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Kiwi consumers to keep on quietly smiling 
 • Retail sales and consumer confidence both point to a continuation of recent robust trends. 

• Support is coming from historically-low interest rates, the dairy recovery, tourism and the labour market.  

• A potential cloud could be the impact of US protectionist trade policies.   

 The outlook for the Kiwi consumer remains bright, even if there are some clouds gathering offshore.  The Q4 retail sales data 
showed consumer demand was enough for 11 of the 15 goods categories to grow compared to the third quarter, while 6 groups 
saw growth expand at an even quicker pace than in Q3.  Given the strong run seen in consumer confidence recently, the fact 
consumers are opening their wallets is not a huge surprise.  Indeed, once adjusted for seasonal factors (such as feeling more 
upbeat during the summer months), consumer confidence has held above its long-run average for the last 7 months. 

There are a number of factors supporting confidence and spending.  Chief among these are historically-low interest rates.  While 
mortgage rates have ticked higher over the last few months, mortgage rates are still around the sort of levels seen approximately 
12 months ago.  Indeed, the 2-year fixed rate is 1.3% points lower than its 10-year average and 4.5% points from its 10-year high.  
Low mortgage rates give consumers both the ability and confidence to spend, supporting other areas of the economy. 

And, in time, the recovery in dairy prices this season will eventually feed through into greater support for spending.  Our current 
milk price forecast is $6.50/kg milk solids, some way above the final pay-out rate of $3.90/kg from Fonterra last season. There will 
be an initial delay, though, before the impact of the price recovery is felt, due to cash-flow lag and an initial focus from farmers on 
getting their financials shored up.  

New Zealand’s other main export is tourism and there is little sign appetites to visit NZ are waning.  If anything, there is more 
scope for growth than a reversal, with arrivals numbers setting new highs almost each month and accommodation surveys showing 
strong demand.  Indeed, the limiting factor may be finding a bed for everyone, rather than any dip in demand.  

The labour market is also generally supportive of spending and confidence.  While the jobless rate did lift a touch in Q4, it was 
largely due to added labour supply outpacing decent jobs growth. The strong labour market is encouraging a record number of 
people to seek employment, another sign of confidence.   

Looking ahead, the domestic outlook is generally fairly sunny.  But there are some offshore clouds on the horizon. The biggest 
concern is potential protectionist US trade policies and retaliation to such policies.  Not only could these directly adversely impact 
NZ trade, but growth in NZ’s key trading partners could also suffer, limiting potential growth in NZ exports.   

Even so, the general outlook for the New Zealand consumer remains relatively upbeat.  We continue to expect both retail sales 
and consumer confidence to maintain a steady and robust pace in the coming months, offering support to the NZ economy overall. 
 
 Foreign Exchange • The NZD fell against most major currencies last week, despite rebounding later in the week. 
Interest Rates • NZ interest rates edged higher over the week, led by lifts in US interest rates. 
Week Ahead • Global Dairy Trade auction.  
Week in Review • Consumer confidence and retail sales both underline recent robust trends. 
Global Calendars • Australian capital expenditure, UK GDP and US Federal Reserve minutes.  
 Chart of the Week:  Confidence breeds growth, or is it the other way round? 

 

Consumer confidence often has a strong relationship with overall economic 
growth in New Zealand.  This is as measured by both the ANZ/Roy Morgan and 
the Westpac McDermott-Miller indicies.   

The recent move higher in consumer sentiment has been accompanied by the 
improvement in the New Zealand economy, but there is somewhat of a chicken 
and egg relationship between growth and confidence.   

Whichever direction the relationship works though, both growth and confidence 
are on the up and GDP is expected to maintain steady expansion in the coming 
months.    

 
75

85

95

105

115

125

135

145

-4

-2

0

2

4

6

8

Jan-04 Jan-07 Jan-10 Jan-13 Jan-16

GDP & CONSUMER CONFIDENCE 

Source: ANZ/Roy Morgan survey

APC

Conf idence 

GDP (LHS)

(f)

mailto:economics@asb.co.nz
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/retail-sales-q4-2016.pdf


  20 February 2017 

                                                                                                                                              

 2 

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

NZD/USD 0.7193 0.7201 0.7213 0.7216 0.6617 FLAT 0.7100 0.7300 

NZD/AUD 0.9372 0.9393 0.9511 0.9501 0.9311 DOWN 0.9300 0.9500 

NZD/JPY 81.12 82.00 82.65 72.70 74.69 FLAT 80.00 82.50 

NZD/EUR 0.6778 0.6780 0.6749 0.6395 0.5948 FLAT 0.6720 0.6880 

NZD/GBP 0.5792 0.5764 0.5832 0.5531 0.4620 FLAT 0.5750 0.5850 

TWI 78.5 78.5 78.9 76.6 72.1 FLAT 78.00 80.00 

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

The USD rebounded early last week on the back of comments from Trump surrounding his impending tax policies. More hawkish 
than expected comments from US Fed Chair, Janet Yellen, also supported the USD and, combined, the NZD/USD hit a three-week 
low mid-week. The NZD/AUD also softened slightly over the first half of last week as higher iron ore prices bolstered the AUD. 
However, we are quickly learning that a ‘standard’ week is no longer going to be the norm in the US. And in a non-standard fashion, 
US National Security Advisor Michael Flynn resigned last week after only three weeks in cabinet, which saw US political uncertainty 
spike and the USD dip lower. Mixed Australian employment results on Thursday also weighed on the AUD towards the end of the 
week. As a result, the NZD regained some of its earlier lost ground against the AUD and USD. 

It’s shaping up to be another reasonably quiet week data-wise this week. In New Zealand, focus will be on Tuesday night’s Global 
Dairy Trade auction but the currency impact is expected to be minimal. In Australia, Q4 Capex is expected to have increased, which 
could support the AUD. However, comments from Trump will continue to keep markets on their toes and could cause some 
currency volatility. However, as we don’t expect to receive any more information on the impending tax policies just yet, the Fed’s 
meeting minutes, released on Wednesday, are likely to be the key event. Finally, following soft retail sales figures in the UK on 
Friday, the UK GDP release on Thursday will influence the GBP. 

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

 

RBA meeting minutes 21/02 1.30 pm - 
Global Dairy Trade auction 21/02 Overnight - 
FOMC meeting minutes 23/02 8.00 am - 
UK GDP, Q4 17/02 10.30 pm 2.2% 
Key events: NZD: Global Dairy trade auction (Wed). USD: FOMC January policy 
meeting minutes (Wed); Jan existing home sales (Thu).  AUD: RBA February meeting 
minutes (Tue); Q4 construction work done & Q4 wages (Wed); Q4 CAPEX (Thu).  CNY: 
Jan house prices (Wed).  JPY: Jan trade balance (today).  EUR: Eurogroup meeting of 
finance ministers (today); Feb PMIs (Tue); Feb German IFO survey (Wed).   GBP: Q4 
GDP 2nd estimate (Wed); Feb distributive sales index (Thu). 

Central Bank speakers: RBA: Lowe (Tue & Fri).  Fed: Kashkari & Harker (Wed), voter 
Kaplan (Thu), non-voter Lockhart (Fri).  BoJ: Kiuchi (Wed).   BoE: Cunliffe (Wed). 

Medium-term outlook: Last Quarterly Economic Forecasts 

 Our FX forecasts were updated in mid-December with the short- and medium-term outlook tweaked.  Further out, the NZD is now 
expected to depreciate vs. the USD over the next 18 months.  The driver is USD strength due to the expected fiscal stimulus US 
President-elect Trump is forecast to deliver.  This spending should be inflationary, pushing the US Federal Reserve into lifting the Fed 
Funds rate faster than previously expected.  Capital inflows to the US are also expected to support the USD. We expect the UUSD to 
strengthen (NZD/USD weaken) once the fiscal policies are signed into effect. 

Despite the revision, 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.  Given these factors are NZD-supportive, combined 
with the fact the RBNZ signalled it had finished its easing cycle at the November MPS, we see little sustained downward pressure 
on the NZD.  Over 2017, we expect the NZD/AUD to remain in a relatively high range of 0.94-0.96.    

We revised our GBP forecast lower in late October and have pushed the Pound a touch lower again in December’s update.   We 
believe the fundamental down-trend in the GBP will remain intact, and expect the NZD/GBP to continue to gradually lift toward the 
mid-0.60’s by 2018.  

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 84 in 2017. 
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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 2.00 2.50 FLAT 

90-day bank bill 2.03 2.03 1.97 2.23 2.60 FLAT 

2-year swap 2.41 2.39 2.47 2.04 2.53 DOWN 

5-year swap 3.08 3.00 3.05 2.18 2.79 DOWN 

5-year benchmark gov't stock 2.63 2.54 2.65 1.81 2.59 DOWN 

NZSX 50 7094 7130 7051 7462 6142 UP 
^Weekly support and resistance levels * Current is as at 9.30am Monday; week ago as at Monday 5pm. 

NZ interest rates edged slightly higher over the week, dragged up by lifts in offshore interest rates.  However, the recent RBNZ 
statement, emphasising it was in no hurry to hike the OCR, did limit the lift up in NZ yields relative to offshore moves. 

Lifts in US interest rates set the tone for global interest rate markets, as robust US economic data prompted market expectations 
for Fed rate hikes to creep forward.  By Thursday, market pricing implied a 44% chance of a rate hike at the upcoming March 
meeting.  However, comments by a Federal Reserve committee member Fischer, emphasising a gradual path of interest rate 
increases, saw US yields unwind some of the week’s gains.   As a result, declines in US interest rates heading into the weekend are 
likely to weigh on NZ yields early this week. 

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

 

RBA meeting minutes 21/02 1.30 pm - 
Global Dairy Trade auction 21/02 Overnight - 
FOMC meeting minutes 23/02 8.00 am - 
Comment:   The week ahead is very quiet in terms of economic events, both locally 
and abroad.   In the absence of any major data or events, we expect NZ interest rates 
to continue to drift lower.  However, further declines may be limited as rates 
approach the bottom of recent ranges.   

In NZ, the Global Dairy Trade auction on Tuesday night is the only event of note.  
Meanwhile, in Australia, the key highlights will include a number of speeches from the 
RBA Governor as well as the release of the RBA’s meeting minutes.  Data wise, 
Australia partial economic data, such as construction activity and capital expenditure, 
is released this week ahead of the Q4 GDP release (1st March).  The data calendar is 
also quiet in the US, with just the FOMC meeting minutes to note.    

Medium-term outlook: Last Quarterly Economic Forecasts 

 The RBNZ held the OCR at its record-low of 1.75% as widely expected, on February 9.  The policy bias was the same as in 
November, with a neutral stance but a cautious eye on global developments: “numerous uncertainties remain, particularly in respect 
of the international outlook, and policy may need to adjust accordingly.”  The RBNZ sees the global environment as a key downside 
risk.  

The RBNZ revised its growth outlook higher for 2017 and 2018, although continues to project a sharper slow-down in growth 
compared to ASB in 2019 and 2020. Growth is lifting due to accommodative monetary policy and high population growth.   The 
RBNZ sees the key upside risk to the growth outlook as stronger net demand from net migration than we are currently seeing.  The 
RBNZ assumed that some of the recent dairy price gain is temporary and, as in the November MPS, has whole milk powder prices 
settling at USD 3,000 per tonne.   

The RBNZ’s own OCR projections show the OCR remaining at 1.8% well into 2019, effectively a neutral stance.  The RBNZ’s outlook 
has a 25bp hike built in by early 2020.  The flagging of a distant tightening is more realistic that its previous OCR forecast which held 
the OCR unchanged.  But it should not be taken as a sign of an imminent tightening, given the RBNZ remains concerned about the 
high NZ dollar and sees the lift in long-term interest rates as an effective tightening. 

We continue to view OCR increases as a long way off, towards the end of 2018.  The RBNZ also noted premature tightening could 
undermine growth and stall the expected increase in inflation.  In contrast, market pricing implies an early 2018 start, though has 
taken some heed of the RBNZ’s caution. 
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Key international data for the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
Euro Finance Ministers Meeting 21/02 3:00 am - - - 
Reserve Bank of Australia Meeting Minutes 21/02 1.30 pm - - - 
Australia Construction Work Done, Q4, %qoq 22/02 1.30 pm -4.9 0.5 3.0 
Australia Wage Price Index, Q4, %qoq 22/02 1.30 pm 0.4 0.5 0.5 
UK GDP, Q4, %qoq 22/02 10:30 pm 2.2 2.2 0.6 
Australia Capex, Q4, %qoq 23/02 1.30 pm -4.0 -0.5 2.0 

 

Earlier this month the RBA left the cash rate on hold and reaffirmed its neutral 
bias.  We will be reading the Minutes for more information on the RBA’s 
outlook for business investment. The Statement accompanying the meeting 
stated that “some further pick up in non-mining business” was also expected.  
However the February SMP was at odds with this statement saying that non-
mining investment was still weak. 

We are expecting to see a solid recovery in building work done in Q4 in 
Australia, following Q3’s weather-related fall.  However, engineering work 
done should continue to decline as mining investment unwinds.   

Spare capacity in the Australian labour market remains at an elevated level.  As 
such we expect see another soft wages outcome of 0.5% in Q4 which will leave 
the annual rate at 1.9%. 

Australian private capex should lift in Q4 driven by an increase in the buildings 
and equipment component. Expenditure on buildings should also show a 
decent increase following Q3’s weather-related weak outcome. 

Overnight Monday European Finance Ministers will discuss possible solutions 
to IMF/EC Greek bail-out stand-off. If a solution is agreed upon and 
announced, it could lift investor sentiment. 

There is a chance of a positive revision to the second estimate of Q4 UK 
headline GDP. However, we expect the breakdown to show a further decline in 
business investment (prev -2.2%YoY).    
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NZ Data Preview: a look at the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
GlobalDairyTrade auction, whole milk powder, % change 21/02 Overnight +1.0 - -5 to -3 
International Travel & Migration, December, Net Migration, 000s 27/02 10:45 6,010 - 6,150 

 

Overnight Tuesday, the latest GlobalDairyTrade auction takes place.  Last 
week, Fonterra lifted its 2016/17 production forecast compared to last season 
from a 7% dip to a more modest 5% fall.  Following this news, we expect prices 
to move lower at this auction.  Current futures pricing suggests whole milk 
powder prices will fall by between 3% and 5%.  Even so, we expect global 
dairy prices to remain firm for the remainder of the season, reflecting weak 
global and NZ dairy supply.    

Net migration hit yet another record high in December, with almost 70,600 
new migrants to New Zealand over 12 months.  The move was once again 
powered by new arrivals, which topped 127,000 on an annual basis for the first 
time.  Given the run of recent records, we look for migration to continue 
holding above 70,000 on an annual basis and even breach 71,000 in 2017.  We 
also expect net annual migration to hold above 70,000 over the coming 12 
months.  However, over the medium term we look for migration to start to 
slow in 2018.  Part of this will be due to recent student migrants returning 
after completing their studies, lifting the departures side of the equation.  
However, given the recent softness in the Australian labour market, those 
which may have been thinking of crossing the ditch may instead stay put, with 
the number of returning Kiwis also holding firm.  In the longer term, Australia’s 
expected recovery should see the flow of migration to Australia return, 
although there is potential for greater arrivals from the UK and US, given 
recent political turmoil. 
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Data Recap: weekly recap 
 

Data Date Actual Market 
forecast 

ASB Forecast 

ANZ/Roy Morgan onsumer confidence, February, Index 15/02 127.4 - - 
Retail sales volumes, Q4, % qoq 17/02 0.8 1.0 0.8 

 

Consumer confidence continued its recent upbeat trend in February, marking 
the third-highest result in the last 2 years.  Headline consumer confidence only 
ticked down to 127.4 from 128.7.  The index remains well clear of 5- and 10-
year average levels. Household views on whether they are better or worse off 
compared to a year ago added to the good news, marking a new recent high of 
a net 15% of respondents, the highest level since January 2008. Looking at the 
next 12 months, a net 31% expect things to improve, down from 34% in 
January but marking a 6th consecutive month above 30, the longest run for 
over 2 years.   

Retail sales volumes growth held steady in Q4, pushing the overall index to 
another record high. 6 of the 13 core categories saw growth accelerating 
compared to Q3 and only 4 saw contraction.  Accommodation continues to 
benefit from the tourism boom, while durables goods sales bounced back. In 
terms of retail sales values, the data suggest inflation pressures remain 
subdued in the retail sector. Given the recent round of rate cuts and the time-
lag usually associated with such measures, we expect the RBNZ to remain on-
hold at 1.75% for the foreseeable future. 

 

 

 
 
 

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

Mon 20 Feb 12:50 JN Trade balance  Jan ¥bn 356.7 ~ ~ 
 20:00 JN Convenience store sales  Jan y%ch 0.5 ~ ~ 
Tue 21 Feb 11:30 AU ANZ Roy Morgan Weekly Consumer Confidence 

  
Feb Index 116.4 ~ ~ 

 13:30 JN Nikkei Japan PMI manufacturing Feb P Index 52.7 ~ ~ 
 13:30 AU RBA February Meeting Minutes 
 17:30 JN All industry activity index  Dec m%ch 0.3 ~ ~ 
  NZ GlobalDairyTrade Auction ~ %chang

 
1 ~ -5 to -3 

Wed 22 Feb 10:30 AU RBA's Lowe speech in Sydney 
 12:30 AU WBC leading index  Jan m%ch 0.4 ~ ~ 
 13:30 

 
AU 

 
Wage price index  
 

Q4 q%ch 
 

0.4 
 

~ 
 

0.5 
  13:30 AU Construction work done Q4 m%ch -4.9 ~ 3 

 14:30 CH China January property prices 
Thu 23 Feb 13:30 AU Private capital expenditure Q4 q%ch -4.0 ~ 2 
 18:00 JN Leading index CI Dec F Index 105.2 ~ ~ 
 18:00 JN Coincident index  Dec F Index 115.2 ~ ~ 
Fri 24 Feb 11:30 AU RBA's Lowe Testimony to Parliament Committee 
*P = Preliminary 
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Calendar - North America & Europe 
   Time      Forecast 
Date (UKT) Eco Event Period Unit Last Market ASB 

Mon 20 Feb 00:01 
 

UK Rightmove house prices  Feb m%ch 0.4 ~ ~ 
 01:15 US Fed's Mester speaks   
 15:00 EC Consumer confidence Feb A ~ -4.9 ~ ~ 
Tue 21 Feb 09:00 EC Markit Eurozone manufacturing PMI Feb P Index 55.2 ~ ~ 
 09:30 UK Public finances (PSNCR) Jan £bn 36.3b ~ ~ 
 13:50 US Fed's Kashkari speaks on Economy  
 14:45 US Markit US manufacturing PMI Feb P Index 55 54.6 ~ 
 17:00 US Fed's Harker to speak on Economic Outlook 
Wed 22 Feb 09:30 

 
UK 

 
GDP  
 

Q4 P q%ch 0.6 ~ ~ 
 10:00 

 
EC 

 
CPI  Jan 

 
m%ch 0.5 ~ ~ 

 10:00 EC CPI core  Jan F y%ch 0.9 ~ ~ 
 19:00 US FOMC Meeting Minutes Feb ~ ~ ~ ~ 
Thu 23 Feb 13:35 US Fed's Lockhart to speak on his 10-Year Tenure at the Fed 
Fri 24 Feb 15:00 

 
US 

 
New home sales 
 

Jan 
 

000 536.0 573.0 ~ 
 15:00 US Uni. of Michigan sentiment Feb F ~ 95.7 96.0 ~ 
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