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Observations from my recent tour of Europe

27 March 2018

I have recently returned from a two week tour of Europe
(including the UK), where | visited a range of customers to
discuss the outlook for the New Zealand economy.

I have done this tour more-or-less annually since 2012.
Sometimes | get a distinct sense of heightened interest in
New Zealand among European investors, and other times
I notice that New Zealand has shifted off their radar. This
time was somewhere in between those two extremes -
there was a moderate level of interest in New Zealand.

My basic narrative was that New Zealand’s OCR is less likely
to rise over the coming year than markets expect. Inflation
is currently below the RBNZ’s target, and we doubt that
there will be enough growth in the economy to rectify that
any time soon. This is mainly because we expect a weak
housing market to impact consumer spending. So we think
New Zealand’s OCR will remain on hold until late-2019.
With New Zealand lagging the rest of the world in terms

of interest rate increases, we also expect that the New
Zealand dollar will fall over the year ahead.

As always, there was a range of reactions to our views. A few
people were more hawkish. Some argued that upcoming
Government decisions to curb migration, lift the minimum
wage, impose environmental constraints on farmers

and move toward more institutional wage bargaining

would reduce aggregate supply in the economy, thereby
creatinginflation.

But more frequently, | found that people were sympathetic
to our dovish view. Most people tended to agree that New
Zealand would experience lacklustre aggregate demand
and would lift interest rates more slowly or later than
elsewhere in the world.

The biggest area of disagreement with my narrative
concerned the exchange rate. The majority of people |
visited were doubtful that the US dollar would strengthen in
response to rising US interest rates, as we are expecting. The
flip side of that is that many people doubted that the New
Zealand dollar would fall, at least not against the US dollar.

| found it interesting to consider the implications of that.

If the New Zealand economy remains fairly slow and the
exchange rate fails to fall, then inflation will be even lower
than we are currently forecasting. In that world, the Reserve
Bank might even have to cut the OCR. In other words, those
who expect a weak US dollar have more reason to expect a
dovish Reserve Bank of New Zealand.

Against currencies other than the US dollar, most people
did seem to agree that there was some scope for the New
Zealand dollar to fall. In particular, a number of customers
thought the New Zealand dollar should fall versus the
Australian dollar.

One oddity I have noticed over the years is the waxing

and waning of interest in New Zealand’s fortnightly dairy
auctions. In the early 2010s, | recall having great trouble
trying to convince sceptical market participants that global
milk prices were important for the New Zealand dollar. So |
was very surprised a couple of years later when | found that
almost every European interested in Kiwi was an expert in
the fortnightly GlobalDairyTrade auction. | faced incredibly
detailed questions on auction volumes, weather conditions
etc. | felt that among European market participants, interest
in dairy had grown out of proportion with its role in the New
Zealand economy. | am pleased to report that the degree of
interest in dairy among European market participants has
now moderated to something more proportionate.

Finally, | was particularly interested in how customers
would react to our view that US 10-year government bond
yields will be higher than the New Zealand equivalent at
some point this year, for the first time since 1994. A few
people doubted that this would happen, arguing that
demand for New Zealand bonds would dry up, pushing
yields higher. But by and large, most customers had no
problem with the idea. Of course, upon arriving home

| found that US 10-year yields had already risen slightly
higher than New Zealand 10-years.

Dominick Stephens
Chief Economist
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Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure
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with the necessary permission none of Westpac or its related entities
accepts any responsibility for the accuracy or completeness of any
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China, Hong Kong, Singapore and India: This material has been
prepared and issued for distribution in Singapore to institutional
investors, accredited investors and expert investors (as defined in
the applicable Singapore laws and regulations) only. Recipients in
Singapore of this material should contact Westpac Singapore Branch
in respect of any matters arising from, or in connection with, this
material. Westpac Singapore Branch holds a wholesale banking
licence and is subject to supervision by the Monetary Authority of
Singapore. Westpac Hong Kong Branch holds a banking license and
is subject to supervision by the Hong Kong Monetary Authority.
Westpac Hong Kong branch also holds a license issued by the Hong
Kong Securities and Futures Commission (SFC) for Type 1and Type

4 regulated activities. This material is intended only to “professional
investors” as defined in the Securities and Futures Ordinance and
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Branches hold banking licenses and are subject to supervision by
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by and are the sole responsibility of Westpac Banking Corporation
London and Westpac Europe Limited. Westpac (a) has its principal
place of business in the United Kingdom at Camomile Court, 23
Camomile Street, London EC3A7LL, and is registered at Cardiff in
the UK (as Branch No. BRO0106), and (b) authorised and regulated
by the Australian Prudential Regulation Authority in Australia.
Westpac is authorised in the United Kingdom by the Prudential
Regulation Authority. Westpac is subject to regulation by the
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Disclaimer continued
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This communication is being made only to and is directed at (a)
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act or rely upon this communication or any of its contents. In the same
way, the information contained in this communication is intended for
“eligible counterparties” and “professional clients” as defined by the
rules of the Financial Conduct Authority and is not intended for “retail
clients”. With this in mind, Westpac expressly prohibits you from
passing on the information in this communication to any third party.

In particular this communication and, in each case, any copies thereof
may not be taken, transmitted or distributed, directly or indirectly into
any restricted jurisdiction. This communication is made in compliance
with the Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

The material may contain investment recommendations, including
information recommending an investment strategy. Reasonable

steps have been taken to ensure that the material is presented in a
clear, accurate and objective manner. Investment Recommendations
for Financial Instruments covered by MAR are made in compliance
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Recommendation requirements to Spot Foreign Exchange which is out
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Unless otherwise indicated, there are no planned updates to this
Investment Recommendation at the time of publication. Westpac
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financial instruments of companies covered in this Investment
Recommendation as principal and act as a market maker or liquidity
provider in such financial instruments.

Westpac does not have any proprietary positions in equity shares of
issuers that are the subject of an investment recommendation.

Westpac may have provided investment banking services to the issuer
in the course of the past 12 months.

Westpac does not permit any issuer to see or comment on any
investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not
permitted to undertake any transactions in any financial instruments
or derivatives in relation to the issuers covered by the investment
recommendations they produce.

Westpac has implemented policies and procedures, which are
designed to ensure conflicts of interests are managed consistently
and appropriately, and to treat clients fairly.

The following arrangements have been adopted for the avoidance and
prevention of conflicts in interests associated with the provision of
investment recommendations.
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ii) physical separation of various Business/Support Units;
i) and well defined wall/cell crossing procedures;

iv) a “need to know” policy;

v) documented and well defined procedures for dealing with
conflicts of interest;

(vi) steps by Compliance to ensure that the Chinese Wall/Cell
arrangements remain effective and that such arrangements are
adequately monitored.

U.S.: Westpac operates in the United States of America as a federally
licensed branch, regulated by the Office of the Comptroller of the
Currency. Westpac is also registered with the US Commodity Futures
Trading Commission (“CFTC”) as a Swap Dealer, but is neither
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under the U.S. Securities Exchange Act 0f 1934 (‘the Exchange Act’)
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by Rule 15a-6 under the Exchange Act and is not subject to all of the
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U.S. distributor of this communication and accepts responsibility

for the contents of this communication. All disclaimers set out with
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to someone regarding any security mentioned herein, please contact
WCM on +1212 389 1269. All disclaimers set out with respect to
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mentioned in this communication may present certain risks. The
securities of non-U.S. issuers may not be registered with, or be subject
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The author of this communication is employed by Westpac and is
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associated person under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State.
Unless otherwise specifically stated, the views expressed herein are
solely those of the author and may differ from the information, views
or analysis expressed by Westpac and/or its affiliates.
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