RESEARCH

ECONOMY WATCH
13 March 2019

RBNZ Not a RBA Disciple






Aussie rate cut chances escalate
Increasing global view that RBNZ will follow suit
We beg to differ
RBNZ is meeting its targets
Momentum in New Zealand is very different

Trans-Tasman Growth Trajectory Similar
Australia and New Zealand GDP
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Our colleagues at NAB have just announced their
expectation that the Reserve Bank of Australia will cut its
cash rate twice before the end of 2019. With conditions
deteriorating in the Australian economy and the RBA
clearly backing away from its tightening bias, the
probability of an easing there is certainly rising. Indeed,
the Australian Futures market is pricing in a 100% chance
of a rate cut by September and a 50% chance of a further
cut by year’s end.
As the market becomes increasingly dovish about
Australia, investors seem very keen to assume that
wherever Australia goes New Zealand will follow. While it
is true there are close links between the two countries,
monetary policy will only be replicated when economic
conditions demand. Right here and now that is not the
case.
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To make our case, we compare and contrast the key
statements in NAB’s recent rate-cut note with what’s
going on here. All quotes from here on in come directly
from that note.
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Growth and Unemployment
In Australia: “Growth appears to have lost significant

momentum, placing at risk further improvement in the
labour market”.
In New Zealand: Growth is also losing momentum. The
annual increase in GDP to September 2018 was just 2.6%,
down from 3.0% a year earlier and 4.1% the year before
that. Moreover, we expect further declines in the annual
reading through to June 2019. This does place at risk
further tightening in the labour market but New Zealand’s
labour market is already stretched to breaking. The
unemployment rate is already near its NAIRU, skill
shortages are rife and a lack of labour availability is acting
as a serious constraint on growth. While there may be no
further ”improvement” as such neither do we see the
unemployment rate moving up to a level that would see
the RBNZ scurrying to lower interest rates. The current
unemployment rate in New Zealand is 4.3%, in Australia
its 5.0%. Moreover, New Zealand’s participation rate at
70.9% is miles ahead of Australia’s 65.6%.

bnz.co.nz/research

2.0

0.0
87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20
Source: Macrobond, BNZ

And Participation Rate Higher
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Residential Construction

Household Spending

In Australia: ”The Q4 national accounts confirmed that the

In Australia: “Consumption growth has remained weak,

downturn in the residential construction sectors is likely to
be as sharp as we had previously forecast and similar in
magnitude to the early 1990s recession”.
In New Zealand: Residential construction increased 2.7%
in the year to September 2018. Partial indicators suggest
the annual increase to December will be of a similar level.
We then forecast the pace of growth to accelerate. The
level of residential building will soon be at record highs.
The number of new dwelling consents issued in the three
months ended January 2019 was 8.9% higher than a year
earlier. There still appears to be an excess demand for
housing. We do believe construction activity will
eventually soften as the current acceleration in building
work put in place begins to erode the undersupply at the
same time that slowing population growth reduces
demand. However, given the time that this process will
take to evolve, the chance of construction activity turning
negative in the next two years is slim. The likelihood of a
1990s type correction in New Zealand is even slimmer and
only likely to occur in the event of a major external shock.

In New Zealand: Consumption growth has definitely
weakened, and is likely to weaken further, but, at an
annual rate of 3.0%, it still sits near its long term average.
Real retail sales (ex-auto) rose 2.0% in the December
quarter and consumer confidence remains at relatively
solid levels. We concede, nonetheless, that household
disposable income growth is moderating in line with
slowing employment growth and a small pick up in CPI
inflation.
Job Ads
Australia: “Job ads have declined modestly for a number
of months” supporting the view that the Australian
unemployment rate will not fall significantly further.
New Zealand: Job ads continue to rise suggesting that
New Zealand’s labour market is going to tighten even
further.
NZ Job Ads Stronger

Construction Very Different
Annual average
% change

alongside only modest growth in household income”.
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Housing market
Australia: Dwelling prices are declining, particularly for
apartments in Sydney and Melbourne.
Permits Support The Difference
Annual running
total

Residential Building Authorisations

Aussie House Prices In Decline
Annual running
total
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New Zealand: Nationwide prices are still pushing higher,
albeit at a low rate. A modest price correction is occurring
in Auckland and Canterbury but we are not expecting a
significant drop any time soon.

But What’s The Right Target?
%

Deviation From Inflation Target
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Australia: There is significant evidence of a tightening in
credit conditions.
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New Zealand: There is limited evidence that credit
availability for owner-occupied housing is under any
pressure. Loan-to-value mortgage restrictions operate but
have been in place since 2013 and, at the margin, have
been loosening recently.
Inflation
Of course the most important difference, from a monetary
policy perspective, between New Zealand and Australia is
the extent to which each jurisdiction is expected to miss
its inflation target. As things currently stand, the Australian
CPI is further away from target than is the case in New
Zealand and it’s expected to stay that way for a while.
This, of course, begs the question as to whose inflation
target is the “right” one? New Zealand’s mid-point of 2.0%
or Australia’s 2.5%. If the RBA adopted the RBNZ’s target
then there would be very little argument for a rate cut in
Australia. If, however, the RBNZ adopted the RBA’s target
then we should be considering easing relatively
aggressively. That a small change in the inflation target
could have such a wide ranging impact on monetary
conditions, and the overall prospects for an economy, is
rather disconcerting and again questions the efficacy of
inflation targeting in its current form.
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within twelve months. Without a drought (unlikely) or a
major external shock (plausible) we see no reason for the
RBNZ to cut rates. It looks unlikely to us that the
unemployment rate will deviate significantly from a level
considered consistent with maximum sustainable
employment nor will annual CPI inflation deviate
significantly from target. Unless these things happen then
an Australian rate move in and of itself should not
generate an RBNZ response.
There is a chance that any softening in the Australian
economy will have flow on impacts for New Zealand. In
particular, a softening Australian housing market and
weaker labour market conditions could impact the New
Zealand economy. But before this impact can have a
meaningful effect on domestic monetary settings New
Zealand would have to satiate the current excess demand
for both labour and housing. Given that this will take some
time, we would argue that any Australian downdraft would
be felt with a relatively long lag. This means that even if
the RBNZ was to respond it would be much more likely to
be next year than this.
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In Conclusion
Putting all this together, we see no reason to believe any
cut in interest rates by the RBA would necessitate the
RBNZ following suit. Current market pricing sees at least
one rate cut as being definite for Australia while New
Zealand prices a 70% chance of a reduction in rates
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