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BNZ-BusinessNZ PSI is a monthly survey of the services sector providing
an early indicator of activity levels. A PSI reading above 50 points indicates
services activity is expanding; below 50 indicates it is contracting.

The main PMI and sub-index results are seasonally adjusted.

Service sector closes 2010 on similar
note

BNZ - BusinessNZ PSI for December 2010

The seasonally adjusted BNZ - BusinessNZ Performance of Service Index
(PSI) for December stood at 52.5, up 0.8 points from November. The 2010
December result was also exactly the same as the 2009 figure.

Three of the five sub-indices were in expansion mode during December, with
two indices remaining largely unchanged compared with previous months.
Employment (49.4) remained within the 49-point range for the third
consecutive month, while stocks/inventories (50.9) remained in the 50-point
range for the fourth consecutive month. Encouragingly, new orders/business
(56.8) continued to improve, closely followed by activity/sales (56.3).
Supplier deliveries (48.7) remained in contraction for the second consecutive
month.

After a tale of two islands during October and November, December saw all
four main regions experience expansion. The Northern region (54.7)
remained in expansion, although slightly down on previous results.
Interestingly, the Northern region was the only one to experience expansion
for every month of 2010. The Central region (51.6) returned to expansion
levels experienced in October, while both the Canterbury/Westland (50.1)
and Otago/Southland (61.0) improved from almost identical levels of activity
in November.

Results for the various service sectors were generally positive for December,
as most experienced healthy levels of expansion. The one exception was
property & business services (48.3), which fell 4.2 points from November.
However, the December result was similar to 2009 (48.6), and indicative of
such businesses closing over the Christmas break.

All firms by size were again in expansion during December, which has now
occurred for four consecutive months. Small-medium firms (11-50 workers)
(56.9) led the way in December with the highest level of activity. Micro-sized
firms (1-10 workers) and medium-large workers (51-100 workers)
experienced a similar level of activity at 52.6 and 52.5 respectively, while
large firms (101+ workers) saw the lowest level of expansion for the month.

Positive comments from respondents were still in the majority, although down
on November to stand at 52%. Globally, the JPMorgan PSI reached a 41-
month high, as there was a significant improvement in new business inflows
for many countries.

The BNZ - BusinessNZ Performance of Services
Index is a monthly survey of the services sector
providing an early indicator of activity levels. A
PSI reading above 50 points indicates services
activity is expanding; below 50 indicates it is
contracting. The main PSI and sub-index results
are seasonally adjusted.

HIGHLIGHTS

Service sector activity picked up slightly
in December, and at the same level as
December 2009.

Three of the five sub-indices were in
expansion, with new orders/business
leading the way.

Regional activity was
throughout the country.

positive

All  firms by size were again in
expansion.

Next BNZ - BusinessNZ PSI:
21 February 2011

SPONSOR STATEMENT

BNZ is delighted to be associated with the
Performance of Services Index (PSl) and
BusinessNZ. This association brings together
the significant experience of leading business
advocacy body BusinessNZ, and business
finance specialist BNZ. We look forward to
continuing our association with BusinessNZ and
associated regional organisations, and to playing
our part in the ongoing development of the New
Zealand services sector.

BNZ (www.research.bnz.co.nz)
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BNZ - BusinessNZ Performance of Services Index Time Series
(Apr 2007 - Dec 2010)
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PSI time series tables

National Indexes

BNZ - BusinessNZ PSI (s.a) 52.0 46.1 52.5 51.5 51.7 52.5

Activity/Sales (s.a) 52.8 44.3 54.2 53.7 51.5 56.3

Employment (s.a) 50.5 45.8 50.5 49.5 49.0 49.4

New Orders/Business (s.a) 58.2 48.8 59.0 53.3 54.9 56.8

Stocks/Inventories (s.a) 51.3 47.1 48.2 50.1 50.0 50.9

Supplier Deliveries (s.a) 47.1 48.2 48.8 50.2 47.6 48.7

Regional Indexes

BNZ - BusinessNZ PSI (s.a) 52.0 46.1 525 51.5 51.7 52.5
Northern 55.2 45.6 52.5 55.3 55.9 54.7
Central 52.4 50.8 60.9 51.5 55.3 51.6
Canterbury/Westland 56.3 54.6 56.1 45.0 44.6 50.1
Otago/Southland 44.7 53.8 54.4 45.5 44.7 61.0

(s.a denotes seasonally adjusted)

PARTICIPANTS

BusinessNZ  gratefully acknowledges the
participation of the following associations in
contributing to the PSI:

Employers & Manufacturers Association
(Northern)

Employers’ Chamber of Commerce Central
Canterbury Employers’ Chamber of Commerce
Otago Southland Employers Association
Hospitality Association of New Zealand

New Zealand Retailers Association

Tourism Industry Association New Zealand
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Retailers Eye Better 2011

o Retail sales trending sideways at end of last year

e The retail component of the PSI joins a list of better
looking surveys

e January bounce in consumer confidence
encouraging

e Signs household finances less stressed

e Retail sales expected to rise in 2011

e A soft property market remains a headwind

Retailers have experienced consumer spending restraint
first-hand over recent years. Underlying restraint has
extended to late 2010, judging by last week’s retail sales
data for November and the previously released dip in
electronic card transactions in December. The latest data
have continued the recent traits of consumer spending —
volatile with underlying weakness.

The 1.5% lift in November retail sales looked decent
enough at face value. This was slightly above market and
our expectations, but overall the detail revealed a still
weak underbelly. The November rise in total sales
followed a 2.4% decline in October, which itself was a
comedown from the 2.0% pre-GST hike spend-up in
September. It does not get much more volatile than that!

Meanwhile, core retail sales were weak in November.
Sure, the 0.2% fall was not particularly large and driven
entirely by food-dominated stores thus probably related to
the retreat in food prices in the month. But, the bounce in
other core sales only partially recovered the softness in
October.

All up, looking through the wobbliness, trend sales were
about flat at the end of 2010. Not all that surprising, but
still disappointing from a near-term activity point of view.

A lack of demand growth is a key concern. Indeed,
according to the latest QSBO, 85% of merchants report
‘demand’ as the most limiting factor to increasing
turnover. Concern about demand is not uncommon, but it
is more widespread than usual — the 10-year average for
this indicator sits at 72%.

Why, then, are merchants so confident? Despite the
spending slumber, merchant confidence is solidly positive
according to the QSBO. In fact, confidence is higher
among merchants than across the wider business
community. This optimism seems to be based on
expectations of a better 2011, rather than recent sales. It
would have to be.
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Merchants’ sales expectations over the first six months of
2011 are positive with a net 13% of firms expecting higher
sales volumes over the period. This is more than average.
But expectations have been positive for a while, only to
have been met with disappointment. Importantly, there
are some more encouraging signs this time around.

For one, for the first time in three years in the QSBO, the
number of merchants reporting higher sales over the
previous three months outweighed the number of
merchants reporting fewer sales. Likewise, QSBO
merchant new orders have turned positive for the first
time in three years. Positive sales expectations are one
thing, but they are so much more achievable when they
are backed up by received new orders.

Today's PSI continues the theme of positive business
survey responses from the retail sector. The retail trade
PSl index came in at 56.9 in December — a big lift from the
46.3 recorded in November. Of course, one would expect
to see a decent lift in the lead up to Christmas. But there
is more to it than that given this is the highest December
retail trade PSI result since the survey began. Sure, the
survey has not been going too long, and it is only one
month, but it suggests that confidence in the retail sector
is not as bleak as you might expect given the recent
weakness in consumer spending.

This is important as retailing is a significant part of the
service sector and wider economy. Including
accommodation, cafes and restaurants retailing accounts
for about 10% of service sector activity and about 19% of
service sector employment. Indeed, retailing accounts for
just over 15% of economy-wide employment.

We expect retail sales to rise in 2011. Not aggressively so,
but a pick up nonetheless. We are looking for something
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in the order of 2% volume growth for the year compared index NZ Consumer Confidence
to 2010. 150 1
140 -
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We think a generally improving economy will underpin a
gradual improvement in the labour market supporting
income growth and some more spending. High
commodity prices and Canterbury earthquake repair work
are obvious catalysts for more general activity through
2011, even though the latter has disrupted retail activity in
the interim.

High commodity prices will affect the retail sector in
various ways. On their own higher food and fuel prices
boost the dollar value of spending at supermarkets and
fuel service stations, but leave less to be spent elsewhere.
This negative effect on spending tends to get a lot of
attention when food and fuel prices are rising. But it is not
the complete picture.

There are gains for the consumer and retailer elsewhere
as a result of higher international commodity prices. This
is a result of the NZ dollar tending to push higher when
prices for our major exports rise on world markets. The
higher NZ dollar makes imported goods cheaper, allowing
either lower retail prices (and associated more volume
growth) or wider retail margins.

Some retail prices have declined over the past year. For
example, last week’'s CPI revealed that through 2010,
clothes prices fell by 1.6%, household appliance prices
fell 1.4%, telecommunication equipment prices fell
20.9%, audio-visual and computing equipment prices fell
13.3%. Sure, prices for some of these goods normally fall
as a result of technological progress. But over the past
year they have fallen by more than usual, aided by the
strength of the NZ dollar. Lower prices for these goods,
leaves more money to be spent elsewhere.

So higher food and fuel prices dampen consumers’
purchasing power, while a stronger NZ dollar boosts how
far the consumer purse will go. Overall, the effect of
higher international commodity prices on NZ retail sales
tends to be positive, at least on average and with variable
lags.

Another boost to the economy this year will come from
the Rugby World Cup. Retailers stand to gain more than
most from the large influx of international visitors. Specific
events can have a profound impact on spending especially
when they are on such a scale, across the country, and for
an extended period. On the latter, note that the RWC kicks
off 9 September with the final set for 23 October.

More immediately, and regarding the domestic consumer,
we were pleased to see consumer confidence rise in early
January. Also published late last week, the ANZ-RM
consumer confidence index rose to 117.1 in January, from
112.2 in December. While not a huge lift, and partly
seasonal, we think it is important. If nothing else, it
reduces the concern about the drop in December on
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Westpac's quarterly measure that could well be on course
to post a bounce in March.

It wasn't just the technicalities that gave us comfort. The
relatively good level of the ANZ-RM index for January
suggests consumers are in relatively good heart — despite
a soft housing market, despite signs of flat spending,
despite the recent fuel price spikes, and despite patchy
news on the economy in general.

Why the optimism then? Indications that households are
now saving a lot more, and getting on top of their debt
loads, and so feeling less vulnerable? First-home buyers
feeling more able to purchase, with no rush? A labour
market that continues to improve, albeit tentatively, amid
an unemployment rate that's held in rather well in the
wake of the recession? Improved weather, including some
rain in the right places? Perhaps even some of the bad-
news human-interest stories of late-2010 unwinding into
the New Year?

The point is that the current level of consumer confidence
is fundamentally encouraging.

Another positive for future spending are the signs of
receding consumer financial stress. The QSBO had a hint
of this with merchants’ overdue debtors indicator
improving. Not heaps, but going the right way. This
follows a downward trend in overdue credit card advances
both in absolute terms and as a share of total credit card
debt.
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So, while consumers are not aggressively opening their
wallets today, they are slowly but surely getting
themselves into a better position for the future. This can
only be a good thing for longer term and sustainable
growth in the economy and in the retail sector.

So there are reasons for positive sales growth ahead. But
there are also some strong headwinds. There are still the
local negative effects of the Canterbury earthquakes on
retailing to get through judging by the latest retail sales

figures. These confirm, at least through to November, the
negative effect of the quakes on local retailing with
Canterbury recording three consecutive monthly sales
declines following the first quake.

More generally, and on a national basis, the biggest
headwinds for retail sales ahead appear to be the soft
property market and associated reduced appetite for debt.
These look set to remain a negative influence for a while
yet.

Later in the year, if the economy recovers as anticipated
and inflationary threats emerge, interest rates are likely to
rise. These will also temper spending growth.

No wonder retailers are tentative on raising staff levels.
Merchant employment in the QSBO was a tick below long
term average. More encouraging, employment intentions
are above their long term average, but, as is usually the
case, it seems firms will only hire once they see sales
rising rather than the other way around.

doug_steel@bnz.co.nz
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Phone: +(64 4) 474 6145 Toll Free: 0800 081 167 Toll Free: 0800 854 854

FI: 0800 283 269
Fax: +(64 4) 474 6266

National Australia Bank

Peter Jolly Alan Oster Rob Henderson John Kyriakopoulos
Head of Research Group Chief Economist Chief Economist, Markets Currency Strategist
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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
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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 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 NAB), 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 reliec
upon or used as a basis for entering into any products described in this publication. 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 Bank of New Zealand 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
nabSecurities, 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 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 an'
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National Australia Bank Limited is not a registered bank in New Zealand.

research.bnz.co.nz Page4



	Bank PSI_Jan11.pdf
	Contact Details
	BNZ
	Main Offices
	National Australia Bank





