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Introduction

Global economy awful

New Zealand relatively pretty

Domestic demand set to pick up

But external sector faces greater pressure

Domestic capacity constraints a major problem
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A World in Union?
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Not Really!
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NZ Trading Partners OK
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The Pessimists View
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USA-Heads in the Sand
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Europe in Deep...
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An Aussie Correction?

% change Australian GDP
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China’s Wobbles

% change Chinese GDP
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The Global Powershift
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The Real Shift
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New Zealand's Exposure

Sou

Merchandise Exports By Destination

Australia

23%

rce: BNZ, Statistics New Zealand

13




New Zealand's Exposure
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NZ — The “Good” News

« Strong commodity prices
« Export volumes solid
* Income growth positive

 Building cycle to turn up aggressively
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NZ — The “Bad” News

Commodity cycle to turn

External accounts deteriorate

Financial storm clouds brewing

Capacity constraints bite

Interest rates headed higher
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Commodity Prices — The Trend
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Commodity Prices — The Cycle

Annual % change NZ Commodity Export Prices
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A Trade Improvement
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But For How Long

Meat good

Dairy

o Prices peaked
o A supply response
o A demand response

Kiwifruit — from great to PSA

Forestry — global construction soft

20

bnz



Income Growth OK

Annual % Real Compensation of Employees
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So Retail Okay
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Despite Household Behaviour Changes

Savings/Disposable Household Savings Ratio
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Manufacturing Stable

Diffusion Index Performance Of Manufacturing Index
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A Construction Boom!
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Quake or No Quake
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Changes Afoot
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Changes Afoot

Ann % ch in House Price Inflation And Sales Level (s.a.)
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Changes Afoot

Annual changein Mortgage Approvals
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Non-res Building OK
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P&M Unexciting
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Storm Clouds Brewing
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Commodities Falling
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Capacity Constraints Concern

Yo
3.0 T

2.0 A

1.0 -

0.0

-1.0 A

-2.0 1

-3.0 A

-4.0 -

Source: Statistics NZ, NZIER, BNZ

NZ Output Gap

BNZ Estimate

Excess Demand

Quarterly

Forecasts

Excess Supply

87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

34

bnz




Potential is Low

Potential Growth
RBNZ Estimates
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And Unemployment is Set to Fall

o Unemployment Rate
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Despite Soaring Participation

% Participation Rate
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So Cash Rate Pressured

BNZ Output Gap and Bank Bills
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NZD Toppy?
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Really?

NZD/AUD NZD/AUD & Long-term Equilibrium NZD/AUD
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On Balance Okay

% change Gross Domestic Product
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A Relative Surprise

Global Equity Returns
YTD % Change
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Disclaimer

This publication has been provided for general information only. Although every effort has been made to ensure
this publication is accurate the contents should not be relied upon or used as a basis for entering into any products
described in this publication. To the extent that any information or recommendations in this publication constitute
financial advice, they do not take into account any person’s particular financial situation or goals. Bank of New
Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any of
the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication
accepts any liability for any loss or damage whatsoever may directly or indirectly result from any advice, opinion,
information, representation or omission, whether negligent or otherwise, contained in this publication.
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