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Strong NZ GDP print raises OCR hike odds 

It may be in the rear vision mirror, but yesterday’s stonking 2.8% qoq Q2 climb in NZ GDP (17.4% yoy) caused a few 
market ripples, with short-term yields up roughly 5bps and a brief bounce in the NZD. The data suggested the NZ economy 
was on the cusp of overheating if it was not doing so already. The opening of the trans-Tasman bubble provided much of 
the Q2 boost, but with the economy having gone into lockdown (and Auckland still in it), a sharp Q3 contraction looms. We 
are hoping this dip is short-lived. Vaccination rates are swiftly picking up in NZ, and yesterday’s pledge of a $7bn top-up to 
the $50bn COVID-19 fund by Minister of Finance Robertson supports our core economic view of a swift bounce back in 
activity.  

Where does this leave the RBNZ? The Q2 GDP surprise plus historical revisions leave the level of GDP close to 3% higher 
than the RBNZ expected.  In our view the RBNZ will look through the near-term disruption caused by the recent 
outbreak, with the path of least regrets necessitating the prompt reduction of monetary stimulus. With markets 
increasingly gunning for hikes (35bps priced in for October, 65bps by November and close to 150bps by late 2023), the 
issue becomes whether the RBNZ hikes by 25bp or 50bps. We currently expect 25bp hikes in the next three OCR 
decisions, but believe positive news on the NZ COVID-19 front will have the RBNZ at least consider a 50bp move. 

Overnight saw another mixed session with investors mulling over the extent to which the spreading delta outbreak will 
slow the economic reopening and reduction of policy stimulus (FOMC tapering in the first instance globally) in a backdrop 
of increased supply frictions and rising costs. 

After falling on their open, US equity indices have posted a recovery to be about square. A surge in travel stocks helped 
fuel a modest rebound in European equities on media reports the UK government will ease restrictions in October. Asian 
equities were generally weighed by concerns over the Chinese property market and the imposition of more regulatory 
controls. The stronger USD and fears of weaker demand pushed commodity prices lower, although oil prices have 
rebounded of late in choppy trading.  

US Treasury yields ground higher with the curve steeper (10Y 1.33%), with a jump in UK yields (10Y 0.82%). The strong NZ 
GDP print boosted NZ short-term yields, with NZ swap yields touching post-pandemic highs across the curve (2Y = 1.49%, 
10Y = 2.09%). The strong NZ GDP result and increased corporate issuance pushed Australian swap and bond yields higher 
across the curve. 

US retail sales surprised with a 0.7% mom August lift (mkt: -0.7% mom), but the climb was out of a bigger hole, with July 
downwardly revised to -1.9% mom. Sales in the control group that feeds into GDP data rebounded 2.5% mom (-1.9% mom 
prior). US initial jobless claims were close to market expectations (332k), but continuing claims surprised (2,665k) and fell 
to their lowest level since March 2020.  

Australian employment plummeted 146.3k in August (mkt: -80k), but a slide in the participation rare pushed the 
unemployment rate down to 4.5%. The lockdowns drove a 147k fall in New South Wales employment (210k fall including 
July), with nationwide hours worked down 3.7% over August. Our CBA colleagues expect another large fall in September 
employment, with subsequent employment readings dependent on COVID-19 restrictions. 

FX Update: The strong NZ Q2 GDP report saw the NZD jump to 0.7140 USD and 0.972 AUD, but gains were fleeting withy 
the kiwi the weakest of the G10 currencies overnight and the USD the strongest. The NZD is currently towards the lower 
part of its.7060 to 0.7120 USD range overnight and has eased by 20 pips to currently sit at 97 Australian cents. Broad-
based NZ commodity strength, and a sizeable yield advantage remain key NZD supports. 

Day ahead: Much quieter today in Australasia with the NZ August manufacturing PMI out (prior: 62.6). A modest rebound 
is expected for UK August retail sales (mkt: +0.5% mom, prior: -2.5% mom).  Eurozone CPI headline inflation is expected to 
rise to 3% yoy, with core inflation steady at 1.6% yoy.  With next week’s FOMC decision looming there are no scheduled 
Fed speeches. Have a good weekend everyone. Author: mark.smith4@asb.co.nz  
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information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We are 
under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to contingencies 
and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that any of these 
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Currencies Currencies Commodities Equities

NZD/USD 0.7074 -0.5% NZD/SEK 6.103 0.0% NZX WMP 3700.0 0.0% Dow 34778 -0.1%

NZD/AUD 0.9701 0.0% NZD/DKK 4.471 -0.1% Gold $/o 1754.1 -2.2% S&P 500 4480 0.0%

NZD/EUR 0.6012 -0.1% NZD/THB 23.4 0.2% WTI Oil $/b 72.6 0.0% NASDAQ 15182 0.2%

NZD/JPY 77.62 -0.2% AUD/USD 0.7292 -0.6% Money Market (%) FTSE 7027 0.2%

NZD/GBP 0.5129 -0.2% EUR/USD 1.177 -0.4% 90 Day BB 0.64 0.10 CAC-40 6623 0.6%

NZD/CAD 0.8973 2.0% USD/JPY 109.7 0.3% OCR 0.25 0.00 DAX 15652 0.2%

NZD/CHF 0.6557 0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24668 -1.5%

NZD/HKD 5.506 -0.5% NZ 1.89 0.04 1yr 1.16 0.07 Nikkei 30323 -0.6%

NZD/SGD 0.9517 -0.2% US 1.33 0.04 2yr 1.49 0.08 ASX200 7460 0.6%

NZD/CNH 4.565 -0.1% Aust 1.27 0.05 5yr 1.81 0.03 NZX50 13080 0.0%
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