
 

` 

Nathaniel Keall – Economist – (649) 301 5720  nathaniel.keall@asb.co.nz  

Mark Smith – Senior Economist – 027 578 5635 – mark.smith4@asb.co.nz 

Please refer to the important disclosures at the end of this document. 

Economic Note  
RBNZ May Monetary Policy Statement 

26 May 2021 
 

 

RBNZ adjusts its tone, ASB brings forward OCR view 
• The RBNZ has all its key policy settings unchanged but struck a less dovish tone at today’s monetary policy review. 

• The RBNZ dropped its explicit commitment to cut the OCR further and published an OCR track signalling rate hikes 

from the latter half of 2022. 

• We have brought forward our OCR view and now expect the first OCR hike to come a little earlier in May 2022 

(instead of August 2022). 

The RBNZ kept all its monetary policy settings steady at the latest Monetary Policy Review and noted the economy 

still needed support.  Since February’s Monetary Policy Statement (MPS), the economic outlook has continued to 

improve in the RBNZ’s view, and extreme downside risks have receded. However, the usual language about remaining 

cautious, and the need for ‘prolonged monetary stimulus’ is all still present. Among the RBNZ’s concerns, the 

containment of COVID-19 remains a big swing factor, employment is still below its maximum sustainable level and 

some sectors continue to struggle (notably tourism, only partially offset by the trans-Tasman bubble).  

The big headline from the statement, was the first signs of a shift in tone from the RBNZ towards a less dovish 

position. The RBNZ dropped some wording around its explicit willingness to cut the OCR further – a mainstay of a 

typical post-COVID MPS – for the first time. What’s more, this statement also saw the return of an OCR track after a 

long absence, showing a faster pace of hikes than we had previously expected over the next few years.  

The RBNZ has revised its economic forecasts in line with the recent stronger clip of data, but we see considerable 

risk that the labour market performs better than the RBNZ expects, and the lift in inflation proves more sustained. 

The RBNZ has nudged up its inflation forecast but sees inflation peak at a lower rate and expects any pickup in pricing 

pressures to be largely transitory. We see a risk that the uptick in pricing pressures persists for longer, and inflation 

peaks closer to the upper end of the RBNZ’s target band. The RBNZ has also lowered its unemployment rate track, but 

not by all that much. Similarly, we think there’s scope for the unemployment rate to fall more sharply than the RBNZ 

expects. 

Accordingly, we have moved to forecast an earlier start to the tightening cycle than the RBNZ, with May 22 as the 

start date. An earlier start date for tightening was a risk we’ve highlighted in recent commentary given the improving 

outlook, and the RBNZ’s surprising forthrightness now makes us comfortable shifting our view. A stronger labour 

market and a more sustained pick-up in pricing pressures would take the RBNZ closer to its employment and inflation 

targets over the medium term, necessitating an earlier move. Still, we expect the pace of rate hikes beyond that to be 

more gradual than the RBNZ does. As ever, there remains a substantial amount of uncertainty out there – with the 

timing of the border re-opening a key unknown. 
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Key moves 
• All the RBNZ’s key policy levers remain on hold, with the OCR on hold at 0.25%, the Large Scale Asset 

Purchase (LSAP) parameters unadjusted at $100bn by June 2022, and no adjustments to the Funding for 

Lending Programme (FLP). 

• The RBNZ has published an OCR track for the first time in a while, which shows the Bank making its first 

0.25% rate hike in Q3 2022, and with the OCR expected to reach 1.5% by the end of 2023 (versus our own 

view of a 1.25% OCR by that date). 

• On the LSAP front, the RBNZ, was explicit in noting that this cap was unlikely to be met. The lower pace of 

government bond issuance relative to what was earlier expected will tend to result in a slower pace of asset 

purchases by the RBNZ and will also reduce the leeway for the LSAP given the crown indemnity limit. We 

expect that the LSAP will peak at around $75bn in early 2022, with the programme to be halted in 2022 prior 

to the OCR moving up in mid-2022 (likely May). 

• There’s no change to the FLP. 

• Given the strength of recent data, the RBNZ has lifted its economic forecasts from the February MPS, albeit 

not as much as we might have suspected. 

• Specifically, the RBNZ’s inflation forecast has 

lifted slightly, but remains well short of our own 

forecast track. The RBNZ expects annual CPI 

inflation to peak earlier and lower than we do (at 

2.6% in Q2 this year), with the near-term pick-up 

in pricing pressures proving largely transitory. 

We expect at least some of the pick-up in pricing 

pressures to prove more sustained (see our chart 

opposite). 

• In line with the strength of recent data, the 

RBNZ’s revised its labour market forecasts to 

reflect a lower starting point for unemployment 

rate. Despite those revisions, we still think the 

RBNZ’s projected unemployment rate is a little 

on the high side over the next couple of years. 

Implications 
While the RBNZ has been keen to underscore the 

residual risks to the economic outlook and the ongoing 

uncertainty in its commentary, its decision to publish an 

OCR track showing policy hikes and backing away from 

some of the wording around further OCR cuts are the 

statement’s key developments. 

The Bank has been keen to stick to its ‘wait and see’ 

mantra and state its willingness to keep things 

stimulatory for the time being, but the direction of travel 

is clear. Certainly, markets took the hint, with NZD rising 

70bps to 72.9 USD and the bellwether 2-year swap up 

10bps to 0.61%.  

We were a little surprised to see the RBNZ be so 

forthcoming and had expected it to decline to re-insate 

an OCR track as it sought to keep its options open and stem any adverse market reaction. We share the RBNZ’s view 

 

 



  

 

Economic Note |  26 May 2021 

that the OCR shouldn’t remain at emergency levels forever and will move up in 2022.  

We see the risks as clearly tilting towards an earlier start date for the post-COVID rate hike than the Q3 0.25% lift the 

RBNZ currently forecasts. 

The upshot is we expect the RBNZ to begin tightening a little earlier, with the first 0.25% rate hike coming at the May 

2022 MPS. Still, we are a little cautious about the pace of rate hikes beyond that – we see the OCR hitting 1.25% by 

the end of 2023, versus the RBNZ’s 1.50%. 

We continue to highlight the highly uncertain outlook and note there are downside risks that could push hikes to a 

later date. There are lot of known unknowns, let alone unknown unknowns. Most obviously the timing of a broader 

reopening in the NZ border is highly uncertain and there remains a risk it could take place later than either we or the 

RBNZ expect. Watch this space 

.   
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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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