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Key points

11 November 2008 . NSW Treasurer Eric Roozendaal has unveiled a tough Mini-
Budget. Taxes have been increased, expenses cut and the state’s
massive capital works program reprioritised. The government’s
fiscal austerity has achieved its desired intention, with S&P
Authors: affirming the state’s AAA rating a short time ago, though the

. outlook remains negative.
Mark Rodrigues

Senior Economist . Even with tough new policy measures the budget bottom line
+61 3 9273 6286 has deteriorated. The budget is forecast to post an operating
Mark.Rodrigues@anz.com deficit of $917mn in 2008-09, a $1,185mn turnaround from the
$268mn surplus expected in June. The budget is forecast to return
to surplus thereafter, though the magnitude of the surpluses are
expected to be somewhat smaller in 2009-10 and 2010-11 than
previously expected. Over the four years from 2008-09, the state’s
operating balance has deteriorated by $1,920mn relative to Budget
forecasts (and that doesn’t even include the 2007-08 outcome,
which came in at a surplus of $73mn, some $627mn less than
forecast in June).

. Revenues have been revised up by $5,139mn over the four
years from 2008-09, despite a $3bn reduction as a result of
weaker economic conditions. This reflects higher Commonwealth
payments (which are mirrored by higher expenses) and new
revenue measures worth $3,039mn. Significant measures include:

. Coal royalty rates will be increased from January 2009 adding
$1,171 to the budget bottom line over the next four years.

. The deferral of a number of stamp duties that were due to be
abolished, saving the budget $932mn over four years.

. From the 2009 land tax year, the marginal land tax rate will
be increased to 2% for taxable land holdings above $2.25mn,
adding $680mn to the budget over four years.

. Expenses have been revised up by $7,059mn over the four
years from 2008-09. Aside from increased expenses associated
with higher Commonwealth payments, this increase reflects higher
superannuation expense provisions due to lower investment
returns, more conservative estimates of the cost of service delivery
in key areas, and expenditure on initiatives including for new buses,
regional development and low Socio-Economic Status schools.
However, this has been partly offset by measures that will reduce
expenses by around $3.3bn over the four years to 2011-12.
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The failure of the government’s electricity reforms has prompted a
review of the state’s capital program. Total capital expenditure over
the next four years is now expected to be $56.8bn, $890mn less than
previously forecast. There has also been a reprioritisation of the program,
with a number of major rail projects deferred or staged to fund other
capital purchases and generate budgetary savings.

The government is also continuing to investigate the sale of state
assets to fund its capital works program. Asset sales worth an extra
$866mn over the next four years have been approved since the Budget.
However, this does not include any revenue from the recently announced
electricity reform package or the potential sale of businesses including
NSW Lotteries, WSN Environmental Solutions, Pillar, and the RTA’s nhon-
standard number plates business.

Overall, net debt is forecast to be $1.1bn lower than expected at
Budget time (though higher as a % of GSP), with the combination of
savings on the capital works program and increased asset sales more than
offsetting the effect of weaker budget results.

The economic outlook for NSW has been downgraded significantly.
GSP growth is expected to be just 1%% in 2008-09 (down from 2%
previously expected) and 1%2% in 2009-10, both years well below the
medium term projection of 3%%. Employment growth is expected to slow
to just 2% per annum in each of the next two years and the
unemployment rate is forecast to rise to 53%4% in 2009-10.

Even this more pessimistic outlook seems too optimistic to us.
Recent partial data suggest the NSW economy has continued to
deteriorate in recent months, and is on the verge of recession (if indeed it
is not already there). We expect growth to be just ¥2% in 2008-09 and
1%4% in 2009-10.

The Mini-Budget also raises the risk of exacerbating the downturn
in the NSW economy. The effect of policy decisions in this budget has
been to raise taxes by $3bn and cut expenses by $3.3bn over the next
four years. This equates to almost ¥2% of GSP per annum over the next
four years.

That said, the NSW government had little choice but to deliver a
fiscally restrained budget, regardless of the economic
circumstances, a point highlighted by the prompt affirmation of the
state’s AAA credit rating. However, the downside risks to the state
economy — both relative to the government’s forecasts and because of the
measures contained in the Mini-Budget — suggest it's going to be a
difficult couple of years for the government and people of NSW.
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Important Notice

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

Australia and New Zealand Banking Group Limited ABN 11 005 357 522
100 Queen Street, Melbourne, Victoria, 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

40 Bank Street, Canary Wharf, London, E14 5EJ, United Kingdom
Telephone +44 20 3229 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, 1-9 Victoria Street, Wellington, New Zealand

Telephone +64 4 802 2000

This document (“document”) is distributed to you in Australia and the United Kingdom by Australia and New Zealand
Banking Group Limited ABN 11 005 357 522 (“ANZ”) and in New Zealand by ANZ National Bank Limited (“ANZ NZ”).
ANZ holds an Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services
Authority (“FSA”).

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

This document is being distributed in the United Kingdom by ANZ 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
is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZ 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, ANZ NZ, ANZ S, 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,
ANZ NZ, ANZ S 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. ANZ, ANZ NZ, ANZ S, 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 (N2)
shall not apply.
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