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No smoking gun for 50bps hike in wages data, we lift OCR forecasts to 2.75% peak 

Yesterday’s Q4 labour market data onslaught revealed a tightening in the labour market along the lines we (and the 
RBNZ) had been expecting. The unemployment rate fell to a record low of 3.2% (market 3.3%, ASB 3.2%) thanks to a 
small increase in employment growth, against already-stretched labour supply (participation rate fell a tenth to 71.1%).  

The surprise in the numbers was that there wasn’t a bigger lift in wage growth. The private sector LCI lifted ‘just’ 0.7% 
(2.8%) - the same as last quarter – against our and market expectations for a 0.9% rise. We still think wage growth will 
accelerate over 2022 given the extremely tight labour market and rising cost of living. But the fact it hasn’t happened to 
date reduces the odds of a 50bps RBNZ rate rise later this month in our view, the chances of which had been rising until 
now. Markets evidently concurred and have reduced the implied probability of a 50bps hike to around 20%. Local swap 
rates thus drifted 3-5bps lower over the day. 

We nevertheless formalised the risk we’ve been flagging and yesterday raised our forecasts for the RBNZ’s OCR. In our 
view, the exceedingly tight labour market and high medium-term inflation outlook warrant a steady pace of 25bp hikes 
this year, with the OCR seen as peaking at 2.75% in early 2023 (c.f. prior forecast of 2.00%). We see two-sided risks 
around this forecast, with higher inflation on the topside and some sort of housing-related hiccup on the down. 

Another punchy GDT dairy auction has compelled our rural scribe to add even more juice to his current season 
Fonterra Milk Price forecast. It now stands at $9.25 kg/ms, just shy of the midpoint of Fonterra’s recent range uplift. 
Given the weak NZ growing conditions and the failure of overseas producers to offset softer local production, we concur 
with the market view that the supply outlook is likely to remain tight beyond the end of this season. We’ve thus put a 
strong forecast on the board for next season of $8.80 kg/ms, with the usual caveat of the error bands being very wide 
around this given the early stage in proceedings.  

Overnight, markets have continued to regather their poise after the panicky price action of last week.  US sharemarkets 
are up 0.2-0.6%, meaning the S&P500 is now up 5.8% from the recent (27 January) low but still down around 4% for the 
year-to-date. The year has started with plenty of volatility, but the VIX “fear” index is now back down to around 21%, 
from above 30% last week.  

Offshore data wrap: A surprisingly strong read on European inflation – I know, we should be used to this by now – will 
ratchet up pressure on the ECB’s prior guidance that rate hikes aren’t likely for this year. Euro-area CPI inflation hit a 
record high of 5.1% yoy, well above the 4.4% analysts had expected. In the US, the ADP employment print was a shocker. 
Contrary to street expectations for a 180k jobs gain, 301k jobs were lost in January. The read through from ADP data to 
Payrolls (released Friday) can be a little foggy but we’ll say that, in the least, the market’s prior expectation of a 150k jobs 
gain from Payrolls now looks a little optimistic.  

FX Update: The EUR and other European currencies outperformed overnight following the inflation data noted above 
and the attendant lift in European bond yields. The EUR/USD is around ¾ cent higher than this time yesterday around 
1.1315, which has knocked NZD/EUR down 40 pips or so to 0.5865. The NZD/USD by contrast has simply shuffled 
sideways in a tight 0.6620-0.6660 range, failing to move much in response to yesterday’s unemployment figures or the 
brighter sentiment overnight. Friday’s US Payrolls figures will be the next key test for the currency.  
 
Day Ahead: There’s a sprinkling of second-tier Aussie data (PMIs, building approvals, trade balance) out in our time zone 
to tide you over until the heavy-hitter events tonight, namely the Bank of England and ECB policy meetings. After a 
lengthy period of build-up, the BoE is widely expected to lift its policy rate for the second time to 0.5%. As with 
elsewhere, the UK is grappling with inflation at 30-year highs and very low unemployment.  

By contrast, the ECB will likely keep all policy settings unchanged with inflation pressures so far proving more benign in 
the Continent than elsewhere. Indeed, the ECB is one of the few central banks still clinging to the ‘inflation is transitory’ 
line. In the US, durable goods and services PMI data are due for release but it’s really Friday night’s employment data 
that markets are waiting for.  

Author: mike.jones@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6636 0.0% NZD/SEK 6.099 -0.9% NZX WMP #N/A N/A #VALUE! Dow 35563 0.5%

NZD/AUD 0.9294 -0.3% NZD/DKK 4.366 -0.5% Gold $/o 1808.5 0.4% S&P 500 4575 0.6%

NZD/EUR 0.5869 -0.5% NZD/THB 22.0 -0.2% WTI Oil $/b 88.4 0.2% NASDAQ 14379 0.2%

NZD/JPY 75.92 -0.2% AUD/USD 0.7139 0.3% Money Market (%) FTSE 7583 0.6%

NZD/GBP 0.4888 -0.4% EUR/USD 1.131 0.5% 90 Day BB 1.15 -0.02 CAC-40 7115 0.2%

NZD/CAD 0.8411 -0.1% USD/JPY 114.4 -0.3% OCR 0.75 0.00 DAX 15614 0.0%

NZD/CHF 0.6096 -0.3% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 23802 1.1%

NZD/HKD 5.172 0.0% NZ 2.57 -0.02 1yr 1.97 -0.02 Nikkei 27534 1.7%

NZD/SGD 0.8938 -0.1% US 1.76 -0.02 2yr 2.40 -0.05 ASX200 7088 1.2%

NZD/CNH 4.219 -0.5% Aust 1.92 0.01 5yr 2.72 -0.04 NZX50 12290 0.0%
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      Important Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

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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