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A lot has changed since the RBNZ'’s late-May Monetary Policy Statement.
e We expect the RBNZ to acknowledge the stronger starting point, the
tighter labour market, and rising inflation risks, and thereby set the scene

A
2 Contact for kicking off the hiking cycle this year.

Sharon Zollner for more

details. e We have been emphasising for some time that the risks were becoming
strongly skewed towards lift-off this year. Now that the market is there,
it's more likely. We are now forecasting the RBNZ to start hiking in
November, lifting the OCR in steady steps to 1.75% by February 2023.

e The market is already pricing in almost 90% odds of a hike by November,
and “one and a half’ hikes by February. As such, the hurdle for a hawkish
surprise is high. We expect the MPR to validate, rather than spur on,
expectations for earlier hikes (but post-MPR data could do that).

A hot winter

It's only six weeks since the Reserve Bank surprised the market with a
“hawkish” forecast showing the OCR steadily lifting from August next year.
The picture has changed a lot since then!

e Q1 GDP came out at 1.6% qg/q versus the RBNZ forecast of -0.6%. That
indicates a more advanced, broad-based recovery than anticipated,
which will mechanically bring forward the RBNZ's forecast for when the
OCR needs to rise. We see no reason to discount the data.

e Pricing intentions in the ANZ Business Outlook survey have skyrocketed.
A net 84% of retailers intend to raise their prices. Turns out, this maps
closely to consumer inflation expectations, which have also soared
(figure 1). The causality probably runs both ways, but the upshot is that
this is not a difficult environment in which to pass on cost increases. The
QSBO told the same inflationary story: strong demand and higher costs.

Figure 1. Retailer pricing intentions and consumer inflation expectations
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e Job ads have continued to soar, suggesting the labour market is
exceptionally tight. We've revised our labour market forecasts and now
see the unemployment rate continuing to decline over this year.
Matching issues are real, but employers increasingly seem willing to take
a punt on anyone they can find.

e House sales have slowed, but low listings mean the market is still tight.

e ANZ card spending data shows consumers spending freely on durables,
hospitality, apparel and services.

e Commodity prices have remained elevated and the NZD-TWI has drifted
slightly lower.

The May RBNZ commentary is now dated

Going through the text of the May MPS Policy Assessment, what'’s striking is
the amount of commentary that looks due for an update:

e “the weak level of business investment” — not according to Q1 GDP data;

¢ "medium-term inflation and employment would likely remain below its
Remit targets in the absence of prolonged monetary stimulus”;

e “sectoral unevenness of economy recovery” — while firms exposed to
international tourism are certainly hurting, it’s all go everywhere else;

e "These price pressures [global raw materials, higher oil prices and
shipping costs] are likely to be temporary and are expected to abate
over the course of the year” — The timing of assumed normalisation of
shipping conditions will likely be pushed out, with some pundits
estimating these problems will take years to sort out.

With inflation expectations above the target midpoint and steadily rising, and
pricing intentions sharply higher across the board, it’s fair to say that the
“temporary” characterisation of price pressures itself is starting to be up for
debate. Does the RBNZ want to take the risk, when the economy is so
strong? We suspect not.

The discussion of upside and downside factors and risks still looks apt,
around global growth and vaccination progress, New Zealand’s commodity
export prices, COVID-19, tourism, and housing policy changes.

But where the rubber really hits the road for the OCR outlook is the final
paragraph:

The Committee agreed to maintain its current stimulatory monetary
settings until it is confident that consumer price inflation will be
sustained near the 2 percent per annum target midpoint, and that
employment is at its maximum sustainable level. Meeting these
requirements will necessitate considerable time and patience.

We don’t doubt that CPI inflation is headed well above the target midpoint at
this stage. The picture could obviously change quickly, but for now, inflation
risks have flipped firmly towards it being too high for too long, rather than
the reverse.

And as for employment, by our estimates the labour market is as tight as it's
ever been, so the RBNZ can tick that box (figure 2). Yes, it may be as much
to do with constrained labour supply as labour demand, but those labour
supply issues are not going away any time soon, so it is what it is. It's going
to drive wage growth, which is a sustained source of inflation pressure.
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https://bit.ly/ANZ-MSE-Update-20210707
https://bit.ly/ANZ-ForecastUpdate-LabourMarket
https://bit.ly/ANZ-CPI-20210705
https://bit.ly/ANZ-MSE-Update-20210707
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Figure 2. Job vacancy/unemployment ratio
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To sum it up, “considerable time and patience” are no longer required. We've
been talking for some time about the rapidly evolving risk that OCR hikes
would be delivered this year. Ironically, now the market is there, it's a lot
more likely. We are now forecasting the OCR to start lifting in November,
with steadily quarterly hikes taking the OCR to 1.75%, by February 2023.
There are risks on both sides around both the timing and the endpoint of
hikes, and we'll have more to say about that as time goes on.

Following the Monetary Policy Review, CPI data next Friday and the labour
market report on 4 August are pressure points that could well see the
market, and quite possibly the economists, bring August into play. The RBNZ
will probably want to choose words for the Review that leave their options
open about the exact timing of lift off, as they will no doubt be looking
forward to those data reads with as much anticipation as we are. Game on.

Potential market reaction

Market pricing has moved a long way in a short time, having shifted sharply
higher in the wake of this week’s unequivocally strong NZIER QSBO survey.
At the moment, the market is pricing in 22bps of hikes by November, 38bps
(cumulatively) by February and around 57bps by May. In plain English, that’s
around 90% odds of a hike by November, “one and half” hikes by February,
and “two and a bit” hikes by May. To put that in the global context, Australia
has just 5bps of hikes priced in by February, so we stick out like proverbial
sore thumb.

Given how much is now priced in, the hurdle to a hawkish surprise on the
day is now very high. That doesn’t mean we don’t think it’s possible for the
RBNZ to drive up market expectations of hikes (and by association, short-
end rates) if they are hawkish, but a lot is already priced in, and markets are
likely to need hard data to ratchet expectations up another notch.

The two main data releases that are likely to cement market expectations in
favour of November (or even August) are Q2 CPI, due just two days after
the MPR, and Q2 labour market data, due in the first week of August. If
these data cement the expected strength, we can easily envisage markets
moving to price in 50/50 odds of a hike by August and 35-40bps of hikes by
November. Indeed, at the moment, markets are taking a very glass-half-full
view of the world. Assuming that remain the case, we expect short-end rates
to continue grinding higher over coming weeks.
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Important notice

Last updated: 9 April 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.

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.
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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
seeking financial advice about your financial situation and goals before acquiring or disposing of (or not acquiring or disposing of) a
financial product.

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 |odged 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.

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 Vietnam 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,
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