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Forecast updates

Recent ANZ NZ Forecast
Updates can be found here.

o GDP and labour market:
Renewed restrictions will
hamper recovery

o Current account outlook

o Farmgate sheep & beef
prices

D Farmgate milk price

Our other recent publications
are on page 2.

What's the view?

e  GDP to remain below pre-
COVID level until 2022.

. Unemployment peak: 10%.

¢ Inflation set to fall.

. Risks are to the downside.

¢ We see a negative OCR in
April next year.

Our forecasts are on page 3.

Balance of risks

Risks remain skewed to the
downside.
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How has the view changed?

« We have updated our inflation forecasts following updates to GDP and the
labour market. With more QE on the way and the OCR expected to go
negative next year, we now see a stronger economic recovery through
2022, supporting a better outlook for non-tradable inflation. Stronger world
import prices also contribute to a better outlook for tradable inflation.

« Near-term data flow has also seen us revise up our inflation pick for Q3
2020 from 0.5% g/q to 0.8%, which would see annual inflation stable at
1.5%. However, there is more data to come that will shape this pick.

« In an absolute sense the inflation outlook is still very weak, even with more
stimulus on the way. Inflation is expected to start creeping higher as
recovery eventually takes hold, but slack in the economy is expected for
some time and the elevated TWI will weigh. We see CPI reaching 1.4% y/y
by end-2022, still well below the 1-3% target midpoint.

« We see risks to the inflation outlook in both directions: downside risks to the
activity outlook could weigh, but if the RBNZ can generate a sharp
depreciation in the TWI with further policy action, that would see a welcome
stronger pick-up in inflation from here. But for now, the exchange rate
remains resilient. World prices for our imports will also be important.

Figure 1. Updated ANZ inflation forecast
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What happened this week?
Retail Trade Survey - Q2. Down 14.6% q/q overall, with accommodation
and food and beverage services down almost 40% q/q.

Overseas Merchandise Trade — July. The annual deficit continued to narrow
on the back of robust exports and weak imports. A surplus shouldn’t be far off.

RBNZ new mortgage lending data - July. Strong for a July month, with the
first-home buyer share lifting. Pent-up demand is still a factor.

NZGB issuance and QE. The Treasury issued $4bn of NZGB 2027 bonds. The
deal attracted a record $17.5bn of bids and was very well received. In the QE
space, the RBNZ will buy $1.4bn of bonds next week (the same as this week).

ANZ Roy Morgan Consumer Confidence—- August. Consumer confidence
eased, and is well under its historical average.


https://bit.ly/ANZ-GDP-LabourMarket-20200819
https://bit.ly/ANZ-GDP-LabourMarket-20200819
https://bit.ly/ANZ-GDP-LabourMarket-20200819
https://bit.ly/ANZ-ForecastUpdate-CurrentAccount
https://push.bigtincan.com.au/downloads/dcd92bbe3937765c67c381173b91a03314b0fbaaa17be09cc35ad9048a78b092
https://push.bigtincan.com.au/downloads/dcd92bbe3937765c67c381173b91a03314b0fbaaa17be09cc35ad9048a78b092
https://push.bigtincan.com.au/downloads/508a54883b996399f7ec37c296581ac0e6ee71d6f9875b7e6b569369b8771190
https://push.bigtincan.com.au/downloads/508a54883b996399f7ec37c296581ac0e6ee71d6f9875b7e6b569369b8771190
https://bit.ly/ANZ-GDP-LabourMarket-20200819
https://bit.ly/ANZ-GDP-LabourMarket-20200819
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Looking ahead

Recent
Publications

ANZ produces
a range of
in-depth
insights.

ANZ NZ Insight:
Freshwater regulatory
change

ANZ NZ Property Focus:
Locked out

NZ OCR call change: RBNZ
to cut OCR 50bp to -0.25%
in April

ANZ NZ Agri Focus: All that
glitters is gold

ANZ NZ Insight: A straight-
line recovery looks unlikely
ANZ NZ Insight: Exchange
rate a headwind

ANZ NZ Insight: Negative
OCR - an introduction

Click here for more.

Data calendar

Date Data/event

Mon 31 Aug ANZ Business
(1:00pm) Outlook - Aug F
Mon 31 Aug RBNZ Sectoral
(3:00pm) Lending - Jul
Tue 1 Sep Terms of Trade -

(10:45am) Q2

Tue 1 Sep

Building Permits -

(10:45am)  Jul

Wed 2 Sep  GlobalDairyTrade
(early am) auction

Thu 3 Sep ANZ Commodity
(1:00pm) Price Index- Aug
Fri 4 Sep Building Work Put
(10:45am) in Place - Q2

Wed 9 Sep  ANZ Truckometer
(10:00am) - Jul

Wed 9 Sep  Economic Survey
(10:45am)  of Manuf - Q2
Wed 9 Sep  ANZ Business
(1:00pm) Outlook - Sep P
Thu 10 Sep  Electronic Card
(10:45am)  Transactions — Aug
Fri 11 Sep Food Price Index —
(10:45am) Aug

Fri 11 Sep Rental Price Index
(10:45am) - Aug

Mon 14 Sep Performance
(10:30am)  Services Index Aug
Mon 14 Sep . S
(10:45am) Net Migration - Jul
Wed 16 Sep Balance of
(10:45am) Payments - Q2
Wed 16 Sep

(1:00pm) PREFU 2020

ANZ New Zealand Data Wrap | 28 August 2020

What are we watching?

The partial data for Q2 GDP continue to roll in, but that’s a glimpse of a point
in time that’s firmly in the rear-view mirror. The path forward in terms of
combatting the current outbreak and returning to life as normal will be far
more important, as will the policy response as firms come under more strain.

The widespread expectation that the RBNZ will take the OCR negative next
year, and a more tactical approach to the LSAP (QE), will continue to put
downward pressure on wholesale interest rates. Eventually, this is expected to
pass through into lower retail rates, especially if the RBNZ pulls the trigger in
April next year as we expect. Our updated mortgage rate forecasts were
included in our ANZ Property Focus out this week. This will bode well for the
property market, offsetting income strains that are set to weigh.

Globally, the data has been better than expected given the current global
shock underway, but the path ahead looks to be a long and difficult one, and
our commodity prices have started to falter. However, dairy prices are
anticipated to break the recent downward trend at next week’s GDT event. The
dairy market continues to be supported by strong buying from China, while the
US internal market has been pushed up by a recent expansion of the
government programme to purchase dairy products for the needy.

Figure 2. Mortgage rate forecasts
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The week ahead
ANZ Business Outlook — August (Monday 31 August, 1:00pm).

RBNZ sectoral lending data - July (Monday 31 August, 3:00pm). Housing
lending likely to accelerate, but beyond that credit demand isn’t strong.

Overseas Trade Indices - Q2 (Tuesday 1 September, 10:45am). Both
export and import prices are expected to fall around 2.5% q/q, with the terms of
trade broadly stable.

Building consents - July (Tuesday 1 September, 10:45am). Stabilised in
June and that should continue into July, but these data can be volatile.

GlobalDairyTrade auction (Wednesday 2 September, early am). Prices are
expected to firm by about 1% but may be tempered by higher offer volumes.

ANZ Commodity Price Index — August (Thursday 3 September, 1:00pm).

Work Put in Place - Q2 (Friday 4 September, 10:45am). These data
provide an indicator for around 6.5% of Q2 GDP. Just a few days of lockdown
in Q1 saw the volume fall 5.7% q/q. We expect a fall closer to 20% in Q2.


http://bit.ly/ANZ-FreshwaterRegulatoryChange-20200828
http://bit.ly/ANZ-FreshwaterRegulatoryChange-20200828
http://bit.ly/ANZ-FreshwaterRegulatoryChange-20200828
https://bit.ly/ANZ-PropertyFocus-20200825
https://bit.ly/ANZ-PropertyFocus-20200825
https://bit.ly/ANZ-OCRCallChange-20200818
https://bit.ly/ANZ-OCRCallChange-20200818
https://bit.ly/ANZ-OCRCallChange-20200818
https://bit.ly/ANZ-AgriFocus-20200804
https://bit.ly/ANZ-AgriFocus-20200804
https://bit.ly/ANZ-Insight-Recovery-20200731
https://bit.ly/ANZ-Insight-Recovery-20200731
https://bit.ly/ANZ-NZInsight-Exchange-Rate-20200713
https://bit.ly/ANZ-NZInsight-Exchange-Rate-20200713
https://bit.ly/ANZ-NZ-Insight-NegativeOCR
https://bit.ly/ANZ-NZ-Insight-NegativeOCR
https://www.anz.co.nz/about-us/economic-markets-research/
https://bit.ly/ANZ-PropertyFocus-20200825

Markets and forecasts

%

Markets outlook

Global bond markets ended the week on the back foot, with the bellwether US Treasury yield curve higher
and steeper in the wake of the Fed’s announcement that it will move to an average inflation targeting
strategy. Although at face value it may appear to be a minor tweak, it does mean that if inflation runs
below 2% for a long period, that will be followed by a period when the Fed will set policy to achieve o
inflation moderately above 2%. At the moment, core inflation is below target (and it has been since
the end of 2018), so what that means is that the Fed will keep policy easier for longer, and until well =g
after the recovery. That's generally considered to be good news for equities and other markets that ﬂ
benefit from inflation, but it's bad news for bonds, hence the steeper US curve. However, with the

Fed Funds rate at 0.25% and the US 10yr bond back above 0.75%, it remains to be seen whether the market can
sustain yields that high if the Fed Funds rate is set to remain at 0.25% for some years to come. Local interest
rates have risen in response, but we expect them to rise by less as the market eyes a negative OCR, and as the
RBNZ flexes the size of the LSAP QE programme. The Fed’s new stance does frustrate the outlook for the NzZD
somewhat, with easier Fed policy going head to head with RBNZ policy implying a more neutral outlook.

[/
o

Actual Forecast (end month)

FX rates Jun-20 Jul-20 Today Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21
NzD/USD 0.641 0.663 0.665 0.65 0.65 0.65 0.65 0.65 0.65
NzD/AUD 0.935 0.928 0.914 0.93 0.89 0.87 0.87 0.87 0.87
NZD/EUR 0.571 0.563 0.562 0.55 0.54 0.54 0.55 0.55 0.57
NzZD/IPY 69.0 70.1 71.0 69.6 69.6 69.6 69.6 69.6 69.6
NzD/GBP 0.522 0.507 0.503 0.50 0.50 0.49 0.49 0.48 0.47
NZ$ TWI 71.4 72.5 71.9 71.3 70.3 70.0 70.3 70.3 70.7
Interest rates/QE Jun-20 Jul-20 Today Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21
NZ OCR 0.25 0.25 0.25 0.25 0.25 0.25 -0.25 -0.25 -0.25
LSAP ($bn) 60 60 100 100 120 120 120 120 120
NZ 90 day bill 0.30 0.30 0.29 0.26 0.25 -0.08 -0.25 -0.25 -0.25
NZ 10-yr bond 0.93 0.74 0.63 0.40 0.30 0.30 0.30 0.40 0.40
Economic forecasts

Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22
GDP (% qoq) -1.6 -17.5 16.0 1.2 -1.5 1.0 1.0 2.0 2.5
GDP (% yoy) -0.2 -17.8 -5.4 -4.7 -4.6 16.8 1.7 2.5 6.7
CPI (% qoq) 0.8 -0.5 0.8 0.0 0.6 0.1 0.3 0.0 0.5
CPI (% yoy) 2.5 1.5 1.5 1.1 0.9 1.4 0.9 0.9 0.8
Employment (% qoq) 1.0 -0.4 -1.2 -1.5 -0.5 -0.5 0.9 1.2 1.4
Employment (% yoy) 2.2 1.2 -0.5 -2.1 -3.6 -3.7 -1.6 1.1 3.0
Unemployment Rate (% sa) 4.2 4.0 6.5 8.0 8.8 9.8 9.3 8.5 7.4

Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year

Figure 3. GDP forecast and high-impact scenarios Figure 4. Inflation
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We welcome your questions and feedback. Click here for more information about our team.
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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 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.

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).

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).
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