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Waiting for the jab

Welcome to our new-look quarterly, which
we have designed to make it easy to jump to
your main areas of interest and quickly
update yourself.

Countries’ economic fortunes this year and
next will be heavily influenced by how
swiftly populations get vaccinated against
COVID-19 and start to allow freer movement
both within their borders and across them.
The US and UK, both well advanced in
vaccination, will be guinea pigs for how
achievable herd immunity is and how
effective vaccines will be in the face of fresh
mutations.

NZ has been fortunate in already enjoying
free movement within NZ, but a relatively
slow pace of vaccination means any
significant border relaxation is a 2022 story.
Consequently, 2021 growth will remain

constrained, around a 1.5-2% annual trend
until population growth and income from
foreign visitors both lift noticeably.

Housing is a key topic of interest for all and
sundry. In the wake of the Government’s tax
changes that target investors, we expect
house price growth to cool off much more
rapidly than it was set to. But we don’t
envisage any price falls of any significance –
the market’s foundations remain solid.

And the inflation winds are blowing. Global
supply chain snarl-ups are adding to costs.
Wages are accelerating. Inflation will be
firmly above 2% for the foreseeable future,
one reason why the Official Cash Rate is
likely to start rising mid-next year.

Nick Tuffley
Chief Economist
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Global Economic Outlook
Vaccine rollouts are proceeding at pace, 
albeit unevenly. Restrictions are gradually 
being lifted in many parts of the world.

Global growth forecasts have been revised 
up yet again over recent months.

Still, post-pandemic growth is expected to 
be highly uneven – US and China looking 
strong, the EU less so.

All-up, NZ Trading partner GDP growth is 
forecast to be above average in 2021/2022.

Increasing optimism, the easing in 
restrictions and strengthening demand is 
pushing up global prices for most 
commodities. 

Global shipping demand is surging, pushing 
up freight costs given constrained supply. 
Ships are travelling off schedule and 
sometimes bypassing NZ given its isolation.
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NZ Economic Outlook
The NZ economy quickly snapped back from 
Q2 2020 lockdown. Over 2021, the 
economic performance will be uneven 
across different sectors of the economy. 

Closed borders weighed on the tourism 
industry over summer.

Meanwhile, domestic demand is robust but 
the booming construction sector is capacity 
constrained. 

Business confidence remains buoyant and 
points to steady recovery in employment 
and investment appetites. 

Investment appetites have improved 
considerably, while a tight labour market 
should encourage investment demand.  

Credit demand is slowing lifting. 
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NZ Export Outlook
Most NZ export commodity prices lifted 
strongly over early 2021. The USD ASB 
Commodities Index is near record highs, 
supporting NZ’s high terms of trade.

Constrained supply and recovering demand 
are driving the trend. Huge gains for dairy 
and fruit prices over recent months. Further 
upside likely for meat and forestry prices.

Logistics disruption is increasingly the big 
headwind for exporters, though the higher 
NZD is also crimping some returns.

We expect exports of services to remain low 
due to border closures.

Gains from the recent trans-Tasman bubble 
are likely to be welcome, but relatively 
modest.

We expect a relatively quick recovery in 
broader travel demand, but uncertainty 
remains high.
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NZ Housing and Construction Outlook
House prices have lifted 27% 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. 
Government tax changes will slow investor 
demand, adding to the headwinds from 
stretched affordability and a levelling off in 
mortgage rate declines. 

We expect annual house price inflation to 
slow to 10% yoy by year end, with a further 
cooling to 5% by end 2022. The risks, if 
anything, are to the topside.  

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 labour market held up well during the 
lockdown, with jobs supported by the wage 
subsidy programme. 

The unemployment rate peaked at 5.2% in 
Q3 2020, from 4% prior to the pandemic.  
We expect the unemployment rate to 
gradually fall over 2021 and 2022. 

Labour demand is mixed across industries.  
But for those sectors performing well, skill 
shortages have become acute.  It takes time 
to train new employees and closed borders 
are preventing employers importing skilled 
labour.

We expect wage growth to accelerate over 
the coming year, reflecting the tightening 
labour market conditions and reported 
difficulty 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 confidence has gradually picked up 
over recent months. 

Retail spending shows most areas have seen 
household demand recover to pre-pandemic 
levels, except for hospitality, accommodation 
and fuel retail.  

Strengthening labour market conditions will 
support stronger income growth and household 
spending appetites.  The risk is stronger incomes 
are spent on holidays offshore as borders 
gradually open, rather than in NZ. 

Consumer price inflation is set to end this year at 
close to 3% and then ease towards the midpoint 
of the RBNZ’s 1-3% target band.  

Inflation pressures initially underpinned by rising 
housing costs and increased cost of shipping. 
Wage growth is expected to firm thereafter.
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NZ Interest Rates and NZD outlook

RBNZ to leave Official Cash Rate (OCR) on 
hold at 0.25% until May 2022.   

The RBNZ will likely withdraw stimulus 
cautiously, with just 0.5pp increase in the 
OCR per year.  The OCR to settle at 1.25% by 
early 2024, at around neutral levels. 

Longer-term NZ yields are expected to 
continue to lift ahead of RBNZ tightening but 
peak at historically low levels.

NZD/USD outlook supported by recovering 
global sentiment.  Increased investor 
confidence in the global economic outlook is 
driving a shift towards the commodity 
currencies and away from safe-haven 
currencies such as the USD and JPY. 

NZD/AUD is currently at the bottom of its 4-
year range.  We see scope for NZD 
underperformance to unwind over 2022. 
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Key Overseas Central Bank Views
In general, offshore central banks remain 
cautious, refusing to kowtow to market pricing 
of earlier stimulus withdrawal.

The Federal Reserve is the lynch pin, and 
continues to buy $120b of assets a month 
under QE. Only a small minority of FOMC 
members are calling for a tapering in QE, but 
we think a tapering will occur in Q4 2021. 

We expect the Reserve Bank of Australia to 
start easing up on stimulus later this year. Yield 
curve control will start to wind down, and QE 
purchases will be reduced from A$100b to 
A$50b. 

The UK economy is booming thanks to rapid 
vaccinations. The Bank of England has tapered 
its asset purchases. We expect the current QE 
target and 0.1% bank rate to be maintained 
through 2021. We expect the European Central 
Bank to maintain accommodative monetary 
policy.
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Forecast Tables
ASB  economic forecasts Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23 Mar-24

<< actual  forecast >>

NZ GDP real A A % -3.0 -2.8 3.3 3.7 4.4 4.4 2.5 2.9

private consumption AA% -1.8 -1.8 4.3 4.3 4.0 3.9 2.7 3.2

dwel l ing construction AA% -4.4 1.2 16.8 14.8 11.4 5.1 -1.4 0.7

other investment AA% -8.9 -9.1 0.4 1.4 3.9 4.8 4.3 7.0

exports AA% -12.1 -14.4 -8.0 -2.7 3.4 8.6 7.8 7.1

imports AA% -16.3 -17.3 -6.8 1.3 6.5 9.3 6.8 8.0

NZ GDP real A% -0.9 0.6 14.7 1.5 1.9 0.6 4.7 2.7

NZ GDP real Q% -1.0 0.3 1.4 0.8 -0.6 -1.0 0.5 0.6

NZ CPI Q% 0.5 0.8 0.7 0.8 0.6 0.6 0.5 0.5

NZ CPI A % 1.4 1.5 2.7 2.9 3.0 2.8 2.1 2.1

NZ house prices  (QV index) A% 15.4 17.4 19.3 14.9 9.7 5.4 5.1 5.3

NZ unemployment (sa%) Qtr 4.9 4.7 4.7 4.7 4.7 4.7 4.0 4.0

NZ private sector wages  (LCI) A% 1.6 1.6 2.1 2.1 2.3 2.4 2.3 2.6

ASB interest rate forecasts Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ cash rate target 0.25 0.25 0.25 0.25 0.25 0.25 0.75 1.25

NZ 90-day bank bi l l 0.27 0.35 0.35 0.35 0.35 0.55 1.10 1.50

NZ 2-year swap rate 0.28 0.47 0.60 0.65 0.70 0.80 1.20 1.50

NZ 10-year govt bond 0.99 1.78 1.85 1.90 1.95 2.00 2.2 2.40

ASB foreign exchange forecasts

(end of quarter)

USD per NZD 0.72 0.70 0.73 0.74 0.74 0.74 0.73 0.73

GBP per NZD 0.53 0.51 0.51 0.51 0.51 0.50 0.48 0.48

AUD per NZD 0.94 0.92 0.91 0.89 0.91 0.94 0.95 0.95

JPY per NZD 74.5 77.3 80.3 82.5 83.6 84.7 88.0 88.0

EUR per NZD 0.59 0.60 0.59 0.59 0.58 0.57 0.54 0.54

CNY per NZD 4.7 4.6 4.7 4.7 4.7 4.7 4.5 4.5

TWI - 17 country 75.1 73.9 75.2 75.4 75.5 75.5 74.6 74.6
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Additional Charts
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Business Confidence
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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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