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Detail 

Today the Labour Party, the major opposition party in Parliament, announced 
proposals to “upgrade” New Zealand’s monetary policy framework and 
implementation should it find itself in a position to lead a government 
following the next General Election on 20 September. This upgrade is 
motivated by the Labour Party’s concern about New Zealand’s history of 
persistent current account deficits and high net external liabilities, which are 
thought to reflect the high level of the exchange rate and persistently higher 
domestic interest rates than seen in other comparable countries. According to 
the Labour Party, the upgrade will deliver lower interest rates, a lower 
exchange rate and better external balance.  

The key points to note from the announcement are the following: 

 The RBNZ will remain an independent institution and its inflation target 
within the Policy Targets Agreement will remain a 1-3% increase in the CPI 
on average over the medium term. The exchange rate will remain floating 
and there will be no capital controls, although non-resident purchases of 
existing houses and farm land will be banned. The RBNZ would retain 
responsibility for setting the OCR.  

 The RBNZ Act will be amended from its existing objective of “To formulate 
and implement monetary policy directed to the economic objective of 
achieving and maintaining stability in the general level of prices” to a new 
objective of “enhance New Zealand’s economic welfare through 
maintaining stability in the general level of prices in a manner which best 
assists in achieving a positive external balance over the economic cycle, 
thereby having the most favourable impact on the stability of economic 
growth and the level of employment.” The new Policy Targets Agreement 
would state the Government’s objective for the external balance. This 
would include a both an objective range for the medium term, and a longer 
term trend objective towards a positive external balance. 

 The Labour Party says that it would directly reduce pressure on inflation by 
(1) running fiscal surpluses (2) making the present voluntary KiwiSaver 
savings scheme compulsory for employees and (3) introducing policies to 
ease pressure in the housing market and on land prices (e.g. the building 
of 100,000 affordable homes over 10 years, the introduction of capital-
gains taxes on investment property) (4) controlling the price of electricity 
(5) investigating using migration policy as a counter-cyclical tool (net 
inward migration tends to be pro-cyclical). 

 With respect to KiwiSaver, the current 6% contribution rate (3% employer 
and 3% employee) would be progressively raised by 0.5% to 1% per year 
to reach a target total contribution of 9%. Rather than being voluntary, this 
would be a compulsory for all employees, but would not apply to non-
employees (e.g. the self employed, those retired or on other welfare 
benefits).  

 The RBNZ would be required to consider whether its broadened objective 
could be met by a better balance of existing tools, including more use of 
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recently introduced macro-prudential tools that hitherto has been primarily 
motivated by prudential considerations.  

 The Labour Party would introduce a new tool – one that would probably be 
implemented by the Government on the recommendation of the RBNZ – 
called the Variable Savings Rate (VSR). The VSR is a discretionary change 
in the target KiwiSaver savings rate within a defined range around the 
central rate of 9% (it is intended that the policy operate neutrally over time). 
The Labour Party would consult the Treasury and RBNZ on how the tool 
could best be implemented. The Labour Party notes that “distributional and 
hardship effects for the lower paid would need to be considered, but could 
be accommodated in the detail of how the variable rate was designed (for 
example by excluding lower income earners, whose savings are lower)”. 

Market reaction and our initial reaction 

There was no market reaction to the Labour Party’s announcement, despite 
the promise that the policy will lower interest rates and the exchange rate. We 
think the lack of reaction is understandable for a number of reasons: 

 Given current polling it is most likely that the Labour Party will not be in a 
position to form a government following the General Election (although it 
is important to note that it would not take a large swing in vote towards 
the centre-left to make this a possibility). 

 Even if the Labour Party is elected, the policy would likely not begin to be 
introduced until sometime later in 2015, and even then the introduction of 
compulsory KiwiSaver contributions at a higher rate will be phased in over 
a number of years (as much as six years). 

 Substitution between KiwiSaver-based saving and other forms of savings 
means that the total increase in savings will likely prove less than the flow 
of new saving into KiwiSaver schemes. At the margin it seems reasonable 
to think that the OCR would be a little lower than otherwise during the 
transition period, but perhaps not by much. Substitution effects will also 
blunt the impact of the VSR over the economic cycle. For those on low 
incomes and with no voluntary savings the VSR will have an impact, but 
much less so if exemptions are made for those on low incomes.  

 To the extent that raising the VSR allows lower interest rates than would 
otherwise be the case, those consumers not enrolled in KiwiSaver, as well 
as those with voluntary savings beyond the KiwiSaver rate, would face a 
reduced incentive to save and an enhanced incentive to consume (the cost 
of present consumption falls), working against the intention of raising the 
KiwiSaver rate. There would also be distributional impacts from a narrower 
segment of the population facing the burden of an overall tighter 
macroeconomic policy stance. 

In summary we think that there is some merit in at least considering some of 
the proposals contained within the policy package (the ban on non-residential 
purchases of existing homes and an investigation of whether migration flows 
could be made less cyclical come to mind). We think that the centre-piece 
proposal of a universal KiwiSaver policy (for employees) at a higher rate with 
subsequent discretionary changes merits consideration as a potential 
countercyclical tool. Unfortunately, for the reasons noted above, we suspect 
that the enduring impact on interest rates and the exchange rate are likely to 
be much smaller than the Labour Party would hope for, but some formal 
modeling of the likely impact would be useful. Given our doubts, anything 
other than a very unambitious and generalized medium-term target for the 
external balance within the new Policy Targets Agreement would likely prove 
unachievable. It is doubtful that the present RBNZ Governor would be prepared 
to sign up to a more specific target for the external balance, in our view, given 
that the overall savings-investment balance in the economy depends on far 
more than is within the control of the RBNZ (or the Government for that matter).   
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Appendix 1 
 

Important Disclosures 
 
Additional information available upon request 
 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr 

 

Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, 
the undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation 
or view in this report. Darren Gibbs 
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Regulatory Disclosures 

1. Important Additional Conflict Disclosures 
Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 

2. Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are 
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the 
SOLAR link at http://gm.db.com. 

3. Country-Specific Disclosures 

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the 
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively. 
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and 
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is 
indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where 
at least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the 
preparation of this research report, the Brazil based analyst whose name appears first assumes primary responsibility for 
its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at 
http://www.globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. 
Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau 
(Kinsho) No. 117. Member of associations: JSDA, Type II Financial Instruments Firms Association, The Financial Futures 
Association of Japan, Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific 
financial instruments or related services. We may charge commissions and fees for certain categories of investment 
advice, products and services. Recommended investment strategies, products and services carry the risk of losses to 
principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value. 
Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant 
disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this 
report are not registered credit rating agencies in Japan unless "Japan" or "Nippon" is specifically designated in the 
name of the entity. 
Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may 
from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank 
may engage in transactions in a manner inconsistent with the views discussed herein. 
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre 
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall 
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower, 
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related 
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre 
Regulatory Authority. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, 
any appraisal or evaluation activity requiring a license in the Russian Federation. 
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the 
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall 
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya 
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia. 
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated 
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services 
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai 
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been 
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as 
defined by the Dubai Financial Services Authority. 

Risks to Fixed Income Positions 
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise 
to pay fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash 
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a 
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loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse 
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 
(including changes in assets holding limits for different types of investors), changes in tax policies, currency 
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and 
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed 
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to 
FX depreciation, or to specified interest rates - these are common in emerging markets. It is important to note that the 
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended 
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon 
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is 
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be 
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options 
in addition to the risks related to rates movements. 
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