authoritative analysis

The New Zealand economy — A
commercial property perspective

Winter Market Outlook IPD Breakfast Event

Shamubeel Eaqub, CFA
3 June, 2010



Prognosis: Recovery, but risks remain
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The recession is over, but slow recovery

Economy to rebound by 2.4% in 2010, but only 1.8%
growth in 2011 (consensus 2.8% and 3.3%)

Monetary and fiscal policy will lean against growth
Global situation key risk

Commercial property lags the cycle
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Key themes

Key macro themes:

— Recovery, but policy induced volatility

— Global recovery less assured

— New Zealand economy weaker than it seems
— No urgency to raise interest rates

Key commercial property themes:

— Industrial to recover in line with economy

— Retail to recover slowly due to cautious consumers

— Office to take time due to excess capacity and slow hiring
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Consensus: Robust recovery
NZIER: A more cautious outlook

NZIER & Consensus Forecasts

Dec Years 2010 2011 2012
NZIER | Consensus NZIER Consensus NZIER Consensus
Real GDP1! 2.4 2.6 1.8 2.7 4.1 2.7
Private consumption! 2.0 2.5 1.6 1.7 2.3 1.9
Fixed investment?! 1.6 1.3 3.5 4.5 10.0 5.3
U-rate? 6.9 6.9 6.6 6.5 5.5 6.4
Inflation! 2.5 2.3 4.0 2.7 1.9 2.3
OCR2 3.3 3.7 53 5.1 5.5 5.6
NZD/USD?2 0.63 0.72 0.58 0.69 0.62 0.67
Sources: Focus Economics, NZIER
1. Annual average
2. End of period




Recovering, but monetary and fiscal policy

will lean against the economy
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New Zealand real GDP growth
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Reasons to be cautious about prognosis

Consumption and export per capita Domestic trading activity
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Global recovery underway...

nzier

authoritative analysis

NZ's Major Trading Partner GDP
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...but not without risks

VIX volatility index
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Credit

Exports
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NZ does not face the same fiscal risks

Fiscal operating balance Ficsal net debt
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Labour market improving,
remain under pressure

but wages to
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Employment & Unemployment
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Real Wages & Employment
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Household spending will recover, but tax
change impact may be small

Real consumption per capita Household impact of policy changes
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Non-residential construction will be slow to
recover

Non-residential building consents
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Inflation to spike on GST, ETS and ACC
levies; underlying trend subdued

Consumer Price Inflation Non-Tradable Inflation
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Interest rates will need to rise; but weak
credit growth affords time

Interest Rates: Actual & Taylor Rule Real Private Sector Credit Growth
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Commercial property and the economy

Industrial
— Follows economy
— outlook brightening

Retall

— Follows household spending

— Households cautious, paying down debt
— Will take time to recover

Office
— Follows employment
— Beginning to recover
— Hampered by excess capacity
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Implications

High cost of borrowing and valuation implications
Rents will respond to demand

Inflation spike (due mainly to GST) will need to
be managed carefully

Budget implications (denying deprecation and
reduced corporate tax) not yet clear



