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A less than ideal mix for NZ while US yields soar 

A less than ideal mix of high inflation and low (or no) growth has emerged in NZ. The Q4 NZIER Quarterly Survey of 
Business Opinion confirmed what we already suspected, with capacity, costs and pricing metrics intensifying further 
despite subpar indicators for economic activity. Pricing intentions point to 6%+ annual CPI inflation over the near term, 
consistent with our 6% annual CPI view for late 2021/early 2022. Both skilled (73) and unskilled (61) labour shortages 
from the QSBO rose to multi-decade highs, with more than a third of respondents citing labour shortages as the major 
constraint on growing their business.  

One month does not make a trend, but NZ December housing data pointed to rapid cooling.  Higher mortgage rates, 
stretched affordability, tighter credit conditions and higher listings relative to sales were likely catalysts. The REINZ house 
price index notched its first monthly decline since May 2020 (-0.5% mom, 23.2% yoy), the median of days to sell nudged 
up to 33.4 s.a and sales volumes fell 12% s.a. despite climbing listings. The housing market has surprised before with its 
resilience, but a concerted slowdown looks to be underway with further modest house price falls on the cards.  

Fears of central banks being behind the curve broadly characterised market action overnight following their siesta 
during the long US weekend. The USD rose, US Treasury yields lifted 6-8bps across the curve to post-pandemic highs (2Y 
1.04%, 10Y 1.86%) and market pricing marched forward, with slightly more than 4 FOMC hikes now priced in for 2022. 
European yields nudged higher. Current market pricing is signalling rate hikes by the Bank of Canada, RBNZ, and BoE in 
their next policy decisions. Australian yields moved higher, but NZ yields closed fractionally lower, weighed by weaker 
domestic data. 

Higher interest rates and fears of a more aggressive FOMC pushed global stocks lower.  The major UIS stocks indices 
were around 2% lower, with sizeable falls for technology stocks and financials.  Across the pond, European bourses were 
down around 1%, with falls generally commonplace in the Asia-Pacific session yesterday (NZX 50 +0.1%, ASX 200 -0.1%). 

The 300th Global Dairy auction overnight did not disappoint with whole milk powder prices up a sizeable 5.6% to 
USD4,082 per metric tonne (overall index up 4.6%) after recent modest falls. Dry conditions in NZ are likely to constrain 
production and boost prices, and we will reassess our forecast of a record $8.75 kgMS Fonterra milk price payout for the 
2021/22 season.  

Despite the stronger USD, global commodity prices were generally higher. Heighted geopolitical tensions in the Middle 
East and easing concerns over the impact of the Omicron variant pushed global oil prices close to 7½ year highs (near-
term contract prices for Brent (USD87 per barrel) and WTI (USD 85)). Not good news for NZ inflation. Gold prices fell. 

Data wrap: Despite a slower than expected 60k addition to UK employment in the 3 months to November, the ILO 
unemployment rate eased to 4.1%, its lowest since mid-2020, as did the December claimant count rate (4.7%). UK 
average weekly earnings growth cooled to 4.2% yoy. The German ZEW survey showed a widening disconnect between a 
weak assessment of current conditions (-10.2) and upbeat expectations (51.7). The US NAHB housing index was little 
changed at 83. 

FX Update:  Higher US Treasury yields provided a boost to the USD, with the greenback one of the strongest G10 
currencies overnight, with NOK and SEK and the amongst the weakest. The NZD fell below 68 US cents yesterday 
afternoon and traded in a 0.6750 – 0.6790 USD overnight range, with the kiwi largely flatlining at 94.2 Australian cents.  

Day Ahead: Card spending for December should show modest increases, taking Q4 increases to around 10%. We expect 
NZ retail sales growth to slow over 2022.  Australian consumer sentiment for January will be looked for signs of an 
Omicron impact.  Annual UK CPI inflation is expected to end 2021 at a shade over 5%, as will German inflation. Small falls 
are expected for US housing starts and building permits after solid November climbs.  

Author: mark.smith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6755 -0.6% NZD/SEK 6.175 0.7% NZX WMP 4175.0 -0.6% Dow 35334 -1.6%

NZD/AUD 0.9418 -0.1% NZD/DKK 4.441 0.1% Gold $/o 1813.5 -0.3% S&P 500 4580 -1.8%

NZD/EUR 0.5966 0.1% NZD/THB 22.4 -0.5% WTI Oil $/b 85.2 1.7% NASDAQ 14542 -2.4%

NZD/JPY 77.42 -0.1% AUD/USD 0.7173 -0.6% Money Market (%) FTSE 7564 -0.6%

NZD/GBP 0.4975 -0.1% EUR/USD 1.132 -0.7% 90 Day BB 1.05 0.00 CAC-40 7134 -0.9%

NZD/CAD 0.8483 -3.6% USD/JPY 114.6 0.0% OCR 0.75 0.00 DAX 15773 -1.0%

NZD/CHF 0.6199 -0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 24113 -0.4%

NZD/HKD 5.264 -0.6% NZ 2.55 -0.03 1yr 1.80 0.00 Nikkei 28257 -0.3%

NZD/SGD 0.9132 -0.4% US 1.86 0.08 2yr 2.28 0.03 ASX200 7409 -0.1%

NZD/CNH 4.298 0.1% Aust 1.95 0.03 5yr 2.68 0.01 NZX50 12814 0.0%
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
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 
valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.  
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