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Volatility in Financial Markets Continues  

Concerns about high inflation, central bank action, along with the war in Ukraine continue to weigh on the global 
growth outlook and rattle financial markets. Expectations of aggressive central bank tightening and heighted concerns 
about an energy crisis in Europe, as well as rapidly slowing activity in China all combined to impact sentiment last 
week, as Mike Jones discusses in his interest rate market comments on page three.  Mike also discusses an overdue 
pause in the extremely rapid run-up in bond yields this year, with key global interest rates pulling back last week. 
Domestic yields fell in line with that global trend. 

In the FX space, the NZD is trading below 0.6300 against the USD. The USD itself is trading at a 20-year high against 
the major currencies (measured by the DXY index). NZD typically falls when perceptions of financial market risks are 
high, as they are now. Nathaniel Keall discusses our thoughts on the NZD on page two. 

Turning to last week’s local developments, April REINZ data confirmed the NZ housing market slowdown is well 
entrenched. We now expect the slowdown to run through to mid-2023 (click on the two links to read more about the 
latest data and our outlook).  

For the week ahead, the Government’s Budget 2022 is the main event in New Zealand. Budget 2022 should highlight 
the pressures on the public finances, with capacity constraints, challenges posed by elevated inflation and the weaker 
global economic outlook all weighing on NZ economic activity. We expect all these issues to delay the return to 
budget surplus, as well as marginally increase the debt profile.  An OBEGAL surplus is unlikely until 2024/25 and net 
public debt is expected to peak at well under 30% of GDP under the new net public debt ceiling measure before easing 
thereafter (discussed in more detail in Mark Smith’s Budget 2022 preview note).  

The delayed return to surplus, combined with 
Government purchases of RBNZ asset holdings, should 
produce a gross bond tender up to $25-30bn higher 
through to 2025/26.   

The NZ Treasury has recommended NZ adopt a headline 
public debt measure closer to international norms and 
that is more reflective of the real state of our fiscal 
position. New Zealand’s net public debt is amongst the 
lowest in the OECD by this measure.  Budget 2022 will 
also introduce two fiscal rules that attempt to strike the 
balance between prudence, flexibility and taking a 
longer-term view. New Zealand is in an enviable position 
compared to many other countries.  

To us the focus of our thoughts on Budget 2022 is on 
how it manages to deliver on these Government policy 
objectives over time. 
 
chris.tennent-brown@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 0.6277 0.6344 0.6825 0.7174 FLAT/DOWN 0.6150 0.6500  

NZD/AUD 0.9060 0.9054 0.9150 0.9281 FLAT/DOWN 0.8950  0.9200  

NZD/JPY 81.17 83.08 85.50 78.56   DOWN 79.00 85.00  

NZD/EUR 0.6032 0.6035 0.6253 0.5935 FLAT/DOWN 0.5950 0.6250  

NZD/GBP 0.5127 0.5163 0.5194 0.5106 FLAT/DOWN 0.5100 0.5260  

TWI 70.9 70.6 73.1 74.6 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 
Woeful risk sentiment not only remained in vogue last week but deepened as the various anxieties plaguing markets 

intensified.  

While officials claimed that the spread of COVID in parts of Shanghai had effectively slowed to zero, data showed 

Chinese export growth slowing to a two-year low. Over in Ukraine, the former Russian President Dimitry Medvedev 

warned NATO allies of a ‘catastrophic scenario,’ ramping up nuclear brinkmanship. Most importantly of all, as slightly 

stronger US inflation print, triggered a further bout of volatility as markets brace for what is shaping up to be a 

potentially sharp and lengthy tightening cycle.  

Those headlines saw the major Wall Street equity indices down another 2-3% over the week. That took the S&P500 

16% below its peak earlier in the year, while the Nasdaq (especially sensitive to risk sentiment) is more than 25% 

south of its summit. 

This market volatility continues to support the USD given its status as the archetypal safe-haven asset. After its tumble 

over the previous fortnight, NZD/USD shed another cent to finish last week towards the bottom of its 0.6200-0.6400 

range.  

In the view of our CBA colleagues, NZD’s recent plunge is a bit out of step with the fundamentals. Despite their recent 

retracement, commodity prices remain at multi-year highs. Moreover, some NZ-US interest rate differentials have 

moved modestly in favour of the NZD over the period that the currency has dropped like a stone. This disconnect 

speaks to the outsized role that weak risk sentiment is playing on the cross. The tumble in NZD/USD is a bit more 

dramatic than we might expect from looking at the VIX index (the usual guideline for market risk aversion), but anxiety 

is a difficult thing to measure and the VIX is only a proxy.  

While a higher NZD/USD might beckon eventually, we think the current softness has a bit further to run in the near 

term. NZD remains vulnerable to further negative headlines, particularly regarding China’s COVID outbreak – this 

afternoon’s Chinese data dump looms as a source of negative headlines likely to weigh on the Kiwi. Comments from 

Fed officials continue to re-enforce the hawkish line Jerome Powell has signalled. Consequently, our view is still that 

rallies will be limited to resistance near the 0.6440 mark. 

Given AUD is being battered by most of the same pressures as NZD, its ultimately the shift in relative interest rates 

that matter for the NZD/AUD cross. This week’s Aussie labour market looms as the next key inflection point there. Our 

CBA colleagues are still sceptical the RBA will hike by more than 25bps at its next meeting, but in the current 

environment, there is more upside risk than downside for the AUD given there is still scope for further repricing 

thanks to the RBA remaining in a dovish position relative to its global peers. So don’t be too surprised to see another 

test of 0.9000 over the coming weeks. 

In terms of this week’s event, currency implications from the NZ budget are limited – the focus remains on the global 

headlines. nathaniel.keall@asb.co.nz  

mailto:Mike.jones@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 1.50 1.50 1.50 0.25 UNCH UP 

90-day bank bill 2.11 2.14 1.79 0.36 UNCH UP 

2-year swap 3.53 3.89 3.50 0.55 UNCH   DOWN 

5-year swap 3.72 4.06 3.64 1.24 UNCH  DOWN 

10-year swap 3.84 4.13 3.67 2.01 UNCH DOWN 

10-year govt bond yield 3.64 3.81 3.40 1.90 UNCH DOWN 

Curve Slope (2s10s swaps) 0.31 0.24 0.17 1.46 UNCH UP 

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

Market recap 

Global risk aversion stepped up last week as global (and local) recession calls grew louder. Expectations of aggressive 

central bank tightening, heighted concerns about an energy crisis in Europe, and rapidly slowing activity in China all 

combining to knock back global growth and equity market sentiment.  

Global bond yields finally succumbed last week with key 10-year US and German benchmarks off 20-25bps. While this 

can be partly attributed to a modest reduction in cash rate expectations, it also reflects an overdue pause in the 

extremely rapid run-up in bond yields this year.  

Domestic yields fell in line with the global trend, with some softer local data adding weight to the pullback. The NZ 

swap curve fell 25bps (10-year) to 35bps (2-year) last week, posting the largest weekly declines since November.  

April REINZ data confirmed the NZ housing market slowdown is well entrenched. We now expect the slowdown to run 

through to mid-2023. Inflation expectations data out last week showed 2-year expectations rising to “only” 3.29% 

with longer-term inflation expectations fairly-well anchored. The RBNZ will likely draw some comfort things did not 

get any worse on this front and the market concurred, tabbing down RBNZ hiking expectations a touch.  Almost 40bps 

of hikes were removed from the implied RBNZ OCR track for 2022 last week. 

Near-term interest rate outlook 

Near-term OCR expectations currently have just under 50bps of RBNZ hikes priced in for May, 36bps for July and 

roughly 175bps by the end of the year. We continue to expect a 50bps RBNZ hike in May but thereafter our forecasts 

diverge from market pricing. We continue to expect a lower OCR peak (of 3.25%) than market, and for the RBNZ to 

take longer to get there. Markets have moved towards our view, but we suspect there is more to go on this trend.  

The focus in rates markets this week will be the 2022 Budget and associated update to the Government’s bond 

programme. We are expecting a delayed return to surplus and an increase to the forecast debt profile, with the latter 

to be bolstered by the Government’s purchases of RBNZ asset holdings. We expect a gross bond tender up to $25-

30bn higher through to 2025/26. We doubt this will have much of an impact on NZGB yields. 

Medium-term outlook 

After May’s forecast 50bps RBNZ rate hike, a series of 25bp hikes is expected to follow such that the OCR peaks at 

3.25% in early 2023. We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024. 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. 

 

mike.jones@asb.co.nz 

 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-Apr-2022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/home-economics-April%202022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/budget-2022-preview.pdf
mailto:mike.jones@asb.co.nz
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Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Budget 2022  
(2022 OBEGAL balance forecast % GDP) 

19/5 2:00pm -5.7% - -4.7% 

  

Budget 2022 should highlight the pressures on the 

public finances, with capacity constraints, challenges 

posed by elevated inflation and the weaker global 

economic outlook expected to weigh on NZ 

economic activity and delay the return to budget 

surplus and to marginally increase the debt profile.  

An OBEGAL surplus is unlikely until 2024/25 and net 

public debt is expected to peak at well under 30% of 

GDP (under the new net public debt ceiling) before 

easing thereafter. This, and Government purchases 

of RBNZ asset holdings, should produce a gross bond 

tender up to $25-30bn higher through to 2025/26.  

The NZ Treasury has recommended NZ adopt a 

headline public debt measure closer to international 

norms and that is more reflective of the real state of 

our fiscal position. The new headline net debt figure 

is about 20 percentage points lower than the current one and is amongst the lowest in the OECD.  Two new rules will 

also be introduced.  Once operating surpluses return, they are to be kept within a band of 0-2% of GDP over time to 

ensure new day to day spending (current spending) is not adding to debt.  A net debt ceiling of 30% of GDP (under the 

new measure) will be put into place to ensure NZ maintains low Government debt while giving greater room for 

investment in high quality infrastructure.   
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

CN Industrial Product, April 16/5 2pm 1%/yr 

Retail Sales - - -10%/yr 

Fixed Assets Ex Rural YTD - - 7%/yr 

AU RBA May Board Meeting Minutes 17/5 1.30 pm - 

EZ Employment, Q1 17/5 9.00 pm - 

UK Labour Force Data, March 17/5 6.00 pm - 

US Retail Sales, April 18/5 12.30 am - 

Headline - - 0.9%/mth 

Core - - 0.6%/mth 

AU Wage Price Index, Q1 22 18/5 1.30 pm 0.8%/qtr / 2.5%/yr 

UK CPI, April 18/5 6.00 pm  

AU Labour Force Survey, April 19/5 12.30 pm - 

Employment - - +30k 

Unemployment Rate - - 3.9% 

Participation Rate - - 66.4% 

JP Consumer Inflation, April 20/5 - 2.5%/yr 

Core Inflation (ex. Food & Energy) - - 0.7%/yr 

UK Retail Sales, April 20/5 6.00 pm - 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 13th of May 

RBA Board minutes are due tomorrow. At the May meeting the RBA Board decided to lift the cash rate target for the 

first time in more than 11 years.  It raised the cash rate target by 25 basis points to 0.35%.  In deciding to tighten, the 

RBA stepped away from its previous guidance that it would need to see further evidence on the ‘evolution of labour 

costs’.  The Minutes, however, are unlikely to provide any substantial further insight into the Board’s decision-making 

process or framework given the Governor’s post-meeting press conference and the release of the May Statement on 

Monetary Policy document. Every RBA meeting from now on appears “live” for a rate increase. Australian labour 

market data are also due this week: the Q1 22 Wage Price Index (WPI) is scheduled for Wednesday.  We expect the 

WPI to confirm our view that wages growth has continued to accelerate.   The other piece of labour market data is the 

April labour force survey, due on Thursday.  We expect employment rose by 30k in the month, the unemployment 

rate declined from 4.0% to 3.9%.  

Further afield, retail sales figures for the US and UK will be released Tuesday and Friday, respectively.  They will be 

closely looked at for any signs of an impact from changing consumer spending patterns, high inflation, and rising 

interest rates.  Employment figures for the euro area and the UK are also due Tuesday, where forward indicators 

suggest a further tightening in the labour markets occurred.  And inflation data for the UK on Wednesday is expected 

to show continued strong price increases.   

In Japan, consumer price inflation for April (Friday) is expected to show a pick-up, driven by higher energy and food 

prices.  We anticipate headline inflation to come in above the Bank of Japan’s (BoJ) 2% target for the first time in a 

while but expect the BoJ will maintain its ultra-accommodative monetary policy stance.  
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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

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
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