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Hawks, doves, and kiwis.

We don’t think tomorrow’s monetary policy decision by the Reserve Bank will offer much in the way

of firm guidance about the medium-term outlook for the economy and monetary policy. However, the
Westpac Economics team has been considering how the outlook might evolve over the coming year or so.
To help organise our thoughts and promote thought and debate, we have marshalled a range of hawkish
and dovish considerations that, while not exhaustive, could influence the future direction of policy
compared to the current baseline forecast. We don’t weigh the various arguments to reach a conclusion,
but we seek to raise with readers the issues we have been thinking about as we mull over the outlook in
preparation for our updated Economic Outlook in early August. We invite feedback on the relevance of the
perspectives we discuss here and any additional relevant viewpoints.
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The Hawlk’s Eye View.

Potentially large boost to demand from migration.

- Migration surge to push population growth to a
multi-decade high.

- Likely to boost domestic spending and the housing market,
blunting the dampening impact of higher rates

Strong household income growth prevents

significant disinflation.

- Strong employment growth and wage growth relative to
productivity growth could underpin domestic demand.

- Labour market remains tight and employment elevated
supporting household income growth.

- Retail demand holds up in nominal terms.

- Workers pursue real wage gains/protection (e.g., through
multi-year wage agreements) and firms try to preserve
margins and push cost increases through.

- Savings rates have risen since the pandemic, and households
are ahead on mortgage repayments.

Output growth does not decline significantly due to

bottoming confidence and population growth.

- Households and firms have weathered the worst and now
anticipate rising asset prices and near peak interest rates.

- Public sector capex remains strong due to infrastructure
needs, including replacing damage from this year’s storms.

Risk of an exchange rate correction as global risk-free

rates ratchet higher.

- Global risk-free interest rates are adjusting up to reflect a
higher than pre-COVID norm in part reflecting persistent
global inflation.

- NZ rates need to remain high to manage exchange rate risks
from the elevated current account deficit. Related risk for
imported inflation.

NZ interest rates are higher but not high.

- Higher interest rates have disproportionately affected upper
quintile income households who have a lower propensity
to consume.

- Other households have seen strong income growth
(reflecting labour market shortages during COVID) and their
wealth has not been reduced by falling asset prices.

- Aggregate demand proves resilient as non-mortgagees
continue to spend.

Tightness in the labour market doesn’t ease sufficiently.
- The economy doesn’t slow sufficiently compared to trend.

- The labour market remains tight and wage inflation remains
robust, while firms’ profits don’t adjust sufficiently lower.

- Inflation is slow to decline requiring further tightening to
become consistent with the inflation target.

Inflation remains persistently high, resulting in high
inflation expectations.

- RBNZ needs to pursue tighter policy to dislodge inflation.
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Distribution of household debt by income quintiles

Lowest income quintile:
6% of total household debt

Second income quintile:
8% of total household debt

Highest income quintile:
44% of total household debt

Third income quintile:
17% of total household debt

Fourth income quintile:
25% of total household debt
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The Dove’s Tale.

Inflation dampening impact of migration flows.

Spending on interest costs (households with mortgages
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Business investment and unemployment
Downside risks for investment spending.
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- Increased labour availability, a higher cost of capital and
falling corporate profits might generate a sharper than 2 1
forecast fall in business capex from historical high levels.
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- Investment intentions in the QSBO have been negative for
three consecutive quarters.

Downside risks for Chinese growth.
- Chinese households are overleveraged, asset prices are

overvalued and weak. Source: Stats NZ, Westpa
- The Chinese authorities may be reluctant to inject liquidity 2005 2010 2015 2020
into an already overleveraged financial sector.
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Core inflation proves less sticky than feared.

- Inflation expectations have already begun to decline, as the New Zealand and global economic growth

RBNZ credibility remains intact.
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