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MNI POV (Point Of View): Another 50bp Hike In Store 
 
There is broad consensus that the RBNZ will raise the Overnight Cash Rate by 50bp in the fifth consecutive move 
of that magnitude, pouring more cold water on domestic price pressures at this week’s interim (non-MPS) Monetary 
Policy Review. The absence of a fully-fledged statement with updated forecasts and of a press conference with the 
Governor creates a conducive backdrop for the Committee to keep tightening monetary conditions at a fast clip. 
The forward-looking paragraphs of the statement will provide most interests, as the market remains on the lookout 
for any signs of imminent moderation in the Reserve Bank’s hawkish resolve. 

 
The case for adjusting the OCR higher to 
the tune of 50bp this week remains strong, 
with inflation pressures still elevated. It is 
too early to declare that the tide has turned 
on that front, even as the latest Monetary 
Policy Statement predicted that price 
growth would slow from here. Even if 
inflation really is starting to plateau, there 
is no convincing evidence of any sustained 
let-up in price pressures. Recent survey 
data showed that consumer inflation 
expectations “appear stuck around 5%” 
(ANZ-Roy Morgan Consumer Confidence) 
and data on pricing intentions suggest that 
“inflation pressures are easing at a snail’s 
pace” (ANZ Business Outlook). 
 

The slump in the kiwi dollar’s 
exchange rate is making the RBNZ’s 
task all the more urgent. The risk-
sensitive NZD has shed ~16.5% 
versus the greenback this year alone, 
while New Zealand’s trade weighed 
index last sits 67.9, its lowest point 
since the outbreak of the COVID-19 
pandemic. The TWI is also 
comfortably below the 71.7 level, 
pencilled in by the RBNZ in its most 
recent set of economic projections for 
the entire forecast horizon. A weaker 
exchange rate amplifies imported 
inflation, testing the RBNZ’s resolve in 
enforcing its price stability mandate.  
 
The labour market remains extremely 
tight, resulting in relatively resilient consumer spending. The quarterly Labour Force Survey and high-frequency 
indicators testify to that claim, as finding labour remains firms’ top concern. Clearly, the RBNZ is yet to witness the 
kind of adjustment in demand that would bring inflation under control.  
 
With employment still above its maximum sustainable level and price pressures dangerously above the RBNZ’s 
tolerance band, we align with consensus in calling for a 50bp hike to the OCR this week. The latest GDP outturn 
beat market expectations and fell roughly in line with the RBNZ’s forecast, reinforcing expectations that the RBNZ 
will stick to aggressive monetary tightening as a path of least regrets. 
 
One of the trailblazers of the global wave of monetary tightening, the Reserve Bank will eventually slow its rate 
increases. In a recent speech, Governor Orr recognised that the tightening cycle is “very mature, it’s very 
advanced,” even as the central bank still has “a little bit more to do before we can drop to our normal happy place, 
which is to watch, worry and wait for signs of inflation up or down.” 

The shaded region represents the RBNZ’s inflation target range. 
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Concerns about headwinds to growth will eventually resurface, especially if the housing market continues to cool at 
pace. Any hints of this shift in focus will provide the main highlight of this week’s policy review. While the Bank itself 
charted an OCR track implying a terminal rate of ~4.1%, expectations are building that the MPC will need to deliver 
more tightening to meet its remit. 
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RBNZ August Monetary Policy Review Announcement 
 
The Monetary Policy Committee today increased the Official Cash Rate (OCR) to 3 percent from 2.5 percent. The 
Committee agreed it remains appropriate to continue to tighten monetary conditions at pace to maintain price 
stability and contribute to maximum sustainable employment. Core consumer price inflation remains too high and 
labour resources remain scarce. 
 
Global consumer price inflation has continued to rise, albeit with some recent reprieve from lower global oil prices. 
The war in Ukraine continues to underpin high commodity prices, with global production costs and constraints 
further exacerbated by supply-chain bottlenecks due to the ongoing COVID-19 health challenge. The outlook for 
global growth continues to weaken, reflecting the ongoing tightening in global monetary conditions.  
 
In New Zealand, domestic spending has remained resilient to global and local headwinds to date. Spending levels 
are supported by a robust employment level, continued fiscal support, an elevated terms of trade, and sound 
household balance sheets in aggregate. 
 
However, production is being constrained by acute labour shortages, heightened by seasonal and COVID-19 
related illnesses. In these circumstances, spending and investment continues to outstrip supply capacity, and wage 
pressures are heightened. A range of indicators highlight broad-based domestic pricing pressures. 
 
Committee members agreed that monetary conditions needed to continue to tighten until they are confident there is 
sufficient restraint on spending to bring inflation back within its 1-3 percent per annum target range. The Committee 
remains resolute in achieving the Monetary Policy Remit. 
 
 
Summary Record of Meeting 
 
The Monetary Policy Committee discussed developments affecting the outlook for inflation and employment in New 
Zealand. Consumer price inflation is currently too high and labour remains scarce. The Committee agreed to 
continue increasing the Official Cash Rate (OCR) at pace to achieve price stability and to support maximum 
sustainable employment. The Committee is resolute in its commitment to ensure consumer price inflation returns to 
within the 1 to 3 percent target range. 
 
The Committee judged that the global economic outlook has weakened since May, reflecting tightening financial 
conditions, ongoing geopolitical tensions, and continued disruption to global supply of goods and services. The war 
in Ukraine has put upward pressure on global commodity prices, especially oil and food, and disrupted global trade. 
Lockdowns in some Chinese cities to combat the spread of COVID-19 has contributed to supply-chain bottlenecks 
and shipping times and costs remain elevated.  
 
Inflation is at the highest level in many decades in most advanced economies, due to disrupted and curtailed global 
supply coupled with a strong recovery of demand following the disruptions and uncertainties caused by earlier 
phases of the pandemic. Most central banks are raising interest rates, in many cases at a much faster pace than 
has been seen in recent history. Higher interest rates abroad have placed downward pressure on New Zealand’s 
exchange rates, making our imports more expensive while supporting exporter returns.  
 
Developments in the New Zealand economy were discussed by the Committee. Demand has remained resilient to 
global and domestic headwinds to date. However, output is being constrained by the disrupted global supply of 
goods and services and acute labour shortages, made worse by high levels of sickness from COVID-19 and other 
illnesses.  
 
Members discussed the outlook for domestic demand. Residential construction activity has been strong, but the 
Committee discussed downside risks to future construction activity, with some construction firms reporting a fall in 
forward orders. Business surveys and direct reports from businesses suggest a more general slowing in business 
activity in the coming months. However, inbound international tourism is recovering from a low base and that is 
expected to provide some offset to weaker domestic spending. 
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Household balance sheets on the whole are strong, but higher interest rates and rising costs of living are putting 
pressure on household finances, and are expected to reduce household spending and house prices. House prices 
have steadily dropped from high levels since November last year, and are expected to keep falling over the coming 
year towards more sustainable levels.  
 
Production capacity pressures remain. In particular, labour shortages are a major constraint on business activity. 
Wage growth has continued to pick up in line with tightness in the labour market, and there is some evidence from 
discussions with businesses that firms are increasing wages more frequently. However, hourly wage rates are 
rising more slowly than inflation. The Committee was encouraged by recent declines in survey measures of inflation 
expectations, but remains alert to the risk of a more pronounced change in wage and price setting behaviour. 
 
The Committee discussed the outlook for fiscal policy, and noted upside risks to overall government spending due 
to the rising cost of delivering government services.  
 
The Committee expects some easing of the rate of inflation in the near term due to falling petrol prices and 
stabilisation in international shipping costs. However, inflation pressures have broadened and measures of core 
inflation have increased. Nevertheless, inflation is expected to return to the Committee’s 1-3 percent target range 
by the middle of 2024, but this will require a better balance between supply and demand.  
 
The Committee discussed changes in the level of commercial bank cash balances held at the central bank. Noting 
current high levels, the Committee discussed the factors influencing those balances, including the Large Scale 
Asset Purchases (LSAP) and Funding for Lending programmes (FLP). Both of these programmes provided 
monetary stimulus through lowering longer-term interest rates.  
 
The Committee noted that the volume of commercial bank lending is determined by several factors including 
customer demand for loans, banks’ perception and appetite for risk, and prudential requirements on banks’ capital, 
cash and other liquid assets and funding. The LSAP and FLP programmes did support bank funding and liquidity 
positions, but there is no evidence that this is currently having a direct impact on lending activity over and above 
their impact on interest rates. Credit growth is modest in the context of rising interest rates. Settlement cash 
balances will gradually reduce as the Reserve Bank sells back government bonds to the government as the LSAP 
programme is unwound. 
 
The drawdown window of the FLP will expire in early December, and some further usage of the programme is 
expected in the coming months. In total, the programme will fund no more than 6 percent of bank lending. The 
programme has lowered funding costs for banks, which has contributed to lower lending rates for borrowers and 
provided additional stimulus to the economy while the OCR was low. However, the Committee sets policy to 
achieve the overall desired level of monetary conditions, and has offset the impact of the FLP with a higher OCR as 
monetary policy stimulus has been removed. The Bank’s experience using monetary policy instruments such as 
LSAP and FLP will be reviewed as part of the five-yearly Review and Assessment of the Formulation and 
Implementation of Monetary Policy. 
 
The Committee discussed the possibility that neutral interest rates may be higher. For example, market-based 
estimates of neutral nominal interest rates have increased over the past year. Staff will be undertaking further work 
to review their estimates.  
 
The Committee agreed that further increases in the OCR were required in order to meet their Remit objectives, and 
discussed the appropriate pace at which to raise rates. The Committee discussed whether more rapid increases 
could improve the credibility of the inflation target and reduce the risk of a significant increase in inflation 
expectations. However, the Committee agreed that maintaining the recent pace of tightening remains the best 
means by which to meet their Remit.  
 
The Committee noted that a number of central banks had increased interest rates by more than 50 basis points 
recently, but that most of these countries had started increasing interest rates later than New Zealand did and were 
often starting at a lower level of interest rates.  
 
The Committee agreed that domestic inflationary pressures had increased since May and to further bring forward 
the timing of OCR increases. The Committee agreed to continue increasing the OCR until it is confident that 
monetary conditions are sufficient to maintain expectations of low inflation in the longer term and bring consumer 
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price inflation to within the target range. The Committee viewed this strategy as consistent with achieving their 
primary inflation and employment objectives without causing unnecessary instability in output, interest rates and the 
exchange rate. 
 
On Wednesday 17 August, the Committee reached a consensus to increase the OCR to 3 percent from 2.5 
percent. 
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RBNZ August MPS – Key Forecast Variables  

 
 

 
Source: RBNZ 

  



 

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

 

Sell-Side Analyst Views 
 
ANZ (+50bp) 

• We expect the RBNZ will raise the Official Cash Rate (OCR) 50bp to 3.50% at its Monetary Policy Review 
(MPR). The RBNZ made it clear at the August Monetary Policy Statement that it strongly intends to raise 
the OCR by 50bp at the October and November meetings before sitting back over the long summer break 
to assess. The data since then has provided no compelling reason to diverge from that plan. All up, we 
expect a reiteration of the messages from the August MPS: the labour market is stretched, downside 
growth risks exist, but the RBNZ is committed to getting inflation down, and while they’ve already done a 
lot, the RBNZ stands ready to respond to developments as they occur. As you were. 

 
ASB (+50bp) 

• The RBNZ will continue firing the big guns to combat inflation, with another 50bp OCR increase on October 
5th. Events since the August Monetary Policy Statement have been near enough in line with the RBNZ’s 
outlook to have the RBNZ stick to its least-regrets stance of moving swiftly. The key messages this time 
should, therefore, remain similar to August’s: that the RBNZ will keep lifting the OCR until it is “confident 
there is sufficient restraint” in place, and it is “resolute” in meeting its remit. Beyond October, we expect a 
further 50bp increase in November and a final 25bp lift in February. Market pricing is for an even higher 
peak than the 4.25% we are forecasting, which is appropriate given the skew of risks. 

 
Barclays (+50bp) 

• We continue to expect a 50bp hike by the RBNZ, but expect this to be the last 50bp increase before it shifts 
lower to 25bp hikes. The bank’s focus remained on inflation at the last meeting with its forecast OCR path 
showing an aggressive hiking cycle. However, we think downside risks to growth will become more evident 
by the time of the next meeting and expect the bank to move away from 50bp hikes then. 

 
BNZ (+50bp) 

• The October 5 Monetary Policy Review (MPR) should be a fairly close approximation of the August 
Monetary Policy Statement. We expect a 50 basis point rate increase to be delivered with confirmation of 
the same again in November. There is no need to contemplate a move in excess of 50 basis points 
because the RBNZ already leads the global tightening race, and, with 3.50% penned in for October, will 
already have contractionary settings. The main point of interest is whether the Bank provides any hint of 
evolution in its view as to where interest rates might go in 2023. We don’t expect any definitive shift in 
stance from its August Monetary Policy Statement. The Bank might appear a tad more hawkish in reflecting 
on the weakening currency and, in so being, crystallize market views of further rate hikes in the New Year. 
Then again it could highlight the downside risks to global growth and take the peak off the market’s current 
view of the terminal NZ cash rate (namely one approaching 5.0%) 

 
Citi (+50bp) 

• Citi Economics looks for a 50bps hike at the meeting, and don’t plausibly consider the risk of a 75bp hike at 
this meeting. However, they have lifted their terminal OCR from 3.75% to 4.25% and they have pushed out 
the timing for a change to smaller OCR increases from November 2022 to February 2023. We now expect 
+50bps to be delivered on 23 November 2022 and a final +25bp OCR increase on 22 February 2023. 

 
Goldman Sachs (+50bp) 

• Looking to the October meeting, we expect the RBNZ to hike by 50bp in line with consensus. Since the 
August meeting, domestic data has generally printed to the stronger side of expectations – at least at the 
headline level. GDP growth was stronger than expected in Q2, although compositionally it was somewhat 
softer amid a pullback in domestic demand. Labour market indicators continue to hold up, with monthly 
payrolls growing ~+0.4%mom each month over the past few months. Business surveys have also 
stabilized although they remain at a low level, while the housing market continues to soften as expected. 
Overall we see little reason for the RBNZ to change policy stance on the back of domestic data at this 
point. On forward guidance, we expect the RBNZ to keep its guidance broadly similar to the August 
statement for now (“it remains appropriate to continue to tighten monetary conditions at pace to maintain 
price stability and contribute to maximum sustainable employment”), although we see risks to both 
directions. Looking beyond this week's meeting, we expect the RBNZ to hike by another 50bp in November 
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before stepping down to 25bp in February next year, taking the OCR to 4.25% - and see risks skewed 
towards more tightening being needed in 2023. 

 
J.P. Morgan (+50bp) 

• There hasn’t been much to disturb the RBNZ’s narrative from the August Statement. The standard 
procedure between MPSs (this week’s decision is only an MPR) is to treat the last statement’s forecasts as 
still the best representation of the committee’s outlook. Incremental data has been supportive of this, at 
least on face value, as 2Q GDP came in close to forecast. Although there is plenty of evidence that policy 
has gained broad traction (consumption growth is negative year on year, while credit growth and house 
prices are falling faster than projected), the RBNZ is judging success also solely according to inflation. The 
board will continue to tighten until it is “confident” of achieving the target over the medium-term. We expect 
the next CPI result will start this process, as annual inflation is likely to fall by around 1%-pt, and the lags 
suggest house price inflation should be weighing heavily on core into 2023. For now though, the committee 
is likely to deliver a 50bp hike, which is slightly more than 100% priced. In our view this will be the second 
last move of the cycle. 

 
Kiwibank (+50bp) 

• On Wednesday October 5th the RBNZ is set to hike the cash rate by another 50bps to 3.50% - the fifth 
consecutive 50bp hike. And they will most likely follow up again in November with yet another 50bp hike to 
4%. Aggregate demand remains too high relative to the Kiwi economy’s ability to meet it. Supply-side 
factors such as chronic staff shortages, and delays in deliveries of materials are keeping productive 
capacity constrained. A continued tightening of monetary conditions remains justified, for now. We believe 
the RBNZ is gaining significant traction in their monetary tightening. Many mortgagees are rolling off very 
low rates and onto much higher rates in the next 3-6 months. Unfortunately, the RBNZ needs to see this 
pain in households before they are confident they’ll beat inflation back down to 2%. And inflation is a 
problem that refuses to back down. 

 
NZIER (+50bp) 

• The broad view amongst the Shadow Board is that the Reserve Bank of New Zealand should raise the 
official cash rate (OCR) by another 50 basis points to 3.50 percent at the upcoming October meeting. Only 
one member does not recommend such a large increase due to concerns about business and consumer 
confidence and the increasing cost of finance. Shadow Board members highlighted that domestic 
constraints, particularly labour, are keeping inflation high. 

 
RBC (+50bp) 

• We expect the RBNZ to raise rates 50bp at this week’s meeting, taking the OCR to 3.5%. Last month’s 
MPS struck a hawkish note with the RBNZ noting the need to continue tightening policy “at pace”, and 
lifting its OCR track estimate for terminal to 4.1%. With the key Q2 GDP release coming in at a strong 1.7% 
q/q, we see little reason for the RBNZ to slow the pace of rate hikes at this week’s meeting. Instead, key 
will be any signals the RBNZ gives about the pace of tightening at subsequent meetings. 

 
Scotiabank (+50bp) 

• The RBNZ is expected to hike by another 50bps to an official cash rate of 3.5%. Both markets and 
consensus are aligned. August’s forward guidance points toward a 4-handled peak with markets upping the 
pricing partly since the Fed meeting. On September 26th, Governor Orr noted that while “we still have 
some work to do” they still believe that the “tightening cycle is very mature.” Fair enough, this central bank 
started hiking before most others along with the Bank of Korea and some LatAm central banks and has 
now hiked by a total of 275bps. Much like the RBA, however, the RBNZ has watched its currency slide 
since the Fed pulled the curtains back more aggressively; the NZ$ has depreciated by almost a dime this 
year despite the RBNZ’s aggressive tightening. 

 
TD (+50bp) 

• Employment is above sustainable levels and Q2 GDP handily beat expectations. We think the RBNZ needs 
to bring the OCR well above 4% to cool demand in line with supply, so as to ease inflation pressures. 
Markets will watch if the RBNZ retains its forward guidance of tightening "at pace" for any indication of a 
step down to 25bps hikes. 

 
Westpac (+50bp) 
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• We’ve revised up our forecast of how high the Official Cash Rate will need to go in the Reserve Bank’s 
battle against inflation. We now expect a peak of 4.5%, compared to our previous forecast of 4%. Recent 
developments have pointed to further upward pressure on inflation over the medium term. In particular, 
we’ve made some significant downward revisions to our exchange rate forecasts, which suggest that the 
imported component of inflation won’t recede as quickly as we thought. Meanwhile, the local economy has 
so far proven to be a little more resilient than expected to the impacts of higher interest rates. With the 
OCR currently at 3%, New Zealand’s monetary tightening cycle is now well advanced. But a 4.5% peak still 
implies a substantial amount of work left to do, and with little time to waste. We expect the RBNZ to reach 
this point with a 50 basis point hike at Wednesday’s review, followed by another 50 basis points at each of 
the next two reviews in November and February. The changes to our OCR and exchange rate forecasts 
will have consequences for our broader views on economic activity and inflation. 


