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It has been decided to keep the Official Cash Rate unchanged at 2.5%.
Overview
 As our team classified and processed the information we gathered, we decided to differentiate between the 3 levels of inflationary pressure, (1) Low (2) Moderate and (3) High. After processing the information we gathered in the table, we appointed each event with the 3 levels of inflationary pressure. In the end our totals were as follows: 29 for hold, 12 for decrease and 2 for an increase.  This helped our team to determine and obtain an objective analysis and we have all agreed that the Official Cash Rate (OCR) should remain unchanged at 2.5%. 
 Our team of five members have worked together over the last few months to collect information by searching the internet and also observing newspaper articles and viewing the latest current affairs (news). We analysed the collected data by creating three columns – Hold, Decrease and Increase. After analysing and classifying them into three columns we award three grades for the different types of inflationary pressure – High Pressure (3), Moderate Pressure (2) and Low Pressure (1). Together as a team we analysed the collected information and have decided that it is best to keep the OCR at its current point 2.5%. We have all agreed that the Official Cash Rate should remain unchanged at 2.5 per cent based on the information we have collected and examined through keeping in mind the economic relational factors which play a vital role in our countries economy. 
Key Outlook:
The key outlook is the developing European Crisis. The Spanish bank bail outs and the Greek Crisis are expected to determine the future of the Official Cash Rate (OCR) decrease. Domestically, New Zealand’s growth (GDP) is sluggish (Dec 2011-1.4%). Unemployment continues to rise at 6.7%, although there has been an increase in the net outflow of migrants to overseas countries. The unemployment rate within New Zealand would have been at high levels if the net outflow of migrants overseas were at a lower rate. Even with a net outflow of migrants, the unemployment rate has risen.  Export Commodity Prices have fallen at a swift pace which will lead to those within the agriculture industry to suffer a decrease in income. The exchange rate has dropped by 6 per cent and 3.6 per cent compared to the trade weighted index. Additionally the exchange rate has fallen against the US dollar from 82 cents (US$) when the last official cash rate review was created. 
In the other economy of our major trading partners such as Australia, United States, China, Europe and Japan have seen growth figures to be unpleasing. The Reserve Bank of Australia has dropped the OCR by 75 percentage points from 4.25 to 3.5 per cent. The American economy has shown the latest employment figures from USA to show very weak growth. There have only been 69,000 new jobs available within the last month as the unemployment continues to stay at 8.2%. Within China economic growth has decreased with the GDP rate currently at 9.2% forecasted to drop to 8.0% during 2012. Great Britain, France and other European countries are currently struggling with high levels of unemployment and low levels of economic growth. Japan shows levels of unsteady economic growth with minor increases at 1% and slight signs of decreases within the economy. 
The effects of high levels of unemployment and poor levels of economic growth affecting our major trading partners will also in turn affect New Zealand’s economy. This is a component of the Aggregate Demand within our countries economy as our trading partners will play a major role on the Net Exports and Imports of New Zealand’s aggregate demand. 

[image: ]Inflationary Outlook:
The current rate of inflation is well within the PTA of its objective of 1 to 3 per cent and it is apparent that it is trending down.
By looking at the above key policy outlook it appears that is it best for the Reserve Bank of New Zealand to decrease the OCR. However, outlined below are some inflationary pressures.
[image: ]The Christchurch Rebuild, when this process begins at full potential there will be some signs of inflation within the economy.  This will result in an injection into the economy as there will be an increase in the availability of jobs for those who are unemployed.  An injection of money will be apparent as insurance money is received within the economy and trades people (industry) will be employed. This will lower the levels of unemployment. The House Price Index would also be affected as there will be an increase in the number of rebuilt houses. The Housing Market is showing signs of improvement. Since January 2011 there has been an increase from a minus 1.5% to an increase of 2.7% in December 2011. Retail Sales have significantly increased from previous years on a steady trend. The Household saving ratio from a low minus 9.5% to 0.2%, yet the spending levels are strong which means that there are some inflationary pressures.   The graph below shows the House Prices and retail sales:





Conclusion:
There is some inflationary pressure based on the above information which is why our team thinks that we should hold the OCR at 2.5%. However, in the long term from 12-18 months if Europe turns into a major crisis or the New Zealand dollar becomes stronger, then we should consider cutting the OCR to 15 percentage points. 
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“The inftion rate in New Zealand was recorded at 160 percent in March of 2012. Historcally, from 1918 until 2012, New Zealand Infifion Rate.
averaged 49300 Percent reaching an alltme high of 440000 Percent in Seplember of 1918 and a record low of -15.3000 Percent in March of
1523 Inflaton rate refers 10 a general fse in prices measured against  standard level of putchasing power. The most well known measures of
Inflation are the CPI which measures consumer prices, and the GDP deflator, which measures inflation i the whole of the domestic economy. This
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NEW ZEALAND INFLATION DOWN TO 1.8% IN Q4.

Puslhed on 1/16120127:18:29 PM | By TradingEoonomics com, Statisics New Zesland

In the year to the December 2011 quarter the CPI rose 1.8 percent. This compares with a 4. percent rise for the year {o the
‘September 2011 quarter. Unlike the previous four quarters, the latest annual increase does not include most of the effects of the.

GST increase that occurred in October 2010.

On an annual basis, petrol prices increased 11 percent. Also fising viere
cigarettes and tobacco (up 9.4 percent), housing rentals (up 2.0 percent),
second-hand cars (up 5.1 percent), and local authoriy rates (up 4.6
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Key Data Previews

NZ May REINZ house prices and sales REINZ house prices and sales
Jun 11-15, Sales last: -3.7%, Prices last: -0.3% Sales 9%
12000 = 30
* House sales showed signs of cooling in March and April. However, 25
growth in mortgage approvals remained strong through the period, and 10000
. 20
May sales figures from a major Auckland agency confirm that the housing
market upturn remains intact. 8000 15
10
« Low interest rates are undoubtedly giving the market a shot in the arm. 6000 5
Fixed-term mortgage rates fell to new record lows in May as wholesale 4000 0
rates plunged in response to the European turmoil. 2000 — Sales (ins) &
* House price inflation is likely to remain dominated by Auckland and J— —REINZ house prices (ths) -10
Canterbury, where supply constraints are the greatest (for differing 0 15
reasons). 1993 1996 1999 2002 2005 2008 20m
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