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What next for the RBNZ? 
The three-month gap between Reserve Bank policy reviews 
has been a rollercoaster ride for forecasters and markets, 
and even now there’s a significant degree of uncertainty 
around which direction the RBNZ might take. We set out 
our thinking in a note last week, and the flurry of economic 
data since then hasn’t really shifted the balance.

Back in its November Monetary Policy Statement, the 
RBNZ surprised almost all with the threat of further 
tightening in 2024 if inflation pressures didn't recede fast 
enough. Central to their thesis was concern that domestic 
inflation pressures, including wage growth, were taking 
longer to adjust than expected; that migration was putting 
a floor under demand at the time when policy was trying 
to increase excess capacity; that the housing market was 
showing signs of resurgence; and that fiscal policy might 
not do enough to assist the disinflation process.

Having said that, the November Statement did not hint 
at a potential tightening as soon as its February meeting. 
The RBNZ’s forecasts implied the potential for action 
later in 2024, motivated by risks associated with migrant-
driven demand for housing. Some market participants 
and commentators concluded that the less-than-
imminent timeframe meant that the RBNZ’s rhetoric was 
an empty threat, aimed at managing speculation about 
OCR cuts this year, although we didn’t.

Developments following the November Statement moved 
the market’s thinking further away from the RBNZ’s 
message. The GDP report for the September quarter was 
substantially weaker than expected, and growth over the 
preceding year was also revised down sharply from what 
was first reported. At this point we removed our forecast 
of a further OCR hike in 2024, while noting that the RBNZ 
would still be wary of taking the brakes off too soon.

Markets were also especially moved by the weakening in 
traded goods, airfares and food shown in the selected 
price indices for December. We were less impressed as 
these were always going to fall in the near term; whether 
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Key data and event outlook

Date Event

28 Feb 24 RBNZ Monetary Policy Statement and OCR

13 Mar 24 NZ selected price indexes, February

19 Mar 24 RBA Monetary Policy Decision and SMP

20 Mar 24 FOMC Meeting (Announced 21 Mar NZT)

21 Mar 24 GDP, December quarter

27 Mar 24 Govt to release Budget Polict Statement

9 Apr 24 QSBO business survey, March quarter

10 Apr 24 RBNZ Monetary Policy Review

12 Apr 24 NZ Selected price indexes, March

1 May 24 NZ labour market statistics, March quarter

1 May 24 RBNZ to release Financial Stability Report

1 May 24 FOMC Meeting (Announced 2 May NZT)

7 May 24 RBA Monetary Policy Decision and SMP

13 May 24 NZ Selected price indexes, April
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now or in a quarter or two was of little consequence for 
the appropriate policy rate today. Hence, we were very 
sceptical when markets swung to expecting rate cuts 
as early as May 2024. We could see a case for an easing 
by August if things went very well, but the core view was 
that the OCR would need to stay at 5.5% in 2024 to lean 
against sticky inflation.

And as it turned out, recent developments have actually 
pointed to lingering persistence in underlying inflation 
pressures. While the December quarter CPI was below the 
RBNZ’s forecast, the key domestic inflation components 
were revealed to be markedly stronger than expected. 
That was followed by the labour market surveys 
which showed that employment and wage inflation 
are softening, but only at a slow rate. Finally, business 
confidence surveys have shown a lift in optimism and, 
more worryingly, in firms’ pricing intentions.

While some commentators and markets have jumped 
ship from “team easing” to “team tightening,” we still find 
ourselves somewhere in the middle. We think the "high for 
longer" strategy can still work, but the time is shortening 
to continue giving the data the benefit of the doubt. We 
are perhaps slightly more confident that the recent drop 
in headline inflation will allow for a return to the 1-3% 
target range before 2025. But progress could be slower 
beyond that, without a significant near-term easing in the 
labour market.

Hence, we expect another hawkish Statement later this 
month, that could potentially threaten policy tightening 
sooner than indicated last November. We see that as 
consistent with continuing with the “longer” strategy, 
while managing the risks that the current OCR might not 
deliver sufficient disinflation. And the prospect of OCR 
cuts will remain distant in the RBNZ’s projections.

Last week offered plenty of events that had the potential 
to tip the market’s thinking one way or another. In the end, 
though, it was a fairly mixed bag. First, RBNZ Governor 
Orr had two speaking engagements before the ‘blackout’ 
period ahead of the next Monetary Policy Statement. 
While these were keenly watched by the markets, it was 
really an outside chance that he might hint at a change 
in the RBNZ’s strategy. Both occasions proved to be fairly 
high-level and in line with their previous messaging.

The RBNZ’s survey of inflation expectations showed a 
decline over every time horizon, with the key two-year 
ahead measure falling to 2.5% – well within the RBNZ’s 
1-3% target range, though still some way from the 
midpoint. So while the RBNZ will be pleased with the 
direction of travel, the question remains whether it’s 
happening quickly enough for their tastes.

The housing market made a soft start to the year, with 
a very low number of sales and limited momentum in 
house prices. While January tends to be a quieter month 
anyway, sales were still down sharply in seasonally 
adjusted terms, and the average time to sell extended out 

to 45 days. The house price index was the odd one out, 
with a 1% rise for the month. However, the trend has been 
effectively sideways since September.

Retail spending picked up by 1.7% in seasonally adjusted 
terms in January, although that followed a similar-sized 
drop in December. As with house prices, spending levels 
have effectively been tracking sideways for a while now.

Finally, the monthly price indices for January were 
broadly in line with what we expected. Food prices are 
easing (down 0.2% seasonally adjusted), as some of the 
shocks to food prices from last year are unwound. But 
the trend in rents remained firm, reflecting the renewed 
pressures on New Zealand’s housing stock from a rapidly 
growing population.

RBNZ Survey of Expectations 
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New Zealand retail spending growth has stalled 
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NZ selected monthly consumer prices
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Chart of the week.
The selected monthly price indices provide two measures 
of the trend in rents. First, Stats NZ estimates the average 
weekly rents on new tenancies using bond data, then uses 
this to model the average rents being paid on the entire 
rental stock. The latter measure is the one that enters the 
CPI, and it tends to evolve gradually over time. But the 
‘flow’ measure provides a signal about its future direction. 
The strong rise in rents on new tenancies at the moment 
suggests that the ‘stock’ measure will continue to creep 
higher in the months ahead. 

Monthly rents, stock vs flow 
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Fixed versus floating for mortgages.
With inflation dropping back, we don’t expect that the 
RBNZ will take the OCR higher. However, we still think OCR 
reductions are a way off. Fixing for a shorter term would 
provide borrowers with greater flexibility if mortgage rates 
fall later this year. However, for borrowers who favour 
certainty, at current fixed rates we see value in fixing for as 
long as two years. 

NZ interest rates 
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Global wrap
United States.
US markets were rocked by CPI data early in the week, 
with the core index rising a higher than expected 0.3% in 
January and so, disappointingly, leaving annual inflation 
steady at 3.9%. A large increase in housing-related prices 
contributed to this outcome. While these items carry less 
weight in the Fed’s preferred inflation metric (the core 
PCE deflator), the CPI outcome further dampened the 
market’s enthusiasm for pricing aggressive rate cuts. In 
other news, retail sales posted a sharper than expected 
0.8% decline in January while manufacturing production 
fell an unexpected 0.5%. Regional manufacturing surveys 
in Philadelphia and New York picked up from very weak 
levels in February, however. Looking ahead, following 
today’s President’s Day holiday, a quiet week for data and 
events will bring the release of the lates FOMC minutes, 
news on home sales and the flash PMI reports.

Europe.
Last week’s UK data proved to be a mixed bag. Labour 
market news was firmer than expected, with the 
unemployment rate falling to 3.8% (although very low 
survey response rates mean this data is being interpreted 
with caution). Retail spending rebounded in January from 
a very weak December print. However, GDP contracted 
by an unexpected 0.3% in Q4, leaving the economy 0.2% 
weaker than a year earlier. In addition, annual CPI inflation 
remained at 4.0% in January, which was a softer outcome 
than expected. The second estimate of euro area GDP 
growth confirmed that the economy was stagnant at the 
end of last year. This week the focus in Europe will be on 
key sentiment indicators, including the flash PMI readings 
for the euro area and the UK and various national business 
sentiment surveys in Germany, France and the UK.

Asia-Pacific.
Cooling inflation and a more optimistic outlook for 
interest rates helped lift Australian consumer sentiment 
to a 20-month high in February. However, business’ 
assessment of economic conditions dipped below the 
long-run average, and the unemployment rate increased 
a greater than expected 0.2pts to 4.1% - the highest rate 
since late 2021. This week, most interest in Australia will 
centre on the wage price index and the minutes from this 
month’s RBA Board meeting. In Japan, preliminary data 
pointed to an unexpected 0.1% contraction in GDP in Q4, 
coming on top of a 0.8% decline in Q3. This week Japan 
will print the latest international trade and flash PMI 
reports. Following the Lunar New Year holiday, the PBoC 
left its 1-year MLF rate steady at 2.5%. Chinese markets 
will reopen this week, but the next key domestic data 
release (PMIs) is not until 1 March.

Trading partner real GDP (calendar years)

Annual average % change

2022 2023 2024 2025

Australia 3.8 2.0 1.3 2.2

China 3.0 5.2 5.2 5.0

United States 2.1 2.5 2.6 1.3

Japan 1.0 2.0 0.9 0.9

East Asia ex China 4.5 3.4 4.1 4.2

India 7.2 7.0 6.3 6.5

Euro Zone 3.3 0.5 0.6 1.5

United Kingdom 4.1 0.4 0.5 1.3

NZ trading partners 3.3 3.4 3.4 3.4

World 3.5 3.3 3.3 3.1

Australian & US interest rate outlook

16-Feb Jun-24 Dec-24 Dec-25

Australia

Cash 4.35 4.35 3.85 3.10

90 Day BBSW 4.34 4.37 3.92 3.30

3 Year Swap 3.96 3.95 3.75 3.50

3 Year Bond 3.76 3.75 3.55 3.30

10 Year Bond 4.18 4.05 3.85 4.00

10 Year Spread to US (bps) -7 5 5 0

US

Fed Funds 5.375 5.125 4.375 3.375

US 10 Year Bond 4.15 4.00 3.80 4.00

US retail sales 
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UK GDP growth
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Financial markets wrap
Interest rates.
The surge in NZ swap rates over the past two week, 
driven by speculation the RBNZ could hike at its next 
meeting on 28 February, appears to have run its course, 
and we now expect a gradual reversal as markets adopt 
the path of least resistance which is downwards. The 2yr 
swap peaked at 5.26% - a high since late November, but 
is now at 5.16%, with potential to fall below 5.00% during 
the weeks ahead as speculation on the next RBNZ easing 
cycle remains the dominant theme in NZ rates markets. 

Market pricing still has a small (20%) chance of a Feb 
hike and a 40% chance of a May hike, but these could 
be unwound further if the Feb MPS remains on hold 
and delivers an OCR track which is little changed from 
November. Markets seem more confident about rate 
cuts, with a 100% chance of one priced by November 
2024. Our economists continue to expect a long period on 
hold, with easing to start in February 2025. 

This week’s NZ (and global) event calendar is light and 
unlikely to ruffle NZ rates markets much.

Foreign exchange.
NZD/USD remains confined to a month-old range 
(0.6040-0.6175), although there’s a glimmer of upside risk 
this week, such that 0.6175 could be tested. The US dollar 
has stalled over the past few days, despite stronger CPI 
and PPI inflation data.

RBNZ Governor Orr’s speech on Friday had little for 
markets, and there’s no major NZ (or US) event risk 
until the 28 Feb MPS. NZD has been one of the more 
resilient G10 currencies over the past two weeks, helped 
by positive NZ data momentum which briefly ignited 
speculation that a RBNZ rate hike is possible. 

Multi-month, we continue to see potential for a rise 
towards 0.6300. The justification for such a rise would 
be growing expectations that the RBNZ’s next easing 
cycle will start much later than the US Federal Reserve’s 
(our economists forecast June 2024 and February 
2025, respectively). Such a rise could present a hedging 
opportunity for NZ importers.

NZD/AUD’s recent break above its year-old range (at 
around 0.9350) did not extend last week, but retains 
potential to do so, which would target 0.9500 during 
the weeks ahead. NZ-AU yield spreads rose sharply over 
the past month, with further gains largely dependent 
on the outcomes of the next RBNZ and RBA decisions. 
Multi-month, we are bearish, given the fiscal and 
current account outlooks for AU and NZ are firmly in the 
AUD’s  favour.

Official Cash Rate forecasts 
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FX recent developments

Historical data F’cast

Spot 3mth range 5yr range 5yr avg Dec-24

USD 0.612 0.596-0.635 0.555-0.743 0.652 0.64

AUD 0.938 0.920-0.942 0.873-0.992 0.933 0.91

EUR 0.569 0.549-0.572 0.517-0.637 0.585 0.56

GBP 0.486 0.478-0.497 0.464-0.544 0.508 0.50

JPY 92.2 88.1-91.7 61.3-91.7 78.1 88.3



6 Westpac New Zealand Economics

The week ahead

NZ Global Dairy Trade auction, whole milk 
powder prices 
Feb 21, Last: 3.4%, Westpac f/c: –1.0% 
We expect whole milk powder prices (WMP) to fall by 1% at the 
upcoming auction. Prices fell by 2% at the recent pulse auction. 
The last auction was relatively strong, perhaps because of pre-
buying by Chinese buyers prior to the Lunar New Year holiday. 

We expect world dairy prices to remain relatively steady over 
the near-term. Growth in Chinese demand is expected to remain 
subdued, though in recent months this has been more than offset 
by strength in demand from other regions. 

The global milk supply is expected to grow only modestly. While 
conducive weather conditions continue to support production 
gains in New Zealand, tighter environmental regulations have 
driven a substantial drop in European milk production in 
recent months.

Whole milk powder prices 
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NZ Q4 retail spending (volumes) 
23 Feb, Last: 0.0%, Westpac f/c: –0.6%
Nominal retail spending levels were up 1.5% over the September 
quarter. However, that rise was entirely due to price increases. 
The volume of goods sold was unchanged. And with population 
growth running at multi-decade highs, that points to weak 
per- capita spending.

We expect that earlier softness continued through the December 
quarter. With nominal spending levels effectively flat over the 
quarter and prices continuing to push higher, we expect that 
the volume of goods sold was down 0.6%. Much of that is due to 
reduced spending on household durables (like appliances and 
furnishings) which has been squeezed by high interest rates.

Retail spending (including forecasts) 
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Economic and financial forecasts

Economic indicators Quarterly % change Annual % change

Sep-23 Dec-23 Mar-24 Jun-24 2022 2023 2024 2025

GDP (production) -0.3 0.1 0.0 0.1 2.4 0.7 0.3 1.6

Consumer price index 1.8 0.5 0.9 0.6 7.2 4.7 3.1 2.5

Employment change -0.2 0.2 -0.1 0.0 1.7 2.1 -0.2 1.2

Unemployment rate 3.9 4.0 4.3 4.6 3.4 4.0 5.1 5.2

Labour cost index (all sectors) 1.1 1.0 0.8 0.8 4.1 4.3 3.4 2.5

Current account balance (% of GDP) -7.6 -7.1 -6.5 -6.2 -8.8 -7.1 -5.2 -4.0

Terms of trade -0.6 -1.7 2.6 2.2 -4.2 -3.5 9.6 5.8

House price index 2.1 1.0 1.5 2.0 -11.2 1.0 8.0 6.4

Financial forecasts End of quarter End of year

Sep-23 Dec-23 Mar-24 Jun-24 2022 2023 2024 2025

OCR 5.50 5.50 5.50 5.50 4.25 5.50 5.50 4.50

90 day bank bill 5.66 5.65 5.60 5.60 4.26 5.65 5.50 4.50

2 year swap 5.53 5.28 5.10 4.95 5.10 5.28 4.50 4.00

5 year swap 4.90 4.84 4.70 4.60 4.67 4.84 4.40 4.10

10 year bond 4.87 5.09 4.85 4.70 4.31 5.09 4.60 4.25

TWI 70.6 70.8 71.7 71.5 70.8 70.8 71.1 69.5

NZD/USD 0.61 0.60 0.62 0.63 0.60 0.60 0.64 0.65

NZD/AUD 0.92 0.93 0.94 0.93 0.92 0.93 0.91 0.89

NZD/EUR 0.56 0.56 0.57 0.57 0.59 0.56 0.56 0.56

NZD/GBP 0.48 0.49 0.50 0.50 0.51 0.49 0.50 0.50

GDP growth 
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Westpac 
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Employment and wage growth 
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Consumer price inflation 
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Data calendar

Last Market 
median

Westpac 
forecast Risk/Comment

Mon 19

NZ Jan BusinessNZ PSI 48.8 – – Businesses continuing to report weak trading activity.

Jpn Dec core machinery orders –4.9% 2.5% – Slowdown in developed markets to keep orders weak.

US Presidents’ Day – – – Public holiday; markets closed.

Tue 20

Aus RBA February Minutes – – – Policy considerations and balance of risks in focus.

US Jan leading index –0.1% –0.3% – Likely to continue signalling below–trend growth. 

Wed 21

NZ GlobalDairyTrade auction (WMP) 3.4% – –1.0% Futures prices fall; may reflect lack of Chinese buyers.

Aus Jan Westpac–MI Leading Index 0.01% – – Momentum a little shakier in recent months?

Q4 WPI 1.3% 0.9% 0.9% Sept was boosted by min wage increase plus CPI indexation. 

Eur Feb consumer confidence –16.1 –15.8 – Rate hikes keep mood downbeat.

US FOMC January Minutes – – – Hints around the conditions necessary for policy easing.

Fedspeak – – – Bostic.

Thu 22

NZ Jan trade balance $mn –323 – –1000 Seasonal fall in exports to push the trade deficit higher.

Jpn Feb Jibun Bank manufacturing PMI 51.5 – – Foreign demand accounts for the slight positivity in...

Feb Jibun Bank services PMI 48.0 – – ... both services and manufacturing.

Eur Feb HCOB manufacturing PMI 46.6 47.0 – Demand is softening, both globally and locally...

Feb HCOB services PMI 48.4 48.7 – ... weighing on sentiment across both sectors.

Jan CPI %yr 2.8% 2.8% – Final estimate.

UK Feb S&P Global manufacturing PMI 47.0 – – Broad–based weakness reflects manufacturers’ caution...

Feb S&P Global services PMI 54.3 – – ... as services activity continues to rebound.

US Jan Chicago Fed activity index –0.15 – – Activity to remain below trend for some time.

Feb S&P Global manufacturing PMI 50.7 50.1 – Longevity of New Year sentiment bounce in question... 

Feb S&P Global services PMI 52.5 52.0 – ... as regional surveys highlight a weak backdrop.

Jan existing home sales –1.0% 5.0% – Low inventory keeps sales low.

Initial jobless claims 212k – – Likely to remain at a low to remain low, for now.

Fedspeak – – – Jefferson, Bowman, Harker.

Fri 23

NZ Q4 real retail sales 0.0% –0.2% –0.6% Financial pressures squeezing spending.

UK Feb GfK consumer sentiment –19 – – Highest level in two years, but still below pre–pandemic.

US Fedspeak – – – Cook, Kashkari, Waller.
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