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Living la Vida COVID
With the delta variant of COVID-19 breaking
out into the community back in August, NZ is
now in a two-phase process of learning to
deal with the ongoing presence of COVID-19.

The first phase remains the short-term pain
of trying to manage the impact of COVID-19
spreading around the country. Auckland has
been the dam holding back the tide.
Vaccination and the Traffic Light System (TLS)
will take up the load from December. It will
be uncertain over summer how our health
system copes, so brace for that uncertainty.

Once the first wave of COVID has passed, life
will be more settled. Lighter restrictions will
be used to contain the COVID load on the
health system. Life and commerce will once
more be relatively free, and broad economic
recovery will get underway. Nevertheless,
there will be a degree of economic scarring,
particularly in hospitality, entertainment,
and other services requiring close contact.

There may initially be some caution in those
regions not yet used to COVID’s presence.
We don’t envisage GDP getting back to its
mid-2021 size until mid-2022.

Perhaps incongruously, this transition and
rebound will happen even as interest rates
rise. The pandemic has created shortages of
goods and stretched the global supply chain,
pushing up the cost of landing goods in NZ.
Wage pressures are also picking up amidst a
high degree of labour market tightness,
which is being accentuated by continued
border restrictions.

2022 will have its share of challenges, and
probably a tough start. But the year should
finish with NZ stronger and in a far more
resilient place to cope with the ongoing
pandemic.

Nick Tuffley

Chief Economist
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Global Economic Outlook
The global vaccination rollout continued 
unevenly over Q3, but the Delta variant is 
proving hard to get a grip on and vaccination 
levels have levelled off in parts of the world. 

Countries diverging in pandemic management: 
laissez-faire in Australia and the UK; mixed in 
the US and Europe; and stringent in China.

Freight costs are still surging, with shipping 
deeply capacity constrained.

Surging freight costs, and global labour market 
disruption have pushed inflationary pressures 
to multi-year highs in the developed world.

Stagflation fears, central bank tightening and 
ongoing COVID challenges have triggered 
periodic bouts of risk aversion and seen the IMF
moderate its growth forecasts. 

Despite those headwinds, global growth is 
projected to remain above-trend over 2021/22.

https://www.theguardian.com/business/2021/oct/05/imf-cuts-global-economic-forecast-as-pandemic-hobbles-growth
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NZ Economic Outlook
The NZ community outbreak of the Delta 
variant in mid-August has disrupted NZ’s 
strong economic performance over the past 
year.  The NZ economy may not recover from 
the most recent lockdown as quickly and 
strongly as the early 2020 experience.  The 
prolonged Auckland lockdown is likely to 
have some lasting damage on activity.   

However, the opening of the Auckland 
border from December 15 and the shift to 
the more ‘risk-based’ Traffic Light System for 
managing COVID-19 in the community look 
to be useful steps forward.

Despite the recent COVID-19 outbreak, 
business confidence remains surprisingly 
buoyant, and points to continued strong 
demand for employment and investment. 

NZ’s relatively high vaccination uptake is 
promising for the recovery over 2022. 
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NZ Export Outlook
USD commodity prices continue to oscillate 
around seven- or eight-year highs. A 
favourable exchange rate is providing further 
boost to NZ export returns.

The ASB Commodities Index hit a new NZ 
record high in October, supported by strong 
dairy and meat prices.

Reports of logistics disruption and 
constrained shipping capacity holding back 
international trade remain widespread.

Despite that, NZ trade volumes are proving 
resilient. Annual export and annual import 
goods values hitting an all-time high as at 
the end of September.

Meanwhile, service exports remain stuck in 
the doldrums and the outlook for recovery 
remains highly uncertain. We expect the NZ 
border to start opening incrementally in H1 
2022.
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NZ Housing and Construction Outlook
The annual pace of house price inflation is 
currently running at around 30% yoy. We see 
this slowing to 25% by end 2021 and 2.5% by 
end 2022. Our Home Economics updates 
provide more detail on our housing views. 

We’re now seeing increasing evidence of 
momentum cooling. Lending to the sector 
has cooled from its prior break-neck pace. 
The pace of turnover has also eased up, 
aided by the shift up in alert levels in parts 
of the country. Most importantly, mortgage 
rates are now rising rapidly and we expect 
further lifts ahead. 

Housing construction demand is at a record 
high levels.  Recent changes to housing 
density rules may also support housing 
construction. However, a slowing housing 
market and the sharp reduction in NZ’s 
housing shortage over the past year points 
to a fall in housing construction over the 
medium term.  

https://www.asb.co.nz/documents/economic-research/home-economics.html
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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. 

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 3.4%, matching the pre-GFC low. Despite 
the economic disruption from the Delta 
outbreak, we expect the labour market to 
remain strong. 

We expect wage growth to lift strongly over 
the coming year, reflecting the tightening 
labour market conditions and the higher 
cost of living.  Annual wage growth is 
expected to be considerably higher than 
seen over the previous 10 years.  
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NZ Consumer Spending Outlook
Non-essential retail was hit by the mid-
August lockdowns.  The subsequent rebound 
in consumer spending is likely to be more 
gradual compared to the mid-2020 rebound. 
The more gradual relaxation of COVID-19 
restrictions (notably in Auckland) will drag 
on hospitality, while broader retail is 
weighed by global stock shortages, higher 
retail prices and rising interest rates. 

Consumer spending growth over 2022 is 
expected to remain moderate, but uneven.  

Slow population growth and rising interest 
rates will act as headwinds to retail growth. 
However, durables spending should continue 
to outperform as housing construction 
remains strong.

Ongoing social distancing and border 
restrictions will see services (e.g. hospitality 
and accommodation) spending lag.  
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NZ Inflation Outlook
Inflationary pressures have intensified.  CPI 
inflation was much stronger than expected 
over the September quarter, and we now 
expect CPI inflation to peak higher and 
remain more persistent than previously 
forecast. 

Higher costs for freight, oil/materials and 
rising housing costs will boost short-term 
inflation. 

Meanwhile, stretched capacity and rising 
wages will also drive a more persistent uplift 
in core inflation. 

Annual consumer price inflation is set to 
approach 6% by late 2021/early 2022 and 
likely remain above 3% into 2023.  

Annual non-tradable inflation is expected to 
remain well above 3% over the forecast 
period. 



10

NZ Interest Rates and NZD outlook
ASB expects the RBNZ to deliver a series of 
25bp hikes over the coming year, with the 
OCR to peak at 2% by late 2022, slightly 
above neutral levels. The risk is that the 
RBNZ hikes more quickly and by more.

Other NZ interest rates have already lifted in 
response to the higher OCR outlook, higher 
inflation and reducing monetary policy 
stimulus offshore.  There is still upside risk to 
NZ rates, but they are still expected to peak 
at historically low levels this cycle.  

Despite the generally strong USD, the NZD 
has been supported by sizeable interest rate 
differentials in its favour and strong export 
commodity prices. 

FOMC and RBA rate hikes from late 2022 will 
erode some of NZ’s sizeable interest rate 
differentials. However, strengthening  global 
demand will likely weigh on the USD, and 
support the NZD. 
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Key Overseas Central Bank Views
The past three months has seen global central 
banks continue to back away from the ‘inflation 
is temporary’ mantra. Consequently, tightening 
expectations have been almost universally 
brought forward. 

The US Federal Reserve laid out plans to taper 
asset purchases by US$15b starting this month. 
We expect tapering to have run its course by 
June 2022 and for the FOMC to start lifting the 
Fed Funds rate in September 2022. 

The Reserve Bank of Australia ditched its 2024 
cash rate guidance and 0.1% yield target. We 
expect the RBA’s bond buying programme to 
end in May 2022 and for the cash rate to be 
lifted soon after in November 2022. 

The Bank of England has left the door open to 
a cash rate hike this year. While, the contrast to 
continental Europe remains, with the ECB
expected to maintain easy policy into 2023. 
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Forecast Tables
ASB  NZ economic forecasts Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 2.8 -7.0 5.0 1.4 1.7 1.4 0.4 0.7

GDP real - A% 17.4 -4.1 1.8 1.8 0.7 9.8 3.9 2.4

GDP real - AA% 5.1 3.7 4.1 3.8 0.0 3.4 4.8 2.2

NZ House Prices (QV Index) - A% 28.2 28.2 24.5 17.1 10.9 6.0 2.6 6.8

CPI - Q% 1.3 2.2 1.4 0.8 0.7 1.1 0.5 0.5

CPI - A% 3.3 4.9 5.9 5.8 5.2 4.1 2.9 2.5

HLFS employment growth - Q% 1.0 2.0 -0.5 0.3 0.3 0.5 0.2 0.3

HLFS employment growth - A% 1.6 4.3 3.1 2.8 2.1 0.7 1.4 1.0

Unemployment rate - %sa 4.0 3.4 3.7 3.6 3.6 3.4 3.4 3.6

    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 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.25 0.75 1.00 1.50 1.75 2.00 2.00

NZ 90-day bank bill 0.35 0.65 1.00 1.25 1.75 2.00 2.25 2.25

NZ 2-year swap rate 0.78 1.42 2.40 2.45 2.50 2.55 2.65 2.80

NZ 5-year swap rate 1.36 1.87 2.70 2.75 2.80 2.85 2.95 3.05

NZ 10-year swap rate 1.88 2.24 2.80 2.85 2.90 2.95 3.05 3.15

NZ 10-year Bond 1.77 1.97 2.65 2.70 2.75 2.80 2.90 3.00

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

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.69 0.70 0.71 0.73 0.74 0.73 0.73

NZD/AUD 0.93 0.96 0.97 0.96 0.96 0.95 0.94 0.94

NZD/JPY 77 77 80 82 86 88 88 88

NZD/EUR 0.59 0.59 0.62 0.62 0.63 0.63 0.60 0.56

NZD/GBP 0.51 0.51 0.52 0.53 0.54 0.54 0.51 0.50

NZD/CNY 4.5 4.4 4.5 4.5 4.6 4.6 4.5 4.5

NZD TWI 73.7 73.7 75.1 75.5 76.9 77.2 75.5 74.9
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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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Disclaimer
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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. 
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