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The year of (monetary policy) delivery 
Arguably, the hard work has been done. Over the second half of last year, the RBNZ correctly deduced that it was time 

to wean the economy off super-low interest rates. The Bank’s policy bias was flipped 180 degrees, the money printing 

presses were abruptly shuttered, and the public was prepared for higher interest rates.  

This year is more about delivery. Admittedly, the RBNZ got the ball rolling with a couple of 25bps rate hikes in the 

closing stages of 2021. There’s another seven built into (markets’ and our) expectations for 2022, starting with 

Wednesday’s 2pm meeting (see our full preview here). As we’ve highlighted before, these expectations themselves 

are largely doing the RBNZ’s work for it: contributing to marked lifts in wholesale and retail interest rates. From here, 

the RBNZ just needs to deliver on expectations to sustain this tightening in financial conditions and lean against 

increasingly rampant inflation pressure.       

All of this is not to say the Monetary Policy Committee can simply chuck on the autopilot and make for the beach (yes, 

Wellington does have them). Some of the foundations of the expansion are shifting. This warrants a careful and 

nimble approach. The global economy is having a wobble – the growing risk of a Russian/Ukrainian conflict has clearly 

unsettled financial markets. And that’s set against expectations global growth is already set to slow. We expect a still-

decent 4.5% global expansion this year, down from the 6.4% stimulus feast of 2021. 

Back in NZ, it looks as if the wind is coming out of the housing market’s sails earlier than we might have expected. 

Accordingly, we revised down our forecasts last week, and now expect a (still-small) 6% decline in house price 

inflation over calendar 2022.  The RBNZ won’t be too concerned with this, but it is another factor likely to cool the 

pace of retail spending. We won’t see any evidence of this from this week’s data though, with a big 6% rebound in Q4 

retail volumes expected on Friday.  

In the least, these factors should prevent the RBNZ from opting 

for a larger 50bps hike on Wednesday. “Considered steps” still 

looks like the way to go given all the plates in the air. The fact that 

inflation is turning out more pervasive than the Bank previously 

thought will likely instead be recognised through a higher end 

point for the OCR. We expect the RBNZ to lift the forecast peak 

from 2.6% to around 3.0%. Our own forecast is 2.75%, and market 

pricing is roughly similar.  

End-point forecasts are increasingly converging, in other words. 

The implication for borrowers is that the upside to wholesale and 

retail interest rates, at least from the domestic picture, is much reduced relative to last year (chart above). But we 

await confirmation of the RBNZ’s thinking on Wednesday.   mike.jones@asb.co.nz                  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-feb22.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-jan-2022.pdf
mailto:mike.jones@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 0.7172 0.6648 0.6728 0.7211 FLAT/DOWN 0.6600 0.6800 

NZD/AUD 0.9323 0.9318 0.9356 0.9290 FLAT 0.9290 0.9470  

NZD/JPY 76.84 76.66 76.50 76.22  FLAT/DOWN 75.90  79.20  

NZD/EUR 0.5908 0.5859 0.5939 0.5967 FLAT 0.5750  0.5950  

NZD/GBP 0.4919 0.4906 0.4947 0.5167 FLAT 0.4850 0.5000  

TWI 71.6 71.5 71.4 74.7 FLAT/DOWN N/A  N/A  

^ Weekly support and resistance levels * Current as at 1.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 
Risk sentiment took a bit of a beating last week, with the two main culprits remaining the ongoing Russian monstering 

of Ukraine and angst over the imminent commencement of the latest Fed tightening cycle. Equities ended the week in 

the red, with all the major Wall Street indices down 1-2%. European sharemarkets underperformed, which is 

unsurprising given the proximity of the Ukraine crisis. 

Despite that decidedly ‘risk-off’ tone, it wasn’t a particularly strong week for USD, which ended the week relatively 

little changed (as proxied by the DXY Index). Indeed, NZD/USD actually edged up a cent over the course of the week, 

finishing near the top of its 0.6600-0.6720 range.  

The debate around the Fed’s first hikes of the tightening cycle may have actually worked against USD last week: while 

the St Louis Fed’s James Bullard reiterated his call for an aggressive kick-off, the (more influential) New York Fed 

President John Williams pushed back fairly aggressively, stating “I don’t see any compelling argument to taking a big 

step at the beginning”. The upshot saw market pricing back off a little and the 2-year Treasury yield shed 17bps 

(though it remains north of where it was before Bullard chucked the cat among the pigeons circa a fortnight ago).  

Looking ahead, both the Fed tightening and Ukraine-Russia tensions offer scope for further currency market volatility, 

mostly to NZD’s disadvantage versus the USD. While the kiwi retains its structural supports (strong commodity prices 

being the key one), those headwinds are likely to keep it from an upside break over the near term. 

On the geopolitical front, while currency markets mostly took a circumspect view of Russian aggression in Ukraine last 

week, it’s still relatively early days and the potential for the conflict to break out from ‘phoney war’ into a wider scale 

conflict is entirely new kettle of pиби. The Biden administration continues to emphasize they think an invasion is 

imminent, and that could easily drive investors to pile into safe haven assets, of which the USD is a prime example. 

On the monetary policy front, our CBA colleagues still suspect the Fed will launch a 50bps hike in March, which would 

likely be a boon for USD given markets currently expect a single hike. The release of US PCE deflator later in the week 

could be a catalyst for another move back up in market pricing if, as we expect, it accelerates markedly. Conversely, 

Wednesday’s RBNZ meeting carries only modest upside for NZD given the extent of hikes markets have already priced 

and the RBNZ’s signals that it would prefer to stick to a steady path of 25bps hikes. It would probably take a much 

higher OCR endpoint or hints of willingness to move in 50bps increments to give NZD much of a boost.  

nathaniel.keall@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 1.24 1.21 1.08 0.28 DOWN UP 

2-year swap 2.54 2.52 2.34 0.36 DOWN UP 

5-year swap 2.87 2.88 2.71 0.89 FLAT UP 

10-year swap 2.96 2.95 2.79 1.60 FLAT UP 

10-year govt bond yield 2.78 2.82 2.51 1.51 FLAT UP 

Curve Slope (2s10s swaps) 0.42 0.43 0.45 1.24 FLAT FLAT 

* Current as at 1.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

Local yields are currently a fraction lower since our last update, being outpaced by larger falls for global yields. With 

few local catalysts outside of the growing number of Omicron cases, NZ yields followed the global lead. Australian 

yields have also been dragged lower. US yields fell as the FOMC Minutes were not as hawkish as expected, with a 

50bp hike not looking as imminent despite elevated US inflation and the strong labour market. Subsequent comments 

amongst FOMC members have highlighted some differences in view on the pace and extent of rate hikes. The Minutes 

also flagged that a more significant reduction in the size of the FOMC’s balance sheet would likely be appropriate as 

compared to the 2017/19 period, with this to commence after the start of rate hikes (i.e. in the coming months). Two-

year US Treasury yields were down 10bps last week, with Fed rate hike pricing pared back by a similar margin.  

Resurfacing geopolitical tensions between Russia and the Ukraine and periodic bouts of equity market weakness also 

bolstered demand for safe-haven Treasury yields, with those for the 10-year tenor ending the week below 2% (1.93%). 

Higher than expected CPI prints for the UK and Canada had a minor impact on global yields. 

Near-term interest rate outlook 

We have a modest downward near-term bias for NZ short-term interest rates this week given we expect just a 25bp 

OCR hike on Wednesday (30bp currently priced in), with the published OCR track by the RBNZ likely to undershoot 

market pricing. Still, the market will be wary for signs the RBNZ may be considering hiking by more than its 

‘considered steps’ mantra. The RBNZ may also announce how it intends to run down its balance sheet, but we expect 

baby steps at first given the risks that the running down could potentially rattle markets and adversely impact 

financial conditions. Activity data readings for NZ are expected to be noisy, and there is the risk that the climbing 

Omicron cases in NZ will create significant disruption, albeit with a minor impact on the local rates market. 

Local yields will continue to take direction from global counterparts. We have a modest upward bias for global yields, 

but markets will remain sensitive to geopolitical tensions and developments in global equity markets. Inflation data 

have tended to result in more outsized gains in short-term yields, but given the amount of 2022 hikes already priced in 

– around 7 for the RBNZ, 6 for the Fed, 5 for the BOE and close to 5 for the RBA – short-term yields could prove less 

sensitive to upward inflation surprises (this week’s US Private Consumption Expenditure inflation prints are expected 

to hit multi-decade highs). Our CBA colleagues see upside risk to market expectations for Q4 Australian wages and an 

outlook for wage inflation that could push up expectations for RBA rate hikes. We still expect longer-term local and 

global yields to be capped, but this is on the proviso markets are confident that low inflation will eventually return. 

Medium-term outlook 

We expect a steady sequence of 25bp hikes at each decision, with the OCR peaking at 2.75% in early 2023. Risks to the 

OCR outlook are two-sided.  We will also see the RBNZ start to pare back its LSAP holdings in the coming months. Our 

CBA colleagues expect RBA rate hikes from June (1.25% endpoint). 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 

 

 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-preview-feb22.pdf
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Domestic Events for the week ahead 
Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB 
Expects 

RBNZ February Monetary Policy Statement, OCR, % 23/2 2.00 pm 0.75 1.00 1.00 

Retail Sales Volumes, Q4, % qoq 25/2 10.45 am -8.1 - 6.0 

 
We expect the RBNZ to deliver a third successive 25bps lift in the 

Official Cash Rate (OCR) next Wednesday. Inflationary pressures have 

continued to build faster than the RBNZ had anticipated at its last policy 

decision three months ago.  The RBNZ’s forecasts are likely to show the 

OCR peaking around 3%, up from 2.6% in November’s published 

forecasts.  Although the interest rate market has priced in some chance 

of a 50bp increase (as it did ahead of the first two 25bp increases), we 

expect the RBNZ will again be measured.  With the Omicron outbreak 

just getting started and disruption looming, the RBNZ will be mindful that 

business and consumer confidence are fragile.  Financial markets will be 

interested in any details of how the RBNZ plans to reduce its substantial 

bond holdings.  Whatever the exact details, the  RBNZ will want to ensure 

that it reduces its holdings in an orderly fashion that doesn’t destabilise 

markets. 

The post-Delta rebound is expected for Q4 retail trade, but this will still 

likely leave volumes below mid-2021 peaks. Q4 card spending values 

lifted 6.5%-7.5% qoq for core, retail and total spend categories (falls of 

11-13% qoq in Q3) and vehicle registrations mostly retraced their steep 

Q3 falls. Part of the lift in nominal spending was due to higher prices (Q4 

CPI +1.4% qoq, 5.9% yoy). Apart from supermarket and grocery sales, a 

widespread quarterly lift is expected for most retail storetypes, led by 

durables, apparel, and hospitality. The regional figures should also show a 

stronger rebound for Auckland retail values after their steep Q3 fall.  Card 

spending started the year on a robust note, but the worsening Omicron 

outbreak in NZ could inject more short-term volatility, with consumers 

looking to avoid the shops. Beyond the addititional Omicron noise the 

outlook is for slowing momentum in retail activity. Headwinds include pressures on household budgets from soaring 

consumer prices and rising mortgage interest rates, lingering frictions with supply chains, the limited availability of 

retail goods, anaemic population growth and the less supportive housing market backdrop. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

UK Markit/CIPS PMIs, Feb 21/02 10.30 pm - 

EZ Market PMIs, Feb 21/02 10.00 pm - 

AU Wage Price Index, Q4 21 (%) 23/02 1.30 pm 08% / 2.4% 

AU Construction Work Done, Q4 21 (%) 23/02 1.30 pm 3.0% 

AU Private CAPEX, Q4 21 24/02 1.30 pm - 

Volume, Q4 24 (%)  - 1.8% 

5th Estimate 21/22  - $A144bn 

1st Estimate 22/23  - $A116bn 

US Personal Consumption Deflator, Jan (%) 25/02 12.30 pm - 

Headline (%)  -  6.2%/yr 

Core (%)  - 5.4%/yr 

Trimmed (%)  - 3.6%/yr 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 18th February 

We expect a slight lift in the UK PMIs in February.  Lower infections and easing restrictions will have supported the 

services sector.  At the same time, we expect easing supply constraints will have underpinned a further lift in the 

manufacturing sector.  Nevertheless, market focus will remain on price indicators. 

The Eurozone February PMIs will be analysed for signs that Omicron-related disruptions are easing.  At the same time, 

pricing signals will also be closely watched after the ECB sounded more concerned about upside inflation risks at its 

February policy meeting. 

ABS data, private surveys and our internal data that captures salaries paid into CBA bank accounts indicates that 

Aussie wages growth has further accelerated over the final quarter in 2021 and the early part of 2022.  We expect the 

Q4 21 wage price index to increase by 0.8%/qtr which would take the annual rate of wages growth to 2.4%.  

We expect a 3% lift in Aussie construction work done in Q4 21 as activity rebounds in NSW following the 2 week shut 

down that took place in Q3.  We may see a weaker result for Victoria with their 2 weeks construction shut down 

captured in the Q4 data.  We expect both engineering and building work done to lift in the quarter.   

The Q4 21 Aussie capex data will include three key figures; the volume of capex in Q4 21, the 5th estimate for 21/22 

nominal capex and the 1st estimate of 22/23 nominal capex.  We expect the volume of capex in Q4 to rebound after 

the COVID-19 related slowdowns in Q3 21.  We expect the fifth estimate of 21/22 capex plans to print at $A144bn.  

This would be viewed as unchanged from the fourth estimate and imply a solid lift in capex spending over the year.  

For the first estimate of 22/23 spending plans, we expect a 7% lift from 21/22 and an estimate of $A116bn. 

The huge 3.8%/mth increase in retail sales suggests personal consumption increased rapidly in January too.  The 

recovery in demand likely encouraged a pick-up in US consumer inflation too.  The already released CPI suggests 

another step-up in the headline and core PCE deflators to 6.2%/yr and 5.4%yr respectively.  We also estimate the 

more useful trimmed PCE deflator surged to 3.6%/yr. 
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Key Forecasts 

 

 

ASB Economics & Research  Phone 
Chief Economist Nick Tuffley   nick.tuffley@asb.co.nz  (649) 301 5659 
Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5657 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mike Jones mike.jones@asb.co.nz (649) 301 5661 
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 

Economist 
Administration Manager 

Nat Keall 
Caro Phillips 

nathaniel.keall@asb.co.nz 
caro.phillips@asb.co.nz 

(649) 301 5720 
 

 
www.asb.co.nz/economics 

   

@ASBMarkets 

 

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 3.3 0.7 0.3 0.4 1.3 0.8 0.6

GDP real - A% -0.3 3.4 2.6 0.5 4.7 2.7 2.8 2.5

GDP real - AA% 5.0 5.7 5.5 1.6 2.8 2.6 2.6 2.9

NZ House Prices (QV Index) - A% 25.5 24.7 11.3 4.7 -0.1 -6.0 -2.2 6.8

CPI - Q% 2.2 1.4 1.5 0.7 1.3 0.8 0.7 0.5

CPI - A% 4.9 5.9 6.6 6.0 5.0 4.4 3.6 2.9

HLFS employment growth - Q% 1.9 0.1 0.0 -0.3 0.8 0.4 0.3 0.3

HLFS employment growth - A% 4.2 3.7 3.0 1.6 0.5 0.8 1.2 1.2

Unemployment rate - %sa 3.3 3.2 3.0 2.9 2.8 3.0 3.1 3.4

    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 2.60 2.65 2.70 2.75 2.80 3.00

NZ 5-year swap rate 1.87 2.55 2.95 3.00 3.05 3.10 3.15 3.20

NZ 10-year swap rate 2.24 2.64 3.05 3.10 3.15 3.20 3.25 3.40

NZ 10-year Bond 1.97 2.37 2.85 2.88 2.90 2.95 3.00 3.15

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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