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Some respite for the beleaguered bond market; RBNZ raises OCR to 2% with more hikes seen ahead
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Bond market gets a bit of respite in May

The New Zealand bond market has been under pressure for most of the year and is facing its most challenging period
in recent memory. But there was some positive short-term news: as interest rates have managed to pull back from
their highs over the course of May, returns from bond funds were generally up about 1% as of this writing. The market
may have realised that it had gone too far in pricing in central bank interest rate hikes. Another factor which may have
given the bond market some respite in May is that term deposit rates offered by banks have lagged the rise in bond
yields, thereby making bonds more attractive. Inflation remains a big theme with the bond market focused on the
central banks rapidly raising interest rates to prevent inflation having a more harmful second-round impact on the
economy. Another important theme is the recognition that economic growth may slow, with most commentators
acknowledging recessionary risks as central banks rapidly raise interest rates.

RBNZ hikes the OCR to 2%, market prices in more tightening in July and August

In May, the Reserve Bank of New Zealand (RBNZ) raised the Official Cash Rate (OCR) by 50 basis points (bps) to 2%.
According to the RBNZ, the neutral rate has been somewhere between 2 and 3%; at the same time, the central bank
said that the OCR would need to be above neutral until they are able to bring inflation under control. Like other
central banks, the RBNZ seems to be very focused on fighting inflation as a top priority and growth seems to be a
secondary consideration at this stage. The market has almost fully priced in the RBNZ hiking the OCR by 50 bps once
in July and a second time in August, taking the rate to 3%. Central banks have come under some criticism that they
are behind the curve. However, they may deserve some sympathy as the global coronavirus pandemic was
unprecedented, and the combination of higher fiscal spending and the slashing of interest rates (now being reversed)
was probably the right step to take at the time. Furthermore, if inflation is mainly due to supply chain constraints as
the central banks say, the task at hand, from their perspective, might be to lower demand and slow growth.

Developments in China key to New Zealand’s economy

Something that the RBNZ should be very aware of is consumer confidence in New Zealand, which is at low or
challenged levels. Looking abroad, what happens in China, New Zealand’s key trading partner, will certainly resonate
at home. Prices of New Zealand’s commodities, particularly dairy—of which a large portion is exported to China—
have held up relatively well. Going forward, how Chinese demand plays out amid China’s zero-COVID strategy will be
a concern, as it may impact New Zealand’s growth quite significantly.
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for
distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal
investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments
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The information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but
have not been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no
responsibility or liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts,
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for the exercise of their own judgment. Opinions stated in this document may change without notice.
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Estimates of future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of
any principal investment. The mention of individual securities, sectors, regions or countries within this document does not imply a
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Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by
Nikko AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan
nor is it intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial
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United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised
and regulated in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial
promotion for the purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United
Kingdom, and is directed at professional clients as defined in the FCA Handbook of Rules and Guidance.

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or
distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity.
Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of
Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and
intermediaries only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory
authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057,
FSP22562). It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.
Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis
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and regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority
(the FCA) in the United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to
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person will not therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests,
may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers
or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
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mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.
Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated
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constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article
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Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public
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whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded
in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
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The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority
or any other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee
only and should not be given or shown to any other person (other than employees, agents or consultants in connection with the
addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe
Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances
is, to be construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to
the eligibility of any person to acquire any financial investment product or service. The offering and sale of any financial investment product
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