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Cranking it up 
• The RBNZ lifted the OCR 25bp to 1%, though considered the merits of a 50bp lift  

• The Statement was ‘hawkish’ with the RBNZ showing signs it is wary of getting behind the curve 

• We expect steady 25bp increases to an OCR peak of 2.75% - but the risks are skewed to a faster pace of hikes and 

a higher OCR endpoint  
 

The RBNZ was more hawkish than generally expected.  The Monetary Policy Statement showed a need to lean much 

harder against inflation than was the case for the November Statement, and expressed some added concern about 

the risk of high inflation becoming embedded.  Comments also indicated it was a ‘finely-balanced’ decision between a 

25bp and 50bp lift.  The Monetary Policy Committee also noted a preparedness to move in bigger steps than 25bp “if 

required”.  The RBNZ forecast endpoint for the OCR has been increased to 3.35%, from 2.6% in the November MPS 

forecasts.  The RBNZ will also in July start reducing the bond holdings it built up from its Large Scale Asset Purchase 

programme, at a pace of $5bn/year.   

All of these point to the RBNZ realising there is growing risk of inflation becoming more persistent, with more 

monetary restraint required.  We retain our view that the RBNZ will steadily lift the OCR in consecutive 25bp moves to 

a peak of 2.75% (175bp higher than the current level).  However, based off today’s Statement, we acknowledge the 

skew of risks is on the high side of that.  Market pricing is starting to back away from the ‘considered steps’ mantra 

and is factoring in the possibility that the RBNZ delivers more than ‘just’ 25bp moves at the next six meetings of 2022. 
 

Economic outlook to remain bumpy 

The RBNZ highlighted the resilience of the NZ economy in the face of the COVID-19 pandemic to date and reiterated 

the support to the economy has been aided by high export prices, low interest rates and government support for 

workers and businesses. The RBNZ noted there is significant uncertainty about the economic outlook. It cautioned 

that the economic activity should remain volatile, with Omicron to weigh on business and consumer demand, albeit to 

a lesser extent than prior disruptions. The easing of restrictions should facilitate a gradual recovery in activity, but this 

will be countered by the unwinding of fiscal support and the tightening of monetary conditions that the RBNZ deems 

necessary to reduce economic overheating.  Linked to this is the slowing housing market (assumed to decline by about 

9 percent from the end of 2021 to mid-2024) that will weigh on household spending. 

With a higher inflation peak  
Once again, the RBNZ has significantly revised up the NZ inflation outlook.  This follows a string of upward surrprises 

to past inflation outtturns. High inflation is from a myriad number of sources, including higher commodity prices, 

rising capacity pressures, rising wage inflation, continued bottlenecks in global and local supply chains, the lower NZD 

as well as higher inflation expectations. The RBNZ appears increasingly concerned that inflation pressures are proving 

to be more broad-based and persistent and this could flow though into wider price and wage setting. The upshot will 
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be that the OCR will need to move further above circa 2% neutral OCR levels to ensure the MPC meets its economic 

objectives over the policy relevant horizon. 

The RBNZ now expects annual CPI inflation to peak at 6.6% 

in the March 2022 year and to fall back to the 1-3% inflation 

midpoint by the end of the forecast period. This moderation 

is mostly driven by cooling tradable inflation as the boost 

from commodity prices (including oil) wanes and supply-

chain disruptions ease. What is also notable is that the RBNZ 

expects that the monetary tightening underway will be 

sufficient to rein in domestic inflationary pressures and 

pricing pressures from the housing market, with both wage 

and non-tradable inflation cooling over the projection 

period. The RBNZ’s new short-term inflation profile is similar 

to our own, but we are wary of the risk that some sources of 

inflation pressure persist for slightly longer before abating. 

Labour market tightness to recede 
Like we had earlier asserted, employment is currently assumed by the RBNZ to be above its maximum sustainable 

level. The RBNZ expects significant near-term disruption from the Omicron outbreak in the first half of 2022, with the 

unemployment rate to remain at a record low 3.2%. The RBNZ believes that higher interest rates are already slowing 

the demand for labour and this is expected to continue with further OCR hikes.  Easing border restrictions later in 

2022 should help net immigration flows gradually recover and bolster labour supply. The RBNZ’s labour market 

projections have the unemployment rate peaking at a historically-low 4.3% over the projection period. 

LSAP shrinkage from July, FLP to stay for now  
The RBNZ also flagged that quantitative tightening (QT) was on its 

way. From July, the RBNZ will sell nominal and inflation-indexed 

New Zealand Government Bonds at a rate of $5 billion per fiscal 

year (i.e. June year).  The RBNZ also pledged it would be mindful of 

the impacts of QT on the efficient functioning of financial markets. 

As was previously signalled, the MPC has decided to sell the bonds 

directly back to the NZDM (rather than on the secondary market), 

hoping to minimise wider financial market impacts. The RBNZ 

sought to maintain the optionality to be able to use the LSAP tool 

again, if need be. 

The RBNZ also maintained some wriggle room, noting that the 

pace of sales would continue on the proviso that it was consistent 

with the Reserve Bank’s monetary policy objectives, and subject to market conditions. We note that the 2023 bond 

maturity (see chart) is above this $5bn threshold.  All up, while QT will be occurring behind the scenes, NZDM will be 

tasked with obtaining the additional funding. Close to $20bn bonds (in face value terms) are due to mature before 

2026, with more than $30bn in maturities over the next 15 years. 

The RBNZ did not make any changes to its Funding for Lending Programme.  The RBNZ stated in November that “any 

adjustment to the terms of the programme would increase funding and operational risks for banks and would 

undermine future effectiveness if a similar programme is required in the future”.  Still, the borrowing rates linked to 

the FLP will adjust with movements in the OCR, helping to tighten financial conditions.  
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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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