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Financial market volatility surges 
Close attention will be paid to this week’s RBNZ Survey of Expectations and in particular, where 2-year-ahead 

inflation expectations are sitting (see Chart of the Week).  Elsewhere, financial market gyrations will continue to be 

front of mind after last week’s sharp spike in volatility and fall in equity markets. This week we take a closer look at 

what has caused the sudden fall in global equities and also explore what’s next for financial markets. 

Key events and views 

Key Insights The latest sharemarket volatility and what to make of it.  

Foreign exchange The NZD remained remarkably resilient despite the volatility offshore.  

Interest rates Shorter-term NZD and global interest rate expectations have eased.   

Domestic events The RBNZ Survey of Expectations is due out this week. 

International events Japan GDP, US CPI and retail sales, and Australian employment data are due out. 

Calendars NZ and International calendar of upcoming economic events. 

 
Chart of the Week: RBNZ to reiterate OCR on hold for prolonged period  
On Thursday, the RBNZ downgraded its inflation outlook and now sees inflation reaching 2% in September 2020, a 

full 12 months later than forecast in November.  However, with the CPI forecast to track close to the mid-point of the 

target band from 2019, the RBNZ left its Official Cash Rate track 

unchanged.  

In comparison, we expect the CPI to average 1.3% over 2018, before 

lifting to an average of 1.5% in 2019. The key risk here is the impact 

soft inflation outturns could have on inflation expectations. The 

RBNZ explicitly noted in the February Monetary Policy Statement 

(MPS) that inflation expectations remain anchored at 2%. However, 

after Q4’s softer than expected CPI result and the chance of softer 

still readings over 2018, there is a risk that inflation expectations 

start to fall again. On Wednesday we will be provided with update on 

where inflation expectations are sitting. Although we don’t expect 

inflation expectations to fall enough to cause the RBNZ to cut the 

OCR now (as in March 2016), we do think they will be closely 

scrutinized by the RBNZ over the next year or so.   
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Key Insights this week: What to make of the 
latest sharemarket volatility  
US sharemarkets have been volatile over the course of the past 

week, including the biggest one-day decline for US shares in more 

than 6 years during US trade last Monday.     

At the time of writing the S&P 500 index is around 9% off its all-

time high in late January, but the index is back to where it was 

back in late 2017. In other words, this week’s volatility has 

reversed December and January’s gains, but the US sharemarket 

remains at levels that were record highs in the last quarter of 2017.  

Similarly, the NZ sharemarket has weakened over February, and is 

back trading at levels that were all-time highs during the final 

quarter of 2017.  At the time of writing our sharemarket is around 

5% off its all-time high.  

What is happening in other financial markets? 

A key development in markets at the moment is the lift in long-

term US interest rates. Historically-low interest rates in the US 

have been a supportive factor behind the strong performance in 

US sharemarkets over recent years. The US 10-year government 

bond yield lifted significantly over January, and is now trading with 

a yield of around 2.85%, close to 1.5% above the all-time low of 

1.32% touched back in mid-2016.  Long-term bond yields have 

risen off recent lows in other key bond markets in Europe, but 

yields generally remain historically very low, and in relation to 

(higher) US yields.  New Zealand Government bond yields have 

also risen since the start of the year, but are still historically low, 

both in absolute terms and in relation to US rates.   

Currencies have been reasonably stable – at the time of writing 

the NZD is trading around 0.72 against the USD, and 0.93 against 

the AUD – not too different to where it was a week-ago and a 

month ago. 

Commodities are mixed. Oil prices have declined over February, 

but dairy prices shot up by nearly 6% at the latest dairy auction 

last week. These markets are moving in line with their 

fundamental drivers of supply and demand, rather than reacting 

to the sharemarket moves.  

What next? 

Until the current dip, the US sharemarket had been enjoying a 

stellar run, with the S&P 500 index of US shares up 5.6% in 

January alone. That gain was the 15th straight monthly gain, which is 

the longest winning streak recorded for the index, which lifted 23.9% 

over the year, and 58% over 5 years.  Rather than being surprised by 

the pick-up in volatility now, the lack of volatility in markets over the 

past year was more unusual.  

We have seen larger daily drops in the past. The decline for US 
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shares last Monday was the biggest percentage loss since August 2011, which was spurred on by rising concerns for 

the outlook in the US and European economies.  Further back, during the Global Financial Crisis the US sharemarket 

declined 7% in a single day.  

All winning streaks come to an end, unfortunately, but in the context of sharemarket performance it’s important to 

factor in the large gains over the past year when considering the February declines.  

We can’t rule out further sharemarket volatility, but at this stage market movements have not been out of line with 

what we have observed over past market downturns. The outlook for the global economy has actually been 

improving and interest rates are rising because of this.  

Equity markets are responding to a higher interest rate environment (which goes hand in hand with an improving 

economic environment) rather than a deteriorating economic backdrop.  

ASB Outlook 

Interest rate developments over the year ahead are important for both bond and share markets. Over the year 

ahead we expect more interest rate hikes from the US FOMC, and the central banks in Europe and the UK may also 

start to reduce some of the stimulus they are providing with these very low interest rates. However, despite this 

upward pressure, global interest rates are expected to remain low relative to long-run historical levels.  

We expect the RBNZ to keep its Official Cash Rate at a record low 1.75% until 2019. That serves as an anchor for 

short-term rates, but our longer term rates will be influenced by offshore movements. 

For sharemarkets, what had been surprising has been how long the low volatility environment has persisted for.  

Recent market gyrations confirmed that this benign environment was not going to carry on forever.  However, this 

needs to be put into context given the supportive environment for company earnings. Over the year ahead, the mix 

of reasonable economic growth and historically-low interest rates should continue, and those are both positives for 

companies and their share prices.   

But sharemarkets could be vulnerable if interest rates rise earlier and faster than we expect.  And companies need 

to deliver on the earnings forecasts that are underpinning current share valuations.   

One of the world’s most famous investors Warren Buffet believes if you aren’t willing to own a stock for ten years, 

“don’t even think about owning it for ten minutes”.  This view resonates with ASB’s investment beliefs with regard to 

timeframes.  We make investment decisions based on medium- to longer-term expectations because that’s the 

approach we believe will deliver the best returns.    

Although market corrections can be unpleasant, we expect them to happen from time to time, and factor such 

sharemarket adjustments into ASB’s investment decision making process.   
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Foreign Exchange Market  

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

NZD/USD 0.7246 0.7291 0.7254 0.7306 FLAT/DOWN 0.7150 0.7350 UP 

NZD/AUD 0.9277 0.9197 0.9203 0.9257 DOWN 0.9200 0.9350 DOWN 

NZD/JPY 78.88 80.15 80.70 80.02 DOWN 78.00 80.00 FLAT 

NZD/EUR 0.5915 0.5852 0.6018 0.6182 FLAT 0.5850 0.5950 FLAT 

NZD/GBP 0.5243 0.5165 0.5354 0.5616 FLAT 0.5200 0.5300 FLAT/UP 

TWI 74.8 74.6 75.2 76.9 FLAT/DOWN 74.00 76.00 FLAT 

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

NZD Recap 
The NZD remained remarkably resilient despite the volatility in offshore equity markets over the past week.   While 

the NZD/USD did fall over the past week, this was largely in response to the RBNZ’s Monetary Policy Statement and 

downward revisions to its inflation outlook (although its cash rate outlook remained unchanged).  USD support over 

the past week also helped reinforce the NZD decline.  

The NZD/AUD was volatile over the past week, falling in response to the RBNZ Monetary Policy Statement, but then 

bouncing back on Friday as the AUD came under pressure.  A shift in Australian rate expectations appear to have 

driven this latter move, prompted by a major Australian Bank shifting its Australian cash rate view.  

Meanwhile, the NZD finished the week higher against the GBP and EUR and lower against the JPY.       

Near-term Impact 
After the NZD/USD fall last week, further downside is possible in the short-term – particularly with RBNZ Chief 

Economist John McDermott continuing to talk about the possibility of a rate cut.   McDermott reiterated that the 

RBNZ would cut if inflation expectations fell, which brings Wednesday’s inflation expectations release under closer 

scrutiny.  Headline annual CPI inflation fell to 1.6% in Q4, which may see Q1 inflation expectations edge lower (the 

survey was conducted immediately after the Q4 CPI release).  While this quarter’s move in inflation expectations is 

most likely to be small, we expect further falls in headline inflation over the coming year, which presents a risk to 

inflation expectations remaining anchored at 2%.   

In addition to domestic events, ongoing USD strength may put further downward pressure on the NZD/USD.  The USD 

remains buoyed by looser US fiscal policy resulting in a lift in US interest rate and inflation expectations.  

Meanwhile, the NZD/AUD could give up some of its recent gains if Australian employment prints strong as we 

expect (ASB forecast is for a 30,000 increase vs market expectations of a 15,000 increase).   

Medium-term outlook 
Despite recent strengthening, our medium-term bias remains a weaker USD, reflecting the stronger environment for 

global growth and narrowing USD interest rate differentials as other central banks contemplate policy tightening 

ahead of the Fed.  The NZD TWI is expected to remain broadly supported by its solid economic outlook, strong NZ 

commodity export prices and historically high Terms of Trade and strong demand as global central banks/other real 

money managers continue to increase NZD exposures. 

  

ASB foreign exchange forecasts Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-20

(end of quarter) << actual  forecast >>

NZD/USD 0.73 0.72 0.71 0.72 0.73 0.74 0.75 0.76 0.79

NZD/AUD 0.95 0.92 0.91 0.90 0.90 0.90 0.90 0.90 0.90

NZD/JPY 82 81 80 79 78 78 79 79 79

NZD/EUR 0.64 0.61 0.59 0.60 0.59 0.59 0.59 0.60 0.60

NZD/GBP 0.56 0.54 0.53 0.53 0.53 0.53 0.53 0.53 0.54

NZD TWI 78.4 76.4 74.3 74.6 74.7 75.0 75.1 75.7 76.6
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Interest Rate Market 

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

Cash rate 1.75 1.75 1.75 1.75 FLAT UP 

90-day bank bill 1.91 1.89 1.87 2.02 FLAT UP 

2-year swap 2.15 2.18 2.21 2.35 FLAT/DOWN UP 

5-year swap 2.73 2.76 2.71 2.96 FLAT/UP UP 

10-year swap 3.26 3.26 3.20 3.48 FLAT UP 

10-year govt bond yield 2.95 2.97 2.85 3.20 FLAT UP 

Curve Slope  (2s10s swaps) 1.11 1.08 0.99 1.13 FLAT/UP FLAT 

* Current as at 9.30am Monday; week ago as at Monday 5pm 

Market Recap 
Shorter-term NZD and global interest rate expectations have eased over the past week, reflecting reasonably 

dovish RBA and RBNZ assessments over inflation and recent equity market ructions. Only about 10bps of RBNZ OCR 

hikes have been priced in by the end of the year, with the 1st hike not due till mid-2019.  Fed speakers have 

downplayed recent equity market weakness and signalled future hikes are still in prospect given the solid US growth 

outlook. Fed rate expectations, however, have been scaled back, US wholesale interest rates have eased, the USD has 

modestly strengthened, and measures of both equity market and bond market volatility have climbed.  NZD longer-

term wholesale interest rates have not taken part in the rally in longer-term global rates, with the NZD curve 

steepening, both in an absolute sense and relative to global comparators.  NZD bank bill and overnight index swap 

(OIS) spreads have widened but remain narrow in relation to US and Australian rates.  

Near-term NZD interest rate outlook 
Interest rate markets are expected to take their lead from developments in the equity market. Signs of stabilization 

may help to dampen volatility and provide a floor to yields. Markets remain wary, however, and will be closely 

following forthcoming inflations print for guidance on what central banks will do. With US 10 year Treasury yields 

(currently 2.85%) having climbed steeply since the start of the year, longer-term yields may be close to a tipping 

point at which further lifts will trigger another bout of equity market weakness and dampen short-term interest rate 

expectations. Inflation prints for the UK (Tue) and US (Thu) will help firm up market expectations for when the next 

tightening is likely to occur.  For New Zealand, we expect the 2-year-ahead CPI inflation print from the RBNZ 

inflation expectations survey to dip below 2%, which could see local short-term yields to edge lower as markets 

continue to push out prospective RBNZ tightening.  With the RBA also on inflation watch, Australian business 

confidence and employment data are unlikely to prompt much interest rate market reaction. Our bias remains for the 

curve to steepen, but this is not a high conviction view given uncertainties over the short-term outlook for long-term 

yields. 

Medium-term outlook 
Our core macro view is that the RBNZ will start lifting the OCR in early 2019, with the risk of a later start. We expect a 

moderate pace of tightening by historical standards, and a low OCR endpoint of around 3.5% this cycle.  Combined 

with our expectation of at least two Fed hikes over 2018, this should see local yields lie below US counterparts out to 

the mid part of the curve, with further narrowing in NZD spreads for longer maturities. Our expectation of a flatter 

NZD curve crucially depends on the assumption that local yields remain reasonably well anchored to global 

counterparts and that the lift in global yields is modest.  

  

ASB interest rate forecasts Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-20

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75 2.25

NZ 90-day bank bill 1.96 1.96 1.88 1.9 1.9 1.9 2.0 2.0 2.5

NZ 2-year swap rate 2.33 2.21 2.21 2.2 2.2 2.3 2.4 2.5 3.0

NZ 10-year Bond 2.97 2.96 2.75 3.0 3.2 3.3 3.3 3.4 3.5
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Major Domestic Events for the week ahead 
Data Date Time (NZT) Previous Market 

expects 
ASB 

expects 

RBNZ Survey of Expectations, Q1, 2-year ahead, % 14/2 3:00 pm +2.02 - - 

 

2-year-ahead inflation expectations dipped slightly in Q4, but remained 
above the 2% midpoint of the RBNZ’s inflation target. Since then, headline CPI 
has eased back to 1.6% yoy and looks set to fall further in the near term. As a 
result, we expect 2-year-inflation expectations to also ease slightly in Q1 and 
dip back below 2%. Given the soft near-term inflation outlook, there is also a 
risk the one-year-ahead inflation expectation measure also falls slightly from 
1.87% in Q4. The RBNZ will be sensitive to any substantial falls in 2-year 
inflation expectations. 

 

 

 

 

Major International Events for the week ahead 

Data Date Time  

(NZT) 

Market ASB  

Japan GDP, Q4, %qoq 14/02 12:50 pm 0.2 0.6 

Australia Unemployment rate, January, % 15/02 1:30 pm 5.5 5.5 

US CPI, January, Headline, %yoy 15/02 2:30 am 1.9 2.0 

US Retail Sales, January, Headline, %mom 15/02 2:30 am 0.5 0.3 

RBA Governor Lowe to deliver half-year testimony 16/02 11:30 am - - 

 

We expect Australian jobs to have grown over 400k over the past year, or 

3.3% yoy, an extraordinarily strong number. Leading indicators point to 

more solid jobs growth over the next few quarters. Also, a rising 

participation rate tends to limit the fall in the unemployment rate. 

Reserve Bank of Australia Governor Lowe is set to deliver the half-yearly 

testimony to the House Economics Committee from 9.30am on Friday.  

This will be followed by a Q&A session. 

Already-released data showed industrial production in Japan expanded 

very strongly over Q4, particularly over the month of December.  As a 

result, we expect real Q4 GDP to expand by a strong 0.6%, or 2.5% 

annualised. 

Despite a strong labour market, low inflation expectations in the US are a headwind to a pickup in wage and price 

inflation.  The recent lift in commodity prices is likely to push up headline inflation soon. 

A jobs bonanza is supporting retail trade in the US.  Higher oil prices have pushed up gasoline prices.  But car sales 
continue to be low, and are a headwind to retail sales. 
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Global Data Calendars 
 

Calendar - Australasia, Japan and China 

 

 Time      Forecast 

Date (NZT) Eco Event Perio
d 

Unit Last Market ASB 

Tue 13 Feb 08:50 AU RBA's Ellis gives speech in Sydney 

 09:30 AU ANZ Roy Morgan Weekly 
Confidence Index 

Feb Index 122.7 ~ ~ 

 11:30 AU NAB business conditions Jan ~ 13.0 ~ ~ 

Wed 14 
Feb 

08:45 NZ Food prices  Jan m%ch -0.8 ~ ~ 

 10:30 AU WBC consumer confidence index Feb Index 105.1 ~ ~ 

 10:50 JN GDP  Q4 P q%ch 0.6 0.2 0.6 

Thu 15 Feb 08:30 NZ Business NZ manufacturing PMI Jan Index 51.2 ~ ~ 

 10:50 JN Core machine orders  Dec m%ch 5.7 ~ ~ 

 11:00 AU Consumer inflation expectation Feb % 3.7 ~ ~ 

 11:30 AU Unemployment rate Jan % 5.5 5.5 5.5 

 15:30 JN Industrial production  Dec F m%ch 2.7 ~ ~ 

Fri 16 Feb 09:30 AU RBA Governor gives Testimony to Parliamentary Committee 

 
 

Calendar - North America & Europe 

  
 Time      Forecast 

Date (UKT) Eco Event Period Unit Last Market ASB 

Mon 12 Feb  07:30 EC Bloomberg February Eurozone Economic Survey 

 19:00 US Monthly Budget Statement Jan $bn 51.3 47.0 ~ 

Tue 13 Feb 09:30 UK CPI  Jan m%ch 0.4 ~ ~ 

 09:30 UK House price index  Dec y%ch 5.1 ~ ~ 

 11:00 US NFIB small business optimism Jan ~ 104.9 106.0 ~ 

 13:00 US Fed's Mester to Discuss Monetary Policy and Economic Outlook 

Wed 14 Feb 10:00 EC Industrial production  Dec m%ch 1.0 ~ ~ 

 10:00 EC GDP  Q4 P q%ch 0.6 ~ ~ 

 12:00 US MBA mortgage applications Feb % 0.7 ~ ~ 

 13:30 US CPI  Jan 

 

m%ch 0.2 0.3 ~ 

 13:30 US Retail sales advance  Jan m%ch 0.4 0.3 ~ 

 15:00 US Business inventories Dec % 0.4 0.3 ~ 

Thu 15 Feb 08:15 EC ECB's Mersch speaks in Paris 

 10:00 EC Trade balance  Dec €bn 22.5 ~ ~ 

 10:45 EC ECB's Praet participates in Panel Discussion in Paris 

 13:30 US Initial jobless and continuing claims Feb ~ ~ ~ ~ 

 13:30 US Philadelphia Fed Business Outlook Feb ~ 22.2 21.0 ~ 

 14:15 US Industrial production  Jan m%ch 0.9 0.2 ~ 

Fri 16 Feb 08:20 EC ECB's Coeure speaks in Skopje, Macedonia 

 09:30 UK Retail sales ex auto fuel  Jan m%ch -1.6 ~ ~ 

 13:30 US Import price index  Jan m%ch 0.1 0.6 ~ 

 13:30 US Export price index  Jan m%ch -0.1 0.3 ~ 

 13:30 US Building permits Jan 000 1,300 1,300 ~ 

 15:00 US Uni. of Michigan sentiment Feb P Index 95.7 95.3 ~ 
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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 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-20
<< actual  forecast >>

GDP real - Q% 1.0 0.6 0.6 0.5 0.9 1.0 1.0

GDP real - A% 2.8 2.7 2.9 2.6 2.6 3.0 3.4 3.9 3.3

GDP real - AA% 3.3 3.0 2.9 2.8 2.7 2.8 2.9 3.2 3.6

CPI - Q% 0.0 0.5 0.1 0.4 0.4 0.5 -0.2

CPI - A% 1.7 1.9 1.6 0.4 1.4 1.5 1.1 1.5 1.7

HLFS employment growth - Q% 0.0 2.2 0.5 1.0 0.6 0.7 0.6

HLFS employment growth - A% 3.1 4.2 3.7 3.7 4.4 2.9 3.0 2.5 1.8

Unemployment rate - %sa 4.8 4.6 4.5 4.3 4.2 3.9 3.7 3.6 3.3

Annual current account balance as % of GDP -2.7 -2.6 -2.7 -2.4 -2.5 -2.7 -2.7 -2.7 -2.5
    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-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-20

(end of quarter) << actual  forecast >>

NZ OCR 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75 2.25

NZ 90-day bank bill 1.96 1.96 1.88 1.9 1.9 1.9 2.0 2.0 2.5

NZ 2-year swap rate 2.33 2.21 2.21 2.2 2.2 2.3 2.4 2.5 3.0

NZ 10-year Bond 2.97 2.96 2.75 3.0 3.2 3.3 3.3 3.4 3.5

ASB foreign exchange forecasts Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-20

(end of quarter) << actual  forecast >>

NZD/USD 0.73 0.72 0.71 0.72 0.73 0.74 0.75 0.76 0.79

NZD/AUD 0.95 0.92 0.91 0.90 0.90 0.90 0.90 0.90 0.90

NZD/JPY 82 81 80 79 78 78 79 79 79

NZD/EUR 0.64 0.61 0.59 0.60 0.59 0.59 0.59 0.60 0.60

NZD/GBP 0.56 0.54 0.53 0.53 0.53 0.53 0.53 0.53 0.54

NZD TWI 78.4 76.4 74.3 74.6 74.7 75.0 75.1 75.7 76.6
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