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Charge of the Central Bank Brigade 
 
Last week was dominated by central banks continuing to hike interest rates offshore. The US Federal Reserve Open 
Market Committee much expectedly lifted the Fed Funds rate by 50 basis points to 0.75%-1.0%. Chair Jay Powell 
noted that further 50bp lifts were on the table for the next couple of meetings. The Bank of England also lifted its 
policy rate by 25 basis points to 1% and we anticipate one additional hike in September. Across the ditch, Australia 
commenced its interest rate hiking cycle: the RBA lifted the cash rate by 25 basis points to 0.35%. The decision comes 
off the back of red-hot Q1 inflation and wage pressures. We now expect the RBA to lift the cash rate into 
contractionary territory as a result of the upward revision to the inflation forecast. We expect five more consecutive 
25 basis point lifts through to the February 2023 meeting. This would take the cash rate to 1.6%, which is above our 
colleagues at CBA’s view of the neutral cash rate of 1.25%. We then expect the RBA to hold the cash rate over 2023.  
 
The RBNZ Survey of Expectations is out on Thursday. The last 
few surveys have seen chunky quarterly increases, with 
inflation expectations for both the 1-year (4.4% in Q1 survey) 
and 2-year (3.27%) ahead horizons hitting 30-year highs. With 
annual headline inflation now at 6.9%, as opposed to the 5.9% 
at the time of the previous survey, we could see further lifts in 
expectations for shorter-term horizons. Longer-term inflation 
expectations have drifted up but remain just above the 1-3% 
inflation target midpoint (5-year: 2.30%, 10-year: 2.12%). If 
expectations from these longer-term horizons ratchet up and 
move further away from 2%, the RBNZ may look to try to re-
anchor inflation expectations, including considering more 
forceful lifts in the OCR if need be. 
 
Q1 NZ labour market data last week confirmed the market is 
extremely stretched. The unemployment rate held at a record 
low 3.2% and employment is above its maximum sustainable 
level. The labour market is likely to tighten further over 2022. The relaxation of border restrictions is likely to see Kiwis 
head offshore on a belated OE and to take advantage of the higher wages on offer before a turnaround in inbound 
immigration alleviates labour shortages. Wage growth accelerated to its highest annual rate since the Global Financial 
Crisis lead-up, with more sizeable rises to come from labour shortages and from workers seeking compensation for 
their skyrocketing living costs. We expect the labour cost index (LCI) to rise above 4% by the end of the year. Unless 
this is offset by higher productivity or profit margin compression, the upshot will be higher consumer prices and a 
wage-price spiral that should see much of the recent lift in core inflation persist. 
 
If anything, we are likely to see a turning point in the labour market within the next 12-24 months, with the 
unemployment rate to move higher and wage inflation to cool given that eventual easing in labour market tightness. 
In turn, softening labour market conditions will ease pressures on core inflation and pave the way for eventual OCR 
cuts. We have pencilled in OCR cuts from 2024. 
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Foreign Exchange Market  

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

NZD/USD 0.6395 0.6430 0.6884 0.7231 FLAT/DOWN 0.6375 0.6550  

NZD/AUD 0.9065 0.9119 0.9202 0.9298 FLAT/DOWN 0.9000  0.9220  

NZD/JPY 83.60 83.89 85.34 78.88   DOWN 82.00 85.00  

NZD/EUR 0.6068 0.6114 0.6338 0.5992 FLAT/DOWN 0.6000 0.6400  

NZD/GBP 0.5183 0.5123 0.5269 0.5200 FLAT/DOWN 0.5100 0.5320  

TWI 71.5 71.1 73.7 75.1 FLAT/DOWN N/A  N/A  

^ Weekly support and resistance levels * Current as at 12.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 
Volatility is spiking across global financial markets. The global growth fears we’ve been flagging in recent weeks 

appear to be escalating, tied mostly to the US Fed’s aggressive interest rate hiking intentions and consequent 

supressing impacts on global growth. The deteriorating economic situation in China, and possibility of an escalation in 

Russia’s invasion of Ukraine are not helping matters.  

Equity markets remain under pressure, with the VIX index (a proxy for risk aversion based on S&P500 volatility) spiking 

back above 30% last week. NZD volatility has also jumped up. NZD 3-month “implied volatility” (traded in the options 

market) last week hit the highest level since the March 2020 market meltdown.  

The USD is outperforming in this jittery backdrop, reflecting its safe-haven credentials. The Fed’s aggressive hiking 

plans (two further 50bps hikes are priced for the next two meetings) are providing an additional layer of support to 

the greenback. The stronger USD pushed NZD/USD down to 2-year lows below 0.6400 last week.  

NZD/AUD fell by even more. We’ve long been attuned to the risk that a change in tune from the RBA could kickstart a 

NZD/AUD downtrend. This played out last week with the RBA lifting its cash rate 25bps and throwing down a two 

percentage-point increase in its inflation forecasts. The NZD/AUD fell around a cent over the week to around 0.9050. 

A test of support at 0.9000 looks likely in coming sessions.  

Over the weekend, Chinese Premier Li Keqiang warned of a ‘complicated and grave’ employment situation. 

Employment in China is decreasing, with much of the weakness reflecting covid lockdowns. The deteriorating situation 

in China’s economy has been and will remain a significant weight on AUD, NZD and CNH in the near term. 

We suspect the USD will remain supported by US economic outperformance and weaker equities in the short term. 

This will keep the major currencies, including the NZD/USD, under pressure. We suspect rallies will be limited to initial 

resistance at 0.6440. US inflation data are released on Wednesday. We expect headline CPI will be pulled down 

modestly to 8.2%/yr. 

In NZ, Thursday’s RBNZ inflation expectations data stands out as having the most potential to be market-moving. A 

strong lift in 2-year ahead expectations (3.27% last quarter) could provide a fleeting boost to the NZD.  
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Interest Rate Market 

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

Cash rate 1.50 1.50 1.00 0.25 UNCH UP 

90-day bank bill 2.12 2.08 1.67 0.37 UNCH UP 

2-year swap 3.93 3.85 3.59 0.52 UNCH   DOWN 

5-year swap 4.11 3.98 3.68 1.16 DNCH  DOWN 

10-year swap 4.15 3.96 3.64 1.88 UNCH DOWN 

10-year govt bond yield 3.87 3.68 3.44 1.74 UNCH DOWN 

Curve Slope (2s10s swaps) 0.22 0.11 0.06 1.36 UNCH UP 

* Current as at 12.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

Local yields start this week higher across the curve compared to a week ago, with the curve marginally steepening. 

Market liquidity has generally been low. The trend in Australasian yields has been up, but the Australian yield curve 

has bucked the global trend and flattened.  Short-term Australian yields bounced, and NZ yields were pressured higher 

following last Tuesday’s unexpected 25bp hike by the RBA (to 0.35% cash rate) and adoption of an explicit tightening 

bias.  Aussie yields are also moving higher after Friday’s RBA Statement of Monetary Policy showed sizeable upward 

revisions to the RBA’s inflation forecasts. NZ yields received a leg-up from the RBA, and the 2-year swap rate briefly 

broke above 4% after last Wednesday’s data revealed a still-tight NZ labour market and firming wage inflation. US and 

NZ yields eased on Thursday after the US Federal Reserve hiked by 50bps: while Chair Powell signalled follow-up 50bp 

hikes ‘were on the table’ he played down the risk of larger moves, assuaging market concerns of more aggressive Fed 

tightening. The 25bp hike by the Bank of England was expected with little market reaction.  

Longer-term global and NZ yields have climbed with markets looking to ascribe more of the recent uplift in inflation 

as being more persistent. This has steepened yield curves (Australia being the sole exception) despite falls in global 

equity markets and concerns over slowing global growth. US 10-year Treasury yields edged higher after strong US 

payrolls data and labour earnings growth ended last week at their highest since 2018 (3.13%), modestly outpacing the 

weekly gain in NZ counterparts (3.78%) but less than the rise in Australian (3.49%) yields. 

Near-term interest rate outlook 

Near-term OCR expectations currently have just under 50bps of RBNZ hikes priced in for May, 46bps for July and 

roughly 215bps by the end of the year. The path of least resistance is still for NZ yields to move higher, but the 

extent of OCR hikes priced in looks excessive. Our forecasts of the OCR peak (3.25%) remain well below circa 4½% 

terminal market pricing, and we have also pencilled in OCR cuts from 2024. This week’s domestic activity data should 

be reasonable enough and further lifts in inflation expectations from the RBNZ survey could embolden market pricing. 

Global yields should have further to run as markets continue to fret over high inflation.  However, risks to the 

outlook looks less upwardly skewed considering how much is already priced in (another 200bp of Fed hikes over 2022 

and a 3% RBA cash rate by year-end). Moreover, we suspect we are close to the peak in annual inflation, with lower 

readings expected for April US headline (8.1% yoy) and core CPI inflation (6.0% yoy). The global growth outlook is not 

looking as bright as it was and an escalation in the Ukraine conflict, worries over COVID-19 in China or further fallout 

in equities should help cap longer-term yields and keep yield curves flat 

Medium-term outlook 

We expect a follow-up 50bp hike in May, followed by a series of 25bp hikes with the OCR peaking at 3.25% in early 

2023. We then expect the RBNZ to hold and then to unwind OCR hikes from 2024, with the OCR ending 2025 at 

around 2%. Uncertainty is elevated. The RBNZ will also start quantitative tightening from July, and this could pressure 

longer-term yields higher. Our CBA colleagues expect a shallower rate hike cycle in Australia, with a steady sequence 

of 25bp hikes from June (1.60% peak in early 2023). The US FOMC is expected to hike rates by a further 50bps in June 

with a Fed Funds peak of 2.75-3% in the second half of 2023. Increases in short-term yields are expected to be more 

responsive to OCR settings and expectations, further flattening the yield curve, before the curve steepens as the OCR 

is cut. Longer-term local and global yields are expected to drift up but remain capped at historically-low levels. 
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Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Electronic Card Spending, retail, % mom, April 10/5 10:45am -1.3 - 3.5 

Food prices, % mom, April 12/5 10:45am 0.7 - 0.7 

RBNZ Survey of Expectations, Q2 12/5 10:45am - - Higher 

  

We expect an April bounce to card spending as spending 

starts to recover from the Omicron-impacted weak 

February and March months. MBIE card spending 

revealed a boost in international card spending in NZ 

from returning kiwis given the easing border restrictions, 

with local holiday destinations also benefitting from a 

number of long weekends last month. April increases in 

income support would have provided a welcome boost to 

lower-income households. We expect to see further 

climbs in non-retail card spending (accommodation, 

transport & travel) as more kiwis holiday locally and also 

book overseas holidays. Apparel and hospitality spending 

should also benefit. Lower fuel prices are expected to 

modestly dampen fuel spending, but in general rising 

retail prices would have eroded household purchasing power. Durable spending is likely to remain subpar given rising 

mortgage interest rates and softer housing market conditions. Wage inflation is starting to stir, and this should help 

the retail sector that is struggling from the surging cost of living and the softening housing market backdrop. 

We expect another seasonal lift in food prices, with the cooler weather, lagged impact of higher food commodity 

prices (that are now easing) and April increase in the minimum wage key catalysts. This should keep annual food 

price inflation above 7%, with food price inflation expected to remain elevated over 2022. Dwelling rents are 

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

changes. Annual NZ CPI inflation looks like it will peak at around 7% in the first half of the year, with the clear risk of 

high inflation outcomes proving to be more persistent than earlier envisaged. 

The last few RBNZ business surveys have seen chunky 

quarterly increases, with inflation expectations for both 

the 1-year (4.4% in Q1 survey) and 2-year ahead horizon 

(3.27%) hitting 30-year highs. With annual headline 

inflation now just a shade under 7% (as opposed to just 

under 6% at the time of the Q1 survey), we could well 

see further lifts in expectations for these shorter-term 

horizons. Longer-term inflation expectations have 

drifted up but remain just above the 1-3% inflation 

target midpoint (5Y 2.30%, 10Y 2.12%). If expectations 

from these longer-term horizons ratchet up and move 

further away from 2%, the RBNZ may look to try to re-

anchor inflation expectations, including considering 

more forceful lifts in the OCR if need be. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

CN Exports, Apr 9/5 - 3%/yr 

Imports - - -5%/yr 

Trade Balance - - US$62bn 

AU CBA Housing Spending Intentions, Apr 10/5 11.00 am - 

AU NAB Business Survey, Apr 10/5 1.30 pm - 

AU Q1 22 Retail Trade Volumes 10/5 9.30 am +1.3% 

AU Westpac/Melbourne Institution Consumer Sentiment, May 11/5 12.30 pm  

CN CPI Inflation, Apr 11/5 1.30 pm 1.8%/yr 

PPI Inflation - - 7.8%/yr 

US CPI Inflation, Apr 12/5 12.30 am - 

Headline - - 8.2%/yr 

Core - - 6.2%/yr 

UK GDP, Q1 22 12/5 6.00 pm 0.9%/qtr 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 6th of May 

We forecast Chinese export growth to decelerate to 3%/yr in March because of softer foreign demand and domestic 

Covid disruption. China’s imports may contract by 5%/yr because of weak domestic demand and domestic Covid 

disruptions. In sum, China’s trade surplus could lift to US$62bn. We forecast high energy prices to lift Chinese 

consumer price inflation to 1.8%/yr in April. We expect Chinese producer price inflation to ease to 8%/yr in April 

because of base effects. 

Our CBA colleagues will release their Household Spending Intentions Index for April. In March there was a large lift in 

the index to a record high based on strong demand as well as seasonal impacts. 

Within NAB’s March Australian Business survey, both business confidence and conditions indices rose. The survey 

released this week would have been taken in the last week of April, around the time of the large Q1 22 CPI print and 

expectations of a RBA rate hike, but before the actual 0.25% cash rate increase that occurred last week. We will be 

watching closely the hiring intentions component in coming months.  

Based on the nominal data released to date as well as the inflation data, we estimate Australian quarterly real retail 

trade will increase by 1.3% in the first quarter of 2022. 

An interesting thing to watch for this week in Australia will be the impact on consumer sentiment from last Tuesday’s 

rate hike. The Westpac / Melbourne Institute survey is released on Wednesday and will cover last week’s mood. The 

level of the index last month was already low compared to the starting point of previous rate hike cycles (below 100, 

the number separating optimists from pessimists). Our colleagues at CBA expect a fall this month given the rate hike 

came earlier than expected and prior RBA guidance. We have also seen confidence for mortgage holders deteriorate 

in recent months.  

Turning to the US CPI data release, petrol prices have stabilised after surging in recent months, pulling headline CPI 

down modestly.  But rents and employment costs are rising strongly, keeping core inflation very high. 

Data for January and February indicates that UK GDP will lift by around 0.9% in Q1 22.  A rebound in activity following 

the surge in Omicron cases has help to boost activity in the quarter.  Looking further ahead the BoE expect GDP 

growth to slow as high inflation and rising interest rates weigh on activity. 
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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 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-23 Mar-24

<< actual  forecast >>

GDP real - Q% 3.0 0.3 0.3 0.4 1.3 0.8 0.8 0.6

GDP real - A% 3.1 2.1 0.0 4.1 2.4 2.9 2.9 2.5

GDP real - AA% 5.6 5.3 1.3 2.3 2.2 2.3 2.3 3.0

NZ House Prices (QV Index) - A% 26.0 12.1 4.1 -3.0 -8.1 -6.4 -6.4 2.6

CPI - Q% 1.4 1.8 1.4 1.6 0.9 0.7 0.7 0.7

CPI - A% 5.9 6.9 7.0 6.4 5.8 4.7 4.7 3.4

HLFS employment growth - Q% 0.0 0.1 0.2 0.5 0.4 0.3 0.3 0.3

HLFS employment growth - A% 3.5 2.8 2.1 0.7 1.2 1.4 1.4 1.3

Unemployment rate - %sa 3.2 3.2 3.1 3.0 3.0 3.1 3.1 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 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 1.00 2.00 2.50 3.00 3.25 3.25 3.25 3.25

NZ 90-day bank bill 1.61 2.20 2.60 3.10 3.35 3.35 3.35 3.15

NZ 2-year swap rate 3.28 3.90 4.10 4.10 4.10 4.10 4.10 3.90

NZ 5-year swap rate 3.40 4.10 4.20 4.20 4.20 4.15 4.20 4.00

NZ 10-year swap rate 3.38 4.15 4.20 4.20 4.20 4.15 4.20 4.05

NZ 10-year Bond 3.27 3.90 3.95 3.95 3.95 3.90 3.95 3.80

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

(end of quarter) << actual  forecast >>

NZD/USD 0.70 0.71 0.73 0.74 0.75 0.74 0.75 0.70

NZD/AUD 0.93 0.93 0.94 0.93 0.91 0.95 0.91 0.97

NZD/JPY 85 89 93 95 98 95 98 88

NZD/EUR 0.62 0.68 0.68 0.66 0.65 0.64 0.65 0.62

NZD/GBP 0.53 0.56 0.56 0.56 0.56 0.54 0.56 0.52

NZD/CNY 4.4 4.5 4.6 4.6 4.7 4.6 4.7 4.3

NZD TWI 74.8 76.3 77.6 77.7 78.0 77.3 78.0 74.2
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