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The Big Picture – some musings
on QE; risk free rates; and
unstable markets
My Weekly piece is, as expected, usually focussed on short term
market and policy issues. In the piece below I set out some longer
term musings that will have some near term significance but are
more appropriate for putting longer term issues in perspective.
Global yields are at record lows. The excess of savings over
investment continues to widen so returns to savers continue to be
squeezed.
Central banks, regulators and governments have to take some of
the responsibility. Central banks figured that embracing quantitative
easing would drive down interest rates and release bank liquidity
which would incentivise investment and narrow the savings
investment gap.
That highlighted a key misunderstanding of the reasons why
investment remains weak around the world. Businesses are
concerned about disruption through technology which might quickly
render long term investments obsolete; some businesses believe
that shareholders will react poorly if they take on new investment
which cannot justify something like a 15% return despite the US risk
free rate (say 10 year bond rate) holding at 1.5%. Governments are
not encouraging business with policies to support future growth.
Further, the capacity overhang in emerging markets which resulted
from the excessive fiscal boost in the immediate post GFC period
also threatens investment in the developed economies.
There is a global reticence by governments to embrace reform.
This may be because of the short election cycle in countries like
Australia; challenging political structures (White House/Congress
impasse in US; House of Representatives/Senate impasse in
Australia) or concerns around the impact of sudden reform on social
harmony in, say, China.
Increasing liquidity from quantitative easing has also been partially
offset by regulators whose policies may be restricting credit supply
through heavy demands on the balance sheet structures of banks
with sharply increased capital and liquidity requirements.
By aggressively expanding their balance sheets central banks are
effectively further widening the savings/investment imbalance with
the end result that bond yields have fallen into negative territory in
Japan; Europe and, now, the UK.

(average expectations of FOMC members) pointing to four more hikes
in 2016, US 10 year yields held at 2.20% and 10 year bunds were
trading at 0.55%. Market expectations were for 65bps of hikes by
the FED over the next 12 months. Today US yields stand at around
1.55% and Bund yields at around –0.05% – a margin of 1.60% – yet
expectations for the FED have fallen to 25bps of hikes over the next
12 months. If FED expectations were the key driver of US yields we
would have seen a marked narrowing in the FED/Bunds margin.
It is reasonable to conclude that US 10 year rates are being
dominated by Bund rates (to a lesser extent JGB’s and STG bonds
would also be a factor) which in turn are largely determined by
the QE policy of the ECB (and BOJ/BE). If, as we expect, the FED
raises its FFR in December it is unlikely that there will be a marked
repricing of US 10 year bonds although shorter bonds will react.
The relationship between, say, three year rates with Bunds and US
Treasuries is not as stable as we see in the long end. Fluctuations
in the outlook for FED policy clearly impact the short end of the
Treasury curve.
So, if an ill-conceived QE policy in Europe, Japan and now UK is
largely responsible for US rates being so low the US 10 year rate
cannot really be viewed as a reliable indicator of the global risk free
rate.
During the period 1992 – 2002 the correlation in the US between
nominal GDP and the 10 year bond rate was 0.55. That could be
assessed as a time when savings and investment were broadly in
balance with, if anything, a possible excess of investment over saving
in the US. The link between nominal GDP and bond rates has some
foundations in theory as the bond rate is seen to be the sum of
the short term real rate; expected inflation; and the term premium.
In equilibrium the real short rate plus the term premium can be
equated with real growth and inflation with expected inflation.
But in recent times including the five years before the GFC when
the huge lift in China’s savings swamped global bond markets
(exacerbating the savings/investment balance)the relationship
between bond rates and nominal GDP broke down with bond rates
falling well below nominal GDP growth.
What could restore the savings/investment balance ?
There are many options.

These negative bond yields are weighing directly on US bond rates.
International bond investors are attracted to selling their bond
holdings of German; Japanese and UK securities and reinvesting in
US bonds, dragging down US yields. Exchange rate considerations
are not key to long term investors whose views are probably in
favour of an appreciating USD in any case.
Chair Yellen likes to characterise bond rates as reflecting the FED
policy outlook and the term premium. However the term premium
seems to be dominating. For example, in December last year when
the market, in the aftermath of the FED rate hike and the “dots”

Firstly, central banks should withdraw from QE thus lowering
pressure on excess savings; and secondly, governments could
embrace infrastructure spending, boosting their own investment.
Ideally these policies would need to be protected from political
distortion with projects assessed on an arms-length cost/ benefit
basis.
Governments should also separately pursue economic reform
encouraging the private sector to raise investment as sensible
reform policies would boost expectations of higher growth. If firms

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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moved to competing on the basis of productivity enhancing growth
policies perhaps the current grounds for competition – cost cutting
and wage restraint – might be downplayed.
Finally, the recent strengthening of household balance sheets,
particularly in the US, may encourage renewed leverage in the
household sector; governments should also consider reform
measures to boost consumption. The lift in global growth resulting
from the previously discussed policies will embolden households to
raise spending as labour markets heal while a move away from cost
cutting at the firm level would encourage consumers.
However, that transition would be painful for markets.
Consider the potential impact on bond markets should ECB and
BOJ taper QE in recognition of the damage to economies; banking
systems and distortive market signals from negative interest rates.
We have already seen a confronting example of the potential
instability of markets. From mid-April last year to early June German
10 year bund rates jumped unexpectedly from around 0.1% to
0.9% causing a chain reaction in other bond markets. US 10 year
Treasury yields jumped from 1.8% to 2.4% and Australian 10 year
rates lifted from 2.3% to 3.0%. At the time the adjustment was
broadly rationalised by the reasonable assessment that buying 10
year bonds at near zero rates made no economic sense.
However such reasonable thinking did not factor in the ECB.
The Bank had introduced its purchasing program (EUR 60 billion per
month) in March, 2015, and Bund yields were gradually driven back
to zero and beyond over the course of the next year. In fact, in March
2016 the ECB raised its purchasing target from EUR 60 billion per
month to EUR 80 billion. As discussed, with Bund rates falling, US
Treasuries and Australian Commonwealth bonds adjusted accordingly.
Over the course of the next year Bund rates fell around 100bps to
around –0.05% while US Treasuries fell by around the same 100bps to
1.5% with Australian Commonwealth rates falling by around 110bps.

the US FED which would have been further into its normalisation
process had QE not been adopted in Europe and Japan.
3. While these central banks persist with these distortive policies
the actions by the FED will have only minor significance for long
term yields and therefore risk free rates.
4. When these QE policies are finally abandoned, as they surely
must be, there will be a huge repricing of risk free assets with
rates heading in the direction of nominal GDP growth, although
the pace of this adjustment will still depend on the other
progress which governments have made in closing the savings/
investment imbalance.
5. In those circumstances other asset markets, including equity
markets, will have to reprice given a higher risk free rate.
Bill Evans, Chief Economist

US nominal GDP growth and 10 year bond yields
10

1. Record low interest rates have not been effective in stimulating
investment to close the savings/investment imbalance. A change
in policy from governments on infrastructure and structural
reform is urgently required.
2. Central banks are exacerbating the imbalance with QE policies.
With these policies now generating negative yields and
pressuring the banking system while sending confusing signals
on risk free rates there is an urgent need for these policies to
be reviewed and abandoned. Global “tapering” needs to be the
national catch cry. These policies are also creating headwinds for
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Data wrap
Jul Westpac-MI Leading Index

Jul labour force

• 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, rose from –0.15% in June to –0.12% in July.

• The 26.2k rise in total employment in July was bang on Westpac’s
estimate for 25k and a stronger than the market estimate for 10k.
This 0.2% gain in the month left the annual pace flat at 1.9%yr. In
the year to July total employment has grown 219.8k.

• While the growth rate of the Index remains below zero, indicating
a continuation of the below trend momentum seen over the last
15 months, it has improved significantly since the start of the
year. Indeed, this latest reading suggests growth over the next
three to nine months will be almost around trend. That outlook
is more consistent with Westpac’s forecast for growth holding
steadily around a 3% pace over the course of this year and next.

• The unemployment rate rounded down to 5.7% (5.72%) which is
down from 5.8% (5.77% rounded up). Participation rose ever so
slightly to 64.88 from 64.86.

• The main contributors to this growth improvement are:
commodity prices (+0.64ppts); the sharemarket (+0.52ppts);
US industrial production (+0.19ppts); and dwelling approvals
(+0.04ppts). Partially offsetting these improvements have
been a deterioration in aggregate monthly hours worked
(–0.40ppts); the Westpac MI Consumer Sentiment Expectations
index (–0.10ppts); and the Westpac –MI Unemployment Index
(–0.06ppts). The yield curve spread exerted slightly more
downward pressure over the period (–0.03ppts).
Q2 wage cost index
• Total hourly wage rates ex bonuses (WPI) lifted 0.5% in Q2, in line
with the market’s and Westpac's expectations. This followed on
from a rise of 0.5% rise in Q1 (revised from 0.4%), 0.5% in Q4 and
0.6%qtr gains in the previous two quarters.
• The annual pace was flat at 2.1yr holding the moderation seen since
the recent peak of 2.6%yr in 2014Q3. The WPI survey started in the
September quarter of 1997.
• Private sector wage inflation remains key to this moderation. Lifting
just 0.4%qtr it followed a 0.4% rise in Q1 and a 0.5%qtr rise in each
of the previous four quarters. Before that it had a run of three
quarters printing 0.6%qtr and the annual pace held the record low
of 1.9%yr from Q1. Private sector wage inflation recent peak was
4.0%yr in Q1 2011 and has been moderating ever since.
• Last period we saw a bit of recovery in bonuses but, as is often the
case for this component of remuneration, it appears that recovery
was fleeting. The annual pace for ordinary hourly wages plus
bonuses eased back to 1.9%yr (a record low) from 2.6%yr in Q1 with
a lift of just 0.1% in the quarter. This is the softest quarterly print
since the –0.1% in Q1 2015.

• The solid employment gain in July followed a soft print in June
(+10.8k revised from +7.9k) which came on the heels of a solid
+19.3k gain in May (revised higher from 17.9k original estimate).
• However, in terms of detail for July, the composition was not as
robust. There was a massive 71.6k jump in part-time employment
while full-time employment fell 45.4k.
• So it remains the case that employment in the current cycle
continues to be concentrated in part-time with 190.1k part-time
employees being added to the workforce in the past year. By
comparison, full-time employment has advanced just 29.8k in the
past year.
• This employment mix reflects in part: (1) a shift in the economy
towards sectors which are more part-time in nature, such as
hospitality; and (2) is an aspect of the current consolidation. We
are also seeing similar outcomes for male and female employment
(+86.7k and +133.1k in the year respectively).
• By state, job gains in July were concentrated in Qld +12.3k with WA
+3.6k, SA +3.0k, Vic +2.1k and NSW 1.4k filling in the gaps. But
if you consider the trends more broadly, employment strength is
evident in the south-eastern states of NSW (3.1%yr) and Vic (2.9%yr)
which are benefitting most from lower interest rates and a weaker
dollar. While there is understandably emerging weakness in the
mining states of WA (–0.1%yr) and Qld (0.6%yr) the pull back in Qld
appears to have been overdone.
• Where to next? Our assessment is that the labour market will
continue to regain momentum over the second half of this year,
consistent with positive fundamentals.
• Activity is jobs friendly, with low interest rates driving a home
building upswing and the lower dollar boosting labour intensive
service sectors, such as hospitality, education and tourism. Our Jobs
Index continues to strengthen with the business surveys pointing to
the prospect for solid employment gains in the near-term.

Round–up of local data released over the last week
Date
Tue 16
Wed 17
Thu 18

Release
RBA minutes
Jul new vehicle sales
Jul Westpac–MI Leading Index
Q2 wage cost index
Jul employment, '000chg
Jul unemployment rate

Previous
–
3.5%
–0.15%
0.5%
10.8
5.8%

Latest
–
–1.3%
–0.12%
0.5%
26.2
5.7%

Mkt f/c
–
–
–
0.5%
10.0
5.8%

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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New Zealand: week ahead & data wrap
A strong performance
New Zealand dairy farmers were pleased this week, following news of
a 19% lift in whole milk powder prices in the most recent GDT auction.
There was also good (if somewhat muddied) news on the labour market
front, with the unemployment rate ticking down to 5.1%.
Dairy prices put in a gold medal winning performance in this week’s
GlobalDairyTrade auction, with whole milk powder prices up a whopping
18.9%. Combine that with a solid outturn in the previous auction and
whole milk powder prices have now risen almost 30% in the last month,
and prices are back at levels last seen in October last year.
This improvement is certainly a welcome development for the dairy
sector, but we’d continue to sound a note of caution. In August/
September last year we saw a similar sharp lift in prices, only for this to
be followed by a partial retracement through October and November.
But while we’d continue to tread cautiously, the fundamentals certainly
appear to finally be shifting in favour of dairy producers.
We have long been anticipating a drop in global supply in response
to very low prices. And in recent months this has been starting
to happen. After storming ahead following the abolition of milk
production quotas in Europe in April 2015, European milk production
has slowed noticeably of late. Combine this with expectations of New
Zealand production declining this season on Fonterra’s estimates by
about 3% (on the back of a smaller national herd), and Australian milk
production also expected to contract by 1% (following a 2% decline
last season) and there won’t be nearly as much milk sloshing around
globally over the next year as we’ve seen over the last.
But perhaps more importantly, there are some signs that slower
growth in global supply is coinciding with improved demand,
particularly out of China. If sustained, this would clearly be a
positive development for New Zealand exporters.
So even with a relatively cautious interpretation of the lift in dairy
prices over the last month, prices to date have been stronger than
expected. Consequently, we have revised up our milk price forecast
for this season from $4.60 to $5. We will be watching forthcoming
GlobalDairyTrade auctions closely, and are conscious of upside risk
to this forecast if there is no retracement in prices from current
levels over the coming months.
The other major data out this week was the June quarter HLFS
survey. With the release date delayed by two weeks from its usual
schedule (other data on wages and employment was released on
time a fortnight ago), there was speculation that the HLFS survey
could contain some wild numbers. This proved to be the case with a
whopping 2.4% growth in employment reported in the June quarter.

Although this week’s release was the first using Statistics New
Zealand’s updated methodology (which means those only looking
at job adverts on the internet no longer count as actively seeking
work), this wasn’t directly responsible for the leap in employment.
Instead, it was a change in the survey questionnaire which has led
to a sharp lift in the number of people counted as self-employed
who were previously not counted in the labour force. In addition,
the HLFS survey now includes people employed in the armed
forces (living in private dwellings) who previously weren’t captured
by the survey. While statisticians are confident this is now a more
accurate picture of employment in the economy, they haven’t been
able to put a finger on how much the changes have contributed to
measured employment growth this quarter.
Looking across a broader range of labour market indicators, we
would conclude that we probably had pretty solid employment
growth in the March quarter. And in this sense the fall in the
unemployment rate from 5.2% to 5.1% feels about right. The
bigger picture is that the labour market is continuing to gradually
strengthen as the economy maintains a solid pace of growth.
Yet despite an improving labour market over the last year or two,
firms reporting a lift in hiring intentions and increasing difficulty
finding labour, wage inflation has been missing in action. The
private sector labour cost index rose 0.4% in the June quarter, to be
up just 1.6% on the year.
There are two key factors which have been keeping a lid on wage
inflation. The first is the subdued inflation backdrop with annual
inflation running at just 0.4%. While this means real growth in
wages isn’t looking nearly as tepid as the nominal headline, it also
means there’s little for employees to lean on when negotiating
cost of living increases. The other factor keeping wage pressures
contained is strong growth in working age population on the back
of record net migration inflows. This was emphasised again by July
net migration data, which showed a monthly net inflow of migrants
into New Zealand of 5,600 in the month.
But there were also hints in July’s data that the tide is starting to
turn. Annual net migration eased a smidgeon in July – bringing to an
end a record-setting run in net migration which has lasted almost
two years. Arrivals of foreigners have been tracking lower for much
of this year, and we expect departures will also start to lift as
people who have arrived on temporary work or student visas over
the past three years depart. In addition, an improving Australian
labour market is expected to once again entice New Zealanders
across the Tasman. Combined, this should see annual net migration
slow further from here with a consequent impact on growth. That
said, given the record starting point, net migration will remain
relatively elevated for some time yet.

Round–up of local data released over the last week
Date

Release

Previous

Actual

Mkt f/c

15 Aug

Jul BusinessNZ performance of services index

56.4

54.2

–

17 Aug

GlobalDairyTrade auction

6.6%

12.7%

–

Q2 unemployment rate

5.2%

5.1%

5.3%

19 Aug

Q2 employment growth

1.3%

2.4%

0.6%

Jul net migration

5690

5600

–

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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Data previews
Construction work: divergent trends

Aus Q2 construction work
Aug 24, Last: –2.6%, WBC f/c: –2.0%
Mkt f/c: –2.0%, Range: –5.3% to +2.0%

• Construction activity is trending lower, down from the historic
highs of 2012, as work on mining projects is completed. Total
work fell in each of the past three years: –1%, –8% and –4%.
• For Q2, we expect construction activity to decline by 2.0%,
following a fall of 2.6% in Q1. Excluding private infrastructure,
activity is to increase by a forecast 1% in the quarter.
• Private construction activity is forecast to fall by –2.8%qtr,
–14.5%yr, with infrastructure down –8%qtr, –33%yr. New home
building activity, having surged 31% over 2014 and 2015, is
likely to make a more modest gain, f/c +1.5% after 1.5% in Q1.
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Jun ’09 to Jun ’10: +136%,
fiscal stimulus package.
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• Public activity, accounting for 19% of total work in this survey,
is expected to advance for a fourth consecutive quarter,
+1.4%qr, +10%yr, led higher by infrastructure projects.

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
6

Westpac weekly

Key data & event risk for the week ahead
				
Last

Market Westpac
median forecast Risk/Comment

Mon 22
US
Jul Chicago Fed activity index

0.16

–

Tue 23
Jpn
Aug Nikkei manufacturing PMI
Twn
Jul industrial production
Eur
Aug Markit manufacturing PMI
Aug Markit services PMI
Aug consumer confidence
Ger
Aug Markit manufacturing PMI
Aug Markit services PMI
US
Aug Richmond Fed index
Jul new home sales

49.3
0.9%
52.0
52.9
–7.9
53.8
54.4
10
3.5%

–
2.1%
52.0
53.0
–7.7
53.7
54.3
6
–2.9%

–
–
–
–
–
–
–
–
–

Wed 24
Aus
Q2 construction work done
NZ
Jul trade balance, $mn
US
Jun FHFA house prices
Aug Markit manufacturing PMI
Jul existing home sales

–2.6%
127
0.2%
52.9
1.1%

–2.0%
–300
0.3%
53.0
–0.4%

–2.0%
–400
–
–
–

Thu 25
Ger
Aug IFO business climate survey
US
Initial jobless claims
Jul durable goods orders
Aug Kansas City Fed index

108.3
262k
–3.9%
–6

108.5
–
3.5%
–2

–
–
4.0%
–

–0.4%
–2.5%
5.0%
0.6%
1.2%
51.4
90.4
–

–0.4%
–
5.0%
0.6%
1.1%
52.1
90.6
–

– Deflation ever present, both on a headline and core basis.
– Activity down marginally over the year.
Credit data also due.
0.6% Early estimate surprised to upside; momentum has eased through Q2.
1.1% Revisions expected to be minimal.
– On the improve, but well below year-ago levels.
– Sentiment remains above average.
– Speaking at annual Jackson Hole symposium; will be closely watched.

5.1%

–

Fri 26
Jpn
Sing
Eur
UK
US

Sat 27
Chn

Jul CPI %yr
Jul industrial production
Jul M3 money supply %yr
Q2 GDP, 2nd est.
Q2 GDP, 2nd est.
Aug Markt service PMI
Aug Uni. of Michigan sentiment
Fed Chair Yellen.

Jul industrial profits %yr

Points to around trend growth in manufacturing.

Yen strength putting Japanese manufacturers at material disadvantage.
Weak global economy remains a material headwind.
Manufacturing and service PMI point to further moderate growth...
... but outcomes vary considerably by country.
Households benefitting from ECB and market rally.
Given soft global growth, moderate gains reported a good result...
... strength of labour market could give services greater momentum.
Has been volatile, points to firm manufacturing activity.
Continues to trend higher; interest rates very accommodative.

Mining downturn to outweigh gains in housing & public infrastructure.
Seasonal drop in primary exports to drive sizeable monthly deficit.
Solid price gains continuing.
Output, employment and new orders all improved in July.
Evidence of renewed uptrend in recent months.

Conditions remain robust; but views on outlook much less certain.
Claims remain at very low levels.
A bounce expected, but underlying trend very poor.
Rebound likely after a particular weak July.

– Pricing power very limited. Weaker CNY helps at margin.

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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Economic & financial forecasts
Interest rate forecasts
Latest (19 Aug)

Sep 16

Dec 16

Mar 17

Jun 17

Sep 17

Cash

1.50

1.50

1.50

1.50

1.50

1.50

90 Day Bill

1.75

1.80

1.80

1.80

1.80

1.80

3 Year Swap

1.63

1.70

1.80

1.90

2.10

2.20

10 Year Bond

1.87

1.95

2.15

2.20

2.30

2.45

33

45

45

40

30

35

0.375

0.375

0.625

0.625

0.875

0.875

1.54

1.50

1.70

1.80

2.00

2.10

10 Year Spread to US (bps)
International
Fed Funds
US 10 Year Bond
US Fed balance sheet USDtrn

4.52

4.52

4.52

4.52

4.52

4.52

–0.40

–0.40

–0.40

–0.40

–0.40

–0.40

Cash

2.00

2.00

1.75

1.75

1.75

1.75

90 day bill

2.23

2.00

1.90

1.90

1.90

1.90

2 year swap

1.95

2.00

1.90

2.00

2.00

2.00

10 Year Bond

2.16

2.10

2.20

2.30

2.50

2.60

62

60

50

50

50

50

Latest (19 Aug)

Sep 16

Dec 16

Mar 17

Jun 17

Sep 17

AUD/USD

0.7680

0.77

0.74

0.73

0.71

0.69

NZD/USD

0.7254

0.72

0.69

0.67

0.65

0.63

USD/JPY

100.15

103

102

101

101

102

ECB Deposit Rate
New Zealand

10 Year spread to US

Exchange rate forecasts

EUR/USD

1.1345

1.10

1.08

1.07

1.05

1.06

AUD/NZD

1.0545

1.07

1.07

1.09

1.09

1.10

Australian economic growth forecasts

GDP % qtr / yr avg
% yr

2015

2016

2017

Calendar years

Q4

Q1

Q2e

Q3f

Q4f

Q1f

Q2f

2014

2015

2016f

2017f

0.7

1.1

0.4

0.7

0.8

0.8

0.7

2.7

2.5

3.0

3.0

2.9

3.1

3.2

2.9

3.0

2.7

3.1

2.3

2.9

3.0

3.0

Unemployment rate %

5.8

5.8

5.7

5.8

5.7

5.7

5.7

6.2

5.8

5.7

5.6

CPI % qtr

0.4

–0.2

0.4

0.6

0.6

0.4

0.4

–

–

–

–

1.7

1.3

1.0

1.2

1.4

2.1

2.1

1.7

1.7

1.4

1.8

0.5

0.2

0.5

0.5

0.6

0.5

0.5

–

–

–

–

2.0

1.5

1.5

1.6

1.7

2.0

2.0

2.2

2.0

1.7

1.8

% yr
CPI underlying % qtr
% yr

New Zealand economic growth forecasts
2015

2016

Q4

Q1

Q2f

Q3f

Q4f

Q1f

Q2f

2014

2015

2016f

2017f

GDP % qtr

0.9

0.7

0.9

0.8

0.7

0.7

0.7

–

–

–

–

Annual avg change

2.5

2.4

2.7

3.0

3.2

3.3

3.1

3.7

2.5

3.2

2.9

Unemployment rate %

5.0

5.2

5.1

4.9

5.1

5.0

4.9

5.5

5.0

5.1

4.6

–0.5

0.2

0.4

0.2

0.2

0.4

0.3

–

–

–

–

0.1

0.4

0.4

0.3

1.0

1.3

1.2

0.8

0.1

1.0

1.7

CPI % qtr
Annual change

2017

Calendar years

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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