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Plumbing new depths 
Global central banks took another dovish turn last week, led by the European Central Bank (ECB).  The ECB trimmed 

its growth and inflation forecasts, pushed out its forward guidance (on interest rates) and introduced additional easing 

measures, which pushed German 10-year yields to 2½ year lows.  Other government bond yields have followed suit, 

including NZ’s (see chart of the week below).  This week markets are turning their attention to Brexit votes in the UK 

House of Commons.  There are a variety of Brexit possible vote scenarios, ranging from the dreaded ‘Hard Brexit’ to an 

extension of the Article 50 deadline.  Whatever the outcome (or outcomes), the Pound is in for a volatile ride this 

week (see our FX section for more discussion).            

Key events and views 

Foreign exchange NZD outperforms AUD as Australian rate cut expectations grow. 

Interest rates NZD and global yields fall, with record lows being reached for NZ 10-year bonds. 

Domestic events International Travel and Migration. 

International events Bank of Japan Interest Rate Announcement.  

Calendars NZ and international calendar of upcoming economic events. 

 

Chart of the Week: Race to the bottom 
Ten-year NZD government bond yields plumbed historic depths last 

week, falling to 2.05%. This week’s $250m tender of 2029 bond by the 

NZ Debt Management Office (DMO) and the maturity of the 2019 NZ 

bond will provide a timely barometer of market appetite.  

NZ is far from the only country to see long-term bond yields ease. 

Concerns over slowing global growth have seen central banks ditch 

tightening biases. The ECB trimmed its growth and inflation forecasts, 

pushed out its forward guidance (on interest rates) and introduced 

additional easing measures, which pushed German 10-year yields to 2½ 

year lows. A full RBA rate cut is now fully priced in by August, while NZ 

markets almost have a full rate cut priced in. If economic data 

continues to soften and central banks further relax policy settings, we 

could see Australasian yields test new record lows. 
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Foreign Exchange Market  

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

NZD/USD 0.6791 0.6815 0.6749 0.7265 FLAT 0.6700 0.6900 UP 

NZD/AUD 0.9656 0.9596 0.9539 0.9333 FLAT 0.9520 0.9750 FLAT 

NZD/JPY 75.41 76.31 74.08 77.50 FLAT 74.10 77.10 UP 

NZD/EUR 0.6045 0.5995 0.5951 0.5902 FLAT 0.5930 0.6180 FLAT 

NZD/GBP 0.5235 0.5147 0.5212 0.5262 FLAT 0.5120 0.5330 UP 

TWI 74.2 73.8 73.2 74.74 FLAT 73.0 75.0 UP 

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

NZD Recap 
The NZD initially fell against the USD, as the USD firmed on strong US economic early in the week.  However, the NZD 

recovered over the weekend as the USD fell on a very weak non-farm payrolls headline.   US headline Non-farm 

Payrolls was much weaker than expected, with just a 20,000 increase in job count, compared to expectations of a 

180,000 increase.  However, other labour market data painted a more upbeat picture, with the unemployment rate 

falling and annual wage growth accelerating to the strongest rate of growth since April 2009.  The NZD outperformed 

the AUD over the week as rate cut speculation increased in Australia.  Australian Q4 GDP lifted just 0.2% qoq and a 

growing number of economists are now calling for RBA cash rate cuts later this year.  The EUR declined on Thursday 

night after the ECB lowered its economics forecasts and pushed out its forward guidance (on interest rates) and 

introduced additional easing measures.  The ECB introduced another round of targeted longer-term refinancing 

operations in attempt to stimulate bank lending.   

Near-term outlook 
Economic data wise, it’s a relatively quiet week ahead both domestically and abroad.  As a result, we expect Brexit 

developments will be the key driver of currency moves this week, with currency direction driven by the outcomes of 

key votes in UK Parliament this week.   The voting process could potentially involve three votes held over three 

consecutive days, depending on the outcome of each day’s vote.  If Parliament accepts the current withdrawal 

agreement in the first vote, we expect the GBP to appreciate 4%-5%. Instead, if Parliament agrees to a no-deal Brexit, 

we expect the GBP to fall 4%-8%, although this is unlikely as the majority of MP’s are against a hard Brexit.  Finally, if 

both of the first two proposals are rejected and Parliament agrees to seek an extension to Article 50, we expect to see 

a modest 2% lift in the GBP.  

Medium-term outlook 
We expect the NZD/USD to gradually strengthen given NZ’s high Terms of Trade and continued investor interest in 

New Zealand assets.   We expect the USD will hold some of its strength despite the market partially pricing in potential 

future Fed rate cuts.  We have lifted our NZD/AUD forecasts and now expect the NZD/AUD is to remain close to 

0.9600 over the next few years.   We revised our AUD forecasts lower to reflect Australia’s housing adjustment and 

the risk of slower growth in Australian household consumption.  We have delayed the timing the EUR appreciation as 

Europe’s economy has softened and we expect the ECB will now wait until the end of 2020 before raising interest 

rates.    

 

 

ASB foreign exchange forecasts Sep-18 Dec-18 Mar-19 Jun-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZD/USD 0.66 0.67 0.68 0.68 0.70 0.72 0.74

NZD/AUD 0.92 0.95 0.96 0.96 0.96 0.96 0.97

NZD/JPY 75 74 75 76 77 78 80

NZD/EUR 0.57 0.59 0.60 0.60 0.59 0.59 0.60

NZD/GBP 0.51 0.53 0.55 0.54 0.54 0.55 0.57

NZD TWI 72.1 73.5 74.1 73.9 74.8 75.0 76.6
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Interest Rate Market 

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

Cash rate 1.75 1.75 1.75 1.75 FLAT UP 

90-day bank bill 1.88 1.90 1.91 1.84 FLAT/DOWN UP 

2-year swap 1.84 1.87 1.79 2.21 FLAT/DOWN UP 

5-year swap 1.98 2.06 1.95 2.73 FLAT UP 

10-year swap 2.37 2.51 2.40 3.23 FLAT UP 

10-year govt bond yield 2.08 2.20 2.11 2.94 FLAT UP 

Curve Slope  (2s10s swaps) 0.53 0.65 0.61 1.02 FLAT/UP DOWN 

* Current as at 10am today; week ago as at Monday 5pm 

Market Recap 
Local and global yields started the week lower, with flatter curves.  Market pricing remained tilted towards a lower 

OCR, with around 20bps of cuts priced in by early 2020. Short-term local yields were dampened on weaker-than-

expected 0.2% qoq Q4 Australian GDP, with markets pushing for a cash rate cut despite the neutral RBA policy 

assessment having little immediate impact on Australasian yields.  NZ data was mixed. Concerns over the global 

growth outlook and the dovish stance from central banks have seen global yields decline. Long-term yields have 

drifted to the bottom of recent trading ranges, with NZD 10-year government bond yields hitting record lows 

(2.05%). German factory orders, Chinese exports and US payrolls data were weak.  The ECB kept its policy rates on 

hold, but pushed out its forward guidance for starting rate hikes till at least the end of 2019, trimmed its forecasts for 

growth and inflation and signalled that further quantitative easing was on its way with a new set of quarterly targeted 

longer-term refinancing operations to begin from September.  The Bank of Canada watered down its tightening bias 

and dropped the previous comment that interest rates would need to rise over time.  

Near-term NZD interest rate outlook 

We have a mild downward bias for local short-term interest rates. There are few local events this week that will 

impact short-term yields, with the focus on next Thursday’s Q4 GDP report.  Our 0.4% qoq pick is weaker than 

forecasts by the RBNZ (+0.8% qoq) and Treasury (+0.6% qoq), and we could see short-term local yields move lower. 

We have a neutral outlook for longer-term yields as we see few catalysts that could cause current very low yields to 

snap higher considering slowing global growth and negative the skew to risks, which the Bank of Japan is expected 

to reiterate on Friday. This week’s $250m tender of 2029 bonds by the NZ Debt Management Office (DMO) and the 

maturity of the 2019 NZ bond will provide a timely barometer of market appetite. Longer-term yields could drift 

higher if global prospects improve, but with markets having already (at least partly) factored in a positive result from 

US/China trade negotiations, there is scope for disappointment. Brexit headlines could generate additional volatility, 

particularly with the potential for three UK parliamentary votes this week (March 12-14 UK time). 

Medium-term outlook 
In February, we shaded down our NZD interest rate forecasts, in light of global developments, our low inflation 

outlook and higher proposed bank capital requirements for locally-incorporated NZ banks. We now expect the OCR to 

remain on hold until February 2021 (previously August 2020). The Fed should remain “patient” and hold policy rates 

at 2.25-2.50% over the projection period, with the Reserve Bank of Australia and European Central Bank expected to 

delay policy tightening. We also expect a historically-low OCR endpoint of just 2.25% this cycle (from late 2021). NZD 

long-term yields are expected to gradually firm, but mild RBNZ tightening and contained NZ inflation should cap NZ 

yields at low levels. 

 

ASB interest rate forecasts Sep-18 Dec-18 Mar-19 Jun-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.75 1.75 1.75 2.00 2.25

NZ 90-day bank bill 1.91 1.97 1.9 2.0 2.0 2.3 2.5

NZ 2-year swap rate* 2.04 1.97 1.9 2.0 2.2 2.6 2.7

NZ 10-year Bond* 2.65 2.38 2.2 2.3 2.5 2.7 2.8
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Major Domestic Events for the week ahead 
Data Date Time (NZT) Previous Market  ASB  

International Travel and Migration, Jan 15/03 10:45 am 5,070 - 4,500 

 

We expect a net permanent and long-term inflow of around 4,500 

persons in January. The introduction of the new ‘outcomes-based’ 

methodology following the phasing out of departure cards, has 

resulted in considerable volatility in the historical migration 

figures. We expect some modest pullback from the December 

figures, which showed the strongest monthly net inflow in two 

years. Further historical revisions are a distinct possibility, reducing 

the market and policy relevance of the migration statistics. We 

expect annual net inflows to moderate over the next few years, 

driven by easing PLT arrivals and climbing PLT departures. Capacity 

constraints in the tourism sector and slowing global growth look to 

be behind slowing growth in visitor arrival numbers. Nevertheless, 

we expect arrival numbers to test record highs and remain a key 

support to the NZ economy. 
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Major International Events for the week ahead* 

Data Date Time  

(NZT) 

Market ASB  

US Retail Sales, ex-auto, January, %mom 12/03 1:30 am 0.3 0.3 

Australia Owner-Occupier Loan Value, January, %mom  12/03 1:30 pm 0.0 -2.2 

RBA Dep. Gov. Debelle speech 12/03 7:30 pm - - 

UK Industrial Production, January, %mom 12/03 10:30 pm 0.2 - 

US CPI, February, Headline, %yoy 13/03 1:30 am 1.6 1.5 

Australia Consumer Sentiment, March 13/03 12:30 pm - - 

Eurozone Industrial Production, January, %mom 13/03 11:00 pm 1.0 - 

UK Brexit Votes 12/03-14/03 - - - 

China Industrial Production, February, ytd 14/03 3:00 pm 5.5 5.5 

China Retail Sales, February, ytd 14/03 3:00 pm 8.1 8.1 
*Originally published by CBA Global Markets Research on Friday 8th March 2019 at 1.39pm.  

We expect a small increase in total US retail sales after the large 1.2% fall in December.  Retail sales will be held back 

by a 5% fall in petrol prices.  We estimate the “control group”, a direct input into GDP, will be stronger because of the 

firm labour market. 

Lending for housing-related purposes in Australia continues to decline, primarily due to softening demand.  The 

trend looks set to continue in January based on partial lending data.  It points to dwelling price falls continuing over 

the first half of 2019. 

Reserve Bank of Australia Deputy Governor Guy Debelle is due to speak on “Climate Change and the Economy” at a 

Public Forum hosted by the Centre for Policy Development, Sydney. 

In the UK, the manufacturing and services PMIs point to a modest recovery in January industrial production. 

We estimate another significant fall in US fuel prices will keep headline inflation low.  We also estimate core inflation 

will remain firm around the Federal Reserve’s 2% yoy target.  But the risk is that core inflation eases because of the 

emerging weakness in the US economy. 

Australian consumer sentiment posted a welcome lift in February to sit a little above its long-run average.  We 

wouldn’t be surprised to see it dip in March, given the negative press around softening GDP growth over Q4 2018. 

In the Eurozone, the manufacturing and services PMIs point to a modest recovery in January industrial production. 

The UK House of Commons will have a meaningful vote on the Withdrawal Agreement and a framework for a future 

relationship later this week. A parliament vote on a no-deal Brexit or a short limited extension to Article 50 exit 

process could also take place. 

China’s industrial production growth likely softened to 5.5% yoy in February on the back of weak manufacturing 

PMIs. Retail sales growth may have slowed to 8.1% yoy over the first two months (compared with December’s 8.2% 

yoy) as car sales remain sluggish. 
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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-18 Dec-18 Mar-19 Jun-19 Mar-20 Mar-21 Mar-22
<< actual  forecast >>

GDP real - Q% 0.3 0.4 0.7

GDP real - A% 2.6 2.3 2.4 2.1 3.2 3.0 2.9

GDP real - AA% 3.0 2.8 2.6 2.3 2.7 3.1 2.9

CPI - Q% 0.9 0.1 0.0 0.6

CPI - A% 1.9 1.9 1.4 1.6 1.9 1.8 1.8

HLFS employment growth - Q% 1.1 0.1 0.5 0.4

HLFS employment growth - A% 2.8 2.3 2.3 2.1 1.5 1.3 1.1

Unemployment rate - %sa 4.0 4.3 4.2 4.2 4.0 3.9 4.0

Annual current account balance as % of GDP -3.6 -3.8 -3.6 -3.6 -3.5 -3.5 -3.3
    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 Sep-18 Dec-18 Mar-19 Jun-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.75 1.75 1.75 2.00 2.25

NZ 90-day bank bill 1.91 1.97 1.9 2.0 2.0 2.3 2.5

NZ 2-year swap rate* 2.04 1.97 1.9 2.0 2.2 2.6 2.7

NZ 10-year Bond* 2.65 2.38 2.2 2.3 2.5 2.7 2.8

ASB foreign exchange forecasts Sep-18 Dec-18 Mar-19 Jun-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZD/USD 0.66 0.67 0.68 0.68 0.70 0.72 0.74

NZD/AUD 0.92 0.95 0.96 0.96 0.96 0.96 0.97

NZD/JPY 75 74 75 76 77 78 80

NZD/EUR 0.57 0.59 0.60 0.60 0.59 0.59 0.60

NZD/GBP 0.51 0.53 0.55 0.54 0.54 0.55 0.57

NZD TWI 72.1 73.5 74.1 73.9 74.8 75.0 76.6
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