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RBNZ waiting for direction 
 The RBNZ left the OCR on hold at 1.75%, as widely expected, with the same neutral stance. 

 Statement suggests a more cautious growth outlook, though future fiscal stimulus could be greater. 

 RBNZ still comfortable with its inflation view and balance of risks. 

Summary 
We didn’t expect much change in wording in the statement, and there wasn’t.  The key message is the RBNZ has 

maintained its neutral stance along with keeping interest rates on hold.  

But there is a hint that the RBNZ has nudged its growth outlook down slightly, particularly given how weak 

construction has been despite strong demand.  How significant any changes are will have to wait for the full 

projections in the November Monetary Policy statement.  But it is also quite possible the election outcome eventually 

brings about more fiscal stimulus than the Budget 2017 scenario the RBNZ will still be using.  Even with some 

potential shaving of its growth outlook, the RBNZ still appears comfortable with the balance of inflation risks.  

So, as per usual, uncertainties remain.  Could near-term growth end up slightly weaker, particularly if there is some 

election-related uncertainty?  Could medium-term growth get a touch more fiscal support?  What is pretty certain is 

the RBNZ doesn’t need to do anything for a while, until 2019 in our view. 

Growth outlook: trimmed slightly? 
The RBNZ continues to expect growth to be supported by low 

interest rates, population growth, high Terms of Trade and fiscal 

stimulus.  Indeed, in the wake of a tight election race and all the 

promises that were made by all major parties, the RBNZ can 

eventually count on the likelihood of even more fiscal stimulus 

than was incorporated in Budget 2017.  

Nonetheless, in the meantime the RBNZ’s wording on growth 

implies a downward revision to its year-ahead outlook.  The RBNZ 

stated it expected growth to maintain its current pace.  At the 

August Monetary Policy Statement, the RBNZ had expected a small 

acceleration in growth over the coming year (growth over 0.9-1.0% 

per quarter, rather than 0.8% per quarter).   
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If the RBNZ’s growth outlook is indeed slightly weaker, that would 

be a bigger headwind for getting inflation back near the target mid-

point. 

Business confidence had held up surprisingly well until very close 

to the election, when it softened noticeably.  With a few added 

weeks of coalition uncertainty, there is also some risk of a near-

term speed bump until the election dust truly settles. 

Little else changed 
The RBNZ remained reasonably upbeat on the global economy, 

with marginal changes in the wording of the policy assessment 

relative to the August MPS.  While the RBNZ are factoring in policy 

tightening by other central banks, there was no explicit mention of 

recent actions by other central banks who have either started to 

reduce policy accommodation (e.g. Bank of Canada) or have signalled 

the intent to do so (e.g. Bank of England, US Federal Reserve).  The 

RBNZ remains wary of the global scene given the risks posed by 

extremely high asset prices (equity values, low bond yields) and a pick-

up in market volatility which could widen (low) credit spreads. 

Comments on the housing market were almost a carbon copy to the 

August MPS. The RBNZ is wary of a resurgence in prices given strong 

demand, dwelling shortfalls, capacity constraints and the sluggish pace 

in which residential building activity is picking up. 

A lower NZD is still wanted despite the NZD TWI being currently 

around 2% below the 77.9 Q4 assumption in the August MPS.  A lower NZD would helpfully add to inflationary 

pressure at the margin by rebalancing the economy towards the tradable sector, taking the pressure off domestic 

drivers of the expansion and bolstering the resilience of the New Zealand economy. 

Key Rates Reaction 
Market reaction was very muted, with the NZD down very marginally and interest rates barely moving. 

   8:55am 9:10am 9:35am 

NZD/USD            0.7222            0.7212         0.7203 

NZD/AUD            0.9197             0.9180          0.9174  

NZD/EUR            0.6146             0.6139          0.6131  

NZD/JPY              81.44               81.29             81.20  

NZD/GBP            0.5391             0.5386          0.5383  

NZ TWI              76.34               76.23             76.17  

NZ 90 day Bank Bill                 1.96                  1.96               1.96  

NZ 1 year swap rate                 2.04                  2.04               2.03  

NZ 3 year swap rate                 2.42                  2.41               2.40  

NZ 5 year swap rate                 2.74                  2.74               2.74  
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RBNZ side-by-side statement comparison 

 

 

 

 

 

 

September 2017 OCR August 2017 MPS 

OCR Decision OCR Decision 

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

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

Global Outlook Global Outlook 

Global economic growth has continued to improve in recent 
quarters. However, inflation and wage outcomes remain 
subdued across the advanced economies and challenges 
remain with on-going surplus capacity. Bond yields are low, 
credit spreads have narrowed and equity prices are near 
record levels.  Monetary policy is expected to remain 
stimulatory in the advanced economies, but less so going 
forward. 

Global economic growth has become more broad-based in 
recent quarters.  However, inflation and wage outcomes 
remain subdued across the advanced economies, and 
challenges remain with on-going surplus capacity.  Bond yields 
are low, credit spreads have narrowed and equity prices are at 
record levels.  Monetary policy is expected to remain 
stimulatory in the advanced economies, but less so going 
forward. 

Exchange rate Exchange rate 

The trade-weighted exchange rate has eased slightly since the 

August Statement.  A lower New Zealand dollar would help to 

increase tradables inflation and deliver more balanced 

growth. 

The trade-weighted exchange rate has increased since the May 
Statement, partly in response to a weaker US dollar. A lower 
New Zealand dollar is needed to increase tradables inflation 
and help deliver more balanced growth. 

Economic Activity Economic Activity 

GDP in the June quarter grew in line with expectations, 

following relative weakness in the previous two 

quarters.  While exports recovered, construction was weaker 

than expected.  Growth is projected to maintain its current 

pace going forward, supported by accommodative monetary 

policy, population growth, elevated terms of trade, and fiscal 

stimulus.  

GDP in the March quarter was lower than expected, adding to 
the softening in growth observed at the end of 2016.  Growth 
is expected to improve going forward, supported by 
accommodative monetary policy, strong population growth, an 
elevated terms of trade, and the fiscal stimulus outlined in 
Budget 2017. 

Housing market Housing market 

House price inflation continues to moderate due to loan-to-

value ratio restrictions, affordability constraints, and a 

tightening in credit conditions. This moderation is expected to 

continue, although there remains a risk of resurgence in prices 

given population growth and resource constraints in the 

construction sector.  

House price inflation continues to moderate due to loan-to-
value ratio restrictions, affordability constraints, and a 
tightening in credit conditions.  This moderation is expected to 
persist, although there remains a risk of resurgence in prices 
given continued strong population growth and resource 
constraints in the construction sector 

Inflation Inflation 

Annual CPI inflation eased in the June quarter, but remains 

within the target range. Headline inflation is likely to decline 

in coming quarters, reflecting volatility in tradables 

inflation.  Non-tradables inflation remains moderate but is 

expected to increase gradually as capacity pressure increases, 

bringing headline inflation to the midpoint of the target range 

over the medium term.  Longer-term inflation expectations 

remain well anchored at around two percent.  

Annual CPI inflation eased in the June quarter, but remains 
within the target range.  Headline inflation is likely to decline in 
coming quarters as the effects of higher fuel and food prices 
dissipate.  The outlook for tradables inflation remains 
weak.  Non-tradables inflation remains moderate but is 
expected to increase gradually as capacity pressure increases, 
bringing headline inflation to the midpoint of the target range 
over the medium term.  Longer-term inflation expectations 
remain well anchored at around 2 percent. 

Policy Outlook Policy Outlook 

Monetary policy will remain accommodative for a 

considerable period. Numerous uncertainties remain and 

policy may need to adjust accordingly. 

Monetary policy will remain accommodative for a considerable 
period.  Numerous uncertainties remain and policy may need 
to adjust accordingly. 
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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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