
You have got to love an economist,
with a view! 

And the economist at Capital Economics 
definitely has a view forecasting the 
RBNZ asset purchases will be wound 
back this year, the RBNZ will hike rates 
in 2022, and that further hikes in 2023 
will eventually take the OCR to 1.0% by 
mid-2023. 

The rationale is that GDP growth, 
the labour market, and inflation will 
all, “be much stronger than the Bank has 
anticipated” and, “by the end of 2022 we 
expect inflation will have been around or 
above target for nearly two years, and that 
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employment should be above its maximum 
sustainable level. On that basis we expect 
the Bank to begin hiking rates at the end of 
2022.”

On a positive note, and in a complete 
contrast to Australia, New Zealand 
upgraded and “modernised” its Free 
Trade Agreement with China ensuring 
it remains fit for purpose for another 
decade. Apparently, it makes exporting 
to China easier and is expected to 
reduce compliance costs for exporters, 
while wood and paper exporters will 
be granted tariff-free access. The deal 
will also benefit exporters of perishable 
goods such as seafood and other primary 
sector industries.

While the World Bank trimmed its 2021 
growth prediction to 4% earlier this 
week, the IMF took a different tone 
and increased its 2021 global economic 
growth projections to 5.5% from 5.2%, 
amid expectations of a vaccine-powered 
strengthening of activity later in the 
year and additional policy support in the 
larger economies. 

However, are we seeing the warning  
lights of a currency war after an ECB 
source announced the ECB, “will study 
the impact of the ECB vs. Fed policy on 
exchange rates,” and that they will “query 
dollar weakness despite a stronger US 
economy.” While the prospect of another 
USD1.9 trillion fiscal stimulus represents 
a long-term structural headwind for 
the US dollar, talk of a boost for the 

greenback driven by a higher yield 
curve is conceivably premature with 
the current US 10-year yield at 1.03%. 
Overnight the Euro found a molecule 
of support from ECB member, François 
Villeroy de Galhau, who stated, “Inflation 
could exceed 2% temporarily.”

In a release of the minutes from the  
BoJ’s Monetary Policy Meeting on the 
17-18 December, members shared a 
view that they should ease rates without 
hesitation if required, that members  
must seek ways to make its ETF buying 
more flexible under the current ultra-
easy policy settings, with, lastly, one 
member adding the BoJ must control 
the shape of their yield curve more 
meticulously as it is desirable for the 
curve to steepen moderately.

European stocks advanced overnight, 
supported by M&A activity with bourses 
up around 1.5%, while US equities remain 
flat. Going into the Asian close last night, 
the NZD/USD and AUD/USD exchange 
rates came under selling pressure, but 
the European open saw both currencies 
structurally bid currently at 0.7240  
and 0.7750 respectively.   

Proving his green credentials
Following the cancellation of the 

Keystone oil pipeline, US Preseident, Joe 

Biden, will announce oil and gas drilling 

bans for Federal land on Wednesday.  

Is this the beginning of the end for big oil?
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