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•  Brexit	
•  China	
•  The	Fed	
•  Overvalued	asset	prices	
•  Nega?ve	interest	rates	

The	Big	Issues	Interna?onally	
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•  It’s	a	UK	problem	
•  Then	an	EU	problem	
•  And	not	really	a	global	problem	-	yet	

Brexit	
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Forecast	Changes	Post	–	Brexit	
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Brexit	Burs?ng	the	Bubble?	
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Brexit	Burs?ng	the	Bubble?	
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•  Net	migra?on	(may	actually	increase)	
•  Tourism	(is	Asia	dominated	but	may	suffer	at	the	edges)	
•  Building	(unaffected)	
•  Infrastructure	(unaffected)	
•  Educa?on	services	(unaffected)	

Drivers	of	the	NZ	Expansion	
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•  Meat	(the	quota	system)	
•  Dairy	(EZ	compe??on)	
•  Wine	(NZD/GBP)	
•  Retail	(NZD/GBP)	

The	Bad	News	
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NZ	Trading	Partner	Outlook	
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Key	Changes	
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China	To	Keep	Slowing	
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What	Will	They	Buy?	
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Regional	Debt	Build	Up	

Source: HSBC 
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China’s	Rising	Debt	Levels	

Source: HSBC 



15		

•  All	asset	prices	are	elevated	
•  Because	interest	rates	are	low	
•  Fed	?ghtening	may	be	the	catalyst	for	change	
•  And	a	lower	NZD	

The	Fed	
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Nega?ve	Interest	Rates	
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•  Housing	
•  Migra?on	
•  We’re	not	just	China’s	dairy	farm	
•  Capacity	constraints	
•  Debt	
•  The	role	of	the	central	bank	
•  Melding	of	monetary	and	fiscal	policies	
•  Strengthening	NZD	

NZ	Issues	
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House	Prices	are	Silly	
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And	Ge[ng	Sillier	
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For	Your	Amusement	
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Migra?on	Sustainability	
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“The	current	reigning	orthodoxy,	which	stresses	mul?culturalism	over	
assimila?on,	has	only	added	to	public	angst.	The	internal	
contradic?ons	in	this	belief	system	–	you’re	supposed	to	celebrate	
ethnic	diversity,	but	if	you	actually	point	to	any	meaningful	differences	
among	ethnic	groups,	you	are	sure	to	be	branded	a	racist	–	never	
seemed	to	bother	the	poli?cal	establishment”.	

The	Role	Of	Migra?on	
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The	Source	
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Whither	Per	Capita	GDP?	
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Not	Just	China’s	Dairy	Farm	
	



26		

Indeed	Not	Just	A	Dairy	Farm	At	All	
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Where	to	Dairy?	
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•  EU	milk	supply	
•  US	supply	and	demand	
•  Chinese	supply	and	demand	
•  La?n	American	growth	
•  The	Russian	Trade	Ban	
•  The	NZD	
•  Oil	and	Grain	Prices	

The	Future	Depends	On	
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•  Labour	
•  Physical	capacity	
•  Infrastructure	
•  Tourism	

Capacity	Issues	
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Capacity	Pressures	Build	



31		

Where	Will	The	Tourists	Fit?	
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Worrying	Debt	Levels	
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Worrying	Debt	Levels	

Source: HSBC 
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Rate	Hikes	Problema?c	
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•  Opening	up	China	created	a	huge	shock	to	the	global	system	
•  Opening	up	global	trade	exposed	high	wage	countries	to	low	wage	
produc?on	costs	

•  Stock	overhang	globally	
•  Supply	shocks	
•  Technology	shocks	
•  Reduced	supply	chains	

Structural	Defla?on	
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Low	Infla?on	Everywhere	
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No	Winners	
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•  Property	prices	push	higher	
•  Banks	benefit	most	
•  NZD	fails	to	fall	

Easing	Unhelpful	
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•  NZ	growth	solid	
•  There	is	an	interest	rate	differen?al	
•  Lower	rates	mean	heightened	investment	elsewhere	

NZD	Supported	
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•  Momentum	carries	the	day	
•  But	growth	modera?on	likely	
•  As	major	cycles	end	
•  Infla?on	to	edge	higher	
•  Rate	rises	–	eventually	
•  NZD	supported	

The	Outlook	
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Dribing	Lower	
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Composi?onal	Shibs	Occurring	
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Reliant	On	Exports	
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Investment	Moderates	
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A	Construc?on	Slowdown	
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But	S?ll	Robust	
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Migra?on	A	Key	
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•  Drought	
•  RBNZ	?ghtening	
•  Global	shock	

To	Get	A	Recession	
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A	Modicum	Of	Infla?on?	
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The	Mix	
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Interest	Rates	Low	For	Long	
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•  End	to	debt	supercycle	means	that	boost	to	spending	that	increasing	
debt	generated	will	wain;	

•  Slowing	popula?on	growth;	
•  Increase	in	inequality	(shib	to	higher	income	households)	reduces	
MPC;	

•  Level	of	debt	

Lower	Interest	Rates	Than	The	Past?	(IBCA)	
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Currency	Relief	A	Forlorn	Hope	
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•  Can	ease	
•  Can	s?mulate	
•  External	accounts	not	so	bad	

NZ	In	The	Prime	Seat	
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NZ	A	Star	
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RBNZ	Can	Ease	
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Fiscal	S?mulus	Available	
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External	Accounts	Less	Binding	
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This	publica2on	has	been	provided	for	general	informa2on	only.		
Although	every	effort	has	been	made	to	ensure	this	publica2on	is		
accurate	the	contents	should	not	be	relied	upon	or	used	as	a	basis	for	
entering	into	any	products	described	in	this	publica2on.	To	the	extent		
that	any	informa2on	or	recommenda2ons	in	this	publica2on	cons2tute	
financial	advice,	they	do	not	take	into	account	any	person’s	par2cular	
financial	situa2on	or	goals.	Bank	of	New	Zealand	strongly	recommends	
readers	seek	independent	legal/financial	advice	prior	to	ac2ng	in	rela2on		
to	any	of	the	maJers	discussed	in	this	publica2on.	Neither	Bank	of	New	
Zealand	nor	any	person	involved	in	this	publica2on	accepts	any	liability		
for	any	loss	or	damage	whatsoever	may	directly	or	indirectly	result	from		
any	advice,	opinion,	informa2on,	representa2on	or	omission,	whether	
negligent	or	otherwise,	contained	in	this	publica2on.	

Disclaimer	


