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MNI POV (Point Of View): White Herons To Raise OCR 
 
The RBNZ made it abundantly clear that they were ready to raise the OCR in August. The sole reason for the MPC 
standing pat was the renewed outbreak of Covid-19 and the ensuing implementation of strict countermeasures on 
the eve of their policy review. Although swathes of New Zealand’s economy remain in a straitjacket, Governor Orr 
and his colleague Hawkesby explicitly said that the Reserve Bank would likely retain hawkish bias even if the 
outbreak persists, albeit policy normalisation may proceed slower than the emergency policy loosening delivered in 
the early days of the pandemic. 

 
Speaking with Bloomberg shortly after the August 
MPC meeting, the Governor set the bar high for the 
Committee to change their tack. Orr stressed that 
October is “a live meeting” and it would take “a 
significant shock to demand” to push the MPC off 
their planned course of tightening policy. He 
provided some clarity on the Committee’s current 
assessment of their policy priorities, noting that the 
“single worst thing” that could happen would be for 
inflation expectations to become deanchored and 
surge well past the mid-point of the target range. 
 
Assistant Governor Hawkesby poured more fuel on 
hawkish RBNZ wagers by confirming that 

policymakers “actively considered” a double-barrel 50bp OCR hike at their last meeting and decided against 
interest-rate action due to communication challenges rather than economic risks. Hawkesby helped convince the 
market that the MPC were all set to pull the trigger on policy tightening and stressed that the Committee’s decision 
on monetary policy “aren’t going to be tightly linked to Covid and whether we’re in lockdown or not.” 
 
Data released since the August MPS have been testament to the ongoing need to tighten policy. The GDP report 
for Q2 showed that New Zealand’s economy was at full steam before lockdown threw some sand into its gears. 
The quarterly growth rate of +2.8% Q/Q was stronger than expected by any of the analysts surveyed by Bloomberg 
(median est. was +1.1% Q/Q) and considerably better than forecast by the RBNZ (+0.7% Q/Q). 
 
High-frequency indicators captured the fallout from curbs on activity, but while taking a hit, the economy showed 
some surprising signs of resilience. The manufacturing sector plunged into contraction, as evidenced by a slump in 
BusinessNZ Manufacturing PMI, but the employment sub-index remained in expansion, likely reflecting 
expectations of a fairly imminent rebound in activity. 
 
Sentiment gauges painted a similar picture. ANZ 
Consumer Confidence Index fell to its lowest level in 
a year, but inflation expectations remained elevated. 
Meanwhile, ANZ Business Confidence changed very 
little over the implementation of lockdown measures, 
while ANZ economists highlighted “remarkably 
robust” forward-looking indicators. None of these 
monthly sentiment indicators signalled anything 
resembling a “significant shock to demand.” 
 
The freshest piece of data available to the MPC is 
NZIER’s Quarterly Survey of Business Opinion. The 
Reserve Bank closely watch NZIER’s QSBO and use 
it to support their own economic estimates. The survey showed that businesses’ assessment of the economy 
turned negative in Q3, even as demand held firm after a particularly strong Q2. The report suggested that firms are 
still looking to hire in the next quarter. It also pointed to early signs of impending moderation in inflation pressures, 
but it would be premature to act on this signal before it is corroborated by other surveys. 
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It seems evident that momentum was building in the economy as New Zealand headed into lockdown, the jobs 
market remains tight, labour shortages are acute, while concerns over inflationary pressures continue to linger. As 
a result, the RBNZ are widely expected to deviate from their usual practice of timing their policy moves to coincide 
with MPS meetings and seem poised to deliver the first rate hike in seven years this week. 
 
That being said, Assistant Governor Hawkesby recently quelled speculation that the Reserve Bank could still opt 
for an aggressive 50bp hike. The official noted that when “there is a typical amount of uncertainty, and the risks are 
evenly balanced, then central banks globally tend to follow a smoothed path and keep their policy rate unchanged 
or move in 25 basis point increments.” He used the metaphor of a white heron (as opposed to a hawk or dove) to 
describe the essence of the Reserve Bank’s least regrets approach – taking bold steps in response to sudden 
shocks and treading cautiously when risks even out. 
 
New Zealand Cabinet are also becoming white herons when it comes to managing the outbreak of Covid-19. 
Despite the detection of new cases in the Waikato, which entailed a snap lockdown in parts of the district, Prime 
Minister Ardern announced that New Zealand will gradually phase out its Covid-19 elimination strategy and shift 
emphasis to vaccinating the population. This new approach should allow for a gradual return to normalcy, following 
aggressive steps taken in response to the initial outbreak. The RBNZ will be in an even better position to implement 
their cautious approach towards policy normalisation now that it is in sync with the government’s approach to 
coronavirus containment. 
 
For the RBNZ, the prospect of gradual economic reopening may provide another incentive to start returning 
monetary policy settings to neutral levels, most likely in standard-sized increments. In the light of signals that the 
economy is showing relative resilience amid severe limitations on activity, the Reserve Bank have no reason to 
drop their hawkish bias. Justifying a stand-pat decision would pose an immense communication challenge, 
something which policymakers sought to avoid last time. There is a minor risk of an outsized 50bp OCR hike but 
the RBNZ have suggested that their preference is to take a more gradual path.  



 

4 | P a g e  
Business Address – MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB 

 

RBNZ August Monetary Policy Review Announcement 
 
The Monetary Policy Committee agreed to retain the current stimulatory level of monetary settings, keeping the 
Official Cash Rate (OCR) at 0.25 per cent for now. Today’s decision was made in the context of the Government’s 
imposition of Level 4 COVID restrictions on activity across New Zealand.  
 
The Committee will assess the inflation and employment outlook on an ongoing basis, with a view to continue to 
reduce the level of monetary stimulus over time so as to best meet their policy remit. This follows the recent halting 
of additional government bond purchases under the Large Scale Asset Purchase (LSAP) programme in July.   
 
Global monetary and fiscal settings remain at accommodative levels, supporting international spending and 
investment. Rising vaccination rates across many countries have provided economic impetus. The rise in activity 
has continued to support demand and prices for New Zealand’s export commodities. 
 
However, the need to reinstate COVID-19 containment measures in some regions highlights the serious health and 
economic risks posed by the virus. Persistent and elevated health risks are promoting ongoing global supply chain 
disruptions, and are acting to constrain productive capacity and prolong inflationary pressures. Today’s re-
introduction of Level 4 restrictions to activity across New Zealand is a stark example of how unpredictable and 
disruptive the virus is proving to be. 
 
The Committee noted that the New Zealand economy had rebounded more strongly than most countries, with less 
domestic disruption caused by COVID-19 to date. Employment is currently at or above its maximum sustainable 
level, and consumer price inflation expectations remain anchored near 2 percent, the midpoint of the target range.   
 
Recent data for the New Zealand economy suggest demand is robust and the economic recovery has broadened, 
despite some weakness persisting in the sectors most exposed to international tourism. Household spending and 
construction activity are at high levels and continue to grow, and business investment is responding to increased 
demand. 
 
Capacity pressures are now evident in the economy, particularly in the labour market where job vacancies remain 
high despite the recent decline in unemployment and underemployment. Wages are rising consistent with the tight 
labour market conditions. 
 
Broader inflation pressures are being accentuated in the near-term by one-off price rises such as higher oil prices, 
and temporary factors such as supply shortfalls and higher transport costs. Near-term consumer price inflation is 
expected to rise above the Committee’s target range before returning towards the 2 percent midpoint around mid-
2022. 
 
The Committee agreed they are confident of meeting their inflation and employment remit with less need for the 
existing level of monetary stimulus. However, the Committee remains alert to the supply disruptions that COVID-19 
can create, and the dampening effect this can have on confidence. House prices are also above their sustainable 
level, heightening the risk of a price correction as supply increases. 
 
The Committee agreed that their least regrets policy stance is to further reduce the level of monetary stimulus so as 
to anchor inflation expectations and continue to contribute to maximum sustainable employment. They agreed, 
however, to keep the OCR unchanged at this meeting given the heightened uncertainty with the country in a 
lockdown. 
 
 
Summary Record of Meeting 
 
The Monetary Policy Committee discussed economic developments since the May Statement. The Committee 
noted that the global economy has continued to recover, supported by rising vaccination rates in many countries, a 
gradual relaxation of mobility restrictions, and continued monetary and fiscal support. 
 
The Committee noted the considerable uncertainty that exists regarding the longer-run impacts of COVID-19, 
particularly with the emergence of new variants. Globally, periods of health-related mobility restriction are likely to 
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continue for some time, creating ongoing short-term economic disruptions, supply cost pressures, and lower 
productive capacity.   
 
The Committee agreed that in New Zealand the recent economic data suggest domestic demand is robust and that 
the economic recovery has broadened in recent months. While weakness still persists in sectors most heavily 
exposed to international tourism, activity in most industries now exceeds pre-COVID levels. 
 
Domestic economic activity has been underpinned by strong household spending, high levels of construction, and 
strong demand for New Zealand’s commodity exports. Recent data has also shown a pick-up in business 
investment, which broadens the base of aggregate demand and suggests businesses are responding to emerging 
capacity constraints. 
 
The Committee noted uncertainty related to the emergence of new cases of COVID-19 in the community and the 
move back into Alert Level 4. The reinstatement of the Government Wage Subsidy Scheme and COVID-19 
Resurgence Support Payments is expected to significantly buffer the loss of income associated with the lockdown. 
 
The Committee agreed that capacity constraints were building in the economy. Pressures are particularly acute in 
the labour market, where job vacancies remain high alongside declines in unemployment. Falling 
underemployment provides a greater level of confidence that spare capacity is being absorbed. Employment is 
assessed as being at or above its maximum sustainable level in the current environment. 
 
Wage inflation has increased in line with the tightening in the labour market, but the Committee expressed 
uncertainty about whether higher wage growth will be sustained. 
 
The Committee noted that capacity constraints are contributing to rising headline inflation. Mirroring global 
developments, inflationary pressure in New Zealand has been accentuated in the near term by one-off factors such 
as higher oil prices, and temporary factors such as supply shortfalls and rising transport costs. This is expected to 
push inflation above 4 percent in the near-term, before returning towards the 2 percent midpoint of the target band 
from mid-2022. Medium and long-term inflation expectations remain anchored at 2 percent. 
 
The Committee reflected that experience over the past 12 months has provided more confidence about the 
resilience of domestic demand in the face of health-related restrictions. The Government Wage Subsidy proved 
effective in supporting domestic incomes and providing job security through periods of lockdown, which has 
enabled a rapid recovery in consumer spending. This scheme has been rapidly reinstated in light of the current 
lockdown. While some households suffered income losses and accumulated debt, many households retain a larger 
buffer of savings, which could provide ongoing support to consumption. 
 
The Committee acknowledged that restrictions on the movement of people across the New Zealand border will only 
be removed gradually, and subject to ongoing health-related uncertainty. However, they also agreed that, to date, 
increased domestic spending has provided a significant offset to the loss of international tourism earnings. The 
closure of the border has also reduced international labour mobility, creating capacity shortages in some industries 
that have traditionally been reliant on migrant labour. 
 
In light of this experience, members expressed caution about the level of remaining supply capacity in the New 
Zealand economy. The economic disruption caused by the ongoing global health issues has increased skill 
mismatches, which has likely reduced maximum sustainable employment in the near term. The Committee 
discussed the risk that the productive capacity of the economy is lagging domestic demand, which could lead to 
more persistent inflation pressure. 
 
The Committee discussed the current, and risk of future, outbreaks of COVID-19 in New Zealand, and how 
monetary policy should respond. The Committee agreed that fiscal policy (government spending and transfer 
payments) has proved to be a very effective tool to respond to any immediate reduction in demand in the event of 
outbreaks. A monetary policy response may be required if a health-related lockdown has a more enduring impact 
on inflation and employment. 
 
As required by their Remit, members assessed the impact of monetary policy on the Government’s objective to 
support more sustainable house prices. The Committee noted the Reserve Bank’s assessment that the level of 
bank lending restrictions to help mitigate the financial stability risks associated with unsustainable house prices. 
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The Committee noted that a number of factors are expected to weigh on house prices over the medium term. 
These include strong house building, slower population growth, changes to tax settings, and the ongoing impacts of 
tighter bank lending rules. Rising mortgage interest rates, as monetary stimulus is reduced, would also constrain 
house prices to a more sustainable level.  Members expressed uncertainty about how quickly momentum in the 
housing market will recede and noted a risk that any continued near-term price growth could lead to sharper falls in 
house prices in the future. 
 
The Committee reiterated that the OCR is currently the preferred tool to adjust the level of stimulus in the economy. 
The principles governing the suite of monetary policy tools will continue to guide their use. In line with those 
principles, the Funding for Lending Programme (FLP) will remain in place under its current terms until the 
drawdown window expires next year. The Committee directed staff to develop an operational strategy to help 
inform decisions regarding the management of Government and Local Government Funding Agency (LGFA) bonds 
purchased under the Large Scale Asset Purchase (LSAP) programme, consistent with the Committee’s desired 
stance of policy and supporting the functioning of markets. 
 
The Committee discussed the stance of monetary policy. Members noted that they now had more confidence that 
rising capacity pressures will feed through into inflation, and that employment is at its maximum sustainable level. 
Members concluded that they could continue removing monetary stimulus, following their decision to halt additional 
purchases of Government bonds under the LSAP programme at their July meeting. 
 
The Committee discussed the merits of an increase in the OCR at this meeting and considered the implications of 
alternative sequencing of OCR changes over time. The Committee agreed that their least regrets policy stance is to 
further reduce monetary policy stimulus to reduce the risk that inflation expectations become unanchored. However 
in light of the current Level 4 lockdown and health uncertainty the Committee agreed to leave the OCR unchanged 
at this meeting. 
 
On Wednesday 18 August, the Committee reached a consensus to: 

• Maintain the OCR at 0.25 percent; 

• Direct staff to develop an operational strategy to inform decisions on the management of Government and 
LGFA bonds purchased under theLSAP programme; and 

• Maintain the existing Funding for Lending Programme conditions.  
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RBNZ August MPS – Key Forecast Variables  

 
 
 
 

 
Source: RBNZ 
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Sell-Side Analyst Views 
 
ANZ 

• It’s a weird old time for the New Zealand economy. Momentum and confidence is strong, but about 40% of 
the economy is caught in a straitjacket. However, the RBNZ has made it clear that they do not view 
lockdowns as a reason not to hike the OCR, and stressed in the days following the August Monetary Policy 
Statement that it considered the on-hold decision to be a short delay, not a cancellation of hikes. 

• The RBNZ set the bar high for the COVID outbreak to derail hikes, saying it would need to be clear it was a 
net demand shock, which in turn required a sustained drop in business sentiment. So what’s happened? 
Business sentiment has not only not stayed down – it barely fell at all! The preliminary ANZ Business 
Outlook for September showed very little difference between pre- and post-lockdown, or Auckland versus 
the rest of the country, for the forward-looking indicators. It’s a picture of remarkable resilience and 
confidence that normal service will shortly resume. 

• Meanwhile, inflation pressures remain intense. Headline inflation, core inflation, inflation expectations, 
pricing intentions, wage growth, indicators of capacity constraints, anecdotes of supply bottlenecks both in 
New Zealand and overseas, strong consumer willingness to spend, and not least the stonking Q2 GDP 
outturn all point to an economy that is experiencing sustained inflation pressures that could become 
embedded unless the RBNZ acts to head them off. 

• And act they will. We continue to expect follow-up 25bp hikes in November, February, May and August 
next year, taking the OCR to 1.5%. The RBNZ’s expectation is that they’ll keep right on going beyond that, 
given their view that an OCR under 2% is still adding fuel to the economic engine. 

 
ASB 

• Six weeks ago, with inflationary pressures hot and the labour market close to capacity, we predicted that 
the RBNZ would lift the OCR for the first time in seven years at its August Monetary Policy Statement. In 
the event, New Zealand’s lurch back up to Alert Level 4 changed the landscape and the Bank decided to 
hold its fire. Still, the Statement made it clear the Bank had been planning to hike. It revised its view to 
show annual inflation peaking north of 4% this year, stated employment was ‘at or above’ its maximum 
sustainable level and declared the ‘least regrets’ stance was to ‘further reduce monetary stimulus.’ 

• There’s still an awful lot of uncertainty around, but the RBNZ will still view lifting the OCR as the ‘least 
regrets’ approach. The latest pre-lockdown data have confirmed the economy maintained significant 
momentum heading into lockdown, business survey data look resilient, and experience tells us the 
lockdown is unlikely to dampen soaring cost pressures. Certainly, the NZ border doesn’t look any closer to 
opening and relieving labour market tightness or capping wages. 

• There’s a lot we still don’t know – like whether the length of the current restrictions will lead to more 
scarring than we’ve previous seen. But the prudent approach is to tighten monetary policy slowly, rather 
than keep waiting. The RBNZ shares that view, given Assistant Governor Christian Hawkesby’s comments 
last week about moving in 25bps increments. Accordingly, we expect a 25bps OCR hike next week, and at 
the November and February meetings. 

• Once again, we emphasise that interest rates are set to remain very low in an historical context. Indeed, we 
foresee the terminal OCR (1.5%) as lower than the RBNZ does. On the retail front, we think fixed mortgage 
rates will largely remain south of the 5% mark over the coming few years. In short, plan for higher interest 
rates in relatively short order, but put away the shell suits and the shoulder pads – we’re not heading for an 
80s throwback any time soon. 

 
Bank of America 

• With NZ already at full-employment (unemployment at 4.0%), rising wage and price pressures and strong 
GDP growth (+2.8% in 2Q and we expect average growth above 6% this year) the Reserve Bank of New 
Zealand's (RBNZ) 'least regrets' policy means addressing price and financial stability concerns is the 
current key focus for policy. As the Bank includes sustainable house prices in its remit, there is more 
pressure for the hiking cycle to start next week. Indeed, the RBNZ would have likely hiked last month were 
it not for a Delta outbreak the day before the board meeting. House prices have continued to rise despite 
fiscal and regulatory measures. 

• The RBNZ's pre-emptive stance is consistent with our view that the Bank will lift rates by 25bp and will 
follow up with another hike in Nov. Expectations for a more aggressive 50bp hike had increased following 
the strong 2Q GDP data on the back of strong consumption as borders were temporarily opened to a travel 
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bubble (tourism exports +63%). Yet it is clear that data in 3Q will be impacted by Delta lockdowns. A new 
round of macro-prudential measures to reign in house lending will commence from 1 Nov. 

• The RBNZ stands ready to respond "to the environment, risks and uncertainties - the starting point of the 
economy, the balance of risks, and the threats to achieving our key aims of low and stable inflation and 
maximum sustainable employment."1 Inflation resulting from capacity constraints, full employment and 
supply disruptions also looks like to remain for longer and contrary to the RBA's outlook. The August RBNZ 
forecast update assumed a cash rate above 2% by 2024. 

 
Barclays 

• We expect 1) a 25bps RBNZ hike at the MPR meeting, 2) for the LSAP to remain on pause and 3) FLP 
retained. We expect the Bank to adopt a measured approach to hikes as COVID uncertainties linger. The 
biggest surprise would be the Bank NOT hiking, given inflation is well above target, employment is at or 
above max sustainable levels, and growth is well above potential. 

 
Citi 

• The RBNZ is likely to raise the OCR from 0.25% to 0.5% at its policy meeting on October 6 this week. A 
hike of 0.5% is our sub-scenario with low probability, although we think the chance is larger than currently 
priced in by the rates market. No rate hike is our risk scenario, and we ascribe a subjective probability of 
less than 5% to it. The RBNZ will likely send a relatively hawkish message, which will allow NZD to 
rebound to the 50-day moving average of around 0.701 shortly. However, a sustained recovery is not likely 
now given the pessimistic market environment that has resulted from the fragile US and Chinese stock 
markets. 

 
Goldman Sachs 

• Several RBNZ communications following the August meeting - including Assistant Governor Hawkesby's 
speech recently - have all reiterated the RBNZ's hawkish bias. Fundamentally, there have been 
developments in both directions since the August meeting. On the dovish side, despite the swift and strict 
lockdown the Delta outbreak in Auckland has not been completely eliminated, and there remains the 
possibility that Auckland will remain under Level 3 restrictions after next week given ongoing unlinked 
cases. 

• On the hawkish side, Q2 GDP was much stronger than expected - consistent with the RBNZ's view that the 
economy maintained strong momentum heading into the lockdown, while business sentiment has remained 
resilient despite the lockdowns - which bodes well for the post-lockdown recovery. Vaccination rates have 
also ramped up significantly, with 78% of NZ's eligible population receiving at least one dose. 

• Taken together, we expect the RBNZ to lift rates at the October meeting by +25bp to 0.5. We expect the 
tone of the meeting to be moderately hawkish, and expect the RBNZ to emphasize that given the NZ 
economy has navigated the COVID shock quite successfully to date, there is no longer the need for 
'emergency policy settings'. That said, we expect the RBNZ to highlight that the normalization of policy will 
likely be gradual, consistent with Assistant Governor Hawkesby's speech that "slow, small steps" will be 
taken. 

• On the MPS forecasts, we expect the RBNZ to downgrade Q3 GDP significantly and forecast a solid Q4 
and early 2022 rebound, but to highlight significant uncertainty. On the OCR track we expect the RBNZ to 
maintain its August guidance of two rate hikes in 2021 (implying another +25bp hike in November), and for 
rates to reach 2% by 2H2023. 

 
ING 

• Since leaving rates on hold at the August meeting, comments by Reserve Bank of New Zealand officials 
have strongly suggested we’ll see a 25bp rate hike this coming week. In August, a lockdown 
announcement in New Zealand kept policymakers from pulling the trigger on tightening, now there appears 
to be no more “excuses” to delay the first hike. The only key release since the August meeting was activity 
data for 2Q, which came in on the strong side and beat expectations. We had previously flagged some risk 
of a 50bp hike, but recent comments by Assistant Governor Christian Hawkesby clearly pointed at a more 
gradual rise in rates. 

• Markets are currently pricing in around 80% probability of a hike next week, and if the RBNZ delivers as we 
expect, we could see some moderate support for NZD. Markets will likely keep a close eye on the RBNZ 
outlook for the economy (especially in light of the recent Covid restrictions) to remain aligned with the 
Bank’s projections that currently see the policy rate reach 2% in late 2023. We’ll also see whether the 
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RBNZ signals it will tighten loan-to-value ratio (LVR) restrictions further with the aim of curbing housing 
inflation (which reached 27.8% YoY in September), although that should not prove enough to make 
markets doubtful that monetary tightening remains necessary. 

 
J.P. Morgan 

• The RBNZ meeting is expected to be more eventful than the RBA’s, even if action has been well-signaled 
by central bank officials. We and the consensus expect the RBNZ to follow through with a 25bp hike, after 
the Delta variant derailed a fully-priced hike at the last minute in August. 

• The committee stated back then that the decision to hike had effectively been made, and was held back 
only “for now” due to uncertainty arising from the economy entering lockdown the day before the meeting. It 
seems likely this hike was delayed not canceled, and October is almost 85% priced for a 25bp hike. That 
seems fair, given Assistant Governor Hawkesby’s recent speech certainly didn’t tee up the market for a 
catch-up 50bp move. Hawkesby did argue that optimal policy sometimes requires rapid gear changes, but 
it seems this was mostly a retrospective explanation of how the RBNZ back-flipped from an extreme dovish 
stance to early rate normalization over the last six months. 

• Since next week’s is a non-MPS meeting, the decision is likely to be somewhat skinnier on rhetoric than 
normal. There is no press conference, nor staff forecasts to refresh policy rate expectations into 2022. But 
we nevertheless expect the guidance will strongly suggest further hikes are likely, to deal with perceived 
risk of a continued overshoot on the inflation target, and ongoing capacity constraints. We look for hikes in 
November and February, then an extended period on hold at 1%, considerably less than current pricing. 

 
Kiwibank 

• The RBNZ is set to hike the cash rate by 25bps to 0.5% at the Monetary Policy Review on Wednesday. A 
hike would be the first in 7 years. We know from post-MPS speeches and media appearances from RBNZ 
officials that the Monetary Policy Committee was all set to pull the trigger on a rate hike back in August. 
The announcement of lockdown on the day prior to the MPS torpedoed the move. 

• Since the August MPS we have learnt that the economy took significant momentum into lockdown. 
Supercharged GDP growth of 2.8% was recorded in the June quarter. Business confidence surveys 
recorded during lockdown have shown remarkable resilience in firms' own activity, employment, and 
investment intentions. All signs suggest we may pass the current delta disruption, and the economy will 
bounce back rapidly. Covid aside, labour shortages, supply-chain and capacity issues all point to rising 
inflation well above the RBNZ's 2% target midpoint. And the housing market has continued to flash red with 
record price growth - although recent restrictions and speed limits point to a slowing market ahead. 

• Looking ahead we expect this week's rate hike will be the first in a series of hikes towards 1.5% and 
possibly higher. As signalled by RBNZ Assistant Governor Christian Hawkesby, a least regrets approach 
will be one with "considered steps". We expect 25bp hikes will be delivered in October, November, 
February and May, with the OCR reaching 1.50% by the middle of next year. We expect a considered 
pause around 1.5%. Although the RBNZ is signalling a continuation to 2% in 2023. 

 
NZIER 

• The Shadow Board has become divided over its views on what should happen with monetary policy at the 
October Monetary Policy Review. This is due to the ongoing lockdown in Auckland to contain the COVID-
19 community outbreak and heightened uncertainty over the economic outlook. 

• Shadow Board members in the business community highlighted the negative impact of the latest lockdown 
on businesses, with small to medium businesses hit particularly hard. This led to some Shadow Board 
members calling for monetary policy to be left unchanged at the upcoming meeting. 

• In contrast, other Shadow Board members continued to see tightening of monetary policy as appropriate 
given the intense inflation pressures in the New Zealand economy. These inflation pressures reflect both 
strong demand and acute supply pressures. Besides the increase in broader inflation pressures, some 
Shadow Board members also highlighted the surge in asset prices that have resulted from monetary policy 
being too loose. 

• Overall, while the views of the Shadow Board favour a tightening in monetary policy, there was a more 
cautious tone relative to August. How the latest COVID-19 community outbreak evolves, and beyond that, 
the Government’s plans for the relaxation of restrictions will be a key influence on the economic and 
inflation outlook in New Zealand. 
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TD Securities 

• We expect 1) a 25bps RBNZ hike at the MPR meeting, 2) for the LSAP to remain on pause and 3) FLP 
retained. We expect the Bank to adopt a measured approach to hikes as COVID uncertainties linger. The 
biggest surprise would be the Bank NOT hiking, given inflation is well above target, employment is at or 
above max sustainable levels, and growth is well above potential. 

 
Westpac 

• With the economy running hot and inflation pressures rising, the Reserve Bank was clearly on the way to 
delivering an interest rate hike at its August Monetary Policy Statement. A fresh outbreak of Covid-19 
forced it to take evasive action at the last minute. But this was only ever likely to be a delay to the RBNZ’s 
plans, and at next Wednesday’s review it will attempt to stick the landing this time. 

• We expect the RBNZ to increase the Official Cash Rate by 25 basis points to 0.50%, with a signal of more 
to come in the following months. The RBNZ won’t be publishing new forecasts this time, but we would 
expect the statement to at least endorse the August projections, which showed the OCR rising to around 
2% by late 2023. This would be widely expected, and bang in line with current market pricing. 

• In past weeks, markets had been leaning towards the possibility of a 50 basis point move – as indeed they 
had ahead of the August review. That was further inflamed by the whopper 2.8% rise in June quarter GDP, 
showing that the economy was running well ahead of forecast prior to the current Covid lockdown. 

• Market pricing receded after a speech by RBNZ Assistant Governor Hawkesby, which appeared to 
advocate for a more cautious approach. Last year, in the depths of the pandemic and with the risks skewed 
to the downside, bold action was warranted. But today, with more known about the economic impact of 
lockdowns, and the risks seen as more two-sided, central banks can return to their normal practice of 
moving in small, steady steps. 

• That still doesn’t rule out a 50 basis point move at some point. If the RBNZ judged that demand in the 
economy was coming from a much stronger starting point than expected, or that ‘transitory’ inflation 
pressures were becoming more persistent, it could decide that it needed to move faster. Indeed, Hawkesby 
had previously said that the Monetary Policy Committee seriously considered a 50 basis point hike in 
August – presumably following the same framework. 

• However, we think that ongoing Covid risks warrant a more cautious approach than the RBNZ showed in 
its initial post-August comments. The common wisdom is that this lockdown will play out in the same way 
as previous ones: activity will be suppressed for a short period, restrictions will be lifted, demand will 
quickly rebound, and the RBNZ will be back to facing the same pressures as before. But that’s not a given. 
As we’ve seen elsewhere, the Delta variant has proven much trickier to rein in, and our vaccination rate is 
still a long way from where it needs to be to provide effective levels of protection. Indeed, we made these 
points back in July – before the latest outbreak – and they will remain a consideration over the coming 
months. 
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MNI Policy Team Insights 
 
MNI STATE OF PLAY: COVID Complicates RBNZ Rate Hike Prospect 
 
By Lachlan Colquhoun  
 
SYDNEY (MNI) - The Reserve Bank of New Zealand meets on Wednesday with expectations of an interest rate 
hike, but with a chance the central bank could delay the beginning of its tightening cycle because of ongoing 
pandemic restrictions. 
  
The RBNZ was poised to lift rates from the record low of 0.25% at its August meeting, but an outbreak of the Delta 
strain of the coronavirus on the eve of the meeting saw the decision deferred and rates were left on hold. 
  
The bank has been transparent since then that an overheating NZ economy requires cooling, with annual inflation 
now at 3.3% and house prices soaring by more than 20% over the last year. 
 
The RBNZ has a macroprudential mandate and has moved to cool the housing market by increasing loan-to-value 
ratio levels for property market borrowers, but this may not be enough to cool the housing market in the short term. 
  
--PANDEMIC UNCERTAINTY 
  
The resurgence of the pandemic, however, and a change of policy from the NZ government from "COVID Zero" to 
living with the virus, has introduced an element of uncertainty as lockdown restrictions have continued. 
  
Prime Minister Jacinda Ardern on Monday announced a gradual relaxation of restrictions but gave no date for a full 
exit from lockdown. 
  
Before the August outbreak the central bank was expected to raise rates by 25 basis points, with some 
expectations of either a 50-basis point hike or two rate rises this year to take the Official Cash Rate to 1.0%. 
  
At the last meeting, RBNZ Governor Adrian Orr said there is a "clear direction" to tighten monetary policy, but it is 
"time to pause while we observe the outcomes of the next few days and weeks." In its statement, the RBNZ said 
that under its "least regrets" policy stance it was inclined to "further reduce the level of monetary stimulus" to 
control inflation and contribute to sustainable employment. 
  
Former RBNZ officials have been among the most hawkish on the prospects of an October rate hike. 
  
--NEXT MEETING IN NOVEMBER 
  
The RBNZ will not release a Monetary Policy Statement at Wednesday's meeting, and usually times changes in 
policy settings with the release of statements. 
  
In normal circumstances this would suggest that the bank would leave rates on hold tomorrow, but the current 
circumstances are not normal. 
  
If the RBNZ decides to leave rates on hold tomorrow while it awaits the timetable on full economic re-opening its 
next opportunity to act will be in late November. 
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MNI INTERVIEW: RBNZ To Hike 25bps, Former Official 
 
By Lachlan Colquhoun 
 
SYDNEY (MNI) - A former leading Reserve Bank of New Zealand official said that the central bank will move ahead 
with a 25-basis point rate hike on Wednesday and could follow up with another increase in November. 
  
Grant Spencer, a former RBNZ Deputy Governor who left the central bank in 2018 after 11 years, told MNI in an 
interview that despite some uncertainty over the length of pandemic restrictions he believed the RBNZ would move 
to tighten policy on Wednesday. 
  
"Clearly we are on the way out of lockdown, even though Auckland is Level 3, but we now have the roadmap to 
open up and they really do have to look forward," Spencer said. "All the indicators are pointing towards tightening." 
  
--ECONOMY RUNNING HOT 
  
Spencer said the underlying economy was still "running hot" with employment above its maximum sustainable 
level, core inflation above 2% and a booming construction sector. 
  
He expected the economy to rebound strongly as restrictions were lifted and spending increased from pent up 
demand. 
  
In terms of the RBNZ decision, he said the central bank would increase the Official Cash Rate from the current 
0.25% by 25 basis points, but also be looking to the trajectory over the coming year and "thinking about continuous 
increases." 
  
"It would be bold for them to be going the 50 basis points tomorrow, but they will be thinking about future increases 
and what is needed if these strong conditions continue to prevail," Spencer said. 


