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World’s fastest central banker 
 OCR cut by 50bp to 1% - the RBNZ surprised markets by front-loading action that had been widely anticipated 

for later in the year. 

 The RBNZ’s OCR forecasts and the summary of the decision deliberations suggest a continued easing bias.  

 We forecast a further (25bp) cut in November, but timing will be heavily influenced by global risks, which are 

fluid at present. 

As monetary policy authority Cat Stevens might say, the second cut is the deepest!  The RBNZ has front-footed the 

journey to a 1% OCR, a move markets had widely expected – just not until the end of the year.  In the newly-started 

interest rate race to the bottom, the RBNZ is cutting a Burt Munro figure amongst central banks.  And kudos to the 

Monetary Policy Committee (MPC) for getting on with it, given the economic forecasts called for around 60bp in total 

of OCR cuts.  Quite possibly, the rapid escalation of US-China tensions this week contributed to the decision.   

Even after the surprise size of the August cut, the risks remain skewed to an even lower trough than the current 1% 

OCR.  We forecast a further 25bp cut to 0.75%, in November.  Global risks are moving relatively quickly, based on the 

past week’s US-China tensions, and the added Brexit uncertainty.  Domestically, there may be more labour market 

slack than is evident, business confidence remains a risk, and the RBNZ also isn’t yet factoring in impacts from its 

pending bank capital requirements.  There are quite a few things in the mix, and timing of any further action will 

remain up in the air.  Given today’s big move, though, a September cut looks unlikely – barring an unmistakable global 

turn for the worse.  

So – where to now? 

One more 25bp OCR cut to 0.75% looks likely, though not 

guaranteed.  We have pencilled a cut in for November, but the 

if/when depends on many factors.  Here is our list of key 

considerations: 

 Global growth and risks – which can easily change as the 

past week has shown; 

 Any reassessment that the labour market can sustain 

tighter conditions/higher employment than the RBNZ’s 

current assessment; 

 Continued weakness in business confidence; 

 Inflation expectations, noting that they fell in the most 

recent RBNZ Survey of Expectations; 

 Reassessment of the neutral OCR – the RBNZ’s still appears too high and may believe there is more stimulus 

is in place than we think is the case; 

 The RBNZ eventually factoring in the interest rate implications of the RBNZ’s added capital requirements. 
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So, what were the RBNZ’s key judgements?  The key forecast assumptions were little changed from the May MPS.  

Global growth is expected to stabilise around historical averages, with global inflation edging up gradually. Moreover, 

domestic fiscal and monetary policy stimulus is expected to support above trend growth later in the projection period. 

Inflation is expected trend up towards the 1-3% inflation target midpoint.  

These assumptions now appear to be dated given the passage of recent events. There looks to be a disconnect 

between these assumptions and the discussion in the MPS meeting of record (see table at end), which highlighted 

the worsening global scene and discussed the impact on the NZ economy via trade, financial and confidence channels. 

Importantly, the record of meeting underscored the importance of additional spending from households, businesses, 

and the government, to meet the RBNZ’s inflation and employment targets. 

It was encouraging that the MPC reaffirmed our view that the neutral OCR had been on a downward trend, although 

the confidence intervals were wide and central estimate (3.22%) higher than our current estimates (around 2.75%).  

Notably, the projections did not account for the impact of proposed impact of higher bank capital requirements, 

which is understandable given the proposals are still at the consultation stage. If these capital requirements are 

imposed, our work suggests they look set to add at least 50bps to customer interest rates, with the OCR needing to be 

lower by a similar margin to compensate.  

Domestic concern 

The Statement was bulging with concern about slowing domestic momentum. GDP growth forecasts were revised 

down over 2019, and now broadly match our own. Notably, the downgrade was despite a materially stronger outlook 

for fiscal spending, as Budget 2019 assumptions were incorporated. 

Alongside the risk of pass-through from the precarious global situation, falling business confidence and weak house 

price inflation were singled out as particularly worrisome. The Bank put forward a few candidates for general 

businesses angst: concerns about the global economy; domestic policy uncertainty; slowing domestic growth; and 

declining profit margins. It’s hard to see any of these turning around anytime soon. 

The RBNZ appears a tad perplexed about why the housing market has remained so soggy. House price forecasts 

were slashed and the bank openly wondered in a Special Topic 

“Why has house price inflation been so weak”. We remain of the 

view that recent (and likely future) declines in mortgage rates will 

resuscitate the market, but this is probably not going to show up 

in the data for another few months.  Only in recent months has 

sales turnover started to recover. 

On the labour market, the Bank appeared to broadly side with our 

view that labour market capacity is perhaps not as tight as the 

very low unemployment rate would suggest. Indeed, despite 

employment being expected to remain around its maximum 

sustainable level, the Bank noted “nominal wage inflation will 

remain subdued relative to tightness in the labour market”. 

Global gloom 

Surprisingly, the RBNZ’s global growth forecasts didn’t really change.  But the perceived risks changed markedly and 

appear to be a key catalyst for the RBNZ cutting 50 basis points in this Statement.  On sheer content alone, the RBNZ 

has devoted a considerably large amount of discussion on the global growth outlook as well as the various 

transmissions through to the NZ economy.  Notably, the August Statement included a Special Topics chapter with 

“how are weaker global conditions affecting New Zealand’s economy?” the first topic of five. 

Moreover, risks that were noted in previous Statement appear now appear to be crystallising in the RBNZ’s view.  

“Heightened uncertainty and declining international trade have contributed to lower trading-partner growth.”  The 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/bank-capital-requirements.pdf
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RBNZ also notes that global central banks are easing to support their economies, confirming that risks to global 

growth and inflation are real. 

Inflation sure to rise…gradually 

The RBNZ view is that easing capacity pressure and lower fuel prices are expected to see CPI inflation decline in the 

near term, with annual CPI inflation projected to return to the 2 percent target mid-point by the end of 2021, slightly 

later than projected in the May MPS.  The lift in CPI inflation will be 

underpinned by rising domestic and external catalysts. Increasing 

capacity pressures and the rising minimum wage are expected to 

push non-tradable inflation to 3 percent by the end of the 

projection period.  Tradables inflation is expected to remain low, 

but converge gradually to slightly below its long-term average as 

the disinflationary impact of low global inflation wanes. 

Our forecasts for non-tradable inflation are a carbon copy of the 

August MPS, with annual inflation approaching 3% by mid-2021. 

However, we believe that globalisation is likely to remain a 

powerful inflation suppressant that will keep tradable CPI (and 

overall CPI) inflation low. Risks to the RBNZ’s medium-term view 

on inflation are skewed to the downside.  

Market reaction  

Financial markets were stunned by the decision to cut 50bps. Wholesale interest rates collapsed 9-15bps to fresh 

record lows, with falls concentrated more in the front end of the swap curve. In currency markets, the NZD/USD has 

fallen by around 1½ cents, one the largest post-meeting moves in recent memory. Markets have quickly moved to 

price a better-than-even chance of another (25bps!) cut in November, with September seen as a roughly 25% chance. 

This looks reasonable to us. 

Monetary Policy Committee: High level policy considerations 

June OCR Record August MPS Record Risks to 
OCR  
(ASB estimates) 

Global prospects 

Global economic growth had continued 
to slow. Weakening in global trade and 
elevated trade tensions/ Overseas 
central banks expected to ease 
monetary policy. 

Global prospects 

Heightened global uncertainty was reducing investment and 
suppressing trading partner growth. This highlighted the risk of a 
larger or more prolonged slowdown in global economic growth. 
Considerable economic and policy uncertainty could see global 
growth continue to decline despite policy stimulus. 

 

Further downside 
to RBNZ outlook for 
trading partner 
growth. 

NZD and overseas central banks 

 

NZD and overseas central banks 

Additional stimulus from central banks had underpinned growth and 
reduced the likelihood of a more-pronounced slowdown. 

Lower OCR if global 
rates fall via higher 
NZD 

Domestic outlook 

Stronger starting point for Q1 GDP. 
Subdued domestic growth. Strong 
construction/weak services activity. 
Budget 2019 incorporated a stronger 
outlook for government spending than 
assumed in the May Statement. Softer 
house prices and impact on household 
spending. 

Domestic outlook 

Slowing global demand impacting New Zealand through the trade, 
financial and confidence channels. Low business confidence had 
dampened business investment and if it remains weak, growth 
might not increase as anticipated over the medium term. Both 
upside and downside risks to household spending and from the 
impact of fiscal policy. Importance of additional spending from 
households, businesses, and the government, to meet the RBNZ’s 
inflation and employment targets. 

 

Some downside 

Labour market 

Employment is broadly at and expected 
to remain near its maximum sustainable 
level. Risks tilted to the downside. 

Labour market 

Employment was around the targeted maximum sustainable level. 
Committee pleased to see that the labour market data hold up 
relative to expectations in 2019Q2. However, outlook for 

 

Downside. We 
believe more spare 
capacity will  
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employment and (inflation) was softer given GDP outlook. emerge 

Inflation 

Disconnect between capacity metrics 
and wages and subdued private sector 
wage growth. CPI inflation slightly below 
2%. Risks to inflation outlook on 
downside 

Inflation 

Softer outlook for inflation given weaker global and domestic 
conditions. Survey measures of short-term inflation expectations 
slightly lower, longer-term close to 2%. 

Both upside and downside risks to wages. 

 

Modest downside 
given our low 
inflation view 

OCR settings and bias 

Consensus to leave OCR on hold at 
1.50%. More support from monetary 
policy needed given weaker global 
growth and subdued domestic demand. 

OCR settings and bias 

The Committee agreed that the balance of risks to achieving its 
consumer price inflation and maximum sustainable employment 
objectives was tilted to the downside.  

Consensus cut by 50bps (rather than 25bps) would best meet policy 
objectives.  No policy bias provided. 

Neutral OCR likely to have continued to decline but little change in 
transmission mechanism 

 

Downside. We 
expect OCR trough 
of 0.75% by late 
2019. 

Source: ASB 
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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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