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Inflation pandemic, more interest rate booster shots 
Just as NZ is getting to grips with the likelihood that COVID will eventually be part of everyday life (i.e. become 

endemic), NZ is also dealing with the growing risk that inflation moves from being a pandemic to becoming endemic – 

entrenched in the economy like it was back in the 1970s and 1980s.  Inflation pressures are widespread, supply chain 

pressures have yet to be resolved, and the bow-wave of wage-related cost pressures is yet to come.  Over time our 

medium-term inflation outlook has continued to lift – even though we have already been flagging for about a year the 

risks of rising inflation.  

The RBNZ has a mandate to keep inflation contained to 1-3% “over the medium term”.  It also has an established tool 

– the Official Cash Rate – that it uses to hit that target.  So the RBNZ will ensure that high inflation does not become 

endemic (entrenched).  It is just a matter of how high the OCR needs to go for that objective to be achieved. 

We now think the RBNZ will need to push the OCR up to 2.75% by early 2023 to ensure that inflation does not 

become endemic – that is three 25bp booster shots more than in our previous view.  Inflation pressures are becoming 

widespread across domestic and imported sources alike.  And, with the labour market set to tighten even more this 

year, further sources of sustained inflation pressure are in the pipeline. 

Last week’s labour market data reinforced that the supply of labour is diminishing, although wage growth is not taking 

off too fast quite yet.  The border relaxation timeframes announced last week means some expansion of labour supply 

will happen this year largely as anticipated.  Even so, we expect unemployment will fall further – a great time for 

employees to get greater compensation for the erosion of their purchasing power but it will also drive-up businesses’ 

cost lines.  You can read more about our updated OCR view in last week’s labour market review.    

We stress this is our best guess of where interest rates will track.  If there is anything we have all learnt from the past 

two years, it is that outlooks can change very quickly.  If all goes swimmingly well, a booming economy undented by 

any more shocks may need even higher interest rates than what we now forecast to keep growing demand in check 

with what we (and the rest of the world) can supply at a sustainable cost.  Conversely, further economic disruption 

that causes wallets to get lost down the side of the couch, or marked sensitivity to rising interest rates, could easily 

see the OCR peak at a lower level.  Whatever the peak, the key point is that short-term interest rates look like they 

have a lot further to rise, and people need to be mindful of how that will impact on their financial position over the 

next few years.  The door is slamming shut on the run of incredibly low interest rates. 

Inflation expectations out this week will understandably be under the spotlight.  In highlighting how people perceive 

inflation will track, they give a gauge of people’s preparedness to accept rising prices or to try lifting prices.  

Perception can bring about reality, which is what the RBNZ will be watching out for.  nick.tuffley@asb.co.nz        

 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-review-q4-2021.pdf
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Foreign Exchange Market  

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

NZD/USD 0.6631 0.6587 0.6751 0.7146 FLAT/DOWN 0.6650 0.66850 

NZD/AUD 0.9311 0.9321 0.9427 0.9413 FLAT/UP 0.9290 0.9470  

NZD/JPY 76.31 75.71 78.24 75.40  FLAT 75.90  79.20  

NZD/EUR 0.5798 0.5858 0.5973 0.5976 FLAT 0.5750  0.5900  

NZD/GBP 0.4900 0.4896 0.4984 0.5226 FLAT 0.4850 0.5000  

TWI 71.5 70.4 72.0 74.6 FLAT N/A  N/A  

^ Weekly support and resistance levels * Current as at 9.30am today; week ago as at Monday 5pm 

NZD Recap and Outlook 
Last week was big for global financial markets marked, notably, by the admission from most of the world’s big central 

banks that the whole ‘inflation is transitory’ line was a farce, and they all need to get cracking on reducing stimulus.  

This was true across the Bank of England, European Central Bank, Bank of Canada, and critically the US Federal 

Reserve. The RBA, for now, continues to dance to the beat to its own dovish tune (which we doubt will last).  

The clear upshot has been more fuel for the uptrend in global interest rates that’s now been underway since mid-

2020. Friday’s absolute belter of a US employment report added rocket boosters, pushing the US 10-year rate above 

1.9% for the first time since 2019. There were similar records marked across UK and European wholesale rates.  

But for FX markets, the implications of all this have been surprisingly modest. This could be due to the synchronicity of 

the move: rates everywhere are going up at the same time, limiting the implications for currencies which are a relative 

price.  

Last week, a generalised weakening in the USD saw the NZD/USD recover a modest 1.3%. Stepping back, it’s been in a 

0.6550-0.6750 range for about three weeks now.  

For us, last week’s price action highlighted the downside NZD/USD risk we’ve been flagging this year of rising offshore 

rates eroding the kiwi’s interest rate differential. The shakier picture for risk appetite and equity market sentiment is 

also a NZD downside, albeit with lofty NZ commodity prices providing some offset. We wouldn’t be surprised to see 

another test of 0.6500 in coming weeks. Amongst the crosses, NZD/AUD should outperform thanks to the RBA’s 

dovish stance sticking out amongst its global peers.  

The week ahead looks quieter than last, setting the stage for more near-term range trading. Near-term support and 

resistance for NZD/USD is eyed at 0.6550/0.6685.  

mike.jones@asb.co.nz  
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Interest Rate Market 

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

Cash rate 0.75 0.75 0.75 0.25 UP UP 

90-day bank bill 1.16 1.15 0.97 0.28 UP UP 

2-year swap 2.48 2.47 2.23 0.38 FLAT UP 

5-year swap 2.80 2.78 2.64 0.85 FLAT UP 

10-year swap 2.87 2.82 2.78 1.43 FLAT UP 

10-year govt bond yield 2.67 2.58 2.45 1.38 FLAT UP 

Curve Slope (2s10s swaps) 0.39 0.35 0.56 1.05 FLAT FLAT 

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

Market recap 

Local yields are a fraction higher, with the curve marginally steeper since our last update and a minor retracement in 

current market pricing. Q4 NZ labour market data was strong (unemployment rate at record low 3.2%), but wage 

inflation undershot RBNZ and market expectations, pointing to a less imminent need for 50bp hikes. Still, it suggests 

to us that the RBNZ still have a considerable amount of work to do and we changed our OCR call, (see below). NZ 

yields also eased after the NZ Government announced it would reopen the NZ border in stages from later this month, 

but have subsequently risen on the back of higher global yields.  

Global yields are now playing catch-up (to higher NZ yields), with more sizeable increases in European yields following 

hawkish tilts by the BOE (25bp rate hike, 4 of the 9 members voting for a 50bp, further hikes signalled) and ECB (no 

changes but 2022 rate hikes not ruled out).  Treasury yields were boosted with the stronger than expected payrolls 

print contributing to 10-15bp weekly lifts and with more than 5 full FOMC hikes priced in for 2022.  Australian yields 

have also edged up, with more than 100bps of hikes priced in by the end of the year. This was despite RBA Governor 

Lowe’s call for ‘patience’ and the dovish tinge of the RBA rates decision and Statement of Monetary Policy. 

Near-term interest rate outlook 

Current market pricing is still broadly aligned to 25bp hikes per meeting over 2022, with the OCR approaching 2.50% 

by year end and 3.10% in August 2023. Pricing broadly aligns with our core view of a consecutive sequence of 25bp 

hikes in 2022, but we don’t think the OCR will peak as high as 3% given growing headwinds facing domestic spending. 

However, the focus for now is on inflation and yields could react to a further ratcheting up of inflation expectations 

from Wednesday’s RBNZ survey. Today’s speech by RBNZ Governor Orr is unlikely to be market moving. A surge in 

Omicron cases could create significant disruption, but we expect little local rates market impact. 

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

global interest rate outlook, but this is more likely to translate into higher shorter-term rates than rises for longer-

term counterparts, flattening global yield curves and capping NZ longer-term yields.  Markets will remain sensitive to 

inflation surprises (US CPI is this week, mkt: 7.3% yoy), but will largely mark time in a week light on data (Q4 GDP for 

the UK, the NAB survey for Australia) and central bank speeches. 

Medium-term outlook 

Last week we changed our OCR call. We now expect a steady sequence of 25bp hikes at each decision, with the OCR 

peaking at 2.75% in early 2023 (2.00% peak previously). Risks to the OCR outlook are two-sided.  We are also likely to 

see the RBNZ start to pare back its LSAP holdings in the coming months. Our CBA colleagues expect RBA rate hikes 

from August 2022 (or earlier). The US FOMC is 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 local and global yields are 

expected to drift up, keeping the yield curve flat. mark.smith4@asb.co.nz  
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Domestic Events for the week ahead 
Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB 
Expects 

RBNZ Survey of Expectations, CPI 2-years ahead,  
2022 Q1 October, %mom 

09/02 3:00pm 2.96%  ↑ 

Electronic Card Transactions, retail, January, mom 11/02 10:45am +0.4%  -1.0% 

Food Price Index, January, mom 14/02 10:45am +0.6%  1.0% 

 
The last RBNZ business survey back in November saw chunky 

quarterly increases in both 1-year (3.7%) and 2-year ahead 

inflation expectations (2.96%). Both were up 0.7 percentage 

points on the previous reading, with 2-year ahead inflation 

expectations at their highest level since 2008. With headline 

inflation likely to be close to its 6%+ annual peak, we could see 

more gradual lifts, but the 2-year ahead reading could nudge 

above 3%. The RBNZ is now placing greater emphasis on longer-

term inflation expectations (5Y 2.17%, 10Y 1.97%) that remain 

close to 2%. We don’t expect longer-term inflation expectations 

to move by much in the Q1 survey, but if they ratchet higher the 

RBNZ may look to try to re-anchor inflation expectations, 

including considering more forceful lifts in the OCR if need be.  

A small seasonally-adjusted fall is expected for card spending in 

January. MBIE weekly card spending data showed sizeable falls 

for hospitality/accommodation retail and a lift in food & beverage 

sales after NZ moved to a ‘Red’ traffic light with the community 

Omicron outbreak in late January. Despite some key supports, 

the retail environment is likely to prove challenging and 

somewhat volatile over 2022.  Retailers will have to contend with 

Omicron disruptions, stock and labour shortages and pricing 

pressures in the supply chain. Moreover, household incomes look 

set to be increasingly squeezed over 2022 given the rising cost of 

living (higher retail prices and rising mortgage interest rates), the 

cooling housing market, and lingering concerns over new COVID-19 outbreaks. 

A seasonal January increase of about 1.0% is expected for overall food prices, with upward contributions from, meat, 

grocery foods and fruit & vegetable prices. Annual food price inflation (4.5% in 2021) is set to remain elevated given 

high global food commodity prices, rising labour costs, and issues with logistics and freight. Rents are expected to 

continue to push higher given high headline CPI inflation, solid demand for rental properties, and housing policy 

changes. Annual NZ CPI inflation is still on track to move above 6% by early 2022, with the risk of high inflation 

outcomes proving to be more persistent than expected by the RBNZ. 

 

 

 

  

  

 



  

 

Economic Weekly |  08 February 2022  |  Page 5 

.  

Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU NAB Business survey, Jan (%) 8/2 1:30 pm +7.7%/gtr 

NZ RBNZ Survey of Expectations, CPI 2-years ahead, 2022 9/2 1:00 pm - 

AU Westpac / Melbourne Institute consumer sentiment 9/2 12:30 pm - 

NZ Electronic Card Transactions, retail, January, %/mth 11/2 10:45 am -1.0 

AU Appearance by Governor Lowe 11/2 - - 

UK GDP, Q4 (%) 11/2 8:00 pm 1.0%/gtr 

US Headline CPI, Jan / Core CPI (%) 11/2 02:00 am 0.5%/mth / 0.5%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 4th February 

We expect to see some stabilisation, if not improvement in both Aussie business confidence and conditions in 

January. Although the exact impact from Omicron is still unknown. CBA internal credit & debit card data suggests the 

economic impact from Omicron could be less than initially expected. However, the survey could pick up constraints 

due to staff shortages and rising input costs. 

The last RBNZ business survey back in November saw chunky quarterly increases in both 1-year (3.7%) and 2-year 

ahead inflation expectations (2.96%). With headline inflation likely to be close to its 6%+ annual peak, ASB expect we 

could see more gradual lifts, the 2-year ahead reading could nudge above 3%. ASB don’t expect longer-term inflation 

expectations to move by much in the Q1 survey. 

In January Aussie consumer confidence fell by 2%, less than was expected given the survey was taken at the height of 

the surge in coronavirus case numbers. Since then CBA card spending data has picked up and we could see similar 

momentum in the February sentiment figures.  

ASB expect a small seasonally-adjusted fall for NZ card spending in January. MBIE weekly card spending data showed 

sizeable falls for hospitality/accommodation retail and a lift in food & beverage sales after NZ moved to a ‘Red’ traffic 

light with the community Omicron outbreak in late January. Despite some key supports, the retail environment is 

likely to prove challenging and somewhat volatile over 2022.   

Governor Lowe is due to give his semi-annual testimony to the House of Representatives Standing Committee on 

Economics. We have heard a considerable amount from the RBA over the past week and expect little new 

information. There is always the chance the detailed Q&A session could unearth further details. 

We expect UK GDP expanded by 1%/qtr in Q4 21.  Already-released data show economic momentum was solid in 

October and November.  However, Omicron disruptions to both production and consumption are likely to have 

caused a dip in economic activity in December.  Nevertheless, the greater impact from Omicron is expected in Q1 

2022.  For example, the Bank of England expects GDP growth to be flat in Q1 2022. 

We expect both headline and core US CPI rose by 0.5%/mth in January.  Omicron-related disruptions are prolonging 

supply-side constraints and underpinning already high inflation.  As a result, we expect both annual headline and core 

CPI reached a fresh record high of 7.3% and 6.9% respectively. 
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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 0.8 1.5 1.5 0.7 0.7 0.6

GDP real - A% -0.3 3.3 2.6 1.7 7.1 4.6 4.4 2.7

GDP real - AA% 5.0 5.7 5.5 1.8 3.7 4.0 4.4 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 1.3 0.7 1.3 0.7 0.4 0.2

CPI - A% 4.9 5.9 6.4 5.7 4.8 4.0 3.2 2.6

HLFS employment growth - Q% 1.9 0.1 -0.1 -0.2 0.4 0.3 0.4 0.3

HLFS employment growth - A% 4.2 3.7 3.0 1.7 0.2 0.4 0.8 1.3

Unemployment rate - %sa 3.3 3.2 3.0 2.8 3.1 3.4 3.4 3.5

    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 2.00 2.50 2.75 2.75

NZ 90-day bank bill 0.65 0.97 1.25 1.75 2.25 2.75 2.87 2.90

NZ 2-year swap rate 1.42 2.17 2.45 2.50 2.55 2.60 2.65 2.85

NZ 5-year swap rate 1.87 2.55 2.70 2.75 2.80 2.85 2.90 3.00

NZ 10-year swap rate 2.24 2.64 2.80 2.85 2.90 2.95 3.00 3.20

NZ 10-year Bond 1.97 2.37 2.55 2.60 2.65 2.70 2.75 2.95

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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