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–– We expect the RBNZ to repeat its main 
message that the OCR is expected to remain 
on hold for a long while, but the timing and 
direction of the next move will depend on how 
the economy evolves. 

–– Markets are fixated on whether the RBNZ will 
repeat the words “up or down” used in its last 
policy guidance paragraph. 

–– That is a red herring. The RBNZ may well 
choose different words to express its on hold 
stance, and might even choose words other 
than “up or down.” This would not necessarily 
constitute a signal that the OCR outlook 
has changed. 

–– The RBNZ is keen to avoid formulaic 
communications, and might chop and 
change its wording even if its intentions have 
not changed.

–– Markets will need to assess the actual 
meaning of the RBNZ’s press release, rather 
than mechanically reacting to changes 
in wording.

–– Beneath the policy guidance paragraph, the 
details of the press release might be slightly 
more hawkish than the May statement.

Westpac OCR forecast

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

2010 2012 2014 2016 2018 2020 2022

%%

Source: RBNZ, Westpac

Westpac 
forecast

Red herring
RBNZ OCR Preview, June 2018

Dominick Stephens, Chief Economist +64 9 336 5671

Chop and change

After last month delivering his first Monetary Policy 
Statement (MPS) as RBNZ Governor, next week Adrian 
Orr will deliver his first OCR Review. OCR Reviews are 
parsimonious affairs compared to MPSs – there is no 
booklet, no published forecast, and no press conference, 
just a simple one-page press release.

Back in May, the RBNZ’s key policy guidance paragraph was:

“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”

Markets latched onto the “up or down” comment, which 
hadn’t appeared in previous guidance paragraphs. They 
judged this a sign that the RBNZ was becoming more 
dovish. Markets will be intensely interested to see if that 
comment is repeated next week.

We are less convinced that the “up or down” comment 
signalled a change in view from the Reserve Bank. More 
likely, it simply reflected the new Governor’s more forthright 
communication style. The remaining content of the MPS 
was a continuation of previous messages, and the RBNZ’s 
OCR forecast was almost identical to the forecasts issued 
earlier in the year. 

Next week, we expect the Reserve Bank’s policy guidance 
paragraph will once-again say that the OCR is firmly on 
hold and is expected to remain on hold for a long while yet, 
depending on how the economy evolves. However, the 
details beneath the policy guidance paragraph may be a 
touch more hawkish than the May details.

Even though we expect the that the RBNZ will want to 
continue with the same basic “on hold” message, we do not 
necessarily expect that the policy guidance paragraph will be 
worded the same as it was in May. Instead, the RBNZ might 
choose different words to convey the same meaning. The 
RBNZ is trying to avoid formulaic communications. It wants 
markets to read each statement individually, rather than 
making side-by-side comparisons between the exact wording 
of two statements. This means that, unlike most central 
banks, the RBNZ might change the wording of its policy 
guidance paragraph even if its views have not changed. 
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For next week, the policy guidance paragraph might or 
might not contain the words “up or down.” But whether or 
not these particular words are included is not important – it 
is the overall meaning that we must pay attention to, not 
the choice of words. Markets will need to be very cautious 
about knee-jerk reactions when the statement is released 
– it is easy to imagine a scenario where the words “up or 
down” are excluded and markets react strongly, only for 
that reaction to reverse later when analysts realise that the 
RBNZ is still firmly on hold.

Beneath the headline

While the policy guidance paragraph may repeat the 
same “on hold” message, we suspect that the content 
of the RBNZ’s press release could carry a slightly more 
hawkish tone than the May MPS. Most likely, this will come 
through in the details that are discussed in the body of the 
press release. 

For some time, the RBNZ’s key message has been that 
inflation is currently lower than it would like, but strong 
economic growth is set to push inflation up to 2% in time. 
Meanwhile, employment is seen as being in line with the 
“maximum sustainable level.” The RBNZ has felt that the 
OCR must be kept low to support an increase in inflation, 
but not so low as to create unnecessary volatility, including 
pushing employment beyond the maximum sustainable 
level. Hence, the RBNZ has concluded that keeping the OCR 
at the current level for a long while is the best course.

Over the past six weeks there have been three key 
developments with the potential to alter the outlook – two 
on the upside for inflation, one on the downside: 

–– Petrol prices have risen sharply. This is likely to cause 
inflation to rise to 2%, or even beyond, this year. The 
RBNZ will emphasise that petrol prices tend to have a 
fleeting effect on inflation, and that it will keep its eye on 
core inflation which remains well below 2%. 

–– The economy is slowing instead of accelerating as 
the RBNZ had long expected. GDP growth in the 
March quarter was 0.5%, instead of the 0.7% the 
RBNZ forecast in May. This is the sixth consecutive 
quarter in which GDP growth has been lower than the 
RBNZ forecast. The RBNZ has long held very bullish 
expectations for 2018 that are simply not panning out – 
at one point the RBNZ’s quarterly GDP growth forecast 
for March 2018 was 1.2%. 

–– The Government’s Budget was stimulatory. Government 
spending is now expected to have an even larger impact 
on aggregate demand in the early-2020s than the RBNZ 
previously allowed for, meaning less need for monetary 
policy to support the economy over that timeframe. 
Hence the stimulatory Budget, on its own, will allow the 
RBNZ to lift its OCR forecast a little.

The balance of these developments is slightly to the upside. 
The RBNZ will not publish an OCR forecast next week. But 
its internal OCR forecasts may be slightly higher than they 
were in May. This is probably not enough to change the 
RBNZ’s overall strategy, but that slight tilt higher in the 
balance of risks might come through in the details of the 
OCR Review.

Dominick Stephens 
Chief Economist
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