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Assessing the RBNZ’s bag ‘o’ tricks 
• We assess and rank the tools the RBNZ could use to further ease monetary policy.  

• More Quantitative Easing comes out on top, with further OCR cuts down the pecking order.  

• Time is now on the Bank’s side and it doesn’t need to announce further easing measures at next week’s meeting. 

We could see some tinkering to the QE policy though, including the “cap” being raised up to $80b.   
 

The Reserve Bank of NZ (RBNZ) has already done plenty to combat the ill effects of COVID-19 on the economy. Policies 

announced to date have hit their target. Wholesale and retail interest rates are exceptionally low, financial markets 

are calm, and the economy is recovering.  

But the economic adjustment will be a marathon not a sprint. NZ’s recent economic performance has certainly been 

encouraging, but the RBNZ may yet be called upon to do more. In this note, we assess and rank the available options. 

We also briefly discuss what the Bank is likely to announce at the 12 August meeting.  

We see the current pecking order of available options to increase policy stimulus as: 

1. Expand the Large-Scale Asset Purchase programme (LSAP). 

2. Introduce a term lending programme 

3. Lower the OCR   

4. Introduce yield curve control measures 

5.   Conduct foreign asset purchases 

The make-up and ordering of the above is our current best estimate and could change over time as the circumstances 

facing the economy change. It’s also important to stress using any of the above options is not without cost. The 

selection of any unconventional policy measure needs to be assessed against the potential reputational, economic 

and balance sheet risks involved.  Appendix 1 has a summary table of these options. 

The RBNZ will clarify the outlook for unconventional policy when next week’s (12 August) Monetary Policy Statement 

is delivered (the preview section is here). There does not seem to be the same urgency to push monetary policy easier 

as there was several months ago. However, the path of least regret is still to keep pushing monetary policy easier so 

as to avoid a deeper downturn and, to this end, we think the LSAP “cap” could be lifted, perhaps up to $80b. The 

timing and expiry of the programme will also likely be extended and clarified. The RBNZ is also unlikely to rule out OCR 

cuts over 2021 assuming operational hurdles are cleared. 

Option 1. Print more money  
The RBNZ currently is working within a LSAP or quantitative easing (QE) “cap” of NZ$60b. Since the QE policy was 

introduced in March, the Bank has purchased around $22.5b of government bonds (including inflation-linked bonds), 

and NZ$1b of Local Government Funding Agency (LGFA) bonds. That is, the Bank has used just over a third of its $60b 

cap. If it keeps purchasing bonds at the current run rate of $970m/week (government and LGFA bonds) it will be 

running up against the $60b cap by around April of next year. The 12-month implementation period for the upsized 
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QE policy approved in May expires around the same time.  

The RBNZ’s LSAP policy has been successful. It’s had the 

desired impact of stabilising government bond and 

broader interest rate markets in the face of a huge 

increase in government borrowing. The recent success 

of syndicated issues ($15b since April) has also helped 

restrict the size of the government’s weekly tenders.  

The financial system is flush with liquidity and, most 

importantly, wholesale interest rates have been 

pushed down to very low levels and kept there. The NZ 

2-year swap rate, a key benchmark for corporate 

borrowing, has been extraordinarily stable around 0.2% 

since the end of April and the 10-year government 

bond yield is still well south of 1% (currently around 

0.8%). Importantly, these low and stable wholesale interest rates are filtering through to falls in retail interest rates.  

For these reasons, and the fact a bit more QE carries less risk than some of the alternatives, an increase and extension 

of the Bank’s QE policy is likely the first cab off the rank for monetary easing. Certainly, the economy and government 

bond markets will not be in position to be going cold turkey on QE by early next year.   

How big could QE get?  

Our first point, which is something we’ve stressed a few times, is that the size of the cap is not that big of a deal. What 

really matters is the week-to-week pace of buying – the QE engine room if you will. The RBNZ staff can and have been 

flexing this in response to market and economic 

conditions. Indeed, the relative success of the 

QE programme has allowed RBNZ staff to 

“taper” down weekly purchases even as bond 

supply has increased. The cap, set by the 

Monetary Policy Committee, really just needs to 

be sufficiently high such that operational staff 

have plenty of runway with which to operate.  

In any case, and as shown in the chart, it’s 

actually the indemnity signed with the Finance 

Minister that is the key constraint on the pace 

of bond purchases at present, not the cap1.  

In setting the cap, the MPC needs to consider 

the policy support required by the economy and 

markets, but also the bonds available to 

purchase. NZ Government bonds on issue are forecast to climb to just under $200b by June 2023. This is obviously 

subject to change and will be updated again on August 20. The near-term risk is that the bond programme is reduced 

a little given the recent strong performance of the economy. But based on current information, we think the RBNZ’s 

QE cap could eventually be lifted to $100b. We don’t expect the RBNZ to ask for the Crown Indemnity to be lifted 

anytime soon. Bank staff have frequently expressed a view that they don’t wish to own more than 50% of the 

government bond market. To do so would impair market functioning and liquidity and also exceed where some 

offshore central banks have got to with their QE programmes. 

 

1 This indemnity permits the Bank to purchase up to 50% of outstanding nominal bonds, 30% of inflation-linked bonds, and 30% of 
LGFA bonds. 
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Along with the size of QE, the RBNZ can also flex the 

scope. Purchases have primarily been conventional NZ 

Government bonds. Inflation-linked and LGFA bonds 

were added to the mix after QE was first announced.  

To date, RBNZ bond purchases have been reasonably 

spread across the NZGB curve, with an average 

duration of roughly 8.7 years. Options to expand the 

scope of QE might include extending the average tenor 

of RBNZ purchases to try and further flatten the curve 

or adding a broader array of debt securities into the 

mix, such as corporate, local council, or Kainga Ora 

(Housing NZ) bonds.  

We don’t think an increase in scope is warranted at this 

stage. It makes sense for RBNZ bond purchases to be 

focused on that part of the curve most popular with 

borrowers, which is generally 5 years and shorter. The RBA has adopted a three-year interest rate target for this 

reason. We also don’t think it’s necessary to broaden the array of securities the RBNZ purchases. The bonds of the 

entities mentioned above have clearly benefited from the RBNZ’s actions. Thus, bringing the bonds of these specific 

entities onto the Bank’s balance sheet is probably not necessary. Broader credit market conditions have also improved 

markedly from March/April and corporates and semi-government agencies can now readily access the bond market.  

Option 2. Term Lending Programme  
A term lending programme (TLP) also has merit as a way of providing further monetary stimulus. Such a facility would 

most likely to be used, if required, in tandem with an expanded QE programme.  

Somewhat confusingly, the RBNZ already has a Term Lending Facility (TLF), which it introduced in April. The TLF has 

the purpose of ensuring access to funding for banks up to a 3-year horizon so as to promote lending to businesses 

under the Government’s Business Finance Guarantee Scheme. Take-up of the scheme to date has been modest. As 

the RBNZ noted in May though, a new lending programme would be “separate from existing facilities” and in our view 

more similar in scope to the Reserve Bank of Australia’s (RBA) Term Funding Facility.  

The idea of the TLP is to provide banks with cheap term funding which is then passed on to customers borrowing from 

the banks. The RBA’s facility allows banks in Australia to borrow from the RBA for three years at the cash rate – 

currently 0.25%. We would envisage a NZ version to be similar in nature, with banks able to borrow at the 0.25% OCR 

for terms of three or five years, say, and with fewer conditions than the existing TLF.  

In the absence of such a facility, a NZ bank might obtain term wholesale funding by issuing a bond, in present 

conditions, 70-80bps above the NZ 5-year swap rate. By borrowing from the RBNZ the bank would not pay this spread 

above wholesale base rates, with the savings passed onto borrowers. Like the RBA’s scheme, cheap RBNZ funding 

would likely be conditional and tied back to how much commercial banks are lending to end-users in the economy.  

The scheme has worked well in Australia. Bank drawings under the facility have increased steadily from April to July, 

and currently sit at A$24.8b. Banks have indicated they will continue to draw on the facility as existing borrowing rolls 

off. We expect a similar dynamic to take place in NZ and we don’t expect such a scheme to be fully adopted overnight. 

The imposition of a TLP would lower marginal funding costs for financial institutions, but the feed-through to bank 

lending rates would be slow. NZ banks are currently very well-funded and the need for term funding is low. Bank core 

funding ratios, at about 88%, are the highest they’ve been since the RBNZ began collecting data in 2010. The demand 

for credit is also likely to remain subdued for a period given the current economic environment. However, as maturing 

funding is rolled onto the cheap TLP rates, bank lending rates and term deposit rates in particular would slowly be 

dragged lower.  
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Option 3: Lower the OCR 
Lowering the RBNZ’s Official Cash Rate (OCR) has traditionally been the go-to option when more policy stimulus is 

needed. With the OCR now at 0.25%, OCR cuts would entail pushing the OCR below zero for a protracted period of 

time. Adopting negative interest rates would not change the way in which monetary policy works, which is to 

encourage investment/borrowing over saving and to encourage economic activity to be bought forward.   

Operational concerns have prevented the OCR moving lower to date and the RBNZ has pledged not to move the OCR 

lower until early 2021 at the earliest, with institutions being instructed to prepare for negative interest rates as soon 

as the end of this year. If additional stimulus was required over and above expanding QE and rolling out a term 

lending programme, cuts to the OCR from early next year would be the next cab off the rank.  

How low could the OCR go?   

The extent the OCR could fall depends on the economic outlook, the effectiveness of other policy options (particularly 

QE), and the ability of banks to continue to attract funding from depositors. A limit we had earlier identified for the 

OCR was -0.75%, as this was the level that would likely keep deposit rates positive. Updating this to reflect current 

interest rate pricing suggests an even lower OCR floor could be possible of around -1%.  

We nevertheless remain sceptical on whether the benefits of a negative OCR outweigh the costs. There is a 

considerable body of evidence (see our earlier paper) suggesting that the effectiveness of interest rate cuts tends to 

diminish the lower rates go. Internationally, retail deposit rates don’t tend to fall below zero when wholesale rates are 

negative. Generally, mortgage rates do tend to decline as the policy rate falls. However, this means that extended 

periods of negative interest rates squeeze net interest margins, and bank profitability can suffer. As a result, negative 

interest rates can interfere with the functioning of banking systems reliant on deposit funding and impair the ability of 

some banks to supply credit – the opposite of what monetary easing aims to do.  

Moreover, banks may actually increase their retail borrowing interest rates in order to recoup the cost of holding 

reserves at negative interest rates. Recent evidence even suggests that zero interest rates may be more effective than 

negative rates in bringing forward economic activity. The experience offshore with negative interest rates had been 

decidedly mixed and does not exactly inspire confidence.  It is telling that the US Federal Reserve, Reserve Bank of 

Australia, and the Bank of Canada have been publicly sceptical on the benefits of negative policy interest rates.  

Option 4: Yield Curve Control  
Yield curve control (YCC) is less of a distinct monetary policy option than a complement to some of the other 

alternatives. Essentially, it’s a mash-up of QE and extended forward guidance. Instead of the RBNZ specifying a certain 

amount of bonds it will buy, it would instead specify an interest rate target and then take necessary actions to meet 

that target. Specifying an interest rate target, rather than a set threshold for asset purchases, essentially cuts to the 

chase and is a more explicit signaling device for market participants.  

Both the Bank of Japan and the Bank of Australia have used or are using YCC. So credible has been the RBA’s 

commitment to its 0.25% 3-year government bond yield target, that it has continued to hit the target for the several 

months without having to buy a single bond.  

We’d see NZ YCC as similar in principle to what the RBA is running. The RBA sets its interest rate target around the 

tenor that is most popular for corporate and household borrowing (3 years), and we’d expect the RBNZ to do the 

same. So perhaps a 2-year or 3-year target. In Australia, the specific 3-year target has led to some concern about a 

steeping in the yield curve (increases in interest rates beyond the 3-year tenor), and indeed the Australian swap curve 

is steeper than in NZ. A steeper yield curve in NZ could add to Government debt financing costs. It may also affect 

asset price valuations. However, we note that there would be nothing to stop the RBNZ from buying longer-term 

bonds (i.e. out past the interest rate target) to try to flatten the yield curve if it became overly concerned.  

So why wouldn’t the RBNZ do it? First, timing. The current QE policy is working well and NZ swap yields have remained 

low and flat. Given their lower creditworthiness and small market size, NZ bonds are also probably not as appealing to 

offshore investors as Australian bonds, and NZ government debt is forecast to increase by much more than 

Australia’s. Continued RBNZ bond buying is thus helpful in this regard.  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/RBNZ%20unconventional%20policy%20options.pdf
https://www.rba.gov.au/publications/confs/2017/borio-hofmann.html
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/Retail%20rate%20watch.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3611505
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We think YCC could be a useful tool for the RBNZ to employ down the track as a way of weaning the market off its 

large presence in the bond market, while ensuring interest rates for borrowers remain low.  

Option 5: Foreign bond purchases 
The way things currently stand, we don’t think including foreign bond purchases in the LSAP programme is high up on 

the RBNZ’s list of alternative policy instruments. Nor do we think it should be.  

To be clear, purchasing foreign bonds, instead of just NZ bonds, is essentially sustained currency intervention. The 

Bank would effectively ‘print’ NZ dollars, then sell them in exchange for foreign currency denominated assets 

(probably US Treasury bills/bonds in the first instance), thus putting downward pressure on the NZ dollar.  

The exchange rate is certainly a key transmission mechanism for monetary policy. But the primary current objective of 

policy at present, in the RBNZ’s own words, is “to reduce borrowing rates for New Zealanders”. Foreign bond 

purchases won’t achieve this, so their use would only be to support some of the other alternative options that are 

directed at lowering interest rates. Our view, in short, is that if the RBNZ is loading up its balance sheet with bonds, it 

may as well be buying NZ bonds and lowering NZ interest rates.   

In thinking about intervening in FX markets the Bank would have to conclude that not only would it support the Bank’s 

policy intent of easier monetary policy, but also that intervention would have a good chance of being effective. It’s on 

this latter point that we think things fall down. Recall the RBNZ’s old FX intervention criteria – the exchange rate must 

be exceptionally high or low, it must be unjustified by economic fundamentals, intervention must be consistent with 

the Bank’s policy objectives, and it must stand a good chance of success. We reckon only one of the four boxes would 

be ticked in our view (policy consistency).  

Yes, the NZD has strengthened since March. But rather than some unjustified speculative flight of fancy, this reflects 

NZ’s relative success in containing COVID, rising prices for our commodity exports, and the fact the global and 

domestic economies are recovering. Our fundamental fair-value model currently estimates a 0.6450-0.6850 “fair-

value” range for the kiwi. We’re smack in the middle of that now – in other words, the currency is not materially 

overvalued. Intervention to lower the NZD would not stand much chance of sustained success because it would be 

fighting against supportive fundamentals.  

We don’t think the risk/reward is particularly appealing either. The BIS estimates that on average US$52b gets 

transacted in NZ dollars every day. The RBNZ would have to go commit significant funds to have any sort of impact, 

and in doing so would be taking a massive amount of FX risk onto its balance sheet.  

None of this is to say that foreign asset purchases should be ruled out permanently though. Central banks globally 

have shown that timely intervention in FX markets during times of stress and market dysfunction can be effective and 

useful. We think it’s a tool best left reserved for such occasions.  

So what will the RBNZ announce in August? 
The RBNZ has already done plenty, and with the NZ economy and markets looking to have stabilised, a case can be 

made for the Bank not having to significantly change course.  The OCR is already at its 0.25% operational low. Asset 

purchases have continued and the RBNZ has instituted a range of policy implementation measures and has 

backtracked/delayed earlier policy measures (including delaying bank capital increases, lowering the core funding 

ratio, dropping the loan-to value restrictions for housing lending) to provide more breathing space to the economy. 

Even with maintaining asset purchases at their current $970m weekly rate there is still plenty of headroom remaining 

under the existing $60b QE cap. 

This, and actions by the NZ Government and global central banks, are providing significant support to the economy. 

Wholesale and retail interest rates have fallen since May. Financial markets have calmed and are functioning better 

than they did in April/May. Moreover, some of the gloom over the NZ economic outlook has lifted. The pace of the 

recovery has clearly exceeded the (admittedly pessimistic) May MPS projections. This principally relates to NZ moving 
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down to Alert Level 1 much earlier than RBNZ assumptions, thus allowing a quicker restart to economic activity. It’s 

not just one or two sectors playing a cameo. The housing market, retail spending, PMIs, business & consumer 

confidence, commodity prices, and the labour market have either been resilient or pointed towards economic activity 

staging an encouraging bounce out of what is admittedly a deep lockdown hole.   

Nonetheless, we still expect the RBNZ to reaffirm its determination to maintain highly stimulatory policy settings and 

provide more support if needed. The OCR will likely be held at 0.25% and the potential for OCR cuts over 2021 will be 

emphasised if operational hurdles are cleared and economic circumstances require it. Moreover, the RBNZ is expected 

to signal its intent to continue with asset purchases so as to provide interest rate relief to borrowers. Inflation is low 

and global risks are still firmly to the downside. COVID outbreaks in parts of the world will ensure the global recovery 

is bumpy, and there’s no guarantee a double-dip global recession can be avoided. It is still a long road to recovery, and 

we do not expect NZ economic activity to move above pre-COVID levels till late 2022, possibly later. Moreover, some 

of the support measures (e.g. wage subsidy), are due to expire soon and the unemployment rate looks set to sharply 

climb over the second half of the year. It’s going to be some time before the RBNZ can claim it is on track to continue 

to meet its employment and inflation objectives. The path of least regret is still to keep pushing monetary policy 

easier, with little chance of an inflation overshoot anytime soon.  

We expect that the Bank will take the opportunity in the August Monetary Policy Statement to tinker with the QE 

programme, and update us on its readiness to deploy alternative monetary policy tools. The Bank told us both were 

under review in June. We think to reassure markets, the QE cap could be lifted to $80b as an interim step so as to 

allow the Bank to maintain the current pace of asset purchases for longer if need be. We also hope to see further 

details on the timing of the programme clarified. Nevertheless, we don’t expect the scope of QE to be expanded and 

the indemnity with the Finance Minister (which is currently acting as more of a constraint on weekly purchases) will 

likely be left where it is.  We also expect the RBNZ to reassure markets that it has a number of other policy options 

available that it will be prepared to exercise if needed.  

Appendix: Unconventional Policy Summary Table 

Options by 
preference 

Pros Cons 

1. Increase NZ 
asset purchases 

Bolsters financial market liquidity and 
keeps wholesale interest rates under 
downward pressure. Assists with 
government debt issuance.  

Limited by Crown Indemnity. Can only reduce 
interest rates so far with the OCR where it is at 
0.25%. Exposes RBNZ to large balance sheet risks. 
Exit strategies can be difficult to manage. 

2. Introduce a 
term lending 
programme 

Would assist directly in dragging bank 
interest rates lower. Increases funding 
options available for financial sector. 

Slow acting. Balance sheet risks for the RBNZ. 
Increased financial sector reliance on RBNZ.  

3. Cut the OCR, 
potentially to as 
low as -1% 

Provides modest additional interest 
rate stimulus. Essentially brings 
economic activity forward. 
Discourages bank cash hoarding and 
encourages lending. Helps dampen 
NZD. 

Unlikely to provide all the needed stimulus on its 
own. Global central banks have mixed views on 
their effectiveness and efficacy. Could impair 
market functioning, bank profitability and credit 
provision. Can be difficult to exit policy.  

4. Yield Curve 
Control 

Would help the RBNZ wean markets 
off bond purchases. May offer good 
‘bang for buck’ versus current LSAP 
policy. Increased clarity for market 
participants. 

Not an option for immediate adoption. Could 
steepen yield curve and adversely impact asset 
values. Would reduce RBNZ support for 
government funding task.  

5. Foreign asset 
purchases 

May help lower NZD.   Question marks over effectiveness. Does not 
directly lower interest rates. Massively increases 
FX risk to RBNZ balance sheet.  

 Source: ASB 
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