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What we got wrong in 2021 
As the Earth finishes another lap around the sun, inevitably our attentions turn to what’s on the cards for the year 

ahead. But the start of a new year is also a good time for reflecting on the past twelve months. For us, that means 

having a good look at the predictions we (and a lot of other forecasters) got wrong in 2021, and whether we can glean 

some insights moving forward.  

1) Inflation proved much stronger than even the most hawkish forecasters predicted. Inflationary pressures 

started to rear their head in early 2021, but few forecasters (including us) predicted annual CPI growth would 

reach the lofty heights its looks to have (the signs suggest we will have hit north of +6% p.a. over Q4). Rather 

than a temporary COVID-driven disruption, major capacity pressures are proving hard to resolve. Serious 

investment will be required to build some resilience into the shipping sector and get the flow of goods and 

raw materials moving smoothly again. On the domestic front, we’re expecting that a staggered reopening in 

the NZ border over the year brings some relief to the tight labour market and dampen wage inflation, but 

there’s still a lot of uncertainty around that. Above all, the longer it takes CPI inflation to return to the target 

band, the greater the risk that medium-term inflation expectations become unanchored. 

2) The NZ economy continues to prove incredibly resilient in the face of shifting Alert Levels. Following the 

lengthy spell at Alert Levels 3 & 4 last year (particularly in Auckland), we initially expected a sizable 

contraction, with GDP falling by 8% qoq in Q3. In the event, we saw a drop of just 3.7% qoq. Businesses have 

adapted well to the COVID era, and the level of economic activity that can happen under those higher Alert 

Levels is now higher. What’s more, we’ve been surprised by the size of the ‘catch-up’ effect when restrictions 

do start to ease. Strong household balance sheets mean that the splurge when restrictions do ease is sizable, 

while sectors that are experiencing strong momentum heading into lockdowns (like construction) went hard 

on the overtime. The challenge for 2022 will be whether those trends can continue with inflation and higher 

interest rates set to bite for households and construction likely to slow as the housing shortage clears. 

3) Accordingly, rate hikes have come thicker and faster too. As 2021 opened, we expected it would be another 

eighteen months to two years before the RBNZ begun moving the OCR up from its historic low. Market 

pricing began the year actually pegging further cuts. In fact, the RBNZ has already bit the bullet and hiked 

twice following the resilience of the labour market and the sustained lift in inflationary pressures. Market 

pricing has moved quite aggressively, and now sees circa 150bps of OCR hikes over the course of the year. 

We’re a bit more cautious and think there’s a lesson here around the tendency for markets to overcorrect in 

response to shifts in tone. While some of those inflation indicators are looking lofty, there are other clouds 

on the horizon that could yet derail the RBNZ – a dip in house prices being our chief candidate.  

No doubt 2022 will bring its fair share of surprises too. Above all, the golden rule for forecasters is to stay humble, 

and not to be afraid to shift your view as new information comes to light. After all, as Konrad Adenauer said “I 

reserve the right to be smarter today than I was yesterday.”. nathaniel.keall@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 0.6814 0.6771 0.6775 0.7199 FLAT 0.6700 0.6900 

NZD/AUD 0.9447 0.9412 0.9460 0.9270 FLAT 0.9390  0.9500  

NZD/JPY 77.79 78.40 76.91 74.71  FLAT 76.00  79.20  

NZD/EUR 0.5970 0.5971 0.5980 0.5926 FLAT 0.5940  0.6055  

NZD/GBP 0.4982 0.4983 0.5086 0.5261 FLAT 0.4950 0.5150  

TWI 72.9 72.1 72.2 74.5 FLAT N/A  N/A  

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

NZD Recap and Outlook 
Aaaand we’re back. For those logging in under a holiday-induced fog like your author, below we recap the key market 

themes in 2022 to date. 

The key theme in FX markets so far has been for a weaker USD. This has pushed up many of the major G10 currencies 

early into 2022, with the GBP, JPY and CAD all up 0.5-1.0%. The rather notable exceptions to this trend have been 

AUD/USD and NZD/USD. The latter has continued to mostly bob around either side of 0.6800, as it did for most of 

December. There’s been little movement in NZD/AUD either.   

The softer USD looks out of step with what has been a confident start to the year for the US economy. Incoming 

economic information, especially regards inflation and the labour market, has been firm. And US interest rates have 

continued to rise sharply thanks to a further front-loading in Fed hiking expectations. The December FOMC minutes 

said US rate hikes might occur “at a faster pace than participants had earlier anticipated” and markets have obliged, 

bringing forward the first rate rise to March.  

Globally, risk appetite is a little softer in the New Year, with the major equity indices down 0.5-4.0% so far. This would 

ordinarily have been a supportive factor for the USD too given safe-haven demand. Not so this time. It may be that 

positioning squares the USD circle, with long USD positions being a popular trade in late 2021 and the USD lifting 

around 5% from June to December. 

NZ markets haven’t moved too much from where we left them in 2021. A full six 25bps RBNZ hikes are still priced in 

for this year. This is keeping swap yields perky, but with more upward pressure in the long-end of the curve thanks to 

the pull from higher US long yields. Notably, NZD interest rate differentials have fallen noticeably since November 

(down around 60 bps against the US 2-year) as global rates have moved up faster than NZ’s. This is likely to continue 

given there’s little chance that the RBNZ will hike more than 150bps this year. Given this, we could see the NZD/USD 

continue to underperform in the short-term.  

For this week, we suspect currency markets will struggle for direction, with little in the way of influential event risk 

scheduled. More choppy range-trading thus looks likely. NZ has a string of second-tier data, with tomorrow’s QSBO 

and REINZ housing data the highlights. Our CBA colleagues have a bullish outlook for NZD over 2022.  A softer USD is 

expected to propel NZD/USD towards 0.7500 by the end of the year. 

mike.jones@asb.co.nz 
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Interest Rate Market 

Wholesale interest rates Current Week ago Month ago Year ago MT Bias 

Cash rate 0.75 0.75 0.75 0.25 UP 

90-day bank bill 0.97 0.97 0.93 0.28 UP 

2-year swap 2.22 2.26 2.26 0.28 UP 

5-year swap 2.62 2.69 2.56 0.58 UP 

10-year swap 2.75 2.84 2.56 1.10 UP 

10-year govt bond yield 2.45 2.52 2.26 1.04 UP 

Curve Slope (2s10s swaps) 0.53 0.59 0.31 0.82 FLAT 

* Current as at 9.00am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

Since our last update a month or so ago, local yields have generally nudged up with the yield curve steepening. There 

has, however, been a mild retracement in the 2-year swap rate and a modest pullback in local market pricing. There 

was little interest rate reaction to Q3 NZ GDP falling by less than expected Q3 NZ GDP (-3.7% qoq, -0.3% yoy).  

Local yields have been outpaced by global counterparts as signs of overheating point to central banks being 

increasingly behind the curve.  US annual CPI inflation (7%) was the highest in close to 40 years, with elevated inflation 

readings elsewhere. With global central bankers signalling more work is needed to be done, US Treasury yields are 

about 30bp higher across the curve than a month ago (2Y 0.97%, 10Y 1.78%), with close to 100bps of Federal Reserve 

rate hikes priced into 2022. In mid-December the FOMC held rates, sped up Quantitative Easing tapering to $30bn per 

month from January (with QE ceased from mid-March), and signalled 75bp of hikes in both 2022 and 2023.  Treasury 

yields have firmed since then as a chorus of Fed speakers and the FOMC Minutes flagged the potential for more 

sizeable rate increases, and the winding down of the USD8.8trn FOMC balance sheet. The Bank of England surprised 

markets last month and hiked rates by 15bp (to 0.25%), the first G7 country to hike since the COVID-19 outbreak. 

Despite the worsening Omicron outbreak, Australian yields have lifted, and the curve has steepened, with the 

December RBA Minutes flagging the potential cessation of asset purchases by mid-February. 

Near-term interest rate outlook 

Markets have increasingly latched onto the RBNZ’s ‘considered steps’ mantra, pricing in a sequence of 25bp hikes 

through to mid-2022, and a slowing pace of increases thereafter, with the OCR approaching 2.20% by late 2022 and 

2.85% by August 2023.  This is closer to the November MPS rate track but looks too high given our OCR view (2% 

endpoint), risks posed by an Omicron outbreak and a cooling domestic housing market. However, yields could initially 

push higher if concerns over persistently-high NZ inflation prompt fears of a faster pace of RBNZ rate hikes. With 

major NZ CPI data not out till the 27th of January (we expect at least a 6% annual print) and the February MPS on 23rd 

February, markets will be sensitive to Omicron risks in NZ and signs of cooling housing market and retail activity. 

We still see more upside than downside risk to the global interest rate outlook given heightened inflation risks, with 

markets increasing/bringing forward rate hikes.  Inflation readings are expected to accelerate in the UK and Canada. 

The Chinese activity data should show signs of recovery from the weak Q3 period. This week’s December labour 

market for Australian predates the stepping up in Omicron cases and should be decent enough. The acceleration in 

Omicron cases is expected to subsequently disrupt economic activity and the labour market, but this impact on yields 

might be balanced by its potentially higher inflation impact. 

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR peaking at 2% by late 2022. The RBNZ will start to 

pare back its LSAP holdings from early 2022. 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 now expected to have finished its 

QE tapering and to hike rates by March 2022 (2.25-2.5% by early 2024), running down its balance sheet in June. 

Longer-term yields are expected to drift up and for the yield curve to remain flat. mark.smith4@asb.co.nz 
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Domestic Events for the week ahead 
Data Date Time  

(NZT) 

Market ASB  

REINZ housing market data, December 18/1 9:00am - - 

NZIER Quarterly Survey of Business Opinion 18/1 10:00 am - - 

Electronic Card Transactions, Retail, December, % mom 19/1 10:45 am - 4 

Food prices, December, % mom 20/1 10:45 am - 0.3 

 
It may be too premature for the December REINZ figures to reveal it, but we believe that the NZ housing market has 

gone off the boil. The December REINZ figures will be looked for signs in slowing momentum in prices (annual house 

price inflation is expected to ease) and for measures of market tightness (including median days to sell) to show signs 

of slippage. There are a combination of headwinds facing housing prices in 2022 including rising mortgage interest 

rates, more property listings, tighter credit conditions and the hit to household purchasing power from high inflation.  

We expect small outright house price falls over 2022. 

The NZIER Quarterly Survey of Business Opinion will provide some insight into how business confidence and trading 

activity fared through the final quarter of 2021: already-released business confidence surveys suggest some slippage 

in optimism throughout the quarter.  But the most interesting aspect of the survey is likely to be its gauge on capacity 

and labour market pressures, as well as how strong inflation and cost pressures remained in Q4.  

We expect a circa 4% seasonally-adjusted lift in December card spending that continued the rebound from weak 

September and August levels.  This should translate into an approximate 10% Q4 climb, with the consumer helping to 

drive the post-lockdown rebound in economic activity. 

MBIE card spending data for the 4 weeks to the start of 

January showed a 10% non-seasonally-adjusted climb (our 

internal card spending was in a similar ballpark), with 

spending in Auckland expanding at a similar clip despite 

the relaxation of the hard border on December 15.  The 

shift to the Traffic Light framework in early December 

should provide a stronger than usual seasonal boost to 

hospitality, apparel and services spending. Strong 

household balance sheets, pent-up demand, high producer 

incomes and the tight labour market are key supports. 

However, higher retail prices, the cooling housing market, 

retail stock shortages, and concerns over an Omicron 

outbreak in NZ should temper retail trade activity over 

2022. 

A modest increase is expected for overall food prices in December, underpinned by seasonal increases for grocery 

foods and perhaps fruit & vegetable prices, with meat prices set to rebound after earlier falls. Annual food price 

inflation is set to move above 4% and remain elevated given high global food commodity prices, rising labour costs, 

and issues with logistics and freight. Rents are expected to continue to gradually trend up given high headline CPI 

inflation, solid demand for rental properties, and housing policy changes. Annual NZ CPI inflation is on track to move 

above 6% by late 2021/early 2022, with the risk of high inflation outcomes proving to be more persistent than 

expected by the RBNZ.  
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

CH Dec, Industrial Production, Retail Sales, %/yr   17/1 3:00 pm 3.6, 4.0 

CN Q4 GDP, %qoq 17/1 3:00 pm 1.0 

Bank of Japan Policy Rate, 10-year yield target 17/1 - -0.1, 0.0 

UK Unemployment Rate, Nov, % 18/1 8:00 pm 4.2 

AU Consumer Sentiment, Jan 19/1 12:30 pm - 

UK CPI and Core CPI Inflation, %/yr 19/1 - 5.4, 4.2 

AU Labour Market Data, Dec, Job Growth, Unemployment Rate.  20/1 1:30 pm +60k, 4.4% 

JP CPI and Core CPI Inflation, %/yr 21/1 - 0.8, -0.6 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 14h January  

We expect China’s retail sales growth to ease slightly to 3.6%/yr in December. The improvement in manufacturing 

PMIs suggests China’s industrial production growth may lift to 4%/yr. Year-to-date fixed asset investment growth may 

ease to 4.8%/yr, dragged down by falling real estate investment. We expect China’s Q4 GDP growth to recover from 

0.2%/qtr in Q3 to 1%/qtr in Q4 because of easing power shortages and lessened COVID lockdowns.  

We expect the Bank of Japan (BoJ) will maintain the status quo at the January meeting. Japan’s persistent low 

inflation is in contrast to elevated inflation in the US and will encourage the BoJ to maintain its accommodative policy 

stance for the foreseeable future. However, the BoJ might tweak its wording on downside risks to inflation amid 

improved growth prospects in Japan and overseas.  

We forecast Japan CPI inflation to lift to 0.8%/yr in December, driven by higher energy and food prices. Core inflation, 

excluding food and energy is likely to remain weak at -0.6%/yr. 

The monthly Australian Westpac/Melbourne Institute consumer sentiment survey should pick up any impact from 

the Omicron wave sweeping Australia at present. A fall is expected given the large increase in case numbers. In 

December sentiment was above its long-term average but below the pre-Delta peak of April 2021. 

The Australian labour force report for December should show sizeable gains. The survey was taken between 28 

November and 11 December, prior to the Omicron outbreak. We expect a further lift in employment of 60k, a fall in 

the unemployment rate to 4.4% (was 4.6%) and a lift in the participation rate to 66.2% (was 66.1%). 

We estimate the UK unemployment rate was unchanged at 4.2% in the three months to November.  There is little 

evidence that the end of the Coronavirus Job Retention Scheme in September upended the labour market recovery.  

Nevertheless, the Omicron variant is posing fresh challenges for the labour market.  

We estimate UK headline CPI accelerated further in December to 5.4%/yr.  The combination of high goods prices and 

the surge in energy prices pushed up inflation in recent months.  We also expect core inflation accelerated to 4.2%/yr. 
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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 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% -3.7 3.3 0.8 1.5 1.5 0.7 0.7 0.6

GDP real - A% -0.3 3.4 2.8 1.9 7.3 4.6 4.4 2.7

GDP real - AA% 5.0 5.7 5.6 1.9 3.8 4.1 4.5 2.9

NZ House Prices (QV Index) - A% 25.5 24.7 15.4 8.4 3.2 -2.9 -2.9 6.8

CPI - Q% 2.2 1.6 0.9 0.9 1.2 0.4 0.6 0.5

CPI - A% 4.9 6.1 6.1 5.7 4.7 3.5 3.2 2.5

HLFS employment growth - Q% 2.0 0.0 0.1 0.1 0.3 0.3 0.4 0.3

HLFS employment growth - A% 4.3 3.6 3.1 2.2 0.5 0.7 1.0 1.3

Unemployment rate - %sa 3.4 3.1 3.1 3.2 3.1 3.2 3.3 3.3

    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 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.75 1.00 1.50 1.75 2.00 2.00 2.00

NZ 90-day bank bill 0.65 0.97 1.25 1.75 2.00 2.25 2.25 2.25

NZ 2-year swap rate 1.42 2.17 2.22 2.27 2.32 2.37 2.42 2.57

NZ 5-year swap rate 1.87 2.55 2.60 2.65 2.70 2.75 2.80 2.90

NZ 10-year swap rate 2.24 2.64 2.69 2.74 2.79 2.84 2.89 2.99

NZ 10-year Bond 1.97 2.37 2.54 2.59 2.64 2.69 2.74 2.84

ASB foreign exchange forecasts Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZD/USD 0.69 0.68 0.71 0.73 0.74 0.75 0.73 0.73

NZD/AUD 0.96 0.94 0.96 0.96 0.95 0.94 0.94 0.94

NZD/JPY 77 79 82 86 88 90 88 88

NZD/EUR 0.59 0.60 0.62 0.63 0.63 0.63 0.60 0.56

NZD/GBP 0.51 0.51 0.53 0.54 0.54 0.54 0.51 0.50

NZD/CNY 4.4 4.4 4.5 4.6 4.6 4.7 4.5 4.5

NZD TWI 73.7 73.2 75.6 77.0 77.2 77.6 75.6 75.0
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