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RBNZ Governor cautiously positive on NZ outlook 
 • The economy is set to keep growing strongly over the next 18 months. 

• The main risks to the expansion are global shocks and the NZ housing market.  

• The RBNZ remains comfortable that interest rates are now low enough.  

 Summary and implications 
RBNZ Governor Wheeler has delivered a speech titled “Some Thoughts on NZ’s 
Economic Expansion”. There are no implications to our OCR view; we 
continue to expect the RBNZ will hold the OCR at 1.75% for the foreseeable 
future.  The comments echoed those already delivered in the November 
Monetary Policy Statement and Financial Stability Report.   

The speech outlines what the key drivers of the most recent expansion have 
been and offers some explanation as to why per-capita growth has been 
weaker than a typical expansion.  The Governor concludes by discussing the 
key risks to the current outlook, which are largely international-sourced risks.  
However, the Governor remains wary of the domestic-sourced risk of a sharp 
fall in house prices.   

Economic expansion long, but subdued  
RBNZ Governor noted that the NZ economy is performing well, but this current expansion (on a per-capita basis) is 
relatively weak by historical standards.  However, NZ is not alone in experiencing weaker than usual growth.  Global growth 
and global trade have also been relatively subdued.  

8 years into the current expansion, the key drivers have changed.  Initially, the post Global Financial Crisis recovery was led 
by high Terms of Trade and increased access to Chinese markets.  Drivers have shifted to tourism and domestically-sourced 
growth, via migration inflows and construction. The Kaikoura earthquake is not expected to have a major economic impact, 
and the RBNZ put its cost down as around 1-3% of GDP. 

Themes of the current economic expansion 
The RBNZ cites migration as one of the main drivers for the lift in potential GDP growth, currently around 2.9% vs. 1.2% in 
2010.  Over the same period working-age migration has been a net inflow of 172,000.  Strong migration has also boosted 
private consumption, while labour force participation is at an all-time high of 70.1%.  The strong inflow of migrants is having 
a different impact to prior cycles through, with the boost to CPI weaker than expected. This is in part due to the relative youth 
of those migrating to New Zealand, while those returning from Australia “may be more cautious in their spending”, keeping 
price pressures under wraps. 

The RBNZ cites the impact of negative tradable inflation on overall CPI.  Despite soft inflation, the RBNZ highlights that 
longer-term inflation expectations remain anchored around the 2% target. The absence of a definitive wealth effect has 
been noted in many places, with the RBNZ adding this is also contributing to soft inflation pressures.  

Despite the increase in labour participation and the working-age population, the RBNZ does pick out weak labour 
productivity growth as an issue.  Reasons cited for this include: lower volumes of per-capita capital, the distance from 
markets, the size of the NZ market and the small size of many NZ firms.    

The high real effective exchange rate for the NZD is partly down to stronger growth and interest rates compared to other 
advanced economies according to the RBNZ.  

The future is bright, but the RBNZ isn’t wearing rose-tinted shades 
Prospects look good for continued strong growth over the next 18 months, barring major shocks.   The speech noted that 
expansions in small open advanced economies usually come to an end for one or more factors: 

• Global weakness; 
• A major domestic correction after a period of deteriorating fiscal or external account positions; 
• Significant rises in interest rates, triggered by offshore shifts or by domestic monetary tightening. 
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Negative global risks include: 

• Euro-area and Brexit-related weakness; 
• The incoming Trump government in the US following through on its anti-trade rhetoric; 
• Slower Chinese growth through any financial disruption from the current corporate debt build-up. 

On the positive side, the RBNZ highlighted the potential for US fiscal policy to stimulate US growth to a pace more rapid 
than pre-election views. 

Domestically, the RBNZ remains concerned about the stretch in house prices and the economic impact a downturn could 
have.  However, the RBNZ pointed to early signs that price growth is slowing in Auckland and other regions. 

On the monetary policy front, the RBNZ touched on the high degree of global uncertainty – both economic and political.  
The RBNZ continues to expect NZ inflation to head back to the mid-point of the target band, with the OCR expected to remain 
on hold for a considerable time. 

The RBNZ did note that the prospects of stronger growth and inflation in the US have spilled over to higher NZ term 
interest rates, higher commodity prices and a lower NZD/USD.   The RBNZ sees these developments as positive for NZ and 
helpful from a monetary policy perspective (in rebalancing the mix of monetary conditions). In addition, the tide of 
unhelpfully-low monetary conditions elsewhere, in boosting the NZD and forcing interest rates lower, may be turning.  But the 
RBNZ noted the NZD is still higher in the ‘here and now’ on a trade-weighted basis.    

The RBNZ noted that supply disruptions from the Kaikoura earthquake are unlikely to have a major economic impact, and 
that the rebuild work (1-3% of GDP) comes at a time when the economy is operating at full capacity.   

None of these recent developments alter the RBNZ’s view that interest rates are low enough to achieve its inflation target. 

Read the full speech here.   
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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.   
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