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Global rates sulk turns to tantrum, but recessions still unlikely 
Of all the changing thematics to watch this year, the question of whether central banks can bring inflation to heel 
without upending the global economy remains number one in our view. The stakes just keep ratcheting up. Risks to 
global inflation continue to move to the upside. The recent lockdown extensions in parts of China, and the attendant 
worsening in global supply disruptions, is but the latest example.  

Central banks – those tasked with controlling inflation – continue to sound ever-more stressed about the job at hand. 
Turns out inflation wasn’t transitory after all. The US Federal Reserve admitted last week that, in addition to likely 
lifting its cash rate 100bps in two months, it will soon start selling down its massive bond pile at a faster rate than it 
was adding to it only two months ago. The RBA also finally acknowledged (in coded central bank language) that it will 
lift its cash rate sometime in the next few months, not in 2024 as was signalled for so long. 

The speed of the central bank flip-around on inflation is 
frightening the life out of wholesale interest rate markets. 
Last week was case in point. US long-term bond yields 
lurched another 32bps higher over the week, helping drag 
rates in this part of the world up by a similar amount. And 
let’s not forget these gains are coming on top of what was 
already a record March. 

According to our numbers, the March increase in the 2-
year US bond yield was the largest in over 30 years (chart 
opposite) while the increase in the NZ 2-year swap yield 
was the 10th largest in recorded history.  

So, while interest rates remain low in an overall sense, the 
speed of the increase has been the fastest in decades. It’s 
no wonder folk are starting to fret about monetary policy-
induced recessions. The fact the US yield curve slope has 
been flirting with inversion (10-year rates below 2-year) – a long-followed US recession indicator – has been getting 
plenty of attention.  

The risks of a US recession have probably increased.  We think sharp increases in interest rates coupled with an energy 
supply shock will certainly slow global GDP growth this year. Our friends at CBA have recently trimmed their 2022 
global GDP forecast to 4.1%, from 4.5%. But excessively tight labour markets and oodles of fiscal cash should hopefully 
see most of the world avoid the stagflation nasties. Of our major trading partners, we think the Eurozone is the most 
at risk. This thanks to the continent’s energy dependence on Russia. CBA recently slashed its Eurozone GDP forecast 
for 2022 from 4.2% to 3.3%.  

It’s against this fraught and uncertain global backdrop that the RBNZ will make its interest rate decision this week. The 
global discussion above frames the risks nicely. Go hard at inflation and front-load with +50bps, or take a more 
cautious route with +25bps. It’s a line ball call but we’ve opted for the latter (full preview here). Still, despite all the 
attention on 25 vs 50bps, the most important point for many will be that local fixed mortgage rates are likely to 
continue to rise whatever the decision. Last week’s big lift in wholesale rates adds to the upside pressure. The RBNZ 
decision is probably more about the timing.        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 0.6843 0.6932 0.6851 0.7045 FLAT 0.6820 0.6990 

NZD/AUD 0.9174 0.9230 0.9329 0.9230 FLAT 0.9150 0.9400  

NZD/JPY 85.10 84.97 79.78 77.04  FLAT 84.00  87.00  

NZD/EUR 0.6285 0.6274 0.6226 0.5917 FLAT 0.6200  0.6400  

NZD/GBP 0.5249 0.5284 0.5234 0.5130 FLAT 0.5160 0.5320  

TWI 73.9 73.9 73.1 74.0 FLAT 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 
Market dynamics last week were dominated by an even more hawkish shift in central bank rhetoric, and an attendant 

surge higher in yields. In its latest statement, the RBA ditched wording around being ‘prepared to be patient’ before 

raising rates, effectively flagging that upcoming meetings are ‘live’ with respect to possible rate hikes.   

Numerous Fed officials were out the over the week, all expressing similar themes. Governor Lael Brainard signalled 

the Bank may begin selling its bond holdings as soon as next month, while the release of the minutes from the March 

FOMC meeting showed ‘many’ members had been keen on a 50bps hike until the invasion of Ukraine. To give a 

flavour for the sort of lifts in yields those comments produced, the US 10-year Treasury yield was up a whopping 31 

bps over the week. 

The upshot of those comments saw both NZD and AUD go on a little round trip, driven by those respective shifts in 

yield. AUD/USD gained circa a cent and a half to reach circa 0.7660 in the aftermath of the RBA meeting, before 

gradually shedding just over 2 cents over the course of the week to finish back below where it started at 0.7430. 

NZD/USD followed a similar path – leaping just under a cent alongside its trans-Tasman cousin to near 0.7035, before 

dropping another 2 cents 0.6820. 

The combination of a favourable shift in US yields alongside a bit of a deterioration in risk sentiment over the latter 

part of the week was USD supportive, with the DXY index up somewhere in the region of 1-2% over the week. 

There are a multitude of central bank meetings in the offing this week, including our very own RBNZ. In line with its 

counterparts offshore, we expect the Bank to keep talking tough on inflation, with the big question being whether it 

opts for another 25bps hike or 50bps.  

Unlike the shifts in USD and AUD we saw last week, a big NZD bounce off the back of hawkish RBNZ signalling probably 

isn’t in the offing. The RBNZ is well ahead of its offshore peers both in terms of rhetoric and its stage in the hiking 

cycle, with market pricing already sitting at nearly 90bps of hikes over the next two meetings. That means there isn’t 

the same scope for a big upward move in NZ yields, because the starting point is so different. There is even the 

possibility of a modest NZD sell-off if the RBNZ does what most economists expect and sticks with a cautious 25bps.  

In practice though, we expect any dip to be short lived. It’s that global picture that remains the more relevant one – 

the ongoing surge in commodity export prices is a powerful booster for the Kiwi (though the dairy futures market has 

got a bit less frothy of late, we still see dairy prices holding close to record highs). And while the shifts in interest rate 

differentials are taking out some of the heat from NZD/AUD and NZD/USD, they are a positive on other cross rates – 

particularly NZD/EUR, where the growth outlook has deteriorated, leaving the ECB more reluctant to hike (we’ll get 

the ECB’s latest statement out this week too).  

nathaniel.keall@asb.co.nz   

mailto:nathaniel.keall@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 1.00 1.00 1.00 0.25 UP UP 

90-day bank bill 1.71 1.67 1.48 0.32 UP UP 

2-year swap 3.60 3.41 2.98 0.45 UP UNCH 

5-year swap 3.69 3.52 3.18 1.05 UP UNCH 

10-year swap 3.67 3.48 3.23 1.82 UP UNCH 

10-year govt bond yield 3.49 3.29 2.97 1.71 UP UNCH 

Curve Slope (2s10s swaps) 0.07 0.08 0.25 1.37 UNCH UNCH 

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

Market recap 

Local and global yields continued to move up, with periodic bouts of volatility. NZ swap and bond yields have gained 

10-20bp over the week with the 2-year swap yield hitting fresh 7-year highs (3.59%). Aside from positioning ahead of 

Wednesday’s RBNZ announcement, hawkish global central bank comments were the catalyst. Global yields soared 

after FOMC voter Brainard (usually a dove) flagged a ‘rapid pace’ of FOMC tightening and strong pace of FOMC 

balance sheet reduction. The FOMC minutes suggested if not for the Ukraine conflict a 50bp hike would have been 

delivered. Quantitative tightening is set to start from May, with $95bn of monthly FOMC bond sales. US Treasury 

yields ended the week about 10bps to 30bps higher across the curve, about 20bps steeper. Australian yields also shot 

higher after the RBA held rates but dropped ‘patient’ from its policy assessment, with various RBA speakers cautioning 

over upside inflation risks. Ukraine war and COVID-19 headlines had only sporadic impacts on yields.  

Near-term interest rate outlook 

Near-term OCR expectations currently have 130bps of RBNZ hikes priced in over the next 3 meetings (43bp, 46bp and 

42bp, respectively), a smidge higher than a week ago.  April’s RBNZ Review looks like a coin toss between a 25bp and 

50bp hike. We have opted for a 25bp move but this is not a high conviction call: were it not for the war in Ukraine and 

the tightening in financial conditions of late we would likely have forecast a 50bp hike. We expect the RBNZ to deliver 

an upfront assessment citing that the tightening cycle is still in its early stages, that follow-up 50bp hikes (notably in 

May) are still possible and that the OCR will need to move above neutral levels to achieve the RBNZ’s objectives.  This 

stance should help largely sustain the tightening in financial conditions that the RBNZ has already helped to achieve. 

However, if the RBNZ hikes by 50bps on Wednesday then rates are likely to gap higher. Markets are right in our view 

to factor in an eventual retracement in yields with the 1Y1Y peak of 4.2% about 60bps higher than the 5Y5Y. Still, it is 

difficult to be confident when exactly the turning point will occur. NZ Government bonds’ addition into the FTSE-

Russel World Global Bond Index and high outright yields should help cap upside to NZ yields, with spreads to US and 

Australian bonds biased to narrow. Omicron cases in NZ are on the way down but this should have a modest impact. 

We were a little premature in dropping our upward global bias for yields last week. There is a lot priced in (220bp of 

FOMC and 190bp of RBA hikes over 2022).  But, with global central bank tightening being in its infancy, global yields 

could move higher still. The Bank of Canada could easily hike by 50bps (to 1%) this week (63bps of hikes are priced in), 

with the ECB expected to continue to taper asset purchases and possibly flag pending rate hikes. Pending FOMC asset 

sales from May and risks of more persistent inflation could pressure longer term yields higher. Markets will remain 

sensitive to this week’s US CPI print, which is on target to hit 40-year highs (headline CPI: 8.4% yoy, core CPI: 6.6% 

yoy). A drop in the Australian unemployment rate below 4% could bring forward RBA rate hike expectations. Longer-

term yields do not appear to reflect inflation risks, but central banks have likely earned the benefit of the doubt for 

now. The continuing Ukrainian conflict and periodic COVID-19 flare-ups could add another layer of volatility and cap 

longer-term yields despite them adding to price pressures. 

Medium-term outlook 

We expect a sequence of 25bp hikes at each decision, with the OCR peaking at 2.75% in early 2023. Risks to our OCR 

outlook are heavily skewed towards a faster pace of hikes. The RBNZ will also start quantitative tightening from July, 

and this could pressure longer-term yields higher. Our CBA colleagues expect RBA rate hikes from June (1.25% peak). 

The US FOMC is expected to hike rates by 175bp over 2022 and a further 100bps over 2023 (2.75-3% peak by 2023 

Q3). Longer-term local and global yields are expected to drift up, keeping the yield curve flat.  mark.smith4@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-apr22.pdf
mailto:mark.smith4@asb.co.nz
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Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

NZIER QSBO, Q1 12/4 10:00 am - - Weak activity 
High inflation 

Food prices, % mom, March 13/4 10:45am -0.1  1.0 

RBNZ Monetary Policy Review, OCR, % 13/4 2:00pm 1.00  1.25 

  

Tuesday sees the release of the (delayed) Q1 NZIER QSBO that 

should be awkward reading for the RBNZ. Activity metrics – 

including actual and expected domestic trading activity, 

employment and investment intentions – are expected to cool 

given the deterioration in other business and consumer 

sentiment surveys of late.  However, capacity metrics – skilled 

and unskilled labour shortages and labour and capacity as 

limiting factors – should remain intense. Price and cost measures 

from the survey could move higher still and become more 

widespread across sectors. 

Food prices are expected to nudge higher in March, largely 

driven by broad-based increases in grocery foods and meat. 

Annual food price inflation is expected to move above 7% and 

should remain elevated over 2022. 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 is on track to peak at around 7.5% in early 2022, with 

the risk of high inflation  

outcomes proving to be more persistent. 

It is clear that the OCR needs to go up.  The inflation outlook, 

while highly uncertain over the medium term, is worryingly high 

at present. The labour market is tight as a drum. However, 

markets and economists are on the fence regarding a 25bp vs. 

50bp OCR hike. Since we can’t split the difference, we have opted for a 25bp hike and for the RBNZ to deliver an 

upfront assessment reiterating that the tightening cycle is still in its early stages, that follow-up 50bp hikes (notably in 

May) are still possible and that the OCR will need to move above neutral levels to achieve the RBNZ’s objectives. For 

now, we are sticking to our call for a sequential path of 25bp hikes and a 2.75% early 2023 OCR peak. A lot can 

change, however, and a more strident path of OCR hikes in 2022 and then OCR cuts in 2023/24 are a distinct 

possibility. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

CN CPI/PPI Inflation, Mar 11/4 1.30 pm 1.3%/yr, 8.2%/yr 

UK GDP, Feb 11/4 6.00 pm - 

AU CommBank Household Spending Intentions, Mar 12/4 11.00 am -1.0%/mth 

AU NAB Business Survey, Mar 12/4 1.30 pm - 

UK Unemployment Rate, Feb 12/4 6.00 pm - 

CN Trade balance, Mar 13/4 - US$ 25bn  

Exports, Imports 13.4 - 14% /yr 10%/yr 

US CPI, Headline, Core, Mar 13/4 12.30 am 8.3%/yr, 6.7% / yr 

AU Westpac Consumer Confidence, Apr 13/4 12:30pm - 

UK CPI, Mar 13/4 7.00 pm - 

CA Bank of Canada Meeting, Overnight Policy Rate 14/4 12.00 am 0.75% 

AU Labour Force, Mar 14/4 1.30 pm - 

Employment, unemployment, participation rates - - +40k, 3.9%, 66.5% 

EZ ECB Meeting, April 14/4 11.45 pm - 

Main Refinancing, Marginal lending, Deposit Facility Rates - - 0%, 0.25%, -0.50% 

US Retail Sales, Mar 15/4 12.30 am 0.6%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 8th April 

We estimate high energy prices lifted Chinese consumer inflation to 1.3%/yr in March. We expect PPI inflation to ease 

to 8.2%/yr in March. Base effects will more than offset the impact of rising commodity prices in the month. We 

estimate Chinese export growth decelerated to 14%/yr in March. Imports may have grown by 10%/yr, supported by 

high commodity prices. The trade surplus may ease to US$25bn. 

The GDP reading for February mainly captures the UK economy before the Ukraine war began and energy prices 

ramped up further.  We expect to see some negative impacts on the UK economy from increased uncertainty and 

higher energy prices from March onwards. There was good momentum in the UK labour market leading up to the war. 

High job vacancies, falling unemployment rate and solid growth in wages.  The consensus picks another tick down in 

the unemployment rate to 3.8%.  The Bank of England will be watching carefully in the months ahead to see whether 

high energy prices and uncertainty around the war dampen employment. 

The March CommBank Household Spending Intentions (HSI) index for Australia will be released.  The monthly HSI 

index combines CBA internally generated transaction and lending data with publicly available Google search terms to 

provide a view not only on what Australians were spending money on, but also what they intend to spend money on.  

Australian business conditions and sentiment improved last month with the initial Omicron wave easing. Input costs 

and retail prices were strong indicating that inflationary factors remain a factor for businesses. We expect business 

confidence to be roughly stable after the rise in February. Lingering inflation concerns could dampen confidence as 

could the lift in market interest rates. Pessimists outweighed optimists in March with Australian consumer sentiment 

dropping to below 100 (96.6) for the first time since September 2020. Inflation concerns and softening sentiment 

towards housing were contributors to the fall. Consumer sentiment could rise off a lower base in April on the back of 

the cost of living focussed Federal budget. The increasing coverage of expected interest rate hikes and lingering 

inflation concerns could dampen enthusiasm posing a downside risk. 

The Australian labour market is incredibly tight and we expect this momentum to continue on the back of the overall 

strength of the economy. Labour market indicators including job vacancies are at record highs meaning the labour 

market still has room to tighten. This unemployment rate is within the RBA’s estimate of the NAIRU and inflation is 

elevated which supports the upcoming commencement of interest rate hikes by the RBA. 
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The US March CPI will be heavily impacted by the spike in energy prices caused by the Ukraine war.  The recent 

declines in shipping costs and used car prices suggest inflation is nearing a peak.  But the tight labour market and 

elevated inflation expectations suggest the various core inflation measures will remain well above the FOMC’s 2%/yr. 

We estimate headline CPI inflation increased sharply in March as the war has pushed up energy prices for households, 

including the price of petrol.  The consensus estimate headline inflation lifted to from 6.2%/yr to 6.7%/yr in March.  

Ofgem’s energy price gap took effect on 1 April and has increased the average household’s electricity and gas bill by 

54%.  This increase will show up in the April CPI. 

US Retail sales will be boosted by high fuel prices.  Retail petrol prices surged by 20%/mth in March.  High inflation 

(outside of declining used car prices) will also support non-fuel retail sales too.  But the trend in core retail sales is 

likely to stay soft given the ‘petrol tax’ and the surge in sales in January. 

Our baseline is for the Bank of Canada to raise the policy rate by another 25bp.  Nevertheless, economic data since 

the March meeting has strengthened the case for an outsized 50bp hike.  For example, the Q1 Business Outlook 

Survey showed businesses’ inflation expectations rose to a record high.  We also expect the BoC will announce and 

implement quantitative tightening. 

The ECB is widely expected to leave monetary unchanged.  The ECB accelerated the tapering of asset purchases in 

March because energy prices had spiked and were expected to lift inflation to an even higher rate.  We expect the ECB 

to start to lift interest rates in Q4 2022.  However, with the war and higher inflation likely to weigh on economic 

activity, the risk is the start date is pushed into early 2023. 
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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 0.1 0.3 0.4 1.3 0.8 0.8 0.6

GDP real - A% 3.1 1.9 -0.2 3.9 2.2 2.9 2.9 2.5

GDP real - AA% 5.6 5.3 1.1 2.2 1.9 2.2 2.2 3.0

NZ House Prices (QV Index) - A% 26.1 14.1 7.3 2.0 -6.2 -3.6 -3.6 6.8

CPI - Q% 1.4 2.3 1.1 1.9 0.8 0.7 0.7 0.6

CPI - A% 5.9 7.5 7.3 6.9 6.3 4.6 4.6 3.0

HLFS employment growth - Q% 0.1 -0.3 -0.5 0.8 0.4 0.3 0.3 0.3

HLFS employment growth - A% 3.7 2.7 1.2 0.1 0.5 1.1 1.1 1.3

Unemployment rate - %sa 3.2 3.2 3.3 3.2 3.3 3.4 3.4 3.7

    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 1.50 2.00 2.50 2.75 2.75 2.75 2.75

NZ 90-day bank bill 1.61 1.80 2.30 2.80 3.00 3.05 3.00 3.05

NZ 2-year swap rate 3.28 3.50 3.55 3.60 3.65 3.70 3.65 3.70

NZ 5-year swap rate 3.40 3.65 3.70 3.75 3.80 3.85 3.80 3.85

NZ 10-year swap rate 3.38 3.65 3.70 3.75 3.80 3.85 3.80 3.90

NZ 10-year Bond 3.27 3.45 3.50 3.53 3.55 3.60 3.55 3.65

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 0.73 0.74 0.75 0.73 0.73 0.73 0.73

NZD/AUD 0.93 0.96 0.95 0.94 0.94 0.94 0.94 0.94

NZD/JPY 85 86 88 90 88 88 88 88

NZD/EUR 0.62 0.63 0.63 0.63 0.60 0.59 0.60 0.56

NZD/GBP 0.53 0.54 0.54 0.54 0.51 0.50 0.51 0.50

NZD/CNY 4.4 4.6 4.6 4.7 4.5 4.5 4.5 4.5

NZD TWI 74.8 77.0 77.2 77.6 75.6 75.4 75.6 75.0

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
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