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Aiming higher 

We lifted our RBNZ Official Cash Rate forecasts yesterday. We’ve added an extra 50bps of hikes into the back end of 2022 
such that the OCR is forecast to reach 2% by the end of next year (previously 1.5%). The change in view is tied chiefly to a 
much stronger inflation outlook.  

Annual CPI inflation is now expected to end 2021 close to 6% and may still be above the RBNZ’s 1-3% target band in 
early 2023. The RBNZ needs to get the OCR back towards neutral fast. The RBNZ has basically ruled out moving in 50bps 
increments for the meantime, so we now expect sequential 25bps lifts from November 2021 to May 2022. Full note here.  

Inflation concerns also remain a feature of global financial markets. Measures of market-implied inflation expectations 
hit multi-year highs overnight, and expectations for central bank tightening (notably the US Fed) are being brought forward 
as the ‘inflation is transitory’ camp heads for the exit. US 5-year ‘break-even’ inflation hit 16-year highs of 2.91% overnight. 
The first full 25bps Fed rate hike is now priced for July/September 2022, with another expected by the end of the year. This 
tightening bring-forward underpinned further gains in 2- and 10-year US yields overnight, the former to a post-COVID high.  

Outside of the above, it was a fairly uneventful overnight session. Movements across asset classes were mixed, albeit 
with a modest risk-off tone shining through. Equity markets are flat to down (S&P500 flat, EuroStoxx 50 -0.4%). Commodity 
prices have shown clearer falls as the uptrend pauses for breath (Brent crude -1.3%). Once again there was little economic 
data to speak of. US jobless claims fell to a 19-month low (290k vs. 297k expected), more evidence of the sharp tightening 
in labour markets we’re seeing all around the world.  

Local yields continued to consolidate yesterday after the big moves earlier in the week. The 2-year swap closed 2bps 
higher with the 10-year up a little more (5bps) reflecting the steepening pressure on global interest rate curves. Across the 
Tasman, market-watchers again noted the yield on the April 2024 Australian government bond moving away from the 
RBA’s 0.10% target. It closed around 0.17%. Our CBA colleagues continue to expect the RBA to defend the 0.10% target. If 
it doesn’t, it would be a sign the RBA is wavering on its forward guidance.  

FX chat: The USD finally caught a break overnight, strengthening broadly against the major currencies. General risk-off 
sentiment and falls in commodity prices have seen the commodity currencies slip to the bottom end of the leaderboard. 
Having hit a 4-month high just over 0.7200 yesterday afternoon, the NZD/USD currently trades about ½ cent lower at 
0.7150. The ‘safe-haven’ currencies of JPY, CHF, and USD outperformed.    

Day ahead: All eyes in NZ will be on the Government’s update on COVID restrictions today, and the shape of the new 
framework that might replace the Alert Level system. This afternoon’s Aussie preliminary PMIs for October will provide a 
useful gauge on how activity is tracking as restrictions begin to lift across the Tasman. Tonight, UK and European PMIs are 
expected to hold around very solid levels (indices in mid-50’s). Stagflation? Pfftt. Author: mike.jones@asb.co.nz 

 

Currencies Currencies Commodities Equities

NZD/USD 0.7152 -0.7% NZD/SEK 6.1576 -0.5% CRB Index 236.597 -1.6% Dow 35542 -0.2%

NZD/AUD 0.9582 0.0% NZD/NOK 5.9845 -0.2% NZX WMP 3875 -0.3% S&P 500 4540 0.1%

NZD/EUR 0.6153 -0.5% NZD/THB 23.91 -0.6% Gold $/o 1782.39 0.0% NASDAQ 15199 0.5%

NZD/JPY 81.51 -1.0% AUD/USD 0.7464 -0.7% WTI Oil $/b 83.3 -0.7% FTSE 7190 -0.5%

NZD/GBP 0.5188 -0.4% EUR/USD 1.1623 -0.2%  NZD Swap Rates (%) DAX 15473 -0.3%

NZD/CAD 0.8851 -0.3% USD/JPY 113.97 -0.3% OCR 0.50 0.00 CAC-40 6686 -0.3%

NZD/CHF 0.6568 -0.8% 10 Yr Bond Yields (%) 3mth 0.74 -0.02 H.Seng 26018 -0.5%

NZD/HKD 5.5599 -0.7% NZ 2.50 0.06 1yr 1.44 -0.01 Nikkei 28709 -1.9%

NZD/SGD 0.9635 -0.4% US 1.68 0.02 2yr 1.94 0.02 ASX200 7415 0.0%

NZD/DKK 4.5782 -0.5% Aust 1.79 -0.02 5yr 2.35 0.05 NZX50 13126 0.0%

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/inflation-and-ocr-update-oct-2021.pdf
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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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