
 

 

ASB Economics  (649) 301 5659    

Please refer to the important disclosures at the end of this document. 

Economic Weekly 
 

11 July 2022 
 

 
Inflation to peak, but slow descent ahead 
The most important event of the week is the RBNZ’s highly anticipated interest rate hike on Wednesday.  Ahead of 

that, the data out last week won’t have swayed the RBNZ away from its strong hint for a 50bp OCR increase. The Q2 

Quarterly Survey of Business Opinion from the NZIER, released last Tuesday, was in line with our expectations. The 

Electronic Card Transaction data out this morning showed a 0.1% monthly lift against our expectations of a monthly 

slip, though there is a lot of month-to-month volatility.  For the quarter, retail spending volumes will be up as 

spending recovered from Omicron disruption over February and March. 

The Q2 Quarterly Survey of Business Opinion showed similar results to the ANZ Business Outlook survey, with 

business sentiment weak. Supply constraints are yet again the theme with extreme labour shortage and capacity 

pressures placing limitations on business activity. The tight labour market and ever-increasing inflation are expected 

to stir up wage increases as well. Compared to Q1, Q2 showed record high results for expected prices and rises in 

costs, in contrast to the weak profitability expectation this quarter. The number one priority for RBNZ is to curtail 

inflation to generally acceptable levels within the 1-3% range.  However, achieving this looks set to require strict 

monetary tightening at the cost of squeezing the economy in the process. Mark Smith’s note on QSBO can be found 

here for detailed interpretation. 

The RBNZ is expected to deliver a 50bps hike this Wednesday, the third in a row, taking the OCR to 2.50%. Following 

the weak consumer and business sentiment surveys over this quarter, weaker than expected Q1 GDP and equity 

markets at new lows, there is talk of a recession. Ongoing capacity pressures and the tight labour market continue to 

be major headwinds to already-slowing economic momentum. Inflation is likely more persistent than the RBNZ’s May 

Monetary Policy Statement’s forecast, as seen in the chart below. Continued policy tightening at present is an 

acknowledgement doing ‘too little, too late’ in terms of tightening is still a bigger risk than ‘too much, too soon’.  Nat 

Keall’s preview on the RBNZ’s Monetary Policy Review released this past week covers our views and expectations 

more extensively.  

The Consumer Price Index comes out on the 18th of July. The 

rise in inflation, especially the pace and persistence of it has 

surprised economies worldwide. And of course, New Zealand is 

not the only one experiencing the crunch. Annual readings for 

core inflation and non-tradable rates are expected to remain at 

multi-decade highs. The economy is volatile and very uncertain; 

however, annual CPI inflation looks to have peaked this cycle. 

We await the food price update on Wednesday as well. Ahead 

of that final piece of the inflation puzzle, we expect annual CPI 

inflation of 7.1%. We will finalise our forecast after the food 

price release, so keep an eye out for it. 

chandna.bedi@asb.co.nz  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/qsbo-q2-2022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-july22.pdf
mailto:chandna.bedi@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 0.6183 0.6208 0.6398 0.6933 FLAT 0.6120 0.6350  

NZD/AUD 0.9036 0.9100 0.9011 0.9340 FLAT 0.8945  0.9150  

NZD/JPY 84.11 83.90 85.86 76.34     FLAT 83.00 86.70  

NZD/EUR 0.6080 0.5951 0.6017 0.5862 FLAT 0.5900 0.6100  

NZD/GBP 0.5147 0.5132 0.5119 0.5037 FLAT 0.5100 0.5300  

TWI 70.4 69.9 71.0 73.3 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 

Last week was another unspectacular one for the NZD, trading in a 0.6120-0.6250 range at close to two-year lows.  

Recession anxieties hit fever pitch in the middle of last week, with investors increasingly sceptical global central banks 

will be able to tighten up monetary policy without triggering a proverbial hard landing. The most closely watched 

indicator of such – the US 2s10s curve – pushed deeper into inverted territory over the course of the week,  

Perhaps the biggest story in financial markets over the week was the whopping pull-back in commodity prices in the 

middle of the week, as recession-induced fears of flagging demand begun to outweigh the uber-tight supply outlook. 

At one point Bloomberg’s Commodity Index was down as much as 8% over the week (coming off the back of some 

already chunky falls the week prior), though a late recovery saw it finish only about 2.5% lower. The offshore moves 

put local commodity markets under pressure, with the futures milk price for the 2022/23 dairy season tumbling from 

circa $10.60 per kgms to $9.90 per kgms. 

Tumbling commodity prices and rising recession fears all played out pretty much exactly as expected for the FX 

market. In addition to NZD falling to two-year lows, other commodity currencies like AUD and CAD also trended down. 

Meanwhile, investors piled into their favoured safe-haven assets with the DXY US dollar index hitting a 20-year high at 

one point. 

So where does this leave us? As we noted last week, NZD/USD is starting to look a little oversold at this point 

particularly given RBNZ market pricing has completed the full round trip from exceedingly rich to basically in line with 

what the Bank signalled six weeks ago. What’s more, even after last week’s partial pullback in commodity prices, key 

agricultural commodity prices remain extremely high in an outright sense and show little sign of undergoing a swift 

correction. 

But fundamentally, it will be difficult for NZD to gain too much ground in an environment where markets are 

vulnerable to periodic spats of recession anxiety and the attendant risk aversion. And while dairy and meat prices are 

very high, NZD has been underperforming fair value models that place a heavy weighting on commodity prices for a 

matter of years now rather than months or weeks. The upshot is that we expect NZD to continue to face resistance 

around the 0.6350 mark. 

The key source of event risk this week is Wednesday’s RBNZ Monetary Policy Review, but given its only a review 

rather than a statement and market pricing has firmed up nicely in line with what the Bank signalled in May, it’ll 

probably be quieter than other recent meetings. Instead, it’s the vagaries of offshore risk sentiment that we expect to 

remain in the driver’s seat. 

 

nathaniel.keall@asb.co.nz  

mailto:Mike.jones@asb.co.nz


  

 

Economic Weekly |  11 July 2022  |  Page 3 

Interest Rate Market 

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

Cash rate 2.00 2.00 2.00 0.25 UP UP 

90-day bank bill 2.90 2.83 2.53 0.34 FLAT FLAT 

2-year swap 3.83 3.80 4.01 0.86 FLAT   DOWN 

5-year swap 3.72 3.79 4.10 1.34 FLAT  DOWN 

10-year swap 3.78 3.89 4.16 1.76 FLAT DOWN 

10-year govt bond yield 3.67 3.60 3.87 1.54 FLAT DOWN 

Curve Slope (2s10s swaps) -0.05 0.09 0.14 0.90 FLAT UP 

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

Market recap 

NZ and global rates continue their volatile run. NZ short-term swap rates lifted over the past week, but long-term 

rates eased further, and are now significantly down on the peaks recorded last month. NZ swap yields ended the week 

with the 2-year rate up 7bps while the 10-year rate was down by the same amount, causing the 2/10 curve to invert 

by 5bps.  NZ long-term Government bond yields lifted off their recent lows over the past week, with the 10-year yield 

back trading around 3.67%, where it was at the start of the July. That is still circa 60 bps below the peaks around 

4.26% reached in mid-June.  

US Treasuries fell on Friday (yields higher) after the latest employment data showed stronger-than-expected US jobs 

gains. On Friday Atlanta Fed President Raphael Bostic said he "fully" supports another 0.75% hike at the US Fed's July 

26-27 meeting. Over the week, US 10-year yields rose 19 points and US 2-year yields lifted 27 points. The US 10-year 

yield remains circa 35bps off its mid-June highs. 

Near-term interest rate outlook 

Near-term OCR expectations have a 50bp hike fully priced in for July and August, and 42bps for October, with 183bps 

in total for 2022. Markets are likely to remain illiquid and flighty, with the amount priced in and outright NZ yields still 

elevated relative to our core view of a 3.5% OCR peak. The NZ swap curve has been very flat, in fact inverting last 

week. The risk is this inversion persists. 

The near-term inflation outlook  still looks upwards, which could limit falls in yields (we expect annual NZ CPI inflation 

to push above 7%, as detailed in the data preview later in this document). Nonetheless, given heightened concerns 

over the global economy, and a likely continued string of weak data, global yields likely have scope to fall further, with 

yield curves remaining flat. w 

Current market pricing offshore remains aggressive with roughly 180bps of RBA hikes priced in for 2022 (i.e. slightly 

over 3% cash rate by year end) and 190bps for the FOMC (implying a 3.5% Fed Funds Rate).  The FOMC Minutes will 

gauge the motivation behind the 75bp June hike and how much appetite there is for sizeable future moves with 

economic momentum slowing.  This week’s US inflation and retail sales data, combined with last week’s strong Non-

Farm Payrolls (employment) report highlight the mix of forces challenging policy makers and impacting US rates at 

present. 

Medium-term outlook 

We expect 50bp OCR hikes at both this week’s RBNZ meeting (to 2.50%) and August (3.00%), followed by 25bp rate 

hikes in October (3.25%) and November (3.50%). We then expect the RBNZ to hold for a period, with cuts assumed to 

begin from 2024 as the OCR is returned towards neutral levels.  

Following a RBA 50bp July hike and either a 25 or 50bp August lift, our CBA colleagues expect a sequence of 25bp 

hikes and a 2.1%-2.35% cash rate peak. The US FOMC is expected to hike rates by a further 75bps in July with a Fed 

Funds peak of 3.50% to 3.75% by early 2023. Longer-term local and global yields are expected to drift up given the lift 

in shorter-dated yields, risk of high inflation being persistent, and helped by the July cessation of ECB asset purchases 

by the ECB and quantitative tightening by the FOMC and RBNZ. Yields should remain capped at historically-low levels.    

chris.tennent-brown@asb.co.nz 

mailto:chris.tennent-brown@asb.co.nz
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Domestic events for the week ahead 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Food prices, % mom, June 13/7 10:45am 0.7  0.5 

RBNZ Monetary Policy Review, OCR, % 13/7 2:00pm 2.00  2.5 

NZ Consumer Price Index 18/7 10.45am 1.8% qoq 
6.9% yoy 

 1.5% qoq 
7.1% yoy 

 

Food prices are expected to nudge higher in June given seasonal rises for fresh fruit & vegetables. Modest increases 

are expected for overall grocery food prices, given signalled price freezes by the major supermarket chains. At 6% 

annual and falling, we look to be past the peak for annual food price inflation which looks set to cool over the 

remainder of 2022. We will finalise our CPI forecasts for the 18 July data release following the food price data 

release on Wednesday. Our provisional forecasts are tabled above. 

Inflation has risen sharply, such that the 7.1% annual CPI print we provisionally expect in the June 2022 year 

compares to the 1.5% annual rate the RBNZ forecast slightly more than a year ago in the May 2021 MPS.  The speed at 

which inflation has climbed has surprised just about everyone (us included). Once again, higher tradable goods prices 

should feature as a reminder that high inflation rates are not unique to NZ. Non-tradable and core inflation rates, 

however, are expected to remain sticky, with annual readings at (or close to) multi-decade highs. The inflation outlook 

is still highly uncertain, but annual CPI inflation looks to have peaked this cycle. 

We expect the RBNZ to deliver a third consecutive 50bps hike at its 

Monetary Policy Review, taking the OCR to 2.50%. This is in line with 

what the Bank signalled at the last Monetary Policy Statement in May, 

as well as current market pricing. Given this is a Monetary Policy 

Review rather than a Statement, the Bank won’t publish a new OCR 

track or any other updated forecasts. While sentiment is weakening 

and speculation about a downturn is mounting, the starting point for 

the NZ labour market is very tight and inflationary pressures remain 

lofty. In short, the biggest risk to the RBNZ’s mandate is still that 

higher inflation becomes entrenched in the NZ economy, and it will 

want to wait for evidence employment and inflation are getting closer 

to target before contemplating a change of tack. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU NAB Business Survey, June 12/7 11.00 am - 

AU Westpac / Melbourne Institute Consumer Sentiment, July 13/7 12.30 pm - 

China International trade, June 13/7   

Imports -  5.0% 

Exports -  11.0% 

UK GDP, May 13/7 6.00 pm -0.2%/mth 

US CPI, June 14/7 12.30 am 1.2%/mth 

Core - - 0.7%/mth 

Bank of Canada Meeting 14/7 2.00 am  

Canada Overnight Policy Rate - - 2.0% 

US Beige Book 14/7 6.00 am - 

AU Labour Force, June 14/7 1.30 pm - 

Employment Change - - +25k 

Unemployment Rate - - 3.8% 

Participation Rate - - 66.6% 

China Industrial Production, June 15/7 12.30 am 4.0%/yr 

China Retail Sales - - 0.5%/yr 

China Fixed Assets Ex Rural YTD - - 6.0%/yr 

China GDP, Q2 - - -0.4%/qtr 

US Retail Sales, June 16/7 12.30 am 0.85%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 8thof July 

The focus in Australia will be on the June labour force data released on Thursday. We expect a further lift in 

employment of 25k in June. We expect the Australian unemployment rate printing at 3.8% - a new low for this cycle.    

Before then, both the NAB business survey and the Westpac/Melbourne Institute consumer survey will be released on 

Tuesday.  Both surveys are likely to print weaker given the rising interest rates and inflation in Australia. 

The monthly UK GDP estimate for May is expected to show a 0.2% contraction. Earlier data showed the UK economy 

contracted in March and April.  Covid-19 test and trace activity weighed on output in April.  Retail sales decreased but 

UK manufacturing expanded in May.  We expect the UK economy to enter a recession late 2022.  Rising interest rates 

and high inflation are significant headwinds to the UK economy.   

In the US CPI data for June will be watched very closely on Wednesday night (NZT).  We expect a 1.2%/mth lift 

because of higher rents and petrol prices, taking the annual inflation rate to 8.9%.  Retail sales data on Friday are 

expected to show the impact from a reduction in purchasing power due to extremely high US inflation. 

The Bank of Canada meets on Thursday.  Broad-based inflationary pressures, rising long-run consumer inflation 

expectations and a very tight labour market suggest the Bank of Canada will need to further tighten monetary policy.  

We expect the BoC will deliver another 50bp rate hike.  But the strong Canadian Business Outlook Survey released 

recently suggests the risks lie with an even larger 75bp hike.   

In China we expect June International trade data on Wednesday to show Chinese export growth keeps softening as 

cost-of-living pressures weigh on overseas demand for Chinese exports.  Import growth is likely to pick up modestly as 

covid curbs are eased in China.  The monthly Chinese data dump is due on Friday.  Growth in industrial production and 

retail sales will likely have been buoyed by the roll-back of some covid restrictions and policy stimulus measures in 

June.  But the slump in economic activity because of strict lockdowns in April-May suggests Chinese GDP contracted 

0.4% in Q2 2022.     
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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 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Mar-24 Mar-25

<< actual  forecast >>

GDP real - Q% -0.2 1.0 0.3 0.4 0.3 0.2 0.4 0.5

GDP real - A% 1.2 -0.1 4.1 1.5 2.0 1.2 1.2 2.0

GDP real - AA% 5.1 1.0 2.1 1.7 1.9 2.2 1.2 1.7

NZ House Prices (QV Index) - A% 11.7 4.2 -3.0 -9.1 -8.0 -6.4 2.6 7.8

CPI - Q% 1.8 1.5 1.6 1.1 0.9 0.7 0.3 0.6

CPI - A% 6.9 7.1 6.4 6.0 5.1 4.3 2.5 2.5

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

HLFS employment growth - A% 2.8 2.0 0.3 0.4 0.4 0.4 0.7 1.0

Unemployment rate - %sa 3.2 3.2 3.2 3.3 3.5 3.6 4.1 4.5

    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 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZ OCR 2.00 3.00 3.50 3.50 3.50 3.50 3.25 2.25

NZ 90-day bank bill 2.86 3.20 3.60 3.60 3.60 3.50 3.30 2.35

NZ 2-year swap rate 4.00 3.70 3.70 3.70 3.70 3.60 3.40 3.00

NZ 5-year swap rate 3.98 3.75 3.75 3.75 3.70 3.65 3.55 3.35

NZ 10-year swap rate 4.05 3.85 3.85 3.85 3.80 3.80 3.70 3.55

NZ 10-year Bond 3.86 3.60 3.60 3.60 3.55 3.55 3.45 3.30

ASB foreign exchange forecasts Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Mar-24 Mar-25

(end of quarter) << actual  forecast >>

NZD/USD 0.63 0.61 0.59 0.56 0.56 0.58 0.62 0.67

NZD/AUD 0.91 0.91 0.91 0.90 0.90 0.91 0.91 0.91

NZD/JPY 84 83 81 77 77 78 79 83

NZD/EUR 0.61 0.59 0.58 0.57 0.57 0.58 0.60 0.63

NZD/GBP 0.53 0.52 0.50 0.48 0.48 0.49 0.53 0.57

NZD/CNY 4.2 4.1 4.0 3.9 3.8 3.9 4.1 4.4

NZD TWI 71.0 69.5 67.8 65.1 65.0 66.3 69.3 73.1

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:nathaniel.keall@asb.co.nz
https://twitter.com/asbmarkets?lang=en

