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Key points

e Headline GDP came in weaker than expected at 0.8 percent (compared with our and market
expectations of a 1.0 percent increase).

e On an expenditure basis, GDP came in at 1.2 percent, driven by domestic demand. Part of
the strength was a rebound in inventories, but the interest rate sensitive sectors (private
consumption and residential investment) posted strong growth in the quarter.

e The net external sector was a huge drag on growth, subtracting 1 percentage points,
though this should be seen as a pullback from previous quarters of strong export
performance.

e The GDP figures confirmed that the economy slowed to 1.5 percent in calendar 2006, from
2.2 percent in 2005 and 4.5 percent in 2004.

¢ We maintain our view that the Reserve Bank will not increase the OCR in April. The
composition of today’s GDP still highlights strength in domestic demand, which the Reserve
Bank wants to see moderate. However, we believe the recent rises in fixed lending rates -
if sustained — will be a material influence on April’s decision.

The headlines

| Actual__| _ANZ-National RBNZ

Gross Domestic Product 0.8% qoq 1.0% qoq 1.0% qoq 1.0% qoq
2.1%b yoy 2.4% yoy 2.4% yoy 2.4% yoy
1.5%06 ann. 1.7% ann. 1.6% ann. 1.7% ann.

Production GDP growth
%

Annual average
% change

Quarterly %
change

90 92 94 96 98 00 02 04 06
Sources: ANZ National Bank, Statistics NZ

Production GDP expanded by a weaker than expected 0.8 percent in the December quarter
compared to our and market expectations of a 1.0 percent increase. This took annual growth to 2.1
percent and annual average growth to 1.5 percent. Growth was again driven by the services industries, which
grew by 0.9 percent in the quarter and is the seventeenth consecutive quarterly increase. Industries exposed
to the housing market (Finance, real estate and business services) contributed half of the GDP growth in the
December quarter. The major downside surprise to our 1.0 percent estimate was due to falls in
manufacturing production and wholesale trade (we were expecting increases).

The expenditure-based GDP measure recorded a 1.2 percent increase. Domestic demand rebounded
strongly, up 2.5 percent, after contracting over the previous two quarters. This rebound was driven by a
reversal in the inventory drawdown of the previous quarter, with stocks contributing 1.4 percentage points to
GDP growth. However, even abstracting from stocks, domestic demand was strong in the quarter, up 1.3
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percent. All components of GNE rose, with private consumption up 1.1 percent, public consumption up 0.8
percent, residential investment up 2.3 percent and other investment up 1.4 percent. The external sector was
a huge drag on growth with exports down 2.7 percent and imports up 1.4 percent. The fall in exports is partly
an unwinding of the previous two quarters of strong export growth (dairy related).

The GDP implicit price deflator, the broadest measure of overall price changes in the economy, was
up 0.5 percent in the December quarter and is up 2.3 percent for the year. The GNE deflator fell 0.5
percent in the quarter, driven by slower private consumption inflation (petrol related) and falling prices for
transport, plant and machinery investment. However, on an annual basis, the GNE deflator remains elevated
at 3.1 percent, which will continue to remain a concern for the Reserve Bank.

Expenditure GDP Components — Percentage Percentage Percentage
September 2006 quarter change from point change in
previous contribution to annual values
guarter change
Private Consumption 1.1 0.6 2.0
Public Consumption 0.8 0.2 4.2
Residential Investment 2.3 0.1 -2.4
Other Investment 1.4 0.2 -3.7
Exports -2.7 -0.8 1.9
Imports 1.4 -0.2 -2.5
Change in Inventories and Balancing Item
Gross Domestic Product (Expenditure) 1.2 1.7
Gross Domestic Product (Production) 0.8 1.5

Assessment and implications

We saw upside risks to Q4 GDP, though this came through on the more volatile expenditure
measure. The headline GDP number was weaker than expected, and will give the Reserve Bank a slightly
lower starting point in their output gap estimate. However, the expenditure component showed a strong
rebound in domestic demand and continues to paint a picture of resilience in the interest rate sensitive
sectors.

The Reserve Bank will be focusing more on the expenditure measure, which is still showing
domestic demand growing at a pace the Reserve Bank deems to be unsustainable. The inventory
rundown and rebuild over the September and December quarters may have added volatility into the numbers,
but the quarterly expenditure GDP track shows an acceleration in the quarterly growth rates over 2006. The
composition of growth showed that the rebalancing of growth away from domestic demand towards the
external sector, which the Reserve Bank wants to see, is yet to occur. The fall in exports in the December
quarter is partly an unwind following previous strong quarterly growth, but the current level of the exchange
rate will continue to hamper export performance. The manufacturing remains in recession, with production
contracting for the third consecutive quarter. In annual terms, manufacturing production is 1.5 percent below
the level 12 months ago. Five of the nine manufacturing industries recorded declines in the December
quarter, with the biggest fall coming from metal product manufacturing. The NZD will also continue to make
imports attractive, particularly if domestic demand remains resilient.

We continue to maintain our view that the Reserve Bank will not increase the OCR in April. The
GDP data confirms that the economy rebounded strongly at the end of last year, and that the dichotomy
between the domestic and external sector remains. Part of last year's momentum may have spilled over into
early this year. However, we remain wary whether this will be sustained. Capacity constraints are curtailing
the ability of the economy to rebound, and financial conditions have tightened considerably of late. Today’s
data — while showing strong domestic demand — lacks a trigger to take us across the line and call a hike.

We believe the recent rises in fixed lending rates - if sustained — will be a material influence on
April’s decision. Given March’s hike, the threshold to a second move will undoubtedly be lower, and
resilience across the economy leaves the risk towards a further move. While the Reserve Bank will remain
mindful of signs of sustained strength and capacity pressure, we expect the recent bout of increases in
household borrowing rates to give them some comfort that housing related activity will return to a moderating
trend. While one of the reasons behind higher fixed lending rates is expectations of higher rates (and hence
no move risks a rally in the curve), it also reflects a market belief of sustained higher interest rates for
sometime, and less aggressive mortgage discounting across financial intermediaries.

This document is a necessarily brief and general summary of the subjects covered. You should obtain professional advice before acting on the
INSTITUTIONAL basis of any information contained in it. The information contained in this publication is given in good faith and has been derived from sources

believed to be reliable and accurate. However, neither ANZ, part of ANZ National Bank Limited nor any person involved in the preparation of this
publication accepts any liability for any opinions, advice or information contained in it, or for any consequences flowing from its use.




Important Notice

Australia and New Zealand Banking Group Limited is represented in:
AUSTRALIA by:

Australia and New Zealand Banking Group Limited ABN 11005 357 522
10th Floor 100 Queen Street, Melbourne 3000, Australia

Telephone +61 3 9273 6224 Fax +61 3 9273 5711

UNITED KINGDOM by:

Australia and New Zealand Banking Group Limited

ABN 11 005 357 522

Minerva House, PO Box 7, Montague Close, London, SE1
9DH, United Kingdom

Telephone +44 20 7378 2121 Fax +44 20 7378 2378

UNITED STATES OF AMERICA by:

ANZ Securities, Inc. (Member of NASD and SIPC)
6th Floor 1177 Avenue of the Americas

New York, NY 10036, United States of America
Tel: +1 212 801 9160 Fax: +1 212 801 9163

NEW ZEALAND by:

ANZ National Bank Limited

Level 7, 1 Victoria Street, Wellington, New Zealand
Telephone +64 4 802 2000

In Australia and the UK, ANZ Investment Bank (“ANZIB”) is a business name of Australia and New Zealand
Banking Group Limited, ABN 11 005 357 522 (“ANZ Bank™), which holds an Australian Financial Services
licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”). In New Zealand,
ANZ Investment Bank is a business name of ANZ National Bank Limited WN / 035976 (“ANZ NB”).

This document is being distributed in the United States by ANZ Securities, Inc. (“ANZSI”) (an affiliated
company of ANZ Bank), which accepts responsibility for its content. Further information on any securities
referred to herein may be obtained from ANZSI upon request. Any US person(s) receiving this document and
wishing to effect transactions in any securities referred to herein should contact ANZSI, not its affiliates.

This document is being distributed in the United Kingdom by ANZ Bank for the information of its market
counterparties and intermediate customers only. It is not intended for and must not be distributed to private
customers. In the UK, ANZ Bank is regulated by the FSA. Nothing here excludes or restricts any duty or
liability to a customer, which ANZ Bank may have under the UK Financial Services and Markets Act 2000 or
under the regulatory system as defined in the Rules of the FSA. This document is issued on the basis that it is
only for the information of the particular person to whom it is provided. This document may not be
reproduced, distributed or published by any recipient for any purpose. This document does not take into
account your personal needs and financial circumstances. Under no circumstances is this document to be used
or considered as an offer to sell, or a solicitation of an offer to buy. In addition, from time to time ANZ Bank,
ANZ NB, ANZSI, their affiliated companies, or their respective associates and employees may have an interest
in any financial products (as defined by the Australian Corporations Act 2001), securities or other investments,
directly or indirectly the subject of this document (and may receive commissions or other remuneration in
relation to the sale of such financial products, securities or other investments), or may perform services for, or
solicit business from, any company the subject of this document. If you have been referred to ANZ Bank, ANZ
NB, ANZSI or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request. The information herein
has been obtained from, and any opinions herein are based upon, sources believed reliable.

The views expressed in this document accurately reflect the author’s personal views, including those about
any and all of the securities and issuers referred to herein. The author however makes no representation as to
its accuracy or completeness and the information should not be relied upon as such. All opinions and
estimates herein reflect the author’s judgement on the date of this document and are subject to change
without notice. No part of the author's compensation was, is or will directly or indirectly relate to specific
recommendations or views expressed about any securities or issuers in this document. The author’s
compensation will, be based upon, among other factors, the overall profitability of ANZ, including profits from
investment banking revenues.

ANZ Bank, ANZ NB, ANZSI, their affiliated companies, their respective directors, officers, and employees
disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability, proceedings, cost or
expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity
or otherwise) out of or in connection with the contents of and/or any omissions from this communication
except where a Liability is made non-excludable by legislation. Where the recipient of this publication conducts
a business, the provisions of the Consumer Guarantees Act 1993 (NZ) shall not apply.

This document is a necessarily brief and general summary of the subjects covered. You should obtain professional advice before acting on the
INSTITUTIONAL basis of any information contained in it. The information contained in this publication is given in good faith and has been derived from sources

believed to be reliable and accurate. However, neither ANZ, part of ANZ National Bank Limited nor any person involved in the preparation of this
publication accepts any liability for any opinions, advice or information contained in it, or for any consequences flowing from its use.




