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Mark Smith

Senior Economist

Mark is an experienced economist, financial analyst and
media commentator with over 20 years of experience
working as an economist in NZ and the UK.

Today, Mark will be delivering economic insights around the
ongoing impacts of COVID-19 and give advice on how you
can best position your business for what's to come in 2020.
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Disclaimer

This document is a private communication and is not intended for
public circulation or for the use of any third party, without the approval
of ASB. The information contained in this document is given with an
express disclaimer of responsibility. No right of action shall arise

against ASB or its employees either directly or indirectly as a result of
this information. Those acting upon this information do so entirely at
their own risk. This information does not purport to make any
recommendation upon which you may reasonably rely without taking
further and more specific advice.




Topics

e Overview of
economic backdrop.
e Key lessons.




Economic backdrop

e Uncertainty is pronounced.
e COVID-19 dominates outlook.

e 2020 Global recession, winter looming in Northern
Hemisphere.

e Viral outbreaks typically V' shaped recoveries.
e [atest vaccine news promising but still early days.
e NZ doing better than earlier thought.

e COVID and policy response has triggered a shift in
consumer spending patterns.

e Contrasts between/within sectors.




COVID-19 Sector

Under/outperformers

e Airlines, international tourism e Agriculture

Airports, travel agents, tourist e Primary manufacturing
operators

International education

Public transport, vehicle rental

fuel retailing

Accommodation, conferences

Hospitality, arts, recreation

Commercial property - office,

retail

Housing

Supermarkets

Online retail

IT services, internet service
providers

Delivery/courier services
Technology

Healthcare

Medical safety equipment
Cleaning/sanitation

Source: ASB



| NZ Policy Support

NZ Government

$50bn COVID Response and Recovery Fund (CRRF).

e Wage subsidy.

e Income support.

e Small business cashflow loans.

e Business Finance Guarantee scheme.

RBNZ

e Policy interest rate.
e Quantitative Easing - $100bn till July 2022.
e Funding for Lending Programme.




| Impacts

e Policy support has front-loaded growth.
e Rotation of growth.

e Brighter signs in interest-rate sensitive pockets.

e RBNZ policy measures to slow overheating in some pockets.

Not out of woods yet

We are in the midst of a global pandemic.
Border restrictions to remain for a while yet.




Housing market responding

REGIONAL HOUSE PRICE FORECASTS
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Mixed retail picture

SPEND BY SECTOR
% Last 4 weeks versus previous year
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'Regional contrasts

MBIE card spend by Territorial Local :
Authority vs same 4 weeks a year ago ®©
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Rebound

to be led by components that we weak in Q2

ANNUAL CHANGES IN NOMINAL RETAIL SPENDING

Fuel
Motor vehicle and parts
Food and beverage services
Accommodation

Pharmaceuticals

Electrical and electronic goods
Apparel, personal accessories
Recreational goods

Hardware, building, garden supplies
Fumniture, houseware, textiles
Department stores

Non-store and Commission-based
Liquor Retailing

Spedalised Food

Supermarket
Source: Statistics NZ, ASB
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Closed border headwinds
to intensify in summer

NET SHORT TERM POPULATION IMPULSE
NZ non-resident arrivals less NZresident departures
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Inbound tourism
to take time to recover
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Population growth to slow
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GDP
below pre-COVID levels till mid-2022

NZ Annual Average GDP Growth
aapc
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Demand for labour to cool

New Zealand Labour Demand

Percent %
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' Summary

Uncertainty is the only certainty.

Risks of a V shaped recovery are growing.

OCR unlikely to go negative, but it is not going up either.
Rotation of growth and consumer spending habits.

2020 Global and NZ recession due to COVID-19 pandemic.
2020H2 NZ recovery stronger than expected, but uneven.
2027 Uneven.

2022 Looking better.

RBNZ keep foot on accelerator until expansion secure.



Lesson 1
Benefits of flexibility

Don't pick winners/put all eggs into 1 basket.

Impacts on work habits, hours, location, where we live and work
and infrastructure provision.

Housing — does location matter?

Infrastructure — more effective utilisation of core infrastructure.
Need to be able to switch off or fatigue will set in.



Lessons 2 & 3
Importance of resilience and delivery

Safety, stability and reliability key.

NZ's allure as safe haven.

Need sound foundations — critical infrastructure — broadband,
transport, electricity.

Things will sometimes go wrong or turn out differently.

Have a plan B and be able to execute it.

Need more of a buffer — stock shortages could be an issue.



Economic forecasts

ASB economic forecasts Jun-20 [ Sep-20 Dec-20 Mar-21 Jun-21i{Mar-22iMar-23
<<actual | forecast>>
NZ GDP real AA% -2.1 -35 -4.8 -5.1 0.8 3i9 24
private consumption AA% -1.3 -2.8 -4.1 -4.9 0.6 39 2.8
dwelling construction AA% -6.5 -8.9 -11.5 -10.1 2.2 4.7 -43
other investment AA% -5.1 -7.2 -8.1 -7.5 257, 55 5.4
exports AA% -5.6 -9.2 -12.8 -14.9 -9.8 3.2 8.8
imports AA% -6.0 -11.9 -17.6 -20.4 -12.1 4.8 8.7
NZ GDP real A% -12.4 -34 -3.2 -13 12.7 1.0 3.4
NZ GDP real Q% -12.2 11.0 0.7 0.5 0.3 0.4 0.8
NZ CPI Q% -0.5 0.7 0.1 0.2 0.3 0.4 0.5
NZ CPI A% 1.5 1.4 1.0 0.5 13 1.5 13
NZ house prices (QV index) A% 6.8 6.9 9.1 9.0 11.3 7.0 4.9
NZ unemployment (sa%) Qtr 4.0 5.6 6.5 6.7 6.7 59 5.8
NZ private sector wages (LCI) A% 2:1 1.6 1.2 12 1.4 1.7 1.9
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Financial forecasts

ASB interest rate forecasts
(end of quarter)

NZ OCR

NZ 90-day bank bill

NZ 2-year swap rate

NZ 5-year swap rate

NZ 10-year swap rate

NZ 10-year Bond

ASB foreign exchange forecasts
(end of quarter)

NZD/USD

NZD/AUD

NZD/JPY

NZD/EUR

NZD/GBP

NZD/CNY

NZD TWI

Jun-20 Sep-20

0.25
0.30
0.21
0.35
0.74
0.91

Jun-20 Sep-20

0.64
0.93
69
0.57
0.52
4.5
71.4

<< actual
0.25
0.31
0.06
0.13
0.51
0.46

<< actual

0.66
0.93
70
0.56
0.51
4.5
71.6

Dec-20 Mar-21

forecast >>
0.25 0.25
0.30 0.30
0.25 0.25
0.35 0.35
0.80 0.80
0.85 0.85

Dec-20 Mar-21

forecast >>
0.67 0.67
0.89 0.88
71 70
0.54 0.54
0.50 0.49
4.6 4.6
69.9 69.4

Jun-21

0.25
0.30
0.25
0.35
0.80
0.85

Jun-21

0.66
0.86
69
0.53
0.49
4.5
68.0

Mar-22

0.25
0.30
0.25
0.35
0.95
1.00

Mar-22

0.66
0.85
69
0.52
0.49
4.4
67.4

Mar-23

0.25
0.30
0.45
0.65
115
1.20

Mar-23

0.66
0.86
69
0.53
0.49
4.4
67.6
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Thank you.
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