
Connect with KiwiEconomics on:

@kiwieconomics

inner.kiwi /commentary/

kiwieconomics@kiwibank.co.nz

Jarrod Kerr
Chief Economist

ȣ×Å ÎÅÅÄ ÍÏÒÅ ÉÎÆÒÁÓÔÒÕÃÔÕÒÅ.

Fiscally sound 
and seeking 
growth

Jeremy Couchman
Senior Economist



-1.20

-0.80

-0.40

0.00

0.40

0.80

1.20

1.60

2.00

Cash 6m 1yr 2yr 3yr 4yr 5yr 6yr 7yr 8yr 9yr 10yr

%

NZD 

USD 

AUD 

GER

JPY

US+1 

Interest Rate Curves
(Bond Rates)

GBP

Everything we need to knowé

2

Interest rates are low, very low, and will remain very low for a very long time.

²ŜΩǊŜ ōŜƭƻǿ 
1%!

Rate cuts 
are priced



Term interest rates are fallingé fast.
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Over$16 TRILLIONis invested in bondswith NEGATIVEinterest rates.

KIWI bondsare still attractive.
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There are 5 reasons 
for record lows 
rates: 1. Demographics

2. Inequality

3. Populism

4. Disruption

5. Fiscal 

austerity



The secular decline in real interest rates, globally.
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Source: NZIER



6

Real Interest Rate

#1 The tectonic shift in demographics

Life Expectancy

Net Worth



#2 The rise in inequality is enraging many
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Weakwagesgrowth, especiallyfor the lower deciles.



#3 The rise of the angry voter, is popular in disbelief.
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*The latest point includescaseslike Trump, UKIPin the UK,AfD in Germany,National Front in France,Podemosin Spain,and FiveStar Movement
in Italy. It ÄÏÅÓÎȭÔincludemajor emergingcountry populists,like Erdoganin Turkeyor Duterte in the Philippines. (Bridgewater Daily Observations)

2ÉÓÉÎÇ )ÎÅÑÕÁÌÉÔÙ ÈÁÓ ÐÒÏÄÕÃÅÄ ÐÏÐÕÌÉÓÔÓ ÉÎȡ 4ÒÕÍÐȭÓ 53ȟ )ÔÁÌÙȟ 0ÈÉÌÉÐÐÉÎÅÓȟ 4ÕÒËÅÙȟ 
Brazil, plus Brexiteers, and Frexit followers.



#4 Disruption includes globalisation and technology
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KOF Index of Globalisation 
(1970-2015) 
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Protectionism is flaring up (again) post-crisis.



Πυ &ÉÓÃÁÌ ÁÕÓÔÅÒÉÔÙ ÉÓ ÅØÁÃÔÌÙ ×ÈÁÔ ×Å ÄÏÎȭÔ ÎÅÅÄȢ
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ñThe persistence of low inflation and low interest rates is not a surprise when, 

as has been true in fact, the low interest rates fail to generate substantial 

fiscal expansion.ò
Christopher Sims, Fiscal Policy, Monetary Policy and Central Bank Independence
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Keeping your finger on the impulse.
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Weget a good,delayed,lift from the Budget. But then we get a drag on growthȣ
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We are growing well, with a boost to come.
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Keeping our finger on the impulse, we get a good lift from the Budget(s). 

Impulse is delayed 
but still large



Inflation is still some way away.
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Treasury is the most optimistic, well ahead of the RBNZ and Kiwibank. 

Treasury has the 
strongest profile
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RBNZ: 
June 
2021!



4ÈÅ 2".: ÁÒÅ ÌÉËÅÌÙ ÔÏ ÃÕÔ ÁÇÁÉÎȟ ÁÎÄ ÁÇÁÉÎȣ
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Market traders always look to the next move,and the next.

The RBNZ have given 
us a 36% probability of 
another cut to 0.75%

Market traders are playing 
the risk of more.
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Business Confidence

ANZ general confidence

NZIER's QSBO general business conditions
Source: ANZ, NZIER

Net % Net %

Labour pains: firms are complaining of labour 
costs/shortages, and Labour policies
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Source: NZIER

Agriculture, or Wellingtonians?

Labour, and 
Labour

Businessconfidenceshould be supported by:

ü Abolition of CGT,and nothing unheard-of
in the tax group.

ü Lower interest rates.-4
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Taking the pulse 
of the regions

Regions cool but 

itõs not all bad



Economic factors 2019
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Economic factors 2016



Tourism is directly exposed to slowdown in global growth
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Agriculture is protected by commodity prices for now

19



There are 3 Ps to 
Property:

1. Population

2. Preference

3. Policy



#1 Population: a mammoth migration boom...

21

Our population estimates
do not peak , in our
lifetimes.
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ȣÃÏÎÃÅÎÔÒÁÔÅÄ ÉÎ ÔÈÅ ÎÏÒÔÈȟ ÂÕÔ Á ÂÏÏÓÔ ÅÖÅÒÙ×ÈÅÒÅȦ
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7Å ÌÉËÅ ÐÌÁÙÉÎÇ ×ÉÔÈ ÍÏÄÅÌÓȢ  (ÅÒÅȭÓ ÏÕÒÓȣ
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We are short 130,000 homes!
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The recent spike in 
people per dwelling 
confirms undersupply .

Think battery hens rather 
ÔÈÁÎ ÆÒÅÅ ÒÁÎÇÅȢ 0ÅÏÐÌÅȭÓ 
preferences are adapting.



4ÈÅ ÒÅÇÉÏÎÓ ÁÒÅ ÐÌÁÙÉÎÇ ÃÁÔÃÈ ÕÐȣ as some Aucklanders leave

25

But not just investor led, 
Population is playing a role too!



4ÈÅ ÈÕÎÔ ÆÏÒ ÙÉÅÌÄȣȣÈÁÓ ÌÅÄ !ÕÃËÌÁÎÄÅÒÓ ÔÏ ÔÈÅ ÒÅÇÉÏÎÓȢ
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#2 Preference: is now higher density (globally)

27



Auckland and Queenstown benefited from 
foreign buying.

Foreign buying comes and goes,
and then comesbackagain.
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Chinese buying had a large impact on 
Auckland, as well as Sydney, Melbourne, 

Vancouver, Singapore and London. 
English Property Rights 



#3 Policy: Macropru policy restrained investors

29

Ȱ7Åfind that the LVRrestrictions have significantly
improvedthe resilienceof the banking system.ȱRBNZ
LVRReview2019

Å Lendingwas a little too aggressiveover 2014-16.

Å Now lending is safer,but slower.

First homebuyers haveincreasedas
a percentageof total.



Are there any questions

30
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Population growth rates are falling, and×ÅȭÒÅageing.

The tectonic shift in demographics



"ÒÅØÉÔ "ÒÅÁËÉÎÇ "ÁÄȣ
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"ÒÅØÉÔ ÉÓ ÐÏÓÓÉÂÌÙ ÔÈÅ ÍÏÓÔ ÃÏÍÐÌÉÃÁÔÅÄ ÐÏÌÉÔÉÃÁÌ ÓÉÔÕÁÔÉÏÎ ÙÏÕȭÌÌ ÅÖÅÒ ÓÅÅȢ



Globalisation, and EU entry, exposes some workers.

33

The relative wagesof workers exposedto global labour markets get squeezed.



Tr (i)umphant 4ÒÕÍÐ ÉÓ Á 0ÏÐÕÌÉÓÔ 0ÒÏÔÅÃÔÉÏÎÉÓÔȣ
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The US-China trade deal should be signed, but is only the start .



We are geographically closer to the action.
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Weare right next door to the most populous part of the planet.
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Ȱ-ÉÇÒÁÔÉÏÎ ÐÁÔÈÓ ÄÏ ÎÏÔ ÌÅÁÄ ÐÒÉÍÁÒÉÌÙ 
from very poor to very rich countries, 

but rather adhere to a graduated 
model.  People move to countries 
where the economy is somewhat 

ÓÔÒÏÎÇÅÒ ÔÈÁÎ ÉÎ ÔÈÅÉÒ ÎÁÔÉÖÅ ÃÏÕÎÔÒÙȣ 
from Bangladesh to India or from 

:ÉÍÂÁÂ×Å ÔÏ 3ÏÕÔÈ !ÆÒÉÃÁȢȱ

ÅThe US attracts a vast array of 
migrants (Latin, Asian, African).  

ÅThe EU also attracts many migrants 
from many nations (African, Asian).

ÅMost of !ÓÉÁȭÓmigrants stay on the 
continent (despite largest outflows). 

ÅAustralia and New Zealand now 
attract more migrants from East 
Asia, South Asia, and Africa over 
Europe.  
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New Zealand


