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Economic conditions may prevent the terminal cash rate from reaching the RBNZ's forecast
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By Fergus McDonald, Head of Bonds & Currency

Light at the end of the tunnel for the bond market

As we have already mentioned several times, it has been a very tough year for New Zealand bonds. Although there is
perhaps light at the end of the tunnel after the market hit a very low point. In our view, good quality assets could
outperform cash over the medium term; the Reserve Bank of New Zealand (RBNZ) has been forecasting a terminal
cash rate of 4% versus the current 2.5%, but the rate is unlikely to get there unless the central bank takes very quick
action. New Zealand had the world’s fastest implementation of quantitative easing in 2020 following the outbreak of
COVID-19, but many factors that supported the economy, such as high dairy prices and generous government
spending, are now headed in the opposite direction. This has resulted in low business and consumer confidence
numbers and reduced consumer spending power. Furthermore, demand for goods and services is expected to
weaken as a significant number of New Zealanders—more than the number of visitors to the country—are expected
to travel abroad as restrictions are eased. Due to such factors the RBNZ may not reach its forecast rate, although it will
certainly try.

Firepower for the RBNZ to support the economy if necessary

We believe 2023 could be a relatively difficult year for New Zealand economically; as mentioned earlier factors that
supported the economy, such as migration into the country, have been reversed. Prospects are not expected to
improve until 2024 or 2025 when a recovery in international tourism is expected to begin. The RBNZ clearing its
balance sheet through quantitative tightening will give it the option to ease monetary policy again if economic
conditions deteriorate considerably. If the central bank had not tightened monetary policy after their extensive easing,
they would not have the firepower to support the economy when necessary. Another option for the RBNZ to support
the economy during dire times is to loosen some of the lending criteria in the mortgage market.

Inflation may have peaked

Inflation in New Zealand may have peaked, but we do not expect it to fall steeply. In a slightly worrying sign non-
tradable inflation, such as interest rates and insurance, remain sticky. However, we are seeing hints of tradable
inflation (such as goods traded across the border which are less affected by domestic economic conditions) coming
down. There are also signs of relief in commodities, where we recently saw a surge in oil prices, in turn relieving some
of the pressure on shipping costs. Once inflation peaks the RBNZ could begin cutting interest rates in mid to late 2023
in an attempt to take them back to the neutral levels of around 2.25 to 2.50%. If the central bank does take the Official
Cash Rate to 4.0%, this may just bring forward the timing of their rate cut.
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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 or
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM'’s investment strategy in any way. 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, projections, estimates or
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own
judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. 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 recommendation to buy or sell.

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.
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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
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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 a private placement
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing
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Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised 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
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Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not
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Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an
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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 and should not be
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose 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.
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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
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No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd.
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