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NZ summer spending spree to support GDP  
This week’s economic highlight will be the release of the Q1 GDP estimate by StatsNZ, on Thursday 17th June.  We 

keep an open mind ahead of the release and note that uncertainty remains very high.  Quarterly GDP moves appear to 

have become more volatile and difficult to predict due to the COVID-19 pandemic and the severe disruption to NZ and 

global economic activity.  We expect Q1 GDP to record a lift of 0.8% over the quarter, following the previous quarter’s 

1% contraction (see our full preview here).  Just a few months 

ago many economists, including ourselves and the RBNZ, 

expected that Q1 GDP would register a decline as the summer 

tourism peak was expected to be hit hard as international 

visitors remained mostly locked out of NZ.  But the Retail 

Trade Survey turned that narrative upside down, suggesting 

that NZ households set forth on a Q1 shopping spree, 

supporting the hospitality sector through summer and 

unleashing a retail frenzy for durable goods.  Housing 

construction is also likely to support a lift in output, despite 

reports of dire shortages of key materials and labour in the 

construction sector.  Meanwhile, international shipping delays 

shifted the pre-Christmas peak in imports to Q1 instead. 

Overall, Q1 GDP figures are likely to reinforce NZ’s 

outstanding economic resilience through the pandemic. 

Going forward, the ‘so what’ for borrowers, savers and policy makers sits less with GDP outcomes and more with 

inflation developments.  The RBNZ knows the NZ economy has performed well so far, but GDP has largely tracked 

sideways since the pandemic – losses in international tourism have been offset by increased domestic household 

spending and construction activity.  The ability for the NZ economy to grow over the coming year is likely to remain 

stunted by its closed international borders, impacting demand via reduced international tourism earnings.  But GDP 

growth is also being impacted via supply constraints from global supply chain disruption impacting the flow of goods 

into NZ while the supply of labour into NZ is also constrained by the closure of the international border.  These supply 

constraints, particularly relative to strong NZ household demand, are seeing cost pressures rising and as a result we 

forecast consumer price inflation lift strongly over the coming year.  The fierce debate among economists is whether 

elevated rates of inflation will be short-term (i.e. limited to one-year) due to the pandemic.  Or will some of this 

inflation become persistent and last longer than a year.  For more discussion see Mark Smith’s note on inflation here.  

The RBNZ is nervous about the latter and is preparing to lift the OCR sometime next year.  We will be watching 

upcoming inflation figures very closely over the coming year, to see how much of the cost increase is being passed 

onto consumers and how much pricing power firms hold.  As a result, this week’s GDP figures could take a less 

prominent position in policy makers’ and financial markets’ focus. jane.turner@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/gdp-preview-q1-2021.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/inflation%20update%20-%202021.pdf
mailto:jane.turner@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 0.7134 0.7147 0.7174 0.6424 FLAT/UP 0.7110 0.7315  

NZD/AUD 0.9260 0.9333 0.9281 0.9382 FLAT 0.9160  0.9350  

NZD/JPY 78.21 78.80 78.56 68.85  FLAT/UP 77.00  80.00  

NZD/EUR 0.5893 0.5900 0.5935 0.5686 FLAT 0.5880  0.6000  

NZD/GBP 0.5056 0.5072 0.5106 0.5107 FLAT 0.5040 0.5200  

TWI 74.2 74.3 74.6 71.22 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 traded sideways through the early part of last week, with NZD/USD spending much of it in a relatively narrow 

0.7165-0.7245 range. A couple of meetings by G10 central banks anchored the week, with the Bank of Canada out on 

Wednesday night, followed by the ECB on Thursday. Neither bank wrongfooted markets with a swift hand break turn. 

It was a ‘status quo’ meeting for the Bank of Canada, which maintained policy settings but did nothing to dissuade 

markets of the notion it would further trim the pace of asset purchases in the near future. Conversely, the ECB stuck 

doggedly to its doggish ultra-dovish mantra. As befits two uneventful meetings, currency reaction was limited. 

Things got a little bit more exciting towards the end of week with some USD strength evident amid a stronger-than-

expected US CPI read (+0.6% qoq vs market expectations of +0.5%) and the news that a bipartisan group of US 

Senators may have reached a deal on a new US infrastructure package (adding to the already massive level of stimulus 

the economy has received over the past eighteen months). All up, NZD/USD shed nearly a cent. 

The USD’s end of week spike supported a couple of the comments we highlighted in last week’s update. First of all, its 

another piece of evidence backing up the ‘US dollar smile’ theory (that the turbo-charged recovery is making the USD 

behave more like a normal currency than a countercyclical one) – normally news of further stimulus would mean a 

weaker USD as markets shift their appetite, but the opposite proved to be the case this time around. Secondly, it’s 

another reminder that USD strength is the main risk that could derail the NZD/USD’s march higher. 

Despite all that, we maintain our favourable NZD/USD outlook. As we noted last week, our short-term valuation 

model now has the NZD/USD running at its highest fair value range in five years (at 0.7200-0.7600). Surging 

commodity prices and the broader global reflation trade remain in the drivers’ seat.  We’ll get a few more clues on the 

direction of the former at this week’s dairy auction, though with forestry and meat prices facing further upside, 

anything other than sharp correction (unlikely) supports our constructive NZD view. 

This week, we’ve also got the Fed out at 6am NZT on Thursday. Policy settings will remain unchanged, but there is a 

risk a few more FOMC members signal a 2023 start to the tightening cycle in the dot plots. Locally, on Thursday at 

10:45am, we’ve got the Q1 GDP reading. The result will almost certainly overshoot the RBNZ’s forecasts in light of 

strong partial data (we’re at +0.8% qoq vs the RBNZ’s -0.6% qoq), but given that risk has been apparent for some time, 

we expect it to be well priced in. nathaniel.keall@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 0.73 0.74 0.74 0.74 0.73

NZD/AUD 0.94 0.92 0.91 0.89 0.91 0.94 0.95

NZD/JPY 75 77 80 83 84 85 88

NZD/EUR 0.59 0.60 0.59 0.59 0.58 0.57 0.54

NZD/GBP 0.53 0.51 0.51 0.51 0.51 0.50 0.48

NZD/CNY 4.7 4.6 4.7 4.7 4.7 4.7 4.5

NZD TWI 75.1 73.9 75.2 75.4 75.5 75.5 74.6
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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 0.25 UNCH UP 

90-day bank bill 0.32 0.32 0.36 0.27  UNCH UP 

2-year swap 0.52 0.58 0.55 0.25 UP UP 

5-year swap 1.17 1.30 1.24 0.38 UP UP 

10-year swap 1.78 2.00 2.01 0.76  UP UP 

10-year govt bond yield 1.66 1.85 1.90 0.81  UP UP 

Curve Slope (2s10s swaps) 1.26 1.42 1.46 0.52  UNCH DOWN 

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

Market Recap 

Local and global yields continued to grind lower, with a curve flattening bias. Position-related flows look to behind the 

moves, with NZ short-term yields lower despite positive domestic data. US 10-year Treasury yields ended the week at 

close to 3-mointh lows (1.45%), with the unwinding of short positions and solid demand likely contributors. Higher 

than expected US inflation data were largely brushed off, with yields subsequently easing.  

Near-term interest rate outlook 

We have retained our upward bias for local yields. Market pricing has a 25bp OCR hike fully priced in by late-2022 

(October) and 50bps by mid-2023 (April), which is later than our core economic view. With China and Australia on 

holiday today, liquidity will be thin. The key event day is Thursday, with the FOMC policy decision (6am), Q1 NZ GDP 

(10:45am), a speech by RBA Governor Lowe (midday) and the May Australian labour market report (1:30pm). This 

could likely result in considerable interest rate volatility. Signs of optimism should boost yields and steepen curves. 

The primary catalyst will be the FOMC, who are expected to hold policy settings, flag the transitory nature of price 

lifts, but may also signal the tapering of the FOMCs USD120bn in monthly asset purchases from later this year 

(possibly Q3). We expect the published forecasts for economic activity and the labour market to be upgraded, but for 

inflation to settle at around 2%. The published dot plots are expected to flag no interest rate hikes until 2024, but 

yields will be sensitive to a shift in more members opting for earlier rate hikes.  

The tone of global data should be positive, and we expect local yields to firm given our above-consensus 0.8% qoq Q1 

GDP pick (mkt: +0.5% qoq). The RBNZ have continued to taper asset purchases, with the $220m earmarked this week 

the lowest since March 2020 and under the $300m weekly tender for the 2nd consecutive week.  We expect NZDM to 

increase the weekly pace of tenders in the coming months to meet its $30bn gross issuance target for 2021/22, but 

we don’t expect the RBNZ to increase weekly LSAP purchases. This will pressure yields higher at the margin. 

 

Medium-term outlook 

We expect the RBNZ to continue to trim its LSAP programme and to halt purchases from 2022, prior to raising the OCR 

from May 2022. NZ yields are biased higher. The OCR is expected to peak at a historically low 1.25% in March 2024, 

and our bias is for yields to remain capped 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  

NZ GDP, Q1, % qoq 17/06 10:45am +0.5 +0.8 

 

We expect Q1 GDP lifted 0.8% qoq, as strong spending by NZ 

households likely offset the loss of spending by international tourists.   

We also expect strong construction activity supported GDP growth, 

while delayed international shipments in late 2020 likely shifted 

economic activity from Q4 2020 into Q1 2021.   NZ quarterly GDP is 

still surprisingly volatile and tricky to forecast - our final Q1 forecast 

of +0.8% qoq is considerably stronger than our initial view a few 

months ago which was for a small decline.  Indeed, the RBNZ’s May 

Monetary Policy Forecast was for a 0.6% decline in Q1 GDP.  Since 

mid-May, economic data for Q1 have all reported consistently 

stronger than expected – in particular, the unexpected increase in Q1 

retail trade volumes. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

RBA Board June Meeting Minutes 15/06 1:30 pm - 

US Retail Sales, May, %mom 15/06 12:30 am 0.0 

US Industrial Production, May, %mom 15/06 1:15 am 0.4 

China Retail Sales, May, %yoy 16/06 2:00 pm 15.0 

UK CPI, May, %yoy 16/06 6:00 pm - 

RBA Governor Lowe Speech 17/06 12:00 pm - 

Australia Unemployment Rate, May, % 17/06 1:30 pm 5.4 

US Federal Reserve, Interest Rate Announcement, % 17/06 6:00 am 0.00-0.25 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 11 June at 11:47 am 

The Reserve Bank of Australia (RBA) has flagged that it will announce its decision around which bond to target for 

yield curve control at the upcoming July meeting.  It will also announce whether a third round of bond purchases will 

take place and at what pace.  The June Board meeting Minutes will be read closely for any indications as to which way 

the RBA is leaning.  We expect that the RBA will announce a third round of bond purchases but at a tapered rate of 

$A50bn over six months. 

China’s annual growth in all three key activity indicators slowed because of fading base effects. We expect retail 

sales to grow by 15%yoy in May, supported by holiday spending over the Labour Day holiday. Industrial production 

growth may ease to 9.5%yoy. Foreign demand remains resilient. We expect year-to-date fixed asset investment 

growth may slow to 17.5%yoy. 

RBA Governor Lowe will give a speech tilted “From Recovery to Expansion”.  We expect the speech to reflect the 

RBA’s optimistic outlook on the economy.  The Governor, however, is likely to continue to downplay the risk of higher 

inflation.  The speech will be given at the Australian Farm Institute Conference in Toowoomba.  Given the audience, 

the speech may touch on developments in the agricultural sector. 

Australia’s May labour force survey will fully capture the impact of the expiry of JobKeeper on the labour market.  We 

are expecting a gain in employment of around 20k and a tick down in the employment rate.  Our internal data 

indicates an improvement in the labour market in May.  

We expect US retail sales were flat again in May.  US daily total card spending data suggests there was little upward 

momentum in spending compared to April.  Indeed, some slowing in retail sales growth was to be expected after 

March’s $US1,400 stimulus cheque-induced surge.  Nevertheless, retail sales remain well-above pre-pandemic levels 

and will continue to be boosted by the economic reopening. 

We expect another solid lift in US industrial production activity in May.  However, the risk is that widely reported 

capacity constraints (including finding skilled labour), weighed on output over the month.  If capacity constraints in 

the manufacturing sector continue to grow, we expect the pace of growth to slow but prices to accelerate. 

UK headline CPI inflation quickened at an annual pace of 1.5% in April because of higher household energy bills and 

base effects. The Band of England (BoE) expects headline CPI inflation to increase closer to 2% in May as the influence 

of some Covid-related factors continue to unwind. 

We expect the US Federal Reserve to leave the Fed Funds rate, asset purchases and forward guidance unchanged at 

the June meeting.  We also expect the FOMC will stress the recent acceleration in prices will prove transitory.  The 

central bank’s updated forecasts will be closely analysed.  We think modest upward revisions are possible.  However, 

there is a risk a few more Federal Reserve members signal a 2023 start to the tightening cycle. 
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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 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

<< actual  forecast >>

GDP real - Q% -1.0 0.8 0.9 1.0 -0.3 -0.7 0.4

GDP real - A% -0.9 1.1 14.7 1.7 2.4 0.8 4.0

GDP real - AA% -3.0 -2.7 3.4 3.8 4.7 4.6 2.6

NZ House Prices (QV Index) - A% 15.4 17.4 19.3 14.9 9.7 5.4 5.1

CPI - Q% 0.5 0.8 0.7 0.8 0.6 0.6 0.5

CPI - A% 1.4 1.5 2.7 2.9 3.1 2.8 2.3

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

HLFS employment growth - A% 0.8 0.3 0.8 1.8 1.5 1.3 2.0

Unemployment rate - %sa 4.9 4.7 4.7 4.7 4.6 4.6 4.0

    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 0.35 0.35 0.35 0.35 0.55 1.10

NZ 2-year swap rate 0.28 0.47 0.60 0.65 0.70 0.80 1.20

NZ 5-year swap rate 0.54 1.12 1.35 1.40 1.50 1.60 1.95

NZ 10-year swap rate 0.98 1.96 2.00 2.05 2.10 2.15 2.35

NZ 10-year Bond 0.99 1.78 1.85 1.90 1.95 2.00 2.20

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 0.73 0.74 0.74 0.74 0.73

NZD/AUD 0.94 0.92 0.91 0.89 0.91 0.94 0.95

NZD/JPY 75 77 80 83 84 85 88

NZD/EUR 0.59 0.60 0.59 0.59 0.58 0.57 0.54

NZD/GBP 0.53 0.51 0.51 0.51 0.51 0.50 0.48

NZD/CNY 4.7 4.6 4.7 4.7 4.7 4.7 4.5

NZD TWI 75.1 73.9 75.2 75.4 75.5 75.5 74.6
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