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Orrsome start





OCR on hold at 1.75% as widely expected.
The policy bias is very explicit: “The direction of our next move is equally balanced, up or down. Only time and
events will tell”. We see the intended message as very similar to the previous policy assessments.
The RBNZ substantially changed the way in which it lays out the Monetary Policy Statement, as it flagged
earlier in the week. The result: greater clarity and a swiftly digestible message.
The RBNZ’s OCR forecasts changed only slightly: the point at which the OCR starts rising was pushed out a
quarter and is still consistent with a late 2019 start to OCR increases. The forecast end point in 2021 remained
in line with the February MPS forecasts.

As was widely expected, the RBNZ left the Official Cash Rate unchanged at 1.75% in an unanimous decision amongst
the deciding committee. The RBNZ delivered a balanced risk assessment, noting that the “direction of our next move
is equally balanced, up or down”. The Bank also highlighted that this assessment would be conditional on future
events by noting “Only time and events will tell”. The RBNZ’s OCR outlook was little changed from February’s
Statement.
Importantly the statement provided both upside and downside scenarios. On the downside, the run of low inflation
could be more persistent for longer than the RBNZ anticipates. On the upside inflation could pick up faster than
expected if price-setting behaviour becomes more forward looking. Upcoming minimum wage increases are another
upside risk to inflation, as higher wages could cause firms to raise prices by more than assumed.
The Statement started delving into understanding what Maximum Sustainable Employment is. At this point, the state
of employment is not materially impacting the OCR outlook.
To us the highlight of the Statement was the shift to making the RBNZ’s messages clearer and readily
understandable. We give the RBNZ top marks for the shift.
We continue to expect the RBNZ to remain on hold until at least August 2019.

Economic outlook: not much change
The NZ economy is still adjudged to have a solid growth outlook, reflecting widespread supports, including the
robust global growth, government spending, still-strong net immigration, the historically-high Terms of Trade and stillsupportive monetary conditions. Over the forecast, stimulatory monetary policy is needed to drive GDP growth above
its potential rate so as to generate a pick-up in capacity pressure, further increases in employment, and a rise in
inflation.
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The growth outlook for the March 2018 (2.8% yoy) and 2019 (3.1% yoy) and 2020 years (3.3% yoy) was marginally
weaker than that projected in the February MPS (3.2% yoy, 3.5% yoy, and 3.4% yoy respectively). By construction,
projections for CPI inflation were around 2% by the end of the projection period. Compared, to the February MPS,
however, forecasts for annual CPI inflation were shaded down to 1.6% by the end of 2018 (1.8% in February), to 1.7%
for 2019, with Q4 2020 the first quarter in which CPI inflation hits 2%. Our projections continue to suggest some
downside risks to the RBNZ forecasts.
OCR OUTLOOK
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The OCR forecast track was marginally pushed out relative to the
February MPS, with rates moving up in Q3 of 2019 (previously
2019Q2). There were 50bps of OCR hikes over the published projection
period, with an endpoint of 2.4% that ended in mid-2021.
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Comments on the housing market were kept to a minimum, reflecting
the RBNZ’s confidence that the inflation and financial stability risks
posed by the housing market were under control. The policy
assessment (and media conference) made little mention of the NZD,
signalling the RBNZ’s apparent comfort with its current level. The Trade
Weighted Index projection showed little change relative to the February
MPS.

Assessing Maximum Sustainable Employment
Given its increased focus, the Statement devoted considerably more
content to the labour market. The RBNZ did note that the labour
market has tightened over the past five years, with a range of
indicators suggesting that employment is close to its maximum
sustainable level. However, the RBNZ notes this assessment as being
highly uncertain. Over the projection, employment growth is expected
to slow, but remain higher than growth in the working age population.
As a result, the employment rate is expected to edge slightly higher
over the forecast, with the unemployment rate troughing in the low
4’s, which is similar to our forecasts.
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Box C of the Statement provided comprehensive coverage of the
labour market, covering in detail what the RBNZ adjudged to mean maximum sustainable employment (MSE) as per
the new Policy Targets Agreement. The RBNZ noted this was analogous to the concept of potential output, which is a
core part of the RBNZ’s existing flexible inflation-targeting framework. MSE consists of a number of indicators
depending on levels of employment, the employment rate, the underemployment rate, underutilisation, the
potential labour force, labour force participation and the unemployment rate (with particular focus on the
unemployment rate for those out of work for between 1 and 12 months). The RBNZ’s estimates of the NonAccelerating Inflation Rate of Unemployment (NAIRU) currently range from 3.5% to 5.3%, with the current
unemployment rate of 4.4% in the middle of this.

Our take: two thumbs up for transparency and clarity
The new Governor, Adrian Orr, came into the role with the intentions of bringing greater transparency to the RBNZ’s
deliberations and of improving its communication style. He has made a mark through substantially changing the way
in which the Monetary Policy Statement presents the RBNZ’s views. The overall message from the statement is very
similar to the previous Statement’s, even with the new Policy Targets Agreement. But the presentation is now being
done in a way that makes the RBNZ’s messages much clearer and less vulnerable to misinterpretation. Importantly,
the RBNZ’s thinking is going to be much more readily digestible by a broader range of people. We give Adrian Orr and
the RBNZ plaudits for this change.
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In his first media conference as Governor, Adrian Orr responded to questions in a plain-speaking and readily
understandable way, with some pockets of humour sprinkled in. Some key takeaways from his comments:




There is uncertainty over assessing the extent of spare capacity in the goods and labour markets;
And further uncertainty over the linkages of these capacity constraints to inflation;
Given these uncertainties, the fairly neutral starting point, and the usual uncertainties over the outlook, the
neutral assessment for the OCR is prudent for now.

One of the key things Adrian Orr wants to change about the RBNZ is its style of communication, with the intention of
reaching a wider audience than “a few retail bank economists”. He wants the NZ public to become more aware of
what the RBNZ actually is, with the aim boosting New Zealanders’ financial literacy. As one early example, the RBNZ
has created a pictorial showing the factors influencing current monetary policy considerations – it is worth a look
(scroll down).

Market reaction
The neutral OCR policy assessment and modest pushing out of the published OCR track was generally interpreted to
be dovish by markets. The NZD initially dipped about 30 points versus the USD and is current 40 points lower. The
NZD TWI is about 40 points lower than immediately prior to the RBNZ decision. NZ interest rates fell. Yields on the
bellwether 2-year swap rate initially dipped 2bps, but had fallen a further 6bps by the end of the RBNZ media
conference. Falls for other tenors were more modest.
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May 2018 RBNZ OCR media release
Statement by Reserve Bank Governor Adrian Orr:
Tena koutou, katoa, welcome all.
The Official Cash Rate (OCR) will remain at 1.75 percent for some time to come. The direction of our next move is
equally balanced, up or down. Only time and events will tell.
Economic growth and employment in New Zealand remain robust, near their sustainable levels. However, consumer
price inflation remains below the 2 percent mid-point of our target due, in part, to recent low food and import price
inflation, and subdued wage pressures.
The recent growth in demand has been delivered by an unprecedented increase in employment. The number of willing
workers continues to rise, especially with more female and older workers choosing to participate. Likewise net
immigration has added to the supply of labour, and the demand for goods, services, and accommodation.
Ahead, global economic growth is forecast to continue supporting demand for New Zealand’s products and services.
Global inflation pressures are expected to rise but remain contained.
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At home, ongoing spending and investment, by both households and government, is expected to support economic
growth and employment demand. Business investment should also increase due to emerging capacity constraints.
The emerging capacity constraints are projected to see New Zealand’s consumer price inflation gradually rise to our 2
percent annual target.
To best ensure this outcome, we expect to keep the OCR at this expansionary level for a considerable period of time.
This is the best contribution we can make, at this moment, to maximising sustainable employment and maintaining
low and stable inflation.
Our economic projections, assumptions, and key risks and uncertainties, are elaborated on fully in our Monetary Policy
Statement.
Meitaki, thanks
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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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