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Economic Note

e The RBNZ lifted the OCR by 75bp and sounded extremely hawkish — including discussing a 100bp hike
e Rising inflation expectations have contributed to the added urgency
e From here we expect the RBNZ to lift the OCR by 75bp in February and 50bp in April

The RBNZ matched economists’ expectations with its 75bp hike. But the RBNZ’s stance was very hawkish, including
discussing the potential for a 100bp hike. The RBNZ saw even greater urgency to lift the OCR, noting “that the OCR
needs to reach a higher level, and sooner than previously indicated”.

The RBNZ’s OCR forecasts imply a peak of 5.5%, considerably ahead of market pricing prior to the meeting. From a
strong activity starting point the RBNZ is forecasting a recession next year: its focus is very much on getting inflation
under control, after being surprised by how resilient the economy has been to date.

From here we expect the RBNZ to hike the OCR by 75bp in February and by 50bp April, to a peak of 5.5% (from our
previous market-topping 5.25% forecast). We do note that our inflation forecasts are lower than the RBNZ’s in the
near term, so there is the risk that the RBNZ doesn’t quite get to 5.5%. But from the vantage point right now, the
RBNZ is demonstrating clear urgency. There is three months of time to pass until the next decision, and the data flow
will give a steer on whether continued urgency will remain appropriate in February.

The RBNZ has received a clear message from the data, and in turn given out a clear message that it is even more
“resolute” to get on top of inflation. It has wielded the big stick of a 75bp OCR increase, discussed the merits of an
even larger 100bp stick, and talked tougher about the need to get on top of inflation. Subtly has been tucked away
for the summer.
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These comments explain the aggressive OCR outlook and
why the RBNZ has forecast inflation to return to the 1-
3% target band just after mid-2024. To achieve that
outcome, the RBNZ has forecast a period of shallow
contraction in the economy in 2023 that follows a period
of solid growth driven by the resilient household sector,
supportive fiscal settings and the opening of the NZ
border. The RBNZ has made an explicit trade-off of
reducing demand in order to tame inflation — and reduce
the chance of elevated inflation expectations making the
job of taming inflation even harder than it already is and
exerting an even bigger cost on the economy. Although
the RBNZ discussed that productivity improvements and
other supply-side improvements would help to reduce
inflation pressures, it wasn’t expecting material support
from the supply side.

The published OCR track was revised up to a 5.5% peak
in the second half of 2023, well above the 4.1% peak in
the August MPS. Backing out the decisions by each
meeting suggests that after the 75bp November hike (to
4.25%), a sequence of 50bp hikes will be delivered in
early 2023 (February, April and potentially May). After
peaking at 5.50% in mid-2023, OCR cuts are then flagged
from August 2024 with the OCR ending the projection
period at 4.25%.

The MPS projections are consistent with our forecasts
but, in the spirit of increasingly front-loading policy
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tightening, we now expect a 75bp February 2023 hike (instead of 50bp) and have kept our 50bp hike call for April,
with the OCR to peak at 5.50%. We still expect OCR cuts from later in 2024, but this remains conditional on the
inflation outlook. RBNZ OCR projections have increasingly come around to this view.

The meeting record made reference to “the persistence of inflationary pressures resulting in a higher short-term

nominal neutral interest rate”. The RBNZ had previously
indicated that it was going to revisit its estimates of the
neutral OCR by February 2023. This comment suggests
the RBNZ has started to (implicitly at least) factor in a
higher neutral rate into its projections (currently around
3% according to our estimates versus the 2% used in the
August MPS), which could partially explain the RBNZ's
higher-than-expected OCR forecast track.

The RBNZ's job clearly isn’t done yet in our assessment,
and according to the RBNZ’s own forecasts. We have
tweaked our forecast to expect a slightly more
frontloaded rate hike profile. Itis by no means certain
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the RBNZ will hike by that amount again. But, given the long wait until the February 22 MPS announcement date and
the RBNZ’s added urgency, it seems the more likely outcome at this point in time.

It is of course going to be the data that influences what the RBNZ are likely to do. There will be Q4 CPI inflation data
(January 25), Q4 unemployment/wages (February 1) and all-important Q1 2023 inflation expectations data (RBNZ
survey on February 14) to influence the decision.
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Disclaimer

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice. We believe that the
information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are
subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank
Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any
person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this
document. Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are
subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent
or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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