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ASB revises up its OCR view after strong NZ inflation print 
NZ rates and the NZD firmed after NZ CPI inflation topped ASB, market and RBNZ expectations, with the 7.3% 
annual print the highest in more than 30 years. It made for worrying reading with annual non-tradable inflation 
hitting record highs (6.3% yoy), with distributional and core measures showing a widening front of price increases, 
and the RBNZ’s estimate of core inflation from the sectoral factor model at a record high 4.8% yoy. Annual CPI 
inflation looks to have peaked this cycle, but the inflation outlook is highly uncertain. We expect high inflation rates 
to stick around, with annual inflation ending the year at around 6% and remaining above 3% till 2024 with the 
inflation outlook still too high for the RBNZ’s comfort. 

 As a result of the strong CPI print and concerns that high inflation outturns will linger, we have tweaked our OCR 
view. More restrictive OCR settings look to be needed, and we now expect 50bp hikes in August and October, a 
25bp November hike and a 3.75% end of 2022 OCR peak. However, persistently high inflation runs the risk of 
more aggressive OCR action, including a possible 75bp August hike and higher OCR endpoint this cycle. Current 
market pricing has about 65bps of hikes priced in for August with the OCR ending this year at around 4.1%. 

Markets remained twitchy overnight, with recession fears lurking as central banks tackle what is looking to be 
increasingly entrenched high inflation. Sharp falls in the US NAHB Housing Market Index to 55 (mkt: 65) to a 2-year 
low looks to have been largely ignored. 

Equities were mixed. Generally soft corporate news (including reports that Apple was to slow hiring and spending 
and mixed earnings reports for US banks) generally weighed, with the ‘big 3’ US indices – SD&P500, Dow, Nasdaq – 
currently down slightly over the session, and with major corporate results due. European bouses firmed upon their 
open to close 1% to 2% higher (Euro Stoxx 50 1.0%, Dax 0.7%, FTSE 100 0.9%), with mining and energy stock 
outperforming. Equities were generally firmer in the Asia Pacific session (ASX 200 +1.2%, NZX 50 +0.4%) after the 
PBOC pledged to step up economic support. 

Government bond yields were up. US Treasury yields edged 3-6bps higher across the curve that remained inverted 
(2Y 3.16%, 10Y 2.96%), pointing to weakness ahead. FOMC Rate hike expectations have a 75bp July hike fully priced 
in with a shade more than 190bp of 2022 hikes after last week toying with the possibility of more sizeable moves. 
European yields moved higher (UK 10Y 2.15%, Ger 10Y 1.21%) with more modest moves for Italian yields (10Y 3.27%) 
following reports some coalition members are working to prevent the Draghi government from folding. NZ (10Y 
3.66%) and Australian (10Y 3.43%) bond yields firmed after the NZ CPI inflation print with the yield curve flattening. 
NZ swap yields ended the session higher with the yield curve further inverting (2Y 4.11%, 10Y 3.85%).   

Generalised USD weakness provided a boost to commodity prices. Oil prices rebounded earlier losses after the trip 
by President Biden failed to get a commitment by Saudi Arabia to boost oil supply and stronger demand. Near-term 
contract prices for Brent (USD106 per barrel) and WTI (USD 103) were up around 5%. Concerns over limited supply 
provided a boost to gas prices. 

With the Conservative Party now looking to replace outgoing PM Johnson, the Bank of England has become political 
fodder, with various candidates proposing tweaks to its mandate, including introducing monetary supply targets so 
as to tackle rampant inflation. BOE policymaker Saunders flatly rejected this, reiterating the current framework was 
best left untouched. We agree with Saunders but note that the hard-fought credibility of global central banks risks 
being eroded. This will have widespread implications. 

FX: The retracement of earlier USD strength continued with the greenback amongst the G10 currency laggards, but 
just a whisker down from 20-year highs. European currencies generally outperformed overnight. Joining Uncle Sam 
was the kiwi (currently 0.616 USD), which failed to hold onto its post-CPI bounce and fell to the bottom of the G10 
currency standings. The NZD traded in a 0.6145 to 0.6205 USD range over the past 24 hours and was down to 90.4 
Australian cents. NZD fortunes hinge on risk appetite, with more downside risk than up. 

Day ahead: Little locally, with the RBA July Minutes possibly providing more colour on the size and sequencing of 
future rate hikes by the RBA Board. Following the 50bp July hike, our CBA colleagues now expect the RBA to increase 
the cash rate by 50bps in August and September followed by a 25bps hike in November to a terminal rate of 2.60%. 
The RBA Minutes will follow a speech by RBA Deputy Governor Bullock. UK data should depict a still-tight labour 
market, with markets pricing in a further 175bps of 2022 hikes by the Bank of England. Tomorrow morning has the 
Mansion House speech by BOE Governor Bailey. Eurozone headline inflation is expected to firm to a record high 
8.6%. US housing starts and building permits data are out.  Author: mark.smith4@asb.co.nz  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-q2-cpi-review.pdf
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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.  

 

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6156 0.0% NZD/SEK 6.396 -0.8% NZX WMP 3650.0 0.3% Dow 31114 -0.4%

NZD/AUD 0.9036 -0.3% NZD/DKK 4.516 -0.6% Gold $/o 1707.9 0.0% S&P 500 3848 -0.4%

NZD/EUR 0.6066 -0.7% NZD/THB 22.6 0.1% WTI Oil $/b 101.5 4.0% NASDAQ 11372 -0.6%

NZD/JPY 84.98 -0.4% AUD/USD 0.6813 0.4% Money Market (%) FTSE 7223 0.9%

NZD/GBP 0.5149 -0.6% EUR/USD 1.015 0.6% 90 Day BB 3.13 0.03 CAC-40 6092 0.9%

NZD/CAD 0.7987 -0.3% USD/JPY 138.0 -0.4% OCR 2.50 0.00 DAX 12960 0.7%

NZD/CHF 0.6016 0.1% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20846 2.7%

NZD/HKD 4.833 -2.2% NZ 3.68 0.03 1yr 3.97 0.01 Nikkei 26788 0.5%

NZD/SGD 0.8602 -0.3% US 2.95 0.03 2yr 4.11 0.06 ASX200 6687 1.2%

NZD/CNH 4.162 -0.6% Aust 3.44 0.03 5yr 3.88 0.03 NZX50 11164 0.0%
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