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Aftermathematics  
Last week’s RBNZ meeting wasn’t quite the drab affair most anticipated. It wasn’t that the RBNZ materially changed its 

economic view of the world. It was more that it felt the downside risks surrounding the outlook had sufficiently 

receded to both (a) drop its easing bias, and (b) display a forecast interest rate track that had the Official Cash Rate 

rising 150bps, from 0.25% in mid-2022 to 1.75% in mid-2024. 

It’s important to remember that the RBNZ’s published interest rate forecast is not a promise to follow through. All of 

the Bank’s forecasts are conditional. They can be quickly shelved if things don’t turn out as planned. And let’s not 

forget there have been plenty of cases, even in the past five years, where best laid plans have had to be changed. 

Twelve months is a long time in the post-COVID era. 

Still, in the here and now, the outlook continues to improve. 

We’d been mulling the risk our prior view of an August 2022 

start to the RBNZ tightening cycle might have to be brought 

forward. And the clear intent and signalling of the RBNZ last 

week was catalyst enough for us to do so, and we shifted our 

forecast for the first 25bps rate rise to May (full write-up here).  

Supporting our new stance is the fact that we already see things 

turning out a bit stronger than the RBNZ’s (updated) forecasts. 

Importantly, we don’t share the RBNZ’s view that the coming 

inflation spike will be largely transitory (see chart). And we also 

believe the Bank could be surprised by the strength of the 

labour market. We expect the unemployment rate to fall to 4% by the end of 2022. The Bank has 4.6%. Recent 

employment partials have, if anything, come in on the stronger side of our expectations.    

So, what are the implications of all this? Here’s our quick take on the aftermathematics: 

• Higher wholesale interest rates. We’ve nudged up our swap forecasts by 10-30bps. See our forecast tables.  

• Related to this, we’re now more convinced we’re past the lows in mortgage rates. Our forecasts suggest some 

modest upward pressure on all but the near-term mortgage rates over the rest of the year.  

• This supports our view the pace of house price increases will slow down over the second half of the year.  

• There’s more upside for the NZ dollar. Admittedly, our constructive NZD view is mostly linked to the global 

reflation trade and higher NZ commodity prices. But the fact the RBNZ is comfortable being perceived as one of 

the first central banks likely to lift rates (joining the Bank of England and Bank of Canada) will add to NZD demand. 

mike.jones@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-review-may21.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-loan-rate-report/home-loan-rate-report-May-2021.pdf
mailto:mike.jones@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 0.7246 0.7166 0.7247 0.6207 FLAT 0.7200  0.7400  

NZD/AUD 0.9395 0.9270 0.9315 0.9334 FLAT 0.9300  0.9500  

NZD/JPY 79.62 77.98 78.85 66.53  FLAT 78.50  81.20  

NZD/EUR 0.5643 0.5882 0.5980 0.5591 FLAT 0.5870  0.6100  

NZD/GBP 0.5108 0.5065 0.5197 0.5026 FLAT 0.5030 0.5250  

TWI 75.2 74.4 75.2 69.80 FLAT 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 is up against all of the major crosses compared to a week ago, with a strong lift last Wednesday in response 

to the Reserve Bank of New Zealand’s (RBNZ) OCR Review.  The RBNZ surprised markets by its less dovish economic 

assessment.  The RBNZ dropped any mention of further OCR cuts and published an OCR forecast track, signalling OCR 

hikes from the second half of 2022, with the OCR hitting 1.75% by mid-2024.   

Over the rest of the week, the NZD has held onto its gains against the AUD and continues to sit above 0.9400.  

Meanwhile, after climbing above 73 US cents immediately post the RBNZ statement, the NZD had unwound some of 

the lift and is back to around 0.7250, a shade above pre MPS levels.  

The RBNZ was not the only central bank to sound less dovish last week, with the GBP outperforming on Thursday 

night after Bank of England (BoE) Monetary Policy Committee member Vlieghe outlined an economic (upside) 

scenario which could see the BoE hiking rates next year. In contrast, the members of the Federal Reserve (Governors 

Bostic, Bullard and Brainard, Fed Vice Chair Clarida) stuck closely to the script, reiterating they all expect this year’s lift 

in inflation pressures as being transitory and noting inflation expectations remain well anchored.  This consistent 

message has kept US interest rate expectations and the USD anchored.  The USD spiked on Friday night after stronger-

than-expected US PCE inflation data for April, but lift was short lived.  

It is a quiet start to a what is likely to be a quiet week, with thin liquidity, with both US and UK financial markets closed 

on Monday due to public holidays.  The week ahead in NZ sees a bunch of 2nd and 3rd tier economic data released, so 

the focus shifts to Australia with the Reserve Bank of Australia (RBA) announcement on Tuesday and Australia’s Q1 

GDP estimate on Wednesday.  Our expectation is there will be no change in settings from the RBA, which should see 

the NZD/AUD hold onto last week’s gains.  Our CBA colleagues in Australia do not expect to see a change in tone from 

the RBA until the July meeting.  A strong Q1 Australian GDP print should be supportive for Australian yields and the 

AUD, with the NZD likely firming against other non-AUD crosses. Meanwhile, brace for some event risk around 

Wednesday’s Australian Q1 GDP, we expect to see another solid lift in economic activity.   jane.turner@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

mailto:jane.turner@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 0.33 0.32 0.36 0.26  UNCH UP 

2-year swap 0.60 0.53 0.47 0.23 UP UP 

5-year swap 1.34 1.19 1.07 0.35 UP UP 

10-year swap 2.00 1.92 1.83 0.73  UP UP 

10-year govt bond yield 1.86 1.82 1.65 0.83  UP UP 

Curve Slope (2s10s swaps) 1.41 1.39 1.36 0.51  UNCH DOWN 

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

Market Recap 

Local yields start the week higher, largely holding onto gains following last Wednesday’s somewhat hawkish RBNZ 

MPS policy assessment. We had previously flagged the risk of higher NZ rates, but were still surprised by the explicit 

shift in tone. The RBNZ acknowledged the improved outlook, effectively ruled out further OCR cuts, and reintroduced 

a published interest rate track showing 150bps of OCR hikes through to mid-2024. NZ swap yields subsequently 

jumped 7-15bps, with more sizeable rises in the belly of the curve (2s5s rose 10bps to 75bps, the steepest since 2013). 

Subsequent comments by RBNZ Governor Orr flagged mid to late 2022 as the date for when monetary conditions will 

be tightened. ASB has bought forward its expected timing of OCR hikes by 3 months to May 2022. Global yields were 

largely range bound over the week. There was only a fleeting impact from stronger-than-expected US core PCE 

inflation (3.1% yoy), along with comments by Fed 2021 voters Clarida and Quarles alluding to discussions on Fed 

tapering in coming meetings.  

Near-term interest rate outlook 

Interest rate markets now have a 25bp OCR hike close to fully priced in by mid-2021 and around 50bps of hikes priced 

in by the end of next year. This is aligned with our OCR view. NZ yields are expected to grind higher as markets 

continue to factor in the eventual normalisation of interest rate settings. Signs of sustained uplift in cost and pricing 

metrics from the ANZ Business Outlook could push local yields higher. Partial data for Q1 GDP (Terms of Trade, Work 

Put in place) will likely highlight the resilience of the NZ economy and upside risk to the RBNZ’s -0.6% Q1 pick for GDP.  

Although yields are biased higher in the short-term, there is the risk that NZ interest rates overshoot, providing 

opportunities to eventually take receive-side positions. Fundamental to this is our view that the NZ economy will 

struggle to cope with 150bps of OCR hikes and we believe the OCR will likely end up closer to 1.25% by late 2023/early 

2024. Even though the RBNZ acknowledged that cumulative purchases under the LSAP could not hit the $100bn mid-

2022 limit, the $350m in purchases this week should weigh on yields at the margin.  

Global yields could firm as the global data pulse (global PMIs/PSIs, US ISM, US payrolls) is expected to be robust and 

show rising cost pressures. Our CBA colleagues expect a solid 1.2% Q1 rise in Australian GDP. With the RBA having 

deferred decisions on its yield curve control target and the size of the next round of QE till July, tomorrow’s policy 

decision should elicit little market reaction, although the tome of the policy assessment should be more positive. 

 

Medium-term outlook 

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

2022. Before then yields are biased higher. The OCR is expected to peak at a historically low 1.25% in March 2024, and 

our bias is for yields to remain capped at historically low levels with a flatter yield curve. mark.smith4@asb.co.nz 
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Domestic events 

Data Date Time  

(NZT) 

Market ASB  

ANZ business outlook survey, May, Own Activity 31/05 1:00 pm - - 

Building Consents, April, % mom 01/06 10:45 am - - 

Terms of Trade, % qoq, Q1 02/06 10:45am - -0.3% 

Building Work Put in Place, volumes, Q4, % qoq 04/06 10:45 am - 2.8% 

 

We expect NZ’s goods Terms of Trade (ToT) to hover close to record highs (-0.3%) in the March quarter, with modest 

gains for both import (+0.5%) and export prices (+0.2%). Prices for NZ’s key exported commodities have risen sharply 

over recent months, but we expect it will take another quarter or so before those gains are reflected in the data. We 

will be looking at import price data over the next few quarters for signs of supply chain disruptions that will boost NZ 

inflation, albeit temporarily. New Zealand’s Terms of Trade are expected to remain historically high and will continue 

to act as a support for the broader recovery. 

The ANZ Business Outlook survey shows firms’ confidence in the outlook for their own activity lifted strongly in early 

May.  Indicators in the ANZ survey continue to suggest the NZ economy is on track to continue its recovery over the 

first half of 2021.  Meanwhile, cost pressures continue to push pricing intentions higher.  The key concern among 

economists, markets and policy makers going forward will be if elevated price pressures become persistent or remain 

transitory. 

Residential building consents have remained elevated over the early 

months of 2021, although the number of consents issued have edged 

back from its December 2020 peak.  Home building demand remains 

supported by firm housing market activity, record low mortgage 

interest rates and chronic housing shortages across New Zealand.  

There is some near-term uncertainty around the house building 

outlook as we wait for the Government to decide if new builds should 

be exempt from recent residential property investment tax changes. 

We expect Q1 building activity (building work put in place) to lift 

2.8% - bouncing back from the previous quarter’s 1.5% fall.  

Residential building consents point to a stronger lift, but we believe 

capacity constraints in the construction sector likely limited the ability 

of the sector to grow to meet this demand.  We expect at 2% lift in 

residential building activity and a 4% lift in non-residential building 

activity. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

Australia Building Approvals, April, %mom 01/06 1:30 pm -0.5 

Australia Balance of Payments, Q1, $Abn 01/06 1:30 pm 17.7 

RBA June Board Meeting 01/06 4:30 pm - 

Eurozone CPI, May, %yoy 01/06 9:00 pm - 

Australia GDP, Q1, %qoq 02/06 1:30 pm 1.2 

US ISM Manufacturing Index, May, points 02/06 2:00 am 60 

Australia Trade Balance, April, $Abn 03/06 1:30 pm 10 

Australia Retail Trade, April, %mom  03/06 1:30 pm 1.1 

US Non-farm Payrolls, May, 000s 03/06 12:30 am 650 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 28 May at 12:13 pm 

We expect a fall in Australian building approvals in April following a surge last month driven by multi units.  The 

HomeBuilder grant scheme expired in mid-April so approvals for detached houses are likely to drop back in the 

coming months. 

We expect another Australian current account surplus in Q1 of $A17.7bn or 3.4% of GDP thanks to a solid trade 

surplus.  Exports have been boosted by very strong commodity prices, particularly iron ore. The volume of exports and 

imports are what matters for real GDP.  We expect to see a fall in export volumes and a lift in imports.  As a result, we 

expect net exports to detract 1.4ppts from Q1 21 GDP. 

The next decisions for the Reserve Bank of Australia (RBA) will be whether to continue to target the April 2024 bond 

or whether to switch to the November 2024 bond and whether to extend the asset purchase program.  The RBA has 

flagged that these decisions will be announced at the July Board meeting.  As a result, the June meeting should be 

fairly quiet with no changes made to monetary policy settings.  Note that CBA expect the RBA keep the yield curve 

target pegged to the April 2024 bond and to extend the asset purchase program by another $A50bn over six months. 

We expect Australia’s Q1 real GDP to lift by 1.2% although we will refine our estimates as the rest of the partial data 

comes in.  A rise in line with our forecast will take quarterly GDP to a little above where it was pre-COVID.  We expect 

all the major components of domestic demand to contribute to GDP growth this quarter. 

Partial data is pointing to a very large $A10bn Australian trade surplus in April. We expect about a 10% lift in exports 

courtesy of high commodity prices and a 4% fall in imports. 

The preliminary estimate of Australian retail trade for April showed a solid 1.1% lift in spending.   

Headline Eurozone CPI inflation accelerated at an annual pace of 1.6% in April, the most in two years driven by higher 

energy prices. The European Central Bank projects inflation to average 1.5% in 2021 and peak at 2% in the fourth 

quarter of the year. 

We forecast the US ISM manufacturing index stabilised at elevated levels in May.  On balance, already-released 

regional manufacturing surveys dipped slightly in May.  Nevertheless, a reading around 60pts still points to significant 

momentum in the US manufacturing sector. 

The continuing decline in US initial jobless claims suggests the recovery in the US labour market continued in May.  

We expect 650,000 new jobs were added, after the weaker-than-expected April reading.  A strong lift in employment 

can drive the unemployment rate lower to 5.9%.  The risk is that a stronger labour market encourages people back 

into the labour force and slows the decline in the unemployment rate.  Finally, we forecast muted wage growth of 

around 0.2%mom. 



  

 

Economic Weekly |  31 May 2021  |  Page 6 

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 0.3 1.4 0.8 -0.6 -1.0 0.5

GDP real - A% -0.9 0.6 14.7 1.5 1.9 0.6 4.7

GDP real - AA% -3.0 -2.8 3.3 3.7 4.4 4.4 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 0.7 0.8 0.6 0.6 0.5

CPI - A% 1.4 1.5 2.7 2.9 3.0 2.8 2.1

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

HLFS employment growth - A% 0.8 0.3 0.7 1.7 1.4 1.1 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 0.55 1.10

NZ 2-year swap rate 0.28 0.47 0.60 0.65 0.70 0.80 1.20

NZ 5-year swap rate 0.54 1.12 1.30 1.35 1.40 1.45 1.65

NZ 10-year swap rate 0.98 1.96 2.00 2.05 2.10 2.15 2.35

NZ 10-year Bond 0.99 1.78 1.85 1.90 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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