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When getting it wrong is something to celebrate 
Economics is a profession in which being wrong with your predictions is an all-to-common part of the job.  After all, if 

we were that good at getting our predictions right we would have long ago retired to our private paradise islands after 

giving Warren Buffett a run for his money or have a charitable foundation that dwarfed that of Bill and Melinda Gates. 

It’s a tough life being wrong so much!  And that is why we spend so much time focusing on why we think something 

will happen as much as what will happen.  It is important that people understand the context, the underlying 

assumptions, the various alternative outcomes that could occur under different conditions.  That way people can take 

all of it on board when making their own decisions about how the economy could affect them in the future.  We are 

trying to be roughly right (in giving a broad direction of travel) than precisely wrong. 

Stepping back to late March and early April of last year, one of the key assumptions that underpinned many people’s 

expectations for the economy was how many jobs would be lost and how influential any uncertainty around job 

security would be on people’s spending behaviour.  It was a period in which we (and others) estimated that about 

one-third of economic output would be lost for an unknown period, with wide ranges of assumptions made about 

when COVID restrictions would be lifted here and abroad.  It was a time when no-one really knew how people would 

react to such a sharp and globally-synchronised grinding to a halt of normal activity in the face of a very different 

threat that people were not psychologically used to dealing 

with.  And, at the time, the full extent of fiscal and monetary 

support – and its ultimate effectiveness – were also unknown. 

In the end, the number of job losses has been mercifully small, 

and mainly confined to those parts of the economy most 

directly affected by the border closure.  Last week’s release of 

the Q4 lift in jobs showed just how strongly the labour market 

has performed.  Factors such as the wage subsidy will have 

made a difference, through encouraging employers to keep 

people employed even as businesses had no idea about 

whether they will continue to operate or how many people 

they will need in the future.  Extremely low interest rates also 

turned the housing market rebound into a strong boom.  Along the way, for many the fear of losing their job 

disappeared very quickly once the restrictive COVID levels were past.  Money earmarked for overseas holidays has 

also been channelled into having a good time in NZ, whether through feathering the nest, touring the country, buying 

holiday properties or new ‘toys’.  All this, within the freedom of primarily Level 1 conditions, has muted job losses and 

helped create new ones.  It’s one of those times when it is a huge relief to be so wrong. 

We expect employment to continue trending higher.  The unemployment rate may already be at or past the peak – 

well below our lockdown predictions of ~9%.  nick.tuffley@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2020Q4-nz-labour-market-review.pdf
mailto:nick.tuffley@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 0.7221 0.7171 0.7252 0.6406 FLAT 0.7100  0.7350  

NZD/AUD 0.9377 0.9396 0.9343 0.9560 FLAT 0.9300  0.9500  

NZD/JPY 75.98 75.25 75.31 70.31 FLAT 75.00  77.00  

NZD/EUR 0.5993 0.5936 0.5914 0.5849 FLAT 0.5900  0.6100  

NZD/GBP 0.5255 0.5237 0.5347 0.4967 FLAT 0.5150 0.5400  

TWI 75.2 74.5 75.0 71.17 FLAT 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 continued to bounce around in its recent ranges over the past week, popping above 0.72 this morning 

on a weaker USD.  Financial market sentiment remained broadly positive over the week, supported by hopes of 

additional US fiscal stimulus. In addition, it appears that the GameStop/Reddit-related trading has eased back, 

returning stability in equity markets and supporting a broader recovery in risk appetites.  However, US employment 

data disappointed over the weekend and are currently weighing on the USD.  

The NZD briefly outperformed the AUD on Tuesday and Wednesday following an announcement from the RBA 

(Tuesday afternoon) and stronger-than-expected NZ labour market data (Wednesday morning).  On Tuesday, the RBA 

Board announced it was extending its bond-buying program by a further $A100bn over six months – ensuring 

stimulatory monetary conditions remain in place and keeping a lid on the AUD.   

Meanwhile, NZ’s unemployment rate unexpectedly declined in Q4 – adding to the recent run of stronger-than-

expected NZ economic data and further adding confidence to views that additional OCR cuts are unnecessary.   

However, the NZD/AUD lift during the week was short-lived and unwound by Friday.   NZ dairy prices continued their 

recent run of gains and, with iron ire prices edging lower at the moment, should continue to provide support to the 

NZD/AUD cross, along with relative interest rate outlooks.  This morning’s confirmation from the RBNZ that it is 

reintroducing housing Loan to Value Ratio (LVR) restrictions from March 1 had little NZD impact. 

The week ahead is likely to be relatively quiet in financial markets, with very little in the way of economic data to drive 

direction.  We expect the NZD to remain within recent ranges.  In NZ, the RBNZ survey of expectations is likely to see a 

lift in inflation expectations following stronger than expected inflation data in January.   January Electronic Card 

Spending is released on Thursday.  Neither of these releases are likely to contradict the recent run of robust NZ 

economic data.  Offshore, the key highlights include US and Chinese inflation data. 

jane.turner@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

mailto:jane.turner@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 0.25 0.25 0.25 1.00 UNCH UP 

90-day bank bill 0.28 0.28 0.27 1.25  UNCH UP 

2-year swap 0.38 0.33 0.29 1.11 UNCH UP 

5-year swap 0.85 0.70 0.58 1.15 UNCH/UP UP 

10-year swap 1.43 1.28 1.11 1.43  UNCH/UP UP 

10-year govt bond yield 1.39 1.23 1.07 1.28  UNCH/UP UP 

Curve Slope (2s10s swaps) 1.05 0.95 0.82 0.32  UNCH/UP DOWN 

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

Market Recap 

NZ yields pushed higher, with swap yields hitting their highest levels since last April and the yield curve (2s10s, 

105bps) its steepest in close to 3-years. NZ markets have also continued to back away from pricing in OCR cuts. The 

local catalyst last week was stronger than expected NZ labour market data from the HLFS, which saw the NZ 

unemployment rate fall to 4.9%, much closer than expected to the RBNZ’s employment objectives.  NZ Government 

bonds were one of the weaker performers, with 10-year yields up 15bp over the last week, despite no local tender, 

$570m of RBNZ purchases and the NZ Government Budget Policy Statement reaffirming that the public finances 

remained in sounds shape.  NZ Debt Management still managed to issue NZ3.5bn of the NZ 2026 bond by syndication. 

Global yields nudged higher and the curve has steepened as reflation concerns arise. US 10-year inflation break-evens 

have hit 2.2%, with implied inflation measures worldwide generally moving up. The rollout of vaccines, climbing 

equities and the prospect of more policy stimulus has been influential, with Treasury Secretary Yellen believing the US 

economy could be at full employment by next year if a robust enough fiscal package was enacted. US 30-yearTreasury 

yields approached 2% last week, with only a modest pullback in US yields following weaker than expected US payrolls 

data.  The RBA was dovish, holding the cash rate at a 0.1% record low, extending its guidance on holding rates until 

2024 at the earliest” and extending its QE programme by a further AUD100bn beyond next April. The RBA did signal 

they would likely wind up the term funding facility (TFF) and 3-year government bond target.  

Near-term interest rate outlook 

We were a little hasty in dropping our earlier upward (and curve steepening bias) last week and have moved back to 

reinstate it this week. NZ 10-year yields have lifted by close to 40bps since the start of the year, but outright yields are 

still historically low and in relation to our circa 1.75% view of the neutral OCR. We acknowledge, however, there are 

still risks of pronounced volatility over the coming months. Markets are becoming more wary of a stirring in 

inflationary pressures. In light of the tick-up in surveyed costs and inflation expectations from the ANZ survey, NZ 

yields could be sensitive to sharp lift in expected inflation from today’s RBNZ survey. We expect inflation from the 

RBNZ survey to lift towards 2%, further watering down the likelihood of an OCR cut. The NZ Government is tendering 

$450m this week (including $100m of the 2041 bond), which may find the going a little trickier despite the RBNZ 

signalling $570m in NZ Government bond purchases and the recent cheapening of NZ bonds.  

In our view there is also risk that global yields push higher, although there is scope for volatility, with equity markets 

expected to remain an important barometer. This is on the proviso policy stimulus remains considerable (House 

Democrats hope to pass the USD1.9tr fiscal package over the next few weeks), vaccine rollouts continue, and global 

economic prospects improve. It is still early days, and central bankers have generally shrugged off the risks of higher 

inflation. We will be on the lookout for signs of upward impetus from inflation readings in NZ and overseas for tell-tale 

signs, including US and Chinese CPI data this week.  

Medium-term outlook 

We have pencilled in a 0.25% OCR until mid-2023 but concede the risk of an earlier hike given the resilience being 

displayed by the NZ economy.  Our bias is for yields across the NZ yield curve 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 mark.smith4@asb.co.nz. 

mailto:mark.smith4@asb.co.nz
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Domestic events 
Data Date Time  

(NZT) 

Market ASB  

RBNZ Survey of Expectations, Q1, CPI 2-year ahead, % 09/02 3:00 pm - - 

Electronic Card Transactions, Retail, Jan, % yoy 11/02 10:45 am - 1.5 

Food Price Index, Jan, % mom 12/02 10:45 am - 1.5 

 

 

There is scope for inflation expectations to be closer to the 

midpoint of the 1-3% CPI inflation target, given the more resilient 

economic outlook, the higher-than-expected Q4 CPI outturn, 

anecdotes of supply chain disruptions continuing to impact costs and 

prices and the uptick in surveyed inflation expectations and costs 

from the ANZ Business Outlook.  We expect to see a much more 

sizeable lift in the one-year-ahead reading for CPI inflation (1.23% in 

Q4) than the 2-year-ahead measure (1.59%) given the transitory 

impact of costs on consumer prices. Expectations closer to the 

midpoint of the inflation target are consistent with the OCR 

remaining on hold for a while yet. Growth expectations from the 

RBNZ survey are expected to be revised up. 

 

Statistics NZ have stopped producing the seasonally-adjusted figures 

for monthly card spending given the impact of COVID-19 on seasonal 

shopping patterns. Our seasonally-adjusted estimates suggested retail 

ECT spending managed to eke out a 0.5% gain in December (core ECT -

0.2% mom) following sizeable falls in November. This left seasonally-

adjusted retail and core ECT values down 0.6% for Q4. The non-

seasonally adjusted figures produced by Statistics NZ are expected to 

show a January fall of approximately 20% for retail card spending (we 

expect modest seasonally-adjusted January increases), with annual 

spending growth to ease. The consumer is expected to prop up the 

economy over 2021 given the improving mood of consumers, the desire 

to support local businesses, resilience being demonstrated by the 

labour market and the strengthening balance sheet positions of 

homeowners. However, retail card spending growth may struggle to 

match that of previous years given slowing population growth and the lack of inbound tourists. 

 

January usually delivers a sizeable seasonal increase in food prices and we don’t expect 2021 to be any different.  

Seasonal increases in fruit and vegetable prices should contribute to the bulk of increases, but we will also be looking 

for the usual seasonal lifts in prices for meat, groceries and non-alcoholic beverages. We expect food prices to 

increase by 1.5-2% over Q1, contributing 0.2 to 0.3 percentage points to Q1 CPI. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

China CPI, January, %yoy 10/02 3:30 pm 0.0 

UK GDP, Q4, %qoq 10/02 9:00 am - 

US CPI, January, %mom 11/02 3:30 am 0.5 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 5 February at 1:21 pm 

 

We forecast China’s CPI inflation to ease slightly to 0.0%yoy in January, mainly driven by base effects. Nevertheless, 

high-frequency data show fresh vegetable prices picked up and pork prices held up ahead of the Lunar New Year. PPI 

inflation may lift to 0.2%yoy amid the continued global recovery. 

We expect headline US CPI rose by 0.5%mom in January, because of a sharp jump in gasoline prices over the month.  

We expect a more muted 0.2%mom lift in core inflation in January.  Ongoing excess capacity in the labour market 

remains a drag on core inflation. 

The Bank of England projects real GDP to have increased by 0.6% over Q4 2020, leaving it 8% lower than in 2019 Q4. 
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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 0.5 0.2 0.2 0.3 0.3 0.8

GDP real - A% 0.4 0.7 2.1 15.0 1.1 0.9 3.3

GDP real - AA% -2.3 -2.6 -2.0 4.2 4.4 4.1 2.3

NZ House Prices (QV Index) - A% 9.5 11.7 12.8 15.2 12.7 7.1 4.9

CPI - Q% 0.7 0.5 0.6 0.4 0.7 0.3 0.4

CPI - A% 1.4 1.4 1.2 2.1 2.1 1.7 1.9

HLFS employment growth - Q% -0.7 0.6 0.2 0.4 0.4 0.4 0.5

HLFS employment growth - A% 0.4 0.7 -0.1 0.5 1.7 1.4 1.8

Unemployment rate - %sa 5.3 4.9 5.2 5.1 5.2 5.1 4.9

    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 0.25

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

NZ 2-year swap rate 0.28 0.25 0.25 0.25 0.25 0.25 0.45

NZ 5-year swap rate 0.54 0.50 0.50 0.50 0.50 0.50 0.65

NZ 10-year swap rate 0.98 1.00 1.00 1.00 1.00 1.00 1.15

NZ 10-year Bond 0.99 1.00 1.00 1.00 1.00 1.05 1.20

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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