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Delta Force

The twists and turns continue as the world
wends its way out of the COVID-19
pandemic. But overall, economic rebound
remains underway.

Positively, vaccination is proceeding at pace
around the world. But of real concern, the
Delta variant is much more forceful in
spreading, even in countries where
vaccination rates have been relatively high.
Australia’s current outbreak is a warning for
NZ of the ongoing risks to relatively
unvaccinated populations.

In NZ the challenges have turned to dealing
with inflation pressures caused by global
logistics disruption and – more persistently –
sharply growing labour shortages. As a
result of both influences, the Official Cash
Rate is set to rise from August this year.

What does this mean? Borrowers and
depositors should assess the impact rising

interest rates will have on their financial
positions. We expect the OCR will get up to
around 1.5%, which is already largely
factored into wholesale interest rates. For
borrowers the benefits of fixing interest
rates is now more about protecting from the
risk of interest rates going even higher than
that.

Businesses will need to adapt to managing
through a time of cost escalation. And much
of it is all about investing in people. Taking
good care of incumbent staff will be
important to help retain them. Businesses
will also need to be increasingly open to
training up people who have promise but
not the full suite of skills. Investing in labour-
saving technology where feasible will also
help keep the doors open and the lights on.

Nick Tuffley

Chief Economist
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Global Economic Outlook
Vaccine rollouts are continuing at uneven pace. 
Many western countries have achieved good 
progress, but vaccination rates are starting to 
level off in some places.

Much of the developing world has also been 
left behind.

The more transmissible delta COVID variant is 
proving hard to contain in many places.

Despite these headwinds, economists still 
expect strong global growth over the remainder 
of 2021 and 2022.

NZ Trading partner GDP growth is similarly 
forecast to be above average in 2021/2022.

Recent data out of the US remain particularly 
strong.

Global shipping remains deeply congested, with 
strong activity putting capacity under pressure 
and freight costs surging.
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NZ Economic Outlook
The NZ economy quickly snapped back from 
Q2 2020 lockdown. Over the first half of 
2021, the economic performance has 
continued to outperform our modest 
expectations. 

The construction sector is booming and 
grinding up against capacity constraints. 

Although closed borders weighed on the 
tourism industry over summer, this was 
more than offset by strong domestic 
spending.  

The opening of the Trans-Tasman bubble 
coincided with a  recovery in hospitality 
spending in NZ over April and May.  This 
suggests the COVID-19 outbreak in NSW 
could lead to a dip in spending in NZ over 
July and August. 

Business confidence remains buoyant, and 
points to further recovery in employment 
and investment. 
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NZ Export Outlook
Constrained supply and the ongoing global 
reopening continue to keep commodity 
prices at multi-year highs.

A slightly softer exchange rate of late is 
further boosting NZD returns.

The ASB Commodities Index (a weighted 
index of NZ’s main exports), hit an all-time 
NZD high in July and faces further upside. 

Despite widespread reports of logistics 
disruption, goods export volumes are 
proving very resilient.

All-up, NZ merchandise exports are not far 
off record highs at $60.4bn, and we expect 
them to continue trending higher.

Meanwhile, service exports remain stuck in 
the doldrums and the outlook for recovery 
remains highly uncertain, as the trans-
Tasman bubble experience shows.
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NZ Housing and Construction Outlook
House prices have lifted 30% over the past 
year, fuelled by housing shortages and low 
interest rates.

We expect the pace of sales activity and 
price appreciation to slow this year. 
Mortgage rate increases have already begun 
and we expect this to continue, adding to 
the headwinds from investor tax changes 
and rising residential housing supply.

We expect annual house price inflation to 
slow to 15% yoy by year end, cooling  
further to 2% by end 2022. The risks are to 
the topside for this year, and to the 
downside for next year. 

Housing construction demand is at a record 
high level, and the construction sector is 
acutely capacity constrained. 

Housing construction demand will ease over 
coming years as the housing shortage starts 
to close. 
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NZ Labour Market Outlook
The NZ labour market has tightened rapidly 
over the past year.  Demand for new 
employees has surged over the first half of 
2021, with the number of job ads far 
exceeding pre-COVID levels. 

However, the NZ labour supply has been 
unable to grow to meet demand, with NZ 
international border restrictions limiting net 
immigration inflows. 

The unemployment rate has now fallen back 
to pre-pandemic lows, and we expect 
further declines over the coming year. 

We expect wage growth to accelerate 
rapidly over the coming year, reflecting the 
tightening labour market conditions and 
reported difficulty of finding labour.  Annual 
wage growth is expected to be considerably 
higher than seen over the previous 10 years.  
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NZ Consumer Spending and Inflation Outlook

Consumer spending has remained robust, supported by 
strong household balance sheets, solid household 
income growth. 

Durables spending has been a notable outperformer, 
with fuel, hospitality and accommodation lagging.  We 
expect a gradual rotation towards services spending as 
the NZ and global economy adapts to COVID-19.

Strengthening labour market conditions, strong export 
commodity price returns and government increases in 
income support payments will underpin household 
incomes and maintain household spending appetites. 
This will be despite cooling housing market momentum. 

Inflation pressures were initially boosted by rising 
housing costs and increased costs of shipping, but look 
to be broadening, with wage growth set to firm.

Annual consumer price inflation is set to hit 4% in the 
second half of 2021, and remain well above 2% over the 
next few years. Annual non-tradable inflation is expected 
to remain above 3% given stretched capacity pressures.  
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NZ Interest Rates and NZD outlook

The RBNZ will start lifting the Official Cash Rate (OCR) from 
August 2021, given the improved economic outlook, high 
inflation and tight labour market conditions. 

The economic outlook no longer necessitates emergency 
policy settings, with the RBNZ halting weekly Large Scale 
Asset Purchases in July.   

We expect the RBNZ to return the OCR to pre-COVID levels 
(1%) by the end of 2021.  We forecast the OCR will settle at 
1.5%, at around neutral levels, by the end of 2022. 

The NZD/USD outlook is dominated by a stronger USD 
compared to our previous forecasts.  US economic 
outperformance appears to be driving broad-based USD 
strength.  This has seen the NZD/USD underperform 
relative to usual NZD/USD fundamentals such as 
commodity prices and relative interest rates.  

However, relative interest rate performance will continue 
to support the NZD/AUD.  The RBNZ is expected to start 
lifting the OCR in August, while the NSW COVID-19 
outbreak pushes Australia's economic recovery back.  
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Key Overseas Central Bank Views
The removal of offshore policy stimulus looks a 
little closer, now that global inflation pressures 
are expected to be a little more persistent. 

We expect the US Federal Reserve to announce  
a tapering of asset purchases in September of 
this year, earlier than previously expected. But 
with slack still evident in parts of the US labour 
market we think it will be early 2023 before the 
Fed starts lifting the Fed Funds rate. 

The Reserve Bank of Australia still intends to 
taper asset purchases from September, despite 
the current Australian COVID outbreak.  But we 
now expect the first rate hike in May 2023. 

The UK economy is bouncing back strongly. The 
Bank of England views the inflation burst as 
largely temporary and is not expected to raise 
the UK cash rate until 2023. The European 
Central Bank is expected to maintain an easing 
mindset for sometime longer. 
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Forecast Tables
ASB  NZ economic forecasts Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 1.6 0.7 0.7 0.3 -0.6 1.4 0.6 0.6

GDP real - A% 2.4 15.6 2.0 3.3 1.0 1.7 3.4 2.6

GDP real - AA% -2.3 4.0 4.5 5.5 5.2 2.0 2.3 2.6

NZ House Prices (QV Index) - A% 17.4 21.6 18.8 14.6 10.1 7.0 2.3 5.3

CPI - Q% 0.8 1.3 1.3 0.5 0.6 0.5 0.4 0.5

CPI - A% 1.5 3.3 4.0 4.0 3.8 3.0 2.1 2.3

HLFS employment growth - Q% 0.6 1.1 0.6 0.3 0.3 0.3 0.3 0.3

HLFS employment growth - A% 0.3 1.7 2.9 2.5 2.2 1.5 1.1 1.2

Unemployment rate - %sa 4.6 4.0 3.7 3.6 3.5 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 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.50 1.00 1.00 1.25 1.50 1.50

NZ 90-day bank bill 0.35 0.35 0.65 1.25 1.35 1.50 1.75 1.75

NZ 2-year swap rate 0.47 0.78 1.25 1.40 1.50 1.60 1.85 2.05

NZ 5-year swap rate 1.12 1.36 1.60 1.70 1.80 1.90 2.05 2.25

NZ 10-year swap rate 1.96 1.88 1.90 1.95 2.00 2.05 2.20 2.40

NZ 10-year Bond 1.78 1.77 1.80 1.85 1.90 1.95 2.10 2.30

ASB foreign exchange forecasts Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.70 0.69 0.67 0.68 0.69 0.72 0.72

NZD/AUD 0.92 0.93 0.93 0.92 0.94 0.92 0.92 0.92

NZD/JPY 77 77 78 76 79 81 85 85

NZD/EUR 0.60 0.59 0.59 0.59 0.61 0.61 0.60 0.55

NZD/GBP 0.51 0.51 0.51 0.50 0.50 0.51 0.51 0.51

NZD/CNY 4.6 4.5 4.5 4.4 4.4 4.4 4.5 4.5

NZD TWI 73.9 73.7 73.2 71.3 72.8 73.0 74.4 73.8
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Additional Charts
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Business Confidence



14

Employment
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NZ Retail Spending and Consumer Confidence
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Housing and construction
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NZ Export and Import Commodity Prices
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Financial Markets Recent Trends
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Disclaimer
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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 
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