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RBNZ fires both barrels as inflation spectre looms 

The RBNZ lifted the OCR by 50 basis points in the latest 
monetary policy review in April from 1.0-1.5%. The need 
for the increase stems from the concern about inflation 
getting entrenched. The motivation to move rates swiftly 
was to use a ‘least regrets’ approach to quickly move the 
OCR closer to the circa 2% neutral levels to reduce the risk 
of higher inflation becoming embedded. The pre-emptive 
OCR hikes made by the Reserve Bank will reduce the need 
for further hikes down the track. The decision to use a 
‘least regrets’ policy approach has the goal to head off 
rising inflation expectations and minimise any unnecessary 
volatility in output, interest rates, and the exchange rate in 
the future.  

Our expectations have changed with the news of the 50bp 
hike. We are now anticipating a 50bp OCR hike in May, 
followed by a sequence of 25bp hikes to a 3.25% OCR peak 
in early 2023. The RBNZ are clearly worried about the near-term inflation outlook and the risk that inflation 
expectations stray from the inflation target. The policy assessment acknowledged that the RBNZ has revised up their 
inflation outlook, with annual consumer price inflation expected to peak “around 7% in the first half of 2022”.  In the 
statement the RBNZ did not appear to convey strict forward guidance, but in a subsequent interview Governor Orr 
flagged that the OCR will be moving up in subsequent quarters. The RBNZ face a tricky balancing act. Either they 
tighten too aggressively and create a “sharper than needed slowdown in economic activity” or they do not act quick 
enough and face the longer run costs of entrenched high inflation and inflation expectations. 

But what goes up must come down, eventually.  High interest rates are like having the brakes on constantly, and 
eventually that slows things down too much.  3.25% is considerably above the neutral OCR of 2% that is consistent 
with the economy sustaining steady momentum.  At some point, when the RBNZ is confident inflation is under 
control, it will start reducing the OCR.  The timing of that is even harder to predict than where the OCR will peak.  At 
this point, our stab in the dark is mid-2024 for the RBNZ to start lowering the OCR. 

Mortgage rates have lifted significantly off the lows set early last year. Long-term mortgage rates have risen the most 
over the past year but could be nearing a peak. Short term rates still have quite a way to go and are expected to lift 
the most over 2022, as the RBNZ keeps lifting the OCR. Our forecasts and comments are based around our 
expectation that the RBNZ’s strategy of tackling the inflation challenge with swift OCR increases now means mortgage 
rates will peak higher and earlier (2022/2023) than our previous forecasts, before easing to around 5-6% over the 
longer term.         
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Foreign Exchange Market  

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

NZD/USD Current* Week ago Month ago Year ago FLAT/DOWN 0.6690 0.6850  

NZD/AUD 0.6729 0.6827 0.6882 0.7140 FLAT 0.9120  0.9460  

NZD/JPY 0.9157 0.9195 0.9329 0.9232   FLAT 84.00 87.00  

NZD/EUR 85.46 85.58 81.74 77.59 FLAT 0.6200 0.6400  

NZD/GBP 0.6242 0.6275 0.6209 0.5969 FLAT/DOWN 0.5160 0.5320  

TWI 0.5171 0.5242 0.5230 0.5154 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 
The NZD suffered a classic double-whammy last week. Both global and domestic drivers of the currency turned less 

supportive, kicking the NZD/USD around 1¼ cents lower over the week. Just under ½ cent was shaved off NZD/AUD.  

Renewed fears about the strength of the global upturn were reflected in a spike back up in risk aversion indicators like 

the VIX, and fresh losses across global equity markets. The MSCI World Equity index fell about 1.8% over the week. As 

highlighted in last week’s feature article, US interest rates are increasing at an almost parabolic rate (10-year yield up 

another 16bps last week) and this has markets worrying about a recession down the line. At the same time, the 

world’s other economic powerhouse – China – is struggling under the weight of massive lockdowns, which appear 

unlikely to be eased anytime soon. The pick-up in demand for safe-haven assets thanks to all this saw the USD back in 

demand last week.  

The NZD recorded the second-largest fall of the week against the resurgent USD. This thanks to the week’s key local 

news: the RBNZ’s “dovish” 50bps rate hike. Another set of weak housing figures didn’t help either.  

The consequent trimming of the NZ market’s 2023 cash rate expectations eroded more of the NZD’s interest rate 

differential, further denting the kiwi’s appeal. NZ-US 2-year swap differentials fell 12bps to +75bps. We’ve been 

flagging a reduced NZD interest rate differential as a key thematic to watch this year, given aggressively-priced RBNZ 

cash rate expectations and the catch-up in offshore rates. NZ-US differentials have now been trending lower since 

November and we expect this to continue.     

The week ahead doesn’t have any of the shock and awe economic events of last week but the risk is that global 

growth sentiment remains in the doldrums, which would further weigh on the NZD. We’re likely to see the IMF 

downgrade its global economic outlook when it meets during the week, and the French presidential debate may 

highlight growing political risk there. Flash global manufacturing data for April are expected to show a slowing in the 

pace of global expansion.  

In NZ, we doubt the Q1 CPI figures on Thursday will hold any material relevance for the currency (ASB: 7.3% yoy, 

market 7.1%). Everyone knows it’s going to be high, and even an outcome well above market expectations probably 

won’t change the RBNZ’s course from here given its focus on medium-term inflation.  We see NZD/USD rallies limited 

to 0.6850 over the week, with initial support eyed around 0.6690.  
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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 1.00 1.00 0.25 UNCH UP 

90-day bank bill 1.79 1.71 1.56 0.34 UP UP 

2-year swap 3.50 3.63 3.01 0.45 DOWN   DOWN 

5-year swap 3.63 3.76 3.27 1.04 DOWN  DOWN 

10-year swap 3.67 3.77 3.36 1.79 DOWN DOWN 

10-year govt bond yield 3.53 3.54 3.16 1.61 DOWN DOWN 

Curve Slope (2s10s swaps) 0.17 0.14 0.35 1.35 UNCH UNCH 

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

Market recap 

Local yields backtracked last week after the RBNZ hiked the OCR by 50bps, citing the need to move settings promptly 

from less expansion levels to prevent high inflation from becoming more embedded and necessitating larger moves 

further ahead. The tone of the statement was dovish with the RBNZ not delivering an explicit tightening bias and 

highlighting the patchy domestic economic outlook and global risks as reasons for caution.  Two-year swap yields fell 

10bps following the OCR decision with about 30bps taken out of terminal OCR market pricing. 

Global yields are generally lower since our last update and despite the 50bp hike from the Bank of Canada, a solid 

Australian employment report and high UK inflation prints. More moderate readings for US core inflation suggest 

markets may have overpriced the risks of central bank rate hikes. This has seen global yield curves steepen, although 

global yields have been capped given rising concerns over the global economy (China, Ukraine).  

Near-term interest rate outlook 

Near-term OCR expectations currently have 44bps of RBNZ hikes priced in for May, 40bps for July and 170bps by the 

end of the year. This is higher than our OCR forecast view. We won’t quibble on the intent to get rates quickly back 

above circa 2% neutral levels to cool inflation, it’s just that we feel that the extent of OCR tightening looks excessive 

considering the headwinds facing the domestic economy. Not only are our forecasts of the OCR peak (3.25%) close to 

75bps lower than terminal market pricing, but we have also pencilled in OCR cuts from 2024. RBNZ rate hike pricing 

for May, however, will likely be supported by what is looking to be a firm Q1 CPI print in NZ (mkt: 2.0% qoq, 7.1% yoy), 

with market pricing more sensitive to a downward inflation surprise.  

Global yields could also be vulnerable to a pullback. Today’s RBA Minutes could provide some information as to what 

hurdle inflation and wages would need to meet to confirm a June rate hike. A strong Q1 CPI print for Australia next 

week could firm up RBA rate hike expectations for June, but our CBA colleagues expect a shallower rate hike cycle in 

Australia versus NZ and the US.  The roughly 190bps of RBA hikes priced in for 2022 looks excessive in our view as do 

the close to 215ps of FOMC hikes. Fed speeches this week should underpin the case for near-term rate hikes.  Global 

yields could be weighed by further confirmation of slowing growth momentum. The continuing Ukrainian conflict and 

periodic COVID-19 flare-ups could add another layer of volatility and cap longer-term yields despite adding to price 

pressures. US data should print solid enough, but sentiment gauges for the UK and Eurozone are expected to show a 

Ukraine war hit. 

Medium-term outlook 

We expect a follow-up 50bp hike in May, followed by a series of 25bp hikes with the OCR peaking at 3.25% in early 

2023. We then expect the RBNZ to hold and then to unwind OCR hikes from 2024, with the OCR ending 2025 at 

around 2%. Uncertainty is elevated. 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). Increases in 

short-tern 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.   
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Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Consumers Price Index, Q1, %,qoq 21/4 10:45am 1.4  2.2 

Consumers Price Index, Q1, %, yoy 21/4 10:45am 5.9  7.3 

  

A steady stream of price and cost rises from a multitude of 

domestic and external sources has resulted in ASB Economics 

(and the RBNZ) almost continuously revising up our forecasts 

for NZ inflation. We now expect annual CPI inflation to hit 7.3% 

in the March 2022 quarter, the highest in more than 30 years. 

Risks to our Q1 pick are tilted to the downside.  To us, however, 

the bigger issue is not so much what the inflation peak will be 

but how persistent the uptick in inflation is. The outlook is 

uncertain, but we expect to be at (or close to) the peak in 

annual inflation that should end 2022 at around 6%. Price rises 

are expected to be more broad-based and there is the risk of 

high inflation being more entrenched, potentially threatening 

the RBNZ’s inflation mandate.  Another 50bp hike by the RBNZ 

in May towards neutral levels and a period of restrictive OCR 

settings after that will be needed to help lower entrenched inflation  

and reset inflation expectations. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU RBA Board Meeting Minutes, Apr 19/4 1.30 pm - 

CA Headline CPI, Mar 21/4 12.30 am 5.9%/yr 

Core CPI - - 3.7%/yr 

JP CPI, Mar 22/4 11.30 am 1.2%/yr 

Core Inflation (ex. Food and Energy)   -1.2%/yr 

EZ PMIs, Apr 22/4 11 am - 

UK Retail Sales, Mar 22/4 6.00 pm - 

UK PMIs, Apr 22/4 8.30 pm - 

CA Retail Sales, Feb 23/4 12.30am -0.4%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 15th April 

The April Board Meeting saw the RBA pivot away from being patient in monitoring how inflation evolves to 

highlighting the importance of upcoming inflation and wages data due on 27 April and 18 May respectively. The 

Minutes should provide further detail about exactly what the RBA will be focussing on in each release, particularly 

around wages data where they remain unsure how quickly it will lift from current levels. 

We estimate headline Canadian CPI inflation accelerated to 5.9%/yr in March.  Supply chain disruptions and the tight 

labour market remain key contributors to inflation.  At the same time, gasoline prices spiked higher in March thanks 

to the Ukraine war.  We expect the average of the three measures of core inflation preferred by the BoC to remain 

elevated at 3.7%/yr.  The risks are skewed to even higher inflation prints in our view.    

We expect Japanese headline inflation to pick up to 1.2%/yr in March, driven by higher energy prices. However, we 

predict core inflation, excluding food and energy, remains weak at -1.0%/yr. 

The April EU PMIs will be watched closely for signs of a slowing in activity on the back of the war and higher 

commodity prices.  The March PMIs showed that activity expanded at a slower pace.  Price measures rose further but 

business confidence fell sharply.   

A removal of pandemic restrictions and a return to offices is expected to support UK retail sales in March.  However, a 

plunge in confidence thanks to the war and higher energy prices may have had a moderating influence on the 

rebound.   

The UK is a net energy importer and is exposed to higher energy prices.  The April UK PMIs will be monitored for any 

signs of slowing in activity.  A pull back in the oil price over the survey period in April compared to March may support 

business confidence. 

The much stronger than expected Canadian January retail sales showed consumer spending remained resilient amid 

the Omicron outbreak.  However, heightened geopolitical tensions and the surge in inflation might have dented 

spending in February and beyond.  We expect a 0.4%/mth decline in retail sales. 
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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 0.1 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% 26.0 14.2 6.4 -2.0 -8.2 -8.2 -8.2 5.0

CPI - Q% 1.4 2.2 1.2 1.9 0.8 0.7 0.7 0.6

CPI - A% 5.9 7.3 7.2 6.8 6.1 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 3.0 2.9 2.8 3.0 3.2 3.2 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 3.55 3.75 3.75 3.75 3.75 3.75 3.55

NZ 5-year swap rate 3.40 3.70 3.80 3.80 3.80 3.75 3.80 3.60

NZ 10-year swap rate 3.38 3.75 3.80 3.80 3.80 3.75 3.80 3.65

NZ 10-year Bond 3.27 3.55 3.60 3.58 3.55 3.50 3.55 3.40

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
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