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RBNZ keeps the neutral tone 
 
• OCR is unchanged at 1.75% with neutral stance remaining. 

• Slight changes in views on global and domestic growth, NZD decline “encouraging”.  

• We continue to expect the RBNZ to keep the OCR on hold until late 2018. 

 Summary and Implications 
The RBNZ left the OCR on hold at 1.75%, as widely expected, with a 
continued neutral stance.  Varying risks remain broadly balanced.  The RBNZ 
has noted indications of stronger global growth but talked up the global 
political risks.  The RBNZ has downplayed some of the recent domestic growth 
weakness and is encouraged by the lower NZ dollar.  The RBNZ’s policy 
summary remains the same as in the past two announcements.  We continue 
to expect the RBNZ will leave the OCR on hold until late 2018.  Market pricing 
continues to imply an OCR increase as early as next March. 

Details  
The RBNZ’s punchline remains the same: “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.”  Since the February Monetary Policy Statement there have 
been a few subtle changes, but essentially we see the outlook for the OCR as 
on hold until late 2018. 

As expected, the RBNZ noted that inflation has returned to the target band. 
However, it cautioned reading too much into this move, noting that headline 
CPI is likely to be volatile over the next year. This lines up with our forecasts. 
Higher petrol and food prices are supporting inflation in the near term. 
However, given these are one-off moves, the impact on inflation is not likely to 
be sustained. As a result, inflation is likely to dip back below 2% over 2017. 
Further, given the downward skew of risks to inflation from global uncertainty, 
this reiterates that the RBNZ is likely to leave rates on hold for some time yet. 

External influences remain a mixed bag.  The RBNZ continues to highlight the 
degree of geo-political uncertainty, labelling it as a “major challenge”, along 
with on-going surplus capacity around the globe.  On a more positive note, the 
Bank picked out that economic data in advanced economics have been 
positive over the last couple of months.  On global inflation, the Bank’s 
message is the same – price pressures are increasing, in part due to 
commodities.  However, the RBNZ does highlight that US policy is expected to 
be less stimulatory going forward, given the US Federal Reserve is expected to 
continue hiking interest rates. 

The RBNZ slightly altered its language around the exchange rate, highlighting 
that the trade-weighted index has declined since the last meeting and that this 
move was “encouraging”.  However, the Bank tempered this by saying “further 
depreciation is needed to achieve more balanced growth”, similar to the 
February statement’s “a decline in the exchange rate is needed”. 

Domestically, the RBNZ noted the weaker GDP figures over the second half 
of 2016, but concluded that some of this weakness was due to temporary 
factors.  The RBNZ remains upbeat about the fundamentals underpinning NZ’s 
growth outlook.  We expect growth to be well supported over the next two 
years. In terms of the dairy outlook, the RBNZ pointed out that prices had 
been volatile at recent auctions and reiterated the uncertainty around future 
prices. 
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The RBNZ reiterated that house price inflation had moderated but acknowledged that it’s too soon to know whether this will 
be sustained given demand continues to outweigh supply. 

With little change in the statement’s overall tone and outlook, as expected, market reaction was extremely limited.  The NZD 
is very slightly weaker following the release, but there was no discernible reaction in interest rate markets. 

  Key Rates 8:50am 9:02am 9:35am 
NZD/USD            0.7056            0.7061          0.7049  
NZD/AUD            0.9189             0.9192          0.9180  
NZD/EUR            0.6536             0.6538          0.6527  
NZD/JPY              78.39               78.47             78.34  
NZD/GBP            0.5652             0.5655          0.5647  
NZ TWI              76.61               76.65             76.53  
NZ 90 day Bank Bill                 1.98                  1.98               1.98  
NZ 1 year swap rate                 2.07                  2.07               2.07  
NZ 3 year swap rate                 2.53                  2.53               2.53  
NZ 5 year swap rate                 2.92                  2.92               2.92  

 

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

Macroeconomic indicators in advanced economies have been positive over the past two months.  However, major challenges 
remain with on-going surplus capacity in the global economy and extensive geo-political uncertainty.  

Global headline inflation has increased, partly due to a rise in commodity prices, although oil prices have fallen more 
recently.  Core inflation has been low and stable. Monetary policy is expected to remain stimulatory, but less so going forward, 
particularly in the US. 

The trade-weighted exchange rate has fallen 4 percent since February, partly in response to weaker dairy prices and reduced 
interest rate differentials.  This is an encouraging move, but further depreciation is needed to achieve more balanced growth.  

Quarterly GDP was weaker than expected in the December quarter, but some of this is considered to be due to temporary 
factors.  The growth outlook remains positive, supported by on-going accommodative monetary policy, strong population 
growth, and high levels of household spending and construction activity.  Dairy prices have been volatile in recent auctions and 
uncertainty remains around future outcomes.  

House price inflation has moderated, and in part reflects loan-to-value ratio restrictions and tighter lending conditions.  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.  Headline 
CPI will be variable over the next 12 months due to one-off effects from recent food and import price movements, but is 
expected to return to the midpoint of the target band over the medium term. 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.  

View the full statement here. 

 

 
 
 
 
 
 
 
 
 
 

http://www.rbnz.govt.nz/news/2017/03/official-cash-rate-unchanged-at-1-75-percent
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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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