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RBNZ up for the fight 
 

• The RBNZ is worried about continuing to overshoot its objectives, and has come out swinging 

• Two consecutive 50bps rate hikes have been delivered, and we now expect a further two in July and August 

reflecting the Bank’s renewed urgency to get the OCR onto the tighter side of neutral 

• We nudge up our forecast OCR peak only slightly, to 3.50%, and bring forward our projected easing cycle to 

February 2024. 

Summary 

We thought the RBNZ would come out swinging, but today’s Statement was even more hawkish than we and financial 

markets were expecting.  

The OCR was lifted 50bps as expected by all and sundry. However, and as we’d flagged in our preview, most of the 

attention was on what the RBNZ’s updated projections would imply for the pace of further tightening. Here, the Bank 

doubled down on the ‘stitch in time’ approach adopted in April. OCR projections were raised substantially, and front-

loaded, to imply a roughly 3.5% OCR by year-end (compare this to 2.4% in the February MPS) and a peak of 3.95% 

(3.35% in Feb). Taken at face value, this implies two of the remaining four meetings of the year will be 50bps hikes. 

Unless, of course, something comes along to throw the RBNZ off course.  

To remove any doubt about whether the Bank is trying to guide market pricing to do its tightening work for it, the 

Statement was littered with fighting talk. The MPC was noted as “resolute” in its commitment to “confidently” bring 

elevated consumer price inflation down to within the 

target range. This is the talk of a central bank worried 

about the updrift in inflation expectations and keen to 

stamp its authority all over the task at hand.  

The only way it can do this, while acknowledging the 

inflationary consequences of supply disruptions, is to 

squash demand. The Bank’s intention to (aggressively) 

use the OCR to bring aggregate supply and demand into 

alignment couldn’t be clearer.  

On this basis, we have adjusted our OCR forecasts to 

incorporate two further 50bps hikes in July and August 

(taking the OCR to 3.0%). A further two 25bps hikes in 

the final two meetings of the year are expected to take 

the OCR to a peak of 3.5%.  
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We will adjust our broader economic forecasts to incorporate this new rate track. But it’s fair to say that the pace and 

degree of tightening will have consequences for house prices, spending and GDP growth such that we don’t think the 

OCR will need to be lifted all the way to the 3.95% peak the RBNZ’s updated projections imply. We also expect 

demand to buckle a little sooner than the RBNZ, and thus have an easing cycle pencilled in from February 2024. The 

RBNZ also acknowledges the possibility of subsequent OCR cuts towards neutral levels from late 2024 (chart above). 

Why the big shift? 

In short, the RBNZ has overshot both of its inflation and employment objectives and it is worried about being able to 

pull things back. The Committee noted that both inflation and employment had strengthened even further away from 

their targets since the February MPS.  

The Committee’s judgement, and we agree, is that earlier, aggressive action will reduce the risk the higher inflation 

expectations become embedded, which would necessitate an ultimately more lengthy and aggressive interest rate 

cycle. This course of action is underpinned by the RBNZ’s favoured ‘least regrets’ framework. In the RBNZ’s words: 

“the risk of moving too slowly and not far enough remained the most costly option.” 

The quid pro quo is that an OCR easing cycle can kick in earlier and, indeed, for the first time the RBNZ’s rate track 

teased cuts from late 2024. 

RBNZ more optimistic on growth 

Our key take-outs from the RBNZ’s economic assessment were: 
 

• A weaker global outlook. Global economic activity was slowing more than previously expected, and that further 
weakening in global economic growth was likely. However, disruption caused by the Russian invasion of Ukraine 
has added to underlying global inflationary 
pressures. The lower NZD was helping support net 
export activity, but it was boosting inflation. 

 

• A strong starting point. Demand in the New 
Zealand economy has been “resilient”, with the 
labour market tight and household balance sheets 
strong. The strong starting point for economic 
activity is expected to sustain decent growth 
before momentum slows in the second half of this 
year. NZ fiscal policy is currently supporting 
economic activity and demand pressures, but this 
stimulus is expected to reduce in coming years.  

 

• Like us, the RBNZ has a cautious outlook for 
consumer spending. Higher interest rates, lower 
house prices and falling real incomes (after 
adjusting for inflation) are expected to slow consumption growth from the second half of 2022. Consumption is 
expected to fall slightly on a per-capita basis over 2023. 

 

• The RBNZ is also cautious on housing, noting that despite recent declines, house prices remain above levels that 
are justified based on their economic fundamentals. The RBNZ projections assume a 14% peak to trough fall in 
house prices by early 2024. The RBNZ cites risks that higher interest rates will lead to a more rapid decline in 
house prices than expected, which would weigh on consumer spending and home building. 

 

• The RBNZ remains concerned over inflation, which is elevated and has broadened. Core inflation and short-term 
surveyed inflation expectations are also high. The RBNZ inflation projections are similar to our own with annual 
CPI inflation peaking at 7% in the June quarter and ending 2022 above 5%. The RBNZ has a more sanguine view on 
medium-term inflation, taking more comfort that medium-term inflation expectations remain closer to 2%. 
Annual non-tradable inflation is also projected to cool to just over 3% by mid-2025, which seems a tad low given 
the risks of a more persistent uptick in wage growth.  The RBNZ notes it is ‘critical” that medium-term inflation 
expectations remain around 2%. An uptick in inflation expectations could prompt more concerted RBNZ actions. 
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• Employment is above its maximum sustainable level. Rising wages are likely to ensue, with private sector Labour 
Cost Index inflation expected to top out at 4.6% by mid-2023. The opening of the borders and the slowing 
demand for labour from monetary tightening will eventually help alleviate labour shortages, with the 
unemployment rate ending the projections a shade under 5% (4.8%) and LCI wage inflation easing to around 3%. 
The RBNZ notes the migration outlook is a key source of uncertainty. We concur. 

 

What are we watching? 

Inflation, and inflation expectations. The Bank isn’t slowing down until it is “…convinced that monetary conditions 

were sufficient to constrain inflation expectations.”  

Between now and the next RBNZ meeting on 13 July we get two REINZ housing updates, two lots of ANZ business 

confidence, and first quarter GDP growth. In an unfortunate case of timing, Q2 CPI inflation figures will be released a 

few days after the July meeting.  

For us, the most telling of the above will be the pricing intentions and inflation expectations figures from the ANZ 

surveys. Two months of these inflation indicators going the right way (down) would provide some comfort for the 

RBNZ that inflation at least may have peaked, and thus may allow it to slow down to a more cautious 25bps-per-

meeting hiking pace after the July meeting. An August 50bps hike is currently our best guess, but it could be 

downgraded to a 25bps if data allowed. 

Market impacts  

As noted earlier, markets were as surprised as we were. The NZD/USD rose around ¾ cent to above 0.6500 and 

wholesale interest rates rose across the curve. The NZ 2-year swap is now 18bps above pre-announcement levels, 

with those for the 10-year tenor 6bps higher. Roughly 25bps has been added to market pricing by early 2023. Further 

lifts in fixed mortgage rates are likely.  
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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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