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Three months is a long time in markets 
 • In the final MPS of 2016, the RBNZ cut the OCR while flagging that further cuts could be likely. 

• However, the inflation outlook shifted significantly over the past three months. 

• As a result, the first MPS of 2017 saw the RBNZ shift to a neutral easing bias and signal distant rate hikes.   

 Looking back over 2016, low inflation and falling inflation expectations saw the RBNZ cut the OCR three times. At the same time the 
RBNZ maintained a distinct easing bias, reflecting the fact that the risks to inflation remained firmly to the downside. Oh how 
quickly things can change. Indeed, within a short period of time, the inflation outlook in New Zealand has shifted rather 
significantly. Q4 CPI, which was released on the 26th of January, showed that annual inflation had increased to 1.3% from 0.4% in 
Q3. This is the first time inflation had been back within the RBNZ’s 1-3% target band for the first time in over two years. 

A key driver of the sharp lift in inflation was 2015’s petrol price falls coming out of the annual inflation calculation. However, 
underlying inflation pressures also appeared to be stronger than we had anticipated. Capacity constraints in the construction 
sector are continuing to push prices higher. Further, we saw signs that NZ’s tourism boom is also starting to put pressure on 
accommodation prices. Retail discounting was also less of a drag on inflation than it had been for some time, a signal retailers are 
getting some of their pricing power back. And while downside risks to the inflation outlook remain (in particular, the high NZD), the 
balance of risks around the inflation outlook have undoubtedly shifted in a reasonably short period of time.  

As a result, the RBNZ found itself in an interesting position leading into its first Monetary Policy Statement (MPS) of 2017. After 
cutting the OCR by 25bp in November, the change in the balance of risks meant that the RBNZ was instead expected to provide 
some indication of when interest rate hikes might take place. The challenge for the RBNZ, however, was to deliver a neutral easing 
bias for the first time in over a year but, at the same time, to lower market expectations of imminent OCR hikes. 

Market pricing had, in our opinion, got ahead of itself. Leading into February’s MPS, markets were pricing one OCR hike in 2017 
and a 3% OCR by mid-2019. In contrast, our opinion was that the RBNZ would look favourably on the shift in the inflation outlook, 
but would not be going so far as to ‘bank’ the lift just yet. Indeed, the RBNZ surprised us on Thursday, with a weaker inflation 
forecast than we had anticipated from them, highlighting just how cautious the Bank remains on the inflation outlook.  

Looking at Thursday’s market reaction, the RBNZ will undoubtedly be pleased with the outcome. Not only has market pricing for 
an RBNZ OCR hike by the end of 2017 fallen back to roughly 50% (from 100%), the NZD also moved lower. The RBNZ’s projections 
showed the OCR remaining at 1.8% well into 2019, with a 25bp hike built in by early 2020. The flagging of a distant tightening is 
more realistic than what market pricing had suggested, given the RBNZ remains concerned about the high NZ dollar and also sees 
the recent lift in long-term interest rates as an effective tightening. The RBNZ also noted premature tightening could undermine 
growth and stall the expected increase in inflation. We continue to view OCR increases as a long way off, towards the end of 2018. 

 
 Foreign Exchange • The NZD fell against all the major crosses in the wake of the RBNZ’s statement last Thursday. 
Interest Rates • NZ interest rates dipped following the RBNZ, although US developments pushed yields off the lows. 
Week Ahead • Consumer confidence and Q4 retail sales volumes.  
Week in Review • RBNZ leaves OCR unchanged, inflation expectations lift, as does dairy prices at last week’s auction. 
Global Calendars • US inflation released and Fed Chair Yellen speaks; Australian labour market data.  
 Chart of the Week:  The shifting inflation outlook 

 

The shifting inflation outlook has been evident among all inflation-related data 
releases recently. The RBNZ’s Q1 survey of inflation expectations, released on the 
7th of February, was no exception.  

The RBNZ’s 2-year-ahead measure of inflation expectations rose sharply in Q1, 
back close to the 2% midpoint of the target band and well off recent lows. Over 
most of 2016, we had seen inflation expectations falling further as a key risk to the 
RBNZ’s inflation outlook. However, the jump in inflation expectations in Q1 
means inflation expectations are no longer a downside risk to the current 
outlook that they were.  

In our opinion, the changing outlook reiterates that further rate cuts are off the 
table, rather than that rate hikes are imminent. As mentioned above, the RBNZ is 
aware of the risks associated with premature tightening and we expect the RBNZ 
will wait for evidence of sustained price rises before lifting the OCR. 
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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 0.7199 0.7275 0.7110 0.7174 0.6682 DOWN 0.7080 0.7350 

NZD/AUD 0.9368 0.9506 0.9502 0.9374 0.9377 UP 0.9200 0.9520 

NZD/JPY 81.79 82.26 81.81 72.69 75.41 DOWN 80.50 83.00 

NZD/EUR 0.6774 0.6764 0.6701 0.6428 0.5913 FLAT/UP 0.6670 0.6880 

NZD/GBP 0.5769 0.5808 0.5848 0.5551 0.4616 FLAT/UP 0.5690 0.5860 

TWI 78.6 79.1 78.3 76.1 72.6 FLAT/UP 78.00 80.00 

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

The NZD fell against all the major crosses on Thursday in response to the RBNZ’s Monetary Policy Statement.  Despite the stronger 
domestic outlook, the RBNZ’s inflation forecast was revised lower due to the stronger NZD.  The RBNZ highlighted that it was in no 
hurry to lift the OCR, emphasising the downside risks to the global outlook.  

We expect the NZD to remain weak against the USD this week, as the USD strengthens in anticipation of the Trump administration’s 
“phenomenal” fiscal stimulus announcement expected over the next few weeks.  We also expect robust US economic data to 
reinforce the outlook for Fed rate hikes. FOMC Chair Janet Yellen will probably reiterate her upbeat assessment of the US economic 
outlook during her semi-annual testimony to Congress this week.  

We see some risk that Australian jobs growth disappoints the market expectation, which could weigh on the AUD this week.   

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

 

US CPI, %mom 16/02 2.30 am 0.3% 
AU unemployment rate 16/02 1.30 pm 5.8% 
NZ retail trade volumes, %qoq 17/02 10.45 am 1.0% 
Key events: NZD: Feb consumer confidence (Wed); Q4 retail sales volumes (Fri).  USD: 
Jan CPI & retail sales (Thu).  AUD: Feb consumer sentiment (Wed); Jan employment 
(Thu).  CNY: Jan CPI (Tue).  JPY: Q4 GDP (Mon); Dec employment & earnings (Wed).  
EUR: Feb German ZEW survey (Tue); Q4 GDP 2nd estimate (Tue); Dec balance of 
payments (Fri).  GBP: Jan CPI (Tue); Dec employment & earnings report (Wed); Jan 
retail sales (Fri). 

Central Bank speakers: RBA: Heath (Wed), Ellis (Thu).  Fed: Chair Yellen (Wed & Thu), 
voter Kaplan (Wed), voter Harker (Thu). 

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 2.02 2.01 1.98 2.23 2.62 FLAT 

2-year swap 2.35 2.45 2.44 1.99 2.58 FLAT 

5-year swap 2.96 3.11 2.99 2.10 2.79 FLAT/DOWN 

5-year benchmark gov't stock 2.52 2.70 2.53 1.74 2.58 FLAT/DOWN 

NZSX 50 7104 7094 7037 7388 5934 UP 
^Weekly support and resistance levels * Current is as at 9.30am Monday; week ago as at Monday 5pm. 

The RBNZ OCR and MPS on Thursday were the main drivers of interest rates last week, with yields moving lower throughout the 
day in the aftermath.  The on-hold result was no surprise, but the statement was very neutral and the forecast for hitting the 2% 
inflation target mid-point was pushed further back.  Market participants responded to the statement by pushing out market pricing 
for an OCR hike in late 2017; now only around 50% chance of a hike by the end of the year is priced in compared to almost fully 
priced pre-meeting. The RBNZ’s strong message, that rates are on hold for now (see our review here), helped to keep yields lower at 
the short end of the yield curve on Friday.  However, the long end was pulled higher following offshore developments.  This 
includes US President Trump saying that tax changes are on the way, reassuring markets after his attention seemed to be pulled 
towards migration matters in recent weeks.  Even so, the move higher only took yields off their lows, with much of Thursday’s 
decline left on the boards into the close. 

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

 

US CPI, %mom 16/02 2.30 am 0.3% 
AU unemployment rate 16/02 1.30 pm 5.8% 
NZ retail trade volumes, %qoq 17/02 10.45 am 1.0% 
Comment: There is plenty on the domestic agenda this week, although much of it is 
teir-2 data.  Still, retail sales on Friday could generate a bit of volatility.  An especially 
weak read would further undermine the argument for rate hikes later this year, while 
the inflation component of the report will again attract attention. 

Offshore Australia’s employment data on Thursday is the main event, although it has 
been very volatile recently.  There is also the potential for some fiscal stimulus 
announcements from the US, although the following week looks more likely. 

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 
Japan GDP, Q4, %qoq 13/02 12:50 pm 0.3 0.3 0.4 
UK CPI, January, %yoy 14/02 10:30 pm 1.6 1.9 1.7 
UK ILO employment, December, %mom 15/02 10:30 pm 4.8 4.8 4.8 
Australia Unemployment, January, % 16/02 1:30 pm 5.8 5.8 5.8 
US CPI, January, %yoy 16/02 2:30 am 2.1 2.4 2.2 
US Retail Sales ex auto, January, %mom 16/02 10:30 pm -2.0 0.7 0.2 
UK Retail Sales ex auto, January, %mom 17/02 2:30 am 0.2 0.4 - 

 

We expect Australian unemployment to hold at 5.8% in January, but to move 
lower over 2017. 

Industrial production for Japan expanded sharply by 2% qoq in Q4.  This 
suggests Q4 GDP also increased strongly.  However, growth in consumption 
remained weak.  Overall, we expect GDP to expand by 0.4% qoq. 

UK headline CPI inflation (1.6% pa in December) should continue to accelerate 
in January because of the weak Pound and diminishing UK labour market slack. 
The Bank of England projects annual inflation to quicken to 2% in Q1. 

The rolling 3-month December UK ILO unemployment rate is expected to 
remain at 4.8%, in line with the steady claimant count rate.  Also, judging from 
survey indicators of pay growth, annual weekly earnings growth (excluding 
bonus) should continue to hover near 2.7%pa in December. 

Core US CPI inflation will likely remain sticky above 2% pa in January as softer 
US wage growth is somewhat offset by the inflation pass-through from the 
weaker USD in January. 

Favourable US labour market trends and rising consumer confidence point to 
decent retail sales growth in January. 

Leading indicators like the BRC sales point to a weak January UK retail sales 
report. 
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NZ Data Preview: a look at the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
Consumer confidence, February, Index 15/02 1:00 pm 128.7 - - 
Retail sales, Q4, % qoq 17/02 10:45 am 0.9 1.0 0.8 

 

Consumer confidence bounced back in January (after December’s stumble) to 
mark a 22-month high.  However, the seasonally-adjusted measure was a 
touch below levels seen at the end of Q3.  Nevertheless, confidence remains 
high and there is little reason to see why it would dampen in January, apart 
from a slightly-less-sunny summer than usual.  In addition, there has been little 
sign of a negative impact from the November North Canterbury earthquake. 
Consumers may, though, express some slight caution due to overseas events, 
such as the US political situation. In general, low interest rates, robust 
employment, dairy’s continued recovery and a firm housing market should 
continue to underpin an upbeat outlook.  Away from the headline figure, 
consumers have been reluctant to state they are better off compared to 12 
months ago.  Given the general economic improvement and declining jobless 
rate, this could be an area where further improvement is seen.  

Q3’s retail sales saw a marked divergence between total retail sales and core 
retail sales, with the former well ahead of the latter.  Usually, there is a thin 
gap between the two (in either direction) and so while the overall number was 
not too far from expectations, it was core spending that sprung the downward 
surprise.  The weakness in the core number was broad-based, with only two of 
the 13 categories accelerating vs Q2.  However, we look for core spending to 
stage a modest recovery in Q4, accelerating to 0.7% qoq, with the total figure 
just ahead at 0.9%.  This is due to the continued strength in sectors such as 
tourism through the quarter.  In addition, migration marked a series of new 
record highs through Q4 and interest rates remained near historic lows, all 
supporting continued spending. Meanwhile petrol prices rose through the 
quarter, which adds to headline retail spending. Meanwhile, we expect retail 
inflation to be very low and perhaps negative again, as it was on an annual 
basis over the last 9 consecutive quarters. 
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Data Recap: weekly recap 
 

Data Date Actual Market 
forecast 

ASB Forecast 

RBNZ Inflation Expectations, Q1, 2-year-ahead, % 07/02 1.9 - 1.7 
GlobalDairyTrade auction, whole milk powder, % change 07/02 1.0 - -3 to -1 
RBNZ Monetary Policy Statement, % 09/02 1.75 1.75 1.75 
Building Consents, December, total residential %mom 09/02 -7.2 - - 

 

The RBNZ’s 2-year-ahead measure of inflation expectations rose sharply in 
Q1, close to the 2% midpoint of the target band and well off recent lows. The 
RBNZ will take comfort in the fact that inflation expectations have moved very 
close to 2%. This result reiterates that further rate cuts are off the table. 
However, with inflation only just back within the target band for the first 
time in over two years, we expect the RBNZ will leave the OCR on hold until 
late 2018. 

Dairy prices posted a small rise last week, in contrast to our expectations of a 
modest fall.  For example, whole milk powder (WMP) prices increased 1%, 
whereas based on futures pricing, we had pencilled in a fall in the 1% to 3% 
range leading into the auction.  From here, we expect prices to track largely 
sideways. However, weather remains a production wild card as we move 
further into the rain scarce months of the season.  An official drought has 
been declared for Northland, though the impact on NZ dairy production is 
manageable, given Northland’s small share of total production (5.6%). 

The OCR was left on hold at 1.75% as widely expected.  The policy bias is the 
same as in November: “numerous uncertainties remain, particularly in respect 
of the international outlook, and policy may need to adjust accordingly.”  The 
RBNZ’s own OCR projections show the OCR remaining at 1.8% well into 2019, 
effectively a neutral stance.  The RBNZ remains concerned about the high NZ 
dollar and sees the lift in long-term interest rates as an effective tightening. 
The RBNZ sees the global environment as a key downside risk. 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. 

Residential building consents fell for the second consecutive month in 
December.  The fall in December was largely due to fewer apartment 
consents, which are lumpy and often cause volatility on a monthly basis.  
However, on a trend basis, overall consent issuance is now falling, led by a 
decline in stand-alone house consents.  Canterbury is the key driver of this 
decline.  However, the weakness in Auckland and Wellington consent demand 
is concerning given existing supply shortages. 
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Global Data Calendars 
 Calendar - Australasia, Japan and China 
   Time      Forecast 
Date (NZT) Eco Event Period Unit Last Market ASB 

Mon 13 Feb 12:50 JN GDP  Q4 P q%ch 0.3 0.3 ~ 
 13:30 AU Credit card balances Dec $bn 52.5 ~ ~ 
Tue 14 Feb 10:45 NZ Food prices  Jan m%ch -0.8 ~ ~ 
 11:30 AU ANZ Roy Morgan Weekly Consumer Confidence 

  
Feb Index 117.5 ~ ~ 

 13.30 AU Lending finance Dec ~ ~ ~ ~ 
 13:30 AU NAB business conditions Jan ~ 11.0 ~ ~ 
 14:30 CH CPI  Jan y%ch 2.1 2.4 ~ 
 17:00 JN Tokyo condominium sales  Jan y%ch 13.2 ~ ~ 
 17:30 JN Industrial production  Dec F m%ch 0.5 ~ ~ 
Wed 15 Feb 09:50 AU RBA'S Heath speech at ABE Conference in Sydney 
 12:30 AU WBC consumer confidence Index  Feb Index 97.4 ~ ~ 
 13:30 AU New motor vehicle sales  Jan m%ch 0.3 ~ ~ 
Thu 16 Feb 10:00 AU RBA's Ellis Panel Participation 
 13:00 NZ ANZ consumer confidence index  Feb Index 128.7 ~ ~ 
 13:00 AU Consumer inflation expectation Feb % 4.3 ~ ~ 
 13:30 AU Employment change Jan 000 13.5 10.0 5.0 
 15:00 NZ Non-resident bond holdings Jan % 63.2 ~ ~ 
Fri 17 Feb 04:20 JN Nationwide department sales  Jan y%ch -1.7 ~ ~ 
 10:30 NZ BusinessNZ manufacturing PMI Jan Index 54.5 ~ ~ 
 10:45 NZ Retail sales ex inflation  Q4 q%ch 0.9 1.0 0.8 
*P = Preliminary 
 
 
 
 
 
 
 
 
 
 

 

 

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

Mon 13 Feb 02:15 EC European Commission Economic Forecasts 
Tue 14 Feb 09:30 UK CPI  Jan m%ch 0.5 -0.5 ~ 
 10:00 EC Industrial production  Dec m%ch 1.5 ~ ~ 
 10:00 EC ZEW survey expectations Feb ~ 23.2 ~ ~ 
 10:00 EC GDP  Q4 P q%ch 0.5 ~ ~ 
 13:30 US PPI final demand  Jan m%ch 0.3 0.2 ~ 
 13:50 US Fed's Lacker to speak at University of Delaware 
 15:00 US Fed's Yellen appears before Senate Banking Panel 
 18:00 US Dallas Fed's Kaplan speaks in Houston 
 18:15 US Fed's Lockhart to speak on Economy in Huntsville, Alabama 
Wed 15 Feb 09:30 UK Average weekly earnings 3M Dec y%ch 2.8 ~ ~ 
 09:30 UK ILO unemployment rate 3 months Dec % 4.8 4.8 ~ 
 10:00 EC Trade balance  Dec €bn 22.7b ~ ~ 
 13:30 US Empire manufacturing Feb ~ 6.5 7 ~ 
 13:30 US CPI  Jan m%ch 0.3 0.3 ~ 
 13:30 US Real average weekly earnings  Jan y%ch 0.4 ~ ~ 
 13:30 US Retail sales ex auto  Jan m%ch 0.2 0.4 ~ 
 14:15 US Industrial production  Jan m%ch 0.8 0.1 ~ 
 14:15 US Manufacturing (SIC) production Jan % 0.2 ~ ~ 
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 15:00 US Fed Chair Yellen delivers Semi-Annual Testimony to House Panel 
 15:00 US Business inventories Dec % 0.7 0.4 ~ 
 17:00 US Fed's Rosengren to address NY Assoc for Business Economics 
 17:45 US Fed's Harker speaks in Philadelphia 
 21:00 US Net long-term TIC flows Dec $bn 30.8 ~ ~ 
Thu 16 Feb 12:30 EC ECB account of the monetary policy meeting 
 13:30 US Housing starts Jan 000 1,226 1,226 ~ 
 13:30 US Initial jobless and continuing claims Feb ~ ~ ~ ~ 
 13:30 US Philadelphia Fed business outlook Feb ~ 23.6 15.0 ~ 
 14:45 EC ECB's Coeure speaks in Maastricht 
Fri 17 Feb 09:00 EC ECB current account  Dec €bn 36.1 ~ ~ 
 09:30 UK Retail sales ex auto fuel  Jan m%ch -2.0 ~ ~ 
 10:00 EC Construction output  Dec m%ch 0.4 ~ ~ 
 15:00 US Leading index  Jan % 0.5 0.5 ~ 
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