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GDP 2020Q2 Preview



GDP and labour market:
Renewed restrictions will
hamper recovery



How has the view changed?
We are now expecting a more gradual path lower for the OCR, and whether a
negative OCR will be deployed at all is much more of a line-ball call. At the
November MPS the RBNZ provided more stimulus via the Funding for Lending
Programme (FLP), but acknowledged more recent positive domestic news. The
RBNZ’s forecast for the unconstrained OCR – the level of stimulus needed to
achieve the RBNZ’s objectives, achieved through the Bank’s suite of alternative
policy tools – is now significantly higher. From a current level of -0.65% to
-0.8%, it now reaches a low of -1.5% versus -2.4% previously – an upward
revision of almost 100bps. The market took this as a strong signal that a
negative OCR would no longer be required (see Markets Overview for more),
but this move appears overdone to us. It is entirely possible that a negative
OCR will not be needed, but on balance, the outlook is still consistent with a bit
more stimulus in time, especially since the FLP is not expected to go the whole
hog (see What are we watching?).
Figure 1. Unconstrained OCR forecast
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What’s the view?


GDP returns to pre-COVID
level mid-2022



Unemployment peak: 7½%



Inflation decelerates 2021



Risks to the downside



We see a negative OCR in
April next year

Our forecasts are on page 3.

Risks remain skewed to the
downside.
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What happened this week?
RBNZ Inflation Expectations Survey – Q4. 2-year 1.59% but falling short.

Electronic Card Transactions – October. Up another 8% m/m, as we
recover from lockdown #2, with strong growth in hospitality and apparel.
RBNZ Monetary Policy Statement – November. Broadly as expected, with
a more gradual easing profile now looking more likely.
REINZ Housing market data – October. Gangbusters; prices up 3% m/m.
Net Migration – September. Still very low with upside contained by
quarantine capacity.
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Food Prices – October. Down 0.7% on seasonally weaker fruit and veg.
Rental Price Index – October. Up 0.2% m/m for the fifth consecutive
month.

Looking ahead
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ANZ NZ Property Focus:
Riding high



ANZ NZ Quarterly
Economic Outlook – A
delicate balance



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

What are we watching?
The path forward for monetary policy now appears highly conditional.
Developments over the next three to six months will be crucial. Much will
depend on the economic data flow, of course, but the effectiveness of the
soon-to-be-implemented FLP will also be really important.
The FLP will work in two key ways. First, by lowering bank funding costs, with
the RBNZ providing marginal funding at a very cheap rate and providing a
backstop that means other funding sources can be priced lower. This,
combined with the ongoing LSAP, should ultimately lead to lower retail lending
and deposit rates. Second, banks are currently well funded through deposits,
but the FLP will allay fears of future funding constraints, making banks feel
more confident to lend, reinforced by a lending incentive where the availability
of funds is linked to loan growth.
The RBNZ is confident the scheme will be effective, and its measure of success
will be the impact on retail rates, but how much they will move is really hard
to say. A further move lower in retail rates of say 25-50bps would make a
decent, but not complete, dent in the amount of further stimulus the RBNZ
currently think they need to achieve (roughly 70-80bps based on their
unconstrained OCR, though perhaps more now given the increase seen in
market yields).
There are some differences in our exact forecasts, but we are broadly of the
same mind as the RBNZ that the outlook will be challenging, perhaps a bit
more so than they are assuming. There are many risks in either direction, but
weighing it all up, we think that the FLP won’t do quite enough for the RBNZ to
be comfortable with the medium-term outlook, tipping the balance of risks
slightly in favour of the OCR going gradually lower next year.
Figure 2. The FLP enters the monetary policy toolkit
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The week ahead
Performance Services Index – October (Monday 16 November,
10:30am). Should remain expansionary reflecting the rebound out of
lockdowns.
GlobalDairyTrade auction (Wednesday 18 November, early am). Little
change in dairy prices is anticipated at the next event but over the longer-term
prices may ease due to increased global milk supply.
PPI – Q3 (Wednesday 18 November, 10:45am). Possibly due a rebound
from Q2, but these data typically don’t provide a good signal for pipeline CPI
inflation.
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Markets and forecasts
Markets outlook
It has been a volatile week in markets, with risk appetite, global bond yields and the NZD all surging higher in the
wake of upbeat vaccine news, and those moves extending further in the wake of the RBNZ MPS. The RBNZ
echoed a dovish tone as it detailed the features of the FLP, downplaying vaccine developments and kept its
options open with respect to a negative OCR. But the market was caught off guard by the suggestion that if we
were to see much lower retail lending rates, we may not need a lower OCR. That is a logical conclusion to arrive
at, but we think more stimulus will ultimately be needed. We expect the term structure of interest rates to correct
lower over coming weeks, with the LSAP unchanged and bond buying exceeding issuance over the next few years.
We always expected progress on a vaccine and it will still take a long time to deploy. In the meantime, the
pandemic continues to mushroom. Nonetheless, bonds will be more challenged going forward even after they
correct lower, so we have upgraded our bond forecasts to reflect our more gradual, conditional easing profile and
global market optimism. We have also upgraded our bank bill and NZD/USD forecasts to reflect our changed OCR
call. With negative rates likely delayed and more conditional, and global risk appetite improving, our old forecast
of 0.65 was too low. Our new forecast of 0.68 is flat-lined, reflecting the more balanced outlook from here.
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Figure 3. GDP forecast and high-impact scenarios

Figure 4. ANZ inflation forecasts
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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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