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Journeying through the Alphabet
At the moment, each Quarterly Forecast
feels like it is an episode of Sesame Street:
brought to you by the (Greek) letter [Χ]. The
threat from the Delta COVID variant is
ebbing and Omicron is taking hold instead.

The Government is now relying primarily on
high vaccination coverage and the Red
setting to slow the spread of the highly-
infectious Omicron variant. So the economic
impacts from this outbreak will come from
impacts on the workforce (sickness, isolation
requirements) and our collective individual
decisions about what exposure risks we are
prepared to take (such as dining out,
shopping in person, mingling with friends).

Responses to any future COVID outbreaks
are likely to be similar: less government
prescription, largely leaving organisations
and people to adapt to the lethality and
infectiousness of whatever comes NZ’s way.

The experiences in Australia suggest the
economic impacts of the Omicron outbreak
should be far less than during NZ’s long 2020
and 2021 lockdowns (though far more
people will get sick). But the outbreak will
again put strain on those sectors that have
borne the brunt of the pandemic: hospitality,
events, and close-contact services. All
businesses (particularly SMEs) need to plan
on how to manage through potential staff
absences and changed customer behaviour.

The background, beyond short-term
Omicron disruption, remains one of supply
chain challenges, labour shortages, inflation
pressures and rising interest rates (we expect
the OCR to reach 2.75%). These influences
will persist, and the sooner businesses and
economic policy adjust the smoother the
journey will be.

Nick Tuffley, Chief Economist
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Global Economic Outlook
COVID concerns: the latest Omicron variant appears 
less severe, but more contagious. Global vaccination 
rollouts continue at varying rates, with differences in 
managing the pandemic

Global shipping remains severely capacity 
constrained, with global logistics challenges still 
troublesome and freight costs elevated. Oil prices 
are lurking around seven-year highs

Inflationary pressures are at multi-decade highs in 
many OECD economies, including the US, Canada, 
the Eurozone and UK. Labour markets have also 
tightened. This has generally seen overseas central 
banks hike policy rates or signal pending increases 

Geopolitical tensions, rising interest rates, and 
imminent central bank tightening, as well as the 
ongoing COVID challenges, have triggered periodic 
bouts of risk aversion in financial markets 

Global growth is expected to moderate from 5.9% in 
2021 to a still-brisk rate of 4.4% in 2022, and 3.8% in 
2023 (IMF World Economic Outlook)
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NZ Economic Outlook
The NZ economy shrunk 3.7% over Q3 2021 (thanks 
to Delta), but activity looks to have largely recovered 
that ground over Q4

We expect a relatively modest and short-lived 
impact from the Omicron outbreak over 2022, with a 
tick-up in volatility

The resilience demonstrated by the economy thus 
far has been impressive, but headwinds are building. 
We expect growth to moderate over 2022

Enduring capacity pressures loom as a constraint on 
growth, driven both by shortages of labour and 
materials

Household sector demand looks set to shift down a 
gear over 2022

There’s a need for economic rebalancing over 2022, 
with room for more business investment to alleviate 
capacity constraints and for export activity to 
strengthen
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NZ Export Outlook
NZ commodity export prices remain near seven- or 
eight-year highs in USD terms, led by the continuing 
strength in dairy prices

The ASB Commodities Index hit a new NZD record 
high in February,  helped by the strong USD

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

Both logistics disruptions and softer local production 
are crimping export volumes, but we expect higher 
commodity prices will support producer incomes

Services exports are set to swiftly recover from the 
beginning of Q2 2022 onwards as the New Zealand 
border begins its staggered reopening. However, 
exports from this sector are unlikely to return to pre-
COVID levels for quite some time
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NZ Housing Outlook
The pace of annual house price inflation is slowing 
down and we see this continuing 

We’ve tabbed down our forecast for annual house 
price inflation to -6% in the year to December 2022, 
from -3% previously

Steep increases in mortgage rates and generally 
tighter credit conditions are combining to cool 
previously rampant housing demand 

At the same, the supply response finally appears to 
be here. Residential construction is booming and 
new listings are trending higher. This slackening in 
the market’s supply/demand balance is eroding 
support for ongoing house price increases

Still, rather than a correction, we’d characterise our 
house price view as a ‘pressure release’ from an 
overheated market. Strong labour market incomes 
and a likely re-start of inward migration remain 
important supports for house prices
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NZ Labour Market Outlook
The NZ labour market has tightened over the past 
year, with various metrics at their tightest in decades  

Labour supply and productive potential have been 
significantly constrained by a shortage of skilled and 
unskilled labour, linked to the border restrictions. 
The demand for labour is expected to remain strong 

We are likely to see some near-term disruption to 
the labour market as Omicron spreads and weighs 
on labour supply

The unemployment rate ended 2021 at a record low 
3.2%. We see scope for this to fall further over 2022 
before lifting towards 4% by 2025 as growth in the 
working-age population recovers 

We expect nominal wage growth to accelerate over 
2022 given tightening labour market conditions and 
rising living costs.  Real labour earnings are generally 
expected to fall over 2022 but recover in 2023 



8

NZ Consumer Spending Outlook
Consumers kept the economy humming over 2021, 
supported by the buoyant housing market, tight 
labour market and running down of savings built up 
in the 2020 lockdowns

Past COVID-19 outbreaks had caused earlier volatility 
and we expect the same in 2022 with Omicron 

Freight disruptions/stock shortages, soaring 
consumer prices, slow population growth, consumer 
caution over COVID-19, the cooling housing market 
and rising interest rates are expected to weigh on 
consumer spending over 2022. Discretionary 
spending will likely to be the hardest hit

Consumer spending is expected to modestly recover 
from 2023 as population growth lifts and real income 
growth recovers

Household spending is expected to gradually decline 
as a share of GDP as the economy rebalances 
towards more business spending and exports
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NZ Inflation Outlook
Annual CPI inflation ended 2021 at just under 6%, its 
highest in more than 30 years

Inflationary pressures are intense and broad-based, 
reflecting a combination of influences

Higher costs for freight, oil/materials and housing 
will boost short-term inflation. Stretched capacity 
and rising wages will also drive a more persistent 
uplift in core inflation 

The inflation outlook is still inherently uncertain. We 
have revised up our inflation forecasts, but still see 
the risk of high inflation outcomes persisting

Annual consumer price inflation is forecast to peak 
at around 6½% in early 2022, remain above 4% over 
2022 and stay above 3% until 2024 

The forecast moderation in annual headline inflation 
is driven by a cooling in external inflation influences. 
Annual non-tradable inflation is expected to remain 
elevated, at above 4% over the forecast period 
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NZ Interest Rates and NZD outlook
ASB expects the RBNZ to deliver a series of 25bp hikes 
over the coming year, with the OCR forecast to peak 
at 2.75% in early 2023. We see the balance of risks 
around this forecast as broadly balanced 

Wholesale interest rates have continued to trend 
higher over the past three months, reaching multi-
year highs in many cases. Swap rates are still biased 
higher, but with the RBNZ tightening cycle now well 
priced, the upside to shorter-dated swap yields is 
much reduced relative to last year 

Despite strong fundamentals (most notably high 
commodity prices), the NZD/USD has been held down 
by a strong USD and wobbly global risk appetite 

However, our CBA colleagues expect the NZD to 
steadily appreciate over 2022. This forecast is tied to a 
weak outlook for the USD and the series of interest 
rate hikes we expect the RBNZ to deliver. The outlook 
is less positive for NZD/AUD thanks to an expected 
more hawkish turn from the RBA 
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Key Central Bank Views
Global central banks are backing away from the 
‘inflation is temporary’ mantra.  Rate hike 
expectations have been mostly brought forward 

The Bank of England has begun its tightening cycle, 
delivering a rate hike in late 2021, and another in 
early 2022. More hikes are expected this year 

We believe the US FOMC will start lifting the Federal  
Funds rate in March, with a 50bp hike followed by a 
series of 25bp hikes and a 2.25%-2.50% peak 

In contrast, the ECB is expected to take a more 
patient approach to reducing stimulus. The ECB may 
end its net asset purchases and start increasing 
policy interest rates later this year, if not 2023

The Reserve Bank of Australia has dropped its ‘on 
hold until 2024’ cash rate guidance and 0.1% bond 
yield target. The RBA’s bond-buying programme 
ended in February and, as a result of a firming 
inflation outlook, the Bank will hike the cash rate 
from June (1.25% peak)
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Forecast Tables

ASB  economic forecasts Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Mar-23 Mar-24 Mar-25

<< actual  forecast >>

NZ GDP real A A % 5.0 5.7 5.5 1.6 2.8 2.6 2.9 2.5

private consumption AA% 6.8 6.9 4.3 -0.1 2.6 3.6 2.8 2.9

dwel l ing construction AA% 13.9 13.4 11.9 5.8 9.7 3.4 -5.2 -4.1

other investment AA% 3.4 6.6 5.4 0.8 3.5 5.6 5.4 3.1

exports AA% -6.8 -3.1 5.1 0.8 1.3 6.7 9.3 5.9

imports AA% 6.8 14.9 18.4 14.0 10.0 7.4 5.9 4.2

NZ GDP real A% -0.3 3.4 2.6 0.5 4.7 2.8 2.5 2.5

NZ GDP real Q% -3.7 3.3 0.7 0.3 0.4 0.8 0.6 0.6

NZ CPI Q% 2.2 1.4 1.5 0.7 1.3 0.7 0.5 0.5

NZ CPI A % 4.9 5.9 6.6 6.0 5.0 3.6 2.9 2.6

NZ house prices  (QV index) A% 25.5 24.7 11.3 4.7 -0.1 -2.2 6.8

NZ unemployment (sa%) Qtr 3.3 3.2 3.0 2.9 2.8 3.1 3.4 3.8

NZ private sector wages  (LCI) A% 2.5 2.8 3.1 3.2 3.5 3.5 3.0 2.9

Current account balance % GDP -4.6 -5.5 -5.6 -6.1 -6.1 -4.9 -4.4 -3.9

ASB interest rate forecasts Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZ cash rate target 0.75 1.00 1.50 2.00 2.50 2.75 2.75 2.75

NZ 90-day bank bi l l 0.97 1.25 1.75 2.25 2.75 2.87 2.90 2.90

NZ 2-year swap rate 2.17 2.60 2.65 2.70 2.75 2.80 3.00 3.00

NZ 10-year govt bond 2.37 2.85 2.88 2.90 2.95 3.00 3.15 3.15

ASB foreign exchange forecasts

(end of quarter)

USD per NZD 0.68 0.71 0.73 0.74 0.75 0.73 0.73 0.73

GBP per NZD 0.51 0.53 0.54 0.54 0.54 0.51 0.50 0.50

AUD per NZD 0.94 0.96 0.96 0.95 0.94 0.94 0.94 0.94

JPY per NZD 78.6 82.4 85.8 88.1 90.4 88.0 88.0 88.0

EUR per NZD 0.60 0.62 0.63 0.63 0.63 0.60 0.56 0.56

CNY per NZD 4.4 4.5 4.6 4.6 4.7 4.5 4.5 4.5

TWI - 17 country 73.2 75.6 77.0 77.2 77.6 75.6 75.0 75.0
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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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