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Beware the cobra 
From the schoolyard to the workplace to the rugby field, failure is something we all have to contend with at various 

points in our lives. You don’t achieve anything or get anywhere in life without experiencing a few setbacks or having a 

few things go wrong. Sometimes things don’t just go wrong though –they go colossally sideways and you end up 

achieving the exact opposite of what you were trying to. As economists we call these ‘perverse results,’ chief among 

which is ‘the cobra effect’ – when an intended solution to a problem backfires and has the opposite effect.  

It’s a term that supposedly stems from colonial-era India, when the British Raj cracked down on an infestation of 

cobras by offering a bounty for each dead snake. Unfortunately, enterprising citizens realised they could earn a quick 

buck by breeding cobras themselves rather than catching wild specimens. When the colonial administration found out 

about the wheeze, they ended the bounty scheme and everybody set their now-useless cobras free, thus drastically 

increased Delhi’s cobra population and achieving precisely the opposite of what the incentive was designed to do. 

The cobra effect was on our mind last week during the kerfuffle over the suggestion rent controls had been mooted as 

a tool to tackle the housing crisis. The intention behind such a policy is a simple one – set an upper limit on the 

amount of rent that can be charged and thus expand the proportion of housing affordable to tenants on low incomes 

(or at least prevent it from deteriorating further). Unfortunately, research suggests a perverse outcome is usually the 

result. By limiting the return from rental property, rent controls tend to discourage investment in the rental market 

and reduce the stock of rental units available, thus ultimately worsening housing crises over time. Unsurprisingly, the 

Government has affirmed such a policy is not on the agenda. 

But it’s not just the housing market giving us a cautionary tale on the dangers of perverse incentives. There have been 

few choice examples from the pandemic too. Look at the UK’s scheme to limit the spread of the virus by paying £500 

to individuals who test positive in an effort to get them to self-isolate (a great way to incentivise cash-poor, healthy 

youngsters to catch the virus). Closer to home, look at last year’s mid-lockdown proposal to offer Kiwis a chance at a 

cash windfall for each use of the COVID tracer app (a great way to encourage folks to visit as many places as possible 

at a time when the public health advice was for individuals to reduce the risk of transmission by limiting movement). 

We raise these examples not to slate any politician or policymaker – designing policies and incentive structures that 

deliver on what they’re designed to is a tough game. Climate change is as an obvious case where pitfalls aplenty loom. 

Past EU schemes rewarding producers with credits for disposing of greenhouse gases backfired when they began 

producing more of the harmful substances so that they could then go back and destroy them for extra credits. 

Meanwhile, efforts to reduce emissions through pricing carbon emissions runs the risk of actually increasing global 

emissions, if production shifts offshore to less carbon-efficient farmers and manufacturers who aren’t subject to the 

same rules (a carbon border adjustment is one solution some countries are exploring). The lesson is that meeting the 

challenges on the horizon will require careful thought on the specifics of how policies and incentive structures are 

designed – good intentions on their own are never enough. nathaniel.keall@asb.co.nz                 

https://one.npr.org/?sharedMediaId=1042977274:1042977276
https://www.governing.com/archive/gov-landlords-rent-control-stanford.html
https://www.newshub.co.nz/home/politics/2022/02/jacinda-ardern-says-government-not-considering-rent-controls-after-poto-williams-floated-idea.html
https://www.bbc.co.uk/sounds/play/m000rln5
https://www.newshub.co.nz/home/politics/2021/08/coronavirus-expert-rubbishes-act-s-covid-tracer-app-lottery-idea-as-not-that-helpful.html
https://www.nature.com/articles/nature.2015.18238
https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets/free-allocation/carbon-leakage_en
https://ec.europa.eu/taxation_customs/green-taxation-0/carbon-border-adjustment-mechanism_en
mailto:nathaniel.keall@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 0.6648 0.6674 0.6856 0.7214 FLAT/DOWN 0.6600 0.6800 

NZD/AUD 0.9318 0.9341 0.9423 0.9318 FLAT/UP 0.9290 0.9470  

NZD/JPY 76.66 76.68 77.97 75.61  FLAT/DOWN 75.90  79.20  

NZD/EUR 0.5859 0.5823 0.5974 0.5952 FLAT 0.5750  0.5900  

NZD/GBP 0.4906 0.4904 0.4994 0.5231 FLAT 0.4850 0.5000  

TWI 71.5 71.0 72.5 74.7 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 
The focus on inflation and what it means for central banks and financial markets continued last week, with US CPI 

printing at 7.5%p.a. reinforcing the message that we mentioned last week about central banks needing to get cracking 

on reducing stimulus.  An additional theme influencing markets is the Russia/Ukraine situation. In the wake of the 

strong US CPI print last Thursday, which supported US interest rates and the USD, on Friday we saw fears of conflict in 

Ukraine drive investors to the relative safety of assets like bonds, gold, and the Japanese yen. The “risk-off” theme in 

markets late last week also saw NZD/USD drop through 0.6650, which is a support level we had previously sighted.  

The risk is we next see a move below 0.6600 in the current environment, but at this stage we do not expect a break 

significantly lower. 

Turning to the weeks ahead, on the NZD side of currency pairs the focus is on the RBNZ meeting next week, where 

another OCR increase is expected. RBNZ rate hikes would typically provide some NZD support. But it takes two to 

tango, and on the currency dance floor we expect it will be the majors rather than the NZD that will be the main driver 

of FX rates over the coming weeks. Despite the looming RBNZ meeting, we expect FX markets to be largely focussed 

on geopolitics, inflation data, and any information about the March FOMC meeting over the week ahead.  

A conflict in the Ukraine is not something economists forecast, but it is clearly a risk and developments will be 

influential. If a conflict were to occur, we expect it would provide further USD and JPY support. On Friday, US officials 

warned that Russia had massed enough troops near Ukraine to launch a major invasion, and that an attack could 

begin any day. Antony Blinken, the US Secretary of State has said the "imminent" threat justifies evacuating the US 

embassy. 

Beyond these tensions, we expect that the prospects for a 50bp hike by the FOMC in March will remain in focus for 

markets, and the associated USD strength is an NZD headwind over the week ahead.  AUD is under the influence of 

similar forces against the majors and has traded in a narrow range recently. The RBNZ meeting next week does 

provide an opportunity for some NZD/AUD support, hence our support/resistance and bias for the pair remains 

unchanged on earlier weeks. 

chris.tennent-brown@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 1.21 1.16 0.97 0.29 UP UP 

2-year swap 2.52 2.44 2.21 0.36 FLAT UP 

5-year swap 2.88 2.76 2.62 0.80 FLAT UP 

10-year swap 2.95 2.81 2.74 1.42 FLAT UP 

10-year govt bond yield 2.82 2.58 2.45 1.31 FLAT UP 

Curve Slope (2s10s swaps) 0.43 0.37 0.53 1.06 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 since our last update, being outpaced by climbs in global counterparts. Catalysts 

were largely global with the stonking US CPI inflation print (headline 7.5% yoy, core 6.0% yoy) triggering a sizeable 

jump in US Treasury yields, briefly pushing the 2-year Treasury yield up by 25bps (peak of around 1.60%) and 10-year 

Treasury yields by 10bps (briefly moving above 2%). More than a 25bp hike was added to FOMC rate hike expectations 

(6 hikes fully priced into 2022), and our CBA colleagues now expect a 50bp hike in March. US rates have subsequently 

retraced given heighted geopolitical concerns over the Ukraine and wobbles in equity markets.  Australian yields have 

been pushed higher with more prominent rises in the belly of the curve (sensitive to expected monetary policy 

settings) and close to 20bps added to RBA rate hike expectations over 2022 (5 full hikes). 

NZ yields ground lower for much of last week, but shot higher on the back of higher global yields on Friday, with the 2-

year swap yield peaking above 2.55%, their highest in 6 years and with 10-year swap yields briefly moving above 3% 

for the first time since late 2018. There was little initial yield curve reaction to the ratcheting up of NZ inflation 

expectations from the RBNZ survey, which came in at 30-year highs for the 1-year (4.4%) and 2-year ahead (3.27%) 

and a record high for the 5-year ahead horizon (2.30%). A further 5-10bps were added to RBNZ rate hike expectations. 

Near-term interest rate outlook 

Current market pricing has notched up, with 35bps of hikes priced in for February, with the OCR approaching 2.60% by 

year end and edging up after that. Near-term market pricing looks a little steep considering our core view of a 

consecutive sequence of 25bp hikes in 2022 and there is scope for NZ market pricing to ease back heading to next 

Wednesday’s February MPS. Nevertheless, we remain wary on the inflation outlook and still see the possibility more 

forceful OCR moves may be needed. A further climb in Omicron cases in NZ could create significant disruption, but we 

expect little local rates market impact. 

Local yields may also receive a further leg-up from rising short-term global yields as global central banks play catch-up 

and try to restrain rampant inflationary pressures. The FOMC Minutes may reveal the Fed’s appetite for 50bp hikes to 

start the tightening cycle. The RBA Minutes are expected to retain a patient message and will largely have been 

overtaken by more recent events. Elevated inflation readings from the UK (mkt: 5.4% yoy) and Canada (mkt: 4.8% yoy) 

should support higher yields.  We still expect increases in longer-term local and global yields to be more modest by 

comparison, but this is on the proviso markets are confident that low inflation will eventually return. We are yet to be 

convinced. 

Medium-term outlook 

We 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 50bps in 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    

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 

Net Migration, December, seasonally adjusted 
 

15/02 10:45am 130 - - 

 
December’s net migration data from StatsNZ should be a snooze fest in-line with the usual COVID-era quietness. 

However, expect interest in the release to pick up over the coming months as the NZ border begins its staggered 

reopening.  
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 Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU RBA Feb Board Meeting Minutes 15/2 1:30 pm - 

JP GDP, Q4 (%) 15/2 5:30 pm 1.5%/gtr 

UK ILO Unemployment Rate, December 15/2 8:00 pm 4.1% 

CN PPI Inflation / January Consumer Inflation 16/2 2:30 pm - 

UK Headline CPI / January Core CPI (%) 16/2 8:00 pm 5.6%/yr / 4.4%/yr 

AU Labour Force Survey: 17/2 1.30 pm - 

January Employment   +45k 

Unemployment Rate   4.0% 

Participation Rate   66.2% 

CA Headline CPI / January Core CPI (%) 17/2 2:00 am 4.8%/yr / 2.9%/yr 

US FOMC Minutes from 26 January Meeting  17/2 8.00 am - 

US Retail Sales, January (%) 17/2 8.00 am 2.0%/mth 

CA Retails Sales, December (%) 17/2 2.00 am -1.5%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 11th February 

The RBA releases the minutes from the February Board meeting.  However, we don’t expect any new information 

from the minutes, having already heard from the RBA several times since then.  That includes a speech from the 

Governor, the RBA’s Statement on Monetary Policy, and the Governor’s testimony before parliament. 

We expect Japanese GDP growth to rebound to 1.5%qtr in Q4 2021.  Japanese authorities lifted the State of 

Emergency in late September 2021.  Pent-up consumption demand was the key driver.  However, the fast-spreading 

Omicron and the re-imposition of quasi State of Emergency in January 2022 weighed on the recovery in consumption. 

We expect the UK unemployment rate was unchanged at 4.1% in the three months to December 2021.  Omicron-

related disruptions in December may have slowed the tightening in the labour market, but any impacts are likely to 

prove temporary.  

Energy prices rebounded in January. We expect Chinese PPI inflation to ease slightly to 10%/yr in January because of 

base effects. We predict consumer inflation to stay soft at 1.5%/yr in contrast to the very high CPI inflation in the US.   

We forecast inflation continued to accelerate in the UK in January.  We forecast headline CPI rose 5.6%/yr in January 

and core CPI rose 4.4%/yr.  Omicron-related disruptions are likely to keep inflation pressures higher for longer.  At the 

same time, the tightening labour market (including high jobs vacancies) suggest inflation is unlikely to materially fall 

even as ‘temporary’ Covid-19 impacts start to wane. 

The Aussie labour market recovered extremely quickly at the end of last year after the disruptions from the Delta 

variant.  We expect the labour market to have continued to tighten at the turn of the year.  Indicators of labour 

demand remain at very elevated levels.  Although early January was marked by the huge spike in infection rates due 

to the Omicron variant, we believe expectations that the disruption would be short-lived will have meant businesses 

held off on reducing headcount, though hours worked will be affected. 

We expect headline Canadian CPI inflation stabilised at a multi-decade high of 4.8%/yr in January.  Shelter prices likely 

remained a key source of inflation.  At the same time, supply chain bottlenecks might have intensified due to Omicron 

and underpinned price pressures.  We expect the average of the three measures of core inflation preferred by the BoC 

to remain elevated at 2.9%/yr. 

The FOMC is preparing to start increasing the Funds rate.  The minutes may reveal a debate about a 50bp increase to 

start the tightening cycle.  However, the 26 January meeting precedes the bumper CPI released this week. The minute 

may also reveal FOMC views on when and how fast to shrink the balance sheet. 
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We estimate a rebound in US retail sales in January from the 1.9%/mth slump in December.  High inflation will 

support retail sales measured in values.  In addition, the labour market is recovering strongly, helping support retail 

sales. 

We expect a 1.5%/mth decline in December Canadian retail sales.  Omicron and the reimposition of lockdowns in 

some provinces likely weighed on consumer spending.  At the same time, spending might have been pulled forward to 

October due to supply chain disruptions and shipping delays.  But we expect a smaller fall in retail sales than Statistics 

Canada’s flash estimate of -2.1%.  Lockdowns might have led consumers to shift their spending from services to goods. 
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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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