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Forecast updates

Recent ANZ NZ Forecast
Updates can be found here.

e NZ Weekly Data Wrap: The
tightest labour market on
record

e NZ Property Focus: The tide
is turning

e NZ OCR call change and CPI
forecast update

e NZ farmgate milk price
forecast revised over $8

Our other recent publications
are on page 2.
What's the view?

e GDP constrained by supply
more than demand

e Labour market tighter than
ever

o Inflation well above target

e Further OCR hikes towards
2.0% by end of 2022
needed to contain inflation.

Our forecasts are on page 3.

Key risks to our view
Falling consumer and
business sentiment

u_[|_[|J] derail momentum
even as COVID
restrictions ease.

Housing is at a
turning point.
Momentum could fade

faster as rates rise, or
have more significant
economic impacts.

An overheated
economy, surging
inflation expectations,
and highly inflationary
labour market could
be hard to rein in.

-

New Zealand Weekly Data Wrap -

What happened this week?

Inflation stole the limelight back from the labour market this week, with the
preliminary read of our ANZ Business Outlook showing a steep increase in Kiwi
businesses’ inflation expectations. Cost expectations and pricing intentions remain
very high as well (figure 1). Food prices fell 0.9% m/m in October, but that was
merely a return to normal seasonality, and was the first monthly decline in food
prices since February. Rent prices rose by 0.3% m/m in October - slightly
stronger than usual. So far the data supports our forecast that annual CPI inflation
will continue to rise, reaching 5.5% in Q4, and 5.8% in Q1 - and firms are clearly
expecting prices to surge as well.

Figure 1. ANZBO inflation indicators

90 1 r4.5

80

20 4.0
601 F3.5 »
g 50 o g
(9] L
g i 0 9
E 40 2
T 301 F2.5 S
2 20 §
= 101 r2.0 o

0,

F1.5
_10,
-20 —1.0

14 15 16 17 18 19 20 21 22
—Cost expectations, LHS —Pricing intentions, LHS - Inflation expectations, RHS

Source: Macrobond, ANZ Research

With the economy already overheated (with 4.9% inflation in Q3, and record-low
unemployment), the RBNZ will be keenly focussed on measures of inflation
expectations as we head towards the November MPS. Inflation expectations can
be self-fulfilling, adding further fuel to the inflationary fire that the RBNZ is trying
to put out with interest rate rises. The RBNZ's own Survey of Expectations is
released next week - they’ll be watching the 5- and 10-year inflation expectations
measures closely for any sign that the credibility of the inflation target is being
threatened by the unanticipated strength in underlying inflation.

Key data summary

ANZ Truckometer — October. The Light Traffic Index fell 6.4% in October, while
the Heavy Traffic lifted 1.0% m/m.

ANZ Business Outlook Flash — November. All forward-looking activity
indicators except employment intentions fell in the preliminary November Business
Outlook survey. Inflation expectations soared after the strong CPI data.

REINZ House Prices — October. Rose 2.3% m/m (sa, ANZ estimate) - but on
an annual basis house price inflation looks to have peaked, and we expect gradual
cooling to continue over into 2022.

Food Prices — October (Thursday 11 November, 10:45am). Food prices fell
0.9% m/m - their first monthly decline since February, and consistent with usual
October movements.

Rental Price Index — October. Rent prices rose 0.3% m/m - now up 3.3% on
an annual basis.

Performance of Manufacturing Index — October. Rose to 54.3 (51.6
previously) — continuing to recover from lockdown. All sub-indexes rose.
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Looking ahead

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

e NZ Insight: NZ-UK Free
Trade Agreement

e NZ Insight: The ‘great
resignation’ in New Zealand

e NZ Insight: States of the
world

e NZ Property Focus: The tide
is turning

e NZ Insight: RBNZ Speech
Review

e Not just rugby: NZ beating
Australia on wage growth

e NZ Insight: Increasing the
contingency fund

e NZ Insight: What would it
take to derail OCR hikes?

e NZ Insight: A quick look at
the high-frequency data

e NZ Insight: Lockdown and
the economic outlook

e NZ Insight: Finding neutral

e NZ Agri Focus: Springing
into action

Click here for more.

Data calendar

Date Data/event

Mon 15 Nov Performance
(10:30am)  Services Index Oct
Mon 15 Nov Net Migration -
(10:45am) Sep

Wed 17 Nov GlobalDairyTrade
(early am) auction

Thu 18 Nov  RBNZ 2Yr Inflation
(3:00pm) Expectations - Q4
Tue 23 Nov
(10:45am)
Wed 24 Nov RBNZ Monetary
(2:00pm) Policy Statement
Thu 25 Nov  Merchandise Trade
(10:45am) - Oct

Fri 25 Nov ANZ-RM Consumer
(10:00am) Confidence — Nov
Tue 30 Nov ANZ Business
(1:00pm) Outlook — Nov F
Wed 1 Dec  Building Permits -
(10:45am)  Oct

Thu 2 Dec Terms of Trade -
(10:45am) Q3

Mon 6 Dec  Building Work Put
(10:45am) in Place - Q3

Retail Sales - Q3
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Housing headwinds are blowing

The October report from REINZ showed monthly house price inflation increased to
2.3% from 1.4% in September (sa, ANZ estimate). That was a considerably
stronger print than the 1.0% m/m rise we were forecasting. But it looks like a
result of supply-demand mismatch, as ongoing Alert Level restrictions clog things
up. Stepping back, the outlook for house price inflation is looking soft. In fact, it
looks like we've seen the peak in annual house price inflation - it should decline
from here.

There’s a long laundry list of headwinds blowing against further strong house price
inflation. These include steeply rising mortgage rates, affordability constraints,
LVR restrictions being tightened, tax policy changes, anaemic population growth
(with Auckland’s population shrinking slightly in the year to June), record levels of
building activity, and a very solid pipeline of dwellings that have been consented
but not yet built. All up, these factors point to a sustained moderation in house
price inflation. However, while we can’t rule it out, we're not forecasting a sudden
house price correction. That would require an income shock (eg significant job
losses) forcing people to put their houses up for sale. With the labour market
looking like it’s the tightest it’s been since the official data began in 1986, it would
be difficult to justify forecasting such a correction.

It's also hard to overstate how quickly we're catching up on the housing supply
deficit. Population growth has been very weak since the border was shut, while
we've consented a record 47,000 new dwellings in the past 12 months. Estimates
of how quickly we’re eroding the housing shortage are highly sensitive to
assumptions around the number of people per dwelling and the completion rate of
consented dwellings, but roughly speaking in the past year, new housing supply
has outstripped new demand (from population growth) by about 4-6000 dwellings
per quarter (figure 2). Low interest rates, FOMO, and COVID disruption may have
given the housing market a final boost over the past few months, but there’s only
so long prices can push against the fundamentals of supply and demand.
Figure 2. Quarterly housing supply-demand imbalance
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The week ahead

Performance of Services Index — October (Monday 15 November,
10:30am). Services are more impacted by COVID restrictions — and we won't see
the benefit of retail reopening in Auckland until we get November data.

Net Migration — September (Monday 15 November, 10:45am).

GlobalDairyTrade auction (Wednesday 17 November, early am). Dairy
prices are forecast to lift a further 3%, supported by stable offer volumes and
relatively tights global milk supply.

RBNZ Inflation Expectations — Q4 (Thursday 18 November, 3:00pm).
Likely to see near-term expectations spike after Q3’s 4.9% inflation print. The
RBNZ will be wanting to see longer-term expectations anchored at 2%.
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@@ Markets and forecasts

Markets outlook

Local interest rates have edged higher across the board this week, with short-end rates like the 2-year swap back
up towards earlier highs at around 2.30%, and long-end rates like the yield on the NZGB 2032 bond up to a high
for the year, at around 2.70%. Different drivers have been at play at each end of the yield curve, with the short
end under pressure on fears that the RBNZ might deliver a 50bp hike on November 24th, and the long end
following global yields higher in the wake of the surge in US inflation (which is at a 30-year high of 6.2%). These
moves have been exacerbated by thin liquidity and bond investor unease, which is clearly evident in falling and/or
low bid cover ratios at government bond tenders and auctions across the globe, including in NZ. This unease is
understandable ahead of what is set to be a wave of global policy tightening in 2022, and we don't expect investor
attitudes to normalise until the tightening cycle is well underway and buyers are able to take a more confident stab
at the likely peak in policy rates. While that clarity is likely to be months away for the long end, some end is in sight
for unease at the short end, especially if the RBNZ deliver “only” a 25bp hike on the 24th, as we expect. While we
can’t rule out a 50bp hike, we do think it would create significant volatility. While conceptually there’s some policy
urgency, term swap rates and mortgage rates are already significantly higher and that’s ultimately the aim of OCR
hikes. In FX markets, the NZD has struggled in the face of a stronger USD. Higher short-end rates have benefitted
the Kiwi, but as markets look to rising policy rates elsewhere, the Kiwi’s relative appeal may start to fade over the
course of 2022. Notably, of late, NZD/USD has struggled to sustain above our year-end forecast of 0.72.

Actual Forecast (end month)
FX rates Sep-21 Oct-21 Today Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23
NzD/USD 0.686 0.717 0.702 0.720 0.720 0.720 0.720 0.720 0.720
NzZD/AUD 0.955 0.954 0.963 0.960 0.960 0.960 0.960 0.960 0.960
NZD/EUR 0.593 0.620 0.613 0.610 0.600 0.585 0.590 0.590 0.590
NzD/JPY 76.9 81.7 80.1 80.6 80.6 80.6 80.6 80.6 80.6
NzD/GBP 0.511 0.524 0.525 0.514 0.511 0.503 0.493 0.486 0.483
NZ$ TWI 73.7 75.9 75.0 75.7 75.3 74.8 74.6 74.5 74.3
Interest rates Sep-21 Oct-21 Today Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23
NZ OCR 0.25 0.50 0.50 0.75 1.00 1.50 2.00 2.00 2.00
NZ 90 day bill 0.65 0.80 0.84 1.00 1.52 2.02 2.10 2.10 2.10
NZ 10-yr bond 2.09 2.64 2.69 2.50 2.65 2.75 2.75 2.80 2.80

Economic forecasts
Jun-21 Sep-21  Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23

GDP (% qoq) 2.8 -7.0 7.5 0.2 1.0 0.9 0.8 0.7 0.6
GDP (% yoy) 17.4 -4.2 4.1 2.9 1.2 9.8 2.9 3.4 3.0
CPI (% qoq) 1.3 2.2 1.0 1.2 0.6 1.0 0.4 0.4 0.2
CPI (% yoy 3.3 4.9 5.5 5.8 5.1 3.9 3.2 2.5 2.0
Employment (% qoq) 1.1 2.0 0.0 0.6 0.6 0.6 0.5 0.4 0.3
Employment (% yoy) 1.6 4.2 3.6 3.7 3.2 1.8 2.3 2.1 1.8
Unemployment Rate (% sa) 4.0 3.4 3.5 3.4 3.2 3.1 3.0 3.0 3.0
Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The opinions and research contained in this document are (a) not personal advice nor financial advice about any
product or service; (b) provided for information only; and (c) intended to be general in nature and does not take into
account your financial situation or goals.

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. The information contained in this document is confidential and is provided solely for your use upon your request. This does not
constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be relied
in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that you
are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our engagement.
Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of ANZ
Research is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.

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.
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