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Records and legends 
 • The PREFU doesn’t open up quite as many policy possibilities as expected, but surpluses are still forecast. 

• Central bankers avoid policy discussions at Jackson Hole; markets anticipate central banks will tighten monetary policy soon.  

• NZ business confidence and Terms of Trade data due this week, but market attention will be on US releases.   

 Cash was on the forefront of everyone’s minds last week as the Treasury gave its final Economic and Fiscal Update ahead of the 
General Election. Treasury’s lower than expected growth forecasts meant the fiscal position didn’t improve nearly as much as we 
had expected.  In saying this, however, surpluses are still forecast and political parties have a lot of flexibility for policy initiatives. 

On the back of this release, National were quick to take next year’s tax cuts off the table. Instead, Steven Joyce said that tax cuts 
would be revisited in 2020 should the books be in a strong enough position. Labour responded to the announcement by stating it 
would be looking closely at what that meant for its policies, but ruled out a new higher-income tax bracket.  

Later in week attention moved to the Jackson Hole Economic Policy Symposium. As expected, key speeches were void of any policy 
announcements. However, the ECB President noted that policy should remain “very patient” amid signs of economic recovery. 

It’s an interesting time for central banks, as growth has picked up in many economies but inflation remains soft. This is causing 
uncertainty about when and how central banks will reduce the current high levels of monetary policy accommodation.  

Next data for shaping expectations around the future Fed direction will be this week’s US core PCE and US Non-farm Payrolls 
releases. We are expecting core inflation to remain soft at 1.5% yoy while Non-farm Payrolls are expected to increase by 180k. 

Meanwhile, attention is also on the growing likelihood that the US federal government hits its debt ceiling. According to the US 
Treasury, the government will hit its debt ceiling on the 29th of September.  

Essentially, if Congress can’t decide how to lift the debt ceiling, the government will be shut down, creating uncertainty in markets. 
Trump has threatened to not raise the ceiling unless Congress passes legislation to approve funds to build the wall with Mexico. 

And here in NZ we will also get a feel for how uncertainty is impacting on activity this week. While there are no concerns about 
running out of money, we will get an insight into whether the political uncertainty has weighed on business confidence.  

Despite any election-induced volatility, we expect confidence to remain well supported overall, reflecting the strong economic 
backdrop. Elsewhere in NZ, we are expecting the Q2 Terms of Trade to hit a record high on Friday, supported by the surge in dairy 
prices early in the quarter. 

Sadly our thoughts are with the family of Colin Meads as we all say our final goodbyes to one of NZ’s greats today. 

 
 Foreign Exchange • The NZD dipped last week as a result of both local and offshore influences.  
Interest Rates • US storms and geopolitical tensions weighed on US and NZ interest rates last week.  
Week Ahead • Building consents, ANZ business confidence and a possible record high for Q2 Terms of Trade. 
Week in Review • NZ growth outlook weighs on Treasury’s government surplus forecast, 5th consecutive trade balance. 
Global Calendars • AU Q2 Capex, US core PCE deflator and US Non-farm Payrolls will be key.      
 Chart of the Week: Sir Colin Meads, All Blacks games and the Terms of Trade 

 

Colin ‘Pinetree’ Meads’ rugby career was remarkable.  Between his debut in 1957 
and his last test in 1971, he played 55 tests and an additional 78 games for the All 
Blacks.  In total, he played 133 games over the 14-year period. 

He also captained the All Blacks 11 times, scored 86 points, including 28 tries and 
interestingly a single conversion.  He was All Black number 583 and, if you noticed, 
the All Blacks all had this number on their jerseys at Saturday’s test against the 
Wallabies.   

Coincidentally, the year of Mead’s first test coincided with the introduction of 
Terms of Trade releases.  Also, he played his last game of first class rugby for King 
Country in 1973, which was also the year that the Terms Trade set its record high. 

And now with Sir Colin passing, coincidentally the Terms of Trade are set to break 
that 1973 record this week.             0
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Foreign Exchange Market 
 FX Rates Current* Week ago Month ago 6 mths ago Year ago ST Bias Support^ Resistance^ 

NZD/USD 0.7241 0.7317 0.7483 0.7196 0.7312 FLAT/DOWN 0.7150 0.7350 

NZD/AUD 0.9143 0.9232 0.9390 0.9359 0.9578 FLAT/DOWN 0.9050 0.9250 

NZD/JPY 79.06 79.92 83.10 80.73 73.49 FLAT 78.00 80.40 

NZD/EUR 0.6061 0.6226 0.6402 0.6811 0.6476 FLAT/DOWN 0.5980 0.6160 

NZD/GBP 0.5601 0.5682 0.5723 0.5790 0.5535 FLAT 0.5540 0.5710 

TWI 76.2 77.1 78.9 78.3 77.4 FLAT/DOWN 76.00 79.00 

^Weekly support and resistance levels * Current is as at 9.30 am Monday; week ago as at Monday 5pm.  

The NZD is lower, with the TWI starting the week roughly 1½% lower than a week ago due to broad- based falls against NZD TWI5 
bilaterals.  NZD falls occurred despite still-rising NZ export commodity prices and looked to be attributable to a combination of 
other local and offshore influences. While the near-term NZ fiscal outlook in the PREFU was healthy, markets took umbrage to the 
more moderate than expected growth and fiscal outlook for latter years.  The strengthening Eurozone economy, the lack of 
comment by the ECB’s Draghi on the euro and by Yellen on the US monetary outlook at Jackson Hole helped push the euro to 2½ 
year highs against the USD.  Whilst local data are expected to remain positive – record highs expected for the Q2 NZ Terms of Trade, 
and robust details for the August ANZ Business Outlook – a tight local election race and heightened geopolitical risks will likely keep 
the focus away from local data and potentially pressure the NZD lower. 

Short-term outlook: Key data Date Time (NZT) Market 
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ANZ Business Confidence, headline, index 31/08 1:00pm - 
US Core PCE Deflator, Q2, July, % yoy 01/09 12:30 am +1.5 
NZ Terms of Trade, Q2, %qoq 01/09 10:.45 am +3.0 
US Non-farm Payrolls, Aug, 000s 02/09 12:30 am 180 
 Key events: NZD: Jul building consents (Wed); Aug business outlook (31 Aug); Q2 
Terms of Trade (Fri).  USD: 2nd estimate Q2 GDP (Wed); Jul core PCE deflator (Thu); 
Aug non-farm payrolls (Sat); Aug manufacturing ISM (Sat). AUD: Jul building approvals 
(30 Aug); Q2 construction work done (30 Aug); Q2 CAPEX (31 Aug).  JPY: Jul IP (Thu).  
EUR: Aug CPI (Thu), Jul unemployment rate (Thu), Q2 German GDP (Thu); GBP: Aug 
Man PMI (Fri). CH: Aug manufacturing & services PMIs (Thu). 

Speakers: FOMC: voter Powell (Thu). JPY: BOJ Masai (Thu). ECB: Nowotny (Fri). RBA: 
Harris (Thu) 

Medium-term outlook: Last Quarterly Economic Forecasts 

 Our FX forecasts were fine-tuned in mid-July following a period of low volatility in currency markets.  Despite the fine-tuning, we 
have left our USD forecasts unchanged. Uncertainties around the timing of US fiscal stimulus remain, especially given the ongoing 
difficulties in getting other reforms through Congress, and will continue to weigh on the USD.  As a result, we continue to expect the 
NZD/USD to average 0.7200 over the second half of 2017.  Over 2018, we expect the NZD to outperform the USD.  NZ’s 
persistently high Terms of Trade (ToT) will continue to provide the NZD with significant support. The high ToT will lift real GDP and 
will keep the RBNZ on track to raise interest rates by early 2019. We expect the USD to stabilise once the fiscal policies are signed 
into effect, however, this may now not occur until 2019. 

On top of the persistently high ToT, the NZD remains supported by relatively high interest rates, increased offshore investor demand 
and a structural improvement in the current account deficit.  As a result, we expect the NZD/AUD to remain firm. Further, the risk 
that the RBNZ raises interest rates before the Reserve Bank of Australia will further support the NZD/AUD.  Over 2017, we expect 
the NZD/AUD to average 0.9500 then lifting above 0.9600 towards the end of 2018.    

We have revised our GBP forecast higher again, following our upward revision in May.  High UK CPI is likely to see the BoE raise 
interest rates in November. Further, the fact that the European Court of Justice will now have a role in UK law making post-Brexit 
means the UK economy is likely to hold up better than expected over the forecast horizon. We expect the NZD/GBP to largely remain 
within a range of 0.54-0.57 until the end of 2019.  

In the near term we expect to see NZD/JPY hold above 80. The recent narrowing of the Japanese current account surplus is adding 
less support to the JPY. Further out, the prospect for more BOJ easing and RBNZ tightening should further strengthen the NZD 
against the JPY, holding the NZD/JPY above 84 over 2018. 
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Interest Rate Market 
 Wholesale interest rates Current Week ago Month ago 6 mths ago Year ago ST Bias 

Cash rate 1.75 1.75 1.75 1.75 2.00 FLAT 

90-day bank bill 1.95 1.94 1.94 1.99 2.23 FLAT 

2-year swap 2.18 2.18 2.22 2.33 1.97 FLAT 

5-year swap 2.64 2.64 2.76 2.94 2.08 FLAT 

5-year benchmark gov't stock 2.46 2.46 2.57 2.57 1.82 FLAT 

NZSX 50 7858 7868 7640 7079 7391 FLAT 
^Weekly support and resistance levels * Current is as at 9.30am Monday; week ago as at Monday 5pm.  

Local and US rates start the week slightly lower.  Few insights on the monetary policy outlook were provided by central bankers at 
weekend’s Jackson Hole conference: the ECB’s Draghi reiterated monetary policy must stay “very patient” and a “significant degree 
of monetary accommodation is still warranted”, whilst the Fed’s Yellen focused mostly on defending current financial system 
reforms rather than monetary policy settings and the outlook.  Storms in the US, geopolitical risks and the lack of top tier data have 
kept downward pressure on US yields. Despite political posturing there is the expectation that a last minute solution to raise the US 
debt ceiling will most likely be reached so as to avoid a government shutdown and possible debt default.  Strengthening Eurozone 
data (lifts to the German IFO over the weekend) and the comments by German Finance Minister Schaeuble signalling the bias for 
higher rates provided a boost to German yields.  

Local long-term rates are expected to take direction from global counterparts. Movements in local and global bond yields have also 
been modest, with local swap spreads to bonds approaching start of year lows. Local short-end yields showed little movement 
around tight ranges. US rate hike expectations barely budged over the last week, as have those in New Zealand.  Current market 
pricing (OIS) suggests no urgency to move the OCR, with around 28bps of OCR hikes by the end of next year. 

Short-term outlook: Key data Date Time (NZT) Market 
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ANZ Business Confidence, headline 31/08 1.00pm - 
US Core PCE Deflator, Q2, July, % yoy 01/09 12:30 am +1.5 
NZ Terms of Trade, Q2, % qoq 01/09 10:.45 am +3.0 
US Non-farm payrolls, Aug 02/09 12.30am 180k 

 Comment:  Following few signs of change as a result of Jackson Hole, and with light 
Northern Hemisphere holiday flows continuing, the market is likely to remain sensitive 
to geopolitical headlines. Following a brief lull, the week sees the return of top tier 
global data, with key July US PCE inflation (Wed) and August non-farm payrolls data 
(Sat) prints headlining a busier global data calendar.     

Short-term local rates are likely to remain in tight ranges over the week, although 
there is the potential for election-related volatility.  Local markets are likely to remain 
nervous until the new government is formed, which may not be until mid-October.    

Medium-term outlook: Last Quarterly Economic Forecasts 

 The RBNZ continued to hold the OCR at its record-low of 1.75% at its August Monetary Policy Statement (MPS) and Official Cash 
Rate (OCR) Review.   The RBNZ retained its neutral bias and continued to note the numerous uncertainties.  However, the key 
surprise was the RBNZ left the OCR outlook unchanged (with two hikes by mid-2020) in contrast to widely-held expectations of a 
flatter OCR forecast.  

The RBNZ’s frustration with the elevated NZD increased in August.  The RBNZ made an effort to undermine support for the NZD by 
emphasising the external currency drivers (i.e. weaker USD) while downplaying the domestic drivers (i.e. higher NZ export prices) 
and stated that a lower NZD was “needed”. The RBNZ dismissed the recent weaker GDP growth outcomes and focussed on the 
robust economic outlook. Going forward, growth will be supported by low interest rates, strong population growth, high Terms of 
Trade and fiscal stimulus.  Furthermore, we see upside risk to the RBNZ conservative medium-term milk-price assumption, which 
will provide further support to NZ growth.  

The RBNZ remains confident in the medium-term inflation outlook, despite anticipated volatility in headline inflation this year.  The 
RBNZ expects inflation will dip below 1% (due to volatility in fuel and food) before swiftly recovering to reach 2% by 2018.  The RBNZ 
appears to be relying on a very swift pick-up in non-tradable inflation.  This is a fairly bold assumption given the RBNZ is wary that 
price-setting behaviours have become more backward looking.  Nonetheless, we expect the RBNZ will start lifting the OCR in Q1 
2019 which is slightly earlier than the RBNZ’s expectations for a hike in Q3 2019.  
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Key international data for the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
Australia Building Approvals, July, %mom 30/08 1:30 pm 10.9 -5.0 -8.0 
Australia Capex, Q2, %qoq 31/08 1:30 pm 

 
0.3 0.2 -2.0 

Eurozone Unemployment, July, % 31/08 9:00 pm 
 

9.1 
 

9.1 9.0 
Eurozone CPI, August, %yoy 31/08 9:00 pm 1.3 1.4 1.3 
US PCE Deflator, July, %yoy 01/09 12:30 am 1.5 1.4 1.6 
US Non-farm Payrolls, August, 000s 02/09 12:30am 209 180 170 

  

Building approvals in Australia posted a strong 10.9% increase last month on 
the back of a 20% lift in apartment approvals and a 4% lift in approvals for 
houses.  We expect approvals should fall back again this month. 

We expect Australian capex to fall by 2% in Q2.  Mining capex is still 
unwinding and non-mining investment is yet to ramp up. This release also 
includes the 3rd estimate of 2017/18 spending plans. A number around $93 bn 
would imply no change to investment intentions compared to the 2nd estimate. 

We anticipate the July Eurozone unemployment rate will decline by 0.1% to 
9%. 

We anticipate the August Eurozone headline CPI will print at 1.3% yoy, which 
is unchanged from the July print. We think Eurozone CPI prints will remain 
around 1.3 to 1.5% for the remainder of 2017. 

The already-released CPI suggests the US Private Consumption Expenditure 
headline deflator stabilised in July at 1.6%pa while the PCE core deflator 
remained at 1.5%pa, well below the Federal Reserve’s 2%pa target. 

We estimate slack in the US labour market continued to dwindle in August 
with continued very strong expansion in payrolls of 170,000 and a fall in the 
unemployment rate to a new cyclical low of 4.2%.  However, low inflation 
expectations are a headwind to a pickup in wage growth. 
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NZ Data Preview: a look at the week ahead 
 Data Date Time 

(NZT) 
Previous Market 

expects 
ASB 

expects 
Building consents, residential, July, % mom 30/08 10:45 am -1 - - 
ANZ Business Confidence, headline 31/08 10:45 am 19 - - 
RBNZ Credit Aggregates, July, Household s.a., %mom 31/08 03:00 pm 0.5 - - 
Terms of Trade, Q2, qoq 1/09 10:45 am 

 
5.1 3.0 2.0 

Residential dwelling consents fell 1% in June, following the previous month’s 
robust 7% rise.  Consents can be volatile month to month, and this was 
particularly evident in consents for town houses, which lifted strongly in May 
and fell back in June.  Looking beyond the volatility, we are seeing 
encouraging signs that residential building demand is lifting in Auckland and 
Wellington.   

Non-residential building consents fell in June, following an exceptionally 
strong lift in May due to consent issuance for the NZ International Convention 
Centre in Auckland.  Nonetheless, non-residential building consents remain at 
very high levels. 

We expect the recent slowing in housing credit to continue in July, reflecting 
the fact that house sales in July were 24% lower than in July 2016. However, 
consumer credit growth has remained elevated, likely reflecting robust levels 
of consumer confidence. However, we expect the slowing housing credit to 
more than offset any ongoing strength in consumer credit growth. Agricultural 
credit growth is expected to remain soft as dairy farmer cashflows continue to 
improve. Business credit growth is likely to remain at reasonable levels, in line 
with business confidence. 

ANZ monthly business confidence edged slightly lower in July, reflecting the 
usual winter decline.  On a seasonally-adjusted basis, businesses’ own activity 
expectations and general business confidence held onto recent gains.  It is 
possible business confidence may dip heading into the election due to 
increased uncertainty.  However, so far confidence has held up relatively well.  
Looking beyond the September election, we expect confidence to remain 
elevated reflecting the strong economic back drop.  Economic growth should 
be well supported by strong population growth and rising disposable 
incomes, particularly now that dairy prices have recovered.   

On Thursday, we expect data to show that NZ’s Terms of Trade (ToT) lifted 
2.0% over the June quarter.  In fact, any lift of 0.4% or above will take the ToT 
to an all-time high.  Looking at the drivers, the remnants of the earlier dairy 
price surge will lead overall export prices higher over the quarter.  Meat, and 
in particular lamb, export prices are likely to be similarly firm over the quarter.  
Meanwhile, we expect import prices to remain subdued, reflecting continued 
weak global inflation.  Over the remainder of 2017, we expect export prices to 
stay firm, keeping the Terms of Trade at or near record highs. 
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Data Recap: weekly recap 
Data Date Actual Market 

forecast 
ASB 

Forecast 
Pre-Election Economic and Fiscal Update, OBEGAL 2016/17, %GDP 23/08 1.4 - 1.1 
Trade balance, July, $m 24/08 85 -200 -450 

 

Ahead of the election, the Treasury has confirmed that the Government’s 
fiscal position remains very healthy.  The books are also largely unchanged 
since the Budget.  For example in dollar terms, the OBEGAL is $0.5 billion 
higher over the five-year forecast period.  In percentage of GDP terms, 
Treasury forecasts an OBEGAL of 1.4% in 2016/17, which then lifts steadily to 
2.0% by 2020/21.  These figures compare with 0.6% and 2.7%, respectively, 
back in the Budget.   

The fiscal picture is also remarkably similar in terms of net debt.  For 
example, PREFU shows net debt falling to 18.8% of GDP in 2020/21.  This 
figure is marginally lower than the 19.3% estimated at the Budget back in May.  
With regards growth, Treasury’s outlook is a touch weaker than ASB’s view. 
Treasury forecasts growth to pick up from an estimated 2.8% in the 2016/17 
June year to 3.7% in 2018/19, before easing to 2.3% by 2020/21.  In contrast, 
we expect growth to remain higher in later years.  Indeed, we see some 
upside risk to Treasury’s growth and surplus forecasts, particularly in the later 
years of the forecast. 

NZ recorded its fifth consecutive monthly trade surplus over July.  The $85m 
surplus beat expectations; we had expected a deficit of $450m (market $200m 
deficit).  Notably, NZ normally posts a trade deficit over July as agricultural 
exports fall during winter; this reinforces the magnitude of the surprise. Export 
values lifted to $4.63bn over July, exceeding expectations. Meanwhile, 
import values rose 2.0% in seasonally-adjusted terms over the month.  Import 
values remain firm, as the solid NZ economy pulls in additional resources.  In 
particular, population growth is fuelling demand for cars, with passenger 
motor car imports up 35.8% over the past year. All up, we expect the annual 
trade balance to narrow over the remainder of 2017.  While we expect 
domestic demand and import values to remain firm, the lift in agricultural 
export values should be enough to offset this strength and see the balance 
narrow. 
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Global Data Calendars 
 Calendar - Australasia, Japan and China 
   Time      Forecast 
Date (NZT) Eco Event Period Unit Last Market ASB 
Tue 29 Aug 11:30 AU ANZ Roy Morgan Consumer Confidence Index Aug Index 109.2 ~ ~ 
 11:30 JN Jobless rate Jul % 2.8 ~ ~ 
 11:30 JN Overall household spending  Jul y%ch 2.3 ~ ~ 
Wed 30 Aug 10:45 NZ Building permits  Jul m%ch -1.0 ~ ~ 
 11:50 JN Retail sales  Jul m%ch 0.2 ~ ~ 
 13:30 AU Construction work done Q2 % -0.7 ~ -1.0 
 13:30 AU Building approvals  Jul m%ch 10.9 ~ -8 
Thu 31 Aug 11:50 JN Industrial production  Jul P m%ch 2.2 ~ ~ 
 13:00 NZ ANZ activity outlook Aug ~ 40.3 ~ ~ 
 13:00 NZ ANZ business confidence Aug ~ 19.4 ~ ~ 
 13:00 CH Manufacturing PMI Aug Index 51.4 51.2 ~ 
 13:00 CH Non-manufacturing PMI Aug Index 54.5 ~ ~ 
 13:30 AU Private sector credit  Jul m%ch 0.6 ~ 0.4 
 15:00 NZ RBNZ Credit Aggregates Jul % 0.5 ~ ~ 
 17:00 JN Housing starts  Jul y%ch 1.7 ~ ~ 
Fri 1 Sep 05:00 NZ QV house prices  Aug y%ch 6.4 ~ ~ 
 10:45 NZ Terms of trade index  Q2 q%ch 5.1 3.0 2.0 
 11:00 AU CBA PMI Manufacturing Aug Index 54.4 ~ ~ 
 11:50 JN Capital spending  Q2 y%ch 4.5 ~ ~ 
 12:00 AU CoreLogic house price Aug m%ch 1.5 ~ ~ 
 12:30 JN Nikkei Japan PMI manufacturing Aug F Index 52.8 ~ ~ 
 13:45 CH Caixin China PMI manufacturing Aug Index 51.1 50.9 ~ 
 17:00 JN Consumer confidence index Aug Index 43.8 ~ ~ 
 18:30 AU RBA Commodity Price Index Aug Index 114.4 ~ ~ 

 
 

Calendar - North America & Europe 
   Time      Forecast 
Date (UKT) Eco Event Period Unit Last Market ASB 

Mon 28 Aug 13:30 US Wholesale inventories  Jul P m%ch 0.7 0.3 ~ 
 13:30 US Retail inventories  Jul m%ch 0.6 ~ ~ 
 15:30 US Dallas Fed manufacturing activity Aug ~ 16.8 ~ ~ 
Tue 29 Aug 07:00 UK Nationwide house prices Aug m%ch 0.3 ~ ~ 
 15:00 US Conf. Board consumer confidence Aug Index 121.1 119.0 ~ 
Wed 30 Aug 09:30 UK Net Consumer Credit Jul £bn 1.5 ~ ~ 
 09:30 UK Mortgage Approvals Jul 000 64.7 ~ 62 
 10:00 EC Economic confidence Aug Index 111.2 ~ ~ 
 13:15 US ADP employment change Aug 000 178.0 180.0 ~ 
 13:30 US GDP annualized  Q2 S q%ch 2.6 2.7 ~ 
 13:30 US Personal consumption Q2 S % 2.8 ~ ~ 
 13:30 US Core PCE  Q2 S q%ch 0.9 ~ ~ 
Thu 31 Aug 10:00 EC Unemployment rate Jul % 9.1 ~ 9.0 
 10:00 EC CPI estimate  Aug y%ch 1.3 ~ 1.3 
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 13:30 US Personal income Jul % 0.0 0.3 ~ 
 13:30 US Personal spending Jul % 0.1 0.4 ~ 
 13:30 

 
US 

 
PCE deflator  Jul m%ch 0.0 0.1 ~ 

 13:30 
 

US 
 

PCE core  Jul m%ch 0.1 0.1 ~ 
 14:45 US Chicago Purchasing Manager Aug Index 58.9 58 ~ 
Fri 1 Sep 09:00 EC Markit Eurozone manufacturing PMI Aug F Index 57.4 ~ ~ 
 09:30 UK Markit UK PMI manufacturing SA Aug Index 55.1 ~ ~ 
 13:30 US Change in nonfarm payrolls Aug 000 209.0 180.0 170.0 
 13:30 US Unemployment rate Aug % 4.3 4.3 4.2 
 14:45 US Markit US manufacturing PMI Aug F Index 52.5 ~ ~ 
 15:00 US ISM manufacturing Aug Index 56.3 56.3 57.8 
 15:00 US Uni. of Michigan sentiment Aug F Index 97.6 ~ ~ 
 15:00 US ISM employment Aug Index 55.2 ~ ~ 
 15:00 US Construction spending Jul m%ch -1.3 0.5 ~ 
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