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A problem shared is…still a problem 
We all went our separate ways for a while, but it seems the global economy is becoming more synchronous again.  

The advent of COVID-19 saw countries’ growth paths diverge for a while, largely along the lines of their relative 

success in managing the outbreak. But early in 2022 it feels as if the strands are coming back together again. No more 

so than in relation to the economic challenges most of the world’s developed economies are staring into.  

Overstimulated economies, tight labour markets and skill shortages, spiking inflation, housing booms and possible 

busts, supply chain disruptions, and the delicate matter of starting to unwind economic stimulus and what that might 

mean for interest rates and economic growth down the line. The RBNZ, which late last year had offshore pundits 

sputtering into their coffees in making an early start to interest rate hikes, now looks like a pioneer. Indeed, if last year 

was about NZ interest rates going it alone, this year is about the rest of the world catching up.  

Even those that thought they were “different” are starting to row back this sentiment. The RBA looks set to abandon 

its sanguine inflation narrative as soon as this afternoon. Our mates at CBA expect the RBA to today announce an end 

to its QE programme, and for rate hikes to come in August (if not sooner). Last week also saw both the US Federal 

Reserve and the Bank of Canada tell us (in coded central bank speak) that they’re aiming for a March lift-off. The Bank 

of England looks set to raise its policy rate for the second time on Thursday.  

But even if the issues are increasingly shared, that doesn’t make them easier to solve. Witness the recent jitters in 

equity markets. If we were all in a classic short-lived ‘supply shock’, the central bank playbook would suggest standing 

pat. But the reality is more nuanced, akin to stimulus-spiked demand running into inelastic supply. Capacity 

constraints look set to stick around or even worsen, cooling economies even as inflation pressures remain firm.  

NZ’s annual inflation rate hit 5.9% last week. The details 

confirmed to us that inflation pressure is broadening. An 

acceleration in wage growth is a key part of this view. 

Tomorrow’s crop of labour market data is expected to show 

wage inflation lifting to 10-year highs and unemployment 

falling to a circa 40-year low of 3.2%. We don’t think we’re at 

the peak of the inflation/labour market cycles yet.  

Given this, the RBNZ may ultimately have to lift the OCR 

beyond our current forecast for a 2% cycle peak. Still, the 

challenging nature of this expansion warrants a careful 

approach. All economic forecasts should be taken with a grain 

of salt. mike.jones@asb.co.nz       
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Foreign Exchange Market  

FX Rates Current* Week ago Month ago Year ago ST Bias Support^ Resistance^ 

NZD/USD 0.6582 0.6678 0.6821 0.7197 FLAT/DOWN 0.6530 0.6750 

NZD/AUD 0.9308 0.9349 0.9403 0.9407 FLAT 0.9300 0.9400  

NZD/JPY 75.75 75.98 78.50 75.32 FLAT/DOWN 75.00  77.50  

NZD/EUR 0.5858 0.5902 0.6027 0.5932 FLAT 0.5830  0.6000  

NZD/GBP 0.4892 0.4955 0.5053 0.5239 FLAT 0.4850 0.5000  

TWI 70.9 71.0 72.5 74.7 FLAT/DOWN N/A  N/A  

^ Weekly support and resistance levels * Current as at 10.30am today; week ago as at Monday 5pm 

NZD Recap and Outlook 
Currency movement last week was largely driven by the F-word: the Fed. USD started the week on the front foot as 

markets grew increasingly confident the Bank would signal a hike in the Fed Funds rate as soon as March. Those 

expectations were more or less spot-on come the announcement on Thursday morning, with the Federal Open 

Market Committee opting to further taper down asset purchases over February in order to pave the way for said hike.  

Markets were pretty well priced for a March hike by the time of the meeting, but the announcement was still enough 

to trigger a ‘pro-US’ bias. The USD shot up in the aftermath of the news, with the DXY Index (a measure of USD 

strength) ending the week around 2% higher. USD has held on to most of those gains over the NZ weekend.  

On the local front, NZ CPI data printed on the strong side early in the week (+5.9% annually versus +5.7% pegged by 

both market expectations and the RBNZ’s last round of forecasting), but the impact on the NZ rates market was (and 

consequently the NZD) saw little upside.  

That collective shrug had a couple of drivers. Firstly, markets have gotten so used to inflation data surging past 

expectations that even a modest upside surprise runs the risk of being seen as bearish. Secondly, and as we noted last 

week, NZ OCR expectations are already richly priced and there isn’t a tremendous amount of room for markets to pile 

on further hikes – particularly given the RBNZ’s preference to move in a steady pace of 25bp hikes. In short, interest 

rate differentials have probably already peaked in NZD’s favour this tightening cycle. All-up, NZD/USD shed a cent and 

a half to finish the week around the 0.655 mark.  

There’s reason to believe last week’s trends will continue in the short term. A period of consolidation in FOMC pricing 

looms, capping NZD/USD upside. As with last week’s CPI data, confirmation this Wednesday that the labour market 

held up well over Q4 may not trigger much of a nudge in NZD given where market pricing is already sitting. And don’t 

be surprised if a few more bouts of market anxiety and associated share market volatility (a constant theme over 

January) provide USD with further support.  

Hot on the heels of the Fed, there are a couple of other central bank meetings this week, with the RBA, BoE and ECB 

all out. Sequels are never as good as their predecessors (noting the important exception of The Godfather Part II) and 

we expect the impact of each to pale in comparison with last week’s Fed movement. Markets are already pegging an 

80% chance of a hike by the BoE, while no one expects the ECB to shift markedly in a hawkish direction. Those facts 

should keep NZD/GBP and NZD/EUR movements relatively modest. Tuesday’s RBA meeting will be the liveliest of the 

three, with our CBA colleagues expecting the Bank will announce an end to its bond buying programme.  

nathaniel.keall@asb.co.nz  
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Interest Rate Market 

Wholesale interest rates Current Week ago Month ago Year ago MT Bias 

Cash rate 0.75 0.75 0.75 0.25 UP 

90-day bank bill 1.10 1.08 0.97 0.29 UP 

2-year swap 2.46 2.41 2.17 0.32 UP 

5-year swap 2.77 2.77 2.55 0.66 UP 

10-year swap 2.82 2.83 2.64 1.19 UP 

10-year govt bond yield 2.55 2.55 2.31 1.18 UP 

Curve Slope (2s10s swaps) 0.36 0.42 0.47 0.87 UP 

* Current as at 10.30am today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

Local and global yields have pushed higher since our last update, with a curve-flattening bias. Increases have been 

most pronounced in the 1-3 year part of the curve. Two-year NZ swap yields are currently 2.47%, close to 6-year highs 

after trading in a 2.33%-2.50% range last week. NZ Q4 CPI printed only slightly above market and RBNZ expectations, 

with a modest immediate reaction. NZ yields, however, have subsequently ground higher. 

Global catalysts contributed to most of the market action, particularly last Thursday’s hawkish Federal Open Market 

Committee (FOMC) assessment.  The FOMC held settings but provided a strong signal of imminent rate hikes, an end 

to QE, and the running down of its circa USD9 trillion balance sheet given high inflation and a strong labour market. US 

2-year Treasury yields jumped about 15bps after the FOMC statement and have largely held onto those gains (1.17%), 

with about 20bps added to FOMC rate hike expectations. US 10-year Treasury yields (1.78%) have largely retraced 

their post-FOMC spike to be little changed on a week ago. Stronger than expected Q4 headline and core inflation 

prints in Australia provided a nudge to Australasian yields, with our CBA colleagues shifting forward their RBA rate  

Near-term interest rate outlook 

Current market pricing has close to 175bp of hikes priced in for 2022 (OCR roughly at 2.50%), with the OCR hitting 

3.10% in August 2023, a 20bp increase on a week ago. Although there is still a lot already priced in, our near-term bias 

is for NZ yields to grind higher and for markets to increasingly contemplate the possibility of a 50bp OCR hike. The NZ 

labour market is expected to tighten further in 2022 with Wednesday’s data confirming the unemployment rate 

ended 2021 at a record low. An escalating Omicron outbreak will create significant disruption, but we expect little 

impact on the local rates market. 

Local yields may receive another leg-up from rising global yields. We continue to see more upside than downside risk 

to the global interest rate outlook. Markets will tend to place more emphasis on inflation and labour market data 

given their importance for monetary policy settings. Short-term global yields could edge higher as central banks act on 

removing policy stimulus.  Later today, the RBA is likely to hold the cash rate but announce the cessation of bond 

purchases. Friday’s Statement of Monetary Policy will likely show a decent upgrade to the RBA’s inflation forecasts 

and a tighter labour market outlook, with tomorrow’s speech by RBA Governor Lowe potentially showing a shift in 

tone. We expect the BoE to raise the bank rate by 25bp to 0.5% given the elevated inflation environment. For the ECB, 

we expect monetary policy settings to be unchanged with ECB President Lagarde to hold to her recent dovish rhetoric. 

Medium-term outlook 

We have pencilled in a steady sequence of 25bp hikes, with the OCR peaking at 2% by late 2022. Risks are skewed 

towards a faster pace of OCR hikes and a higher OCR endpoint.  We are also likely to see the RBNZ speed up the pace 

at which it pares back its LSAP holdings (from early 2022). Our CBA colleagues expect QE tapering from February 2022 

(ending May 2022) and RBA rate hikes from August 2022 (or earlier). The US FOMC is now expected to have finished 

its QE tapering and to hike rates by March 2022 (2.25-2.5% by early 2024), running down its balance sheet in June. 

Longer-term yields are expected to drift up with growing risks of the curve steepening. mark.smith4@asb.co.nz 
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Domestic Events for the week ahead 
Data Date Time  

(NZT) 

Market ASB  

HLFS Unemployment Rate, %, Q4 02/02 10:45am 3.4 3.2 

LCI Private Sector Wages (ex-overtime), %, qoq 02/02 10:45 am 0.8 0.9 

 
The Q4 labour market figures may still be clouded by 2021 

COVID-19 disruptions but are expected to show that the labour 

market tightened at the end of last year, with employment above 

its maximum sustainable level. Given the shortage of workers and 

the likelihood of some pullback from the strong Q3 HLFS print, Q4 

employment growth is expected to be sluggish. The unemployment rate is expected to fall to a record low, with other 

labour utilisation metrics to tighten further. Wage growth is expected to accelerate to its highest annual rate in more 

than a decade and become more broad-based over 2022. Omicron disruptions to the labour market and wider 

economy are expected in early 2022 and could further tighten the domestic labour market, although the impact of the 

outbreak should be short-lived.  

Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU CoreLogic dwelling prices, Jan 22 (%) 1/2 5:00 pm 0.8 

AU RBA Board Meeting, Feb 22 cash rate (%) 1/2 4:30 pm 0.1 

AU Retail trade nominal, Dec 21 / real, Q4 21 (%) 1/2 1:30 pm -4, 7.5 

AU RBA Governor Lowe speaks 2/2 2:30 pm - 

NZ HLFS Unemployment Rate, Q4 (%) 2/2 10:45 am 3.2 

NZ LCI Private Sector Wages (ex-overtime) (%) 2/2 10:45 am 0.9 

European CPI, Jan (%) 2/2 11:00 pm 4.0/yr 

US ISM manufacturing, January  2/2 4:00 am 58.0 pts 

CA GDP, November (%) 2/2 2:30 am 0.3/mth 

AU Building approvals, Dec 21 (%) 3/2 1:30 pm -2 

AU Trade balance, Dec 21  3/2 1:30 pm $A9.2 bn 

UK BOE rate announcement (%) 4/2 1:00 am 0.5 

European ECB rate announcement: Main refi rate (%) 4/2 4:45 am  0.0 

AU RBA Statement on Monetary Policy (SMP), Feb 22 4/2 1:30 pm - 

US Non-farm payrolls / Unemployment rate (%) 5/2 2:30 am 200,000 / 3.8 

CA Net employment change, Jan / Unemployment rate (%) 5/2 2:30 am -150,000 / 6.4 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 28th January  

The daily CoreLogic data suggest that Australian dwelling prices have posted another solid increase in January, albeit 

smaller than the monthly gains of 2021.  We expect higher interest rates will see monthly gains in dwelling prices 

moderate further with falls expected in 2023.   

This will be the RBA’s first Board meeting of the year, and the first in two months.  Since the last meeting we have 

seen the unemployment rate fall to just 4.2% and the Q4 21 inflation data print much stronger than the RBA’s forecast 

profile implied.  At this meeting we expect that the RBA will announce the end of their bond buying program.  The 

cash rate will remain at 0.1%.  The post meeting Statement will preview the RBA’s latest set of forecasts.  These will be 

fleshed out in Governor Lowe’s speech on Wednesday and the Statement on Monetary Policy on Friday 

Our internal data indicates a fall in Australian retail trade in December.  The November data was very strong as the 

economy rebounded following the Delta outbreak and with solid spending over the Black Friday sale period.  Adjusting 

for price increases, we expect a large 7.5% lift in the volume of retail spending in Q4 21.   
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The RBA Governor will give an address at the National Press Club on Wednesday.  The Governor will likely run through 

the current economic backdrop and the latest set of economic forecasts to be published in full in Friday’s Statement 

on Monetary Policy (see preview below for our view on the forecast changes that we expect.   

We expect Eurozone CPI likely peaked at 5% in December 2021.  We forecast annual inflation eased to 4.0%/yr in 

January 2022.  The slower pace of inflation will largely be driven by Germany’s value-added tax cut falling out of the 

annual rate.  At the same time, base effects from the rapid acceleration in energy prices in early 2021 also suggest a 

moderation in the pace of inflation. 

Already-released regional manufacturing surveys indicate the national US ISM decreased to 58pts in January.  At 

this level, US manufacturing is still strong condition.  The new orders, prices paid and inventory components will give 

insight into demand and supply constraints that have plagued manufacturing. 

The economic reopening prior to the arrival of Omicron likely supported Canadian consumer spending in November.  

But lower oil prices might have weighed on mining sector growth.  We estimate GDP growth moderated to 0.3%/mth 

in November from a solid 0.8%/mth the previous month 

We expect a 2% fall in Australian building approvals in December 21 after a bounce last month.   We expect 

approvals to move a little lower as fixed lending rates have lifted.  A start to the RBA cash rate normalising cycle, 

which we expect to begin in August, will also weigh on approvals. 

We expect the Australian trade surplus to narrow a touch in December.  We forecast a lift in exports thanks to higher 

rural and non-rural commodity prices.  Services exports are also likely to lift with Australia’s international border now 

open.  We also expect to see higher services imports 

We expect the Bank of England will raise the bank rate by 25bp to 0.5%.  The unemployment rate is nearing pre-

pandemic lows and consumer inflation is running at a 30 year high.  Although there has been some economic 

disruption from the recent Omicron outbreak, the elevated inflation environment suggests that the BoE remains on 

course to further tighten monetary policy 

We expect the ECB to leave monetary policy settings unchanged this week.  We expect ECB President Christine 

Lagarde to hold to her recent dovish rhetoric and argue that Eurozone inflation is not as elevated as in other 

countries.  At the same time, the ECB still largely expects high inflation to be transitory.  Nevertheless, we see a 

growing risk that the ECB will raise rates in 2023 if inflation does move back below the ECB’s 2% target rate shortly. 

We expect the RBA’s forecasts to show significant upward revisions to its profile for underlying inflation following a 

strong outcome in Q4 21. Underlying inflation is forecast to be around 3.0%/yr over 2022 (i.e. the top of the target 

band).  We also expect a modest downward revision to their unemployment rate forecasts following a fall in the 

unemployment rate to 4.2% in December.  We also expect a small upward revision to the RBA’s forecast for wages 

growth.  The RBA’s newly painted central scenario for the economy is likely to be consistent with a first hike in the 

cash rate in mid-2023.  We forecast a faster pick up in underlying inflation and have the first cash rate hike in August, 

or slightly earlier. 

The US labour market is tight with US initial jobless claims figures to indicate little impact on unemployment from 

omicron.  The major near-term constraint on employment growth is the supply of workers. 

The Canadian labour market will likely have taken a significant Omicron hit in January.  We estimate a 150,000 loss 

in employment over the month, with a majority concentrated in the services sector.  We also expect the 

unemployment rate to rise to 6.4%.  Nevertheless, we expect the hit to the labour market will be brief and therefore 

will not stop the Bank of Canada from raising interest rates at its March policy meeting.   
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Key Forecasts 
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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.   

ASB  NZ economic forecasts Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% -3.7 3.2 0.9 1.5 1.5 0.7 0.7 0.6

GDP real - A% -0.3 3.3 2.7 1.8 7.2 4.7 4.4 2.7

GDP real - AA% 5.0 5.7 5.5 1.9 3.7 4.1 4.5 2.9

NZ House Prices (QV Index) - A% 25.5 24.7 15.4 8.4 3.2 -2.9 -2.9 6.8

CPI - Q% 2.2 1.4 1.2 0.7 1.3 0.7 0.4 0.2

CPI - A% 4.9 5.9 6.3 5.7 4.7 4.0 3.2 2.6

HLFS employment growth - Q% 2.0 0.2 -0.3 0.1 0.3 0.3 0.4 0.3

HLFS employment growth - A% 4.3 3.8 2.9 1.9 0.2 0.3 1.0 1.3

Unemployment rate - %sa 3.4 3.2 3.1 3.1 3.4 3.5 3.6 3.6

    Q% = percentage change on previous quarter

    A% = percentage change since same quarter the previous year

    AA% = percentage change for year ending quarter since the previous year

ASB interest rate forecasts Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.25 0.75 1.00 1.50 1.75 2.00 2.00 2.00

NZ 90-day bank bill 0.65 0.97 1.25 1.75 2.00 2.25 2.25 2.25

NZ 2-year swap rate 1.42 2.17 2.45 2.50 2.55 2.60 2.65 2.80

NZ 5-year swap rate 1.87 2.55 2.80 2.85 2.90 2.95 3.00 3.05

NZ 10-year swap rate 2.24 2.64 2.90 2.95 3.00 3.05 3.10 3.15

NZ 10-year Bond 1.97 2.37 2.65 2.75 2.85 2.90 2.95 3.00

ASB foreign exchange forecasts Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZD/USD 0.69 0.68 0.71 0.73 0.74 0.75 0.73 0.73

NZD/AUD 0.96 0.94 0.96 0.96 0.95 0.94 0.94 0.94

NZD/JPY 77 79 82 86 88 90 88 88

NZD/EUR 0.59 0.60 0.62 0.63 0.63 0.63 0.60 0.56

NZD/GBP 0.51 0.51 0.53 0.54 0.54 0.54 0.51 0.50

NZD/CNY 4.4 4.4 4.5 4.6 4.6 4.7 4.5 4.5

NZD TWI 73.7 73.2 75.6 77.0 77.2 77.6 75.6 75.0
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