
“This is no democracy. It is a 
dictatorship. I am the law.”
And while Denzel Washington said the 
line in the movie ‘Remember the Titans,’ 
it could just have easily been Adrian 
Orr in his ivory tower at Number 2 the 
Terrace. I wouldn’t say the Governor is 
necessarily out of touch, but I would say 
he is on a different path from everyone 
else, and I can’t help but wonder how 
much input was provided from the other 
members of the Committee!  

As I’m sure everyone is now aware, the 
RBNZ caught the markets out by hiking 
the OCR a further 50bps to 5.25% against 
the 25bps expected. The justification for 
the larger rate hike, that “Inflation is still 
too high and persistent, and employment is 
beyond its maximum sustainable level,” can 
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ultimately be pointed at the inflationary 
impact of the recent weather related 
events and the internationally driven dip 
down in global interest rates in March. 
Unfortunately, these inputs were derived 
from necessity and international drivers, 
while immigration doesn’t appear to be 
filling the vacancies in the labour force. 
I suspect this rate hike was in fact a 
warning shot to the local banks to ensure 
they maintain ‘higher-rates-for-longer’, 
and that they don’t front run the rate 
cutting cycle when we enter a recession. 

There is no doubt this rate hike will 
impact the shorter end of the domestic 
curve, out to 2-yrs, but further out, the 
shape of the NZ curve will continue to 
be dominated by international flows. 
Interestingly, the 10-yr US treasury 
yield fell 4bps overnight below the 
psychological 3.30% to reach its lowest 
level since September 2022. This has 
weighed on international yields and 
limited the NZ rally. The 5-yr is now only 
6bps higher than where it was trading 
ahead of the RBNZ announcement, while 
the 10-yrs is just 1bps higher! It has been 
a similar story with the NZD, yes, the 
NZD/USD traded as high as 0.6386 in 
the aftermath of the 50bps hike, but in 
the overnight market it reached a low of 
0.6286, which was lower than the 0.6305 
level it was trading at 1.59pm yesterday. 
Looking ahead, while the rate hike will 
hurt every New Zealander’s wallet, the 
NZD, and the NZ interest rate curve 
beyond the 2-yr point, the curve will 
continue to be driven by international 

markets even though the local OIS curve 
now pricing in a 72% chance Mr. Orr will 
hike a further 25bps in May.       

From the rest of the world
RBA Governor Philip Lowe announced, 

“The decision to hold rates steady does not 
imply rate rises are over. It’s prudent to hold 
rates steady to allow more time to assess 
impact of past increases!” 

US overnight releases disappointed 
with ISM services PMIs falling to 51.2 
in March while private companies 
added just 145k jobs to the workforce. 
Cleveland Fed chief Loretta Mester also 
emphasised interest rates should rise 
above 5% as monetary policy still needs 
to move “somewhat further into restrictive 
territory.”

In Europe, German factory orders rose 
4.8% in February, up from January’s 
revised 0.5%, while French industrial 
production posted a surprise increasing 
1.3% on the year. ECB member Boris 
Vujcic also believes they’ve broken the 
back of the interest-rate cycle although 

“further hikes” can be expected should 
core inflation remains above 4.0%.

With bond markets continuing to price in 
recessions, equity and oil markets gave 
up some of their recent gains although 
the USD staged a modest recovery which 
saw the AUD, NZD, and EUR retreat from 
their recent highs.
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