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Tough talk 
 

• As long signalled and widely expected, the RBNZ has hiked the OCR by another 50bps to 2.5% 

• The Bank has largely copied and pasted its wording from the May MPS, in a sign its calculus hasn’t changed much 

• We continue to expect the RBNZ to lift the OCR by 50bp in August, with an eventual peak of 3.50% reached at the 

end of 2022. 

Nothing to see here 

The RBNZ has hiked the OCR by another 50bps at today’s 

Monetary Policy Review. Despite the third consecutive 

double-hike, this was one of the less dramatic meetings 

of late, with the outcome foreshadowed at May’s 

Monetary Policy Statement and correctly pegged by 

forecasters and markets.  

Barring the odd tweak in wording, the tough-talking 

language that signalled the Bank’s hawkish turn at the 

last MPS was mostly all there. The money shots were all 

here, with “the Committee is resolute in its commitment 

to ensure consumer price inflation returns to within the 1 

to 3 percent target range,” and “briskly lifting the OCR” 

remains the best approach. The near-term risks to the CPI 

inflation outlook are still very much tilting towards the 

upside. 

The policy assessment did excise a paragraph about the OCR needing to act as a constraint on demand and “larger and 

earlier increase in the OCR reduces the risk of inflation becoming persistent.” Still, the message the Bank wanted to 

send to markets was clear, and it was all around its commitment to bringing inflationary pressures under control. 

Given this was a Review rather than a full Monetary Policy Statement, we didn’t get the full glut of new economic 

forecasts from the RBNZ or a new OCR track. However, the Bank did make a point of noting that it is largely 

comfortable with the OCR path it signalled in the May MPS. After the round trip over the last six weeks, that’s the 

path that market pricing has landed on too, which was another notch in favour of the Bank not shifting tack too much 

today: things have firmed up nicely in line with the signals it was already giving. 

Weaker growth vs. a tight starting point and a softer dollar 

Of course, as is always prudent for a central bank, the RBNZ has been careful to acknowledge the downside risks to 
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economic momentum. Global growth is weakening, with a myriad of catalysts: persistent supply constraints, the 

Ukraine conflict, periodic public-health lockdowns, and the tightening that the RBNZ and its offshore peers have 

already carried out. Domestically, NZ recorded a GDP contraction of 0.2% over the first quarter, though the RBNZ is 

(wisely) keen to note that quarter-to-quarter swings in the data are volatile, necessitating a proverbial grain of salt. 

So why not some softening in rhetoric then? As we noted in our preview of today’s meeting, the RBNZ has an inflation 

target and an employment target – slowing growth only matters insofar as it impacts the Bank’s ability to meet those 

two targets. Given the extremely tight starting point for the labour market (where employment remains well above its 

maximum sustainable level), inflation remaining well outside the RBNZ’s target for a prolonged period is still the 

bigger risk than a big upward shift in unemployment.    

The Bank also highlighted the weak position of the NZD lately, which is making the Bank’s job at fighting inflation that 

little bit tougher via higher import prices. That’s another notch in favour of the Bank continuing to hold to its hawkish 

line lest it undo any of the good work its accomplished already. 

Where to from here 

It’s a cliché to say that future monetary policy decisions will be ‘data dependent,’ but it bears repeating. By the time 

the August MPS comes around and we get the full gamut of updated forecasts and a new OCR track, we’ll have had 

next week’s CPI print, a new quarter of labour market data, several business surveys and the latest RBNZ inflation 

expectations survey. It’s these releases – particularly that timely survey data – that’ll give the RBNZ a steer on 

whether inflationary pressures are starting to abate.    

While we expect annual CPI inflation peaked in Q2 just north of 7%, it is still far from clear when it will settle back into 

the RBNZ’s 1-3% target band.  Our research shows there is some risk that inflation is set to become more persistent in 

the NZ economy if the labour market remains tight. The most important thing for the RBNZ will be waiting for clear 

and consistent evidence that inflationary pressures are coming back to earth before calling an end to the tightening 

cycle.  

For now, we expect the RBNZ to dial down the pace of hiking to 25bps a meeting in October as inflationary pressures 

begin to subside and slowing growth eases pressure on the labour market, before calling a day on the hiking cycle 

completely at the end of the year at a 3.5% peak. A shift in the OCR back to more neutral levels will follow at some 

stage, with early 2024 our best guess.  
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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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