Deutsche Bank

Research /

New Zealand Economics Data Flash Date
29 April 2014

Darren Gibbs

Chief Economist

New Zealand: Labour Party Proposes to e
"Upgrade” Monetary Policy

Detail

Today the Labour Party, the major opposition party in Parliament, announced
proposals to “upgrade” New Zealand’'s monetary policy framework and
implementation should it find itself in a position to lead a government
following the next General Election on 20 September. This upgrade is
motivated by the Labour Party’s concern about New Zealand’s history of
persistent current account deficits and high net external liabilities, which are
thought to reflect the high level of the exchange rate and persistently higher
domestic interest rates than seen in other comparable countries. According to
the Labour Party, the upgrade will deliver lower interest rates, a lower
exchange rate and better external balance.

The key points to note from the announcement are the following:

= The RBNZ will remain an independent institution and its inflation target
within the Policy Targets Agreement will remain a 1-3% increase in the CPI
on average over the medium term. The exchange rate will remain floating
and there will be no capital controls, although non-resident purchases of
existing houses and farm land will be banned. The RBNZ would retain
responsibility for setting the OCR.

= The RBNZ Act will be amended from its existing objective of “To formulate
and implement monetary policy directed to the economic objective of
achieving and maintaining stability in the general level of prices” to a new
objective of “enhance New Zealand’s economic welfare through
maintaining stability in the general level of prices in a manner which best
assists in achieving a positive external balance over the economic cycle,
thereby having the most favourable impact on the stability of economic
growth and the level of employment.” The new Policy Targets Agreement
would state the Government’'s objective for the external balance. This
would include a both an objective range for the medium term, and a longer
term trend objective towards a positive external balance.

= The Labour Party says that it would directly reduce pressure on inflation by
(1) running fiscal surpluses (2) making the present voluntary KiwiSaver
savings scheme compulsory for employees and (3) introducing policies to
ease pressure in the housing market and on land prices (e.g. the building
of 100,000 affordable homes over 10 years, the introduction of capital-
gains taxes on investment property) (4) controlling the price of electricity
(5) investigating using migration policy as a counter-cyclical tool (net
inward migration tends to be pro-cyclical).

= With respect to KiwiSaver, the current 6% contribution rate (3% employer
and 3% employee) would be progressively raised by 0.5% to 1% per year
to reach a target total contribution of 9%. Rather than being voluntary, this
would be a compulsory for all employees, but would not apply to non-
employees (e.g. the self employed, those retired or on other welfare
benefits).

= The RBNZ would be required to consider whether its broadened objective
could be met by a better balance of existing tools, including more use of
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recently introduced macro-prudential tools that hitherto has been primarily
motivated by prudential considerations.

= The Labour Party would introduce a new tool — one that would probably be
implemented by the Government on the recommendation of the RBNZ -
called the Variable Savings Rate (VSR). The VSR is a discretionary change
in the target KiwiSaver savings rate within a defined range around the

central rate of 9% (it is intended that the policy operate neutrally over time).

The Labour Party would consult the Treasury and RBNZ on how the tool
could best be implemented. The Labour Party notes that “distributional and
hardship effects for the lower paid would need to be considered, but could
be accommodated in the detail of how the variable rate was designed (for
example by excluding lower income earners, whose savings are lower)”.

Market reaction and our initial reaction

There was no market reaction to the Labour Party’s announcement, despite
the promise that the policy will lower interest rates and the exchange rate. We
think the lack of reaction is understandable for a number of reasons:

= Given current polling it is most likely that the Labour Party will not be in a
position to form a government following the General Election (although it
is important to note that it would not take a large swing in vote towards
the centre-left to make this a possibility).

= Even if the Labour Party is elected, the policy would likely not begin to be
introduced until sometime later in 2015, and even then the introduction of
compulsory KiwiSaver contributions at a higher rate will be phased in over
a number of years (as much as six years).

= Substitution between KiwiSaver-based saving and other forms of savings
means that the total increase in savings will likely prove less than the flow
of new saving into KiwiSaver schemes. At the margin it seems reasonable
to think that the OCR would be a little lower than otherwise during the
transition period, but perhaps not by much. Substitution effects will also
blunt the impact of the VSR over the economic cycle. For those on low
incomes and with no voluntary savings the VSR will have an impact, but
much less so if exemptions are made for those on low incomes.

=  To the extent that raising the VSR allows lower interest rates than would
otherwise be the case, those consumers not enrolled in KiwiSaver, as well
as those with voluntary savings beyond the KiwiSaver rate, would face a
reduced incentive to save and an enhanced incentive to consume (the cost
of present consumption falls), working against the intention of raising the
KiwiSaver rate. There would also be distributional impacts from a narrower
segment of the population facing the burden of an overall tighter
macroeconomic policy stance.

In summary we think that there is some merit in at least considering some of
the proposals contained within the policy package (the ban on non-residential
purchases of existing homes and an investigation of whether migration flows
could be made less cyclical come to mind). We think that the centre-piece
proposal of a universal KiwiSaver policy (for employees) at a higher rate with
subsequent discretionary changes merits consideration as a potential
countercyclical tool. Unfortunately, for the reasons noted above, we suspect
that the enduring impact on interest rates and the exchange rate are likely to
be much smaller than the Labour Party would hope for, but some formal
modeling of the likely impact would be useful. Given our doubts, anything
other than a very unambitious and generalized medium-term target for the
external balance within the new Policy Targets Agreement would likely prove
unachievable. It is doubtful that the present RBNZ Governor would be prepared
to sign up to a more specific target for the external balance, in our view, given
that the overall savings-investment balance in the economy depends on far

more than is within the control of the RBNZ (or the Government for that matter).
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Regulatory Disclosures
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"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade |ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
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SOLAR link at http://gm.db.com.

3. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
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at least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the
preparation of this research report, the Brazil based analyst whose name appears first assumes primary responsibility for
its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.

EU countries: Disclosures relating to our obligations under MiFiD  can be found at
http://www.globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc.
Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau
(Kinsho) No. 117. Member of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures
Association of Japan, Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific
financial instruments or related services. We may charge commissions and fees for certain categories of investment
advice, products and services. Recommended investment strategies, products and services carry the risk of losses to
principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value.
Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant
disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this
report are not registered credit rating agencies in Japan unless "Japan" or "Nippon" is specifically designated in the
name of the entity.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may
from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank
may engage in transactions in a manner inconsistent with the views discussed herein.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
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distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
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Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
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loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates - these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options
in addition to the risks related to rates movements.

Deutsche Bank AG/Sydney Page 5



David Folkerts-Landau
Group Chief Economist
Member of the Group Executive Committee

Guy Ashton Marcel Cassard Richard Smith and Steve Pollard
Global Chief Operating Officer Global Head Co-Global Heads
Research FICC Research & Global Macro Economics Equity Research
Michael Spencer Ralf Hoffmann Andreas Neubauer Steve Pollard
Regional Head Regional Head Regional Head Regional Head
Asia Pacific Research Deutsche Bank Research, Germany Equity Research, Germany Americas Research

International Locations

Deutsche Bank AG Deutsche Bank AG Deutsche Bank AG Deutsche Securities Inc.
Deutsche Bank Place GroRe GallusstrafRe 10-14 Filiale Hongkong 2-11-1 Nagatacho

Level 16 60272 Frankfurt am Main International Commerce Centre, Sanno Park Tower
Corner of Hunter & Phillip Streets Germany 1 Austin Road West,Kowloon, Chiyoda-ku, Tokyo 100-6171
Sydney, NSW 2000 Tel: (49) 69 910 00 Hong Kong Japan

Australia Tel: (852) 2203 8888 Tel: (81) 35156 6770
Tel: (61) 2 8258 1234

Deutsche Bank AG London Deutsche Bank Securities Inc.

1 Great Winchester Street 60 Wall Street

London EC2N 2EQ New York, NY 10005

United Kingdom United States of America

Tel: (44) 20 7545 8000 Tel: (1) 212 250 2500

Global Disclaimer

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has been obtained from public
sources believed to be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche Bank, including
strategists and sales staff, may take a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change
without notice. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or
subsequently becomes inaccurate. Prices and availability of financial instruments are subject to change without notice. This report is provided for informational purposes only. It is not an offer or a solicitation of an
offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of the analyst judgement. The financial instruments discussed in this
report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a result of price fluctuations and other factors. If a financial
instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Deutsche
Bank may with respect to securities covered by this report, sell to or buy from customers on a principal basis, and consider this report in deciding to trade on a proprietary basis.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk. The appropriateness or otherwise of these products for use by investors is dependent on the
investors' own circumstances including their tax position, their regulatory environment and the nature of their other assets and liabilities and as such investors should take expert legal and financial advice before
entering into any transaction similar to or inspired by the contents of this publication. Trading in options involves risk and is not suitable for all investors. Prior to buying or selling an option investors must review the
"Characteristics and Risks of Standardized Options," at http://www.theocc.com/components/docs/riskstoc.pdf . If you are unable to access the website please contact Deutsche Bank AG at +1 (212) 250-7994, for a
copy of this important document.

The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a result of the high degree of leverage obtainable in futures and options trading losses may be incurred that are greater than
the amount of funds initially deposited.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. In the U.S. this report is approved and/or distributed by Deutsche
Bank Securities Inc., a member of the NYSE, the NASD, NFA and SIPC. In Germany this report is approved and/or communicated by Deutsche Bank AG Frankfurt authorized by the BaFin. In the United Kingdom this
report is approved and/or communicated by Deutsche Bank AG London, a member of the London Stock Exchange and regulated by the Financial Conduct Authority for the conduct of investment business in the UK
and authorized by the BaFin. This report is distributed in Hong Kong by Deutsche Bank AG, Hong Kong Branch, in Korea by Deutsche Securities Korea Co. This report is distributed in Singapore by Deutsche Bank AG,
Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles Quay #18-00 South Tower Singapore 048583, +65 6423 8001), and recipients in Singapore of this report are to contact Deutsche
Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch in respect of any matters arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a
person who is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and regulations), Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia
Limited, Singapore Branch accepts legal responsibility to such person for the contents of this report. In Japan this report is approved and/or distributed by Deutsche Securities Inc. The information contained in this
report does not constitute the provision of investment advice. In Australia, retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in this report and
consider the PDS before making any decision about whether to acquire the product. Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa:
1998/003298/10). Additional information relative to securities, other financial products or issuers discussed in this report is available upon request. This report may not be reproduced, distributed or published by any
person for any purpose without Deutsche Bank's prior written consent. Please cite source when quoting.

Copyright © 2014 Deutsche Bank AG



