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Murky labour market data and an elf shortage 
There are a few Antipodean events out for the week for markets to get their teeth into this week: NZ labour market 

data; the RBNZ’s Financial Stability Report (FSR), and; the Reserve Bank of Australia’s interest rate announcement. 

The labour market data will, unfortunately, give a murky picture of what is going on.  We know the labour market was 

running red hot prior to the start of the delta community outbreak, but heat has come on businesses up and down the 

country as a result of months of disruption.  The response rate for the Household Labour Force Survey (HLFS) has been 

impacted, which reduces its reliability.  The Quarterly Employment Survey, an employer-based measure of jobs, likely 

missed the lockdown impact altogether.  For the record though, we expect the measured unemployment rate to print 

at 3.9%, but to rise in the future.  Wage pressures are likely to mount. 

Wednesday morning brings the FSR, with housing a key financial stability risk the RBNZ is focusing on.  Introducing 

debt-to-income ratios is the next step the RBNZ will proceed with.  The FSR will be preceded by a speech Tuesday 

morning from RBNZ Governor Adrian Orr detailing “the unsustainable level of house prices” and “why the bank cares 

about the concentration of risk associated with housing and the current drivers of house prices”. 

On Tuesday afternoon, financial markets will be bracing for both the Melbourne Cup and to see if the RBA starts to 

walk away from its bond yield target and its commitment to keep the cash rate on hold until 2024. 

There will also be the usual focus on today’s 4pm post-Cabinet announcements on Alert Level decisions for Auckland, 

Waikato (and potentially Christchurch).  Cabinet needs to balance the future pressures on the health sector and 

further geographical spread of the virus against the mounting toll lockdown is taking on people and businesses.  The 

heat under the lockdown pressure cooker is growing, even as community transmission slowly but surely spreads. 

And the thorny issue of Christmas is starting loom.  People need to try to make plans for where and who they can 

spend Christmas with, and what goodies are available to gift.  The holiday period and its lead-up is a time when many 

businesses (particularly in retail) make the money that gets them through the quieter times of the year.   

Global logistics challenges have made it difficult enough to obtain Christmas presents, but COVID restrictions are 

adding to it.  Current border restrictions mean Santa Claus is going to need to be double-jabbed and spend 2 weeks in 

MIQ.  Christmas logistics issues have been compounded by Will Ferrell recently revealing why he never made Elf 2 

despite being offered a high payout, highlighting global difficulties in meeting demands for skilled labour.  This is all 

putting huge pressure on NZ Post to pick up the slack to deliver parcels up and down the country.  Will Christmas be 

saved?  Will there be any easing of shopping restrictions in Auckland that would help?  Did the sole occupant of the 

MIQ hotel who arrived by private sleigh aircraft wear red and sport a white beard?  Rumours abound – tune in at 4.   

nick.tuffley@asb.co.nz     Need help or information?  Find ASB and Government support information here 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-preview-q3-2021.pdf
https://au.news.yahoo.com/will-ferrell-elf-2-sequel-never-happened-235751641.html
mailto:nick.tuffley@asb.co.nz
https://www.asb.co.nz/covid-19
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Foreign Exchange Market  

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

NZD/USD 0.7162 0.7164 0.6892 0.6633 FLAT/UP 0.6900 0.7300  

NZD/AUD 0.9535 0.9579 0.9544 0.9406 FLAT 0.9400  0.9700 

NZD/JPY 81.69 81.71 76.59 69.26  UP 79.00  84.00  

NZD/EUR 0.6196 0.6160 0.5952 0.5674 FLAT/DOWN 0.6000  0.6400  

NZD/GBP 0.5233 0.5193 0.5121 0.5129 FLAT 0.5000 0.5400  

TWI 76.0 75.7 73.6 71.3 FLAT/UP N/A  N/A  

^ Weekly support and resistance levels * Current as at 11.30am today; week ago as at Monday 5pm 

NZD Recap and Outlook 
Last week was a period of consolidation for the NZD after its ascent over the preceding fortnight. With NZD/USD 

(0.7130-0.7220), NZD/JPY (81.00-82.10), NZD/GBP (0.5180-0.5240) and NZD/EUR (0.6135-0.6200) all trading in narrow 

ranges. The more notable moves came from the NZD/AUD. Following a strong Australian CPI reading and the RBA’s 

apparent abandonment of its 0.1% yield target, Aussie wholesale yields lifted as much as 70bps above target. 

Developments saw the AUD find some support, but as NZ yields were themselves touching 2-½ year highs the 

NZD/AUD moves were modest, shedding less than a cent over the course of week.  

Aside from Antipodean developments, it was a case of ‘more of the same’ for currency markets. The strong 

fundamentals that have seen commodity currencies like NZD gain ground over the course of October remain in force. 

Commodity prices continue to press higher, with our own ASB Commodities Index (which is weighted based on NZ’s 

major exports) hitting a new USD-denominated 7-year high last week. And for now, the ‘wall of worry’ that had been 

triggering investor anxiety seems to have faded into the background: equity indices were touching fresh highs last 

week, while the VIX index – the standard proxy for risk aversion – continues to trundle along post-pandemic lows. 

Don’t forget interest rate differentials also remain well in NZD’s favour. All-up, there’s little to dissuade us from our 

view that NZD/USD will find support above the 0.7000 mark. 

A couple of catalysts for movement loom this week. Domestically, the RBNZ releases its Financial Stability Report at 

9:00am on Wednesday which Governor Orr is portending with a Tuesday morning speech on “the unsustainable level 

of house prices” and “why the bank cares about the concentration of risk associated with housing and the current 

drivers of house prices.” Much of the speculation is around whether the Bank will signal the introduction of debt-to-

income restrictions to throw further cold water on the housing market. Previous housing announcements (either from 

the RBNZ or Central Government) have clipped the NZD’s wings a bit as markets have viewed these as reducing some 

of the impetus for the RBNZ to hike the OCR higher and faster. But that’s no longer the case – it’s the strength of the 

CPI inflation that’s now firmly in the driver’s seat, and it’s much more than housing-related inflation underpinning it. 

Meanwhile, there will be few implications from the employment data released later that morning given the results 

will largely reflect the labour market’s pre-lockdown position (i.e. incredibly darn tight). 

Offshore, we’ve got the RBA meeting on Tuesday afternoon at 4:30pm and then the Federal Reserve out at 7am on 

Thursday. The risk for AUD is that the RBA’s rhetoric can’t match the recent aggressive moves in market pricing, 

causing it to pare back some of last week’s gains, including against NZD. For USD, it’s the other way around – more 

hawkish signalling from the Fed could narrow interest rate differentials a shade. That may crimp NZD/USD a little, but 

not enough to reverse those October gains. 

nathaniel.keall@asb.co.nz  
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Interest Rate Market 

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

Cash rate 0.50 0.50 0.25 0.25 UNCH UP 

90-day bank bill 0.80 0.74 0.64 0.28  UNCH UP 

2-year swap 2.26 1.99 1.42 0.01 UNCH UP 

5-year swap 2.63 2.39 1.87 0.11 UNCH UP 

10-year swap 2.74 2.59 2.24 0.52  UNCH UP 

10-year govt bond yield 2.65 2.42 2.01 0.54  UNCH UP 

Curve Slope (2s10s swaps) 0.48 0.61 0.83 0.51  UNCH DOWN 

* Current as at 11.30am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

The broad uptrend in NZ yields has remained intact, with payside pressure from mortgage-related fixing in NZ driving 

larger climbs in the 2-5 year space for interest rate swaps. Low liquidity has contributed to high volatility, with the 2-

year swap yield moving in a massive 45bp range over the last week alone, with NZ yields down from post-pandemic 

highs late last week. NZ Government bond yields were up across the curve versus a week ago, with a flattening bias 

and 2%+ yields. The climb in NZ yields was outpaced by gains in Australia on stronger than expected Australian Q3 

core CPI inflation and signs the RBA may be distancing itself from its 0.1% yield curve control target after it failed to 

announce asset purchases. Yields on the April 2024 Australian Government bond (0.78%) gained 65bps last week, 

eclipsing the close to 30bp gain in 10-year Australian bonds (2.08%). 

Moves in non-Australasian markets were generally more modest with yield curve flattening. US 10-year Treasury 

yields ended the week slightly lower (1.55%) with 2-year yields (0.50%) ticking up after market expectations of 

elevated inflation were confirmed (core PCE 3.6% yoy). European yields were up after ECB President Lagarde warned 

inflation could be more persistent. Canadian short-term yields rose after the Bank of Canada held rates but ceased 

asset purchases and bought forward expected interest rate hikes to mid-2022. 

Near-term interest rate outlook 

Low liquidity will likely ensure yields remain highly volatile this week. Market pricing has close to 35bps of OCR hikes 

in November, with roughly 65bps of hikes till February (1.15%), about 190bps priced into late 2022 (2.40%). This is 

more aggressive than our forecasts of a steady pace of 25bp hikes and a 2.0% OCR endpoint. Markets could continue 

to push higher, although we are becoming increasingly wary of a looming pullback in NZ yields. RBNZ Governor Orr 

is due to speak tomorrow on housing and unless he signals 50bp hikes are back on the table, we see little upside to 

yields if he confirms the pending introduction of Debt-to-Income limits and other tools to slow the housing market 

ahead of Wednesday’s RBNZ Financial Stability Report. Q3 NZ labour market data are a lottery, but our expectation is 

that it will confirming accelerating annual wage growth and an extremely tight labour market pre-lockdown.   

Our bias is for global yields to move higher and yield curves to flatten as markets increasingly focus on improving 

prospects and central banks look to reduce policy accommodation. Focus will be on whether the RBA abandons its 

0.1% yield curve control target in tomorrow’s policy decision (we think it will) and the extent this will impact forward 

guidance (we expect the on hold till 2024 pledge to be dropped). We also expect the FOMC to leave the Fed Funds 

rate unchanged but to formally announce that it will begin to taper its asset purchases from mid-December. There is 

the risk that the Bank of England will bring forward signalled policy tightening. Improving employment reports from 

Canada and the US should support higher global yields.  

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR hitting 1.50% by May 2022. We then expect 25bp 

hikes in August and November 2022 and a 2.0% OCR peak. Uncertainty is high and the OCR could follow a number of 

different paths. Our CBA colleagues have brought forward the timing for RBA tightening, with QE tapering from February 

2022 (ending May 2022) and RBA rate hikes from November 2022 (1.25% endpoint). The US FOMC is expected to 

implement tapering asset purchases from December 2021 (ending by July 2022), with rate hikes from late 2022 (1.50% 

by late 2023). Longer-term yields are expected to drift up and for the yield curve to remain flat, with risks tilting to a 

more pronounced lift in yields.   mark.smith4@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-preview-q3-2021.pdf
mailto:mark.smith4@asb.co.nz
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Domestic Events for the week ahead 

Data Date Time  

(NZT) 

Market ASB  

RBNZ Financial Stability Report 03/11 9:00 am - - 

HLFS Unemployment Rate, %, Q3 03/11 10:45 am 3.9 3.9 

LCI Wage Inflation, Private Sector Ordinary Time, % qoq, Q3 03/11 10:45 am 0.8 0.8 

 
The focus of the RBNZ’s November Financial Stability Report (FSR) will remain on housing. Strong balance sheets 

have helped the financial system and the broader economic recovery, but the RBNZ will be wary given strong house 

price gains of late and the Bank’s assessment that house price levels are currently ‘unsustainable’. The risk is that a 

boom-bust house price cycle could jeopardise financial stability, notwithstanding resilient stress test results. To 

prevent this, the RBNZ has been progressively tightening loan-to-value ratio (LVR) restrictions on mortgage lending 

and the FSR will also likely discuss recent consultations on implementing Debt-to-Income (DTI) restrictions and/or 

interest rate floors to slow borrowing.  Both could soon be formally added to the RBNZ’s toolkit.  With mortgage 

interest rates set to move higher and other factors looking less supportive (i.e. low population growth, increasing 

dwelling supply), the housing market looks set to cool significantly.  Interestingly, RBNZ Governor Adrian Orr is set to 

deliver a speech on the housing market on Tuesday morning ahead of the FSR.  The title “Housing Matters” appears to 

be a last-minute change in topic in according to an already-published conference programme.   Beyond housing, the 

RBNZ is continuing to closely monitor the wider financial system. The relative resilience of the economy and high dairy 

commodity prices means risks in other areas of concern – commercial property, the rural sector – remain contained, 

though there may be some noting of the near-term impact for some commercial landlords of rent reductions during 

the current lockdown. Still, the risk of economic scarring from prolonged level of tighter restrictions means the RBNZ 

will be watchful. 

The Q3 labour market figures will be mixed, but for the most part the outcomes will reflect how well the labour 

market was doing ahead of the NZ community outbreak of COVID-19 in August.  From that perspective, the labour 

market figures released on Wednesday 4th November are already somewhat dated.  The HLFS survey saw a fall in the 

response rate that impacts its reliability; meanwhile the QES survey largely covers the period prior to the discovery of 

the community outbreak.  We expect employment growth of 0.5% qoq, with the unemployment rate falling to 3.9% 

from 4%.  Meanwhile, we expect wage inflation (LCI private sector ordinary time) to lift 0.8% qoq to bring annual 

growth up to 2.6%.   Our forecasts are in line with the market median expectation.  
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

US ISM Manufacturing Index, Oct 02/11 3:00 am 61.5 pts 

RBA Board Meeting 02/11 4:30 pm 
Cash Rate unchanged 0.1%,  

3-year yield curve target abandoned 

FOMC policy meeting 04/11 5:00 am Fed Funds Rate 0.0%-0.25% 

AU Trade Balance, September 04/11 1:30 pm $A12.1bn 

BoE Policy Meeting 05/11 1:00 am No policy change 

RBA Statement of Monetary Policy  05/11 3:00 am - 

US Non-farm Payrolls, Oct 06/11 1:30 am Jobs 450k, unemployment rate 4.7% 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 29th October  

Already-released regional manufacturing surveys point to yet another solid monthly print for the US ISM 

Manufacturing index.  Robust consumer and business investment demand, elevated delivery times and high input 

prices are holding the ISM manufacturing index near record highs. 

Our central scenario sees the RBA Board keeping the cash rate unchanged but announcing an abandonment of the 

April 24 ACGB yield target at its Melbourne Cup Day meeting.  Wednesday’s CPI print for underlying inflation, which 

surprised to the upside at 0.7%/qtr and 2.1%/yr, resulted in a sharp increase in front-end yields.  But the RBA chose 

not to intervene and defend its target and so we can only assume that the RBA will announce at the Board meeting 

that this target is being abandoned.  The difficulty for the RBA is that this will also require a change in its forward 

guidance on the expected timing of the first-rate hike. 

We expect the FOMC to leave the Fed Funds rate unchanged at 0.0%-0.25%.  However, we expect the FOMC to 

formally announce that it will begin to taper its asset purchases by $US15bn a month from mid-December.  The risk is 

that the FOMC implements the taper earlier, in mid-November.  At a pace of $US15bn a month, we expect the FOMC 

will complete its taper in July 2022 (or by June if the taper begins this month).  The Fed’s language on the outlook for 

inflation will also be closely watched.  

We expect the Australian trade surplus to have softened in September and to continue to do so in coming months.  

The decline in iron ore prices as the Chinese government cut steel output to control carbon emissions will weigh on 

exports.  The reopening of the international border for vaccinated Australians and permanent residents in November 

will begin to affect services exports and imports, though only gradually at first.   

Our base case is for the Bank of England (BoE) to make no policy changes. However, the risk is the BoE begins 

reducing monetary accommodation because of better UK economic growth prospects and more persistent inflation 

pressures. 90-day Sterling futures have priced-in a 50% probability of a 25bps Bank Rate hike in November. The BoE 

could also prematurely curtail the current asset purchase programme instead of continuing with it until the intended 

target of £875bn is reached. If the BoE sticks to the current purchase pace, the target would be reached by year-end. 

The BoE has so far accumulated roughly £846bn of UK government bonds. 

The RBA will publish an updated set of forecasts and provide some additional colour on its views on the economy in 

the November Statement on Monetary Policy (SMP).  Wednesday’s Q3 CPI print was an overshoot of the RBA’s 

forecast profile from August and is a sign that underlying inflationary pressures are building more quickly than the 

RBA had expected.   

We expect the pace of US Non-farm Payrolls jobs growth picked up in October thanks in part to falling COVID-19 

infection and deaths rates since September.  Falling infections may have encouraged more workers to re-enter the 

workforce.  At the same time, high job vacancies support a rebound in employment.  However, a higher participation 

rate can limit the fall in the unemployment rate.  We expect the unemployment rate dipped to 4.7%.  We expect 

average hourly earnings remained robust at 0.4%/mth. 
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Key Forecasts 

 

 

ASB Economics & Research  Phone 
Chief Economist Nick Tuffley   nick.tuffley@asb.co.nz  (649) 301 5659 
Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5657 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mike Jones mike.jones@asb.co.nz (649) 301 5661 
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 

Economist Nat Keall nathaniel.keall@asb.co.nz (649) 301 5720 
 
www.asb.co.nz/economics 

   

@ASBMarkets 

 

Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
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to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.  We believe that the 
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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 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 2.8 -8.4 5.2 1.8 1.4 1.2 0.3 0.7

GDP real - A% 17.4 -5.6 0.3 0.8 -0.5 10.0 3.5 2.3

GDP real - AA% 5.1 3.3 3.3 2.8 -1.3 2.5 4.3 2.1

NZ House Prices (QV Index) - A% 28.2 27.8 22.1 14.9 8.8 4.3 2.6 6.8

CPI - Q% 1.3 2.2 1.3 0.8 0.7 1.1 0.5 0.5

CPI - A% 3.3 4.9 5.8 5.7 5.1 3.9 2.8 2.5

HLFS employment growth - Q% 1.1 0.5 -0.6 0.3 0.5 0.5 0.2 0.4

HLFS employment growth - A% 1.7 2.8 1.5 1.2 0.7 0.8 1.6 1.2

Unemployment rate - %sa 4.0 3.9 4.3 4.3 4.1 3.9 3.9 4.0

    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-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.75 1.00 1.50 1.75 2.00 2.00

NZ 90-day bank bill 0.35 0.65 1.00 1.25 1.75 2.00 2.25 2.25

NZ 2-year swap rate 0.78 1.42 2.20 2.25 2.30 2.35 2.45 2.65

NZ 5-year swap rate 1.36 1.87 2.60 2.65 2.70 2.75 2.85 2.90

NZ 10-year swap rate 1.88 2.24 2.75 2.80 2.85 2.90 3.00 3.05

NZ 10-year Bond 1.77 1.97 2.65 2.70 2.75 2.80 2.85 2.90

ASB foreign exchange forecasts Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.69 0.67 0.68 0.69 0.70 0.72 0.72

NZD/AUD 0.93 0.96 0.92 0.94 0.92 0.91 0.92 0.92

NZD/JPY 77 77 76 79 81 83 85 85

NZD/EUR 0.59 0.59 0.59 0.61 0.61 0.60 0.60 0.55

NZD/GBP 0.51 0.51 0.50 0.50 0.51 0.51 0.51 0.51

NZD/CNY 4.5 4.4 4.4 4.4 4.4 4.4 4.5 4.5

NZD TWI 73.7 73.7 71.6 73.1 73.3 73.5 74.6 73.9
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