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Delicately poised 
Last week, global central banks stuck with their cautious tones largely as expected.  Firstly, the ECB continued to note 

that it will keep interest rates at their present levels at least through the end of 2019, and “in any case for as long as 

necessary.” Meanwhile, the minutes from the US Federal Reserve’s March meeting reiterated that further rate hikes 

this year are off the table.  Locally, the Reserve Bank’s next move is more delicately balanced.  Indeed, this week’s Q1 

inflation data (due Wednesday) will help bring some clarity at least to the near-term OCR outlook.  We expect inflation 

to lift 0.2% over the quarter, and an outturn similar or lower is likely to see interest rate markets price in an increased 

chance of a May OCR cut.  Recall, at this juncture, we expect an OCR cut in May, followed by second cut in August.   

Key events and views 

Foreign exchange NZD/AUD continues to drift lower on RBNZ rate cut expectations. 

Interest rates NZD rates have drifted higher on improved global optimism. 

Domestic events Performance of Services Index, Global Dairy Trade auction, Q1 CPI. 

International events RBA Meeting Minutes, US Federal Reserve Beige Book, March Australian Employment. 

Calendars NZ and international calendar of upcoming economic events. 

 

Chart of the Week: More momentum required 
On Wednesday, Stats NZ will release its Consumer Price Index (CPI) 

figures for the first quarter of the year, giving us a read on a key 

inflation measure. We expect the CPI to rise 0.2% (nudging 0.3%) over 

the quarter (qoq), taking annual inflation to around 1.6%.  

In the medium term, we don’t believe the NZ economy will be strong 

enough to keep inflation in the RBNZ’s 1-3% target without help. 

Global activity is decelerating and 2018 GDP figures show the domestic 

economy also weakened. Additionally, spare capacity in the Kiwi 

economy will further diminish inflationary pressure moving forward. 

Increasingly the RBNZ appears to share our view, with the bank likely 

to cut the OCR in an effort to boost momentum and keep inflation in 

the 1-3% range with any comfort. Whilst the RBNZ’s February 

forecasts still had inflation exceeding 2% in 2020 (see above), that 

looks unlikely unless the RBNZ acts. Accordingly, we expect 50bps of OCR cuts in 2019, though the exact timing is 

hard to predict (we lean towards May and August).  
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Foreign Exchange Market  

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

NZD/USD 0.6769 0.6732 0.6843 0.7373 FLAT/DOWN 0.6650 0.6880 UP 

NZD/AUD 0.9432 0.9491 0.9658 0.9483 FLAT/DOWN 0.9320 0.9550 FLAT/UP 

NZD/JPY 75.81 74.99 76.40 79.17 FLAT 74.30 77.30 UP 

NZD/EUR 0.5989 0.5994 0.6047 0.5981 FLAT 0.5870 0.6100 FLAT 

NZD/GBP 0.5176 0.5152 0.5166 0.5180 FLAT 0.5070 0.5280 UP 

TWI 73.5 73.1 74.3 75.60 FLAT 73.00 74.50 UP 

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

NZD Recap 
The NZD/AUD continued to drift lower, underpinned by 1-year interest rate differentials.  We see further downside 

to the NZD/AUD as we continue to expect the RBNZ to cut the OCR twice in 2019, while the RBA is most likely to leave 

its cash rate on hold this year.  The RBNZ Governor Adrian Orr commented that the outlook was a ‘mixed picture’ in 

an interview with Bloomberg last week.  The Governor noted that on one hand it was too early to know if a rate cut in 

May was needed, noting the upcoming CPI and Labour market data. But he also commented that it was not his desire 

to be “continuously just waiting for one more piece of data”. Meanwhile, the AUD received support following the RBA 

Deputy Governor’s speech on Tuesday which, contrary to market expectations, contained no hints that the RBA 

moved to an easing bias at the April meeting.  Firm commodity prices are also supporting the AUD.  UK Prime Minister 

May accepted the EU’s offer to delay the UK’s departure from the EU until 31 October.  The UK could leave the EU 

earlier on 1 June if PM May can pass her Withdrawal Agreement in the UK House of Commons by 22 May.       

Near-term outlook 
The NZD/USD risks falling below 0.6700-0.6900 range this week and the NZD/AUD has scope to fall further below 

0.9434.  Given the RBNZ Governor’s comments last week, this week’s Q1 CPI (released on Wednesday 10.45 am) will 

be key for both RBNZ rate cut pricing and NZD direction.  We expect CPI to increase 0.2% qoq which is slightly below 

the market median expectation of 0.3% qoq.  The RBNZ’s model of core inflation (Sectoral Factor Model) will also be 

closely watched (released 3pm on Wednesday).  Meanwhile, the AUD is likely to find support from another solid 

month of job growth over March.   The GBP is likely to be more sensitive to UK and global economic data now that 

Brexit has been delayed.  The three options for Brexit over the next six months are: (i) May’s Brexit deal, (ii) a softer 

Brexit deal, or (iii) cancel Brexit.  The USD is likely to consolidate this week.   The USD is supported when corporate 

earnings guidance is downbeat.  As the US earnings season enters its second week, slowing global growth is likely to 

weigh on future earnings guidance. 

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 to remain close to 0.96 

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.  However, the NZD/AUD is currently below these expectations 

due to the likelihood of an imminent rate cut from the RBNZ.  We have delayed the timing of the forecast 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 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZD/USD 0.67 0.68 0.68 0.69 0.69 0.70 0.72 0.74

NZD/AUD 0.95 0.96 0.96 0.96 0.96 0.96 0.96 0.97

NZD/JPY 74 75 76 77 77 77 78 80

NZD/EUR 0.59 0.60 0.60 0.60 0.59 0.59 0.59 0.60

NZD/GBP 0.53 0.52 0.54 0.54 0.54 0.54 0.55 0.57

NZD TWI 73.5 73.9 73.9 74.5 74.1 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/DOWN DOWN 

90-day bank bill 1.84 1.81 1.88 2.03 FLAT/DOWN DOWN 

2-year swap 1.71 1.64 1.84 2.32 FLAT/DOWN DOWN 

5-year swap 1.88 1.81 1.97 2.74 FLAT FLAT 

10-year swap 2.29 2.23 2.37 3.19 FLAT FLAT/UP 

10-year govt bond yield 2.05 1.98 2.07 2.82 FLAT FLAT/UP 

Curve Slope  (2s10s swaps) 0.58 0.60 0.53 0.88 FLAT FLAT/UP 

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

Market Recap 
Local yields have continued to drift higher from early April lows, supported by firmer global yields and the view that 

the early April decline in yields was overdone.  The RBA have depicted a more neutral assessment of the Australian 

economic and policy outlook, with RBA Deputy Debelle highlighting the importance of the (still-strong) labour market 

in their policy deliberations. The announcement of an Australian General Election on May 18 likely further watered 

down the prospect of May RBA cuts (RBA decision is on the 7th May, RBNZ 8th May).  Improved global risk appetite 

saw global yields end the week on a firming trajectory, supported by improving bank lending and trade data from 

China.  UK yields firmed after the European Union offered to extend Brexit until October 31.  US Treasury yields were 

earlier dampened by low US inflation (US core CPI inflation fell to a 13 month low (2.0% yoy), with the Fed minutes 

reiterating 2019 rate hikes were off the table.  

Near-term NZD interest rate outlook 

Domestic market pricing to a May OCR cut has fallen from around 50:50 in early April to about one-third at present. 

We have pencilled in a May OCR cut, but reiterate that the  exact timing of OCR cuts is fluid and conditional on the 

global outlook, actions of overseas central banks, the NZD as well as the tone of local data. Softer than expected 

prints for Wednesday’s NZ CPI (ASB +0.2% qoq, mkt: 0.3% qoq) and core inflation will likely firm market pricing 

towards a near-term OCR cut.  Tomorrow’s RBA Minutes and tone of forthcoming global data will likely have a 

bearing on the direction of global yields.  This week’s data for Chinese Q1 GDP (mkt: 6.3% yoy) and March retail sales 

(mkt: 8.4% yoy), fixed asset investment (mkt: 6.3% yoy) and industrial production (mkt: 5.9% yoy) will be pivotal.  

Global yields could also drift higher if continued progress is made on US-China trade negotiations, although slowing 

global growth and subdued global inflation should keep yields historically low.  

Medium-term outlook 
We have pencilled in 25bp of OCR cuts in May and August of this year, but note that the exact timing of OCR cuts is 

fluid. The OCR is subsequently expected to remain at 1.25% until early 2022, before gradually drifting towards its 

2.25% cyclical peak towards the end of 2023.  The proposed higher bank capital requirements, which we assume are 

equivalent to roughly 50bps increase on customer interest rates by late 2023, will likely tighten financial conditions, 

lower swap interest rates across the curve and keep the OCR lower than it would otherwise be. Global central banks 

are expected to remain on hold, with risks tilting towards more policy support being necessary. NZD long-term yields 

could initially dip and then drift up and eventually settle at around 2.5-3%. Mild RBNZ tightening, low NZ inflation, still-

strong demand for NZD assets, and our historically-low outlook for global yields should keep NZD yields low. 

 

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

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.50 1.25 1.25 1.25 1.25 1.50

NZ 90-day bank bill 1.97 1.9 1.7 1.5 1.5 1.5 1.5 1.8

NZ 2-year swap rate* 1.97 1.6 1.6 1.5 1.5 1.5 1.6 1.9

NZ 10-year Bond* 2.38 1.8 1.8 1.8 1.8 1.8 2.1 2.4
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Major Domestic Events for the week ahead 
Data Date Time (NZT) Previous Market  ASB  

GlobalDairyTrade auction, whole milk powder, % change 16/04 overnight -1.3 - No change 

Consumers Price Index, 2019Q1, %qoq  17/04 10:45am +0.1% +0.3% +0.2% 

 

We expect whole milk powder prices to be unchanged at the 

GlobalDairyTrade auction overnight Tuesday.  A fortnight ago, whole 

milk powder (WMP) prices fell by 1.3%. At the current juncture, 

futures pricing points to lift of around 1%.  However, futures pricing 

have consistently overstated recent auction results.  On this basis, we 

expect no change in WMP price rises. 

We expect overall consumer prices to rise 0.2% in the March quarter, 

lowering annual CPI inflation to 1.6%. Our forecasts are in a similar 

ballpark to those of the RBNZ and, although we are on the cusp of a 

quarterly 0.3% outturn (+1.7% yoy), risks appear broadly balanced. 

Abstracting from seasonal and transitory influences on the inflation 

process, we expect annual readings from the core inflation measures 

produced by Statistics NZ to oscillate around 2%, with annual inflation 

from the RBNZ sectoral factor model stuck below 2%. Our view is that 

downside risks to the inflation outlook have grown in recent months and 

the NZ economy looks increasingly unlikely to be able to generate 

sufficient economic momentum that will be able to keep inflation 

comfortably within the 1-3% CPI inflation band.  However, we freely 

acknowledge the risk that this may take time to become readily apparent 

in the NZ inflation figures. We believe the RBNZ will grow increasingly 

concerned over the inflation outlook and will cut the OCR by 50bps over 

2019.  The exact timing on OCR moves remains fluid. 
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Major International Events for the week ahead* 

Data Date Time  

(NZT) 

Market ASB  

RBA Meeting Minutes 16/04 1:30pm - - 

UK ILO Unemployment Rate, February, % 16/04 8.30pm 3.9 4.0 

US Industrial Production, March, %mom 17/04 1:15am 0.2 0.1 

China GDP, Q1, yoy 17/04 2:00pm 6.3 6.3 

China Retail Sales, March, yoy 17/04 2:00pm 8.4 8.4 

China Industrial Productions, March, yoy 17/04 2:00pm 6.0 5.9 

China Fixed Asset Investment, March, % of GDP 17/04 2:00pm 6.3 6.3 

UK CPI, March, %yoy 17/04 8.30pm 2.0 2.0 

Australia Unemployment Rate, March, % 18/04 1:30pm 5.0 5.0 

UK Retail Sales,  March, %mom 18/04 8.30pm -0.3 - 

Eurozone manufacturing PMI, April 18/04 8:00pm 48.0 - 

US Retail Sales, March, Headline, %mom 19/04 12:30am 1.0 0.7 
*Originally published by CBA Global Markets Research on Friday 12th April at 1.30pm.  

The Reserve Bank of Australia’s Meeting Minutes will be released on Tuesday.  The market will be focussed on any 

wording around the meaning of the last paragraph of the statement “The Board will continue to monitor 

developments and set monetary policy to support sustainable growth in the economy and achieve the inflation target 

over time”.  Some market participants concluded this was a precursor to the RBA shifting to an easing bias.  But there 

was no hint in RBA Deputy Governor Debelle’s speech on 10 April that this was the case.  

We are expecting a 20k lift in the number of Australian jobs over March. We expect the unemployment rate to lift to 

5.0%, from 4.9%.  We expect the participation rate to hold steady at 65.6%. The near-term direction of the 

unemployment rate will drive the next move in the official cash rate. 

We expect recovery in China’s retail sales over March after the Lunar New Year disruptions in February.  We estimate 

retail sales growth expanded by 8.4% yoy supported by higher oil prices and faster food inflation. Industrial 

production growth should accelerate to 5.9%/yr, consistent with a sharp lift in the March manufacturing production 

sub-PMI. Infrastructure spending and looser property restrictions in some cities support our expectations of a rise in 

fixed asset investment growth to 6.3%/yr. We forecast Q1 GDP growth to ease to 6.3%/yr. 

High job vacancies and future employment intentions from business surveys suggest the UK’s unemployment rate will 

remain near a multi-decade low around 4% in February. Meanwhile, survey indicators of recruitment difficulties are 

trending higher, consistent with robust average weekly earnings growth. The recent fall in the US ISM manufacturing 

index suggests growth in US industrial production will continue to decelerate in coming months. The UK’s headline 

CPI inflation is expected to quicken at an annual pace of 2.0% in March from 1.9% the previous month, mainly 

reflecting higher energy price inflation and faster wage growth. The Bank of England forecast headline CPI inflation to 

settle at 1.8% over Q1. Core UK retail sales volumes likely improved again in March underpinned by positive real 

wage growth. But the downtrend in consumer confidence and slower house price inflation remain important 

headwinds for consumer spending. 

The Eurozone’s manufacturing PMI is projected to remain below the 50 threshold consistent with a contraction in 

manufacturing activity. The manufacturing sector accounts for about 20% of the Eurozone economy. But the services 

PMI is expected to point at further modest expansion in the more important services sector. The service sector 

accounts for over 70% of the Eurozone economy. 

The swift recovery in oil prices will push up US headline retail sales strongly by 0.7% in March.  We also estimate that 

retail sales in the ‘control’ group (“core” spending that feeds into GDP) will rebound modestly from February’s 

weakness.  Growth in disposable household income has slowed considerably since the start of 2019. 
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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-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22
<< actual  forecast >>

GDP real - Q% 0.6 0.4 0.9

GDP real - A% 2.3 2.2 2.2 2.7 2.9 3.1 2.4 2.4

GDP real - AA% 2.8 2.6 2.3 2.4 2.5 2.7 2.6 2.4

CPI - Q% 0.1 0.2 0.7

CPI - A% 1.9 1.6 1.9 1.6 1.7 1.9 1.8 1.9

HLFS employment growth - Q% 0.1 0.7 0.4

HLFS employment growth - A% 2.3 2.5 2.3 1.7 2.1 1.8 1.5 1.3

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

Annual current account balance as % of GDP -3.7 -3.5 -3.3 -3.2 -3.0 -2.8 -2.6 -2.4
    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-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.50 1.25 1.25 1.25 1.25 1.50

NZ 90-day bank bill 1.97 1.9 1.7 1.5 1.5 1.5 1.5 1.8

NZ 2-year swap rate* 1.97 1.6 1.6 1.5 1.5 1.5 1.6 1.9

NZ 10-year Bond* 2.38 1.8 1.8 1.8 1.8 1.8 2.1 2.4

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

(end of quarter) << actual  forecast >>

NZD/USD 0.67 0.68 0.68 0.69 0.69 0.70 0.72 0.74

NZD/AUD 0.95 0.96 0.96 0.96 0.96 0.96 0.96 0.97

NZD/JPY 74 75 76 77 77 77 78 80

NZD/EUR 0.59 0.60 0.60 0.60 0.59 0.59 0.59 0.60

NZD/GBP 0.53 0.52 0.54 0.54 0.54 0.54 0.55 0.57

NZD TWI 73.5 73.9 73.9 74.5 74.1 74.8 75.0 76.6
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