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 Timely indicators suggest some moderation recently, 

although growth is still running at an above-trend pace 

 Inflation has surprised on the downside, so we have revised 
down our CPI forecast for 2014 to 1.7% (from 1.9%), but we 
still expect it to rise to 2.5% in 2015 

 Strong forward guidance suggests the RBNZ is keen to stay 
ahead of the game, so we expect another 25bp hike next 
week, before it pauses for the next few months 

    
Staying ahead of the game 
New Zealand is booming. Q1 GDP rose by a strong +3.8% y-o-y and timely indicators 

suggest that this pace probably continued into Q2. The GDP numbers, which were 

released since the last RBNZ announcement, confirmed that construction activity has been 

a key driver of growth. The post-earthquake Canterbury rebuild leads the way, but low 

rates and land release policy changes are also supporting strong construction in Auckland. 

In response, the RBNZ has lifted its cash rate by 75bp since March, making it the first 

central bank in the developed world to commence its hiking cycle. This month brought 

some early, tentative signs that tighter monetary policy is starting to work. Business 

conditions have stepped down, although they still remain at levels consistent with above-

trend growth. The previously overheating housing market has eased back a bit in recent 

months. At the same time, dairy prices have fallen from their record high levels. Our 

assessment is that growth has gone from very strong to strong, as higher rates start to bite. 

At the same time, the NZD has been exceptionally high, reflecting that rates remain low in 

most of the world, so New Zealand assets look attractive. In turn, this has delivered a gift 

to the RBNZ. While growth is above trend, inflation is still low, with the Q2 CPI showing 

inflation in the lower half of the target band (+1.6% y-o-y). 

With inflation remaining low, the RBNZ could choose to hold steady next week. On the 

other hand, growth is still above trend and the central bank needs to be forward looking. 

In addition, central bank officials have been clear in recent months that they want to stay 

ahead of the game in the face of upside risks to inflation. Given this strong forward 

guidance and continued above-trend growth, we expect a further 25bp hike next week, to 

3.50%. However, with inflation still low and an election due in September, we expect 

rates will then be on hold for at least a few months. As we expect inflation to pick up in 

H2, we still see another hike in Q4, though much depends on the next inflation print.
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Some moderation recently, but still strong growth 
New Zealand’s economy is booming. Growth has been supported by three key factors: the post-

earthquake rebuild of the Canterbury region, high dairy prices due to strong Chinese demand, and low 

interest rates. As a result of this strength, inward migration has also been ramping up, which has in turn 

provided further support for demand. 

In response, the RBNZ have already lifted its cash rate by 75bp since March. This month brought some 

signs that tighter monetary policy is starting to work. Surveys of business conditions have stepped back 

from levels that imply GDP growth of around 4-5%, to slower, but still above-trend rates of around 3-4% 

(Chart 1). The previously overheating housing market has cooled a bit in recent months (Chart 2). 

At the same time, dairy prices have fallen from their previously record high levels, although they remain 

historically high (Chart 3). While conditions appear to have cooled a little, our assessment is that growth 

is still running at an above-trend pace. One clear sign of this is still high levels of consumer sentiment 

(Chart 4). 

1. Business conditions have stepped down, but still high  2. Housing market is now cooling, after a strong run 

 

 

 

Source: Thomson Reuters Datastream  Source: Bloomberg 
   

   

3. Commodity prices falling, though they remain high  4. Consumer sentiment remains at high levels 

  

 

 
Source: ANZ  Source: Thomson Reuters Datastream 
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Inflation surprisingly low, but upside risks remain 
With growth running well above trend, it has been surprising that inflation has remained so low. The Q2 

CPI print showed inflation at a benign +1.6% y-o-y (Chart 5). Given the lower-than-expected print, we 

have revised down our full-year 2014 forecast to 1.7% (from 1.9%), although this still implies a strong 

pick-up in inflation in the second half. We stick by our view that inflation will lift to 2.5% in 2015. 

While domestically produced inflation remains steady, at least for now, the main factor that has kept 

overall inflation low has been the extraordinarily high level of the NZD (Chart 6). We continue to expect 

the NZD to remain high, although its effect on imported inflation is expected to begin to fade soon. We 

also expect rising cost pressures in the construction industry to begin to flow over into domestically 

produced (non-tradables) inflation. We continue to see upside risk to the inflation outlook, given that the 

economy is still growing at an above-trend pace. 

RBNZ forward guidance implies another hike 
With inflation remaining low, the RBNZ has the option to sit still for the moment. On the other hand, 

growth remains above trend, which suggests that inflation is likely to pick up at some point and the 

central bank seems keen to stay ahead of the game. Indeed, much of the recent rhetoric from the RBNZ 

has re-enforced that it does not want to see the sorts of inflation spikes it have seen in previous growth 

upswings (see Chart 5). Given strong forward guidance that more rate hikes are likely, we expect the 

RBNZ to lift the cash rate by a further 25bp to 3.50% next week. 

However, with inflation low and an election due in September, we expect the RBNZ to be on hold for at 

least a few months following next week. Further hikes will become contingent on a pick-up in inflation. 

We still expect a pick-up in inflation in H2 and a further hike before year-end 2014, but the clear risk is 

that inflation remains more contained than our central case. 
  

5. Inflation remains in the lower half of the target band  6. NZD high, which has kept inflation low, so far 

 

 

 

Source: Statistics New Zealand  Source: RBNZ 
   

1. HSBC's main forecasts for New Zealand 

  ____ Year-average (%) _____  ____________________________ Year-end (%) _____________________________ 
 2012 2013 2014f Q114 Q214f Q314f Q414f Q115f Q215f Q315f Q415f 

GDP 2.8 3.5 3.0 3.8 4.0 3.4 2.9 2.7 2.7 3.1 3.4 
CPI* 1.1 1.7 2.5 1.5 1.6 1.4 2.1 2.4 2.7 2.6 2.3 
Unemployment rate 6.2 5.7 5.1 6.0 5.8 5.5 5.3 5.1 5.1 4.9 4.9 
NZD/USD** ^ 0.82 0.87 0.88 0.87 0.87 0.86 0.87 0.88 0.88 0.88 0.88 
Cash rate^ 2.50 3.75 4.50 2.75 3.25 3.50 3.75 4.00 4.25 4.25 4.50 

Source: HSBC estimates. **NZD forecasts detailed in ‘Currency Outlook: July 2014’ ^end-period 
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