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RBA gets the memo 

The RBA appears to have taken a leaf out the RBNZ’s book yesterday, acquiring fresh urgency to get on top of 
inflation.  Yesterday’s 50bp rate increase was a surprise, with much of the debate about the size of the hike being 
between a 25bp or 40bp. The cash rate hike to 0.85% was because of rising inflation pressures and the still very low 
level of interest rates. Our CBA colleagues now expect the RBA to front-load rate hikes to restrictive settings with 
another 50bps in July followed by 25bps in August, September and November to take the cash rate target to 2.10% 
by the end-2022 (previously: 1.35%).  

AUD/USD surged by roughly 1% above 0.7240 following the RBA’s policy-decision but quickly pared back gains 
because of broad USD strength. Overall, a more hawkish RBA and the stabilisation in China’s economic slowdown 
suggest AUD/USD has room to sustain a break above its 200-day moving average around 0.7260. The NZD/USD 
enjoyed only a fleeting boost on the back of the AUD’s coat-tails, and has spent most of the past 24 hours chopping 
sideways in a 0.6430-0.6490 range.  

In contrast, and as we flagged yesterday, the NZD/AUD has lost just under ½ a cent in the wake of the RBA 
surprise. The dip back to the 0.8975 area takes the cross to the lowest level since 2018. The NZD/AUD tends to be a 
very interest rate-sensitive currency so expect downward pressure to remain as the market re-prices RBA interest 
rate expectations. 

There’s also been some big moves in the JPY crosses, with NZD/JPY climbing to a one-month high above 86.00 
overnight. The JPY fell to 20-year lows against the USD thanks to widening US-Japan bond spreads.  Japan’s poor 
yield environment raises the incentive for Japan’s private sector to recycle their large pool of savings in higher 
yielding overseas assets. 

Markets have been fairly listless overnight, as the week’s keynote events – US inflation and the ECB meeting – are 
awaited. The slow drip of better news out of China continued, helping to stabilise risk sentiment. Beijing reported no 
new COVID cases for the fourth straight day. There was little in the way of economic data. Share-markets have 
enjoyed modest gains (S&P500 +0.95%) as bond yields pared a little of the prior day’s lifts (US 10-year Treasury -6bps 
to 2.97%).  

British Prime Minister Boris Johnson survived yesterday’s vote of confidence in his leadership. Another no 
confidence vote cannot not be held against him for at least another year according to current Conservative party 
rules. Regardless, a bigger issue for UK financial markets at the moment is the country’s move in the direction of 
stagflation. This will keep UK real yields deeply negative and means GBP will trade at a significant discount to 
fundamental equilibrium for some time.  

Prices nudged up a shade at the latest GDT auction overnight, with the overall auction index lifting 1.5%. The all-
important WMP prices index eased 0.3% thanks to a bit of churn in the product mix rather than a drop in underlying 
prices. With global supply still uber-tight and Chinese demand set to recover, we're bullish on the season ahead and 
retain our $9.20 per kgMS forecast. We'll be out later this morning with a full write-up. 

Day ahead: Very little.   
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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.  

 

 

 

mailto:nick.tuffley@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:nathaniel.keall@asb.co.nz
mailto:caro.phillips@asb.co.nz
https://reports.asb.co.nz/index.html
https://twitter.com/ASBMarkets
https://www.asb.co.nz/documents/economic-research.html

