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Research Update:

New Zealand Outlook Revised To Positive On
Improving Fiscal Position; 'AA+' LC And 'AA' FC
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Ratings

Foreign Currency: AA/ Positivel A-1+
Local Currency: AA+/Positivel/ A1+
For further details see Ratings List.

Overview

* New Zeal and' s general governnent budget coul d achi eve a surplus over the
next few years, which would provide the sovereign with additiona
resilience to macroecononic or financial sector risks should they arise.

« As a result, we are revising our outlook on the sovereign |ong-term
ratings to positive fromstable.

W are affirmng our ' AA/A-1+ foreign currency and ' AA+ A-1+' | oca
currency sovereign credit ratings on New Zeal and

* New Zeal and has nonetary and fiscal flexibility, a resilient econony, and
institutions conducive to swift and decisive policy actions. The high
| evel of external liabilities remains New Zeal and's main credit weakness.

Rating Action

On Jan. 31, 2019, S&P d obal Ratings revised its outl ook on New Zeal and to
positive fromstable. At the sane tine, we affirmed our ' AN A- 1+ foreign
currency and ' AA+/ A-1+' | ocal currency sovereign credit ratings on New
Zeal and.

Outlook

The positive outlook on the long-termratings on New Zeal and refl ects our view
that the general government budget could achieve a surplus in the early 2020s.
This woul d reduce net general governnent debt and provi de additiona

resilience to macroecononic or financial sector risks that could arise due to

high I evel s of external and donestic |everage.

We could revise the outlook to stable within the next two years if the genera
gover nment budget does not achieve surplus in the early 2020s. This scenario
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woul d weaken its debt profile through debt |evels and interest expenses that
are higher than our expectations, reducing its headroomto address potentia
macr oeconom ¢ and financial sector risks, should they materialize.

Rationale

The ratings on New Zeal and reflect the country's fiscal and nonetary policy
flexibility, economic wealth and resilience, and stable public policy
settings. These strengths provide the country with flexibility to offset
potential risks related to its |arge external inbal ances, high household and
agriculture sector debt, dependence on conmodity inconme, and financial system
stability.

Institutional and Economic Profile: Proactive policy-making and effective institutions support the
economy and underpin sovereign rating
e Stable institutional and governance settings underpinning the rating with

hi gh |l evel of transparency and reliability.

e Wealthy and resilient econony, reflecting decades of structural reforns
and proactive policymaking.

New Zeal and's stable institutional and governance settings are key credit
factors underpinning the sovereign rating. Proactive policy-maki ng supports
sust ai nabl e public finances and econom ¢ growh. These settings are buoyed by
extensi ve checks and bal ances between institutions, a high level of
transparency with timely provision of information, and a cohesive society that
respects the rule of |aw. New Zeal and ranks near the top of nany surveys on
gover nance, government efficiency, and business pronotion. It was ranked first
out of 190 countries on the Wrld Bank's 2019 Doi ng Busi ness survey, and first
on the latest corruption perceptions index.

New Zeal and benefits from an open, prosperous, flexible, and resilient
econorny, which draws from decades of structural reforms. G oss donestic
product (GDP) per capita was about US$42, 600 as of June 30, 2018, and econom c
growm h has been strong during the past few years at 3.5% despite global and
donestic chal l enges. W expect population growth to slow fromrecord | evels of
nore than 2% per year, based on the government's expectations of a |ower
mgration intake. This will result in real economc growh slowing to 2.8% per
year between 2019 and 2021. Real per capita growh of about 1.4% per year
continues to outpace simlarly rated peers' of about 1% Accommopdative
nonetary policy, population growth, higher wage outcones, and hi gher

gover nrent spendi ng continue to support growth. Strong i nward nigration has
boosted econonic growth in recent years.

Along with strong popul ati on growth, New Zeal and's free-fl oati ng exchange
rate, which has depreciated sharply since md-2014, is helping to sustain
solid economic growth. Services exports, especially tourism have beconme an
i mportant contributor to growh, and are helping to diversify the country's
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exports. The agriculture sector, especially dairy, remains the key export of
New Zeal and. W don't believe trade tensions between New Zeal and' s maj or
trading partners will currently have a substantial inmpact on the country's
econony and external perfornmance, particularly given that key exports are

i nported for donestic consunption in China, rather than for re-exporting.
Headwi nds remain with consunption growh likely to slow fromits highest
levels in nore than a decade, and busi ness confidence remai ni ng weak due to
policy uncertainty.

Ri sks stemming fromrising property prices and househol d debt appear to have
stabilized since 2017. However, it will take sone time before the risks to
econom ¢ and financial stability subside. W believe that credit gromh is
playing a dimnishing role as a driver of economc growth wth household

[ endi ng sl owing to about 6% in 2018, down from 9% in Decenber 2017. Recent
financial history in other devel oped markets shows that rapid credit growth
can lead to vulnerabilities to financial, fiscal, and econonic stability if a
dynam c expansi on experiences a sudden and unexpected sl owdown.

Flexibility and Performance Profile: Improving fiscal position and strong debt profile provide buffer
for high external imbalances
 Fiscal balance noving toward surplus, inproving the sovereign's debt

| evel s.

e Large external inbalances remain a key risk, reflecting New Zeal and's
reliance on foreign funding and a history of current account deficits.

We forecast New Zealand's fiscal outconmes to inprove and narrow its deficit,
after tenporarily widening in fiscal 2019, resulting in the change in net
general governnent debt of just 0.2%of GDP in 2022. The budget coul d nove
into surplus in the early 2020s. Strong | abor market conditions with

unenpl oynment falling to | ess than 4% and wage inflation picking up, are
provi di ng upsi de to government's income, conpany and consunption tax
forecasts. New road user charges and petrol excises rates, and the cancel ation
of the previous governnent's personal inconme tax cuts are also helping to

of fset spending initiatives including wage, welfare, education, and housing
pol i ci es.

We see little change on the policy front fromthe 2018-2019 ni d-year budget
update affecting the nediumtermfiscal position. Al though we expect the
central governnment to achieve a surplus in the year ending June 30, 2022, we

bel i eve the general governnent budget will remain in deficit because of the
| ocal government sector's large infrastructure spending requirenents. W
forecast the deficit in fiscal 2019 will be higher than we previously expected

because of expenditure being del ayed from 2018. The deficit averaged 0. 6% of
CGDP between fiscals 2016 and 2018. The former government nmade substantia
headway in inproving its fiscal performance since the negative effects of the
2008 gl obal recession and 2010-2011 Canterbury earthquakes, when the genera
governnment sector fiscal deficit peaked at 7.6% of GDP and net debt increased
by 9.1% of GDP
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We expect snaller deficits and solid econonmic growh to result in net genera
government debt declining to less than 19% of CGDP in fiscal 2022, from 20%in
fiscal 2020. As a result, interest expenses should average | ess than 5% of
revenues. W have restated our historical net debt figures to face val ue

i nstead of market val ue, which New Zeal and reports, to elinmnate fluctuations
in the debt ratio caused by changing interest rates and to be consistent with
peers'. This revision has | owered New Zeal and's historical net debt to GDP by
several percentage points, and has no effect on our assessnent of New

Zeal and' s debt profile.

In contrast to its strong fiscal and debt profiles, New Zeal and's externa

i mbal ances renmain the key credit risk. W expect current account deficits to
remai n stable at about 3.3% between 2019 and 2021, after narrowing briefly in
2016-2017. Wiile such deficits are not out of the ordinary for New Zeal and
froma historical perspective, they are high as a proportion of our preferred
nmeasure, current account receipts (CAR), at about 10% per year between 2019
and 2021.

Consequently, we expect the econony's external debt--net of official reserves
and financial sector external assets--to remain very high conmpared with
peers', at about 160%to 170% of CARs. Narrow net external debt fell as a
proportion of CARs in 2018 to 160%from 183% i n 2017 when the New Zeal and
exchange rate depreciated by about 7% against the U. S. dollar, inproving asset
val ues, and an increase in the CAR by about 9%

In addition, there is a large market for nonresi dent offshore issuance in New
Zeal and dol Il ars, which affects demand for the currency. Nearly half of
nonr esi dent onshore issuance--Kauri bonds, which amounted to NzZ$26 billion in
June 2018, or about 45% of CARs--is held by nonresidents. This contributes to
the liquidity of the New Zeal and-dol | ar foreign-exchange market, but by the
sanme token could intensify a currency correction if offshore demand were to
fall

Exacerbating external risks further is our nmeasure of net external liabilities
as a share of CARs, which would be at 175% from 2019-2021, which is anong the
hi ghest in the O ganisation for Econom c Co-operation and Devel opnent ( OECD)
It is only surpassed by Australia, Geece, Portugal, Spain, Turkey, and the
U.S., underlining continued and significant external vulnerabilities of the
econony (see "Sovereign Risk Indicators," Cct. 11, 2018; an interactive
free-of -charge version is available at http://spratings.com sri).

W al so forecast New Zeal and's gross external financing needs to remain very
hi gh conpared with peers', at nore than 190% of the nation's CARs and
reserves. However, somewhat mitigating these risks are the depth of the New
Zeal and dol | ar foreign-exchange nmarket and its exchange-rate flexibility. The
"Kiwi' is ranked 10th of actively traded currencies in the Bank for
International Settlements' 2016 triennial survey of foreign-exchange trading.

New Zeal and's current account deficits are traditionally associated with
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external borrowings by its banks to fund its growh and is a weakness to the
banki ng system in our view The possibility of foreign investors becom ng
less willing to fund banks at low interest rates poses a risk to the banking
system the broader econony, and, in turn, governnment finances. However, we
bel i eve that New Zeal and's banks will retain ready access to external markets.

We consider that the housing-related inbal ances faci ng New Zeal and' s fi nanci al
system have stabilized, as reflected in the sl owdown of rapidly increasing
resi dential house prices and private sector credit, and the maturing of the
credit cycle. In our view, the key drivers behind the stabilization are

ti ghter bank | ending standards and nacroprudential tools inplenmented by the
Reserve Bank of New Zeal and (RBNZ); in the future, governnent policy
initiatives may also play a role.

That sai d, because of the historical buildup, the risk of a sharp correction
in property prices remains elevated. If a fall were to occur, the inpact on
financial institutions would be anplified by the New Zeal and econony's
external weaknesses--in particular its persistent current account deficits,
whi ch we expect to be in line with historical |evels of about 3% of GDP (see "
Banki ng I ndustry Country Ri sk Assessnent: New Zeal and," published Nov. 26,
2018).

The parent conpani es of the four mmjor banks in New Zeal and are headquartered
in Australia. Qur ratings on the four major New Zeal and banks are equali zed
with those on their Australian parents, given our viewthat they are core
parts of their parents' groups. Qur ratings on these Australian banking groups
face downward pressure during the next two years that could energe fromthe
governnent's supportiveness toward the Australian banking sector (see "
Austral i an Maj or Banks, Macquarie Bank, Cuscal Still On Negative Qutl ook
Despite Revision In Sovereign Qutl ook To Stable", published Sept. 21, 2018). A
[ owering of our ratings on the Australian major banks woul d have a flow on
effect on our ratings on the banks' New Zeal and subsi diaries, and possibly
their cost of funding.

We consider the Reserve Bank of New Zeal and's (RBNZ) inflation nandate and
supervisory role have strong credibility, and that the RBNZ is operationally
i ndependent fromthe governnent. In Decenber 2018, the governnent anended the
RBNZ' s obj ectives and processes to include supporting enploynent al ongside
price stability, and requiring decisions to be nmade by a commttee of interna
and external menbers.

The governnent is undertaking a second phase of review aimed at ensuring the
RBNZ Act provides a strong, flexible, and enduring regulatory franework. The
ternms of reference were guided by the Productivity Conm ssion and
International Mnetary Fund. It is not the government's intention to separate
the RBNZ's prudential supervision responsibilities.

The one-notch distinction between the I ong-term foreign currency and | oca
currency ratings is because of the credibility of the country's nonetary
policy, the freely floating currency, and the depth of domestic debt markets.
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Monetary flexibility can support a sovereign's greater debt-servicing
flexibility in its own currency.

Key Statistics

New Zealand - Selected Indicators

Economic indicators (%) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Nominal GDP (bil. LC) 219 237 245 257 273 288 303 318 336 356
Nominal GDP (bil. $) 180 196 190 172 195 206 204 217 233 247
GDP per capita (000s $) 40.6 43.8 41.5 36.8 40.9 42.4 41.4 43.6 46.3 48.4
Real GDP growth 2.2 2.7 4.0 3.6 3.4 3.1 2.7 2.5 3.0 3.0
Real GDP per capita growth 1.5 1.5 2.1 1.5 1.2 1.1 1.4 1.2 1.8 1.8
Real investment growth 4.7 8.0 5.7 3.9 2.3 6.3 2.6 2.4 2.5 2.5
Investment/GDP 20.9 22.4 23.1 23.0 23.3 23.9 23.6 23.7 23.5 23.4
Savings/GDP 17.3 20.0 19.7 20.7 20.7 20.6 20.1 20.3 20.4 20.5
Exports/GDP 28.5 28.8 27.8 27.8 26.6 27.7 27.7 27.9 28.2 28.4
Real exports growth 3.0 0.3 6.2 5.4 0.3 3.6 3.0 2.5 2.6 2.3
Unemployment rate 6.1 5.6 5.4 5.2 5.0 4.5 4.4 4.5 4.6 4.6
External indicators (%)

Current account balance/GDP (3.6) (2.4) (3.4) (2.3) (2.6) (3.3) (3.5) (3.4) (3.1) (2.9)
Current account (11.1) (7.5) (10.6) (7.2) (8.5) (10.5) (11.1) (10.9) (9.9) (9.2)
balance/CARs

CARs/GDP 322 32.5 31.7 31.7 30.5 314 31.3 31.5 31.5 31.6
Trade balance/GDP 0.1 14 (0.6) (0.9) (1.0) (1.2) (1.0) (1.1) (0.7) (0.6)
Net FDI/GDP 1.4 0.4 1.7 0.0 1.1 0.7 1.1 1.1 1.1 1.1
Net portfolio equity 0.8 (1.1) 0.1 0.0 (1.9) 0.3 0.3 0.3 0.3 0.3
inflow/GDP

Gross external financing 204.6 194.3 207.3 200.8 202.2 195.3 189.6 195.6 194.1 1923
needs/CARs plus usable

reserves

Narrow net external 188.8 184.9 164.7 189.6 182.7 159.6 170.1 167.9 159.6 154.5
debt/CARs

Narrow net external 169.9 172.0 148.9 176.9 168.4 144.4 153.2 151.4 145.2 141.5
debt/CAPs

Net external liabilities/CARs 196.9 202.6 164.4 204.4 183.0 153.8 173.6 173.0 170.8 170.3
Net external liabilities/ CAPs 177.1 188.6 148.6 190.7 168.6 139.1 156.3 156.0 155.3 155.9
Short-term external debt by 164.1 140.4 160.4 160.2 154.5 145.4 143.1 130.0 121.1 114.6
remaining maturity/CARs

Usable reserves/CAPs 3.7 3.1 3.3 3.7 3.3 3.4 3.7 2.5 2.1 1.8
(months)

Usable reserves (mil. $) 17,637 18,494 18,061 17,868 20,138 21,736 15,791 14,019 12,774 12,024

Fiscal indicators (general
government; %)

Balance/GDP (3.9) (2.8) (1.8) (1.4) (0.0) (0.6) (2.0) (1.2) (0.7) (0.2)
Change in net debt/GDP 0.6 1.8 0.5 0.8 0.0 0.7 2.0 1.2 0.7 0.2
Primary balance/GDP (2.0) (0.7) 0.3 0.5 1.8 1.1 (0.4) 0.3 0.8 1.2
Revenue/GDP 32.7 31.8 33.2 32.9 33.1 33.3 33.0 33.5 33.6 33.4
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New Zealand - Selected Indicators (cont.)

Economic indicators (%) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Expenditures/GDP 36.6 34.6 35.0 343 33.1 33.9 35.0 34.7 34.3 33.6
Interest/revenues 5.8 6.6 6.4 5.9 5.4 5.1 4.8 4.5 4.6 4.3
Debt/GDP 37.0 36.7 37.3 37.4 36.4 34.8 35.1 34.7 33.5 31.8
Debt/revenues 113.4 115.4 112.5 113.7 109.8 104.6 106.5 103.5 99.8 95.4
Net debt/GDP 20.2 20.4 20.2 20.0 18.9 18.6 19.7 20.0 19.6 18.7
Liquid assets/GDP 16.9 16.3 17.1 17.3 17.5 16.2 15.4 14.7 13.9 13.1
Monetary indicators (%)

CPI growth 0.8 1.5 0.6 0.3 1.4 1.5 2.3 2.2 2.4 2.4
GDP deflator growth (0.5) 5.3 (0.5) 1.4 2.8 2.3 2.4 2.3 2.8 2.8
Exchange rate, year-end 1.28 1.14 1.47 1.41 1.37 1.48 1.45 1.47 1.45 1.43
(LC/$)

Banks' claims on resident 2.0 4.2 5.9 7.3 7.5 5.2 5.6 5.6 5.6 5.6
non-gov't sector growth

Banks' claims on resident 158.7 152.9 156.5 159.8 161.6 161.0 161.8 163.0 162.6 162.2
non-gov't sector/ GDP

Foreign currency share of 1.2 1.1 1.0 1.0 1.2 1.2 1.2 1.2 1.2 1.2
claims by banks on residents

Foreign currency share of 29.0 26.8 26.7 25.1 27.0 27.0 27.0 27.0 27.0 27.0
residents' bank deposits

Real e}ffective exchange rate 5.4 6.3 (3.9) (3.9) 6.6 (3.2) N/A N/A N/A N/A
growt

Savings is defined as investment plus the current account surplus (deficit). Investment is defined as expenditure on capital goods, including plant,
equipment, and housing, plus the change in inventories. Banks are other depository corporations other than the central bank, whose liabilities are
included in the national definition of broad money. Gross external financing needs are defined as current account payments plus short-term
external debt at the end of the prior year plus nonresident deposits at the end of the prior year plus long-term external debt maturing within the
year. Narrow net external debt is defined as the stock of foreign and local currency public- and private- sector borrowings from nonresidents
minus official reserves minus public-sector liquid assets held by nonresidents minus financial-sector loans to, deposits with, or investments in
nonresident entities. A negative number indicates net external lending. LC--Local currency. CARs--Current account receipts. FDI--Foreign direct
investment. CAPs--Current account payments.The data and ratios above result from S&P Global Ratings' own calculations, drawing on national as
well as international sources, reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of
available information.

Ratings Score Snapshot

New Zealand - Ratings Score Snapshot

Key rating factors

Institutional assessment 1
Economic assessment 1
External assessment 6
Fiscal assessment: flexibility and performance 2
Fiscal assessment: debt burden 1
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New Zealand - Ratings Score Snapshot (cont.)

Key rating factors

Monetary assessment 1

S&P Global Ratings' analysis of sovereign creditworthiness rests on its assessment and scoring of five key rating factors: (i) institutional
assessment; (ii) economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and performance, and debt burden; and (v)
monetary assessment. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). S&P Global Ratings' "Sovereign
Rating Methodology," published on Dec. 18, 2017, details how we derive and combine the scores and then derive the sovereign foreign currency
rating. In accordance with S&P Global Ratings' sovereign ratings methodology, a change in score does not in all cases lead to a change in the
rating, nor is a change in the rating necessarily predicated on changes in one or more of the scores. In determining the final rating the committee
can make use of the flexibility afforded by §15 and §§126-128 of the rating methodology.

Related Criteria

e« Criteria | Governnents | Sovereigns: Sovereign Rating Methodol ogy, Dec.
18, 2017

e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e CGeneral Criteria: Methodology: Criteria For Determining Transfer And
Convertibility Assessnments, May 18, 2009

Related Research

 Sovereign Ratings List, April 6, 2018
 Sovereign Ratings Hi story, April 6, 2018

e Sovereign Debt 2018: d obal Borrowi ng To Renmain Steady At US$7.4
Trillion, Feb. 22, 2018

* Asia-Pacific Central Governnents Likely To Issue US$3 Trillion In
Sovereign Debt In 2018, Feb. 22, 2018

e Banking Industry Country Ri sk Assessnment: New Zeal and, Nov. 25, 2018
e Country Ri sk Assessnments Update: January 2018, Jan. 26, 2018

e Asia-Pacific Sovereign Rating Trends 2018, Jan. 10, 2018

e d obal Sovereign Rating Trends 2018, Jan. 10, 2018

e Sovereign Risk Indicators, found at http://ww.spratings.conisri

» dobal Sovereign Rating Qutlook 2018: Brighter Wth R sk O Turbul ence
Dec. 13, 2017

e 2016 Annual Sovereign Default Study And Rating Transitions, April 3, 2017

In accordance with our relevant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the conmttee, with
sufficient experience to convey the appropriate |evel of know edge and
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under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the committee, the chair confirned that the

i nformati on provided to the Rating Comrmittee by the primary anal yst had been
distributed in a tinely manner and was sufficient for Committee nmenbers to
make an inforned decision. After the primary anal yst gave opening renmarks and
expl ai ned the recomendati on, the Conmittee discussed key rating factors and
critical issues in accordance with the relevant criteria. Qualitative and
guantitative risk factors were consi dered and di scussed, | ooking at
track-record and forecasts. The comittee agreed that "key rating factor" had
i nproved/deteriorated and that the "key rating factor" had

i mproved/ deteriorated. Al other key rating factors were unchanged. The chair
ensured every voting nenber was given the opportunity to articulate his/her
opi nion. The chair or designee reviewed the draft report to ensure consistency
with the Conmittee decision. The views and the decision of the rating
comrittee are summari zed in the above rational e and outl ook. The wei ghting of
all rating factors is described in the nethodology used in this rating action
(see 'Related Criteria And Research').

Ratings List

Ratings Affirned; CreditWtch/ Qutlook Action

To From
New Zeal and
Sovereign Credit Rating
Forei gn Currency AA/ Positivel A-1+  AA/ Stabl e/ A- 1+
Local Currency AA+/ Positivel A-1+ AA+/ Stabl e/ A-1+
New Zeal and
Transfer & Convertibility Assessnent
Local Currency AAA
New Zeal and
Seni or Unsecured AA
Seni or Unsecured AA+
Short - Ter m Debt A1+
Conmrer ci al Paper A-1+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.

S&P d obal Ratings Australia Pty Ltd holds Australian financial services
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i cense nunber 337565 under the Corporations Act 2001. S&P d obal Ratings'
credit ratings and rel ated research are not intended for and nust not be
distributed to any person in Australia other than a whol esale client (as
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