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Consumers feeling the pinch of soaring inflation 
Q1 CPI inflation was slightly lower than we expected, 
however it is still the highest in more than 30 years at 
6.9%p.a. The weakness relative to our forecast was 
largely due to a less than rapid lift in tradable prices 
which is likely to reverse next quarter. There is 
expected to be payback in Q2 with airfares and supply 
chain frictions set to boost prices. Q2 inflation could 
still peak at 7%p.a.  

Domestically generated inflation was largely as strong 
as expected, with housing a key contributor gaining 
8.6% annually. The broad-based nature of price rises is 
coming from several domestic and external sources.  

The big issue to us is not so much what the inflation 
peak will be but how persistent the uptick in inflation 
is. We remain wary of a more pronounced and 
persistent lift in inflation and expect annual CPI 
inflation to remain well above 5% for all of 2022, and not to fall back below 3% until 2024. Accordingly, we expect the 
RBNZ to continue to move swiftly with more Official Cash Rate increases, with the OCR peaking north of 3%. 

ANZ consumer confidence survey results are released on Friday.  The index reached new record lows in March on 
account of a range of headwinds consumers are facing. Consumers are expected to continue to feel much worse off 
than a year ago and display a reluctance to purchase major items given soaring consumer prices, rising interest rates, 
growing housing market headwinds, and lingering COVID-19 concerns. We anticipate a modest recovery this month, 
but confidence is expected to remain historically low. 

ANZ business outlook survey results are released on Thursday. The major take aways from this month’s survey will be 
own activity expectations, inflation expectations, price intentions and cost expectations. Business confidence 
recovered 10 points in March but remains considerably lower than last year. In March we saw other activity indicators 
recover slightly, while cost expectations and price intentions remained very high. We’ll be interested to see whether 
the weak recovery in sentiment continues in this week’s results. With the fears of the Omicron wave weakening, we 
expect some recovery over coming months. 

Offshore, the US Private Consumption Expenditure deflator (PCE) for March is released this week. This is a key 
inflation gauge in for the US Federal Reserve, and is both keenly watched by market participants, and influential on US 
interest rates. The preliminary US Q1 GDP results are released this week and are expected to show annualised growth 
of around 1.5%. Financial market prices in the US reflect an expectation that the US FOMC will increase the Funds rate 
into contractionary territory of around 3.5%. Strong inflation and growth data will reinforce this view.  

The RBA has been the laggard, with the cash rate still at a record low 0.1%. The Australian Q1 CPI will be a very closely 
watched inflation print, and will influence expectations about when, and by how much the RBA will raise its cash rate. 
Markets are pricing in 40bps of RBA hikes by June, taking the cash rate to a still-low 0.50%. 
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Foreign Exchange Market  

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

NZD/USD 0.6618 0.6736 0.6974 0.7180 FLAT/DOWN 0.6540 0.6810  

NZD/AUD 0.9222 0.9137 0.9271 0.9281 FLAT/DOWN 0.9100  0.9300  

NZD/JPY 84.76 86.31 84.80 77.47   DOWN 84.00 87.00  

NZD/EUR 0.6177 0.6252 0.6324 0.5968 FLAT 0.6100 0.6400  

NZD/GBP 0.5195 0.5180 0.5281 0.5179 FLAT 0.5160 0.5320  

TWI 73.0 72.6 74.3 74.9 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 
After weeks of drift, suddenly there’s plenty on in FX markets.  

The overarching theme of last week was USD strength, reflecting both renewed demand for ‘safe-haven’ assets, and 

a further building of interest rate support. Risk aversion is back on the rise again across asset markets as investors 

worry about the potential toll taken by a front-loading of Fed policy tightening, and the fallout on global growth from 

spreading lockdowns in China. The VIX spiked back up through 27% last week, and global equity markets are facing 

renewed selling pressure.  

The stronger USD carved a full 2 cents off the NZD/USD over the latter stages of last week, but all currencies felt the 

wrath. The GBP/USD and AUD/USD fell by even more.  

In contrast, the EUR outperformed. Political risk eased after President Macro was re-elected, the Eurozone’s April PMI 

was unexpectedly strong, and the ECB looks like the latest central bank to capitulate on its outdated dovish rhetoric. 

These factors should help establish a base of support for the EUR, effectively ending the uptrend in NZD/EUR. We 

doubt the recent NZD/EUR high of 0.6350 will be tested again this cycle.  

Two countries that are noticeably absent from the global trend for higher inflation/interest rates are China and Japan. 

As a result, both the CNY and JPY have been in free fall as investors shift their asset allocation into higher yielding 

currencies (mainly USD). NZD/JPY hit a fresh 7-year high above 87.00 last week.   

The lower CNY probably has more implications for broader NZD sentiment given the strong correlation between the 

two at times. Indeed, part of the NZD’s decline last week can be attributed to Chinese growth worries on the back of 

its zero-COVID lockdown policy (we cut our Chinese growth forecasts for this year and next to 4.9% y/y and 5.5% 

respectively). Risks around further CNY depreciation may keep the NZD/USD heavy in the short-term.   

Market-moving economic data looks thin on the ground this week. Most important will probably be Aussie Q1 

inflation (mkt: 4.6% yoy, CBA: 4.3% yoy). A stronger-than-expected number would likely firm-up a May RBA hike in the 

market’s mind, dragging NZD/AUD back down for another test of the key 0.9100 support level.  
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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 1.00 0.25 UNCH UP 

90-day bank bill 1.97 1.91 1.57 0.35 UP UP 

2-year swap 3.71 3.55 3.17 0.47 UNCH   DOWN 

5-year swap 3.82 3.69 3.38 1.04 DNCH  DOWN 

10-year swap 3.82 3.73 3.45 1.79 UNCH DOWN 

10-year govt bond yield 3.56 3.45 3.30 1.60 UNCH DOWN 

Curve Slope (2s10s swaps) 0.11 0.18 0.28 1.32 UNCH UP 

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

Market recap 

Local yields start this week around 5-20bps higher across the curve, with larger gains for short-term yields and with 

swaps outpacing climbs in government bond yields. NZ yields initially dipped after Q1 NZ CPI surprised to the 

downside (6.9% yoy) but this was mostly unwound after RBNZ estimates for core inflation were revised up (4.2% yoy). 

About 20bps have been added to terminal OCR rate expectations following gains to offshore market pricing.   

At the start of last week, global swap and bond yields outpaced increases in NZ yields, with hawkish central bank 

commentary providing a boost to shorter-term yields. Various FOMC members, including Chair Powell, have signalled 

their intent to support a faster pace of hikes (50-75bps rather than lots of 25bps). Comments by the Bank of Canada 

and Bank of England policymakers were of a similar ilk. Moreover, the RBA Minutes acknowledged firmer underlying 

inflation “have bought forward the likely timing of the first increase in interest rates”. Yields have eased since late last 

week due to concerns over global growth given COVID-19 disruptions in China and the impacts of aggressive Fed 

tightening, with US Treasury yields about 20bps below last week’s peak (2Y 2.63%, 10y 2.82%).  

Near-term interest rate outlook 

Near-term OCR expectations currently have 50bps of RBNZ hikes priced in for May, 44bps for July and close to 190bps 

by the end of the year. The path of least resistance is still for NZ yields to move higher. We won’t quibble on the 

intent to get rates quickly back above circa 2% neutral levels to cool inflation, but we still feel the extent of OCR 

hikes priced in looks excessive. Annual CPI inflation at 6.9% looks to have peaked (or be close to it). Our forecasts of 

the OCR peak (3.25%) remain well below circa 4% terminal market pricing, and we have also pencilled in OCR cuts 

from 2024. This week’s business and consumer domestic confidence surveys are likely to depict sub-par demand, but 

inflation metrics should remain elevated. 

Global yields have further to run, closing the gap with higher outright NZ yields. However, there is a lot already 

priced in, with more than 9 hikes priced in for the RBA and close to 10 Fed hikes.  A strong Q1 CPI print for Australia 

tomorrow could firm up RBA rate hike expectations for June (mkt:1.75 qoq, 4.6% yoy), but our colleagues expect some 

downside to this print and for the RBA to hold rates in May, while shifting to a tightening bias.  We could be at the 

peak in global inflation readings elsewhere.  A 50bp Fed hike at the early May decision is more than fully priced in 

and with no more FOMC speakers scheduled till then it would take a large upward surprise to this week’s PCE inflation 

print (mkt: 6.7% yoy, core PCE 5.3% yoy) to bring a 75bp hike into play.  Longer-term yields have lagged rises in short-

term yields and yield curves have flattened over the last month. We expect markets to remain confident inflation will 

eventually fall back to low levels, capping rises in longer-term yields and keeping yield curves flat. 

Medium-term outlook 

We expect a follow-up 50bp hike in May, followed by a series of 25bp hikes with the OCR peaking at 3.25% in early 

2023. We then expect the RBNZ to hold and then to unwind OCR hikes from 2024, with the OCR ending 2025 at 

around 2%. Uncertainty is elevated. 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 RBA rate hikes from 

June (1.25% peak). The US FOMC is expected to hike rates by 175bp over 2022 and a further 100bps over 2023 (2.75-

3% peak by 2023 Q3). Increases in short-tern 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 

ANZ Business Confidence, April (activity outlook) 28/4 1:00pm 3.3 - - 

ANZ Consumer confidence, Headline, April 29/4 10:00am 77.9 - Up but still 
weak 

  

The prior trend decline in business confidence metrics 

was, surprisingly, arrested in March. We’ll be interested 

to see whether the weak recovery in sentiment 

continued in April. Activity and pricing indicators are 

currently pointing towards an uncomfortable mix of 

stalling growth and lofty inflation. But we expect to see 

some recovery over coming months as the ill effects of 

the Omicron wave begin to wash out of the system.  

 

 

 

NZ consumer sentiment fell to a record low in the March 

ANZ survey, with widespread deterioration in the key 

metrics. We expect modest improvement given the 

declining nationwide Omicron outbreak and shift to (less 

restrictive) Orange Traffic light settings. In an underlying 

sense, however, confidence remains weak. Consumers are 

expected to continue to feel much worse off than a year 

ago and display a reluctance to purchase major items given 

soaring consumer prices, rising interest rates, growing 

housing market headwinds and lingering COVID-19 

concerns. Forward-looking consumer assessments for their 

own situation and those for the economy are also 

expected to remain soft. Inflation expectations from the 

survey should remain elevated given elevated headline 

inflation, but the cooling housing market should see the further  

trimming of house price expectations. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Headline CPI, Q1 27/4 1.30 pm 1.4%/qtr 

Trimmed Mean CPI - - 1.2%/qtr 

AU Trade Prices, Q1 28/4 1.30 pm - 

Export Price Index - - +11%/qtr 

Import Price Index - - +8%/qtr 

US GDP, Q1 29/4 12.30 am 1.5%/qtr 

Bank of Japan Policy Balance Rate 29/4 - -0.1% 

Bank of Japan 10 Year Yield Target 29/4  0.0% 

US Employment Cost, Q1 29/4 1.30 pm +0.6%/mth 

EZ CPI, April Prelim, Estimate 29/4 12.30 am 1.0%/qtr 

EZ GDP, Q1 29/4 9.00 pm  

* Forecasts and commentary originally published by CBA Global Markets Research Friday 22nd April 

Australia: The Australian Q1 CPI will be a very closely watched inflation print. We expect the Q1 2022 CPI figure to 

show evidence of both demand pull and cost push inflation; strong demand is enabling firms to pass on their higher 

input costs arising due to supply side bottlenecks. We expect the headline CPI increased by 1.4%/qtr, bringing the 

annual rate to 4.3%. The trimmed mean CPI is expected to have risen by 1.2%/qtr and by 3.4%/yr. If the CPI prints as 

we expect (or stronger than forecast), we anticipate the RBA will shift to an explicit hiking bias at the May Board 

meeting. 

The war in Ukraine has driven up the prices of a variety of commodities and other inputs. That feeds into trade prices 

and we expect Australian export prices lifted by a whopping 11%/qtr, driven by strong increases in bulk commodity 

prices as well as lifts in rural and base metals prices. Australian import prices are also expected to have risen 

significantly in the quarter. Oil prices have surged over the quarter, and the price of chemical products and fertilisers 

has also spiked higher, which has driven up import values in the monthly trade data. Taken together, that should see 

the Australian terms of trade increase modestly in the March quarter 

Eurozone: CPI inflation jumped by 2.4%/mth in March taking the annual rate to 7.5%/yr. Higher energy costs were a 

large contributor both directly through higher fuel costs and indirectly by adding to the costs of producing other goods 

and services. Food prices are also accelerating as transport and fertilizer costs have increased. Core inflation was 

2.9%/yr in March, above the ECB’s 2% target. Consensus is for prices to lift a little further in April, keeping the annual 

rate of headline inflation at 7.5%. 

Eurozone: GDP is estimated to have expanded by 0.3%/gtr in Q1 taking the annual rate of growth to 5.1%. The ECB 

expects economic growth to be sluggish in Q2 with uncertainty around the war weighing on confidence and higher 

inflation weighing on household and business income. 

Japan: Outside of the spike in food and fuel prices, Japan remains in deflation.  Consumer inflation is generally weaker 

in East Asia than elsewhere.  Inflation expectations remain low and will bear down on inflation outcomes. We expect 

the Bank of Japan to keep monetary policy unchanged for the foreseeable future. 

US: The US Private Consumption Expenditure deflator (PCE) for March is released this week along with US GDP data. 

The PCE deflator is a key inflation gauge in for the US Federal Reserve, and is both keenly watched by market 

participants, and influential on US interest rates. The preliminary US Q1 GDP results this week are expected to show 

growth of around 1.5% over the first quarter. Financial market prices in the US reflect an expectation that the US 

FOMC will increase the Funds rate into contractionary territory of around 3.5%. Strong inflation and growth data will 

reinforce this view.  
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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 0.3 0.3 0.4 1.3 0.8 0.8 0.6

GDP real - A% 3.1 2.1 0.0 4.1 2.4 2.9 2.9 2.5

GDP real - AA% 5.6 5.3 1.3 2.3 2.2 2.3 2.3 3.0

NZ House Prices (QV Index) - A% 26.0 14.2 6.4 -2.0 -8.2 -8.2 -8.2 5.0

CPI - Q% 1.4 1.8 1.3 1.7 0.9 0.8 0.8 0.6

CPI - A% 5.9 6.9 6.9 6.4 5.8 4.8 4.8 3.2

HLFS employment growth - Q% 0.1 0.1 0.1 0.7 0.4 0.3 0.3 0.3

HLFS employment growth - A% 3.7 3.1 2.2 0.9 1.3 1.5 1.5 1.3

Unemployment rate - %sa 3.2 2.9 2.9 2.9 3.1 3.3 3.3 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 2.20 2.60 3.10 3.35 3.35 3.35 3.15

NZ 2-year swap rate 3.28 3.55 3.75 3.75 3.75 3.75 3.75 3.55

NZ 5-year swap rate 3.40 3.70 3.80 3.80 3.80 3.75 3.80 3.60

NZ 10-year swap rate 3.38 3.75 3.80 3.80 3.80 3.75 3.80 3.65

NZ 10-year Bond 3.27 3.55 3.60 3.58 3.55 3.50 3.55 3.40

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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