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Nail biter – Preview of the RBNZ's MPS, Wed 13 November, 2:00pm.

	– We expect the RBNZ to keep the OCR 
unchanged at the November MPS.

	– The statement may be very similar to the RBA’s 
recent missive: the outlook has not changed 
recently, risks are still to the downside, there 
is scope for future easing if required.

	– Recent developments have been mixed from an 
RBNZ perspective.

	– We expect the RBNZ’s OCR forecast to be 
unchanged from August, troughing at 0.9%.

	– If the RBNZ does cut next week, we expect no 
signal of follow-up cuts.

	– Inflation expectations data is released on 
November 12, and could be very influential. We 
will revisit our forecast at that time.

	– While we expect no change next week, we do 
believe that sufficient evidence to justify another 
cut will accumulate by February next year.

Dominick Stephens, Chief Economist  
 +64 9 336 5671

Next week we expect the Reserve Bank of New Zealand to 
keep the OCR on hold and deliver a statement similar to its 
September OCR Review. That basically said that the outlook 
for monetary policy has not changed recently, although 
the risks are still tilted to the downside. The interest rate 
reductions delivered so far were starting to work their way 
through. And consequently interest rates were on pause for 
now, but there is scope to ease monetary further should 
that prove necessary. This would also be very similar to the 
Reserve Bank of Australia statement delivered this week.

The RBNZ gave no forward guidance in its August Monetary 
Policy Statement, and the OCR forecast bottomed out at 
0.9%, implying only a 50/50 chance of another OCR cut 
at some point over the following year. At the September 
OCR review, the RBNZ stated that “new information since 
the August Monetary Policy Statement did not warrant a 
significant change to the monetary policy outlook”. 

RBNZ OCR forecast
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Despite the lack of any RBNZ cutting signal, until recently we 
thought that a rash of downside data surprises would prompt 
the RBNZ to change its view and cut in November. That is not 
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the way the cookie has crumbled. Instead, there have been a 
mix of upside and downside domestic developments recently1:

	– The RBNZ will have to downgrade its forecast for 2019 
annual GDP growth from 2.4% to around 2.0%, based on 
survey data showing firms are still having a tough time. If 
that was the only development affecting the outlook for 
monetary policy, it would certainly justify a cut. But there 
have been a number of offsetting developments. 

	– Although activity was weak in mid-2019, recent high 
frequency data suggests the economy is now firming, 
including electronic card transactions, building consents, 
car sales, tax receipts, and job ads. 

	– The housing market has clearly turned around, with a 
2.6% lift in house prices over the past two months and 
secondary data suggesting price increases will continue.

	– Third quarter inflation was stronger than the RBNZ 
expected. That was partly due to airfares and local body 
rates, but beneath that there was general lift in non-
tradables inflation. 

	– The exchange rate is around 4% lower than it was 
in August.

	– Export commodity prices, including dairy, forestry and 
meat products, have risen a little.

	– Unemployment has remained lower than the 
RBNZ expected.

In addition, global financial market sentiment has improved, 
and US and Australian central banks are suggesting that they 
have cut rates far enough for now.   

Putting all of this together, our analysis suggests that the 
RBNZ’s OCR forecast will be unchanged relative to August, 
bottoming out at 0.9%. Consequently, we expect that the 
RBNZ can stick to its previous course and keep the OCR on 
hold, while acknowledging that the risks are skewed towards 
lower rates. 

Our view is that evidence favouring a cut will have accumulated 
sufficiently by February, which is when we think the OCR will 
reach its low of 0.75%. That is based on our view that global 
economic sentiment is going to deteriorate once again. 

Risks and uncertainties.

With most other economists picking a cut and markets pricing 
roughly a 70% chance, we have to admit that next week is a 
nail biter. If we are wrong and the RBNZ does cut the OCR, 
we would expect the Monetary Policy Statement to focus on 
justifying the decision. We certainly would not expect a signal 
of more cuts to come.

One possibility is that the RBNZ will take a dimmer view of 
recent developments and issue an OCR forecast of 0.7% or 
0.8%, thereby justifying a cut. Another possibility is that the 
RBNZ will publish a 0.9% OCR forecast as we expect, but will 

1 More detail on the thinking behind our recent change of call to on hold in November can be found here.

deliver an “insurance cut” justified by the balance of regrets. 
(The RBNZ has explained that it is possible for Monetary Policy 
Committee decisions on the day to deviate from the OCR 
forecast published in the Monetary Policy Statement.) 

In either of these scenarios, the RBNZ would not be signalling 
follow-up cuts. For the RBNZ to plausibly do that, it would have 
to go with an OCR forecast of 0.6% or lower. That strikes us as 
unlikely given the mix of data that has been seen recently.

Next week’s inflation expectations data.

The big remaining uncertainty is next week’s inflation 
expectations report, released on Tuesday. In the August 
MPS, the Reserve Bank revealed that the drop in two-year 
ahead inflation expectations from 2.01% to 1.86% was a big 
part of the decision to cut the OCR 50 basis points. The next 
instalment of the survey will be critical.

The RBNZ knows the result already, whereas we learn about 
it only the day before the MPS is released. We are expecting 
expectations to rebound a bit. If that is correct, then an 
on hold OCR decision will look more likely. If, however, 
expectations remain low or fall further, then we would 
seriously consider switching our call to a cut. 
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