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There’s more where that came from.

 – We expect the Reserve Bank to raise the 
Official Cash Rate by another 50 basis 
points to 2.00% at next week’s Monetary 
Policy Statement. 

 – The OCR is still a long way from where it 
ultimately needs to be to get on top of 
New Zealand’s burgeoning inflation problem. 

 – The RBNZ has now accepted the logic that 
stronger action early on will reduce the need 
for an even more painful peak in interest 
rates in the future. 

 – We expect the RBNZ to signal a further 
series of OCR hikes on the way to a peak of 
around 3.5%. 

OCR forecasts
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The Reserve Bank has recognised that New Zealand’s 
burgeoning inflation problem requires a strong response. 
Having started the process with a series of modest 25 basis 
point hikes in the OCR, the RBNZ stepped up the pace at its 
April review with a 50 basis point increase. And since larger 
moves are now on the table, we expect it to follow with another 
50 point hike to 2.00%, and a clear signal of more tightening to 
come, in next Wednesday’s Monetary Policy Statement. 

Indeed, we recently updated our forecasts to include four 
consecutive 50bp hikes in the OCR – at the May, July and 
August reviews, on top of the one in April. That came out of 
two considerations. First, monetary policy settings are still 
a long way from where they need to be. We now expect the 
OCR to reach a peak of 3.50% for this cycle, from our previous 
forecast of 3.00%. We detail the reasons behind this change 
in our quarterly Economic Overview, which we released earlier 
this week. 
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The second consideration was that the RBNZ’s change of tactics 
in the April review opened the door for larger OCR moves in 
the future. The April decision was described as “a stitch in 
time saves nine” – early action to get on top of inflation would 
reduce the risk of having to lift interest rates to an even higher 
level in the longer term. 

We agree with the reasoning behind this. There is 
understandably a concern about the impact that higher interest 
rates will have on highly indebted property owners, especially 
those who got into the market recently when interest rates 
were at their lows. But the RBNZ would do them no favours 
by going easy on them at first, then ultimately having to lift 
interest rates well above what was considered to be the 
pain threshold. 

The “stitch in time” approach is also consistent with the 
framework that the RBNZ laid out in a speech last September. 
That speech noted that the RBNZ would step up the pace when 
policy settings were a long way from where they needed to be, 
when the risks to the economy were becoming skewed one 
way, and when there was a meaningful risk of not meeting its 
inflation and employment mandates over the medium term. 

While those conditions had arguably been met already by the 
time of the speech, the RBNZ then followed it with a string of 
25 basis point hikes at the next three policy reviews. Our view 
– admittedly with the benefit of hindsight – is that the gradual 
start to the tightening cycle has put the RBNZ behind the pace, 
and some catching up will be needed over the coming months. 
The RBNZ rightly notes that it recognised the need for action 
sooner than most of its overseas peers, but at the end of the 
day it won’t be judged on relative performance. 

Details.
In its February Monetary Policy Statement, the RBNZ projected 
the cash rate to peak at around 3.4%, reaching that mark in 
2024. The April policy review didn’t include a full forecast 
round, but the RBNZ indicated in its statement that it was 
comfortable with that peak, but would aim to get there sooner. 
In other words, the expected peak would have been higher if 
the RBNZ hadn’t decided to step up the pace of hikes. 

There’s been plenty of data on the local economy since the April 
review, but it’s mostly been along the lines of confirming what 
was already suspected, rather than providing any new shocks. 
Firstly, consumer prices rose 1.8% in the March quarter, lifting 
the annual inflation rate to a fresh 30-year high of 6.9%. That 
was higher than the RBNZ expected at the time of the February 
MPS. However, all of the surprise was on the tradables side, 
including the surge in oil prices that followed the Russian 
invasion of Ukraine. 

The RBNZ has emphasised inflation expectations in its recent 
statements, with its primary concern being that the current 
surge in inflation could become embedded in local price- and 
wage-setting behaviour. The latest survey of expectations for 
inflation two years ahead was little changed at 3.3%. Perhaps 
it’s a relief that it didn’t go higher, given that it tends to respond 
to the most recent inflation print. Nevertheless, it’s still well 
outside the 1-3% target range over the time horizon that’s most 
relevant to current policy settings.

The RBNZ also won’t be pleased that longer-term inflation 
expectations are moving further above the 2% midpoint of the 
target. The February MPS was quite deliberate in its language 
that inflation “will return towards the 2 percent midpoint over 
coming years.” Businesses seem unconvinced (the household 
survey is released later today), which means the RBNZ will need 
to back up its words with action. 

The March quarter surveys showed that the labour market 
remains tight. The unemployment rate stayed at a record low 
of 3.2%, and wage growth was a touch higher than the RBNZ 
forecast. More importantly, they confirmed that higher inflation 
has made its way into wage setting, and once that pattern 
becomes established it can be difficult to remove. 

It hasn’t been one-way traffic on the economic news though. 
Firstly, house prices have now fallen for five months in a row, as 
higher mortgage rates have weighed on what homebuyers are 
willing to pay. That will be neither surprising nor unwelcome, 
but it is proceeding a little faster than the RBNZ assumed. 

Some of the recent overseas developments could also give 
pause for thought. World growth forecasts have been revised 
down substantially over the last few months, reflecting the 
ongoing consequences of the Russia-Ukraine conflict. And 
lockdowns in China to contain the spread of Omicron are 
having a major, albeit temporary, impact on demand for 
New Zealand’s exports. 

One other global development is less persuasive. There has 
been a sharp drop in global interest rates in the last week 
or so, as financial markets have belatedly begun to consider 
that higher interest rates will have real consequences for the 
economy. But for a central bank, the consequences are the 
whole point of doing it. The RBNZ is unlikely to be scared off by 
the thought that monetary policy works. 

All up, we think that recent developments will leave the RBNZ’s 
OCR forecasts much as they were described in April: a peak 
similar to the 3.4% that was projected in February, but with a 
faster pace of tightening to reach that point sooner. Financial 
markets are already factoring in a more aggressive tightening 
profile along these lines, including a 50bp move next week, so 
we wouldn’t expect to see much movement in interest rates or 
the New Zealand dollar after the announcement. 
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