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Weak Confidence and Strong Dairy 
This week’s attention is on the ANZ Business and Consumer Confidence surveys. Inflationary pressures having been 

building and interest rates rising rapidly, and the global economy is fragile – all likely to weigh on sentiment.  

The World Bank is raising concerns of stagflation for the global economy considering the high levels of inflation, 

Russia-Ukraine war impacts and disrupted global supply chains. NZ is facing similar challenges.  The economy has 

vulnerabilities and is sensitive to changes, and economic growth will slow in 2023 to a 1+% pace due to the battle 

against stubborn inflation. Meanwhile, NZ CPI inflation is set to peak above 7% in Q2, and reduce only gradually. 

All eyes will be on the June ANZ Business Confidence survey, in particular to note is the impact inflation is having on 

businesses’ outlook and how it affects their pricing intentions moving forward. Businesses have been hit hard by 

labour shortages, high production costs, delays in shipments and of course high interest rates. And these influences 

look set to persist this year.  The survey will show whether these headwinds are weighing more on businesses’ 

expectations, or whether they are seeing less disruption now that the peak of the Omicron wave has passed. 

The ANZ/Roy Morgan Consumer Confidence survey is likely to show very weak confidence. The Q2 Westpac 

McDermott Miller survey (out last week) posted a record low. Coping with soaring living costs, fuel prices, high 

interest rates are a few of the factors contributing to the drop in optimism for the consumers. Throughout the 

pandemic, New Zealand has been resilient. However, the RBNZ’s notable monetary tightening and the sharp lift in the 

cost of living will bite.  Mike Jones’ research last week estimates that households will on net face around $15 billion of 

added cost increases from those impacts over the next 18 months, which reinforces that household spending will be 

anaemic for the time being.  

Despite the volatility in the New Zealand economy, some 

sectors continue to fare well. Dairy is the star of the show this 

week, backed by tight global supply and likely prolonged 

weakness in the NZD over the dairy season. On Wednesday, 

ASB revised its 2022/2023 milk price forecast from $9.20 per kg 

of milk solid to $10 per kgMS (which would be a fresh record). 

Global dairy supply is struggling; however, dairy demand is 

proving to be resilient. Fonterra, on Friday, lifted its own 

guidance range for this season from a range of $8.25-9.75 to 

$8.75-10.25 (a mid-point of $9.50). It is likely that prices will 

remain high for the coming months and, according to the 

Southern Oscillation Index, the climatic conditions are looking 

good for this season. Dairy farmers look set to be in line for two 

back-to-back record-breaking seasons, though of course like 

everyone else are also facing their own cost challenges.   
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Foreign Exchange Market  

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

NZD/USD 0.6319 0.6322 0.6516 0.7069 FLAT/DOWN 0.6200 0.6550  

NZD/AUD 0.9094 0.9089 0.9123 0.9312 DOWN 0.8945  0.9150  

NZD/JPY 85.42 85.32 82.62 78.37    FLAT 82.00 86.70  

NZD/EUR 0.5986 0.6006 0.6057 0.5921 FLAT 0.5900 0.6100  

NZD/GBP 0.5147 0.5166 0.5151 0.5077 FLAT 0.5100 0.5250  

TWI 71.3 70.7 71.9 74.1 FLAT/DOWN N/A  N/A  

^ Weekly support and resistance levels * Current as at 12.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 

Last week was exceedingly quiet for currency markets. NZD/USD traded in an ultra-tight range of just over a cent or so 

at circa 0.6240-0.6370. NZD/AUD was similarly tight as it bounced around a 0.9050-0.9140 band.  

There was little in the way of major data, central bank gabfests or any other scheduled event risk diarized for the 

week. Broader financial markets unwound a little bit of their movements over recent weeks: sharemarkets enjoyed a 

bit of a bounce (the MSCI World Equity Index was up 5.4% over the week), while recession fears sapped global yields 

(the US 2-year down as much as 11 bps). Still, given how much equities have fallen and yields have risen over the past 

month, these are relatively modest moves in the scheme of things. The MSCI World Index is still about 6½% below 

where it was at the end of May, while yields are up 30-65 bps across North America, Western Europe and Australasia.  

As we discussed last week, underlying currency drivers continue to all point in different directions. ‘Fair-value’ 

NZD/USD models that place a strong weighting towards commodity prices suggest the kiwi remains substantially 

undervalued (as a side note, we lifted our Farmgate Milk Price forecast for the NZ dairy season to a record high of $10 

per kgMS last week). But on the other hand, pervasive soggy global risk appetite (an altogether harder thing to 

quantify) continues to weigh heavily on NZD.  

This is ultimately the challenge of currency forecasting in an environment where the global economy is experiencing a 

severe and prolonged supply shock. Dynamics that would typically run in parallel and collectively send a strong signal 

on NZD direction (accelerating global growth, booming commodity prices, bullish risk appetites, central banks hiking, 

NZD lifting; or vice versa) are all pointing in different directions instead. Commodity prices are strong, but it’s largely 

supply-driven: global growth is actually softening. Central Banks are hiking anyway, and investors are anxious given 

the level of tightening being signalled. In a sign of how weird the present dynamic is, Treasury yields actually fell last 

week following comments from Jerome Powell that the Fed was “strongly committed” to bringing down inflation, with 

the calculus being that more aggressive hiking in the near-term will crunch demand and thereafter force an earlier 

easing cycle. 

Our punt is still that soggy risk appetite and mounting global recession fears will keep NZD/USD capped in the near 

term, with 0.6550 still a difficult resistance level to pass and a test of support around the 0.6200 mark a possibility if 

US inflation data on Thursday comes in on the strong side. Our CBA colleagues agree, having substantially revised 

down their NZD/USD forecast after we went to press last week. Indeed, that NZD/USD failed to make much progress 

last week even as equity markets regained some ground strikes us as a fairly bearish sign.  

Otherwise, scope for some unfavourable shifts in interest rate differentials continue to carry risk for both NZD/USD 

and (especially) NZD/AUD. RBNZ market pricing still looks a little rich to us despite some easing last week (with an 

endpoint of 4.26% versus our own 3.5% estimate), whereas both Fed and RBA market pricing looks like it could add 

back last week’s losses and still be looking pretty reasonable. 
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Interest Rate Market 

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

Cash rate 2.00 2.00 2.00 0.25 UNCH UP 

90-day bank bill 2.81 2.79 2.42 0.33 FLAT FLAT 

2-year swap 4.21 4.47 3.80 0.77 FLAT   DOWN 

5-year swap 4.21 4.47 3.74 1.38 FLAT  DOWN 

10-year swap 4.19 4.46 3.75 1.92 FLAT DOWN 

10-year govt bond yield 3.97 4.19 3.49 1.81 FLAT DOWN 

Curve Slope (2s10s swaps) -0.02 -0.01 -0.05 1.15 FLAT UP 

* Current as at 12.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ rates are lower across the curve, unwinding sizeable rises of late and continuing their volatile run. NZ swap yields 

are down 20-30bps across 2-to-10 year tenors, with the yield curve almost perfectly flat. NZ bond yields were down 

roughly 20bps, with those for the 10-year tenor below 4%. Australian yields have retraced by even further with RBA 

Governor Lowe signalling a 50bp July hike (rather than a 75bp move) and Westpac Australia Chief Economist Bill Evans 

also backing a 50bp hike and a 2.6% cash rate, in line with RBA guidance. This was despite communications from the 

RBA being hawkish, signalling possible 7% inflation with the Bank apologising for the “disorderly” exit caused by the 

yield curve control policy that it was unlikely to use again.  

Fears over global recession have seen global yields fall, with global oil prices down on recession fears. Two-year 

Treasury yields were down 15bps over the week, briefly falling through 2.90%, with those for the 10-year tenor 

touching 3% at the end of last week. Yield curves globally are flat.  US FOMC rate hike expectations have waxed and 

waned with markets continuing to price in a front-loaded pace of hikes given concerns over elevated inflation and 

looming recession.  FOMC Chair Powell also did not rule out more aggressive FOMC hikes (including potential moves 

of up to 100bps for each meeting) but acknowledged it would be “very challenging” to deliver a soft landing. Former 

FOMC Vice Chair Dudley warned of a pending US hard landing. 

Near-term interest rate outlook 

Near-term OCR expectations have continued to be pared back, with 55bps priced in for July and 58bps for August.  

The roughly 200bps of hikes now priced for 2022 is 30bps lower than a week ago. Markets are likely to remain highly 

illiquid and flighty, with the amount priced in and outright NZ yields still elevated relative to our core view. However, 

picking near-term yield direction in a volatile environment is tricky despite our view of more downside than upside 

risk. Domestic sentiment measures are expected to remain weak, and we will be looking at pricing metrics for signs of 

moderation. The near-term inflation outlook (we expect annual CPI inflation to push above 7%) is likely to restrict a 

more marked decline in yields.  Until we see marked decline in the trend for inflation, NZ yields are likely to hold up. 

Current market pricing offshore also looks aggressive with 230bps of RBA hikes priced in for 2022 and 180bps for the 

FOMC. Yield curves are very flat, running the risk of inverting as growth prospects fade. Given heightened concerns 

over the global economy, long-term Treasury yields are likely to be dampened, although still-high Private 

Consumption Expenditure inflation (mkt: core 4.8% yoy) should limit the degree of downside. Global equity markets 

and oil prices are expected to remain important barometers. 

Medium-term outlook 

We now expect 50bp OCR hikes in July (to 2.50%) and August (3.00%), followed by 25bp rate hikes in October (3.25%) 

and November (3.50%). We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024 as the 

OCR returns to more neutral levels. The yield curve is expected to remain flat and then steepen leading up to (and 

during) a period in which the OCR is cut. An inverted yield curve is possible. Our CBA colleagues expect the RBA to 

frontload rate hikes with 50bps in July and 25bps in August, September and November, with the cash rate peaking at 

2.10%. The US FOMC is expected to hike rates by a further 75bps in July with a Fed Funds peak of 3.50% to 3.75% by 

early 2023. Longer-term local and global yields are expected to drift up given the lift in shorter-dated yields, risk of 

high inflation being persistent and helped by the July cessation of ECB asset purchases by the ECB and quantitative 

tightening by the FOMC and RBNZ. Yields should remain capped at historically-low levels.    

mark.smith4@asb.co.nz 
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Domestic events for the week ahead 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

ANZ Business Confidence, April (activity outlook) 30/6 1:00pm -4.7 - - 

ANZ Consumer confidence, Headline, April 7/1 10:00am 82.3 - Most likely 
down 

  

Business confidence, along with consumer confidence, is at 

recessionary levels. We’re interested in whether this 

remained the case in June. Has the passing of the Omicron 

spike eased negative sentiment as worker absenteeism 

reduces? Or has the cost bomb replaced one headache with 

another? For RBNZ watchers, all eyes will be on one of our 

better inflation forward indicators – pricing intentions – for 

a guide on whether inflation pressures are peaking or 

worsening.  

 

 

Consumer sentiment is expected to remain very weak in the 

June ANZ survey, with a new record low possible. The earlier-

published Q2 Westpac McDermott Miller survey posted a 

record low 78.7 with broad-based falls to confidence. 

Consumers are expected to continue to feel much worse off 

than a year ago and display a strong reluctance to purchase 

major items given soaring consumer prices, rising interest 

rates, growing housing market headwinds and lingering 

COVID-19 concerns. Forward-looking consumer assessments 

for their own situation and those for the economy are also 

expected to point to recessionary conditions for the 

household sector. Inflation expectations from the survey 

should remain elevated given elevated headline inflation, but 

the cooling housing market should see a further trimming of 

house price expectations. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Retail Trade, May 29/6 1.30 pm -1.0%/mth 

JN Retail Sales, May 29/6 11.50 am 0.5%/mth 

AU Job Vacancies, May 30/6 1.30 pm 6.0%/qtr 

AU Private Sector Credit, May 30/6 1.30 pm 0.5%/mth 

EZ Unemployment Rate, May 30/6 9.00 pm - 

CA GDP, Apr 1/7 12.30 am 0.3%/mth 

US PCE Deflator, May 1/7 12.30am  

Headline   5.0%/yr 

Core   4.9%/yr 

AU CoreLogic Dwelling Prices, June 1/7 5.00 am -0.7%/mth 

JN Tankan Survey, Q2 1/7 11.50 am - 

EZ CPI, June 1/7 8.00 pm - 

US ISM Manufacturing, June 2/7 1.45 am 52.6 pts 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 24th of June 

It is a slow start to the week on the data front. Local markets will be sensitive to the global sharemarket and bond 

market gyrations, and geopolitical tensons over the week ahead.  

In terms of data, Australian retail trade data is due Wednesday. Retail trade has been incredibly strong over the first 

four months of the year. It stands 14% above its pre-pandemic trend and almost 10% above its year-ago levels. But it 

appears that spending momentum has started to ease. With consumer sentiment at very low levels and interest rates 

starting to rise, we expect retail trade fell by 1% in May.  

Turning north-west, we receive Eurozone unemployment data for May on Thursday and consumer price inflation (CPI) 

data for June on Friday. Leading indicators point to near-term tightening in the labour market, but further ahead we 

expect rising interest rates and high inflation to push the region’s unemployment rate higher. The Eurozone CPI print 

is likely to show further rises because of supply chain bottlenecks, high energy prices, and strong demand.  

In the United States, the Personal Consumption Expenditure Deflator (PCE) for May and the June ISM manufacturing 

numbers are due on Thursday and Friday, respectively. Already-released data suggest that US inflation remained high 

in May and that manufacturing conditions moderated in June. The situation highlights the balancing act that central 

banks face with high inflation rates and growth headwinds.  

Global interest rates will be sensitive to the inflation insights from both these US data releases. 
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Key Forecasts 

 

Note: events have weakened the NZD more than anticipated and could continue to do so vs. forecast in the current uncertain environment. 
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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-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-24 Mar-25

<< actual  forecast >>

GDP real - Q% -0.2 1.0 0.2 0.3 0.3 0.3 0.5 0.5

GDP real - A% 1.2 -0.1 4.1 1.3 1.8 1.1 1.6 2.1

GDP real - AA% 5.1 1.0 2.0 1.6 1.7 2.1 1.3 1.9

NZ House Prices (QV Index) - A% 11.7 4.2 -3.0 -9.1 -8.0 -6.4 2.6 7.8

CPI - Q% 1.8 1.7 1.8 1.1 0.9 0.7 0.3 0.6

CPI - A% 6.9 7.3 6.9 6.5 5.6 4.6 2.5 2.5

HLFS employment growth - Q% 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.3

HLFS employment growth - A% 2.8 2.0 0.3 0.4 0.4 0.4 0.7 1.0

Unemployment rate - %sa 3.2 3.2 3.2 3.3 3.5 3.6 4.1 4.5

    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-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZ OCR 1.00 2.00 3.00 3.50 3.50 3.50 3.25 2.25

NZ 90-day bank bill 1.61 2.80 3.20 3.60 3.60 3.60 3.30 2.35

NZ 2-year swap rate 3.28 4.50 4.55 4.55 4.55 4.55 4.25 3.85

NZ 5-year swap rate 3.40 4.50 4.55 4.55 4.55 4.50 4.35 4.15

NZ 10-year swap rate 3.38 4.50 4.55 4.55 4.55 4.50 4.40 4.25

NZ 10-year Bond 3.27 4.25 4.30 4.30 4.30 4.25 4.15 4.00

ASB foreign exchange forecasts Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.63 0.61 0.59 0.56 0.56 0.62 0.67

NZD/AUD 0.93 0.91 0.91 0.91 0.90 0.90 0.91 0.91

NZD/JPY 85 84 83 81 77 77 79 83

NZD/EUR 0.62 0.61 0.59 0.58 0.57 0.57 0.60 0.63

NZD/GBP 0.53 0.53 0.52 0.50 0.48 0.48 0.53 0.57

NZD/CNY 4.4 4.2 4.1 4.0 3.9 3.8 4.1 4.4

NZD TWI 74.8 70.2 68.7 67.1 64.5 64.4 68.7 72.6

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:nathaniel.keall@asb.co.nz
https://twitter.com/asbmarkets?lang=en

