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What to look out for in 2022  
• Here we outline five key things to watch out for in 2022 

• COVID-19 will continue to set the narrative 

• Our hope is for a better 2022 but we are wary  

Summary 

Our note of 2021 highlighted COVID-19, the shape of the NZ recovery, the housing market, population and NZ interest 

rates as the top things to look at. These were interlinked and have a strong COVID-19 theme running through them. 

We had speculated that growth over 2021 would be bumpy, that risks to the housing market were two-sided and that 

inflation and interest rates could rise sooner than expected. We were only partly right.   

Looking ahead, our core view is that COVID-19 will continue to dominate the social, political, economic and market 

narrative and will have a significant bearing on how 2022 ends up. Our top five things to look out for will be heavily 

influenced by COVID-19. Key questions for the 2022 outlook include: 

- Economic disruptions caused by COVID-19 – is the worst behind us? 

- High inflation – temporary or persistent? 

- Housing market – soft or hard landing? 

- Capacity frictions – will these abate or intensify over 2022?  

- Interest rates – how much will they rise in 2022? 

 

Our hope is that the COVID-19 fog will clear, but the course of the pandemic is still highly uncertain. With the sizeable 

risk of an Omicron outbreak in NZ, we are not out of the woods just yet. There are also a lot of other things going on 

that will shape the 2022 outlook.  

 

Did 2021 turn out as we thought? 
In our 2021 note we flagged five key domestic and global things to look out for in 2021.  These included whether we 

would see a quick recovery after the 2020 COVID-19 shock, and what would happen to the housing market, 

population and inflation outlooks. At the start of last year our forecasts were for anaemic economic growth, with low 

house price and consumer price inflation, with NZ interest rates set to remain close to record lows.  Our 

characterisation of the risks flagged the possibility of a more resilient picture unfolding with house prices and inflation 

escalating and the possibility of OCR hikes. Still, we were surprised by the resilience in demand, the rapid escalation in 

inflationary pressures and the buoyancy of the housing market over 2021. These factors triggered the 50bps of OCR 

hikes over 2021 despite considerable disruptions posed by COVID-19. 

What, then, is on our 2022 watchlist? 

 

mailto:mark.smith4@asb.co.nz
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2021-themes-note.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2021-themes-note.pdf
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Our watchlist for 2022: COVID-19 dominates the narrative 
Here we focus on five key themes, some of which have a similar flavour to those outlined this time last year. These are 

interlinked to some degree and include the following: 

1) Economic disruptions caused by COVID-19 – is the worst behind us? 

It's still hard to look past a global pandemic as still being #1 on our watchlist. Our initial thoughts in early 2020 that 

COVID-19 would prove to be short-lived was wide of the mark. We are now into our third year since COVID-19 came 

on the scene, and the signs are that the pandemic will again dominate the political, economic and market narrative 

this year. NZ has moved away from an elimination 

strategy to trying to live with COVID-19 lurking around 

the community. After a slow start our vaccination 

rates are now above the OECD average. By and large 

NZ looks to have avoided most of the healthcare costs 

of the pandemic, with our death rate very low 

comparatively and hospitals not being overrun as yet. 

Thus far we have also been impressed with the 

flexibility and resilience shown by the economy.  

Policy support has also played a key role, although not 

enough looks to have been done to build up the 

resilience of the healthcare system besides a focus on 

vaccination. The impacts of the pandemic have been 

highly uneven geographically and across sectors of the 

economy. Tourism, hospitality and services firms with 

customer-facing roles have struggled and there are 

pockets of considerable pain out there.   

What will 2022 bring?  We are hopeful that the NZ 

economy can largely navigate troubled COVID-19 

waters, with the pandemic impact waning. However, a 

look across the Tasman should remove any sense of complacency or smugness. An Omicron outbreak in NZ looks to 

be a matter of ‘when’ and not ‘if’ and tightening restrictions are likely to impart a significant social and economic toll.  

More resources are needed to try and improve border security, to ensure that high vaccination rates with updated 

vaccines are maintained, and to help bolster our under-resourced healthcare system. If a COVID-19 outbreak results in 

significant employee absenteeism (particularly for essential workers) and increased supply frictions, currently acute 

labour shortages and already-elevated inflation are likely to escalate further.  Customer-facing businesses could be in 

for another tough year. More productive investment is needed to prolong the expansion and to build greater 

economic resilience.  

2) How much of the rise in NZ inflation is persistent? 

Soaring inflation in NZ and abroad has characterised 2021, with the extent and broad-based nature of price increases 

taking many (including ourselves) by surprise. Price rises have been evident from a number of sources, including:  

Supply chain frictions. Global supply chain disruptions have flipped the disinflationary impact of globalisation on its 

head. This has triggered stock shortages and sharp increases in tradable goods prices. We expect these disruptions to 

remain over 2022, with prices for retail goods likely to hold up. The spread of Omicron could further hamper global 

and local supply chains and keep retail prices higher than they would otherwise be.  

Housing. The housing market boomed in 2021 which, combined with sharply higher material costs and higher labour 

costs, has seen pricing pressures from this sector balloon. Construction costs, dwelling maintenance services and local 

authority rates look set to push higher, although elevated dwelling construction and slow population growth should 

cap pressures on rents. 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/trade-disruptions-dec-2021.pdf
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Commodities. Tight global supplies should support 

commodity prices at the retail level. The NZD is not 

playing its typical buffering role, which will bolster 

exporters’ incomes but weigh on the purchasing 

power of consumers. 

Wages. With net immigration flows severely curtailed, 

skill shortages are likely to remain extreme over the 

course of the year. This could see the emergence of a 

bout of wage inflation, particularly in those sectors 

where capacity pressures are most acute, and where 

firms have scope to absorb higher wage costs in their 

margins or to increase prices.   

We expect annual CPI inflation to move above 6% by 

late 2021/early 2022. Stripping out GST increases, this 

would deliver the highest rate of annual CPI inflation 

since 1988!  

We then expect annual CPI inflation to cool to around 3½% by the end of this year and not to fall below 3% until later 

in 2023. The outlook is highly uncertain, with some risk of high inflation proving to be more persistent, further 

imposing significant social and economic costs.  

3) House prices – Soft or hard landing?  

The concerted strength of the NZ housing market was one of the major standouts of 2021. Record low mortgage 

interest rates, the increased focus on nest-building, the fear of missing out and the substitution of funds earmarked 

for overseas trips into bricks and mortar were clear supports. This took the increase in house prices since late 2019 to 

around 45% (Auckland prices up around 40%), adding around $500bn to nationwide housing equity. Existing house 

prices are in the stratosphere in relation to incomes and rents, with average house prices nudging $1m. 

Higher house prices have provided the RBNZ and 

Government with a joint headache and have unleashed 

a flurry of policy measures to cool the property market. 

These included LVR restrictions, sharp increases in 

mortgage interest rates and more stringent criteria to 

slow the availability of housing finance. Combined, we 

have seen the housing market turn heading into 2022, 

with December REINZ figures pointing to an end of the 

housing boom.   

What is on the cards for 2022? A repeat of 2021 looks 

highly unlikely, with our current house price forecasts 

signalling small house price falls over 2022. This would 

herald a soft landing, but prices would still end 2022 at 

8-10% below their peak in inflation-adjusted terms. 

Furthermore, larger house price falls are possible given 

how quickly the market has turned, how much house 

prices have already increased, the erosion of household 

incomes caused by high inflation, increasing policy headwinds and with increases in dwelling supply likely to continue 

to outstrip household formation. Triggering larger falls could also be an adverse economic shock that could hit income 

prospects, employment or the price and availability of credit.  
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https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-dec-2021.pdf
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What then is most likely to happen?  Our hope is for a soft landing, but uncertainty is elevated. Once again, 

developments in the housing market will have a key bearing on NZ economic activity, inflation and NZ interest rates. 

We will continue to closely scrutinise housing developments.  

4) Capacity frictions – Will these abate or intensify? 

Our core economic view is that the demand side of the NZ economy will continue to benefit from key supports 

including strong household and corporate balance sheets, the close to record terms of trade and the tight labour 

market. There is still pent-up demand that could be unleashed. 
 

Whether this will translate into economic activity will depend on whether the economy has the necessary capacity to 

meet demand. We have been concerned for some time that the combination of supply frictions, slower growth in the 

labour force and our poor productivity track record will constrain the expansion. This looks to be playing out with 

widespread labour shortages and increasing difficulty in obtaining materials and consumer and capital goods. Capacity 

pressures appear to be more extreme in the labour market, with employment at (or above) its maximum sustainable 

level and the 2021 Q3 unemployment rate at its lowest since the mid-1980s.  
 

Over 2022, it is our hope that some of the factors 

currently impacting on supply-side capacity – including 

freight disruptions, labour shortages and high input 

costs – prove to have a transitory impact. It is our 

suspicion that the mismatch between where spare 

resources are located and where they are needed will 

generate longer-lasting impacts. The economy is clearly 

in need of more productive investment (both labour 

saving and capacity enhancing) to soothe capacity 

bottlenecks, but also to build greater resilience.  Doing 

this will not be easy considering we are still in the midst 

of a global pandemic, the cost of that investment will 

not be cheap, and interest rates are rising. 
 

Many of the factors weighing on capacity may take 

longer to be resolved. The border restrictions are likely 

to remain in place for a while yet, and we envisage their 

gradual relaxation over 2022 rather than a wholesale 

reopening. Moreover, the ability of the supply side to quickly adapt to the post-COVID-19 economic landscape is still 

unknown. An Omicron outbreak in NZ could further disrupt economic activity. 
 

The supply side of the economy is unobservable, but we will be looking at prices & wages, immigration flows, job ads, 

and business investment and employment plans for signs of whether supply shortages are improving or worsening. 

 

5) Interest rates – how much will they rise in 2022? 

The vigorous rebound in NZ interest rates over 2021 surprised many (including us) and reflected the improved 

economic outlook and concerns over rising inflation and economic overheating. The increase in NZ interest rates 

outpaced those for our major trading partners, with the RBNZ towards the front of the central bank rate hike queue 

and delivering 50bps of OCR hikes last year. NZ short- and longer-term wholesale interest rates have climbed by more 

priced our trading partners, widening interest rate differentials.  
 

What about 2022? Current market pricing has close to an additional 125bps of OCR hikes over 2022, with the OCR 

priced to end 2022 at around 2.25%, a shade above circa 2% neutral levels, with further rises over 2023.  NZ yields are 

now generally back above pre-pandemic levels, and look set to increase further, with forward interest rates 

converging in a 2.5%-3% zone.  

 

https://www.asb.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update-june21.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/capacity-update.pdf
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Could market pricing be wrong?  Uncertainty is elevated and there are host of upside and downside risks to the 

interest rate outlook: 

• On the upside. NZ yields could rise by more than this if the 

global economy more quickly shakes off COVID-19 and 

strongly rebounds, taking NZ along with it.  Moreover, 

there is the risk that high inflation turns out to be more 

persistent (it is real interest rates that matter more for 

impacting economic activity and inflation). The tight labour 

market and high headline inflation could result in wage 

inflation igniting. There is also the likelihood that global 

central banks (including the RBNZ) are already well behind 

the curve and will have to play catch-up with more 

restrictive interest rate settings to reset wage and price 

setting expectations.   
 

• On the downside. Pandemic-related disruptions to 

economic activity in NZ and pandemic fatigue in general 

could slow domestic spending, the degree of inflationary 

pressure and resource stretch in the economy.  The strong 

household sector has kept the economy afloat thus far, but 2022 could be more challenging given COVID-19 

fatigue, tightening financial and credit conditions and with high inflation set to significantly erode household 

purchasing power. The housing market outlook is also looking considerably less perky than six months ago. The 

inflation outlook is looking considerably firmer than it did a year ago but some of the upward influences could 

start to unwind as economic disruptions and capacity frictions abate. 

 

All up, there are clear two-sided risks to the interest rate outlook. For now, we are sticking with our view that the OCR 

will peak at 2% this cycle. However, as the events over the past 12 months have shown, economic views can change 

quickly. 
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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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