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Monetary

policy has
certainly
worked

Annual GDP growth
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e A shallow but triple-dip

recession.
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Why
has it been
so hard?

Overheating overachievers

e The IMF estimates that NZ was one of the most overheated
advanced economies in the world in both 2021 and 2022.

e Three special factors:
e Biggest housing bubble in the world
e The closed border interrupting labour supply

e Fiscal policy was very slow to turn

e Upshot: the RBNZ faced a bigger homegrown inflation problem
than most (albeit one they helped create).



Annual %

How have things evolved since the RBNZ called a halt to hikes in May 2023?
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Evolution of RBNZ OCR forecasts since it hit 5.5%
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e May-23 == Aug-23 Nov-23 Feb-24 May-24 == Aug-24

e The RBNZ sounded quietly confident in February and April but very
worried in May. In July, they sounded much more confident again, and
in August they passed the confidence threshold to cut.

e For our part we've simply pencilled in a 25bp cut at each meeting to
3.5%, but there are risks on both sides of that.
IINL“




ANZ and RBNZ forecasts
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Markets
didn’t wait
to be told
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e Slide started with weaker NZ data in June

e Add some global volatility
e And then a pivot to cuts from the RBNZ



ANZBO pricing intentions and cost expectations vs CPI

100 - .

90 g

80 1 A i

70+ J‘[ 7>
8 60 .-
S 50- /\\/ =
= [ o
5 % A\ 25
- 7 ‘n y | S
Z 20 \J\,.'JJV\WA'VLA/ M 103

10 | Q

0- - -1

_10,

-20 -3

12 13 14 15 16 17 18 19 20 21 22 23 24 25
RBNZ CPI forecast, RHS —Costs adv. 6 months, LHS
—Pricing intentions adv. 6 months, LHS

Source: RBNZ, Macrobond, ANZ Research




ANZBO signals are encouraging but not slam dunks

Pricing intentions by sector
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Contributions to non-tradable inflation

GST increase
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Core inflation measures
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e A lot of the persistence in these components looks related to previous
high inflation, rather than monetary policy not working as intended.

e The RBNZ now has the confidence to look through them.



Looking
up - out of
a hole

ANZBO activity indicators
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Source: Macrobond, ANZ Research
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Business Confidence 56.4 52.2 14837 44.7 51.4
Own activity outlook 38.2 34.8 21.4 39.5 42.3
Activity vs. same month one year ago -8.9 0.0 _ -17.1
Exports 4.5 15.0 11.1 -4.3 11.8
Investment 5.6 22.2 -17.9 0.0 8.1
Capacity Utilisation 3.6 23.9 6.9 5.6 17.5
Residential Construction 19.4
Commercial Construction 18.8
Employment 3.6 26.1 -7.1 2.7 16.4
Employment vs. same month one year ago, -16.7 -2.2 -11.2
Profits 0.0 13.0 -14.3 -18.4 20.0
Ease of Credit 10.3
Costs 67.3 71.7 75.9 58.3 67.7
Pricing Intentions 50.9 _ 27.6 22.2 37.6



Financial conditions are already easing
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e Darkest before the dawn.

e Further easing in financial conditions in our forecasts is driven by easing mortgage rates and
a steadier housing market.
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Experienced activity
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e Times are particularly tough for construction and retail — the most
rate-sensitive sectors.

e The services sector has been the most resilient - it's 70% of GDP
and 75% of jobs. But it has now rolled over too.
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Selected high-frequency activity data
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e The recent slowdown in activity indicators has been very broad based.

e But so has the July bounce. Risks aren’t one-sided around the RBNZ's
updated forecasts (-0.5% qg/q GDP in Q2, -0.2% in Q3).
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Firms’ reported biggest problems
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e Inflationary problems (first four) have steadily ceded ground to
disinflationary ones (next four).
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Non-performing loans by sector
(share of lending by value, seasonally adjusted)
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e While GDP per capita data looks like 2008, financial stress is nowhere
near as bad - not least because the big run-up in debt in the boom

was public, not private.



Firms'’ limiting factors for production

1001

90 ' "'I' I'
80
70+
60 -
50
40
30
20
10

0

% of firms

75 80 8 9 95 00 05 10 15 20 25

mlabour ="Demand ~Capacity =Supplies “Finance =Other
Source: NZIER, Macrobond, ANZ Research

e Labour market tightness had never been such a constraint on
growth as it was in the second half of last year.

e Pretty much back to ‘normal” now - though still not low.
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Wholesale electricity price
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e An unpleasant reminder that supply shocks are still a thing.



Unemployment & RBNZ forecast
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Job ads & applicants per ad
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Workers won't be happy
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Consumer confidence has been pummeled by inflation
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e People despise inflation, even if median incomes are keeping pace.

e Confidence has now been hit by recession headlines and a
deteriorating labour market. But falling interest rates are now offering

some support. angy &
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Consumer arrears by region

Source: Centrix

Consumer Arrears:
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Household debt servicing Annual % change in servicing ratio
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e Household debt relative to incomes is high, but strong wage inflation and employment have
kept it quite steady in recent years.

e Debt-servicing ratio is set to peak at less than 11% vs. a peak of 16% pre-GFC. That’s not
particularly high. But the pace of increase has been ferocious.
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RBNZ estimates of the short-term neutral OCR
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e The current level of the OCR is clearly contractionary, but how much
so, and whether it will stay that way, is actually highly uncertain.
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Net migration: massive churn
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e Net migration boosts labour supply but also demand (most notably
for housing). Now dropping sharply as departures soar.

e This immigration wave skews low skilled and young. The RBNZ is
assuming a positive but small net impact on inflation.
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Population growth: year to June 2023
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Just come and they will build it?
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e House building slowed just as the population boomed.

e Most immigrants won't be in a position to buy (financially or legally)
but the pressure will come through rents.
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Housing turnover and house price inflation
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e Prices are currently easing, while house sales are subdued.

e RBNZ estimates the wealth effect of house prices on household
spending is alive and well, so housing dynamics may impact for how

fast and far the OCR falls. o
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The most leading indicator for housing is turning higher
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e Headwinds: rising unemployment, high inventories.

¢ Tailwinds: falling interest rates, net migration, brightline test
shortening, tax deductibility on investor properties, income tax cuts,
LVR easing, CCCFA reforms, still-high construction costs.
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Still wildly unaffordable
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e Due to strong wage growth, real house prices troughed around 25%
lower than they were at their peak even as nominal house prices fell

‘only’ 16%.

e Houses are still horribly unaffordable, but less so than they were.
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Tough times given sharp cost rises
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e Sheep farmers are doing it particularly tough presently.

e Cost increases for the agri sector have been very strong (fuel, fertiliser,
labour, regulatory).
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Share of NZ commodity exports to China China property sales
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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.

Canada. This document is general information only, is intended for institutional use only — not retail, and is not meant to be tailored to the needs and circumstances of any recipient.
In addition, this document is not intended to be an offer or solicitation to purchase or sell any security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ is not regulated by Chilean Authorities and that the provision of this document is not subject to any Chilean supervision and is not
guaranteed by any regulatory or governmental agency in Chile.

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. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice.

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.

Israel. ANZ is not a holder of a licence granted in Israel pursuant to the Regulation of Investment Advising, Investment Marketing and Portfolio Management Law, 1995 (“"Investment
Advice Law”) and does not hold the insurance coverage required of a licensee pursuant to the Investment Advice Law. This publication has been prepared exclusively for Qualified
Clients as such term is defined in the First Schedule to the Investment Advice Law. As a prerequisite to the receipt of a copy of this publication a recipient will be required to provide
confirmation and evidence that it is a Qualified Client. Nothing in this publication should be considered Investment Advice or Investment Marketing as defined in the Investment Advice
Law. Recipients are encouraged to seek competent investment advice from a locally licensed investment adviser prior to making any investment.

Macau. Click here to read the disclaimer for all jurisdictions in Mandarin. [7. /7 lth b B3 FT 4 732455 X 0 % 51 % I ST,

Myanmar. This document is intended to be general and part of ANZ's customer service and marketing activities when implementing its functions as a licensed bank. This document is
not Securities Investment Advice (as that term is defined in the Myanmar Securities Transaction Law 2013).

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.

ANZS, .


https://www.anz.com.au/content/dam/anzcomau/documents/pdf/financial-services-guide.pdf?searchterm=financial-services-guide&searchposition=1&searchfilters=audience:all,theme:all
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=9fbcab60-c878-4b2d-9370-b41c8a164f02&jobRef=c2e420ad-d052-4505-a190-d5f9351aef5f
https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=9fbcab60-c878-4b2d-9370-b41c8a164f02&jobRef=c2e420ad-d052-4505-a190-d5f9351aef5f

Disclaimer

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 Authority (CMA). 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. 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 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.

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:

o 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:

o 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.
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Disclaimer

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 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 Vietnam by ANZ or ANZ Bank (Vietnam) Limited, a subsidiary of ANZ.
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