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Risks evenly balanced 
 
• We expect the RBNZ to hold the OCR at 1.75% at the March OCR Review, and to maintain a neutral bias.  

• Inflation risks remain balanced, with the declining NZD and drop in dairy prices roughly cancelling each other out.  

• The RBNZ is expected to reiterate the uncertain global situation. 

 Summary 
We expect the RBNZ to hold the OCR steady at 1.75% at the March OCR 
Review and maintain its neutral bias in the accompanying statement.  The 
overall outlook has not materially shifted since the February MPS, although 
there have been developments in the domestic inflation outlook and the 
NZD’s Trade Weighted Index (TWI).  

We continue to expect the RBNZ will hold the OCR at 1.75% through to late 
2018.  Inflation risks are roughly balanced.  The NZD has continued to 
depreciate since the February MPS and remains below the Bank’s assumed 
levels, while petrol and food prices have climbed. However, GDP growth was 
more muted than expected over the second half of 2016, dairy prices have 
given up some ground and there is little sign of broader capacity pressures 
creeping into the economy outside of construction and housing.  

In addition to leaving policy unchanged, we look for the RBNZ’s policy bias to 
again be fairly neutral.  In particular, comments on the uncertain international 
outlook will be reiterated, stressing “policy may need to adjust accordingly”. 

Developments since February: 
The most striking change over the last few weeks has been the ongoing 
depreciation of the NZD, as it continues to fall further below RBNZ forecasts.  
On a trade-weighted basis (TWI) the NZD has been as low as 76, below the 
RBNZ’s March 2017 estimate of 79.  The NZD declined following the recent 
step back in dairy prices.  In addition the USD appreciated as expectations 
surged for the US Federal Reserve to lift the Fed Funds on March 16.  The AUD 
has been supported by Australia’s commodity price increases, nudging down 
the NZD/AUD. The RBNZ’s TWI forecast for the second half of 2017 is 78.3, and 
the TWI’s slight underperformance of this could result in the RBNZ revising up 
its tradable inflation outlook slightly. 

Economic growth slowed considerably in Q4, slowing to 0.4% qoq and missing 
the RBNZ’s 1.0% estimate, while Q3 was revised 0.3% lower.  The weakness 
was in some of the more volatile sectors and, in our view, underlying growth is 
stronger than the headline figure suggests.  But the outcome reinforces the 
RBNZ should be in no hurry to tighten policy and slow activity. 

Global uncertainty has not eased since the RBNZ’s February MPS.  Without 
the full details of Donald Trump’s US fiscal stimulus, it is difficult for the RBNZ 
to assess the impact of such policies.  There is also the potential for the 
stimulus to fall short of expectations, given the Republican members of 
Congress are proposing broader tax reforms that would be less growth 
friendly.  France’s April/May Presidential election is far from cut-and-dried, 
adding to uncertainty/volatility. 

Overall the 2017 inflation situation has moved a touch higher, with the NZ 
TWI softer than forecast and food and fuel prices higher.  But there is still a 
strong need to maintain stimulus. There are no signs of added capacity 
pressure compared to February and the balance of risks is broadly unchanged. 

Current pricing gives a 5% chance of a hike in August and a 40% chance of a 
25bp hike by November 2017.  

 
 

 
 
 

 

1.5

2.0

2.5

3.0

3.5

4.0

1.5

2.0

2.5

3.0

3.5

4.0

Sep-13 Aug-14 Jul-15 Jun-16 May-17 Apr-18 Mar-19

Source: ASB 

% 
OCR FORECASTS

(ASB vs pricing of overnight index swaps) % 

Current  market 
pricing

ASB Economics 
Forecast (peak of 3.5% in 2022)

60

65

70

75

80

85

60

65

70

75

80

85

Mar-13 Mar-14 Mar-15 Mar-16 Mar-17 Mar-18

NZ TWI FORECAST

TWI daily

Source: RBNZ, ASB

RBNZ Nov MPS
RBNZ Feb MPS

0.0

1.0

2.0

3.0

Mar 12Mar 13Mar 14Mar 15Mar 16Mar 17Mar 18Mar 19

CONSUMER PRICE INDEX

RBNZ Feb MPS f /c

ASB f /c

mailto:nick.tuffley@asb.co.nz


    17 March 2017 

  

 2 

Previous Statements:  

February OCR & MPS Statement 

The Reserve Bank today left the Official Cash Rate (OCR) unchanged at 1.75 percent. 

The recovery in commodity prices and more positive business and consumer sentiment in advanced economies have improved 
the global outlook.  However, major challenges remain with on-going surplus capacity in the global economy and rising geo-
political uncertainty. 

Global headline inflation has increased, partly due to rising commodity prices.  Global long-term interest rates have increased.  
Monetary policy is expected to remain stimulatory, but less so going forward, particularly in the US. 

New Zealand’s financial conditions have firmed with long-term interest rates rising and continued upward pressure on the New 
Zealand dollar exchange rate.  The exchange rate remains higher than is sustainable for balanced growth and, together with 
low global inflation, continues to generate negative inflation in the tradables sector.  A decline in the exchange rate is needed. 

Economic growth in New Zealand has increased as expected and is steadily drawing on spare resources.  The outlook remains 
positive, supported by ongoing accommodative monetary policy, strong population growth, increased household spending and 
rising construction activity. Dairy prices have recovered in recent months but uncertainty remains around future outcomes. 

Recent moderation in house price inflation is welcome, and in part reflects loan-to-value ratio restrictions and higher mortgage 
rates.  It is uncertain whether this moderation will be sustained given the continued imbalance between supply and demand. 

Headline inflation has returned to the target band as past declines in oil prices dropped out of the annual calculation.  Inflation 
is expected to return to the midpoint of the target band gradually, reflecting the strength of the domestic economy and despite 
persistent negative tradables inflation.  Longer-term inflation expectations remain well-anchored at around 2 percent. 

Monetary policy will remain accommodative for a considerable period.  Numerous uncertainties remain, particularly in respect 
of the international outlook, and policy may need to adjust accordingly.. 

November OCR & MPS Statement 

The Reserve Bank today reduced the Official Cash Rate (OCR) by 25 basis points to 1.75 percent. 

Significant surplus capacity exists across the global economy despite improved economic indicators in some countries. Global 
inflation remains weak even though commodity prices have come off their lows. Political uncertainty remains heightened and 
market volatility is elevated. 

Weak global conditions and low interest rates relative to New Zealand are keeping upward pressure on the New Zealand dollar 
exchange rate. The exchange rate remains higher than is sustainable for balanced economic growth and, together with low 
global inflation, continues to generate negative inflation in the tradables sector. A decline in the exchange rate is needed. 

Domestic growth is being supported by strong population growth, construction activity, tourism, and accommodative 
monetary policy. Recent dairy auctions have been positive, but uncertainty remains around future outcomes. High net 
immigration is supporting growth in labour supply and limiting wage pressure. 

House price inflation remains excessive and is posing concerns for financial stability. Although house price inflation has 
moderated in Auckland, it is uncertain whether this will be sustained given the continuing imbalance between supply and 
demand. 

Headline inflation continues to be held below the target range by ongoing negative tradables inflation. Annual CPI inflation 
was weak in the September quarter, in part due to lower fuel prices and cuts in ACC levies. Annual inflation is expected to rise 
from the December quarter, reflecting the policy stimulus to date, the strength of the domestic economy, and reduced drag 
from tradables inflation. 

Monetary policy will continue to be accommodative. Our current projections and assumptions indicate that policy settings, 
including today’s easing, will see growth strong enough to have inflation settle near the middle of the target range. Numerous 
uncertainties remain, particularly in respect of the international outlook, and policy may need to adjust accordingly. 
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs. 
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your 
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the 
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are subject 
to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank Limited. We 
are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the 
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant that 
any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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