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Lift off into a stormy flight path 

Summary 

 As expected, the RBNZ raised the Official Cash Rate (OCR) 25bp to 0.50% 

today. The tone acknowledged downside risks and concentrated lockdown 

pain, but emphasised the robustness of the medium-term outlook. 

 Risks around growth (particularly near term) are to the downside, but 

inflation risks are to the upside. That’s awkward – and a global theme. 

 Our OCR forecast continues to be follow-up hikes in November and 

February, and then a cautious series of hikes taking the OCR to 1.5% by 

August next year.  

 As has been the case for some time, the risks are skewed towards 

something coming along to derail the RBNZ’s hiking cycle before its 

completion, despite extremely strong inflation pressures.  

One under the belt 

Today’s Review can be summed up in one quote: 

“The current COVID-19-related restrictions have not materially changed the 

medium-term outlook for inflation and employment since the August 

Statement.” 

We could leave it there, really. But for those interested in a little more nuance, 

the RBNZ noted that the reasons for this were 

 household and business balance sheet strength; 

 ongoing fiscal policy support; and 

 the strong terms of trade. 

Robust business sentiment was noted, as well as the vigorous bounce that 

followed restrictions last time. In this environment, “immediate relative price 

shocks risk leading to more generalised price rises.” 

The RBNZ could have sounded more ‘dovish’ today. The pain Auckland 

businesses are going through warranted a mention, but clearly isn’t seen as 

significant enough to derail momentum. There are other downside risks than 

just the local COVID outbreak, with the downside risks to global growth also 

mentioned. We concur. Global risk appetite is also looking wobblier, and this 

could have implications for things like funding costs and confidence. Indeed, 

global risks, along with the COVID outbreak and the potential for a harder-

than-intended landing in the housing market, is why the risks in our view are 

skewed towards the RBNZ simply running out of runway before completing 

their hiking cycle, despite what are very strong inflation pressures. 

But the fact that COVID is, on net, inflationary was highlighted:  

“With regard to the stance of monetary policy, the Committee noted that the 

current restrictions are creating a different set of policy challenges than in 

2020. Demand shortfalls are less of an issue than the economy hitting capacity 

constraints given the effectiveness of Government support and resilience of 

household and business balance sheets. While some capacity bottlenecks are 

likely to be short term, there is a risk that these become more persistent as we 

transition to a COVID-19 endemic state of the world.”
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That sets the bar high for not continuing with hikes through this outbreak as 

long as momentum appears robust. 

The RBNZ had to hike today: following the August pause they pretty much 

said that they’d be hiking today unless the Earth was hit by a meteorite. Not 

delivering today would likely have caused market pricing for any future hikes 

at all to collapse, potentially leading to unwelcome lower mortgage rates. It 

also would have led to accusations of “crying wolf”. But as it happens, 

strategic considerations probably hardly got a look in. This was a more 

‘hawkish’ tone than it could have been, and very much suggests that the 

RBNZ found this to be a very straightforward decision. 

Our OCR forecast is unchanged; we continue to expect follow-up 25bp hikes 

in November, February, May and August, taking the OCR to 1.5%. But the 

world remains an uncertain place, and as the COVID outbreak drags on and 

probably spreads, future hikes may not be such a slam dunk. We can’t rule 

out that a more sustained hit to sentiment and confidence could be in the 

pipeline. But the RBNZ is going to keep going until they see the whites of the 

eyes of declining inflation pressures, and that seems a distant prospect here 

and now. 

In short, the COVID outbreak must make a follow-up November hike a much 

less certain proposition than otherwise. But there wasn’t much 

acknowledgement of that by the RBNZ today, and a follow-up hike remains 

firmly odds on.  

Market reaction 

Short-end rates popped a few points higher initially, which is logical given that 

the hike wasn’t completely priced in. Today’s commentary had a more certain 

tone to it than it might have, but the RBNZ gave themselves sufficient wiggle 

room to adapt to the situation as it evolves.  

By 2.30pm markets had moved to price in the OCR reaching 1.24% by May. 

That’s almost identical to our forecast (we expect it to be at 1.25% by then), 

but a lot still needs to go right for those hikes to be delivered and as such, we 

see the risks for short-end interest rates as biased mildly to the downside 

following today’s reaction. In particular, the COVID outbreak seems likely to 

get worse before it gets better. 

FX markets reacted quickly, with the Kiwi spiking around 25bps higher before 

retreating lower. Today’s OCR increase puts another 25bps of carry on the 

table for the NZD. That may not sound like much, but it is important against 

currencies like EUR and JPY, where cash rates are still negative and likely to 

remain that way for some time. However, if we do see forward expectations 

for the OCR adjust lower over coming weeks, that could begin to weigh on the 

NZD, especially against currencies like the USD and GBP, with the Fed and 

BoE both inching close to withdrawing stimulus. 

Monetary Stimulus Further Reduced – Official Cash rate raised 

to 0.50 percent 

The Monetary Policy Committee agreed to increase the Official Cash Rate 

(OCR) to 0.50 per cent. Consistent with their assessment at the time of the 

August Statement, it is appropriate to continue reducing the level of 

monetary stimulus so as to maintain low inflation and support maximum 

sustainable employment. 

The level of global economic activity has continued to recover, supported by 

accommodative monetary and fiscal settings, and rising vaccination rates 

enabling a relaxation of mobility restrictions. While economic uncertainty 

remains elevated due to the prevalent impact of COVID-19, cost pressures 
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are becoming more persistent and some central banks have started the 

process of reducing monetary policy stimulus. 

New Zealand’s public health settings are also evolving as domestic 

vaccination rates rise. The higher the vaccination rate, the less virus-related 

disruption there will be to New Zealand’s economic activity over coming 

years. 

The current COVID-19-related restrictions have not materially changed the 

medium-term outlook for inflation and employment since the August 

Statement. Capacity pressures remain evident in the economy, particularly 

in the labour market. A broad range of economic indicators highlight that 

the New Zealand economy has been performing strongly in aggregate. 

While the economy contracted sharply during the recent nationwide health-

related lockdown, household and business balance sheet strength, ongoing 

fiscal policy support, and a strong terms of trade provide confidence that 

economic activity will recover quickly as alert level restrictions ease. Recent 

economic indicators support this picture. 

However, the Committee is aware that the latest COVID-19 restrictions have 

badly affected some businesses in Auckland and a range of service 

industries more broadly. There will be longer-term implications for economic 

activity both domestically and internationally from the pandemic. 

Headline CPI inflation is expected to increase above 4 percent in the near 

term before returning towards the 2 percent midpoint over the medium 

term. The near-term rise in inflation is accentuated by higher oil prices, 

rising transport costs and the impact of supply shortfalls. These immediate 

relative price shocks risk leading to more generalised price rises. At this 

time, measures of core inflation and medium-term inflation expectations 

remain close to 2 percent. 

The Committee noted that further removal of monetary policy stimulus is 

expected over time, with future moves contingent on the medium-term 

outlook for inflation and employment. 

Summary Record of Meeting 

The Monetary Policy Committee discussed economic developments since the 

August Statement. The Committee noted that the level of global economic 

activity has continued to recover, supported by rising COVID-19 vaccination 

rates in many countries, a gradual relaxation of mobility restrictions, and 

continued monetary and fiscal support. However the near-term outlook for 

global growth has weakened somewhat due to the spread of the Delta 

variant, fuel shortages, and rising risks to the Chinese economy. 

Considerable uncertainty exists regarding the longer-run economic impacts 

of COVID-19. 

Global inflation has increased due to ongoing supply bottlenecks, resulting in 

higher costs. These supply disruptions and labour shortages are affecting 

productive capacity. At the same time demand is recovering causing 

pressure on prices. Global inflation has also been pushed higher in the near-

term by rising energy prices. In part this reflects transition costs associated 

with climate change. In response to signs that inflation pressures are 

becoming more persistent, some central banks have started the process of 

reducing monetary policy stimulus. 

The Committee noted that recent domestic economic data suggest that prior 

to the country re-entering lockdown in August, the New Zealand economy 

was starting from a strong aggregate position, and capacity pressures were 

building. The economy is expected to have contracted sharply as a result of 
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the recent COVID-related restrictions, although by less than the first 

national lockdown in the second quarter of 2020. 

The Committee noted that near-term growth will remain volatile, and will 

depend on the speed and extent to which public health restrictions are 

eased. However, the experience of last year suggests that timely 

Government support for business and jobs is effective at cushioning the 

near-term impact on economic activity. 

Early data suggest that business and consumer confidence remained robust 

during the latest lockdown. Some customer-facing businesses in Auckland 

and a range of service sectors are experiencing more acute stress. 

Reflecting the tightness of the labour market, firms have sought to hold on 

to employees, in some cases supported by wage subsidies. Employment 

opportunities appear to have remained firm. 

As in the global economy, rising demand alongside capacity constraints is 

contributing to higher domestic inflation. Cost pressure in New Zealand has 

been accentuated in the near term by higher oil prices, supply shortfalls and 

rising transport costs. This is expected to result in CPI inflation rising above 

4 percent in the near term, before returning towards the 2 percent midpoint 

of the target band over the medium term. Core inflation remains near the 

target mid-point. 

The Committee noted significant uncertainty about how changes to public 

health settings, border restrictions, and rising incidence of COVID-19 in the 

community will impact on economic outcomes as the response to the 

pandemic evolves. Achieving high vaccination rates will be crucial to 

reducing the ongoing disruption that COVID-19 has on people and the 

economy. 

The Committee agreed that there will be longer-term implications for 

economic activity both domestically and internationally from the pandemic. 

The Committee will be watching closely how the economy adjusts to the 

ongoing disruption from endemic COVID-19 and the balance of pressure on 

demand and supply. 

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 is that the 

level of house prices is currently unsustainable. Members noted that a 

number of factors are expected to constrain house prices over the medium 

term. These include a high rate of house building, slower population growth, 

changes to tax settings, and tighter bank lending rules. Rising mortgage 

interest rates, as monetary stimulus is reduced, would also constrain house 

prices to a more sustainable level. Members noted a risk that any continued 

near-term price growth could lead to sharper falls in house prices in the 

future. 

With regard to the stance of monetary policy, the Committee noted that the 

current restrictions are creating a different set of policy challenges than in 

2020. Demand shortfalls are less of an issue than the economy hitting 

capacity constraints given the effectiveness of Government support and 

resilience of household and business balance sheets. While some capacity 

bottlenecks are likely to be short term, there is a risk that these become 

more persistent as we transition to a COVID-19 endemic state of the world. 
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The Committee agreed that rising capacity pressures would feed through 

into inflation. Employment is expected to remain at around its maximum 

sustainable level. Members concluded that monetary policy stimulus will 

need to be reduced to maintain price stability and maximum sustainable 

employment over the medium term. 

The Committee agreed to further reduce the level of monetary stimulus at 

this meeting by increasing the Official Cash Rate (OCR) to 0.5 percent. The 

Committee noted that further removal of monetary policy stimulus is 

expected over time, with future moves contingent on the medium-term 

outlook for inflation and employment. 

On Wednesday 6 October, the Committee reached a consensus to increase 

the OCR to 0.5 percent. 

Attendees: 

Reserve Bank staff: Adrian Orr, Geoff Bascand, Christian Hawkesby,  

Yuong Ha 

External: Bob Buckle, Peter Harris, Caroline Saunders 

Observer: Caralee McLiesh 

Secretary: Chris Bloor 
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Last updated: 3 September 2021 

This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 
distributed. The opinions and research contained in this document are (a) not personal advice nor financial advice about any 
product or service; (b) provided for information only; and (c) intended to be general in nature and does not take into 
account your financial situation or goals.  

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and 
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Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand 
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out 
below. 

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant 
website (recipients).  

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ 
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.  

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for 
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or 

regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and 
services mentioned in this document may not be available in all countries. 

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this 
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice 
having regard to their particular circumstances.  

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does 
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of 

any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document. 

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless 
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price 

information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.  

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both 
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this 

document may not be suitable for all investors, and transacting in these products or services may be considered risky. 

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense 
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with 

this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any 
regulatory body or authority in any jurisdiction. 

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the 
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that 
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they 
or their customers may have or have had interests or long or short positions in the products or services described in this document, and 
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such 
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information 

barriers to control the flow of information between businesses within it and its Affiliates. 

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of 
interest. 

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking 
Group Limited (ANZ). 

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please or request 
from your ANZ point of contact.  

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by 
ANZ on a cross-border basis. 

Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request. This does not 

constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be relied 
in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or 
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that you 
are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our engagement. 

Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of ANZ 

Research is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile. 

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority 
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of 

our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New 
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible 
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA 
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial 
Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the 

FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details 
about the extent of our regulation by the PRA are available from us on request.  

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji 
investors must seek licensed professional advice should they wish to make any investment in relation to this document. 

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong 
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) 
regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.  
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India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it 

your name and place of printing.  

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its 
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities 
Transaction Law 2013). 

New Zealand. This material is for information purposes only and is not financial advice about any product or service. We recommend 
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provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market 
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in Oman 
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agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not 
market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities, products or 
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Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on 
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