Economic Outlook

The general sense of current economic commentary is that the World (and NZ) is now emerging from the pandemic and that, once associated supply-chain challenges are
resolved, a more familiar economic pattern will reassert itself. Most do, however, underline the need for extreme caution with deep uncertainty as to whether this scenario will
eventuate. Alternate perspectives point to overlooked macro-factors, including global turning points for demographics and energy that may presage the end of growth.

What we're seeing

International Outlook

The global economy started 2022 in a
weaker position than commentators had
anticipated as Omicron disrupted the
hoped-for recovery.! This ‘saw-tooth’
profile is indicative of the medium to long
term trajectory as ongoing shocks
temper continued economic optimism.
Rising energy prices and supply
disruptions will continue to pressure
economies and drive inflation.?2

Global Wild Cards

The WEF's Global Risks Report notes the
potential for societal fractures—through
persistent and emerging risks to human
health, rising unemployment, widening
digital divides, youth disillusionment, and
geopolitical tensions.3 The pandemic has
demonstrated that politicians can act
when the situation warrants. This is likely
to embolden electorates to demand
action to tackle economic stress.*

New Zealand Prospects

The housing cycle may be past the peak,
but the extent and timing of the future
decline is highly uncertain. There's
optimism that service exports (education
and tourism) will start to rebound in the
medium-term, and wages should lift
given the tight labour market.> However,
the challenge for air connectivity remains
with very weak international traffic
across the Asia-Pacific region.® The
pressure on local costs from maritime
supply routes constraint also looks set to
continue.”’

Household Debt

Housing affordability increases its
negative trend and has just hit an all-time
low, with households now needing nearly
12 years to save for a deposit.® It is
acknowledged as unsustainable® but
requires either a politically unpalatable
price correction or a significant relative
increase in consumer purchasing power.

Emergent Economic Thinking

The broad economic narrative is that the
economy will revert to pre-pandemic
normality in the medium term. “Global
inflation is expected to peak during 2022
and then moderate, as supply disruptions
are gradually resolved.”® The OECD also
sees brisk global growth of 4.5% this year
that moderates to 3.2% in 2023."

The counter to these comforting
perspectives is the observation that the
last few years have seen an end to the
abundant global supply of cheap labour.
The pandemic’'s effects have obscured
this end of this historical anomaly.
Overlooking this trend could fuel further
inflation.™ Similarly, economic tension is
likely to be profound as fossil-fuel
demand resumes, just as the World seeks
to address the need to constrain
emissions within the 1.5°C boundary.™
The social pressures inherent in this
transition will be politically challenging.™

More information (links)

T"World Economic Outlook (Update)
2pw(C’s 25th Annual Global CEO Survey
3 The Global Risks Report 2021

4How governments can push towards a better tomorrow

8Housing affordability at an all-time low

8House prices above sustainable levels

10 More tightening needed (RBNZ)

1OECD Economic Outlook

5 ANZ Economic Outlook

8 Distribution of air travel across regions (IATA)

7Rise in Steel & Tube profit despite supply chain pressures

2The real cause of inflation

3 Global oil supply-and-demand outlook to 2040

1
1
1
1

% Govt economic advisor warns British defence planners that growth is ending

Potential implications

Create (e.g. technology & processes to produce goods & services)
* Continued supply-chain challenges could encourage resumption of greater local
production.

Relate (e.g. social structures & relationships)

* Continued reliance on the ‘bank of Mum & Dad’ and adult children remaining in
the family home.

* Increasing social stress for those without these familial support structures.

Consume (e.g. how we acquire goods & services)

* Reduction of purchasing as consumers respond to inflation pressures.

* Increasing alternates to outright purchase as new business models (e.g. commons
economy) are enabled.

Degrade (e.g. waste, social disruption, challenge to norms)
e ‘Just-in-time’ business will remain challenged with organisations needing to plan
for contingencies and the potential for supply delay.

Connect (e.g. practice of connecting people, places & things)
* It could be a number of years (if ever) before the easy international mobility,
experienced pre-pandemic, returns.

Define (e.g. changing ideas used to define ourselves & the World)

* Governments’ pandemic responses have demonstrated to citizens the economic
power available to address deep societal issues. Now the precedent has been
established, alternate economic perspectives will become mainstream.



https://www.imf.org/en/Publications/WEO/Issues/2022/01/25/world-economic-outlook-update-january-2022
https://www.pwc.com/gx/en/ceo-agenda/ceosurvey/2022.html
https://www.weforum.org/reports/the-global-risks-report-2021
https://www.pwc.com/gx/en/issues/reinventing-the-future/take-on-tomorrow/government-challenges.html
https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/2022/ANZ-QEO-20220217.pdf
https://www.iata.org/en/iata-repository/publications/economic-reports/the-distribution-of-air-travel-across-regions-changed-in-2021/
https://www.rnz.co.nz/news/business/462108/sharp-rise-in-steel-and-tube-profit-despite-supply-chain-pressures
https://www.rnz.co.nz/news/national/461758/housing-affordability-at-an-all-time-low-corelogic-report
https://www.rbnz.govt.nz/news/2021/08/house-prices-above-sustainable-levels
https://www.rbnz.govt.nz/news/2022/02/more-tightening-needed
https://www.oecd-ilibrary.org/sites/66c5ac2c-en/index.html?itemId=/content/publication/66c5ac2c-en
https://iai.tv/articles/the-real-cause-of-inflation-auid-2045
https://www.mckinsey.com/industries/oil-and-gas/our-insights/global-oil-supply-and-demand-outlook-to-2040
https://medium.com/insurge-intelligence/govt-economic-advisor-warns-british-defence-planners-that-growth-is-ending-abf806f17845
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