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End of year cheer (and hopefully no hangover) 
There was plenty to digest last week, and nearly all of it was positive. Offshore, the US & China agreed on a ‘Phase 1’ 

trade agreement, and the UK elected a majority Conservative government, the latter locking in an orderly Brexit in 

January. The clear reduction in global uncertainty (witness the relief rallies in global stocks and the British Pound) 

should help shore up global manufacturing and business investment, two sectors that have led the global downturn.  

Locally, the data pulse appears to have turned on a dime. Retail, exports, manufacturing, and housing data have all 

pleasantly surprised us recently. We expect this week’s Q3 GDP report to carry on the good vibe. It seems monetary 

stimulus is working, and last week’s HYEFU confirmed fiscal policy will soon be doing its bit too. We think it’s too soon 

to declare the battle won, and retain our call for one further RBNZ rate cut in May. But the risk is clearly rising that the 

RBNZ is done. It’s a great spot to be in given where we’ve been this year.  Viva la recovery! 

Key events and views 

Foreign exchange NZD forecasts revised up 

Interest rates Yields to rise this week 

Domestic events ANZ business confidence, Q3 GDP, GDT auction, Balance of Payments  

International events Aussie jobs, China data dump, BoE & BoJ interest rate decision, European PMIs, US inflation 

 

Chart of the Week: A V-shaped recovery  

The global and domestic “green shoots” have not been lost on 

financial markets.  Local interest rate markets have all but 

priced out further RBNZ rate cuts and the yield curve has 

steepened markedly as investors *gasp* contemplate rate hikes 

down the track.  Wholesale interest rates are now 40-60 bps 

above their October lows.  No wonder our wealth economist is 

calling the bottom in mortgage rates. Foreign exchange markets 

have got in on the action too and marked the kiwi around 3 

cents higher over the past two months.  The NZD has 

outperformed most of the G10, notably the AUD.  We expect 

this trend has further to run given the brightening in global 

sentiment (see chart), and have revised up our NZD forecasts 

(see page 3).   
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This is our last Weekly for 2019; we will publish our first for 2020 on January 13th.  We wish all our 

readers an enjoyable and relaxing summer break. 

https://www.asb.co.nz/content/dam/asb/documents/reports/home-loan-rate-report/home-loans-rate-report-Dec%202019.pdf?et_rid=NzQyMTM2ODIxMzkS1&et_cid=2989574
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Foreign Exchange Market  

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

NZD/USD 0.6591 0.6552 0.6387 0.6793 UP 0.6480 0.6720 UP 

NZD/AUD 0.9586 0.9590 0.9395 0.9443 UP 0.9400 0.9750 UP 

NZD/JPY 72.07 71.14 69.34 77.09 UP 70.70 73.60 DOWN 

NZD/EUR 0.5928 0.5927 0.5792 0.5979 FLAT/UP 0.5810 0.6050 FLAT 

NZD/GBP 0.4943 0.4985 0.4959 0.5378 FLAT 0.4850 0.5060 UP 

TWI 72.7 72.4 70.6 74.28 UP N/A N/A UP 

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

NZD Recap 
The NZD/USD posted fresh December highs over the weekend on the back of improved global investor sentiment as 

US and Chinese officials announced on Friday a phase one trade deal agreement.    

Meanwhile, Boris Johnson’s UK Conservative Party marched to a resounding election victory on Friday.  The 

Conservatives won 365 parliamentary seats for a majority of 80 in the House of Commons. This will allow Johnson to 

get his Brexit deal fast tracked through Parliament before year end, meaning the UK would be in a position to leave 

the EU with a transition period on 31 January 2020. The GBP initially jumped four cents to around 1.35 against to the 

USD in the wake of the result, and has since settled nearer to 1.33. 

Last week, the US Federal Reserve left its Fed Funds rate unchanged as widely expected.  However, the USD edged 

lower following the statement, as market participants had expected the tone of statement to be more optimistic.  

Near-term outlook 

We see upside to the NZD/USD this week, as the USD is likely to ease further against all the commodity currencies.   

The USD is typically weighed down when global growth expectations improve.  

It is a fairly big finish to the year in terms of Australasian economic data, with ANZ December business confidence 

and RBA meeting minutes out on Tuesday, followed by NZ Q3 GDP and Australian jobs data on Thursday.  ASB’s 

forecast for Q3 GDP growth is above consensus (0.7% qoq vs 0.5% qoq, respectively) and a stronger economic growth 

performance is likely to further erode what is left of RBNZ rate cut expectations.  

 Medium-term outlook 

We updated our FX forecasts last week and no longer expect any further depreciation in the NZD/USD.  We now 

expect the NZD/USD will lift to 0.6700 over Q1 2020 on the back of stronger NZ economic data.  Nonetheless, we see 

any NZD/USD strength capped by our view of a strong USD over 2020.  Weak economic growth in the Eurozone and 

Asia will limit the ability of the USD to depreciate over the coming year.  The US election is the key risk to our FX 

forecasts over the coming year.  

We also expect the NZD/AUD to continue to appreciate over 2020, as NZ economic data have outperformed that of 

Australia.  Indeed our central bank views have diverged: in NZ we expect only one more OCR cut while in Australia we 

see the risk that the RBA will need to undertake Quantitative Easing. 

jane.turner@asb.co.nz 

 

 

  

ASB foreign exchange forecasts Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZD/USD 0.67 0.63 0.65 0.67 0.64 0.66 0.68

NZD/AUD 0.96 0.93 0.96 0.99 0.96 0.96 0.96

NZD/JPY 72 68 68 69 67 67 71

NZD/EUR 0.59 0.57 0.59 0.61 0.57 0.58 0.58

NZD/GBP 0.53 0.51 0.51 0.50 0.49 0.50 0.52

NZD TWI 73.2 70.2 71.1 72.7 69.4 70.2 71.9

mailto:jane.turner@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 1.00 1.00 1.00 1.75 UNCH UP 

90-day bank bill 1.20 1.19 1.24 1.97    UNCH UP 

2-year swap 1.22 1.24 1.18 2.08 UNCH UP 

5-year swap 1.40 1.38 1.26 2.36 UNCH UP 

10-year swap 1.73 1.71 1.55 2.77 UNCH UP 

10-year govt bond yield 1.58 1.53 1.41 1.95 UNCH UP 

Curve Slope  (2s10s swaps) 0.51 0.47 0.37 0.70 UNCH UNCH/UP 

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

Market Recap 
Generally positive risk events pushed NZ and global yields higher towards the end of last week, with curves 

steepening. Local yields dipped after the Half Year Fiscal Update showed a less expansionary fiscal stance and only a 

$2bn higher government bond tender schedule compared to Budget 2019. However, the strengthening tone of 

domestic data last week pushed local yields higher. Global yields jumped after US President Trump announced that a 

Phase 1 trade deal with China had been reached, averting the December 15 introduction of higher US tariffs on 

Chinese exports. US 10-year Treasury yields touched 1.95%, the highest in the month, with the yield curve (2s10s) its 

steepest since mid-November, although US yields subsequently eased back (10Y 1.82%) as the deal fell short of 

expectations.  Improved global optimism strongly supported Australian yields with the 10-year government bond 

approaching 1.30%. The US Federal Open Market Committee (FOMC) showed little inclination to move the 1.50-1.75% 

Federal Funds rate, viewing current settings as appropriate and the ‘Dot Plots’ signalling no rate hikes for 2020 and 

only 25bp hikes for 2021 and 2022. Global yields were also supported after the Conservative Party stormed to victory 

in the UK election, winning 365 of 650 seats, increasing the odds of an orderly Brexit, and alleviating one source of 

global uncertainty.  There was little market reaction as the ECB kept settings on hold and kept its easing stance. 

Near-term NZD interest rate outlook 
NZ swap yields across the curve are currently 30-60bps above October lows, and odds of 2020 OCR cuts have been 

pared back significantly, with just 9bps of OCR cuts priced in over the next 12 months. We have retained a modest 

downward bias for shorter-term NZ yields given our OCR view of a 25bp 2020 cut, but acknowledge that local yields 

could move higher in the interim if positive risk appetite persists. There is also the growing risk that the OCR and NZ 

yields may already have bottomed. We expect a solid 0.7% qoq print for Q3 NZ GDP (RBNZ + 0.3% qoq, mkt: +0.5% 

qoq), with the improving tone of NZ data this week likely pointing to a turning point for the economy.  The RBA 

Minutes and Australian employment data will provide markers for seeing whether the 30bp of RBA cuts priced in is 

justified. Monthly activity data from China and US inflation data are unlikely to impact interest rate markets, with the 

Bank of England and Bank of Japan unlikely to change settings. The direction of longer-term yields will largely depend 

on global trade headlines and actions of global central banks. Significant trade issues between the US and China still 

need to be resolved and a flaring up of tensions could easily undo recent gains.    

Medium-term outlook 
We expect a further 25bp RBNZ cut in May 2020, with the OCR on hold at 0.75% until a series of mild and gradual 

hikes from 2022 (OCR endpoint of 2.25%). The RBA is expected to cut the 0.75% cash rate by 50bps in 2020 (Feb, Aug), 

with the RBA cash rate at the 0.25% effective lower bound. The 1.50%-1.75% Federal Funds rate is expected to be cut 

by 50bps in 2020 (Jun 20, Sep 20). Low inflation, low global growth and a negatively skewed risk profile should cap 

NZ and global long-term interest rates at historically-low levels. mark.smith4@asb.co.nz 

 

 

ASB interest rate forecasts Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ OCR 1.50 1.00 1.00 1.00 0.75 1.00 1.50

NZ 90-day bank bill 1.7 1.2 1.2 1.2 1.0 1.3 1.8

NZ 2-year swap rate 1.4 0.9 1.2 1.1 1.0 1.3 1.7

NZ 5-year swap rate 1.4 0.9 1.2 1.2 1.2 1.5 1.9

NZ 10-year swap rate 1.8 1.2 1.5 1.4 1.4 1.6 2.0

NZ 10-year Bond 1.6 1.1 1.3 1.2 1.2 1.4 1.8

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

Data Date Time  

(NZT) 

Market ASB  

ANZ Business Confidence, own activity, net% 17/12 1:00pm - - 

GlobalDairyTrade auction, whole milk powder, % change 17/12 overnight - -1.0 

Current Account balance, Q3, % of GDP 18/12 10:45am - -3.4 

GDP, Q3, %qoq 19/12 10:45am 0.5 0.7 

 
ANZ monthly business confidence bounced in November, suggesting 
that confidence has finally stabilised.  This development occurred earlier 
than we had expected, and suggests some material upside risk to our 
GDP growth forecasts – particularly over H1 2020.  Nonetheless, the 
level of business confidence remains low and we will be particularly 
interested if there is further recovering in business confidence over 
December.  

We expect whole milk powder (WMP) prices to dip 1.0% at the 
GlobalDairyTrade auction overnight Tuesday.  A fortnight ago WMP 
prices were largely unchanged (up 0.1%).  At this stage, the futures 
market is pointing to a small fall in prices at next week’s auction as well.  
Overall, dairy prices are consolidating after a sustained lift over the past 
three months or so.   

We expect NZ’s current account deficit to be unchanged at 3.4% of 
GDP over Q3.  The Q2 deficit narrowed from 3.6% in Q1.  Q3 export 
values were temporarily weak as drought impacted agricultural 
production over the NZ autumn.  Looking further ahead, we expect the 
deficit as a % of GDP to narrow on the back of record high export 
commodity prices. 

We are expecting reasonable Q3 GDP growth of 0.7% qoq, with annual 
GDP growth lifting to 2.5% from 2.1%. Our usual suite of economic 
indicators has provided varying signals on the strength of the economy 
in Q3.  The early, yet typically-reliable sentiment-based measures 
implied very little (if any) economic growth over the quarter.  However, 
recent StatsNZ data, which are used as inputs into StatsNZ’s GDP 
estimate, have been surprisingly robust. 
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Major International Events for the week ahead* 

Data Date Time  

(NZT) 

Market ASB  

Australia MYEFO, Budget 2019/20 16/12 - - 17.1 

RBA Head of Financial Stability Kearns Speech 16/12 2:00 pm - - 

China Retail Sales, November, %mom 16/12 3:00 pm 7.6 7.8 

RBA Board Meeting Minutes, December 17/12 1:30 pm - - 

US Industrial Production, November, %mom 18/12 3:15 am 0.8 0.7 

Australia Unemployment, October, % 19/12 1:30 pm 5.3 5.3 

Bank of Japan, Interest Rate Announcement, % 19/12 - - -0.1 

UK Retail Sales, October, %mom 19/12 10:30 pm 0.4 - 

Bank of England Interest Rate Announcement, % 20/12 1:00 am 0.75 0.75 

US PCE Deflator, November, %yoy 21/12 4:00 am 1.4 1.5 
*Originally published by CBA Global Markets Research on Friday 13th December at 1.30pm 

Australia’s Mid-Year Economic and Fiscal Outlook (MYEFO) is likely to show an improved fiscal position.  Changes to 

economic parameters could deliver an improved budget position of up to $30bn over the next four years. A strong 

nominal economy has led to the better bottom line as well as some spending restraint.   

The Reserve Bank of Australia’s (RBA) Head of Financial Stability Kearns is speaking at the UNSW Australasian 

Finance and Banking Conference in Sydney.  The RBA last released its Financial Stability Report in October. 

We expect China’s retail sales growth to rebound to 7.8% in November following faster inflation and the Singles’ Day 

online shopping festival.  Industrial production growth may rise to 5.2%yoy in November following a notable lift in the 

manufacturing PMIs. 

At its December Board Meeting, the RBA left the cash rate on hold at 0.75%.  The Meeting Minutes will be read 

closely to see if there is an explanation of how long the Board will wait to see the impact of the three rate cuts to 

date.  We expect the RBA to cut the cash rate twice more, and favour February and August 2020. 

Australia’s employment fell by 19k in October – the first negative print since May 2018 and the largest since August 

2016.  The unemployment rate lifted to 5.3% despite a fall in the participation rate.  For November, we expect jobs 

growth of 15k, a steady unemployment rate of 5.3% and the participation rate to hold at 66%. 

We expect no policy change by the Bank of Japan in the foreseeable future.  The Japanese government has indicated 

it will inject a sizeable budget stimulus that we estimate will support the Japanese economy in 2020. 

The rebound in US manufacturing employment in November suggests industrial production also rebounded after the 

strong 0.8% decrease in October. 

The BRC and CBI surveys combined with weak consumer confidence in the UK point to a decline in core retail sales 

volume in October.  Still, higher real wage growth and favourable employment conditions will continue to underpin 

consumer spending over the medium term. 

The Bank of England (BoE) is widely expected to leave the Bank Rate at 0.75% and maintain the stock of its asset 

purchases at £445bn. The BoE will likely highlight again that, assuming a smooth Brexit and some recovery in global 

growth, “gradual” and “limited” increases in interest rates would be appropriate. 

Already-released US CPI suggests some acceleration in headline Personal Consumption and Expenditure (PCE) 

inflation to 1.5%yoy.  But core PCE inflation should remain stubbornly below the Federal Reserve’s 2%yoy target at 

1.6%yoy. 
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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 Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23
<< actual  forecast >>

GDP real - Q% 0.5 0.7 0.3

GDP real - A% 2.1 2.5 2.2 2.0 2.6 2.5 2.5

GDP real - AA% 2.4 2.4 2.3 2.2 2.2 2.6 2.5

CPI - Q% 0.6 0.7 0.4 0.5

CPI - A% 1.7 1.5 1.8 2.1 1.7 1.8 1.8

HLFS employment growth - Q% 0.6 0.2 0.3 0.3

HLFS employment growth - A% 1.4 0.9 1.1 1.5 1.5 1.5 1.6

Unemployment rate - %sa 3.9 4.2 4.1 4.3 4.5 4.4 4.2

Annual current account balance as % of GDP -3.4 -3.4 -3.5 -3.6 -3.7 -4.0 -3.9
    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-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ OCR 1.50 1.00 1.00 1.00 0.75 1.00 1.50

NZ 90-day bank bill 1.7 1.2 1.2 1.2 1.0 1.3 1.8

NZ 2-year swap rate 1.4 0.9 1.2 1.1 1.0 1.3 1.7

NZ 5-year swap rate 1.4 0.9 1.2 1.2 1.2 1.5 1.9

NZ 10-year swap rate 1.8 1.2 1.5 1.4 1.4 1.6 2.0

NZ 10-year Bond 1.6 1.1 1.3 1.2 1.2 1.4 1.8

ASB foreign exchange forecasts Jun-19 Sep-19 Dec-19 Mar-20 Mar-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZD/USD 0.67 0.63 0.65 0.67 0.64 0.66 0.68

NZD/AUD 0.96 0.93 0.96 0.99 0.96 0.96 0.96

NZD/JPY 72 68 68 69 67 67 71

NZD/EUR 0.59 0.57 0.59 0.61 0.57 0.58 0.58

NZD/GBP 0.53 0.51 0.51 0.50 0.49 0.50 0.52

NZD TWI 73.2 70.2 71.1 72.7 69.4 70.2 71.9
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