Bank of New Zealand

The Bank of New Zealand - Business NZ 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.

Service sector activity lacklustre in

March
Bank of New Zealand - Business NZ PSI for March 2008

The Bank of New Zealand - Business NZ Performance of Service Index
(PSI) dropped 4.8 points from February to stand at 50.8 in March. It now
sits at its lowest level since the survey began in April 2007, and well below
the average score of 56.8.

Three of the five diffusion indices that make up the PSI exhibited some level
of expansion, although new orders/business (52.9) fell sharply from
February and exhibited its lowest result. Activity/sales (51.8) also fell back
from February, closer to the level experienced in January. Employment
(48.9) declined for the first time, while stocks/inventories (49.0) also
contracted for the second time in three months.

Activity by region was split between expansion and contraction. The Central
(57.1) and Otago/Southland (52.9) regions both showed positive activity for
March, albeit with the latter having lower levels of growth than February.
The Canterbury/Westland region (47.7) experienced its second and lowest
level of contraction, while the Northern region (49.7) displayed a fall and its
first sub-50 result.

The various service sectors displayed a mix of expansion and decline. The
retail trade (54.2) again took the top spot for activity, followed by health &
community services (53.0). In contrast, the lowest result was again
accommodation, cafes & restaurants (42.9), which has fallen significantly
since the start of the year. The remaining sectors recorded results that were
close to the 50 point mark.

The drop in activity was mirrored by a decline in positive comments
received, which fell from 52.8% in February to 47.3% in March. Compared
with the same time last year, activity for those with positive comments (2.4*)
for March remained the same as February, while those with negative
comments worsened slightly (3.4). The overall national result for activity
compared with 2007 also worsened to 2.9.

National Indexes Dec Jan Feb Mar Regional Dec Jan Feb \VE
2007 2008 2008 Indexes 2007 2008 2008 2008
Business NZPS| | 53.9 | 519 | 556 | 50.8 Business Nz 539 | 519 | 556 | 50.8
Activity/Sales 53.7 50.2 56.2 51.8 Northern 55.2 52.7 52.8 49.7
Employment 51.1 51.8 52.1 48.9 Central 52.4 51.8 55.6 57.1
New 59.2 | 55.6 | 61.4 | 52.9 Cant/Westland | 56.3 | 556 | 60.2 | 47.7
Orders/Business ’ ’ ' ) ) ’ ) ’
Stocks/Inventories | 53.4 | 485 | 51.3 | 49.0 Otago/Southland | 44.7 40.9 61.1 | 52.9
Supplier 503 | 51.1 | 535 | 50.3
Deliveries

* Respondents are asked for a score from 1-5, where 1= large rise and 5= large fall.

BusinessNZ ¢

HIGHLIGHTS

e Activity level for the service sector
stood at 50.8 in March, down 4.8
points from February.

e New orders/business (52.9) was
again the leading index, but down
sharply from the previous month.

e Half the regions displayed
contraction, with
Canterbury/Westland experiencing
its worst result.

e The proportion of positive
comments decreased to 47.3%.

e Next Bank of New Zealand -
Business NZ PSI: May 19 2008

SPONSOR STATEMENT

Bank of New Zealand Ltd is delighted to be
associated with the Performance of Services
Index (PSI) and Business NZ. This
association brings together the significant
experience of leading business advocacy body
Business NZ, and business finance specialist
BNZ. 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 services sector.

Bank of New Zealand (www.bnz.co.nz)

PARTICIPANTS

Business NZ gratefully acknowledges the
contribution of the following associations to the
PSI:

Employers & Manufacturers Association
(Northern)

Employers & Manufacturers Association
(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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Retailing to Strangle Services Index

Retail outlook challenging

As consumer budgets squeezed
Confidence, jobs growth, moderates
Housing activity softens

And retail companies battle costs

Like most every other economic indicator of late,

New Zealand's Performance of Services Index (PSl) has
moderated. Its headline diffusion index dropped to 50.8
for March, from February’s 55.6. Its overall restraint
aligns with the economic slowdown we're seeing for
the wider economy. And the clearest weakness would
seem to be in accommodation, cafes and restaurants.
This makes sense given the discretionary nature of such
expenditure, as consumer budgets get squeezed.

It was a little surprising, then, to see core retailing

(54.2) as one of the more resilient components of the
March PSI. That's at odds with a sector that has not
only gone flat already according to Statistics NZ data
(with February’s update due this morning), but is an area
most vulnerable to the continued household-centred
GDP deceleration we forecast.

If you exclude the volatile automotive component of the
retail sector, we see total sales volumes expanding only
0.4% when comparing calendar 2008 with calendar
2007. Slightly stronger growth of 1.5% is expected for
the following year. This all compares to the 5.2% volume
expansion that was recorded over 2007. So it's going to
be and feel much slower.

Unfortunately, the average consumer is getting whacked
on all fronts:

- Petrol and other energy prices are soaring;
- Food prices are rising rapidly;

- Rents are on their way up; and

- Mortgage rates are relatively high.

All of these things are chewing into household's
effective disposable incomes in a major way.

Reflective of this consumer confidence is being rocked.
It hit a ten-year low in March. And declining house prices
will keep spirits low. The housing correction will, in turn,
limit borrowing able to be made against housing equity
(a previous strong source of funding expenditure). And
the housing downturn will bring with it reduced demand
for materials in the home building and renovation stores.
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And last but not least, we believe that employment
growth will soon falter in response to the general growth
slowdown we see and with immigration inflows
remaining muted.

If it wasn't for the fact that wage growth is still relatively
robust and the Government is likely to deliver substantial
personal tax cuts then we would be forecasting a
contraction in spending for the coming year or so.

Meanwhile, while sales growth looks likely to be very
soft it seems to us that retailers will have to continue
coping with their own heightened debt servicing costs,
rising wages (accompanied by staff shortages) and other
general costs increases. The latter can only be made
worse when the exchange rate begins to come down
from present peaks, as we forecast for later this year.

All'in all, then, we believe it will be a very challenging
next twelve to eighteen months for the retail sector.
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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.

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
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