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A waiting game 

Yes, inflation is high — but we expect it to have peaked this cycle. We’re cautiously optimistic the direction of travel is 

downwards, but it is going to be at a snail’s pace. The worry is now more about the persistence of inflation and not so 

much the peak. How long inflation remains elevated is a concern given the fact that households are already feeling the 

burn. In last week’s NZ CPI print, quarterly inflation rose by 1.7% over Q2, taking the annual rate to a peak of 7.3%; the 

highest pace in 32 years.  

Over the past 20 years, lower tradable inflation has offset higher non-tradable inflation, thus, keeping the annual 

inflation rate within the 1-3% target (as seen in the chart). However, over the past two years, a series of shocks have 

boosted both tradeable AND non-tradeable inflation, pushing overall annual CPI inflation well above target. Tradable 

inflation has notched up the largest annual movement in decades, rising to a high point of 8.7% yoy. Already-high 

commodity prices have been exacerbated by the Russia-Ukraine war (including much higher energy prices), while 

ongoing supply chain disruptions and high freight costs are 

boosting import prices across the board.  Non-tradable 

inflation rose by 6.3%, the highest rise in decades. Wage 

inflation is set to impact, with the labour market extremely 

tight and net migration to pick up very slowly. Thus, both 

domestic and external drivers are working together in a 

vicious tag-team.  

On the non-tradable side, housing and household utilities 

registered a 9.1% annual increase, with a big lift in 

construction prices the big culprit. On the tradeable side, 

annual food price inflation is running at 6.5%.  Petrol prices 

rose 32.5% over the year, despite the fuel excise tax 

reduction keeping the quarterly price rise to ‘only’ 6.2%. 

Last week’s CPI data are further evidence it’s time for the 

RBNZ to step on the gas and take firmer actions to address 

the risk of higher inflation becoming entrenched in the NZ economy. The Bank has little control over those external 

pressures, but it’s got more work to do in controlling those non-tradeable, domestic pressures – particularly with 

wage inflation set to rise. We expect two 50bp hikes in August and October followed by a final 25bp hike in 

November, taking the OCR to a peak of 3.75%. However, we expect domestic inflationary pressures will respond to 

these OCR changes in a sluggish manner and the RBNZ will need to closely watch the coming data to see how quickly 

(or not) they recede. There will be difficult trade-offs, with the risk that those broad, inflationary pressures remain 

persistent even as economic growth slows to an anaemic pace. 
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Foreign Exchange Market  

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

NZD/USD 0.6256 0.6163 0.6262 0.6972 FLAT/UP 0.6100 0.6320  

NZD/AUD 0.9030 0.9058 0.9082 0.9456 FLAT 0.8945  0.9150  

NZD/JPY 85.19 85.25 84.81 76.87     FLAT/DOWN 82.00 86.70  

NZD/EUR 0.6136 0.6108 0.5925 0.5923 FLAT 0.5900 0.6200  

NZD/GBP 0.5212 0.5185 0.5110 0.5066 FLAT 0.5100 0.5300  

TWI 71.3 70.0 70.2 73.9 FLAT/UP N/A  N/A  

^ Weekly support and resistance levels * Current as at 9.30pm today; week ago as at Monday 5pm 

NZD Recap and Outlook 

The NZD dollar has spent the past fortnight licking its wounds, following the eight-cent fall from April to mid-July. The 

stabilisation in the NZ dollar’s descent coincides with a stabilisation in global equity markets, amid signs that 

recessions for Europe, the UK and the US are increasingly ‘priced in.’ A pull-back in global bond yields as investors 

reassess how much tightening economies can handle has also contributed to the stabilisation in sentiment.  

Consistent with the less gloomy mood, investors hit pause on the USD uptrend last week. The USD index fell 0.7% and 

the VIX index eased back to around 23%, from close to 35% in mid-June. All of the major FX pairs gained ground over 

the week, with the NZD/USD up around 1.6% to 0.6250. That’s about a cent and a half above its recent 0.6100 low.   

Direction for the NZ dollar continues to come almost entirely from offshore. Indicative of such, the 1-year correlation 

between the NZD/USD and the USD index is around 75%, compared to the 1-year correlation between the NZD/USD 

and the local 2-year swap rate of about 20%.  

Global forces will remain in the NZD driving seat this week with a heavy slate of upcoming US event risk. Local 

consumer and business confidence readings will be largely ignored from a currency perspective – the stagflationary 

themes emanating from these surveys are already well understood.  

US GDP to be released on Thursday night is expected to reveal just 0.5% (quarterly annualised) growth in the second 

quarter, but we suspect risks are to the downside. The week’s clear headline event will be the FOMC interest rate 

announcement 6am Thursday morning NZ time. 

The Fed is widely expected to lift the Fed Funds rate another 75bps but with an even larger 100bps increase certainly 

in the frame (for example the Bank of Canada recently hiked 100bps). Whichever option the Fed selects, we suspect 

the lasting reaction in currencies will be more about how Fed chair Powell couches the outlook for future meetings 

now that the US economy appears to be losing momentum.  

Here, we think the risks are skewed slightly in favour of the USD giving back a little more of its recent strength. Near-

term support for NZD/USD is eyed around the mid-month 0.6100 lows with initial resistance at 0.6320sss. 
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Interest Rate Market 

Wholesale interest rates Current Week ago Month ago Year ago ST Bias MT Bias 

Cash rate 2.50 2.50 2.00 0.25 UP UP 

90-day bank bill 3.14 3.13 2.78 0.46 UP UP 

2-year swap 4.01 4.11 4.24 1.05 FLAT   DOWN 

5-year swap 3.83 3.88 4.27 1.44 FLAT  DOWN 

10-year swap 3.80 3.85 4.26 1.79   FLAT DOWN 

10-year govt bond yield 3.72 3.67 3.97 1.52 FLAT DOWN 

Curve Slope (2s10s swaps) -0.21 -0.26 0.02 0.74 FLAT UP 

* Current as at 9.30pm today; week ago as at Monday 5pm. Key UNCH = Broadly unchanged 
 

Market recap 

NZ swap yields are currently slightly lower compared to the start of last week, with the yield curve still inverted (2Y 
4.01%, 10Y 3.80%). OIS market pricing and NZ yields initially shot higher following the stronger than expected NZ CPI 
print given signs of increasingly broad-based and entrenched inflationary pressures. This has faded following 
mounting concerns for the local and global growth outlook, with periodic bouts of volatility given likely low market 
liquidity. NZ bank bill-to-OIS spreads have fractionally narrowed to tighter than average levels, with wider than 
average spreads for NZ short-term swaps to bonds.    

Global yield curves have flattened as concerns over global recession (weak Q2 Chinese GDP, broad-based weakness in 
the US data pulse, softening global PMIs) have weighed on longer-term yields. The Treasury yield curve has remained 
inverted (2Y 2.97%, 10Y 2.75%) with yields about 10-15bps lower than a week ago and outright yields for most tenors 
below 3% and back to late May levels. Shorter-term tenors in Australia and the Eurozone were supported by the 
frontloading of central bank hikes. Short-term Eurozone yields jumped after the ECB surprised markets and delivered 
a 50bp rate hike and dropped forward its guidance, with markets expecting a further 125bps or so of hikes by early 
2023. Australian short-term yields rose after the RBA Minutes and RBA Governor Lowe signalled further rate rises to 
tackle high inflation   

Near-term interest rate outlook 

Near-term OCR expectations have around 55bps of hikes priced in for August and 53bps for October, and an OCR just 
above 4% is implied by market pricing by the end of 2022/early 2023. This is a shade higher than what we expect for 
the OCR (3.75% peak and cuts from 2024). The market still appears to be reluctant to factor in the possibility of 
subsequent OCR cuts, although a weak domestic activity pulse and soft economy-wide sentiment should see this get 
progressively factored in. The RBNZ has to focus on inflation first and we expect 125bps of OCR hikes by the end of the 
year and a period of restrictive monetary settings to tackle high inflation before OCR cuts can be contemplated. 

Markets also have a lot priced in offshore, and we expect modest moves in short-term yields. A 75bp July hike is fully 
priced in for this week’s FOMC decision (to 2.25%-2.50%), with greater risk of a 100bp than a 50bp move. Australian 
CPI data should confirm lifting inflation (CBA/mkt: 6.2% yoy/ 6.3% yoy) with a 50bp August hike close to fully priced in 
(1.85%). Accelerating Eurozone CPI inflation (mkt: 8.7% yoy) and still-elevated readings for headline (mkt: 6.6% yoy) 
and core PCE (mkt: 4.7% yoy) inflation should hold short-term yields up.  We expect longer-term yields to be weighed 
by concerns over global growth, adding to yield curve inversion (US Treasuries and NZ swaps) and curve flattening 
pressures (Australia). With the global activity data pulse rolling over and potential recession in OECD economies 
looming, this week’s manufacturing PMIs for China and Q2 US and Eurozone GDP will be scrutinised.   

Medium-term outlook 

We now expect 50bp OCR hikes in both August (3.0%) and October (3.5%) with the OCR peaking at 3.75% after a 25bp 
hike in November. We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024 as the OCR is 
returned towards neutral levels (circa 2.5%). Our colleagues at CBA now expect the RBA to increase the cash rate by 
50bps in August and September followed by a 25bps hike in November to a terminal rate of 2.60%.  The US FOMC is 
expected to hike rates by a further 75bps in their July meeting, and we expect a Fed Funds peak of 3.50% to 3.75% by 
early 2023. Longer-term yields should remain capped at historically-low levels. This should drive more curve 
flattening/inversion, with the curve steepening leading up to (and during) a period in which the OCR is cut.  
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Domestic events for the week ahead 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

ANZ Business Outlook, own activity expectations, 
July 

28/7 1:00pm -9.1  lower 

ANZ Consumer confidence, Headline, July 29/7 10:00am 80.5  lower 

 

The gloomy run of business confidence readings is expected to continue 

in June’s ANZ Business Outlook survey. We suspect the stagflationary vibe 

of recent surveys will, if anything, worsen. It’s too early to expect any 

material easing in firms’ pricing intentions, but we’ll nevertheless be 

paying close attention to this indicator for signs inflation is peaking. The 

other key point of interest will be firms’ construction intentions. These 

have collapsed in recent times, reflecting a combination of supply 

constraints and falling house prices.  

Consumer sentiment is expected to remain very weak in the July ANZ 

survey, with a new record low possible (currently 79.1 in March 2022). 

Consumers are expected to continue to feel much worse off than a year 

ago and display a strong reluctance to purchase major items given soaring 

consumer prices, rising interest rates, growing housing market headwinds 

and lingering stock shortages. Consumers’ assessments for their own 

situation and the economy are also expected to continue to point to 

recessionary conditions for the household sector. Inflation expectations 

from the survey should remain high given 7%+ annual headline inflation, 

but the cooler housing market should see much lower house price 

expectations. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU CPI, Q2 27/7 1.30 pm 1.9%/qtr / 6.2%/yr 

US FOMC Policy Meeting – Funds Rate 28/7 6.00 am 2.25%-2.50% 

AU Trade Price Index 28/7 1.30 pm - 

Export Price Index - - +8%/qtr 

Import Price Index - - +4%/qtr 

AU Retail Trade, June 28/7 1.30 pm 0.2%/mth 

US GDP, Q2 29/7 12.30 am 0.8%/saar 

AU Private Sector Credit, June 29/7 1.30 pm +0.7%/mth 

EZ CPI, Jul 29/7 9.00 pm - 

US PCE Deflator, Jun 31/7 12.30 am - 

Headline - - 6.6%/yr 

Core - - 4.7%/yr 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 22ndof July 

The week starts on a quiet note, with the Chicago Federal Reserve national activity index and the Dallas Federal 

Reserve manufacturing index both scheduled for tonight. The pace will pick up from mid-week, with several market-

moving events on the calendar. 

The key focus for global financial markets will be the US FOMC policy meeting on Wednesday (Thursday morning NZT).  

We expect the FOMC to increase the target on the Funds rate by 75 basis points, taking it to 2.25%-2.50%.  However, 

the risk is of a larger increase of 100 basis points.  US second quarter GDP will also be released on Thursday (Friday 

morning NZT), and we expect the US economy barely grew in the quarter.  We expect industrial production and 

business investment recovered strongly in the quarter, but personal consumption only made a small increase.  In sum, 

that would mean modest GDP growth of circa 0.8% when measured on a seasonally adjusted annualised rate.  

The US Personal Consumption Expenditure (PCE) deflator is an important US inflation gauge, and is released on Friday. 

Given its release in the wake of the FOMC meeting, it’s possibly less influential this time.  The already released CPI 

suggests the headline PCE deflator accelerated to 6.6%/yr because of higher fuel costs.  We estimate the core PCE 

deflator stabilised at a still-too-high 4.7%/yr. 

In Australia, inflation data are out on Wednesday 27 July.  We expect the consumer price index (CPI) rose by 1.9% in 

the quarter, to take the annual rate of CPI inflation to 6.2%/yr.  We anticipate higher petrol prices, as well as 

continued rising food, housing, and energy costs to be some of the key drivers of the increase.  If the CPI prints 

broadly in line with our forecast, we expect the RBA to increase the cash rate by 50 basis points at the August Board 

meeting next Tuesday. Australian private sector credit growth was stronger than expected in May.  Business credit 

was a key driver, growing by a strong 1.3%/mth, with the annual rate of growth the fastest since October 2008.  Our 

CBA colleagues expect some persistence in business lending strength in June.   

In Europe, a strong CPI result on Friday will raise the prospect of another 50bp ECB hike at the Bank’s meeting in 

September. 
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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 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 0.2 0.2 0.2 0.4 0.5

GDP real - A% 1.2 -0.1 4.0 1.2 1.5 0.7 1.3 2.0

GDP real - AA% 5.1 1.0 2.0 1.6 1.6 1.8 1.0 1.8

NZ House Prices (QV Index) - A% 11.7 4.2 -3.0 -9.1 -8.0 -6.4 2.6 7.8

CPI - Q% 1.8 1.7 1.7 0.7 1.3 0.9 0.4 0.6

CPI - A% 6.9 7.3 6.8 6.0 5.5 4.7 3.0 2.6

HLFS employment growth - Q% 0.1 0.3 0.1 0.1 0.2 0.1 0.3 0.4

HLFS employment growth - A% 2.8 2.2 0.5 0.6 0.7 0.6 0.6 1.3

Unemployment rate - %sa 3.2 3.3 3.5 3.7 3.8 4.1 4.7 4.9

    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 3.75 3.75 3.75 3.75 3.50 2.50

NZ 90-day bank bill 2.86 3.20 3.80 3.80 3.80 3.70 3.40 2.70

NZ 2-year swap rate 4.00 4.10 4.10 4.10 4.10 4.00 3.80 3.40

NZ 5-year swap rate 3.98 3.95 3.95 3.95 3.90 3.85 3.75 3.55

NZ 10-year swap rate 4.05 3.95 3.95 3.95 3.90 3.90 3.80 3.65

NZ 10-year Bond 3.86 3.70 3.70 3.70 3.65 3.65 3.55 3.40

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 0.63 0.61 0.59 0.56 0.56 0.58 0.62 0.67

NZD/AUD 0.91 0.91 0.91 0.90 0.90 0.91 0.91 0.91

NZD/JPY 84 83 81 77 77 78 79 83

NZD/EUR 0.61 0.59 0.58 0.57 0.57 0.58 0.60 0.63

NZD/GBP 0.53 0.52 0.50 0.48 0.48 0.49 0.53 0.57

NZD/CNY 4.2 4.1 4.0 3.9 3.8 3.9 4.1 4.4

NZD TWI 71.0 69.5 67.8 65.1 65.0 66.3 69.3 73.1
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