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RBNZ MPS Preview: Out with the old, in with the old






New Governor, new PTA
But the world is no different
So policy shift highly unlikely
Minimal change to rate track
But tight labour market removes any lingering thoughts
of a cut
Those looking for a radical shift in the stance of the RBNZ
thanks to the installation of a new governor and a new
Policy Targets Agreement will be disappointed. Yes, there
will be subtle nuances and, it goes without saying that
Adrian Orr’s presentation style in the post MPS news
conference will be more dynamic than his predecessor.
But a change in direction? No!
Orr is open, articulate and sometimes very humorous but
he’s still, at his core, a relatively mainstream economist
who has already committed himself to price stability with
a focus on the mid-point of the RBNZ’s target band.
Moreover, he has also openly stated that he has the use
of existing expertise within the RBNZ whom he will defer
to. Accordingly, the broader framework for the Bank’s
analysis will be unchanged from that of the February
Monetary Policy Statement and March OCR review.
In those respective reviews the RBNZ stuck to its premise
that interest rates will “remain accommodative for a
considerable period”. Indeed, they are currently forecast
to remain static until mid-2019. We would be surprised if
the Bank’s OCR track moved in any meaningful way
compared with that published in February.

Unemployment At Target
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There may, nonetheless, be some subtle changes in the
content of the MPS in order to meet the requirements of
the new PTA. In particular, the RBNZ is now tasked with
explaining “how current monetary policy decisions
contribute to supporting maximum levels of sustainable
employment within the economy”. This doesn’t
necessarily mean that the Bank will change what it does
but it might feel the need to more thoroughly explain what
it’s doing and why with deference to the labour market.
When the employment dual mandate was initially being
discussed many thought that this would result in a more
dovish central bank. At the time we dissented with this
view and we maintain our belief that, at the very margin, it
is likely to bend the RBNZ more towards the hawkish end of
the spectrum. By almost any measure available one can
conclude that the economy is already very close to its
maximum level of sustainable employment. Indeed if the
RBNZ’s 4.7% estimate of the NAIRU (Non-Accelerating
Inflation Rate of Unemployment) is apt then the 4.4%
recently reported is already below target. We definitely have
more confidence that the labour market is at target, and
likely to stay that way for some time, than we are convinced
inflation is, or will be, near target any time soon.
At the very least one would have to conclude that the
RBNZ could not contemplate cutting interest rates while
the labour market is so tight. Whether the Bank is willing
to say this publicly or not is moot.
As for CPI inflation, we think the risks to the RBNZ’s
medium term views are to the upside.
Inflation Not Yet There
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The NZ TWI is below the level that the RBNZ had
assumed when it put its last full set of forecasts
together. It’s only around 2% shy at this stage but
we think it will decline further.
Commodity prices, particularly oil, are elevated
relative to expectations.
We have seen higher global inflation and raised
inflation forecasts. And,
domestic capacity constraints seem to be getting
more aggressive.
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Currently the market has New Zealand’s first rate hike fully
priced in for the June 2019 OCR review. We’ve formally got
February in our forecast track but, realistically, we are
equivocating between February and May. On this basis,
and, given what we think the RBNZ will say next Thursday,
we believe minimal market reaction will be the order of the
day. The risk is that market players read too much into any
small changes in substance, or style, resulting in an
unwarranted reaction.
NZD Weakening

It’s debatable whether the RBNZ will see heightened
inflation, as we do, but it would seem highly unlikely to us
that it would produce an inflation track any lower than
previously published. This again suggests that any shift,
was there to be one, should only be to the hawkish side.
Sure, Q4 GDP came in weaker than the RBNZ had
anticipated but the Bank was quick to dismiss this in its
March OCR review when it said that it was “mainly due to
weather effects on agriculture production” and that,
despite this, “growth is expected to strengthen”. We still
think the RBNZ is too optimistic about future growth but
we don’t see anything in recent data that would cause it
to change its view at this juncture.
Global Inflation Rising

Oil Prices Up

Stephen_Toplis@bnz.co.nz

Economy Watch

4 May 2018

Contact Details
BNZ Research
Stephen Toplis

Craig Ebert

Doug Steel

Jason Wong

Head of Research

Senior Economist
+64 4 474 6799

Senior Economist
+64 4 474 6923

Senior Markets Strategist
+64 4 924 7652

+64 4 474 6905

Nick Smyth
Interest Rates Strategist
+64 4 924 7653

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

