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Weekly Economic 
Commentary.
The land of milk and money.

General inflation remains low. And while it may rise temporarily later this year, we expect 
the RBNZ to keep monetary policy stimulatory for an extended period. In contrast to general 
inflation, dairy prices have surged. Moreover, we expect that the rise will be sustained. On this 
basis, we lifted our 2021/22 farmgate milk price forecast by 75 cents to $8.00/kg.

Last week data showed that New Zealand CPI inflation 
remained low over the first quarter of the year. For the record, 
annual inflation printed at 1.5% for the March quarter, up a 
touch from 1.4% back in the December quarter.

Despite widely held concerns about supply disruptions, 
underlying inflation remains well-contained at this stage. 
Most of the core measures of inflation, which strip out volatile 
items, remain below the 2% midpoint of the Reserve Bank’s 
target range. Moreover, a number of those measures actually 
dipped over the quarter. 

At the same time, it looks like some of the upwards pressure 
on prices that we saw over the peak Christmas shopping 
season has eased in early 2021. The prices for imported 
retail goods (like household furnishings) fell by more than 
expected over the quarter. These are the same items that saw 

sharp price rises last quarter and where international supply 
disruptions have been a major concern.

On top of that, we’re not seeing a significant lift in non-
tradables inflation. Non-tradable prices are closely related to 
domestic price pressures and are a key focus for the RBNZ. 
Non-tradables inflation has taken a step down over the past 
year. That is consistent with the economy still running well 
below trend as the country’s borders remain closed and 
international tourists are largely absent (with the notable 
exception of our Australian cousins now being able to enter 
the country from last week).

Admittedly, some prices did rise by more than expected. 
Petrol prices rose by 7.2% versus our expectations for a 5% 
rise. International airfares also jumped 10%, while the prices 
of second-hand cars lifted 4.4%. 

Mōhua



02 | 27 April 2021 Weekly Economic Commentary

And from here, we do expect annual inflation to lift further 
through 2021. That rise is likely to reflect recent supply 
disruptions and a related increase in business costs. 

However, we argue that this lift will prove temporary. From a 
global perspective, the current disruptions to global shipping 
and supply chains will ease over time as the Covid vaccine 
rollout gathers pace. And in the case of goods like household 
durables, prices could actually decline as the normal pattern 
of price discounts resumes. Similarly, recent price rises for 
industrial commodities and intermediate goods, including oil, 
will flatten off as global supply catches up with the recent lift 
in demand. 

At the same time, the local economy is still grappling with 
the large hole in demand resulting from the closure of our 
borders. Consequently, while we are seeing a pick up in 
sectors like housing and construction, the economy as a 
whole is still operating with significant spare capacity. For 
example, the unemployment rate is currently running at 4.9%, 
well above the “neutral” level. This lingering spare capacity 
will be a significant drag on domestically-generated inflation 
for some time. 

The RBNZ shares our view that the coming rise in inflation will 
prove temporary. In its recent policy review, the RBNZ noted 
that it would maintain stimulatory settings for a considerable 
time and until it is confident that inflation will be sustained 
at 2% and employment levels are maximised. We expect the 
Bank will keep the OCR on hold until 2025.

In other developments, dairy prices remained elevated at last 
week’s dairy auction. This result further consolidated the big 
dairy price gains over March. Whole milk powder (WMP) prices 
are now up 28% over 2021. Looking back to 2020, WMP prices 
now sit 50% higher than as at the same auction last year.

Following that firm result, we have upgraded our 2021/22 
farmgate milk price forecast by 75 cents to $8.00/kg. At the 
same time, we reaffirm our 2020/21 forecast at $7.90/kg. If 

realised, the milk prices will be the 2nd and 3rd highest on 
record, respectively.

Compared to our previous forecasts set back in March, we 
now expect dairy prices to start the 2021/22 season firmly on 
the front foot. For example, in milk price terms, the auction 
result and the spot NZD/USD equates to a milk price of 
over $9.00/kg. 

Looking ahead, we expect a very modest supply response 
to the high milk price by historical standards. As such, we 
expect that dairy prices will remain stronger for longer. 
New Zealand dairy supply is constrained for a range of 
reasons including environmental constraints on production 
expansion, competition for land and water from other uses, 
such as horticulture and forestry, as well as capital and 
labour constraints.

As a result, we expect production growth next season of 2%. 
While this would be up on this season, it is modest given the 
very healthy milk price. Indeed, following the record milk price 
in 2013/14 production grew a whopping 10% over the season.

At the same time, global dairy supply is similarly constrained. 
In addition, northern hemisphere farmers are also battling 
very high grain feed prices. With this in mind, the European 
Commission and the USDA also expect relatively modest 
production growth over 2021 of 1% and 2%, respectively.

We expect robust demand to continue. As we have noted 
over recent months, the strong Chinese and South-East Asian 
demand is underpinning price strength and we expect this 
to be ongoing through 2021. Notably, we expect the Chinese 
economy to expand by 10% over 2021. With the above in mind, 
we expect global dairy prices to remain stronger for longer.

Nathan Penny, Senior Agri Economist  
 +64 9 348 9114

Fixed vs Floating for mortgages.

We expect that floating rates, and shorter fixed-term rates, 
will be stable over the coming months. The Reserve Bank 
will not respond to a temporary spike in inflation. Longer-
term fixed rates may rise sooner, in response to a large 
increase in wholesale fixed rates over the past few months. 

We expect mortgage rates to rise over the course of the 
coming years. Based on our forecasts, taking a longer-term 
fixed rate (from three years to five years) will prove less 
expensive for borrowers than taking a short-term rate now 
and refixing later.

NZ interest rates

0.0
0.2
0.4
0.6
0.8
1.0
1.2
1.4
1.6
1.8
2.0
2.2

0.0
0.2
0.4
0.6
0.8
1.0
1.2
1.4
1.6
1.8
2.0
2.2

90
 d

ay
s

18
0 

da
ys

1y
r s

w
ap

2y
r s

w
ap

3y
r s

w
ap

4y
r s

w
ap

5y
r s

w
ap

7y
r s

w
ap

10
yr

 s
w

ap

%%

19-Apr-21

27-Apr-21



03 | 27 April 2021 Weekly Economic Commentary

The week ahead.

NZ Apr ANZBO business confidence (final)
April 29, Last (preliminary April): -8.4

 – Business confidence slipped in April as uncertainty regarding the 
near-term outlook rose. This was likely driven by announcements the 
Government made regarding the housing market. 

 – The final release of the April business survey will give us a better view 
on the effects of the housing market announcements on confidence 
as businesses will have had more time to digest this news. Within the 
sectoral breakdown we expect to see confidence within retail and 
construction to take a dip as they have been beneficiaries of strong house 
price growth. 

 – Underlying inflation gauges will continue to be an area worth 
watching. Global supply chains are still disrupted, and firms are still 
facing shortages. 

NZ business confidence
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Aus Q1 Consumer Price Index
Apr 28, Last: 0.9%, 0.9%yr WBC f/c: 1.0%, 1.5%yr 
Mkt f/c: 0.9%, 1.4%yr, Range: 0.6%, 1.0%yr to 1.3%, 1.7%yr

 – The December quarter CPI gained 0.9% which was greater than Westpac’s 
(and the market median) forecast of 0.7%. The core measures were around 
expectations with the trimmed mean lifting 0.4%qtr (WBC forecast 0.3%/
market median 0.4%) while the weighted median gained 0.5%.

 – Westpac is forecasting a 1.0% lift in the CPI which will lift the annual rate 
to 1.5%yr.

 – The trimmed mean is forecast to rise 0.6%qtr which will see the annual 
rate lift from 1.2%yr to 1.4%yr. The six-month annualised pace of the 
trimmed mean is forecast to lift from 1.5%yr to 2.2%yr moving up through 
the bottom of the RBA’s target band. The weighted median is forecast to 
rise 0.6%qtr with the annual pace holding 1.4%yr pace.

 – Government assistance has had a big impact on the CPI and for the next 
few quarters the unwinding of those packages is set to boost the CPI. 

Aus contributions 2021 Q1 CPI 1.0%qtr forecast
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Aus Mar private credit
Apr 30, Last: 0.2%, 1.6%yr WBC f/c: 0.3%, 0.8%yr 
Mkt f/c: 0.3%, 0.8%yr, Range: 0.2%, 0.6%yr to 0.5%, 2.1%yr

 – Credit to the private sector is soft but improving with housing in an 
upswing and business lending stabilising.

 – Credit expanded by 0.2% in both January and February, a turnaround 
from a -0.1% monthly average over May to August. For March, a rise of 
0.3% is expected. 

 – New housing grew lending is surging, with considerable momentum 
in 2021. 

 – Business credit is beginning to stabilise, edging up 0.1% over the past 
three months. That is after contracting at the depths of the covid 
recession, down by 3.3% over the 7 months to November. Looking 
forward, prospects are for an emerging improvement with the economy 
rebounding rapidly.

Aus housing credit: upturn underway
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The week ahead.

US April FOMC policy meeting
Apr 26-27, last: 0.125%, WBC: 0.125%

 – The FOMC meeting statement is unlikely to change materially in April from 
March given the recovery and risks are broadly as they were.

 – Market participants will focus instead on the post-meeting press 
conference of Chair Powell, in particular his view of the progress 
necessary for a tapering of asset purchases to be considered.

 – We continue to believe communicating a potential change of policy is a 
long way off, let alone acting on it, with the FOMC keen to maximise the 
return from this recovery.

 – Given the US' current momentum, the path of policy, and remaining risks, 
the taper is most likely to occur in the second half of 2022, with federal 
fund rate hikes to come well after that. 

US PCE inflation
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US Q1 GDP, annualised
Apr 29, last: 4.1%, WBC: 6.0%

 – After a strong start in mid-2020, the US recovery slowed materially at 
year end amid a rapid rise in new COVID-19 cases and the consequent 
imposing of restrictions by many local jurisdictions.

 – This subdued momentum carried into early Q1. However, late in the 
quarter, activity surged once again as stimulus took effect and the labour 
market made rapid gains.

 – We expect a circa 6.0% annualised gain in Q1 after which growth will 
accelerate again in Q2. 

 – As per March retail sales, risks stem from consumption and are to the 
upside. Housing construction also holds considerable promise, in the 
immediate and medium-term. 

US GDP growth
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New Zealand forecasts.

Economic forecasts Quarterly Annual

2020 2021

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

GDP (Production) -1.0 -0.4 1.8 0.4 2.4 -2.9 3.9 4.0

Employment 0.6 0.1 0.1 0.4 1.3 0.7 1.0 2.6

Unemployment Rate % s.a. 4.9 5.0 5.1 5.0 4.1 4.9 4.9 4.2

CPI 0.5 0.8 0.5 0.7 1.9 1.4 2.4 1.3

Current Account Balance % of GDP -1.0 -1.4 -2.1 -2.5 -3.3 -1.0 -2.5 -2.2

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

Cash 0.25 0.25 0.25 0.25 0.25 0.25

90 Day bill 0.35 0.35 0.35 0.35 0.35 0.35

2 Year Swap 0.45 0.45 0.45 0.45 0.45 0.45

5 Year Swap 1.00 1.00 1.00 1.05 1.10 1.15

10 Year Bond 1.80 1.85 1.90 1.95 2.00 2.10

NZD/USD 0.72 0.73 0.74 0.76 0.76 0.75

NZD/AUD 0.91 0.91 0.90 0.89 0.89 0.89

NZD/JPY 78.5 80.3 82.1 85.1 84.4 83.3

NZD/EUR 0.60 0.60 0.60 0.61 0.60 0.59

NZD/GBP 0.51 0.52 0.52 0.54 0.54 0.53

TWI 74.5 74.9 75.0 76.1 75.8 74.7

2 year swap and 90 day bank bills
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NZ interest rates as at market open on 27 April 2021

Interest rates Current Two weeks ago One month ago

Cash 0.25% 0.25% 0.25%

30 Days 0.26% 0.26% 0.26%

60 Days 0.31% 0.29% 0.30%

90 Days 0.35% 0.32% 0.34%

2 Year Swap 0.47% 0.45% 0.43%

5 Year Swap 1.04% 1.05% 1.02%

NZD/USD and NZD/AUD
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NZ foreign currency mid-rates as at 27 April 2021

Exchange rates Current Two weeks ago One month ago

NZD/USD 0.7238 0.7038 0.6992

NZD/EUR 0.5987 0.5917 0.5927

NZD/GBP 0.5207 0.5130 0.5068

NZD/JPY 78.26 77.20 76.69

NZD/AUD 0.9276 0.9231 0.9156

TWI 75.47 74.28 73.71
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Data calendar.

Last Market 
median

Westpac 
forecast Risk/Comment

Mon 26

US Mar durable goods orders –1.2% 2.0% – Equipment spending robust; should be sustained in '21.

Apr Dallas Fed index 28.9 30.0 – Regional surveys very positive of late.

Tue 27

Chn Mar industrial profits %yr 20.1% – – Demand allowing for margin expansion, cost passthrough.

US Feb FHFA house prices 1.0% 1.0% – Strong demand to see gains continue in coming months...

Feb S&P/CS home price index 1.2% 1.0% – ... income and rates also supportive.

Apr consumer confidence index 109.7 111.9 – Has lagged, but now improving.

Apr Richmond Fed index 17 20 – Regional surveys very positive of late.

Wed 28

Aus Q1 CPI 0.9% 0.9% 1.0% Auto fuel & housing are the main pressure points with...

Q1 CPI %yr 0.9% 1.4% 1.5% ... seasonal lift in food, health & education. 

Q1 trimmed mean %qtr 0.4% 0.5% 0.6% Dwelling prices boosted by reduction in gov't assistance...

Q1 trimmed mean %yr 1.2% 1.2% 1.4% ...helping to lift underlying inflation. 

Apr 10 Weekly Payroll Jobs – – – The first release of payrolls in the post–JobKeeper period. 

UK Apr Nationwide house prices –0.2% – – Recovery to provide strong support for prices.

US Mar wholesale inventories 0.6% – Should continue to support growth in '21.

FOMC policy decision, midpoint 0.125% 0.125% 0.125% Focus on discussion of taper: what is needed to see it.

Fed Chair Powell – – – To hold the post–meeting press conference. 

Thu 29

NZ Mar employment indicators 0.0% – – Weekly jobs numbers have held up.

Mar trade balance $m 181 – 33 Import values temporarily high over the month.

Apr ANZ business confidence –8.4 – – Weakness is likely due to the housing announcements

Aus Q1 import price index –1.0% –1.8% –2.2% Down on higher AUD, +7.5%, tempered by rising world prices. 

Q1 export price index 5.5% 8.4% 8.4% Up on leap in commodity prices, +19.0% in USD terms. 

Eur Mar M3 money supply %yr 12.3% – – Credit data also due.

Apr consumer confidence –8.1 – – Foundation for recovery strengthening, aiding sentiment...

Apr economic confidence 101.0 – – ... the pick–up in activity should produce a solid uptrend.

US Initial jobless claims 547k – – Have moved materially lower in recent weeks.

Q1 GDP 4.3% 6.5% 6.0% Consumption to drive a strong recovery in '21. 

Mar pending home sales –10.6% 4.0% – Supply of properties to continue to restrain sales.

Fedspeak – – – FOMC's Quarles to discuss financial regulation. 

Fri 30

NZ Apr ANZ consumer confidence 110.8 – – Housing policy change adding to uncertainty.

Aus Mar private sector credit 0.2% 0.3% 0.3% Soft but improving, housing upswing + business stabilising. 

Q1 PPI 0.5% – – Looking for signs of shipping disruptions in upstream prices. 

Apr ABS Business Conditions – – – A read on conditions following the end of JobKeeper. 

Chn Apr non–manufacturing PMI 56.3 56.0 – Post–LNR, activity has shown robust momentum...

Apr manufacturing PMI 51.9 51.6 – ... across entire economy.

Eur Mar unemployment rate 8.3% – – Government aid has successfully held U/E rate down.

Apr CPI %yr 0.9% – – Base effect and COVID–19 price unwind to support.

Q1 GDP –0.7% – – First estimate, no detail. Recovery to start in Q2.

US Q1 employment cost index 0.7% – – Wage growth held up despite labour market slack.

Mar personal income –7.1% 20.1% – Has been supported by stimulus and now job recovery...

Mar personal spending –1.0% 4.2% – ... should take up running, giving spending a firm base.

Mar core PCE deflator 0.1% 0.3% – CPI popped as expected, +0.6%. But will be temporary.

Apr Chicago PMI 66.3 63.0 – Regional surveys have been strong of late.
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International forecasts.

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

Australia

Real GDP %yr 2.4 2.8 1.9 -2.4 5.2 3.6

CPI inflation %yr 1.9 1.8 1.8 0.9 2.6 2.1

Unemployment rate % 5.5 5.0 5.2 6.8 5.7 5.2

Current account % of GDP -2.6 -2.1 0.7 2.5 3.7 1.8

United States

Real GDP %yr 2.3 3.0 2.2 -3.5 6.0 4.1

CPI inflation %yr 2.1 2.4 1.9 1.2 2.2 2.1

Unemployment rate % 4.4 3.9 3.7 8.1 5.3 4.3

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 2.7 2.2

Euro zone

Real GDP %yr 2.6 1.9 1.3 -6.6 4.2 3.9

United Kingdom

Real GDP %yr 1.7 1.3 1.4 -9.9 5.5 5.5

China

Real GDP %yr 6.9 6.7 5.8 2.3 10.0 5.7

East Asia ex China

Real GDP %yr 4.7 4.4 3.7 -2.4 5.0 4.9

World

Real GDP %yr 3.8 3.6 2.8 -3.3 5.9 4.5

Forecasts finalised 9 April 2021

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

Australia

Cash 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

90 Day BBSW 0.04 0.05 0.07 0.09 0.10 0.10 0.10 0.10

10 Year Bond 1.74 1.85 1.95 2.10 2.20 2.30 2.40 2.50

International

Fed Funds 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125

US 10 Year Bond 1.56 1.75 1.85 2.00 2.10 2.20 2.30 2.40

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

AUD/USD 0.7731 0.79 0.80 0.82 0.85 0.85 0.84 0.82

USD/JPY 107.92 109 110 111 112 111 111 110

EUR/USD 1.2021 1.20 1.21 1.23 1.25 1.26 1.27 1.27

GBP/USD 1.3859 1.40 1.40 1.41 1.41 1.41 1.42 1.42

USD/CNY 6.4967 6.40 6.30 6.20 6.15 6.10 6.05 6.00

AUD/NZD 1.0774 1.10 1.10 1.11 1.12 1.12 1.12 1.11
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