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Inflation data key for next move in Australian interest rates 
 • Outlook for Australian interest rates faces key week ahead. 

• Q3 CPI from Australia on Wednesday could tip the balance back towards a rate cut this year. 

• Weaker employment data already pushing the case for more policy easing. 

 The Reserve Bank of New Zealand is expected to cut the OCR a further 25 basis points on November 10, taking it down to 1.75%.  
However, there is less clarity over the Reserve bank of Australia’s near-term rates path.  The cash rate was reduced 0.25% in May 
and August this year, leaving the cash rate at 1.50%.  The former move was a surprise, prompted by the softening inflation picture.   

Like the RBNZ, the RBA has been reacting to weak inflation/inflation expectations.  However, a run of robust economic data in 
recent weeks had reduced the likelihood of the RBA cutting rates again in 2016.  The chances of a cut by the end of 2016 stood at 
around 15% on October 17.  That was some way from the 53% seen in late August, reflecting the improving economic data. 

However, there has been a greater focus in Australia on the labour market, which had been showing some signs of improvement.  
The improved outlook was dented by the August and September data though, with the latter month seeing a drop in jobs of around 
10k.  That was the biggest one-month loss since April 2015 and the second negative read in a row and much worse than market 
expectations.  On top of the drop, full-time employment declined 53k.  This was partly offset by a 43.2k lift in part-time jobs, but 
even so the overall labour market weakened.  

Following September’s employment report, the chances of another rate cut from the RBA this year rose again, coming back up to 
21%.  However, the definitive data likely to prove conclusive for the next step in rates is due tomorrow, with Australia’s Q3 
inflation data out.  The current market estimate is for a small acceleration to 0.5% qoq from 0.4%.  That would push the annual 
rate up to 1.1% from 1.0%, although the CBA outlook is for 0.4% and 1.0% respectively.  Despite the expected firming in inflation by 
the market, price pressures would still be some way from the RBA’s 2-3% target range, although that target range is for the average 
over an economic cycle.  

Should the data come in somewhat softer than market consensus, then the November 1 RBA decision could see a shifting in 
tone, preparing the market for a cut on December 6, although inflation expectations data on November 10 will have a part to play.  
Conversely, should the result show price pressures are mounting, the chances of new Governor Lowe pulling the trigger this year 
would be cut to almost nil. 

Current pricing has a 46% chance of one more cut in the current cycle, coming before the middle of next year, while the CBA 
outlook is for that easing in policy to arrive before 2016 is done. 

 
 Foreign Exchange • NZD starts the week broadly unchanged from last week’s open, after a volatile week.   
Interest Rates • Interest rates lifted briefly during last week, but have since eased back. 
Week Ahead • NZ trade balance this week; next Monday building consents, business confidence and credit growth.  
Week in Review • CPI stronger than market expected, net migration still running strong, dairy prices edge higher.        
Global Calendars • Australian inflation the key focus, US and UK GDP also released.  
 Chart of the Week:  New Zealand / Australian rates differential key driver of NZD/AUD 

 

Should Australia’s Q3 CPI data come in weaker than expected, the case for 
another interest rate cut in Australia will become move compelling.  The next RBA 
meeting is due November 1, with the RBNZ on November 10, although the RBA 
also has another meeting this year, December 6. 

Should the RBA ease policy first, the interest rate differential to NZ will widen 
back out to 0.75% pts, for a few days at least.  Given the close correlation 
between the interest rate differential and the exchange rate, a widening could 
give the NZD/AUD a boost, at least in the short term.   

A move to parity between the two currencies may be a struggle given high 
expectations for the RBNZ to follow suit with an interest rate cut a few days 
later.  Should the RBNZ spring a surprise and hold though, then parity talk is likely 
to become a lot more prevalent again. If the RBA holds and the RBNZ cuts, the gap 
comes down to just 0.25% and parity talk is likely to fade towards year end. 

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

70

75

80

85

90

95

100

05 06 07 08 09 10 11 12 13 14 15 16

NZD / AUD
(90-day bank bill, NZD/AUD)

Source: ASB

Cents %

Interest rate 
differential

NZD / AUD 

mailto:economics@asb.co.nz


  25 October 2016 

                                                                                                                                              

 2 

Foreign Exchange Market 
 FX Rates Current* Week ago Month ago 6 mths ago Year ago ST Bias Support^ Resistance^ 

NZD/USD 0.7131 0.7185 0.7271 0.6876 0.6841 FLAT/DOWN 0.7050 0.7250 

NZD/AUD 0.9383 0.9364 0.9527 0.8917 0.9441 FLAT 0.9280 0.9480 

NZD/JPY 74.33 74.59 73.50 76.30 82.54 FLAT/ UP 73.20 75.20 

NZD/EUR 0.6558 0.6518 0.6493 0.6104 0.6154 UP 0.6450 0.6650 

NZD/GBP 0.5836 0.5876 0.5575 0.4743 0.4438 UP 0.5750 0.5900 

TWI 77.0 77.1 77.2 72.6 73.5 FLAT 75.00 79.00 

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

The NZD was little changed against the major currencies over the week, but this hides a degree of volatility throughout the week. 
NZ’s stronger than expected (but still weak) Q3 CPI data saw the NZD lift strongly against the USD on Tuesday. Later in the week, 
softer than expected Australian employment data boosted the NZD against the AUD. However, a lack of further policy easing by the 
ECB early on Friday morning resulted in widespread USD strength, which weighed on the NZD at the end of the week.  

This week, focus will firmly be on Australian Q3 CPI data which is released tomorrow at 1:30pm NZT. The Reserve Bank of Australia 
has signalled that this result will be crucial in determining the likelihood of further interest rate cuts in Australia. In our view, a 
headline CPI reading of 0.3% qoq or less would open the door for a November rate cut (on 1 Nov) and would put downward pressure 
on the AUD. The preliminary estimate of Q3 US GDP will also be a key focus of the week ahead. Recent data are pointing to a lift in 
US GDP growth recently. A stronger than expected result should support the USD. 

Short-term outlook: Key data Date Time (NZT) Market 

 

AU CPI, Q3, %qoq 26/10 1:30 pm +0.5 
NZ Trade Balance, September, $m 27/10 10:45 am  -1145 
UK GDP, Q3, %qoq 27/10 9:30 pm 0.3 
US GDP, Q3, %saar 28/10 1:30 am 2.5 
 Key events: NZD: Sep trade balance (Wed). USD: Sep durable goods orders (Thu); Q3 
GDP (Fri). AUD: Q3 CPI (Wed); Q3 trade prices (Thu). EUR: German IFO (today); Oct 
business climate index (Fri).  GBP: Q3 GDP (Thu). 

Speakers: FOMC: Lockhart (Wed). ECB: Draghi (today); Nowotny, Praet, Mersch (Thu), 
Coeure (Fri). BoE: Carney (today). 
 

Medium-term outlook: Last Quarterly Economic Forecasts 

 The NZD remains supported by relatively high Terms of Trade, relatively high interest rates, increased offshore investor demand 
and a structural improvement in the current account deficit.  The NZD/USD risks remaining above our forecast range of 0.67-0.68.  
However, we expect the RBNZ to cut interest rates once more in 2016, in November. While this will potentially weigh on the 
NZD/USD, a lowered chance of Fed interest rate hikes will limit NZD/USD downside.  Over 2017, we see the NZD/USD remaining 
elevated in a range of 0.70-0.73. 

We still expect the RBNZ to cut the OCR to 1.75%, but the RBA is likely to move its cash rate to 1.25%.  The RBA’s May/August rate 
cuts and prospect for more means we have firmed our NZD/AUD medium-term forecast to 0.95. In the near term, the NZD/AUD is 
likely to trade around 0.93-0.95. 

There is a firm chance the NZD now remains more elevated against the EUR than had previously thought.  Following the UK’s June 
23 vote to leave the EU, there is now a higher chance that the ECB provides more stimulus to the European economy. However, the 
Eurozone’s current account surplus will continue to help support the EUR, limiting downside.  In the near term we continue to see 
NZD/JPY hold above 70. Further out, the prospect for more BOJ easing should weaken the JPY, pushing NZD/JPY above 85 in 2017. 

The GBP fell sharply in response to the UK’s decision to leave the EU.  Consequently, the GBP is now likely to remain lower than its 
pre-Brexit level and the NZD/GBP higher as a result. 
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Interest Rate Market 
 Wholesale interest rates Current Week ago Month ago 6 mths ago Year ago ST Bias 

Cash rate 2.00 2.00 2.00 2.25 2.75 FLAT 

90-day bank bill 2.13 2.13 2.23 2.33 2.87 FLAT 

2-year swap 2.12 2.17 2.06 2.28 2.78 FLAT/DOWN 

5-year swap 2.35 2.39 2.21 2.56 3.07 FLAT 

5-year benchmark gov't stock 2.05 2.10 1.97 2.30 2.71 FLAT 

NZSX 50 6958 6966 7289 6796 5975 FLAT 
^Weekly support and resistance levels * Current is as at 9.30am Monday; week ago as at Monday 5pm. 

It was a mixed week for NZ interest rates.  Interest rates lifted on Tuesday in response to the stronger-than-expected NZ CPI result.  
However, the gains in interest rates were short lived.  Shorter-term interest rates (up to 2 year) unwound these lifts over the week 
to return to similar or lower levels as last Monday.  The soft tone within Australian employment data on Thursday saw a 
reassessment of RBA rate cut risk, which filtered through to weigh on NZ shorter-term interest rates.  

Meanwhile, longer-term interest rates held onto gains.  Recent lifts in offshore longer-term interest rates continuing to drag NZ’s 
longer-term interest rates higher.  In addition, increased hedging demand from corporates is another factor contributing to elevated 
medium to longer-term interest rates.  

Short-term outlook: Key data Date Time (NZT) Market 

 

AU CPI qoq% 26/10 1.30 pm +0.5 
US GDP saar% 29/10 1.30 am 2.5 
    

    Comment:  There is no major NZ data that would likely influence interest rates this 
week.  The Australian CPI result is the key event that could influence NZ rates. We 
expect headline inflation of 0.4% qoq (market 0.5% qoq), but the focus is on core 
inflation which we expect to print at 0.4% qoq.  This would leave core annual inflation 
at 1.6%, broadly in line with the RBA’s view and not likely to prompt a rate cut.  
However, a core CPI result of 0.3% (or weaker), in conjunction with the soft tone of 
Australian labour market data, could prompt a rate cut from the RBA in November.  
Interest rates are likely to track sideways this week, but we see downside risks on the 
back of the Australian CPI result.  

Medium-term outlook: Last Quarterly Economic Forecasts 

 The RBNZ left the OCR on hold at 2%, as widely expected, on September 22.  In addition, the RBNZ maintained a firm easing bias of 
“our current projections and assumptions indicate that further policy easing will be required.”  The market was expecting a strong 
easing bias and, combined with “a lower exchange rate is needed”, financial markets were not disappointed.  

The RBNZ’s concerns were very much in line with those raised in the August MPS. Although the RBNZ is still concerned about 
housing risks, it is also now more concerned about the downside inflation risks, particularly if inflation expectations were to fall 
further.  The NZD Trade Weighted Index assumes the NZD will gently depreciate from around 76 beyond year-end, and there is a risk 
that the RBNZ will have to ease to a greater extent if the NZD doesn’t follow that path.  The NZD was again called out as making it 
difficult for the RBNZ to meet its inflation objective and in need of depreciation. However, at the same time, the RBNZ did 
acknowledge that some of the recent strength of the NZD was due to the gains in dairy prices. 

We continue to expect the RBNZ to cut once further, in November, when the RBNZ has received the next set of key economic data, 
including key long-term inflation expectations, and has comprehensively redone its forecasts.  In addition, the risks remain skewed 
to a lower OCR than 1.75%, particularly if the NZD persists above the RBNZ’s assumed level, inflation expectations weaken or 
funding pressures limit the extent to which banks pass on November’s OCR cut.   
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Key international data for the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
Eurozone PMI composite, October (provisional), Index 24/10 9:00 pm 52.6 

 
52.8 - 

Australia CPI, Q3, %qoq 26/10 1:30 pm 0.4 0.5 0.4 
Australia Terms of Trade, Q3, export price index %qoq 27/10 1:30 pm 1.4 2.0 2.5 
UK GDP, Q3, %qoq 27/10 9:30 pm 0.7 0.3 0.5 
Japan CPI, September, %yoy 28/10 12:30 pm -0.5 -0.5 -0.3 
US GDP, Q3, seasonally adjusted annual rate 29/10 1:30 am 1.4 2.5 2.0 

 

We expect the Australian Q3 CPI to be low.  The annual rate of headline 
inflation is expected to be unchanged at 1.0%, with underlying inflation rising a 
touch to 1.6%.  Volatile movements are largely expected to cancel each other 
out.  We think a CPI outcome of 0.3% or less would see the RBA cut rates 
again. 

We expect Australian export prices to rise by 2.5% in Q3, in line with higher 
commodity prices over the quarter.  Import prices are expected to fall by 2% 
on the back of a higher AUD.  This suggests the terms of trade will be around 
4.5% higher in Q3. 

Japan’s inflation pulse remains weak.  Our modelling of the already-released 
Tokyo September CPI suggests the headline national CPI for September will lift 
somewhat to 0.3%pa.  However, the August national CPI, excluding fresh food 
and energy, eased again to only 0.2%pa.  These inflation prints are well below 
the Bank of Japan’s 2%pa target. 

In September, the Eurozone Composite PMI declined to its lowest level since 
late 2014.  Despite the drift lower, the PMI remains at levels indicative of 
positive growth, albeit at a slower pace than late last year and what is needed 
to meaningfully close the output gap.  The PMIs look set to consolidate near 
recent levels in October. 

The UK high frequency data have been better than expected since the EU 
Referendum.  This, combined with the positive momentum ahead of the vote, 
points to a solid Q3 GDP report.  Following the better run of data, the Bank of 
England is now looking for 0.2% (qoq) growth in the preliminary release.  This 
appears to still be on the low side, in our view.  Based on the signals from the 
NIESR GDP estimate and the mix of business surveys and hard data, we think 
Q3 growth is more likely to come in around 0.4-0.5% (qoq). 

US GDP growth appears to have picked up in Q3 from the period of weakness 
in the first half of 2016.  Consumer spending is doing most of the heavy lifting.  
But the degree of acceleration is still modest because business investment, 
residential investment and government spending remain soft. 
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NZ Data Preview: a look at the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
Trade Balance, September, $m 27/10 10:45 am -1,265 -1145 -650 
Building Consents, September 31/10 10:45 am -1% - - 
ANZ Business Confidence, October, Index 31/10 1:00 pm 27.9 - - 
Credit growth, September, household, %mom 31/10 3:00 pm +0.8 - - 
We expect a trade deficit of $650m in September.  After last month’s 
surprisingly large deficit, we expect some rebound over September.  We also 
expect the deficit to be lower than in September 2015.  NZ normally records a 
September deficit as agricultural exports remain low on a seasonal basis.  On 
the export side, the main strength in export values continues to lie in export 
sectors such as fruit, wine and forestry.  At the same time, import values 
remain very constrained by low global inflation.  Looking at the broader trend, 
the annual goods trade deficit is likely to narrow to $2.6 billion.   

Residential building consents have been volatile in recent months.  Consents 
declined over August and July, partially unwinding a large increase over June.  
Overall, the underlying trend remains one of steady growth.   Construction 
activity remains a key driving force of NZ’s economic growth, and the 
underlying trend in consent issuance suggests the momentum will continue.  

Business confidence surged in September and is consistent with sustained and 
robust economic growth.   We expect confidence will remain robust over 
October.  However, for now, inflation indicators remain at very low levels.   
Market focus will be on the 1-year-ahead measure of inflation expectations, 
which remained low and steady at 1.44% in September.  

Household credit growth has remained strong over the last few months, 
driven by mortgage growth. Mortgage credit growth is at its highest level since 
2008.  The most recent LVR restrictions appear to have cooled housing market 
activity in September. As a result, we expect household credit growth to begin 
to show signs of slowing over the coming months.  Agricultural credit growth 
has been slowing since late 2015 and we expect that to continue.  However, 
cashflows are expected to remain weak until mid-2017, which should support a 
degree of credit growth in the meantime.  Furthermore, many non-dairy 
agricultural sectors are faring well. Business credit growth is expected to 
remain steady, supported by the reasonable levels of economic growth we are 
expecting. 
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Data Recap: weekly recap 
Data Date Actual Market 

forecast 
ASB 

Forecast 
CPI, Q3, %qoq 18/10 +0.2 0.0 +0.0 
GlobalDairyTrade auction, whole milk powder, % change 18/10 +2.9 - +6 to +8 
Net migration, September 21/10 6,330 - 5,350 

 

The Q3 CPI rose 0.2% qoq and yoy, higher than ASB's and the RBNZ’s quarterly 
forecasts, although in line with the RBNZ’s annual expectation.  The still-
muted quarterly outcome stems from one-off movements such as the fall in 
the ACC vehicle licensing levy.  However, reasonable price increases in both 
the construction sector and wider household contents will give the RBNZ some 
reassurance that pockets of inflation pressure exist.  Tradable inflation was 
stronger than expected over the quarter, despite falling petrol prices and the 
recent strength in the NZD.  The RBNZ will also take comfort from the fact that 
key measures of core inflation were steady over the quarter, even as headline 
annual inflation fell slightly. 

Dairy prices lifted overnight, although by less than indicated by futures 
pricing ahead of the auction.  Key WMP prices (up 2.9%) led the way.  SMP 
prices, however, fell by a touch (down 0.3%).  Following reports of very wet 
weather and falling NZ production, futures prices had indicated a more 
significant WMP price lift (circa 6% to 8%).  In light of the auction volume 
reductions ahead of the auction, the auction price lift was small (Fonterra 
reduced the volume of WMP on offer at this auction by 5% compared to its 
previous indication, and also reduced the total forecast volumes on offer for 
the next 12 months by 2%).  From here, we expect prices to be choppy over 
coming auctions as markets wait for confirmation of weak NZ production.  In 
our view, however, weak production is largely locked in and thus we expect 
prices will lift again later in the season. 

Net migration marked another new record high in September.  The monthly 
gain of 6,330 is not only a record, but the first move back above 6,000 for 6 
months.  This was chiefly driven by record-high arrivals of 10,960 (seasonally 
adjusted).  As usual, Australia was the main source of arrivals, but the UK was 
a close second, with the most arrivals from the UK in more than 6 years. 
Student arrivals were actually marginally lower than the last few months (non-
seasonally adjusted) and only around 75% of that seen in September 2015.  
There are no implications for our OCR view; we expect the RBNZ to cut the 
OCR to 1.75% in November. 

 
 

 

 

 

 
 
 

Global Data Calendars 
 Calendar - Australasia, Japan and China 
   Time      Forecast 
Date (NZT) Eco Event Period Unit Last Market ASB 

Mon 24 Oct 12:50 JN Trade balance adjusted Sep ¥bn 408.4 ~ ~ 
 13:30 JN Nikkei Japan PMI manufacturing Oct P Index 50.4 ~ ~ 
Tue 25 Oct 11:30 AU ANZ Roy Morgan Weekly Consumer Confidence 

  
Oct Index 117.8 ~ ~ 

Wed 26 Oct 13:30 AU CPI  Q3 
 

q%ch 0.4 ~ 0.4 
 13:30 AU CPI trimmed mean  

 
Q3 

 
q%ch 0.5 ~ 0.5 

 13:30 AU CPI weighted median  
 

Q3 
 

q%ch 0.4 ~ 0.4 
 14:45 CH WBC-MNI consumer sentiment Oct Index 115.2 ~ ~ 
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Thu 27 Oct 10:45 NZ Trade balance  Sep NZD$m
 

-1,265 ~ -650 
 13:30 AU Export price index  Q3 

 
q%ch 1.4 ~ 2.0 

 13:30 AU Import price index  Q3 
 

q%ch -1.0 ~ -1.0 
 13:30 CH Industrial profits  Sep y%ch 19.5 ~ ~ 
Fri 28 Oct 12:30 JN Jobless rate Sep % 3.1 ~ ~ 
 12:30 JN National CPI  Sep y%ch -0.5 ~ -0.3 
 12:30 JN National CPI ex food, energy Sep y%ch 0.2 ~ 0.2 
 12:30 JN Tokyo CPI  Oct y%ch -0.5 ~ ~ 
 13:00 AU HIA new home sales  Sep m%ch 6.1 ~ ~ 
 13:30 AU PPI Q3 

 
q%ch 0.1 ~ ~ 

 13:30 AU Annual National Accounts 15/16  
*P = Preliminary 
 
 
 
 
 
 
 
 

 

 
 
 
 
 

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

Mon 24 Oct 09:00 EC Markit Eurozone manufacturing PMI Oct P Index 52.6 ~ ~ 

 09:00 EC Markit Eurozone services PMI Oct P Index 52.2 ~ ~ 

 11:00 UK CBI business optimism Oct ~ -47.0 ~ ~ 
 13:30 US Chicago Fed National Activity Index  Sep Index -0.6 ~ ~ 

 14:00 US Fed's Dudley speaks at U.S. Treasury      

 14:05 US Fed's Bullard speaks on Economy Sep 
 

m%ch 
 

0.3 
 

~ 
 

~ 
  14:45 US Markit US manufacturing PMI Oct P Index 51.5 51.5 ~ 

 18:30 US Fed's Evans speaks in Chicago Sep Index 264.4 ~ ~ 

 19:00 US Fed’s Powell speaks in NY on Treasury      
Tue 25 Oct 09:00 GE IFO business climate Oct Index 109.5 ~ ~ 

 14:00 US FHFA house price index  Aug m%ch 0.5 0.5 ~ 

 14:00 
 
 

US 
 
 

S&P CoreLogic CS 20-city  
 
 

Aug Index 190.9 ~ ~ 
 15:00 US Consumer confidence index  Oct Index 104.1 101.5 ~ 

 15:00 US Richmond Fed manufacturing index  Oct Index -8.0 -4.0 ~ 

 18:20 US Fed's Lockhart speaks on community development   
Wed 26 Oct 12:00 US MBA mortgage applications Oct % 0.6 ~ ~ 

 13:30 US Advance goods trade balance Sep $bn -59.2 -60.6 ~ 

 13:30 US Wholesale inventories  Sep P m%ch -0.2 ~ ~ 
 14:45 US Markit US services PMI Oct P Index 52.3 ~ ~ 

 14:45 US Markit US composite PMI Oct P Index 52.3 ~ ~ 

 15:00 US New home sales Sep 
 

m%ch -7.6 -1.5 ~ 
 Thu 27 Oct 09:30 

 
UK 

 
GDP  
 

Q3 A q%ch 0.7 ~ 0.5 

 13:30 US Durable goods orders Sep P % 0.1 0.0 ~ 

 15:00 US 
 

Pending home sales  
 

Sep 
 

m%ch -2.4 1.4 ~ 
 16:00 US Kansas City Fed manufacturing activity Oct ~ 6.0 ~ ~ 
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Fri 28 Oct 10:00 EC Business climate indicator Oct ~ 0.5 ~ ~ 
 11:03 UK 

 
Nationwide house PX  
 

Oct 
 

m%ch 0.3 ~ ~ 

 13:30 US GDP annualized  Q3 A q%ch 1.4 2.5 2.0 

 13:30 US Core PCE  Q3 A q%ch 1.8 ~ ~ 
 15:00 US Uni. of Michigan sentiment Oct F Index 87.9 88.0 ~ 
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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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