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Forecast updates

Recent ANZ NZ Forecast Updates
can be found here.

e NZ Forecast Update: the much-
needed adjustment

e NZ Forecast Update: milk price
forecasts trimmed further

e NZ Property Focus: On the
floor, ready to floor it?

e NZ Forecast Update: milk price
forecasts revised down

Our other recent publications are
on page 2.

What's the view?

e GDP transitioning from acute
supply constraints to a
softening demand pulse.

e Labour market still tight, but
expected to cool.

e Inflation way above target and
looking sticky.

e OCR on hold at 5.50% until
November 2023, then higher.

Our forecasts are on page 4.

Confused by acronyms or jargon?
See a glossary here.

Key risks to our view

Global growth and financial
market risks abound, as
markets debate the rates
outlook.

Soaring net migration could
see house prices start to
rise more quickly.

Booming migration plus
fiscal stimulus could see
inflation hold up for longer.

NZ’'s large external
imbalances could see the
market impose a more
abrupt adjustment path.

-

New Zealand Weekly Data Wrap-

Cautious optimism

Business and consumer sentiment both improved in June, following the RBNZ
calling time on rate hikes in the May Monetary Policy Statement. While still
very much subdued, the improving mood signals demand may prove a little
more resilient across the second half of the year than the RBNZ is expecting,
risking core inflation proving more persistent.

Business confidence leapt 13 points in June to -18, its highest read since
November 2021. Expected own activity jumped 8 points to +3, the first time
in 14 months it’s been positive. Encouragingly, inflation expectations, pricing
intentions and cost expectations all declined. Cost expectations had been very
sticky, but a general downward trend is now evident. That said, pricing
indicators all remain far too high, hardly trumpeting ‘job done.’

As well as a halt to OCR hikes, another factor behind the improved sentiment
is likely to be the increasing availability of labour. While skilled labour
shortages remain the biggest problem facing firms, it’s far from the extreme
outlier it was a year ago. But high wage and non-wage costs still rank as the
next two largest problems, symptomatic of a still-inflationary environment for
businesses.

Figure 1. Business and consumer confidence
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Consumer confidence also improved in June, rising 6 points to a still-low 85.5,
while the proportion of people who believe it's a good time to buy a major
household item, a key retail indicator, rose 7 points to -27. Consumers are
still feeling downbeat, but the marked lift in the forward-looking questions is
certainly a positive. The RBNZ signalling no more hikes, as well as house price
falls petering out are certainly factors one can point to, but we’'d argue
another possible driver of the improvement is the sharp fall in inflation
expectations from 4.8% to 4.3%. It appears high inflation has severely
dented consumer confidence in recent years, causing the latter to overstate
the downward pressure on consumer spending, so far at least. But to the
extent that's true, any lifts in consumer confidence due to falling inflation may
correspondingly exaggerate tailwinds for the retail sector.

The improving tone of our consumer and business surveys doesn't exactly
resonate with the RBNZ'’s efforts to engineer a slowdown, but it’s too early to
say whether the optimism will persist. The improvement is conditional on
inflation obediently falling back to target. Falling inflation expectations are a
great start, but we suspect that an underlying inflation impulse will linger, tied
to a relatively resilient labour market. We think the RBNZ will be forced to
crash this somewhat sombre party by November.
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Looking ahead

NZ Insights
and Analysis

ANZ produces a
range of in-depth
insights.

e NZ Property Focus: sure to
rise?

e NZ ETS Review: public
consultation on options

e NZ Agri Focus: winter chill

e NZ Property Focus: On the
floor, ready to floor it?

e NZ Insight: divergence across
the Tasman, recession for NZ
but not for Oz

e NZ Economic Outlook: moving
parts

e NZ Agri Focus: a further lift
required

e NZ Insight: Inflation rotation

e NZ Insight: inflationary risks
from Gabrielle

e NZ Insight: RBA/RBNZ policy
divergence back in the spotlight

-0 .7 NZ Economic
News
View latest data
and policy
releases

e NZ GDP: Cyclone nudges NZ
into recession

e NZ REINZ housing data:
strengthening

e RBNZ MPS Review: as you
were

e NZ CPI Review: relatively
good, absolutely bad

e NZ labour market: still super-
tight in Q1

e NZ Budget 2023 brings the
bonds

Click here for more.

ANZ Proprietary
data

Check out our
latest releases
below.

e ANZ Business Outlook

e ANZ-Roy Morgan Consumer
Confidence

e ANZ Truckometer
e ANZ Commodity Price Index
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Sure to rise?

This week we published our Property Focus. May’s data supports our
assessment that the housing market is indeed tightening, with house prices
on the cusp of lifting. We are forecasting house prices to claw back just a 3%
lift across the second half of the year, but the recent data suggests our
forecast may be on the conservative side. In this month’s feature article, we
analysed the drivers of house price inflation over the past 30 years.

e Mortgage rates, sure enough, have a big impact on house price inflation.
Just as ultra-low mortgage rates contributed to the massive uplift in
house prices through the 2020 and 2021, our rates forecast implies
ongoing downward pressure on house price inflation in coming years.

e Policy changes also matter, with the “bright line test”, the removal of
interest rate deductibility, and the introduction of the Credit Contracts and
Consumer Finance Act (CCCFA) having together had large (temporary)
negative impacts on house price inflation. Moving forward, any policy
changes that affect the availability of credit or the investor value of
housing are likely to have a significant impact on the market.

e LVR restrictions have also exerted downward pressure on house price
inflation. The recent easing of restrictions reduces this impact in the
coming years, although they will continue to weigh (if left unchanged).

e Net migration has a large and positive impact on house price inflation and
our modelling of our 75k assumption suggests this impulse is only just
getting started, given the model suggests it takes a year to take effect.

Figure 2. Drivers of house price inflation

10.04

7.5
5.0

'
I
ul

%pt Contributions q/q

'

192}

o
L

'
N
4]

16 17 18 19 20 21 22 23 24 25
W Detrended 5-year mortgage rate (-4) " Investor LVR limits (1)
ENet migration (-12) ®mPolicy dummy (-2)
=Consumer confidence (ann. chg) (-2) "Unexplained
—REINZ House Price Index, ANZ sa - -Model forecast (gap)

All up, while no model speaks ‘truth’ this one’s outlook estimates align closely
with our published forecast that house prices will grow modestly across the
rest of the year before petering out as tailwinds fade.

House prices are just one aspect of the housing market; there’s also rent
prices to consider, and looking across the ditch to Australia, where the
migration cycle started earlier, there are interesting parallels to draw. In May,
rent price inflation reached 6.3% y/y in Australia, as the rapid surge in net
migration occurred at a time that new rental supply was easing. While the
relationship between migration and rent price inflation is less clear in New
Zealand, the flow measure of rents, which only captures rents for new
tenancies, has increased rapidly in recent months.

We expect to see pressure on rents build into 2024, which is one factor
underpinning our expectation of more persistent non-tradable inflation than
the RBNZ is anticipating. Firming confidence and a pick-up in the housing
market both point to potentially a demand pulse that, while slowing, is more
resilient than the RBNZ is anticipating. Time will tell.
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Date

Fri 30 Jun
(3:00pm)
Mon 3 Jul
(10:45am)
Tue 4 Jul
(10:00am)
Wed 5 Jul
(early am)
Wed 5 Jul
(1:00pm)
Tue 11 Jul
(10:45am)
Wed 12 Jul
(10:45am)
Wed 12 Jul
(2:00pm)
Thu 13 Jul
(10:30am)
Thu 13 Jul
(10:45am)
Thu 13 Jul
(10:45am)
Mon 17 Jul
(10:30am)
Wed 19 Jul
(early am)
Wed 19 Jul
(10:45am)
Mon 24 Jul
(10:45am)
Tue 25 Jul
(10:00am)
Fri 28 Jul
(10:00am)
Mon 31 Jul
(1:00pm)
Mon 31 Jul
(3:00pm)
Tue 1 Aug
(10:45am)
Wed 2 Aug
(early am)
Wed 2 Aug
(10:45am)
Thu 3 Aug
(1:00pm)
Wed 9 Aug
(10:45am)
Wed 9 Aug
(3:00pm)
Fri 11 Aug
(10:30am)

Fri 11 Aug
(10:45am)
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A

Financial markets update

Data
calendar

What's coming
up in the months
ahead.

Data/event

RBNZ Sectoral
Lending - May
Building Permits -
May

NZIER QSBO - Q2

GlobalDairyTrade
auction

ANZ Commaodity
Price Index - Jun

Electronic Card
Transactions - Jun

Net Migration - May

RBNZ MPR

BusinessNZ Manuf
PMI - Jun

Food Price Index -
Jun

Rental Price Index -
Jun

Performance
Services Index - Jun

GlobalDairyTrade
auction

CPI - Q2

Merchandise Trade -

Jun

ANZ Truckometer -
May

ANZ-RM Consumer
Confidence - Jul
ANZ Business
Outlook - Jul
RBNZ Sectoral
Lending - Jun
Building Permits -
Jun
GlobalDairyTrade
auction

Labour Market -
Q2

ANZ Commaodity
Price Index - Jul
Electronic Card
Transactions - Jul
RBNZ 2yr Inflation
Expectations - Q3
BusinessNZ Manuf
PMI - Jul

Food Price Index —
Jul

Interest rate markets

Global bond yields are on track to end the quarter on a high note, with the
yield on the bellwether US 10yr Treasury bond up around 13bps overnight
to around 3.84%. While that’s lower than the ~4.1% high seen in February,
before US regional bank wobbles saw yields collapse, they are rising again
as US data paints a picture of an economy that is re-accelerating, rather
than slowing. With inflation still stubbornly high in Europe and the UK and
central banks there doubling down on hawkish rhetoric, this global backdrop
poses upside risks to local long-end rates. We are also mindful of NZGB
supply, with NZDM lifting the pace of issuance from $400m to $500m per
week from July. Short-end rates have also edged higher. Like long-end
rates, they too are off earlier highs, but for different reasons - principally
the RBNZ signalling an end to the hiking cycle. And although markets are
not (we think, yet) getting behind the idea that more hikes may be coming,
rates like the 2yr are rising because markets are slowly coming around to
the idea that cuts are likely a long way off. Most interest rates are still
negative in real terms, and it's less about whether the economy is slowing,
and inflation falling, but more about whether that’s happening quickly
enough. We don't think it is; hence, we still think more hikes are needed,
especially given the still-tight labour market (noting the lift in May filled jobs
data released this week) and green shoots in the housing market. We think
the RBA hikes next week and the Fed hikes next month, and those events
may underscore ongoing upward pressure on local market interest rates.

FX markets

The Kiwi has struggled this week against the USD and even more so EUR
and GBP. That's understandable given the resurgence in US data, especially
with the RBNZ ‘dug in” and on hold. But if the thinking around the RBNZ
starts to change and the AUD reacts positively to an RBA hike next week (7
of 13 analysts expect a hike, including ANZ), the worst may be behind it.
Either way, FX remains a global, rather than local story.

Key data summary

ANZ Business Outlook — June. Business confidence leapt 13 points to -18,
the highest level since November 2021.

ANZ Roy Morgan Consumer Confidence - June. Consumer confidence
rose 6 points to a still-subdued 85.5.

The week ahead

RBNZ sectoral lending data — May (Friday 30 June, 3:00pm).
Mortgage lending slowed to 3.2% y/y in April and that downward trend is
likely to persist despite sales recovering to year-ago levels in May.

Building Permits — May (Monday 3 July, 10:45am). Consents fell 2.6%
m/m in April. Further weakness wouldn't surprise.

NZIER Quarterly Survey of Business Opinion — Q2 (Tuesday 4 July,
10:00am). We expect similar themes to our Business Outlook; still soggy but
improving pricing indicators and easing labour supply constraints.

GlobalDairyTrade auction (Wednesday 5 July, early am). Offer volumes
are as forecast but have increased from the previous event as more of next
season’s milk supply is forward sold. Prices are expected to fall about 1.5% as
dairy markets continue to be impacted by weak demand from China.

ANZ Commodity Price Index — June (Wednesday 5 July, 1:00pm)
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@@ Key forecasts and rates

Actual Forecast (end month)
FX rates Apr-23 May-23 Today Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24
NzD/USD 0.618 0.601 0.607 0.620 0.630 0.650 0.650 0.650 0.650
NzZD/AUD 0.935 0.927 0.917 0.912 0.900 0.903 0.890 0.890 0.890
NZD/EUR 0.561 0.562 0.558 0.554 0.553 0.560 0.551 0.542 0.542
NzD/JPY 84.3 84.1 87.8 85.6 85.1 85.8 83.2 81.9 80.6
NzZD/GBP 0.492 0.486 0.481 0.484 0.485 0.492 0.485 0.478 0.478
NZ$ TWI 70.4 69.9 70.8 70.1 69.9 71.2 70.5 70.0 69.8
Interest rates Apr-23 May-23 Today Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24
NZ OCR 5.25 5.50 5.50 5.50 5.75 5.75 5.75 5.75 5.50
NZ 90 day bill 5.56 5.69 5.71 5.77 5.85 5.85 5.85 5.68 5.43
NZ 2-yr swap 5.05 5.20 5.48 5.48 5.21 4.97 4.73 4.48 4.37
NZ 10-yr bond 4.09 4.29 4.67 4.75 4.50 4.25 4.00 4.00 4.00

Economic forecasts
Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25

GDP (% qgoq) -0.1 0.4 -0.1 -0.2 0.3 0.3 0.3 0.3 0.4
GDP (% yoy) 2.2 1.1 -0.5 0.0 0.4 0.3 0.7 1.2 1.3
CPI (% qoq) 1.2 0.9 1.9 1.0 0.9 0.5 0.9 0.5 0.6
CPI (% yoy 6.7 5.9 5.6 5.2 4.8 4.5 3.4 2.9 2.6
Employment (% qoq) 0.8 0.4 0.0 -0.2 -0.1 0.0 0.2 0.2 0.2
Employment (% yoy) 2.4 3.0 1.8 1.1 0.2 -0.3 -0.1 0.3 0.6
Unemployment Rate (% sa) 3.4 3.5 3.9 4.2 4.5 4.7 4.8 4.9 5.0
Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year. Click here for full ANZ forecasts
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Source: Stats NZ, Bloomberg, RBNZ, Macrobond, ANZ Research
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Contact us

Meet the team

We welcome your questions and feedback. Click here for more information about our team.

H \ ! I

Sharon Zollner
Chief Economist

Follow Sharon on Twitter
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the Investment Advice Law. This publication has been prepared exclusively for Qualified Clients as such term is defined in the First Schedule
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New Zealand. This document is distributed in New Zealand by ANZ Bank New Zealand Limited. The material is for information purposes
only and is not financial advice about any product or service. We recommend you seek 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 (CBO) or Oman’s Capital Market
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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
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People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China)
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of any products or services of such an entity or distribution or re-distribution of this document in the PRC. So, 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
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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.
Peru. The information contained in this document has not been, and will not be, registered with or approved by the Peruvian
Superintendency of the Securities Market (Superintendencia del Mercado de Valores, SMV) or the Lima Stock Exchange (Bolsa de Valores
de Lima, BVL) or under the Peruvian Securities Market Law (Legislative Decree 6 861), and will not be subject to Peruvian laws applicable
to public offerings in Peru. To the extent this information refers to any securities or interests, it should be noted the securities or interests
may not be offered or sold in Peru, except if (i) such securities or interests were previously registered with the Peruvian Superintendency of
the Securities Market, or (ii) such offering is considered a private offering in Peru under the securities laws and regulation of Peru.
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. To the extent that this document contains any statements of opinion and/or recommendations related to an investment
product or class of investment product (as defined in the Financial Advisers Act 2001), 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 2001 of Singapore). ANZ is licensed in Singapore under the Banking Act 1970 of Singapore and is
exempted from holding a financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act 2001 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). 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 considers this document to constitute an Acceptable Minor Non-Monetary Benefits (AMNMB) under the relevant inducement rules of
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
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