.

Four of the five seasonally adjusted main diffusion indices displayed
expansion. Production (52.8) continued to build on previous results, while
new orders (56.0) reverted back to the September result after a dip in
October. Employment (50.1) remained largely unchanged during November
after contraction during the previous month. Deliveries of raw materials
(50.2) was also close to no change during November, while finished stocks
(46.6) was the only sub-index that fell from its October result, and the only
one in which to show contraction.

Unadjusted activity for November showed the third consecutive expansion for
all regions, with some recording levels of expansion not seen in some time.
The Northern region (62.9) experienced a strong increase in activity for
November, with its highest result since November 2006. Both the
Otago/Southland (61.9) and Central (58.9) regions posted their highest level
of expansion since November 2007, while the Canterbury/Westland region
(54.4) remained largely unchanged from the previous month.

Manufacturing by industry sub-groups were again largely expansionary in
November. The food, beverage & tobacco sector (66.3) continued to lead
the way, although slightly down on the previous month. Both the petroleum,
coal, chemical & associated products (62.4) and metal product
manufacturing (63.4) sectors displayed results above 60, while the
machinery & equipment sector (55.3) improved for the fourth consecutive
month.

Comparing New Zealand’'s manufacturing activity with the rest of the world,
the JPMorgan Global PMI for November (53.6) fell back slightly from its 39-
month high the previous month, although new orders and production remain
at very elevated levels. The USA PMI (53.6) retreated slightly, while the
Australian PMI (51.2) remains close to the New Zealand result.

The proportion of negative comments made by respondents fell considerably
in November (47.0%), compared with 55.0% in October, 60.6% in
September, 60% in August and 59.9% in July. Increasing demand and new
orders were the most common positive comments.

The BNZ Capital - Business NZ Performance of
Manufacturing Index is a monthly survey of the
manufacturing sector providing an early indicator
of activity levels. A PMI reading above 50 points
indicates manufacturing activity is expanding;
below 50 indicates it is contracting. The main
PMI and sub-index results are seasonally
adjusted.

HIGHLIGHTS

Seasonally-adjusted PMI showed
ongoing expansion leading into the end
of the year.

Four of the five main indices recorded
expansion, with almost all improving
from October.

Regional activity showed significantly
higher expansion in some areas.

The global manufacturing scene showed
ongoing recovery, led by further
improvements in production and new
orders.

Next BNZ Capital - Business NZ PMI:
21 January 2010

SPONSOR STATEMENT

BNZ Capital is delighted to be associated with
the Performance of Manufacturing Index (PMI)
and Business NZ. This association brings
together the significant experience of leading
business advocacy body Business NZ, and
business finance specialist BNZ Capital. We
look forward to continuing our association with
Business NZ and associated regional
organisations, and to playing our part in the
ongoing development of the New Zealand
manufacturing sector. BNZ Capital is a division
of Bank of New Zealand Ltd.

BNZ Capital (www.bnzcapital.co.nz)
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BNZ Capital-Business NZ PMI is a monthly survey of the manufacturing

sector providing an early indicator of activity levels. A PMI reading above

50 points indicates manufacturing activity is expanding; below 50 indicates
it is contracting. The main PMI and sub-index results are seasonally
adjusted. BNZ Capital is a division of the Bank of New Zealand.

BNZ Capital - Business NZ Performance of Manufacturing

Index Time Series (Aug 2002 - Nov 2009)
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November time series tables
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E“NMZ((S:ZF)’“""' -BusinessNZ | 577 | 440 54.4 56.4 34.9 51.8
Production (s.a) 58.5 42.5 56.9 57.4 28.2 52.8
Employment (s.a) 53.5 46.7 50.6 56.6 39.3 50.1
New Orders (s.a) 61.0 43.7 56.1 58.1 33.8 56.0
Finished Stocks (s.a) 55.0 49.4 54.4 53.3 475 46.6
Deliveries (s.a) 60.4 435 55.7 56.7 37.2 50.2

National Indexes

i ((S:gg’ita' e = T T 54.4 56.4 34.9 51.8
Northern 680 | 507 63.1 59.7 416 62.9
Central 622 | 577 615 63.1 438 58.9
Canterbury/Westland 61.0 54.3 64.3 71.8 43.4 54.4
Otago/Southland 67.9 | 465 61.8 70.2 516 61.9

(s.a denotes seasonally adjusted)
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The BNZ Capital - Business NZ PMI

contains data obtained through
Business NZ's regional
organisations:

Northern  (Employers and  Manufacturers

Association - Northern): Northland, Auckland,
Waikato, Bay of Plenty

C E N T R A L

Central (Employers  and Manufacturers
Association - Central): Gisborne, Hawke’s Bay,
Taranaki, Manawatu, Wanganui, Wellington,

Nelson, Tasman
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Canterbury/Westland (Canterbury Employers
Chamber of Commerce): Canterbury,
Marlborough, West Coast
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Otago/Southland (Otago Southland Employers
Association): Otago, Southland.
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More Signs of Manufacturing Consolidation

Statistics NZ data supports PMI consolidation

Q3 sales volume down on meat exports

But core manufacturing looking better, in general
More inventory wind-down to come, perhaps

The manufacturing sector has had more than its fair
shares of woes during the course of the recession.

New Zealand’s PMI spent 16 consecutive months in
contractionary (sub-50) territory from May 2008 onwards.
Consistent with that, manufacturing GDP shrank during
each of the four quarters to June 2009.

More recently, though, the sector has started to look a
little better. The PMI managed to squeeze above 50 in
September and has roughly held its own since then,
capped by this morning’s November reading of 51.8.

It's hardly a surge, but it does suggest some stabilisation
is underway.

That slow but steady theme was reiterated in September
quarter's Economic Survey of Manufacturing (ESM),
published by Statistics New Zealand earlier this week,
even if the headline result made for miserable reading.
The volume of total sales fell by 1.4% during Q3,
seasonally adjusted, effectively reversing the lift of the
previous quarter. But that result was driven by a big
(16.0%) fall in the volume of meat sales. Stripping out
that, and similarly volatile dairy product sales, left a gain
in real sales during the quarter of around 1.0%. That fits
better with the picture of consolidation in evidence in
the PMI.

The problem with meat and dairy product sales is that
their timing is often tied to export flows, and can bear
little relation to the level of production during the quarter.
To remedy such issues, we prefer to supplant the survey
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results for meat and dairy processing with a “purer”
production based measure, based on slaughtering
information at hand and (our best estimate of) milk
production. This gives us a much better feel for what
the ESM figures mean in manufacturing GDP terms,
we think. It's also a similar approach to that adopted

by SNZ, incidentally, even if we're not privy to the same
data sources that it uses.

So where does that leave us? It turns out that
agri-production for Q3 was, like the impression gleaned
of the rest of manufacturing from the ESM, up slightly,
in seasonally adjusted terms. A quick scan of SNZ/MAF
livestock slaughtering figures suggests meat processing
edged up, and we reckon something similar was also
true of milk production. In other words, slotting in our
alternative agri-processing calculations simply reinforced
our feeling that the manufacturing sector as a whole
might have eked out some modest, but nonetheless
positive, growth, in the third quarter. Again, that seems
to gel with the story of broad improvement evident in
the PMIs lately.

Not that that is to deny mixed results, still, in the detail.
The ESM saw big quarterly gains in wood and basic metal
sales volumes, underpinned, ultimately, by demand from
emerging Asia (read: China). But nearly half of the industry
groupings captured by the manufacturing survey saw
their sales volumes slip further during September quarter,
a sure sign that while manufacturing, generally, is staging
a recovery, it's hardly broad-based.

The same, in fact, could be said of the New Zealand
economy as a whole during the September quarter.
We're of the view GDP expanded 0.3% in Q3 - a
forecast we nudged slightly higher in the wake of the
manufacturing survey data — but also cognisant that
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the aggregate result will likely disguise sectoral winners
industry-specific partial GDP indicators for Q3 still to
roll in. But some sectoral struggles aside, the activity
indicators we have seen thus far, not to mention
resurgent business and consumer confidence during
the quarter, give the distinct impression the economy
was finding a more solid footing in the three months

to September.

If there's a final warning to come from the ESM figures,
it is in what they suggest about the level of inventories
held by manufacturers. A key metric in this regard is the
ratio of stocks to sales, which recognises that ultimately
it is not just the level of inventories that matters, but the
rate at which they are being moved out the factory door.
From the horrendously high levels seen at the beginning
of the year, stocks as a ratio to sales have returned to
more manageable levels over the past two quarters.
And that ratio will probably improve further as the
volume of manufacturing sales continues to improve,

as we expect.

At the same time, though, manufacturing stock levels still
look fairly robust, and well above the point we'd expect
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them to be if they were to make a significant contribution
to GDP growth in quarters ahead. Indeed, the risk is that
manufacturers (and NZ firms more broadly) look to whittle
down their stocks further in coming quarters, at least until
broad-based signs of improving demand emerge more
strongly. This could yet be a drag on GDP, if only in an
accounting sense.

mark_walton@bnz.co.nz
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Group Chief Economist
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Rob Henderson
Chief Economist, Markets
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Head of Research
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John Kyriakopoulos
Currency Strategist
+(61 2) 9237 1903

Contact Phone Numbers
Wellington New York

Foreign Exchange +800 642 222 Foreign Exchange +1 800 125 602

Fixed Income/Derivatives +800 283 269 Fixed Income/Derivatives +1877 377 5480
Sydney Hong Kong

Foreign Exchange +800 9295 1100 Foreign Exchange +(85 2) 2526 5891
Fixed Income/Derivatives +(612) 9295 1166 Fixed Income/Derivatives +(85 2) 2526 5891
London 24 HOUR FOREIGN EXCHANGE SERVICE
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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 nabCapital a division of National Australia Bank Limited, a member of the
National Australia Bank Group (“NAB”). The views of the author(s) do not necessarily reflect the views of NAB and are subject to change without notice. NAB may receive fees for banking services provided to an issuer

of securities mentioned in this report. NAB, 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. NAB or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any recommendations made in this report.

NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents should not be relied upon or used
as a basis for entering into any products described in this publication. BNZ Capital, a division of Bank of New Zealand, strongly recommends readers seek independent legal/financial advice prior to acting in relation to any
of the matters discussed in this publication. Neither BNZ Capital nor any person involved in this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result from any advice, opinion,
information, representation or omission, whether negligent or otherwise, contained in this publication.

US 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 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 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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