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Forecast updates

Recent ANZ NZ Forecast
Updates can be found here.

e NZ Labour Market Forecast
Update: applying pressure

e NZ Update: Farmgate milk
price forecast revised up

e NZ Weekly Data Wrap: core
conundrum

e NZ OCR Call Change: 3% by
April 2023

e NZ Property Focus: On the
house

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, and very inflationary

o Inflation way above target

e Further OCR hikes towards
3.0% by April 2023 needed
to contain inflation

Our forecasts are on page 3.

Key risks to our view

Falling consumer and
business sentiment
derail momentum.

Falling house prices
could have a more

A
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0=> significant impact on
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the economy than
expected.

Surging costs,
inflation expectations,
and highly inflationary
labour market could
be hard to rein in.

Omicron outbreak
causes severe
disruption and
shortages.

-

New Zealand Weekly Data Wrap -

What happened this week?

Who'd have thought that a record low 3.2% unemployment rate would see
pricing for OCR hikes ease! Yet that was what happened on Wednesday, with
the unemployment rate coming in a touch above our bottom-of-market 3%
forecast (figure 1), but in line with the RBNZ’s November forecast. The real
disappointment was wage growth, with the Labour Cost Index rising 0.7% q/q,
versus expectations (from us, market consensus, and the RBNZ) of a 0.9% lift.
That saw pricing for a 50bp hike by the RBNZ in February ease a touch, as the
string of massive upside data surprises in the labour market finally ended.

But in absolute terms, this is an incredibly tight and inflationary labour market,
which we think will tighten a bit further still this year as labour demand
remains strong while supply is constrained (see next page). This supports our
call that, barring unforeseen negative shocks, the OCR will need to be lifted in
steady 25bp increments to 3% in April 2023. The RBNZ needs to realign
demand with the actual supply capacity of the economy - especially given that
measures of core inflation are now above the top of the 1-3% target band.

Figure 1. Unemployment, employment, and participation rates
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This week wasn’t all about the labour market though. January’s Commodity
Price Index showed prices off to a flying start in 2022, with the World Price
Index up 1.0%, helped along by a 2.5% m/m lift in dairy prices. And there’s
more to come there, with the latest GDT auction showing a 5.8% lift in whole
milk powder prices. Unfortunately, costs for container ships have lifted again
due to delays at ports - particularly as China continues its zero tolerance
policy for COVID. So that could eat into otherwise healthier margins.

Key data summary

RBNZ sectoral lending data - December. Agricultural and personal
consumer lending continued to decline, while housing and business lending rose.

Overseas Merchandise Trade — December. The monthly deficit fell to
NZD477m as exports rose and imports ticked down.

GlobalDairyTrade auction. The GDT price index rose 4.1%.
Labour Market Statistics — Q4. See our Review.
ANZ Commodity Price Index - January. The World Price Index climbed 1%.
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Looking ahead

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

e NZ Agri Focus: heating up

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

Wed 9 Feb  ANZ Truckometer -
(10:00am) Jan

Wed 9 Feb  RBNZ 2Yr Inflation
(3:00pm) Expectations - Q1
Fri 11 Feb BusinessNZ Manuf
(10:30am) PMI - Jan

Fri 11 Feb Electronic Card
(10:45am) Transactions - Jan
Mon 14 Feb Performance
(10:30am)  Services Index Jan
Mon 14 Feb Food Price Index -
(10:45am) Jan

Mon 14 Feb Rental Price Index
(10:45am) -Jan

Tue 15 Feb  Net Migration -
(10:45am) Dec

Wed 16 Feb GlobalDairyTrade
(early am)  auction

Fri 18 Feb

(10:45am) FPT- Q4
Wed 23 Feb

0oy RBNZ MPS

What are we watching?

We've updated our labour market forecasts to account for Wednesday’s data,
but also the stronger-than-expected domestic inflation pulse that came
through in Q4's CPI data. The labour market is currently characterised by a
very high level of excess demand. Essentially, given the border closure
(although that won’t be around for much longer, touch wood) and already very
high participation rate, it’s unlikely that the domestic labour supply will be
sufficient to match demand. Job vacancies remain way above pre-pandemic
levels, and employment indentions are still positive. So that speaks to a
further fall in the unemployment rate to a low of 2.9% in the September
quarter of this year, before it gradually lifts back to 3% over 2023 (figure 2).

Figure 2. Unemployment rate forecast
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However, there’s a great deal of uncertainty about the outlook for the labour
market (and just about everything else right now). For one, we don’t know
how the border reopening will actually flow through into capacity pressures in
the economy. Being able to bring workers in could ease the labour shortages
for key industries that rely, for example, on seasonal labour. But at the same
time, there’s an unknown quantum of people who have been waiting for the
border reopening to take off overseas without the risk of the MIQ lottery. And
it's not like we're the only country in the world experiencing a tight labour
market - firms may find that even on the global labour market, workers are a
scarcer commodity than they were when the border closed back in 2020.

And then there’s the fact that the RBNZ is hiking interest rates at a time when
the growth outlook is softening (albeit largely due to supply constraints),
consumer and business confidence has weakened, and house prices are
expected to decline. It could easily go pear-shaped, so steady 25bp steps to
3% in April 2023 remain appropriate, given the balance of risks.

The week ahead
ANZ Truckometer - January (Wednesday 9 February, 10:00am).

RBNZ Inflation Expectations — Q1 (Wednesday 9 February, 3:00pm). 1-
and 2-year-ahead measures will likely rise after Q4's 5.9% CPI print - but the key
test for the RBNZ is that the 5- and 10-year-ahead measures remain anchored to
the 2% midpoint.

Performance of Manufacturing Index — January (Friday 11 February,
10:30am). The manufacturing index has been expanding since September, while
services continue to struggle with COVID restrictions.

Electronic Card Transactions — January (Friday 11 February, 10:45am).
We expect a reasonably flat ECT outturn for January.

ANZ New Zealand Data Wrap | 4 February 2022 2


https://bit.ly/ANZ-AgriFocus-Feb22
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-LabourMarketForecastUpdate-20220203
https://bit.ly/ANZ-CPI-2021Q4
https://bit.ly/ANZ-PropertyFocus-20220120

@@ Markets and forecasts

What's happening in financial markets

Global financial market volatility ratcheted up another notch this week, with the bellwether US 10yr Treasury bond
back above 1.8% and key broad equity indices wobbling again as tech stocks falter. While individual stocks have
reacted to earnings reports, broader market sentiment has been upset by a ramping up of central bank rhetoric,
and it’s this “"awakening of sleeping giants” that is creating volatility. This week saw several key developments on
that front: of note, the ECB distanced itself from its long-standing dovish stance in favour of a more hawkish tone,
hinting that low inflation might not be transitory and that inflation was now “much closer” to its target. Across the
channel, the BOE delivered its second hike and committed to running down its QE portfolio. Closer to home, the
RBA said it would end QE this month, but said it will be patient in raising rates. But that didn’t hold markets back,
and they are now pricing in a return of the RBA cash rate to 0.25% by about June (they are at 0.10% so markets
expect the first hike to be “just” a 15-pointer). With so much tightening already priced in locally (the market is
pricing in 29bps for later this month and a terminal OCR of around 3.1%), there isn‘t much scope for short-end
rates to rise, but what’s happening globally has generated volatility and put upward pressure on longer-term
interest rates, and this will likely continue. It has also taken some of the shine off the NZD. When viewed from a
purely domestic perspective, the NZD seemingly shines (strong growth, high interest rates and booming
commodity prices). But when viewed globally, it looks less rosy (faltering risk appetite, the rest of the world
catching up in the growth and policy tightening stakes, and the yet-to-be-experienced Omicron incursion).

Actual Forecast (end month)
FX rates Dec-21 Jan-22 Today Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23
NzD/USD 0.683 0.657 0.666 0.650 0.660 0.680 0.700 0.700 0.700
NzZD/AUD 0.942 0.935 0.934 0.929 0.930 0.932 0.933 0.933 0.933
NZD/EUR 0.600 0.589 0.583 0.580 0.579 0.591 0.598 0.593 0.588
NzD/JPY 78.6 75.9 76.6 73.5 75.2 78.2 81.2 81.2 81.2
NzD/GBP 0.506 0.490 0.490 0.474 0.478 0.486 0.490 0.483 0.483
NZ$ TWI 73.2 71.0 71.5 69.8 70.5 72.1 73.5 73.3 73.1
Interest rates Dec-21 Jan-22 Today Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23
NZ OCR 0.75 0.75 0.75 1.00 1.50 2.00 2.50 2.75 3.00
NZ 90 day bill 0.97 1.10 1.14 1.52 2.02 2.52 2.77 3.10 3.10
NZ 10-yr bond 2.39 2.60 2.56 2.70 2.90 3.10 3.40 3.50 3.50

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 1.4 1.3 0.9 1.2 0.8 0.8 0.7 0.8
CPI (% yoy 4.9 5.9 6.4 5.9 4.8 4.1 3.6 3.4 3.0
Employment (% qoq) 1.9 0.1 0.2 0.2 0.4 0.4 0.4 0.4 0.4
Employment (% yoy) 4.2 3.7 3.2 2.4 1.0 1.3 1.5 1.7 1.6
Unemployment Rate (% sa) 3.3 3.2 3.1 3.0 2.9 2.9 2.9 3.0 3.0
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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Follow ANZ Research
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Susan Kilsby
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industry.
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This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
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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.
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Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does not
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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.
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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 click here or
request from your ANZ point of contact.

Brazil. This document is distributed on a cross border basis and only following request by the recipient.

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
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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 document 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 document 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 document is intended to be general and part of ANZ's customer service and marketing activities when implementing its
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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 nhumber 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 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. In respect of any matters arising from, or in connection with, the distribution of this
document in Singapore, please speak to your usual ANZ contact in 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 Kingdom. 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 Financial Conduct Authority (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.
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 our website or have otherwise received this document and are a US Person who is an individual: to avoid loss, you should
cease to use our 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 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 a 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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