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Forecast updates

Recent ANZ NZ Forecast
Updates can be found here.

e NZ Property Focus: Coming
back to earth

e NZ Economic Outlook: Red
light/green light

e NZ Forecast Update:
Farmgate milk price forecast
revised up

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

e 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

];|_|]_|]J] derail momentum.
The housing market

{E} has peaked.

[0>=> Momentum could fade
faster as rates rise, or
have more significant
economic impacts.
Surging costs,
inflation expectations,
and highly inflationary

labour market could
be hard to rein in.

Omicron variant
proves hard to
control, requiring
tighter restrictions.
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Ending on a high note

The Treasury has opened up the Government’s books, incorporating a sizable
boost to Government spending, but also a lower debt forecast than in May.
Looking through the impacts of the latest lockdown, the economy has a far
stronger and more inflationary starting point than anyone predicted earlier in
the year, providing an almost NZD80bn boost to Treasury’s nominal GDP
forecast out to June 2025 - and that translates into a big lift in forecast tax
revenue. The Government is planning to use some of that extra headroom to
increase operational spending and fund reforms (including of the health
system and DHBs). Despite higher spending, net core Crown debt as a share
of GDP is forecast to decline to 30.2% in the 2026 fiscal year, versus a low of
43.6% previously expected in Budget 2021 (figure 1). With COVID disruption
ongoing, there is clearly a need for targeted fiscal support. But there are also
strong arguments in favour of fiscal restraint - the economy is highly capacity
constrained (meaning more spending may just go up in inflation smoke), and
there are big issues on the long-term horizon, including population aging and
climate change, which will not come cheap for future generations.

Figure 1. Net core Crown debt
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Stats NZ also released Q3 GDP - showing the economy ‘only’ contracted 3.7%
due to the latest lockdown. That's a much smaller hit than you would estimate
using the last big lockdown as a guide, showing businesses have gotten a lot
better at operating through lockdown. Any contraction in the economy still
hurts though - and as we saw in 2020, some industries have been harder hit
than others. In particular, accommodation and food services fell 23.8% in Q3.

Nonetheless, the better-than-expected Q3 read means there is less rebounding
to do in Q4 and Q1. Accordingly, we have downgraded our expectations for
quarterly growth over these quarters (Q4: 2.5% vs 3% qg/q; Q1: 1.2% qg/q vs
2.0% qg/q), leaving our GDP level forecasts little changed thereafter. Indeed,
with capacity constraints biting as hard as they are, any upwards revision to
economic momentum can be expected to boost inflation more than activity.

All up, we saw nothing in the Q3 GDP data to suggest the RBNZ should stray
from its current path of withdrawing stimulus in considered steps.

This is our last Weekly Data Wrap for the year. Our first edition for 2022 will be
released on January 14. We would like to wish our readers a safe and
enjoyable festive season. Meri Kirihimete.
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Looking ahead

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

e NZ Insight: Endemic COVID-
19 and labour supply

e NZ Property Focus: Coming
back to earth

e NZ Agri Focus: Higher prices
for Christmas

e NZ Insight: The real cost of
inflation

e NZ Insight: The Reopening

e NZ Property Focus: Risks
building

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?
Click here for more.

Data calendar

Date Data/event

Mon 20 Dec Merchandise Trade
(10:45am) - Dec

Wed 22 Dec ANZ-RM Consumer
(10:00am) Confidence - Dec
Wed 5 Jan GlobalDairyTrade
(early am) auction

Wed 12 Jan ANZ Commodity
(1:00pm) Price Index — Dec
Thu 13 Jan  Building Permits -
(10:45am) Nov

Wed 19 Jan GlobalDairyTrade
(early am) auction

Wed 19 Jan Electronic Card
(10:45am) Transactions — Dec
Thu 20 Jan  ANZ Truckometer
(10:00am) - Dec

Thu 20 Jan  Food Price Index -
(10:45am) Dec

Thu 20 Jan  Rental Price Index
(10:45am) - Dec

Of course, there are significant headwinds that could threaten the economic
recovery. One of those is a slowdown in the housing market. Recent tweaks to
consumer protections legislation and LVR restrictions have seen lending
conditions for housing tighten considerably — and we’ve consequently revised
down our house price outlook a touch. We now expect house prices will fall
about 4% from their current levels over the first half of 2022. Usually, falling
house prices are associated with economic recessions (figure 2). But with the
labour market the tightest it's ever been, we think the economy will get
through a period of moderate house price declines without too much fuss.

That’s all folks — enjoy the break.
Figure 2. House prices and consumption
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Key data summary

REINZ House Prices — November. Monthly house price inflation slowed, with
prices up 1.3% m/m following Oct’s solid 2.5% m/m gain (sa, ANZ estimate).

Performance Services Index — November. Ticked up slightly to 46.5 (44.9
previously) — still contractionary.

Net Migration - October. With the border closed, remained very low at 814.
Food Prices — November. Fell 0.6% m/m as we expected.
Rental Price Index — November. Rose 0.3% m/m.

Current Account Balance - Q3. The deficit expanded to 4.6% of GDP, as
imports continue to surge, while exporters miss tourism revenue.

Half-Year Economic and Fiscal. The economy is capacity constrained and the
Government has chosen to add additional fiscal stimulus to the mix. All else
equal, that speaks to higher-than-otherwise interest rates and inflation.

GDP - Q3. GDP fell 3.7% in Q3 - a slightly smaller decline than the 4.5% we’d
pencilled in. But there were no surprises here.

ANZ Business Outlook — December. Headline business confidence fell 7 points
in December, while own activity fell 3 points.

The week ahead

Overseas Merchandise Trade — November (Monday 20 December,
10:45am). Weekly Stats NZ data shows the monthly merchandise trade deficit
should shrink to NZD0.9bn, from NZD1.3bn previously, on strong exports.

Global Dairy Trade — (Wednesday 22 December). Global milk supply is very
tight, but with prices already high, an increase of just 1.5% is anticipated.

ANZ Roy Morgan Consumer Confidence - December (Wednesday 22
December, 10:00am).

ANZ New Zealand Data Wrap | 17 December 2021 2


https://bit.ly/ANZ-Insight-Endemic-COVID-19-Labour-Supply
https://bit.ly/ANZ-Insight-Endemic-COVID-19-Labour-Supply
https://bit.ly/ANZ-PropertyFocus-20211214
https://bit.ly/ANZ-PropertyFocus-20211214
https://bit.ly/ANZ-AgriFocus-20211206
https://bit.ly/ANZ-AgriFocus-20211206
https://bit.ly/ANZ-Insight-The-Real-Cost-of-Inflation-20211202
https://bit.ly/ANZ-Insight-The-Real-Cost-of-Inflation-20211202
https://bit.ly/ANZ-Insight-The-Reopening-20211126
https://bit.ly/ANZ-PropertyFocus-20211117
https://bit.ly/ANZ-PropertyFocus-20211117
https://bit.ly/ANZ-Insight-NZ-UK-FTA
https://bit.ly/ANZ-Insight-NZ-UK-FTA
https://bit.ly/ANZ-Insight-20211102
https://bit.ly/ANZ-Insight-20211102
https://bit.ly/ANZ-Insight-Economic-Scenarios-20211026
https://bit.ly/ANZ-Insight-Economic-Scenarios-20211026
https://bit.ly/ANZ-PropertyFocus-20211026
https://bit.ly/ANZ-PropertyFocus-20211026
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=8593c609-6a5f-4228-b88f-1626f239a33c&jobRef=bdeecf55-186c-4394-b76d-e6cedf89f7cc
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=8593c609-6a5f-4228-b88f-1626f239a33c&jobRef=bdeecf55-186c-4394-b76d-e6cedf89f7cc
https://bit.ly/ANZ-NZ-AU-LabourMarket-20210914
https://bit.ly/ANZ-NZ-AU-LabourMarket-20210914
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=746d5fcd-8f4b-499a-88a7-be6a648acec9&jobRef=0d3a078d-069b-4331-b617-9400d884be90
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=746d5fcd-8f4b-499a-88a7-be6a648acec9&jobRef=0d3a078d-069b-4331-b617-9400d884be90
https://bit.ly/ANZ-What-would-delay-hikes-20210909
https://bit.ly/ANZ-What-would-delay-hikes-20210909
http://www.research.anz.com/
https://bit.ly/ANZ-PropertyFocus-20211214
https://bit.ly/ANZ-REINZ-Nov21
https://bit.ly/ANZ-HYEFU2021-20211215
https://bit.ly/ANZ-GDP-2021Q3
https://bit.ly/ANZ-BO-20211217

@@ Markets and forecasts

What's happening in financial markets

It has been a busy end to the year in global financial markets, with a plethora of central bank meetings this week
rounding out an incredible year of change (from markets generally expecting more easing a year ago to tightening
now well underway). But while the broad theme of this week'’s central bank meetings was that of a hawkish pivot,
markets have generally taken it all in their collective strides very well. Few would argue that it was inappropriate
for the Bank of England to hike after the earlier reported surge in inflation (to 5.1%), or that the Fed was being
heavy-handed by doubling the pace of tapering and signalling that hikes could come sooner. On the contrary -
markets have welcomed these moves, viewing them as likely to signal less tightening overall, and reduced odds of
the boom-bust dynamics of old. Those decisions have, in turn, helped keep long end bond yields very contained.
Short end rates in many countries including the US have scope to continue rising (as New Zealand showed this
year). But as they have already moved a long way here, we see much less scope for them go further. We expect
long end rates to eventually rise in the US and locally, but that is expected to be a gradual 2022 story and not an
immediate threat. Markets seem eager to verify that the major economies can handle a string of hikes before they
assume that they are a foregone conclusion, leaving the policy outlook for 2022 in the hands of data, and the risks
of something going wrong are non-trivial. In FX markets, the NZD has regained composure, and found solid
support in the low 0.67s. We continue to expect a gradual appreciation into 2022, boosted initial by December
seasonality, and carried into 2022 by higher interest rates and still buoyant commodity prices.

Actual Forecast (end month)
FX rates Oct-21 Nov-21 Today Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23
NzD/USD 0.717 0.682 0.680 0.720 0.720 0.720 0.720 0.720 0.720
NzZD/AUD 0.954 0.956 0.947 0.960 0.960 0.960 0.960 0.960 0.960
NZD/EUR 0.620 0.600 0.600 0.637 0.637 0.637 0.632 0.626 0.626
NzD/JPY 81.7 76.9 77.3 83.5 83.5 83.5 83.5 83.5 83.5
NzD/GBP 0.524 0.510 0.510 0.537 0.533 0.533 0.529 0.526 0.526
NZ$ TWI 75.9 73.2 73.0 76.6 76.5 76.4 76.1 75.9 75.8
Interest rates Oct-21 Nov-21 Today Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23
NZ OCR 0.50 0.75 0.75 0.75 1.00 1.50 2.00 2.00 2.00
NZ 90 day bill 0.80 0.81 0.93 1.02 1.52 2.02 2.10 2.10 2.10
NZ 10-yr bond 2.64 2.49 2.31 2.50 2.60 2.70 2.70 2.80 2.80

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

GDP (% qoq) -3.7 2.5 1.2 0.5 0.5 0.7 1.0 0.6 0.6
GDP (% yoy) -0.3 2.6 2.3 0.4 4.8 2.9 2.7 2.8 2.9
CPI (% qoq) 2.2 1.0 1.2 0.6 1.0 0.4 0.4 0.2 0.6
CPI (% yoy 4.9 5.5 5.8 5.1 3.9 3.2 2.5 2.0 1.7
Employment (% qoq) 2.0 0.0 0.6 0.6 0.6 0.5 0.4 0.3 0.3
Employment (% yoy) 4.3 3.6 3.7 3.2 1.8 2.3 2.1 1.8 1.5
Unemployment Rate (% sa) 3.4 3.5 3.4 3.2 3.1 3.0 3.0 3.0 3.1
Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year
Figure 3. GDP levels (Q4 2019= 100) Figure 4. CPI inflation components
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Meet the team

We welcome your questions and feedback. Click here for more information about our team.
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Sharon Zollner
Chief Economist

Follow Sharon on Twitter
@sharon_zollner

Telephone: +64 27 664 3554
Email: sharon.zollner@anz.com

David Croy
Senior Strategist

Market developments, interest
rates, FX, unconventional
monetary policy, liaison with
market participants.

Telephone: +64 4 576 1022
Email: david.croy@anz.com

Miles Workman
Senior Economist

Macroeconomic forecast co-
ordinator, fiscal policy, economic
risk assessment and credit
developments.

Telephone: +64 21 661 792
Email: miles.workman@anz.com

Kyle Uerata
Economic Statistician

Economic statistics, ANZ
proprietary data (including ANZ
Business Outlook), data capability
and infrastructure.

Telephone: +64 21 633 894
Email: kyle.uerata@anz.com
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General enquiries:
research@anz.com

Follow ANZ Research
@ANZ_Research (global)

Susan Kilsby
Agricultural Economist

Primary industry developments
and outlook, structural change
and regulation, liaison with
industry.

Telephone: +64 21 633 469
Email: susan.kilsby@anz.com

Finn Robinson
Economist

Macroeconomic forecasting,
economic developments, labour
market dynamics, inflation and
monetary policy.

Telephone: +64 21 629 553
Email: finn.robinson@anz.com

Natalie Denne
PA / Desktop Publisher

Business management, general
enquiries, mailing lists,
publications, chief economist’s
diary.

Telephone: +64 21 253 6808
Email: natalie.denne@anz.com
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Important notice

Last updated: 15 October 2021

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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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 material is for information purposes only and is not financial advice about any product or service. We recommend
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