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Uncertain

Economic overview

It's MPS week. We'll be watching for a steer on how the RBNZ is thinking about the
known and unknown economic impacts of China’s novel coronavirus outbreak.
RBNZ comments will no doubt highlight the enormous uncertainty of a fast-moving
situation. The devastating human toll of the virus is centred on the city of Wuhan,
but it is disruption at China’s ports that is taking a large economic toll on the New
Zealand economy at present. This will hopefully be resolved very quickly, but it is
just round one, with exports of tourism and education services already affected,
and the extent of damage to China’s economy unclear. This week we use the
information available to assess the possible implications for the near-term economic
outlook. Uncertainty is extreme, but it hopefully provides a framework to think
about the economic implications of developments as they unfold.

Chart of the week

We've trimmed our first-half growth forecasts by 0.5%pts. But uncertainty is
extremely high. Our forecasts will remain under review as the situation evolves.
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It's MPS week
and there’s a

lot for the RBNZ

to ponder.

Excluding
coronavirus
impacts, the
starting point
for the outlook
has improved...

...with forward-
indicators
suggesting
momentum is
turning...

Economic overview

Summary

It's MPS week. We'll be watching for a steer on how the RBNZ is thinking about the
known and unknown economic impacts of China’s novel coronavirus outbreak. RBNZ
comments will no doubt highlight the enormous uncertainty of a fast-moving situation.
The devastating human toll of the virus is centred on the city of Wuhan, but it is
disruption at China’s ports that is taking a large economic toll on the New Zealand
economy at present. This will hopefully be resolved very quickly, but it is just round one,
with exports of tourism and education services already affected, and the extent of
damage to China’s economy unclear. This week we use the information available to
assess the possible implications for the near-term economic outlook. Uncertainty is
extreme, but it hopefully provides a framework to think about the economic implications
of developments as they unfold.

Forthcoming data
ANZ Truckometer — January (Tuesday 10 February, 10:00am).

RBNZ Monetary Policy Statement - February (Wednesday 12 February,
2:00pm). We expect the RBNZ to keep the OCR on hold at 1% as it balances the
improvement in the data pulse since the November MPS against the near-term impacts
of novel coronavirus containment measures. The latter suggests the tone will be
cautious.

Food Price Index -January (Friday 14 February, 10:45am). Food prices are
expected to lift around 2% m/m, unwinding their seasonal weakness from prior months.

Rental Price Index - January (Friday 14 February, 10:45am). Rents are expected
to lift 0.3% m/m.

REINZ housing market data - January (Monday 17 February, 9:00am). The
housing market has tightened in recent months, suggesting prices are poised to lift in
the near term.

What's the view?

It's MPS week and there is a lot for the RBNZ to ponder. The starting position for the
outlook is undoubtedly stronger than expected at the November MPS. But the globe is
grappling with a new coronavirus, and the implications for human wellbeing (particularly
in the city of Wuhan) are devastating. Our thoughts are with the families affected. The
global economic fallout will be significant in the near term, but how long the impact will
last, and how rapid the eventual rebound will be, is impossible to estimate at this point.
New Zealand will certainly experience a very near-term drag on growth as exports of
both goods and services are being significantly disrupted, but beyond that it’s a
guessing game as to whether growth will bounce back sharply later in the year or if the
impact will persist for longer. This is a highly fluid situation and estimated impacts are
extremely uncertain.

A stronger starting point

The February Monetary Policy Statement forecasts will be from a strong starting point
that will provide the RBNZ scope to sit tight for now and see how things evolve. Since
the November MPS, forward indicators for economic momentum have shown tentative
signs of turning a corner (figure 1), the housing market has tightened, and the
Government has committed to greater capital spending that will support activity over
the medium term.
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Figure 1. GDP forward-indicator suite
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At face value, domestic conditions appear supportive for a gradual lift in growth and

inflation near target over the medium term. The sharply lifting housing market is a big
part of it but it's more than that. Inflation is already in a comfortable spot, with core

That bodes well inflation having risen gradually, and last week’s Q4 labour market statistics suggest the
for inflation labour market is close to, if not above, full employment - although a very large
remaining close proportion of employment growth in the second half of last year did come from the
to target... public sector (figure 2).
Figure 2. New Zealand employment growth
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Nonetheless, the signal from last week’s labour market data was strong, on balance. The
unemployment rate fell to 4.0% (from a downwardly revised 4.1% in Q3), the

-.and the underutilisation rate (a broader measure of labour market tightness) fell to a new 11-
economy near year low of 10.0%, and wage growth picked up a touch. From an inflation-targeting
full perspective, the latter somewhat mitigates weak employment growth in Q4. Slowing
employment. employment growth could be deemed a natural response to a tightening labour market

- or validation of weak employment intentions in the ANZ Business Outlook survey,
depending on whether your glass is half-full or half-empty.

Tightness in the labour market isn't translating into strong wage growth by any means,
but like core inflation, wage inflation has been gradually lifting. While some of this is
owing to regulated wage rises (such as the minimum wage), underlying wage pressures
have also been building (figure 3).
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But we think
wage inflation
is unlikely to
shoot for the
moon.

Labour
productivity is a
key element of
sustainable
wage growth...

...and we
haven'’t exactly
been
overachieving
on that front.

Figure 3. Headline and underlying wage inflation
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We see limited upside to wage growth going forward. Labour shortages should remain
favourable for continued modest wage pressure, but labour productivity is lacking
(figure 4). And that’s what really matters for sustained wage growth. And with
investment nothing to write home about (despite low interest rates and difficulty finding
labour), this is unlikely to change any time soon. Indeed, difficulty passing on rising
costs and squeezed margins means there is little in the kitty to pay higher wages, and
that’s a story that’s been reflected in the business survey data for some time. So despite
the labour market remaining tight, we think wage growth will remain modest at around
current levels. And at face value, that suggests the RBNZ needn’t be too concerned
about inflation pressures getting out of hand any time soon.

Figure 4. Real GDP growth composition
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Overall, the data flow since the November MPS has surprised largely on the upside. But
with coronavirus developments moving so fast, these data are feeling less relevant by
the day. Risks associated with this tragic shock to China’s people and economy will
weigh heavily on the RBNZ'’s thinking and have some prominence in their discussion, if
not in the central forecasts.

Coronavirus containment measures will dent activity in the near term

It is far too early to accurately assess the impacts of the new coronavirus outbreak and
the associated disruption, but the direction is clear, with a near-term negative economic
hit expected to China, the global economy, and New Zealand. Should the outbreak be
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Coronavirus
impacts could
prove more
important than
the starting
point...

...but
uncertainty is
extreme.

We expect the
RBNZ to
acknowledge
the risks, and
maintain a
slight easing
bias.

There will be
some near-
term disruption
to exports...

...and dry
conditions
aren’t helping
the situation.

Economic overview

contained quickly - as we hope - then this would likely result in a short, sharp dent in
New Zealand GDP growth. But there are risks that we could see a larger and/or more
sustained impact. The fact is, this is a very fluid situation and it is simply far too early to
know. Uncertainty is extreme.

For the RBNZ, we expect emerging global developments associated with the virus will sit
predominantly in the “risk” basket for now, and that they will put a strong emphasis on
the enormous uncertainty at present. Only modest impacts are likely to feature in the
central projections; a near-term dent in GDP (largely via goods and services exports),
perhaps a short-lived fall in export prices near term, along with lower global wholesale
interest rates.

We expect the OCR track will be broadly unchanged, despite a stronger domestic
backdrop. Should the economic impact prove temporary, then the RBNZ would be
expected to look through it - though they would remain vigilant to flow-on effects. But if
the impact is large and/or persistent, more stimulus may be required from central banks
and governments globally - including in New Zealand. We expect that the RBNZ will
signal that the OCR could go lower if required, and offer reassuring words about the
economy'’s ability to weather such a shock.

As we talked about in our last ANZ Weekly Focus, the channels through which the
outbreak could affect New Zealand are numerous and complex. Our service exports are
already feeling the impact, with reduced demand and travel disruption weighing on both
tourism and education exports, reflecting travel being significantly curbed from China
and a reluctance to travel more globally.

On the goods side, industries like meat and forestry are experiencing immense pressure,
and uncertainty will be weighing on many others. China’s ports and places of business
have experienced significant disruption due to the extension of the Chinese Lunar New
Year holiday in order to minimise the movement of people. This stoppage should be
resolved very quickly; China’s authorities have confirmed that food imports are a
priority. But for now, crayfish are being released back into the sea; forestry has slowed
down markedly as logs cannot be unloaded at Chinese ports; and meat processors are
having to delay accepting animals just as much of the country becomes increasingly dry
(figure 5). Fortunately, a lot of supplementary feed is currently available after a good
spring, and farmers have been working hard to improve their financial resilience. The
apple harvest is also just getting underway. All up, a lot of fingers are crossed.

Figure 5. Soil moisture deficit: historical average for this date, last year, this year
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China’s
factories and
ports are
expected to
reopen from
today...

...but it’s early
days in terms
of gauging the
possible
impacts.

We think
growth in NZ
could be 0.3%-
0.7%pts lower
than otherwise
over H1 2020...

...but our
forecasts will
remain under
review as the
situation
evolves.

A temporary
shock lends
itself to a sharp
recovery...

For our food exporters, the outbreak could not have come at a worse time, with demand
usually strong at this time of year due to the Chinese Lunar New Year holiday period.
Where necessary and possible, exports will be sent to other markets, but it will be at a
different price point. Some industries, like forestry, will be able to rebound sharply once
logistics and demand recover, but there is enormous uncertainty about when BAU will
return, and people are currently out of work. On the other hand, for perishable goods
like meat, supply is far less easily turned on and off, meaning prices will potentially take
a bigger hit if chains remain disrupted for long.

At this stage, it is expected that ports and factories will resume operations today, when
the extended Chinese New Year holiday ends. This is a key day and there is some
uncertainty about the capacity at which activities will resume. This will be a nervous day
for our primary goods exporters.

Beyond the immediate port disruption is the question of China’s consumer demand.
When will people feel comfortable eating out again? Will they continue to hunker down
financially long after they stop doing so physically, worried about their job security or
other economic fears? Should demand for New Zealand’s relatively luxurious foodstuffs
take a prolonged hit, then this will further weigh on commodity prices (though also on
the NZD, a key safety valve in the face of global shocks such as this). Dairy prices were
down 4.7% at last week’s GDT auction, a smaller drop than some had feared. We'll have
to wait and see what happens with them and with other prices. Global supply constraints
for dairy and meat proteins remain a supportive factor, but they can’t provide a force-
field against the impacts of weaker demand. But for now, the dairy market seems to be
assuming disruptions will be short-lived.

It’s way too soon to know what this all means for the New Zealand economy. There’s a
lot we don’t know about what’s happening right now, let alone what will happen in the

future. Based on recent developments and assuming disruption is not prolonged, we've
estimated that GDP in the first half of 2020 could be 0.3-0.7%pts lower than otherwise.

For now, we have trimmed our first-half growth forecasts by 0.5%pts:

e -0.2%pts reflects weaker services exports, on the back of weaker tourism and
education exports (with some offset from other markets, including domestic holiday
makers), including some flow-on to industries such as hospitality.

e -0.2%pts reflects weaker volumes of goods production and exports (across both
primary and non-primary industries).

e -0.1%pts reflects disruption across a range of related industries (eg distribution,
wholesaling).

To be specific, we are pencilling in that quarterly growth in production GDP will be
0.4%pts lower than otherwise in Q1 (0.3% qg/q rather than 0.7%) and 0.1%pts lower in
Q2 (0.5% g/q instead of 0.6%). We are assuming that the majority of this hit is
temporary, resulting in a vigorous bounce-back later in the year and our medium-term
forecasts remain unchanged, with the economy growing a little above trend. Our
forecasts will remain continuously under review as the situation evolves and new
information comes to light. If the virus is contained quickly, as we hope, the dent in
activity could be smaller and/or the rebound more vigorous. However, the risk of a more
significant or prolonged impact cannot be ruled out.

This near-term dent in growth is expected to see the labour market ease a little from its
favourable starting point. But given our assumption about the medium-term growth
trajectory, it is not at all clear that the RBNZ will feel it necessary to respond, given the
favourable starting point for both inflation and the labour market, and assuming the
outbreak is contained quickly. Current monetary conditions are accommodative, and
could remain so a little longer than otherwise.
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...but there’s a
risk the
slowdown is
more
prolonged.

If that risk
materialises,
the RBNZ and
Government
are likely to
respond.

But for now,
the RBNZ can
afford to be
patient and see
how things
evolve.

Economic overview

It is worth remembering that Chinese manufacturing is an important input in global supply
chains, providing intermediate inputs across a range of industries (eg fertiliser and steel),
so the indirect impacts of disruption could be greater than assumed. Imports of both
consumer and intermediate goods are also being disrupted, and this will have flow-on
effects (some of them positive for GDP, ironically, to the extent import volumes are weaker
than otherwise). However, a bigger hit to domestic activity could also come via a more
synchronised impact that transmits though both income and confidence channels than we
are assuming. In short, we lose our collective mojo. But again, the medium-term channels
are complex, with NZD and price effects, alongside possible effects on migration patterns
and longer-term production decisions all very important — and all but impossible to predict.

What is clear is that if the impact becomes more marked and prolonged, and threatens to
become self-perpetuating, then a response from the RBNZ and the Government would be
likely. We'd also expect the NZD to fulfil an important role as a significant shock absorber.
A lower exchange rate would offset the pain of falling export prices far more effectively
than still-lower interest rates would, particularly from an OCR starting point of 1.0%. And
the Government, in particular, is in a good position to provide more stimulus, having plenty
of fiscal headroom. But with infrastructure spending difficult to implement in a hurry, any
fiscal package will need to be carefully thought out. As we have discussed previously, a
fiscal stimulus package will need to have regard for the three T’'s: temporary, targeted, and
timely. Ticking all three boxes would likely require both more spending and lower revenues.
The RBNZ has less conventional monetary ammunition, but can deploy interest rate cuts
rapidly if required, and has scope to get creative in the unconventional policy space.

For the February MPS next week, the RBNZ will be considering the possible impacts of the
novel coronavirus and the enormous uncertainty around it. They will also want to
acknowledge the strong starting point for the labour market and inflation, which puts them
comfortably close to their targets. They will want to make it clear that they stand ready to
provide more stimulus if required, but they will not want to spur any fears about possible
medium-term impacts that may well never happen. The RBA struck a very sanguine tone
last week, underpinned by a positive view on the domestic Australian outlook, and the
RBNZ may adopt a similar approach, particularly as the data momentum has been stronger
here. That said, the RBNZ typically takes a very forward-looking risk management
approach. Striking the right tone will be a balancing act. But it’s also true that with the pace
events are moving, both the forecasts and the commentary will have a shorter shelf-life
than usual.

Overall, we expect the RBNZ will signal that they are staying on the side-lines for now,
keeping the OCR on hold at 1%, but that they are watching developments closely and will
respond as required if need be.

Taking a longer-term view and assuming the virus is contained rapidly, the medium-term
outlook for New Zealand is favourable. Interest rates are extremely low, the terms of trade
are good, the Government is willing to spend, and a strong labour market is contributing to
a robust household sector.

The week ahead

It's going to be another important week for coronavirus headlines. The efficacy of
containment measures, limiting the human cost, is first and foremost on our radar. We'll
also be trying to gauge the extent to which China’s ports and factories reopen. On the local
front this week we’ll get a couple of partial Q1 CPI indicators (January rent and food
prices), which are both expected to lift in the month. REINZ housing market data are next
Monday. We expect annual house price inflation took another step higher in January,
reflecting recent tightening in the market. On the activity side, our Truckometer indexes
are out on Tuesday. These data will cover the month of January - too soon to gauge the
impacts from the drop in visitor arrivals from China and fewer logging trucks on the road.
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Local data

Building Consents — December. Residential consents rose 9.9% in December, after
weakness (-8.4%) in November. On the whole, there was strong growth through 2019.
Building activity has pushed higher, but the industry is running up against constraints.

GlobalDairyTrade auction. Dairy prices fell 4.7% at auction last week, closely aligned
with futures market expectations. Buyers from China remained active, providing a
degree of relief that this very important market isn't closed for business.

ANZ Commodity Price Index - January. The ANZ World Commodity Price Index fell
0.9% in January as weaker meat prices pulled the overall index down. The impact on
export prices of the recent coronavirus outbreak in China was not captured in the
January pricing. We expect downwards pressure on commodity prices in February.

Labour Market Statistics — Q4. The unemployment rate ticked down to 4.0% in Q4
from a downwardly revised 4.1% in Q3, suggesting the labour market has been resilient
to the growth slowdown in mid-2019. But these data are backwards looking, and the
outlook is uncertain at present.

RBN2Z Inflation Expectations Survey — Q1. Inflation expectations continued to push
higher, with the 2-year mean lifting from 1.80% to 1.93%. This is consistent with the
recent, but gradual, acceleration in core inflation.

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 NZ RBNZ MPS Preview - Watch, wait - and worry
e NZ Agri Focus - Sun sets on golden run

e ANZ NZ Commodity Price Index - Easing into 2020
e NZ Labour Market - A strong finish for 2019

ANZ New Zealand Weekly Focus | 10 February 2020


mailto:research@anz.com
https://push.bigtincan.com.au/downloads/d181f914538d6d11f429acaabc9c2396c6ecadef3eb94a8e225b75d1b6054899
https://push.bigtincan.com.au/downloads/493ac792087be0837a6feaa959b141e5b4954a9f1c738597b6b129a58468b1b8
https://push.bigtincan.com.au/downloads/5bb1af8bb938ec742820162b525adaebfb1c4b00b93031a54ab14b662208051d
https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/2020/ANZ-LabourMarket-2019Q4.pdf

Data calendar

Date Country Data/event Mkt. Last NZ time
10-Feb IN BoP Current Account Balance - Dec ¥464.7B ¥1436.8B 12:50
IN BoP Current Account Adjusted - Dec ¥1677.2B ¥1794.9B 12:50
IN Trade Balance BoP Basis - Dec ¥28.0B -¥2.5B 12:50
CH PPI YoY - Jan 0.0% -0.5% 14:30
CH CPI YoY - Jan 4.9% 4.5% 14:30
EC Sentix Investor Confidence - Feb 5.9 7.6 22:30
CH Money Supply MO YoY - Jan -- 5.4% 10-15 Feb
CH Money Supply M1 YoY - Jan 4.8% 4.4% 10-15 Feb
CH Money Supply M2 YoY - Jan 8.6% 8.7% 10-15 Feb
CH New Yuan Loans CNY - Jan 3100.0B 1140.0B 10-15 Feb
11-Feb Nz ANZ Truckometer Heavy MoM - Jan -- -2.5% 10:00
AU ANZ-RM Consumer Confidence Index - 9-Feb -- 108.5 11:30
AU Investor Loan Value MoM - Dec 1.6% 2.2% 13:30
AU Home Loans Value MoM - Dec 1.6% 1.8% 13:30
AU Owner-Occupier Loan Value MoM - Dec 1.6% 1.6% 13:30
AU NAB Business Conditions - Jan - 3 13:30
AU NAB Business Confidence - Jan -- -2 13:30
UK Monthly GDP (MoM) - Dec 0.2% -0.3% 22:30
UK GDP QoQ - Q4 P 0.0% 0.4% 22:30
UK GDP YoY - Q4 P 0.8% 1.1% 22:30
UK Exports QoQ - Q4 P 1.7% 7.9% 22:30
UK Imports QoQ - Q4 P 0.0% -0.3% 22:30
UK Index of Services MoM - Dec 0.2% -0.3% 22:30
UK Index of Services 3M/3M - Dec 0.0% 0.1% 22:30
UK Industrial Production MoM - Dec 0.3% -1.2% 22:30
UK Industrial Production YoY - Dec -0.8% -1.6% 22:30
UK Manufacturing Production MoM - Dec 0.4% -1.7% 22:30
UK Manufacturing Production YoY - Dec -1.0% -2.0% 22:30
UK Visible Trade Balance GBP/Mn - Dec -£10000M -£5256M 22:30
UK Trade Balance Non EU GBP/Mn - Dec -£2000M £1734M 22:30
UK Trade Balance GBP/Mn - Dec -£350M £4031M 22:30
UK Construction Output MoM - Dec -0.5% 1.9% 22:30
UK Construction Output YoY - Dec 3.6% 2.0% 22:30
12-Feb us NFIB Small Business Optimism - Jan 103.3 102.7 00:00
us JOLTS Job Openings - Dec 6850 6800 04:00
Nz Card Spending Retail MoM - Jan 0.5% -0.8% 10:45
Nz Card Spending Total MoM - Jan -- -0.6% 10:45
Nz RBNZ Official Cash Rate - Feb 1.00% 1.00% 14:00
EC Industrial Production SA MoM - Dec -1.7% 0.2% 23:00
EC Industrial Production WDA YoY - Dec -1.9% -1.5% 23:00
13-Feb us MBA Mortgage Applications - 7-Feb -- 5.0% 01:00
us Monthly Budget Statement - Jan -$10.0B -$13.3B 08:00
IN PPI MoM - Jan 0.0% 0.1% 12:50
IN PPI YoY - Jan 1.5% 0.9% 12:50
AU Consumer Inflation Expectation - Feb -- 4.7% 13:00
UK RICS House Price Balance - Jan 3% -2% 13:01
GE CPI MoM - Jan F -0.6% -0.6% 20:00
GE CPI YoY - Jan F 1.7% 1.7% 20:00

Continued on following page
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Date Country Data/event Mkt. Last NZ time
13-Feb GE CPI EU Harmonized MoM - Jan F -0.8% -0.8% 20:00
GE CPI EU Harmonized YoY - Jan F 1.6% 1.6% 20:00

14-Feb us CPI MoM - Jan 0.2% 0.2% 02:30
us CPI YoY - Jan 2.4% 2.3% 02:30

us CPI Ex Food and Energy MoM - Jan 0.2% 0.1% 02:30

us CPI Ex Food and Energy YoY - Jan 2.2% 2.3% 02:30

us Initial Jobless Claims - 8-Feb 211k 202k 02:30

us Continuing Claims - 1-Feb 1743k 1751k 02:30

Nz BusinessNZ Manufacturing PMI - Jan -- 49.3 10:30

GE Wholesale Price Index YoY - Jan -- -1.3% 20:00

GE Wholesale Price Index MoM - Jan -- 0.0% 20:00

GE GDP SA QoQ - Q4 P 0.1% 0.1% 20:00

GE GDP NSA YoY - Q4 P 0.2% 1.0% 20:00

GE GDP WDA YoY - Q4 P 0.4% 0.5% 20:00

EC Trade Balance SA - Dec €19.0B €19.2B 23:00

EC Trade Balance NSA - Dec -- €20.7B 23:00

EC Employment QoQ - Q4 P - 0.1% 23:00

EC Employment YoY - Q4 P - 0.9% 23:00

EC GDP SA QoQ - Q4 P 0.1% 0.1% 23:00

EC GDP SA YoY - Q4 P 1.0% 1.0% 23:00

15-Feb us Import Price Index MoM - Jan -0.2% 0.3% 02:30
us Import Price Index YoY - Jan 0.2% 0.5% 02:30

us Export Price Index MoM - Jan -0.1% -0.2% 02:30

us Export Price Index YoY - Jan - -0.7%

us Retail Sales Advance MoM - Jan 0.3% 0.3% 02:30

us Retail Sales Ex Auto MoM - Jan 0.3% 0.7% 02:30

us Retail Sales Ex Auto and Gas - Jan 0.3% 0.5% 02:30

us Retail Sales Control Group - Jan 0.3% 0.5% 02:30

us Industrial Production MoM - Jan -0.2% -0.3% 03:15

us Capacity Utilization - Jan 76.8% 77.0% 03:15

us Manufacturing (SIC) Production - Jan -0.1% 0.2% 03:15

us Business Inventories - Dec 0.1% -0.2% 04:00

us U. of Mich. Sentiment - Feb P 99.3 99.8 04:00

us U. of Mich. Current Conditions - Feb P 115.0 114.4 04:00

us U. of Mich. Expectations - Feb P 90.0 90.5 04:00

us U. of Mich. 1 Yr Inflation - Feb P 2.4% 2.5% 04:00

us U. of Mich. 5-10 Yr Inflation - Feb P -- 2.5% 04:00

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 data has turned upward and growth looks like it will improve gradually from here. Although capacity
pressures have eased a little, the medium term outlook is now looking more assured. We see the OCR on hold for
the foreseeable future. Global risks are salient and could change this entirely.

Date

Tue 11 Feb
(10:00am)

Wed 12 Feb
(2:00pm)

Fri 14 Feb
(10:45am)

Fri 14 Feb
(10:45am

Mon 17 Feb
(9:00am)

Mon 17 Feb
(10:45am)

Mon 17 Feb
(1:00pm)
Wed 19 Feb
(early am)

Mon 24 Feb
(10:45am)

Thu 27 Feb
(10:45am)

Thu 27 Feb
(1:00pm)

Fri 28 Feb
(10:00am)

Mon 2 Mar
(10:45am)

Wed 4 Mar
(early am)

Wed 4 Mar
(10:45am)

Wed 4 Mar
(1:00pm)

Fri 6 Mar
(10:45am)

Tue 10 Mar
(10:00am)

Tue 10 Mar
(10:45am)

Fri 13 Mar
(10:45am)

Fri 13 Feb
(10:45am

Mon 16 Feb
(10:45am)

Mon 16 Mar
(1:00pm)

On balance

Data/event

ANZ Truckometer - January

RBNZ Monetary Policy
Statement - February

Food Price Index — January

Rental Price Index - January

REINZ Housing Data -
January

Net Migration - December

ANZ Monthly Inflation Gauge
- January

GlobalDairyTrade auction

Retail Sales - Q4

Overseas Merchandise Trade
- January

ANZ Business Outlook -
February

ANZ Roy Morgan Consumer
Confidence - February

Terms of Trade - Q4

GlobalDairyTrade auction

Building Consents -January

ANZ Commodity Price Index
- February

Work Put In Place - Q4

ANZ Truckometer - February

Economic Survey of
Manufacturing- Q4

Food Price Index - February

Rental Price Index -
February

Net Migration - January

ANZ Monthly Inflation Gauge
- February

Economic
signal

Hold the door

Rebound
Small rise
Rebound

Down

Easing

Bright spot

Easing

Easing

Hi there

Build me up

Line ball
Dip
Small rise

Easing

Data watch
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Comment

The RBNZ can afford to be patient. Inflation appears close to
target and the data pulse has improved. We expect the OCR to
remain unchanged at 1%.

A seasonal rebound in food prices is expected.
Continued increases in rental prices should support a quarterly

rise in CPI rents.

The housing market rebounded over the second half of 2019,
and more strength seems likely, given market tightness.

The vibe is certainly that migration has been heading
downwards, but data can - and does - throw up wildcards.

Dairy prices are expected to continue to ease due to market
uncertainty relating to the coronavirus outbreak.

A robust household sector is one of the economy’s bright spots.
Don't fail us now.

Dairy export volumes are expected to ease and a relatively
slow start to the meat-processing season will keep export
volumes in check.

The terms of trade may recoil slightly on a q/q basis, but are
expected to remain at a high level.

Reduced demand from China will weigh, potentially partially
offset by reduced supply on the back of dry conditions.

Consents have been holding at a high level. While downside
risks remain, recent resurgence in the housing market is
expected to provide continued support.

Another nudge up is expected, with building consents having
pushed higher.

The PMI suggests manufacturing activity lifted in Q4, but with
the December month coming in below 50 it’s a line-ball call.

Food prices are expected to slip slightly. Supply disruption into
China presents some downside.

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

These data are noisy, but we’ll be looking for confirmation that
the cycle has been easing, albeit with a 3 quarter lag.

The vibe has improved and we now see the OCR flat for
the foreseeable future. Global risks are salient.
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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)

Sep-19 Dec-19
0.7 0.5
2.3 1.7
0.7 0.5
1.5 1.9
0.6 0.6
2.3 2.4
0.2 0.0
1.0 1.0
4.1 4.0
-3.3 -3.3
1.9 -0.1
1.0 4.2
Apr-19 May-19 Jun-19
1.0 -0.6 0.3
5.0 3.4 1.5
1.9 -2.1 -2.7
-0.5 -12.6 -11.0
-8.5 16.1 -4.2
-3.2 8.2 9.5
1.4 1.7 1.8
0.5 0.5 0.5
5.9 6.0 5.9
123.2 119.3 122.6
-37.5 -32.0 -38.1
7.1 8.5 8.0
361 175 330
-5578 -5602 -4987
2.6 0.1 -3.9
2.2 0.7 -2.4
3250 3750 3330
46396 46144 45657
2.6 0.8 -2.4
0.2 0.8 -2.0
-0.1 0.2 0.5

Mar-20

0.3
1.6
0.5
2.2
0.4
2.5
0.3
1.3
4.1
-3.3
1.7
4.9

Jul-19
0.0
2.0

5.2

-5.4

-1.2

18.7

1.6

0.5

5.9

116.4

-44.3
5.0
-732
-5516

-1.4

-0.5

3740
45361

2.3

1.4

0.5

Jun-20

0.5
2.0
0.5
2.1
0.8
2.5
0.4
1.0
4.1
-3.5
-0.5
2.9

Aug-19
1.2
3.1

0.0

-5.2

0.7

12.4

2.7

0.6

6.0

118.2

-52.3
-0.5

-1642

-5591

0.3

0.9

3520
44688

-3.5

0.3

0.3

Sep-20

1.0
2.3
0.5
2.0
0.5
2.4
0.4
1.1
4.1
-3.5
0.3
1.3

Sep-19
0.3
0.6

6.5

4.7

7.0

23.5

3.2

0.5

6.1

113.9

-53.5
-1.8

-1310

-5321

0.0

3.4

2810
43217

3.3

-0.3

0.3

Dec-20

0.7
2.5
0.2
1.7
0.6
2.4
0.5
1.6
4.0
-3.5
0.0
1.4

Oct-19
-0.5
1.6

-6.6

-6.6

-1.2

18.5

3.8

0.5

6.2

118.4

-42.4
-3.5
-1043
-5060

1.2

7.2

3400
42980

2.8

0.2

0.3

Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year
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Mar-21

0.7
2.9
0.6
1.9
0.4
2.4
0.4
1.7
3.9
-3.6
0.1
-0.1

Nov-19
2.9
5.1

-1.4

3.0

-8.4

8.0

5.6

0.6

6.3

120.7

-26.4
12.9
-791

-4847

4.3

12.4

2610
41478

-1.6

1.2

0.1

Jun-21

0.7
3.1
0.5
2.0
0.9
2.4
0.4
1.7
3.9
-3.6
0.1
0.5

Dec-19

-0.8
3.9

2.2

5.6

9.9

15.8

6.6

0.6

6.5

123.3

-13.2
17.2
547

-4309

-2.8

9.4

-2.5

-2.0

0.4

Sep-21

0.7
2.8
0.6
2.0
0.5
2.4
0.4
1.7
3.8
-3.6
0.1
0.3

Jan-20
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@@ Key forecasts and rates

Actual Forecast (end month)

FX rates Dec-19 Jan-20 Today Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21
NzD/USD 0.674 0.646 0.641 0.67 0.66 0.66 0.65 0.65 0.65
NzD/AUD 0.961 0.966 0.960 0.97 0.97 0.97 0.97 0.97 0.97
NZD/EUR 0.600 0.583 0.585 0.62 0.60 0.60 0.58 0.58 0.57
NzD/JPY 73.10 70.04 70.27 74.4 73.9 73.9 72.8 72.8 72.8
NzD/GBP 0.511 0.489 0.497 0.51 0.50 0.49 0.48 0.47 0.47
NzZ$ TWI 73.70 71.63 71.47 74.6 73.4 73.3 72.0 71.8 71.6
Interest rates Dec-19 Jan-20 Today Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21
NZ OCR 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
NZ 90 day bill 1.29 1.26 1.25 1.28 1.28 1.28 1.28 1.28 1.28
NZ 10-yr bond 1.65 1.30 1.34 1.55 1.67 1.65 1.30 1.30 1.25
US Fed funds 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75
US 3-mth 1.91 1.75 1.73 1.90 1.90 1.90 1.90 1.90 1.90
AU Cash Rate 0.75 0.75 0.75 0.75 0.50 0.25 0.25 0.25 0.25
AU 3-mth 0.92 0.88 0.92 0.70 0.45 0.45 0.45 0.45 0.45

7-Jan 3-Feb 4-Feb 5-Feb 6-Feb 7-Feb
Official Cash Rate 1.00 1.00 1.00 1.00 1.00 1.00
90 day bank bill 1.27 1.27 1.25 1.26 1.26 1.25
NZGB 05/21 1.06 0.98 0.95 1.00 1.00 1.03
NZGB 04/23 1.08 0.94 0.93 1.03 1.03 1.05
NZGB 04/27 1.39 1.15 1.13 1.24 1.24 1.25
NZGB 04/33 1.75 1.44 1.42 1.54 1.54 1.55
2 year swap 1.19 1.08 1.09 1.14 1.17 1.13
5 year swap 1.33 1.11 1.14 1.20 1.25 1.19
RBNZ TWI 73.18 71.58 71.81 72.02 72.02 71.71
NzD/USD 0.6644 0.6463 0.6459 0.6492 0.6465 0.6400
NzD/AUD 0.9658 0.9658 0.9627 0.9593 0.9588 0.9592
NzD/JPY 72.03 70.08 70.39 71.19 70.98 70.24
NzD/GBP 0.5049 0.4949 0.4966 0.4974 0.4987 0.4967
NZD/EUR 0.5945 0.5841 0.5842 0.5891 0.5877 0.5848
AUD/USD 0.6879 0.6692 0.6709 0.6767 0.6743 0.6673
EUR/USD 1.1176 1.1065 1.1056 1.1019 1.1001 1.0946
UsD/JPY 108.41 108.42 108.99 109.67 109.80 109.75
GBP/USD 1.3161 1.3059 1.3007 1.3051 1.2963 1.2892
Oil (US$/bbl) 62.70 50.11 49.61 50.75 50.95 50.32
Gold (US$/0z) 1565.74 1580.94 1570.81 1552.04 1566.90 1570.44
NzZX 50 11630 11550 11511 11604 11604 11761
Baltic Dry Freight Index 791 466 453 430 431 415
NZX WMP Futures (US$/t) 3080 2965 2995 2970 2970 3000
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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.

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:

e 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
responsibility for its content. Information on any securities referred to in this document may be obtained from ANZSI upon request. This
document or material is intended for institutional use only — not retail. If you are an institutional customer wishing to effect transactions
in any securities referred to in this document you must contact ANZSI, not its affiliates. ANZSI is authorised as a broker-dealer only for
institutional customers, not for US Persons (as “US person” is defined in Regulation S under the US Securities Act of 1933, as amended)
who are individuals. If you have registered to use this website or have otherwise received this document and are a US Person who is an
individual: to avoid loss, you should cease to use this website by unsubscribing or should notify the sender and you should not act on the
contents of this document in any way. Non-U.S. analysts: Non-U.S. analysts may not be associated persons of ANZSI and therefore may
not be subject to FINRA Rule 2242 restrictions on communications with the subject company, public appearances and trading securities
held by the analysts. Where this is an FX-related document, it is distributed in the United States by ANZ's New York Branch, which is also
located at 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 916 0 Fax: +1 212 801 9163).

Vietnam. This document is distributed in Vietham by ANZ or ANZ Bank (Vietnam) Limited, a subsidiary of ANZ.

This document has been prepared by ANZ Bank New Zealand Limited, Level 26, 23-29 Albert Street, Auckland 1010, New Zealand,
Ph 64-9-357 4094, e-mail nzeconomics@anz.com, http://www.anz.co.nz
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