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Red Light, Green Light – and regional border date? 
This week Cabinet may give clarity around when the regional borders – particularly Auckland’s hard border – get 

removed.  There may also be firmer indications about the start of the Traffic Light System, given the fevered 

speculation that is stirring.  Auckland will go Red around November 30th (nudge, wink), but what about elsewhere?  

It is crunch time for Christmas and summer holiday planning.  Knowing when and under what circumstances people 

can leave Auckland is critical for organising well-earned breaks and catch-ups with friends and relatives that haven’t 

been possible for months.  Holiday destinations up and down the country need to plan for whether a third of the 

country is going to be mobile over summer.  More soberingly, much of the rest of the country is also going to need to 

get used to the idea that COVID is going to spread to their region in coming months.  It will be the summer of COVID. 

If the Government wants to give Aucklanders promised freedom to travel and yet also give the rest of the country as 

much time as possible to get vaccinated, that suggests a border removal date around 17th – 20th of December.  That 

would give people the chance to travel by Christmas Day, and roughly 3 more weeks for people to get fully jabbed. 

However, it would be a logistical nightmare if the Government restricted departures to only vaccinated people and/or 

to people proving they have had a recent negative COVID test.  Testing capacity would be swamped, at a time when 

freer restrictions could be creating growing COVID cases and pressuring testing.  Checkpoints stopping vehicles would 

cause traffic jams from the Bombay Hills to Kaitaia.  Aucklanders would probably be desperate enough to leave that 

the region’s beaches would start to resemble Dunkirk and the region’s airfields look like part of the Berlin airlift. 

Even restricted travel (let alone relatively unrestricted travel) out of Auckland would mean COVID also leaving the 

region.  It would make sense at that point for the Government to shift the rest of the country into the Traffic Light 

System, even though not all regions will have hit the 90% fully-vaccinated target (and the PM speculated that the rest 

of the country moves to the Traffic Light System earlier, when Auckland moves).  A pragmatic solution would be to put 

regions that hit the target into Orange and those that haven’t yet into Red (or even seal them off until they do). 

A flood of people all trying to frantically do the same thing at the same time is inflationary, so Christmas and 

holidaying are likely to come at a price.  On that topic, the RBNZ’s survey of expectations is out on Thursday and set to 

show a jump in people’s expectations of inflation.  That would further emphasise the near certainty of the RBNZ lifting 

the OCR next week.  We will put out our RBNZ Monetary Policy Statement preview later this week. 

Inflation was also still evident in the October REINZ housing data out last week.  Auckland showed a large price 

bounce after a marginal fall in September, but the pace of price growth slowed elsewhere.  Our latest estimates have 

the housing shortfall closing up sharply over the next year, particularly in Auckland, emphasising the market will cool.  

nick.tuffley@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/reinz-oct-2021.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/housing-shortage-update-nov-2021.pdf
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Foreign Exchange Market  

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

NZD/USD 0.7039 0.7128 0.7048 0.6820 FLAT 0.6900 0.7200  

NZD/AUD 0.9611 0.9634 0.9501 0.9441 UP 0.9500  0.9700 

NZD/JPY 80.17 81.01 80.29 71.57  FLAT/DOWN 79.00  81.50  

NZD/EUR 0.6149 0.6167 0.6071 0.5779 FLAT/DOWN 0.6000  0.6250  

NZD/GBP 0.5246 0.5287 0.5150 0.5200 FLAT/UP 0.5200 0.5350  

TWI 75.1 75.6 74.8 72.6 FLAT/UP N/A  N/A  

^ Weekly support and resistance levels * Current as at 10.00am today; week ago as at Monday 5pm 

NZD Recap and Outlook 
The big theme in currency markets last week was a broad-based strengthening in the USD, supported by very strong 

US inflation data towards the latter half of the week. Annual CPI inflation tipped up to +6.2%, approaching a 30-year 

high and besting already lofty expectations. Given the Fed had spent the previous week making dovish noises (even as 

it kicked off the tapering process), the shift forward in US rate hike expectations was pretty substantial. As at the time 

of writing, the market has a hike in the Fed Funds rate fully priced for June 2022. 

The favourable shift in US yields saw the DXY US Dollar index lift to a 16-month high. NZD/USD shed just over a shed 

over the week, briefly moving south of the 0.7000 mark.  

Still, last week also illustrated that NZD’s structural supports remain as strong as ever. Underlying USD prices in the 

ASB Commodities Index (weighted as a share of NZ exports) hit a new seven-year highs and should continue to 

oscillate just below that level over the medium term. And despite the step up in US yields, the RBNZ’s position at the 

head of the tightening cycle means NZ interest rate differentials should retain their advantage. 

This week, it’s the NZ inflation outlook that’s in the spotlight, with the RBNZ’s Q4 Survey of Expectations out on 

Thursday at 3pm. Our own inflation forecasts see NZ annual CPI inflation approaching the 6% mark towards the end of 

the year, in a continuation of the firming seen in recent NZ data. Accordingly, we see considerable upside risk to both 

the one-year ahead and two-year ahead inflation expectations readings in the survey. As is the norm in the current 

environment, markets are asymmetrically skewed towards a bigger reaction in the event of an upside surprise. 

The upshot of all of this is that, while there’s scope for US pricing to continue creeping forward, we suspect the impact 

on the NZD will be largely offset by the confirmation that the NZ inflation outlooks looks just as strong. With those 

two trends finely balanced, NZD/USD should track largely sideways over week. At any road, we think strong NZD 

fundamentals should keep support above the 0.6900 level.  

Moves on the cross rates this week should be a little livelier, particularly NZD/AUD. The RBA is likely to keep pushing 

back on the bullish shift in market pricing over recent weeks (we’ve got the latest meeting minutes and a speech by 

Governor Lowe on Tuesday afternoon), setting the stage for Aussie rate hike expectations to adjust lower and 

NZD/AUD to recover some of last week’s losses.  

nathaniel.keall@asb.co.nz  

 

 

 

 

Interest Rate Market 
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Wholesale interest rates Current Week ago Month ago Year ago MT Bias 

Cash rate 0.50 0.50 0.50 0.25 UP 

90-day bank bill 0.85 0.82 0.69 0.28 UP 

2-year swap 2.31 2.19 1.65 0.19 UP 

5-year swap 2.68 2.60 2.05 0.37 UP 

10-year swap 2.72 2.67 2.35 0.80 UP 

10-year govt bond yield 2.61 2.51 2.17 0.83 UP 

Curve Slope (2s10s swaps) 0.41 0.49 0.70 0.61 DOWN 

* Current as at 10.00am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ yields have remained somewhat volatile, with swings around a generally upward trend and more pronounced 

increases for shorter-dated tenors.  Market pricing for OCR hikes has edged up. Lifts have been more pronounced for 

NZ government bond yields, and spreads with NZ swaps have narrowed.  

NZ rates largely took direction from offshore, with limited reaction to local data and events. Global yields rose and 

FOMC rate hike pricing was brought forward after US headline CPI hit a 30-year high (6.2% yoy), with core CPI inflation 

(4.6% yoy) also surprising to the upside. Spurred on by climbing COVID-19 vaccination rates, Australian yields have 

ground higher with markets pushing back against dovish RBA rhetoric, with close to 75bps of RBA hikes priced in by 

the end of next year. There was little reaction to softer than expected Australian labour market data. 

Near-term interest rate outlook 

Market pricing and NZ yields in general have moved a long way in a short period of time.  There are now roughly 

35bps of hikes priced in for both November and February, with the OCR hitting 2.4% in late 2022 and approaching 

2.8% by mid-2023.  NZ swap yields are a whisker below their October 28 highs. Currently local rates are swimming 

with the (generally upward) shift in global rates. The lift in Australian short-term rates over the last month has been 

sizeable, with Australian 2-year bond yields up 60bps and 60bp added to RBA rate hike pricing by the end of 2022. 

Markets have shown a high degree of sensitivity to inflation, and a sharp climb in inflation expectations from 

Thursday’s RBNZ survey could embolden more OCR hikes, including the possibility of 50bp moves. This is at odds with 

our core view of a measured (i.e. 25bp) pace of OCR hikes and 2% OCR% endpoint. Our hope is that the RBNZ sticks to 

its ‘considered steps’ mantra at the November MPS and we see a retreat in local yields. Still, with Australasian yields 

showing considerable momentum of late it would take a more forceful RBNZ statement to turn the tide. 

Our bias is for global yields to move higher as markets increasingly focus on improving prospects.  The RBA Minutes, 

speech by RBA Governor Lowe on inflation, the monthly China data dump, and Canada CPI could cause the odd 

market ripple. We are still sticking with our curve flattening bias, which has served us well given the sizeable increase 

in Australasian short-term yields. However,  circa 1.50% US 10-year Treasury yields do not look compatible with global 

economic recovery, the risk of high inflation outturns being more persistent, and with central banks unwinding policy 

stimulus via backing away from asset purchases.  

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR hitting 1.50% by May 2022 and peaking at 2% by 

late 2022. Uncertainty is high and the OCR could follow a number of different paths. Our CBA colleagues expect QE 

tapering from February 2022 (ending May 2022) and RBA rate hikes from November 2022 (1.25% endpoint). The US 

FOMC is expected to start tapering asset purchases from mid-November 2021 (ending by June 2022), with rate hikes 

from September 2022 (2.0% by early 2024). Longer-term yields are expected to drift up and for the yield curve to 

remain flat, with risks tilting to a more pronounced lift in yields.   mark.smith4@asb.co.nz 

Domestic Events for the week ahead 

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

(NZT) 

Market ASB  

RBNZ Survey of Expectations, CPI 2-years ahead, Q4 18/11 3:00 pm - - 

 
Shorter-term inflation expectations from the RBNZ survey are expected to drift higher, consistent with the firming 

evident in recent CPI inflation outturns. With annual headline CPI inflation on track to approach 6% by the end of this 

year there is considerable upside to both the one-year ahead 

(3.02%) and two-year ahead (2.27%) readings for CPI inflation 

from the RBNZ survey. The RBNZ’s hope is that upward pressures 

on inflation prove to be transitory and that the key 2-year ahead 

measure for inflation expectations remains well within the 1-3% 

inflation target. If not, and circa 2% longer-term inflation 

expectations move substantively higher, more forceful RBNZ 

actions, including quicker and more OCR hikes, will likely be 

needed to re-anchor inflation expectations.  

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

Major International Events for the week ahead 
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China Industrial Production, Retail Sales, Oct, %yr 15/11 3:00 pm 3.5, 4 

RBA Board Meeting Minutes, Nov 16/11 1:30 pm - 

RBA Governor Lowe speaks 16/11 3:30 pm - 

UK Unemployment Rate, Sep 16/11 8:00 pm - 

US Retail Sales, Oct, Headline and Core, %mom 17/11 2:30 am 1, 1.4 

US, Industrial Production, Oct, %mom 17/11 3.15 am 0.8 

AU Wage Price Index, Q3, % mom, % yoy 17/11 1:30 pm 0.6, 2.2 

UK CPI, Oct 17/11 8:00 pm - 

UK Retail Sales, Oct 19/11 8:00 pm - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 12th November  

We expect Chinese growth momentum moderated further in October.  Power shortages and a property downturn 

impacted both industrial production and investment.  We expect industrial production grew 3.5%/yr and year-to-date 

fixed asset investment growth may have eased to 6.5%/yr.  Retail sales growth likely eased to 4%/yr in October. 

Sporadic virus outbreaks and falling car sales probably offset pent-up consumer demand.   

The RBA Board Meeting Minutes relate to the early November meeting where the RBA formally discontinued the 

April 24 government bond yield target.  This meeting was followed by a press conference with the Governor and the 

Statement on Monetary Policy.  As a result, there is unlikely to be any new information.  Meanwhile, the RBA 

Governor Lowe will speak on Recent Trends in Inflation.  We expect the Governor to go through the detail of the 

RBA’s recent upgrade to inflation forecasts.  The Governor is likely to remind listeners that wages growth is still much 

softer in Australia compared to some other advanced economies.  We expect Australian Wage Price Index to lift 0.6% 

in Q3 21 which would take the annual rate to 2.2% from 1.7% previously.   This year’s 2.5% lift in award wages will 

mostly be paid in Q3 21, with a handful of workers receiving the increase in Q4 21.  This is different to last year which 

saw a smaller 1.75% paid over three quarters.  Outside of the pandemic the pay increase is paid to all workers in the 

September quarter.  The different arrangement this year compared to last should boost the annual growth rate.  

We expect US retail sales increased by 1.0% over October.  Elevated household savings, the recovery in the labour 

market and the acceleration in wages all suggest consumer demand remained firm.  At the same time, a further 

increase in gasoline prices likely boosted sales.  We expect many of the drivers supporting headline retail sales will 

have also underpinned core retail sales in October.  Nevertheless, supply shortages and high prices are downside risks 

to consumer spending.  We expect US industrial production rebounded in October after production unexpectedly 

contracted in September.  However, some of the contraction was driven by lingering temporary factors, such as 

Hurricane Ida-related closures.  But a sustained acceleration in industrial production will likely prove difficult given the 

backdrop of ongoing supply bottlenecks.  

The UK unemployment rate fell to 4.5% in the three months to August. While the unemployment rate has continued 

to fall in recent months, it remains above where it was in 2019 Q4 (3.8%). The BOE projects the unemployment rate to 

decline a little further to 4.4% in the three months to September as indicators of labour demand remained strong. But 

the end of the Coronavirus Job Retention Scheme (CJRS) at the end of September adds uncertainty about the recent 

and near-term path of unemployment.  Meanwhile, headline UK CPI inflation slowed at an annual pace of 3.1% in 

September from 3.2% the previous month. The BoE projects CPI inflation to rise sharply to around 4.5% in November, 

primarily reflecting higher energy (electricity and gas) and other goods prices.  UK retail sales volumes were 4.2% 

higher in September than their pre-pandemic February 2020 levels. Softer card spending data and consumer 

confidence point to weaker retail sales activity.  

 

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 5.2 1.8 1.4 1.2 0.3 0.7

GDP real - A% 17.4 -5.6 0.3 0.8 -0.5 10.0 3.5 2.3

GDP real - AA% 5.1 3.3 3.3 2.8 -1.3 2.5 4.3 2.1

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 2.2 1.3 0.8 0.7 1.1 0.5 0.5

CPI - A% 3.3 4.9 5.8 5.7 5.1 3.9 2.8 2.5

HLFS employment growth - Q% 1.0 2.0 -0.6 0.3 0.5 0.5 0.2 0.3

HLFS employment growth - A% 1.6 4.3 3.0 2.7 2.2 0.8 1.6 1.0

Unemployment rate - %sa 4.0 3.4 3.8 3.8 3.6 3.4 3.5 3.7

    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 1.50 1.75 2.00 2.00

NZ 90-day bank bill 0.35 0.65 1.00 1.25 1.75 2.00 2.25 2.25

NZ 2-year swap rate 0.78 1.42 2.20 2.25 2.30 2.35 2.45 2.65

NZ 5-year swap rate 1.36 1.87 2.60 2.65 2.70 2.75 2.85 2.90

NZ 10-year swap rate 1.88 2.24 2.75 2.80 2.85 2.90 3.00 3.05

NZ 10-year Bond 1.77 1.97 2.65 2.70 2.75 2.80 2.85 2.90

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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