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Weekly 
Commentary
15 April 2019

Close call 
The outlook for monetary policy is delicately poised. Following the Reserve Bank’s change of tone in its 
March OCR review, we shifted our call to a rate cut as early as the May Monetary Policy Statement, but we 
emphasised that this was subject to upcoming data. We expect this week’s inflation report to be subdued, but 
we’re sensitive to any surprises. Meanwhile, a trio of soft activity indicators will have added to the RBNZ’s 
concerns about whether the local economy has the momentum needed to generate a lift in inflation. 

The RBNZ Governor’s comments in a media interview last 
week were in line with our initial read of the March OCR 
review. Governor Orr noted that the March statement was 
meant to reflect that the balance of risks has shifted to the 
downside. But he emphasised that the decision in May is by 
no means settled. 

On balance, we still think that the odds are in favour of a 
rate cut in May. The RBNZ has highlighted concerns about 
the slowing global economy in particular – a point that was 
underscored last week when the IMF further downgraded 
its world growth forecasts. We’re more optimistic on global 
growth than the market appears to be, but we don’t think 
that gloomy sentiment will dissipate within the space of a 
few weeks. 

In terms of local developments, the March quarter CPI 
release on Wednesday presents the most immediate risk 
to our view. We’re expecting a subdued 0.2% increase for 
the quarter, which would take annual inflation down from 
1.9% to 1.6%. The expected slowdown is entirely due to 
fuel prices. Petrol prices fell sharply at the end of 2018, and 
though they’ve started to tick up again in recent weeks, the 
average price over the quarter was down by more than 6%. 

We expect that ‘core’ inflation (excluding food and fuel) will 
hold steady at 1.7%. Similarly, we estimate that the RBNZ’s 
sectoral factor model of core inflation will remain at 1.7%. 
That would keep these measures comfortably within the 

RBNZ’s target range of 1-3%, though still on the lower side 
of the midpoint. 

Our CPI forecast is in line with what the RBNZ forecast in 
its February Monetary Policy Statement. If it turns out as 
expected, or lower, it’s likely that inflation will remain below 
2% for the remainder of this year. That in itself wouldn’t 
warrant an OCR cut, but it wouldn’t stand in the way of one 
either. However, if annual inflation prints at 1.8% or higher 
this week, a May OCR cut would become more difficult 
to envisage. 

In the outlook for inflation, there is a tension between 
gradually increasing domestic price pressures and 
persistent softness in tradables prices (outside of the 
occasional surge in oil prices). The latter has been a global 
phenomenon, and probably reflects a combination of the 
modest cyclical upturn since the Global Financial Crisis, 
and new technology that has helped to liberate consumers 
compared to the past. 

In contrast, non-tradables inflation has been gradually 
picking up – we expect it to rise to 2.9% in March, 
compared to 2.3% a year ago. We (and the RBNZ) have 
been anticipating such a move, as the economy has moved 
closer to full capacity. But given the ongoing softness in 
tradables prices, that’s still somewhat short of what would 
be consistent with a sustained return to 2% overall inflation. 

Hundertwasser Toilets, Kawakawa
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A further pickup in non-tradables inflation will depend on 
the strength of the economy. Growth slowed in the second 
half of 2018, and so far the March quarter of this year is 
shaping up as similarly subdued. We still expect a pick-up 
in growth over the rest of this year, supported by rising 
government spending, a strong pipeline of building work, 
and rising household incomes. But there are clearly risks to 
the downside. 

On that note, there was a trio of activity indicators last week 
that were distinctly on the soft side. House sales fell further 
in March, and were down 13% on a year ago. Turnover 
was already dropping earlier this year, but back then the 
weakness was concentrated in Auckland. In March, it seems 
that there was a sharp drop in sales in almost every region. 
A decline in market turnover, along with a rising inventory 
of unsold properties in Auckland and Waikato, is a reliable 
signal of price weakness ahead. 

Concerns about changes to the tax treatment of property, 
and reduced foreign buyer activity, are likely to be weighing 
on the housing market. In the near term, we expect the 
recent sharp falls in mortgage rates to give some support 
to house prices, but tax changes are likely to win out in the 
long run. 

Electronic card spending in retail stores fell 0.3% in March, 
which was weaker than we had expected. Annual spending 
growth has also taken a step down over the past year, 
slowing to just 0.7%. This slowdown is consistent with 
the recent easing in consumer confidence, as well as the 
cooling in the housing market – spending on durables, which 
includes home furnishings, was particularly soft in March. 

Finally, the manufacturing PMI fell to an eight-month low of 
51.9 in March. The PMI is a useful leading indicator of GDP, 
and while it remains at a level consistent with expansion, it 
has clearly taken a step lower in the last year. 

Close call 

Fixed mortgage rates have fallen recently, but they could 
fall even further in the near future. If the RBNZ cuts the 
OCR in May, fixed rates may drop again at that time. 

We expect floating and one-year fixed mortgage rates 
to fall over the next year, but to gradually rise again in 
subsequent years. Based on that expectation, we regard 
three-year rates at the best on offer at present. One- and 
two-year rates are also fairly good value, with neither 
particularly preferred to the other. 

Four- and five-year fixed rates have fallen sharply, but 
they still look high relative to where we expect shorter-
term rates to go over those timeframes. Floating 
mortgage rates are expensive for borrowers, but they 
may be the preferred option for those who require 
flexibility in their repayments. 

Fixed vs Floating for mortgages

NZ interest rates
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The week ahead

NZ CPI inflation
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Lead indicators have peaked but remain sound
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NZ Q1 CPI 
Apr 17, Last: 0.1%, Westpac f/c: 0.2%, Mkt f/c: 0.3%

 – We expect a 0.2% rise in the Consumer Price Index in the March 
quarter. That would see annual inflation slow from 1.9% to 
1.6%. Such a result would be in line with the RBNZ’s forecasts 
from February.

 – The sharp drop in fuel prices at the end of last year is entirely 
responsible for the slowdown in inflation. We expect the various 
‘core’ inflation measures to hold steady at close to, but just below, 
the 2% midpoint of the Reserve Bank’s target range.

 – The CPI release will be crucial ahead of the Reserve Bank’s 
next Monetary Policy Statement. A result in line with or below 
expectations would support our forecast of an OCR cut in May. 
However, a substantial upside surprise would make a May OCR cut 
a more marginal prospect.

Aus Mar Labour Force Survey - employment '000
Apr 18, Last: 4.6k, WBC f/c: 8k 
Mkt f/c: 15k, Range: 8k to 33k

 – Employment lifted 4.6k in Feb, less than market expectations 
(median +15k) for a three month average gain of 21.1k per month. 
Through 2018 employment grew 274.5k (2.2%yr). In the year to Feb 
employment grew 284k (2.3%yr).

 – Leading indicators have softened, annual growth in Job Ads is now 
down (through the year but this reflects the structural shift to other 
recruitment methods). ABS Job Vacancies growth has slowed from 
24%yr in 2018 to 10%yr in 2019 and our own Westpac Jobs Index 
suggest firms may be less confident on lifting employment. Our 
forecast 8k gain in employment holds the annual pace at 2.3%yr.

Aus Mar Westpac–MI Leading Index
Apr 17, Last: –0.56%

 – The six month annualised growth rate in the Westpac–Melbourne 
Institute Leading Index, which indicates the likely pace of economic 
activity relative to trend three to nine months into the future, 
fell from –0.37% in January to –0.56% in February. Despite 
choppy reads in recent months, the signal is consistent with weak 
momentum in the second half of 2018 carrying into 2019.

 – The March read is likely to be more positive with several 
components recording strong rises this month including: the 
Westpac-MI Consumer Expectations Index, up 5.4% vs -6.1% 
last month and dwelling approvals, up 19.1% vs 2.3% last month. 
Other components have been more mixed but have mostly seen 
modest improvements. 

Aus Mar Labour Force Survey - unemployment %
Apr 18, Last: 4.9%, WBC f/c: 5.1% 
Mkt f/c: 5.0%, Range: 4.8% to 5.1%

 – Despite the soft print on employment in Feb, the unemployment 
rate fell to 4.9% (market median was 5.0%) as a 0.1ppt decline in 
the participation rate to 65.6% resulted in a –7.1k decline in the 
labour force. 

 – At this stage it appears that both male and female participation is 
levelling out in a trend sense and we are closely watching where 
they go next. We do expect both to edge lower though 2019 as 
employment growth stalls but not by enough to prevent a rise 
in unemployment. 

 – Holding the participation rate flat at 65.6% generates a 31k rise 
in the labour force, and given our forecast for a soft 8k rise in 
employment, this should see the unemployment rate lift to 5.1%.
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The week ahead

China real GDP slowly decelerating
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China Q1 GDP
Apr 17, last 6.4%, WBC 6.4% 

 – China GDP decelerated slowly through 2018, from 6.8%yr at March 
to 6.4%yr at December. This trend decline was the consequence 
of softening global momentum and authorities' hard line on the 
quality of investment, in both the public and private sector.

 – With the economy's focus on quality now set, authorities have 
materially increased liquidity, with flow-on benefits for the cost of 
credit. A quick acceleration in growth is however not anticipated 
in 2019.

 – The reason being that, while investment will accelerate through the 
year, the contribution from consumption is expected to throttle 
back. In 2018, employment growth slowed (based on the PMI 
detail), and this will weigh on consumption hence.

 – For 2019 overall, we look for a 6.1% year-average gain.
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Economic Forecasts 
Quarterly Annual

2018 2019

% change Dec (a) Mar Jun Sep 2018 2019f 2020f 2021f

GDP (Production) 0.6 0.5 0.8 0.8 2.8 2.5 2.8 2.0

Employment 0.1 0.2 0.3 0.4 2.3 1.2 1.6 1.3

Unemployment Rate % s.a. 4.3 4.4 4.4 4.2 4.3 4.2 4.0 4.0

CPI 0.1 0.2 0.5 0.7 1.9 1.7 2.1 2.1

Current Account Balance % of GDP -3.7 -3.4 -3.2 -3.1 -3.7 -2.9 -2.8 -2.8

Financial Forecasts Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20

Cash 1.50 1.50 1.50 1.50 1.25 1.25

90 Day bill 1.60 1.60 1.60 1.50 1.40 1.40

2 Year Swap 1.50 1.50 1.60 1.60 1.50 1.50

5 Year Swap 1.70 1.75 1.85 1.85 1.85 1.85

10 Year Bond 1.80 1.85 1.90 1.85 1.85 1.90

NZD/USD 0.65 0.65 0.66 0.66 0.65 0.65

NZD/AUD 0.93 0.96 0.97 0.96 0.94 0.93

NZD/JPY 72.8 73.5 74.6 73.9 72.2 71.5

NZD/EUR 0.59 0.59 0.60 0.59 0.58 0.57

NZD/GBP 0.50 0.49 0.50 0.50 0.49 0.49

TWI 71.4 72.1 73.0 72.3 70.8 70.1

NZ interest rates as at market open on 
15 April 2019

Interest Rates Current Two weeks ago One month ago

Cash 1.75% 1.75% 1.75%

30 Days 1.87% 1.86% 1.86%

60 Days 1.84% 1.86% 1.87%

90 Days 1.83% 1.85% 1.88%

2 Year Swap 1.69% 1.63% 1.84%

5 Year Swap 1.84% 1.77% 1.97%

NZ foreign currency mid-rates as at 
15 April 2019

Exchange Rates Current Two weeks ago One month ago

NZD/USD 0.6764 0.6823 0.6844

NZD/EUR 0.5986 0.6073 0.6044

NZD/GBP 0.5170 0.5233 0.5147

NZD/JPY 75.73 75.70 76.30

NZD/AUD 0.9426 0.9584 0.9659

TWI 73.42 74.17 74.41

New Zealand forecasts
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Last Market 
median

Westpac 
forecast Risk/Comment

Mon 15
NZ Mar BusinessNZ PSI 53.8 – – Recent surveys have highlighted softening activity.
UK Apr Rightmove house prices 0.4% – – There's been no let–up in the uncertainty weighing on prices.
US Apr Fed Empire state index 3.7 8.0 – Regional surveys broadly positive but volatile.

Feb total net TIC flows –143.7 – – US Treasuries in strong demand.
Fedspeak – – – Evans on the economy and policy in NY.

Tue 16
Aus RBA minutes – – – A more distinct sign of shifting to an easing bias?
Eur Apr ZEW survey of expectations –2.5 – – Has stabilised in recent months.
UK Feb ILO unemployment rate 3.9% 4.0% – Growth stabilised in early 2019, unemployment to remain low.
US Mar industrial production 0.0% 0.3% – More sedate than the PMI's.

Apr NAHB housing market index 62 64 – Has recovered some ground as rates have fallen.
Fedspeak – – – Rosengren in NC, Kaplan in NM.

Wed 17
NZ Q1 CPI 0.1% 0.3% 0.2% Dragged down by fuel prices, core stable a little below 2%.

GlobalDairyTrade auction 0.8% – – Pace of improvement in dairy prices has been slowing.
Aus Mar Westpac–MI Leading Index –0.56% – – Fell in Feb but key components lifted in March
Chn Mar fixed asset investment ytd %yr 6.1% 6.3% – Will slowly build momentum through the year.

Mar industrial production ytd %yr 5.3% 5.6% – Modest growth continuing.
Mar retail sales ytd %yr 8.2% 8.3% – Consumer under pressure owing to weaker job growth.
Q1 GDP %yr 6.4% 6.3% 6.4% GDP growth to decelerate further in 2019.

Eur Feb trade balance €bn 17.0 – – Surplus declined over 2018
Mar core CPI %yr final 0.8% 0.8% – Flash undershot expectations.

UK Mar CPI 0.5% 0.2% – Core just below 2%, not showing signs of picking up.
US Feb trade balance US$bn –51.1 –53.6 – Tariffs have caused considerable volatility.

Feb wholesale inventories 1.2% 0.4% – Trade volatility seen in inventories too.
Federal Reserve's Beige book – – – Conditions across the districts.
Fedspeak – – – Bullard at Minsky conf., Harker in NJ, and NY Fed's Logan.

Thu 18
Aus Mar employment 4.6k 15.0k 8.0k Our 8k forecast holds the 2.3%yr annual pace, on par with...

Mar unemployment rate 4.9% 5.0% 5.1% ...the leading indicators but result in a lift in unemployment.
Q1 NAB business survey 7 – – In March month, conditions at +7, confidence slumped to 0.

Eur Apr Markit manufacturing PMI flash 47.5 – – Quite weak in Mar...
Apr Markit services PMI flash 53.3 – – ... but services lifted...

US Mar retail sales –0.2% 0.8% – US consumer growth to moderate, but remain solid in '19.
Initial jobless claims 196k – – Very low.
Apr Phily Fed index 13.7 11.0 – Regional surveys broadly positive but volatile.
Apr Markit manufacturing PMI flash 52.4 53.0 – Continuing to point to robust growth...
Apr Markit services PMI flash 55.3 55.0 – ... across the US' economy.
Mar leading index 0.2% 0.4% – Pointing to growth near trend.
Feb business inventories 0.8% 0.3% – Trade volatility seen in inventories too.
Fedspeak – – – Bostic at roundtable in Florida.

Fri 19
Aus Good Friday public holiday – – – Markets closed in Aus, NZ, US and more.

Data calendar
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Economic Forecasts (Calendar Years) 2015 2016 2017 2018 2019f 2020f

Australia

Real GDP % yr 2.5 2.8 2.4 2.8 1.8 2.2

CPI inflation % annual 1.7 1.5 1.9 1.8 1.8 1.6

Unemployment % 5.8 5.7 5.5 5.0 5.5 5.7

Current Account % GDP -4.7 -3.1 -2.6 -2.1 -0.9 -2.2

United States

Real GDP %yr 2.9 1.6 2.2 2.9 2.4 2.1

Consumer Prices %yr 0.1 1.4 2.1 2.4 1.8 1.9

Unemployment Rate % 5.3 4.9 4.4 3.9 3.5 3.5

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

Japan

Real GDP %yr 1.2 0.6 1.9 0.8 0.8 0.7

Euro zone

Real GDP %yr 2.1 2.0 2.4 1.8 1.2 1.4

United Kingdom

Real GDP %yr 2.3 1.8 1.8 1.4 1.2 1.4

China

Real GDP %yr 6.9 6.7 6.8 6.6 6.1 6.0

East Asia ex China

Real GDP %yr 3.8 4.0 4.5 4.4 4.2 4.3

World

Real GDP %yr 3.4 3.4 3.8 3.6 3.5 3.5

Forecasts finalised 10 April 2019

International forecasts

Interest Rate Forecasts Latest Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20

Australia

Cash 1.50 1.50 1.25 1.00 1.00 1.00 1.00 1.00

90 Day BBSW 1.70 1.80 1.55 1.40 1.40 1.40 1.40 1.40

10 Year Bond 1.88 1.85 1.75 1.80 1.80 1.80 1.85 1.90

International

Fed Funds 2.375 2.375 2.375 2.375 2.375 2.375 2.375 2.375

US 10 Year Bond 2.50 2.60 2.65 2.70 2.65 2.60 2.55 2.55

ECB Deposit Rate –0.40 –0.40 –0.40 –0.40 –0.40 –0.30 –0.20 –0.10

Exchange Rate Forecasts Latest Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20

AUD/USD 0.7131 0.70 0.68 0.68 0.69 0.69 0.70 0.70

USD/JPY 111.75 112 113 113 112 111 110 110

EUR/USD 1.1290 1.11 1.10 1.10 1.11 1.12 1.14 1.15

GBP/USD 1.3075 1.31 1.32 1.33 1.33 1.33 1.34 1.34

AUD/NZD 1.0588 1.06 1.05 1.03 1.05 1.06 1.08 1.08
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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

Anne Boniface, Senior 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 
any such material. Although we have made every effort to ensure 
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 
any inaccuracy which may become apparent at a later date. The 
information contained in this material does not constitute an offer, a 
solicitation of an offer, or an inducement to subscribe for, purchase 
or sell any financial instrument or to enter a legally binding contract. 
Past performance is not a reliable indicator of future performance. 
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.
westpac.co.nz. For further information please refer to the Product 
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 
Regulation Authority. Details about the extent of our regulation by 
the Prudential Regulation Authority are available from us on request. 
Westpac Europe Limited is a company registered in England (number 
05660023) and is authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority.

This communication is being made only to and is directed at (a) 
persons who have professional experience in matters relating to 
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 
is intended for “eligible counterparties” and “professional clients” 
as defined by the rules of the Financial Conduct Authority and 
is not intended for “retail clients”. With this in mind, Westpac 
expressly prohibits you from passing on the information in this 
communication to any third party. In particular this communication 
and, in each case, any copies thereof may not be taken, transmitted 
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