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The virtues of keeping your options open 
• Since the RBNZ’s last MPS, the economic outlook has continued to brighten, and inflation pressures continue to 

mount. 

• Nevertheless, we expect the RBNZ to keep a cautious tone, emphasising the uncertainties remaining.  

• Policy settings should remain on hold, and we still expect the RBNZ to refrain from lifting the OCR until August 

2022 at the earliest. 

In the months since the RBNZ’s last MPS, the economic outlook has continued to improve. The international 

backdrop looks a little brighter: global growth forecasts have been revised upwards and vaccination rollouts are 

proceeding at pace in many parts of the world. Things are looking up domestically too, with various business surveys 

pointing to a surge in activity. Most importantly for the RBNZ’s mandate, the labour market has continued to surprise 

with its strength. 

Inflationary pressures are also a hot topic on every economist’s lips. Ongoing logistics disruption, surging commodity 

prices and attendant capacity constraints have been the norm through the first half of 2021. Such pressures have only 

intensified since February’s Monetary Policy Statement (MPS) and even April’s Monetary Policy Review. 

Nevertheless, the RBNZ will see plenty of reason for caution. On the ‘maximum sustainable employment’ side of the 

dual mandate, the RBNZ will note that employment remains well shy of pre-pandemic levels. On the ‘1-3% inflation 

target’ side of things, the RBNZ will emphasise that the recent inflation uptick may prove ‘transitory’ (the current 

buzzword of the moment), rather than sustained. And it’s not as if all the downside risks have disappeared – the 

ongoing humanitarian crisis in India is a reminder COVID will be with us for a while yet. With a few other swing factors 

to consider (like the impact of recent housing policy changes), ‘wait-and-see’ will be the order of the day. 

The upshot is that the RBNZ will see a lot of virtue in keeping its options open at this MPS. Policy levers will remain 

broadly unchanged, and the bank will emphasise its willingness to keep policy accommodative for as long as 

necessary. We expect the RBNZ will decline to be drawn on the timeframe for any tightening, with August 2022 still 

our best guess for the OCR’s next move up.  

 

A stronger outlook in evidence 
As the RBNZ noted in April’s Monetary Policy Review, Q4’s GDP print was a bit on the disappointing side, showing the 

economy contracting circa 1% over the summer after its post-lockdown surge. However, since then we’ve seen most 

economic data point to a pickup in activity again. Our own forecasts see growth remain relatively muted over Q1, 

before lifting again over the second quarter. Among the other positive economic signals, we’ve seen:  

• Employment has continued to accelerate, besting expectations in the Q1 data. 
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• Unemployment has moved lower at a faster 

rate than anticipated (hitting 4.7% in Q1 2021 

vs. a peak of 5.2% in Q3 2020). 

• Strong PMI and PSI data continue to point to 

strengthening activity. 

• Recent business confidence readings have 

continued to improve, particularly on the 

employment, activity and investment 

indicators. 

• Commodity prices have continued to surge, to 

the benefit of the export sector and NZ’s 

broader terms of trade. 

• Set against the stronger clip of domestic data, 

the global context is looking up, too. At the end 

of March, the IMF revised up its global growth forecasts to +6% in 2021 an +4.4% in 2022.  

It’s the continued strength in the labour market that’s particularly notable given the nature of the RBNZ’s policy 

targets. The RBNZ’s February unemployment forecasts – already revised significantly as of the last MPS – yet again 

look more adverse than the latest data would imply.  

The question on everyone’s lips 
In April’s Monetary Policy Review, the RBNZ 

acknowledged that near-term price pressures had begun 

to build. Q1 CPI data released after that meeting were a 

bit softer than the bank forecast, but for the most part, 

we continue to see inflationary pressures building. 

Stretched capacity, higher costs and supply bottlenecks 

(contributed to by ongoing shipping disruption) are likely 

to create a perfect storm flowing into higher consumer 

prices over the course of 2021.  

Still, the hallmark of the inflation outlook is an awful lot 

of uncertainty. The key question at present is how 

transitory is the expected uptick in inflation likely to be?  

For the most past, the RBNZ’s peers in the world of 

central banking continue to hold to the line that recent 

pricing pressures are likely to prove largely temporary, a function of cost-push factors driven by global logistics 

challenges.  

Our own outlook sees pressures pushing inflation above 2% over much of this year and next – higher than it has 

averaged over the last decade in other words, but still well within the RBNZ’s 1-3% target bland over the medium 

term. That’s a fair bit stronger than the RBNZ was expecting back in February. 

Staying cautious  
Despite the improved economic picture and the continued inflation pressures, we still expect the RBNZ will see an 

awful lot of reason for caution at this MPS.   

Whilst the labour market looks a shade stronger than it did back in February, employment remains below its pre-

pandemic level, and the unemployment rate higher. In previous post-COVID statements, the RBNZ has been keen to 

emphasise ‘pockets of weakness’ that remain in parts of the economy (notably in tourism and its adjacent sectors).  

On that front, we expect the impact of the recent trans-Tasman travel bubble to be welcome, but relatively limited (a 
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bump to net exports of about $100m in GDP terms – about 0.1%-0.2%).  

More broadly, the RBNZ will see plenty of other remaining downside risks with the potential to derail the recovery: 

• While vaccine rollouts have already achieved an impressive level of uptick in parts of the Northern 

Hemisphere and restrictions have continued to ease, coverage is still patchy and uneven. Singapore’s recent 

experience shows renewed outbreaks are possible even in places where vaccine uptake has been good. 

• To that end, the new Indian COVID variant looks particularly concerning, given it is more transmissible than 

previous variants and it’s unclear how effective vaccines are against it. 

• Beyond the trans-Tasman bubble, the timeframe for a broader easing in border restrictions remains highly 

uncertain and the Government is likely to maintain a cautious approach to reopening. 

• An adverse flare-up on the geopolitical front remains a risk, as illustrated by the recent Australia-China 

dispute. 

A question mark over housing 
The housing market outlook also remains inherently 

uncertain, in light of the Government’s recent housing 

policy changes. At the time of the last MPS, the RBNZ’s 

forecasts looked a little on the soft side compared with 

our own, and there was a substantial risk that house 

price inflation would overshoot the mark. In a twist of 

fate, the Government’s tax changes (as well as the 

reimposition of the RBNZ’s own LVR restrictions) mean 

that those forecasts aren’t too far off our own and may 

not need all that much revision.  

In the April MPR, the RBNZ was cautious about the 

impact of the changes, noting that more time would be 

required to assess their effect (recent data show some 

impact, but it’s very early days). We agree with that 

view, but the prospect of slightly softer house price inflation over the medium term does take some of the pressure 

off and supports our view that the RBNZ is unlikely to shift in a more hawkish direction. 

The Upshot 
With several downside risks remaining, a sustained uptick in inflation far from guaranteed and a big question mark 

over housing, we expect the RBNZ to acknowledge the improved clip of recent data but carry on with its cautious 

‘wait and see’ mantra. Once again, we expect all the key policy levers maintained – with the OCR on hold, L Scale 

Asset Purchase cap left at $100bn and Funding for Lending Programme unchanged. While substantial upward 

revisions in many of the Bank’s February forecasts will be on the cards, we suspect its commentary will maintain the 

dovish line. As with previous post-COVID statements, the emphasise will be on the RBNZ’s willingness to keep support 

up for as long as is necessary. 

We expect the RBNZ to maintain this cautious approach over the months ahead, with the Bank reluctant to signal a 

move to a tightening bias until it is confident its employment and inflation targets are being consistently met. We 

continue to expect the OCR to remain on hold until the latter half of 2022, with the August meeting our tentative 

pick for the first post-COVID rate hike. Still, we emphasise the uncertainty around our view, and there remains a 

significant risk that tightening could come later, rather than sooner. 
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