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Up, up and away 
• The RBNZ lifted the OCR by 25bps to 0.50% at today’s Monetary Policy Review. 

• The focus is firmly on the medium-term outlook, with the ongoing lockdown not seen as materially shifting that. 

• We expect the OCR to rise in November and February, eventually reaching 1.5%.  But COVID could temper that.  

In terms of ornithology, this statement was more hawk than kotuku (white heron), to borrow from the recent RBNZ 

speech.  The RBNZ not only lifted the OCR 25bp for the first time in seven years and in the midst of the current 

lockdown, but stated that “further removal of monetary policy stimulus is expected over time”. 

Our outlook remains that the RBNZ will lift the OCR 25bp in November and February to 1%, before gradually 

nudging up to 1.5% by the end of 2022.  The RBNZ has made it clear that the focus for policy-making is the medium-

term outlook and there are both demand and supply side aspects to consider.  That outlook points to the OCR heading 

up over time.  The logistics and labour pressures on inflation are likely to remain strong.  Given the challenges 

businesses have had in finding labour, we see any near-term reduction in employment as being reversed over time.  

For the time being, the RBNZ does not see the lockdown to date as materially altering the outlook.  However, the 

outlook is fluid, and the extent and duration of COVID restrictions is highly uncertain.  It is possible that economic 

scarring reaches a point that the RBNZ does temper its views on how quickly or far it needs to lift the OCR.  

Market pricing immediately after the announcement was very much in line with our OCR outlook. 

The “medium term” remains in the driver’s seat 
Monetary policy takes a couple of years to fully have its 

impact on the wider economy.  Policy decisions need to 

focus on where inflation and employment outcomes are 

likely to land at that point, and steer the economy 

accordingly.  The RBNZ’s October statement, right in the 

midst of the latest lockdown, reinforces that the Bank is 

looking through the immediate lockdown-induced dip in 

economic activity.   

Before the lockdown, inflation pressures were heating up 

and employment was ‘at or above’ its maximum 

sustainable level.  The Bank expects the economy will 

rebound quickly back to once again facing strong inflation 

pressures and a tight labour market.  And that is what has 

driven today’s decision to start lifting the OCR from the emergency settings brought in nearly 18 months ago when the 

world was staring into the unknown. 
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The current lockdown and NZ’s altered COVID trajectory will factor into the RBNZ’s decision-making.  Both demand 

and supply side influences will need to be taken into account.  The lens the RBNZ will continue to apply is: how will 

medium-term inflation and employment outcomes be affected? 

And the medium-term outlook still points to a higher OCR 
The RBNZ looks to have become less comfortable about 

the inflation outlook. The policy assessment acknowledged 

near-term upside influences (higher oil prices, rising 

transport costs and the impact of supply shortfalls), which 

were deemed to be largely transitory with core inflation 

and medium-term inflation expectations expected to 

remain close to 2%. However, the RBNZ also flagged the 

risks of a more generalised pick-up in prices, something we 

have long been emphasising. The summary record of 

meeting noted that the current restrictions are creating a 

different set of policy challenges than the 2020 episodes, 

with potentially long-lasting impacts on economic activity 

and inflation. These will need to be closely monitored. The 

RBNZ is hoping that the capacity bottlenecks in place are 

only around over the short term, but it has also acknowledged the risk that these become more persistent and feed 

into higher inflation. 

The COVID elephant in the room 
COVID is triggering a material shift that will influence the economy, and the RBNZ will need to factor that in over time.  

Even if not officially proclaiming it, NZ is shifting from an elimination strategy to a containment/suppression strategy – 

at a time when vaccination rates are not sufficient to limit serious COVID cases without resorting to heavy restrictions 

on movement and mingling.  The duration and geographic breadth to which Level 3-esque conditions need to be 

imposed remains up in the air. But the longer they remain in place, the greater amount of activity/income that is 

permanently foregone, and the more scarring of businesses that will occur.  It is a time of heightened uncertainty for 

businesses, particularly those unable to trade fully or even at all.  Auckland and some parts of the Waikato are already 

facing considerable restrictions, and the rest of the country will need to brace for that possibility as well. 

Even next year, once vaccination rates are high enough to remove the more onerous restrictions, NZ could be 

oscillating between Level 1.51 and 2.49 for some time to keep hospitalisation rates down to a manageable level. 

It could be these COVID impacts do materially dampen the inflation and employment outlooks to the extent the RBNZ 

rethinks the extent of needed monetary policy tightening.  Then again, the NZ economy could continue to surprise 

with its resilience. 

Customer implications 
Our OCR outlook of a 1.5% OCR by the end of 2022 is our best foot forward at present in a rapidly-changing 

environment.  Nevertheless, it remains a rough guide of the direction of travel for interest rates over the next 18 

months.  The reality of rising interest rates is officially here, and people would be prudent to check their interest rate 

exposures if they haven’t already.  Our OCR forecast is fully priced into the wholesale interest rate market, which 

seems roughly fair.  What is on the table for people is considering the risks of interest rates rising to a greater or lesser 

extent than what is currently priced in, and whether there is any value in taking out insurance against those risks.  
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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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