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RBNZ Maintains Tightening Bias






Cash rate unchanged at 1.75%
Inflation forecasts lowered
But rate track still shows early 2020 tightening
As RBNZ sees unemployment rate sub NAIRU
And a softer NZD
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The RBNZ stuck to its core story with today’s Monetary
Policy Statement. Namely that it holds to a modest
tightening bias but sees no need to move interest rates
any time soon. Summarising this view is the Bank’s
published OCR track which is identical to that produced in
November. The said track does not have a confirmed first
rate increase until February 2020. This is backed up by a
second increase in November 2020.
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The upward track in interest rates is predicated on the
idea that GDP growth will be sufficiently strong to ensure
that current capacity pressures intensify further. However,
the Bank again acknowledges that there “are substantial
upside and downside risk to the projections” that may
mean interest rate hikes are further postponed.

economy-wide inflation. The labour market concerns
are highlighted by the Bank in its publication of the
NAIRU being “in the vicinity of 4.7%”. Right now the
unemployment rate is 4.5% and the Bank has it forecast
to drop further from current levels. Moreover, it believes it
will stay at sub-NAIRU levels for the foreseeable future.

As expected, the Bank reduced its near term CPI inflation
forecasts recognizing both the weaker-than-expected
starting point and a stronger-than-anticipated NZD.
Consequently, the Bank is not expecting annual CPI
inflation to hit 2.0% until the September quarter of 2020.

The key here, though, is the word “risk”. Clearly there is
limited sign of wage inflation at the moment but there
must be a nagging concern at the Bank that it’s just a
matter of time.

The downward revision to the CPI forecasts will have
some commentators questioning why the RBNZ did not
print a lower interest rate track. We think the reason is
obvious: the Bank is cognisant of the risks associated
with rising global inflationary pressures and it is wary that
a very tight labour market will eventually generate
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We do think the RBNZ may have a communication issue
on its hands over the next six months, as we believe that
the CPI and GDP will end up lower than the Bank has
forecast. This will have folk clamouring for rate cuts. We
think that such weakness will be relatively transitory but
will cause some grief nonetheless.
Interestingly, the NZD was sold off on the back of today’s
announcement. While the RBNZ’s statement was exactly
as we had anticipated, it appeared that offshore investors
were looking for something a tad more hawkish. This has
been reflected in recent economic polls which have
shown offshore respondents expecting the RBNZ to
raise interest rates more aggressively than domestic
commentators. This seems to be the age-old issue that
many beyond our shores sometimes place too much
weight on the RBNZ having to follow the Fed. So, as
expectations for Fed tightening have grown, expectations
for the RBNZ moving more aggressively have followed
suit. We reiterate that this will only be the case if (a) the
NZD falls as a consequence of higher Fed rates; and (b)
such a decline feeds into CPI inflation. Recently, there has
been evidence of neither. That said, we note that when
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Putting it all together, we see no need to change our view
that the RBNZ starts raising interest rates in February 2019
and then it moves relatively aggressively. However, we
equally concede that there are multiple risks around our
hypothesis. In addition to economic developments, we
will have a new RBNZ Governor for the next Monetary
Policy Statement and, potentially, a very different Policy
Targets Agreement. Whatever the case, though, barring a
massive surprise, the chances of a rate hike at the RBNZ’s
meetings in March and May of this year are
near zero.
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Governor Spencer mentioned in his “post-match” press
conference that he was unconcerned at the level of the
dollar it found some support.
With regard to the NZD, the RBNZ assumed a falling trend
in the currency in this statement. This, however, does not
really represent a change in view from the November
statement. The end point (a TWI of 73.5) is identical in
both sets of forecasts. All that has changed is the starting
point, which reflects the recent jump in the NZD. Given
today’s drop in the currency the TWI is already where the
RBNZ estimated it would fall to by the end of next year.
Another 1.5% drop and it will be at the end point. Our
own TWI estimates are more aggressively weaker than
the Reserve Bank’s assumptions.
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The full text of today's RBNZ OCR Review – Official Cash Rate unchanged at 1.75 percent
Statement by Reserve Bank Governor Grant Spencer
The Reserve Bank today left the Official Cash Rate (OCR) unchanged at 1.75 percent.
Global economic growth continues to improve. While global inflation remains subdued, there are some signs of emerging
pressures. Commodity prices have increased, although agricultural prices are relatively soft. International bond yields have
increased since November but remain relatively low. Equity markets have been strong, although volatility has increased
recently. Monetary policy remains easy in the advanced economies but is gradually becoming less stimulatory.
The exchange rate has firmed since the November Statement, due in large part to a weak US dollar. We assume the trade
weighted exchange rate will ease over the projection period.
GDP growth eased over the second half of 2017 but is expected to strengthen, driven by accommodative monetary policy,
a high terms of trade, government spending and population growth. Labour market conditions continue to tighten.
Compared to the November Statement, the growth profile is weaker in the near term but stronger in the medium term.
The Bank has revised its November estimates of the impact of government policies on economic activity based on
Treasury’s HYEFU. The net impact of these policies has been revised down in the near term. The Kiwibuild programme
contributes to residential investment growth from 2019.
House price inflation has increased somewhat over the past few months but housing credit growth continues to moderate.
Annual CPI inflation in December was lower than expected at 1.6 percent, due to weakness in manufactured goods prices.
While oil and food prices have recently increased, traded goods inflation is projected to remain subdued through the
forecast period. Non-tradable inflation is moderate but expected to increase in line with increasing capacity pressures.
Overall, CPI inflation is forecast to trend upwards towards the midpoint of the target range. Longer-term inflation
expectations are well anchored at 2 percent.
Monetary policy will remain accommodative for a considerable period. Numerous uncertainties remain and policy may
need to adjust accordingly.

Economy Watch

8 February 2018

Contact Details
BNZ Research
Stephen Toplis

Craig Ebert

Doug Steel

Jason Wong

Nick Smyth

Head of Research

Senior Economist
+64 4 474 6799

Senior Economist
+64 4 474 6923

Senior Markets Strategist
+64 4 924 7652

Interest Rates
Strategist
+64 4 924 7653

+64 4 474 6905

Main Offices
Wellington

Auckland

Christchurch

Level 4, Spark Central
42-52 Willis Street
Private Bag 39806
Wellington Mail Centre
Lower Hutt 5045
New Zealand
Toll Free: 0800 283 269

80 Queen Street
Private Bag 92208
Auckland 1142
New Zealand
Toll Free: 0800 283 269

111 Cashel Street
Christchurch 8011
New Zealand
Toll Free: 0800 854 854

National Australia Bank
Peter Jolly

Alan Oster

Ray Attrill

Skye Masters

Global Head of Research
+61 2 9237 1406

Group Chief Economist
+61 3 8634 2927

Head of FX Strategy
+61 2 9237 1848

Head of Fixed Income Research
+61 2 9295 1196

Wellington
Foreign Exchange
Fixed Income/Derivatives

New York
+800 642 222
+800 283 269

Sydney
Foreign Exchange
Fixed Income/Derivatives

Foreign Exchange
Fixed Income/Derivatives

+1 212 916 9631
+1 212 916 9677

Hong Kong
+61 2 9295 1100
+61 2 9295 1166

Foreign Exchange
Fixed Income/Derivatives

+85 2 2526 5891
+85 2 2526 5891

London
Foreign Exchange
Fixed Income/Derivatives

+44 20 7796 3091
+44 20 7796 4761

ANALYST DISCLAIMER: The person or persons named as the author(s) of this report hereby certify that the views expressed in the research report accurately reflect their personal views about the subject
securities and issuers and other subject matters discussed. No part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the research
report. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Markets Division of National Australia Bank Limited, a member of
the National Australia Bank Group (“NAB”). The views of the author(s) do not necessarily reflect the views of NAB and are subject to change without notice. NAB may receive fees for banking services
provided to an issuer of securities mentioned in this report. NAB, its affiliates and their respective officers, and employees, including persons involved in the preparation or issuance of this report (subject to
the policies of NAB), may also from time to time maintain a long or short position in, or purchase or sell a position in, hold or act as advisors, brokers or commercial bankers in relation to the securities (or
related securities and financial instruments), of companies mentioned in this report. NAB or its affiliates may engage in these transactions in a manner that is inconsistent with or contrary to any
recommendations made in this report.

NEW ZEALAND DISCLAIMER: 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. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any
of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever may directly or indirectly result
from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.
US DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.
National Australia Bank Limited is not a registered bank in New Zealand.

bnz.co.nz/research

Page 3

