
Catch 22 for the RBNZ this week
Friday’s dismal retail sales data showed 
just how stretched NZ households are, 
with retail sales volumes contracting a 
huge 1.9% in the December quarter. This 
was no one-off anomaly however, just 
the latest in a weakening trend which has 
been in place since late 2021 and comes 
despite record population growth. While 
nominal retail spend has continued to 
rise, this is being driven by rising prices, 
leaving consumers getting less ‘bang-
for-buck’ and clearly focusing on the 
essentials.

This lies at the heart of the RBNZ 
dilemma: higher interest rates have seen 
households tighten the purse strings 
where they can, but those inescapable 
essentials just keep on climbing, 
impervious to the RBNZ actions. While 
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market pricing reflects a small chance 
of another OCR hike, a Reuters survey 
showed 27 out of 28 economists forecast 
rates to maintain at the current level and 
just one called for a 25bps hike. A hike 
would be a surprise but cannot be ruled 
out, with the meeting seen as potentially 

‘live’ after the central bank’s hawkish 
signal at the last meeting and ANZ Bank 
also recently forecasted the RBNZ to 
deliver back-to-back hikes in February 
and April to lift the OCR to 6.00%. 

Let’s hope the RBNZ sees things 
differently. While inflation remains above 
the RBNZ’s 1-3% medium term target, 
GDP showed a surprise contraction, 
while CPI is continuing to slow – from 
5.6% to 4.7% in December. Inflation 
expectations are also normalising, an 
important consideration given much 
of the RBNZ’s success comes down to 
winning the psychological battle. 

Real estate woes  

There is a growing focus on US real estate 
and the exposures on bank balance 
sheets, with more than USD900m of 
US commercial real estate requiring 
refinancing this year as building values 
fall and credit costs remain high. Smaller 
US banks are particularly vulnerable 
after many of them increased their 
property lending during the pandemic, 
before interest rates started to soar. 

No such problems for Warren Buffett’s 
Berkshire Hathaway, with a record 
cash pile of USD167 billion and a lack of 
meaningful deals. 

Currency markets had a relatively quiet 
end to the week, the NZD/USD briefly 
lifting above the 0.6200 level. The 
benchmark US 10-year Treasury yield 
dropped almost 10bps to 4.25%, and 
the 2-year eased 5bps as market views 
as to the possible timing of interest 
rate cuts continues to ebb and flow. 
Markets this week will be looking at the 
US PCE inflation data for further clues 

– although we are unlikely to see big 
reactions unless the data surprises on 
either side. Closer to home, Wednesday’s 
Australian monthly CPI data will provide 
a timely update but is unlikely to provide 
a clear path for the central bank. Annual 
Eurozone CPI is expected to be 2.5%, 
with the 3 & 6-month annualised rate 
already below the ECB’s 2.00% target. 
The market is fully pricing a 25bp cut in 
June, and may start to price back in an 
April cut if the inflation data is softer than 
expectations. 
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