Goldilocks and the 3 Bears



https://www.youtube.com/watch?v=yD9KUB7QqZI

Solid growth, happy
consumers, busy builders,
ecstatic home owners and

keen double-cab ute
buyers. Three global bears
of Europe, ageing workers

and China’s rebalancing



Stranger than fiction:

The truth of stubbornly low
global growth, deflation,
negative interest rates,
property booms, full bars,
slower trade growth &
‘Helicopter Money’



An Indian summer:

Global deflationary
headwinds gather, but
Auckland, Queenstown,
consumption, construction
and tourism are strong.



Expect another OCR

zap & lots of concrete

RBNZ set to cut again and
the Government is opening
its infrastructure purse
strings in Auckland



Global trade growth

slower since 2008

Global structural forces of
ageing populations, tech
change and China
rebalancing are factors



e 3% growth + no inflation

e RBNZ to cut OCR to 1.75%

e Auckland’s housing inflation
slow-down was only temporary

e The dairy shock still matters

e So does tourism & construction
e China’s slowdown is a thing

e What it all means for NZ’s
economies & property markets



The RBNZ plans to cut again

Figure 2.3
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https://www.youtube.com/watch?v=yD9KUB7QqZI

But it should be even more

%
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Wrong for this long

Chart 2. NZ CPI inflation and RBNZ forecasts
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https://www.youtube.com/watch?v=yD9KUB7QqZI

But not the only ones

Chart 1: Various stages of Fed forward guidance (% fed funds futures)
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Inflation is dead, dead, dead

Figure 14: Consumer price inflation and
inflation expectations
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Real consumption growth

Retail sales
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Real price deflation

Retail prices

125 - Index (2003Q4 = 100) Index (2003Q4 = 100) 125
—Total

120 | ----Core (i.e. excl vehicle categories) - 120

115 - - 115

110 - 110

105 - - 105

100 - 100
Source: Statistics NZ, Westpac

95 T I T T T 95

2003Q4 2005Q4 2007Q4 2009Q4 2011Q4 2013Q4 2015Q4

CBAFF May 2016 Queenstown


https://www.youtube.com/watch?v=yD9KUB7QqZI

Migrants still coming in droves

NZ NET MIGRATION AND AUCKLAND HOUSE PRICE INFLATION
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Migration at a 100 year high

Figure 4: Net permanent and long-term immigration as a share of total population
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Still not building enough

FIGURE 5: HOUSING SUPPLY-DEMAND BALANCE
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A record summer for tourism
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Queenstown the star of NZ
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https://www.youtube.com/watch?v=yD9KUB7QqZI

China is switching

China key activity indicators
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Keep an eye on debt

Big Bad Debt Problem
Soured loans in China reached 1.27 trillion yuan in December, so there may be a lot more ABS backed by such debt

@ Nonperforming loans

Dec 31, '15

1.3 trillion yuan
12
11
1.0
09
038
07

06

08 mm

04 T T T T T — T T T T T T T T T T T T T T T 1
Dec '09 Jun Sep Dec Marl Jun Sep Dec Mar'12 Jun Sep Dec Mar'l3 Jun Sep Dec Marl4 Jun Sep Dec Mar'ls Jun Sep Dec

Source: China Banking Regulatory Commission

CBAFF May 2016 Queenstown


https://www.youtube.com/watch?v=yD9KUB7QqZI

And capital flows

Chart 40

IIF China (Net) Capital Flows Tracker
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https://www.youtube.com/watch?v=yD9KUB7QqZI

And social unrest

Strikes across China have increased in recent months

The instances of reported strikes in January nearly reached the total for 2011
and 2012 combined.
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Source: China Labor Bulletin DENISE LU/THE WASHINGTON POST
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https://www.youtube.com/watch?v=yD9KUB7QqZI

Three years of dairy losses

Figure 2.3 /kgMS $/kgMS
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Note: Effective payout is an estimate of milk revenue for the season, based on DairyNZ survey dala. The
break-even payoul Is working expenses plus interest and rent costs plus drawings, adjusted for
livestock revenue. Forecasts are from DalryNZ.
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Canterbury is peaking

Figure 3: Quarterly change in rebuild spending
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Figure 20 - Value of all building and construction by region (by quarter)
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WTF is going on?
Ageing populations, new
technology, endemic fear, bad
politics, a lot of debt for some
& too much saving are
suppressing global growth &
inflation (but not much here).



Spending less, saving more

% of population

Percentage of the World Population Over 65, 1950-2050
Source: UN World Population Prospect, 2008
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https://www.youtube.com/watch?v=byk3pA1GPgU

Investing less, saving more

Business Fixed Investment Across Advanced Economies, 1990-2014
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https://www.youtube.com/watch?v=byk3pA1GPgU

.

» e
-
b -

CBAFF May 2016 Queenstown


https://www.youtube.com/watch?v=byk3pA1GPgU

Moore’s law turns 50

Moores law
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e Second half of chessboard

e 1971 chip Intel 4004 chip

e 2015 Core i5 chip

e 3 500 times faster

e 90,000 X energy efficient

e 60,000 times cheaper

e |[f 71 Beetle improved as much
e 300,000 mph and 2 mln mpg



An amazing machine
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Watt’s steam engine
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Bigger, thinner, faster

FFFFFFFFFFFFFFFFFFFFFF
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Unstoppable
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Myanmar goes mobile
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Not much green time

Technology dominates our attention

- Other activities
R (Time awake but not undertaking
0% medial comimas activites)
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Music deflation




Pay TV deflation

NETFLIX



Taxi deflation

U




Uber cut prices again

uberX (before)
. uberX (new)

Sample fare: Mt Eden to Airport - Mid Day Monday

Auckland Chamber Nov 18


https://www.youtube.com/watch?v=yD9KUB7QqZI

Telco deflation




Hotel deflation

/Q\ airbnb



Airbnb in Auckland

Accommodation market responding to underlying

economic signals

2015 Auckland hotel rooms ~9,400

Hotel rooms being built,
3 year pipeline ~2,000

AirBnB properties added
in 2015 alone, rooms ~1,000

Potential AirBnB growth
for Auckland to match

San Francisco ~5,000
performance
Total Potential ~17,400
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https://www.youtube.com/watch?v=yD9KUB7QqZI

A very, very long view

Chart 5: Short and long-term interest rates
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Going sub zero
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ow a third of bonds

GOING NEGATIVE

Government bonds with negative yields, 2014-2016

Bod adopts Tatal
%6 negatihve rates
Swiss National Bank ECH cuts rates Franoe
adopts negative further below zara
rates Germany
& Japan

ECB adopts
negative rates

TRILLIONS

Jun 2014 Dec 2014 Jun 2015 Dec 2015 Mar 2016

Sources: BlackRock Investment Institute, J.P. Morgan and Thomson Reuters, March 2016.
Motes: the chart is based on the JF. Morgan Global Government Bond Index.
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Slowing trade growth

Flows of goods, services, and finance
(% of global GDP)

For decades, trade
grew at twice the rate of
the global economy...
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Source: McKinsey

2016 is expected
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Weak pricing

Fig. 10: Monthly HARPEX Container charter rate index
2007 up to January 2015

1500

1250 /
750 \

250

=

HARPEX Index

=

L

o R R RN R R

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
ISL Bremen, based Harper Petersen & Co., Hamburg

CBAFF May 2016 Queenstown



Weak container rates

Fig. 10: Monthly HARPEX Container charter rate index
2007 up to January 2015
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Weak bulk rates

Fig. 4: Monthly development of Baltic indices 2007-2015
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Not just weak values

Worse for most... n

Global trade, six-month average, % change on a year earlier
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Not just cyclical (4.2% vs 2.9%)
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Source: IMF World Economic Outlook, CPB Netherlands Bureau of Economic Policy and Analysis
and authors' calculations. Notes: Trade in this figure refers to merchandise imports. 2015 GDP is an IMF WEO estimate.
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Minding the gap

Chart 4: Volume of world merchandise exports, 1990-20152
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China is changing

FIGURE 12: Merchandise Exports of Emerging Asia: Value, Volume, and Price
(3-month moving average, January 2012 = 100)
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Source: CPB Netherlands Bureau of Economic Policy Analysis.
Note: Seasonally adjusted data.
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Just not enough investment

Figure 12. Share of Real Investment and Consumption in World Real GDP (index,
2000=100)
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Booming data flows

Then and now: The rise of global dataflows
Gigabits per second (Gbps)*
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e Thank you
e Questions
e Challenges



e Bernard Hickey

ebernard@hivenews.co.nz

e 027 866 0011

® www.twitter.com/bernardchickey

NEWS
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