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No Quarter 
 

• RBNZ to deliver successive 50bps hike next week 

• Recession risks will be acknowledged but inflation is still top of the ‘to-do’ list 

• We continue to expect a more cautious, data dependent approach from July, with the pace of hikes returning to 

the regulation 25bps-per-meeting run-rate  

We expect the RBNZ to deliver a “double-double” next week, a second consecutive 50bps hike to take the OCR to 

2.00%. This outcome is close to fully priced by financial markets. What’s much less certain is what the RBNZ does with 

its interest rate forecasts and forward guidance. This is of course what market reaction will hang off.  
 

Clouding the picture a little are rising recession risks, both globally and in NZ. These up the difficulty rating on the 

RBNZ’s future interest rate decisions but, for now, the focus will remain squarely on the problem at hand: inflation.  

Expect no quarter. The path of ‘least regret’ for the Bank is still to get the OCR to a neutral setting (~2.0%) quick smart, 

then adopt a more cautious stance from there. This front-loading approach will be enshrined in the Bank’s new OCR 

forecast track which we expect to show a much steeper ascent than the February MPS, but not necessarily a much 

higher peak (3.35% forecast in February). Something around 3.5% perhaps.   
 

There will also be interest in whether the backend of the RBNZ’s OCR forecast bakes in an assumption of an eventual 

easing cycle. The May Statement will show forecasts out to June 2025 so we think the track will tease eventual cuts. 

They’ll be modest though. The Bank won’t want the market to get fixated on this aspect and lose some of the 

tightening baked into the interest rate curve. We still don’t buy into the full extent of this implied tightening (ASB 

forecast an OCR peak of 3.25% vs. market around 3.75%) given the traction the Bank is already getting over demand, 

and in particular house prices.  
 

Assuming 50bps is delivered next week, the OCR will be 

back to roughly ‘neutral’ levels. From there, the least 

regrets framework becomes more nuanced, 

necessitating a more cautious approach as the OCR 

enters territory on the tighter side of neutral. The Bank 

will likely move to a more data-dependent approach as it 

seeks to balance restraining inflation expectations 

against risks of a hard landing down the line. Thus, we 

continue to expect the pace of hikes from July to slow to 

the regulation 25bps-per-meeting run-rate. Another 

50bp lift in July remains a reasonable risk though and 

can’t be ruled out.  
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Keeping the plates spinning  

The RBNZ’s balancing act hasn’t got any easier since its last Monetary Policy Statement in February. Inflation pressures 

have become even more intense and the labour market is stretched to breaking, suggesting a front-loading of policy 

tightening remains the most appropriate course of action. But, at the same time, there’s a lengthening list of global 

and domestic growth risks that might warrant a bit more caution. What’s a central bank to do? 

Our view is that the Bank will remain in inflation-fighting mode. It re-asserted its inflation-fighting credentials at April’s 

Monetary Policy Review with some gusto. It hiked the OCR 50bps and fretted about “inflation expectations” five times 

in the two-page update. More of the same is likely in May. Recession risks will be duly acknowledged but, for now, will 

be confined to an uncomfortable 2nd place on the “to-do” list. Sorting out inflation is Priority 1. 

The juggle is real 

Parsing the run of recent economic events highlights the nature of the RBNZ’s juggle. On the negative side of things, 

and front of mind for many given the wobbles in financial markets, we have: 

• Crumbling global growth expectations. Analysts are busy slashing forecasts for global growth given a) aggressive 

central bank policy tightening, championed by the US Federal Reserve, b) Chinese growth hitting a pothole in the 

form of its COVID zero policy and associated lockdowns, and c) the rising risk of a European energy crisis and/or 

recession thanks to Russia’s invasion of Ukraine. We’ve already seen some impacts from the above on our 

commodity export prices. The risk is for more.  

 

• Falling house prices are flipping the wealth effective negative. National house prices are already down about 5% 

from the November peak and we’re forecasting a cumulative 12% decline out to mid-2023.   

 

• Spending headwinds. Much higher mortgage rates, falling house prices, and the cost-of-living spike are hitting 

discretionary spending hard. Retail card spending figures have held up admirably to date, but a retail spending 

recession over the second half of the year will be difficult to avoid as household budgets tighten up.  

 

• There’s already plenty of tightening in the pipeline. Mortgage rates have already experienced one of the 

sharpest ascents in decades and shorter-term rates are primed to rise further. As covered in our recent Home 

Economics publication, there’s a tonne of sticker shock coming over the coming 12 months as 60% of all 

mortgages reset onto significantly higher rates. In some cases, new fixed rates will be double those rolling off.   

However, all of the above must be balanced against the clear and present threats to the RBNZ’s inflation and 

employment mandates: 

• Inflation, and core inflation, are running hotter 

than (February) RBNZ expectations. We’re of the 

view that inflation is peaking around now at rates 

close to 7%. But, importantly, inflation now looks 

like it’s going to remain above the RBNZ’s target for 

longer (until late 2024 on our numbers). We’re yet 

to see any sign of the public’s inflation expectations 

or firms’ pricing intentions turn convincingly lower.    

 

• The NZD/USD has fallen about 5% since the Bank 

met in February, which will add to tradeable 

inflation. Admittedly, the stronger USD has driven 

most of this with the other NZD cross rates faring a 

little better. The TWI is only ½% below the RBNZ’s 

February forecasts. 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/reinz-Apr-2022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/home-economics-April%202022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/apr-22-card-spend.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/home-economics-April%202022.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/home-economics/home-economics-April%202022.pdf
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• The unemployment rate printed below RBNZ expectations in Q1. Labour market pressures will remain intense all 

year (chart below). In the short-term, the border reopening will likely exacerbate the issues firms are facing with 

labour supply. Our forecasts have the unemployment rate remaining around 3% over the coming 12 months, 

implying further acceleration in wage inflation. This will add a self-sustaining process to inflation, making it even 

harder to tamp down.  

 

• Despite a cumulative 125bps of OCR hikes to date, real interest rates remain negative. At 1.5%, the OCR is also 

yet to reach the “neutral” levels (around 2%) that an objective Taylor Rule suggested it should have been at 

roughly 18 months ago. Put simply, the RBNZ remains behind the curve, albeit less behind than many other 

central banks.  

Eyes on the prize 

A rough tallying of the above supports the RBNZ’s stated strategy of “moving the OCR to a more neutral stance sooner 

[to] reduce the risks of rising inflation expectations.”  

While it can be argued that much of the inflation the RBNZ is fighting is outside of its control, as it’s either sourced 

offshore or reflective of supply shortages, the reality is NZ is in the midst of a negative supply shock stacked on top of 

a positive demand shock. Inflation is simply bonkers and aggressive action is warranted to ensure it does not become 

embedded in expectations, which would necessitate a longer and more painful tightening cycle. The Bank’s own 

‘stitch in time’ analogy remains apt.  

We expect this approach to be enshrined in the Bank’s new OCR forecast track. This will likely show a much steeper 

ascent than the February MPS – much of which is already ‘banked’ courtesy of the 50bps hikes – but not necessarily a 

much higher peak (which, recall, was marked at 3.35% in February). Something around 3.5% perhaps. 

There will also be interest in whether the back end of the OCR profile bakes in an assumption of an eventual easing 

cycle. The May Statement will show forecasts out to June 2025 so we think the track will tease eventual cuts in 2025. 

They’ll be modest though. The Bank won’t want the market to get fixated on this aspect and lose some of the 

tightening baked into the interest rate curve. We still don’t buy into the full extent of this implied tightening (ASB 

forecast OCR peak of 3.25% vs. market of around 3.75%) given the traction the Bank is already getting over demand, 

and in particular house prices.  

Assuming 50bps is delivered next week, the OCR will be back to roughly neutral levels, and the first part of the RBNZ’s 

job will be complete. From there, the ‘least regret’s framework becomes more nuanced, necessitating a more 

cautious approach as the OCR enters territory on the tighter side of neutral. The Bank will likely move to a more data-

dependent approach as it seeks to balance restraining inflation expectations against risks of a hard landing down the 

line. We thus continue to expect the pace of hikes from July to November to slow to the regulation 25bps-per-meeting 

run-rate. Another 50bp lift in July remains a reasonable risk though and can’t be ruled out.  

 

  

https://en.wikipedia.org/wiki/Taylor_rule
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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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