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Roll with the (growth) changes 
 The RBNZ is likely to be very focused on activity measures given the downside risks to the growth outlook and 

implications for capacity pressures. 

 Further, we expect the RBNZ to note the lift in global risks since September. 

 The RBNZ is likely to remain cautious and to reiterate its neutral bias: the next OCR move may be up or down. 

Overall we expect the RBNZ to sound just as cautious as in September, if not a little more.  The key determinant of 

any shift in RBNZ stance will be how circumspect it has become on growth for the second half of 2018 and the first 

half of 2019, despite ‘banking’ considerably stronger than expected growth in 2018Q2. Business confidence remains 

weak, and the risk that soft confidence translates into weaker activity is very real. Further, sharp increases in petrol 

prices (while pushing up headline inflation) are also putting pressure on household budgets. Rising global risks also 

suggest more downside risks to NZ’s growth and inflation outlook. Given the numerous risks around the growth 

outlook, we expect the RBNZ to focus heavily on activity data rather than recent pricing data.   

Headline inflation has jumped and is likely to lift further in the near term. But with much of the increase due to 

higher fuel prices and numerous downside risks on the horizon, the RBNZ will be comfortable looking through much of 

the lift. Although we expect the RBNZ to maintain its neutral bias, don’t overlook the risk that the RBNZ’s policy 

assessment incorporates the chance of a rate cut (or a delayed hike). 

Growth no real Speedwagon? 
Q2 growth of 1% qoq held up much better than the RBNZ’s 0.5% expectation as published back in the August 

Monetary Policy Statement (MPS).  But, leaning against that, growth is unlikely to be as rosy over the second half of 

the year as the 1.5% total the RBNZ had expected.  It is very likely that the RBNZ now expects something closer to 1% 

in 2018H2, in which case the unexpected boost in Q2 would be completely offset.  The RBNZ certainly downplayed in 

its September review statement the significance of that strong Q2 performance.  

Moreover, given the apparent slowing of momentum, does the RBNZ’s previous expectation for 2019 growth still 

stand up?  It is quite possible that the RBNZ trims next year’s outlook slightly as well. We expect the RBNZ’s growth 

outlook will net out to imply a very similar level of GDP as in the August MPS, with the risk slanted to a slightly weaker 

GDP outlook than before.  The implications for capacity pressures are likely to be a similar degree of pressure – or 

even less than the August forecasts contained. 

Why would the RBNZ potentially be so cautious about the growth outlook? Business confidence remains very 

weak.  The NZIER’s Quarterly Survey of Business Opinion (QSBO), which has tracked growth relatively well in recent 

years, has fallen to a level implying clear deceleration in the economy.  Recent investment intentions readings in the 
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monthly ANZ business survey have only been lower in 1988 and 

the Global Financial Crisis. 

Fuel prices have risen by more than the RBNZ anticipated, creating 

greater household drag than expected.  Auckland consumer 

confidence has taken a sharp hit since the middle of the year, 

which was when the regional fuel excise took effect. 

Monetary conditions do now provide some added offset, 

though.  The NZD has already fallen slightly below the RBNZ’s long-

term expectations. And, as a result of the RBNZ’s soft signal back 

in August, wholesale and mortgage interest rates are now lower. 

Inflation: no Breakaway 
Headline inflation has also surprised the RBNZ with its strength. The Q3 CPI rose 0.9% qoq, substantially higher than 

the RBNZ’s 0.4% qoq forecast in the August MPS. But, as mentioned above, some of this reflected the sharp increase 

in fuel prices over the quarter. In September the RBNZ acknowledged that fuel prices were likely to boost near-term 

inflation, but reiterated that it will “look through this volatility as appropriate”. We expect the RBNZ to maintain this 

view. For one, the RBNZ will be wary of the risks that household demand wanes as households battle with higher fuel 

costs. 

Some of the surprising strength in the Q3 CPI was also generated by higher than expected non-tradable inflation. This 

will have been of more significance for the RBNZ as non-tradable inflation is linked to capacity pressures. However, 

much of the higher non-tradable inflation continues to be generated from increased housing-related costs (including a 

higher than average rise in council rates over Q3) rather than broader inflation pressures. There was little in the CPI 

release to suggest that the RBNZ needs to be lessening its current accommodative monetary stance. Estimates of core 

inflation largely were unchanged in Q3 and growth concerns are a downside risk to the medium-term inflation 

outlook. Consequently, we continue to expect the RBNZ to bide its time before lifting the OCR from current record 

lows. 

Ridin’ the (global) Storm Out 
Trade tensions, the recent volatility in global equity markets and growing political and economic risks in Italy all mean 

the RBNZ will flag greater risks to NZ’s own growth outlook. However, we expect the RBNZ to simply note the increase 

in risks, rather than materially change its growth outlook. If any of these risks were to eventuate in coming months, 

we would expect this to be incorporated into the RBNZ’s central forecasts, flagging either a delayed tightening or a 

growing chance of a 2019 rate cut.   

 MPS risk tilt: not yet Over the Edge 
Since the August MPS, the balance of risks has tilted towards the 

potential for inflation pressures to remain muted for longer. As a 

result, there is a chance that the RBNZ is more cautious than it was 

in the September OCR Review. As mentioned above, the downside 

risks to the growth outlook have increased since August. The latest 

ANZ business confidence survey reiterated that businesses remain 

cautious, and sharp increases in fuel prices are raising question 

marks around the durability of consumption growth going forward.  

Further, our own revised GDP forecasts are now uncomfortably 

close to the RBNZ’s August downside scenario (which implied 

another 100bps of OCR cuts).  

On top of growing domestic risks, global risks have also increased since August. Higher risks on the global front also 
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cast doubt over NZ’s growth and inflation outlook irrespective of what’s happening here at home.  Overall, the picture 

has undoubtedly shifted to an environment whereby the RBNZ’s policy assessment could easily tilt further towards 

either delayed tightening or a rate cut. 

At this stage we expect the RBNZ to reiterate it will keep the OCR on hold until late 2020. But any change in view is 

likely to be towards a later start. 

September 2018 RBNZ media release 
Statement by Reserve Bank Governor Adrian Orr: 

The Official Cash Rate (OCR) remains at 1.75 percent. 

We expect to keep the OCR at this level through 2019 and into 2020. The direction of our next OCR move could be up or 
down. 

Employment is around its sustainable level and consumer price inflation remains below the 2 percent mid-point of our 
target, necessitating continued supportive monetary policy. Our outlook for the OCR assumes the pace of growth will 
pick up over the coming year, assisting inflation to return to the target mid-point. 

Our projection for the New Zealand economy, as detailed in the August Monetary Policy Statement, is little changed. 
While GDP growth in the June quarter was stronger than we had anticipated, downside risks to the growth outlook 
remain. 

Robust global economic growth and a lower New Zealand dollar exchange rate is expected to support demand for our 
exports. Global inflationary pressure is expected to rise, but remain modest. Trade tensions remain in some major 
economies, increasing the risk that ongoing increases in trade barriers could undermine global growth. Domestically, 
ongoing spending and investment, by both households and government, is expected to support growth. 

There are welcome early signs of core inflation rising towards the mid-point of the target. Higher fuel prices are likely 
to boost inflation in the near term, but we will look through this volatility as appropriate. Consumer price inflation is 
expected to gradually rise to our 2 percent annual target as capacity pressures bite. 

We will keep the OCR at an expansionary level for a considerable period to contribute to maximising sustainable 
employment, and maintaining low and stable inflation. 

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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