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1. ECONOMIC BACKGROUND

The New Zealand and Australian economies have both performed well over the past
decade

Australia’s per capita income level is much superior, because of higher productivity
Australian business investment is higher and Australian capital markets are much larger
Australia exports less than New Zealand but invests considerably more offshore

New Zealand has superior policy settings on many measures



AUSTRALIAN GDP PER CAPITA IS ABOUT 30% HIGHER THAN IN

NEW ZEALAND
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NEW ZEALAND'S PER CAPITA INCOME IS LOWER THAN IN AL L
AUSTRALIAN STATES

AUSTRALIA
$47,181
Northern
Territory
$59,649
Queensland
Western Australia $45,369
$58,688
South Australia
$40,583
New South NEW ZEALAND
Yales $33,682
$46,973
ACT $59,454

Victoria $46,148

Tasmania $35,253

Note: Australian data year to June 2006, NZ data March year 2006;
reported in Australian $ with New Zealand income converted at current exchange rate (0.89). 5
Source: Australian Bureau of Statistics; Statistics New Zealand.



AUSTRALIA IS WELL WITHIN THE TOP HALF OF THE OECD

GDP per capita (PPP) indexed to OECD average, 2004
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COMPONENTS OF PER CAPITA INCOME

Per Capita

Income

Labour Utilisation
Total hours worked

X

Labour Productivity
Output per hour worked



NEW ZEALANDERS WORK LONGER HOURS THAN AUSTRALIANS
BUT ARE NOT AS PRODUCTIVE
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NEW ZEALAND'S BUSINESS INVESTMENT IS LOW COMPARED
TO AUSTRALIA

75% of the reason for higher
labour productivity in Australia is a
higher level of capital intensity in
the Australian economy.

Business Investment as a % of GDP Source: IMF (2002)
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NEW ZEALAND'S CAPITAL MARKETS ARE RELATIVELY SMALL

Market capitalisation of national exchange as a % of GDP, 2006
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NEW ZEALAND EXPORTS LESS THAN MOST DEVELOPED
COUNTRIES BUT MORE THAN AUSTRALIA

Exports as a % of GDP, 1990 and 2004
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Note: OECD average for 1990 and 2003.
Source: OECD; National government statistics for Chile, China, and Singapore. 11



NEW ZEALAND IS DISTINCTIVE IN HAVING A LOW AND
REDUCING OUTWARD FOREIGN DIRECT INVESTMENT STOCK

Outward FDI as a % of GDP
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NEW ZEALAND HAS A HIGHER LEVEL OF INWARD FOREIGN
DIRECT INVESTMENT THAN AUSTRALIA

Inward FDI as a % of GDP
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THE 2006 ECONOMIC FREEDOM INDEX RANKS NEW ZEALAND
AMONG THE BEST IN THE WORLD

Rank | Country Economic Freedom Index rank by Area
1 Hong Kong

2 Singapore | z
3 New Zealand = | &
3 Switzerland N %—J-
3 United States gJ_J

6 Ireland Economic Freedom Area a

6 United Kingdom Size of Government 39( 60
8 Canada Legal Structure & Securityof | 3| 9
9 Iceland Property Rights

9 Luxembourg Access to Sound Money 24| 36
11 Australia Freedom to Trade 16| 44
12 Austria Internationally

12 Estonia Regulation of Credit, Labor, 4|1 7
12 Finland and Business

12 Netherlands

12 United Arab Emirates

17 Denmark

17 Germany

19 Japan

Source: The Fraser Institute.
Note: The economic freedom index produced by the Heritage Foundation and the Wall Street Journal ranks Australia 14
#3 and New Zealand #5.



NEW ZEALAND IS RANKED SECOND IN THE WORLD IN THE

EASE OF DOING BUSINESS

Ease of Doing Business rank by indicator
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Indicator -
Starting a Business 3| 2
Dealing with Licenses 18| 29
Hiring and Firing 10| 9
Registering Property 1| 27
Getting Credit 3] 3
Protecting Investors 1| 46
Paying Taxes 10| 35
Trading Across Borders 12| 23
Enforcing Contracts 15| 7
Closing a Business 21| 12

2006/7 | Economy

Rank

1 Singapore
[2 |Newzealand |
3 United States

4 Canada

5 Hong Kong, China
6 United Kingdom
7 Denmark

8 Australia

9 Norway

10 Ireland

11 Japan

12 Iceland

13 Sweden

14 Finland

15 Switzerland

16 Lithuania

17 Estonia

18 Thailand

19 Puerto Rico

20 Belgium

Source: World Bank.
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THE GLOBAL COMPETITIVENESS INDEX RANKING INDICATES
ROOM FOR AUSTRALIA AND NEW ZEALAND TO IMPROVE

Global Competitiveness Index rank by pillar

Rank |Country

1 Switzerland

2 Finland

3 Sweden

4 Denmark

5 Singapore

6 United States
I Japan

8 Germany

9 Netherlands
10 United Kingdom
11 Hong Kong SAR
12 Norway

13 Taiwan, China
14 Iceland

15 Israel

16 Canada

17 Austria

18 France

19 Australia

20 Belgium

21 Ireland

22 Luxembourg
23 New Zealand

Source: World Economic Forum.
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Pillar =
Institutions 8| 11
Infrastructure 27| 18
Macroeconomy 25| 23
Health and Basic Education 6| 21
Higher Education/Training 22| 14
Market Efficiency 15| 11
Technological Readiness 23| 7
Business Sophistication 26| 28
Innovation 25| 24
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2. THE STATE OF THE TRANS-TASMAN ECONOMIC
RELATIONSHIP

Three aspects of the trans-Tasman economic relationship will be examined:
Trade flows
Investment flows

People flows (migration and tourism)

17



THE RELATIVE IMPORTANCE OF THE BILATERAL TRADE RELA TIONSHIP HAS
NOT GROWN SIGNIFICANTLY OVER THE PAST DECADE

Exports to CER partner as a % of all Exports
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Source: Statistics New Zealand. 18



NEW ZEALAND HAS LOST EXPORT MARKET SHARE IN
AUSTRALIA, AUSTRALIA HAS HELD ITS NZ MARKET SHARE

Compound Annual Growth Rate

1983-2006* 1983-1993 1994-2006*

NZ's exports to Australia 8.9% 14.8% 4.2%
NZ's exports to rest of world 5.8% 8.1% 4.2%
Australia’'s imports from rest of 9.4% 10.7% 8.4%
world

Australia’s exports to NZ 7.5% 10.0% 5.6%
Australia's exports to rest of world 8.9% 10.6% 8.1%
NZ's imports from rest of world 7.4% 8.3% 6.7%

Note: exports of goods only.

Source: Australian Bureau of Statistics; Statistics New Zealand; OECD.

* Using preliminary data for 2006

19



NEW ZEALAND'S EXPORT SHARE WAS SHIFTING TOWARDS
AUSTRALIA PRE-CER, FOR STRUCTURAL REASONS

1983: CER

All other countries
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20% -

: Europe except UK
O% | | | | | | | | | | | | 1 | | | | | UK
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Note: Data interpolated for the years 1932, 1942-5, 1950-3, 1960-2, 1969-70, and 1981, exports of goods only.
Source: Statistics New Zealand. 20



NEW ZEALAND HAS A PERSISTENT MERCHANDISE TRADE
DEFICIT WITH AUSTRALIA

New Zealand’'s merchandise trade balance
with Australia, 1983-2006
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Source: Statistics New Zealand. 21



TOP 10 GOODS EXPORT MARKETS FOR AUSTRALIA AND NZ

New Zealand’s top 10 export destinations

June year 2006

Australia’s top 10 export destinations

Rank Country Value of Percent of
exports | total exports
(NZ$m)
1 |Australia 6,147 19.95%
2 USA 4,231 13.73%
3 Papan 3,287 10.67%
4  |China 1,731 5.62%
5 UK 1,396 4.53%
6 Korea, Republic of (South) 1,146 3.72%
7 |Taiwan 797 2.59%
8 Germany 745 2.42%
9 Canada 538 1.75%
10 |Hong Kong 529 1.72%
ROW 18,262 47%
Total 38,808

Source: Statistics New Zealand; Australian Bureau of Statistics.

2004-2005
Rank Country Value of Percent of
exports | total exports
(A$mM)
1 Japan 24,917 19.66%
2 China 12,980 10.24%
3 Korea, Republic of (South) 9,701 7.66%
4 USA 9,434 7.44%)
5 New Zealand 9,160 7.23%
6 India 6,049 4.77%
7 |Taiwan 4,883 3.85%
8 UK 4,813 3.80%
9 Thailand 3,900 3.08%
10 |Indonesia 3,410 2.69%
ROW 37,472 29.57%
Total 126,719
22



TOP 10 GOODS IMPORT SOURCES FOR AUSTRALIA AND NZ

New Zealand’s top 10 import sources

June year 2006

Australia’s top 10 import sources

Rank Country Value of Percent of
imports | total imports
(NZ$m)
1 JAustralia 7,642 19.56%
2 USA 4,756 12.17%
3 China 4,444 11.37%
4 Japan 3,993 10.22%
5 Germany 1,765 4.52%
6 Singapore 1,537 3.93%
7 Malaysia 1,278 3.27%
8 UK 1,164 2.98%
9 Korea, Republic of (South) 1,069 2.74%
10 France 1,013 2.59%
ROW 10,410 26.64%
Total 39,072

Source: Australian Bureau of Statistics; Statistics New Zealand.

2004-2005
Rank Country Value of Percent of
imports | total imports
(A$m)
1 USA 21,273 14.23%
2 China 19,812 13.25%
3 Japan 17,157 11.47%
4 Germany 8,644 5.78%
5 Singapore 7,280 4.87%
6 UK 5,934 3.97%
7 Malaysia 5,920 3.96%
8 New Zealand 5,340 3.57%
9 Korea, Republic of (South) 5,004 3.35%
10 |Jltaly 4,496 3.01%
ROW 48,660 32.54%
Total 149,520
23



NEW ZEALAND'S TOP 10 GOODS EXPORTS TO AND IMPORTS
FROM AUSTRALIA 2006

New Zealand exports to Australia 2006

Australian exports to New Zealand 2006

(NZ$000) (NZ$000)

% CAGR % CAGR
Name 2006 (P) 2000-2006 Name 2006 (P) 2000-2006
Petroleum oils, crude 392,508 -2.50% Petroleum Oils, Not Crude 657,596 1.20%
Gold 270,073 3.00% Motor Vehicles 497,567 -3.20%
Cheese 209,706 9.00% Aluminium Oxide 279,186 0.70%
Timber 168,797 -7.60% Medicaments 223,813 -0.50%

Dataj
Wine 122,396] unavailable Petroleum Oils, Crude 192,584 2.10%
Refrigerators, freezers, etc 118,580] 5.60% Records, Tapes, etc 129,723 -8.10%
Carpets, tufted 93,759] 4.80% Trucks & Vans 120,974 -12.80%
Plastic articles 93,686 4.90% Wine 108,243 -2.70%
Chemical wood pulp 88,643 -10.00% Computers 108,170 -10.50%
Food preparations 86,749| -2.50% Bread, Pastry, Cakes, etc 96,406 -7.90%
Note: CAGR is Compound Annual Growth Rate. 24

Source: Statistics New Zealand.



New Zealand’s top 10 FDI sources

year to 31 March 2006

NEW ZEALAND'S MAJOR FDI SOURCES AND DESTINATIONS

New Zealand’s top 10 FDI destinations

year to 31 March 2006

Country FDI Percent of

(NZ$m) total

FDI
1 JAustralia 39,395 50.50%
2 |USA 8,795 11.30%
3 JUK 3,909 5.00%
4 |Netherlands 3,848 4.90%
5 |Japan 1,652 2.10%
6 |Germany 1,593 2.00%
7 |Singapore 1,263 1.60%
8 |Canada 1,044 1.30%
9 |Hong Kong 585 0.70%
10 |Switzerland 52 0.10%
ROW 15,936 20.40%

Total 78,072

Rank Country ODI Percent of
* (NZ$m) total
ODI
1 |JAustralia 9,346] 58.65%
2 |USA 1,263 7.93%
3 |United Kingdom 916 5.75%
4 |Singapore 390] 2.45%
5 [Hong Kong 102 0.64%
6 |Bermuda 98 0.61%
7 |Canada 72 0.45%
8 |Japan 39 0.24%
*Germany Confidential
*Netherlands Confidential
ROW 5,626] 35.30%
Total 15,936

Note: Direct investment involves an ownership stake of at least 25% of the enterprise.
Source: Statistics New Zealand.




AUSTRALIA IS AN IMPORTANT DESTINATION AND SOURCE FO R
NEW ZEALAND'’S FOREIGN INVESTMENT

Investment into New Zealand Investment out of New Zealand
% of total FDI % of EDI to
from world \ world
1
100% - ! 100% - !
- i
1 1
. I I
80% I NZ$39,395m2 80% 1 ! NZ$9,346m
! 5.3% of NZ's ! 6.0% of
' From Australia_+ ! +
. ' To Australia
40% A : 40% - i
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1 1
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1 1
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Source: UNCTAD (1993-2000); Statistics New Zealand (2001-2006). Data prior to 2001 not directly comparable. 26



AUSTRALIA'S MAJOR FDI SOURCES AND DESTINATIONS

Australia’s top 10 FDI sources

year to 31 December 2005

Australia’s top 10 FDI destinations

year to 31 December 2005

Rank Country FDI Percent of

(A$m) total

FDI
1 USA 69,065 24.57%
2 UK 51,314 18.25%
3 Japan 23,805 8.47%
4 Netherlands 19,137 6.81%
5 Switzerland 14,369| 5.11%
6 Germany 9,891 3.52%
7 France 8,287 2.95%
8 New Zealand 5,889 2.09%
9 Canada 5825 2.07%
10 |Singapore 4200 1.49%
ROW 69,339| 24.67%

Total 281,121

Note: Rank is of countries with published data.

Source: Australian Bureau of Statistics.

Rank Country ODI Percent of
(A$m) total
ODI
1 USA 110,588] 45.80%
2 UK 46,426 19.23%
=) New Zealand 38,305 15.87%
4 Netherlands 7,460 3.09%
5 Hong Kong 4,624 1.92%
6 Canada 4,194 1.74%
7 Germany 2,919] 1.21%
8 Singapore 2,731 1.13%
9 Belgium and Luxemborg 2355 0.98%
10 |Bermuda 2031 0.84%
ROW 19,804 8.20%
Total 241,437
27



AUSTRALIA IS NOT AS RELIANT ON NEW ZEALAND AS A

SOURCE OR DESTINATION OF FOREIGN INVESTMENT

% of total FDI
from world
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15%
10%

5% -~

0%

Investment into Australia

Investment out of Australia

% of FDI to
world
20%-

15%+
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5%~

NZ$9,346m
From New Zealand

Source: UNCTAD (1992-2000); Statistics New Zealand (2001-2006). Data prior to 2001 not directly comparable.
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THERE HAS BEEN A SIGNIFICANT INCREASE IN AUSTRALIAN
INVESTMENT INTO NEW ZEALAND OVER THE PAST FIVE YEAR S

NZ$ (millions)
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Source: UNCTAD (1989-2002); Statistics New Zealand (2001-2006). Data prior to 2001 not directly comparable. 29



NEW ZEALAND'S INVESTMENT STOCK IN AUSTRALIA IS STAT IC,
AUSTRALIA'S INVESTMENT STOCK IN NEW ZEALAND IS GROW ING

NZ$m
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Source: UNCTAD (1993-2000); Statistics New Zealand (2001-2006). Data prior to 2001 not directly comparable. 30



NEW ZEALAND'S MAJOR PORTFOLIO INVESTMENT SOURCES
AND DESTINATIONS

New Zealand’s top 5 portfolio investment

sources
year to 31 March 2006

New Zealand’s top 5 portfolio investment

destinations

year to 31 March 2006

Rank Country Portfolio Percent of Rank Country Portfolio Percent of
investment total * investment total
(NZ$m) portfolio (NZ$m) portfolio
investment investment
1 |United States of 15,699 44.68% 1 |United States of 19,475 24.83%
America America

2 JAustralia 5,826 16.58% 2 |United Kingdom 18,509 23.60%

3 |United Kingdom 3,004 8.55% 3 |Australia 9,034 11.52%

4 |Japan 2,154 6.13% 4 |Japan 2,025 2.58%
5 |Hong Kong 78 0.22% 5 |Hong Kong confidential

ROW 8,379| 23.84% 6 |ROW 29,389 37.47%
Total 35,140 7 |Total 78,432

Note: Includes debt and equity portfolio investment because no country break-down available for portfolio equity holdings.
Portfolio investment is defined as an ownership stake of less than 25% of the enterprise.

Source: Statistics New Zealand. 31



AUSTRALIA'S MAJOR PORTFOLIO EQUITY INVESTMENT
SOURCES AND DESTINATIONS

Australia’s top 10 portfolio equity investment
destinations
year to 31 December 2005

Australia’s top 10 portfolio equity investment
sources
year to 31 December 2005

Rank Country Porfolio Percent of Rank Country Portfolio Percent of
equity total equity total
investment portfolio investment portfolio
(A$m) equity (A$mM) equity
investment investment
1 United Kingdom 94,064 39.34% 1 United States of America 93,631 54.34%
2 United States of America 87,954 36.78%) 2 Japan 16,202 9.40%
3 New Zealand 9,609] 4.02% 3 United Kingdom 14,019| 8.14%
4 Hong Kong (SAR of China) 6,056 2.53% 4 Netherlands 10,128 5.88%
5 Japan 3,726 1.56% 5 Germany 4,561 2.65%
6 Singapore 3,190 1.33% 6 Korea, Republic of 2,384 1.38%
7 Switzerland 2,777 1.16% 7 Hong Kong (SAR of China) 2,091 1.21%
8 Germany 1,209 0.51% 8 New Zealand 1,316 0.76%
9 Netherlands 1,142 0.48% 9 Singapore 1,206 0.70%
10 |Belgium and Luxembourg 869 0.36% 10 [Jindia 829| 0.48%
ROW 28,519 11.93% ROW 25,941) 15.05%
Total 239,116 Total 172,309
Note: Portfolio equity holdings only.
Source: Australian Bureau of Statistics. 32



AUSTRALIA HAS BECOME A LESS SIGNIFICANT SOURCE OF
VISITORS TO NEW ZEALAND

Short-term visits
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Source: Statistics New Zealand.



A LARGE PROPORTION OF PEOPLE LEAVING NEW ZEALAND

LONG-TERM GO TO AUSTRALIA

500000 -
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Number of People
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Source: Statistics New Zealand.
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A SUBSTANTIAL NUMBER OF NEW ZEALANDERS HAVE LEFT
PERMANENTLY FOR AUSTRALIA

Net Permanent and Long Term Movements, 1979-2006
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Note: Averages are straight-line averages.
Source: Statistics New Zealand. 35



SUMMARY: THE NEW ZEALAND - AUSTRALIA RELATIONSHIP

New Zealand Australia
Population 4,167,731 20,743,194
GDP US$100Dbillion US$632 billion

Per capita income

New Zealand’s approximately 78% of Australia's

Labour productivity

New Zealand’s approximately 75% of Australia's

Exports

21.4% to Australia (#1)

6.58% to NZ (#5)

Imports

20.9% from Australia (#1)

3.46% from NZ (#6)

Trade balance

NZ'’s average deficit NZ$1 billion 1997-2006

Inward FDI

51% from Australia (#1)

2% from NZ (#8)

Outward FDI

59% to Australia (#1)

16% goes to NZ (#3)

Investment balance (stock)

New Zealand’s investment stock deficit with Australia in 2006: NZ$30 billion

Investment balance (flow)

In 2006, Australian FDI flows into NZ exceeded NZ FDI flows into Australia by NZ$6.4

billion

Short-term visits

37% of short-term visits to NZ are from
Australia

20% of short-term visits to Australia are
from NZ

Permanent and long-term
movements

NZ annual “people deficit” (net permanent and long term movements) with Australia was
on average 15,253 people per year between 2002-2006

Source: Statistics New Zealand; Australian Bureau of Statistics; OECD; UNCTAD. Most recent data available.
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3. KEY THEMES

Australia is New Zealand’s most important economic relationship, but New Zealand is
less important to Australia

The growth in trans-Tasman trade, tourism, and investment is not striking given the
prominence of CER and geographic proximity — export growth rates are about the same
as for other trading partners

The significant market potential of Australia sits alongside New Zealand’s concerns about
the loss of economic sovereignty

There are persistent and significant trans-Tasman imbalances in terms of trade,
investment, and people - New Zealand has observed the tendency for people and firms
to exit for Australia
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