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A guide to the 2017 election for
financial markets

18 September 2017

- This bulletin previews New Zealand’s
General Election, scheduled for Saturday
23 September.

- Itislikely to be of most interest to overseas
financial market participants, who may
have less familiarity with the New Zealand
electoral system.

- We review the possible outcomes of the
election and summarise key opposition
party policies.

- The bulletin is the opinion of the Westpac
Economics Team and does not necessarily
reflect the views of Westpac New Zealand Ltd.

Background on New Zealand's
political landscape

Under New Zealand’s proportional representation system,
voters get two votes. An electorate vote determines the
local parliamentary representative, while the party vote
determines the share of seats in Parliament for each party.
Since proportional representation was introduced in 1996,
no single party has won a majority of the seats. Instead, the
major parties have had to either enter into a coalition or
form a minority government with support agreements from
smaller parties.

The most significant parties are:

National: A centre-right party, favouring fiscal discipline,

tax reductions, and a targeted approach to social spending.

National has led the government since November 2008.

Labour: A centre-left party, favouring increased social
spending and a greater role of government in the economy,
especially in the housing market. Labour was previously in
power from 1999 to 2008.

New Zealand First: Advocates tighter controls on
immigration and foreign ownership, and spending on
regional economic development. NZ First (NZF) is left
of centre on economic policy, but is conservative on
social policy. It has supported both National and Labour
governments in the past.

Green: Further left on the economic spectrum, focused
on environmental and social justice issues. Labour and the
Greens are natural coalition partners.

Maori: Focussed on Maori issues. Supported the current
National government, but has said it is open to talking to
either major party.

ACT: A small party naturally aligned to National.

An important technicality is that in order to qualify for
representation in Parliament, parties must win either 5%
of the party vote or win at least one electorate seat - Maori
and ACT are currently in Parliament by virtue of winning
electorate seats, while NZ First and the Greens qualified on
their party vote.

What do the polls say?

For much of this year, public polling suggested that National
would gain the largest share of votes by a substantial
margin, though it would still require the support of NZ First
and/or other minor parties in order to reach a majority.

However, the balance has changed dramatically since
early August, when a change of leadership for the Labour
Party revitalised its prospects. The election now looks very
close. Which party is ahead now varies by polling company.
Colmar Brunton polls suggest that the Labour Party is four
percentage points ahead of National, Reid Research polls
have National ten percentage points ahead of Labour, and
Roy Morgan has the two parties within half a percentage
point of each other.

Figure 1: Curia average of polls (as at 17 September)
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Among the smaller parties, the Greens popularity roughly
halved after one of their co-leaders resigned. In some polls
the Greens have been below the 5% minimum threshold
for entering Parliament, while others suggest the Greens
are clear of the threshold. NZ First also dropped in the polls
when Labour surged, but has remained well clear of the 5%
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hurdle. Polls suggest that ACT will win one electorate seat,
and Maori will win two (although the latter is uncertain).

The best way to cope with the variability of the polls is

to average them. We focus our attention on the Curia
weighted average of recent public polls, shown in figure

1. Polls that are more recent or have larger sample sizes
are accorded greater weight. The two major groupings -
National/ACT and Labour/Green - are currently neck and
neck, but neither is close to being able to govern alone. That
leaves no clear path towards forming the next government:
the outcome is going to depend on the results on election
day, and the coalition negotiations that follow. As we see it,
the three most plausible configurations are:

National + NZ First: NZ First has stated that it would
prefer to work with the largest party in Parliament. On
the current average of polls that would be National by a
whisker. Furthermore, on both of the two past occasions
when NZ First supported a major party in Government,
it sided with the incumbent government - in this case
National. However, on current polling this combination
would have only 61 seats in a 122 seat parliament. In
order to govern it would require either a shift in the polls,
or the ACT party would have to be brought on board in
some capacity.

Labour + NZ First: This strikes us as the most plausible
combination involving NZF and the Left. NZF and Labour
could work together (and have in the past). By contrast,

it seems less likely that NZF could work with the Greens
or the Maori party, given their policy priorities conflict.
Indeed, in 2005 New Zealand First partnered with Labour
only on the condition that the Greens were excluded from
the coalition. On current polling, Labour + NZ First would
not have enough seats to govern, but it would take only

a small change in the polls to give this combination a
majority. There are two other ways that this combination
could form a government: (1) If the Green Party slips
below the 5% threshold and is excluded from Parliament
altogether, the Greens’ seats would be redistributed.
Based on current polling New Zealand First would have
the choice of governing with either Labour or National; (2)
Labour and New Zealand First could form a government
without a clear majority in Parliament, but with the
Greens’ formal agreement to abstain on confidence and
supply votes.

Labour + Green + Maori: The Maori Party is currently a
support partner of the National Government. However, it

is possible that Maori could join Labour and the Greens in a
left-of-centre coalition. Based on current polling, the three
parties together would command 60 seats in a 122 seat
parliament, so a small shift in the polls would be required to
allow this combination.

Key policies — Labour and the Greens

This section summarises selected policies of the Labour
Party and the Green Party, restricting our attention to the
areas that are most relevant for financial markets. The aim
is to give a sense of how a change of Government might
affect economic forecasts.

Fiscal Balance

Labour and the Greens have signed up to Budget
Responsibility Rules that require sustainable surpluses and
net core crown debt to fall to 20% of GDP within five years
of taking office. Net debt is currently around 22% of GDP.

Labour plans to spend more than the current Government,
primarily on education and health. This would be only partly
funded by cancelling tax cuts that were legislated to take
effect on April 1and introducing new taxes. The balance
would be debt funded, implying that Labour’s fiscal plan is
more stimulatory - by June 2021, Labour plans to run with
around $7bn more net core crown debt than is currently
budgeted (equivalent to 2.2% of GDP). More expansionary
fiscal policy would tend to see us lifting our GDP forecasts,
although the cancellation of next year’s tax cuts would have
a negative effect on our GDP forecast for that year.

Monetary Policy

Labour plans to introduce a committee for making monetary
policy decisions, with a mix of internal and external members
and published minutes, similar to the Bank of England model.
Labour also plans to give the RBNZ a dual mandate to target
full employment as well as price stability. The employment
target would not be numerical. We doubt these changes would
make much difference to the conduct of monetary policy.

As far as we are aware, Labour has not proposed any
change to the Reserve Bank’s macroprudential powers.

Shortly after the election, the new Minister of Finance will
approve the appointment of a new Reserve Bank Governor,
and will agree a Policy Targets Agreement with him/her. The
last Labour Government broadened the Reserve Bank’s focus
beyond inflation and increased the inflation target, but the
current Labour Party has announced no plan in thisregard.

The housing market

Currently, property investors who resell a property within
two years are required to pay income tax on any capital
gain. Labour plans to extend this two-year “bright line” to
five years. Labour also plans to remove property investors’
ability to write off losses on rental properties against their
personal income. These measures might reduce house
prices to some extent, but it is difficult to tell how large the
impact would be.

Labour also plans to convene a tax working group that
might recommend some variation on a capital gains tax,
land tax or deemed rate of return tax on property excluding
the family home. Depending on the type of tax chosen

and the rate, such tax changes have the potential to put
substantial downward pressure on house prices, which

in turn would impact consumer spending. However, the
working group’s proposals would not be implemented until
after the 2020 election. (This naturally generates a risk that
they are not implemented at all.)

Labour plans to start an investment fund charged with
building 100,000 affordable houses (and the associated
infrastructure) over ten years. This would tend to lift
construction activity and GDP, but would not necessarily
have a large impact on overall house prices.
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Immigration

Labour would reduce the number of student visas and work
visas. It would also make it more difficult for people who
entered New Zealand on student visas to stay on. Labour
estimates that this would reduce net immigration by around
30,000 people per annum. Both the Reserve Bank and
Westpac Economics are already forecasting a substantial
reduction in net immigration over the coming few years,

so these policies would only impact our wider economic
forecasts if they reduced immigration by even more than
we are currently forecasting.

Emissions Trading Scheme

Both Labour and the Greens have committed to making
New Zealand net carbon neutral by 2050. Labour plans

to achieve this via the Emissions Trading Scheme, while

the Greens prefer a carbon tax. Importantly, both parties
plan to bring agriculture within their climate change
policies. This will tend to alter land use away from dairy and
towards forestry. It will also reduce the burden of meeting
New Zealand’s climate change commitments that would
otherwise be borne by non-agricultural industries.

Key policies - New Zealand First

If New Zealand First forms part of the next Government, it
will be as the smaller party in a coalition. Some of NZF’s key
policies that are relevant to financial markets are:

- Reduce immigration - NZF seeks much more restrictive
immigration policy than either of the major parties.

- Tighten restrictions on foreign investment and restrict
ownership of houses and farmland to New Zealand
citizens and residents.

- Repeal the Emissions Trading Scheme.

- Reform the Reserve Bank Act with an eye to making the
exchange rate more exporter-friendly.

- Remove GST on basic foodstuffs, reduce business tax,
and index income tax thresholds to inflation.

Realistically, NZ First would be unable to implement these
policies wholesale. But it may be able to negotiate one

or more of reduced immigration targets, tighter foreign
investment restrictions, and/or a reduced RBNZ focus
oninflation.

NZ First's policies are expensive, and it has not signed up

to any budget responsibility agreement. We do not know
whether a government that includes NZF would run more
stimulatory fiscal policy than the dominant party alone, but
it does seem possible. Finally, it isimportant to note that
the NZ First leader has said that introducing a capital gains
tax would be “off the table™ in any coalition negotiation —
meaning it is uncertain what a Labour + NZF coalition would
do with taxes on property investors.

Dominick Stephens
Chief Economist

Michael Gordon
Senior Economist
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Contact the Westpac economics team

Dominick Stephens, Chief Economist +64 9 336 5671
Michael Gordon, Senior Economist +64 9 336 5670
Satish Ranchhod, Senior Economist +64 9 336 5668
Shyamal Maharaj, Economist +64 9 336 5669

Paul Clark, Industry Economist +64 9 336 5656

Any questions email: economics@westpac.co.nz

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
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties.

The ultimate outcomes may differ substantially from these forecasts.

Disclaimer

Things you should know

Westpac Institutional Bank is a division of Westpac Banking
Corporation ABN 33 007 457 141 (‘Westpac’).

Disclaimer

This material contains general commentary, and market colour.

The material does not constitute investment advice. Certain types

of transactions, including those involving futures, options and high
yield securities give rise to substantial risk and are not suitable for all
investors. We recommend that you seek your own independent legal
or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your
objectives, financial situation or needs. This material may contain
material provided by third parties. While such material is published
with the necessary permission none of Westpac or its related entities
accepts any responsibility for the accuracy or completeness of any
such material. Although we have made every effort to ensure the
information is free from error, none of Westpac or its related entities
warrants the accuracy, adequacy or completeness of the information,
or otherwise endorses it in any way. Except where contrary to law,
Westpac and its related entities intend by this notice to exclude
liability for the information. The information is subject to change
without notice and none of Westpac or its related entities is under any
obligation to update the information or correct any inaccuracy which
may become apparent at a later date. The information contained in
this material does not constitute an offer, a solicitation of an offer,

or an inducement to subscribe for, purchase or sell any financial
instrument or to enter a legally binding contract. Past performance is
not a reliable indicator of future performance. Whilst every effort has
been taken to ensure that the assumptions on which the forecasts
are based are reasonable, the forecasts may be affected by incorrect
assumptions or by known or unknown risks and uncertainties. The
ultimate outcomes may differ substantially from these forecasts.

Country disclosures

Australia: Westpac holds an Australian Financial Services Licence
(No. 233714). This material is provided to you solely for your own use
and in your capacity as a wholesale client of Westpac.

New Zealand: In New Zealand, Westpac Institutional Bank refers to
the brand under which products and services are provided by either

Westpac or Westpac New Zealand Limited ("WNZL"). Any product

or service made available by WNZL does not represent an offer

from Westpac or any of its subsidiaries (other than WNZL). Neither
Westpac nor its other subsidiaries guarantee or otherwise support
the performance of WNZL in respect of any such product. The current
disclosure statements for the New Zealand branch of Westpac

and WNZL can be obtained at the internet address www.westpac.
co.nz. For further information please refer to the Product Disclosure
Statement (available from your Relationship Manager) for any product
for which a Product Disclosure Statement is required, or applicable
customer agreement. Download the Westpac NZ QFE Group Financial
Advisers Act 2008 Disclosure Statement at www.westpac.co.nz.

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
any rules made under that Ordinance. Westpac Shanghai and Beijing
Branches hold banking licenses and are subject to supervision by
the China Banking Regulatory Commission (CBRC). Westpac Mumbai
Branch holds a banking license from Reserve Bank of India (RBI) and
subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared
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
Camonmile 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

Financial Conduct Authority and limited regulation by the Prudential
Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.
Westpac Europe Limited is a company registered in England (number
05660023) and is authorised by the Prudential Regulation Authority
and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority.

This communication is being made only to and is directed at (a)
persons who have professional experience in matters relating to
investments who fall within Article 19(5) of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 (the “Order™)

or (b) high net worth entities, and other persons to whom it may
otherwise lawfully be communicated, falling within Article 49(2)(a)

to (d) of the Order (all such persons together being referred to as
“relevant persons”). Any person who is not a relevant person should
not act or rely on this communication or any of its contents. The
investments to which this communication relates are only available

to and any invitation, offer or agreement to subscribe, purchase or
otherwise acquire such investments will be engaged in only with,
relevant persons. Any person who is not a relevant person should not
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
with Article 20 MAR. Westpac does not apply MAR Investment
Recommendation requirements to Spot Foreign Exchange which is out
of scope for MAR.

Unless otherwise indicated, there are no planned updates to this
Investment Recommendation at the time of publication. Westpac
has no obligation to update, modify or amend this Investment
Recommendation or to notify the recipients of this Investment
Recommendation should any information, including opinion, forecast
or estimate set out in this Investment Recommendation change or
subsequently become inaccurate.

Westpac will from time to time dispose of and acquire

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.

i) Chinese Wall/Cell arrangements;

i) physical separation of various Business/Support Units;

(
(
(i) and well defined wall/cell crossing procedures;
(iv) a“need toknow” 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
registered as, or affiliated with, a Futures Commission Merchant
registered with the US CFTC. Westpac Capital Markets, LLC ("WCM’),
awholly-owned subsidiary of Westpac, is a broker-dealer registered
under the U.S. Securities Exchange Act 0f 1934 (‘the Exchange Act’)
and member of the Financial Industry Regulatory Authority (‘FINRA).
This communication is provided for distribution to U.S. institutional
investors in reliance on the exemption from registration provided

by Rule 15a-6 under the Exchange Act and is not subject to all of the
independence and disclosure standards applicable to debt research
reports prepared for retail investors in the United States. WCM is the
U.S. distributor of this communication and accepts responsibility

for the contents of this communication. All disclaimers set out with
respect to Westpac apply equally to WCM. If you would like to speak
to someone regarding any security mentioned herein, please contact
WCM on +1212 389 1269. All disclaimers set out with respect to
Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments
mentioned in this communication may present certain risks. The
securities of non-U.S. issuers may not be registered with, or be subject
to the regulations of, the SEC in the United States. Information on

such non-U.S. securities or related financial instruments may be
limited. Non-U.S. companies may not subject to audit and reporting
standards and regulatory requirements comparable to those in effect
in the United States. The value of any investment or income from any
securities or related derivative instruments denominated in a currency
other than U.S. dollars is subject to exchange rate fluctuations that
may have a positive or adverse effect on the value of or income from
such securities or related derivative instruments.

The author of this communication is employed by Westpac and is
not registered or qualified as a research analyst, representative, or
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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