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Light at the end of the tunnel, 
but risks remain elevated

The emergence and rise of domestic Covid-19 cases
in both antipodean economies weighed heavily on
AUD and NZD in the middle part of August. However,
with authorities shifting from an eradication policy to
one that relies on vaccines at a time when distribution

Author

began to rapidly increase, the respective currencies recovered swiftly and now trade in
line with our 1-month September forecasts. A hawkish monetary policy backdrop, albeit to
differing extents, has also provided a tailwind to the FX recovery, but the degree to which
both AUD and NZD can sustain their rallies largely depends on vaccine progress and the
ability for the respective economies to reopen on a structural basis.

As things stand, we expect the Kiwi dollar to outperform in the short-run due to diverging
monetary policy with Australia, however, a more stable macro backdrop in February 2022
should enable the RBA to start ramping up its normalisation cycle and thus AUD should
benefit from a delayed tailwind.

1-month
30th Sept 2021

3-month
30th Nov 2021

6-month
28th Feb 2022

12-month
30th Aug 2022

AUDUSD 0.73 0.74 0.75 0.78

NZDUSD 0.71 0.72 0.72 0.74

AUDNZD 1.03 1.03 1.04 1.05

Monex’s September forecasts

AUD
Vaccine distribution key for AUD recovery and further RBA tapering
The shift in Australia’s Covid-19 policy from complete eradication to vaccine distribution
means the path for the economic reopening now looks both clearer and more sustainable
for market participants. With 2/3rds of the national population having already received
their first dose, and 40% fully vaccinated, it is estimated that the 70% fully vaccinated
threshold for a wider reopening will be reached towards mid-October in New South
Wales and early-November in Victoria. We argue that the optimism around such
announcement has already been priced into AUDUSD when the pair climbed up to recent
highs of 0.747.
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However, as the economic toll of the lockdowns became clearer, the currency has traded
back towards the 0.73 level where we forecast it to trade in the near-term based upon its
economic fundamentals.

The Reserve Bank of Australia expects GDP to contract by around 2% QoQ in the third
quarter of this year, with the economy set to rebound to its pre-Delta track by H2 2022.
Given the RBA’s optimistic medium-term economic outlook and our broader expectation
of mild USD cyclical downside, we have retained our bullish view on AUDUSD over the
forecast horizon, with larger gains set for the medium-term when we expect the RBA
normalisation cycle to increase.

While lockdown measures are expected to weigh on near-
term economic activity, the strong position the Australian 
economy entered the Delta outbreak suggests that the 

contraction is expected to be short-lived and much more 
limited than previous lockdowns. 

New cases begin to fall in 
New South Wales as vaccines 
increase, setting a template 
for improving health 
conditions in Victoria

In our view, the RBA’s medium-term optimism over the 
economic recovery is well founded. 

The economy entered the latest set of restrictions at a fast pace; domestic final demand
was more than 3% above pre-pandemic levels in Q2, the employment-to-population
ration reached a record high of 63% in June, and the number of job vacancies reached a
record high in May.



Firstly, a lack of available labour supply pre-Delta is likely to resonate with employers
throughout the latest lockdown measures, leading to companies retaining workers
throughout the latest wave in order to avoid difficulties in hiring in 2022. However, this is
unlikely to be visible in the unemployment rate, which is set to rise potentially at a faster
rate than during the initial first wave but only because of a technical change to the
government support measures. Previously, under the JobKeeper programme, fiscal
transfers were paid via firms’ payrolls, meaning zero hour workers continued to be
classified as employed. Whereas now, employees who go 4-weeks without being paid
will be classified as unemployed. For this reason, average hours worked is likely to be a
better representation of the health of Australia’s labour market until lockdown conditions
are scaled back.

Secondly, substantial fiscal support from federal and state governments, such as the
$450-$750 per week Covid-19 disaster relief payments, is set to support household
finances along with robust housing prices. Under this outlook, it is likely that the RBA will
continue to taper its QE programme to A$3bn a week in February once the macro outlook
becomes clearer due to a higher vaccination rate. The continued tapering of the RBA’s QE
programme should support the Aussie dollar throughout the 3- to 12-month period where
the Federal Reserve also undergoes tapering and US yields begin to rise, while an
improvement in economic conditions may also lead markets to continue pricing earlier
rate hikes from the RBA relative to their current 2024 forecast.

Vaccination rates 
begin to rise with the 
whole population set 
to reach the 70% 
second dose 
threshold by mid-
November

NZD
RBNZ hiking path to support NZD while vaccine distribution
takes place
Similar to Australia, New Zealand are now following a vaccination led Covid-19 strategy
as opposed to an elimination strategy. However, unlike Australia, much of the economy is
now already subject to looser level 2 lockdown conditions, while only Auckland remains
subject to tight restrictions. Amid this backdrop, it is likely that New Zealand’s Q3 GDP will
also show a contraction.
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Current estimates place the contraction at around 3% QoQ in the third quarter, however,
similar to the Reserve Bank of Australia, the Reserve Bank of New Zealand are unlikely to
be too displaced by the recent blip in the economic recovery. Although the RBNZ already
delayed their decision to hike rates back in August’s meeting, this was largely due to the
meeting occurring a day after the first Covid-19 case was recorded. With uncertainty over
the future of the health backdrop now moderating, the RBNZ is expected to begin hiking
interest rates to prevent the economy from overheating in the medium-term. Market
expectations largely see a 25bp hike at October’s meeting, with a further 25bp rate hike in
November’s meeting. This would see the RBNZ join the Norges Bank as the first central
banks within the G10 space to start raising rates.

New cases begin to decline in New Zealand, resulting in a scaling back of lockdown
measures outside of Auckland, while the 70% double vaccine rate is expected to be
reached by mid-November

However, should the RBNZ raise rates by 50bps in October - a risk which wasn’t ruled out
by Assistant Governor Hawkesby last month - our 3-month target of 0.72 may sit on the
conservative side. The hawkish nature of the RBNZ in the short-run leads us to expect a
further decline in AUDNZD over the 3-month horizon. Our conviction over this view would
only increase should the RBNZ hike rates more than expected in Q4. However, over the
medium-term, housing and inflation developments are likely to moderate, resulting in a
relative slowdown in the RBNZ hiking cycle. This should moderate the relative
outperformance in NZD over AUD, especially once the RBA begins to speed up the pace
of their QE tapering.

“With money markets fully pricing in two 25bp hikes in 2021, we think an 
extension in the NZDUSD rally in the coming months is unlikely.” 
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Disclaimer

This information has been prepared by Monex Europe Limited, an execution-only service provider. The
material is for general information purposes only, and does not take into account your personal
circumstances or objectives. Nothing in this material is, or should be considered to be, financial, investment or
other advice on which reliance should be placed. No representation or warranty is given as to the accuracy or
completeness of this information. No opinion given in the material constitutes a recommendation by Monex
Europe Limited or the author that any particular transaction or investment strategy is suitable for any specific
person. The material has not been prepared in accordance with legal requirements designed to promote the
independence of investment research, it is not subject to any prohibition on dealing ahead of the
dissemination of investment research and as such is considered to be a marketing communication.
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