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Red-dy or not, here it comes 
Yesterday we got the heads-up that the Prime Minister would be giving a media conference, which usually means two 

things: one, there is an unwanted COVID development; two, it’s time to buy 6 months’ worth of toilet paper.  With the 

Omicron variant of COVID likely out in the community, NZ moved to Red from midnight last night. 

Economically, the impacts of this looming outbreak will have very different drivers to what we have been used to.  In 

the past, NZ has heavily curtailed what sort of activities – commerce and leisure – we have been able to do.  As a 

result, NZ hugely limited the health impacts of COVID but at some cost to the economy in terms of government-set 

constraints on businesses.  Omicron is different.  It is far more infectious but looks less deadly.  It is still early days, but 

government restrictions may not be as onerous. There will be a huge number of infections, widespread disruptions 

and pressures on our health system, and these are what will dominate the economy over coming months. 

This time around, Government-set restraints – and their impact – will be very light.  The Red setting allows many 

activities to carry on for the vaccinated, with the main impacts being on large events/gatherings and hospitality 

capacity.  Businesses and organisations will be required to manage their workplace so as to minimise exposure risks.  

Widespread lockdowns such as Auckland experienced last year look like a thing of the past. 

Instead, the main economic impacts are going to come from worker absenteeism and people’s behavioural shifts.  

Infected people and their close contacts will be required to isolate, which in some circumstances will mean people 

isolating for up to a month.  That can result in a lot of staffing disruption.  Our CBA colleagues estimate that in 

Australia roughly 1 million people (out of 26mn) could be in isolation at present. Labour hours worked over January 

could be down 3-4% over January (after making an allowance for people who can continue working from home).  

People’s behaviour may also differ from what we have been used to.  In the past, the Government essentially laid out 

what was deemed too risky to do.  Now, people will be making their own risk assessments about what they feel 

comfortable doing during a large outbreak, and spending patterns may differ.  CBA’s guesstimates from card spending 

show Australian consumer spending to be roughly 3% down over the holiday period compared to where it would have 

been, with services spending taking the hit.  NZ’s Level 4 lockdown last year saw card spending drop 20% over August, 

as a comparison.    

Preliminary findings from Australia also suggest that the economic impact of Omicron may not be as deep as the Delta 

outbreak (though far more people are going to get sick, unfortunately).  For businesses, it will be important to work 

through how to minimise the impact of staffing disruptions and how to adapt to/anticipate customer behaviours.  

Life will go on.  For the economy NZ Q4 CPI inflation figures on Thursday are a key focus.  Despite (or because of) the 

pandemic, inflation pressures are soaring.  We expect annual inflation for the December 2021 quarter to hit 6.1% and 

then to nudge higher in early 2022.  Omicron or not, the RBNZ will continue lifting the OCR this year.  Our forecast is 

for the OCR to peak at 2% by the end of the year, but the risks are more up than down.   nick.tuffley@asb.co.nz   

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2021-q4-cpi-preview.pdf
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 0.6715 0.6801 0.6809 0.7192 DOWN 0.6700 0.6900 

NZD/AUD 0.9360 0.9430 0.9419 0.9286 FLAT 0.9315 0.9500  

NZD/JPY 76.33 77.81 77.84 74.47  DOWN 75.90  79.20  

NZD/EUR 0.5920 0.5956 0.6010 0.5906 FLAT/DOWN 0.5840  0.6055  

NZD/GBP 0.4955 0.4972 0.5077 0.5242 FLAT/DOWN 0.4950 0.5150  

TWI 72.1 72.2 72.5 74.4 FLAT/DOWN N/A  N/A  

^ Weekly support and resistance levels * Current as at 10.30am today; week ago as at Monday 5pm 

NZD Recap and Outlook 
There’s been little discernible reaction in either FX or interest rate markets to the weekend’s news that all of NZ will 

move to the “Red” setting under the COVID traffic light framework.  

In our view this is appropriate for a couple of reasons. First, it’s still early days in the Omicron outbreak. Second, the 

offshore experience is that Omicron outbreaks have not been nearly as disruptive for economic activity. Disruptions 

like worker illness and loss of production can hit the supply side of the economy just as much, if not more, than 

demand. Bottom line: the RBNZ still has an inflation problem and needs to raise the Official Cash Rate materially from 

here. Our forecasts for inflation and the OCR haven’t changed.   

FX markets largely consolidated last week. Risk appetite came under a bit of pressure late in the week though, and this 

saw the NZD and other ‘growth-sensitive’ currencies sold in favour of safe-havens. The NZD/USD ended the week a 

little over 1% below where it started.  

Domestically, RBNZ cash rate expectations have been on the march again. There’s now 6½ 25bps hikes priced for this 

year. But as far as the FX market and NZD/USD is concerned this is old news. The story of this year so far has been the 

ramp-up in cash rate expectations offshore (particularly the US and to some extent the UK). There’s heavy local focus 

this week on local inflation figures (market 5.8%, ASB 6.1%), but even an upside surprise (as we see the risk) may not 

have a lasting effect on the currency given the extent of rate hikes already priced. 

By contrast, Thursday morning’s Federal Open Market Committee (FOMC) decision has the potential to really shake 

up currency markets. We see a risk the FOMC’s statement portrays an urgency to hike rates soon, likely in March, 

given very high inflation. This urgency could culminate in a decision to abruptly stop QE by mid-February. 

A bullish FOMC Statement and/or a faster end to the QE program would embolden the USD further and undermine 

NZD/USD via an erosion of the NZ-US interest rate differential. A NZD/USD close below key support at 0.6700 would 

be a strongly bearish signal.   

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 1.08 1.04 0.96 0.29 UP 

2-year swap 2.36 2.25 2.20 0.31 UP 

5-year swap 2.73 2.67 2.57 0.64 UP 

10-year swap 2.80 2.81 2.62 1.16 UP 

10-year govt bond yield 2.55 2.53 2.28 1.08 UP 

Curve Slope (2s10s swaps) 0.44 0.57 0.42 0.85 UP 

* Current as at 10.30am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

Local yields staged a decent lift last week, outstripping rises in global counterparts. With concerns growing that the 

RBNZ was behind the curve, rises were most prominent in the key 2-year swap yield (it briefly touched 2.40% last 

week), with market pricing for OCR hikes edging up after ANZ added 100bps to its OCR forecast endpoint (now 3% by 

April 2023).  NZ rates and market pricing modestly retraced at the end of last week over concerns over a community 

outbreak of Omicron.  

Global short-term yields were also higher, but local and global longer-term yields were weighed at the end of last 

week by heightened geopolitical tensions and sharp falls to global stocks. Worries over high inflation and central 

banks being behind the curve had earlier driven a marked lift in global yields. Midway last week, Treasury 10-year 

yields (currently 1.76%) rose to fresh post-pandemic highs (1.87%) and slightly above pre-COVID-19 levels. Yields on 

10-year German bunds (currently -0.07%) briefly moved into positive territory for the first time since 2019.  ECB 

president Lagarde tried to play down inflation risks, but markets looked to be taking a different view. 

Near-term interest rate outlook 

Current market pricing has about 31bps of hikes priced in for February with the OCR approaching 3% by late 2023. We 

do not expect NZ yields to push lower after NZ has now been shifted to ‘Red’ on the traffic light system after 

community cases of Omicron were confirmed. Omicron will result in more economic disruption in the short term and 

a Q1 fall in GDP looms, but the impacts for interest rate markets will be more ambiguous. A stronger than expected 

NZ Q4 CPI print (mkt: 1.3% qoq, 5.8% yoy) suggests the RBNZ have more work to do and should likely lock in at least 

25bp hikes and the possibility of a 50bp move if the NZ labour market tightens further. We have also flagged some 

upside to the market and RBA picks for Tuesday’s headline and core Q4 inflation numbers for Australia (mkt: 1.0% 

qoq, 3.2% yoy) that could provide a lift to trans-Tasman yields.  

There is likely to be more upside than downside risk to the global interest rate outlook given heightened inflation risks 

and the possibility Omicron disruptions will prove short-lived.  Market pricing now has just under 100bps of Federal 

Reserve hikes priced in for 2022.  Although the Federal Open Market Committee (FOMC) is unlikely to pull the interest 

rate trigger this week, it may announce an earlier end (mid-February) to asset purchases.  Upward surprises to US 

Private Consumption Expenditure inflation at the end of the week (headline 5.8% yoy, core 4.8% yoy) could speed 

things up, with Q4 US GDP less pivotal for rates markets. The Bank of Canada decision is also out early Thursday, with 

current market odds about 70% in favour of a 25bp hike as part of the roughly 150bp of hikes expected for 2022.  

Medium-term outlook 

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

towards a faster pace of OCR hikes and a higher OCR endpoint.  We are also likely to see the RBNZ speed up the pace 

at which it pares 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 with growing risks of the curve steepening. 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  

NZ Consumers Price Index, Q4, % qoq 27/1 10:45am 1.3 1.6 

NZ Consumer Price Index, Q4, % yoy 27/1 10:45 am 5.8 6.1 

ANZ Consumer Confidence, Jan, Headline 28/1 10:00am - - 

 
We expect a 1.6% qoq climb in Q4 in consumer prices, with 

annual CPI inflation rising to 6.1%, the highest in more than 30 

years. The lift in inflation is due to a relentless stream of price and 

cost rises from a multitude of domestic and external sources. 

Annual rates of tradable and non-tradable inflation are expected 

to move above 5%, and we expect annual inflation from the core 

measures to lift, with inflation from the RBNZ sectoral inflation 

model to rise from its 2.70% Q3 reading. After peaking at close to 

6.3% in early 2022, annual CPI inflation is then expected to cool but remain above the 1-3% inflation target until late 

2023. We see the risk of high inflation being more persistent, potentially threatening the RBNZ’s inflation mandate 

and prompting a more aggressive path of OCR tightening. For now, we expect a measured pace of 25bp hikes and a 

2% OCR peak in late 2022, but events can change quickly. The RBNZ looks to have an inflation problem that they need 

to deal with.  

NZ January consumer confidence is expected to remain subpar 

given considerable headwinds facing the consumer. Consumer 

assessments of their current conditions should remain under 100 

as stock shortages, the cooling housing market, higher inflation 

and interest rates weigh on assessments of it being a good time to 

purchase a major item. Households are also unlikely to feel much 

better than a year ago and may likely further scale assessments of 

their future outlook given COVID-19 jitters, with views of the 

general economic outlook likely to be reasonably downbeat. Inflation expectations from the survey are biased higher, 

although the cooling housing market should see a trimming of house price expectations.  

 

 

 

 

 

 

 

 

 

 

  

Q4 2021 CPI % Previous ASB RBNZ

CPI qoq 2.2 1.6 1.2

CPI yoy 4.9 6.1 5.7

Non-tradable qoq 1.8 1.4 1.3

Non-tradable yoy 4.5 5.2 5.1

Tradable qoq 2.8 2.0 1.1

Tradable yoy 5.7 7.6 6.7
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

Eurozone PMIs, January P   24/1 10:00 pm - 

UK PMIs, January P 24/1 10:30 pm - 

AU CPI and Trimmed Mean CPI Inflation, Q4, %/yr 25/1 1:30 pm 1.1, 0.9 

Bank of Canada, Overnight Policy Rate 27/1 4:00 am 0.25 

US FOMC, Fed Funds Rate 27/1 8:00 am 0.0-0.25 

US GDP, Q4, %/saar 28/1 2:30 am 5.0 

AU PPI, Q4 28/1 1:30 pm - 

US Employment Costs, Q4, %/qtr  29/1 2:30 am 1.2 

US PCE Deflator, Headline, Core and Trimmed Mean, Q4, %/yr 29/1 2:30 am 6.0, 5.0, 3.2 

University of Michigan, 5-10 yr Inflation Expectations 29/1 4:00 am - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 21st January  

Eurozone PMIs for January are likely to pick up ongoing impacts from the recent Omicron outbreak.  We anticipate 

the services PMI will show a greater impact than the manufacturing PMI.  Nonetheless, readings for both measures 

are likely to remain above 50pts, indicating an expansion in activity.  

January UK PMIs will be closely analysed for Omicron-related impacts.  Government restrictions, as well as staff 

shortages, are likely to have continued to weigh on activity in January.  Measures of prices will also be closely watched 

to see if supply disruptions are putting more upward pressure on inflation. 

This Australian Q4 CPI release is pivotal.  We expect the Q4 headline CPI to print at +1.1%/qtr (3.2%/yr) and for the 

more policy-relevant trimmed mean CPI to increase by 0.9%/qtr (2.5%/yr).  Several private surveys support our view 

that the rate of price increases accelerated over Q4.  Higher housing construction and petrol prices are expected to 

continue to contribute to the strong inflation outcome.   

Should the CPI print in line with our expectations, we think the RBA will be forced to shift their narrative around the 

inflation outlook.  We think the Q4 print will be sufficiently strong to see the RBA ending the bond buying program at 

the February Board meeting and set the scene for a cash rate hike at the November meeting.   

Recent economic data and the BoC Business Outlook Survey suggest the Canadian economy is in a very strong 

position.  But the subsequent arrival of Omicron and associated containment measures present a fresh downside risk 

to Canada’s growth prospects.  Our view is for the BoC to keep its policy interest rates on hold.  However, the BoC’s 

greater concern about upside inflation risks suggest risks are tilted to an earlier rate lift-off than we expect, possibly as 

soon as the January meeting.   

It is possible the FOMC announces that it will bring forward the date to stop increasing the balance sheet by one 

month to mid-February.  Such a decision would be a strong signal the FOMC will increase the Funds rate in March. We 

expect the FOMC to start increasing the Funds rate in March.  While we consider a rate hike in January 2022 is 

unlikely, it is not out of the question.  FOMC policy-makers have not already communicated they will consider a hike in 

January.  We expect the FOMC to announce in June it will start to shrink the balance sheet.   

The US GDP expanded strongly in Q4, though much of the strength was in early in the quarter, led by consumer 

spending.  Manufacturing also expanded strongly in Q4.  

The Q4 AU producer price indexes release provides details on price changes from the perspective of industry.  Final 

demand PPI picked up in Q3 because of higher construction costs – both wages and materials costs – and rising oil 

prices.  We expect these factors to continue to be at play in the Q4 print. 

The unemployment rate slumped to only 3.9% in December.  Job vacancies and quit rates are very high.  The tight 
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labour market has, and we expect will continue to, cause US employment costs to increase at a rapid rate over Q4. 

The already-released US CPI suggests the personal consumption expenditure deflator continued to increase rapidly in 

December.  The trimmed mean PCE deflator is a better measure of underlying inflation than the core measure.  We 

expect trimmed inflation to accelerate to 3.2%/yr. 

The University of Michigan’s survey of consumers’ long run inflation expectations has increased to high levels since 

March 2011 of 3.1%/yr.  The increase in inflation expectations has spilled over to wage and price setting, keeping 

inflation persistently above the FOMC’s 2%/yr target. 
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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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