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The moment we’ve all been waiting for 
• The RBNZ is very likely to lift the OCR by 25bps to 0.50% at next week’s Monetary Policy Review. 

• Much of the increase has already been priced into wholesale and retail rates. 

• NZ interest rates will continue to head higher from here, though we expect them to peak at historically-low levels 

after a cautious tightening cycle by the RBNZ.  

Six weeks ago, with inflationary pressures hot and the labour 

market close to capacity, we predicted that the RBNZ would lift 

the OCR for the first time in seven years at its August Monetary 

Policy Statement. In the event, New Zealand’s lurch back up to 

Alert Level 4 changed the landscape and the Bank decided to 

hold its fire. Still, the Statement made it clear the Bank had 

been planning to hike. It revised its view to show annual 

inflation peaking north of 4% this year, stated employment was 

‘at or above’ its maximum sustainable level and declared the 

‘least regrets’ stance was to ‘further reduce monetary stimulus.’  

There’s still an awful lot of uncertainty around, but the RBNZ 

will still view lifting the OCR as the ‘least regrets’ approach. 

The latest pre-lockdown data have confirmed the economy 

maintained significant momentum heading into lockdown, 

business survey data look resilient, and experience tells us the 

lockdown is unlikely to dampen soaring cost pressures. 

Certainly, the NZ border doesn’t look any closer to opening and relieving labour market tightness or capping wages. 

There’s a lot we still don’t know – like whether the length of the current restrictions will lead to more scarring than 

we’ve previous seen.  But the prudent approach is to tighten monetary policy slowly, rather than keep waiting. The 

RBNZ shares that view, given Assistant Governor Christian Hawkesby’s comments last week about moving in 25bps 

increments. Accordingly, we expect a 25bps OCR hike next week, and at the November and February meetings. 

While this will be a landmark meeting – the first OCR hike in seven years – the RBNZ has been very clear in its 

intentions, meaning interest rates have already moved. The swap market has already moved to price in about 70bps 

of hikes by February next year and, increasingly, retail rates are lifting as well.  

Once again, we emphasise that interest rates are set to remain very low in an historical context. Indeed, we foresee 

the terminal OCR (1.5%) as lower than the RBNZ does. On the retail front, we think fixed mortgage rates will largely 

remain south of the 5% mark over the coming few years. In short, plan for higher interest rates in relatively short 

order, but put away the shell suits and the shoulder pads – we’re not heading for an 80s throwback any time soon. 
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It’s time 
Six weeks ago, we listed the developments supporting the case for tightening monetary policy, namely: 

- CPI data for Q2 were strong with annual inflation hitting 3.3% and domestically-generated inflationary 

pressures stirring. We see inflation peaking at 4% by the end of the year;  

- The RBNZ’s three preferred measures of labour market slack were all back near pre-COVID levels; 

- Consistent business survey results showed finding and retaining staff remain major headwinds for businesses, 

with pricing and inflation expectations hitting multi-year highs. 

In the end, the RBNZ had to release its Monetary Policy Statement just hours after New Zealand reported its first 

instance of community transmission of the Delta variant and the country moved back to Alert Level 4. 

Understandably, the Bank opted to keep the OCR hold given those developments. Still, the tone of the RBNZ’s 

statement made it clear that had been planning a hike. It revised its view to show annual inflation peaking north of 4% 

this year and stated employment was ‘at or above’ its maximum sustainable level. In case the point was lost on 

anyone, it declared the ‘least regrets’ stance was to ‘further reduce monetary stimulus.’ 

While the country remains at heightened Alert Levels and uncertainty is still very much a theme, the balance of risks 

still skews toward the RBNZ overshooting rather than undershooting its twin targets of 1-3% annual inflation over the 

medium term, and maximum sustainable employment.  

- Latest data released over recent weeks have confirmed the economy maintaining massive momentum 

heading into lockdown, with GDP lifting a whopping +2.8 qoq over Q2 (versus RBNZ expectations of +0.7); 

- Past experience suggests that higher alert levels are unlikely to dampen rising cost and inflationary pressures 

in any significant way; 

- It’s worth watching the labour market for signs of deterioration, but the swift return of fiscal support should 

help soften the blow. If anything, the arrival of the Delta variant in the community is a reminder the NZ 

border likely to be shut for some time, so there’ll be little relief to structural labour market tightness; 

- Business survey readings have softened, but ‘Own Activity’ and ‘Employment Intentions’ measures are 

holding up and ‘Pricing Intentions’ look as lofty as ever; 

- The housing market has accelerated again despite the range of measures thrown at it by the Government, so 

taking a bit of the heat out of the market wouldn’t hurt.  

Hiking during AL3 understandably makes some a little queasy, given we still don’t know exactly how much damage the 

present lockdown will cause. But the RBNZ can’t predict the future, so the question is ‘in which direction is it at 

greatest risk of missing its target?’ On that front, the balance of risks is clear. Keep in mind that at 0.25%, the OCR is 

still 125bps below our estimate of the neutral OCR so the Bank can hike and still keep financial conditions supportive. 

One new development is the suggestion from Christian Hawkesby last week that the Bank will take inspiration from 

the Māori proverb “tapuwae kōtuku” or ‘considered steps,’ hiking in 25bps increments as long as uncertainty remains 

heightened. Accordingly, we have maintained our forecast of 25bp hikes at each of the next three meetings, data and 

situation dependent. We also see a lower endpoint for the OCR than the RBNZ (1.5% vs circa 2%), so we think it’s 

probable we end up with a more gradual tightening cycle than the RBNZ envisages.  

What does all this mean for me? 
Most obviously, borrowers of any stripe should be budgeting on higher rates. But note that because the RBNZ has 

been very clear in signalling its intentions, markets have already shifted to price in much of the expected increase. As 

at the time of writing, the swap market has 70bps of hikes priced by February, only a shade behind our OCR forecast.  

Similarly, retail rates have begun to move up in anticipation of the RBNZ pulling the trigger, meaning a reasonable 

amount of the impact is already priced. We see scope for mortgage rates to move higher, but peaking far below long-

run levels (read ASB’s home loan report here). Still, we emphasise that uncertainty remains the order of the day and 

for borrowers who are particularly interest rate-sensitive, so it’s still a prudent time to be reviewing exposures. 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/labour-market-review-q2-2021.pdf
https://www.rbnz.govt.nz/research-and-publications/speeches/2021/speech2021-09-21
https://www.asb.co.nz/content/dam/asb/documents/reports/home-loan-rate-report/home-loan-rate-report-sept-2021.pdf
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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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