
The bull was locked in the barn 
as the bear took to the lectern!
While yesterday’s RBNZ 25bps OCR 
hike to 5.50% was not a surprise, there 
were plenty of surprising elements in 
the statement and the Q&A, even to 
the point where the bear admitted, “I’m 
feeling personally attacked here!” 

Among the surprises was that the 
discussion was whether to pause or to 
hike 25bps. Most forecasters thought 
the debate would revolve around 25bps 
or 50bps. Furthermore, the decision to 
hike 25bps was by a 5-2 vote, although 
there was “a broad consensus on most 
matters, just not (the) absolute agreement 
on the actual rate.” Mr. Orr then confirmed, 

“the outlook for fiscal policy is contractionary 
on demand, aggregate spending is declining,” 
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and, in a point remark to one of the local 
banks, he doesn’t believe immigration will 
be inflationary either as, “a big part of the 
immigration wave has already happened.” 

Mr. Orr dodged the question on the 
possibility of further hikes, or whether 
rates would be higher-for-longer, 
welcoming the decline in inflation before 
emphasising, “being a cautious central bank, 
we are foreshadowing keeping a restrictive 
monetary policy for some time” although 
he was pleased that New Zealand had 
heeded this advice and ‘cooled down 
those jets!’ He then acknowledged that 
the RBNZ is seeing a slowing in spending 
and demand, highlighting that monetary 
policy is doing its job, although he regrets 
that New Zealand has had to suffer.

To some extent, the writing was on the 
wall prior to the RBNZ announcement 
after Q1 retail sales, excluding inflation 
fell -1.4% against forecasts of 0.2%, while 
Q4’s result was also lowered from -0.6% 
to -1.0%. On the year, it fell to -4.1% 
against expectations at 3.6%!

In a similar vein, the minutes from 
the Federal Reserve’s May meeting 
highlighted Fed officials were split on 
the need for more rate hikes. In saying 
that, the officials stressed the need 
for a data-dependent approach as cuts 
were unlikely as almost all officials saw 
upside risks to the inflation outlook as 
inflation remained unacceptably high 
and was declining slower than expected. 
Furthermore, officials saw timely debt 
limit increase as essential, although there 
was no news on that overnight. 

Post the announcement, both the NZD 
and local yields fell to their session lows 
and that trend continued overnight for 
the NZD. It should also be noted the USD-
index also had another positive session 
with the AUD falling to a 6-month low 
while the EUR/USD reached a 2-month 
low. The NZD/AUD and NZD/JPY also 
had substantial falls from their recent 
highs, while the NZD/EUR and NZD/GBP 
dipped back towards their recent lows. 

Equity and commodity markets were a 
sea of read, although oil and gas prices 
rallied 1.5% and 3.7%, while bond 
markets were quiet with the 2 and 10-yr 
US yields 3bps and 4bps higher at 4.36% 
and 3.73%.   

In other headlines, Australian MI Leading 
index for April, fell to -0.78% from 
March’s -0.69%, German IFO business 
climate indicator dropped by 1.7 points 
to 91.7 from April’s 14-month high, UK 
inflation fell to 8.7% although exceeding 
expectations at 8.2%. Meanwhile 
the Japanese Tankan survey had its 
first positive print this year as the 
manufacturers index rose to 6 while the 
service sector index firmed to 25.

Finally, Goldman’s suggests there is more 
room for the USD appreciation. 
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