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Q2’s travel bubble boost popped 
The Q2 GDP figures were very positive as a Level 1 economy and the brief opening of the trans-Tasman bubble 

brought a surge of retail and travel activity.  2.8% quarterly growth was well ahead of our relatively optimistic 1.5% 

pick and the RBNZ’s 0.7% forecast from its August Monetary Policy Statement. 

On the face of it that is an astonishing achievement, particularly coming after 1.4% quarterly growth in Q1.  Ahead of 

this lockdown, the economy was in aggregate on a tear.  And revisions meant the measured dip in activity during last 

year’s Level 4 lockdown wasn’t quite as deep. 

There are a few cautionary tales in the Q2 outcome.  The growth was heavily driven by the opening up of the trans-

Tasman bubble, which has been well and truly popped for the time being by the delta outbreaks on both sides of the 

Tasman and means all that Q2 travel surge will get unwound in Q3.  Meanwhile, domestic spending by households – 

as reported – was surprisingly slow.  There was also what appeared to be a surprisingly modest outflow of spending by 

New Zealanders crossing the ditch.  There are challenges in measuring activity accurately when there has been so 

much reshaping of industry and seasonal patterns.  Still, there were plenty of positives.  Agriculture boomed, up 5%.  

Construction, manufacturing, arts and recreation services & professional/business-related services performed solidly. 

Where to from here?  The length of the lockdown matters for how much activity gets ‘lost’ over Q3.  At this stage, 

based off 5 weeks of Level 4 for Auckland, we expect Q3 will dip around 8.5% and Q4 will show a rebound of around 

9%.  Give or take that would put the Q4 quarterly level of GDP just below its Q2 level, but still 3.8% ahead of where it 

ended 2020.  But we would need to see another period of solid growth after this lockdown to make up for the more 

subdued level of GDP over Q3. 

As is the case these days, today’s 4pm post-Cabinet 

announcement on Alert Levels will be closely watched 

for what extent of activity will be permitted over the 

next week.  A move to Level 3 for Auckland would be a 

sign that there is light at the end of the tunnel for 

eliminating the current COVID outbreak.  But the 

persistent tail of cases, and fresh cases in the Waikato, 

show just how challenging it is to get on top of the 

outbreak, and we aren’t there yet.  Getting the outbreak 

stamped out as soon as possible is the best near-term 

option for limiting the impact on the economy until 

vaccination gives more options.  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/gdp-review-q2-2021.pdf
mailto:nick.tuffley@asb.co.nz
https://www.asb.co.nz/covid-19
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Foreign Exchange Market  

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

NZD/USD 0.7035 0.7107 0.6832 0.6787 FLAT/UP 0.7000  0.7300  

NZD/AUD 0.9685 0.9675 0.9570 0.9274 FLAT/UP 0.9600  0.9750 

NZD/JPY 77.34 78.16 74.97 71.13  FLAT 76.50  79.00  

NZD/EUR 0.5997 0.6025 0.5846 0.5727 FLAT 0.5900  0.6100  

NZD/GBP 0.5118 0.5139 0.5011 0.5237 FLAT 0.5080 0.5200  

TWI 75.0 75.2 73.1 72.58 FLAT/DOWN N/A  N/A  

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

NZD Recap and Outlook 
Currency markets were relatively placid last week, with the NZD trading in relatively narrow ranges against its major 

peers. Even the release of a very strong Q2 NZ GDP reading on Thursday morning did relatively little to shake up 

markets, with the NZD adding only a quarter of a cent against the AUD before swiftly unwinding. In aggregate, 

NZD/USD moved lower over the course of the week, while NZD/AUD moved higher. 

Beneath the relative quiet in currency markets, the broader trends that we’ve highlighted over recent weeks 

continued unabated. These trends should continue to keep the NZD supported over the remainder of the year.  Most 

obviously, events last week reinforced our view that the RBNZ is likely to lift its policy rate far ahead of its offshore 

peers, supporting the NZD’s sizable yield advantage.  

While an awful lot has changed since Q2, the strong local GDP figures (+2.8% qoq) are a reminder that the NZ 

economy maintained significant momentum heading into this new lockdown, perhaps even overheating. With NZ 

vaccination rates forging ahead at a swift pace and government fiscal support playing its part, we continue to expect a 

swift bounce back in activity when restrictions ease and wouldn’t completely rule out a 50bp OCR hike in October. 

Meanwhile, rate hikes overseas continue to look like a more uncertain prospect - RBA Governor Lowe stressed a 

dovish tilt in comments last week, while a softer CPI reading in the US will have eased some of the pressure on the 

Fed’s doves. 

The other key trend remains the strength in commodity prices. Our own ASB Commodities Index was up 2% last week, 

heading back close to recent highs. 

This week, a handful of central bank meetings loom large for currency markets, centred around the latest FOMC 

meeting on Thursday. We expect the Fed to leave policy settings unchanged and refrain from announcing a taper. 

Given the risk the Fed’s message will be more dovish than anticipated, there’s scope for NZD/USD to reverse some of 

last week’s decline. USD direction should be the big driver for the NZD over the week more broadly, though watch for 

any surprise headlines from RBNZ Assistant Governor Hawkesby’s speech on Tuesday. 

There should be few headlines out of the BoJ meeting on Wednesday, but a more hawkish turn from the BoE on 

Thursday night could weigh on NZD/GBP. There’s also the potential for a little churn in EUR ahead of the German 

election on Sunday, but it’s unlikely to be a big driver given polls suggest a victory for the mainstream centre-left, 

which is likely to govern in coalition with the Greens and a party of the centre-right.  nathaniel.keall@asb.co.nz  

 

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

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.70 0.69 0.67 0.68 0.69 0.72 0.72

NZD/AUD 0.92 0.93 0.93 0.92 0.94 0.92 0.92 0.92

NZD/JPY 77 77 78 76 79 81 85 85

NZD/EUR 0.60 0.59 0.59 0.59 0.61 0.61 0.60 0.55

NZD/GBP 0.51 0.51 0.51 0.50 0.50 0.51 0.51 0.51

NZD/CNY 4.6 4.5 4.5 4.4 4.4 4.4 4.5 4.5

NZD TWI 73.9 73.7 73.2 71.3 72.8 73.0 74.4 73.8

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 0.25 0.25 0.25 0.25 UNCH UP 

90-day bank bill 0.69 0.53 0.39 0.30  UNCH UP 

2-year swap 1.50 1.38 1.17 0.05 UNCH UP 

5-year swap 1.82 1.77 1.56 0.14 UNCH UP 

10-year swap 2.14 2.08 1.86 0.54  UNCH UP 

10-year govt bond yield 1.88 1.90 1.60 0.55  UNCH UP 

Curve Slope (2s10s swaps) 0.64 0.70 0.70 0.49  UNCH DOWN 

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

Market recap 

NZ swap yields start the week at (or close to) post-pandemic highs, with a flatter yield curve. The catalyst was much 

stronger than expected NZ Q2 GDP data, which lifted NZ yields as markets have reassessed the OCR outlook. 

Compared to this time last week, close to an additional 25bp of OCR tightening has been added to market pricing by 

the end of next year. Gains were larger for short-term rates, with the 1Y-1Y (1.84%) forward rate up roughly 10bps, 

whereas the 2Y-2Y (2.01%) and 5Y-5Y (2.44%) rates were little changed.  Post Q2 NZ data (August REINZ house sales, 

August NZ PMI/PSI) which showed signs of a lockdown hit to activity, look to have had a fleeting impact on yields with 

market pricing sensitive to the oscillating COVID-19 count in Auckland.  

After an initial dip, global yields have ground higher leading into this week’s key FOMC policy decision. Global markets 

are still mulling over the extent to which the spreading delta outbreak will slow the economic reopening and delay 

policy normalisation (FOMC tapering in the first instance globally) in a backdrop of increased supply frictions and rising 

costs. Sensitivity to inflation readings have been high. Softer than expected US core and headline inflation drove a 

temporary dip in Treasury yields, backing up the FOMC ‘transitory’ views on inflation. Higher inflation in the UK and 

Canada provided a fleeting boost to yields.  Commentary from the RBA has been dovish, with RBA Governor Lowe 

watering down the notion for RBA rate hikes until at least 2024, with lockdowns hitting Australian economic activity 

and employment.  There was limited immediate market reaction to weak Australian employment data.  

Near-term interest rate outlook 

There are now 35bps of hikes priced in for October, 65bps in total for November, with the OCR hitting 1.50% by late 

2022. This looks close to being fairly priced in our view as we believe if it were not for the delta variant outbreak the 

RBNZ would have been set for delivering at least 75bp of hikes by year-end. Tomorrow’s speech by Assistant Governor 

Hawkesby on the ‘least regrets’ approach to uncertainty is likely to impact near-term market pricing. 

With little on the data front, market pricing will be sensitive to the number of community cases of COVID-19 in NZ and 

today’s 4pm announcement on whether Auckland moves down to Alert Level 3 this week. With NZ still wedded to the 

elimination strategy a flaring up of cases could see markets backtrack and take out some of the recent climb in market 

pricing and NZ rates. NZ short-term rates and those in the belly of the curve could be vulnerable to a pullback.   

Our bias is for longer-term global yields to eventually move higher as markets increasingly focus on improving 

prospects, notwithstanding bouts of delta variant volatility and increased risk aversion that will dampen yields.  

Thursday’s FOMC decision looms and while we do not expect a taper to be signalled, the forecasts and published ‘dot 

plots’ may impact yields at the margin. No policy changes are expected from monetary policy decisions from Japan 

and England. The RBA Minutes may expand on the decision not to reverse the taper to $4bn per week but extend the 

window to early 2022.  Elections in Canada and Germany could contribute to additional volatility. 

Medium-term outlook 

We have pencilled in 25bp hikes in each of the next three OCR decisions (October, November and February), with the 

OCR ending 2022 at 1.50%. Uncertainty is pronounced, and the economy (and OCR settings) could follow a number of 

different paths. Our CBA colleagues expect RBA cash rate hikes from May 2023, with a 1.25% endpoint. The US FOMC 

is expected to announce the tapering of monthly asset purchases in November, with the Fed Funds rate to move up 

from March 2023 (1.50% in 2024). Longer-term yields are expected to remain capped at low levels, with the yield 

curve flatter given larger rises in shorter-term yields.  mark.smith4@asb.co.nz 

mailto:mark.smith4@asb.co.nz
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

RBA Meeting Minutes 21/09 1:30 pm - 

Bank of Japan Policy Balance Rate 22/09 - -0.1 

FOMC Rate Decision 23/09 6:00 am - 

Eurozone PMI, September 23/09 8:00 pm - 

Bank of England Policy Announcement 23/09 11:00 pm - 

UK PMI, September  24/09 1:45 am - 

German election 26/09 - - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 17 September  

The Minutes for the Reserve Bank of Australia (RBA) Board Meeting for September will be released. This is the 

meeting where the RBA decided to continue with its taper decision, reducing weekly bond purchases from $A5bn/wk 

to $A4bn/wk, although the pace of weekly purchases will not be reviewed till February 2022. Governor Lowe has since 

delivered a speech updating the RBA’s economic outlook so little new information is expected in the Minutes.  

We expect the Bank of Japan (BoJ) to maintain the status quo. The Japanese economy continued to recover.  But the 

pace has been slow because of continued emergency measures.  

We expect the FOMC will leave monetary policy settings unchanged.  In our view, the weakness in the August 

payrolls suggests the labour market has not yet reached the ‘substantial further progress’ threshold.  As a result, the 

setback in the labour market recovery and jump in serious infections will encourage the FOMC to wait before it 

announces it will taper its asset purchases.  We expect the FOMC will make that announcement in November. 

The composite Eurozone PMI is close to a 15-year high, suggesting the economic recovery retains impressive 

momentum. In September, the composite PMI will likely show service sector growth further overtaking that of 

manufacturing as containment measures continue to ease 

The Bank of England (BoE) is expected to make no policy changes. Attention will be on whether additional Monetary 

Policy Committee members join Michael Saunders and vote to curtail the current asset purchase programme. For 

reference, there is roughly £49bn of purchase headroom left from the £875bn government bond buying envelope. At 

the current purchase pace, the BoE is on track to reach the target of its government bond buying program by year-

end. 

The UK composite PMI fell to a six-month low of 55.3 in August. Supply constraints will likely continue to hit output 

growth in September.  

German Election: Polls favour the centre-left Social Democratic Party (SPD) with voting intentions at 25%. The 

outgoing Chancellor's centre-right Christian Democratic Union (CDU) party is trailing behind with voting intentions 

down to 21% but levelling off. Whoever wins will have to put together a coalition. The most likely scenarios are a left-

leaning collation or a grand coalition that includes the CDU.  
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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 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 1.4 2.8 -8.5 8.9 0.6 1.2 0.5 0.6

GDP real - A% 2.9 17.4 -5.7 3.8 3.1 1.5 3.1 2.4

GDP real - AA% -1.4 5.1 3.3 4.2 4.3 0.7 4.8 2.3

NZ House Prices (QV Index) - A% 22.0 28.2 27.8 22.1 14.9 8.8 2.6 6.8

CPI - Q% 0.8 1.3 1.5 0.6 0.7 0.6 0.5 0.5

CPI - A% 1.5 3.3 4.2 4.4 4.2 3.4 2.3 2.3

HLFS employment growth - Q% 0.6 1.1 -0.4 0.0 0.6 0.6 0.2 0.3

HLFS employment growth - A% 0.3 1.7 1.9 1.2 1.2 0.7 1.4 1.3

Unemployment rate - %sa 4.6 4.0 4.1 4.5 4.2 3.9 3.9 4.1

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

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.25 0.75 1.00 1.25 1.50 1.50

NZ 90-day bank bill 0.35 0.35 0.50 1.00 1.25 1.50 1.75 1.75

NZ 2-year swap rate 0.47 0.78 1.35 1.50 1.60 1.70 1.95 2.15

NZ 5-year swap rate 1.12 1.36 1.75 1.85 1.95 2.05 2.20 2.40

NZ 10-year swap rate 1.96 1.88 2.00 2.05 2.10 2.15 2.30 2.50

NZ 10-year Bond 1.78 1.77 1.90 1.95 2.00 2.05 2.20 2.40

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

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.70 0.69 0.67 0.68 0.69 0.72 0.72

NZD/AUD 0.92 0.93 0.93 0.92 0.94 0.92 0.92 0.92

NZD/JPY 77 77 78 76 79 81 85 85

NZD/EUR 0.60 0.59 0.59 0.59 0.61 0.61 0.60 0.55

NZD/GBP 0.51 0.51 0.51 0.50 0.50 0.51 0.51 0.51

NZD/CNY 4.6 4.5 4.5 4.4 4.4 4.4 4.5 4.5

NZD TWI 73.9 73.7 73.2 71.3 72.8 73.0 74.4 73.8
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