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NZD drop an opportunity and a threat 
 The ASB Kiwi Dollar Barometer tracks exporters’, importers’ and importer/exporters’ exposures to foreign exchange risk, 
through surveying businesses with annual turnover of at least NZ$1 million. The Barometer also surveys businesses’ 
expectations for the NZD/USD and businesses’ hedging plans for managing foreign exchange risk, as well as special questions 
on topical issues in the FX markets. 

• The NZD decline has continued towards 65c US, but firms are now expecting it to trade near current levels. 

• Firms have budgeted for the NZD to be higher, with the vast majority of firms having a budget rate above 65c. 

• The lower NZD is impacting hedging decisions. More exporters are hedging, and extending hedging duration. 

Key “take-outs” from the ASB Kiwi Dollar Barometer:  
After the significant NZD/USD decline over recent months, the latest ASB Kiwi Dollar Barometer indicates businesses expect a 
period of stability for the NZD/USD with the exchange rate expected to trade near the 0.65 level. 

The big NZD drop is impacting exporters’ thoughts about hedging – more plan to hedge, and on balance they plan to hedge 
for longer durations, locking in the lower NZD. 

For importers, the lower NZD raises the local cost of goods imported from overseas. Interestingly, the majority of importers 
see a decreased chance of raising prices, despite the NZD drop.  And many appear reluctant to hedge too far ahead at current 
rates. The majority of importers have shortened the duration of their hedging by up to three months.  

 A period of NZD stability expected 
The NZD has fallen a long way over the past year or so. Having traded as 
high as 0.88 in July 2014, NZD/USD has fallen over 26 cents to trade very 
briefly at 0.62 in late August 2015.  At the time of writing NZD/USD is 
trading near 0.6500.  The latest survey was conducted between 9 and 23 
July, when the NZD/USD traded between 0.6500 and 0.6770. 

The latest ASB Kiwi Dollar Barometer shows that businesses have factored 
the recent drop into their forecasts, but now expect a period of stability, 
with NZD/USD expected to trade around 0.6500 over the year ahead.  

The predictions in the latest ASB Kiwi Dollar Barometer are significantly 
weaker than the previous quarter’s findings.  A quarter ago businesses 
were expecting the NZD to trade above 0.75 over the year ahead, as 
shown in Chart 1.  The lower NZD/USD forecast is shared across business 
types, as shown in chart 2. 

Similarly, our own forecasts have been revised lower over recent months. 
We expect the NZD to trade in a range centred on 0.6100 by early next 
year (chart 1).  Other forecasters have made similar adjustments. Each 
quarter the RBNZ surveys a number of analysts, and collates their 
collective outlook within the RBNZ’s “Survey of Expectations”. Within the 
latest survey which was released this month, 1-year-ahead expectations 
for the NZD/USD have been lowered from 0.7100 last quarter to 0.6160 
now.   

A high proportion of businesses rely on the forecasts of a consultant, a 
bank or an average of several banks for setting their own forecasts and 
budget rates.   

Accordingly, for some it will be a point of interest that our forecasts, and 
those of other analysts are even lower than the average response in the 
latest ASB Kiwi Dollar Barometer.   
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Budget rates 
Importers and exporters both face the challenge of forming budgets which need to incorporate their foreign exchange flows.  
In this round of the ASB Kiwi Dollar Barometer we wanted to find out what FX rates firms had assumed when they made their 
budgets.  We also wanted to know how they formed these budgeted FX rates.  Finally, we were interested to know what the 
recent NZD drop meant for businesses’ pricing intentions.  Firms’ NZD/USD budget rates are tabled below, collated by both 
business type (left table) and business size (right table). 

Firm's NZD/USD budgeted rate 

Importer
Only

Exporter
Only

Both 
Importer 

& Exporter
TOTAL

$1-30m
Customer 
Segment

$30-150m
Customer 
Segment

$150m plus
Customer 
Segment

TOTAL

(N: 186) (N: 115) (N: 118) (N: 419) (N: 158) (N: 144) (N: 117) (N: 419)

Greater than 0.80 12 18 14 14 18 14 9 14

0.75-0.80 21 16 30 22 15 12 44 22

0.70-0.75 19 30 28 25 15 32 29 25

0.65-0.70 18 11 16 16 14 19 13 16

Below 0.65 2 6 3 3 3 5 3 3

Do not have a budgeted rate 28 18 9 20 35 18 3 20

TOTAL 100 100 100 100 100 100 100 100

% of Enterprises % of Enterprises

 
The standout feature is the vast majority of businesses have budgeted on a higher NZD/USD. For exporters, the lower 
prevailing NZD/USD exchange rate may provide a boost to profits. In contrast, for importers it’s an unexpected challenge.  A 
large proportion of businesses rely on bank forecasts for their budget rates. This is shown in the table below. Some 69% of 
businesses use either one bank’s forecast or a consensus of banks’ forecasts for deriving their budget rates. 

How is budgeted FX rate derived?

Importer
Only

Exporter
Only

Both 
Importer 

& Exporter
TOTAL

$1-30m
Customer 
Segment

$30-150m
Customer 
Segment

$150m plus
Customer 
Segment

TOTAL

(N: 134) (N: 94) (N: 107) (N: 335) (N: 103) (N: 118) (N: 114) (N: 335)

Consensus of bank forecasts 19 26 27 24 20 22 28 24

A single bank's or advisor's forecast 49 39 44 45 50 42 43 45

Historic average rate 10 6 6 8 7 9 7 8

Prevailing spot rates 13 2 2 6 8 8 3 6

Prevailing forward rates 7 26 20 16 14 17 18 16

Other 1 1 2 1 2 1 1 1

TOTAL 100 100 100 100 100 100 100 100

% of Enterprises % of Enterprises

 

The high budget rates are understandable given how strong the NZD has been over recent years.  Furthermore, the budget 
rates are consistent with many forecasts that would have been provided by banks or analysts over the past year.  Three 
months ago the RBNZ’s survey of expectations showed a 1-year-ahead expectations for the NZD/USD of 0.7100, and this time 
a year ago, the prediction was NZD/USD would be around 0.8000 right now.  In other words, although many firm’s budget 
rates are much higher than the current NZD/USD spot rate, most budget rates are broadly consistent with forecasts that 
many analysts, including ourselves, were making over the past year. 

Recent rounds of the ASB Kiwi Dollar Barometer highlight how quickly both our own and businesses’ forecasts can become 
“out of date”.   An important issue to consider is firms may only update their budget FX rates during their budget process 
each quarter or year.  In contrast, banks and analysts will change forecasts regularly as financial and economic events unfold.   
The key point is when banks are making FX forecasts, they are making the 
best prediction of what they expect to happen in FX markets with the 
information available at a given time.  When that information changes, 
FX forecasts are often changed too.  The process is quite different from a 
business doing its budgets. 

Hedging 
The unexpected NZD drop and subsequent forecast changes confirm the 
fact that forecasting the exchange rate is notoriously difficult.  The 
majority of firms factor this uncertainty into their strategies and chose to 
hedge their foreign exchange exposures rather than face the 
uncertainties of foreign exchange markets.  
Within every ASB NZD Barometer one clear pattern is that the bigger a 
firm is, the more likely it is to hedge its FX exposures.  And big firms 
hedge almost all their FX exposures, whereas small businesses typically 
hedge around 60-70% of exposures (chart 3).   40
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The latest ASB Kiwi Dollar Barometer shows 94% of businesses with 
turnover greater than $150 million plan to hedge, whereas just over 65% 
of businesses with turnover less than $30 million plan to hedge their FX 
exposure (chart 4).   A key reason small businesses hedge less is the 
nature of their cash flows, which can be less predictable or irregular, 
making it harder to effectively hedge. 

There are also significant differences between importers’ and exporters’ 
hedging strategies. 

A greater proportion of importers hedge relative to exporters.  But 
compared to a year ago, fewer importers and more exporters are now 
planning to hedge (chart 5).  When the NZD was at a peak in mid-2014, a 
very high proportion of importers were planning to hedge, looking to lock 
in the strong NZD/USD. In contrast, a year ago the proportion of 
exporters planning to hedge was low, as exporters hoped for a lower, 
more favourable exchange rate.  Now that the NZD has fallen, the tables 
have turned. Less importers plan to hedge and a large proportion have 
shortened the duration of their hedges. In contrast, more exporters plan 
to hedge, and they have lengthened the duration of their hedging.  These 
changes can be seen in chart 5, and the table below.  

By how much have recent shifts in the NZD changed the duration of your hedging?

Importer
Only

Exporter
Only

Both 
Importer 

& Exporter
TOTAL

(N: 154) (N: 76) (N: 110) (N: 340)

Shortened duration by more than 3 months 20 13 15 17

Shortened duration by up to 3 months 78 24 65 61

No change to duration 1 4 2 2

Increased duration up to 3 months 1 28 10 10

Increased duration more than 3 months - 32 8 10

TOTAL 100 100 100 100

% of Enterprises

 

Pricing intentions 
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Importers who locked in hedging at higher rates a year ago will have some protection from the NZD’s subsequent decline.   
Others who didn’t hedge will now be facing higher purchase costs for their imports.  We were interested in what impact the 
NZD’s decline was having on price intentions and were surprised by the results which are tabled below: 

How has the NZD's depreciation over the past year affected your business' pricing intentions?

Importer
Only

Exporter
Only

Both 
Importer 

& Exporter
TOTAL

$1-30m
Customer 
Segment

$30-150m
Customer 
Segment

$150m plus
Customer 
Segment

TOTAL

(N: 186) (N: 115) (N: 118) (N: 419) (N: 158) (N: 144) (N: 117) (N: 419)

Increased chance of raising prices 30 52 42 39 28 40 55 39

Decreased chance of raising prices 54 11 44 39 46 35 36 39

No impact on pricing intentions 16 37 14 21 26 26 9 21

TOTAL 100 100 100 100 100 100 100 100

% of Enterprises % of Enterprises

 
We expected a higher proportion of businesses would be looking to pass on the higher costs of their imports, given the extent 
of the NZD decline.  Even importers who have been fully hedged over the past year will eventually face a lower NZD and 
subsequently rising import costs. 

In contrast to our expectations, the ASB Kiwi Dollar Barometer found some 54% of importers see decreased chances of raising 
prices over the year ahead.   
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We suspect the responses in part may reflect firms’ reluctance to 
increase costs in the current business environment. Business confidence 
surveys show businesses’ outlooks have been weakening.  Inflation 
expectations and pricing intentions have been falling within ANZ’s 
monthly business confidence survey, as shown in Chart 6.  

If a large proportion of businesses see decreased chances of raising 
prices, it has several implications. Firstly, if importers are unable to pass 
on the increased costs of imports, it will presumably have a negative 
impact on margins and profitability. 

Secondly, we may not see quite as much tradable inflation as we’d 
typically expect stemming from a significant NZD decline.  With annual 
inflation running close to zero right now, and very little domestic inflation 
pressure, the NZD’s decline has been one of the few developments 
pointing to higher future inflation.  

What next?  
Although past performance is never a guarantee of future performance, 
past exchange rate behaviour can be used to provide a simulation 
framework to consider what could happen over the year ahead, and test 
a business’ FX forecast, budget and hedging strategy.  

Using historical data it is possible to construct a simulation framework* 
to look at the range of possible values of future FX rates. This isn’t a 
forecast, but does provide some ideas what could happen, based on 
available historic data of FX movements. The results are tabled and 
graphed opposite.  

Based on historical trading ranges, it’s very plausible that the NZD/USD 
could be anywhere between 0.58 and 0.72 by year-end, and 0.54 and 
0.76 by mid-2016.   

These ranges are wide, and highlight the uncertainty of the NZD outlook.  
It’s also very plausible that in a year’s time the NZD could be close to 
where it is today, as businesses are currently forecasting.  But history 
suggests it will likely trade in a wide range between now and then.  

 

*we used a Monte Carlo simulation for this exercise. 
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Date 
Percentiles 

5% 25% 50% 75% 95% 
Dec-15 0.58 0.62 0.64 0.67 0.72 

Mar-16 0.56 0.61 0.64 0.68 0.74 

Jun-16 0.54 0.60 0.64 0.69 0.76 

 
 
 

About the Kiwi Dollar Barometer 
The ASB Kiwi Dollar Barometer is prepared every three months based on a survey conducted by East & Partners. East & 
Partners is a market research and advisory firm. For the August 2015 edition of the ASB Kiwi Dollar Barometer, East & 
Partners interviewed 419 businesses turning over at least NZ$1 million per year. The interviews were conducted between 9 
and 23 July.  Over this period the NZD traded between 0.6500 and 0.6770.   Businesses were asked a range of questions about 
their exposure to and views about the NZD. The charts provide information on the survey sample. 
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The specific questions asked were: 

1. What approximate NZD/USD exchange rate level do you expect to see in:  
• end December 2015 
• end March 2016 
• end June 2016 
• end September 2016 

 
2. What percentage of your FX exposures are you planning to hedge in the next 3 months? 

3. Relative to the last 12 months, over the next 12 months by how much do you forecast your FX turnover to change? 

4. What is your firm’s NZD/USD budgeted rate?  

5. How do you derive you budgeted foreign exchange rate?  

6. How much have the recent shifts in the NZD changed the duration of your hedging? 
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
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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