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Weekly Economic 
Commentary.
The only way is up.

Inflation in New Zealand has been running hotter than we or the Reserve Bank expected, 
boosted by a potent cocktail of supply-side cost pressures and strong demand. We expect that 
inflation will push above 5% over the coming months and that it will remain above the upper 
band of the RBNZ’s target range until the end of next year. Against this backdrop, a series of 
OCR hikes is on the cards.

Consumer prices rose by 2.2% in the September quarter. 
That resulted in the annual inflation rate rising to 4.9% - up 
from 3.3% last quarter and the highest level since 2011’s GST 
related spike. 

The September quarter increase was well above our own and 
the average market forecast for a 1.5% increase. Inflation has 
also been running much hotter than the RBNZ’s last published 
forecast (released in August).

The rise in inflation pressures over the past year has been 
widespread, and Covid-19’s fingerprints are all over it. Ongoing 
disruptions to global manufacturing and supply chains 
have resulted in shortages of many goods, as well as strong 
increases in transport costs. At the same time, the recovery 

in global demand has seen commodity prices pushing higher, 
with global oil prices doubling over the past year. 

Closer to home, the closure of our borders has meant that 
businesses across the nation are struggling to find staff, 
and wage costs have been rising as competition for workers 
has increased. Wage pressures have been especially 
strong in sectors like construction and IT but are becoming 
increasingly widespread.

But the rise in inflation isn’t just due to cost pressures – 
domestic demand recovered much faster from last year’s 
lockdown than had been expected. That firmness in demand 
has given businesses greater leeway to pass on cost increases 
into the prices of consumer goods. 

Whio
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The combination of rising cost pressures and strong demand 
was clearly evident in the September quarter inflation figures. 
Notably, there has been a particularly large increase in the 
cost of building a new home, with building activity running hot 
and many construction firms struggling to source materials. 
Construction costs rose 4.5% over the past three months 
alone. That follows a similar sized increase last quarter and 
leaves construction costs up 12% over the past year.

We’ve also seen larger than expected increases in the 
prices for many recreational consumer goods, like toys 
and computer equipment, as well as firmness in the prices 
for household furnishings and durables. Spending in these 
categories has been running hot since Covid-19 first arrived on 
our shores, and across the globe retailers are struggling to get 
enough stock to keep up with demand. 

However, inflation pressures have not been limited to a few 
categories. Strength in inflation remains broad based, with 
most measures of core (underlying) inflation now running 
above 3%, and in many cases they are running above 4%. 

We have revised our forecast for inflation higher. We now 
expect that inflation will rise to 5.1% by the end of this year, 
and that it will remain above 3% until the end of next year. 

The supply side pressures that have been adding to inflation 
in recent months look set to endure for some time yet, and 
they could become even more pronounced over the coming 
months. Manufacturers globally are reporting ongoing 
difficulties sourcing materials. And on top of that, shipping 
companies are expected to divert capacity towards markets 
in the Asia and Northern Hemisphere ahead of the Black 
Friday, Christmas and Lunar New Year shopping periods. Here 
in New Zealand, that combination signals ongoing difficulties 
sourcing some goods ahead of the holiday shopping season, 
along with continued upwards pressure on transport costs 
and goods prices.

But even when the current supply side cost pressures 
eventually ease, inflation is expected to remain firm, 
underpinned by strength in domestic demand. Notably, we 
expect very strong levels of construction activity over the 
coming years, with increases in building costs expected to 
remain a key driver of domestic inflation. 

The current elevated Alert Level in parts of the country may 
moderate some of the strength in demand in the near term. 
Even so, we expect that activity will recover back to firm levels 
when activity restrictions are eventually dialled back, as it has 
following previous lockdowns. 

Reinforcing the strong medium-term inflation outlook, 
inflation expectations have been pushing higher in recent 
months, rising above 3% in recent surveys. This is a particular 
concern for the RBNZ, as higher expectations can reinforce 
the upwards pressure on prices and wages. On this front, 
we’re already seeing large numbers of businesses signalling 
that they plan to increase their prices over the coming 
months. We’ve also seen wage claims pushing higher and 
pressure on wage costs becoming increasingly widespread. 

Against this backdrop, a series of OCR hikes from the Reserve 
Bank is on the cards over the coming months. We’ve pencilled 
in 25bp increases at the November, February and May policy 
announcements. Further ahead, the OCR is set to continue 
rising back to 2%. 

 

Satish Ranchhod, Senior Economist  
 +64 9 336 5668

Fixed vs floating for mortgages.

We expect the Reserve Bank to increase the OCR further 
at its upcoming reviews, rising to 1.25% by mid-2022 and 
reaching a peak of 2% by late 2023. 

Based on these OCR forecasts, we think there is value 
in extending fixed-rate terms as far out as three years. 
Longer terms (out to five years) don’t offer additional value, 
though they may be suitable for borrowers who value more 
certainty in their repayments.

NZ interest rates
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The week ahead.

NZ Oct ANZBO Business Confidence (Final)
Oct 27, Domestic Trading Activity last: 26.2

	– The preliminary reading on business activity for October showed that 
expectations for trading activity rose for the first time since the middle 
of the year. Intentions for employment and investment continued to hold 
firm highlighting the strength of the economy.

	– The final report for October will provide a more detailed look at the 
sectoral breakdown on which sectors have seen a lift in activity. 

	– Underlying inflation gauges will again be worth keeping an eye on as 
inflation expectations have breached the top of the RBNZ’s inflation target 
band in the last few surveys.
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Aus Q3 Consumer Price Index %qtr
Oct 27, Last: 0.8%, WBC f/c: 0.8% 
Mkt f/c: 0.8%, Range: 0.5% to 1.1% 

	– Westpac is forecasting a 0.8% rise in the CPI. Due to base effects the 
annual pace will ease back from 3.8%yr to 3.1%yr. Core inflation, as 
measured by the trimmed mean, is set to rise 0.5% lifting the annual pace 
from 1.6%yr to 1.9%yr. The six month annualised pace of core inflation is 
forecast to accelerate from 1.8%yr to 2.0%yr. 

	– Transport makes the single largest contribution with 0.21ppt from 
auto fuel and 0.06ppt from motor vehicles. Housing is next with 
dwelling purchase prices contributing 0.15ppt. Food is contributing 
0.11ppt. The main offsets are pharmaceutical (-0.02ppt) and 
communications (-0.03ppt).

	– Dwelling prices are 4.7% below were they would be due to HomeBuilder 
grants. As the grants expire dwelling prices in the CPI will rise. A 4% rise 
dwelling prices would boost the rise in the CPI to 1.0% and given the ABS 
is imputing some services prices from the headline CPI, the trimmed 
mean could rise 0.6%.

Aus CPI
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Aus Sep retail trade
Oct 29, Last: –1.7%, WBC f/c: flat 
Mkt f/c: 0.3%, Range: -2.6% to 2.0%

	– Retail sales fell -1.7% in Aug to be down 6% over three months – a larger 
and more spread out contraction than the 5.1% fall seen during Vic’s 
‘second wave’ lockdown last year but much milder than April 2020’s epic 
17.4% plunge (which had largely reversed by June). 

	– Our Westpac Card Tracker suggests retail activity remained flat at 
soft levels in Sep. The card data understated the contraction over the 
preceding months but this likely reflects switching from cash to card 
during lockdowns – a move that would have dropped out of the picture 
in Sep. 

	– A flat result would be broadly consistent with activity in NSW and Vic 
stabilising at locked down levels. Note that there was actually a little 
easing in restrictions during the month as well – for regional areas of 
NSW and Vic and for the ‘LGAs of concern’ in Sydney (plus a ‘picnic day’ 
on Sep 15).

Aus monthly retail sales
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The week ahead.

Aus Q3 real retail sales
Oct 29, Last: 0.8%, WBC f/c: –5.2% 
Mkt f/c: -5.0%, Range: -5.4% to -2.5%

	– Real retail sales volumes were buffeted by ‘mini-lockdowns’ in the first 
half of 2021, declining 0.5% in Q1 and recovering 0.8% in Q2 but remained 
at a relatively high level overall, 6.7% above their pre-Covid levels in 
late 2019. 

	– Sales are to fall heavily in Q3 as lockdowns in NSW, Vic and ACT knock 
the guts out of the sector. Nominal sales look to have contracted about 
4.8%qtr. With the retail price deflator expected to be up 0.4%qtr, mainly 
on food prices, that gives a volume decline of 5.2%qtr. Note that this is 
quite a bit weaker than the 3.4% contraction in the June quarter last year 
– due mainly to the longer duration of the current lockdowns. 

	– That said, the 5.2% retail decline would be milder than the 6.2% 
contraction in total consumption. That reflects the heavy weighting 
towards basic food which rises significantly during lockdowns due to 
expenditure switching and accounts for over 40% of retail.

Aus quarterly retail volumes and prices
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Aus 2020-21 national accounts
Oct 29, Current estimate: 1.4% 

	– The June quarter national accounts showed the economy moving clear of 
last year’s Covid-driven recession with growth lifting back into positive 
in annual average terms: +1.4%yr, having contracted 2.4% over calendar 
2020. The annual national accounts provide new ‘benchmark’ estimates 
of income, expenditure, production and balance sheets with more detail 
on sectors, industries and aspects such as net additions to the capital 
stock and productivity growth. 

	– The annual re-benchmarking can also lead to significant revisions to 
previously published estimates – revisions that only get incorporated 
into the quarterly GDP data with the Q3 release in December. These 
can be most pronounced for areas that rely on annual survey sources 
where quarterly indicators are unavailable, such as consumer spending 
on services.

Aus annual economic performance
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Aus Sep private sector credit
Oct 27, Domestic Trading Activity last: 26.2

	– Private sector credit growth stepped-up with the onset of the delta 
lockdowns. The key driver, firms accessing existing lines of credit to ease 
cashflow pressures - a rerun of the 2020 experience.

	– Credit growth lifted from a 0.4% monthly average pace ahead of the 
latest lockdowns to gains during the June to August period of: 0.9%; 
0.7% and 0.6%, respectively. This included a 3.3% spike in business 
credit, with monthly outcomes of: 1.6%; 1.1% and 0.6%. 

	– Move forward to September, with the end of lockdowns on the horizon, we 
suspect that business credit stabilised at high levels - which points to a 
lift in total credit for the month of around 0.4%. 

	– In the housing market, new lending dipped during the lockdown, falling by 
5.5%, including a 4.3% drop in August. That has trimmed housing credit 
growth, from 0.69% for June to 0.62% for August and with the prospect 
of a softer September read.

Aus credit
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The week ahead.

US Q3 GDP
Oct 28 Last: 6.7% ann’d, Westpac f/c: 2.0%, Mkt f/c 2.5%

	– Over the year to June 2021, the US economy experienced a strong 
recovery from the depths of the pandemic recession. These gains were 
led by the consumer as households initially reset their lifestyles to 
weather the pandemic and later as a wave of stimulus rolled in.

	– In the three months to September however, the US economy looks to have 
stalled, with growth seen around trend – at best. 

	– For the recovery, the timing of the delta wave is extremely problematic, 
occurring just as consumers were looking to get out and about and 
spend on services. However, with cases coming down and vaccinations 
continuing, this slowdown should prove temporary. 

	– While we have lowered our Q3 number from 3.5% to 2.0% annualised 
and see material risks to the downside, our 2021 and 2022 year-average 
forecasts are little changed at 5.6% and 4.0%.
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Euro Area Q3 GDP
Oct 29, Last: 2.2%, WBC f/c: 2.2%, Mkt f/c: 2.3% 

	– After two recessions in 12 months, the Euro Area economy is back on 
track. The pre-pandemic level of GDP should be regained by year-end, 
and in 2022 the gap to GDP’s potential path will narrow quickly.

	– Key to current growth, vaccination drives have materially reduced the 
health risks associated with Covid-19, allowing for a rapid re-opening 
of the service sector, particularly tourism. Ahead, global vaccinations 
should buoy demand for European companies’ production of quality 
consumer and industrial goods. Meanwhile, fiscal policy will provide 
lasting support to growth directly through infrastructure spending, and 
second hand via business investment and employment. 

	– Next week also sees the ECB meet. They will clearly articulate they have 
confidence in the recovery, but will also note they see little need to raise 
rates to end-2023 given inflation. The medium-term rates outlook for the 
ECB is at odds with both the US FOMC and UK’s BoE.
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New Zealand forecasts.

Economic forecasts Quarterly Annual

2021 2022

% change Jun (a) Sep Dec Mar 2019 2020 2021f 2022f

GDP (Production) 2.8 -5.5 4.5 2.2 2.4 -2.1 4.7 4.8

Employment 1.1 0.1 0.5 0.7 1.2 0.7 2.2 1.8

Unemployment Rate % s.a. 4.0 3.8 4.2 3.8 4.0 4.8 4.2 3.5

CPI 1.3 2.2 0.6 0.8 1.9 1.4 5.1 2.9

Current Account Balance % of GDP -3.3 -3.9 -4.4 -4.2 -2.9 -0.8 -4.4 -5.2

Financial forecasts Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Dec-23

Cash 0.75 1.00 1.25 1.25 1.50 1.50 1.75 2.00

90 Day bill 0.95 1.20 1.35 1.45 1.60 1.70 1.85 2.10

2 Year Swap 1.80 1.90 2.00 2.05 2.10 2.15 2.20 2.20

5 Year Swap 2.30 2.35 2.40 2.45 2.50 2.55 2.60 2.60

10 Year Bond 2.45 2.45 2.50 2.50 2.55 2.60 2.60 2.60

NZD/USD 0.71 0.72 0.73 0.74 0.74 0.74 0.74 0.73

NZD/AUD 0.95 0.95 0.95 0.95 0.95 0.94 0.93 0.94

NZD/JPY 79.5 80.6 82.5 83.6 84.4 84.4 85.1 84.7

NZD/EUR 0.60 0.60 0.61 0.63 0.63 0.63 0.64 0.63

NZD/GBP 0.51 0.52 0.52 0.52 0.52 0.53 0.53 0.53

TWI 74.6 75.2 75.9 76.6 76.4 76.3 76.0 75.3
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NZ interest rates as at market open on 26 October 2021

Interest rates Current Two weeks ago One month ago

Cash 0.50% 0.50% 0.25%

30 Days 0.56% 0.53% 0.42%

60 Days 0.65% 0.60% 0.52%

90 Days 0.74% 0.67% 0.62%

2 Year Swap 1.99% 1.46% 1.46%

5 Year Swap 2.38% 1.91% 1.85%

NZD/USD and NZD/AUD
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NZ foreign currency mid-rates as at 26 October 2021

Exchange rates Current Two weeks ago One month ago

NZD/USD 0.7166 0.6930 0.7006

NZD/EUR 0.6172 0.5980 0.5979

NZD/GBP 0.5207 0.5080 0.5118

NZD/JPY 81.50 77.72 77.54

NZD/AUD 0.9565 0.9478 0.9671

TWI 75.91 74.05 74.82
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Data calendar.

Last Market 
median

Westpac 
forecast Risk/Comment

Tue 26

US Aug FHFA house prices 1.4% 1.5% – Existing home sales surprise highlights how strong...

Aug S&P/CS home price index, %yr 20.0% 20.1% – ... demand for US housing is currently...

Sep new home sales 740k 758k – ... and how long the uptrend in construction should prove.

Oct consumer confidence index 109.3 109.5 – Confidence is still being held back by delta.

Oct Richmond Fed index –3 4 – Supply chain and delta are both pressing issues.

Wed 27

NZ Sep trade balance $m –2144 – –2170 Another bumper month for import values; deficit remaining wide.

Oct ANZ business confidence 26.2 – – Sectoral breakdown on which sectors have seen a lift in activity.

Aus Q3 CPI 0.8% 0.8% 0.8% Fuel, motor vehicles and dwelling prices boosting the CPI.

Q3 CPI %yr 3.8% 3.1% 3.1% However, there are greater than usual uncertainty due to...

Q3 CPI trimmed mean 0.5% 0.5% 0.5% ...the ending of the HomeBuilder grants along with the ABS...

Q3 CPI trimmed mean %yr 1.6% 1.8% 1.9% ...imputing prices changes for some services from headline CPI.

Chn Sep industrial profits %yr 10.1% – – Commodities have driven gain over past year.

Eur Sep M3 money supply %yr – – – Credit data also due. Liquidity ample for economy.

US Sep wholesale inventories 1.2% – – A rebuild of stocks is due, if supply is available.

Sep durable goods orders 1.8% –1.0% – Outlook for investment becoming more uncertain.

Thu 28

Aus RBA Assist. Gov Debelle speaking – – – Senate Economics Legislation Committee.

Q3 import price index 1.9% 3.5% 4.0% Could be the largest rise since 2013 Q3; lower AUD + jump in oil.

Q3 export price index 13.2% 6.5% 6.5% Commodity prices for Q3 well up on Q2 levels. 

Eur Oct consumer confidence 4.8 – – Final release for Oct; well off lows of early-2021.

ECB policy decision 0.0% – – Confident in outlook; but no reason to raise rates to end-2023.

UK Oct Nationwide house prices 0.1% – – Up 10% over the past year.

US Initial jobless claims – – – Downtrend remains in place but is slowing.

Q3 GDP, annualised 6.7% 2.5% 2.0% Consumption has seen growth slow abruptly temporarily.

Sep pending home sales 8.1% 1.0% – Existing home market likely to see more positive surprises.

Oct Kansas City Fed index 22 – – Supply chain and delta are both pressing issues.

Fri 29

NZ Oct ANZ consumer confidence 104.5 – – Confidence has slipped in the wake of the Delta outbreak.

Sep employment indicator 0.7% – –0.4% Modest hit to jobs from the current Covid lockdown.

Aus Sep retail sales –1.7% 0.3% flat ‘Delta’ lockdowns continued to weigh in Sep...

Q3 real retail sales 0.8% –5.0% –5.2% ... volumes down heavily for the quarter.

Sep private sector credit 0.6% 0.5% 0.4% Potential stabilisation in business after initial lockdown burst.

Q3 PPI 0.7% – – Energy & construction costs boosting producer prices. 

2020–21 national accounts (GDP) 1.4% – – New annual benchmarks could see significant revisions.

Eur Q3 GDP 2.2% 2.3% 2.2% Euro Area now back on track, seeing strong growth.

Oct CPI %yr 3.4% 3.7% – Energy taking over from supply chain as prime CPI support.

US Q3 employment cost index 0.7% 0.8% 0.7% Market keenly assessing wage pressures; ECI best measure.

Sep personal income 0.2% –0.1% – End of fiscal support still a headwind.

Sep personal spending 0.8% 0.5% – Services have been hit by uncertainty related to delta wave.

Sep PCE deflator 0.4% 0.3% – Reopening boost has ended; energy & shelter next key positives.

Oct Chicago PMI 64.7 63.1 – Supply chain and delta are both pressing issues.

Oct Uni. of Michigan sentiment 71.4 71.4 – Confidence is still being held back by delta.

Sun 31

Chn Oct non–manufacturing PMI 53.2 – – Services showed a strong recovery late in Q3...

Oct manufacturing PMI 49.6 – – ... which should sustain. Manufacturing to see further weakness.
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International forecasts.

Economic Forecasts (Calendar Years) 2017 2018 2019 2020 2021f 2022f

Australia

Real GDP %yr 2.4 2.8 1.9 -2.4 3.0 5.0

CPI inflation %yr 1.9 1.8 1.8 0.9 2.8 2.4

Unemployment rate % 5.5 5.0 5.2 6.8 5.1 3.8

Current account % of GDP -2.6 -2.1 0.7 2.7 4.2 2.1

United States

Real GDP %yr 2.3 3.0 2.2 -3.5 5.7 4.0

CPI inflation %yr 2.1 2.4 1.9 1.2 4.5 2.8

Unemployment rate % 4.4 3.9 3.7 8.1 5.4 4.0

Current account % of GDP -2.3 -2.3 -2.6 -2.5 -2.4 -2.4

Japan

Real GDP %yr 1.7 0.6 0.3 -4.8 2.3 2.7

Euro zone

Real GDP %yr 2.6 1.9 1.3 -6.6 4.6 4.4

United Kingdom

Real GDP %yr 1.7 1.3 1.4 -9.9 6.7 5.5

China

Real GDP %yr 6.9 6.7 5.8 2.3 8.5 5.7

East Asia ex China

Real GDP %yr 4.7 4.4 3.7 -2.4 4.1 4.9

World

Real GDP %yr 3.8 3.6 2.8 -3.3 5.4 4.6

Forecasts finalised 8 October 2021

Interest rate forecasts Latest Dec–21 Mar–22 Jun–22 Sep–22 Dec–22 Mar–23 Jun–23 Dec–23

Australia

Cash 0.10 0.10 0.10 0.10 0.10 0.10 0.25 0.50 0.75

90 Day BBSW 0.04 0.07 0.10 0.15 0.20 0.40 0.65 0.70 0.95

10 Year Bond 1.82 1.70 1.75 1.80 1.90 2.00 2.05 2.10 2.20

International

Fed Funds 0.125 0.125 0.125 0.125 0.125 0.375 0.625 0.875 0.875

US 10 Year Bond 1.68 1.60 1.70 1.80 1.90 2.00 2.05 2.10 2.20

Exchange rate forecasts Latest Dec–21 Mar–22 Jun–22 Sep–22 Dec–22 Mar–23 Jun–23 Dec–23

AUD/USD 0.7474 0.75 0.76 0.77 0.78 0.78 0.79 0.80 0.78

USD/JPY 114.06 112 112 113 113 114 114 115 116

EUR/USD 1.1627 1.19 1.20 1.19 1.18 1.18 1.17 1.16 1.15

GBP/USD 1.3795 1.38 1.39 1.40 1.41 1.41 1.40 1.40 1.39

USD/CNY 6.3981 6.35 6.30 6.25 6.25 6.20 6.20 6.15 6.10

AUD/NZD 1.0433 1.06 1.06 1.05 1.05 1.05 1.07 1.08 1.07
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