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Smokey-hot outlook for inflation 
All eyes are on the RBNZ announcement at 2pm Wednesday afternoon.  It seems all but certain that the RBNZ will 

raise the OCR for the second time during the current lockdown.  It is now far less certain how big the increase will be.  

The run of data has been relentlessly strong in showing sharply rising inflation pressures, and markets had started 

pricing in some chance of a 50bp hike.  Last week’s RBNZ survey of expectations showed a sharp rise in inflation 

expectations and has pushed market pricing to a 45% chance of a 50bp increase.  Whatever the outcome, financial 

markets will move.  Read Mike Jones’ full preview here. 

For the record, we expect a 25bp increase and some tough talk about rising inflation.  There is not much in it, but right 

now doesn’t seem the right time for a 50bp increase – despite the inflation signs.  They may sound like words from 

the bowels of an Auckland COVID bunker, and to some extent they are.  It’s literally going to be 3 and a half months 

between drinks for Auckland hospitality and other businesses that have been feeling prolonged pain.  Although a 

smaller OCR hike may not in itself make a material financial difference right now relative to a bigger one, this is a time 

when trying not to further dampen confidence is important.  Furthermore, we are heading into the unknowns of the 

Summer of COVID. It will take a little more time to know how well the health system copes and whether some winding 

back of new-found freedoms is needed – which has happened recently in Europe, for example. 

And speaking of freedoms, the changes we speculated about last week are coming.  The Auckland border comes down 

on December 15th.  Auckland is likely to move to Red level very soon after November 29th (e.g. midnight on the 30th).  

The rest of the country will follow soon after into Orange or Red (depending on vaccination rates), and certainly 

before December 15th when Aucklanders roll up their picnic blankets and take them on a summer roadie without 

having to do a Frank Morris impersonation. That at least gives some more clarity about the path forward. A brief 

Auckland move to Level 3 Step 3 that gives unvaccinated people a sliver of freedom looks unlikely, however. 

The next looming uncertainty that many businesspeople ask me about is when will the external border open up?  

When it comes to MIQ settings at least, perhaps the way to reframe the question is: how can the MIQ spaces best be 

used to minimise adverse health outcomes in NZ?  Growing numbers of people with COVID are in home isolation, and 

several of them have died: health risks from home isolation for people with COVID could be reduced by placing more 

in MIQ where they get greater oversight.  Against that is the risk of letting double-vaccinated negative-tested arrivals 

bypass MIQ, with some of them inevitably spreading COVID around the country (potentially when the ability of the 

health system to cope with widespread COVID is untested).  Yet double-vaccinated international arrivals with a 

negative test start to look a lot less risky than many 10s of thousands of travelling Aucklanders, particularly when 

police spot checks for Aucklanders’ vaccination and test status look like they will be less airtight than a Smokey and 

the Bandit roadblock.  Although the Government is indicating little change until next year, there is always the 

possibility of an earlier handbrake turn - as we keep learning, circumstances can turn on a dime.  

nick.tuffley@asb.co.nz    Need help or information?  Find ASB and Government support information here. 
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Foreign Exchange Market  

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

NZD/USD 0.7008 0.7046 0.7164 0.6918 FLAT 0.6800 0.7200  

NZD/AUD 0.9685 0.9597 0.9579 0.9492 FLAT/UP 0.9500  0.9800 

NZD/JPY 79.84 80.22 81.71 71.82  FLAT/DOWN 78.50  81.50  

NZD/EUR 0.6208 0.6149 0.6160 0.5824 FLAT/DOWN 0.6100  0.6300  

NZD/GBP 0.5209 0.5247 0.5193 0.5216 FLAT/UP 0.5100 0.5350  

TWI 75.1 74.9 75.7 73.2 FLAT/UP 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 
NZD/USD took a bit of a breather last week, trading in a narrow 0.6980-0.7080 range. It was a thin week for local data, 

with the only major release being the RBNZ’s survey of expectations on Thursday afternoon. The result showed 2-

year-ahead expectations lifting to a decade-long high, and swap rates jumped 5-15 basis points across the interest 

rate curve. USD strength at the moment is such that the NZD/USD gained only half-a-cent, and softening risk 

sentiment towards the end of the week saw it relinquish that. Still, it was enough for a podium-finish by NZD on the 

weekly FX performance rankings in bronze medal position. 

This week, Wednesday’s RBNZ meeting looms large as the main driver of NZD volatility. In the aftermath of strong 

recent inflation indicators, market pricing has moved aggressively and now gives a 45% chance of a 50bps hike by the 

Bank. We view a 50bps hike as a ‘live’ prospect, but ultimately expect the RBNZ to err on the side of caution with a 

25bps move. That should be accompanied by some appropriately hawkish noises in the commentary. 

Given how much tightening markets already have priced, there’s greater risk that the statement leads to a bit of a 

pullback in NZ yields (and therefore NZD) rather than continue to march higher. The Bank would need to deliver on 

that 50bps hike or signal a much higher OCR endpoint to achieve the latter, whereas by simply sticking with its 

‘considered steps’ mantra and sticking to a path of incremental 25bps hikes it will land on the less-hawkish side of 

market expectations. 

There’s probably some scope for a bit of broader USD strength this week too, particularly in the event of an upside 

surprise in Wednesday night’s PCE deflator print. There are also the latest FOMC meeting minutes on Thursday 

morning, which has the potential to drive a bit of further currency volatility. Still, the fundamentals are strong enough 

that NZD/USD should find support somewhere north of 0.6800. 

Beyond any week-to-week volatility, we retain our constructive NZD view. The ASB Commodities Index continues to 

oscillate around seven-year highs in USD terms, and even a modest pullback in NZ yields will leave interest rate 

differentials well in NZD’s favour. And don’t forget that even if the bank opts for a 25bps hike at this week’s meeting, 

it could always opt for a 50bps hike or lift the OCR endpoint in February if it finds itself further behind the curve after 

the summer. 

On that theme, our friends at CBA have revised their currency forecasts – including a significant upward revision in 

their NZD/USD view. CBA now see NZD holding around 0.7000 out to the end of the year, before moving higher over 

the course of 2022, hitting the 0.7500 mark by Q4. 

nathaniel.keall@asb.co.nz  
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Interest Rate Market 

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

Cash rate 0.50 0.50 0.50 0.25 UP 

90-day bank bill 0.91 0.85 0.74 0.25 UP 

2-year swap 2.44 2.29 1.99 0.21 UP 

5-year swap 2.80 2.66 2.39 0.40 UP 

10-year swap 2.84 2.70 2.59 0.82 UP 

10-year govt bond yield 2.57 2.59 2.42 0.81 UP 

Curve Slope (2s10s swaps) 0.40 0.41 0.61 0.61 DOWN 

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

Market recap 

NZ yields have continued to grind higher with kiwi rates outpacing global counterparts, and with more pronounced 

increases for shorter-dated swaps and those in the belly of the curve. The jump in 2-year ahead CPI inflation 

expectations to a 13-year high of 2.96% from the RBNZ business survey reinforced the move higher in yields. The shift 

to the Traffic Light system and COVID-19 developments had little discernible impact on the rates market. Market 

pricing for OCR hikes beyond the November meeting have edged up. Moves in NZ government bond yields were more 

modest compared to a week ago (10Y 2.59%), with swap spreads narrowing.  

Movements in global yields have been more modest, with the escalation of COVID-19 cases in Europe and associated 

lockdowns driving longer-term yields lower at the end of last week (UST 10Y = 1.55%, down 7bps for week). Sensitivity 

to inflation surprises remained, with UK yields rising after stronger-than-expected UK inflation. Australian short-term 

yields and market pricing eased as wage inflation remained contained and RBA Governor Lowe reiterated increases in 

wage inflation and inflation would be gradual, with no need for 2022 rate hikes.  

Near-term interest rate outlook 

There are now roughly 36bps of hikes priced in for November and 75bps by February, with the OCR hitting 2.5% in late 

2022 and 3% by mid-2023. Our expectation is that the RBNZ takes a hard line on inflation, but sticks to its ‘considered 

steps’ mantra at the November MPS. There is a lot already priced in and it would take an extremely forthright RBNZ 

statement to shift the dial further (a 50bp hike or a published OCR endpoint at/or above 3% would likely do it). This 

can’t be ruled out. If, however, the RBNZ hikes by 25bps, and signals a path of 25bp hikes and an OCR peak of around 

2.5%, there is scope for NZ yields and market pricing to pull back. 

Our bias is for global yields to move higher as markets increasingly focus on improving prospects.  US Private 

Consumption Expenditure inflation is expected the follow the US CPI higher and an upward surprise could provide a 

lift to global yields. Likewise, a signal from the FOMC Minutes of a faster pace of tapering (currently USD15bn 

monthly) would be yield supportive. Q3 data will likely confirm a Delta drag for Australia (construction work, capex) 

and NZ (retail trade), but will likely be largely ignored, with markets focused on more recent or forward-looking data 

to gauge post-lockdown momentum.  

We are still sticking with our curve flattening bias, which has served us well given the sizeable recent run-up of 

Australasian shorter-term yields.  However, there is scope for longer-term yields to firm given the unfolding global 

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

stimulus. 

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR peaking at 2% by late 2022. Risks are tilted to a 

quicker pace of OCR hikes and a higher endpoint. 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 

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

Data Date Time  

(NZT) 

Market ASB  

Retail Sales Volumes, Q3, % qoq 23/11 10:45am -10.5 -12.5 to -15 

RBNZ November Monetary Policy Statement, OCR, % 24/11 2:00pm 0.75 0.75 

Consumer Confidence, November, headline 26/11 10:00am - - 

 
With the delta outbreak occurring midway through the quarter, a sizeable Q3 contraction looms for retail activity. 

Q3 card spending values declined 11.1%-13.4% qoq for core, retail and total spending. A circa 20% fall in Q3 vehicle 

registrations points to weaker vehicle volumes. 

Meanwhile, consumer prices notched a 2.2% Q3 gain (4.9% 

yoy). Apart from supermarket and grocery sales, a 

widespread quarterly contraction is expected for most 

retail store types. The regional figures should also show 

larger falls for Auckland retail values given the relaxation in 

alert level restrictions outside of Auckland from early 

September. We expect the Q3 retail dip to be followed by 

a Q4 bounce, but it won’t be until 2022 that retail volumes 

move above June 2021 levels. Rising consumer prices (fuel 

prices have hit record highs), higher mortgage interest 

rates, and further frictions with supply chains and the 

availability of retail goods will act to temper the retail 

rebound. 

We expect the RBNZ to deliver a second successive 25bps 

lift in the Official Cash Rate (OCR) next week. To our 

minds, both the November and February meetings are 

‘live’ chances for larger 50bps hikes, the former 

particularly so after the strong Q4 inflation expectations 

print. But we continue to favour 25bps increments for now 

largely because the market is already doing significant 

tightening work for the RBNZ. The Bank will want to ensure 

this remains the case given the long gap to the 24 February 

meeting, so expect a hawkish Statement with upgrades to 

the Bank’s inflation and OCR forecasts. On the latter, we 

expect the hikes projected in the August MPS to be front-

loaded with the overall OCR track lifted to show a peak on 

the tighter side of ‘neutral’. Perhaps something around 

2.5%. 

The easing of alert level restrictions in the upper North Island is expected to result in an increase in overall 

consumer sentiment, although levels should remain well below historical averages. With restrictions still in place 

and with supply chain disruptions hampering the availability of retail goods, consumer assessments of it being a good 

time to purchase a major item should remain weak. Households’ actual financial position will likely be below average, 

and the near-term economic outlook will remain subpar with possible slippage in households’ expected financial 

position. House price expectations will be worth monitoring for signs of a higher mortgage interest rate impact. 

Consumer inflation expectations should remain elevated given high headline CPI inflation, indicating less consumer 

resistance to paying higher prices. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Construction Work Done, Q3, % qoq 24/11 1:30 pm -6 

US PCE Deflator, October, Headline and Core, % mom 25/11 4:00 am 0.6, 0.4 

FOMC Meeting Minutes 25/11 8:00 am - 

AU Private CAPEX, Q3 21 volumes % qoq 25/11 1:30 pm -5 

AU Retail Trade, Oct, % mom 26/11 1:30 pm +3.5 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 19th November  

The delta lockdown in NSW and Vic saw a two-week pause on all construction activity followed by restrictions in place 

for the rest of the quarter. As a result, we expect to see a sharp 6% fall in Australian construction work done over Q3 

21. The falls should be concentrated in NSW, Vic and the ACT and we expect to see falls across residential, non-

residential and engineering activity.  

The delta lockdowns in NSW, Vic and the ACT are expected to have a material impact on business investment over the 

quarter. Restrictions on construction activity should see falls in other buildings & structures while plant & equipment 

spend could be lower on uncertainty. We expect a 5% fall in Australian capex volumes over Q3 21. In contrast we 

expect to see capex intentions imply growth in 2021/22 of ~15%, this would be unchanged from the third estimate 

which was an upgrade on the second estimate. We have the fourth estimate printing at $A135bn, with $A95bn in non-

mining spending and $A40bn in mining spend. 

We expect a sharp lift in Australian retail trade of 3.5% in October as restrictions were eased during the month across 

the lockdown states of NSW, Vic and the ACT. Based on our higher-frequency CBA credit card data we expect lifts in all 

three states as pent-up demand drove sales higher.  

We expect a strong lift in both the US headline and core Private Consumption Expenditure deflator over October, in 

line with the sharp lift in US CPI.  We forecast the headline PCE deflator lifted by 0.6%/mth taking the annual rate to 

5%/yr – the highest rate since our records began in 1996. We expect the core PCE deflator rose by 0.4%/mth. The 

trimmed measure should reiterate that underlying inflation is broad and rising. We do not expect inflation to return to 

the FOMC’s 2% target any time soon. 

The FOMC’s November meeting minutes will provide more detail on the FOMC’s decision to start tapering asset 

purchases in mid-November. The FOMC’s statement only specified the pace of tapering in November and December. 

The statement also said the pace of tapering could be adjusted if warranted. The minutes will be closely watched for 

clues around tapering in 2022 and what policymakers might need to see to change the taper pace. 
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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-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 2.8 -8.3 5.4 1.8 1.6 1.4 0.4 0.7

GDP real - A% 17.4 -5.5 0.7 1.1 0.0 10.6 3.9 2.4

GDP real - AA% 5.1 3.3 3.5 3.0 -0.9 3.0 4.8 2.2

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 1.4 0.8 0.7 1.1 0.5 0.5

CPI - A% 3.3 4.9 5.9 5.8 5.2 4.1 2.9 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 2.8 2.3 0.8 1.5 1.0

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

    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 2.40 2.45 2.50 2.55 2.65 2.80

NZ 5-year swap rate 1.36 1.87 2.70 2.75 2.80 2.85 2.95 3.05

NZ 10-year swap rate 1.88 2.24 2.80 2.85 2.90 2.95 3.05 3.15

NZ 10-year Bond 1.77 1.97 2.65 2.70 2.75 2.80 2.90 3.00

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 0.70 0.71 0.73 0.74 0.73 0.73

NZD/AUD 0.93 0.96 0.97 0.96 0.96 0.95 0.94 0.94

NZD/JPY 77 77 80 82 86 88 88 88

NZD/EUR 0.59 0.59 0.62 0.62 0.63 0.63 0.60 0.56

NZD/GBP 0.51 0.51 0.52 0.53 0.54 0.54 0.51 0.50

NZD/CNY 4.5 4.4 4.5 4.5 4.6 4.6 4.5 4.5

NZD TWI 73.7 73.7 75.1 75.5 76.9 77.2 75.5 74.9
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