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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.



Uneven global recovery.
NZ economic outlook solid.
Inflation missing in action.
OCR outlook: up or down?

NZD firm, some moderation.
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NZ TRADING PARTNER
aape ANNUAL GDP GROWTH

2015 & 2016
Forecasts
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Source: Consensus Inc, Stats NZ, ASB
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Eurozone risks: weak growth and very low core inflation; Greek brinkmanship
China risks: Not clear China’s deceleration has finished; NZ has a high exposure
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MILK PRICE AND DIVIDENDS
(per kg milksolid)

Source: Fonterra, ASB ASB Milk Price

Dividend forecasts
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Weaker global dairy prices to
hit rural incomes this year.

Strong NZ dairy production
growth partly to blame.

Dry conditions amplify farmer
response to weaker dairy
prices. Production to contract
sharply over H1 2015.

Follows on from strong season
in the prior year.

Poisoning threat: NZ’s food
reputation.
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NZ SHORT TERM ARRIVALS
(monthly, seasonally adjusted)

RWC

Lions tour

Source: Stats NZ
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Tourist numbers have picked
up steadily over recent years.

Led by strong growth in
Chinese arrivals — product
opportunity.

Lift in US arrivals encouraging.

Improving global economy will
lift demand for travel.



RESIDENTIAL CONSENT ISSUANCE Construction activity lifting

3 (annual total) S
000 000 strongly, largely led by
Source: Stats NZ Canterbury and Auckland
[ — T‘ """""""""""""" 12 housing demand.
10 ooy B R R R 10 Auckland construction has
g Lo A V .......................... o liftted but pace still

undershoots requirements.

Canterbury rebuild: Only a
fraction of the work
2 completed.
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CONSUMPTION & QES REAL
- GROSS EARNINGS

Real gross earnings
Source: StatsNZ
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Consumer spending growth a
key area of strength.

Confidence strong on labour
market, wage growth.

Oil prices and added boost to
disposable income.

Strong population growth
adds to momentum: new
migrants need houses,
clothes, food — and natural
products!
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EMPLOYMENT & UNEMPLOYMENT

Annual employ ment growth

Unemploy ment rate (rhs)

Source: Stats NZ, ASB forecasts
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Employment growth very
strong over 2014, broad-based
recovery.

Labour supply has also
increased sharply — very
motivated migrants.

The net effect will see the
unemployment rate remain
steady over 2016.

Wage growth steady at
modest levels.
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NET MIGRATION
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REGIONAL HOUSE PRICE FORECASTS Auckland housing market still

200 @@nnual growth) tight, low interest rates add

further fuel to the fire.
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Canterbury market starting to
find some balance.

Outside of Auckland and

Canterbury, housing market

fairly balanced, although low

L, | s o ase interest rates risk broad-based
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NZ GDP GROWTH

Y%

A Annual av erage %

Source: Stats NZ, ASB
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Solid GDP growth of 3% for
2015.

Largely led by strong
population growth, consumer
spending and construction.

Export outlook for 2015 more
mixed and challenging for
some areas.

Fiscal spending remains a
drag.
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NZ CPI ANNUAL INFLATION

3-year average

Source: Stats NZ, ASB
CPI Annual %

()

CPI Inflation
Target Band
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Inflation remains subdued.

Domestically-generated inflation
pressures have been broadly
steady but low.

High NZD, weak global inflation
and falling commodity prices
have dragged headline below
1%.

3-year average inflation has
fallen to the bottom of the
RBNZ'’s target band.
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OCR FORECASTS

% (ASB vs pricing of overnight index swaps) %
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Headline inflation suggests no
rate hikes for the foreseeable
future.

Near-term risk of a rate cut
(~25%) given low tolerance for
weaker inflation.

But beyond 2016, risk that
rates will eventually need to
go higher. Not yet at neutral.
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Global growth to remain average, but uneven. Chinese
tourists.

Lower oil prices a net positive for NZ.

NZ economy is set to record near 3% growth over 2015.
Growth led by consumer spending and construction.
Challenging dairy season a setback for rural incomes.

OCR now on hold for the ‘foreseeable future’. Risks to the
outlook down in the near term.

NZD may ease from current levels, but remain elevated by
historical standards.



