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Reserve Bank predicts greater rate rises than in May 
 
In 2010 the Reserve Bank raised the official cash 
rate from 2.5% to 3.0% faced with evidence of the 
NZ economy picking up following the Global 
Financial Crisis and removal of the need for 
record low interest rates. But the economy turned 
out to be less strong than expected, so with the 
Christchurch earthquake being the trigger they 
took the rate back down again early in 2011. 
 
In 2014 the Reserve Bank again reacted to good 
signs of growth in the economy by taking the cash 
rate from 2.5% to 3.5% in a five-month period. But 
inflation turned out to be much lower than 
predicted (not just them but by all of us) and they 
cut the rate to 1.75% between June 2015 and 
November 2016. 
 

 
 

The graph below to the left starts in 2000 and 
shows how high the cash rate averaged before 
the GFC and since then. The magnitude of the 
structural shift in average interest rates is so large 
it is understandable that the thinking of the 
Reserve Bank and everyone else once growth 
resumed after the GFC was that rates need to be 
adjusted back upward.  
 
Two times the central bank raised rates post-GFC 
and two times they had to quickly backtrack as we 
all learnt new things about the relationship in our 
economy between growth and inflation. 
 
Since the release of the much higher than 
expected June quarter inflation number on July 16 
(3.3% rather than 2.8%), the strong expectation 
has been that the Reserve Bank would have its 
third go at raising interest rates starting yesterday. 
 
Those expectations firmed as we learnt of  
 

• record high business pricing intentions,  

• deeper supply chain disruptions bringing 
expectations of even higher prices across 
many NZ sectors (including construction), 
and 

• extreme labour market tightness. 
 
 

http://www.tonyalexander.nz/
http://www.cressida.co.nz/


   

 
Page | 2  

 

 
 
Two weeks ago, Statistics NZ not only reported 
that the unemployment rate has fallen back to the 
4% it was at before lockdown, but that wages 
growth has accelerated quite early in the jobs 
growth cycle. 
 

 
 
Hence a near universal expectation that 
yesterday the RB would lift the cash rate. The only 
real debate was by how much, how high they 

would signal the rate might go, how fast they 
would raise it, and how deeply concerned they are 
about inflation already breaching the 3% limit and 
set to do so for some time. 
 
That’s a lot of uncertain factors. Now of course 
things have changed – but not necessarily to the 
extent that some hopeful borrowers might think.  
 
Confirmation of a spread of the Delta variant of 
Covid-19 in Auckland means we could be looking 
at an extended period of lockdown for at least 
one-third of our population and economy. 
 
In the short-term this will clearly have a negative 
impact on the economy and to a certain extent it 
will do some of the Reserve Bank’s job for it. We 
can expect that labour demand will ease off again 
so some of those cost pressures on business will 
ease. We can expect to see some caution by 
consumers which will constrain some willingness 
to spend. 
 
We can expect some businesses which were 
planning to raise their prices place such increases 
on hold.  

We now know what happens 
when lockdowns end 

But there are other things which we can also 
expect to see happen based on this time around 

http://www.eventcentre.co.nz
https://www.aucklandproperty.net/
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having knowledge of what happens when a global 
pandemic strikes and we go into lockdown. In 
March 2020 we did not have this knowledge and 
hence the dire forecasts for our economy, 
unemployment, house prices etc. 
 
Now, we can expect to see these things happen. 
 

• Residential real estate activity during 
lockdown will remain strong. This is 
happening in New South Wales and Sydney 
property prices continue to rise strongly. 

• There is a huge queue of frustrated property 
buyers who will be hoping that vendors will 
decide to get on with their lives and sell. So, 
searching on listings websites is likely to rise. 
Once lockdown ends, we can expect a fresh 
surge in real estate turnover, in orders being 
placed for new dwellings, and in house 
prices.  

• Businesses will not lay off staff in any 
noticeable numbers as their biggest problem 
recently has been finding people. The 
strength of this factor is far greater than it was 
heading into last year’s lockdown. So, we can 
expect that wages growth will continue on an 
accelerating path upward. 

• There will be no easing of supply chain 
disruptions. In fact, they will worsen. Our 
lockdown has no impact on price rises 
flowing here due to disrupted supply chains 
offshore including worsening port closure 
effects in China. 

• The Kiwi dollar has weakened as a result of 
the lockdown news. This will add to 

inflationary pressures as it is the equivalent 
of an easing of monetary policy. 

• Once lockdown ends, we householders will 
go on a new spending binge supported by 
feelings of freedom, revenge spending, and 
the extra near $10bn sitting in our bank 
accounts beyond what would have been 
there without a global pandemic. Soaring 
housing wealth this past year will also 
underpin willingness to spend. 

 
Keep in mind that just like the real estate market 
as we headed into last year’s lockdown, the 
market again has upward momentum as revealed 
in the coalface surveys I run and in the price 
change data from REINZ. Prices jumped 2.4% in 
July.  
 
Here is one of the many indicators I can now 
produce which show improving residential real 
estate market strength in the past 3-4 months. It 
comes from the monthly survey of mortgage 
brokers which I run with the folk at 
www.mortgages.co.nz 
 
It shows the net proportion of brokers saying that 
they are seeing more first home buyers stepping 
forward looking for advice. Things fell away firmly 
after the late-March tax announcements aimed at 
investors. But since then, the young, generally 
inexperienced buyers, have been coming back 
out of their shells. In preliminary results from this 
month’s survey, which I will release early next 
week. A net 5% of brokers say they are seeing for 
first home buyers stepping forward.  
 

http://www.mortgages.co.nz/
http://www.glengarry.co.nz
http://www.ashcrofthomes.co.nz/


   

 
Page | 4  

 

 
 
 
The decision by the Reserve Bank yesterday to 
place any rate change on hold for now is only a 
temporary move. The depth and speed of 
inflationary pressures which have built and are 
growing in an economy which has been over-
cooked by our central bank (interest rates too low 
for too long), will remain intense. 
 
For borrowers this means that if we see some 
bank discounting of fixed mortgage rates in the 
short-term there will be an opportunity to boost 
hedging against rate rises still expected down the 
track.  
 
For your guide, the Reserve Bank three months 
was indicating that they expected to raise the 
official cash rate 1.5%. Now they have pencilled 
in 1.8%. They indicated that come the end of 2022 
the rate would be 0.75%. Now they have pencilled 
in 1.6%. For the end of 2023 they were predicting 

1.5%. Now they predict 2.0%. For mid-2024 a rate 
of 2.1% is pencilled in. 
 
This now brings rate rises predicted by the 
Reserve Bank closer to the 2.0% I have factored 
in with upside risk to 2.5%. Why upside risks? 
Because our central bank has an established 
record of tightening monetary policy too slowly 
and having to eventually push rates much higher 
than they initially thought in order to get the 
restraint they need.  
 
In summary 
 
1. We now know what happens after 

lockdowns. The economy surges along with 
spending, house prices, hiring, and inflation. 

2. The starting point for inflationary pressures 
now is far greater than in March 2020. 

3. Interest rate rises are still coming. 

 

 

 

 

 
 
   

http://www.professionals.co.nz/ownership
http://www.propertyscouts.co.nz
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Some things respond to a sharp 
shock, others can only be 
changed (cooked) if the 

temperature is raised slowly 
over time – like housing 

affordability 

I have no personal experience of cooking either 

frogs or crayfish, but over the past two decades 

people have treated “solutions” to high house 

prices as akin to the way you apparently cook 

the latter. You chuck it in the hot water, and it 

stops moving fairly quickly. 

 

 
 

The housing corollary is that over the past 2-3 

decades as house prices have soared more than 

incomes, people have continually looked for a 

simple one-step solution. A silver bullet. 

 

One candidate some time back was stopping 

foreign buyers. But since the ban on foreign 

buying became effective late in 2018 the pace of 

house price growth in New Zealand has lifted 

quite significantly. 

 

The orange bars in the following graph show net 

foreign purchases of NZ houses. The blue bars 

show quarterly house price changes. The blue 

bars have grown in height since the foreign 

buyer ban came into place.  

 

 
 

Cooking a frog 

http://www.wesleygerber.nz
http://www.gra.co.nz
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Another candidate was KiwiBuild apparently 

supplying an extra 100,000 houses over a ten-

year period. Enough said on that debacle from 

the same person excited about discovering that 

39% of people buying houses in Auckland had 

Chinese-sounding names! 

 

Many people put a lot of their faith in higher 

deposits being required for investors in Auckland 

from late-2015. That didn’t work. A 40% 

minimum deposit requirement did work in 

Auckland from late-2016 but only because the 

market was due to pause. In the rest of the 

country where the 40% also applied, house price 

inflation halved but remained very strong. 

 

There are some things people also perhaps think 

will be the “solution” such as reform of the 

unwieldy Resource Management Act. But the 

key point I have been making in commentaries 

since 2008 is that there are a great number of 

factors which have accounted for the rise in 

house prices in New Zealand in recent years.  

 

No single factor is to blame for house prices 

rising on average 6.7% a year since 1992, just 

as the surge in prices this past year is due to at 

least 11 factors encapsulated in my layer cake 

analogy. 

 

Stopping house prices rising at well above the 

rate of growth in household incomes requires a 

multitude of fixes and that is what the 

government is intent on achieving.  

 

The Reserve Bank now has to consider how its 

various policies will assist the government as it 

tries to disincentivise investors from buying 

existing properties and improve affordability for 

first home buyers. Over time, this new 

requirement will see policies have the same sort 

of structure which exists for Loan to Value Ratio 

restrictions. Investors will be treated more 

harshly. 

 

The tax system has been changed to reduce the 

after-tax returns which investors can earn on 

existing property holdings. They will be 

incentivised to sell and direct their funds towards 

helping to finance an increase in house supply. 

 

Councils are being over-ridden in their desires to 

limit intensification. But they are also being 

assisted with finance for new infrastructure. 

 

Over time the steady build up of policies will work 

to slow average house price gains. And that 

apparently is how you cook a frog – by raising 

the temperature slowly over time so the poor 

thing doesn’t even know it’s turning into dinner.  

 

More specifically I’ll stick with the comment I’ve 

been making since late-March. If average house 

prices nationwide are still rising at over a 10% 

pace come early-2022, the government is highly 

likely to move again against investors as they did 

on March 23 this year.  

 

The chances of that happening have just been 

boosted by the Reserve Bank deciding to leave 

the official cash rate at 0.25% - presumably until 

the next review on October 6. The extra interest 

rates stimulus to the economy is logical in light of 

severe risks associated with the Delta strain of 

Covid-19. But housing markets here and 

overseas have shown themselves to be far more 

responsive to interest rate settings than 

economic and health worries. 

 

Immediate house price prospects remain 

positive. But it would be in the best interests of 

investors if that pace did slow to a fairly good 

degree later this year, else more action may be 

coming from the government.   

https://podcasts.apple.com/nz/podcast/the-property-academy-podcast/id1481465172
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Nothing I write here or anywhere else in this 
publication is intended to be personal advice. 
You should discuss your financing options 
with a professional.  

 

In light of the latest news, I have shifted out my 

expected timing for the first OCR rise to October 

6 and kept the same rates profile as last week 

simply delayed 6 weeks.  

 

My expectation for the one-year rate in August 

each year is shown in the first column of the 

table here. I focus on that rate because there are 

many people who have fixed one-year 

repeatedly since 2009 and the strategy has 

worked very well. 

 

The second column shows what the one-year 

rate will average over the next 2-, 3-, 4-, and 5-

year periods. The last column shows the current 

2 – 5-year fixed rates.  

 

 Forecast Rolling Current 

 1 year average fixed 

 Fixed rates 

 rates 

2021 2.49  2.49 1 yr 

2022 3.75 3.12 2.79 2 yr 

2023 4.5 3.58 3.15 3 yr 

2024 4.5 3.81 3.49 4 yr 

2025 4 3.85 3.79 5 yr 

 

If these forecasts prove correct (I’d give that a 

10% probability), rolling one-year fixed will 

deliver an average rate for the next two years of 

3.12%, three years 3.58%, four years 3.81%, 

and five years 3.85%. 

 

The last column shows what the current 

minimum fixed rates are for those time periods. 

Given that there is a rate premium one should be 

prepared for rate certainty, rolling one-year fixed 

will easily deliver a cost higher than one could 

get by fixing at the moment – if the forecasts are 

right.  

 

The following graph shows by how much fixed 

rates have changed over the past four months 

(the minimum rates which I track across five 

large lenders).  

 
Lending margins are well below average, we 

know inflation eventually gets boosted by 

lockdowns ending, price pressures are already at 

record intensity according to some measures, 

and the Reserve Bank plans rate rises.  

 

I personally am as wary now of fixing one-year 

as I was through 2020 up to four months ago 

when the lovely five-year 2.99% fixed rate 

disappeared. Personally, I’d look to fix now 

mainly for three years with a tad maybe at two 

and four years to spread my risk in these 

uncertain times. Good luck. Tview Premium 

contains a lot more rates discussion and graphs.  

If I were a borrower, what would I do? 

http://www.planetreform.co.nz
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I am accepting ads of 3.7cm*8cm dimension for 

inclusion in this two-column section of my weekly 

publication. If you wish to place an advertisement 

here email me for details. 

tony@tonyalexander.nz 

 

Also, if you have upcoming events another ad 

option is also available.  

 

 

 
 

 
 

 
 

 
 

 
 

mailto:tony@tonyalexander.nz
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http://www.mortgages.co.nz
http://www.designconcepts.co.nz
http://www.mortgagesuite.co.nz
https://wellingtonresidential.co.nz/
https://apac01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.celebrityspeakers.co.nz%2Fnews%2Fbooking-talent-with-celebrity-speakers-nz&data=04%7C01%7C%7C3503615ccfa4470097a308d951722dcc%7C84df9e7fe9f640afb435aaaaaaaaaaaa%7C1%7C0%7C637630373164371958%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=eB7lVJXSAK9IdPMGpeJvciZf1NeeoXkmarcbymKNGYk%3D&reserved=0
https://www.ellerslie.co.nz/melbourne-cup-day


 

 

 

Links to publications 
 
Tony’s View Spending Plans Survey
  

 
 
Tony’s View Business Survey 

 
 

Tony’s Thoughts Vlog 

 
 
REINZ & Tony Alexander Real Estate Survey 

 
 
Oneroof weekly column 

 
 
mortgages.co.nz & Tony Alexander Mortgage 
Advisors Survey  

 

 
Tony Alexander Regional Property Report   

 
 
Valocity Valuer Survey 

 
 
Crockers & Tony Alexander Investor Insights 

 
 
 
 

NZHL Tony’s Thoughts Video 

Each week I record a three-minute video for NZ 

Home Loans. The landing page for these videos 

is here. 
 
 
 
 

  

To enquire about advertising in Tony Alexander publications email me at tony@tonyalexander.nz 
 

This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate 
the contents should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that 
any information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular 
financial situation or goals. We strongly recommend readers seek independent legal/financial advice prior to acting in relation to any of 
the matters discussed in this publication. No person involved in this publication accepts any liability for any loss or damage whatsoever 
which may directly or indirectly result from any advice, opinion, information, representation, or omission, whether negligent or otherwise, 
contained in this publication.   
 

One-off issue of Tview Premium 
 
To receive a one-off copy of Tview Premium for $15.00 incl. GST, being this week’s issue only, there are 
two payment options offered in order to keep admin simple at my end. Be sure to enter your email address 
correctly as that is where the issue will be sent. All payments received up until next Wednesday night will 
elicit a TVP of the same date as this TV. All from next Thursday morning will receive the next TVP issue. 
Any problems, just email me.  

PayPal 
POLi 
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