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Key points

Both real and nominal manufacturing sales rose by 1.7 percent in the June quarter.
Basic metal and wood product manufacturing led the increase, while primary food
manufacturing sales declined.

e After adjusting for stock movements, we estimate that manufacturing production volumes rose
by a stronger than expected 1 percent. This poses a slight upside risk to our June quarter GDP
estimate of 0.5 percent.
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Assessment and implications

Total manufacturing sales increased in the June quarter by 1.7 percent, following a 0.8 percent increase
in the March quarter. In real terms, total manufacturing sales also rose by 1.7 percent, indicating that prices
were unchanged in the quarter. After recording the largest increase in sales in the March quarter, meat and
dairy product manufacturing recorded the largest fall in the June quarter (down $55 million). If this is
removed, manufacturing sales rose by a stronger 2.7 percent (2.4 percent in real terms). The largest
contributions to the increase in manufacturing sales in the quarter came from basic metal manufacturing (up
$78 million) and wood product manufacturing (up $76 million).

On a production basis, taking into account stock movements, we estimate that manufacturing
production volumes rose by 1 percent in the quarter. If translated into the GDP accounts (due on 28
September), this will be the second consecutive quarterly expansion in the manufacturing sector following
contractions throughout most of 2006. While manufacturing production looks to have recovered in the first half
of this year, in line with the Business NZ PMI readings, this momentum does not look likely to be sustained.
The PMI suggests that annual manufacturing production will remain flat towards the end of the year.

Strong demand from global growth looks to be offsetting the high NZD. While the high level of the NZD
has put the manufacturing sector under pressure by reducing export competitiveness and forcing domestic
producers to compete with cheaper imported alternatives, overall demand for New Zealand’s manufacturing
products remain strong courtesy of solid global growth. With half of New Zealand’s manufactured exports sold
across the Tasman, strong Australian economic growth over the first half of this year has translated through
into strong manufacturing export volumes. Though the recent decline in the NZD will benefit manufacturing
exporters, how recent financial market turbulence impacts on global growth remains a key source of
uncertainty.

On balance, today’s data provides a slight upside risk to our June quarter GDP growth estimate of
0.5 percent. Today’s manufacturing survey is the final partial indicator of June quarter GDP. On the face of it,
it was slightly stronger than what we were expecting, but not material enough for us to alter our forecast. On
the expenditure GDP side, stocks are expected to make a strong positive contribution to growth in the quarter,
offsetting flat private consumption and a negative contribution from net exports.
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Disclaimer

This document has been prepared by ANZ National Bank Limited (the "Bank™), is provided for informational
purposes only and does not constitute an offer to sell or solicitation to buy any security or other financial
instrument. No part of this document can be reproduced, altered, transmitted to, copied to or distributed to
any other person without the prior express permission of the Bank.

This document is a necessarily brief and general summary of the subjects covered and does not constitute
advice. You should obtain professional advice before acting on the basis of any opinions or information
contained in it. The information contained in this document is given in good faith, has been derived from
sources perceived by it to be reliable and accurate and the Bank shall not be obliged to update any such
information after the date of this document. Neither the Bank nor any other person involved in the preparation
of this document accepts any liability for any opinions or information (including the accuracy or completeness
thereof) contained in it, or for any consequences flowing from its use.
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