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GDP 2020Q2 Preview

GDP and labour market:
Renewed restrictions will
hamper recovery

Current account outlook

Our other recent publications
are on page 2.

What's the view?

GDP returns to pre-COVID
level mid-2022

Unemployment peak: 72%

Inflation decelerates 2021
Risks 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?

The NZ General Election results landed pretty close to where the polls
suggested they would. Labour’s clear majority has kept a lid on uncertainty
that has in the past to lingered weeks after election night as political parties
negotiate to form a Government. Markets seem to have taken the results in
their stride — and for good reason. From a macroeconomic perspective,
overall fiscal policy settings look set to be little changed from those presented
at the Pre-election Update. While there will be a slightly different mix of
policies going forward (as prior coalition policy intentions are reprioritised to
implement Labour’s Election Manifesto), the outlook for deficits and debt
should be little changed. In fact, it's possible that changes to the Treasury’s
economic outlook in the upcoming Half-year Economic and Fiscal Update
(likely to be released mid-December) have more bearing on the fiscal
forecasts than discretionary fiscal policy changes do. We'll have more to say
about fiscal policy in our ANZ Quarterly Economic Outlook next week.

Q3 CPI saw annual inflation decelerate further. Near-term price movements
aren’t exactly in the driver’s seat right now when it comes to monetary policy
settings, but the weak starting point will be of concern to the RBNZ as it
could further suppress inflation expectations. And while the data is expected
to remain noisy for a little while yet, the weak global inflation pulse and
waning underlying economic momentum are both pointing to softness over
the medium term. The RBNZ has more work to do, and we think the next cab
off the rank will be the announcement of an FLP at the November MPS. This
will take pressure off the LSAP, but certainly not replace it, and provide the
RBNZ more time to weigh the outlook for the OCR. See this Insight for more.

Figure 1. Core Crown net debt
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hat happened this week?

Performance Services Index — September. Flipped from contractionary to
expansionary (just) as Auckland Alert Level restrictions eased.

NZIER Quarterly Survey of Business Opinion — Q3. A solid lift in
sentiment and activity indicators, in line with our ANZ Business Outlook.

GlobalDairyTrade auction. Still robust, with the price index up 0.4%.

NZGB bond tender. $650m of bonds were tendered (a mix of 2024s, 2031s,

20

41s and linker 2035s. Strong demand was seen, especially for the 2024s.

CPI - Q3. The 0.7% g/q lift saw annual inflation decelerate 0.1%pt to 1.4%.
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Looking ahead

Recent
Publications
ANZ produces
a range of
in-depth
insights.

ANZ NZ Insight: FLP to
enter the toolkit

ANZ NZ Agri Focus: Pick
me please

ANZ NZ Insight:
Households understandably
wary

ANZ NZ Property Focus:
Lend me a hand

RBNZ Monetary Policy
Review - Few surprises;
FLP before year end

ANZ NZ Insight: Negative
OCR and Funding for
Lending Programme FAQ
ANZ NZ Insight:
Freshwater regulatory
change

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

ANZ NZ Insight: A straight-
line recovery looks unlikely

Click here for more.
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What are we watching?

Looking through the volatility that’s set to plague the headline GDP figures for the
remainder of 2020, we're constantly trying to get a handle on underlying
economic momentum. Heat in the housing market looks set to provide at least a
partial offset to NZ’s lost summer of international tourism, but how much is
speculation vs fundamentals? We'll have more to say in our upcoming ANZ
Property Focus, out next week. In the meantime, housing credit data should
confirm what we already know: the market has been heating up. But the details
will also be of interest. While the overall share of new lending to investors has
been range bound, it has been propped up by strong growth in the 70-80% LVR
space (figure below). This could signal a tentative move towards riskier
borrowing, which has otherwise been contained. We will also get the latest RBNZ
Credit Conditions Survey later today, which will show if there has been any
meaningful easing in lending standards. The RBNZ have said they are watching
trends in this space closely. If financial stability risks appear to be increasing,
renewed LVR restrictions or other macro-prudential policies could follow.

Figure 2. Share of new lending to investors by LVR
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The week ahead

RBNZ Sectoral Factor Model of core inflation (Friday 23 October,
3:00pm). This can be slow to move.

RBNZ Credit Conditions Survey (Friday 23 October, 3:00pm). We will be
looking to see if there has been any meaningful easing in lending standards.

Merchandise Trade - September (Tuesday 27 October, 10:45am). A
trade deficit of just over $1bn is anticipated as imports lift seasonally and
exports returns weaken.

RBNZ New Mortgage Lending — September (Tuesday 27 October,
3:00pm). Solid gains in house prices and sales in September suggest these
data will follow suit.

ANZ Business Outlook — October (Thursday 29 October, 1:00pm).

ANZ Roy Morgan Consumer Confidence — October (Friday 30 October,
10:00am).

RBNZ sectoral lending data — September (Friday 30 October, 3:00pm).
Housing is the odd one out, holding up well as business and agricultural credit
pulls back with economic uncertainty prevailing.
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@@ Markets and forecasts

Markets outlook

Short-end interest rates are lower in the wake of comments made by RBNZ Governor Orr at a conference earlier
in the week. In reference to the OCR, he said “we’re going to hold it there till at least February-March next year”,
sparking a debate as to whether we might see a February OCR cut. Until now, RBNZ has continued to reiterate its
commitment to leave the OCR unchanged “at least 12 months” from March. All else equal, the introduction of a
Funding for Lending programme (FLP) before the end of the year has potential to delay OCR cuts, especially if it is
successful in driving down retail interest rates - the intended goal. However, softer-than-expected Q3 CPI data
reinforces the need for stimulus, and will only embolden the market to take the short end lower no matter the
implications of the FLP and earlier forward guidance. New Zealand long-end interest rates have followed global
moves higher. Global rates will always influence where local interest rates go, but with soft inflation data
underscoring the RBNZ's “go hard, go early/least regrets” approach, there will be less upside pressure, especially
with LSAP purchases (which we expect to continue even after the FLP is introduced) outpacing new bond issuance.
The NZD continues to be buffeted by cross-currents, and despite soft Q3 CPI data, the near-term balance of risks
remains skewed to the upside on improved domestic confidence, the resurgence of virus infection rates offshore
and good demand for risk assets on dips.

Actual Forecast (end month)
FX rates Aug-20 Sep-20 Today Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22
NzD/USD 0.673 0.658 0.667 0.65 0.65 0.65 0.65 0.65 0.65
NzZD/AUD 0.915 0.924 0.937 0.89 0.87 0.87 0.87 0.87 0.87
NZD/EUR 0.565 0.562 0.566 0.54 0.54 0.55 0.55 0.57 0.57
NzD/JPY 71.3 69.6 69.8 69.6 69.6 69.6 69.6 69.6 69.6
NzD/GBP 0.505 0.513 0.510 0.51 0.52 0.53 0.53 0.52 0.52
NZ$ TWI 72.4 71.4 71.7 69.7 69.5 69.9 70.0 70.4 70.4
Interest rates/QE Aug-20 Sep-20 Today Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22
NZ OCR 0.25 0.25 0.25 0.25 0.25 -0.25 -0.25 -0.25 -0.25
LSAP ($bn) 100 100 100 100 100 100 100 100 100
NZ 90 day bill 0.29 0.31 0.27 0.25 -0.08 -0.25 -0.25 -0.25 -0.25
NZ 10-yr bond 0.63 0.50 0.60 0.30 0.30 0.30 0.40 0.50 0.50

Economic forecasts
Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22

GDP (% qoq) -12.2 10.0 2.5 -1.0 0.5 0.5 0.8 1.5 1.0
GDP (% yoy) -12.4 -4.3 -2.4 -2.0 12.2 2.5 0.8 3.3 3.9
CPI (% qoq) -0.5 0.7 0.3 0.6 0.1 0.4 0.0 0.6 0.4
CPI (% yoy) 1.5 1.4 1.2 1.1 1.7 1.4 1.1 1.0 1.3
Employment (% qoq) -0.4 -0.4 -0.7 -0.2 -0.2 0.0 0.0 0.8 1.0
Employment (% yoy) 1.5 0.7 -0.3 -1.6 -1.5 -1.1 -0.4 0.6 1.8
Unemployment Rate (% sa) 4.0 5.4 6.2 6.4 6.5 6.9 7.4 7.0 6.5
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. ANZ inflation forecasts
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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
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Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
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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
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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.
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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.
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