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Another global risk to add to the pile 
The RBNZ duly delivered the first lift in the OCR in seven years last week. Markets barely blinked and, indeed, no one 

should have been particularly surprised. It was one of the more well-signalled and widely expected RBNZ actions in 

some time. The accompanying Statement was also (commendably) clear. The plan is to keep going with stimulus 

removal. Things can change of course, and the economic pain and uncertainty associated with COVID restrictions was 

rightfully acknowledged. But, for now, we’re left with little reason to change our existing views on the OCR (another 

25bps lift in November), fixed mortgage rates (slow trend higher to continue), and wholesale interest rates (ditto).  

The more significant economic news last week was global. Parking COVID for a moment (ah, if only), soaring global 

energy prices captured most of the attention. They’re further muddying the growth/inflation implications of the 

global recovery, something that naturally has implications for NZ.  

Since the start of September, crude oil prices have jumped around 15%, to hit 7-year highs around US$80/barrel. US 

and UK natural gas futures are both up in the order of 65-70% since September. Coal prices are not far behind. As with 

many of the other sources of global inflation at present, supply bottlenecks are a major factor. The key question is 

how long these price spikes will last. No one is really sure, but they’re coming at a difficult time. Central banks globally 

are already walking a tightrope, balancing higher inflation against a still-fragile economic recovery. The energy price 

spike will make the balancing act even more difficult, giving another leg-up to inflation concerns while taking some of 

the shine off global growth momentum as consumers pull back on spending to pay higher petrol/heating bills.  

We think there’s enough of a buffer from huge pent-up savings to keep the global recovery on track. But, in the least, 

higher energy prices are another blow for those in the ‘inflation is all transitory’ camp. And, indeed, global central 

banks continue to edge towards following the RBNZ’s lead in starting to reduce stimulus. Global interest rates turned 

noticeably higher last week. US 10-year yields are at the highest level in four months, and this helped pull NZ 10-year 

wholesale rates up to 2½ year highs. 

Of course, there is a silver lining in all this for NZ. Soaring commodity prices haven’t just been limited to energy. As our 

own commodities scribe recently flagged, NZ commodity export prices are at all-time highs. The combination of solid 

global prices and a flat-to-falling exchange rate is proving to be a boon for farm-gate returns in NZ. 

Inflation will remain in focus this week, particularly with the September read on US inflation expected to print above 

5% on Wednesday night. In NZ, there’s a couple of key events to keep an eye on. First, the preliminary read on 

October ANZ business confidence will likely show underlying business sentiment taking a knock from September. But 

key for us will be how labour market and inflation indicators fare. Finally, we’d of course be remiss not be mention 

this afternoon’s update on NZ COVID restrictions.  Stay safe.  mike.jones@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/rbnz-review-oct21.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/commodities-weekly/commodities-weekly-051021.pdf
mailto:mike.jones@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 0.6925 0.6942 0.7124 0.6608 FLAT 0.6805 0.7175  

NZD/AUD 0.9473 0.9551 0.9640 0.9201 FLAT 0.9400  0.9700 

NZD/JPY 77.65 77.08 78.27 69.93  FLAT 75.00  78.60  

NZD/EUR 0.5980 0.5987 0.6020 0.5610 FLAT 0.5850  0.6100  

NZD/GBP 0.5076 0.5127 0.5143 0.5100 FLAT 0.5000 0.5150  

TWI 74.0 73.9 75.2 70.88 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 
Skittishness in global markets continued last week, with the so-called ‘wall of worry’ continuing to drive investor 

anxieties. A potent combo of softer recent economic data (check out those weaker weekend non-farm payroll 

numbers) and still-strong inflationary pressures continue to drive stagflation fears. Elsewhere, the Evergrande saga 

rolls on, much of the world is struggling to hit the vaccination threshold for herd immunity, and the US debt ceiling 

stand-off has yet to reach a definitive resolution (despite last week’s temporary fix). The upshot has seen equity 

markets undergo some sizable intraday rises and falls over the past fortnight.  

 

This mix of an uncertain growth outlook and upside inflation risk leaves global central banks in a thorny position. Do 

they focus on the ‘-flation’ and speed up the tightening cycle to dampen inflationary pressures but run the risk of 

snuffing growth out and triggering more volatility? Or do they focus on the ‘stag-‘ and run monetary policy loose, 

judging that inflation will fade? Some of the key players – the Fed, the RBA and the ECB have opted for the latter 

course. Yet inflationary pressures are persisting longer than many expected. Freight costs are still surging and 

commodity price indices are close to seven year highs. Importantly for currency markets, the strength in the latter 

may be partly structural. Under-investment and decarbonisation have reduced production capacity for energy 

commodities, while global dairy and meat production struggles to meet demand. 

  

Last week saw the RBNZ take a different tack to its global peers, biting the bullet and hiking the OCR (by 25bps to 

0.50%) for the first time in seven years. Given the NZ economy has weathered the pandemic storm far better than 

almost any other developed peer (despite the prolonged shift up Alert Levels) the Bank is of the view that the NZ 

economy is clearly at greater risk of a prolonged period with inflation above target, than of a serious deterioration of 

the labour market. The RBNZ is likely to proceed cautiously with further hikes from here, and we have 25bps of hikes 

forecast for each of the next two meetings. 

 

So what does all this mean for NZD? In short, this unusual dynamic in markets carries both upside and downside for 

the kiwi. With commodity prices looking lofty and the RBNZ hiking far ahead of its global peers, NZD maintains its key 

supports. However, those growth anxieties are making the traditional safe-haven currencies look more attractive than 

their procyclical peers (of which NZD is one). What’s more, because the RBNZ has been very clear about its intentions, 

markets have already moved to price circa 45bps of hikes by next February. Given the Bank has signalled its likely to 

move in 25bps increments (rather than 50bps), future RBNZ meetings carry less NZD upside from here. Indeed, last 

week’s hike saw only a brief NZD/USD spike which quickly unwound. 

 

The impact of all these factors on NZD/USD last week was basically a wash, trading in a relatively tight 0.6875-0.6980 

range and ending the week in a similar position to where it began (the RBNZ having relatively little impact, as we note 

above). We expect this dynamic could be a recurring theme – NZD’s fundamental supports will keep it from dropping 

too far from the 0.68 mark, but recurring bouts of anxiety will mean spells above 0.7050 may be short lived. 

If NZD’s strength is felt, its more likely to be on the cross rates in the weeks ahead, but even this isn’t a given – trends 

last week were mixed, with the kiwi lower against the AUD and GBP, but higher vs EUR and JPY. We’re light on event 

risk this week, with US CPI data on Wednesday the most notable event. Nathaniel.keall@asb.co.nz 

mailto:Nathaniel.keall@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 0.25 0.25 0.25 UNCH UP 

90-day bank bill 0.67 0.61 0.53 0.28  UNCH UP 

2-year swap 1.45 1.38 1.37 0.03 UNCH UP 

5-year swap 1.91 1.85 1.75 0.10 UNCH UP 

10-year swap 2.29 2.23 2.04 0.50  UNCH UP 

10-year govt bond yield 2.06 1.99 1.87 0.55  UNCH UP 

Curve Slope (2s10s swaps) 0.84 0.85 0.67 0.48  UNCH DOWN 

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

Market recap 

NZ swap yields have registered broadly uniform 5-7bp increases across the curve compared to a week ago, with 

yields at (or close to) post-pandemic highs. The RBNZ hiked the OCR by 25bps (to 0.50%), its first hike since 2014, and 

maintained the focus on the medium term and its tightening bias (“further removal of monetary policy stimulus is 

expected over time”). However, as markets had been broadly expecting such as outcome, there was only a brief flurry 

in yields.  NZ yields have followed global yields higher towards the end of last week, despite a growing number of 

community cases of the delta variant in NZ and the extension of restrictions in the Waikato. NZ Government bond 

yields have drifted higher. Strong demand was evident at last week’s NZDM tender with yields trading slightly below 

mid-market levels. 

Global yields have moved up during choppy trading, with the curve steepening. US-10-year Treasury yields hit 4-

month highs (1.61%) following the deal reached between congressional Republicans and Democrats to extend the US 

federal debt ceiling until early December. Markets remain sensitive to reflation-type dynamics (Brent oil prices hit 6-

year highs last week).  There was a brief dip in US Treasury yields following the mixed labour market reports (weak 

payrolls, but a lower unemployment rate and higher wage growth).  Australian yields followed US counterparts higher, 

with the announced reopening of New South Wales after hitting its 70% vaccine target also providing upward 

impetus. There was little reaction to the RBA’s on-hold decision. 

Near-term interest rate outlook 

Markets are close to 90% priced in for a 25bp hike in November, with 44bps of hikes till February and roughly 100bps 

of hikes till late 2022.  This is consistent with the spirit of recent RBNZ guidance, although the worsening trajectory 

of the delta variant (and risks of geographical spread) could prompt a pullback in market pricing if restrictions are 

not relaxed/tightened outside of Auckland. Markets will closely monitor the daily COVID-19 counts this week and 

today’s 4pm announcement. Business sentiment has been surprisingly resilient thus far, but markets will be wary of 

signs of fatigue. Australian data (September labour employment, mkt: -120k) should remain soft for a while yet.  

Our bias is for longer-term global yields to eventually move higher as markets increasingly focus on improving 

prospects. The FOMC Minutes are expected to show increased confidence in the US labour market outlook and the 

hurdle for QE tapering being cleared, paving the way for a November announcement. With markets sensitive to 

inflation, Chinese and US September prints will be closely watched. There are other risks on the horizon – US fiscal 

policy gridlock, wobbly equities, and risks of financial contagion – that could drive a period of increased volatility and 

risk aversion.  

Medium-term outlook 

We have pencilled in 25bp hikes in November and February, with the OCR peaking at 1.50% by late 2022. Uncertainty 

is high and the OCR could follow a number of different paths. Our CBA colleagues expect RBA cash rate hikes from 

May 2023, with a 1.25% endpoint. The US FOMC is expected to implement tapering asset purchases from December 

2021 (ending by July 2022), with rate hikes from late 2022 (1.50% by late 2023). Longer-term yields are expected to 

peak at low levels, with the yield curve flatter given larger rises in shorter-term yields.   mark.smith4@asb.co.nz 

 

mailto:mark.smith4@asb.co.nz
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Domestic Events 

Data Date Time  

(NZT) 

Market ASB  

Electronic Card Transactions, Retail, September, % mom 12/10 10:45 am - +17.5-20 

NZ Food Prices, September, %mom 13/10 10:45am - -0.4 

ANZ Business Outlook, Own Activity, Oct Prelim 13/10 1:00pm - - 

 
We expect a September rebound in card spending after the sharp fall in August. Still, this would see card spending 

values decline roughly 6-7% over Q3, signalling a large Q3 contraction in retail volumes (and GDP).  MBIE card 

spending for the 4 weeks to early October showed a 23% climb after a 22% fall over August. The regional splits 

showed a bounce in non-essential retail (particularly durables), with the pick-up in Auckland lagging the rest of the 

country. The strength of card spending will heavily depend on the course of the Delta variant outbreak in NZ. Alert 

Level restrictions are unlikely to be significantly relaxed for a while yet in Auckland (and could even move up in other 

areas), dampening the post-lockdown recovery in nationwide non-essential retail. Logistics challenges could result in 

increasing stock shortages and higher retail 

costs/prices leading to the crunch Christmas 

period. A more sluggish Q4 rebound for retail 

sales (and broader economic activity) beckons. 

Milder than usual seasonal falls are expected for 

September food prices, with lower prices for fruit 

& vegetable prices after their recent surge. Food 

prices in the CPI are still on track to rise 2½% in 

Q3 (+0.4 contribution to Q3 CPI). High global food 

commodity prices, and issues with logistics and 

freight point to further uplift for retail food prices. 

Rents for the September month are expected to 

tick up despite the Auckland lockdown. Strong 

demand for rental properties by tenants, the 

resilient housing market and policy changes should continue to push rents higher. Annual CPI inflation remains on 

track to hit 4½% by the end of this year.   

ANZ releases the preliminary results of its October business confidence survey.  To date, through this current 

outbreak, business confidence has remained remarkably resilient.  We will be looking to see if confidence continues to 

hold up as it became apparent that elimination of Delta was no longer possible and with last week’s announcement 

that Auckland (and possibly some other regions) are set 

to remain in Alert Level 3 restrictions for an extended 

period.  
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

UK GDP, August 11/10 7:00 pm - 

UK Unemployment Rate, August 12/10 7:00 pm - 

China Exports, September % yoy 13/10 - 23 

US CPI, September, % mom 14/10 1:30 am 0.3 

FOMC meeting minutes 14/10 7:00 am - 

AU Employment, September, 000’s 14/10 1.30 pm -200 

China CPI, September, % yoy 14/10 2.30 pm 1 

US Retail Sales, September, % mom 16/10 1:30 am -0.3 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 8 October  

UK GDP grew for a sixth consecutive month in July and the level of GDP stood 2.1% below the levels seen in February 

2020. The composite Markit PMI points to modest GDP growth in August driven by output from the services sector. 

The UK unemployment rate dipped to 4.6% in the three months to July 21. This follows a steady decline from the 

peak of 5.2% in December 20. Record high job vacancies suggest labour market slack will continue to diminish at an 

encouraging pace. The Bank of England projects unemployment rates of 4.7% over Q3 21 and 4.4% over Q2 22. 

We forecast growth in China’s exports and imports to ease to 23%/yr and 22%/yr in September, respectively. Slower 

export growth was partly driven by fading base effects. Increasingly, Chinese exporters are passing on their rising 

input costs.  Higher commodity prices, rather than domestic demand, are the key growth driver of Chinese imports. 

The trade surplus may ease to US$ 47bn. 

We expect US headline inflation increased by 0.3%/mth in September, keeping pace with last month’s increase.  We 

expect a small step up in the pace of core inflation in September to 0.2%/mth.  Lingering supply shocks and a further 

increase in gasoline prices are supporting higher prices.  Nevertheless, COVID-19 concerns may have tempered 

consumer demand in some close contact industries.  

The FOMC meeting minutes are likely to show increased confidence that the labour market threshold for tightening 

had been (or soon would be) met.  As a result, we expect FOMC members discussed that November would be an 

appropriate time to announce a taper.  Discussions around inflation will be closely watched.  Increasingly, Committee 

members are acknowledging upside risks to inflation, especially as supply constraints linger.  Any comments on wage 

costs or inflation expectations will also be closely monitored. 

We expect Australian employment to have declined by 200k in September.  The fall will be driven by a decline in 

Victorian employment owing to the stay-at-home orders.  Though the Vic lockdown began in mid-July, the one-week 

reprieve from lockdown over late July and early August meant that measured employment did not fall in the August 

survey.  It may take until the November survey before we see material improvements in the labour market. 

We predict China’s CPI inflation increased to 1%/yr.  Rising fresh vegetable prices and pent-up domestic demand 

following the easing of lockdown restrictions will offset falling pork prices.  PPI inflation may pick up to a new high of 

11%/yr because of rising coal and other upstream material prices. 

US retail sales surprised to the upside in August.  Some of the surprise was driven by the delta variant boosting online 

sales, reflecting consumers’ fear of catching the virus.  These impacts may have continued in September as infections 

remained elevated.  Nevertheless, we see a risk that supply constraints will have slowed sales activity over the month.  

There could also be a slight pull-back in spending among households who experienced a negative income shock from 

the expiration of the supplementary insurance benefits. 

 



  

 

Economic Weekly |  11 October 2021  |  Page 6 

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 6.2 1.0 1.5 1.2 0.4 0.7

GDP real - A% 17.4 -5.6 1.2 0.8 -0.4 10.1 3.6 2.5

GDP real - AA% 5.1 3.3 3.6 3.0 -1.0 2.8 4.2 2.2

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 1.6 0.8 0.7 0.6 0.8 0.5 0.5

CPI - A% 3.3 4.3 4.6 4.4 3.6 2.8 2.3 2.3

HLFS employment growth - Q% 1.1 -0.4 -0.2 0.2 0.6 0.5 0.2 0.4

HLFS employment growth - A% 1.7 1.9 1.0 0.6 0.1 1.0 1.6 1.3

Unemployment rate - %sa 4.0 4.1 4.5 4.5 4.3 4.1 4.2 4.2

    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 1.25 1.25 1.50 1.50

NZ 90-day bank bill 0.35 0.65 1.00 1.25 1.50 1.60 1.75 1.75

NZ 2-year swap rate 0.78 1.42 1.57 1.67 1.77 1.87 2.02 2.22

NZ 5-year swap rate 1.36 1.87 1.97 2.07 2.17 2.22 2.32 2.52

NZ 10-year swap rate 1.88 2.24 2.29 2.34 2.39 2.44 2.54 2.74

NZ 10-year Bond 1.77 1.97 2.19 2.24 2.29 2.34 2.44 2.64

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
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