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Catch-up footy 
• Inflation pressures are rampant and the RBNZ is playing catch-up. 

• A 50bps OCR hike next week is a strong risk, but we (just) maintain our call for +25bps.  

• The Bank needs the market to keep doing its work for it. So we expect a hawkish Statement and OCR projections 

to be lifted to show a terminal OCR on the tighter side of ‘neutral’. 
 

We expect the RBNZ to deliver a second successive 25bps lift in the official cash rate (OCR) next week. To our minds, 

both the November and February meetings are ‘live’ chances for larger 50bps hikes, the former particularly so after 

today’s strong inflation expectations print. But we continue to favour 25bps increments for now largely because the 

market is already doing significant tightening work for the RBNZ. The Bank will want to ensure this remains the case 

given the long gap to the 24 February meeting, so expect a hawkish Statement with upgrades to the Bank’s inflation 

and OCR forecasts. On the latter, we expect the hikes projected in the August MPS to be front-loaded with the overall 

OCR track lifted to show a peak on the tighter side of ‘neutral’. Perhaps something around 2.5%.  
 

Throughout the recent Delta outbreak the RBNZ has been consistent in its communications that, despite the economic 

challenges higher Alert Levels bring, the need to reduce monetary stimulus remains. This is to be commended. For 

even as restrictions in parts of the country have dragged on, inflation pressures have emerged to be stronger than 

anyone expected, the RBNZ included. At the same time, the labour market has tightened even further with the 

unemployment rate falling to the lowest (equal) level on record. Having got just one 25bps OCR lift on the board so 

far, the RBNZ consequently finds itself with plenty of work to do.  

None of this has not been lost on the financial markets. A 25bps hike is fully priced for next week’s meeting, with the 

odds of a larger 50bps OCR lift recently creeping up to around 40%. For choice we still favour a regulation 25bps 

move. But a larger move is a strong risk. We can certainly 

understand the logic in markets pricing a strong chance of 

such, which reflects some combination of: (1) the long gap to 

the next RBNZ meeting on 24 February potentially 

encouraging the Bank to front load; (2) the widespread 

bringing-forward of cash rate expectations that has occurred 

globally; and (3) the run of NZ data since the October meeting 

unequivocally landing on the stronger side of RBNZ (and 

everyone’s) expectations: 

• Third quarter CPI inflation, at 4.9% yoy, printed well 

north of the RBNZ’s 4.1% forecast. More importantly, we 

expect inflation to hold up at uncomfortably-high levels 

for much longer than the RBNZ’s prior forecasts implied 

(see chart). We forecast headline inflation to hit 5.9% by 
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the end of the year, and stay above the RBNZ’s 1-3% target range until at least early 2023. The RBNZ will be wary 

of the risk that elevated headline inflation becomes embedded in the public’s inflation expectations. We’re 

already seeing signs of this in business surveys, and today’s RBNZ survey of 2-year ahead inflation expectations 

showed a huge lift, to 2.97% from 2.27% last quarter. That’s the highest in thirteen years. 

 

• Labour market data for Q3 confirmed we are well through the RBNZ’s ‘maximum sustainable employment’ target. 

The unemployment rate fell to a record-equalling low of 3.4% (RBNZ forecast: 3.9%), even with a surprise jag-up 

in the participation rate. We expect the unemployment rate to remain south of 4% for the foreseeable future. 

 

• House price inflation, which is now in the RBNZ’s Remit but not as a formal target, refuses to die down, holding up 

at 30% yoy for six straight months now. 

In lifting the OCR 25bps in October, the RBNZ said future moves will be “contingent on the medium-term outlook for 

inflation and employment.” There can be no denying the outlook for both has strengthened well in excess of prior 

RBNZ forecasts.  

The case to return the cash rate to ‘neutral’ (thought to be around 2%) over time seems clear. It’s really about tactics 

in how to get there, bearing in mind there are still plenty of uncertainties that could upset the applecart next year.  

Why not up the run-rate with a 50bps hike next week? Most obviously, the market is already doing the RBNZ’s 

tightening work for it. Since the October meeting, wholesale interest rates have surged another 50-100bps.  In turn, 

mortgage rates have also roared higher. The fourth quarter lift in mortgage rates (of around 100bps so far) will be one 

of the largest quarterly increases since the OCR was introduced in 1999. Yes, mortgage rates are still at low levels 

historically. But that sort of rate of change – if sustained – will exert a powerful slowing effect on the housing market 

and retail spending next year. The RBNZ will be wary of heaping more pressure on given the explosion in household 

debt over the past 18 months. In addition, the Bank is acutely aware of the struggle in some parts of the economy 

thanks to COVID restrictions. A 50bps hike risks further unsettling business and consumer confidence.  

Contrary to the belief held in some quarters, we don’t think the kōtuku is a reason not to go 50bps. The Bank’s White 

Heron speech didn’t rule out moving in 50bps increments. Rather, it noted it was only appropriate to “move quickly 

and take large steps” in certain circumstances, some of which are arguably in play now (notably the risks being 

“heavily skewed in one direction”). Thus, should the Bank find itself further behind the curve at the end of summer, 

we wouldn’t rule out a 50bps hike at the February policy meeting. 

In the meantime, the Bank will want interest rate 

markets to keep doing the mahi for it. For this reason, 

we expect a hawkish Statement and an explicit 

signalling that rate hikes will continue, at pace. The 

tightening bias will be retained and strengthened. 

Key in this regard will be the Bank’s OCR forecasts. 

Recall the August MPS projections had 125-150bps of 

hikes in the OCR track over the next two years, with 

an end point of around 2.1% in 2024. We suspect the 

updated track will be see these hikes front-loaded, 

with the end point lifted to show an OCR peak on the 

tighter side of ‘neutral’. Perhaps something around 

2.5%.  
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information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information 
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subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank 
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