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NZ inflation still on manoeuvres; Markets cautious following Fed signals 

Yesterday morning’s Q4 NZ CPI print was a little bit below our expectations, but still showed inflation pushing past the 
RBNZ’s previous round of forecasts in the November MPS. Headline CPI inflation tipped up to an annual 5.9% (mkt, 
RBNZ: 5.9%, ASB: 6.1%) and looks to pass the 6% mark in the months ahead as sure as day follows night. Beyond the 
headline numbers, the results continue to suggest that inflationary pressures are proving broad and sustained: both 
tradable and non-tradable inflation advanced (implying a mix of domestic and international factors are proving a potent 
combo), while distributional measures show that more and more price increases are being passed on (circa 70% of the 
CPI basket by expenditure). 

In the afternoon, the RBNZ’s sectoral core inflation model also leapt to a 14-year high to +3.2% yoy. In short, the Bank 
has more to do when it comes to tightening monetary policy, and the risks continue to skew towards a higher OCR 
endpoint or a faster speed than the steady pace of hikes than its previously signalled. We’ll be closely watching next 
week’s Household Labour Force Survey for signs of how much labour market tightness continued over Q4 and whether 
wages are starting to respond. 

NZ rates were on the march ahead of the CPI release but backtracked a bit on the result. While inflation printed a bit 
stronger than the market was expecting, the result wasn’t the sort of spectacular overshoot we’ve gotten used to when it 
comes to recent data, market keeping reaction fairly circumspect with only a modest impact on market pricing. Swap 
yields ultimately closed the day 2 to 5bps higher across the curve. Currency reaction was muted, largely overshadowed 
by the Fed’s hawkish (and USD supportive) comments overnight. 

Speaking of the Fed, Treasury yields have been fairly mixed overnight, following on from their modest gains in the 
aftermath of yesterday’s FOMC meeting. The 10-year is down 8 bps, reversing the limited gains it made in the aftermath 
of yesterday’s FOMC meeting. Meanwhile the 2-year is largely unmoved, with the curve flatter as a result. While a March 
fed funds hike in all but assured, markets remain more cautious about the medium-term outlook. 

Q4 US GDP data largely supported the Fed’s upbeat near-term economic assessment. Annualised GDP growth ticked up 
from 2.3% to 6.9%, shooting past market expectations of an already solid 5.5% lift. 

Equities have been mixed overnight, stuck between the positive data flow, caution around the start to the tightening 
cycle and the usual well-documented anxieties. The Dow and S&P500 are each lower, down 0.23% and 0.41% 
respectively as at the time of writing. The tech-heavy (and typically growth sensitive) Nasdaq has had an even worse 
night, down just over a percentage point.  

Oddly enough, European sharemarkets have actually been fairly upbeat overnight despite the ongoing Ukraine tensions. 
On that front, discussions channels between the West and Russia remain ongoing, but the latter isn’t having much luck 
with its latest predictable efforts to block Ukraine from joining NATO.  

On the currency front, it’s all about USD strength. The greenback has made solid gains against the rest of the G10 as a 
fed funds hike looks increasingly imminent. That theme has dwarfed other events in the last 24 hours (like the stronger 
NZ inflation print), and the upshot is that NZD/USD has shed just over a cent in the last 24 hours, to trade just shy of 
0.658. NZD is lower across the board, only managing a slight gain against its antipodean cousin. NZD/AUD is currently 
trading at the top half of its narrow 0.933-0.936 overnight range.   

Day ahead: Aussie PPI data is out this afternoon. Expect it pick up, but it will all be a bit anti-climactic after the lucky 
country’s CPI print earlier in the week covering the same period. At the weekend, the US will be in the inflation spotlight 
with the PCE deflator and labour costs likely to confirm previous data that shows US inflationary pressures are continuing 
to hot up. We expect the trimmed mean PCE deflator (the best measure of underlying inflation) to accelerate to 3.2%/yr. 
On a similar theme, the latest Michigan Uni Sentiment Survey will show inflation expectations remaining high. Author: 
nathaniel.keall@asb.co.nz  
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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 0.6586 -1.0% NZD/SEK 6.181 -0.3% NZX WMP 4350.0 0.2% Dow 34243 0.2%

NZD/AUD 0.9359 0.1% NZD/DKK 4.398 -0.2% Gold $/o 1795.6 -1.3% S&P 500 4324 -0.7%

NZD/EUR 0.5909 -0.1% NZD/THB 21.9 -0.6% WTI Oil $/b 86.7 -0.7% NASDAQ 13472 -0.6%

NZD/JPY 75.87 -0.5% AUD/USD 0.7037 -1.1% Money Market (%) FTSE 7554 1.1%

NZD/GBP 0.4919 -0.5% EUR/USD 1.115 -0.8% 90 Day BB 1.08 -0.01 CAC-40 7024 0.6%

NZD/CAD 0.8378 -0.5% USD/JPY 115.2 0.5% OCR 0.75 0.00 DAX 15524 0.4%

NZD/CHF 0.6129 -0.4% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 23807 -2.0%

NZD/HKD 5.127 -1.1% NZ 2.67 0.06 1yr 1.98 0.04 Nikkei 26170 -3.1%

NZD/SGD 0.8910 -0.7% US 1.79 -0.07 2yr 2.47 0.01 ASX200 6838 -1.8%

NZD/CNH 4.192 -0.2% Aust 2.03 0.08 5yr 2.81 -0.01 NZX50 12050 0.0%
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