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Kilimanjaro 

Last week’s RBNZ Monetary Policy Statement was the only 
game in town for the local economy. While everyone and their 
dog expected the Bank to deliver 50bps of OCR hikes, punters 
watched to see how it would acknowledge the headwinds 
darkening the growth outlook, whilst still committing to 
stamping out lofty inflationary pressures. Market expectations 
were ultra-hawkish ahead of the meeting, with another double 
hike of 50bps priced for July (instead of the regulation 25bps), 
and an endpoint of 3.75-4% in sight. 

We’d warned it might be a bit difficult for the RBNZ to deliver 
on those hawkish market expectations given how richly things 
were priced.  In the event, the RBNZ still managed. The RBNZ 
both raised and front-loaded its OCR track, signalling it would 
deliver another 50bps of hikes not only in July, but in August 
too, with the cash rate ultimately set to reach a peak of circa 
3.95%. As if to hammer the point home, the Statement was full of adjectives intended to emphasise its ‘resoluteness’ 
in bringing inflation down. The Bank did opt to signal OCR cuts from early-2024 onwards, but that’s more about 
signalling monetary policy won’t remain on the tighter side of neutral forever, rather than a coded dovish signal. 

Inflation is clearly still the RBNZ’s most wanted crook. The Bank’s forecast track, forward guidance and general fightin’ 
talk all leave little doubt that OCR hikes are coming sooner, and to a higher endpoint than previously forecast. 
Markets only needed to be told once: at the time of writing, they’ve now got the OCR hitting a new peak of circa 4.2% 
in mid-2023.  

For now, the Bank is right to be so heavily focused on meeting the inflation target: the longer inflation remains above 
target, the greater the risk higher inflation expectations become embedded. Meanwhile, the labour market remains 
extremely tight. 

Still, we’re a bit sceptical the Bank will end up lifting the OCR quite as high as it has signalled and suspect it’ll have to 
reverse course sooner. We are a fair sight more pessimistic on the growth outlook than the RBNZ. Much of the impact 
of higher mortgage rates on household balance sheets is yet to be felt as lending refixes, and we think the 
combination of higher interest rates, softer house prices and falling real incomes will hit consumption harder than the 
Bank is forecasting. Moreover, we’re less confident that growth will be able to re-balance towards the export sector in 
the way that we had once hoped – indeed, the RBNZ’s forecast for NZ trading partner growth looks a little on the high 
side to us given the outlook in China.  

All of this suggests the labour market might start to deteriorate a bit earlier than the RBNZ expects and it’ll have to 
reverse course sooner – we’ve pencilled in a 3.50% OCR peak, with an easing cycle set to follow. In short, the OCR 
probably won’t go as high as markets are expecting, but it’s still set to reach a peak that will put real pressure on many 
households, and on growth momentum more broadly. Think Mount Kilimanjaro as an analogy – it’s not an eight-
thousander, but it’s still pretty dang difficult to summit. nathaniel.keall@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 0.6531 0.6455 0.6516 0.7266 UP 0.6420 0.6715  

NZD/AUD 0.9123 0.9102 0.9120 0.9384 FLAT/UP 0.9170  0.9000  

NZD/JPY 83.00 82.24 84.91 79.81    UP 80.00 84.00  

NZD/EUR 0.6086 0.6094 0.6182 0.5962 FLAT 0.5950 0.6200  

NZD/GBP 0.5170 0.5143 0.5199 0.5118 FLAT 0.5100 0.5300  

TWI 72.5 71.4 71.8 75.1 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 
The NZD/USD notched up its second straight weekly gain last week. This followed seven consecutive weekly declines. 

The roughly 2% increase over the week was good enough for second place on the G10 currency performance rankings. 

Both global and domestic factors blew wind into the NZD’s sails, although the relatively modest gain in the NZD/AUD 

over the week (0.9060 to 0.9120) shows it was the global story doing most of the lifting. Global risk appetite 

brightened noticeably, seemingly related to easing global recession fears. The MSCI World Equity index recorded its 

first weekly gain in eight weeks, and the VIX index (a proxy for risk aversion) eased back to 25% from 35%. 

Domestically, the RBNZ sprung a hawkish surprise, providing yet more thrust for local wholesale rates. For the 

NZD/USD it was all the more important given the US Fed, in the same week, hinted it may pause its tightening cycle 

later this year even as the RBNZ maintains the same breakneck pace of hiking. NZ-US 2-year swap differentials soared 

around 30bps over the week to +100bps – the highest since March.  

With the RBNZ’s colours firmly nailed to the mast, we think the global backdrop will remain the most important factor 

in setting NZD’s direction. The jury is still out on whether last week’s improvement in risk appetite was a fundamental 

reassessment of global growth prospects or just an overdue correction after weeks of bearish sentiment. Our 

supposition is there was probably a bit of both at play.  

On the basis that markets remain in a less defensive frame of mind our bias is for the NZD/USD recovery to continue 

this week. A daily close above 0.6540 resistance would set the stage for further gains back up towards 0.6700. Strong 

support is eyed around 0.6420.  

Event risk-wise, domestic data – terms of trade and business confidence – will count for little. US non-farm payrolls 

(+325k expected) and ISM manufacturing will be important for the USD. But sentiment towards the global economy 

and in particular China’s lockdown situation will be most important for FX markets 
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Interest Rate Market 

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

Cash rate 2.00 1.50 1.50 0.25 UNCH UP 

90-day bank bill 2.43 2.28 1.97 0.33 FLAT UP 

2-year swap 3.80 3.58 3.82 0.60 FLAT   DOWN 

5-year swap 3.74 3.64 3.94 1.35 FLAT  DOWN 

10-year swap 3.75 3.68 3.92 2.02 FLAT DOWN 

10-year govt bond yield 3.51 3.49 3.63 1.86 FLAT DOWN 

Curve Slope (2s10s swaps) -0.05 0.11 0.10 1.42 FLAT UP 

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

Market recap 

NZ rates soared last week after the RBNZ delivered a more hawkish monetary policy statement. This included a 50bp 

OCR hike (to 2.00%), tough talk on inflation, a published rate track signalling a further 150bp of 2022 hikes, a close to 

4% OCR peak and an endpoint closer to 3.5%. Longer-dated bank bills jumped and about 25bps was added to OIS 

market pricing. The bellwether 2-year swap leapt more than 20bps on the day of the OCR decision and has continued 

to grind higher. Ten-year NZ swap yields were up 6-7bps after the decision with the yield curve slightly inverted. Lifts 

in NZ government bond yields were more modest with the curve also flattening. We have tweaked our OCR view.  

Global interest rates were listless for much of last week. There was little market reaction to the FOMC minutes 

flagging 50bp hikes over the next few meetings. Yields were weighed by global growth concerns and fell after annual 

US core PCE inflation eased to 4.9% suggesting global inflation may have peaked. US Treasury yields were 10-15bps 

lower with a marginal steepening and Australian swap and government bond yields 5-10bps lower across the curve. 

Near-term interest rate outlook 

Last week’s RBNZ message was more hawkish than expected and while the near-term risk for local short-term yields is 

up, much of this is already priced in.  Near-term OCR expectations have roughly 50bps hikes priced in for July (49bps) 

and August (46bps), with just over 150bps of hikes for 2022. This looks appropriate given our inflation view, but we 

are not convinced that even if the OCR was to hit 4% it would stay there for long. A quieter local week beckons, 

providing scope for yields to settle.  Weaker activity readings from tomorrow’s ANZBO survey and a tick down in 

pricing intentions could signal to the RBNZ inflationary pressures are starting to cool, with fewer OCR hikes needed. 

The Bank of Canada are expected to hike by 50bps (1.50%) but this is more than fully priced in and with close to 175bp 

of hikes priced in it would take a hawkish policy assessment to push yields higher. May Eurozone inflation (mkt: 

headline 7.8% yoy, core 3.6% yoy) is expected to continue to drift higher. There are a number of key activity and 

labour market prints this week, including Australian Q1 GDP (CBA +0.5% qoq), US non-farm payrolls (CBA: +400k), 

global manufacturing PMIs, and the US ISM and the Fed Beige book. Yields could rally if these data show a slowing 

growth pulse.  It is our expectation that the yield curve will remain flat. Longer-term yields have been well anchored 

despite high inflation prints, and we don’t envisage yields will snap higher from here given the likely peak in inflation 

and slowing in global growth. Persistently high and embedded inflation, however, could see longer-term yields drift 

up. 

Medium-term outlook 

We now expect 50bp OCR hikes in July (2.50%) and August (3.00%), followed by 25bp rate hikes in October (3.25%) 

and November (3.50%). We then expect the RBNZ to hold for a period, with cuts assumed to begin from 2024 as the 

OCR returns to more neutral levels. This is largely priced in, so we expect little impact on rates or the slope of the 

curve if this eventuates.  We have retained our flat yield curve bias but acknowledge the risk of yield curves inverting 

further, although quantitative tightening by the RBNZ from July will support longer-term yields. The yield curve is 

expected to steepen leading up to (and during) a period in which the OCR is cut. Our CBA colleagues expect a 

shallower rate hike cycle in Australia, with a 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. Global longer-term local and global yields are expected to drift up but remain capped at historically-low levels. 

mark.smith4@asb.co.nz 

mailto:mark.smith4@asb.co.nz


  

 

Economic Weekly |  30 May 2022  |  Page 4 

Domestic Events for the week ahead 
 

Data Date Time  

(NZT) 

Previous Market 
Expects 

ASB Expects 

Terms of Trade, Q1, % qoq 02/06 10:45am -1.0% - +3.4% 

  

We expect the NZ terms of trade lifted 3.4% over Q1, taking them to a new record high. Global commodity prices hit 

multi-year highs during the quarter, boosted by slowing production for many agricultural goods, ongoing logistics 

disruption, and the supply-shock resulting from the invasion of Ukraine. With the ASB Commodities Index hitting a 

record NZD high in March, we anticipate NZ export prices jumped 7.5%. We expect the same inflationary pressures 

boosted import prices by a more modest 4% over the quarter. While global USD-denominated commodity prices may 

have already peaked, the lower NZD of late and the lag in trade data mean we expect NZ’s terms of trade will peak 

towards the end of the year, before trending cyclically lower over 2023. 
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Major International Events for the week ahead 

Data Date Time  

(NZT) 

ASB  

AU Balance of Payments, Q4 22 31/5 1.30 pm - 

Current Account - - A$15.1b 

Net Exports of GDP - - -1.4 pts 

AU Business Indicators, Q1 22  31/5 1.30 pm - 

Inventories - - 2.0% 

AU Private Sector Credit, Apr 31/5 1.30 pm 0.5% 

EZ CPI, May Prelim Estimates 31/5 9.00 pm - 

CA GDP, March 1/6 12.30 am 0.5%/mth 

AU GDP, Q1 22 1/5 1.30 pm 0.5% 

AU CoreLogic Dwelling Prices, May 1/5 - 0.2% 

EZ Unemployment Rate 1/6 11.00 pm - 

US ISM Manufacturing 2/6 1.45 am 53.0pts 

US Beige Book 2/6 6.00 am - 

AU Trade Balance, Apr 2/6 1.30 pm A$8.5bn 

CA Bank of Canada Meeting 2/6 2.00 am +0.50% 

Overnight Policy Rate - - 1.50% 

EZ Retail Sales, May 3/6 9.00 pm - 

US Non-Farm Payrolls 4/6 12.30 am 400,000 

Average Earnings - - 0.5%/mth 

Unemployment Rate - - 3.5% 

* Forecasts and commentary originally published by CBA Global Markets Research Friday 27th of May 

It is a quiet start to the week, with US markets closed tonight to observe Memorial Day.  

Australia’s Q1 2022 national accounts are released on Wednesday and are the week’s data highlight across the 

Tasman. Our preliminary forecast is that that real GDP grew by 0.5%/qtr and 2.8% through the year to 31 March, 

driven by a solid 2% lift in household consumption. The Australian balance of payments will be released on Tuesday, 

and we expect the current account surplus to widen to $A15.1bn. Net exports are forecast to detract 1.4pts from 

growth in the first quarter of 2022. Australian inventories are released in Tuesday’s business indicators. We expect a 

strong rise of 2.0% in the quarter as firms build up inventories to prepare for higher prices and create a buffer for 

disrupted supply chains. Australian economists firm up their GDP forecasts following the data releases on Tuesday. 

US Non-farm Payrolls is another data highlight at the end of the week (Saturday morning NZT). Our international 

economics team expects another strong month of job gains (+400k) and earnings (+0.5%/mth). Also in the US, the ISM 

manufacturing PMI is expected to record a significant fall (Thursday morning NZT). Several of the already released 

regional Fed’s manufacturing surveys declined significantly in May.  The declines were also considerably more than 

market expectations.   

The FOMC beige book will published Thursday morning (NZT), which will provide insight into how businesses are 

dealing with cost increases, and if they are passing them on to customers.  

In Canada, GDP growth (Tuesday) should again be solid in March, supported by easing Omicron restrictions. The Bank 

of Canada will meet (Thursday), where it is expected to increase the overnight policy rate by 50 basis points to 1.50%.  

In the Eurozone, the preliminary CPI for May is expected to remain elevated (data due Tuesday). Headline inflation 

reached a whopping 7.5%/yr in April.  Labour market data is due Wednesday, while final readings of PMI data are due 

towards the end of the week. The leading indicators of the European labour market remain firm and suggest a further 

tightening is likely in the near term.   
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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 0.2 0.6 0.2 0.2 0.3 0.3 0.4

GDP real - A% 3.1 1.9 0.1 4.0 1.2 1.3 1.3 1.6

GDP real - AA% 5.6 5.3 1.2 2.3 1.8 1.6 1.6 1.3

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 1.5 1.4 0.8 0.7 0.7 0.7

CPI - A% 5.9 6.9 7.1 6.3 5.7 4.5 4.5 2.9

HLFS employment growth - Q% 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.2

HLFS employment growth - A% 3.5 2.8 2.0 0.3 0.4 0.4 0.4 0.7

Unemployment rate - %sa 3.2 3.2 3.2 3.2 3.3 3.5 3.5 4.1

    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 3.00 3.50 3.50 3.50 3.50 3.25

NZ 90-day bank bill 1.61 2.40 3.20 3.60 3.60 3.60 3.60 3.30

NZ 2-year swap rate 3.28 3.75 3.80 3.80 3.80 3.80 3.80 3.50

NZ 5-year swap rate 3.40 3.75 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 3.60 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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