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Dodging the Kraken and Beermageddon 
Welcome to 2023 – we hope you had a good break and kept as dry as was feasible. Our sympathies for those who 

have been affected by Cyclone Hale and other bouts of bad weather. Economically, 2023 will bring a bit of rain on 

growth, but should also see inflation pressures dampen later in the year. Late last year we put out our latest Quarterly 

Forecasts. With the Official Cash Rate set to hit upwards of 5.5% in coming months amidst a weaker global economy, 

we expect the NZ economy to contract around 1% by the end of this year. A lot of the slowdown will be concentrated 

in consumer spending and construction. Meanwhile, the tourism recovery should continue, along with some recovery 

in international students choosing NZ for their studies. 

Inflation will still be high in the early parts of the year, possibly exceeding 7.5%. And, just when you thought supply 

chain challenges would abate, NZ is now faced with potential Beermageddon. With the Marsden oil refinery now 

closed, the only domestic source of food-quality CO2 gas is the Kapuni gas field, which is undergoing maintenance.  

Beer production (and other food and beverages) could get curtailed and, as often happens when demand exceeds 

supply, price rises could be on the horizon. 

We still expect the RBNZ will lift the OCR by 75bp in February and 50bp in April, to an anticipated peak of 5.5%. If it 

was BBQ (and beer drinking) weather, the questions most bankers would be getting would cover how high mortgage 

rates could go and what is the best thing to do. There is still scope for floating and short-term fixed rates to go up 

further, though long-term rates are likely to be around their peak. Our Home Loan Rate Report covers the pro and 

cons of different mortgage terms, for those of you missing your opportunity to BBQ with bankers. 

COVID will still have some – though hopefully limited – influence on the economy. We continue to see new variants of 

Omicron arrive, such as the “Kraken” variant. Given NZ’s population has built up a degree of immunity over the past 

year, we should hopefully have more luck than Captain Jack Sparrow in avoiding COVID’s disruptive clutches. 

China is how NZ is more likely to feel COVID influences. China’s economic growth has been impacted by the strict 

measures it has taken to stop COVID spreading, hitting domestic demand and pushing up unemployment. As NZ did a 

year ago, China has abruptly shifted from trying to 

contain COVID to adapting to living with its continuous 

presence. Over the next 3-6 months, waves of sickness 

will cause some disruption to economic activity (and 

exact a huge health toll). Beyond that, China’s economic 

growth will no longer be held back by restrictions, 

enabling some recovery in consumer demand. That is 

likely to include tourism now that China is easing travel 

and quarantine restrictions: queues for passport 

renewals could potentially get longer than queues for 

COVID testing. 

The domestic data calendar fires up this week, with the 

Quarterly Survey of Business Opinion, REINZ housing 

data, card spending, food prices, and tourism/migration 

data all out. nick.tuffley@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update_dec22%20MASTER.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/quarterly-economic-forecasts/asb-forecast-update_dec22%20MASTER.pdf
https://www.asb.co.nz/documents/economic-research/home-loan-rate-report.html
mailto:nick.tuffley@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 0.6372 0.6376 0.6358 0.6856 FLAT/UP 0.6200 0.6500 

NZD/AUD 0.9130 0.9218 0.9464 0.9423 FLAT/UP 0.9100 0.9400 

NZD/JPY 81.42 83.93 87.31 77.97    FLAT/ DOWN 80.00 84.50 

NZD/EUR 0.5882 0.5976 0.5970 0.5974 FLAT/UP 0.5800 0.6100 

NZD/GBP 0.5220 0.5258 0.5210 0.4994 FLAT/UP 0.5000 0.5300 

TWI 71.1 71.3 72.4 72.5 FLAT/UP N/A  N/A  

^ Weekly support and resistance levels * Current as at 9.00 am today; week ago as at Monday 5pm 

NZD Recap  

NZD has bounced around a two-cent band in the month since our last FX update, reaching a low of about 0.6200 a 

fortnight ago and then peaking at a high of about 0.6400 early last week. In aggregate, those moves have left NZD 

roughly little changed from where we left it. That performance actually meant NZD was one of the weaker performers 

in the G10, with most of its peers actually making modest gains against the USD.  

All-up, the DXY Index (a weighted measure of US dollar strength) looks to have peaked (so far) in Sep-Nov and has 

ticked down a further 2% over the last month. The consensus among analysts (insofar as there ever is one) is that the 

chief drivers of the ongoing USD weakness are: 

• A view among markets that inflation in the US has likely peaked, with the Fed likely to slow the pace of rate hikes 

from here. Having shifted down to a 50bps hike at its last meeting in December, markets think there is a decent 

chance the Bank will deliver a 25bp February increase (currently about 32bps priced). The upshot is that we may 

be reaching a point where yield differentials aren’t ballooning in USD’s favour anymore. 

• More positive risk sentiment among markets more broadly. Whether it’s the more circumspect Fed or the 

reopening in China, moods have continued to improve over the past month. Better risk sentiment is an obvious 

negative for the counter-cyclical USD. 

The most dramatic mover in currency markets has been JPY, where the shift in yield differentials has been most 

pronounced. In late December, the Bank of Japan announced a surprise loosening in its yield curve-control policy, 

pushing JPY/USD about 10% higher over the past month. 

Outlook 

As we’ve constantly reminded readers, the big challenge for forecasters is judging whether this period of comparative 
USD softness is a blip or a shift that will be sustained. Given the noises emanating out of Fed officials (see the 
comments last week from the Boston Fed’s Susan Collins about shifting to a quarter-point hike at the next meeting), 
we wouldn’t be surprised to see further near-term USD weakness and NZD strength. 

Over the medium term though, we still favour a lower NZD/USD given a variety of structural factors. NZ’s current 
account deficit sits at multi-decade highs around 8% and is likely to widen further over the coming quarters before it 
closes. While China’s reopening is unquestionably a positive story for both NZ export demand and commodity prices, 
most forecasters expect both global and domestic growth to slow markedly over 2023 (perhaps into recessionary 
territory), which historical experience suggests should be a boon for the counter-cyclical USD and a negative for the 
more risk-sensitive NZD.  

The shift in interest rate differentials back in NZD’s favour remains the main thing the Kiwi has going for it, with 
115bps of extra RBNZ hikes currently priced by the market (a view we share) versus only around 60bps for the Fed.  

We still expect NZD/AUD to hold onto its recent gains. With the two currencies underpinned by many of the same 
drivers around China, commodity prices and global growth, relative interest rates remain the main focal point for the 
cross. Markets are still of the view that the RBNZ has much more further tightening to do than the RBA, with only 
about 65bps of extra hikes priced in Aussie. Our CBA colleagues are even more circumspect than that, expecting the 
RBA to hike by only 25bps more before calling it a day. That implies some risk of NZD/AUD gains if the RBA signals an 
end to the tightening cycle at its meeting in three weeks’ time. 

The BoJ’s latest meeting looms as the major source of event risk for global FX markets this week. We expect no policy 
change from the Bank, but there could be further policy adjustments over the coming months given last month’s 
loosening. Hints in that direction from Governor Haruhiko Kuroda have the potential to drive further JPY gains.  

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 4.25 4.25 4.25 0.75 UNCH DOWN 

90-day bank bill 4.79 4.77 4.55 0.97 UNCH DOWN 

2-year swap 5.02 5.18 5.27 2.21  UNCH   DOWN 

5-year swap 4.36 4.61 4.71 2.62 UNCH  DOWN 

10-year swap 4.29 4.50 4.50 2.74  UNCH DOWN 

10-year govt bond yield 4.05 4.26 4.28 2.45 UNCH DOWN 

Curve Slope (2s10s swaps) -0.73 -0.68 -0.77 0.53 UNCH UP 

* Current as at 9:00 am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap  

Local swap yields are now 20-40bps lower since our last update for most tenors, with yields pushing higher by year-

end and then retracing over early 2023 in quiet and illiquid conditions. The likelihood that both NZ and global 

economies will struggle over 2023 has seen a stirring in receiving-side interest, with the largest shift-down in yields 

taking place in the belly of the curve. NZ market pricing has cooled, with OCR cuts increasingly factored in from mid-

2023. NZ yields were pushed lower last week after US inflation readings eased in line with expectations, bolstering the 

view that the FOMC is getting on top of inflation and tempering future policy tightening. Comments by FOMC 

members Collins (non-voter) and Harker (2023 voter) favoured a slower pace of tightening (e.g. 25bps), whereas 

Bullard (non-voter) preferred to move more expeditiously.    

NZ yields registered strong gains over calendar year 2022, with the OCR increasing 350bps, swap yields 280-300bps 

higher, bond yields rising by 210-300bp, and with both swap and bond curves inverting. There were also sizeable gains 

for global yields over 2022, with the US FOMC hiking by 425bps over 2022, Treasury yields 200bp to 350bp higher and 

the yield curve inverting. Australian yields have also jumped, with 300bps of RBA rate hikes, Australian bond yields 

220bs to 260bps higher and the yield curve flattening.  

Near-term interest rate outlook 

Given the extent of rises over 2022 and growing clouds on the economic outlook, there is a temptation to still unwind 

2022 increases for yields. We maintain our view that the RBNZ will continue to frontload policy hikes, including 75bp 

in February and 50bp in April (5.50%), but this looks about as far as the RBNZ will go. OCR cuts are not expected till 

August 2024, but this could easily be bought forward. Near-term market pricing has 64bps of hikes for February, 

followed by 115bps of cuts from the 5.45% mid-2023 OCR peak. We are not alone in expecting a recession in NZ over 

2023. However, high NZ inflation must be conquered first, and we expect that the RBNZ won’t ease off the policy 

brakes until they are confident inflation has peaked (not yet in our view) and inflation expectations are falling to levels 

consistent with policy mandates (again, not yet). Soft domestic data this week should pressure yields lower and easing 

pricing intentions and capacity pressures evident in tomorrow’s Q4 QSBO should validate market pricing.  

We also expect downward pressure on global yields There is 60bps of FOMC hikes priced in by mid-2023, with hikes at 

25bp per meeting increments, followed by cuts later this year. Comments by FOMC members will be closely followed 

for confirmation of a policy pivot, with the Beige book and data likely to be scoured for signs of weakening activity. 

Softening inflation reads from Canada and the UK and weak Chinese data should dampen yields. Australian data 

should depict a still-tight labour market with the earlier acceleration in monthly inflation expected to support 

Australian yields. No change is expected from the BOJ this week, but the risk is growing of a hawkish pivot following 

the earlier widening in trading ranges for bonds. Longer-term yields should remain capped given concerns over global 

growth and the conviction that central banks are up to the task in eventually lowering inflation. Until it becomes clear 

market pricing has peaked, yield curves are likely to remain under flattening/inversion pressure. 

Medium-term outlook 

We expect a 75bp OCR hike in February (5.00%) and a 50bp hike in April (5.50%). OCR cuts are pencilled into our 

outlook from the second half of 2024 as the OCR is returned towards neutral levels (closer to 3%). Risks are tilted to 

an earlier start for OCR cuts. Our colleagues at CBA expect a 25bp RBA hike in February, with the cash rate peaking at 

3.35% (or slightly higher), but with 50bps of cuts by the end of this year. The US FOMC is expected to hike the Fed 

Funds rate by 50bps in February and by 25bps in March 2023 (5% to 5.25% peak), with rate cuts from late 2023 to 

push the policy rate down towards 2.75% by late 2024. We expect longer-term yields to remain at historically low 

levels. The NZ yield curve is expected to remain heavily inverted as monetary policy tightening reaches the mature 

phase, with the curve normalising as the OCR is eventually cut.  mark.smith4@asb.co.nz 

mailto:mark.smith4@asb.co.nz
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Domestic events for the week ahead 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

REINZ Housing Data November, December 17-20/1  - - Down 

NZIER QSBO, Q4 17/1 10:00am -  Weaker 

Card Spending, Retail, December, mom 18/1 10:45am 0.3  Down 

Food Price Index, December, % mom 19/1 10:45am 0.0  0.5 

Net migration and tourism inflows, November 20/12 10:45   Up 

We expect house prices to fall further in the December data release from REINZ. 
Forward-looking activity metrics continue to look weak, with days-to-sell and 
sales-to-listings pointing to further deceleration in the housing market. A less-
acute housing shortage and high mortgage interest rates remain negatives for 
house prices and housing market activity, with the cycle unlikely to turn before 
mid-2024. We expect prices to ultimately reach a trough 25% below their late-
2021 peak.  

The Q4 NZIER QSBO should show weakening signs. Activity metrics – including 
actual and expected domestic trading activity, employment, and investment 
intentions – are expected to worsen given weaker readings from other business 
and consumer sentiment surveys of late. The picture is for economic contraction 
in 2023. Despite this, price and cost measures from the survey should likely 
remain elevated and generally widespread across sectors. Capacity metrics from 
the survey – including skilled and unskilled labour shortages and labour as the 
major constraint on firms increasing production – could ease off, but still point to 
high inflation rates.  

Retail spending activity is expected to contract in December, as headwinds hitting 
the retail sector weigh and RBNZ warnings about the required slowing in 
consumer spending hit home. Values for the month are likely to contract slightly 
despite firmer retail prices (annual CPI inflation is on track to hit at least 7.5% for 
calendar 2022), with Worldline figures showing values for December slightly above 
year-ago levels. The return to pre-COVID-19 spending patterns and increasing 
inbound tourism should provide a modicum of support to fuel and services 
spending (including hospitality), but discretionary retail (notably consumer 
durables) and overall household spending volumes should struggle over 2023.  

Overall food prices are expected to move up in raw and seasonally-adjusted 
terms in December, with widespread monthly increases evident. Annual food 
price inflation should rise towards 11%, the highest in decades, with double-digit 
annual increases for fruit & vegetables, meat and grocery foods. Food prices are 
expected to rise 1.7% in Q4 (0.4% contribution to Q4 NZ CPI).  

Net immigration inflows have staged a sharper than expected turnaround with 
the October 3,342 person net inflow the strongest since March 2020. PLT 
departures and arrival numbers look to be returning to pre-COVID levels, but the 
recovery in student and work visa numbers has lagged. We expect the net PLT 
immigration inflow to strengthen over the course of 2023, with resident 
population and labour supply growth not as low as earlier feared. This should 
partly alleviate low growth in the labour supply and support the housing market. A 
continued rebound is expected for tourism arrivals, being on track to top 1 million 
visitors annually, the highest in two years. This growth has been driven by higher 
visits from Australia, and we will be closely monitoring the impact of easing COVID-
19 restrictions on Chinese visitor numbers. Inflows of high-spending tourists should 
provide a welcome boost in fortunes for the beleaguered tourist sector and the NZ 
economy overall. However, the opening of the border has seen a jump in kiwis 
holidaying overseas (annual resident short-term departures also hit a 2 year high), 
mitigating the overall boost to the NZ economy.  
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Consumer sentiment, Jan 17/1 12:30 pm - 

CN Industrial production, Dec 17/1 3:00 pm -0.5%/yr 

       Retail sales 17/1 3:00 pm -10.0%/yr 

       Fixed assets ex rural 17/1 3:00 pm 5.1%/ytd 

       GDP, Q4 2022 17/1 3:00 pm -1.3%/qtr 

CA  Bank of Canada Business Outlook survey, Q4 2022 17/1 2:30 am - 

CA Headline CPI, Dec       18/1 2.30am - 

JN Bank of Japan 18/1 - 0.0% +/- 

      10-year target 18/1 - 50bp 

       Policy balance rate 18/1 - -0.1% 

UK CPI, Dec 18/1 8:00 pm 10.5%/yr 

Core 18/1 8:00 pm 6.2%/yr 

US Beige book 18/1 2:30 am - 

       Retail sales 18/1 2:30 am -0.7%/mth 

AU Labour force, Dec 19/1 1:30 pm - 

Employment 19/1 1:30 pm +25k 

Participation rate 19/1 1:30 pm 66.8% 

Unemployment rate 19/1 1:30 pm 3.4% 

CA  Retail sales, Nov 20/1 - - 

UK  Retail sales 21/1 8:00 pm -0.5%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 16th of December.  

The week starts on a quiet note, with no major releases today, and tonight US financial markets are closed in 
observance of the Martin Luther King Jr. Day holiday. 

In China, the monthly data dump takes place tomorrow, and includes Q4 2022 GDP data. The government’s drastic 
relaxation of covid restrictions in early December has reportedly caused a surge in covid infections and deaths.  
Growth in industrial production, and retail sales likely took another hit. Fixed asset investment likely kept expanding, 
supported by infrastructure investment. Our CBA colleagues estimate China’s economy contracted 1.3% in Q4 2022.  

We expect no policy change from the Bank of Japan on Wednesday, but market speculation is strong for a policy 
change in coming months following the BoJ’s widening of the trading range around JGBs late last year.  

CPI data are due in the UK and Canada on Wednesday. In Canada, annual headline CPI inflation likely continued to 
ease in December because of a base effect and lower gasoline (petrol) prices. Goods inflation also likely continued to 
decelerate, perhaps into deflationary territory. Nonetheless, measures of underlying inflation likely remained near 
their record highs in Canada. For the retail sales data for November due this week, the preliminary estimate of 
Statistics Canada suggests retail sales fell by 0.5%/mth in November. December In the UK, a fall in oil prices will help 
headline inflation to ease. But core inflation is likely to stay stubbornly high given elevated expectations and the tight 
labour market. Retail sales data is also out for both economies at the end of the week. 

US retail sales data for December is also out on Wednesday night. Higher interest rates will start to bite into consumer 
spending. The ongoing deceleration in inflation (selling prices) will also weigh on reported retail sales. For example, 
gasoline prices slumped by 9% in December.The Fed’s Beige Book is due Thursday morning NZT. The qualitative 
business survey feeds into the FOMC’s policy decision in February. Policy makers and market participants will be 
interested in developments in wage costs, lower energy prices and demand.   

Australian Labour force data for December is due Thursday. The Aussie labour market remains very tight. Job 
vacancies are down but remain elevated meaning there is still plenty of demand for workers. The return of overseas 
migration will, in time, help with supply, as will slowing demand. 
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Key Forecasts* 

 

* Under review 
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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-22 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Mar-25

<< actual  forecast >>

GDP real - Q% 2.0 0.3 0.2 -0.2 -0.4 -0.4 0.0 0.9

GDP real - A% 6.4 3.8 4.5 2.3 -0.1 -0.8 -1.0 1.7

GDP real - AA% 2.7 2.8 3.7 4.2 2.6 1.4 0.1 0.5

NZ House Prices (QV Index) - A% -4.2 -10.8 -12.7 -14.7 -14.3 -14.0 -11.5 -0.4

CPI - Q% 2.2 1.8 1.8 1.7 1.3 0.7 0.3 0.1

CPI - A% 7.2 7.6 7.5 7.5 6.6 5.5 3.9 2.6

HLFS employment growth - Q% 1.3 0.3 0.0 -0.1 -0.3 -0.3 0.1 0.4

HLFS employment growth - A% 1.2 1.6 1.5 1.4 -0.1 -0.7 -0.6 1.0

Unemployment rate - %sa 3.3 3.2 3.4 3.8 4.4 4.9 5.1 5.3

    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 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZ OCR 4.25 5.00 5.50 5.50 5.50 5.50 5.50 4.50

NZ 90-day bank bill 4.65 5.20 5.60 5.60 5.60 5.60 5.60 4.60

NZ 2-year swap rate 5.37 5.20 5.20 5.10 5.00 4.90 4.90 4.30

NZ 5-year swap rate 4.86 4.60 4.60 4.55 4.50 4.45 4.45 4.25

NZ 10-year swap rate 4.80 4.40 4.40 4.40 4.40 4.35 4.35 4.20

NZ 10-year Bond 4.48 4.10 4.10 4.10 4.10 4.05 4.05 3.90

ASB foreign exchange forecasts* Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZD/USD 0.63 0.52 0.55 0.57 0.58 0.60 0.60 0.67

NZD/AUD 0.94 0.88 0.89 0.88 0.87 0.86 0.86 0.88

NZD/JPY 84 78 77 74 73 72 72 77

NZD/EUR 0.59 0.56 0.57 0.58 0.57 0.58 0.58 0.62

NZD/GBP 0.53 0.47 0.49 0.50 0.49 0.50 0.50 0.55

NZD/CNY 4.4 3.7 3.9 3.9 4.0 4.1 4.1 4.5

NZD TWI 72.4 63.4 65.3 66.3 66.4 67.5 67.5 73.1
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