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NZ vaccinations to reduce risk of another 
Valentine’s day COVID-19 heartbreak 
As Auckland enters back into Alert Level 2 and NZ back into 

Alert Level 1 this week, fingers and toes remained crossed 

that we don’t see any additional unexplained community 

cases again.  With the NZ vaccination campaign now 

underway for border workers, the risks of further breaches 

into the community will reduce over the coming months. Our 

chart of the week compares NZ and Australia’s vaccination 

progress (% of population), although note that NZ’s figures 

are only updated weekly. On Wednesday last week, NZ and 

Australia had both managed to vaccinate 0.2% of their 

populations.  But the road to the end of the pandemic 

remains long and treacherous and, with NZ reliant on 

offshore producers for vaccines, Italy’s recent move to block 

exports of COVID-19 vaccines to Australia is a concerning 

development for NZ. 

This week, February electronic card spending data will reveal the impact of the initial lift in Alert Level restrictions 

from Valentine’s day outbreak.  Spending in February 2021 will likely be well down compared to February 2020 for 

three reasons: 

1) The rise in Alert Levels from the initial response to the Valentine’s day outbreak.  

2) The reduced number of overseas visitors weighing on tourism-related spending. 

3) February 2020 had an extra day as it was a leap year (which all else equal can reduce spending by 3.4%).   

Normally we can rely on StatsNZ’s seasonal-adjustment to take into account of leap years, but StatsNZ has not been 

able to consistently produce seasonally-adjusted figures over recent months due the dramatic changes in spending 

patterns brought about by COVID-19.   

Our own internal data show that for most weeks during February, household spending was running comfortably 

ahead of year-ago levels and was particularly strong over Waitangi Weekend.  However, spending did drop below 

year-ago levels during the week with Auckland at Alert Level 3 for 3 days and the rest of the country at Alert Level 2.  

Card sending over the subsequent week did return to around normal levels, but did not compensate for the previous 

week’s drop.   
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Foreign Exchange Market  

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

NZD/USD 0.7161 0.7275 0.7146 0.6306 FLAT/DOWN 0.7100  0.7440  

NZD/AUD 0.9317 0.9382 0.9413 0.9557 FLAT/DOWN 0.9225  0.9460  

NZD/JPY 77.63 77.51 75.40 66.70  FLAT 77.00  79.20  

NZD/EUR 0.6010 0.6021 0.5976 0.5613 FLAT 0.5930  0.6130  

NZD/GBP 0.5177 0.5202 0.5226 0.4866 FLAT 0.5150 0.5380  

TWI 75.1 75.5 74.6 69.97 FLAT/DOWN N/A  N/A  

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

NZD Recap and Outlook 
The NZD/USD spent most of last week on the back foot, drifting down from 0.7250 to 0.7150 over the week. This was 

almost entirely due to a broadly stronger USD. However, the NZD did marginally underperform the AUD such that 

NZD/AUD finished the week 0.7% weaker around 0.9320.  

The USD is enjoying what we think will be a brief resurgence. Not only are US bond yields rising more rapidly than 

elsewhere, but the US fiscal stimulus plan now looks basically done and this promises to further fan the already solid 

US economic recovery, itself handily assisted by the US’s outperformance in the global vaccine rollout. The USD index 

(DXY) hit 3½ month highs on Friday night in the wake of a belter of a US jobs report (379k jobs, 6.2% unemployment).  

Interestingly, the NZD didn’t react to last week’s booming GDT dairy auction or terms of trade data. The circa-20% lift 

in whole milk powder prices at the auction lead to a round of Fonterra Milk Price upgrades, with our own $7.40 

forecast now subject to strong upside risk. These developments reinforce our view that NZ dollar fundamentals 

remain strong and will likely lead to the NZD/USD uptrend resuming before long if USD strength starts to fade.  

Notable in this regard, the ‘fair-value’ (FV) range implied by our short-term valuation model is currently sitting at 3½ 

year highs of 0.6900-0.7300. FV has been creeping higher for months as commodity prices, risk appetite, and interest 

rate differentials slowly move more in favour of the NZD/USD. By contrast, estimated FV in the NZD/AUD cross is well 

off its recent highs but nevertheless remains at healthy levels of 0.9250-0.9650. 

For this week, we suspect the NZD/USD may continue to struggle to the topside. This week’s domestic economic data 

– March business confidence and February retail card spending – could wobble a little while the USD risks further 

strength following Friday’s payrolls and the passing of the fiscal stimulus bill. Still, NZD/USD support at 0.7100 looks 

solid. Other noteworthy event risk this week comes from a speech from the RBA on Wednesday, US CPI on 

Wednesday, and the ECB policy meeting Thursday. mike.jones@asb.co.nz 

 

 

 

 

ASB foreign exchange forecasts Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZD/USD 0.72 0.70 0.70 0.71 0.71 0.71 0.71

NZD/AUD 0.94 0.93 0.92 0.92 0.91 0.91 0.92

NZD/JPY 75 74 74 76 77 77 80

NZD/EUR 0.59 0.57 0.56 0.56 0.55 0.55 0.53

NZD/GBP 0.53 0.52 0.51 0.52 0.52 0.52 0.52

NZD/CNY 4.7 4.6 4.6 4.6 4.5 4.5 4.5

NZD TWI 75.1 73.4 73.0 73.7 73.2 73.0 72.9
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Interest Rate Market 
Wholesale interest rates Current Week ago Month ago Year ago ST Bias MT Bias 

Cash rate 0.25 0.25 0.25 1.00 UNCH UP 

90-day bank bill 0.32 0.32 0.28 0.83  UNCH UP 

2-year swap 0.55 0.47 0.38 0.71 UNCH UP 

5-year swap 1.26 1.12 0.85 0.77 UNCH UP 

10-year swap 2.05 1.86 1.43 1.02  UNCH UP 

10-year govt bond yield 2.05 1.75 1.38 0.95  UNCH UP 

Curve Slope (2s10s swaps) 1.51 1.39 1.05 0.32  UNCH DOWN 

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

Market Recap 

NZ and global yields have remained volatile but are currently higher than they were a week ago, with a curve-

steepening bias. There was a modest retracement in yields early last week following dovish commentary from global 

central banks. RBNZ Governor Orr said the Bank was prepared to accommodate a temporary spike in inflation, with 

Assistant Governor Hawkesby noting the RBNZ could increase its weekly LSAP purchases to dampen longer-term 

interest rates.  The RBA maintained its dovish line (including no hikes till 2024 and a further AUD100bn in QE after the 

initial program is completed. US Fed Chair Powell reiterated that policy interest rates would remain at record lows 

until the US economic recovery is established. Over the latter part of last week, both local and global yields have 

firmed, with US longer-term Treasury yields hovering around post-Covid-19 highs (US10Y peaked at 1.62%). Improved 

economic data (the strong 379k February US non-farm payrolls), the strengthening activity outlook (the US Senate 

passed a USD1.9tr fiscal stimulus package over the weekend) and signs of lifting inflation pressures (rising inflation 

expectations and oil prices at more than 2-year highs) were influential.  

Near-term interest rate outlook 

Markets are now pricing in a 0.50% OCR by the RBNZ by mid-2022 and a 0.75% OCR by early 2023, which is in line with 

our OCR view. The near-term interest rate outlook should remain extremely volatile, but our near-term bias is for 

yields to grind higher given the strong momentum evident since the start of the year (close to 70bp-110bp climb in 

the 5 to 10-year part of the swap curve). Outright yields for these tenors are approaching our medium-term view and 

forward rates (eg 5y5Y just under 3%) are currently well above where we think long-term yields will eventually end up.  

However, it is difficult to see this trend turn around soon, despite the best efforts of central banks. Wednesday’s 

speech by RBA Governor Lowe is expected to be dovish, emphasising the bank’s commitment to stick to its cash rate 

and yield curve control targets and aim to ensure longer-term yields don’t rise too much and impede the recovery. We 

do not expect the ECB or Bank of Canada to change monetary policy settings or forward guidance. The RBNZ have 

stepped up its weekly LSAP this week ($630m in NZ government bond purchases versus $570m previously) that will 

slightly outstrip the $500m tender and could help to dampen yields at the margin. 

Markets have become increasingly wary of evidence pointing to potential overheating/reflation, but we expect 

contained prints for US headline (1.7% yoy) and core inflation 1.4% yoy). Elsewhere the focus will be on other inflation 

indicators (commodity prices) and equity markets, as well as politics (the US House are set to pass the USD1.9 trillion 

fiscal stimulus package into law this week). 

Medium-term outlook 

We expect the OCR to start moving up from mid next year (August 22), followed by a gradual pace of OCR hikes, with 

the OCR at 1.25% in March 2024, slightly below neutral levels. Our bias is for shorter-term yields to edge up over the 

next few years and for the yield curve to flatten, with longer-term NZ yields to peak at historically low levels (around 

2%). mark.smith4@asb.co.nz 
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Domestic Events 

Data Date Time  

(NZT) 

Market ASB  

ANZ Business Outlook, March prelim, own activity 09/03 1:00 pm - - 

Electronic Card Transactions, Retail, Feb, % mom 10/03 10:45 am - -1.0 

Food Price Index, Jan, % mom 11/03 10:45 am - 0.3 

 

Business confidence remained broadly steady in early February, 

holding onto strong gains made in December.  Business concerns have 

shifted from demand concerns, to cost pressures.  The recent spike 

cost pressures (presumably due to higher international shipping 

costs), are expected to result in strong price increases over early 

2021. 

We expect another monthly fall in card spending in February. 

February is the peak month for overseas tourism and headwinds from 

the border restrictions are expected to be the most acute at this time 

of year, with softness in hospitality spending. Changes to COVID-19 

Alert Levels in Auckland and the Rest of NZ over the month would 

also have impacted retail patterns over February and March. The 

outlook for retail spending will depend on whether NZ can avoid 

prolonged retail lockdowns, with the yo-yoing between Alert 

Levels a headache for consumers and retailers alike.  We expect 

the desire to support local, the spending of enforced savings by 

households, the improving labour market and strong homeowner 

balance sheets to support retail spending. Slower population 

growth over 2021 will mean retail spending growth over 2021 will 

remain low. 

A small increase in February food prices is expected, following on 

from the seasonal gains in January. Increases are expected across 

most subgroups, notwithstanding the possibility of a monthly 

pullback in grocery food prices. We expect food prices to increase 

by approximately 1.5% over Q1, contributing roughly 0.3 

percentage points to Q1 CPI. Rising prices for dairy and some other global food commodity prices point to a firmer 

outlook for retail food prices than seemed apparent just a few months ago. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

Japan Current Account Balance, January, ¥bn 08/03 12:50 pm 2,200 

China CPI Inflation, February, %yoy 10/03 2:30 pm -0.4 

RBA Governor Lowe speech 10/03 11:00 am - 

Bank of Canada Interest Rate Announcement, % 11/03 4:00 am 0.25 

US CPI, February, %mom 11/03 2:30 am 0.4 

ECB Interest Rate Announcement, % 12/03 2:45 am - 

UK GDP, January, %yoy 12/03 8:00 pm - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 5 March at 3:02 pm 

We expect Japan’s current account surplus to ease slightly to ¥ 2,200bn in January, driven by a slower goods trade 

surplus. 

We forecast China’s CPI inflation to ease to -0.4%yoy in February because of falling food prices, particularly pork and 

fresh vegetable prices. But higher oil prices lent support to inflation.  We expect PPI inflation may have risen to 1%yoy 

in February amid surging oil prices. 

Reserve Bank of Australia’s Governor Philip Lowe will speak at the AFR’s Business Summit in Sydney from 9.00am 

AEDT on Wednesday.  His speech is titled The Recovery, Investment and Monetary Policy.  Any comments on the 

Reserve Bank of Australia’s (RBA) policy outlook, particularly, yield curve control, will be closely monitored. 

The Bank of Canada is widely expected to make no policy changes and emphasise again it expects to keep the policy 

interest rate at the effective lower bound of 0.25% until 2023. 

Another strong lift in gasoline prices (6.8%mom) in February will have lifted headline US CPI.  We forecast a 0.4%mom 

in headline CPI which would take the annual rate up to 1.7%.  However, core inflation will have remained muted in our 

view.  We forecast a 0.2%mom lift in core CPI in February. 

The European Central Bank (ECB) is widely expected to make no policy or forward guidance changes. The ECB will 

confirm again its very accommodative monetary policy stance. 

The composite PMI points to a deep contraction in UK GDP over January because of COVID-related restrictions. 
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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 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Mar-22 Mar-23

<< actual  forecast >>

GDP real - Q% 14.0 0.2 0.3 0.2 0.3 0.3 0.8

GDP real - A% 0.4 0.4 1.9 14.8 1.0 0.9 3.2

GDP real - AA% -2.3 -2.6 -2.2 4.1 4.2 4.1 2.3

NZ House Prices (QV Index) - A% 9.5 14.9 16.8 21.7 19.8 10.5 5.6

CPI - Q% 0.7 0.5 1.0 0.5 0.8 0.5 0.6

CPI - A% 1.4 1.4 1.7 2.6 2.7 2.1 2.3

HLFS employment growth - Q% -0.7 0.6 0.3 0.4 0.4 0.4 0.5

HLFS employment growth - A% 0.4 0.7 -0.1 0.6 1.7 1.4 1.8

Unemployment rate - %sa 5.3 4.9 5.1 5.0 5.1 5.1 4.8

    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 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.25 0.25 0.25 0.25 0.75

NZ 90-day bank bill 0.27 0.30 0.30 0.30 0.30 0.35 0.90

NZ 2-year swap rate 0.28 0.40 0.50 0.60 0.70 0.80 1.20

NZ 5-year swap rate 0.54 0.90 1.00 1.10 1.20 1.30 1.70

NZ 10-year swap rate 0.98 1.65 1.70 1.75 1.80 1.85 2.05

NZ 10-year Bond 0.99 1.50 1.55 1.60 1.65 1.70 1.90

ASB foreign exchange forecasts Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZD/USD 0.72 0.70 0.70 0.71 0.71 0.71 0.71

NZD/AUD 0.94 0.93 0.92 0.92 0.91 0.91 0.92

NZD/JPY 75 74 74 76 77 77 80

NZD/EUR 0.59 0.57 0.56 0.56 0.55 0.55 0.53

NZD/GBP 0.53 0.52 0.51 0.52 0.52 0.52 0.52

NZD/CNY 4.7 4.6 4.6 4.6 4.5 4.5 4.5

NZD TWI 75.1 73.4 73.0 73.7 73.2 73.0 72.9
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