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Central banks playing catch up 
Inflation and monetary policy reviews remained a key theme driving financial markets over the past month. Central 
banks are worried about inflation getting away on them, and are rapidly raising rates to cool things down. The RBNZ 
lifted the OCR by 50 basis points (bp) in the latest policy review in May from 1.5 to 2.0%.  Now with two consecutive 
50bps rate hikes delivered, we now expect a further two in July and August. This outlook reflects the Bank’s urgency 
to get the OCR onto the tighter side of neutral, and into contractionary (restrictive) territory. We have adjusted our 
OCR forecasts to incorporate two further 50bps hikes in July and August (taking the OCR to 3.0%). A further two 25bps 
hikes in the final two meetings of the year are expected to take the OCR to a peak of 3.5%. 

In Australia, the RBA made its first rate hike of the cycle in its May meeting. The board decided to increase the cash 
rate target by 25bp to a level of 0.35%.  In early June, the RBA hiked its cash rate by 50 basis points, surprising markets 
that were expecting a smaller adjustment. The RBA meets monthly, which is helpful at times like now when the cash 
rate needs to be lifted significantly. We expect a further 50bp rate hike in July followed by 25bp hikes in August, 
September and November that will see the cash rate target at 2.10% by the end of the 2022, a level which will be 
significantly contractionary for the Australian economy.  

In the US, on 4th May the FOMC increased the target range for the Federal Funds rate by 50bp to a 0.75% to 1.00% 
range.  The 50bp increase was flagged by many FOMC speakers and was expected by financial markets.  It is the first 
50bp increase (rather than the usual 25bp move) since May 2000 and the first back-to-back meeting hikes since 2006. 
Chair Powell commented after the May move that additional 50bp moves “should be on the table for the next couple 
of meetings”.  The next FOMC meeting is 14-15 June.  

May was a tough month for Australian and NZ sharemarkets, which were down 4.1% and 4.8%, respectively. In 
contrast, US shares were flat over the month, and the MSCI index of world shares was down 0.2% in USD terms. 

 

Date 31-May-22 Month % Quarter % Year % 5-Year %

Cash NZ Officia l  Cash Rate 2.00 0.50 1.00 1.75 0.25

NZ 90-day bank bi l l 2.47 0.50 1.21 2.15 0.50

Fixed NZ 5-year gov't s tock 3.46 -0.09 0.81 2.40 1.00

Interest NZ 10-year gov't 3.57 -0.06 0.83 1.77 0.79

AUS 10-year gov't 3.36 0.24 1.18 1.72 0.97

US 10-year gov't 2.84 0.01 0.95 1.26 0.62

Austra las ian NZ - S&P/NZX50 Capita l  (NZ$) 4576 -5.0% -6.5% -10.6% 31.3%

      - S&P/NZX50 Gross  (NZ$) 11308 -4.8% -5.6% -8.2% 52.6%

Equities AUS - Al l  Ords  (A$) 7455 -4.1% 1.8% 0.7% 29.4%

International JAP - Nikkei  (¥) 27280 1.6% 2.8% -5.5% 38.8%

Equities UK - FT100 (£) 7608 0.8% 2.0% 8.3% 1.2%

US - S&P500 (US$) 4132 0.0% -5.5% -1.7% 71.3%

WORLD - MSCI (US$) 2791 -0.2% -6.3% -6.2% 46.0%

             - MSCI return in NZD  -0.5% -4.3% 4.1% 58.2%

Exchange NZD/USD 0.6538 0.3% -2.1% -9.9% -7.7%

Rates NZD/AUD 0.9094 -0.3% -2.2% -3.2% -4.3%

NZD/JPY 83.69 -1.4% 8.5% 5.1% 6.4%

NZD/GBP 0.5183 -0.3% 3.6% 1.4% -6.3%

NZD/EUR 0.6084 -1.6% 1.6% 2.2% -4.0%

NZ TWI 71.85 0.1% 1.0% -4.2% -6.2%

Equity indices are the respective end-of-month closes. Interest rates and exchanges rates are at 5pm NZ. Source ASB, Macrobond.
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For the latest performance information on ASB’s funds click here for ASB KiwiSaver Scheme, click here for ASB 
Investment Funds. More information on ASB Securities is here. 

Income Assets  
Cash   

ASB’s term deposit rates have been steadily lifting over the past year, with the longest terms increasing the most. 
The 3- to 5-year rates are now over 2.6% above the record lows recorded over the past year. The short-term rates 
of less than six months remain closer to their lows, as tabled below. 

 

All of ASB’s term deposit interest rates are tabled here.  Inflation has been running high recently, which will have an 
eroding impact on all the returns from term deposits.  We expect CPI inflation to remain above 3% for the next two 
years, above all but the longer term-deposit rates.  

Related to the inflation outlook, and the strong economic recovery in the wake of the COVID-19 pandemic, the RBNZ 
lifted the Official Cash Rate again in May, with another 0.5% increase taking the OCR to 2%.  More increases are 
signalled for the year ahead.  ASB Economics thinks every meeting over the year ahead is “live” for a rate increase 
from the RBNZ, and have a forecast OCR peak of 3.5%. Our report on the RBNZ’s latest decision and the outlook is 
here.  We also expect to see some more increases in term deposit rates over the years ahead, and our term deposit 
reports can be read here.   

 

Fixed Interest   

NZ Government bond yields have risen significantly over the past 
year, but the push higher took a breather over the month of May. The 
US 10-year yield ended the month little changed, but is up 0.95% over 
the past three months, and 1.26% over the year. In contrast, 
Australian yields lifted in May, and the Reserve Bank of Australia 
lifted its cash rate by 0.25% at the start of the month (and again in 
early June, lifting the cash rate by 0.5%). 

The NZ 10-year government bond yield rose a substantial 41 basis 
points (bps) or 0.41% over April but pulled back 6bps (-0.06%) in May. 
The 10-year yield remains circa 1.8% higher than year-ago levels, 
trading around 3.7% at the time of writing. The five-year yield also 
dipped modestly by 9bps (0.09%) over the month and the yield is up 
2.5% on year-ago levels, trading around 3.55% at the time of writing in 
early June.  

Term Deposit Rates 90-days 6 months 9 months 1 Year 2 years 3 years 4 years 5 years

10-year ave 2.44 3.07 3.12 3.18 3.40 3.56 3.71 3.84

2020/2021 low 0.35 0.80 0.75 0.75 0.80 0.90 1.00 1.00

May-22 1.15 2.20 2.45 3.00 3.35 3.60 3.70 3.80

Increase 0.80 1.40 1.70 2.25 2.55 2.70 2.70 2.80

Asset Instrument 31-May-22 Month  Quarter  Year  5-Year  

Yield (%)

Cash NZ Official Cash Rate 2.00 0.50 1.00 1.75 0.25

NZ 90-day bank bill 2.47 0.50 1.21 2.15 0.50

US 90-day bank bill 1.58 0.29 1.06 1.45 0.38

Fixed NZ 5-year gov't stock 3.46 -0.09 0.81 2.40 1.00

Interest NZ 10-year gov't 3.57 -0.06 0.83 1.77 0.79

NZ 10-year swap 3.96 0.04 0.93 1.96 0.77

AUS 10-year gov't 3.36 0.24 1.18 1.72 0.97

US 10-year gov't 2.84 0.01 0.95 1.26 0.62
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https://www.asb.co.nz/documents/kiwisaver/returns-to-investors.html
https://www.asb.co.nz/documents/investment-advice/asb-investment-funds/fund-returns.html
https://www.asb.co.nz/documents/investment-advice/asb-investment-funds/fund-returns.html
https://www.asb.co.nz/asb-securities
https://www.asb.co.nz/term-investments/term-investment-rates.html
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/rbnz-review-may22a.pdf
https://www.asb.co.nz/documents/markets.html
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The Australian 10-year government bond yield lifted 39 basis points 
over April, then another 24 bps in May, to trade with a yield around 
3.4%, some 1.7% higher than a year ago.  

The RBA’s change of stance and recent rate hikes add to the upward 
pressure on Australian yields.  

The US 10-year government bond yield gained a large 48 basis points 
over April but was flat in May, and is now trading 126 bps (1.26%) 
higher than a year ago.  

The lift in long-term yields over the past year both here and offshore 
has caused significant drops in the mark-to-market valuations of bonds 
within portfolios. 

 

Growth Assets  

 

Local and International Equities    

The New Zealand sharemarket fell 4.8% over May and is down 10.6% over the past 12 months (S&P/NZX50 Capital 
index). The local sharemarket is now around 17% down on the record level set in early 2021.  

The Aussie Sharemarket was down a 4.1% over the month, but in contrast to the NZ markets, the Australian All Ords 
benchmark is up 1.8% over the quarter, and 0.7% over the year to 31 May.  

US shares took a sharp tumble in April but were flat over May. Combined with earlier weakness, the S&P500 
sharemarket benchmark was down 5.5% over the past three months, and 1.7% over the past 12 months. The Japanese 
sharemarket has been choppy, but the Nikkei index did manage to 
gain 1.6% over the month. Earlier losses mean the Nikkei benchmark 
is down 5.5% over the twelve months to 31 May. The UK’s FTSE 100 
index was up 0.8% over May, leaving the UK benchmark up 8.3% 
over the 12-month period. The MSCI index of global shares was 
down a staggering 8.4% over the April, and 0.2% over May. That 
leaves the global sharemarket benchmark down 6.2% over the 12 
months to the end of May.  

Sharemarket investors have had a lot of things to worry about over 
the past few months. Inflation and the associated rapid pace of 
interest rate increase discussed above is one theme rattling 
investors.  

There have also been some disappointing earnings results and 
investors worry about the ability of businesses to deal with rising 
costs. In addition, the War in Ukraine, soaring oil prices, and 
lockdown in China raise concerns about the global outlook.  

Asset Index 31-May-22 Month % Quarter % Year % 5-Year %p.a.  

Level

Equities NZ - S&P/NZX50 Capita l  (NZ$) 4576 -5.0% -6.5% -10.6% 5.6%

      - S&P/NZX50 Gross  (NZ$) 11308 -4.8% -5.6% -8.2% 8.8%

AUS - Al l  Ords  (A$) 7455 -4.1% 1.8% 0.7% 5.3%

   Al l  Ords  in NZD 8198 -3.8% 4.1% 3.9% 6.2%

JAP - Nikkei  (¥) 27280 1.6% 2.8% -5.5% 6.8%

UK - FT100 (£) 7608 0.8% 2.0% 8.3% 0.2%

US - S&P500 (US$) 4132 0.0% -5.5% -1.7% 11.4%

WORLD - MSCI (US$) 2791 -0.2% -6.3% -6.2% 7.9%
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You can read more on these issues in ASB’s latest economic forecasts here.  

ASB Securities has more information on sharemarkets and trading here.    

 

Exchange Rates   

FX markets have remained volatile over the past month, but the 
USD has eased against most of the currencies we monitor over 
May, including the NZD.   

The USD trade-weighted index eased 1.2% in May and traded in a 
wide 3.6% range. The USD slumped early in May despite the 
FOMC increasing the Funds rate by 50bp.  The FOMC was less 
hawkish than markets expected when it came to the outlook for 
US rates.  While FOMC chair Powell said the FOMC needs to move 
‘expeditiously’ to bring inflation under control, he downplayed 
75bp increases in the Funds rate. 

The New Zealand trade-weighted index ended May fractionally 
higher (+0.1%).  However, the flat TWI over the full month masked 
some larger moves against the major currencies in the month, as 
well as wide trading ranges. NZD was higher against the USD 
(+0.3%), but lower against EUR (-1.6%), JPY (-1.4%), GBP and AUD 
(-0.3% against both).  

NZD/USD traded down towards 0.6200 vis-à-vis the USD in the first half of the month, but closed above 0.6500, 
boosted by the hawkish RBNZ signalling at its late May meeting that there was a lot more tightening to come. 

More information about currencies is available in ASB’s weekly economic report which can be downloaded here. 
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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.  
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