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RBNZ Preview: A 25bp hike but peak rate
of 5.50% looks hard to reach

We expect the Reserve Bank of New Zealand to hike by 25bp to 5.0%
this week and to maintain a hawkish tone, which can support NZD. The
slower pace of tightening is warranted by external and domestic
downside risks to the economy and a lower inflation outlook. These
same factors make us doubt that the 5.50% peak rate (projected by
the RBNZ) will be reached

Growth and housing outlook is grim

New Zealand's GDP dropped by 0.6% in the last quarter of 2022, greater than what the RBNZ had
projected in its latest statement. Additionally, with disruptions from the North Island storms, we
expect GDP growth and inflation to be negatively impacted in the first half of 2023.

The housing market has also continued to deteriorate. Prices fell by 1% in February, a much
greater decline compared to previous months, and the Reserve Bank expects prices to decline even
further. When looking at Corelogic’s latest sales volumes, we see transactions in the past 12
months (as of February 2023) are at their lowest levels in over 40 years due to tightening lending
conditions and the cost of living squeeze.
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In conjunction with the housing market slump, 50% of the existing fixed mortgage loans are due to
be repriced within the next 12 months - the RBNZ will need to tread carefully given the substantial
rise in mortgage rates. With the increasing risk of households facing difficulty in servicing their
debts, and the labour market expected to soften over time, we believe there's only so much room
left for the RBNZ to continue hiking.

25bp look likely this week, but 5.50% peak rate is hard to
achieve

No inflation or jobs figures have been released since the February meeting. But considering near-
term risks are on the downside - both due to the recent financial turmoil and the impact of
weather events in NZ - and that recession is looming over New Zealand, we think the RBNZ will
slow the pace of tightening and hike the policy rate by 25bp, to 5.0%.

The NZD OIS curve is pricing in exactly 25bp this week, another 25bp hike by the July meeting
(5.25% peak rate), followed by around 30bp of cuts by February 2024. The latest RBNZ projections
(released in February) signal a 5.50% peak rate, and we have long highlighted how the
deteriorating domestic picture and the strong chance of a faster-than-expected drop in inflation
suggest the RBNZ may not reach that level at all.

While waiting for more evidence on the inflation, jobs and economic fronts, the RBNZ may
continue to hold a hawkish stance. The Bank will only issue a statement this time, without
new rate or economic projections, so a reiteration that policy rates still need to rise would
be enough to keep rate expectations supported. We think this may be the preferred course
of action for now for the RBNZ, and this may ultimately support the Kiwi dollar.

However, a dovish tilt looks to us as a matter of 'when' rather than 'if'. We think that rates
will peak at 5.25% and we cannot exclude that a sharp drop in inflation and economic
activity will force a pause and make this the last hike of the cycle for the RBNZ.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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