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Joining the chorus  
 We expect the RBNZ to maintain the OCR at 1.75%, signal its intent to hold the OCR at low levels for a 

considerable period (likely till 2021) and retain the flexibility to either hike or cut. 

 Nevertheless, increased downside global and domestic risks are likely to be acknowledged. 

 The risk of an OCR cut remains, but for now we are sticking to our call for the OCR to remain on hold through 

till early 2021. 

A lot has gone on since the February Monetary Policy Statement was delivered just six weeks ago.  Concerns over 

the health of the global economy have grown, global central banks have become more dovish, the tenor of 

domestic and global data has waned and the domestic mood is sombre following the terrorist attacks in 

Christchurch.  At this time there is the clear need for government policy institutions to stay on message to provide 

continuity and reassurance.  As such, we expect the RBNZ to hold the Official Cash Rate at its 1.75% record low and 

pledge to maintain the OCR at expansionary levels for a considerable period (likely till 2021).  While the RBNZ may 

acknowledge that risks have shifted further to the downside, the outlook remains reasonable. There is time for the 

RBNZ to wait and see how forthcoming data and events will unfold before changing its policy stance or OCR 

settings. Our core view is that the RBNZ hold the cash rate at 1.75% until early 2021, with the balance of risks tilting 

towards a lower OCR.  

Shifting of risks 
In the February MPS, the RBNZ pledged to maintain the OCR at expansionary levels for a continued period (through till 

2021) so as to meet its price stability and employment objectives. The RBNZ kept its options open, noting that the OCR 

could then move up or down. In our assessment, the balance of risks has shifted to the downside in the short time 

since February: 

 A weaker starting point for NZ economic activity: The starting point for domestic economic activity is weaker 

than the February MPS outlook, with the 0.6% qoq increase for Q4 GDP undershooting the 0.8%qoq RBNZ 

pick, and with downward historical revisions taking annual GDP growth to 2.3%,  a five-year low and 0.4 

percentage points below RBNZ expectations.  

 More questions over the 2019 NZ growth outlook:  In February the RBNZ flagged weak business confidence 

and the outlook for net exports as key risks. We still believe low interest rates and higher government 

spending will provide support to domestic demand and that the outlook for the Terms of Trade remains 

positive, given the recent strengthening in dairy commodity prices (we have lifted our 2018/19 Fonterra milk 

price forecast to NZD6.60 per kgMS and see upside risk to our 2019/20 NZD7kgMS milk price forecast).  

However, business confidence has remained weak, with the ANZ Business Outlook, and services and 

manufacturing PMIs signalling cooling momentum. Consumer sentiment also sharply declined in Q1 
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according to the Westpac McDermott Miller survey.  Available indicators to date suggest some downside 

risks around the RBNZ 0.8% qoq and 0.7% qoq picks for H1 2019 GDP. Moreover, the recent tragic terrorist 

attacks in Christchurch could dampen tourism inflows, educational exports and overall NZ GDP.   

 Trading-partner growth has continued to slow as global tailwinds ease. Recent activity data for Australia, 

China and the Eurozone has been weak, with US data pointing to slowing growth.   

 Domestic interest rates have fallen further and are either close to or have reached record lows.  Global 

financial conditions have remained accommodative with financial market pricing indicating little change to 

the accommodative stance of monetary policy in the advanced economies over the following year or so. We 

note proposed increases in capital requirements for locally-incorporated NZ banks will act to tighten financial 

conditions, but this remains a long way off and will not be a factor in current RBNZ policy deliberations.  

 Concerns over global growth have seen a dovish tilt from the major global central banks, with the dropping 

of implicit tightening biases (US Federal Reserve, Reserve Bank of Australia (RBA), Bank of Canada) and the 

pledge of more policy support (European Central Bank). The RBNZ will not be unmoved by this shift. Slowing 

growth in international tourist numbers to NZ could likely be linked to moderating global growth. 

 A firmer NZD. Despite the softer global outlook and historically-low NZD interest rates, the NZD has remained 

firm. The NZD Trade-weighted index at 74.6 is firmer than the 73.3 assumed in the February MPS. The NZD 

has oscillated within a 68-70 US cent range since February.  There will, however, be some RBNZ concern over 

the high NZD/AUD, particularly with yields expected to widen in favour of the NZD if the RBA validates 

market pricing and cuts the cash rate later this year.   

The RBNZ won’t have to publish forecasts or an assessment of how the 

key judgements and risks have likely changed, but they may 

acknowledge that risks have become more downwardly skewed (see 

the table below). We note that the NZ economy is inching towards the 

downside scenario in the February MPS, in which the OCR was cut by 

50bps by mid-2020. However, there are still reasons for optimism given 

the support provided by the elevated Terms of Trade, higher 

government spending and historically-low NZ interest rates. For now the 

NZ labour market is around maximum sustainable employment and in 

little need of more policy stimulus.  

Table 1: Key judgements and risk assessment 

RBNZ key judgements 
and risks  

ASB estimate of 
RBNZ Risk assessment  
(March OCR) 

RBNZ Risk assessment  
(February MPS) 

ASB’s View 

Robust global growth 
continues:  

Downside via trade. Stronger 
NZD starting point. 

Downside via trade. Balanced NZD 
outlook as overseas central banks 
pause 

Downside risks have increased: on trade 
tensions and evidence of weakening Chinese 
GDP growth.  Strong NZD outlook 

Global inflation 
increases gradually: 

Marginal upside due to 
stronger dairy price outlook. 

Balanced. Marginally to upside given strong dairy prices. 

NZ grows above trend: More downside from Q4 GDP 
and weak sentiment 

Some downside from weak business 
confidence and net exports 

Downside due to weak Q4 GDP, soft business 
confidence and weak firm profitability.  

NZ capacity pressures 
build: 

More balanced, given softer 
GDP outlook. Labour market 
capacity stretched 

Some upside, given stretched labour 
capacity and likely mild increases in 
output gap by 2020. 

Downside from low 2018Q4/2019Q1 growth. 

Inflation takes its time 
to return to target:  

Less upside. Upside via wages, 
capacity pressures, but 
sideways via tradable prices 

Less upside. Upside via wages, 
capacity pressures, but sideways via 
tradable prices 

Some downside: Muted tradable prices and 
downside risks to the wage/ non-tradable 
price outlook. 

Source: ASB. Red denotes a downgrade to the RBNZ’s assessed risk, green an upgrade to the risk. Black is unchanged risk. 

Growth prospects look reasonable, the labour market should remain tight and inflation comfortably within the 1-

3% target band. There is time to wait and see how the forthcoming data and events will unfold.  It is also 

debateable how much support an OCR cut would provide to domestic confidence and economic activity.  Mild 

growth is partly a consequence of widespread capacity constraints and there appears to be a structural element 

to the low rates of consumer price and wage inflation observed recently in NZ and other OECD economies.  

Moreover, the NZD has been strong despite NZ interest rates being around record lows. In our view, it would be 

more advisable for the RBNZ to preserve its remaining monetary policy ammunition to use when needed.  
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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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