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1) Reserve Bank of New Zealand (RBNZ)

Functions (or Roles) of the RBNZ

· Operation of monetary policy to achieve ‘price stability’
Reserve Bank Act 1989 – made price stability the sole aim of monetary policy. 

· The RBNZ, who implements monetary policy, was made responsible for keeping prices “stable”. 

· “Price Stability” is defined in the Policy Target Agreement (PTA) as keeping the inflation rate between 1 and 3%. 

· “Inflation” is measured by the percentage change in the Consumer Price Index (CPI). Statistics NZ calculates the CPI.

· Issues currency

· Banker to the government and registered Banks

· Supervises the banking system to maintain to ensure a sound financial system
2) Registered Banks
Registered Banks have settlement cash accounts with the RBNZ. They are the only banks to have the “Bank” in their names e.g. BNZ, ASB, Citibank etc.

3) Other M3 Financial Institutions (non-banks)
All other financial intermediaries (organisations that accept deposits and make loans) e.g. GE Finance, Marac and Building Socities.
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Monetary Policy – Where the RBNZ uses the OCR & interest rates to influence the level of economic activity in order to achieve price stability.

Remember . . .  

· Implementation of monetary policy is one of the roles of the RBNZ

· The Reserve Bank Act established “price stability” as the main objective of the RBNZ. The RBNZ is therefore responsible for achieving “price stability”

· “Price stability” is defined in the PTA (Policy Target Agreement) as keeping inflation between 1 to 3% (measured by the percentage change in CPI)

Monetary Policy Tools

1. OCR (Official Cash Rate) – the main tool used by the RBNZ to implement monetary policy, influence interest rates and achieve “price stability”.  
(See RBNZ handout)
2. OMO (Open Market Operations) – the government buying and selling government stock (bonds and bills).
Example – The government sells stock (bonds and bills) to Registered Banks 

3. Moral Suasion (Jawboning) – The RBNZ instructing (telling) Registered Banks to change the interest rate.    
What is the Official Cash Rate?
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The Official Cash Rate (OCR) is an interest rate set by the Reserve Bank to implement monetary policy, so as to maintain price stability.

By setting the OCR, the Reserve Bank is able to substantially influence short-term interest rates, such as the 90-day bill rate, floating mortgages and the like. In turn, this influences the overall level of economic activity in the country and therefore inflation. Note however that this sequence takes time and the pace of adjustment varies depending on the economic context.

The OCR influences short-term interest rates in the following way. When an OCR is announced - it is a percentage number - the Reserve Bank undertakes to pay financial institutions an interest rate 0.25 per cent below the OCR for money deposited in Reserve Bank settlement accounts. The Reserve Bank also undertakes to provide overnight cash to banks against good security, charging interest at 0.25 per cent above the OCR. Most importantly, the Reserve Bank sets no limit on the amount of cash that it will take in or let out, at 0.25 per cent above or below the OCR.

The effect of this is that no commercial bank is likely to offer short-term loans at a rate significantly higher than the Official Cash Rate. That's because other banks would undercut that, using credit from the Reserve Bank. Similarly a bank is not likely to lend short-term at below the OCR because the same bank can lend to the Reserve Bank and receive interest at the OCR level.

The key point is that the Reserve Bank is able to lend or borrow overnight money in whatever volumes are needed to hold the market interest rate at the Bank's OCR level. By controlling short-term interest rates in this way, the Reserve Bank can influence short-term demand in the economy, and by that put pressure upwards or downwards on average prices.

The Reserve Bank reviews the OCR eight times a year. We do this at the release of our quarterly Monetary Policy Statements and approximately halfway between each Monetary Policy Statement. Only in exceptional circumstances would the Reserve Bank make unscheduled adjustments to the OCR. We did this shortly after the 11 September terrorist attacks, for example.

Monetary Policy Settings

Tight Monetary Policy – the RBNZ wants to slow economic activity and reduce inflation. 
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· Price Level - 

· Reals GDP – 

· Employment – 

Loose Monetary Policy – the RBNZ wants to ___________ economic activity, however, there may be some ______________ as a result. 
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· Price Level - 

· Reals GDP - 
· Employment -  
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2) Registered Banks e.g. BNZ, ASB, ANZ etc
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3) Other M3 Financial Institutions e.g. Insurance and Finance companies.
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