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Cut to the chase 
It’s a very big week ahead, with NZ quarterly labour market data released and monetary policy announcements from 

both the Reserve Bank of New Zealand (RBNZ) and the Reserve Bank of Australia (RBA).  We expect NZ June quarter 

labour market data to be mixed, with employment growth staging a modest bounce back from a soft start to the 

year, but the unemployment rate to rise from 4.2% to 4.4%.  Wage growth is likely to surge in Q2, in part due to the 

minimum wage increase. We expect the RBNZ to cut the Official Cash Rate 25 basis points to 1.25% on Wednesday 

afternoon, and it is likely to signal the possibility of a follow up cut within its published track.  Meanwhile, we expect 

the RBA to keep the cash rate on hold at 1.0% at Tuesday’s meeting. 

Key events and views 

Key Insights Labour market capacity and implications for the RBNZ.  

Foreign exchange Domestic events in focus, but episodes of global risk aversion will ‘trump’. 

Interest rates Record lows for Australian yields. 

Domestic events Q2 Labour Market data, RBNZ Q2 Inflation Expectations, RBNZ OCR Announcement.  

International events RBA cash rate announcement, RBA’s Lowe’s testimony, China trade balance.  

Calendars NZ and international calendar of upcoming economic events. 

 

Chart of the Week: Picking up the slack. 
Ahead of the RBNZ’s August Monetary Policy Statement, Q2 labour market data are released on Tuesday, with labour 

market outcomes under increased scrutiny since the RBNZ adopted a dual target last year.  The RBNZ has previously 

concluded that its labour market objective – maximum sustainable 

employment – was near target.  However, the RBNZ has remained 

somewhat wary that wage inflation pressures remain muted despite 

traditional measures of labour market capacity tightening in recent 

years (such as the unemployment rate).   

At its June 2019 OCR review the RBNZ noted the absence of wage 

pressure “could indicate there is still spare capacity in the labour 

market”. The implication would be more work to do for the RBNZ to 

achieve its maximum sustainable employment target.  Reassessing 

the degree of slack in the labour market was a key catalyst for the 

Reserve Bank of Australia’s recent rate cuts.  From a NZ perspective, 

it provides further support to our view that the OCR will need to be 

cut to at least 1% over 2019, with risks skewed to sub-1% OCR. 
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Key insights this week: RBNZ August MPS Preview and Labour Market Capacity 
 We expect the Monetary Policy Committee (MPC) to reach consensus and to cut the OCR by 25bps to 1.25% 

and to leave the door open to a future cut. 

 Slower domestic growth and the likelihood of growing spare capacity within the labour market heighten the 

risk of more policy stimulus and will likely have a bearing on how low the OCR does in fact go.   

 We still expect a follow-up 25bp cut in November and a 1% OCR trough this cycle, with the risk that OCR is cut 

earlier and the OCR trough is deeper. 

OCR set to move lower  
We expect a 25bp OCR cut to be delivered next week (to 1.25%), with the Monetary Policy Committee to reach a 
consensus decision. We expect the RBNZ to reiterate that the OCR outlook remains “more balanced” following the 
August cut, but the tone of the statement to suggest an easing bias remains.   

Pushing the RBNZ over the rate cut line will be a combination of global and domestic catalysts: 

 The global scene is troubling. The global economy is slowing, with risks around the sub-par global outlook to the 

downside. Forecasts for global growth continue to be trimmed. Global trade growth has slowed to a crawl, with 

China and the US still engaged in a costly trade dispute. Risks of a hard Brexit are growing. New Zealand’s Terms 

of Trade look set to remain in the stratosphere, but there seems to be limited flow-through into domestic activity. 

 Domestically, the economy looks to have slowed. We share the MPC’s characterisation of the state of domestic 

growth as being “subdued”. We have flagged persistently weak business sentiment and slowing momentum in 

the services sector as flash points.  Low customer interest rates are a boon for borrowers and provide support to 

the housing market, much less so for savers. Capacity constraints and policy lags currently look to have tempered 

the boost provided by pending fiscal stimulus.  We continue to see more downside risk than up to the RBNZ’s 

inflation outlook and believe there is a structural (longer-lasting) component to current low inflation outturns, 

both here and abroad. 

Linked to the policy outlook, will be the RBNZ’s characterisation of the economic outlook. The August MPS will 

include detailed economic projections, which are expected to show a weaker growth outlook over calendar 2019, with 

GDP growth expected to pick-up towards the end of the year. The unemployment rate is expected to drift slightly 

higher, but then ease over the projection period. After some volatility, annual CPI inflation is expected to settle 

around the midpoint of the 1-3% inflation target at the end of the projection period.  The published OCR track is 

expected to flag the likelihood of at least one further OCR cut by late 2019/2020, with the OCR edging up towards 

the end of the projection period. 

Labour market slack set to increase, which may impact how low the OCR goes  
Our work suggests that the economy is still close to its maximum sustainable level of employment (MSE), with the 

trend in MSE likely to continue to head upwards. Combined with the slowing demand for labour, this is expected to 

translate into a growing margin of labour market slack, with more policy support needed for employment to remain 

near its maximum sustainable level. We see the risks as being tilted towards more spare capacity remaining in the 

labour market, which will likely have a bearing on how low the OCR does in fact go.  

Our core view is that the OCR will plateau at 1.00% in November after another 25bp cut.  However, we still see the 

balance of risks to the global and domestic outlook skewed to the downside and there is the risk that the OCR is cut 

earlier and the OCR trough is deeper. 

How low could the OCR go? The OCR could potentially move below 0% and there is scope for the RBNZ to adopt 

unconventional monetary policies, but they may be of limited impact and carry risks. It is still encouraging for the 

RBNZ to be doing more work on unconventional policy measures nonetheless.  Just in case.  When push comes to 

shove, we believe that the OCR could go as low as 0.5%. The depth and length of the trough in the OCR remains 

conditional on the global and domestic outlook, the extent of persistence of recent low inflation outturns, the actions 

of global central banks, the NZD, and whether bank deposit interest rates will be sufficiently high to attract funding for 

banks.  We will be publishing a full note setting out our thoughts over the next few months. 

https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/economic-note/labour-capacity-mjms.pdf
https://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=12252136
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Foreign Exchange Market  

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

NZD/USD 0.6529 0.6628 0.6677 0.6731 FLAT/DOWN 0.6490 0.6610 UP 

NZD/AUD 0.9610 0.9597 0.9503 0.9130 FLAT/DOWN 0.9500 0.9680 UP 

NZD/JPY 69.58 71.96 72.02 75.17 DOWN 69.10 70.40 UP 

NZD/EUR 0.5877 0.5956 0.5918 0.5806 FLAT 0.5780 0.6050 FLAT 

NZD/GBP 0.5372 0.5359 0.5306 0.5170 FLAT 0.5280 0.5510 FLAT/UP 

TWI 72.5 72.9 72.9 72.72 FLAT/DOWN N/A N/A UP 

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

NZD Recap 
The NZD/USD fell around a cent last week to one-month lows just above 0.6500. There were two key drivers. First, the 

Fed dropped a ‘hawkish’ cut, lowering the Fed Funds rate as expected, but sounding decidedly reluctant about the 

prospect of aggressive future easing. The USD outperformed as a result. Second, risk aversion returned. US President 

Trump slapped a fresh round of tariffs on Chinese imports, skittling investor sentiment. Equity markets retreated, 

commodity prices (notably oil) were hammered and investors scrambled back into the relative safe-haven of USD, JPY, 

and CHF. NZD/JPY was a clear casualty, falling to the lowest level since 2012. 

Near-term outlook 

The antipodean outlook flicks back into focus this week with some big market-movers on show – NZ labour market 

data and the RBA on Tuesday, and the RBNZ meeting on Wednesday. The labour market data are a lottery and 

anything could conceivably happen. But we suspect the risk coming out of the RBNZ/RBA double-act is for a small 

bounce in kiwi rates/FX, should the RBNZ fail to validate OIS pricing for two 25bps rate cuts by November.  

As noted above, the global backdrop is now beset by worries about an escalation in trade wars and risk aversion. 

Indicative of such, the VIX index (the so-called ‘fear index’) jumped from 12 to almost 18 late last week. Negative news 

headlines on this front could crop up at any time, trumping (sorry) any domestic drivers and pushing the NZD lower 

still. As usual, NZD/JPY would be expected to bear the brunt of any such ‘risk-off ‘ episodes and hence is most at risk of 

a deeper correction this week. 

Medium-term outlook 
We expect the NZD to track in a broadly sideways range over the rest of the year.  NZ monetary policy looks set to 

move relatively in-sync with some of our key trading partners, essentially nullifying relative interest rate expectations 

as a key driver of currency markets. We expect the RBNZ, RBA and US Fed to all cut policy interest rates over the 

coming months. 

Further ahead, we expect the NZD to firm against most currencies from late 2019 onwards.  Ongoing strength in NZ’s 

Terms of Trade will be an important source of support for the NZD.  We expect NZD/AUD to remain close to 0.95 over 

2019 and to subsequently firm.    

 

 

 

ASB foreign exchange forecasts Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZD/USD 0.68 0.67 0.64 0.68 0.69 0.72 0.73

NZD/AUD 0.96 0.96 0.94 0.94 0.95 0.96 0.97

NZD/JPY 75 72 71 74 75 78 79

NZD/EUR 0.60 0.59 0.57 0.58 0.58 0.59 0.59

NZD/GBP 0.52 0.53 0.50 0.53 0.53 0.55 0.56

NZD TWI 73.9 73.2 70.2 72.7 73.1 75.1 75.8
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Interest Rate Market 

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

Cash rate 1.50 1.50 1.50 1.75 DOWN UP 

90-day bank bill 1.45 1.50 1.62 1.90 DOWN UP 

2-year swap 1.18 1.25 1.31 2.12 DOWN UP 

5-year swap 1.21 1.31 1.38 2.55 UNCH/DOWN UP 

10-year swap 1.52 1.66 1.72 3.05 UNCH/DOWN UP 

10-year govt bond yield 1.35 1.49 1.52 2.80 UNCH/DOWN UP 

Curve Slope  (2s10s swaps) 0.35 0.42 0.41 0.93 UNCH/UP UNCH/UP 

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

Market Recap 
Local and global yields eased last week, with curves flattening. Australasian interest rates hit fresh record lows for 

most tenors late last week, with yields on NZ and Australian 10-year bonds touching 1.33% and 1.08% respectively. 

There was a fleeting tick up in Australian yields after a higher than expected CPI print.  On Thursday, the US Federal 

Open Market Committee (FOMC) cut the Federal Funds rate by 25bps, but yields edged up after Chair Jerome Powell 

deemed the Fed’s 25bp cut as a “mid-cycle adjustment” and not “the beginning of a long series of rate cuts”. Global 

yields then fell sharply, after President Trump announced from September he would impose a 10% tariff on 

USD300bn of imports from China not yet subject to US duties. The US manufacturing ISM fell to 3-year lows, with a 

middling Payrolls print. Global manufacturing PMIs signalled soft momentum. US10-year Treasury yields touched their 

lowest levels since late 2016 (1.85%), with 10-year government bond yields for much of Europe at multi-year lows (UK 

0.55%, Germany -0.5%). US rate cut odds have subsequently firmed, with close to 75bp of cuts priced in by mid-2020.    

Near-term NZD interest rate outlook 

We maintain our downward bias for NZ interest rates, given our lower OCR view and view of the risk profile. Data 

this week are expected to take a backseat, with focus on central banks. With a 25bp OCR cut fully priced, the focus 

for Wednesday’s August Monetary Policy Statement (MPS) will be on the tone of the policy assessment and 

published OCR track. There is the risk that local yields could tick higher if the RBNZ disappoints, but we expect any lift 

in yields to be fleeting. We do not expect tomorrow’s NZ Q2 labour market data to be an impediment to the RBNZ 

cutting the OCR.  Odds of a 25bp cut at tomorrow’s RBA decision are very low, and Friday’s Monetary Policy 

Statement will help shed lights on pressure points to the Australian economy and the potential trough for the RBA 

cash rate.  Signs of further crystallisation in global downside risks – including Chinese retaliation on trade, worsening 

news from Brexit – could likely push global yields lower and flatten curves.  

Medium-term outlook 
Our bias is for the curve to initially steepen and then to flatten as policy easing this year precedes mild policy 

tightening.  We still expect a follow-up 25bp OCR cut in November and 1% OCR to be the trough this cycle, but the 

risk is that the OCR is cut earlier, and the OCR trough is deeper. Gradual OCR tightening is expected from early 2022. 

Slowing global growth is expected to trigger 25bp of cuts by the RBA (November), a further 75bp of interest rate cuts 

by the Fed (September, possibly December and March 2020), with policy easing by the ECB and People’s Bank of China 

over the next few months. Inflation looks set to remain low and interest rate normalisation from global central banks 

a long way off, capping long-term interest rates at historically-low levels. 

 

 

ASB interest rate forecasts Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.50 1.25 1.00 1.00 1.00 1.25 1.75

NZ 90-day bank bill 1.9 1.7 1.5 1.3 1.3 1.3 1.6 2.0

NZ 2-year swap rate 1.6 1.4 1.3 1.2 1.2 1.2 1.6 2.0

NZ 5-year swap rate 1.8 1.4 1.4 1.4 1.4 1.5 1.9 2.3

NZ 10-year swap rate 2.2 1.8 1.8 1.8 1.8 1.9 2.1 2.3

NZ 10-year Bond 1.8 1.6 1.6 1.6 1.6 1.7 1.9 2.1
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Major Domestic Events for the week ahead 

Data Date Time  

(NZT) 

Market ASB  

Unemployment rate, Q2, % 06/08 10:45 am 4.2 4.4 

LCI – private sector salary & wage rates,  %qoq 06/08 10:45am 0.7 0.7 

Survey of Expectations, Q3, 2-yr ahead CPI infl, %yoy 06/08 3:00pm 2.01 2.00 

GlobalDairyTrade auction, whole milk powder, % change  06/08 Overnight 3.6 1.0 

RBNZ August Monetary Policy Statement, OCR % 07/08 2:00pm 1.25 1.25 

 

June quarter data are expected to show the labour market in a strong spot. Employment growth is expected to 

bounce back 0.5%qoq (RBNZ +0.4%) from Q1’s weakness. The unemployment rate is expected to lift from 4.2% to (a 

still-low) 4.4% reflecting a rise in the participation rate to 70.6%. Q2 wage data, meanwhile, will flatter the underlying 

trend. We expect a strong 0.7%qoq increase in the private sector LCI, with a 7.3% lift in the minimum wage 

contributing around 0.2 percentage points to the Q2 outturn.  

More timely indicators of the labour market show the outlook is deteriorating, and the RBNZ will thus be sensitive to 

downside surprises in the Q2 figures. In particular, wage growth and labour market capacity will be the key measures 

to watch. 

Both 1- and 2-year-ahead inflation expectations from the RBNZ survey are expected to remain close to the 1%-3% 

CPI inflation target midpoint. Rising fuel and consumer prices in Q2 suggest some modest upside risk.  

We expect whole milk powder prices to lift 1% at the GlobalDairyTrade auction overnight Tuesday.  A fortnight ago, 

whole milk powder (WMP) prices rose by 3.6%. At the current juncture, futures pricing also points to an increase of 

around 2%.  Over the next few auctions, dairy auction prices are likely to continue to post small changes either way 

until it becomes clearer as to the strength, or otherwise, of NZ spring production.   

We expect a 25 basis point OCR cut to be delivered next week (to 1.25%), with the Monetary Policy Committee 

expected to reach a consensus decision. A number of domestic and global catalysts look to have sanctioned more 

monetary stimulus.  We expect the RBNZ to reiterate that the OCR outlook remains “more balanced” following the 

August cut, but with the published OCR track to highlight the possibility of a follow-up cut by late 2019/2020.   

The RBNZ’s economic projections are expected to signal a pick-up in growth from later this year, to which we see 

some downside risk.  Slower domestic growth and the likelihood of more spare capacity within the labour market 

relative to the RBNZ’s view heighten the risk of more policy stimulus being needed and will likely have a bearing on 

how low the OCR does in fact go.  We expect a follow-up 25bp OCR cut in November and 1% OCR trough, with the 

risk that the OCR is cut earlier and the trough is deeper. This still looks dependent on more downside risks 

crystallising. 
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Major International Events for the week ahead* 

Data Date Time  

(NZT) 

Market ASB  

Australia Trade Balance, June, $bn 06/08 1:30 pm 6.0 6.0 

RBA Interest Rate Announcement, % 06/08 4:30 pm 1.0 1.0 

RBA Asst. Gov. Bullock speech 08/08 9:30 am - - 

Japan GDP, Q2, %qoq 09/08 11:50 am 0.1 0.1 

RBA Gov. Lowe semi-annual testimony to Parliament 09/08 11:30 am - - 

RBA Statement of Monetary Policy 09/08 1:30 pm - - 

China CPI, May, %yoy 09/08 1:30 pm 2.7 2.7 

UK GDP, Q2, %qoq 09/08 8:30 pm 0.0 - 
*Originally published by CBA Global Markets Research on Friday 2nd August at 2.46pm 

Australia’s trade surplus is booming with the upward march in iron ore prices boosting export receipts.  We expect 

another record trade surplus in June of around $6.0bn on the back of higher iron ore prices as well as stronger export 

volumes.   

We are expecting the Reserve Bank of Australia (RBA) to keep the cash rate on hold at 1.0% at Tuesday’s meeting.  

The RBA cut the cash rate twice in a row in June and July.  Recent communication from the RBA suggests that it will 

pause in the current interest rate cutting cycle for some months as it assesses the impact of latest rate cuts as well as 

the personal income tax rebates, which are now hitting bank accounts.  At this stage we expect one more cash rate 

cut later this year, probably November.  The central bank is hoping to get the unemployment rate down below 4.5%, 

its estimate of full employment, in order to lift wages and inflation.   

RBA Assistant Governor Michele Bullock will speak at the Toowoomba Chamber of Commerce Business Breakfast.  

Bullock is the assistant governor for the financial systems group, which includes the financial stability department and 

payments policy department.  The topic of the speech has not yet been published. 

Japan’s economic growth is expected to ease to 0.1%qoq in Q2 2019.  Slower global growth and the protracted US-

China trade war is adversely impacting Japan’s export growth and business investment. 

RBA Governor Lowe will make his semi-annual appearance before Parliament today.  The RBA’s Statement of 

Monetary Policy (SMP) will be released a few hours after Lowe’s speech.  With the cash rate down to 1.0% and 

inflation still running well below target we expect that he may be asked some questions on the lower bound for 

interest rates and options for quantitative easing (QE) in Australia.   

We expect the RBA may nudge lower its near-term forecasts for growth and revise up near-term projections for the 

unemployment rate.  Medium-term figuring should remain broadly unchanged.  Recent commentary suggests the 

RBA is more comfortable with the economic outlook following two consecutive 25-basis-point rate cuts.  But it has 

signalled that interest rates will move lower “if needed”.  In a recent speech Governor Lowe reaffirmed a commitment 

to the 2-3% inflation target.  But it might be few years before inflation returned to the midpoint of this target. 

We anticipate China’s consumer price inflation (CPI) to remain steady at 2.7%yoy in May because of higher food 

prices, particularly fruit and pork prices. The rebound in the July Producer Price index PMI indicates PPI inflation might 

have rebounded to 0.1%yoy.  

The Bank of England (BoE) projects GDP to be flat in Q2. Stock-building and lower car production are expected to 

subtract from GDP growth in Q2. According to the BoE, evidence from the Agents and Decision Maker Panel (DMP) 

Survey suggests that a minority of UK firms that built stocks in Q1 are now running them down. Meanwhile, some car 

production firms brought forward their usual summer shutdowns for maintenance to April, in order to mitigate the 

effect of any Brexit disruption. 
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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-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22
<< actual  forecast >>

GDP real - Q% 0.6 0.7 0.7

GDP real - A% 2.5 2.3 2.6 2.7 2.8 2.8 2.3

GDP real - AA% 2.7 2.5 2.5 2.5 2.6 2.8 2.5

CPI - Q% 0.1 0.6 0.6 0.2

CPI - A% 1.5 1.7 1.4 1.5 1.8 1.7 1.9

HLFS employment growth - Q% -0.2 0.5 0.5

HLFS employment growth - A% 1.5 1.4 0.9 1.3 1.9 1.6 1.4

Unemployment rate - %sa 4.2 4.4 4.4 4.5 4.6 4.5 4.3

Annual current account balance as % of GDP -3.6 -3.2 -3.3 -3.5 -3.5 -3.7 -3.6
    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 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.50 1.25 1.00 1.00 1.00 1.25

NZ 90-day bank bill 1.9 1.7 1.5 1.3 1.3 1.3 1.6

NZ 2-year swap rate 1.6 1.4 1.3 1.2 1.2 1.2 1.6

NZ 5-year swap rate 1.8 1.4 1.4 1.4 1.4 1.5 1.9

NZ 10-year swap rate 2.2 1.8 1.8 1.8 1.8 1.9 2.1

NZ 10-year Bond 1.8 1.6 1.6 1.6 1.6 1.7 1.9

ASB foreign exchange forecasts Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZD/USD 0.68 0.67 0.64 0.68 0.69 0.72 0.73

NZD/AUD 0.96 0.96 0.94 0.94 0.95 0.96 0.97

NZD/JPY 75 72 71 74 75 78 79

NZD/EUR 0.60 0.59 0.57 0.58 0.58 0.59 0.59

NZD/GBP 0.52 0.53 0.50 0.53 0.53 0.55 0.56

NZD TWI 73.9 73.2 70.2 72.7 73.1 75.1 75.8
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