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• The conflict in Ukraine is adding to uncertainty. For New Zealand, the direct economic impacts of 
the conflict appear modest, but the indirect effects are potentially substantial as higher petrol 
prices add to inflation, slow household spending and dampen sentiment.    

• Omicron spread drives sharp falls in business and consumer confidence.  

• The Reserve Bank of New Zealand raised interest rates, noting the risks to the outlook from 
developments in Ukraine and from rising inflation expectations.  

• Surging commodity prices will weigh on global growth and add to inflation.     

• Australian GDP bounced back in late 2021 while more timely indicators show resilience to Omicron.  

The conflict in Ukraine is adding considerable 
uncertainty to the outlook. Internationally, a wide 
range of sanctions have been imposed, including 
against Russia’s central bank, but energy supplies 
are excluded. Nonetheless, the invasion is adding 
a premium to oil and gas prices, and to prices for 
other commodities, particularly metals and grains, 
where Russian and Ukrainian supply to global 
markets is large. The sharp rise in global energy 
prices is likely to slow global consumer spending 
growth. However, the implications of energy shocks 
are relatively well understood and developments to 
date have not materially altered our expectations of 
an ongoing recovery in global activity, but the 
situation is fluid and further volatility is expected.  

In the medium-term, the conflict may have powerful 
and long-lasting geopolitical repercussions. It 
bolsters the narrative of a retreat from globalisation 
and increases the focus on national security in 
energy markets, particularly in Europe, and on 
supply chains more generally. This could weigh on 
global trade and make it more difficult to secure 
free trade agreements.    

Implications for New Zealand 

New Zealand has limited direct economic linkages 
to Russia and Ukraine, but the indirect effects 
through household spending, confidence, export 
demand and the NZ dollar may be significant1. 
Petrol prices are rising, adding to inflation and 
putting pressure on household budgets. 

 
1  For more detail on the potential impacts on NZ see “Potential impacts of the Russia-Ukraine conflict on the New Zealand 

economy” February 2022, https://www.mfat.govt.nz/en/trade/mfat-market-reports/market-reports-global/potential-
impacts-of-the-russia-ukraine-conflict-on-the-new-zealand-economy/  

Announcing its decisions to raise the OCR, the 
Reserve Bank highlighted the risk of inflation 
expectations rising further and requiring a tighter 
policy stance to return inflation to target. The 
accompanying economic projections showed 
inflation of 6.6% and 6.3% in the March and June 
quarters respectively, but the Reserve Bank has 
acknowledged that recent petrol price increases 
mean inflation will be even higher.   

Significantly weaker global demand would likely lead 
to lower export prices and a fall in the New Zealand 
dollar, pushing up import costs and adding to 
inflation. To date, the NZ dollar and export prices 
have held up well. The NZD/USD ended the week 
around $0.679 up from around $0.670 at the start of 
the week, supported by export price strength. Dairy 
auction prices are up nearly 20% from the start of 
the year, while the broader ANZ commodity price 
index is up almost 5% (Figure 1).  

Figure 1: Exchange rate and commodity prices 
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Business and consumer confidence fall… 

The ANZ survey of business expectations showed 
firms were more pessimistic about the economic 
outlook but the demand for labour remains strong 
and price pressures continue to intensify. A net 
71% of businesses intend to raise selling prices in 
coming months. Pricing intentions are particularly 
strong in construction and retail firms, with a net 
92% and 83% respectively intent on raising prices. 

Consumer confidence fell sharply in February, 
according to the ANZ-Roy Morgan survey, down 
16 points to its lowest level since the survey began 
in 2004. The ANZ attributed the fall to the spread 
of Omicron, which suggests that there are some 
temporary aspects to the fall.   

…as Omicron spread weakens activity 
The latest high frequency data suggest that rising 
COVID-19 case numbers are impacting economic 
activity across New Zealand (see indicators on page 
5), though impacts remain modest compared to 
previous outbreaks. The impacts of the Omicron 
outbreak will be felt mostly through reduced labour 
supply as cases and household contacts self-isolate. 
Since our initial assessment in the 4 February 
Update, case numbers have reached higher than 
assumed, though the outbreak took longer to 
accelerate than anticipated. Overall, we continue to 
expect significant labour market disruption, although 
we now expect labour supply impacts to extend into 
the June quarter. 

There is a risk that higher case numbers translate 
into wider supply chain disruption, though heavy 
traffic volumes indicate that supply chains are 
functioning normally at present. Australia’s 
experience, which New Zealand’s outbreak closely 
resembles so far, saw acute supply chain 
disruption occur during the peak in case numbers. 
With NZ’s peak potentially 1-2 weeks away, further 
disruption may be expected. 

Reserve Bank raises OCR  

At its February meeting, the RBNZ raised the OCR 
by 25bps to 1.0% as was widely expected. The 
Bank raised its inflation projections and its 
anticipated policy response, which showed the 
OCR would need to be raised to 3.35% to return 
inflation to the mid-point of the 1-3% target range. 
The OCR is projected to reach 2.6% by March 
2023, consistent with 25bps increases at each of 
the Bank’s six remaining meetings this year, but 
larger increases cannot be ruled out.  

The Bank forecast GDP growth of 3.0% in year 
ending December 2022 compared to the previous 
year but noted developments in Ukraine was a 
negative risk to this forecast. On the other hand, 
surging oil prices, in conjunction with risks of 
continuing supply chain disruptions from Omicron, 
meant risks to inflation, and inflation expectations, 
were positively biased.  

The RBNZ also said it intends to not reinvest 
maturing NZGBs from its LSAP programme and 
would sell $5b per year of its holdings to the 
Treasury, which analysts expect to flow through 
into increased government bond issuance.  

Retail sales recover in December  

Data for the December quarter showed the economy 
ended the year on an improving note.  Retail sales 
volumes were 8.6% higher than in the previous 
quarter when lockdown measures drove an 8.2% 
fall. Clear re-opening dynamics were evident as 
motor vehicle sales, hardware, department stores 
and food and beverages recorded large gains while 
supermarket sales fell. Retail sales data are likely 
to remain volatile as the rapid spread of Omicron 
drives shifts in consumer behaviour. While a 
recovery is expected, the surge in petrol prices 
and rising mortgage interest rates are likely to 
dampen its strength.      

Commodity prices rise… 

December quarter trade data reflected the continued 
rise in global commodity prices. Goods export prices 
rose for a third consecutive quarter, up 2.7%, but 
import prices rose by more, up 3.8%, resulting in a 
1.1% fall in the terms of trade, (Figure 2). Over the 
past year, goods import prices rose 12.3%, while 
export prices rose 14.9%, leaving the terms of trade 
2.6% higher than a year ago.   

Figure 2: Goods terms of trade 

 
Source: Haver 
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Strength in the goods terms of trade has persisted 
into the March quarter, with dairy prices rising 
sharply so far in 2022, and the ANZ, broader 
commodity price index also higher. However, these 
gains are being tempered by surging world oil 
prices and may yet be unwound by developments 
in Ukraine. 

On the services side, transport services imports 
prices doubled over the course of 2021, driven 
by global shipping costs. Container shipping costs 
have shown no signs of easing this year and will 
continue to put cost pressure on New Zealand 
importers and exporters. 

Goods export volumes were flat in the quarter, 
while import volumes fell on a seasonally-adjusted 
basis for the first time since June 2020, but were 
still up 14.9% on the December 2020 quarter. 
Higher prices pushed export values up 2.7% and 
import values up 3.6%. This resulted in a widening 
of the seasonally-adjusted quarterly goods trade 
deficit to a sixteen-year high, which will weigh on 
December quarter GDP as it recovers from last 
year’s Delta outbreak. 

…and construction pipeline remains strong 
Building consents issuance fell slightly from the 
record high in the December 2021 year to 48,707 
in the January 2022 year. This mostly reflects a 
decline in multi-unit dwelling consents, which can 
be volatile. Nevertheless, consents issuance 
remains high, with total consents in the year to 
January 2022 up 21% on a year ago, suggesting 
a strong residential construction pipeline over 2022 
(Figure 3). However, the risks of delays are high 
as firms face labour and materials shortages. 

Figure 3: Residential building consents/investment 

 

Source: Stats NZ 

Conflict in Ukraine adds to uncertainty  
Events in Ukraine, and the international response, 
are adding an additional layer of uncertainty to the 
economic outlook. Markets are very volatile as they 
digest the latest geopolitical developments and the 
impacts of a raft of sanctions imposed over the past 
week. Although Russia’s energy exports have been 
excluded from sanctions, many buyers are avoiding 
Russian supplies and fears of disruption are adding 
a premium to oil prices, which have risen to nearly 
US$120 per barrel. Russia is also a large exporter 
of metals and grains, with Ukraine also a large 
exporter of the latter, and fear of disruption in these 
markets is driving prices higher. The S&P GSCI 
Agriculture Index is at record high (Figure 4). 

Figure 4: Commodity prices 

 
Source: Haver 

The sharp rise in global energy prices, combined 
with sanctions and the rise in uncertainty, is leading 
forecasters to downgrade their expectations of 
global growth in coming quarters, particularly for 
the euro area and Europe more broadly. Beyond 
Europe, Russia’s economic and financial 
integration into the rest of the world is limited 
(Russia’s GDP is about 3% of global GDP) so the 
primary focus of markets has been on the 
implications for commodity prices and inflation.  

To date, developments have not materially altered 
analysts expectations of an ongoing recovery in 
global activity and tighter global monetary policy, 
but the situation is fluid and further disruption 
seems likely.   

In the medium-term, the conflict may have powerful 
and long-lasting geopolitical repercussions. It 
bolsters the narrative of a retreat from globalisation 
and increases the focus on national security in 
energy markets, particularly in Europe, and on 
supply chain security more generally.  
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Growth picks up as Omicron wave recedes  
Prior to the intensification of the crisis last week, 
economic data were broadly consistent with 
expectations of a pickup in activity as the Omicron 
wave faded in the US, Europe and Australia. The 
JP Morgan global PMI rose 0.5 points to 53.6 in 
February, propelled by strength in the forward-
looking indicators. Supplier delivery times 
continued to shorten, pointing to easing bottleneck 
pressures, but measures of input and output price 
inflation remain very high, albeit down from their 
peaks late last year. The Russia-Ukraine conflict 
will temper these gains and the March PMIs will 
provide a gauge of the impact.   

Manufacturing PMIs across Asia were mostly 
stronger and are all signalling expansion, including 
in China where they dipped into contraction in 
January, although the Lunar New Year always 
adds uncertainty to the data.   

Activity bounced back in Australia  
In Australia, GDP increased 3.4% in the December 
2021 quarter from the previous quarter, which 
recorded a fall of 1.9% as the Delta wave disrupted 
activity, to be 3.4% higher than its pre-pandemic 
level (Figure 5). Household consumption led the 
increase, rising 6.3% following a 4.8% contraction 
in the September quarter. The surge in 
consumption was reflected in a lower household 
saving rate, down 6.2%-age points to 13.6%, but 
still well above the historical average of around 6%, 
suggesting consumption will remain well supported 
over the year ahead.   

Figure 5: Real GDP in selected economies 

 
Source: Haver 

Turning to prospects for the March quarter, January 
retail sales rose 1.8% from the previous month, 
proving more resilient to the Omicron wave than 
analysts expected. This result reinforced views that 
the Omicron impacts are less severe than earlier 
virus outbreaks and that growth in the quarter will 
be positive.   

The Reserve Bank of Australia kept its policy rate 
on hold at 0.1%, in line with analyst expectations, 
highlighting events in Ukraine as a major new 
source of uncertainty and the prospect that it will 
cause a spike higher in inflation.  

The Bank’s decision followed the release of the 
Wage Price Index, which showed annual wage 
growth increased 2.8%, consistent with analysts’ 
expectations of a gradual pickup.  

Central banks remain on track to raise rates   
In other central bank news, US Federal Reserve 
Chair Powell reinforced expectations of a rate rise 
in March, telling a Congressional Committee that a 
25-basis point rise is his preference and that events 
in Ukraine mean that the Fed will need to proceed 
carefully with its plan.  

The Bank of Canada raised its policy rate 25 basis 
points to 0.5%, the first of what is expected to be 
several hikes this year, after inflation rose to 5.1% 
in January. This followed the release of December 
quarter GDP figures that showed the economy 
grew 1.6% from the previous quarter, exceeding 
analyst expectations, and returning GDP to its pre-
pandemic level (Figure 5). Statistics Canada also 
reported that the economy grew 0.2% in January 
from the previous month, against analyst 
expectations of a drop amid the Omicron wave that 
saw employment fall 1.0% in the month.    

Coming Up:  
Date Release 
8 Mar   Building Work (volumes), Dec qtr 2021 
10 Mar Electronic Card Transactions, Feb 
14 Mar REINZ house prices, Feb  
16 Mar  Balance of Payments, Dec qtr 2021   
17 Mar   GDP, Dec qtr 2021 
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High-Frequency Indicators2 
Traffic and Freight Movement 

 

Source: Waka Kotahi NZ Transport Agency 

People Movements at Selected Locations 

 

Source: Google/Haver 

COVID-19 Cases Per Million People 

 

Source: Johns Hopkins University/Haver 

 
2  Additional high frequency indicators are available on the Stats NZ COVID-19 data portal: 

https://www.stats.govt.nz/experimental/covid-19-data-portal 

Card Spending 

 

Source: Marketview data via MBIE 

Jobseeker (JS) and Income Support Recipients  

 

Source: MSD 

World Commodity Prices 

 

Source: Haver 
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Quarterly Indicators 2020Q3 2020Q4 2021Q1 2021Q2 2021Q3 2021Q4 
Real Production GDP (1) qpc 13.9 -0.4 1.5 2.4 -3.7 ... 
 aapc -1.5 -1.9 -1.3 5.3 4.9 ... 
Current account balance (annual) %GDP -0.7 -0.8 -2.5 -3.3 -4.6 ... 
Merchandise terms of trade apc -0.3 -1.6 -0.9 -0.1 5.2 2.6 
CPI  inflation qpc 0.7 0.5 0.8 1.3 2.2 1.4 
 apc 1.4 1.4 1.5 3.3 4.9 5.9 
Employment (HLFS) (1) qpc -0.7 0.6 0.7 1.0 1.9 0.1 
Unemployment rate (1) % 5.3 4.9 4.6 4.0 3.3 3.2 
Participation rate (1) % 70.1 70.2 70.4 70.5 71.2 71.1 
LCI salary & wage rates - total (2) apc 1.8 1.6 1.6 2.1 2.4 2.6 
QES average hourly earnings - total (2) apc 4.2 4.3 4.0 4.0 3.5 3.8 
Core retail sales volume apc 7.6 4.4 5.4 30.2 -3.2 5.1 
Total retail sales volume apc 8.1 4.7 6.6 33.3 -5.2 4.4 
WMM - consumer confidence (3) Index 95.1 106.0 105.2 107.1 102.7 99.1 
QSBO - general business situation (1,4) net% -38.8 -12.1 -7.0 6.7 -11.1 -34.4 
QSBO - own activity outlook (1,4) net% 0.8 10.8 6.9 26.6 8.7 8.3 
Monthly Indicators Sep 21 Oct 21 Nov 21 Dec 21 Jan 22 Feb 22 
Merchandise trade balance (12 month) NZ$m -4,064.7 -4876.4 -6232.0 -7281.8 -7717.2 ... 
Dwelling consents - residential apc 24.4 10.5 20.8 10.1 -6.3 ... 
House sales - dwellings apc -36.0 -18.5 -15.4 -26.0 -28.6 ... 
REINZ - house price index apc 29.8 29.7 27.0 23.0 19.8 ... 
Estimated net migration (12 month total) people -5,627.0 -5,772.0 -5,505.0 -3,916.0 ... ... 
ANZ NZ commodity price index apc 17.4 16.5 22.9 27.8 26.5 29.3 
ANZ world commodity price index apc 23.6 23.8 26.1 23.5 19.7 20.4 
ANZBO - business confidence net% -7.2 -13.4 -16.4 -23.2 ... -51.8 
ANZBO - activity outlook net% 18.2 21.7 15.0 11.8 ... -2.2 
ANZ-Roy Morgan - consumer confidence net% 104.5 98.0 96.6 98.3 97.7 81.7 
NZAC apc 0.0 0.6 1.8 1.9 ... ... 
Daily Indicators Fri Mon Tue Wed Thu Fri 
  25/2/22 28/2/22 1/3/22 2/3/22 3/3/22 4/3/22 
NZ exchange and interest rates (5)    
NZD/USD $ 0.6694 0.6690 0.6762 0.6765 0.6777 ... 
NZD/AUD $ 0.9353 0.9313 0.9321 0.9312 0.9300 ... 
Trade weighted index (TWI) index 71.9 71.8 72.4 72.5 72.6 ... 
Official cash rate (OCR) % 1.00 1.00 1.00 1.00 1.00 ... 
90 day bank bill rate % 1.24 1.26 1.33 1.32 1.34 ... 
10 year govt bond rate % 2.81 2.77 2.73 2.69 2.80 ... 
Share markets (6)      
Dow Jones index 34,059 33,893 33,295 33,891 33,795 ... 
S&P 500 index 4,385 4,374 4,306 4,387 4,363 ... 
VIX volatility index index 27.6 30.2 33.3 30.7 30.5 ... 
AU all ords index 7,274 7,323 7,385 7,406 7,447 ... 
NZX 50 index 11,923 11,978 12,198 12,089 12,211 ... 
US interest rates      
3 month OIS % 0.08 0.08 0.08 0.08 ... ... 
3 month Libor % 0.52 0.50 0.51 0.52 ... ... 
10 year govt bond rate % 1.97 1.83 1.72 1.86 1.86 ... 
Commodity prices (6)      
WTI oil US$/barrel 91.68 96.13 103.66 110.60 107.67 ... 
Gold US$/ounce 1,884.80 1,909.85 1,922.00 1,928.50 1,929.60 ... 
CRB Futures index 606.49 609.47 615.16 616.33 ... ... 
 
(1) Seasonally adjusted (4) Quarterly Survey of Business Opinion Data in italic font are provisional 
(2) Ordinary time, all sectors (5) Reserve Bank (11am) ... Not available 
(3) Westpac McDermott Miller (6) Daily close    
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Country Indicator Jul 21 Aug 21 Sep 21 2021Q3 Oct 21 Nov 21 Dec 21 2021Q4 Jan 22 Feb 22 

United 
States 
[9.6%  
share of 
total  
goods 
exports] 

GDP (1) qpc    0.6    1.7   
Industrial production (1) mpc 0.7 -0.1 -1.2  1.4 0.9 -0.1  1.4 ... 
CPI apc 5.4 5.3 5.4  6.2 6.8 7.0  7.5 ... 
Unemployment rate (1) % 5.4 5.2 4.7  4.6 4.2 3.9  4.0 ... 
Employment change (1) 000s 689.0 517.0 424.0  677.0 647.0 510.0  467.0 ... 
Retail sales value apc 15.3 15.7 14.2  16.2 18.9 16.7  13.0 ... 
House prices (2) apc 20.0 19.7 19.1  18.5 18.3 18.6  ... ... 
PMI manufacturing (1) index 59.9 59.7 60.5  60.8 60.6 58.8  57.6 58.6 
Consumer confidence (1)(3) index 125.1 115.2 109.8  111.6 111.9 115.2  111.1 110.5 

Japan 
[6.1%] 

GDP (1) qpc    -0.7    1.3   
Industrial production (1) mpc -1.5 -3.6 -5.4  1.8 7.0 -1.0  -1.3 ... 
CPI apc -0.4 -0.5 0.2  0.1 0.6 0.8  0.5 ... 
Unemployment rate (1) % 2.8 2.8 2.8  2.7 2.8 2.7  2.8 ... 
Retail sales value apc 2.4 -3.2 -0.5  0.9 1.9 1.2  1.6 ... 
PMI manufacturing (1) index 53.0 52.7 51.5  53.2 54.5 54.3  55.4 52.7 
Consumer confidence (1)(4) index 37.5 36.6 38.0  39.2 39.2 38.8  36.6 35.1 

Euro 
area 
[5.5%] 

GDP (1) qpc    2.3    0.3   
Industrial production (1) mpc 0.7 -1.6 -0.7  -1.5 2.4 1.2  ... ... 
CPI apc 2.2 3.0 3.4  4.1 4.9 5.0  5.1 ... 
Unemployment rate (1) % 7.6 7.5 7.3  7.3 7.1 7.0  6.8 ... 
Retail sales volume apc 3.4 1.4 2.8  1.7 8.2 2.0  ... ... 
PMI manufacturing (1) index 62.8 61.4 58.6  58.3 58.4 58.0  58.7 58.2 
Consumer confidence (5) index -4.4 -5.3 -4.0  -4.9 -6.8 -8.4  -8.5 -8.8 

United 
Kingdom 
[2.7%] 

GDP (1) qpc    1.0    1.0   
Industrial production (1) mpc 0.6 0.5 -0.5  -0.8 0.7 0.3  ... ... 
CPI apc 2.1 3.0 2.9  3.8 4.6 4.8  4.9 ... 
Unemployment rate (1) % 4.6 4.5 4.3  4.2 4.1 4.1  ... ... 
Retail sales volume apc 1.5 0.0 -1.2  -1.9 3.7 -1.7  9.1 ... 
House prices (6) apc 10.5 11.0 10.0  9.9 10.0 10.4  11.2 12.6 
PMI manufacturing (1) index 60.4 60.3 57.1  57.8 58.1 57.9  57.3 58.0 
Consumer confidence (1)(5) net % -7.0 -8.0 -13.0  -17.0 -14.0 -15.0  -19.0 -26.0 

Australia 
[15.8%] 

GDP (1) qpc    -1.9    3.4   
CPI apc    3.0    3.5   
Unemployment rate (1) % 4.6 4.5 4.6  5.2 4.6 4.2  4.2 ... 
Retail sales value apc -2.9 -0.7 1.9  4.6 6.2 5.2  5.8 ... 
House Prices (7) apc    25.4    ...   
PMI manufacturing (1) index 60.8 51.6 51.2  50.4 54.8 48.4  48.4 53.2 
Consumer confidence (8) index 108.8 104.1 106.2  104.6 105.3 104.3  102.2 100.8 

China 
[24.3%] 

GDP apc    4.9    4.0   
Industrial production apc 6.4 5.3 3.1  3.5 3.8 4.3  ... ... 
CPI apc 1.0 0.8 0.7  1.5 2.3 1.5  0.9 ... 
PMI manufacturing (1) index 50.4 50.1 49.6  49.2 50.1 50.3  50.1 50.2 

South  
Korea 
[3.0%] 

GDP (1) qpc    0.3    1.2   
Industrial production (1) mpc 0.3 0.9 -2.5  0.4 1.6 3.7  0.2 ... 
CPI apc 2.6 2.6 2.4  3.2 3.8 3.7  3.6 3.7 

 
 (1) Seasonally adjusted (5) European Commission  
 (2) Case-Shiller Home Price Index 20 city (6) Nationwide House Price Index  
 (3) The Conference Board Consumer Confidence Index (7) Australian Bureau of Statistics  
 (4) Cabinet Office Japan (8) Melbourne/Westpac Consumer Sentiment Index 
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