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NZD downtrend expected to continue

The ASB Kiwi Dollar Barometer tracks exporters’, and importers’ and importer/exporters’ exposures to foreign exchange risk,
through surveying businesses with annual turnover of at least NZS1 million. The Barometer also surveys businesses’
expectations for the NZD/USD and businesses’ hedging plans for managing foreign exchange risk, as well as special questions
on topical issues in the FX markets.

e Broad-based belief amongst businesses the NZD will decline further over coming year.
¢ Nonetheless, the interest amongst importers to hedge continues to decline.
e But for businesses that are hedging, a greater percentage of FX exposure is being covered.

Key “take-outs” from the ASB Kiwi Dollar Barometer

The latest ASB Kiwi Dollar Barometer indicates businesses are confident the NZD will moderate further over the coming year.
For a change, there is very little difference between the expectations of importers or exporters. Interestingly, despite the
widely-held expectation of further depreciation in the NZD, importers’ interest to hedge their foreign exchange exposure
declined noticeably for the second quarter. Meanwhile, the percentage of exporters hedging their exposures has increased
for the second quarter. The ASB Kiwi Dollar Barometer has consistently shown big businesses hedge almost all their FX
exposures; these changes are driven by small and medium sized businesses.

In sum, a slightly smaller percentage of businesses are planning to hedge FX exposures now compared to earlier surveys. But
of those businesses that do plan to hedge, the proportion of FX exposure being covered continues to lift. Exporters who
hedge on average are covering a greater percentage of their exposure relative to importers, but both groups are coving more
of their FX exposure than in earlier surveys.

Businesses were fairly convinced that the NZD/AUD exchange rate had peaked when the survey was conducted. The survey
took place in early February (an to 13”’), and the Reserve Bank of Australia cut the cash rate on 3™ February. We were
surprised that all businesses either thought the cross rate had peaked, or if it went any higher this year, it wouldn’t get above
0.97. In early April the NZD/AUD has traded above 0.99, and we think there is a good chance the cross rate will reach parity.

Businesses expect NZD depreciation to continue 1

The ASB Kiwi Dollar Barometer shows a widespread expectation amongst
businesses that the NZD will ease further over the coming year (chart 1).
Forecasts of a steady NZD/USD depreciation have been a consistent theme
of the last three quarterly ASB Kiwi Dollar Barometer surveys.

Businesses’ expectations for the NZD/USD over 2015 were fairly close
across the business types. On average, businesses expect the NZD/USD to
ease to 0.7230 by the end the year, and 0.7180 by March 2016.

Since the inception of the ASB Kiwi Dollar Barometer, importers’
expectations for the NZD were higher than exporters. This Barometer is no
exception, but the differential is now very narrow. The two groups’
forecasts are within a cent of each other for the forecast horizon. In
earlier ASB Kiwi Dollar Barometer surveys the difference between the two
groups’ predictions has been as wide as 7 cents.

ASB Economics forecasts a further depreciation in the NZD over the
coming year. We expect the NZD/USD to trade slightly lower than both
importers and exporters are expecting over the year ahead, and have a
year-end forecast of 0.7000.
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Adaptive Expectations and foreign exchange forecasting

“Adaptive Expectations” is an economic theory which focuses on how
people are influenced by past events in predicting future outcomes. A
common example is people’s process of predicting inflation. Adaptive
expectations suggest that if inflation increased last year, people will
project that experience into their expectations, and predict higher rate of
inflation in the coming year. 20

PLANS TO HEDGE
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Foreign exchange forecasters can be heavily influenced by adaptive
expectations, too. When a currency is going up, forecasters feel confident 80
to forecast it will keep going up, and the same when it comes down.
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a marked increase from the 54.5% of exporters six months ago (chart 3).
Of these exporters, they are also intending to hedge a slightly greater
proportion of their foreign exchange exposure. The ASB Kiwi Dollar
Barometer has shown a steady increase on the percent of FX exposures
hedged by exporters since late 2012 (chart 4).
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NZD depreciation works against importers 5

For importers, the higher the NZD, the better. But importers HEDGING PLANS: BY SIZE
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are surprised that significantly fewer importers want to lock Plan to hedge

in their currency exposures now, before the NZD gets even
weaker, as they are forecasting. As we saw last quarter, it
appears that, although importers are reasonably confident
the NZD will continue to depreciate, there is uncertainty
about how much they should protect themselves against this
expected adverse shift in the currency. In addition,
importers may be uncertain about their business outlook,
and this may be making them reluctant to lock in hedging
that they may not need.
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hedging decisions we are discussing for importers and (% of exposures, by firm size)
exporters is driven by the smaller businesses in the $1-150 100

million turnover categories (charts 5 and 6).
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Another factor behind this apparent inconsistency for
importers is we have focussed the FX forecasting questions
on the NZD vs. the USD and AUD, but importers may be 80 [
considering a number of cross rates when thinking about
their FX hedging decisions and survey answers.

What else drives foreign exchange decisions?

In this ASB Kiwi Dollar Barometer we wanted to drill into the
drivers of hedging and trading decisions further. We asked $1-30million
businesses to tell us the main influence on amount of
NZD/USD traded and hedged over the past quarter. In a
nutshell, the reasons vary a lot, and depend on the size of the 40
business. Cash flows were the dominant driver for smaller May-12 May-13 May-14 May-15
businesses. Some 53.5% of businesses in the $1-30 million

turnover segment said this was the dominant influence.

In contrast, no businesses in the $150m plus turnover segment citied this as a reason, consistent with the fact that big
businesses hedge almost all their FX exposure. The change in the level of the NZD was the second greatest influence for
businesses in the $1-30 million turnover segment.

But the$150m plus customer segment said the level of the NZD was the dominant influence on trading and hedging decisions.
With what we know about big businesses hedging almost all their cash flows, the level of the NZD is clearly important in
implementing those hedging strategies. Volatility, an important factor in options pricing was important influence for big
businesses, less so for smaller businesses. Likewise, expected future NZD movements were more influential to large
businesses than small businesses in terms of trading and hedging decisions. Big businesses are keen on the NZD outlook, in
order to help them implement the correct hedging strategies. Smaller businesses are interested in the NZD outlook too, of
course. But because business cash flows are a key determinant of when they make FX transactions, small businesses may
have less ability to exploit NZD movements.

A broad conclusion from the ASB Kiwi Dollar Barometer’s latest findings is that cash flows are the dominant influence for
small businesses, and generally they hedge a lot less than big businesses. At the other end of the scale big businesses hedge
almost all of their cash flows, so their decisions are more influenced by the key inputs into hedging strategies such as
volatility, the NZD level and expected future movements.

The results for this question are tabled on the following page
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Over the past quarter the amount of NZD/USD you traded and hedged was mainly influenced by:
% of Enterprises % of Enterprises
moorter Bxoorer BN $1-30m  $30-150m $1ffsm
P P Importer TOTAL Customer Customer P TOTAL
Only Only & Exporter Segment Segment Customer
P 9 9 Segment
Change in the level of the NZD/USD 26.7 30.8 35.8 30.5 213 26.9 47.0 30.5
Change in the volatility of the NZD/USD 6.4 11.2 114 9.1 5.8 7.6 154 9.1
Expected future NZD movements 16.6 24.3 26.0 21.3 13.5 19.3 34.2 21.3
Not significantly changed the NZD volume trad 5.9 4.7 1.6 4.3 5.8 3.4 3.4 4.3
Business cash flows 44.4 29.0 25.2 34.8 53.5 42.8 0.0 3438
TOTAL 100.0 100.0 100.0 100.0 | | 100.0 100.0 100.0 100.0
SAMPLE BY TRADING FOCUS SAMPLE BY TURNOVER SAMPLE BY REGION
(% of contributors) (% of contributors) (% of contributors)
Importer only Auckland
NZ$1-30m mWellington
mExporter only =NZ$30-150m Christchurch

Both Importer &
Exporter

NZ$150m+

Rest of North Is
Rest of South Is
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The specific questions asked were:

1. What approximate NZD/USD exchange rate level do you expect to see in:
. end March 2015
. end June 2015
e  end September 2015
. end December 2015

2. What percentage of your FX exposures are you planning to hedge in the next 3 months?
3. Relative to the last 12 months, over the next 12 months by how much do you forecast your FX turnover to change?
4, The NZD/USD has eased over 14c from its 0.88c high in July last year — how has that depreciation affected your

pricing intentions?
. Increased chance of raising prices
. Decreased chance of raising prices
° No impact on pricing intentions

5. Over the past quarter the amount of NZD/USD you traded and hedged was mainly influenced by:
e  Changein the level of the NZD/USD
e  Change in the volatility of the NZD/USD
. Expected future NZD movements
. Business cash flows
. Not significantly changed the NZD volume traded

6. NZD/AUD reached a post float high of 0.9657 in early January — how high do you expect the cross rate to trade over
the remainder of the year?
e Lower, it has already peaked
e Above 0.9657; lower than 0.9700
e 0.9700to0 1.00
e 1.00 or higher (parity plus).
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Disclaimer

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs.
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We
are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that
any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.




