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I N FLATI ON compiled by Jason Leung-Wai

CONSUMER PRICES
% CHANGE ON PREVIOUS YEAR
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Quarter
Jun 09 7.5 2.8 3.0 -6.6 0.5 1.9
Sep 09 5.4 2.1 1.9 -5.5 0.6 1.7
Dec 09 1.4 1.6 1.3 3.7 -0.5 2.0
Mar 10 1.0 1.7 1.4 3.5 0.4 2.2
Jun 10 1.2 1.8 1.0 3.3 2.6 2.4
Sep 10 1.9 1.9 1.8 2.2 2.6 2.3
Dec 10 1.9 2.0 1.9 2.0 2.6 2.3
Mar 11 2.0 2.3 2.0 1.8 2.6 2.1
Jun 11 2.0 2.6 2.0 1.5 2.7 2.2
Sep 11 2.0 2.8 2.0 1.3 2.7 2.2
Dec 11 1.9 2.8 2.0 2.0 2.6 2.3
Mar 12 2.0 2.8 2.0 1.8 2.6 2.2
Statistics NZ BERL Forecasts

Looking at the latest indices of inflation you could
safely argue that the pressure on prices are still
easing. On an annual basis, all of the indices are
lower than what they were a year ago. Looking at
the change over the December 2009 quarter, four of
the six indices show a drop in prices, with producer
prices and labour costs well subdued with price rises
less than 0.5%.

LABOUR CosTS AND WAGE EARNINGS ANNUAL % CHANGE

Looking at the longer-term trends the patterns all
show easing prices from highs in 2008 and early
2009. The New Zealand economy is still in stutter
mode, with sustained growth unlikely to occur until
the latter half of 2010. This all suggests that inflation
is well under control.

However, with our nearest neighbour (Australia)
increasing its cash rate at regular intervals to dampen
rabid price rises (as a result of ongoing growth in its
economy), it can be guaranteed that New Zealand's
authorities will continue to maintain eternal vigilance
on the anti-inflation front. And with the global
economy expected to pick up (apart, perhaps, from
Japan and Europe) sources of potential inflation
(actual or perceived) remain. For example, petrol
prices in New Zealand have risen on the back of oil
prices increasing. And it appears that retailers are no
longer discounting as heavily as they were.

While there are some genuine pressures lurking in the
future — potentially falling exchange rate, petrol price
rises, global recovery — we do not believe that they
are sufficient to place significant upward pressure on
prices that would warrant concern and a rates rise.

We at BERL expect inflation, as measured by the CPI
will remain well within the target range over the short
to medium term. The CPI will increase to around 2.2
percent in the year to the March quarter, but will then
ease slightly over the remainder of the year and into
2011.

March quarter 2007
All sector salary & wage rates 3.2
Avge ordinary hourly earnings 4.6
Total weekly earnings 5.0

2008 2009 2010 2011 2012
3.4 3.3 1.8 2.0 2.6
4.5 5.3 3.8 3.5 3.3
4.0 5.0 4.0 3.2 28

Statistics NZ
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GOVE R N M E NT ACCOU NTS compiled by Adrian Slack

Treasury’s December Half-Year Economic and
Fiscal Update (HYEFU) had a substantially more
positive economic outlook than its May 2009 BEFU
counterpart. The improved outlook implies a shorter
and shallower downturn than previously expected.
Consequently, Treasury forecasts of Core Crown
revenue are $2.5bn higher in 2011 and $3bn higher
in 2012 in the HYEFU than the BEFU.

Treasury's forecasts also include lower core
government expenditure in most years of the
forecast horizon, but higher expenditure on the
other main budget lines. The HYEFU forecast of
Core Crown expenditure is $1.5bn higher in 2011

and $360m higher in 2012 than the BEFU forecasts.

GOVT INCOME AND SPENDING
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GOVT FINANCIAL STATEMENTS

BERL's forecast continues to be more optimistic
about the strength of the short-term recovery than
Treasury. This lifts our forecasts of tax revenue due
to higher GDP. We anticipate lower unemployment
rates than Treasury in 2010, but slightly higher
unemployment in 2011 and 2012. We impute
slightly lower unemployment benefit payments in the
near term, but slightly higher levels in later years.

The 2009 annual accounts showed a lower than
expected OBEGAL deficit for the Core Crown,
reaching $4.55bn, as the downturn was not as
severe as predicted. Although production is
starting to lift, the employment recovery will lag
behind. This will hold back tax revenues and keep
unemployment benefits up, so the OBEGAL will
continue to worsen until 2012. As the government’s
automatic economic stabilisers — tax and welfare
payments — respond to the recovery, government
expenditure will track up less quickly than income

from 2011. We expect the OBEGAL to peak at
$7.1bn in 2011 and to fall to $5.7bn in 2012.

Together the faster recovery and ongoing restrained
expenditure growth help to hold back the growth
in gross sovereign issued debt (GSID), although it
still sits heavily in the red. In particular, although
GSID will still rise by over 20%pa in each of the
next two years, we now forecast that GSID will
not rise above 33% of GDP under current policy
settings.

Heralded changes to the tax system will change the
composition of tax revenue. However, the political
signals are presently that the tax changes should
be revenue neutral. For example the reduction in
revenue from personal and company tax will be
designed to match the increase from raising the
GST rate.

It is unclear what point in time will be taken as
the yard stick for assessing fiscal neutrality. If
behaviour changes over time, which we'd expect
due to broader events as well as in reaction to the
changes in tax, then the changes may not remain
fiscally neutral. For example, if a lesson from the
financial crisis causes people to save more and
spend less, then lower consumption expenditure will
be a smaller target from which GST can generate
On the other hand, improved tourism
forecasts will deliver more foreign consumers
paying higher GST, although they can claim back
GST for large expenditures.

revenue.

The GST change is likely to cause a mini quarterly
bubble, and then slump, in consumption expenditure
as people stock up on consumer durables prior to
the increase. However, this is unlikely to have a
noticeable impact on the Government's annual
accounts if the change is rolled out in October,
which is in the middle of the annual account cycle.
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MAN U FACTU RI N G compiled by Ganesh Nana

A positive sign can be taken from the Statistics New
Zealand's latest Manufacturing Survey showing a
7.9% increase in the December quarter in Structural
Steel and Fabricated Metal Products seasonally
adjusted sales volumes.

A considerably brighter mood may soon be apparent
as manufacturers see the benefits of the NZ$
exchange rate against the Australian currency decline
further. Driven by ongoing strong expansion in the
Australian economy, and favourable interest rate
differentials, the stronger A$ provides a welcome
respite for NZ manufacturers.

But, evidence of a sustained recovery remains
inconclusive. In particular, it is notable that iconic
manufactured export categories (mechanical and
electrical machinery) continue to struggle. Their
collective $2bn earnings for the past year is down
by about 15% on the previous year, with receipts for
the latest three months (to January) at a similar 15%
below year-earlier level.

There are, though, signs reported of a recovery
in  Auckland and Canterbury manufacturing.
Confidence based surveys have reflected a general
sentiment that the worst is over. The Bank of New
Zealand — Business New Zealand Performance of
Manufacturing Index (PMI) crossed the threshold into
expansionary territory (i.e. above 50) September last
year and has stayed above 50 since. The February
reading of 53.3 (seasonally adjusted) is the highest
since January 2008.

The average of the latest 3 months for the unadjusted
PMI is perilously close to the 50 benchmark at
50.1. The equivalent figure for the Northern region
has closely followed the national figure — currently
standing at 49.2, while the Canterbury figure is much
healthier at 53.7.

More positively, the new orders sub-index remains
above 50 — at 53.6 for the three months to February
— despite the seasonal low around this time of year.

While not ideal, the outlook for the remains of the
New Zealand manufacturing sector is looking
somewhat brighter. However, an essential sign that
a sustained recovery is taking hold awaits indications
that businesses have dusted off investment plans
and looking to upgrade and or renew equipment.
These signs remain conspicuous by their absence,
with business cashflow continuing to occupy minds
as data shows little growth in business lending.
Consequently, we remain hesitant in assigning a
heavy weight to the short-term PMI and manufacturing
survey data.

MANUFACTURING SALES VOLUMES
AVERAGE ANNUAL GROWTH
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BUILDING AND CONSTRUCTION compiled by Fiona Stokes

The start of 2010 delivered promising news for the
building construction industry. In January 2010, 1,042
new dwelling permits were approved, taking the
annual total to 14,655.

DWELLING PERMITS
ANNUALISED TOTAL
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Annual figures show there has been an improvement
in the number of new dwelling permits approved, with
small increases (compared to year-earlier levels) noted
each month through the latter-half of 2009. And the
number of new dwelling permits approved in January
2010 is 28% above the January 2009 figure. However,
the annual total remains well below the average for the
past decade of 25,000.

Calendar 2009 has been the most subdued for
several decades for the issue of new residential
building consents and the associated activity in the
house building industry. The 3,557 residential building
consents issued in Auckland in 2009 was the lowest
total for any calendar year since this data series began
in 1991. Further, the total for New Zealand of 14,425
consents was the lowest since that series began in
1973.

The shine has also definitely come off the apartment
market. In the month of January 2010, building
consents were issued for 42 new apartment units,
but 28 of these were for assisted living apartments
associated with retirement villages.

Over the last three months non-residential building
consents have declined by approximately 28%.
Further, the volume of non-residential building work
put in place in the December 2009 quarter was down
6.1% compared to the previous quarter. This fall in the
volume of work is a trend that has occurred throughout
2009.

Turning to the regions, more new dwelling units were
authorised in 10 of New Zealand's 16 regions in
January 2010 compared with January 2009. However,
it must be cautioned that the number of dwelling units
authorised in January 2009 was the lowest since the
series began in April 1965. In January 2010, numbers
rose by 31% in the North Island and by 24% in the
South Island.

The regions with the largest increases were:
Canterbury up 61% to 180; Auckland up 31% to
244; and Northland up 80% to 72. Regions with
fewer units authorised were Marlborough, Tasman,
Otago, Wellington, Gisborne, and West Coast all with
decreases of 9 units or less.

NON-RESIDENTIAL CONSENTS FLOOR AREA
ANNUAL AVERAGE GROWTH
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Turning points

This slump reinforces to us that there is an unsustainably
low level of activity in this industry. With current levels
of net migration inflow, along with natural population
increase and household formation rates, there is an
insufficient number of new residential houses being
built.

This low in industry activity has begun to turn. But the
questions are how rapid will be this turnaround and
whether building construction (including workforce)
capacity is available? To the latter question, our answer
is yes, although capacity may become problematic the
longer the recovery takes.

To the former question, we depict a relatively rapid
recovery. We expect new house building activity to
lift by 21% in calendar 2010, followed by a further
22% lift over 2011. However, the magnitude of
these percentage changes belie the depths of the
slump. Consequently, the bounce sees consents total
20,375 in 2011, still below the 25,000 annual average
registered in the 10 years to 2008.

This bounce will be promoted by conditions such
as high migration, ongoing low interest rates, and
a shortage of houses. Building construction is a
volatile industry and there have been big movements,
particularly in the areas of employment, since 2001. It
must be remembered that between 1999 and 2006,
strong growth in the building construction industry
resulted in an extra 49,000 trades workers being
employed in New Zealand, a substantial increase to
our skill base. Thus, there is the capacity to build when
conditions warrant. What would ensure this expansion
in the national skill base remains here as required is
the rapid acceleration of public sector infrastructure
projects. But, it appears announcements, remain the
order of the day.

BERL FORECASTS



TOU R I S M compiled by Nathaniel Robson

The pick-up in tourism to New Zealand became
apparent in December, when visitor arrivals were 6%
higher than the number of arrivals in the same month
of 2008. This late rally has produced a better-than-
expected result for annual arrivals: the calendar year
2009 saw no fall in arrivals over 2008. Worldwide,
visitor arrivals have fallen an average of 4%, so NZ
has not fared too badly in comparison.

January 2010 has also recorded a good result: visitor
arrivals were 5% higher than in January 2009, and
at nearly 257,000 visitors, was the highest number
of arrivals recorded for a January month. The figure
for December of 341,000 is similarly the highest
number of visitors recorded for December of any
year. Indications are therefore that NZ is on track for
annual growth of visitors for the 2010 calendar year
of at least 2%, which implies that we will surpass the
2.5m annual visitor number milestone near the end
of the year.

INTERNATIONAL TOURIST NUMBERS
ANNUAL TOTALS
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However, this does not call for unchecked optimism.
The tourism sector has been bolstered by strong
growth in the Australian segment. This growth
stems from the fortunate coincidence of a healthy
Australian economy, the currently low cross-rate with
the A$, and the recent NZ government-led marketing
push into Australia. As of January 2010, Australia
was providing 877,000 tourists per annum: 53% are
holiday tourists, the remainder being Visiting Friends
and Relatives (VFR) travellers. Our next most
important source country, the UK, only contributes
239,000 holiday and VFR tourists annually.

Ascanbe seeninthetable, growthin Australian tourist
numbers are mostly just replacing the reduction in
tourists from other major sources. Further, while the
VFR segment overall is growing well, it should be

noted that these tourists are more or less replacing
reduced numbers of business & conference visitors.
This has implications for the pattern of tourist
expenditure, and its distribution to different regions
and types of commercial accommodation providers.

Source country % change (year to January 2010)
Total Holiday VFR
Australia 12 21.3 13.4
UK -8 -14.2 1.5
USA -4.6 -8.0 -11.7
China -15.9 -21.5 -2.4
Japan -20.3 -22.5 -6.7
Germany 4.3 6.9 7.2
Korea -26.5 -34.7 -19.4
Canada -6.0 -7.4 -5.0
TOTAL 0.9 0.9 6.4

In line with the increasing number of visitors to
NZ, commercial accommodation providers saw an
increase in the international demand for guest nights
of 4.2% in the December quarter (compared to the
December 2008 quarter). Domestic guest nights
demand was static and, since international guest
nights comprise about 44% of all guest nights sold,
overall the growth in guest nights were 1.9% for the
December quarter. All our key tourist destinations
benefitted from the growth in demand except
Auckland. Demand for Auckland accommodation
was low from domestic residents overall, and the
dearth of international demand for conference and
business accommodation was an exacerbating
factor.

Over the year, providers of backpacker
accommodation sold more guest nights while
hotels, motels, and holiday parks sold less. This
pattern reflects a move to cheaper accommodation
by all travellers — including VFR visitors exercising
their option to stay with friends or relatives — and
the increasing popularity of NZ amongst German

BERL FORECASTS
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backpackers. Figures from the Ministry of Tourism'’s
International Visitors' Survey support this view.
Expenditure of international visitors amounted to
$6.2bn for calendar 2009. Of that expenditure, 53%
was by holiday tourists, 15% by Australian holiday
tourists alone. Australian VFR also contributed 7%
of the total expenditure.

GUEST NIGHTS
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While total expenditure for 2009 was 4% higher
than that for 2008, this was due to NZ receiving
more tourists, not an increase in average spend.
For example, holiday visitors from Australia spent
on average $193 each per night in 2009, up from
$191, but Australian VFR visitors spent $90 per
night, down from $101 in 2008. The loss in VFR
spending per night swamps the gains in holiday
tourist spending, and the pattern is reflected in the
overall average spend per visitor per night: it was
$122 in 2009 compared to $131 in 2008. One
countervailing factor is that the average length of stay
of VFR tourists has increased by approximately one
day to 22 days (12 days for Australian VFR) while
that for holiday tourists has stayed roughly static at
16 days (and again 12 days for Australians).

The latest Tourism Leading Indicators Monitor points
out the differing experience of Australia and New
Zealand through the recession. Both countries
ended up in 2009 with virtually no change in the
number of visitors they receive annually. We have
seen that in New Zealand’'s case this is mainly
due to growth in the Australian market segment
offsetting losses from long-haul sources. Australia
on the other hand has had a mixed bag of increasing
interest from the USA, South-East Asia, and India
but waning visitor numbers from New Zealand,
China, Japan, and Korea. At the same time, their
European (especially UK) market segment has held
up better than ours.

While Australia has experienced similar changes
to NZ with respect to key northern Asia sources,
they have done relatively better in the southern
Asian and key long-haul markets (UK and USA)
than New Zealand. Their success in continuing to
receive tourists from southern Asian sources can
be attributed to the proliferation of low-cost carriers
that service the area with routes to Australia but not
New Zealand. The long-haul markets on the other
hand may be choosing Australia instead of New
Zealand, or choosing not to add a NZ leg to their
Antipodean excursion, in response to the recession
of 2009. The goal for the NZ tourist industry in 2010
then, given that the Australian segment seems to be
looking after itself well enough now, is to turn our
attention to winning back some of those high-value,
long-haul tourists.

BERL FORECASTS



R ETAI L TRAD E compiled by Adrian Slack

The sun is starting to rise on the horizon for the retalil
trade sector. But like the weather at the moment, the
dawn of the recovery is still pretty cool and it will be
some time before the sector really warms up. Although
retail sales values were up, compared to the December
quarter a year ago, actual retail sales volumes were
-0.7% lower. That is, moderate retail price inflation has
lifted values, but this has obscured the fall in volumes.
In the December 2009 quarter, seasonally adjusted real
retail sales grew weakly by just over 1%, while the latest
monthly data show growth of just under 1% in January
2010.

ANNUAL RETAIL SALES VALUES
% CHANGE ON PREV YEAR
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Al metropolitan centres, except for Auckland,

contributed to the contraction in national retail sales in
the year to January 2010 of -0.8%. Only Auckland and
non-metropolitan South Island retailers experienced
year-on-year sales growth, with sales values rising a
modest 0.8%.

The strong net inflow of migrants will have helped here.
However, the job and income outlook remains weak,
despite the economy technically shifting into a recovery
phase. Many consumers remain at the mercy of this
weak labour market and are seeing little evidence of any
recovery.

As such, the outlook for retail sales is for insipid growth
in the near to mid-term. Tourism, and its associated
retail demands, is recovering. But the weak near-term
outlook for the labour market dominates the forecast.
Many people will feel the real pain of job losses and will
wonder what all the talk of a recovery is about. There
may be a surge in sales in late 2010 as consumers
stock up on durable goods to try and avoid some of the
anticipated GST rise. But this is likely to be followed by
a balancing slowing in the following quarter.

In addition to the GST increase, any income tax cut is
likely to go disproportionately to households who tend
to save more. Combined with a secular move towards
higher household saving, these factors are also likely to
soften retail demand in the near term.

Over the longer term, we expect real retail sales volumes
to grow at an annual rate of 1.0% in the year to March
2011. As employment growth begins to pick up in late
2010, retail sales growth will pick up too. We expect
total retail sales to grow by1.8% in the year to March
2012, and core retail sales to grow by 2.3%.

RETAIL SALES
% CHANGE ON PREVIOUS YEAR
VOLUME VALUES
24 2,
5 52 5 Ly
Quarter = 02 ) 0 e
Sep 09 -4.0 0.9 -2.1 2.0
Dec 09 -2.9 0.1 -1.3 2.1
Mar 10 -0.7 1.8 0.2 1.3
Jun 10 0.1 0.5 0.7 1.6
Sep 10 0.2 0.6 0.9 2.3
Dec 10 0.4 0.8 1.6 2.8
Mar 11 0.8 1.3 1.8 3.0
Jun 11 1.0 125 2.4 3.3
Sep 11 1.3 1.8 2.6 3.6
Dec 11 1.5 2.0 2.9 3.9
Mar 12 1.6 2.1 3.2 4.0
Jun 12 1.8 2.3 3.5 4.1
Statistics NZ BERL Forecasts
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AG R I CU LTU R E compiled by Ganesh Nana
Dairy

Monthly trade statistics show a healthy growth in
export volumes, with the three months to January
31% up on year earlier and the year to January nearly
35% higher than the previous year. However, the
revenue figures remain soft — with the latest three
months being 11% below year earlier and the year
to January being 12% below those of the previous
year. This data, suggests a large drop in milk
prices — at apparent odds with other sources. Such
discrepancies are not knew and result from timing of
receipts, exchange rate hedge arrangements, as well
as change levels of stockpiles.

The strong volume performance and few signs of
any reduction in the dairy payout, suggests ongoing
growth from our largest merchandise export earner.
Indeed with long-term dairy revenue growth averaging
8%pa over the past two decades, New Zealand's
dependence on this industry is unlikely to diminish
anytime soon. It is worth noting that dairy exports in
the year to January accounted for over 21% of total
merchandise receipts — a remarkable surge from
13% two decades ago.

We expect ongoing volume growth in the
2%pa to 4%pa range over the forecast
horizon. Prices reported by trade statistics

will recover from current lows, representing an
ongoing modest growth over the medium term.

DAIRY EXPORT VOLUMES
12-MONTH TOTALS
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Meat and wool

Meat export revenues have slumped recently with
the three months to January nearly 15% below year
earlier. This is showing through as a moderate fall in
volumes (down 3%) and a further slump in prices.
With latest livestock slaughtering numbers being
down 9% on year earlier, there is little sign of a quick
turnaround in export revenues from this source. And
this is indicative of the long-term struggle endured by
the meat industry over the past couple of decades.

MEAT PROCESSING VOLUMES
12-MONTH TOTALS
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Annual meat export revenues are now close to 13%
of total merchandise receipts, down from over 17%
some two decades ago.

We expect rather modest growth in volumes over
the medium term (1%pa to2%pa), as stocking rates
recover from recent droughts. However, with prices
likely to ease following their remarkable resurgence
through 2009, we don't see the meat industry leading
a recovery in export earnings anytime soon.

Meanwhile, the wool industry continues to implode.
Export receipts in the three months to January were
down 12% on year earlier, similar to the 11% decline
experience on average over the year. The reduction
over the year comprises a 5% reduction in volumes
and, so, a 6% fall in prices. Although the volume
growth in the latest three months appears promising,
this industry is a shadow of its former self — now
accounting foronly 1.3% of total merchandise receipts
compared to over nearly 11% two decades ago.

Horticulture

Kiwifruit

Kiwifruit is a success story for the New Zealand
economy, and its export performance over the latest
year promises an increasing contribution to New
Zealand’s export income. 2009 saw kiwifruit cross
the $1bn threshold for export earnings for the first
time. This represented a 6.7% increase on the
previous year. While this included a 4% decline in
volumes exported (361,000 tonnes), the double-digit
(11.3%) increase in prices more than compensated.

We expect prices to stablise in the short term, but
expect volumes to return to last season’s levels of
around 380,000 tonnes for the June year. Further
out, we see moderate volume growth (in the 3%pa to
4%pa) range as new plantings come to fruition, while
prices remain at — or just under — the $3/kg mark.

BERL FORECASTS
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KIWIFRUIT EXPORT VOLUMES
ANNUALISED TOTALS
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Apples

Recent years have seen the apple industry recover
some ground lost over the past decade. Indeed, both
volumes and revenue have surged over the latest
year — with a 16% increase in the former and a 22%
rise in the latter. At over $400m, the industry remains
well below the heady heights of a decade ago when it
contributed more than $500m in revenue. However,
in volume terms the latest season bodes well for an
industry that some had prematurely written off. At
close to 300,000 tonnes, this represents a promising
rebound from the lows of 250,000 tonnes recorded
over the 2006 to 2008 period. And at a decade-
high average price of $1.34/kg, returns can also be
considered promising.

While not getting too carried away, we expect a
consolidation in this industry’s performance. With
modest production growth, and prices remaining
stable, we see annual receipts top $420m by June
2012.

Of course, the industry eagerly awaits a decision on
allowing apple exports to Australia, which if it goes
New Zealand’s way, could see the industry back on
a far more rapid growth path over the longer term.

Wine

Wine is another success story. From just $15m in
export receipts in 1990, 2009 saw wine also top
the $1bn mark. And the latest year was just as
impressive recently, with a strong 17% expansion in
volumes sufficient to outweigh a 4% fall in average
prices, resulting in a 13% rise in revenues. However,
the latest three months are worryingly slower, with
receipts only 7% up on year earlier. In addition,
industry concerns about over supply leading to price
pressures are unlikely to quickly recede — especially
given the fragility of demand in the UK and European
markets.

WINE EXPORT RECEIPTS
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Consequently, we expect revenue growth to ease
towards the 4%pa mark over the forecast horizon
as the industry grapples with the perennial bulk
commodity-versus-value argument.

BERL FORECASTS



INDUSTRIES

FOR ESTRY compiled by David Norman

Forestry continues to tell a mixed story, with log
exports growing, timber largely flat, and pulp being
put through the mill. Much of the decline in global
competitiveness of New Zealand's pulp mills stems
from the higher production costs associated with the
rise in relative electricity prices and the lower scale
of our operations compared to, for instance, Chinese
pulp mills.

In the meantime, the future of forestry overall is
looking brighter, with the recent announcement
of a $167m investment in Matariki Forests by an
overseas-based Phaunos Timber Fund. Matariki is
the third-largest forest owner in New Zealand after
Hancock Natural Resource Group, and Kaingaroa
Timberlands, with around 7.4% of New Zealand's
forest lands, according to MAF. Phaunos Timber
Fund was particularly impressed with the stability of
New Zealand's economy, and this country’s already-
strong relationships with many emerging markets.

Pulp:

Pulp exports totalled $248m in the January 2010
year, down 14% on the year before. Total exports
are now less than half what they were in the January
2008 year, when exports stood at $510m. As with
much of New Zealand's manufacturing sector, at the
lower end of the technology chain, we are simply
unable to compete with lower production costs in
emerging markets such as China and Vietnam.

Driving exports down were lower prices (down 4.7%
on the year to $601/tonne) and lower quantities
exported (down 9.3% on the year, to 412,000
tonnes).

Timber:

Timber exports were up fractionally (1%) year-on-
year in January, at $613m. This figure is still down
10% on the highs of 2006 and 2007, but is an
improvement on the lows of around $580m recorded
in the September 2008 year. The rise in exports is
largely the result of increased quantities, as prices
have fallen 2.4%. At 1.69m cubic metres, volumes
are up 3.6% over the 1.63m cubic metres recorded
in the January 2009 year.

LOG EXPORT DESTINATIONS

SouTH KOREA

CHINA INDIA

JAPAN

OTHER

STATISTICS NEW ZEALAND

Logs:

Balancing the grim picture in pulp, demand for logs
is surging. Total values exported have rocketed 43%
over the last 12 months. At $996m, values are up
$300m from the $696m recorded in the January
2009 year. Prices have been flat, at $108/cubic
metre in the January 2010 year and the year before.
Which, as simple maths will tell you, means all the
growth has been in quantities, up 43%.

These facts beg the question of where the demand
is coming from. The truth though is that there's
nothing new here; China is the growth market. In
fact, China's share of New Zealand log exports has
risen from 36% to 56% in just one year. Even more
incredible is that exports to China have risen $315m,
indicating that net exports to all other countries have
in fact fallen by $15m.

The growth in exports to China should be lauded, but
at the same time we must express some concern at
the possible over-reliance on one market to absorb
so large a share of our exports. We have seen
the impact such over-exposure can have in other
sectors, and we must ensure we avoid this danger
in the log export sub-sector. It is encouraging to see
that exports to India, for instance, have risen 50% in
the last year, to $90m, although this remains a small
proportion of the total.

BERL FORECASTS



EXTE R NAL S ECTOR compiled by David Norman

The weak state of the New Zealand economy has
finally resulted in the first quarterly current account
surplus in 21 years. Atthe same time, there have been
some changes in the importance of various trading
partners over the decade. The good news is that the
two most important ones are growing strongly.

New Zealand enjoyed a current account surplus in
the September 2009 quarter, with a net balance of
$340m. But as one commentator said, if we can't
generate a surplus in a recession, then we really
would need to be (even more) worried.

BALANCE OF PAYMENTS
ANNUALISED $BN

BALANCE ON GOODS
AND SERVICES

CURRENT ACCOUNT
BALANCE
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Unfortunately, the story behind the surplus is not a
particularly interesting one. The boon has been a
narrowing of the investment income deficit, rather
than the export-led recovery we would prefer to be
trumpeting. Indeed, the fall in the investment income
deficit was greater than the total turnaround in the
current account balance, suggesting we actually lost
ground in the trade component. And if we look at
the reason for the decline in investment income, it
becomes even more depressing; $1.37bn was the
result of tax liabilities of a number of banks that had
not been accounted for previously.

While the goods export surplus did fall, it remained well
inside positive territory, at $734m in the September
quarter. Export prices continued to plummet, down
a further 5.2% over the June quarter (in which prices
fell 12%). Along with lower volumes of some exports,
this meant a decline of $665m in export values leaving
our shores. Imports of most products were also
down.

On an annual basis, the current account balance
shrank from $15.4bn (8.4% of GDP) in the September
2009 year to $5.72bn (3.1% of GDP) a year later.
Excluding the impacts of the tax transactions from
banks raises the figure for the September 2009 year

to 4.2%, which is, nevertheless, half the figure for
2009.

New Zealand's net international liability stood at
$173bn in the September quarter, up $1.56bn, to
93.7% of GDP.

We are looking for an export-led recovery. [f this
is to eventuate, it will depend on our major trading
partners being in good shape. Which begs two
questions: One, are we becoming more or less reliant
on particular trade partners to buy our exports? Two,
how are the economies of the most important trade
partners doing?
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The chart shows the share of total merchandise
exports accounted for by our major trading partners
— Australia, the United States, China, Japan and the
UK. The key stories are:

* Australiais by far the most important trade partner
we have; it is safe to say that our fortunes are
inextricably linked to theirs. However, the share
of our exports they take has largely flat-lined over
the decade.

e China's share of exports has leapt from 2.7% in
2000, to 9.4% in 2010, making it our joint-second
largest export destination with the United States
(whose share of exports has shrunk from 14% to
9.4%).

e The UK, the previously traditional market crucial
to New Zealand, is fading in relevance. It now
accounts for just 4.2% of goods exports, down
from 6.1% a decade ago.

e \Very positively, the share of exports accounted
for by all other countries is rising (from 43% to
47% over the decade), suggesting risk overall is
being spread more evenly.
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We need to bear these stories in mind as we look at
merchandise trade over the last few months and look
ahead to how exports will perform over the next few
years.

Australia is cracking along again, having barely
paused as the world fell into recession. Similarly,
China seemed to stop buying from the world in the
immediate run-up and aftermath of the Olympics in
2008, but now seems to be into the swing of things
again. A good indicator of this for New Zealand has
been the doubling of log exports to China recorded in
the latest year.

When we look at the actual merchandise trade figures
for the January 2010 year, we see a 7.8% decline in
exports on the year before. Comparing the latest
quarter to the same period a year ago, exports are
down 10%, which suggests we are not over the worst
yet. None of this was helped by a rising exchange
rate.

So we have struggling demand from Japan and the
United States, whose economies are in big trouble,
and an exchange rate that has appreciated 35% and
26% respectively since April, which does not help our
cause in any way. These facts are borne out by large
falls in exports to those countries — down 18% to the
United States and 24% to Japan.

On the imports side, we have been buying less from
just about everyone as our own economy battles.
Imports fell by between 6.5% from China, and 28%
from Japan. Overall, we imported $3.5bn less from
our five largest import sources in the year to January
2010 than we did the year before.
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MERCHANDISE EXPORT RECEIPTS $M

Year ended June 2007 2008 2009 2010 2011 2012
Dairy 6,455 8,756 8,970 9,239 9,609 9,993
Meat 4,693 4,777 5,665 5,523 5851 5,607
Wool 670 628 579 562 562 562
Fish 1,265 1,230 1,405 1,433 1,455 1,484
Horticulture 1,857 2,000 2,258 2,325 2,395 2,481
Alcohol 759 863 1,049 1,112 1,156 1,198
Forestry products 3,588 3,424 3,757 3,860 3,995 4,123
Aluminium 1,485 1,373 1,024 998 1,033 1,059
Machinery & transport eqpmt 2,939 2,920 2,823 2,766 2,836 2,935
Petroleum 549 2,633 2,148 2,041 2,143 2,207
Other 8,786 9,480 10,950 10,840 11,220 11,556
Exports of Goods (fob) 33,047 38,085 40,627 40,700 41,954 43,204
% change 8.4 15.2 6.7 0.2 3.1 3.0
as a % of GDP 19.3 20.9 221 21.4 21.0 20.6

Statistics NZ BERL Forecasts

MERCHANDISE IMPORT PAYMENTS $M

Year ended June 2007 2008 2009 2010 2011 2012
Food 2,820 3,321 3,801 3,763 3914 4,070
Petrol & petroleum products 5,379 6,674 6,711 5,369 5,745 6,032
Non-electrical machinery 4,974 5,580 IS 4,685 4,849 4,995
Electrical machinery 3,600 3,634 4,209 4,209 4,356 4,509
Transport equipment 6,261 6,395 5,271 5,007 5,308 5,467
Plastics 1,464 1,497 1,561 1,405 1,447 1,483
Textiles, clothing & footwear 2,095 2,113 2,314 2,291 2,360 2,421
Other 12,078 12,710 14,058 12,035 12,794 13,469
Imports of Goods (cif) 38,671 41,924 43,437 38,764 40,772 42,446
% change 5.7 8.4 3.6 -10.8 52 4.1
as a % of GDP 22.5 23.0 23.6 20.4 20.4 20.2

Statistics NZ BERL Forecasts

BALANCE OF PAYMENTS ON CURRENT ACCOUNT $M

Year ended June 2007 2008 2009 2010 2011 2012
OT trade balance (fob-cif) -5,624 -3,839 -2,810 1,936 1,182 759
BoP conceptual adjustments 2,638 1,936 3,338 3,091 2,400 2,400
BoP merchandise trade balance -2,986 -1,903 528 5,027 3,582 3,159
Services exports 12,707 12,889 12,432 12,061 12,382 12,788
Services imports 12,220 13,006 13,401 12,317 12,642 13,107
Services balance 487 -118 -970 -257 -259 -319
Balance on goods and services -2,499 -2,021 -442 4,770 3,322 2,840
Investment income balance -12,140 -18,732 -10,793 -7,709 -7844 -8,089
Transfers balance 727 958 862 604 604 604
Current Account Balance -13,913 -14,795 -10,371 -2,335 -3,918 -4,645

as a % of GDP -8.1 -8.1 -5.6 -1.2 -2.0 -2.2
Statistics NZ BERL Forecasts
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WHO IS BERL?

Business and Economic
Research Limited (BERL) is
privately-owned independent
NEW Zealand company
providing a range of
business and economic
advice to both public

and private sector clients.

BERL was established in
1958 and continues to strive
for leading edge economic
and business analysis and
solutions that serve the
practical needs of clients.

BERL has a wealth of
experience and knowledge
on a range of disciplines and
areas in the economics field.

BERL has a history of
assessing and facilitation
regional development and
infrastructure activities.

WHAT CAN BERL DO?

BERL’s professional staff
provides economics based
research and analysis across
a wide range of fields to the
public and private sector.

BERL’s services include:

> economic impact
assessments of, and
maximising benefits
to fund, infrastructure
projects, industries,
facilities and attractions.

> strategies for regional
economic development.

> research and analysis
into topical social and
policy issues.

> projections for regional
growth and employment
by industry and occupation.

> expert testimony and
critical reviews on
economic analyses.
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