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RBNZ still in no hurry 
 
 

 

• The RBNZ left rates on hold and continue to view OCR hikes as a long way off. 

• Despite the RBNZ including government policy changes that contribute to a slightly firmer OCR outlook than in August.  

• This week attention is likely to remain on the perceived likelihood or not of US tax reforms. 

 The RBNZ provided a modest surprise to the market at last week’s Monetary Policy Statement (MPS) by incorporating into its 
forecasts some rough estimates of the impacts of some key government policy changes.   We had expected the RBNZ to keep 
their cards close to their chest given the still reasonable amount of uncertainty around policy details.  The RBNZ, however, chose to 
incorporate preliminary estimates of the impacts of four key policy changes: new government spending; the KiwiBuild programme; 
tighter visa requirements and increases in the minimum wage.  

The RBNZ’s forecasts show that it sees the higher government spending and minimum wage as adding to inflationary pressures at 
the margin, largely in line with our expectations. When combined with a higher short-term inflation outlook (courtesy in part 
due to the lower NZD), the OCR outlook was marginally firmer than in the August MPS. We expect some fine tuning of the RBNZ’s 
forecasts over the next few months as more details over Government policy changes are known. However, at this stage we think 
significant changes to the RBNZ’s forecasts as a result of the new policy changes are unlikely. We remain comfortable with our 
view that the RBNZ will leave the OCR on hold until early 2019. 

Thursday’s RBNZ MPS also gave reporters their first opportunity to put questions to the Acting Reserve Bank Governor, Grant 
Spencer. Unsurprisingly, there were numerous questions on the Reserve Bank Act, including having a dual mandate in the Policy 
Targets Agreement (PTA). Spencer was quick to note that it was early days, but did say that given the current PTA calls for a 
‘flexible’ approach to targeting inflation, a dual mandate was unlikely to have a major impact at this stage. However, he did 
concede that there could be circumstances where a dual mandate could shift the approach to monetary policy the RBNZ would 
take compared to solely targeting inflation.  On Friday, the new Finance Minister Grant Robertson, followed up on Spencer’s 
comments by stating that Government will target a 4% jobless rate in the first term and that in some circumstances a dual 
mandate may result in looser monetary policy conditions that otherwise. He further hinted that the current focus on aiming to 
target the 2% midpoint rather than the full 1 – 3% target range could also be up for discussion.   

With limited local data out this week, focus is likely to remain on the perceived likelihood of US tax reforms. Currently, key 
differences between the Bill proposed by the House of Republican’s and that proposed by the Senate are complicating the 
picture and increasing the chance that the Bill is even further delayed. These most current concerns saw the S&P 500 and Dow 
both break 8-week winning streaks last week, their longest since 2013. 

 
 Foreign Exchange • NZD up slightly against the USD and AUD last week, broadly unchanged against the EUR, GBP and JPY 

             Interest Rates • Local rates edge up following RBNZ, with global curves biased to continue steepening this week. 
Week Ahead • October REINZ, October Manufacturing PMI, November ANZ consumer confidence. 
Week in Review • RBNZ MPS, GDT auction, RBNZ survey of expectations, October card spending. 
Global Calendars • UK, US, Eurozone CPI, Japan GDP, Australian employment, wages.      
 Chart of the Week: Risks on the dairy horizon? 

 

Dairy prices fell again at last week’s GlobalDairyTrade Auction. Key whole milk 
powder (WMP) prices have fallen in three consecutive auctions. At the current 
price of US$2582/MT WMP prices remain back below the historic auction average. 

The current fall in prices is being offset, to a degree, by the lower NZD, which is 
down close to 4% since the beginning of October against the USD.  While the NZD 
is helping, the weak global price backdrop poses some downside risk to our 
current milk price forecast. 

We continue to expect lower dairy production to support prices. NZ’s particularly 
wet spring has weighed on NZ production and we recently lowered our nationwide 
(all processors) milk production growth forecast for the season to 3%, from 4% 
previously to reflect this. At present, however, recent dairy price weakness is at 
odds with the lower production, we remain cautious of the price outlook. 
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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 0.6930 0.6890 0.7140 0.6871 0.7208 FLAT 0.6850 0.7050 

NZD/AUD 0.9058 0.8996 0.9111 0.9286 0.9463 FLAT 0.8880 0.9150 

NZD/JPY 78.67 78.79 80.08 77.88 76.78 FLAT 77.50 79.90 

NZD/EUR 0.5942 0.5931 0.6026 0.6286 0.6607 FLAT 0.5860 0.6040 

NZD/GBP 0.5254 0.5268 0.5379 0.5321 0.5735 FLAT 0.5180 0.5330 

TWI 73.7 73.2 75.0 74.9 78.0 FLAT 73.00 75.00 

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

The NZD lifted against the USD and AUD last week, but remained broadly unchanged against the EUR, GBP and JPY.  There is no 
major NZ economic data this week and the focus will remain with offshore drivers.  

The US tax legislative process is progressing at an encouraging pace which will support the USD this week.  However, USD upside is 
limited because it is still unclear if a pro-growth tax package will have enough Republican support to pass through Congress (House 
and Senate) by year-end or Q1 2018.  Speeches by a handful of FOMC policymakers this week may also generate some intra-day USD 
volatility. 

In Australia, the October labour market data (Thu) and the Q3 wage price index (Wed) will be supportive for AUD in our view. 
However, disappointing Chinese October economic data on Tuesday can temporarily weigh on commodity prices and curtail 
AUD/USD upside.  We see some downside risks to Chinese October fixed asset investment and industrial production growth as a 
result of fresh environmental protection drive and intensifying housing curbs.   

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

 

China Industrial Production, Oct, %yoy 14/11 3.00 pm 6.2 
AU Wage Price Index, % qoq 15/11 1.30 pm 0.7 
US CPI, % mom 16/11 2.30 am 0.1 
AU Employment, 000’s 16/11 1.30 pm 18.8 
US Retail Sales, % mom  17/11 2.30 am 0.0 

Key Events: NZD: Nov consumer confidence (Thurs).  USD: Oct CPI, Oct retail sales 
(Thurs); Oct industrial production (Fri).  AUD: Oct business confidence (Tue); Q3 wages 
(Wed); Oct employment (Thurs).  CNY: Oct retail sales, fixed asset investment & 
industrial production (Tue). JPY: Q3 GDP (Wed). EUR: German ZEW (Tue); Sep 
industrial production (Tue); Sep current account (Fri).  GBP: Oct CPI (Tue); Sep 
employment & earnings (Wed); Oct retail sales (Thu). 

Speakers: FOMC: non-voter Bullard (Tue); 2018 voter Bostic (Wed); 2018 voters 
Mester & Williams (Fri); voters Kaplan & Brainard (Fri).  RBA: Debelle (Mon), Ellis 
(Wed).  BoJ: Kuroda (Tues). ECB: Constâncio (Mon & Thu); Draghi (Tue & Fri); 
Lautenschläger, Nouy, & Cœuré (Tue); Cœuré (Wed); Mersch (Thu).  BoE: Carney (Tue 
& Thu); Kohn, Cunliffe, Hansson, Haldane & Broadbent (Wed). 

Medium-term outlook: Last Quarterly Economic Forecasts 

 We updated our FX forecasts in early November, to reflect the weaker NZD following the outcome of NZ General election and 
growing likelihood of a US fiscal tax package being delivered.  In NZ, political uncertainty associated with a change in Government 
has weighed on the NZD, but we expect this to have mostly a fleeting impact. The NZD remains the recipient of some key supports - 
including the near-record Terms of Trade, relatively high interest rates and a solid domestic outlook – which are expected to keep 
the NZD elevated over the forecast horizon.  

Meanwhile, a strengthening USD will cap the extent of the NZD recovery, reflecting the growing likelihood of a stimulatory fiscal tax 
package which is likely to boost US GDP growth by 0.3% in 2018 and 2019.  All up, we expect the NZD/USD to recover to 0.72 by early 
2018 and climb to 0.75 by then end of 2018.  

The NZD/AUD fell following the Labour-NZ First coalition announcement and we expect the NZD/AUD will average between 0.90 
and 0.91 over the next year.  

Supportive growth prospects, pending ECB tapering, and prospective ECB rate hikes next year will support the euro. We expect 
NZD/EUR to average between 0.60 and 0.61 over the coming year. With EU-UK Brexit negotiations weighing on the UK economic 
outlook, the NZD is expected to remain elevated against the GBP.  We expect the NZD/GBP to average between 0.53 and 0.54 until 
the end of 2018.   We expect the NZD/JPY to average around 78-80 level over the next couple of years.  The large Japanese current 
account surplus and low US Treasury yields, and no indication of further easing by the BOJ are expected to support the JPY.   
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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 1.75 FLAT 

90-day bank bill 1.94 1.94 1.93 1.98 2.08 FLAT 

2-year swap 2.21 2.17 2.20 2.22 2.27 UP 

5-year swap 2.71 2.60 2.72 2.77 2.74 UP 

5-year benchmark gov't stock 2.48 2.34 2.52 2.31 2.47 UP 

NZSX 50 7974 8054 8083 7430 6698 UP 
^Weekly support and resistance levels * Current is as at 9.30am Monday; week ago as at Monday 5pm.  

The NZ interest rate curve is now steeper than a week ago. Short-term rates and the “bellwether” 2-year swap rate (up 3 basis 
points to 2.21%) edged up, as the Reserve Bank of New Zealand (RBNZ) were more explicit than expected on outlining the potential 
inflationary impacts of proposed government policy changes. The RBNZ also revised up its short-term inflation forecasts and slightly 
bought forward rate hikes in the published interest rate track, along with 50bps of hikes signalled over the next three years, versus 
25bps in August.  Near-term rates rallied on Friday after Finance Minister Robertson suggested a more flexible approach to inflation 
targeting could be adopted by the RBNZ. Robertson’s suggestion that the full width of the 1-3% inflation target could be aimed for 
(rather than the 2% midpoint) were interpreted as dovish.  

NZD rates for longer tenors started the week 6-8 basis points firmer than a week ago, taking their cue from global yields, which 
had risen as positions were closed ahead of forthcoming debt auctions. This has partly reversed the flattening earlier observed. 
Outright levels for global rates (US 10 year Treasury yields at 2.40%) remain historically low. New Zealand bonds were a notable 
underperformer, with spreads narrowing relative to local swaps and widening relative to global counterparts. 

Short-term outlook:     

 

 Comment:  With growth momentum looking decent, the focus for the rates market 
will be inflation. For, now, at least, inflation has not come to the party, with global 
curves only showing half-hearted attempts to steepen. Confirmation of strengthening 
inflationary pressure, however, should underpin steeper curves, with some crucial 
global inflation prints released this week, including October UK CPI (Tue), US October 
CPI (Thu) and Eurozone CPI Inflation (Thu). Central bank speeches from the Fed, BOE, 
ECB, BoJ, RBA, and BOC this week which could also impact on global rates.   

We expect the RBNZ to remain on hold until early 2019, broadly consistent with 
current market pricing. Considering the low outright levels of long-term rates, our 
bias remains for local (and global) curves to steepen. Odds for a December Fed hike 
are now above 90%, but the shifting of the market (closer to the Fed view beyond 
2017) should assist with curve steepening. Last week, we revised up our expectations 
for the Fed, and now expect two Fed hikes for 2018, with the possibility of a third.  

Medium-term outlook: Last Quarterly Economic Forecasts 

 The Reserve Bank of New Zealand (RBNZ) kept the Official Cash Rate (OCR) on hold at 1.75% in November, and maintained a 
neutral policy outlook. The growth outlook was broadly in line with the August MPS, but the short-term trajectory for inflation was 
higher. The key development with the Monetary Policy Statement (MPS) is the inclusion of assumptions around some key 
government policy changes.  The assumptions, whilst preliminary, largely focus on policy shifts that are likely to have the most 
significant impact on the inflation. The published interest rate path signalled a slightly earlier start to OCR hikes (H1 2020 instead of 
H2), but with just 50bp of hikes till the end of 2020. We expect the RBNZ will have to move sooner than this, with policy tightening 
starting in 2019, but for a gradual path of policy tightening and a historically low OCR endpoint this cycle. 

Earlier in the week, the new Government announced that is instigating a two-stage review of the Reserve Bank Act. We expect key 
recommendations to include adding a dual mandate, including employment alongside price stability. A shift to a formal committee 
for policy decisions is highly likely.  The changes are unlikely to change the average level of NZ interest rates over the longer-term.  
Provided that the employment target is a worded one, rather than an explicit numerical target, we also see few implications for 
monetary policy operations over the cycle. RBNZ comments during the November MPS media conference suggest they share a 
similar view. But the target changes will be an added consideration next year for the RBNZ, along with the Government policy 
changes the RBNZ is already starting to factor in. 
 
Local long-term interest rates are expected to drift up in tandem with global counterparts. With ASB now expecting three Fed hikes 
by the end of 2018 (and the possibility of a fourth), upside risks are building. Low global inflation, however, and a downward global 
risk profile suggest that the drift up will be gradual, with a historically low endpoint. 
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Key international data for the week ahead 
 Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 
China Retail Sales, October, %yoy 14/11 3:00 pm 10.3 10.5 10.6 
China Industrial Production, October, %yoy 14/11 3:00 pm 6.6 6.2 6.1 
UK CPI, October, %yoy 14/11 10:30 pm 3.0 3.1 3.2 
Eurozone ZEW Expectations, November, index 14/11 11:00 pm 26.7 - 28 
Westpac/Melbourne Institute Consumer Conf Index, Nov 15/11 12:30 pm 101.4 - - 
Australia Wage Price Index, Q3, %qoq 15/11 1:30 pm 0.5 0.7 0.6 
Japan GDP, Q3, %qoq 15/11 12:50 pm 0.6 0.4 0.3 
UK ILO Unemployment, September, %yoy 15/11 10:30 pm 4.3 4.3 4.3 
Australia Labour Force Index, October, Employment, 000s 16/11 1:30 pm 19.8 18.8 23 
US CPI, October, %yoy 16/11 2:30 am 2.2 2.0 2.0 
US Retail Sales, October, %mom 16/11 2:30 am 0.5 0.3 -0.1 

  

China’s retail sales are expected to remain relatively supported in October, 
despite sluggish economy-wide momentum. 

China’s industrial production is likely to be sluggish as new environment 
protection measures are introduced.  An environmental protection drive 
commenced in October, ahead of the 19th National People’s Congress meeting.  

Australia’s Westpac-Melbourne Institute Consumer Confidence Index is now 
around its 10-year average. However, strong jobs growth over the past few 
months has not translated into stronger consumer spending.  With wage 
growth at low levels, we don’t see much increase in consumer confidence. 

Australia’s Q3 wage price index should show an increase from the current 
record low of 1.9%. From 1 July 2017, the national minimum wage rose 3.3%, 
compared to 2.4% at the last review in 2016. Wage growth will likely remain 
constrained given the composition of jobs growth, with strong gains in lower 
income jobs such as Health Care. 

Already-released Japanese industrial production suggests Q3 GDP growth 
stepped down from the rapid 0.7% rate to 0.3%.  This will keep annual GDP 
growth strong at 1.9%pa, enough to keep the unemployment rate very low. 

The Australian labour market is forecast to add another 23,000 jobs in 
November.  Leading indicators continue to suggest reasonable jobs growth. 

We anticipate UK September CPI will print at 3.2%pa.  The increase reflects 
higher energy prices and the effects of exchange rate pass-through inflation. 

We anticipate the November Eurozone ZEW expectations survey will print at 
28 points, reflecting robust sentiment amongst analysts. 

We anticipate September UK ILO unemployment will print at 4.3%. UK 
unemployment will remain at a 42-year low. UK average weekly earnings will 
print at 2.2%. 

We expect US inflation pressures to ease somewhat in October following the 
hurricane-driven spike in September.  Abstracting from monthly volatility, US 
inflation remains a touch low.  But this is unlikely to prevent the Federal 
Reserve from following through with a December rate hike. 

The decrease in gasoline prices (after the large lift in August and September) 
and lower car sales point to weak US retail sales in October. 
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Data Recap: weekly recap 
Data Date Actual Market 

forecast 
ASB 

Forecast 
RBNZ Survey of Expectations, Q4, 2-year ahead, % 06/11 2.02 - - 
GlobalDairyTrade Auction, whole milk powder, % change 07/11 -5.5 - 0 to +2 
RBNZ OCR Review and Monetary Policy Statement 09/11 1.75% 1.75% 1.75% 
Electronic Card Transactions, October, Retail, %mom 10/11 0.3  +0.4 

 

The RBNZ’s 2-year-ahead measure of inflation expectations dipped very 
slightly in Q4, but remains well-anchored at the 2% level. With inflation 
expectations settled at the midpoint of the inflation target, any notions of 
additional rate cuts should be put to bed at this point in time. Further, 
although we do expect the inflation outlook to soften over the next 12 
months, recent NZD weakness and the likelihood of more inflationary 
government policies limits the downside risk to the medium-term outlook. 

Dairy auction prices were weaker than expected at last week’s auction, with 
the overall index down 3.5%. The fall was broad-based, with prices down for 
four of the eight products on offer.  Prices rose for  Skim Milk Powder (+1.2%) 
while Whole Milk Powder prices dropped 5.5%, a greater decline than futures 
had suggested prior to the auction.  The prices for fats were mixed, with prices 
up for Anhydrous Milk Fat (+0.5%), but down for butter (-3.6%) and cheddar (-
2.8%).  We maintain the view that prices can push higher over coming 
months because of the supply impact of a very wet NZ spring. 

The Reserve Bank of New Zealand (RBNZ) kept the Official Cash Rate (OCR) 
on hold, along with its neutral policy outlook.  Although the inflation outlook is 
now higher, the RBNZ’s outlook for the OCR has barely changed. The key 
development with the Monetary Policy Statement (MPS) was the inclusion of 
assumptions around some key government policy changes.  The Bank 
incorporated preliminary estimates of the impact of new government policies 
in four areas: new government spending; the KiwiBuild programme; tighter 
visa requirements; and increases in the minimum wage.  The RBNZ noted, 
though, that the impact of these policies remains very uncertain. These 
estimates were in a similar ballpark to our expectations. Higher government 
spending and increases to the minimum wage are expected to add to 
inflationary pressure at the margin. 

Retail card spending has continued to undershoot market expectations, with 
few bright lights apart from the resurgent hospitality sector.  Retail card 
spending rose 0.3% mom in October, softer than the +0.5% mom consensus 
expectation.  Uncertainties over the election result and shape of the new 
government have encouraged consumers to show restraint which, along with 
the becalmed housing market, has contributed to continued softness in 
durable spending.  It appears a challenging period awaits retailers. However, 
there are a number of supports underpinning consumer spending (including 
low interest rates, high terms of trade, strong employment growth and the 
prospect of firming wages increases and more government support).  These 
are expected to underpin solid growth in consumer spending despite the more 
moderate outlook for population growth, residential investment and the 
housing market. 
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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 Nov 11:15 AU RBA's Debelle gives speech in Sydney 
 19:00 JN Machine tool orders  Oct P y%ch 45.0 ~ ~ 
Tue 14 Nov 06:45 JN BOJ Governor Kuroda scheduled to speak in Zurich 
 11:30 AU ANZ Roy Morgan Weekly Consumer 

  
Nov Index 112.6 ~ ~ 

 13:30 AU NAB business conditions Oct ~ 14.0 ~ ~ 
 15:00 CH Retail sales  Oct y%ch 10.3 10.4 10.6 
 15:00 

 
CH 

 
Industrial production  
 

Oct 
 

y%ch 
  

6.6 
 

6.3 
 

9.1 
 Wed 15 Nov 12:30 AU WBC consumer confidence index Nov Index 101.4 ~ ~ 

 12:50 JN GDP  Q3 P q%ch 0.6 0.3 0.3 
 13:30 AU Wage price index  Q3 q%ch 0.5 ~ 0.6 
 17:30 JN Industrial production  Sep F m%ch -1.1 ~ ~ 
 20:00 AU RBA's Ellis gives speech in Melbourne 
Thu 16 Nov 13:00 NZ ANZ consumer confidence index Nov Index 126.3 ~ ~ 
 13:00 AU Consumer inflation expectation Nov % 4.3 ~ ~ 
 13:30 AU Unemployment rate Oct % 5.5 ~ 5.5 
 10:30 NZ Business NZ manufacturing PMI Oct Index 57.5 ~ ~ 
Fri 17 Nov 10:45 NZ PPI output Q3 q%ch 1.3 ~ ~ 

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

Mon 13 Nov 00:10 US Fed's Harker speaks in Tokyo on Balance Sheet Unwind 
 09:00 EC ECB's Constancio speaks in Frankfurt 
 19:00 US Monthly Budget Statement Oct $bn -45.8 -50.0 ~ 
Tue 14 Nov 08:05 US Fed's Evans speaks at ECB Conference 
 08:05 EC Fed's Evans speaks in Frankfurt 
 09:30 

 
UK 

 
CPI  
 

Oct 
 

m%ch 
 

0.3 
 

~ 
 

~ 
  10:00 

 
EC 

 
Industrial production  
 

Sep 
 

m%ch 
 

1.4 
 

~ 
 

~ 
  10:00 EC ZEW survey expectations Nov Index 26.7 ~ 28 

 10:00 US Yellen speaks on ECB Panel with Draghi, Kuroda, and Carney 
 10:00 EC Draghi, Yellen, Carney, Kuroda speak in Frankfurt 
 10:00 

 
EC 

 
GDP  
 

Q3 P 
 

q%ch 
 

0.6 
 

~ 
 

~ 
  13:15 US Fed's Bullard speaks on U.S. Economy in Louisville 

 18:05 US Fed's Bostic speaks on Economic Outlook and Monetary Policy 
Wed 15 Nov 08:00 US Fed's Evans speaks at European Conference in London 
 09:30 UK ILO unemployment rate 3 months Sep % 4.3 ~ 4.3 
 10:00 EC Trade balance Sep €bn 21.6 ~ ~ 
 10:00 EC ECB's Praet, BOE's Haldane, Denmark's Rohde speak in Frankfurt 
 13:30 

 
 

US 
 
 

CPI  
 
 

Oct 
 
 

m%ch 
 
 

0.5 
 

 

0.1 
 

 

2.0 
 
 

 13:30 US Retail sales ex auto and gas Oct % 0.5 0.3 0.3 
Thu 16 Nov 00:00 UK Carney, Broadbent, Haldane at BOE Future Forum, Liverpool 
 10:00 

 
EC 

 
CPI  
 

Oct 
 

m%ch 
 

0.4 
 

~ 
 

~ 
 Fri 17 Nov 08:30 EC ECB's Draghi speaks in Frankfurt 

 22:30 US Fed's Williams speaks at European Conference in London 
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