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Public Enemy #1  

Brows are furrowing everywhere as inflation suddenly becomes ubiquitous. Appropriately, it’s also getting the full 
attention of the country’s economic managers.  

Inflationary impacts were littered throughout Budget 2022 (full note here). They boosted both Crown expenditure and 
revenues, and were part of the delayed return to surplus now projected (for 2024/25). Spending allowances were 
higher, but the reality of 7% inflation means that much of this was simply running to stand still.  

And while the extra spending will add to inflationary pressures, we think the effect will be at the margin given 
everything else going on. We’d also note that the fiscal impulse – a summary measure of the net effect of fiscal 
settings on the economy – is about to flip into net contractionary territory and remain there, albeit less so than 
projected in December’s HYEFU (see chart).  

The Budget’s centrepiece $1b cost of living 
support package will help soften the inflationary 
blow on household budgets. But this is a band-aid 
not a cure. The responsibility for cutting down the 
causes of inflation sits across the road with the 
Reserve Bank.  

The Budget’s soaring cost allowances were but the 
latest example of the importance in doing so. High 
inflation is caustic, particularly if it becomes 
engrained in expectations. This is why the RBNZ 
came out swinging in April, and we expect more of 
the same at this week’s (Wednesday) meeting. 

A second consecutive 50bps hike, taking the OCR 
to 2.00%, looks almost certain (preview here). What’s much less certain is what the Bank says about its future plans. 
Clouding the picture a little are rising recession risks, both globally and in NZ. These up the difficulty rating on the 
RBNZ’s future interest rate decisions. But, for now, the focus will remain squarely on the problem at hand: inflation. 

The path of ‘least regret’ for the Bank is still to get the OCR to a neutral setting (~2.0%) quick smart, then adopt a 
more cautious stance from there. This front-loading approach will be enshrined in the Bank’s new OCR forecasts 
which we expect to show a much steeper ascent than the February MPS, but not necessarily a much higher peak. 
Something around 3.5% perhaps (from 3.35% in Feb). We also expect a hat tip to eventual rate cuts, perhaps in 2025. 

The implication, should all of this pan out, would be further upside pressure on particularly short-dated interest rates, 
but not necessarily longer-term equivalents. Not only is the RBNZ unlikely to ratify market expectations of a 3.75-
4.00% OCR peak, but long-term rates are still mostly keying off global yields. The 1-year correlation between 10-year 
US bond yields and 5-and 10-year NZ swap rates is currently 86% and 92%, respectively. 
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Foreign Exchange Market  

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

NZD/USD 0.6400 0.6242 0.6696 0.7185 FLAT/DOWN 0.6150 0.6500  

NZD/AUD 0.9064 0.9063 0.9119 0.9261 FLAT/DOWN 0.8950  0.9200  

NZD/JPY 81.88 80.47 85.82 78.15   DOWN 79.00 85.00  

NZD/EUR 0.6054 0.5997 0.6173 0.5872 FLAT/DOWN 0.5950 0.6200  

NZD/GBP 0.5128 0.5095 0.5139 0.5065 FLAT/DOWN 0.5050 0.5250  

TWI 71.4 70.0 72.5 74.5 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 
NZD/USD eked out a modest gain last week, lifting more than a cent over the course of the week, to finish up near 

0.6400, a bit shy of the resistance level we’d flagged in last week’s report. We’d warned the NZD might continue to 

struggle in light of ongoing soggy risk appetite and concerns around global growth, but while those themes continued 

to make themselves known, the effect on currency markets was less marked than it had been over preceding weeks. 

Despite a late rally at the end of the week, the major Wall Street equity indices were down another 2-3% amid a series 

of fairly disappointing data prints in both China and the US. 

Yet despite that sombre mood, the USD didn’t play its typical safe haven role. Indeed, the DXY US dollar index actually 

declined a little over 1% over the week. Some tentative improvement in the COVID situation in China seems to have 

been the big driver, boosting both CNY and most other pro-cyclical currencies against the USD. CAD/USD and 

AUD/USD each lifting around 0.5-1.75%, while NZD’s gain amounted to a bounce of over 2%. That larger gain for the 

Kiwi saw NZD/AUD put on about half a cent over the week. 

In our view, the Kiwi’s outperformance reflects the degree to which NZD had been oversold previously, triggering a 

bigger correction. NZ’s mildly more-stimulatory-than-anticipated Budget might have also helped keep the Kiwi 

supported given the implications for the degree of tightening the RBNZ needs to do, but that was very much 

secondary to the broader global shift at work.  

As we’ve stated over recent publications, our view is still that NZD will continue heading higher eventually but will 

remain vulnerable to further bouts of risk aversion in the immediate future, despite last week’s lift. This week’s RBNZ 

meeting looms as the next big test as such. With another 50bps OCR hike widely expected, it’s the forward guidance 

from the Bank that’s most important – the ultimate endpoint, and the speed at which it gets there. The challenge for 

the RBNZ is that immediate inflationary pressures look as lofty as ever and cracking down on them is first priority, but 

recession risks have also intensified courtesy of slowing global growth and the likelihood of a sharper fall in house 

prices. Our punt is that the Bank will go for another 50bps hike this week to get back to neutral quicker, but then 

resume a more cautious modus operandi of moving in 25bps increments thereafter.   

Markets already have another circa 40bps of hikes priced for the July RBNZ meeting and have the OCR reaching an 

endpoint close to 3.75%, so it would take some pretty hawkish signals from RBNZ to give NZD a material lift. In fact, 

we actually see a risk of the Bank deciding to signal eventual rate cuts towards the end of its forecast track. That 

implies there is more downside event risk for NZD than upside to our mind, and we wouldn’t be surprised to see 

NZD/USD head back closer to 0.6300 rather than test resistance again. 

Moves in interest rate differentials will be even more key for NZD/AUD given both currencies rise and fall in parallel 

on the vagaries of global risk sentiment. Once again, the RBNZ will be is in the driver’s seat, with a test of support 

around 0.8950 something to watch out for.  
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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 2.23 2.13 1.94 0.32 UNCH UP 

2-year swap 3.51 3.52 3.74 0.53 UNCH   DOWN 

5-year swap 3.61 3.67 3.86 1.19 UNCH  DOWN 

10-year swap 3.68 3.80 3.87 1.93 UNCH DOWN 

10-year govt bond yield 3.54 3.54 3.57 1.83 UNCH DOWN 

Curve Slope (2s10s swaps) 0.17 0.28 0.13 1.40 UNCH UP 

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

Market recap 

NZ and global interest rates have generally continued to backtrack from earlier highs, with the yield curve flattening.  

Concerns over high inflation, China, Ukraine, and that central bank tightening will derail the local and global economy 

pressured yields lower. Falls in global stocks and volatile energy prices added to the pensive market mood. US 

Treasury yields have traded in a 20-25bp range last week and are about 10bps lower than a week ago across much of 

the curve. Australian yields were also fractionally lower.  The bellwether NZ 2-year swap yield was down a fraction to 

be about 50bps below its early May high (4.00%). NZ 10-year bond yields are currently about 45bps below May peaks 

(3.97%). Local and offshore data look to have little impact on NZ rates. Budget 2022 saw a brief blip in NZ swap and 

bond yields after a larger borrowing programme and less contractionary fiscal stance was unveiled. 

Near-term interest rate outlook 

We see more downside risk than up for NZ rates. Near-term OCR expectations currently have just under 50bps of 

RBNZ hikes priced in for May, 40bps for July and roughly 175bps by the end of the year with terminal OCR pricing 

close to 4%. Wednesday’s MPS (our preview here) is expected to deliver a 50bp hike and a frontloaded hiking profile 

compared to the February MPS, but with a OCR peak not much higher than February’s 3.35%. With so much priced in 

it is difficult to see yields rise unless the RBNZ’s signals a sequence of 50bp hikes or significantly raises its OCR 

endpoint.  A change in plans to sell $5bn of NZGB’s each year through to 2027 could marginally impact NZGB yields. 

Offshore central bank market pricing (close to 8 Fed hikes and nearly 9 RBA hikes by the end of the year) is also 

looking rich in relation to our core economic view. Yields have climbed a long way with 150-200bp 2022 gains for 

Australian yields and 125-200bp gains to US yields since the start of the year, with the yield curve flattening. We still 

see scope for global yields (and by extension NZ counterparts) to pull back given concerns over global growth. Equity 

markets will prove to be a good barometer. Still, with markets wary, a surprise tick up in core Private Consumption 

Expenditure inflation and signs from the FOMC Minutes that high inflation is becoming entrenched could trigger 

added volatility. The conclusive Australian election result in the weekend could also see Australian yields push higher. 

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. 

mark.smith4@asb.co.nz 
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Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Retail Sales Volumes, Q1, % qoq 24/5 10:45am 8.6%  1.50% 

RBNZ interest rate announcement 25/5 2:00pm 1.50% 2.00% 2.00% 

ANZ Consumer Confidence, May, headline  27/5 10:00am 84.3  up 

  

Q1 retail volumes growth is expected to slow after the frenetic Q4 post-Delta rebound as the Omicron outbreak 

forces consumers back into their shells. Q1 card spending values lifted 1.0%-2.9% qoq for core, retail and total spend 

categories. There were stronger jumps for services, hospitality and non-retail categories as spending patterns shifted 

towards pre-COVID-19 norms. Accommodation volumes should rebound after 6 months of falls and strong growth in 

vehicle registrations points to climbing vehicle retail. However, softening housing market conditions and rising 

mortgage interest rates should weigh on durables retail spending. We don’t expect other retail categories to fare 

particularly well with low growth at best for apparel and consumable retail. Higher retail prices and rising interest rate 

should weigh on discretionary spending. The outlook is for nominal spending to pick-up as Omicron impacts wane and 

the opening up of the NZ border entices more overseas spending in NZ. However, household finances are expected to 

remain under pressure and spending volume growth will likely be subpar given the soaring cost of living and hits to 

household balance sheets from weaker house prices and equity values. 

With the release of the Monetary Policy Statement we expect the 

RBNZ to deliver a “double-double” next week, a second 

consecutive 50bps hike to take the OCR to 2.00%. The path of 

‘least regret’ for the Bank is still to get the OCR to a neutral setting 

(~2.0%) quick smart, then adopt a more cautious stance from 

there. This front-loading approach will be enshrined in the Bank’s 

new OCR forecast track which we expect to show a much steeper 

ascent than the February MPS, but not necessarily a much higher 

peak. Something around 3.5% perhaps. There will also be interest 

in whether the backend of the RBNZ’s OCR forecast bakes in an 

assumption of an eventual easing cycle. We think the track will 

tease eventual cuts. They’ll be modest though as the Bank won’t 

want the market to get fixated on this aspect and lose some of the 

tightening baked into the interest rate curve. 

We expect consumer sentiment in the ANZ/Roy Morgan survey to continue to rebound from earlier Omicron-induced 

March lows. Consumers’ assessments of current conditions should pick up but remain well below historical averages 

given the impact of higher living costs and falls to asset values on household finances and balance sheets. Forward-

looking components of the survey should improve, but remain subpar, reflecting the headwinds facing the household 

sector. This is consistent with our view that the post-COVID-19 pick-up in household spending will struggle to gain 

traction, with a subpar outlook for household spending over 2022. Inflation expectations from the survey should 

remain elevated but house price expectations should continue to cool.   

 

 

 

 



  

 

Economic Weekly |  23 May 2022  |  Page 5 

Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Speech by RBA Assistant Governor Kent 23/5 - - 

UK/EZ PMIs, May Flash Estimate 24/5 11.30 pm - 

AU Construction Work Done, Q1 22 25/5 1:30 pm +1.0% 

US FOMC Minutes 26/5 7:00 am - 

AU Private Sector Capex 26/5 1.30 pm - 

Q1 22 - - +1.5% 

6th Estimate 21/22 - - $A144bn 

2nd Estimate 22/23 - - $A121bn 

AU Speech by Assistant Governor Ellis 26/5 - - 

AU Retail Trade, April 27/5 1:30 pm - 

US PCE Deflator, April 28/5 12:30 am - 

Headline - - 6.4%/yr 

Core - - 5.0%/yr 

Trimmed Mean - - 4.0%/yr 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 20th of May 

In Australia, RBA Assistant Governor Kent is due to address the KangaNews DCM Summit today. The address title is 

“The next phase in the Reserve Bank's Bond Purchase Program”.  The RBA announced in May it would not reinvest the 

proceeds of maturing government bonds, as was widely expected. Accordingly, the RBA’s balance sheet will shrink 

quite quickly in 2023 as a significant share of the Term Funding Facility rolls off by September 2023, and the remainder 

will roll off by June 2024. The optimal size and composition of the RBA balance sheet, including the size of Exchange 

Settlement Balances is still to be decided and this speech could provide some indication of the outlook.  

We also receive Australian construction work date Wednesday, CAPEX data Thursday, and retail sales data Friday. 

Construction Work Done fell by 0.4% in Q4 21, dragged lower by weaker housing construction and alterations & 

additions. Bad weather and capacity constraints could prove to be a headwind for the sector, but we still expect a 

positive print of +1.0%/qtr. There are three key numbers to watch in the Q1 22 private sector capex release. First we 

expect a lift of 1.5% in volumes in the first quarter, driven by a lift in both buildings & structures and plant, equipment 

& machinery spend.  Bad weather could impact the former. We expect the 6th estimate for 2021/22 to print at 

$A144bn and this would be regarded as a small upgrade driven by mining investment. We expect the 2nd estimate for 

2022/23 to print at $A121bn and anticipate a 6% lift in capex plans for the 2022/23 financial year compared to the 

previous financial year. We expect April’s retail trade to lift by 2.0% in the month. This follows a 1.6% lift in March. 

Pent up demand and rising prices have driven consumer spending higher. 

Flash estimates of Purchasing Manager indices (PMI) are due in Australia, Japan, UK, and Eurozone tomorrow. PMI 

data provide forward indicators of manufacturing activity, employment, and inflation pressures.  

The US FOMC meeting minutes are due on Thursday morning NZT. The minutes from the Committee’s May meeting 

will shed some light on the discussion about the pace of interest rate increases and balance sheet run-off.   

On Friday, the US PCE deflator is due. This is an important US inflation gauge, which we expect to ease slightly (but 

remain high) in the latest print.  Low interest rates, strong growth in spending and a tight labour market are 

ingredients for high inflation.  The stabilisation in oil and retail petrol prices will bear down on headline inflation.  We 

expect the headline and core measures to ease slightly.  But we expect the more reliable trimmed measure to 

accelerate to 4.0%/yr. 
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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 volatile 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 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 0.5 0.5 0.7 0.3 0.3 0.7

GDP real - A% 3.1 2.1 0.1 4.3 2.0 1.9 1.9 2.1

GDP real - AA% 5.6 5.3 1.3 2.4 2.1 2.1 2.1 1.8

NZ House Prices (QV Index) - A% 26.0 11.7 4.2 -3.0 -9.1 -8.0 -8.0 2.6

CPI - Q% 1.4 1.8 1.3 1.1 1.0 0.8 0.8 0.7

CPI - A% 5.9 6.9 6.9 5.8 5.3 4.3 4.3 3.2

HLFS employment growth - Q% 0.0 0.1 0.1 0.4 0.5 0.5 0.5 0.3

HLFS employment growth - A% 3.5 2.8 2.0 0.6 1.0 1.4 1.4 1.2

Unemployment rate - %sa 3.2 3.2 3.2 3.2 3.2 3.1 3.1 3.7

    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 2.30 2.60 3.10 3.35 3.35 3.35 3.15

NZ 2-year swap rate 3.28 3.50 3.60 3.60 3.60 3.60 3.60 3.40

NZ 5-year swap rate 3.40 3.65 3.75 3.75 3.75 3.70 3.75 3.55

NZ 10-year swap rate 3.38 3.70 3.75 3.75 3.75 3.70 3.75 3.60

NZ 10-year Bond 3.27 3.50 3.55 3.55 3.50 3.45 3.50 3.35

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
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