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Everyone gets it wrong as RBA hikes 25bps 

• Aussie whole yields jumped 5-20bps and the AUD jumped to the top of the FX leaderboard yesterday after the 

RBA hiked its cash rate 25bps to 0.35%. Markets and economists had been split on +15bps or +40bps but, in the 

event, the RBA shot right through the middle, surprising everyone. NZD/AUD tumbled back below 0.9100 as we’d 

flagged was the risk, and trades around 0.9070 currently. Further downside looks likely from here. 

• Driving the RBA’s decision was a massive upward revision to its inflation forecasts. This looks like the final 

capitulation of the prior ‘Australia is different’ inflation view that underpinned the RBA’s misplaced dovish view 

of the past 6 months. Underlying inflation of ‘around’ 4¾% is now expected for 2022, 2%-age points higher than 

previously. The RBA also announced that it won’t reinvest the proceeds of maturing government bonds and 

hence expects the Bank’s balance sheet to decline “significantly”. Our CBA colleagues now expect further 25bps 

hikes in June, July, August and November 2022, such that the cash rate ends the year at 1.35%.  

• This morning’s GDT dairy auction was weaker than expected. The overall price index slipped 8.5%, the fourth 

consecutive fall. All the major product groups notched up declines, but with butter the largest (12.5%) and key 

whole milk powder prices down 6.5%. Despite the larger-than-expected fall, we haven’t changed our Fonterra 

Milk Price assumptions. Our current season (2021/22) forecast remains at $9.50 per kg/ms, with $9.20 pegged for 

next season.  

• Overnight, market sentiment generally stabilised a little. This may reflect investors settling in and squaring off 

positions ahead of the big Fed announcement of tomorrow morning (see below). Equities scraped off recent lows 

(US indices +0.2-0.5%), the VIX index eased back to 30% from 36%, bond yields marked time, and the USD lost a 

little of its recent ‘safe-haven’ lustre. 

• Economic data were few and far between but there was some attention on the strength of US JOLTS labour 

market figures. A record 11.5m jobs were available in March, above the 11.2m expected. The US labour market is 

white hot with Friday’s payrolls data expected to show the unemployment rate falling to 3.5%. Eurozone 

unemployment figures released overnight showed a slight dip to 6.8% as expected.  

• FX update: The NZD/USD didn’t receive its usual ‘proxy-boost’ from the AUD/USD’s ½ cent RBA-driven gain of 

yesterday. It has held a subdued 0.6420-0.6470 range over the past 24 hours.  The decline in the NZD/AUD noted 

above took the cross to the lowest in four years. The trend for a stronger USD paused overnight ahead of the Fed, 

producing only modest movements across G10 FX pairs.  

• Day ahead: Chocka block, with plenty of market-moving potential. Most notable in this regard is tomorrow 

morning’s (6am) FOMC announcement. A 50bps hike in the Fed Funds rate to 0.75-1.00% has been about as 

heavily signalled as it gets. Reaction will depend on whether the accompanying Statement is seen as justifying the 

market’s aggressive future tightening profile (featuring two more 50bps hikes in June and July). Ahead of the Fed, 

there’s Aussie retail sales (1:30pm) and ADP employment and the US ISM services index.  

In NZ, the RBNZ’s Financial Stability Report at 9am is typically one for the economic train-spotters only, but with 

some interest in the RBNZ’s views on incoming housing macro-pru tools (debt-to-income ratios and interest rate 

floors). NZ labour market data later in the morning will be the headline event of the day, with higher potential to 

be market-moving given inherent volatility. ASB is picking a decline in the unemployment rate to a record low of 

3.0%, from 3.2%. The key wage inflation index, the private sector LCI, is seen at 0.7%/3.1% (quarterly/annual).     
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Currencies Currencies Commodities Equities

NZD/USD 0.6438 0.1% NZD/SEK 6.353 -0.4% NZX WMP 3930.0 0.0% Dow 33129 0.2%

NZD/AUD 0.9073 -0.5% NZD/DKK 4.551 -0.1% Gold $/o 1867.3 0.2% S&P 500 4179 0.6%

NZD/EUR 0.6117 -0.1% NZD/THB 22.1 -0.2% WTI Oil $/b 102.4 -2.6% NASDAQ 12564 0.2%

NZD/JPY 83.80 0.0% AUD/USD 0.7096 0.6% Money Market (%) FTSE 7561 0.2%

NZD/GBP 0.5153 0.0% EUR/USD 1.053 0.2% 90 Day BB 2.11 0.03 CAC-40 6476 0.8%

NZD/CAD 0.8264 -0.3% USD/JPY 130.2 0.0% OCR 1.50 0.00 DAX 14039 0.7%

NZD/CHF 0.6300 0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21102 0.1%

NZD/HKD 5.052 0.1% NZ 3.71 0.02 1yr 3.41 0.04 Nikkei 26819 -0.1%

NZD/SGD 0.8916 -0.1% US 2.97 -0.01 2yr 3.90 0.03 ASX200 7316 -0.4%

NZD/CNH 4.278 -0.1% Aust 3.40 0.14 5yr 4.03 0.04 NZX50 11676 0.0%
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