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Triple threat 
 

• Another 50bps hike beckons at next week’s RBNZ meeting, with the Bank’s calculus broadly unchanged from May 

• Sentiment is weakening and speculation about a downturn is mounting, but the starting point for the labour 

market is very tight and inflationary pressures remain lofty 

• The biggest risk to the RBNZ’s mandate is still that higher inflation becomes entrenched in the NZ economy  

 
No surprises 

We expect the RBNZ to deliver a third consecutive 50bps hike next week, taking the OCR to 2.50%. This is in line with 

what the Bank signalled at the last Monetary Policy Statement in May. After a big lift in the aftermath of the May 

MPS, market pricing has eased quite a bit lately.  Even so, a 50bps hike is still around 95% priced for the meeting as of 

the time of writing. Remember that this is a Monetary Policy Review rather than a Statement too, so we won’t get a 

new forward-looking OCR track or any other forecasts – just a few short paragraphs. 

A few things have changed… 

Since the RBNZ’s May MPS, sentiment both internationally and domestically has gotten worse from an already-dark 

place. Equity markets have tumbled to new eighteen-month lows, while global growth forecasts have had some pretty 

chunky downward revisions. Here in NZ, Q1 GDP printed decidedly on the weak side with a 0.2% fall (compared to the 

RBNZ’s forecast of +0.7%). Local business surveys show confidence in the gutter, which, at face value, points to rising 

recession risks ahead. 

…but much abides 

Fundamentally though, the RBNZ’s calculus remains 

much as it was back in May. The Bank has a mandate to 

keep inflation within a 1-3% target and keep 

employment as close as possible to its maximum 

sustainable level. The ongoing slowdown in growth – 

even if it tips into recession – only matters insofar as it 

affects those goals. Right now, inflationary pressures 

remain very lofty and underpinned by severe capacity 

constraints, with no clear signs that forward-looking 

inflation expectations are peaking. Unemployment 

remains at multi-decade lows, with businesses still 

unable to find the skilled and unskilled labour they 

need, even as activity slows.  
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In other words, the looming slowdown is going to need to trigger a material easing in capacity pressures and a 

substantial relaxation in the labour market before the RBNZ can be comfortable it’s no longer overshooting its 

inflation or labour market targets.  

The balance of risks still skews towards tightening tout de suite 

Given the very tight starting point for the labour market and the fact we’ve yet to get a clear signal that inflationary 

pressures are stabilising, the risks to the RBNZ’s mandate are still asymmetrically skewed. In short, the risk the RBNZ 

lets high inflation become entrenched by taking its foot off the gas too early is still greater than the risk it triggers a 

huge jump in unemployment and unleashes deflationary pressures by tightening too aggressively. The “least regret” 

for the RBNZ is to continue front-loading its policy tightening.  

What’s more, it’s easier to loosen conditions further down the track if necessary, than to get bring inflation 

expectations back down to Earth after they’ve run away from you. Longer-term surveyed expectations remain 

relatively constrained, but the longer that broad inflationary pressures hang around the greater the risk they become 

‘unanchored’ in economist parlance. If that happens, the level of tightening required to return expectations to normal 

and achieve the RBNZ’s 1-3% target will be much greater – and much more painful – than the level likely to be 

required if the Bank holds its nerve and continues tightening until there is clear evidence it is meeting its mandate. 

Note too that recent recession speculation has loosened financial conditions lately as well, by triggering a pull-back in 

yields and pushing the NZD lower. The upshot is that next week isn’t the time for the RBNZ to be backing away from 

the path it signalled back in May.  

Holding the line 

The upshot is that, in addition to its half-point hike, we expect the RBNZ’s forward guidance to be relatively little 

changed from the May MPS. The net result of the recent round trip in the rates market over the last six weeks has 

been to leave market pricing more or less in line with what the RBNZ signalled in May – another reason for the Bank 

not to deviate much from what it signalled back then in the absence of any new info. It will be prudent for the RBNZ to 

acknowledge that headwinds have continued to mount, but to emphasise that doing ‘too little, too late’ in terms of 

tightening is still a bigger risk than ‘too much, too soon.’ Trotting out the word ‘resolute’ in relation to the Bank’s 

commitment to price stability will be another signal that getting inflation back on track is still priority number one. 

Further ahead 

It’s a cliché to say “future decisions will be data dependent”, but it 

bears repeating. Between next week’s MPR and the August MPS, 

there’ll be a chunk of data out including the Q2 CPI print, Q2 

labour market data, another ANZBO and the latest inflation 

expectations survey among other things. All of that should give 

the Bank a little bit more grist to chew over in terms of whether 

inflationary pressures are starting to peak and the labour market 

is starting to cool. So it’ll be that meeting when the RBNZ really 

has an opportunity to offer a bit more clarity on the path ahead 

(along with a full new forecast track).  

Our view is that the RBNZ will see enough evidence inflationary 

pressures are peaking and the labour market is loosening to justify calling an end to the tightening cycle towards the 

end of this year. This view sees the OCR peaking at 3.50%, with cuts on the way from early 2024 onwards. Ultimately, 

this is an extremely uncertain environment in which to be making monetary policy and the direction of travel for 

capacity pressures, labour market conditions and inflation expectations is key. Our forecasts have CPI inflation peaking 

around the 7% mark in Q2, before easing thereafter, but there is a risk that it remains well outside the 1-3% target for 

a prolonged period. Right now, the balance of risks may skew firmly in favour of further tightening, but 2023 may 

bring tougher trade-offs.  
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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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