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Weekly 
Commentary
24 October 2017

The shape of things to come
After nearly a month of negotiations, New Zealand finally knows the form of the next Government: 
New Zealand First will support the Labour Party to form a minority coalition government. The Green 
Party will support the new government on confidence and supply.

No policy positions have been formally announced yet. 
However, comments by the various party leaders have 
highlighted some key areas where we are likely to see 
changes. These are discussed below.

Policy details so far suggest some downside risk to our GDP 
forecast for 2018 and upside risk to our GDP forecasts for 
2019 and 2020, but this could change as new information 
comes to light. 

Labour's planned fiscal stimulus, on its own, could add 
around 20bps to the RBNZ’s longer term forecast for the 
OCR, although other as yet unannounced policy changes 
will also have an effect.

Housing, taxation and investment

How the tax treatment of property changes under the new 
Government is crucial to the outlook – not only for house 
prices themselves, but also for the economic cycle and the 
long-run health of the economy.

Labour has said that they plan to convene a tax working 
group that might recommend some variation on a capital 
gains tax, land tax or deemed rate of return tax on property 
excluding the family home. We have long argued that such 
tax changes would help address some of New Zealand’s 
economic imbalances and housing affordability issues. 
Such changes could have a material negative affect on 
house prices, but it is far from certain that the coalition 
government will go ahead with Labour’s plan. The Greens 
are probably in support, but New Zealand First said before 

the election that ruling out a capital gains tax would be a 
bottom line in any coalition negotiation.

Labour has also signalled that it would like to introduce other 
changes that would affect the attractiveness of residential 
property as an investment (such as removing property 
investors’ ability to write off losses on rental properties 
against their personal income). If these measures do survive 
the coalition negotiations, they might reduce house prices 
by a little, but the effect would be small.

Labour planned to start an investment fund charged with 
building 100,000 affordable houses (and the associated 
infrastructure) over ten years. In our assessment, this would 
have only a small effect on average house prices, although 
it would skew the mix of new construction towards smaller/
cheaper dwellings. The investment fund would probably 
cause us to lift our construction forecasts, and therefore 
our GDP forecasts. But the effect would probably be small 
in the short run, because in these times of a capacity 
constrained construction industry some private sector 
activity will be squeezed out.

The one housing-related policy that has been announced 
by the Prime Minister elect is a ban on foreign buyers of 
residential property and tighter restrictions on the sale of 
rural land. This could have a downward impact on house 
prices, but based on international experience, the impact is 
likely to be fairly small.

Closing New Zealand off to foreign direct investment in the 
farm sector or business sector would be a more worrying 
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For borrowers with a deposit of 20% or more, the best 
value lies in the two-year rate or shorter terms. Three-
to-five-year rates seem high relative to where we think 
short-term rates are going to go over that time. Some 
lending and deposit rates have been falling recently, 
so it may be worth waiting to see if there are further 
modest reductions in fixed-term rates.

Floating mortgage rates usually work out to be more 
expensive for borrowers than short-term fixed rates 
such as the six-month rate. However, floating may still 
be the preferred option for those who require flexibility 
in their repayments.

NZ interest rates
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development. The OECD has identified that New Zealand’s 
poor productivity performance is partly due to our isolation, 
and so improving connectivity to larger overseas economies 
would be of benefit. While lifting exports is part of that, 
the OECD singled out our restrictive foreign investment 
regime as a particular impediment to productivity growth. 
Restricting FDI could isolate New Zealand further.

Migration

Both Labour and NZ First campaigned on reductions in 
net immigration. Labour estimated that its policies would 
reduce net immigration by 20,000 to 30,000 people 
per year, focused on lower skilled arrivals and students. 
However, net immigration has already turned. Departures 
have picked up, as those came over in earlier years 
on temporary visas are now departing. On top of this, 
new arrivals have fallen. Going forward, we are already 
forecasting a substantial reduction in net immigration, from 
over 70,000 now to around 20,000 by the end of 2020. If 
immigration regulations were tightened, we would reduce 
our net immigration forecast even further. In turn, this 
would reduce our GDP forecast.

Fiscal policy

The new coalition looks set to spend more than the 
previous Government, only partly funded by extra tax. 
Spending will be weighted towards education and health. It 
will be partly funded by cancelling the income tax cuts that 
were legislated to take effect on April 1 and by introducing 
new taxes. The balance would be funded by an additional 
$7bn of net core Crown debt over the next four years.

If the coalition sticks roughly to Labour’s proposed fiscal 
policy, the changes would be fairly immaterial for ratings 
agencies and would not lead to significantly higher 
government bond rates.

Monetary Policy

Both Labour and New Zealand First campaigned on 
changing the focus of the Reserve Bank. In particular, 
New Zealand First had pushed what they termed a 
“Singaporean” model, requiring the RBNZ to target a 
favourable level of the exchange rate, rather than the 
inflation rate. However, in his press conference last week, 
Mr Peters said that Labour had not agreed to this model.

Nevertheless, we are likely to see some change in monetary 
policy on two key fronts. First is a likely broadening of the 
policy considerations. Labour favours a dual mandate for 
the Reserve Bank, with a focus on full employment as well 
as price stability. New Zealand First has long advocated 
for a greater focus on the export sector. However, in the 
absence of numerical targets for either unemployment or 
the exchange rate, requiring the RBNZ to account for these 
considerations is unlikely to make a significant difference to 
how monetary policy is run as a whole. The RBNZ already 
factors in such concerns when it sets policy.

Second, we’re likely to see a shift from the single decision 
maker model to a committee, with Labour proposing a mix 
of four internal and three external members. Again, this is 
unlikely to lead to substantially different monetary policy 
decisions – the RBNZ already operates an internal committee 
for monetary policy decisions. There has been no mention of 
raising or widening the existing inflation target range.

The shape of things to come continued
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Contributions 2017Q3 CPI forecast
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Aus Q3 Consumer Price Index
Oct 25 Last: 0.2%, WBC f/c: 0.7% 
Mkt f/c: 0.8%, Range: 0.7% to 1.2%

–– The Q2 CPI printed 0.2% compared to the market median of 0.5%. 
The annual rate moderated to 1.9%yr from 2.1%yr in Q1. The core 
measures rose as expected at 0.5%qtr highlighting just how modest 
the broader inflation picture is outside of housing or health. The 
annual pace of the average of the core measures was flat at 1.8%yr.

–– Westpac is forecasting a 0.74% Q3 rise in the headline CPI of which, 
0.47ppts come from energy. Ex-energy (household electricity and 
gas) inflation rises 0.27%. Core inflation is forecast to print 0.3%qtr 
(0.29%) holding the annual rate flat at 1.8%yr. The trimmed mean 
forecast is 0.27% while the weighted median forecast is 0.32%. The 
two quarter annualised pace of core inflation decelerates to 1.7%yr 
from 2.1%yr, below the RBA’s target band. 

ECB October policy meeting
Oct 26, deposit rate, last –0.40%, WBC –0.40%

–– All eyes remain on the ECB Governing Council as they near the end 
of their current asset purchase program, which is due to expire 
in December.

–– At the October meeting, some formal announcement of an 
extension of the program for 2018 is anticipated. Whether all the 
detail is made available remains an open question.

–– To our mind, the most logical program structure would be to taper 
from €60bn to €40bn in the first half of 2018, then to €20bn in the 
second six months. That would allow a smooth transition to a flat 
balance sheet come 2019. The alternative would be a circa €30bn 
pace through the entire year. Either way, some €360bn in additional 
liquidity would be provided to markets and the economy during 
2018. Interest rates will remain unchanged in 2018 and early 2019. 

Aus Q3 import price index
Oct 26, Last: –0.1%, WBC f/c: –2.0% 
Mkt f/c: -1.8%, Range: -3.0% to 0.0%

–– Import goods prices were little changed over the past year, with a 
Q2 result of –0.1%qtr, +0.3%yr. 

–– For the September quarter, goods imports likely became cheaper, 
declining by a forecast 2.0%qtr, as the currency strengthened. 

–– In Q3, the Australian dollar increased by 3.0% on a TWI basis and 
jumped 4¢ to US79¢, a 5% increase. Global energy prices in Q3 fell 
modestly, in AUD terms, down around 3%. 

Aus Q3 export price index
Oct 26, Last: –5.7%, WBC f/c: –3.2% 
Mkt f/c: -4.0%, Range: -6.0% to 3.0%

–– The sharp rebound in export prices during 2016 and into early 
2017 was punctuated by a meaningful fall in the June quarter, as 
commodity prices eased back from recent highs.

–– In Q2, the export goods price index fell by 5.7%, to still be 22.5% 
above the level of a year earlier. 

–– For Q3, export goods prices are expected to decline by around 
3.2%. The RBA reports that commodity prices were flat in US dollar 
terms for the period and down around 5% in Aussie dollar terms.

–– The terms of trade for goods, on these estimates, fell by a touch 
over 1% in the third quarter, to be around 11% higher than a year 
ago. Note, we expect this fall to be partially offset by a rise in the 
terms of trade for services.

The week ahead
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US GDP to average a little over 2% in 2017US GDP to average a little over 2% in 2017
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US Q3 GDP
Oct 27, last 3.1%, WBC 2.2%

–– The September quarter was a tumultuous time for the US economy, 
owing to the arrival of Hurricanes Irma and Harvey.

–– The largest impact is likely to be seen in household consumption 
and secondly construction. Consumption growth is expected to be 
quite modest, while construction's contribution to growth, if any, 
will be negligible. Recent durables goods data implies equipment 
spending started the quarter well; so even with the storms, it 
should provide a solid contribution to growth in the quarter.

–– Overall, we look for growth of 2.2% annualised in the quarter, down 
from 3.1% in Q2. A bounce back towards 3.0% is then anticipated in 
Q4 as restocking occurs. The post-hurricane rebuild will aid growth 
in 2018, albeit likely only at the margin. 

The week ahead
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Last Market 
median

Westpac 
forecast Risk/Comment

Tue 24
Eur Oct Markit manufacturing PMI flash 58.1 57.7 – At very elevated levels...

Oct Markit services PMI flash 55.8 55.8 – ... strength broad based.
US Oct Markit manufacturing PMI flash 53.1 53.0 – Significant disparity between ISMs and Markit...

Oct Markit services PMI flash 55.3 55.0 – ... for both surveys.
Oct Richmond Fed index 19 16 – Considerable strength shown by regional surveys.

Wed 25
Aus Q3 CPI 0.2% 0.8% 0.7% Ex housing and energy, CPI rises just 0.1%qtr. Core inflation...

Q3 core CPI (avg RBA measures) 0.5% 0.5% 0.3% ... should print 0.3%qtr/1.8%yr as broader pressures are absent. 
UK Q3 GDP (advanced) 0.3% 0.3% – Softness in activity (esp. household spending) continuing.
US Sep durable goods orders prelim. 2.0% 1.3% 1.0% Robust through first two months of Q3 after soft first half.

Aug FHFA house prices 0.2% 0.4% – Solid annual growth continues.
Sep new home sales –3.4% –1.8% –1.0% Housing sales data has levelled out.

Thu 26
NZ Sep trade balance, $m –1235 –1260 –800 Pickup from unusually low dairy export volumes in August.
Aus Q3 import price index –0.1% –1.8% –2.0% A higher AUD, +5% vs USD, made imports cheaper.

Q3 export price index –5.7% –4.0% –3.2% Export prices also down, dented by higher AUD.
RBA Deputy Governor Guy Debelle – – – "Uncertainty", lecture at Sydney University, 6:45pm.

Eur Sep M3 money supply %yr 5.0% 5.0% – Credit data also due.
ECB policy decision –0.4% –0.4% –0.4% We hope to see clarity on 2018 plans at Oct meeting.

US Sep wholesale inventories prelim. 0.9% – – Likely to see greater volatility in coming months.
Initial jobless claims 222k – – Very low.
Sep pending home sales –2.6% 0.3% – Have been weaker than existing sales.
Oct Kansas City Fed index 17 – – Considerable strength shown by regional surveys.

Fri 27
Aus 2016–17 annual national accounts – – – Annual detail often foreshadows revisions to quarterly GDP est's.

Q3 PPI 0.5% – – Could be useful for further insights into energy costs. 
Chn Sep industrial profits %yr 24% – – Commodity/steel prices continuing to benefit profits.
US Q3 GDP 1st estimate %annualised 3.1% 2.5% 2.2% Hurricanes to impact consumer/construction.

Oct Univ. of Michigan sentiment 101.1 101.0 – Less positive than Conference Board, but still above average.
Sat 28
UK Nationwide house prices 0.2% – – Housing market remains soft, but may now be finding a base.

Data calendar
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Economic Forecasts 2017 Calendar years

% change Jun Sep Dec Mar 2015 2016 2017f 2018f

GDP (Production) ann avg 0.8 0.7 0.6 0.8 2.5 3.0 2.6 2.9

Employment -0.1 1.1 0.4 0.6 1.4 5.8 2.6 1.8

Unemployment Rate % s.a. 4.8 4.6 4.7 4.7 4.9 5.2 4.7 4.6

CPI 0.0 0.5 0.3 0.3 0.1 1.3 1.8 1.3

Current Account Balance % of GDP -2.8 -2.7 -2.8 -2.5 -3.2 -2.5 -2.8 -3.3

Financial Forecasts Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19

Cash 1.75 1.75 1.75 1.75 1.75 1.75

90 Day bill 1.95 1.95 1.95 1.95 1.95 1.95

2 Year Swap 2.10 2.15 2.20 2.30 2.40 2.50

5 Year Swap 2.70 2.80 2.90 3.00 3.10 3.20

10 Year Bond 2.95 3.10 3.20 3.30 3.40 3.45

NZD/USD 0.70 0.69 0.68 0.67 0.66 0.66

NZD/AUD 0.92 0.92 0.92 0.93 0.94 0.94

NZD/JPY 77.7 77.3 76.8 76.4 75.9 75.4

NZD/EUR 0.60 0.59 0.59 0.59 0.58 0.58

NZD/GBP 0.55 0.54 0.54 0.54 0.54 0.54

TWI 74.5 73.9 73.4 72.9 72.6 72.2

NZ interest rates as at market open on 
24 October 2017

Interest Rates Current Two weeks ago One month ago

Cash 1.75% 1.75% 1.75%

30 Days 1.81% 1.85% 1.84%

60 Days 1.87% 1.90% 1.89%

90 Days 1.94% 1.95% 1.96%

2 Year Swap 2.18% 2.21% 2.23%

5 Year Swap 2.68% 2.74% 2.75%

NZ foreign currency mid-rates as at 
24 October 2017

Exchange Rates Current Two weeks ago One month ago

NZD/USD 0.6965 0.7057 0.7316

NZD/EUR 0.5927 0.6014 0.6143

NZD/GBP 0.5277 0.5394 0.5424

NZD/JPY 79.00 79.50 82.12

NZD/AUD 0.8922 0.9098 0.9213

TWI 73.76 75.12 76.79

New Zealand forecasts
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Economic Forecasts (Calendar Years) 2014 2015 2016 2017f 2018f 2019f

Australia

Real GDP % yr 2.8 2.4 2.5 2.3 3.0 2.5

CPI inflation % annual 1.7 1.7 1.5 2.1 2.5 2.8

Unemployment % 6.2 5.8 5.7 5.7 6.1 6.0

Current Account % GDP -3.0 -4.7 -2.7 -1.6 -2.6 -2.7

United States

Real GDP %yr 2.6 2.9 1.5 2.1 2.1 1.8

Consumer Prices %yr 1.6 0.1 1.3 2.0 1.8 1.8

Unemployment Rate % 6.2 5.3 4.9 4.4 4.2 4.3

Current Account %GDP -2.3 -2.3 -2.3 -2.6 -2.5 -2.4

Japan

Real GDP %yr 0.3 1.1 1.0 1.3 0.8 0.7

Euroland

Real GDP %yr 1.3 2.0 1.8 2.1 1.8 1.6

United Kingdom

Real GDP %yr 3.1 2.2 1.8 1.6 1.6 1.5

China

Real GDP %yr 7.3 6.9 6.7 6.7 6.2 5.9

East Asia ex China

Real GDP %yr 4.2 3.8 3.9 4.1 4.1 4.2

World

Real GDP %yr 3.6 3.4 3.2 3.6 3.6 3.5

Forecasts finalised 13 October 2017

Interest Rate Forecasts Latest Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19

Australia

Cash 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50

90 Day Bill 1.70 1.80 1.80 1.80 1.80 1.80 1.80 1.80

10 Year Bond 2.77 2.75 2.85 2.85 2.95 3.00 3.00 3.00

International

Fed Funds 1.125 1.375 1.375 1.625 1.625 1.875 1.875 1.875

US 10 Year Bond 2.35 2.40 2.60 2.75 2.90 3.00 3.00 3.00

ECB Deposit Rate –0.40 –0.40 –0.40 –0.40 –0.40 –0.40 –0.30 –0.30

Exchange Rate Forecasts Latest Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Jun-19

AUD/USD 0.7846 0.76 0.75 0.74 0.72 0.70 0.70 0.70

USD/JPY 113.15 113 114 114 115 115 116 116

EUR/USD 1.1816 1.17 1.16 1.15 1.14 1.13 1.13 1.13

AUD/NZD 1.1228 1.09 1.09 1.09 1.07 1.06 1.06 1.07

International forecasts
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Contact the Westpac economics team
Dominick Stephens, Chief Economist +64 9 336 5671

Michael Gordon, Senior Economist +64 9 336 5670

Satish Ranchhod, Senior Economist +64 9 336 5668

Shyamal Maharaj, Economist +64 9 336 5669

Paul Clark, Industry Economist +64 9 336 5656

Any questions email: economics@westpac.co.nz

Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure 
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. 
The ultimate outcomes may differ substantially from these forecasts.

Things you should know 

Westpac Institutional Bank is a division of Westpac Banking 
Corporation ABN 33 007 457 141 (‘Westpac’). 

Disclaimer

This material contains general commentary, and market colour. 
The material does not constitute investment advice. Certain types 
of transactions, including those involving futures, options and high 
yield securities give rise to substantial risk and are not suitable for all 
investors. We recommend that you seek your own independent legal 
or financial advice before proceeding with any investment decision. 
This information has been prepared without taking account of your 
objectives, financial situation or needs. This material may contain 
material provided by third parties. While such material is published 
with the necessary permission none of Westpac or its related entities 
accepts any responsibility for the accuracy or completeness of 
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the information is free from error, none of Westpac or its related 
entities warrants the accuracy, adequacy or completeness of the 
information, or otherwise endorses it in any way. Except where 
contrary to law, Westpac and its related entities intend by this 
notice to exclude liability for the information. The information is 
subject to change without notice and none of Westpac or its related 
entities is under any obligation to update the information or correct 
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information contained in this material does not constitute an offer, a 
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Whilst every effort has been taken to ensure that the assumptions on 
which the forecasts are based are reasonable, the forecasts may be 
affected by incorrect assumptions or by known or unknown risks and 
uncertainties. The ultimate outcomes may differ substantially from 
these forecasts. 

Country disclosures

Australia: Westpac holds an Australian Financial Services Licence 
(No. 233714). This material is provided to you solely for your own use 
and in your capacity as a wholesale client of Westpac.

New Zealand: In New Zealand, Westpac Institutional Bank refers 
to the brand under which products and services are provided by 
either Westpac or Westpac New Zealand Limited (“WNZL”). Any 
product or service made available by WNZL does not represent an 
offer from Westpac or any of its subsidiaries (other than WNZL). 
Neither Westpac nor its other subsidiaries guarantee or otherwise 
support the performance of WNZL in respect of any such product. 
The current disclosure statements for the New Zealand branch of 
Westpac and WNZL can be obtained at the internet address www.
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Disclosure Statement (available from your Relationship Manager) for 
any product for which a Product Disclosure Statement is required, 
or applicable customer agreement. Download the Westpac NZ QFE 
Group Financial Advisers Act 2008 Disclosure Statement at 
www.westpac.co.nz.

China, Hong Kong, Singapore and India: This material has been 
prepared and issued for distribution in Singapore to institutional 
investors, accredited investors and expert investors (as defined in 
the applicable Singapore laws and regulations) only. Recipients in 
Singapore of this material should contact Westpac Singapore Branch 
in respect of any matters arising from, or in connection with, this 
material. Westpac Singapore Branch holds a wholesale banking 
licence and is subject to supervision by the Monetary Authority of 
Singapore. Westpac Hong Kong Branch holds a banking license and 
is subject to supervision by the Hong Kong Monetary Authority. 
Westpac Hong Kong branch also holds a license issued by the Hong 
Kong Securities and Futures Commission (SFC) for Type 1 and Type 
4 regulated activities. This material is intended only to “professional 
investors” as defined in the Securities and Futures Ordinance and 
any rules made under that Ordinance. Westpac Shanghai and Beijing 
Branches hold banking licenses and are subject to supervision by 
the China Banking Regulatory Commission (CBRC). Westpac Mumbai 
Branch holds a banking license from Reserve Bank of India (RBI) and 
subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared 
by and are the sole responsibility of Westpac Banking Corporation 
London and Westpac Europe Limited. Westpac (a) has its principal 
place of business in the United Kingdom at Camomile Court, 23 
Camomile Street, London EC3A 7LL, and is registered at Cardiff in 
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the UK (as Branch No. BR00106), and (b) authorised and regulated 
by the Australian Prudential Regulation Authority in Australia. 
Westpac is authorised in the United Kingdom by the Prudential 
Regulation Authority. Westpac is subject to regulation by the 
Financial Conduct Authority and limited regulation by the Prudential 
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the Prudential Regulation Authority are available from us on request. 
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Regulation Authority.
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investments who fall within Article 19(5) of the Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) 
or (b) high net worth entities, and other persons to whom it may 
otherwise lawfully be communicated, falling within Article 49(2)(a) 
to (d) of the Order (all such persons together being referred to as 
“relevant persons”). Any person who is not a relevant person should 
not act or rely on this communication or any of its contents. The 
investments to which this communication relates are only available 
to and any invitation, offer or agreement to subscribe, purchase or 
otherwise acquire such investments will be engaged in only with, 
relevant persons. Any person who is not a relevant person should 
not act or rely upon this communication or any of its contents. In 
the same way, the information contained in this communication 
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steps have been taken to ensure that the material is presented in a 
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(iv)	� a “need to know” policy; 

(v)	� documented and well defined procedures for dealing with 
conflicts of interest; 

(vi)	� steps by Compliance to ensure that the Chinese Wall/Cell 
arrangements remain effective and that such arrangements are 
adequately monitored. 

U.S.: Westpac operates in the United States of America as a federally 
licensed branch, regulated by the Office of the Comptroller of the 
Currency. Westpac is also registered with the US Commodity Futures 
Trading Commission (“CFTC”) as a Swap Dealer, but is neither 
registered as, or affiliated with, a Futures Commission Merchant 
registered with the US CFTC. Westpac Capital Markets, LLC (‘WCM’), 
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