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A rollercoaster ride 
There were two major developments last week: The New Zealand GDP figure out for Q1 and the release of the policy 

rate by the US Federal Reserve. One was a surprise, the other would have been seen as a surprise a week earlier.  

Omicron appeared to affect the NZ economy more than expected in Q1, contributing to the quarterly GDP fall of 0.2% 

(market expectations were for weak but positive growth). The services sector was impacted by the various 

precautionary measures people took with retail trade declining by 1.9%. As indicated before, growth is set to slow to 

1-2% annually over 2022 and 2023 as compared to the 5.4% lift observed last year.  

Q1 experienced shortages of labour and materials, capacity constraints, wage inflation and higher costs of living, all 

adding to the already existing inflation and supply chain issues. Beyond retail, other sectors underperformed. 

Manufacturing fell 1.4%, and there was a 1.8% dip in transportation, postal and warehousing. Agriculture production 

showed a slowdown, owing to the unfavourable weather conditions, high productions costs and a tight labour market.  

Education and training had the best performance of all the sectors with a 5.4% lift.  

We should not worry too much about the numbers of one particular quarter since the economy seems to be riding an 

unending rollercoaster. Despite significant uncertainty and inflationary pressures, NZ is holding its ground, and we 

expect positive, though muted, growth over the rest of 2022. The main headwinds are well known.  There is also 

continued support from still-high export commodity prices in NZ dollar terms.  And, in time, an increase in permanent 

and short-term visitor arrivals will help now that the border is opening up and pre-departure COVID testing 

requirements for inbound passengers are being dropped.  

The fall in Q1 GDP was in contrast to the RBNZ’s forecast of a 0.7% increase. It will be interesting to see the RBNZ’s 

view on these numbers and if it changes anything for the next planned hike in July. Even with activity dipping over the 

early part of 2022, inflation pressures still seemed red hot.  The question for the RBNZ is to what extent the weaker 

than expected Q1 figure changes its growth outlook and assessment of medium-term inflation pressures.  The RBNZ is 

still balancing the risks of inflation pressures proving difficult to dampen down vs. the risk of tightening too 

aggressively.  With the OCR barely back near its neutral level, we expect the RBNZ will stay with its least-regrets 

conclusion that it needs to lift the OCR rapidly in the short term in 50bp moves.  Nevertheless, US developments have 

prompted financial markets to seriously price in the risk of one or two 75bp increases. 

The US Federal Reserve delivered a 75bp hike last Thursday, taking the Fed Funds rate to 1.50-1.75%. That followed a 

frenzied increase in wholesale interest rates after the very strong inflation release at the end of the preceding week 

prompted well-founded speculation that a bigger move than 50bp was likely. Our CBA colleagues expect the Fed to 

deliver a 75bps increase again in July to help get on top of the four-decade-high 8.6% inflation rate. CBA then expects 

a series of 25bp lifts to a 3.50-3.75% peak in early 2023.  

The Fed’s ideal outcome would be to reach its target level of inflation at 2% without tipping the US economy into a 

recession. With the Fed coming from behind and now acting very vigorously, that risk of recession will be real, one 

reason why sharemarkets have been so nervous over the past week.   

chandna.bedi@asb.co.nz  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/gdp-review-q1-2022.pdf
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Foreign Exchange Market  

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

NZD/USD 0.6300 0.6332 0.6392 0.6981 FLAT/DOWN 0.6200 0.6550  

NZD/AUD 0.9104 0.9021 0.9082 0.9278 DOWN 0.8945  0.9150  

NZD/JPY 85.01 85.55 81.61 76.91    FLAT 82.00 86.70  

NZD/EUR 0.6012 0.6036 0.6040 0.5861 FLAT 0.5950 0.6200  

NZD/GBP 0.5151 0.5155 0.5130 0.5021 FLAT 0.5100 0.5300  

TWI 71.2 70.8 70.9 73.2 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 

Investors will no doubt be keen to forget last week. Central banks are scrambling to shut the gate on bolting inflation, 

but the potentially recessionary implications for economies are resulting in steep losses across equity markets amid 

unsettlingly large increases in interest rates. Volatility remains pronounced across asset classes. 

Against this backdrop, it wasn’t surprising to see the safe-haven pairing of the CHF and USD outperform last week. The 

Bank of Japan’s refusal to yield on its aggressive easing monetary policy didn’t appear to do the JPY any (further) 

harm, while a late-week recovery from the NZD and AUD saw the antipodean currencies finish the week close to 

unchanged. This despite NZD/USD briefly testing a 2-year low around 0.6200 in the middle of the week.   

The kiwi dollar thus starts the week comfortably back inside the well-established 0.6200-0.6550 range we talked 

about last week. We looked for a test of the bottom end of the range last week and got it, but momentum, 

positioning, and technical indicators now look fairly neutral in the short term. With little on the event risk calendar 

this week (see below) we may see some sideways consolidation this week within the confines of the above range.  

Further ahead, fundamental and ‘fair-value’ NZD/USD models that feature a strong weight towards commodity prices 

continue to point to the risk of an uptrend re-emerging. However, we’re unlikely to see a material NZD bounce in an 

environment of a) pervasive worries about cooling global growth and heightened risk aversion, b) offshore central 

banks continuing to play catch-up to the RBNZ. Neither of these factors are going away anytime soon. 

We also think market pricing for offshore policy tightening (namely the Fed and RBA) looks more reasonable than the 

excessive RBNZ pricing now built into the curve. NZ short-end swap yields surged over 30bps last week and a peak 

OCR of 4.5% is priced (cf. ASB 3.5%). Should markets eventually come around to our view, this points to reduced 

support for the NZD from interest rate differentials. This is perhaps most pronounced for the NZD/AUD, 

notwithstanding last week’s bounce. The RBA is only beginning on its policy tightening path and is much farther 

behind the curve than the RBNZ, suggesting the AUD has more upside (or less downside). 

The week ahead is quiet, at least in terms of scheduled event risk (the known unknowns, not the unknown 

unknowns). We’ll be watching a speech from the RBA Governor tomorrow, global PMI data for June, and inflation data 

out of the UK, Canada, and Japan. There’s nothing of note to be released in NZ. 

 

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 2.00 2.00 1.50 0.25 UNCH UP 

90-day bank bill 2.80 2.57 2.23 0.33 FLAT FLAT 

2-year swap 4.52 4.13 3.52 0.68 FLAT   DOWN 

5-year swap 4.53 4.24 3.61 1.34 FLAT  DOWN 

10-year swap 4.53 4.29 3.69 1.90 FLAT DOWN 

10-year govt bond yield 4.26 4.00 3.46 1.79 FLAT DOWN 

Curve Slope (2s10s swaps) 0.01 0.16 0.17 1.22 FLAT UP 

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

Market recap 

NZ rates have pushed higher across the curve despite periodic bouts of volatility with liquidity generally thin, with 

swap yields clustered around 4.5% across the curve. Catalysts have primarily been global, with NZ yields caught in the 

crossfire between lower US yields versus sizeable jumps in Australian counterparts. Reported falls to Q1 NZ GDP 

reinforced the earlier FOMC-induced fall in local yields and saw markets scale back the amount of RBNZ tightening 

priced in, as did softer NZ housing data. Earlier, NZ yields had been buoyed by hawkish rhetoric from RBA Governor 

Lowe (flagging 7% Australian inflation, reasonable economic resilience and for the cash rate to hit 2.5% at some point) 

that emboldened markets to factor in the possibility of more front-loaded RBA rate hikes. Three-year Australian bond 

yields hit a 10-year high (3.75%) mid last week but have subsequently retraced.  

Global yields have been volatile and US yields actually fell after the Fed delivered just a 75bp hike (to 1.50%-1.75%) 

with yields dipping on concerns central bankers will drive the economy into the ground. The 25bp BoE hike was largely 

ignored. Global and NZ stocks have had a wretched week, mostly down 5-10% and generally in bear market territory.  

US Treasury yields have ended the week down 10-20bps with the curve steepening in contrast to the 40-60bp climb in 

Australian bond yields with the curve flattening. 

Near-term interest rate outlook 

Near-term OCR expectations have been pared back since the weak NZ GDP print with 62bps hikes priced in for July 

(66bps) and August (68bps), with roughly 230bps of hikes for 2022. Still, this represents a jump of around 40bps 

compared to a week ago, likely as a result of illiquid markets but also illustrating the impact of offshore influences.  

Further signs of economic slowdown in NZ should dampen yields and potentially invert yield curves but we are in a 

highly volatile environment with sizeable swings to yields in either direction likely. NZ yields could receive a further 

boost if tomorrow’s RBA Minutes turn out to be hawkish or if RBA Governor Lowe doubles down on earlier hawkish 

rhetoric.  There is a plethora of FOMC speakers this week that could contribute to volatility. Still, with less upside risks 

now looking apparent to the NZ and global inflation outlook, yield direction is not necessarily up. Softening signs from 

global manufacturing and services PMIs could trigger a modest pullback, with markets also focusing on inflation data 

for the UK, Canada for signs of whether the annual peak has been hit.  

Outright longer-term global yields have climbed a long way since the start of the year and the yield curve has 

flattened. Spreads with (higher) local yields have narrowed since the start of the year, consistent with our core view.  

Markets are still flirting with the possibility of an extra 300bp of RBA hikes to the 0.85% cash rate this year and we 

expect spreads between NZ and Australian yields to compress further. With heightened concerns over the global 

economy, long-term Treasury yields are likely to remain capped (10Y below 3.5%). Global equity markets and oil prices 

are expected to remain important barometers. 

Medium-term outlook 

We now expect 50bp OCR hikes in July (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 returns to more neutral levels. The yield curve is expected to remain flat and then steepen leading up to (and 

during) a period in which the OCR is cut. An inverted yield curve is possible. Our CBA colleagues expect the RBA to 

frontload rate hikes with 50bps in July and 25bps in August, September and November, with the cash rate peaking at 

2.10%. 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.   mark.smith4@asb.co.nz 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/gdp-review-q1-2022.pdf
mailto:mark.smith4@asb.co.nz
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Speech by RBA Governor Philip Lowe 21/6 12.00 pm - 

AU RBA June Board Meeting Minutes   21/6 1.30 pm - 

UK CPI, May 22/6 6.00 pm 0.6%/mth 

 - - 9.0%/mth 

UK/EZ PMIs, Flash June 23/6 
8.00 pm- 
8.30 pm  

- 

CA Headline CPI, May 23/6 12.30 am 7.0%/yr 

Core CPI - - 4.2%/yr 

AU Panel Participation by RBA Governor 24/6 11.30 pm - 

JP CPI, May 24/6 - 2.2%/yr 

Ex. Fresh Food and Energy  - 0.8%/yr 

UK Retail Sales, May 24/6 6.00 pm -0.8%/mth 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 17th of June 

The week starts on a quiet note with no major economic data scheduled in Australia, and US financial markets closed 

in observance of the Juneteenth National Independence Day holiday on Monday. Chinese loan prime rates are 

announced Monday. 

The RBA Governor will have a chance to respond to the recent labour market data, the minimum wage decision and 

offshore central bank moves in a speech on Tuesday titled “Economic Outlook and Monetary Policy”. The Governor’s 

comments will be closely scrutinised for hints on the size of upcoming rate moves and around how high the RBA 

thinks rates need to go to control inflation.  

Elsewhere, there is a steady flow of data, but no more central bank meetings after a busy week just gone.  Inflation 

data in Canada and the UK are due Wednesday, and in Japan on Friday.   

In Canada we expect headline CPI of 7.0%p.a. for May with basket changes and used car vehicles included this month. 

In the UK we expect the headline CPI to post another solid monthly increase in May of 0.6%.  The Bank of England 

expect CPI inflation to lift to over 11%p.a. by October. In contrast to these high inflation numbers, the already 

released Tokyo CPI suggests the national Japanese CPI decelerated slightly to 2.2%p.a. in May.  

Also worth watching will be the flash PMIs on how the UK and EZ economies fared in June (due Thursday).  The PMI 

readings remain above the key 50 level in recent months despite the energy supply shock, indicating that activity has 

continued to expand. UK retail sales data for May is due on Friday. The volume of UK retail spending has slowed and 

stabilised in recent months because high inflation has cut into the purchasing power of consumers. 

In addition to the abovementioned data, several central bankers deliver speeches this week including the European 

Central Bank President and US Fed Chairman. ECB President  Lagarde speaks tonight, and FOMC Chair Powell delivers 

the Semi-Annual Testimony Before the Senate Panel on Wednesday and the House Financial Services Panel on Friday. 
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Key Forecasts 

 

Note: events have weakened the NZD more than anticipated and could continue to do so vs. forecast in the current uncertain environment. 
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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 0.2 0.3 0.3 0.3 0.5 0.5

GDP real - A% 1.2 -0.1 4.1 1.3 1.8 1.1 1.6 2.1

GDP real - AA% 5.1 1.0 2.0 1.6 1.7 2.1 1.3 1.9

NZ House Prices (QV Index) - A% 11.7 4.2 -3.0 -9.1 -8.0 -6.4 2.6 0.0

CPI - Q% 1.8 1.6 1.5 0.8 0.7 0.6 0.7 0.6

CPI - A% 6.9 7.2 6.4 5.8 4.6 3.7 2.9 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 2.40 3.20 3.60 3.60 3.60 3.50 3.30 2.35

NZ 2-year swap rate 4.50 4.55 4.55 4.55 4.55 4.45 4.25 3.85

NZ 5-year swap rate 4.50 4.55 4.55 4.55 4.50 4.45 4.35 4.15

NZ 10-year swap rate 4.50 4.55 4.55 4.55 4.50 4.50 4.40 4.25

NZ 10-year Bond 4.25 4.30 4.30 4.30 4.25 4.25 4.15 4.00

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 0.71 0.73 0.74 0.75 0.74 0.72 0.70 0.68

NZD/AUD 0.93 0.94 0.93 0.91 0.95 0.95 0.97 0.92

NZD/JPY 89 93 95 98 95 92 88 83

NZD/EUR 0.68 0.68 0.66 0.65 0.64 0.61 0.62 0.60

NZD/GBP 0.56 0.56 0.56 0.56 0.54 0.53 0.52 0.51

NZD/CNY 4.5 4.6 4.6 4.7 4.6 4.4 4.3 4.2

NZD TWI 76.3 77.6 77.7 78.0 77.3 75.3 74.2 71.6
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