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Life in the slow lane 

If you feel like things are slowing down at the moment, it is not just the post-Omicron surge in traffic that is bogging 
things down.  The pace of the global and NZ economy is set to be softer over the next couple of years as high inflation, 
rising interest rates and war all bite. 

Last week we released our latest Quarterly Forecasts.  The key messages from it are that some growth headwinds are 
blowing harder even as the economic impacts of domestic COVID outbreaks are easing.  We expect NZ growth this 
year will slow to 2% and barely keep its head above 1% next year.  There is no peaceful easy feeling on the global 
front.  Russia’s invasion of Ukraine means high energy prices are putting a hole in the world outlook that will not 
change in a hurry: the EU and the UK will for some time be weaning themselves off Russian fossil fuels and boosting 
demand and prices for various forms of non-Russian energy.  Food prices are also on the rise as supplies struggle to 
keep up with demand for various reasons.  And, as is the case in NZ, interest rates are soaring amongst a growing 
number of countries where inflation is heating up after central banks threw the kitchen sink at stimulating economies 
during the darker days when large economic slumps seemed like a real possibility.  In NZ, it is household spending that 
is likely to bear the brunt of inflationary and interest rate pressures on spending power, with per-capita spending 
volumes likely to be flat over 2022 and 2023.   

Inter-connected with households’ resilience is the strength (or lack thereof) of the housing market.  Seemingly out-of-
control price increases have already given away to steady price declines.  As our housing guru wrote in his Housing 
Confidence update, people’s price expectations have come crashing down to earth with a thump.  Even so, those 
expectations potentially have a lot further to fall: net price expectations (those expecting a price rise minus those 
expecting a fall) hit around net -50% during the last major housing downturn. 

This Friday we’ll get some further signs of how the economy 
started 2022, with a raft of Q1 information on 
manufacturing and other business activity.  Our current pick 
for Q1 GDP, out next week, is 0.4% quarterly growth – 
during a time when Omicron was having its peak impact on 
worker availability and precautionary behaviours.       

Electronic cards transactions for May are, however, likely to 
dip around 3% after lifting in April when COVID’s impacts 
eased.  The cost of living and higher interest rates are 
increasingly biting, and cards transactions are one of the 
early warnings to pick that impact up.  
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https://www.asb.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update_may22.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/housing-confidence/housing-confidence-Q1_2022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/housing-confidence/housing-confidence-Q1_2022.pdf
mailto:nathaniel.keall@asb.co.nz
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Foreign Exchange Market  

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

NZD/USD 0.6493 0.6538 0.6422 0.7147 UP 0.6450 0.6715  

NZD/AUD 0.9025 0.9094 0.9032 0.9333 FLAT/DOWN 0.9000  0.9170  

NZD/JPY 85.66 83.69 83.83 78.80    UP 82.00 87.00  

NZD/EUR 0.6071 0.6084 0.6097 0.5900 FLAT 0.6000 0.6200  

NZD/GBP 0.5182 0.5183 0.5192 0.5072 FLAT 0.5120 0.5300  

TWI 72.2 71.9 71.1 74.3 UP 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 
After two weeks of steady gains during which it put on three-and-a-half cents, NZD/USD traded in a tighter range last 

week (0.6460-0.6580) and opens this short NZ week marginally lower than where it was a week ago after having 

consolidated its recent rise. Trends in financial markets tugged in different directions: with a less favourable shift in 

interest rate differentials set against broader ongoing USD softness. Beyond that – though it’s harder to quantify – 

tentatively positive noises about the trajectory of the COVID outbreak in China continue to support NZD. 

With favourable news out of China also buoying AUD/USD, shifts in relative yields remain by far the most important 

driver in NZD/AUD direction. With NZ yields already pretty richly priced thanks to the RBNZ’s consistently hawkish 

messaging, the upside last week was for Aussie yields, with another 23bps of hikes added on over the next nine 

months. By contrast, NZ market pricing actually pared back a shade after their big moves the week before in the 

aftermath of the RBNZ’s uber-hawkish statement. The upshot saw NZD/AUD shedding over a cent over the past week, 

finishing up at the lower end of a 0.9000-0.9150 range. 

Looking ahead, and with the risk of stating the obvious, the global backdrop remains by the far most important driver 

of NZD/USD direction. With NZD/USD still well south of our fair value estimate, we continue to favour a gradual 

recovery over time, but with the caveat that the cross remains very sensitive to further swings in risk sentiment. On 

the basis that China is past the worst of the present outbreak, NZD/USD is past its lows and will remain supported 

around the 0.6450 window. We wouldn’t be surprised to see a break above near-term resistance around 0.6550, 

paving the way for moves back north towards 0.6700. 

In terms of event risk, this afternoon’s RBA meeting looms as the trans-Tasman highlight. Our friends across the ditch 

at CBA expect the RBA will deliver another 25bps hike to 0.6%, but there is a strong risk that the Bank moves more 

aggressively after strong Aussie data of late. Given there’s plenty of scope for the Aussie market to price a few more 

hikes, there’s a good chance we see bit more downward pressure on NZD/AUD this week, which could remain 

anchored near the 0.9000 mark. 

Further afield, we’ve got the ECB meeting. In contrast to the RBA, there’s not a lot of scope here for market pricing to 

move up in the aftermath of the announcements. Markets already have the policy rate moving up from -0.5% into 

positive territory by September, while ECB pooh-bahs have signalled they aren’t ready to start tightening until the July 

meeting.  The upshot is that the risks to NZD/EUR are to the upside rather than the down, with a break through near 

term resistance of 0.6100 in sight 
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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 1.50 0.25 UNCH UP 

90-day bank bill 2.49 2.47 2.12 0.32 FLAT UP 

2-year swap 3.90 3.92 3.90 0.58 FLAT   DOWN 

5-year swap 3.96 3.90 4.07 1.30 FLAT  DOWN 

10-year swap 4.02 3.96 4.11 2.00 FLAT DOWN 

10-year govt bond yield 3.72 3.57 3.79 1.85 FLAT DOWN 

Curve Slope (2s10s swaps) 0.12 0.04 0.21 1.42 FLAT UP 

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

Market recap 

NZ rates are little changed on a week ago, with the yield curve steeper. There were few local catalysts with modest 

reaction to weaker ANZ business sentiment and limited reaction to the flurry of RBNZ comments. Local yields look to 

have taken direction from global yields, which displayed larger climbs across the curve. Global central bankers have 

continued to fret over the risk of persistent inflation with more rhetoric directed towards sustaining and potentially 

speeding up the pace of policy interest rate hikes (Bank of Canada, ECB’s Holzmann and de Galhau, various FOMC 

members). FOMC Hawk Bullard did flag the possibility of eventual rate cuts, but this followed a period of concerted 

rate hikes and was dependent on inflation being brought under control. Canadian yields soared after the Bank of 

Canada met expectations of a 50bp hike but warned it would act “more forcefully” to lower inflation. Solid US data 

(manufacturing ISM, payrolls) provided support to global short-term yields with the risk of more persistent inflation, 

rising oil prices and the reduction in the FOMC’s balance sheet pushing up longer-term yields. Australian yields were 

also supported by stronger than expected Q1 GDP. 

Near-term interest rate outlook 

We have a neutral near-term bias. Near-term OCR expectations have roughly 50bps hikes priced in for July (48bps) 

and August (49bps), with roughly 170ps of hikes for 2022. This looks appropriate given our high inflation view and the 

expectation that overseas central banks will press forward with rate hikes. A lot is already priced in and we are looking 

for an eventual turning point after which rates will head lower. The inflation outlook holds the key, but with some 

doubt as to how quickly inflation will subside it is difficult to foresee an imminent pullback in yields. Domestic yields 

will mostly take direction from offshore this week. 

With most other central banks not as far along in withdrawing stimulus, there is scope for offshore interest rate 

differentials with (higher) NZ yields to narrow.  Our CBA colleagues expect a 25bp RBA hike today (to 0.60%), but we 

see clear upside risks around this with the RBA needing to return rates to its prescribed 2.5% neutral level pronto. 

There is a lot priced in until the end of the year, with around a further 10 RBA hikes and 8 FOMC hikes. It is possible 

that not all of this eventuates, potentially steepening the curve as short-term yields retrace. It is our expectation that 

longer-term yields should remain capped despite high inflation prints, and we don’t envisage yields will snap higher 

from here given we are likely close to the peak in inflation and global growth is slowing. Persistently high and 

embedded inflation, however, could see longer-term yields drift up. Markets are likely to remain hyper-sensitive to 

inflation prints. Annual US CPI headline (mkt: 8.2% yoy) and core CPI inflation (5.9% yoy) is expected to cool and, while 

this is unlikely to shift the dial on FOMC rate hikes next week (a 50bp hike is roughly priced in), a weaker set of 

inflation prints could dampen yields and market pricing as could a slowing in activity. 

Medium-term outlook 

We now expect 50bp OCR hikes in July (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 steepen leading up to (and during) a period in which 

the OCR is cut. Prior to that the yield curve could invert. Our CBA colleagues expect a shallower rate hike cycle in 

Australia, with a sequence of 25bp hikes from June (1.60% peak in early 2023). The US FOMC is expected to hike rates 

by a further 50bps in June with a Fed Funds peak of 2.75-3% in the second half of 2023. Longer-term local and global 

yields are expected to drift up, helped by quantitative tightening by the FOMC and RBNZ but should remain capped at 

historically-low levels.   mark.smith4@asb.co.nz 

mailto:mark.smith4@asb.co.nz


  

 

Economic Weekly |  07 June 2022  |  Page 4 

Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Economic Survey of manufacturing and other Q1 
GDP inputs 

10/6 10:45am    

Electronic Card Spending, retail, % mom, May 10/6 10:45am 7.0 - -3 

  

Stats NZ will release a glut of business survey data this week, 

and we will use these data to finalise our forecast for Q1 

growth. Next week’s data includes wholesale trade sales 

volumes, manufacturing sales volumes, the selected services 

survey data and business financial data. We currently expect 

the NZ economy grew 0.4% over the quarter, with a more 

cautious household sector, widespread capacity constraints and 

easing momentum in the construction sector all set to impinge 

on growth over the year. 

We expect May card spending to retrace from the April 

rebound that was driven by easing COVID-19 restrictions, 

increases in income support payments and the long number of 

holiday weekends. MBIE May card spending revealed a small 

fall overall despite surging international card spending. We expect the Statistics NZ data to show falls in spending for 

most retail storetypes from the April bounce. The major exception will likely be fuel spending that should be boosted 

by higher fuel prices and increased mobility. Strongly rising retail prices are expected to continue to erode household 

purchasing power. The treble headwinds of surging living costs, slowing population growth and weaker balance sheets 

are expected to weigh on retail activity over the remainder of 2022 and into 2023. Still, the RBNZ is expected to 

continue to push the OCR higher to rein in elevated inflation 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

 

Economic Weekly |  07 June 2022  |  Page 5 

Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Labour Account, Q1 22 8/6 1:30 pm - 

EZ Monetary Policy Meeting 9/6 11.45 pm - 

Deposit Rate - - -0.5% 

Main Refi Rate - - 0.0% 

Marginal Lending Rate - - 0.25% 

CA Net Employment Change, May 11/6 12.30 am 20,000 

Unemployment Rate - - 5.2% 

US CPI May 11/6 12.30 am  

Headline - - 0.7%/mth 

Core - - 0.5%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 3rd of June 

Australia’s quarterly labour account is a more comprehensive look at the state of the labour market than the monthly 

survey.  Of note it includes all employed people and all jobs.  The key group captured in the labour account but is 

outside the scope of the monthly survey is employed short-term non-residents.  Given the closed borders over the 

pandemic, there has been a roughly 120k decline in these workers, from around 125k to less than 4k in Q4 21.  

Though borders reopened from 21 February, a key uncertainty is how quickly and to what extent these workers 

return. 

ECB officials have signalled a road map for monetary policy over the coming months.  Asset purchases will finish at the 

end of June and the first interest rate hike will occur at the July meeting.  ECB officials have also flagged negative 

interest rates will end by September implying at least 50bp of tightening over the July and September meetings.  We 

forecast a 25bp increase in each of the July and September meetings to take the deposit rate to 0%.   

Elevated job vacancies should keep the Canadian labour market tight and wages growth strong in our view.  But with 

employment well above its pre-pandemic levels, we expect more modest job gains moving forward.   

In the US, we expect data to show headline CPI inflation was strong in May because retail gasoline prices increased by 

8%/mth during the month.  Core inflation will also be strong because rents are increasing strongly due to low 

vacancies 
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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 volatile 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 

ASB  NZ economic forecasts Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 3.0 0.2 0.6 0.2 0.2 0.3 0.3 0.4

GDP real - A% 3.1 1.9 0.1 4.0 1.2 1.3 1.3 1.6

GDP real - AA% 5.6 5.3 1.2 2.3 1.8 1.6 1.6 1.3

NZ House Prices (QV Index) - A% 26.0 11.7 4.2 -3.0 -9.1 -8.0 -8.0 2.6

CPI - Q% 1.4 1.8 1.5 1.4 0.8 0.7 0.7 0.7

CPI - A% 5.9 6.9 7.1 6.3 5.7 4.5 4.5 2.9

HLFS employment growth - Q% 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.2

HLFS employment growth - A% 3.5 2.8 2.0 0.3 0.4 0.4 0.4 0.7

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

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

(end of quarter) << actual  forecast >>

NZ OCR 1.00 2.00 3.00 3.50 3.50 3.50 3.50 3.25

NZ 90-day bank bill 1.61 2.40 3.20 3.60 3.60 3.60 3.60 3.30

NZ 2-year swap rate 3.28 3.75 3.80 3.80 3.80 3.80 3.80 3.50

NZ 5-year swap rate 3.40 3.75 3.80 3.80 3.80 3.75 3.80 3.60

NZ 10-year swap rate 3.38 3.75 3.80 3.80 3.80 3.75 3.80 3.65

NZ 10-year Bond 3.27 3.55 3.60 3.60 3.55 3.50 3.55 3.40

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

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.71 0.73 0.74 0.75 0.74 0.75 0.70

NZD/AUD 0.93 0.93 0.94 0.93 0.91 0.95 0.91 0.97

NZD/JPY 85 89 93 95 98 95 98 88

NZD/EUR 0.62 0.68 0.68 0.66 0.65 0.64 0.65 0.62

NZD/GBP 0.53 0.56 0.56 0.56 0.56 0.54 0.56 0.52

NZD/CNY 4.4 4.5 4.6 4.6 4.7 4.6 4.7 4.3

NZD TWI 74.8 76.3 77.6 77.7 78.0 77.3 78.0 74.2

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:nathaniel.keall@asb.co.nz
https://twitter.com/asbmarkets?lang=en
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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.   


