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Policy left unchanged - as expected

The key event needing to be commented on this
week was yesterday’s review of the economy,
inflation, and monetary policy by the Reserve
Bank. About three weeks ago after the ever-so-
slightly stronger than expected out of date
employment data one forecasting group changed
their view to predicting further interest rate rises.
No other forecasters adopted their bearish stance
for a variety of reasons. Here are a few of them.

Although inflation is too high at 4.7% and business
pricing plans nowhere near where they need to
be, monetary policy acts with a lag commonly
accepted as being around 18-24 months.

That is, from the time monetary policy gets
tightened it takes up to two years for the strongest
part of the impact on inflation to be felt. So, when
did monetary policy get tightened?

The first cash rate increase came in October
2021. But it was only a 0.25% rise and the more
hefty 0.5% rises did not commence until less than
two years ago in April 2022. The peak period of
tightening was late in 2022 when the cash rate
was pushed up 0.75% in October and the Reserve
Bank warned of recession.
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So, counting that time as when the monetary
policy tightening really hit the fan, we are not even
ayear and a half into the period when the greatest
downward pressure on inflation can reasonably
be expected to manifest itself.

Calling for extra monetary policy tightening now
reflects an impatience akin to the kids screaming
“Are we there yet” in the back of the family car on
a road trip.

Our central bank eased monetary policy far too
much over 2020 and generated the strong
inflation above 7% which we saw. They then
tightened too slowly over 2021 and 2022 in a
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manner which we saw previously over 2004-07.
The last thing they’ll want to do now is aggravate
their earlier failings by tightening too much.

The second reason for people like myself
doubting that policy needs tightening again this
late in the cycle has been that the economy is
already being shattered by rate rises to date.

Retail spending volumes per capita at the end of
last year were 7% down from the end of 2022 and
11% down from the end of 2021. That is the very
definition of a household spending crunch
traditionally sought by a central bank when
applying disinflationary pressure to an economy.
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Business capital expenditure plans are running at
well below average levels.
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Exports are running 7% down from a year ago and
the outlook for growth in our biggest goods buyer
— China —is not good.
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On top of that fiscal policy is being tightened by
the new government having to address what
every modern government has had to do when
Labour are voted out — get the fiscal accounts
back into order. Ultimately the previous Finance
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Minister did exactly what we warned he would do
from 2017 — leave a fiscal mess.

Furthermore, house building is falling sharply,
property developers are becoming increasingly
desperate to drum up business (you should see
the developer speaking request | just received
and turned down and the media they wanted to
run with it to drum up business).

The chances are firm that the number of consents
being issued for new dwellings to be constructed
will this year fall below the 32,000 recently
predicted by MBIE and which | thought at the time
looked like a reasonable number. The recent new
worries about interest rates and failure of the
residential real estate market to continue with its
June quarter surge have put the kybosh on hopes
for a cyclical recovery in house building come
early-2025. Late in the year is now more likely.

’Ashcroft Homes

*Per unit build price only,
includes GST, excludes cost of
land, site works and consents.

Add in the fact discussed here that the quarterly
employment numbers in New Zealand have a
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history of looking weird (meaning monthly
numbers aren’t worth paying any attention to),
and the case for extra tightening of monetary
policy now was never strong.

And so it has turned out to be — though the
Reserve Bank has rightly warned that there is still
a lot of water to go under the bridge with regard to
cementing inflation and inflation expectations
solidly back in the 1% - 3% range.

At their review yesterday the Reserve Bank left
the official cash rate unchanged at 5.5%. They
warned of inflation risk from geopolitical and
shipping problems offshore and said that for now
there is no scope to ease policy. But they also
made other comments which indicate that they
are marginally less worried about inflation than at
their last review in November.

First, in the material discussing what the policy
committee talked about there was no mention that
they discussed raising the cash rate.

Second, the projected a less strong growth profile
for the NZ economy over the first half of this year
while keeping most other forecasts little changed
for time periods further out.

Third, they reduced the numbers pencilled in for

where the cash rate peaks from 5.7% to 5.6%.
The change is probably a technical rounding
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thing. But the important point which they would
have been aware of is the signalling effect.

Fourth, they explicitly discussed growth risks
facing China. This is important because China
accounts for about one-third of New Zealand’s
export earnings and those earnings are falling
already.

Fifth, they repeated that they are still using old
numbers from Treasury regarding fiscal policy
and have yet to factor in the new government’'s
policies. Those policies look like a tightening even
allowing for mid-year tax cuts therefore there is
some extra disinflationary pressure which they will
factor in after the Budget due on May 30.
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Sixth, they noted this in their commentary
yesterday.

“Members noted that overall, risks to the
outlook for inflation were more balanced than
at the time of the November 2023 Statement.”

As a result of their slightly more dovish than
expected review we have seen wholesale interest
rates fall away. So far, they have given up near
half of the rises which occurred three weeks ago
when one forecasting group said that a tightening
was on the way.

Is the change great enough to alter the outlook for
our economy, mortgage rates, and the housing

market in the near future? No. The level of
uncertainty about everything is just as bad now as
it was a month ago and all that has happened is
that more extreme bearish views have been
stripped away.

It also pays to remember that in recent weeks
United States wholesale interest rates have
climbed somewhat in the face of some stronger
than expected economic data and comments from
the Federal Reserve that the markets were getting
too optimistic. Pricing has shifted to market
participants now just expecting the same three
rate cuts as the Fed. has been projecting over
2024 for some months now.
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In case you missed it

Business Survey

Each month with the sponsorship of digital
marketing agency Mint Design | survey a
changing sub-section of my 30,000 subscribers to
gauge their insights regarding current business
conditions, concerns, and plans.

The 189 responses show strong concerns about
customer demand (associated with high interest
rates), but some efforts being put into acquiring
new customers through advertising and
acquisition of other businesses. Price rise
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intentions have eased in recent months and good
staff are considered easy to find.

Mint Business Insights - February 2024 - Mint
Design

www.apm.Kiwi
09 638 2500

Property Investor Insights

Each month in conjunction with Crockers Property
Management, | survey residential property
investors to gauge how they are seeing the
market and what their plans are. This month the
results show the following main things.

e There is a trend rise in the proportion of those
who were intending to hold their property for
at least ten years now planning to sell. Their
timeframe has shifted.

e Averaged planned rent increases have
eased despite strong cost concerns and an
abundance of tenants.

02-crockers-tony-alexander-investor-insight-
february-2024.pdf

Regional Property Insights

Each month | prepare a document called Regional
Property Insights in which | look at developments
in residential property markets for each region
around New Zealand. This month | look at

changes in the number of properties listed for sale
in each region we track where the data are
available. Availability differs quite a bit around the
country. Enjoy.

Regional Property Insights with Tony Alexander -
February 2024 - First Mortgage Trust (fmt.co.nz)

Portfolio Investing insights

Each quarter with the sponsorship of Sharesies |
survey investors on matters concerning
management of their long-term wealth portfolio.
Our latest survey shows the following.

e Despite deep worries about interest rates,
inflation, and global geo-politics an
increasing proportion of investors plan to
boost their holdings.

e Plans for purchasing investment property
have continued to ease.

e Interest in holding crypto assets has
improved.

Investing Insights with Tony Alexander: Investors
are not deterred—Sharesies New Zealand

If 1| were a borrower, what
would | do?

If | were borrowing at the moment, | would
probably take a mix of 6 and 12 month rates.

Nothing | write here or anywhere else in this
publication is intended to be personal advice.
You should discuss your financing options
with a professional.
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