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BNZ-BusinessNZ 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.

April shows slight upturn in
manufacturing activity
BNZ - BusinessNZ PMI for April 2011

The BNZ-BusinessNZ seasonally adjusted PMI for April stood at 51.5, which
was up 1.3 points from March. Compared with previous April results, the
2011 figure was at the lower end of expansion, but an obvious improvement
on 2009.

Four of the five seasonally adjusted main diffusion indices were in expansion
during April, with finished stocks (54.8) leading the way, followed by new
orders (52.9). Employment (49.9) was the only index to exhibit a sub-50
point value, although the April result represented all but no change for the
current month.

Unadjusted results by region showed that the clear distinction between the
two islands in March had now wavered, with the Central region (40.9)
experiencing its lowest level of activity since May 2009. This was mainly due
to very low new orders and production levels. Both the Canterbury/Westland
(47.8) and Otago/Southland (47.2) regions experienced a relative
improvement from March, although both regions were still in decline. The
Northern region (56.7) continued to show improvement, with its highest result
since November 2010.

Manufacturing by industry sub-groups tended to show contraction during
April, with a few exceptions. Machinery & equipment manufacturing (59.0)
experienced its highest result since November 2010, while food, beverage &
tobacco (57.7) remained very consistent for the fourth month in a row.

The comments about market conditions saw a significant drop in the
proportion of negative comments, which stood at 49% for April, compared
with 57.3% in March. The aftermath of the Christchurch earthquake
continued to dominate negative comments, although such comments were
also starting to appear as a positive influence on activity.

Inside BNZ Commentary this Month (page 3)

Bank of New Zealand’s Economist, Doug Steel, said that the
progress over the past seven months, albeit slow, is a
remarkable given the events that have occurred. The outlook is
brighter, with many awaiting a lift in construction activity from its
current very low ebb. Encouragingly, some leading indicators are
starting to point in the right direction suggesting acceleration in
manufacturing activity over the next year or two.
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(s.a) 52.6 53.5 50.2 42.4 57.1 515
Production (s.a.) 51.4 53.0 50.8 40.5 60.2 50.8
Employment (s.a.) 51.6 48.7 478 44.8 525 49.9
New Orders (s.a.) 53.9 56.8 50.9 42.2 59.8 52.9
Finished Stocks (s.a.) 51.6 55.1 51.3 451 52.7 54.8
Deliveries (s.a.) 53.7 53.8 50.8 42.3 57.0 51.6

National Indexes

'(38’_\;2_)' BusinessNZ PMI 526 | 535 50.2 42.4 57.1 515
Northern 46.9 48.7 46.8 38.9 54.3 56.7
Central 50.7 47.7 47.7 40.4 56.6 40.9
Canterbury/Westland 44.0 52.5 46.4 44.7 58.0 47.8
Otago/Southland 56.3 57.0 52.6 40.4 53.4 47.2

(s.a. denotes seasonally adjusted)
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Manufacturing Awaiting Construction Lift

Manufacturing fortunes diverse

Quake aftermath negative for some, positive for others
Construction sensitive industry currently downbeat
But outlook looks brighter, in our view

Some indicators already moving in right direction

Influences on the manufacturing sector at present are
about as varied as the sector itself. Exerting pressures one
way or another on domestic manufacturers are: the quake
aftermath, a weak construction sector, high commodity
prices, high NZD/USD exchange rate, low NZD/AUD
exchange rate and a generally strong Australian economy.

Pulling all the threads together, we find a sector that, on
average, posted its seventh consecutive month of
expansion in April. Sure, the rate of progress is not fast
and it is still coming from a relatively low base. But given
what has occurred over recent months it is quite a
remarkable performance.

Indeed, April’'s PMI reading of 51.5 is encouraging. Not
only in that it is above the breakeven 50 mark, but it has
improved on the first reading post-quake of 50.2 recorded
in March. Again, not a big improvement but it is good to
see things headed the right way.

This fits with our view that the manufacturing sector is
likely to accelerate through 2011 and 2012, partly as the
initial hit from the earthquake abates but also as activity in
the construction sector bounces back from its current
slumber (and not only because of the reconstruction effort
in Christchurch, although that will certainly be a boost).

Certainly, the Christchurch earthquake continued to
dominate respondent comments. Of those firms that
noted the earthquake as the major influence on business
activity over the previous three months, negative
comments outnumbered positive comments at a ratio of
7tob.

Among those firms operating in Canterbury this ratio was
a more-negative 5 to 2. Whereas for firms operating
outside of the Canterbury region, there were more
positive comments than negative regarding the influence
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This fits with our thinking that while major disruption and
dislocation continues in parts of Christchurch, the initial
net impact on the wider economy has been more muted.
Moreover, the ongoing clean-up, repair and rebuilding of
Christchurch is more likely to lift manufacturing activity
levels than depress them from their current position.

More generally, manufacturers, around the country, are
downbeat on the current state of construction activity. As
well they might be, given the very low level of building
consents and the strong influence that building activity
has on demand for many manufactured goods. There is
no doubting the current weakness in construction activity.
Indeed, the monthly trend in residential building consents
has been barely above 1000 in the first few months of this
year. It is below 1000 excluding apartment consents.

But the future looks brighter, in our view, and not just
because of the eventual rebuilding work to be done in
Christchurch.
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There are already some positive signals appearing. This
week's REINZ housing market statistics were certainly
supportive of a rise in construction activity ahead.

The 4,987 house sales across the country in April equate
to a 1.8% seasonally adjusted increase from March.
Encouragingly this builds on the 4.9% gain in March.
February. Rising turnover activity in the existing house
market is usually followed by a rising consents for new
house construction with a lag of around three months,
give or take. We expect this time to be no different

with an additional boost coming from Christchurch in
due course.

In addition to some improvement in existing house sales,
there looks to have been some further downward
correction in section prices in April according to the REINZ
statistics. This will aid the economics of residential
development, at the margin.

We are optimistic that residential building consents will
start to pick up from around about now. On an annual
basis, our projections have residential building consents
bottoming out a bit above 13,000 around the middle of
this year, before rising to around 14,000 by year's end and
up to around 20,000 in 2012 and 2013.

This improvement in residential building consents through
the second half of this year and beyond is expected to
form the backbone of a general pick up in consented floor
space over the next few years. The components of
manufacturing that are linked into the construction cycle
will benefit from such a pick up in activity, a benefit that
can not come quick enough.

We are not alone in seeing a pick up ahead in residential
construction. The latest NBNZ survey show construction
sector firms with a very upbeat view on residential
construction activity. Indeed, a net 48% of firms expect a
rise in residential building over the coming 12 months. A
very strong reading compared to the long term average of
a net 7% expecting an improvement.

Why not a return to the booming days of 30,000+ annual
residential building consents? Such an upside scenario is
a clear risk to our ‘around 20,000’ consent forecast, but
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we see a few significant headwinds preventing an
aggressive building phase.

One headwind is an expected rise in construction costs.
There is already upside pressure. For example, very strong
export log prices driven by demand from China, while a
major positive for the domestic forestry sector and log
exports, is putting considerable pressure on domestic
wood processors’ margins. Indicative of this pressure is
the wood and paper manufacturing industry recording the
lowest industry reading in today’s PMI at 34.2.

In addition, future construction is likely to face more
general resource constraints especially at a time when
reconstruction efforts are likely to be well-under way in
Queensland and Japan.

Also containing the extent of forecast pick up in
construction is the beginnings of interest rate
normalisation from around the end of this year as
the RBNZ looks to guard against more generalised
inflationary pressures.

There are certainly plenty of moving parts at present.
Looking at the brightening outlook for the construction
sector, we suspect it will not be too long before the
construction-related manufacturing sectors jump on
the coat tails.

This should see the PMI higher later in the year as these
sectors add to the current strength in the food processing
and machinery and equipment manufacturing industries.

doug_steel@bnz.co.nz

Index (unadjusted)

70 7 Byll?c:{ljitry
65
60
55
50 -

454

40 4

35 4 BAp-10 WApr-11
30 A
25 -
Food, Textile, Woodand Printing, Petroleum, Metal Non- Machinery  Other
Beverage Clothing, Paper  Publishing  Coal, Product Metallic and
and Footwear& Product and Chemical & Mineral Equipment
Tobacco Leather Recorded Associated Product

Media Product

Source: BusinessNZ, BNZ Industry

www.research.bnz.co.nz

Page 2



Performance of Manufacturing Index

[manual date entry] 2010

Contact Details
BNZ Research

Stephen Toplis
Head of Research
+(64 4) 474 6905

Main Offices

Wellington

60 Waterloo Quay
Private Bag 39806
Wellington Mail Centre
Lower Hutt 5045

New Zealand

Phone: +(64 4) 474 6145

Craig Ebert
Senior Economist
+(64 4) 474 6799

Auckland

80 Queen Street

Private Bag 92208
Auckland 1142

New Zealand

Phone: +(64 9) 976 5762
Toll Free: 0800 081 167

Doug Steel
Economist
+(64 4) 474 6923

Mike Jones
Strategist
+(64 4) 924 7652

Kymberly Martin
Strategist
+(64 4) 924 7654

Christchurch

81 Riccarton Road

PO Box 1461
Christchurch 8022

New Zealand

Phone: +(64 3) 3563 2219
Toll Free: 0800 854 854

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

National Australia Bank

John Kyriakopoulos
Currency Strategist
+(61 2) 9237 1903

Rob Henderson
Chief Economist, Markets
+(612) 9237 1836

Alan Oster
Group Chief Economist
+(61 3) 8634 2927

Peter Jolly
Head of Research
+(61 2) 9237 1406

New York

Foreign Exchange

Wellington
Foreign Exchange +1 800 125 602

+1877 377 5480

+800 642 222

Fixed Income/Derivatives  +800 283 269 Fixed Income/Derivatives

Hong Kong

Foreign Exchange

Sydney
Foreign Exchange +800 9295 1100

+(612) 9295 1166

+(85 2) 2526 5891

Fixed Income/Derivatives Fixed Income/Derivatives  +(85 2) 2526 5891

London
Foreign Exchange
Fixed Income/Derivatives

24 HOUR FOREIGN EXCHANGE SERVICE
Phone Toll Free 6am to 10pm NZT — Wellington Office
0800 739 707 10pm to 6am NZT — London Office — Sam Hehir

+800 333 00 333
+(44 20) 7796 4761

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
relied 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
along 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 o
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.

National Australia Bank Limited is not a registered bank in New Zealand.

research.bnz.co.nz

Page3



