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A gradual grind higher 
Although last week’s Q4 GDP figure feels like it is looking way back in the rear-vision mirror, it confirmed that the NZ 

economy was able to substantially get back on track: the 3% quarterly lift followed Q3’s 3.6% drop.  Nevertheless, that 

Q3 hole is not going to be made up for, leaving at least $2.4 billion of foregone activity compared to Q3.  Growth over 

2022 as a whole is set to be moderate.  There is less monetary and fiscal stimulus in place now, capacity constraints 

are biting, and the cost of living has lifted sharply in a short space of time.    

The first half of the year will be pretty flat, and a slight dip in GDP at some point is possible.  The Omicron outbreak is 

disruptive, though unlikely to cause the substantial dips seen in the major 2020 and 2021 COVID outbreaks when 

government-imposed restrictions put clear lines on what people could or couldn’t do.  The extent of workforce 

disruption from isolation requirements will be less than what occurred under Level 4 restrictions, and will have a 

briefer peak in line with the peak of the initial Omicron wave.  People are replacing government restrictions on where 

they can go with their own individual assessments of what they are prepared to do.  As the chart of people 

movements to retail and recreation locations shows, in recent weeks people have ventured out less, though still to a 

greater extent than during Level 3 lockdown periods.   

The surge in fuel and food prices is also eating into discretionary spending in the short term.  The temporary 

reductions in fuel excise, road user charges, public transport fares, along with – ironically – a pullback in oil prices will 

all help reduce the absolute peak in inflation.  But inflation is still set to peak above 7% and end the year over 5%.  The 

long-term solutions do lie in bolstering our productivity to raise our standard of living.  Unfortunately, that is hard to 

do quickly in a time of crisis.  nick.tuffley@asb.co.nz     

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:nick.tuffley@asb.co.nz


  

 

Economic Weekly |  21 March 2022  |  Page 2 

Foreign Exchange Market  

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

NZD/USD 0.6897 0.6804 0.6708 0.7163 UP 0.6800 0.0.7050 

NZD/AUD 0.9308 0.9331 0.9310 0.9247 FLAT 0.9260 0.9420  

NZD/JPY 82.27 79.85 77.23 77.98  FLAT/UP 82.50  81.00  

NZD/EUR 0.6244 0.6232 0.5900 0.6012 FLAT/UP 0.6130  0.6400  

NZD/GBP 0.5237 0.5218 0.4928 0.5147 FLAT 0.5100 0.5250  

TWI 74.1 73.4 71.2 74.8 FLAT/UP 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 
A modicum of optimism about a de-escalation in Russia’s invasion drove financial market sentiment last week. The US 

Federal Reserve delivering its first interest rate hike since 2018 played second fiddle.  

The net effect on the NZD was positive. The NZD/USD and NZD trade-weighted index both rose to the highest level 

since November. The former trades a smidge below 0.6900. 

Two of the largest market impacts from Russia’s invasion have been a surge in energy and agricultural commodity 

prices, and a reduction in risk sentiment. Growing optimism of a ceasefire saw both of these impacts reverse a little 

last week. The recovery in global growth sentiment was a little larger than the pull-back in commodity prices, hence 

the stronger NZD/USD and outright surge in NZD/JPY (the latter being the most ‘risk-sensitive’ currency pair around). 

The passing of the FOMC decision – a huge piece of event risk – also buoyed investors’ mood. 

The beginning of the Fed’s interest rate tightening cycle does not appear to have boosted the US dollar to any 

significant degree. Nor has the fact the Fed delivered a ‘hawkish hike’ with officials subsequently (and including over 

the weekend) talking up the possibility of a 50bp hike in coming meetings. This may be surprising to some, but past 

episodes of US tightening don’t point to a definitive link to the USD. The greenback usually appreciates ahead of the 

tightening cycle.  

There’s little economic data excitement slated for this week. Market focus will be squarely on Russia-Ukraine cease-

fire talks and, to a lesser extent, a long line-up of Fed officials due to speak.  

We see potential for the NZD/USD rally to extend this week, for a couple of reasons. First, recent gains in agricultural 

commodity prices are proving “stickier” than energy prices. This is particularly so for dairy prices. Fonterra Milk Price 

forecasts continue to be nudged higher from already record levels. September 2023 Milk Price futures traded on the 

NZX are now at $9.95 kg/ms.  

Second, the NZD/USD technical picture looks more bullish following the daily close above the prior 0.6875 high. The 

next key resistance window is sighted around 0.7050, with initial support at 0.6800. Finally, we’ve released our Q1 

Corporate Hedging Toolbox this morning. As usual, we update our quantitative models and provide some hedging 

considerations to reflect the current market environment. 

Last week was big for global financial markets marked, notably, by the admission from most of the world’s big central 

banks that the whole ‘inflation is transitory’ line was a farce and they all need to get cracking on reducing stimulus.  

This was true across the Bank of England, European Central Bank, Bank of Canada, and critically the US Federal 

Reserve. The RBA, for now, continues to dance to the beat to its own dovish tune (which we doubt will last).  

The clear upshot has been more fuel for the uptrend in global interest rates that’s now been underway since mid-

2020. Friday’s absolute belter of a US employment report added rocket boosters, pushing the US 10-year rate above 

1.9% for the first time since 2019. There were similar records marked across UK and European wholesale rates.  



  

 

Economic Weekly |  21 March 2022  |  Page 3 

But for FX markets, the implications of all this have been surprisingly modest. This could be due to the synchronicity of 

the move: rates everywhere are going up at the same time, limiting the implications for currencies which are a relative 

price.  

Last week, a generalised weakening in the USD saw the NZD/USD recover a modest 1.3%. Stepping back, it’s been in a 

0.6550-0.6750 range for about three weeks now.  

For us, last week’s price action highlighted the downside NZD/USD risk we’ve been flagging this year of rising offshore 

rates eroding the kiwi’s interest rate differential. The shakier picture for risk appetite and equity market sentiment is 

also a NZD downside, albeit with lofty NZ commodity prices providing some offset. We wouldn’t be surprised to see 

another test of 0.6500 in coming weeks. Amongst the crosses, NZD/AUD should outperform thanks to the RBA’s 

dovish stance sticking out amongst its global peers.  

The week ahead looks quieter than last, setting the stage for more near-term range trading. Near-term support and 

resistance for NZD/USD is eyed at 0.6550/0.6685 

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 1.00 1.00 0.75 0.25 UP UP 

90-day bank bill 1.57 1.49 1.23 0.34 UP UP 

2-year swap 3.00 3.01 2.56 0.52 UP UP 

5-year swap 3.26 3.22 2.90 1.20 UP UP 

10-year swap 3.35 3.28 3.00 1.99 UP UP 

10-year govt bond yield 3.78 3.00 2.79 1.82 UP UP 

Curve Slope (2s10s swaps) 0.35 0.27 0.44 1.48 FLAT FLAT 

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

Market recap 

Local yields have continued their march higher hitting fresh post-pandemic highs, with the yield curve steepening. 

Despite the Ukraine conflict continuing, global yields have moved higher driven by more sizeable rises for shorter-end 

yields. US yields soared after the FOMC lifted rates by 25bps but signalled another 6 hikes through to the end of 2022, 

with the Federal Funds ending 2024 above neutral settings. Market pricing continues to flag the risk of a 50bp Fed 

hike in the coming months. The RBA Minutes drifted in a more hawkish direction with our CBA colleagues sticking to 

the June table for cash rate hikes.  However, UK yields eased after the Bank of England delivered a dovish 25bp hike, 

but softened its commitment to tighten again in the coming months. There was little market reaction to modestly 

weaker than expected NZ Q4 GDP nor to the Government announcing temporary cuts to fuel excise that would 

dampen headline inflation. Bank bill to OIS spreads remain wider than prior to the start of the Ukraine conflict. 

Near-term interest rate outlook 

There has been a slight retracement in near-term OCR hike expectations with 80bps of hikes priced in over next 2 

meetings (85bps last week) and 180bps of 2022 hikes. Current market pricing is still plausible given our elevated CPI 

inflation view, and it will be a very close call between the RBNZ opting for 25bp or 50bp hikes in the next few meetings 

(particularly in May). Forward interest rates continue to point to yields converging to a 3.25%-3.5% range. 

The local data calendar is now very light ahead of the April 13th OCR review date, with Q1 NZ CPI (21st April) and the 

RBNZ Survey of Expectations data (12th May) to be released between the April and May 25th RBNZ decisions. Markets 

are likely to gravitate between pricing in 25bp and 50bp hikes over the next couple of meetings. Omicron cases in NZ 

look to be on the way down but this should have a modest market impact. 

We have maintained our upward bias for global yields. There is little on the data front (UK CPI is the highlight), but 

with central bankers from the FOMC, BOE, ECB, and RBA scheduled to publicly comment, and with high inflation a 

global concern, we don’t imagine comments to be particularly dovish. Otherwise, yield direction will hinge on the 

continuing Ukrainian conflict that could add another layer of volatility. Periodic bouts of risk aversion could still push 

Government bond yields lower and flatten curves, whereas signs of progress towards a peaceful solution could do 

otherwise. Periodic COVID-19 flare-ups offshore would likely have a marginal impact on global rates. We are keeping 

tabs on commodity prices and the cost of funds as key barometers. 

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 our 

OCR outlook are to the upside with the risk of a faster pace of hikes and a higher OCR endpoint. The RBNZ will also start 

quantitative tightening from July and this could provide upward pressure to longer-term yields. Our CBA colleagues 

expect RBA rate hikes from June (1.25% endpoint). The US FOMC is expected to hike rates by a total of 175bp over 2022 

and a further 100bps over 2023 (2.75-3% peak by 2023 Q3), 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    
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Domestic Events for the week ahead 
 
No domestic events of note this week.  

Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU RBA Governor Lowe speaks 22/3 4.30 pm - 

UK CPI, February 23/3 8.00 pm - 

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

RBA Governor Philip Lowe will be speaking at the Walkley Awards for Business Journalism 2021.  There has been a fair 

amount of communication from the RBA in recent weeks.  The Governor delivered two speeches and the Minutes to 

the March 2022 Board meeting were released.  The title of the speech has not yet been announced.   

CPI inflation is running at a high level in the UK with high energy prices, global supply chain issues, rising agricultural 

commodity prices and strong demand all contributing.  The Bank of England expects CPI inflation to lift to around 6% 

in February and March before climbing to around 8% in April.  The high oil price is a headwind for UK economic 

activity as it is a net importer of energy.  High inflation is expected to erode household disposable income.  
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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% 24.7 11.3 4.7 -0.1 -6.0 -2.2 -2.2 6.8

CPI - Q% 1.4 1.9 1.0 1.9 0.8 0.7 0.7 0.6

CPI - A% 5.9 7.1 6.8 6.4 5.8 4.5 4.5 3.1
HLFS employment growth - Q% 0.1 0.0 -0.3 0.8 0.4 0.3 0.3 0.3

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

Unemployment rate - %sa 3.2 3.0 2.9 2.8 3.0 3.1 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 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-23 Mar-24

(end of quarter) << actual  forecast >>

NZ OCR 0.75 1.00 1.50 2.00 2.50 2.75 2.75 2.75

NZ 90-day bank bill 0.97 1.35 1.80 2.30 2.80 3.00 3.00 3.00

NZ 2-year swap rate 2.17 3.00 3.05 3.10 3.15 3.20 3.20 3.35
NZ 5-year swap rate 2.55 3.25 3.30 3.35 3.40 3.45 3.45 3.50

NZ 10-year swap rate 2.64 3.30 3.35 3.40 3.45 3.50 3.50 3.60

NZ 10-year Bond 2.37 3.15 3.18 3.20 3.23 3.25 3.25 3.35

ASB foreign exchange forecasts Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Mar-23 Mar-24
(end of quarter) << actual  forecast >>

NZD/USD 0.68 0.71 0.73 0.74 0.75 0.73 0.73 0.73

NZD/AUD 0.94 0.96 0.96 0.95 0.94 0.94 0.94 0.94

NZD/JPY 79 82 86 88 90 88 88 88

NZD/EUR 0.60 0.62 0.63 0.63 0.63 0.60 0.60 0.56

NZD/GBP 0.51 0.53 0.54 0.54 0.54 0.51 0.51 0.50

NZD/CNY 4.4 4.5 4.6 4.6 4.7 4.5 4.5 4.5

NZD TWI 73.2 75.6 77.0 77.2 77.6 75.6 75.6 75.0
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