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Policymakers push pause

Economic overview

The RBNZ, RBA, and the Federal Reserve have all now joined the Texas Hold’em
club, betting — for now - on previous rate cuts doing the job. Most analysts and the
market had been expecting one more cut from the RBNZ last week, taking the OCR
to an RBA-matching 0.75%. But while the RBNZ did significantly downgrade their
near-term outlook, as expected, a lower TWI and a downward revision to their
estimate of how fast the economy can grow offset that. There are still aspects of
their medium-term outlook that we see as too optimistic, and the RBNZ has yet to
take into account the bank capital changes, to be announced 5 December. We are
now forecasting two further cuts in May and August next year, taking the OCR to
0.5%. The risks are tilted towards earlier and/or more cuts, depending partly on
the outcome of the RBNZ'’s capital proposals, but also global factors.

Chart of the week

Central bankers appear to have declared “mission (hopefully) accomplished” for
now. But we think the OCR and Aussie cash rate have a bit further to fall in time.
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Economic overview

The RBNZ
surprised most
analysts and
the market
when it held the
OCR at 1% last
week.

There are signs
that central
banks believe
they’ll be on
hold for a while
yet...

...but we don't
think we've
seen the
bottom for the
RBNZ’s OCR...

Summary

The RBNZ, RBA, and the Federal Reserve have all now joined the Texas Hold’em club,
betting - for now - on previous rate cuts doing the job. Most analysts and the market
had been expecting one more cut from the RBNZ last week, taking the OCR to an RBA-
matching 0.75%. But while the RBNZ did significantly downgrade their near-term
outlook, as expected, a lower TWI and a downward revision to their estimate of how fast
the economy can grow offset that. There are still aspects of their medium-term outlook
that we see as too optimistic, and the RBNZ has yet to take into account the bank
capital changes, to be announced 5 December. We are now forecasting two further cuts
in May and August next year, taking the OCR to 0.5%. The risks are tilted towards
earlier and/or more cuts, depending partly on the outcome of the RBNZ's capital
proposals, but also global factors.

Forthcoming data

GlobalDairyTrade auction (Wednesday 20 November, early am). This week’s
event is expected to deliver another steady price increase with markets anticipating a
lift of about 2% in the GDT Price Index.

What's the view?

There are signs that central banks believe that their rate-cutting cycle may be near an
end. The RBNZ, RBA, and Federal Reserve have all cut their policy rates 75bp this year
(figure 1), but they haven't given much away in terms of where they expect to take
rates from here, with recent Federal Reserve commentary suggesting that they are
reasonably comfortable remaining on hold for some time. And the RBNZ Committee
surprised almost everyone again last week, this time by holding the OCR unchanged at
1% despite the expected meaningful downgrade to the near-term growth outlook. The
forecasts build in just half a chance of a future cut.

So is it "*mission accomplished” for the Fed, the RBA and the RBNZ? It's possible. The
New Zealand economy’s vibe is certainly picking up in response to easier monetary
conditions, though it’s yet to show up in the hard data. But with the risks still skewed to
inflation undershooting, we don’t think we’ve seen the bottom for the RBNZ’s OCR. Nor
for the RBA's cash rate even though it’s currently lower than New Zealand’s. While the
soft data in New Zealand has been surprising on the upside recently, recent data on
Australian employment and retail sales both missed expectations to the downside. US
data remains more mixed, with the consumer in pretty good form but manufacturing
continuing to struggle. Meanwhile, Fed Chair Powell has repeated his thoughts on future
policy changes in the US. He maintains that the hurdle for rate cuts in the future is
greater with a "material weakening" in the US data pulse required to shift the FOMC
from its current neutral policy stance.
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Figure 1. Central bank policy rates
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Global growth . ) )
has been Global growth has slowed, but it’s certainly not 2008 all over again, where global growth
slowing fell to -2% y/y. The slowdown has been pretty gradual to date (figure 2) — a bit similar to
gradually the gradual but persistent slowdown in New Zealand’s growth. But while it's largely been
contained in manufacturing, the slowdown has been broad-based across our trading
partners. And this is at a time when inflation and inflation expectations are already low
globally; central banks (and many governments) are running out of policy room; and
there are some indications it will get a bit worse before it gets better.
...and we think Our own model suggests New Zealand’s trading partner growth in Q3 is going to fall even
there’s more to further, as we've already got the big releases from China, US, euro area and UK (and
come. they’re all down). The RBNZ's forecast stabilisation in trading partner growth therefore
appears to be on the optimistic side.
What does the RBNZ make of it? Last week the Committee chose to discount the weaker
But the RBNZ global growth outlook in the November MPS, preferring rather to focus on the strength in
preferred to New Zealand commodity prices. It is true that New Zealand’s commodity prices are
focus on still- holding up remarkably well in the face of slowing growth. African Swine Fever and
strong NZ subdued global dairy supply growth are responsible. But commodity prices can turn
commodity rapidly — and more generally, the fact remains that it would be very unusual for the New
prices. Zealand economy to accelerate sustainably while its largest trading partners are
experiencing weakening demand conditions.
Figure 2. NZ trading partner growth Figure 3. ANZ Global Activity Lead Index
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Economic overview

A weaker NZD
will boost
exporter
incomes...

...and tradable
inflation...

...but weaker
world price
pressures are
likely to drag on
inflation.

The RBNZ
downgraded
their judgement
of how fast the
economy needs
to grow before
generating
inflation...

...but we think
spare capacity
will open up
more than they
expect...
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In addition to the (lack of) supply-driven strength in meat and dairy prices, a very useful
shield to the global growth slowdown is being provided by the decent fall in the NZD over
the past year. This will boost exporters’ incomes and raise import prices, supporting
tradable inflation.

But we expect that the significant deflationary impulse coming from the weaker global
economy will become a more important factor for tradables inflation over time, with
producer price inflation in many major economies falling sharply into deflationary territory
recently (figure 4).

Figure 4. Producer price indices
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On the RBNZ front, the single biggest thing that threw us this round was that the RBNZ
decided that the speed limit of growth in the economy (ie the potential growth rate) is
markedly lower than they had previously assumed. This means that, even though the
RBNZ now do indeed expect significantly lower near-term growth, they now estimate that
a more muted medium-term pickup in the pace of growth will be sufficient to keep the
unemployment rate low and thereby see inflationary pressures build.

It is certainly true that the labour market has remained surprisingly tight even as growth
has slowed - the main observation that has led to this modelling change. But for this
capacity pressure to pass through into CPI inflation requires a couple of assumptions -
firstly, that firms can afford to pay higher wages, despite weak reported profitability, and
secondly - and relatedly - that firms are confident they have the pricing power to pass
these higher costs into prices. Neither of these assumptions are a given.

But perhaps the biggest risk to the RBNZ's forecasts from here is that they are wrong
about why the labour market has remained robust to the economic growth slowdown. It
may simply reflect the lagging nature of the labour market, rather than indicating that
capacity pressure going to hold up from here even as growth remains subdued for some
time. The RBNZ expects the unemployment rate to remain around 4.2% from here, before
gradually declining. In contrast, we expect the unemployment to move higher to around
4.5%, and to remain elevated for longer (figure 5).
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...with a slightly
higher
unemployment
rate over the
medium term...

...reflecting the
fact that we
think GDP will
disappoint their
expectation
over the
medium term.

Figure 6. GDP growth RBNZ vs ANZ forecast

Figure 5. Unemployment rate
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Whether the RBNZ's new assumption that less growth is required to hit their inflation
target is right or wrong will take some time to become evident, but given they are likely to
hold onto it, the assumption matters for the OCR outlook beyond the near term.

Turning to the medium term, despite the downgrade, we still think that the RBNZ's growth
forecasts remain too optimistic (figures 6 and 7), particularly regarding business
investment. With bank credit availability tightening and firms still wary about what the
future may bring, we are sceptical that business investment is going to respond as
enthusiastically to lower interest rates as the Reserve Bank’s models predict it will. That
said, ‘the vibe' is certainly improving in response to easier monetary conditions — our
Business Outlook survey is showing signs of bottoming out, the PMI bounced impressively
last month, and the housing market is definitely lifting around much of the country.

Figure 7. GDP forecasts and forward-indicators
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The RBNZ's decision to hold the OCR at 1% last week resulted in a tightening in financial
Financial conditions. The NZD TWI jumped over 1% initially, and we saw one of the biggest one-
market day increases in the 2-year swap rate since the volatility associated with the Global
conditions Financial Crisis (GFC), with an initial 20bp rise.
tighte/"ied The initial move has softened somewhat, as is typical, with the NZD-TWI now 1% higher
follow,/ng last (but still 3% lower than the RBNZ's forecast) and the 2-year swap rate currently sitting
week’s hold. 15bp higher. Still, the sharp market reaction has now unwound a substantial proportion
of the easing in financial conditions achieved with the surprise 50bp rate cut back at the
August MPS. Well-anticipated 25bp cuts in August and November could have achieved
ANZ New Zealand Weekly Focus | 18 November 2019
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Substantially!

The RBNZ
appeared to
pay less heed
to slipping 2-
year inflation
expectations

than expected.

And slipping
inflation
expectations
more broadly.

Economic overview

the same easing in interest rates with a lot less volatility along the way. But of course
one can never know how the exchange rate would have responded to a smoother path
for the OCR. The NZD dropped 2.1% in the three days following the August 50bp
surprise cut, while it's up 1.24% since Wednesday's surprise hold, so one could perhaps
make a case that the surprise front-loading was a net win on the currency side of things.
But of course there’s always lots of other stuff going on in currency markets and so it's
impossible to know.

Figure 8. New Zealand 2-year swap yield
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Another surprise for analysts was the RBNZ's dismissal of the weakness in 2-year
inflation expectations, released the day prior. These were discussed as a key driver of the
rate decision in August, but this time, the Committee chose to focus on stability in the 5
and 10-year-ahead measures and the (slight) bounce back in market-based breakeven
inflation rates, measures they have not talked much about in the past.

But the 5-year and 10-year surveyed inflation expectation measures aren’t looking that
flash either. While it is true that they are sitting at 2%, this is near their lowest level in
decades, having dipped over the past year (figure 9). The slight bounce-back in
breakeven inflation doesn't fill us with much confidence, with the rate still extremely low
near 1%. Breakeven inflation rates (particularly in New Zealand) are volatile and poor
forecasters of future inflation in any case, given very poor market liquidity. They tend to
be driven largely by flow and risk premia rather than market participants’ inflation
expectations.

Figure 9. Surveyed inflation expectations
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We expect a
lower OCR in
time...

...but with the
RBNZ switching
to a more
patient
approach...

...we don't
expect these
until May and
August next
year.

Downside risks
mean a
February cut
can’t be ruled
out...

...but an on-
hold for longer
OCR is also
possible.

Last week, we argued that the path of least regrets for the RBNZ was to lean to the
dovish side. Although they weighed the factors up differently, the MPS agreed the risks
are skewed to the downside (as evidenced by the fact that the OCR tracks around 10bp
lower than the current level, indicating around half chance of a further cut).

We expect that in time, the OCR is heading further down. But the RBNZ has now
switched to a more patient approach. This has been enabled by a lower exchange rate, a
higher non-tradable inflation starting point, and importantly, the new assumption that
inflation will lift more for any given growth rate. We expect that the RBNZ will be
disappointed by the economy’s growth performance, and potentially also by the inflation
response to capacity pressures. But that is now more of a medium-term story as the
RBNZ has substantially downgraded their near-term growth forecasts (expecting only
0.3% quarterly growth in Q3 GDP).

We are therefore forecasting two further rate cuts in May and August next year, taking
the OCR to 0.5%, with the balance of risks tilted to earlier and/or more. One of these
cuts is, as before, a placeholder for the need to offset the impact of the RBNZ's bank
capital proposals. We will revise our forecasts once the details of this important policy are
known in early December.

That’s not to say a February cut can be ruled out, by any means. Indeed, it was a close-
run thing whether to call it or not. In terms of what could prompt it:

e Global markets lost the plot last Christmas. That kind of thing is of course impossible
to predict, but there is no shortage of pressure points out there (eg in global credit
markets) that could cause the positive vibe to crack.

e New Zealand’s commodity prices are holding up remarkably well in the face of
slowing global growth, but we are possibly riding our luck to some extent, given the
evidence of weakness in global commodity prices more generally. Both the Chinese
and Australian economies (our two largest trading partners) are showing signs of
strain.

e The RBNZ is now anticipating a pretty weak Q3 GDP outturn. But historical GDP
revisions associated with the September quarter release could show a sharper
slowdown, causing another rethink of capacity pressures.

¢ Inflation expectations might refuse to play ball and keep falling.
But there are upside risks too, that could keep the OCR on hold for longer:

e The housing market is clearly lifting, and might just get the bit between its teeth
good and proper.

e The RBNZ might water down its bank capital proposals.

e Cost pressure for firms is real. While firms have limited pricing power at present,
maybe this might change. Something has to give at some point; margins are getting
very squeezed.

However things evolve over the year ahead, it seems highly likely that interest rates are
going to remain low for a long time. The RBNZ is optimistic that low funding costs will
offset other sources of uncertainty and see firms take the plunge and invest more. Time
will tell.

And looking beyond the year ahead, there are broader challenges facing monetary policy,
with question marks accumulating around its effectiveness given limited headroom,
particularly if downside risks were to materialise. It's more important than ever to be
asking what happens when the well runs dry.

ANZ New Zealand Weekly Focus | 18 November 2019
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The week ahead

It's a quieter week ahead. The only data of note is the GlobalDairyTrade auction early on
Wednesday morning. Dairy prices are expected to lift again with the market factoring in a
lift in the vicinity of 2%. Prices have firmed further in the past fortnight and this upward
trend is expected to stick around for a few months due to global milk supply being
relatively tight at present.

Local data

ANZ Truckometer — October. The Light Traffic Index rose 0.1% m/m while the Heavy
Traffic lifted 2.5% m/m, its second strong monthly lift in a row. Annual growth in both
indexes remains tepid, suggesting GDP growth is going to continue to be unimpressive
for a while yet.

RBNZ Inflation Expectations Survey — Q4. Two-year-ahead inflation expectations
dipped further below 2% in Q4, coming in at 1.80%, the lowest level since late-2016.
Long-term inflation expectation measures were stable near 2%.

Food Price Index — October. NZ food prices fell 0.3% m/m in October, a bit stronger
than the seasonal 0.9% decline we had pencilled in.

Rental Price Index — October. NZ rental price inflation (the stock measure used in the
CPI) rose 0.2% m/m in October, a bit weaker than the 0.3% we had pencilled in.

RBNZ Monetary Policy Statement - November. Contrary to analyst and market
expectations, the RBNZ left the OCR unchanged at 1.0%, despite significantly lowering
the near-term growth outlook. The forecast OCR track was all but unchanged, with a low
of 0.90% hinting at further action if required.

REINZ housing data — October. Nationwide, house prices were up 0.9% m/m in
October, to be up a strong 2.5% qg/qg. Annual house price inflation rose to 3.3% from
2.5%. Sales activity also rose, indicating that low rates are reigniting the housing
market.

ANZ Monthly Inflation Gauge — October. The ANZ Monthly Inflation Gauge was up
0.2% m/m in October, supported by accommodation services, domestic airfares, and
electricity price increases. Annual inflation in the Gauge was flat at 3.1%.

BNZ-BusinessNZ Manufacturing PMI - October. The PMI flipped from contractionary
to expansionary mode in October, tentatively suggesting the slowdown in manufacturing
GDP will find a floor in Q4. However, these data are volatile, so we’ll be watching closely
next month to see if an above-50 level will be maintained.

Performance Services Index — October. An easing trend has been in play since 2016,
but recent prints have remained robust with the PSI moving sideways in October.

What you may have missed

Please contact us if you would like to be added to the distribution list for any of these
publications. Otherwise click on the links below to view reports.

e RBNZ MPS Review: Hold up
e ANZ Monthly Inflation Gauge: Round trip

e ANZ Truckometer: Hanging in there

ANZ New Zealand Weekly Focus | 18 November 2019
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RBNZ dances to
the beat of its
own drum.

Wrap up of
previous policy
meetings.

Two year soars as
RBNZ holds.

NZD enjoys a first
place finish.
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Summary

The NZD enjoyed a first-place finish following the RBNZ'’s surprise decision to hold
policy unchanged last week. Short-end rates, however, managed to recoup some of the
move as markets regathered themselves. Optimism over US-China trade talks remains
a major driver, with yields and currencies gyrating to new headlines.

Key events this week

RBA November Minutes (Tuesday 19 November, 1:30pm). The decision to hold
policy was seen somewhat as a neutral pause; will the minutes say the same?

FOMC October Minutes (Thursday 21 November, 8:00am). The markets will be
looking to glean some indication of future Fed moves within the minutes.

Rates

The short end of the NZ curve sold off in response to the RBNZ’s decision to hold rates
unchanged last week despite markets pricing in an 80% chance of a cut. The NZD 2-
year swap rate rose by 21bps following the decision, before retracing some of this
move. At present the odds of a 25bp cut in February 2020 sit at 30%, with odds
topping out at 40% by August 2020. Contrary to popular belief, the long-end wasn't
immune to the RBNZ decision, with the yield on the 10-year NZGB rising by 15bp. A
modest risk-off move allowed the curve to unwind some of this move.

FX
USD lost ground against all but one of its G-10 peers. The NZD was the best G-10
performer while its commodity-linked peers, the AUD and CAD, finished last.

NzZD/USD: NzD was helped higher by the RBNZ decision to hold the OCR unchanged
last week. An improvement in risk appetite, thanks to ongoing US-China trade
optimism, late in the week helped solidify the currency’s podium finish.

NZD/AUD: A softer-than-expected unemployment number saw the AUD struggle to
keep up with the NZD. It saw some modest moves higher in sympathy but this proved
to be too little too late.

NZD/EUR: Once again the EUR was left in the middle of the pack. A mixed data pulse
provided the market little impetus to push the currency either way.

NZD/GBP: Headlines linked to the upcoming election remain the primary driver for the
GBP. Meanwhile, the week’s domestic data pulse provided little direction.

NZD/JPY: JPY struggled to hold its ground following a pullback in safe-haven demand.
That said, it was not the worst performer last week.

Figure 1. NZD outperforms G-10 group (USD base)

New Zealand Dollar 1.15%

Norwegian Krone 0.79%

Swedish Krona 0.77%

British Pound 0.40%

Euro 0.38%
Danish Krone 0.37%
Swiss Franc 0.31%
Japanese Yen 0.19%
Canadian Dollar 0.08%

Australian Dollar -0.35%

Source: Bloomberg, ANZ Research



Data calendar

Date Country Data/event Mkt. Last NZ time
18-Nov UK Rightmove House Prices MoM - Nov -- 0.6% 13:01
UK Rightmove House Prices YoY - Nov -- -0.2% 13:01

19-Nov us NAHB Housing Market Index - Nov 71.0 71.0 04:00
us Net Long-term TIC Flows - Sep - -$41.1B 10:00

us Total Net TIC Flows - Sep - $70.5B 10:00

NZ PPI Output QoQ - Q3 - 0.5% 10:45

NZ PPI Input QoQ - Q3 - 0.3% 10:45

AU ANZ-RM Consumer Confidence Index - 17-Nov - 111.1 11:30

AU RBA Minutes of Nov. Policy Meeting - -- 13:30

NZ Non Resident Bond Holdings - Oct - 53.0% 15:00

EC ECB Current Account SA - Sep - €26.6B 22:00

EC Construction Output MoM - Sep - -0.5% 23:00

EC Construction Output YoY - Sep - 1.2% 23:00

20-Nov UK CBI Trends Total Orders - Nov -30 -37 00:00
UK CBI Trends Selling Prices - Nov - -3 00:00

us Building Permits - Oct 1380k 1391k 02:30

us Building Permits MoM - Oct -0.8% -2.4% 02:30

us Housing Starts - Oct 1320k 1256k 02:30

us Housing Starts MoM - Oct 5.1% -9.4% 02:30

AU Westpac Leading Index MoM - Oct -- -0.08% 12:30

JN Trade Balance - Oct ¥301.0B -¥124.8B 12:50

JN Trade Balance Adjusted - Oct ¥261.2B -¥97.2B 12:50

JN Exports YoY - Oct -7.5% -5.2% 12:50

JN Imports YoY - Oct -15.4% -1.5% 12:50

AU Skilled Vacancies MoM - Oct - -0.7% 13:00

GE PPI MoM - Oct 0.0% 0.1% 20:00

GE PPI YoY - Oct -0.4% -0.1% 20:00

UK Unit Labor Costs YoY - Q2 -- 2.1% 22:30

21-Nov us MBA Mortgage Applications - 15-Nov -- 9.6% 01:00
us FOMC Meeting Minutes - 30-Oct -- -- 08:00

NZ Credit Card Spending MoM - Oct - -0.1% 15:00

NZ Credit Card Spending YoY - Oct - 4.8% 15:00

UK Public Finances (PSNCR) - Oct - £2.7B 22:30

UK Central Government NCR - Oct -- £14.8B 22:30

UK Public Sector Net Borrowing - Oct £8.6B £8.7B 22:30

UK PSNB ex Banking Groups - Oct £9.3B £9.4B 22:30

22-Nov us Philadelphia Fed Business Outlook - Nov 6.0 5.6 02:30
us Initial Jobless Claims - 16-Nov 218k 225k 02:30

us Continuing Claims - 9-Nov 1683k 1683k 02:30

us Leading Index - Oct -0.2% -0.1% 04:00

EC Consumer Confidence - Nov A -7.2 -7.6 04:00

us Existing Home Sales - Oct 5.49M 5.38M 04:00

us Existing Home Sales MoM - Oct 2.0% -2.2% 04:00

AU CBA Australia PMI Mfg - Nov P - 50.0 11:00

AU CBA Australia PMI Services - Nov P - 50.8 11:00

AU CBA Australia PMI Composite - Nov P - 50.0 11:00

JN Natl CPI YoY - Oct 0.3% 0.2% 12:30

JN Natl CPI Ex Fresh Food YoY - Oct 0.4% 0.3% 12:30

Continued on following page
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Data calendar

Date Country Data/event Mkt. Last NZ time
22-Nov JN Jibun Bank PMI Mfg - Nov P - 48.4 13:30
JN Jibun Bank PMI Composite - Nov P - 49.8 13:30
JN Jibun Bank PMI Services - Nov P - 50.3 13:30
GE GDP SA QoQ - Q3 F 0.1% 0.1% 20:00
GE GDP NSA YoY - Q3 F 1.0% 1.0% 20:00
GE GDP WDA YoY - Q3 F 0.5% 0.5% 20:00
GE Markit/BME Manufacturing PMI - Nov P 42.9 42.1 21:30
GE Markit Services PMI - Nov P 52.0 51.6 21:30
GE Markit/BME Composite PMI - Nov P 49.3 48.9 21:30
EC Markit Manufacturing PMI - Nov P 46.4 45.9 22:00
EC Markit Services PMI - Nov P 52.4 52.2 22:00
EC Markit Composite PMI - Nov P 50.9 50.6 22:00
UK Markit PMI Manufacturing SA - Nov P 48.8 49.6 22:30
UK Markit/CIPS Services PMI - Nov P 50.0 50.0 22:30
UK Markit/CIPS Composite PMI - Nov P - 50.0 22:30
23-Nov us Markit Services PMI - Nov P 51.2 51.0 03:45
us Markit Manufacturing PMI - Nov P 51.5 51.3 03:45
us Markit Composite PMI - Nov P - 50.9 03:45
us U. of Mich. Sentiment - Nov F 95.7 95.7 04:00
us U. of Mich. Current Conditions - Nov F 111.2 110.9 04:00
us U. of Mich. Expectations - Nov F -- 85.9 04:00
us U. of Mich. 1 Yr Inflation - Nov F - 2.5% 04:00
us U. of Mich. 5-10 Yr Inflation - Nov F - 2.4% 04:00
us Kansas City Fed Manf. Activity - Nov -2 -3 05:00

Key: AU: Australia, EC: Eurozone, GE: Germany, JN: Japan, NZ: New Zealand, UK: United Kingdom, US: United States, CH: China.
Source: Dow Jones, Reuters, Bloomberg, ANZ Bank New Zealand Limited. All $ values in local currency.
Note: All surveys are preliminary and subject to change
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Local data watch

Domestic growth momentum has decelerated and global risks are heightened. As headwinds persist, we expect a
lower OCR will be required to support growth, inflation and employment. The resilience of domestic data, the trend
in inflation and global developments will all bear watching closely.

Date

Wed 20 Nov
(early am)

Tue 26 Nov
(10:45am)

Wed 27 Nov
(9:00am)

Wed 27 Nov
(10:45am)

Thu 28 Nov
(1:00pm)
Fri 29 Nov
(10:00am)

Thu 29 Nov
(10:45am)

Mon 2 Dec
(10:45am)

Wed 4 Dec
(early am)
Wed 4 Dec
(1:00pm)

Thu 5 Dec
(10:45am)

Mon 9 Dec
(10:45am)

Tue 10 Dec
(10:00am)

Wed 11 Dec
(1:00pm)
Thu 12 Dec
(10:45am)

Thu 12 Dec
(10:45am)

Thu 12 Dec
(1:00pm)

Fri 13 Dec
(10:30am)

Mon 16 Dec
(10:30am)

Tue 17 Dec
(1:00pm)
Wed 18 Dec
(early am)

Wed 18 Dec
(10:45am)

Thu 19 Dec
(10:45am)

Fri 20 Dec
(10:00am)

On balance

Data/event

GlobalDairyTrade auction

Retail Sales - Q3

Financial Stability Report -
November

Overseas Merchandise Trade
- October

ANZ Business Outlook -
November

ANZ Roy Morgan Consumer
Confidence — November

Building Consents — October

Terms of Trade Index - Q3

GlobalDairyTrade auction

ANZ Commodity Price Index
- November

Work Put In Place - Q3

Economic Survey of
Manufacturing - Q3

ANZ Truckometer -
November

NZ Half-Year Economic and
Fiscal Update

Food Price Index -
November

Rental Price Index -
November

ANZ Monthly Inflation Gauge
- November

BNZ-BusinessNZ
Manufacturing PMI -
November

Performance Services Index
- November

ANZ Business Outlook -
December

GlobalDairyTrade auction

Balance of Payments - Q3

Gross Domestic Product — Q3

ANZ Roy Morgan Consumer
Confidence — December

Economic
signal

Increase

Bright spot

Mixed message

Steady

Wary

Increasing

Improving

Small rise

Soft

Prudence

Small dip

Small rise

Rebound

Watching

Increasing

Contained

Weak

Data watch
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Comment

Prices are expected to lift again as the market remains
supported by tight global supply.

A robust household sector is one of the bright spots in this
increasingly uncertain environment. Don't fail us now.

The FSR will likely conclude the financial system remains
resilient, but also contain a plug for the value of bank capital
requirements. A small loosening in the LVR restrictions is likely.

Export volumes start to lift as dairy production season peaks
and meat returns lift, while forestry exports remain subdued.

Consents have held at a high level recently, but we see
downside risk looming.

Terms of trade are expected to benefit from strong commodity
prices relative to the price of imported goods.

Prices are expected to slowly lift as the season progresses and
offer volumes ease back.

Consent issuance points to a rise in both residential and non-
residential work put in place for Q3.

A manufacturing PMI below 50 over Q3 suggest the ESM will
remain soft, and that’s after Q2's 2.7% contraction.

The Government is expected to stick to its fiscal prudence
knitting for now, echoing the RBNZ's patient message.

A seasonal decline in food prices from fruit and vegetables is
expected.

Continued increases in rental prices should support a quarterly
rise in CPI rents.

The PMI flipped from contractionary to expansionary mode last
month. But these data are volatile on a m/m basis. We're
watching closely to see if recent strength is maintained.

An easing trend has been in play since 2016, but recent prints
have remained robust.

Further price increases are expected as the market balance
favours exporters rather than importers.

The current account should remain contained in Q3 owing to
elevated export prices and low global interest rates.

We've pencilled in quarterly growth of just 0.4%, which absent
revisions would see annual growth tick up to 2.2% - a technical
bounce opposed to a turning point in momentum.

Domestic and global data has softened and we expect a
lower OCR with inflation pressures fading.
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@@ Key forecasts and rates

GDP (% goq)

GDP (% yoy)

CPI (% qoq)

CPI (% yoy)

LCI Wages (% qoq)
LCI Wages (% yoy)
Employment (% qoq)
Employment (% yoy)

Unemployment Rate (% sa)

Current Account (% GDP)
Terms of Trade (% qoq)
Terms of Trade (% yoy)

Retail ECT (% mom)
Retail ECT (% yoy)

Car Registrations
(% mom)

Car Registrations
(% yoy)

Building Consents
(% mom)

Building Consents

(% yoy)

REINZ House Price Index
(% yoy)

Household Lending
Growth (% mom)

Household Lending
Growth (% yoy)

ANZ Roy Morgan
Consumer Conf.

ANZ Business Confidence
ANZ Own Activity Outlook
Trade Balance ($m)
Trade Bal ($m ann)

ANZ World Comm. Price
Index (% mom)

ANZ World Comm. Price
Index (% yoy)

Net Migration (sa)
Net Migration (ann)

ANZ Heavy Traffic Index
(% mom)

ANZ Light Traffic Index
(% mom)

ANZ Monthly Inflation
Gauge (% mom)

Jun-19 Sep-19
0.5 0.4
2.1 2.2
0.6 0.7
1.7 1.5
0.8 0.6
2.2 2.3
0.6 0.2
1.4 0.9
3.9 4.2
-3.4 -3.4
1.6 0.4
-0.8 -0.3
Jan-19 Feb-19 Mar-19
1.8 0.1 -0.1
3.8 3.6 1.0
4.3 1.3 -3.0
-12.1 -3.9 -2.9
13.1 1.8 -7.0
31.9 28.0 2.8
2.8 3.0 2.4
0.4 0.5 0.5
5.9 5.9 5.9
121.7 120.8 121.8
-30.9 -38.0
10.5 6.3
-935 -94 825
-6433 -6715 -5739
2.0 2.8 4.1
-2.2 -2.2 0.6
4930 4590 3490
54985 56037 55571
4.8 0.1 -2.1
2.0 -0.8 0.7
1.0 0.0 0.0

Dec-19

0.5
2.0
0.2
1.6
0.6
2.3
0.3
1.1
4.3
-3.4
-0.1
2.9

Apr-19
0.6
5.0

2.0

0.5

5.9

123.2

-37.5
7.1
361

-5578

2.6

2.2

4080
55660

3.8

0.2

0.1

Mar-20

0.5
1.9
0.6
2.0
0.4
2.4
0.3
1.4
4.4
-3.5
0.3
2.2

May-19
-0.5
3.4

-1.5

-12.6

14.7

8.1

1.7

0.5

6.0

119.3

-32.0
8.5
175

-5602

0.0

0.7

3970
55342

0.6

0.7

0.2

Jun-20

0.5
1.9
0.3
1.8
0.8
2.3
0.3
1.2
4.4
-3.7
0.0
0.6

Jun-19
0.3
1.5

1.7

0.5

5.9

122.6

-38.1
8.0
330

-4987

-3.9

-2.4

4110
55548

-4.8

-2.1

0.3

Sep-20

0.6
2.1
0.5
1.7
0.6
2.3
0.3
1.3
4.5
-3.8
0.0
0.2

Jul-19
0.1
2.0

4.4

-5.4

-1.1

18.6

1.6

0.5

5.9

116.4

-44.3
5.0
-706
-5490

-1.4

-0.5

4760
56405

3.9

1.4

0.5

Figures in bold are forecasts. mom: Month-on-Month; goq: Quarter-on-Quarter; yoy: Year-on-Year
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Dec-20

0.5
2.1
0.2
1.7
0.6
2.3
0.3
1.3
4.5
-3.9
0.1
0.4

Aug-19

1.3
3.1

0.8

-5.2

0.9

12.5

2.7

0.6

6.0

118.2

-52.3
-0.5
-1628
-5551

0.3

0.9

4150
55993

0.3

0.3

Mar-21

0.6
2.2
0.6
1.7
0.4
2.3
0.4
1.4
4.5
-4.0
0.1
0.1

Sep-19

0.2
0.6

6.5

4.7

7.2

23.7

3.3

0.5

6.2

113.9

-53.5
-1.8
-1242
-5213

0.0

3.4

3440
54624

2.9

0.3

Jun-21

0.6
2.3
0.4
1.7
0.8
2.4
0.4
1.4
4.5
-4.0
0.1
0.3

Oct-19

-0.6
1.6

-6.3

-6.6

118.4

-42.4
-3.5

2.5

0.1

0.2
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@@ Key forecasts and rates

Actual Forecast (end month)

FX rates Sep-19 Oct-19 Today Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21
NzZD/USD 0.626 0.641 0.640 0.62 0.59 0.61 0.61 0.63 0.63
NZD/AUD 0.928 0.930 0.939 0.93 0.91 0.92 0.90 0.91 0.90
NZD/EUR 0.575 0.575 0.579 0.56 0.56 0.58 0.58 0.58 0.57
NZD/JPY 67.69 69.28 69.63 67.0 62.0 64.1 64.1 66.2 66.2
NZD/GBP 0.510 0.496 0.496 0.48 0.45 0.46 0.45 0.46 0.47
NZ$ TWI 68.2 68.9 70.93 67.3 64.8 66.9 66.4 67.8 67.3
Interest rates Sep-19 Oct-19 Today Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21
NZ OCR 1.00 1.00 1.00 1.00 1.00 0.75 0.50 0.50 0.50
NZ 90 day bill 1.15 1.10 1.22 1.23 1.12 0.87 0.70 0.70 0.70
NZ 10-yr bond 1.09 1.31 1.40 1.35 1.35 1.35 1.45 1.55 1.55
US Fed funds 2.00 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75
US 3-mth 2.09 1.91 1.90 2.15 1.90 1.90 1.90 1.90 1.90
AU Cash Rate 1.00 0.75 0.75 0.75 0.50 0.25 0.25 0.25 0.25
AU 3-mth 0.95 0.93 0.89 0.95 0.70 0.45 0.45 0.45 0.45

15-Oct 11-Nov 12-Nov 13-Nov 14-Nov 15-Nov
Official Cash Rate 1.00 1.00 1.00 1.00 1.00 1.00
90 day bank bill 1.04 1.15 1.14 1.09 1.27 1.24
NZGB 05/21 0.78 0.89 0.87 1.03 1.00 0.99
NZGB 04/23 0.78 0.94 0.92 1.08 1.04 1.02
NZGB 04/27 1.03 1.25 1.22 1.36 1.31 1.28
NZGB 04/33 1.38 1.58 1.56 1.65 1.59 1.58
2 year swap 0.88 1.06 1.04 1.20 1.17 1.17
5 year swap 0.94 1.20 1.17 1.30 1.25 1.24
RBNZ TWI 70.16 70.10 70.44 70.84 71.03 70.81
NzZD/USD 0.6276 0.6365 0.6330 0.6389 0.6395 0.6404
NZD/AUD 0.9290 0.9278 0.9259 0.9360 0.9415 0.9391
NzD/JPY 67.91 69.36 69.10 69.61 69.48 69.68
NzZD/GBP 0.4960 0.4965 0.4932 0.4970 0.4974 0.4962
NZD/EUR 0.5697 0.5769 0.5742 0.5802 0.5815 0.5792
AUD/USD 0.6755 0.6861 0.6836 0.6826 0.6792 0.6817
EUR/USD 1.1016 1.1034 1.1024 1.1013 1.0998 1.1051
USD/JPY 108.22 108.97 109.17 108.94 108.65 108.80
GBP/USD 1.2653 1.2820 1.2834 1.2857 1.2856 1.2897
Oil (US$/bbl) 52.81 56.86 56.80 57.12 56.77 57.72
Gold (US$/0z) 1495.41 1465.60 1454.57 1463.78 1468.37 1468.21
NzX 50 11045 10920 10926 10835 10899 10895
Baltic Dry Freight Index 1898 1345 1354 1365 1364 1357
NZX WMP Futures (US$/t) 3105 3240 3245 3260 3255 3255

ANZ New Zealand Weekly Focus | 18 November 2019 14



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 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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Important notice

New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is
not a personalised adviser service under the Financial Advisers Act 2008 (FAA).

Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in
Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal
Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated
by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ does not solicit business in
Oman and the only circumstances in which ANZ sends information or material describing financial products or financial services to
recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands, acknowledges
and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does
not market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities,
products or financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute
Omani investment, legal, tax, accounting or other professional advice.

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on
speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), the
following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public
offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the
products and services of such entities are not being offered or sold within the PRC by means of this document or any other document.
This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance
with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of
ANZ China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the
PRC.

Qatar. This document has not been, and will not be:

¢ lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or

e authorised or licensed for distribution in Qatar,

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be:

e registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or

e authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar.

Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar,
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules
of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document
in breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited
investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act
Cap. 289 of Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a
financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore.

United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as
applicable) by ANZ. This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the
carrying on or engagement in banking, financial and/or investment consultation business in the UAE under the rules and regulations
made by the Central Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of
securities within the meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial
promotion, as defined under the DIFCML No. 1 of 200. ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA)
ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or services described in this
document are only available to persons who qualify as “Professional Clients” or “Market Counterparty” in accordance with the provisions
of the DFSA rules. In addition, ANZ has a representative office (ANZ Representative Office) in Abu Dhabi regulated by the Central
Bank of the UAE. The ANZ Representative Office is not permitted by the Central Bank of the UAE to provide any banking services to
clients in the UAE.

United States. Except where this is a FX- related document, this document is distributed in the United States by ANZ Securities, Inc.
(ANZ SI) which is a member of the Financial Regulatory Authority (FINRA) (www.finra.org) and registered with the SEC. ANZSI's
address is 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1 212 801 9163). ANZSI accepts
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