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The RBNZ held the OCR at 1.75% as expected and reaffirmed that “the
direction of our next move could be up or down”.



But in an unambiguously dovish signal, the timing for the first projected
OCR hike was pushed out a year versus the May Statement, now implying
hikes from around late 2020.
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KEY POINTS


The RBNZ held the OCR at 1.75% as universally expected. “We
expect to keep the OCR at this level through 2019 and into 2020,
longer than we projected in our May Statement.”



The RBNZ acknowledged the policy trade-off that it faces. Softening
activity and rising inflation makes the outlook for policy more complicated
at present. But as we foreshadowed, the RBNZ will “look through”
volatility in CPI inflation and will only respond to “persistent
movements in inflation”. Stronger core inflation is a “welcome”
development.



The OCR projection implies hikes from around Q3 2019, with the cash rate
lifting to 2% by late 2020. In practice, late 2019 or late 2020 are both
beyond “the foreseeable future”, but it is a deliberate dovish signal to
the market. However, the RBNZ didn’t paint itself into any corners: “The
direction of our next OCR move could be up or down.”



The short-term outlook for inflation is marginally lower, driven largely by
softer tradables inflation, courtesy of the TWI and petrol. Non-tradables
inflation is projected to be marginally stronger in the near term, but
weaker from mid-2019. This is related to the fact that the estimated
output gap starting point has been revised lower to around zero,
and in fact is estimated to have turned negative in Q2 and projected to
remain so for a year. Headline inflation is now expected to reach 2% in
Q1 2021, rather than Q4 2020. But while the CPI track may be
similar, as a result of the lower output gap there’s now a decent
dent in the lift in the all-important non-tradables measure. A
“welcome” lift in core inflation in Q2 was noted and inflation expectations
“remain anchored”.



The near-term outlook for GDP growth has been revised down on
the back of the Q1 downward surprise, softer business sentiment and
weak house price inflation. However, growth is assumed to “recover
to some extent” in the second half of the year, led by consumption.
Over the medium term, growth is expected to be supported by monetary
policy, fiscal policy, business investment and net exports. The outlook for
business investment is a key part of the story, with firms expected to
respond to capacity pressures and higher real labour costs. The RBNZ
acknowledges that the fall in business confidence is a key risk to this
outlook.



The RBNZ judges that employment is “roughly around its maximum
sustainable level”.
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Discussion of the global economy remains positive on balance, but
the Bank acknowledged that downside risks have increased, with further
escalation in trade tensions. That said, they also acknowledged that
“inflation has increased in many trading partners and wage pressures are
emerging”. The TWI is assumed to fall over the projection period,
contributing to tradables inflation.



As we expected, the RBNZ’s risk scenarios centred on the policy trade-off
that it faces. Downbeat business sentiment and softening in the
housing market present a risk to activity should they flow through
into investment and hiring, with the OCR track 100bps lower in this
scenario. On the other hand, if higher prices were to pass through
into medium-term inflation expectations, then inflation would be
stronger than expected and the OCR would need to be about 50bps
higher. In the press conference the Governor said the risks around the
forecasts are “balanced” but it is nonetheless notable that the OCR
implications are not.



Our take: As the near-term growth outlook has deteriorated, our own
views on the outlook for monetary policy have become a bit more
circumspect. The RBNZ has signalled that the OCR will remain unchanged
until into 2020, which is later than our current pick of a move in
November next year. Given the world is always changing, there is little
practical difference between projecting late-2019, late-2020, or a
completely flat track; they are all effectively “wait and see” placeholders.
But the key information is in the signalling: the RBNZ has very
consciously sent a message that they have become more dovish in
the past six weeks.



We are comfortable keeping our call unchanged until we get a
clearer picture of the growth outlook. We see downside risk to the
RBNZ’s expectation of a growth bounce-back this year. We expect
the RBNZ will remain cautious, even as CPI inflation lifts. The reiteration
that the next move could be up or down indicates that the Bank is still
comfortable with its wait-and-see approach, an approach we concur with
at this juncture. But it’s fair to say that downside risks have
increased – and if the outlook were to deteriorate significantly, we
expect a cut would be firmly on the table. It’s all about the growth
outlook – CPI lumps and bumps along the way are just a
distraction.



Market reaction: Although the market had geared up for a more dovish
statement today, which was duly delivered, we still saw the NZD
weaken and swap yields fall modestly on the decision, with the
market no doubt reacting to the lower-for-longer OCR track. There
is potential for those moves to continue in the very near term. However,
with bills-OIS unlikely to narrow much more, a further drop in near-term
yields from here would require the market to embrace the idea of an OCR
cut, and we are not there yet. The NZD is likely to continue to grind
lower, although again, at current levels it is far more reliant on the data
continuing to undershoot expectations; and those expectations have
obviously been lowered recently.
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RBNZ NEWS RELEASE KEY QUOTES

OCR decision
and outlook

NEW: 9 AUGUST MPS

PREVIOUS: 28 JUNE OCR

The Official Cash Rate (OCR) remains at 1.75
percent. We expect to keep the OCR at this
level through 2019 and into 2020, longer than
we projected in our May Statement. The
direction of our next OCR move could be up or
down.

The Official Cash Rate (OCR) will remain at 1.75
percent for now. However, we are well positioned
to manage change in either direction – up or
down – as necessary.

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.

Growth
outlook

While recent economic growth has
moderated, we expect it to pick up pace over
the rest of this year and be maintained
through 2019.
… capacity and labour constraints promote business
investment, supported by low interest rates.
Government spending and investment is also set to
rise, while residential construction and household
spending remain solid.

Consumer price inflation remains below the 2
percent mid-point of our target, necessitating
continued supportive monetary policy for some
time to come.
The best contribution we can make to maximising
sustainable employment, and maintaining low and
stable inflation, is to ensure the OCR is at an
expansionary level for a considerable period.
Our outlook for the New Zealand economy, as
detailed in the May Monetary Policy Statement,
remains intact.
Domestically, ongoing spending and investment, by
both households and government, is expected to
support growth. However, the recent weaker GDP
outturn implies marginally more spare capacity in
the economy than we anticipated. The
Government’s projected spending impulse is also
slightly lower and later than anticipated.

Inflation

There are welcome early signs of core
inflation rising. Inflation will increase towards 2
percent over the projection period as capacity
pressures bite. This path may be bumpy however,
with one-off price changes from global oil prices, a
lower exchange rate, and announced petrol excise
tax rises expected. We will look through this
volatility as appropriate, and only respond to
any persistent movements in inflation.

CPI inflation is likely to increase in the near term
due to higher fuel prices. Beyond that, inflation is
expected to gradually rise to our 2 percent annual
target, resulting from capacity pressures.

Employment

The labour market has tightened over the past year
and employment is roughly around its maximum
sustainable level. We expect the unemployment
rate to decline modestly from its current level

Employment is around its sustainable level.

Global

Robust global growth and a lower New Zealand
dollar exchange rate will support export earnings.

Global economic growth is expected to support
demand for our products and services. Global
inflationary pressure is also expected to be higher
but remain modest. This outlook has been
tempered slightly by trade tensions in some major
economies. Ongoing volatility in some emerging
market economies continues.

Risks

Risks remain to our central forecast. The recent
moderation in growth could last longer. Low
business confidence can affect employment and
investment decisions. Conversely, there is a
chance that inflation could increase faster if
cost pressures can pass through into higher prices
and impact inflation expectations.
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This document is intended for ANZ’s institutional, professional or wholesale clients, and not for individuals or retail persons.
It should not be forwarded, copied or distributed. The information in this document is general in nature, and does not
constitute personal financial product advice or take into account your objectives, financial situation or needs.
This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.
Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.
This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).
This document is solely for informational purposes and nothing contained within is intended to be a recommendation, invitation, solicitation
or offer by ANZ to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.
Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.
ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.
Whilst care has been taken in the preparation of this document, ANZ does not make any representation as to the accuracy of the views
expressed in this document. Further, ANZ does not accept any responsibility to inform you of any matter that subsequently comes to its
notice, which may affect the accuracy of the information in this document.
Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.
ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.
ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.
ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.
Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.
Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).
Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or
request from your ANZ point of contact. If trading strategies or recommendations are included in this document, they are solely for the
information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth).
Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.
Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank do
not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.
European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of
our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial
Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the
FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details
about the extent of our regulation by the PRA are available from us on request.
Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.
Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.
India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.
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Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is not
a personalised adviser service under the Financial Advisers Act 2008 (FAA).
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provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market
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Qatar. This document has not been, and will not be:
• lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
Regulatory Authority or any other authority in the State of Qatar (Qatar); or
• authorised or licensed for distribution in Qatar,
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