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Data summary

Last ANZ exp
GDP
Quarterly % -1.6% -12.0%
change
Annual % change -0.2% -12.3%
Annual average 1.5% -2.1%
% change
Balance of Payments
Current account 1,557 830
($m, actual)
Current account -1,554 -670
($m, sa)
Annual CAB -8.5 -6.6
($bn)
% of GDP -2.7% -2.2%

One for the history books, but largely noise
for the policy makers

Bottom line

e Brace yourself for the sharpest quarterly economic contraction that you're
likely to ever see (touch wood). We've pencilled in quarterly growth of -12%,
but the uncertainty band is very wide.

e This is a significant improvement on our previous forecast of -17.5% q/q, and
reflects the just-released supplementary and experimental data Stats NZ
have used to apply judgement. It’s partly a matter of measurement
difficulties, rather than activity holding up better than feared.

e Revisions to these data over the next year or so could end up being just as
significant as any Q2 forecast “"miss”. Stats NZ's sources and methods were
not developed with lockdown in mind.

¢ We're not going to get too hung up on the Q2 figures. A smaller (larger)
contraction than expected is more likely to see us revise down (up) our
expectation for the rebound in Q3 growth than it is to cause us to make
material changes to our medium-term outlook.

e For macro-policy settings it's the medium-term outlook that matters, and this
will remain riddled with challenges regardless of where Stats NZ estimate Q2
GDP to be. Policymakers will largely look through the data.

The view

New Zealand Q2 Balance of Payments and GDP figures are released at 10:45am
next Wednesday and Thursday respectively.

The 12% q/q contraction we’ve pencilled in for Q2 GDP will see the economy
back at levels last seen in 2015. Per capita GDP will be cast back even further -
to levels that prevailed in 2005!

However, given how rapidly this crisis has evolved, Q2 is already beginning to
feel like ancient history. We're now in the final month of Q3, a quarter that’s
likely to bring the sharpest quarterly economic expansion we’ll ever see. That's
despite being hindered by renewed lockdown measures, which will leave the level
of GDP lower than otherwise and keep the data noisy for the rest of 2020.

Uncertainty around the Q2 GDP print is extreme, and should be looked through
by markets and policy makers for a number of reasons:

e Measurement difficulties faced by Stats NZ mean that revisions to these data
over time could actually end up being just as significant as any forecast
“miss”.

e Lockdown measures will make the data very volatile. A weaker (stronger) Q2
print than expected is more likely to see us revise up (down) our expectation
for Q3 growth than it is to cause us to make changes to the medium-term
outlook. (eg. our upwardly revised Q2 forecast of -12% qg/q has led us to
lower our Q3 pick by 7.5%pts to 8.5% g/q, and any surprises in the reported
data would be treated similarly).



e It's the medium-term outlook that really matters for policy settings, and the
lockdown-induced contraction in Q2 is only the first round of this economic
shock. We're yet to really feel the full impact of the closed border and the
sharp (and very synchronised) global contraction. Not to mention the fact
that the economy is yet to be weaned off an unprecedented amount of
temporary support (such as the wage subsidy and mortgage relief). When
that happens, we think the economic fundamentals will become more visible.

Nonetheless, we’ve done our best to gauge where the Q2 read might land,
following the usual partial indicators (such as retail sales and the quarterly
manufacturing survey), and by poring over the supplementary data that Stats NZ
have said will inform their judgements in compiling these data. But it’s fair to say
some of our indicator models are not performing well this quarter (particularly
when it comes to some of the services industries), and we've found ourselves
spending just as much time trying to understand how Stats NZ might apply
judgement as we have estimating where we think activity actually ended up in

Q2.

For reference, our models, and varying assumptions about both the impact of
lockdown and the degree of pent-up demand after lockdown spits out a very wide
range for quarterly growth in Q2: between -8.0% and -20% qg/q.

Turning to international comparisons, New Zealand spent half of Q2 with tighter
restrictions on activity than Australia (eg no construction activity in Alert Level 4,
and no takeaways), but in the second half of the quarter had fewer restrictions
(figure 1). Australian GDP was reported at -7% qg/qg. On the other hand, the UK
had tighter restrictions than New Zealand on average over Q2, and reported GDP
of -20.4% qg/q. It makes intuitive sense for New Zealand to land closer to the
Australia end of that range.

Figure 1. Oxford Government Response Stringency Index
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Table 1 provides more international context. New Zealand’s fall in Q2 GDP is
expected to land at the larger end, but the Q3 recovery should be stronger, due
both to the degree of pent-up demand and fewer subsequent restrictions.

Table 1. Quarterly growth among key trading partners

Australia us Japan UK Euro area China New Zealand
Q1 2020 -0.3 -1.3 -0.6 -2.2 -3.7 -10.1 -1.6
Q2 2020 -7.0 -9.1 -7.9 -20.4 -11.8 11.7 -12.0

Source: Macrobond, Stats NZ

Turning to the details of the Q2 release, production GDP is expected to be most
robust across the primary sector, as this was less impaired by lockdown.
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However, there were some restrictions, which, combined with the impacts of
drought, are expected to see primary GDP contract 7.0% qg/q. Goods-producing
industries are expected to fare the worst (-13.5% qg/q). Theoretically, goods-
producing industries are relatively capable of bouncing back from a shock like
lockdown (you can run factories and shifts into overtime), whereas it's harder to
recover lost services GDP (people don't get two haircuts to make up for missing
one). That said, some services industries (such as IT, accounting, architecture,
law, and finance etc) were likely to have been less impacted by lockdown given
the relative ease of working from home. We estimate services industries declined
12% q/q.

Expenditure GDP should contract by a similar amount, but there are some
definition and timing differences that suggest the quarterly moves won't be
exact. Broadly speaking, we expect gross fixed capital formation (total
investment) to underperform the rest of the economy, led by very weak business
investment. This not only reflects the impacts of lockdown, but also the typical
pull-back of business investment one would expect to see during very uncertain
times. Very weak momentum in business investment is likely to be ongoing.
Government investment is poised to rise markedly over the coming years, but its
small share of GDP means it will only provide a partial offset to very weak private
sector investment.

Net exports of goods is poised to contribute strongly to GDP (as imports fell by a
lot more than exports), but closed borders should see net services exports drag.

Together, total net exports are expected to make a positive contribution to
growth. Meanwhile, consumption spending is expected to moderate broadly in

line with headline GDP.

Regarding the balance of payments, we expect the seasonally adjusted current
account deficit to narrow, but with some very significant and offsetting quarterly
moves. The goods deficit is expected to flip into surplus as import values fall
more than twice as much as exports (around -15% vs -6%). Meanwhile, the
services surplus is expected to flip into deficit in Q2, as closed borders weigh on
tourism earnings (with exports down almost 40% q/q) while imports fall by less
(down 30%). Meanwhile, the income deficit is poised to narrow as lower global
interest rates contain net outflows. Overall, we expect the annual current account
deficit to narrow 0.5%pts of GDP to 2.2%.

New Zealand’s net international investment position should also improve in Q2 on
the back of valuation changes after global equities recovered dramatically over

the quarter.
ANZ Q2 GDP industry-level forecast Real GDP growth
Industry q/q%  %pt cont. 10 1
Agriculture, forestry, and fishing -5.1 -0.27
Mining -15.0 -0.19 5
Manufacturing -10.6 -0.99
Electricity, gas, water, and waste services -3.5 -0.10
Construction -22.0 -1.37 0 1
Wholesale trade -12.0 -0.61 % "
Retail trade and accommodation -18.8 -1.37 -5 H
Transport, postal, and warehousing -14.0 -0.59 !
Information media and telecommunications -11.0 -0.40
Financial and insurance services -10.0 -0.58 ~10 1
Rental, hiring, and real estate services -10.5 -1.41
Prof, scientific, technical, admin, and support -10.0 -1.04 -15 -
Public administration and safety -6.0 -0.28 08 09 10 11 12 13 14 15 16 17 18 19 20
Education and training -14.0 -0.52 mmmQuarterly % change ~ ——Annual % change
Health care and social assistance -4.0 -0.24
Arts, recreation, and other services -30.0 -0.93
Unallocated -13.0 -1.01
Balancing item -- -0.06
Gross domestic product -12.0 -12.0

Source: Statistics NZ, ANZ
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Important notice

This document is intended for ANZ's Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice
or take into account your objectives, financial situation or needs.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims 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
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here
or request from your ANZ point of contact.

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank
do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. 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 Prudential Regulation Authority
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by
the PRA. Details about the extent of our regulation by the PRA are available from us on request.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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