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Labour market tightens amidst suburban urea surge 
We have long been inured to labour market data surprises – particularly during the pandemic.  Yet, the figures last 

Wednesday showing a plunge in the unemployment rate to 3.4% were still eyebrow-raising.  Employment rose 2% 

over the quarter as well.  The labour market was absolutely on fire before the mid-August jump up in alert levels 

occurred.  Although job losses have likely mounted as strict restrictions remain in some parts of the country and 

unemployment is likely to lift over the December quarter, we expect unemployment rate will then fall back to remain 

comfortably below 4% over 2022.  Wage growth will continue to pick up, reinforcing that inflation pressures will be 

prolonged. 

Both a speech from the Reserve Bank of NZ (RBNZ) Governor and the RBNZ’s bi-annual Financial Stability Report 

showed the RBNZ is concerned that the pace of house price growth is unsustainable.  Although the Governor pointed 

the finger at the supply-side response as the long-term solution for containing prices to a ‘sustainable’ level, the RBNZ 

will continue to develop and implement macro-prudential tools.  Consultation on debt servicing restrictions will start 

later this month, which will include debt-to-income (DTI) limits and floors on the interest rates banks use to test debt 

serviceability.  It will be some time next year before any new measures could be used.  The RBNZ estimates it would 

take banks around 6 months to implement DTI restrictions once it has been designed.  In contrast, setting an interest 

rate floor on serviceability calculations could be implemented sooner.  Along with a rising cost of credit, availability of 

credit for borrowers with relatively stretched debt servicing capacity is set to tighten further if the housing boom 

continues. 

This week, watch out for October electronic card transactions, which should show a partial (10%) rebound from the 

August & September weakness.  The easing of restrictions, particularly to Level 2 in much of the country, should lift 

hospitality, apparel, fuel, and non-retail card spending.  Also keep an eye out on Thursday for the preliminary results 

of ANZ’s November Business Outlook survey.   

Last Monday’s 4pm announcement brought some relief for the retail sector in the parts of Waikato and (soon 

hopefully) Auckland that are sustaining Level 3 restrictions.  It will enable a much greater degree of trading to occur 

than click & collect or beleaguered couriers can, particularly for those products that people prefer to view in person.    

Unfortunately, as a less follicly-challenged colleague pointed out, hairdressers and some other close-contact services 

are still not able to open – though in timely fashion Movember has just started. 

With COP26 in full swing, it may be worth the Government considering the environmental aspects of the Level 3 Step 

2 gathering rules.  With people allowed ‘outdoor’ picnics of 25 random people, there is going to be a lot of added 

strain on suburban urea absorption.  That may be good for sales of bushes at garden centres, but has implications for 

methane emissions and nitrate run-off.  Perhaps indoor ablutions could now be permitted?    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-review-q3-2021.pdf
https://nz.movember.com/
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 0.7111 0.7161 0.6934 0.6779 FLAT 0.7050 0.7200  

NZD/AUD 0.9617 0.9545 0.9488 0.9341 FLAT/UP 0.9420  0.9700 

NZD/JPY 80.61 81.83 77.58 70.08  FLAT/DOWN 79.00  82.00  

NZD/EUR 0.6154 0.6200 0.6001 0.5732 FLAT/DOWN 0.6000  0.6200  

NZD/GBP 0.5275 0.5237 0.5094 0.5163 FLAT/UP 0.5000 0.5300  

TWI 75.6 75.8 73.9 72.1 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 
For currencies, the big news of last week was three big global central banks pushing back on policy tightening 

expectations. The Bank of England surprised the market by not lifting its cash rate, the RBA pushed back on the idea of 

rate hikes next year, and the US Federal Reserve kicked off the tapering process, but its commentary had analysts 

shifting rate hike forecasts further back into 2022 (including our colleagues at CBA).  

 

There wasn’t any overt impact on NZD spot rates from all of this. The NZD/USD essentially consolidated in a sideways 

0.7080-0.7200 range last week. NZD/AUD ground back above 0.9600. The JPY’s outperformance squeezed NZD/JPY 

back down to around 81.00 from 82.00.  

 

Where there has been a noticeable impact is on NZ interest rate differentials to the rest of the world. Declines in 

offshore yields in the wake of the push-back in global cash rate expectations has lifted the NZD’s yield advantage over 

the rest of the world. This sets the stage for additional NZD outperformance over the weeks ahead in our view.  

 

NZ-US 2-year swap differentials increased around 10bps last week to 160bps, while the equivalent spreads to UK and 

Australian rates widened to three- and six-year highs, respectively. Alongside lofty commodity prices, these interest 

rate differentials are acting as powerful fundamental supports for the NZD. In the case of NZD/AUD, it’s lifted our 

estimate of fundamental ‘fair-value’ up into a 0.9450-0.9850 range. 

 

For NZD/USD this week, we suspect support will be found on any dips into the 0.7050/0.7060 support window. Short-

term resistance is eyed at 0.7200, with a break above this level clearing the way for a strop up to 0.7300. Event-risk 

wise, the focus this week will be on US inflation on Wednesday night – we and the market expect a lift in both 

headline and core CPI – and Aussie employment data for October on Thursday (50k expected). The headline event of 

the week will be the NZ vs. England semi-final of the cricket T20 World Cup at a brutal 2:30am on Thursday morning. 

Good luck to all.  

 

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 0.50 0.50 0.50 0.25 UNCH UP 

90-day bank bill 0.80 0.81 0.65 0.29  UNCH UP 

2-year swap 2.20 2.22 1.45 0.04 UNCH UP 

5-year swap 2.58 2.60 1.91 0.15 UNCH UP 

10-year swap 2.63 2.71 2.29 0.55  UNCH UP 

10-year govt bond yield 2.52 2.54 2.07 0.57  UNCH UP 

Curve Slope (2s10s swaps) 0.43 0.49 0.83 0.51  UNCH DOWN 

* Current as at 10.00am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ yields have remained somewhat volatile, with low liquidity contributing to swings in short- to medium-term 

yields around a flattish trend and with longer-term NZ yields a touch lower. NZ yields spiked after the release of 

much stronger than expected Q3 HLFS data, with the 2-year swap yield reaching as high as 2.33% before more 

receiving side interest pushed yields lower. There was little immediate market reaction to Governor Orr’s speech on 

housing or the Financial Stability Report, signalling the pending introduction of debt-to-income restrictions and 

interest rate floors for mortgage lending.  Growing local numbers of COVID-19 cases coincided with the fall in yields. 

Global yields have cooled as central banks have pushed back against market pricing. Australian yields fell and the 

yield curve steepened after the RBA dropped its 0.1% yield curve control target, but downplayed upside risks to the 

inflation outlook and urgency for rate hikes. Australian yields continued to grind lower after Friday’s RBA Statement 

on Monetary Policy depicted a contained inflation outlook for 2022 and 2023, with a 2024 start to rate hikes, as 

opposed to the market’s view of a 2022 start.  The FOMC held rates and signalled USD15bn in monthly QE tapering 

from later this month but downplayed the risk of imminent rate hikes. UK and global yields eased after the BoE held 

rates and its QE programme and provided a mild push back to the degree of rate hike pricing. US Treasury yields 

ended the week lower (10Y 1.45%, down 10bps on a week ago) despite stronger than expected US labour market 

data, record highs for US equities and the US Congress passing the USD1.2tr infrastructure package. 

Near-term interest rate outlook 

Market pricing has more than 30bps of hikes in November, roughly 65bps of hikes till February, and more than 200bps 

of hikes priced in by mid-2023 (2.50%+). Low liquidity will likely ensure yields remain highly volatile, but we see 

more downside risk that up to the near-term NZ interest rate outlook. Higher borrowing costs are tightening NZ 

financial conditions, regulators are tackling the housing market from a number of fronts, and with COVID-19 cases 

soaring, restrictions look set to be in place for a while yet. Still, markets will be wary of inflation data, with the RBNZ 

survey of expectations data looming (November 18). In the absence of RBNZ signals that 50bp hikes remain in serious 

consideration, market pricing should move closer to pricing in incremental 25bp hikes, dampening short-term yields.  

Our bias is for global yields to move higher as markets increasingly focus on improving prospects. Data outturns are 

expected to highlight strengthening activity. The message from FOMC, ECB and BoE speakers will likely be one of 

cautious optimism, but still warning markets not to get too far ahead of themselves. Sub 1.50% US 10-year Treasury 

yields do not look compatible with global economic recovery, the risk of high inflation outturns being more persistent, 

and with central banks unwinding policy stimulus via backing away from asset purchases. Markets will retain a laser-

like focus on inflation outturns, including this week’s US CPI October CPI report (core CPI: 4.3% yoy). 

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR hitting 1.50% by May 2022 and peaking at 2% by 

late 2022. Uncertainty is high and the OCR could follow a number of different paths. Our CBA colleagues expect 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 mid-November 2021 (ending by June 2022), with rate 

hikes from September 2022 (2.0% by early 2024). 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 

mailto:mark.smith4@asb.co.nz


  

 

Economic Weekly |  08 November 2021  |  Page 4 

Domestic Events for the week ahead 
Data Date Time  

(NZT) 

Market ASB  

Electronic Card Transactions, Retail, October, % mom 9/11 9:00 am - +10 

NZ Food Prices, October, %mom 11/11 10:45 am - -0.7 

ANZ Business Outlook, Own Activity, November Preliminary 11/11 10:45 am - - 

 
 

We expect a circa 10% monthly lift in October card spending that followed a flat 

September month and sharp August falls.  MBIE card spending for the 4 weeks to the 

end of October showed a 7% climb, with our internal card spending card showing an 

approximate 15% October gain. The MBIE regional splits showed the easing of COVID-

19 restriction drove a close to 30% climb in Auckland, with cooling spending growth 

elsewhere and with generally slowing growth in most retail store-types. We expect 

the Stats NZ card data to show a jump in hospitality, apparel, fuel and non-retail 

spending after a soft couple of months. Easing restrictions for Auckland in November 

and the earlier relaxation in parts of the Waikato should drive a pick-up in retail 

spending towards the end of the year, with strong household balance sheets, high 

producer returns and the tight labour market key supports. However, higher retail 

prices, growing retail stock shortages, and the gradual pace at which restrictions are 

likely to be eased points to weaker growth for NZ retail activity that seemed the case 

prior to the recent COVID-19 outbreak. 

A milder-than-usual October seasonal fall is expected for food prices, with lower 

prices for fruit & vegetable driving prices pushing overall prices down 0.7%. Annual 

food price inflation is set to climb towards 4% and remain elevated given high global 

food commodity prices, and issues with logistics and freight. Rents for the October 

month are expected to tick up despite the Auckland lockdown. Higher CPI inflation, 

solid demand for rental properties, the resilient housing market and policy changes 

should continue to push rents higher. Annual NZ CPI inflation could approach 6% by 

the end of this year.   

ANZ releases its preliminary results for its November Business Outlook survey on 

Thursday 11th November.  Business sentiment and activity expectations have 

remained surprisingly resilient through the current outbreak. We had expected the 

prospect of a prolonged period of restrictions in Auckland to take a larger toll on 

business confidence.  However, it appears firms remain forward-looking and 

confident of a strong rebound once restrictions ease.  Inflation and cost pressures 

have not abated in the October survey and remain uncomfortably high.  
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU CBA Household Spending Intentions, Oct - - - 

AU NAB Business Confidence, Oct 09/11 1:30 pm - 

AU Westpac/Melb Institute Consumer Sentiment, Nov 10/11 12:30 pm - 

China Oct CPI inflation, PPI inflation, %/yr 10/11 2:30 pm 1.2, 12.5 

US CPI, Oct, headline, core %/mth 11/11 2:30 am 0.6, 0.3 

AU Labour Market, Oct, employment, participation rate, unemployment 11/11 1:30 pm +50k, 64.8%, 4.7% 

UK GDP, Q3 11/11 8:00 pm - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 5th November  

In the October edition of the CBA Australian Household Spending Intentions series, CBA will release an enhanced and 

expanded index. CBA will add five new spending categories to compliment the seven categories already included. The 

addition of Financial & Insurance costs, Transport, Utilities, Comms & Digital and Household Services will lift the 

coverage of the HSI from 55% of consumer spending to almost the full basket of consumer spending. Each month CBA 

will publish the HSI Index, using the weighted change in the 12 spending categories. 

In September Australian business confidence rose strongly on the announcement of reopening plans. But business 

conditions fell. We would expect these to stabilise if not rise this month given the swift rebound in consumer 

spending. Rising business costs will also be important to keep an eye on as supply chain shortages and rising energy 

costs could impact business conditions and confidence. 

Australian consumer sentiment fell by 1.5% in October prior to the reopening of the NSW economy. Given the swift 

recovery in consumer spending we have seen in the high frequency CBA card spend data we would expect some 

improvement in sentiment numbers.  

Chinese food prices picked up quickly in October. We predict CPI inflation to accelerate to 1.2%/yr. We expect PPI 

inflation to quicken to a new cyclical high of 12.5%/yr on broad upward pressure on upstream material prices. 

However, iron ore and thermal coal prices have fallen in the latter part of October.   

We expect a strong 0.6%/mth increase in headline US CPI in October.  A sharp 4% lift in gasoline prices over the 

month is likely to have contributed to the rise.  We expect core CPI accelerated slightly in October, rising 0.3%/mth.  

However, we place a greater weight on the trimmed CPI than the core CPI.  We believe the trimmed CPI is a better 

indicator of underlying inflation as the US economy re-opens.  Another acceleration in the trimmed CPI will reinforce 

our view that the FOMC is behind the curve. 

We expect a lift in Australian employment in October as lockdown states started to reopen, leading to the start of a 

rehiring phases. We expect a 50k lift in employment. With the end of lockdown we also anticipate a lift in the 

participation rate as people re-enter the labour force after being stood down. We expect the participation rate to rise 

from 64.5% to 64.8%. This will lead to a lift in the unemployment rate from 4.6% to 4.7%.   

The Bank of England projects real UK GDP to grow by 1.5% in Q3 driven by slower consumer spending. That would 

mean the level of GDP in Q3 was 1.8% below its pre-pandemic level. GDP is expected to exceed its pre-pandemic level 

in Q1 2022. 
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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 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% 1.0 2.0 -0.6 0.3 0.5 0.5 0.2 0.3

HLFS employment growth - A% 1.6 4.3 3.0 2.7 2.2 0.8 1.6 1.0

Unemployment rate - %sa 4.0 3.4 3.8 3.8 3.6 3.4 3.5 3.7

    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

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

