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Fireworks or fizzer this 4th of July week? 
Last week’s focus was all about the ANZ Business and Consumer Confidence survey. Confidence and the consumer are 
again in the spotlight this week.  We will keep an eye out for the Q2 Quarterly Survey of Business Opinion from the 
NZIER and electronic card spending surveys that will be released over the next week.  As with today’s US public 
holiday, there are likely to be some fireworks (on the price side) and potential fizzers (on the activity side).    
Last week’s ANZ Business confidence survey indicated that headline business confidence was weak for June with a fall 
of 7 points to net -62.6 % for general business confidence and with most indicators showing ongoing softness. The 
survey reflects the supply constraints businesses continue to face. The key areas firms showed distress in were 
availability of skilled labour, cost and wage inflation. Firms’ own activity outlook fell to net -9.1%, the lowest level 
since August 2020. Investment intentions, profit expectations, residential and commercial construction intentions 
were all at the lowest levels since late 2020. Retail and manufacturing sectors depicted huge falls in own activity, 
signalling potential weakness ahead in domestic activity. Nevertheless, pricing intentions remained fiery even if 
inflation and cost expectations have eased a bit for June. ASB’s 
Economic Note on the ANZ survey can be found here.     

Given the softness in recent ANZ business confidence surveys, 
the overall activity metrics are expected to be weak for the Q2 
QSBO NZEIR survey (released on Tuesday). The tight labour 
market seems to be holding back the much-needed production 
activity of businesses, adding to the prevailing headwinds and 
inflationary pressures. The QSBO survey is, therefore, likely to be 
consistent with the ANZBO survey results.  The QSBO does give a 
lot of richness in inflation indicators, so these measures will be 
closely watched for insights into the likely persistence of 
inflation pressures.  

Electronic card spending figures (out on 11th July) are also set to 
be weaker for June. But do not lose heart over this month’s 
performance. Overall retail activity for Q2 should convey a 
considerable lift in retail volumes and card spending, after some 
disruption during the peak of the Omicron outbreak.  The outlook is, though, still one of consumer caution.  We are 
well versed with the major headwinds faced by households which are making some consumers hold back on spending. 
Moreover, the easing border restrictions may not boost domestic retail activity in the short term, with the increase in 
overseas spending done by Kiwis outpacing the lift in spending in NZ by inbound tourists.  

Mark Smith’s note released on Friday suggested the burning embers of inflation could run hot for a while.  The note 

highlights a myriad of potential causes of inflation. The biggest headwind to combat for now is the tight labour 

market, which Mark shows has a persistent impact on inflation. Annual CPI inflation risks remaining higher for a longer 

period than expected if the labour shortage is not addressed effectively.  Without a boost to labour supply (such as 

added migration), the RBNZ may face the uncomfortable trade-off of having to really rein in employment to get 

inflation under control.  chandna.bedi@asb.co.nz  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/business-confidence-jun%202022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-inflation%20persistence.pdf
mailto:chandna.bedi@asb.co.nz


  

 

Economic Weekly |  04 July 2022  |  Page 2 

Foreign Exchange Market  

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

NZD/USD 0.6194 0.6310 0.6551 0.6968 FLAT 0.6150 0.6350  

NZD/AUD 0.9095 0.9105 0.9030 0.9328 FLAT 0.8945  0.9150  

NZD/JPY 83.75 84.99 85.06 77.74     FLAT 82.00 86.70  

NZD/EUR 0.5944 0.5971 0.6094 0.5882 FLAT 0.5900 0.6200  

NZD/GBP 0.5122 0.5135 0.5210 0.5059 FLAT 0.5100 0.5300  

TWI 70.3 70.5 71.9 73.5 FLAT N/A  N/A  

^ Weekly support and resistance levels * Current as at 12.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 

The NZ dollar opens the new week close to two-year lows around 0.6200, having recovered from a deeper plunge to 

around 0.6150 on Friday night. The 2% decline in the NZD/USD last week roughly matched the performance of its 

AUD/USD cousin, with both languishing at the bottom of the weekly G10 FX performance ranking.  

Most of the attention in financial markets over the past week has been on fixed income markets. Central bank 

tightening expectations and bond yields pulled back sharply as incoming economic data continued to point to a 

growing risk of recession. A 20bp slide in 2-year US bond yields set the tone, but was eclipsed by a 35bp odd decline in 

the 2-year NZ swap yield. This fall in the NZ-US interest rate differential is the crystallisation of a risk we highlighted 

several weeks ago when local RBNZ pricing looked well overdone (pricing a peak OCR of 4.5% vs. 4.0% now). 

Falling commodity prices and softer risk appetite, both driven by recession worries, have seen investors flock back to 

the relative safe-haven of the JPY, CHF, and USD over the past few weeks. But the NZD’s eroding interest rate 

differential has added an extra layer of underperformance in addition to these broader drivers.  

Technically speaking, the NZD/USD is starting to look a little oversold. And RBNZ interest rate pricing has gone from 

looking excessive to looking more reasonable now. We suspect these factors will see some of the selling pressure on 

the NZD/USD abate this week. We may see NZD/USD support at 0.6150 tested again at some stage but we look for it 

to hold. We also wouldn’t be surprised to see exporters scoop some additional hedging interest down at these levels. 

Our duration models show the NZD/USD one- and two-year forward rates are now one standard deviation below the 

5-year average. This is the first time this has occurred since COVID erupted in 2020.  

The events calendar this week has a couple of obvious standouts. Tomorrow’s RBA meeting in which another 50bps 

hike (to 1.35%) is the most likely outcome according to both markets and economists (including our colleagues at 

CBA). In the US, Friday’s non-farm payrolls employment report should provide some welcome cheer in amongst all the 

recession chat. A solid 273k jobs are expected to have been added in June, with the unemployment rate stuck down at 

a very healthy 3.6%. In NZ, the QSBO business confidence release tomorrow should be a quiet affair given the more-

timely ANZ survey has already topped us up with miserable-looking indicators.  . 

 

mike.jones@asb.co.nz  

mailto:Mike.jones@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 2.00 2.00 2.00 0.25 UNCH UP 

90-day bank bill 2.85 2.81 2.49 0.35 FLAT FLAT 

2-year swap 3.90 4.14 3.88 0.80 FLAT   DOWN 

5-year swap 3.91 4.13 3.94 1.37 FLAT  DOWN 

10-year swap 4.00 4.13 4.00 1.85 FLAT DOWN 

10-year govt bond yield 3.67 3.88 3.63 1.70 FLAT DOWN 

Curve Slope (2s10s swaps) 0.10 -0.01 0.12 1.04 FLAT UP 

* Current as at 12.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ and global rates are lower across the curve, unwinding sizeable rises of late and continuing their volatile run. NZ 

swap yields ended the week on a declining trajectory to be down 20bps to 30bps across 2- to 10-year tenors, with 

curves steepening and yields back to early-mid June levels. NZ bond yields were down by a similar margin (10Y 3.70%). 

Market pricing has also been pared back with about 10bps of 2022 OCR hikes taken out from a week ago, with the 

terminal OCR now sub-4% (down 20bps). The catalyst for local moves looks to be global, with local events (weak NZ 

business and consumer confidence data, the NZ and EU Free Trade Agreement) largely ignored. Australian yields had a 

similar journey with government bond yields shedding 20-30bps (3Y 2.96%, 10Y 3.59%) last week despite solid data.      

Global yields were weighed by fears of looming global recession, given the weakening tone of data and focus from 

central banks on getting elevated inflation under control. The admission by global central bankers (US FOMC, ECB and 

BoE) that the era of low inflation and strong growth may have ended, with inflation potentially being increasingly 

embedded, has seen only a modest paring back in market pricing. US Treasury yields were down roughly 20-30bps 

across the curve on last week and have fallen about 50-70bps since mid-June. 

Near-term interest rate outlook 

Near-term OCR expectations have 48bps of hikes priced in for July, 53bps for August and 43bps for October, with 

185bps in total for 2022. Markets are likely to remain illiquid and flighty, with the amount priced in and outright NZ 

yields still elevated relative to our core view. Picking near-term yield direction in a volatile environment is difficult, but 

we still view more downside than upside risk. NZ swap curves are very flat, running the risk of inverting. Domestic 

sentiment measures – Q2 QSBO tomorrow – are expected to weaken further, and we will be looking at 

pricing/capacity metrics for signs of moderation. The near-term inflation outlook (we expect annual CPI inflation to 

push above 7%) still looks upwards, which could limit falls in yields. 

Given heightened concerns over the global economy, and a likely continued string of weak data, global yields likely 

have scope to fall further, with yield curves remaining flat. Current market pricing offshore remains aggressive with 

roughly 225bps of RBA hikes priced in for 2022 (i.e. slightly over 3% cash rate by year end) and 170bps for the FOMC.  

Our CBA colleagues expect the RBA to hike by 50bps tomorrow (about 40bps is priced in) and either do a follow-up 

25bp or 50bp hike in August, but also a 2.1%-2.35% cash rate peak, well below current market pricing.  The FOMC 

Minutes will gauge the motivation behind the 75bp June hike and how much appetite there is for sizeable future 

moves with economic momentum slowing. 

Medium-term outlook 

We now expect 50bp OCR hikes in July (to 2.50%) and August (3.00%), followed by 25bp rate hikes in October (3.25%) 

and November (3.50%). We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024 as the 

OCR returns to more neutral levels. The yield curve is expected to remain flat and then steepen leading up to (and 

during) a period in which the OCR is cut. An inverted yield curve is possible. Following a RBA 50bp July hike and either 

a 25 or 50bp August lift, our CBA colleagues expect a sequence of 25bp hikes and a 2.1%-2.35% cash rate peak. The US 

FOMC is expected to hike rates by a further 75bps in July with a Fed Funds peak of 3.50% to 3.75% by early 2023. 

Longer-term local and global yields are expected to drift up given the lift in shorter-dated yields, risk of high inflation 

being persistent, and helped by the July cessation of ECB asset purchases by the ECB and quantitative tightening by 

the FOMC and RBNZ. Yields should remain capped at historically-low levels.    

mark.smith4@asb.co.nz 

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

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

NZIER QSBO, Q2 5/7 10:00am - - Weak activity 
High inflation 

Electronic Card Transactions, retail, % mom, June 11/7 10:45am 1.9 - -2-3 

  

The Q2 NZIER QSBO should remain awkward reading for the 

RBNZ. Activity metrics – including actual and expected domestic 

trading activity, employment and investment intentions – are 

expected to be weak (i.e. in recessionary territory) given soft 

readings from other business and consumer sentiment surveys of 

late and generally gloomy headlines.  Price and cost measures 

from the survey should also remain elevated and widespread 

across sectors. Capacity metrics from the survey – including 

skilled and unskilled labour shortages and labour as the major 

constraint on firms increasing production – are expected to be 

tight. We will be closely following the latter for signs of an 

eventual turning point in core inflationary pressures.    

We expect falls for June card spending as the recent pace of 

increases runs out of puff.  Higher fuel prices should support fuel 

spending, but durable and other discretionary retail spend will likely 

be weaker. The rotation of spending towards non-retail services 

should support total retail. Despite a June month dip in card 

spending, a decent Q2 lift should be delivered for card spending and 

retail volumes, partly mitigating recession fears for 2022H1. 

However, easing border restrictions are not necessarily a boon for 

domestic retail, with RBNZ credit card data showing a sharp increase 

in overseas billings on domestic cards in relation to slow climbs in 

spending in NZ billed to overseas cards.  The environment for retail in 

the second half of 2022 should be challenging. Headwinds to 

household spending include higher retail prices and debt servicing costs, continuing challenges with stock shortages, a 

cooling housing market outlook, and increased precautionary savings given recession fears. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Building Approvals, May 4/7 1.30 pm -3.0% 

AU Lending Indicators, May 4/7 1.30 pm -2.0% 

AU RBA Boarding Meeting, July 5/7 4.30 pm 1.35% 

EZ Retail Sales, May 6/7 9.00 pm - 

US FOMC Minutes 7/7 6.00 am - 

AU International Trade, May 7/7 1.30 pm - 

Trade Balances - - A$11.0bn 

JN Current Account, May 8/7 - ¥0bn 

US Non-Farm Payrolls, June 9/7 12.30 am  

Payrolls - - 300,000 

Unemployment Rate - - 3.6% 

Hourly Earnings - - 0.5%/mth 

CN CPI Inflation, June 9/7 - 2.5%/yr 

PPI Inflation - - 6.0%/yr 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 1st of June 

We expect a quiet start to the week, with no local data due, and US markets closed for Independence Day. In 

Australia, data on building approvals, lending indicators, ANZ job advertisements, and the monthly inflation gauge are 

all released on Monday.   

Things pick up on Tuesday, with the big focus for the day being the Reserve Bank of Australia. We expect the RBA will 

increase the cash rate target by 50bps to 1.35%. It is clear the RBA have changed to an inflation fighting mindset and 

plan to front-load the hiking cycle.  

Eurozone retail sales (Wednesday night) will be of note as analysts attempt to gain an understanding about how 

consumers are responding to high inflation. Retail volumes has been trending lower this year with part of this 

explained by a shift back to services spending but inflationary pressures may also be playing a role.  

In Japan, current account data are due Friday, and there is a chance that it could be a deficit for the first time since 

2014.  

In the US, Friday night’s Non-farm Payrolls report is expected to show an increase by 300,000 in employment and the 

unemployment rate to remain steady at 3.6%. Also of interest will be the FOMC minutes (Thursday morning NZT) as 

market participants will try to glean any new information on the Fed’s recent meeting with talk of a US recession 

gaining steam in recent weeks.  

We expect inflation in China to have picked up in June with higher energy and food prices pushing up the consumer 

price index (Saturday morning). In contrast to many western economies that are grappling with CPI inflation running 

at multi-decade highs, China’s CPI inflation is currently very low.  
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Key Forecasts 

 

Note: events have weakened the NZD more than anticipated and could continue to do so vs. forecast in the current uncertain environment. 
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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 1.0 0.2 0.3 0.3 0.3 0.5 0.5

GDP real - A% 1.2 -0.1 4.1 1.3 1.8 1.1 1.5 2.1

GDP real - AA% 5.1 1.0 2.0 1.6 1.8 2.1 1.3 1.9

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 1.8 1.1 0.9 0.7 0.3 0.6

CPI - A% 6.9 7.3 6.9 6.5 5.6 4.6 2.5 2.5

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

HLFS employment growth - A% 2.8 2.0 0.3 0.4 0.4 0.4 0.7 1.0

Unemployment rate - %sa 3.2 3.2 3.2 3.3 3.5 3.6 4.1 4.5

    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 3.50 3.50 3.50 3.50 3.25 2.25

NZ 90-day bank bill 2.86 3.20 3.60 3.60 3.60 3.50 3.30 2.35

NZ 2-year swap rate 4.00 3.70 3.70 3.70 3.70 3.60 3.40 3.00

NZ 5-year swap rate 3.98 3.75 3.75 3.75 3.70 3.65 3.55 3.35

NZ 10-year swap rate 4.05 3.85 3.85 3.85 3.80 3.80 3.70 3.55

NZ 10-year Bond 3.86 3.60 3.60 3.60 3.55 3.55 3.45 3.30

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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