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Out of the Frying Pan, into the Fire
The influences on NZ’s economy are shifting,
though still leaving a lot of challenges for
everyone to juggle.

Economically speaking, NZ is largely out of
the COVID frying pan. Vaccination and the
Government’s light-handed ‘traffic light’
response means the economy is getting far
less disrupted by the current wave of
Omicron than in past outbreaks that
triggered the disruptive stay-at-home
lockdowns. The experience of recent
months is the better reflection of the future.

But NZ is facing the fiery heat of inflation
and the RBNZ’s response to it. Inflation is
coming from both a (positive) demand shock
and a (negative) supply shock. Globally, we
have all rushed to simultaneously buy things
at a time when our capacity to deliver on
this demand is impaired. In NZ this has been

a combination of fiscal stimulus, a housing
boom and household spending on one side,
and labour shortages and high import and
freight costs on the other.

Although we are not forecasting a recession,
it is reduced demand growth that is doing
the hard work in rebalancing the economy.
Labour supply will remained constrained,
despite some easing of border and visa
requirements. We expect further lifts in
businesses’ capital spending, but this and
other productivity-boosting measures take
time to have an impact.

Meanwhile, borrowers will bear the brunt of
combatting inflation. But a 3+% OCR won’t
be sustained. Rate cuts to a more neutral
level will happen – potentially from 2024.

Nick Tuffley, Chief Economist
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NZ Economic Outlook
The economy has weathered the Omicron outbreak 
with far less disruption than COVID outbreaks caused 
in 2020 and 2021.  

GDP growth is expected to be sluggish over the first 
half of 2022, despite increased mobility post Omicron. 
We expect calendar 2022 and 2023 to deliver growth 
around 1.8% and 1.3%, respectively.

High inflation, the resultant increases in interest rates, 
labour shortages, and weakening global growth are 
now the more dominant headwinds. 

Consumer spending growth will be crimped by 
reduced real incomes, weaker balance sheets and the 
squeeze on the mortgage belt.  The housing market 
will continue to weaken as high interest rates impact.

The more open NZ border will start to allow some 
recovery later this year in the international tourism 
and education industries.  However, net immigration 
is unlikely to stage a modest recovery until 2023. 
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NZ Inflation Outlook
Annual CPI inflation hit 6.9% in the year ended March 
2022, its highest in more than 30 years.

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

Short-term inflation has been boosted by higher costs 
for freight, oil/materials and housing. Stretched 
capacity and rising wages could potentially underpin 
more persistently high core inflation. 

The inflation outlook is still inherently uncertain. We 
see the risk of high inflation outcomes persisting.

Annual consumer price inflation is forecast to peak at 
around 7% in the first half of 2022, remain above 5% 
over 2022 and stay above 3% until late 2023. 

The forecast moderation in annual headline inflation 
is driven by a cooling in external inflation influences, 
with the risk that inflation from this source takes 
longer to cool.  Annual non-tradable inflation is 
expected to remain elevated, at above 3% over the 
forecast period. 
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NZ Interest Rates and NZD Outlook
The RBNZ has recently lifted interest rates more 
aggressively in response to soaring inflation pressures.  
After May’s second 50bp increase, we expect two 
further 50bp increases in July and August, then two 
25bp moves to a 3.5% peak by end-2022. 

With financial markets pricing in an even higher 
endpoint for the OCR, we now see limited upward 
movement for longer-term interest rates.

The ‘neutral’ level of the OCR is around 2%, so once 
inflation pressures are under control the OCR will start 
declining towards that level.  We have pencilled in 
early 2024 as a potential start date but note the 
timing is inherently uncertain.

The NZ dollar has fallen sharply recently as investors’ 
risk appetite has been scuttled by concerns about 
ailing global growth, China’s lockdowns, and 
synchronous global tightening. 

A material lift in the NZD is expected, largely tied to 
near-record NZ commodity export prices. 
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Global Growth and Export Outlook
Global growth forecasts have been revised steadily 
lower over recent months, with NZ trading partner 
growth currently pegged at +3.9% and +3.6% for 
2022 and 2023.

Headwinds include slowing activity in China, flow-on 
effects from the war in Ukraine, and angst around 
the speed of interest rate hikes by overseas central 
banks.

Global commodity prices have eased off their peaks 
earlier in the year, but remain well above long-run 
averages.

Weak agricultural production, logistics issues and 
COVID disruption have constrained the ability of 
many exporters to raise output. 

We anticipate that export volumes will remain soft 
over the remainder of the year, but that resilient 
commodity prices and NZ’s favourable terms of trade 
will boost export revenue.
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NZ Household Influences
The labour market is exceptionally tight.  The current 
3.2% unemployment rate is a record low, and labour 
shortages are the most elevated since the 1970s. 
Employment growth will be hamstrung by sluggish 
demand and labour shortages. 

Wage growth is expected to strengthen over the 
course of 2022.  However, household purchasing 
power will be sapped by the soaring cost of living, 
including higher borrowing costs. 

Households will likely reallocate expenditures.  More 
of household budgets will go on the essentials (food, 
shelter, fuel), crowding out discretionary spending.

Housing has clearly softened under the weight of 
tighter credit regulations, rising interest rates, and 
surging construction creating added supply.

We expect house prices to fall around 12% in total, 
with circa 5% of that having already happened. 
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Environment for NZ Businesses
COVID disruption for businesses has reduced this 
year compared to the first two years of the 
pandemic.  Businesses can use lessons from the past 
few months to refine how they will respond to future 
waves of COVID.   

Meanwhile, inflation, supply chain and labour 
challenges have intensified – and will persist in 2022.

Supply chains should start untangling next year.  
Russia’s invasion of Ukraine and China’s COVID 
lockdowns are, however, prolonging the pain.

Labour shortages will persist through into 2023, even 
though NZ’s border restrictions are going to ease.   

Geo-political tensions also mean that businesses 
need to start thinking more strategically about their 
future export markets and sources of imports. 

Investing in cost- and labour-saving capital and 
technology is one option for businesses.  We expect 
capital spending to continue to lift.
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Key Central Bank Views
Red-hot inflation globally has meant some global 
central banks have started removing emergency 
policy stimulus, hiking both earlier and higher than 
anticipated.  Rate hikes are expected to continue 
into 2023.

The Bank of England has raised its policy rate by 25 
basis points to 1% and we anticipate an additional 
hike in September. 

The US Federal Reserve kicked off its hiking cycle 
with a 50bp hike in March.  We expect to see 50bp 
hikes in the next couple of meetings. 

The Reserve Bank of Australia hiked the cash rate by 
25bps to 0.35% earlier this month.  We expect a 
series of 25bp rate hikes with the cash rate peaking 
at 1.60% in 2023.

The ECB and BoJ have continued to take a more 
patient approach.  However, the ECB confirmed it 
will start to raise its policy rates from July and 
September and conclude its net asset purchases 
early in Q3.
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Forecast Tables
ASB  economic forecasts Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24 Mar-25

<< actual  forecast >>

NZ GDP real A A % 5.6 5.3 1.2 2.3 1.8 1.6 1.3 1.9

private consumption AA% 6.6 3.5 -1.5 0.4 0.2 1.3 0.6 1.6

dwel l ing construction AA% 11.0 7.5 -0.5 1.5 1.1 -1.2 -5.2 -4.8

other investment AA% 9.0 9.9 6.9 11.5 8.8 8.0 3.6 3.1

exports AA% -2.5 4.6 -0.6 -1.6 -1.1 1.5 11.1 6.9

imports AA% 15.4 19.5 16.0 12.9 10.7 9.3 3.5 2.3

NZ GDP real A% 3.1 1.9 0.1 4.0 1.2 1.3 1.6 2.0

NZ GDP real Q% 3.0 0.2 0.6 0.2 0.2 0.3 0.4 0.5

NZ CPI Q% 1.4 1.8 1.5 1.4 0.8 0.7 0.7 0.6

NZ CPI A % 5.9 6.9 7.1 6.3 5.7 4.5 2.9 2.6

NZ house prices  (QV index) A% 26.0 11.7 4.2 -3.0 -9.1 -8.0 2.6

NZ unemployment (sa%) Qtr 3.2 3.2 3.2 3.2 3.3 3.5 4.1 4.5

NZ private sector wages  (LCI) A% 2.8 3.1 3.3 3.7 4.0 4.3 3.9 3.5

Current account balance % GDP -4.6 -5.8 -6.3 -7.3 -8.0 -7.4 -6.2 -4.9

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

(end of quarter) << actual  forecast >>

NZ cash rate target 1.00 2.00 3.00 3.50 3.50 3.50 3.25 2.25

NZ 90-day bank bi l l 1.61 2.40 3.20 3.60 3.60 3.60 3.30 2.35

NZ 2-year swap rate 3.28 3.75 3.80 3.80 3.80 3.80 3.50 3.10

NZ 10-year govt bond 3.27 3.55 3.60 3.60 3.55 3.55 3.40 3.25

ASB foreign exchange forecasts

(end of quarter)

USD per NZD 0.70 0.71 0.73 0.74 0.75 0.75 0.70 0.68

GBP per NZD 0.53 0.56 0.56 0.56 0.56 0.56 0.52 0.51

AUD per NZD 0.93 0.93 0.94 0.93 0.91 0.91 0.97 0.92

JPY per NZD 85.3 89.1 92.7 95.1 98.3 98.3 87.5 83.0

EUR per NZD 0.62 0.68 0.68 0.66 0.65 0.65 0.62 0.60

CNY per NZD 4.4 4.5 4.6 4.6 4.7 4.7 4.3 4.2

TWI - 17 country 74.8 76.3 77.6 77.7 78.0 78.0 74.2 71.6
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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



15

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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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 
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