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Better outlook puts government in enviable position  
Plenty of ex-finance ministers will have been looking enviously at the position the government found itself in at last 

Thursday’s budget. Budgets are usually something of a zero-sum game.  Every extra piece of tax relief or extra 

spending somewhere has to be balanced by a tax rise, more debt issuance or cuts elsewhere. Invariably, the ‘losers’ 

are more vocal than the ‘winners,’ and even relatively benign-seeming measures can put noses out of joint (for a great 

example of this overseas, check out the weeks long row the UK government triggered with its ‘pasty tax’).  

 

The government didn’t have to worry about any of that this time around. Courtesy of NZ’s far-better-than-expected 

post-pandemic performance and a vastly improved economic outlook, it’s been able to sustain massive investments 

across a range of areas (including social development, health, housing and infrastructure), without any un-signalled 

tax rises and all while showing an improving fiscal position over the next five years. Its rare circumstances hand a 

government of any stripe such an opportunity. 

Overall, we think the government has been sensible, returning to fiscal prudence, while avoiding the trap of tightening 

spending too quickly and threatening the recovery. The big headline – a large increase in welfare payments – should 

aid the recovery. Beyond any moral imperative, low-income households spend a greater portion of their income than 

higher income households, so more cash in hand should help boost consumption. The focus on infrastructure is 

welcome too, though we suspect capacity 

constraints may pose a challenge. 

This week, the focus shifts from fiscal to monetary 

policy, with the RBNZ releasing the latest MPS at 

2pm on Wednesday. There will be some large 

revisions in the RBNZ’s forecasts too (see our 

graph opposite comparing its previous 

unemployment forecasts with our own), but we 

expect the bank to keep to the dovish tone and 

avoid being drawn on the timetable for tightening. 

Like its pals in central government, the RBNZ will 

be mindful of the downside risks remaining, and 

eager to avoid crimping the recovery by tightening 

too quickly. You can read our full preview here. 

nathaniel.keall@asb.co.nz 

 

 

https://www.theguardian.com/politics/2012/may/29/pasty-tax-brief-history
https://aem-preview-prod.asbbank.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-may21-mps.pdf
mailto: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 0.7180 0.7213 0.7180 0.6101 FLAT 0.7135  0.7305  

NZD/AUD 0.9288 0.9303 0.9281 0.9326 FLAT/UP 0.9160  0.9460  

NZD/JPY 78.20 78.90 77.47 65.54  FLAT/UP 75.60  80.00  

NZD/EUR 0.5894 0.5946 0.5968 0.5582 FLAT/UP 0.5880  0.6130  

NZD/GBP 0.5071 0.5121 0.5179 0.4990 FLAT/UP 0.5050 0.5380  

TWI 74.8 75.0 74.9 68.96 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 
The NZD/USD held a sideways 0.7150-0.7300 range last week, as we’d expected. It was a similar sideways story across 

most financial markets, which remain in something of a holding pattern.  

Global economic data continues to improve, and remains consistent with a powerful global recovery. But this theme is 

now well understood and priced. Markets are now waiting for central banks to ease up on their cautious rhetoric, as a 

possible trigger for the next big move in markets.  

Indicative of the stasis described above, markets barely budged on Friday despite a blockbuster set of global 

manufacturing PMIs for May. Many of the indices, notably in the US, reached fresh all-time highs, pointing to boom 

like conditions in some parts of the global economy.  

Still, the NZD/USD finished the week towards the bottom end of both its recent range and the G10 currency 

performance rankings for the week. It was a similar story for the AUD, with a modest decline in global commodity 

prices likely the common factor driving the antipodean underperformance.  

We remain positive on the prospects for NZ commodity export prices, something that promises to provide ongoing 

support for the NZD/USD this year. Witness the material upgrade to our Fonterra Milk Price forecast put through by 

our commodity scribe Nat Keall last week. According to our short-term valuation model, the current combination of 

commodity prices, interest rates, and risk appetite is roughly equivalent to a 0.7150-0.7550 NZD/USD fair value range.  

This week looks relatively quiet on the offshore data-front. The US core PCE deflator – the key core inflation measure 

in the US – will receive the most attention given the raging inflation debate underway. Analysts expect a 2.9% yoy 

print, with any upside surprise likely to boost USD sentiment (NZD/USD negative).  

Domestically, it’s all about the RBNZ (preview here). We don’t expect any material NZD implications – it’s mostly a 

commodity price story at the moment in any case. The risk though, is that the RBNZ is a little less dovish than market 

expectations, something that would place a bid under the currency, particularly NZD/AUD.   mike.jones@asb.co.nz 

 

 

 

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

(end of quarter) << actual  forecast >>

NZD/USD 0.72 0.70 0.73 0.74 0.74 0.74 0.73

NZD/AUD 0.94 0.92 0.91 0.89 0.91 0.94 0.95

NZD/JPY 75 77 80 83 84 85 88

NZD/EUR 0.59 0.60 0.59 0.59 0.58 0.57 0.54

NZD/GBP 0.53 0.51 0.51 0.51 0.51 0.50 0.48

NZD/CNY 4.7 4.6 4.7 4.7 4.7 4.7 4.5

NZD TWI 75.1 73.9 75.2 75.4 75.5 75.5 74.6

https://www.asb.co.nz/content/dam/asb/documents/reports/commodities-weekly/commodities-weekly-190521.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-may21-mps.pdf
mailto:Mike.jones@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 0.32 0.35 0.35 0.25  UNCH UP 

2-year swap 0.52 0.55 0.47 0.16 UNCH UP 

5-year swap 1.19 1.22 1.04 0.23 UNCH UP 

10-year swap 1.93 1.97 1.79 0.60  UNCH UP 

10-year govt bond yield 1.84 1.88 1.60 0.62  UNCH UP 

Curve Slope (2s10s swaps) 1.40 1.42 1.32 0.44  UNCH DOWN 

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

Market Recap 

Local yields eased last week with a curve flattening bias, with falls in NZ swap yields outpacing US and Australian 

counterparts. The Bank Bill Benchmark (BKBM) rate continued to set lower last week, with yields on the 3-month 

tenor down to 0.315% after being as high as 0.39% earlier this month.  The fall in NZ yields was despite firmer market 

pricing for future RBNZ Official Cash Rate (OCR) increases, after another major bank bought forward its OCR 

assessment to be in line with ASB’s long-held view. There was little market reaction to Thursday’s NZ Budget that 

showed an improved fiscal outlook and a smaller-than-expected reduction in the bond issuance programme (only a 

$10bn fall in gross issuance over 2021/25 to $150bn). Weaker than expected Australian April employment (-31k) data 

and May consumer confidence also elicited minimal market reaction.  

US Treasury yields eased over the week with a curve flattening bias, with 10-year yields trading in a 1.60%-1.69% 

weekly range. Yields did lift after the FOMC minutes highlighted that a number of members wanted to discuss a plan 

for trimming asset purchases. US and global data were generally stronger than expected. However, yields have 

subsequently pulled back after Fed and ECB policy voters signalled they are unlikely to change policy settings until the 

recovery was more established.  

Near-term interest rate outlook 

Interest rate markets now have a 25bp OCR hike fully priced in by August, in line with our core view.  We expect short-

term yields to test the upper part of recent ranges as the market contemplates the eventual reduction of policy 

stimulus. Our CBA colleagues share our conviction the wage and inflation pressure emerging will more persistent than 

either the RBA or RBNZ expect, with the RBA to lift the cash rate before 2024. 

There is the likelihood that NZ rates could sell off (yields higher) despite the RBNZ likely maintaining current policy 

settings and its dovish rhetoric on Wednesday’s Monetary Policy Statement (MPS). Acknowledgement by the RBNZ of 

stronger near-term outlook for NZ inflation and labour market conditions, and the improved global outlook could tip 

the balance of risks around the economic outlook. The pace of NZ Government bond purchases under the RBNZ’s 

Large-Scale Asset Purchase (LSAP) programme has been held at $350m this week.  While we expect the RBNZ to 

maintain the flexibility to adjust weekly bond purchases as appropriate, we expect cumulative purchases to fall well 

below the $100bn June 2022 cap (closer to $75bn).  Given our OCR view we don’t think that the RBNZ will end up 

extending the window for the LSAP, even though they might signal a willingness to do so. 

We had earlier highlighted we had expected longer-term yields to eventually move higher, but in the near-term they 

could soften given that they had looked to have front-run the pending recovery.  This has duly occurred.  However, 

with markets becoming increasingly sensitive to inflation developments, we are wary that a stronger-than-expected 

lift in his week’s US PCE inflation prints (mkt: total +3.5% yoy, core +2.9% yoy) could pressure US and global yields 

higher on speculation that this could force the Fed’s hand on the tapering of its USD120bn in monthly asset purchases. 

 

Medium-term outlook 

We expect the RBNZ to trim its LSAP programme and to halt purchases from 2022, prior to raising the OCR from 

August 2022. Before then we could see longer-term yields nudge higher. The OCR is expected to reach 1.25% in March 

2024, close to neutral levels. Our bias is for yields to edge up over the next few years, but to remain at historically-low 

levels, with the yield curve to flatten. mark.smith4@asb.co.nz 

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

Data Date Time  

(NZT) 

Market ASB  

RBNZ Monetary Policy Statement (OCR) 26/05 2:00pm - 0.25% 

 

We expect the RBNZ to acknowledge the improved clip of recent data at Wednesday’s Monetary Policy Statement, 

but otherwise carry on with its cautious ‘wait and see’ mantra.  Several downside risks remain, a sustained uptick in 

inflation far from guaranteed and there is currently a big question mark over the housing outlook. Once again, we 

expect all the key policy levers maintained – with the OCR on hold, Large Scale Asset Purchase parameters left 

untouched and Funding for Lending Programme unchanged. While substantial upward revisions in many of the Bank’s 

February forecasts will be on the cards, we suspect its commentary will maintain the dovish line. As with previous 

post-COVID statements, the emphasise will be on the RBNZ’s willingness to keep support up for as long as is 

necessary. We continue to expect the OCR to remain on hold until the latter half of 2022, with the August meeting 

our tentative pick for the first post-COVID rate hike. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

Australia Construction Work Done, Q1, %qoq 26/05 1:30 pm 4.0 

Australia Capex, Q1, %qoq 27/05 1:30 pm 5.0 

Australia Private Sector Credit, April, %mom 28/05 1:30 pm 0.3 

US PCE Deflator, April, %yoy 28/05 12:30 am 3.5 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 24 May at 11:49 am 

We expect a 4% lift in Australian construction work done for the first quarter after a 2.7% rise in Q4 20. A solid rise in 

residential construction buoyed by HomeBuilder as well as a lift in engineering construction will contribute to the lift. 

We also expect a small rise in non-residential construction. 

We expect the volume of Australia’s capex to rise by 5% in Q1 21 with lifts in both ‘plant and equipment’ due to tax 

incentives as well as a rise in ‘other buildings and structures’. We also receive the sixth estimate of 2020/21 

investment plans and we expect an upgrade to both mining and non-mining intentions to $A129bn. The second 

estimate of 2021/22 investment plans will also be released, and we expect a small upgrade to $A116bn which would 

see implied intentions 14% higher than 2020/21. 

Australian private sector credit is forecast to lift by 0.3% in April. This would take annual growth to 1.3%, up from 1% 

in March. In recent months we have seen a lift in credit to both owner occupiers and investors. Other personal lending 

also rose in March for the first time in almost three years. 

Already-released US CPI data suggests both the headline and core Personal Consumption and Expenditure (PCE) 

deflator surged in April.  We forecast the annual PCE deflator jumped to 3.5%yoy in April.  We forecast a similarly 

sharp bounce in the core PCE deflator to 2.9%yoy.  Nevertheless, the policy implications of higher inflation at the 

moment are limited.  The US Federal Reserve expects a bout of higher inflation because of Covid-19 related impacts 

on prices. 
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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 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

<< actual  forecast >>

GDP real - Q% -1.0 0.0 1.4 0.8 -0.6 -1.0 0.5

GDP real - A% -0.9 0.3 14.3 1.2 1.6 0.6 4.7

GDP real - AA% -3.0 -2.9 3.2 3.4 4.1 4.1 2.5

NZ House Prices (QV Index) - A% 15.4 17.4 19.3 14.9 9.7 5.4 5.1

CPI - Q% 0.5 0.8 0.6 0.8 0.6 0.5 0.5

CPI - A% 1.4 1.5 2.6 2.8 2.9 2.6 2.1

HLFS employment growth - Q% 0.6 0.5 0.2 0.4 0.4 0.3 0.5

HLFS employment growth - A% 0.8 0.3 0.8 1.8 1.5 1.3 2.2

Unemployment rate - %sa 4.9 4.7 4.7 4.7 4.7 4.7 4.0

    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 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.25 0.25 0.25 0.25 0.75

NZ 90-day bank bill 0.27 0.35 0.35 0.35 0.35 0.35 0.90

NZ 2-year swap rate 0.28 0.47 0.50 0.55 0.65 0.75 1.15

NZ 5-year swap rate 0.54 1.12 1.10 1.20 1.30 1.40 1.80

NZ 10-year swap rate 0.98 1.96 1.90 2.00 2.10 2.15 2.35

NZ 10-year Bond 0.99 1.78 1.70 1.85 1.95 2.00 2.20

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

(end of quarter) << actual  forecast >>

NZD/USD 0.72 0.70 0.73 0.74 0.74 0.74 0.73

NZD/AUD 0.94 0.92 0.91 0.89 0.91 0.94 0.95

NZD/JPY 75 77 80 83 84 85 88

NZD/EUR 0.59 0.60 0.59 0.59 0.58 0.57 0.54

NZD/GBP 0.53 0.51 0.51 0.51 0.51 0.50 0.48

NZD/CNY 4.7 4.6 4.7 4.7 4.7 4.7 4.5

NZD TWI 75.1 73.9 75.2 75.4 75.5 75.5 74.6
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