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Labour market to tighten even further 

The ANZ NZ consumer and business surveys released last week for the month of July showed fractional improvement 

compared to June, albeit still at worrisome levels. The business survey, again, shed light on the extremely tight labour 

market being a major constraint to firms’ production. The upcoming labour market data this week will be one to 

watch for the RBNZ as it seeks clarity on whether inflationary pressures in the economy are starting to cool down.  

For the ANZ Business survey, most activity indicators remained very weak with few changes.  Headline business 

confidence lifted.  But firms’ expectations for their own activity fell a little further to -7.4 from -7.0 in June (seasonally 

adjusted).  Residential construction intentions hit rock-bottom, reaching a new low at -73.7. Both the employment 

and investment intention indices also had weaker responses.  The still-weak ANZ consumer sentiment results continue 

to highlight that consumer spending is most likely to remain weak for the rest of the year given the major headwinds 

households face including higher interest rates, inflation, and increased cost of living pressures.  Across both surveys, 

pricing intentions held at last month’s levels, and inflation expectations and cost expectations eased a bit. These 

reinforce that headline inflation is not set to get worse and might have peaked this cycle at 7.3%.  

While demand is facing pressures, the economy’s ability to supply is 

part of the current challenge.  This week’s Q2 labour data are 

expected to show the difficulty businesses face in finding workers.  

The unemployment rate is biased to fall to a fresh record low of 3%, 

as employment lifts slightly further after earlier Omicron disruption 

and while the labour force barely expands.  Wage growth is 

expected to accelerate to its highest annual rate since 2008 and 

continue accelerating over the second half of 2022 (Mark Smith’s 

full labour market preview is here).  The persistence of labour 

market tightness is likely to be the key influence on the RBNZ’s 

policy decisions this year and next. 

Meanwhile, the risks to NZ agriculture and the economy from Foot 

and Mouth disease (FMD) are in focus after FMD fragments were found at the Australian border, related to the 

current Indonesian outbreak.  The NZ Government’s most recent modelling of a FMD outbreak (conducted in 2014 by 

the Ministry for Primary Industries with assistance from the NZIER) shows potential GDP impacts in a range of 3% of 

GDP to 8% across differing scenarios.  The key determinants of the economic impact would be the extent of the 

outbreak and the time it takes for the export markets to open back up to NZ meat and dairy products. NZ’s lessons 

from responding to the recent Mycoplasma Bovis outbreak should have helped refine NZ’s processes for handling 

future animal disease outbreaks. 
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Foreign Exchange Market  

FX Rates Current* Week ago Month ago Year ago ST Bias Support^ Resistance^ 

NZD/USD 0.6268 0.6234 0.6173 0.7001 FLAT/UP 0.6100 0.6400  

NZD/AUD 0.9002 0.9023 0.9047 0.9475 FLAT/DOWN 0.8945  0.9150  

NZD/JPY 83.74 84.91 83.38 76.67     DOWN 82.00 86.70  

NZD/EUR 0.6148 0.6106 0.5905 0.5893 FLAT 0.5900 0.6200  

NZD/GBP 0.5147 0.5201 0.5093 0.5020 FLAT 0.5100 0.5300  

TWI 71.2 70.5 69.5 73.9 FLAT N/A  N/A  

^ Weekly support and resistance levels * Current as at 9.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 

We flagged the risk last week that the USD might give back some of its recent gains in the wake of Thursday’s Fed 

meeting. And so it proved to be the case. The Fed lifted its policy rate 75bps as expected. But markets picked up and 

ran with Powell’s (subtle) hint the pace of Fed rates could slow up later in the year. This saw the recent pull-back in US 

interest rates extend, with the USD index falling around 0.6% over the week.  

All currencies posted gains against the weakening USD. The fact the JPY was out in front though (+2%) was a sure sign 

that relative interest rates were in the driving seat. The NZD/USD ground only modestly higher and remains firmly 

entrenched inside its recent 0.6200-0.6400 range. 

Market sentiment is on the improve which, as long as it continues, could see NZD/USD soon test the top of this range. 

That’s a big “if” of course. The less gloomy mood reflects the recent dips in interest rates, signs that recessions in the 

EU, UK and US are already priced, and positive corporate earnings out of the US. By contrast, economic data, on the 

whole, continue to disappoint, something that threatens the longevity of the rally. But, for now, equities are up 10-

15% from their lows and risk aversion indicators like the VIX are well off their highs. Hence, we retain a cautious 

positive bias on NZD/USD in the short-term.  

There’s plenty of global (and local) event risk due this week that will test the mettle of investors’ less downbeat mood. 

Tonight brings the US ISM manufacturing survey with a slight fall in activity expected for the July data. The Bank of 

England is expected to hike rates 50bps on Thursday night. Friday’s US employment report will be the highlight of 

offshore markets’ calendar. While jobless claims figures point to some easing in US jobs market strength, July payrolls 

should be another strong print (+230k jobs, 3.6% unemployment rate expected). 

In this part of the world, Tuesday’s RBA meeting and NZ labour market data on Wednesday both have potential to 

move markets. CBA and the consensus expect a 50bps RBA rate hike (taking policy rate to 1.85%) with Friday’s 

Statement likely to show inflation forecasts revised up. NZD/AUD still looks biased lower as the RBA ‘catches up’ to 

everyone else. Wednesday’s labour market data are expected to show the unemployment rate nudging down to 3% 

and an acceleration in wage inflation. Anything is possible with this data though; we’re particularly wary of an even-

lower unemployment rate print prompting a re-strengthening of RBNZ cash rate expectation. 
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Interest Rate Market 

Wholesale interest rates Current Week ago Month ago Year ago ST Bias MT Bias 

Cash rate 2.50 2.50 2.00 0.25 UP UP 

90-day bank bill 3.14 3.13 2.85 0.47 UP UP 

2-year swap 3.76 4.00 3.90 1.06 FLAT   DOWN 

5-year swap 3.57 3.82 3.91 1.46 FLAT  DOWN 

10-year swap 3.60 3.80 4.00 1.82   FLAT DOWN 

10-year govt bond yield 3.43 3.60 3.67 1.53 FLAT DOWN 

Curve Slope (2s10s swaps) -0.16 -0.21 0.10 0.76 FLAT UP 

* Current as at 9.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ swap yields are around 20-35bps lower compared to the start of last week, with the yield curve still inverted  
(2Y 3.74%, 10Y 3.58%).  Mounting concerns for the local and global growth outlook drove yields lower, with periodic 
bouts of volatility given likely low market liquidity. Domestic sentiment measures were soft, pointing to weak activity 
and a potential easing in inflationary pressures.  NZ government bond yields were 30-35bps lower and back to April 
2022 levels, with strong demand evident in last week’s NZDM tender. 

US short-term yields and the USD eased after the Fed hiked by 75bps (slightly more was priced in) and signalled future 
policy hikes were not on a pre-set course, including a potentially slower pace of rate hikes. Concerns over global 
growth and the weaker data pulse have acted to dampen yields and see market pricing pared back. Yields fell after US 
GDP contracted for the 2nd consecutive quarter, with institutions (including the IMF) paring back global forecasts, but 
stubbornly high inflation (US core PCE). The Treasury yield curve has remained inverted (2Y 2.88%, 10Y 2.65%) with 
yields about 10-20bps lower than a week ago and outright yields back to early April levels. Global jitters have also 
weighed on Australian yields that were down 20-50bps and led by lower medium- and long-term yields, With the Q2 
CPI inflation print not as high as feared, short-term Australian yields and RBA market pricing has eased.   

Near-term interest rate outlook 

Near-term OCR expectations have been scaled back, with around 52bps of hikes priced in for August and 45bps for 
October, and an OCR peak of around 3.9% by early 2023 (20bps lower than a week ago). Of note, the market looks to 
be factoring in the prospect of subsequent OCR cuts, with a full 25bp cut priced in by early 2024 and with the terminal 
OCR about 40bps lower. This is moving closer to our core view (see below), and we expect the market to continue to 
toy with the idea of eventual OCR cuts as the economy continues to weaken. The RBNZ has to focus on inflation first 
and we expect 125bps of OCR hikes by the end of the year and a period of restrictive monetary settings to tackle high 
inflation before OCR cuts can be contemplated. Wednesday’s labour market prints are expected to be strong (fresh 
low in unemployment rate, rising labour costs) and likely cement a 50bp August hike.  

Offshore market pricing has also been scaled back to levels that look more realistic in our view. Our CBA colleagues 
expect a 50bp RBA hike tomorrow (43bps of RBA hikes priced in) with the Bank of England also expected to hike by 
50bps (38bps priced in). We expect longer-term yields to be weighed by concerns over global growth, adding to yield 
curve inversion (US Treasuries and NZ swaps) and curve flattening pressures (Australia). With the global activity data 
pulse rolling over and potential recession in OECD economies looming, this week’s manufacturing and services PMIs 
will be scrutinised for signs of a slowdown as will labour market prints in the US.   

Medium-term outlook 

We now expect 50bp OCR hikes in both August (3.0%) and October (3.5%) with the OCR peaking at 3.75% after a 25bp 
hike in November. We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024 as the OCR is 
returned towards neutral levels (circa 2.5%). Our colleagues at CBA now expect the RBA to increase the cash rate by 
50bps in August and September followed by a 25bps hike in November to a terminal rate of 2.60%.  The US FOMC is 
expected to hike rates by a further 150bps with a Fed Funds peak of 3.50% to 3.75% by the end of 2022. Longer-term 
yields should remain capped at historically-low levels. This should drive more curve flattening/inversion, with the 
curve steepening leading up to (and during) a period in which the OCR is cut.  

mark.smith4@asb.co.nz 
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Domestic events for the week ahead 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

NZ Unemployment Rate, %, Q2 3/8 10:45am 3.2 - 3.0 

NZ Employment, % qoq, Q2 3/8 10:45am 0.1 - 0.4 

LCI Private Labour Costs, ex-overtime, qoq, Q2 3/8 10:45am 0.7 - 1.2 

LCI Private Labour Costs, ex-overtime, yoy, Q2 3/8 10:45am 3.1 - 3.4 

 

The Q2 labour market figures will still be clouded by Omicron 

disruptions but are expected to depict a strong starting point, 

with employment still well above its maximum sustainable level. 

Widespread and acute worker shortages should keep 

employment growth sluggish, the unemployment rate at record 

lows, with other labour utilisation metrics extremely stretched.  

Wage growth on the private sector labour cost measure is 

expected to accelerate to its highest annual rate since 2008, with 

rises becoming increasingly broad-based over the second half of 

2022 as a wage-price spiral unfolds. Worker shortages rather than 

rocketing demand for labour is expected to see the current period 

of tight labour market conditions persist over 2022 and likely beyond that, necessitating a period of restrictive 

monetary settings. We expect 50bp hikes in August and October and a 3.75% OCR peak by the end of the year. A 

relaxation in tight labour market conditions is needed to cool inflation, and we have flagged a 2024 timeframe for 

when the OCR can move to less restrictive levels. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

US ISM Manufacturing, Jul 2/8 1.45 am 52.5pts 

AU Leading Indicators, Jun 2/8 1.30 pm -1.0%/mth 

AU Building Approvals, Jun 2/8 1.30 pm -6.0%/mth 

AU Dwelling Prices, Jul 2/8 1.30 pm -1.5%/mth 

AU RBA Cash Rate Target, Aug 2/8 4.30 pm 1.85% 

AU Real Retail Trade, Q2 2022 3/8 1.30 pm +1.2%/qtr 

UK BoE Monetary Policy Decision 4/8 11.00 pm 1.75% 

CA Labour Market Data, Jul 6/8 12.30 am - 

US Non-Farm Payrolls, Jul 6/8 12.30 am 200,000 

Unemployment Rate - - 3.5% 

Average Earnings - - 0.4%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 29thof July 

The international data week starts on a quiet note. In Australia, the CoreLogic home price index is released with the 

ANZ job ads series, and the Australian Melbourne Institute’s monthly inflation gauge are due.  In the US, Purchasing 

Manager Indices (PMI) data are released, and construction spending data are due. 

Tuesday afternoon has the RBA meeting, with our CBA colleagues expecting a 50bp cash rate increase.  The RBA will 

then publish its Statement on Monetary Policy on Friday, which is likely to include a higher near-term outlook for 

inflation with a peak around 7%.  Our CBA colleagues will be watching the RBA’s updated unemployment rate 

forecast: if there is no forecast lift in unemployment then potentially that is a signal the RBA may not intend to take 

the cash rate above the estimated 2.5% neutral level.   

Elsewhere, potential market movers this week include: the US ISM manufacturing index (Tuesday night); Australian 

and EU retail sales volumes, Chinese Caixin Composite Index (Wednesday); US ISM Services Index for July and other 

June CAPEX/production data for June, Bank of England rate decision (Thursday); a host of Chinese trade data and US 

employment data (Friday).  

For the Bank of England meeting on Thursday, we expect to see the bank rate lifted by 50bp to 1.75%.  UK CPI inflation 

remains very high, the labour market is tight and wages growth is strong.  The BoE will also publish updated economic 

forecasts and outline their plan for reducing their large balance sheet. 

We expect the US Non-farms payroll data on Friday (Saturday morning NZT) to show US employment lifted by around 

200K last month, and the US unemployment rate is expected to print around 3.5%. We expect the US labour market to 

remain tight for several more months at least.  Nevertheless, US weekly jobless claims data suggest the pace of gains 

in payrolls is easing. 
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Key Forecasts 
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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.   

ASB  NZ economic forecasts Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-24 Mar-25

<< actual  forecast >>

GDP real - Q% -0.2 1.1 0.2 0.2 0.2 0.2 0.4 0.5

GDP real - A% 1.2 0.0 4.1 1.3 1.6 0.7 1.3 2.0

GDP real - AA% 5.1 1.0 2.1 1.6 1.7 1.9 1.0 1.8

NZ House Prices (QV Index) - A% 11.7 4.2 -3.0 -9.1 -8.0 -6.4 2.6 7.8

CPI - Q% 1.8 1.7 1.5 0.8 1.3 0.9 0.4 0.6

CPI - A% 6.9 7.3 6.5 5.9 5.4 4.7 3.0 2.6

HLFS employment growth - Q% 0.1 0.4 0.2 0.1 0.2 0.1 0.3 0.4

HLFS employment growth - A% 2.8 2.3 0.7 0.8 0.9 0.6 0.6 1.3

Unemployment rate - %sa 3.2 3.0 3.1 3.2 3.3 3.6 4.2 4.4

    Q% = percentage change on previous quarter

    A% = percentage change since same quarter the previous year

    AA% = percentage change for year ending quarter since the previous year

ASB interest rate forecasts Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZ OCR 2.00 3.00 3.75 3.75 3.75 3.75 3.50 2.50

NZ 90-day bank bill 2.86 3.20 3.80 3.80 3.80 3.70 3.40 2.70

NZ 2-year swap rate 4.00 3.80 3.80 3.80 3.80 3.70 3.50 3.10

NZ 5-year swap rate 3.98 3.60 3.60 3.60 3.55 3.50 3.40 3.20

NZ 10-year swap rate 4.05 3.65 3.65 3.65 3.60 3.60 3.50 3.45

NZ 10-year Bond 3.86 3.45 3.45 3.45 3.40 3.40 3.30 3.25

ASB foreign exchange forecasts Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZD/USD 0.63 0.61 0.59 0.56 0.56 0.58 0.62 0.67

NZD/AUD 0.91 0.91 0.91 0.90 0.90 0.91 0.91 0.91

NZD/JPY 84 83 81 77 77 78 79 83

NZD/EUR 0.61 0.59 0.58 0.57 0.57 0.58 0.60 0.63

NZD/GBP 0.53 0.52 0.50 0.48 0.48 0.49 0.53 0.57

NZD/CNY 4.2 4.1 4.0 3.9 3.8 3.9 4.1 4.4

NZD TWI 71.0 69.5 67.8 65.1 65.0 66.3 69.3 73.1
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