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Holding back the incoming interest rate tide 
• The RBNZ kept the OCR at 0.25% and emphasised that “prolonged monetary support” remains necessary. 

• The RBNZ is wary about how much underlying strength the economy has after such a robust 2020 rebound. 

• We expect the RBNZ will gradually start lifting the OCR from August 2022. 

The RBNZ had a tough job to do today: update its outlook to reflect a much better starting position for the NZ 

economy while still trying to hose down the wave of optimism that has crept into global financial markets and 

propelled wholesale interest rates higher. 

The message in the statement did a fairly good job of balancing those competing messages, clearly pointing to all the 

potential banana skins littering the outlook. The market was not totally convinced, with the NZD and NZ interest rates 

having firmed in the aftermath of the RBNZ announcement. 

The RBNZ left the settings/conditions for all its monetary tools unchanged at this point, including no changes to its 

Large-Scale Asset Purchase (LSAP) programme, retaining the flexibility to adjust purchases in light of changes to 

‘market functioning’.  

Our view is that the RBNZ will gingerly start lifting the OCR from August 2022.  That is 18 months away, which is an 

eternity in a time of heightened uncertainty.  It will depend on key factors such as the border opening up and 

confirmation that the RBNZ’s inflation and employment objectives are clearly on track to being met.  And the eventual 

endpoint we envisage is a low 1.25% - closing in on our estimate of the ‘neutral’ OCR and still implying interest rates 

will be giving the economy a degree of support for some years yet.  

The RBNZ’s key messages: hold your horses 
The RBNZ has signalled that NZ will need monetary support for a considerable time, an attempt to hose down some of 

the exuberance that has gripped global financial markets as the global vaccine roll-out stoked optimism that the 

pandemic will soon be put behind us. 

The key messages are that the environment remains highly uncertain, and that the medium-term objectives of the 

RBNZ will not be met without prolonged monetary stimulus.  Economic outcomes will be driven by health outcomes 

and the success of global vaccination programmes.  Much remains uncertain about these. 

The RBNZ is keeping with its “least regrets” approach to setting policy, with the Monetary Policy Committee 

concluding “it would not change the stance of monetary policy until it had confidence that it is sustainably achieving 

the consumer price inflation and employment objectives”.  We judge that time will come in the second half of next 

year. 
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The RBNZ’s forecasts for the ‘unconstrained’ OCR (a way of proxying the degree of monetary stimulus required that 

takes into account the impact of unconventional monetary tools) is understandably higher than in the last set of 

forecasts.  Over 2021 the unconstrained OCR does not ease to the same extent as signalled in the November MPS. 

This potentially means that the risk of OCR cuts has fallen.  The February MPS forecasts show the unconstrained OCR 

edging up over 2022, a signal that – all going well – the case for “pedal to the metal” stimulus could reduce next year.  

However, the RBNZ were careful to emphasise the highly uncertain outlook, providing a reminder that the financial 

system is now ready to cope with a negative OCR, should that setting be necessary.  Although we see the prospect of a 

negative OCR as slim on a “business as near usual” outlook, a material shock could easily have the RBNZ acting swiftly 

– just as it did last March. 

LSAP purchases to remain flexible 
The Large-Scale Asset purchase programme has been a key part in the RBNZ’s policy arsenal, keeping yields lower than 

they would otherwise have been and bolstering liquidity.  Today the RBNZ Monetary Policy Committee agreed to 

continue target LSAP purchases of up to $100bn by June 2022. The RBNZ have maintained the flexibility in the timing 

of weekly asset purchases, with staff continuing to adjust purchases after taking into account ‘market functioning’.  Of 

late the better than expected fiscal position has resulted in less Government bond issuance, which has mean that the 

RBNZ have scaled back on its weekly asset purchases. At its current $590m pace, weekly purchases are outstripping 

the weekly bond tender ($450-$500m per week) but are 

expected to remain comfortably below the 60% Crown 

Indemnity, with cumulative purchases falling well below the 

$100bn level by mid-2022.  

What’s more, the unconstrained OCR in the MPS troughed later 

this year before lifting back to 0.25% in the March 2023 quarter. 

All else equal/unchanged this implies the LSAP will could be 

tapered down to around nothing late 2022/early 2023. This is 

little later than previously implied by market pricing (it would be 

unusual for the RBNZ to hike the OCR and continue with asset 

purchases). In our view, we expect that the RBNZ will taper the 

LSAP slightly sooner than suggested by the RBNZ with a view to 

halting the programme ahead of OCR hikes in August 2022. 

FLP helping to keep borrowing rates low. RBNZ wants them lower still 
The RBNZ Funding for Lending programme was introduced to provide another form of stable, low cost funding for 

banks and to help mitigate some of the potentially adverse impacts on the supply of credit in a very low (negative) 

interest rate environment. The RBNZ note that since the November Statement, international and domestic long-term 

interest rates have risen, driven by an improved growth and inflation outlook. However, the RBNZ note that domestic 

borrowing rates faced by households and businesses have declined marginally. The RBNZ affirmed that domestic 

borrowing costs would need to remain low to achieve the Committee’s objectives. Moreover, the RBNZ continued to 

grow down the gauntlet to banks, noting that the FLP provided scope to “further reduce interest rates to households 

and businesses” and that it will “closely monitor progress”.  

RBNZ attempt to water down stronger starting point 
The RBNZ has acknowledged the stronger economic starting point but remains wary of the underlying strength in the 

economy and expects growth to remain fragile over 2021.  We see the balance of risks to the RBNZ’s forecasts as 

relatively even. There may be a bit of upside risk to the RBNZ’s GDP growth and house price inflation forecasts.  But at 

the same time the uncertain and unusual nature of COVID-19 pandemic means there is plenty of risk the economy 

could underperform both our views.   
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The RBNZ have revised up their short-term outlook but still 

expect near-term GDP growth to be weaker than our own 

expectations (but perhaps not as weak as some of our peers are 

reportedly predicting) and for growth to remain muted over the 

rest of the year (as do we).  The RBNZ also sees the recent house 

price inflation momentum moderating slightly faster than we do.  

The RBNZ has banked in a strong lift in near-term CPI inflation, 

driven by recent cost pressures (the RBNZ notes oil prices and 

shipping costs).  But the RBNZ does not expect this to spark long-

lasting inflation pressure, with inflation falling back below the 

RBNZ 2% mid-point over the medium term. We see some risk of 

higher inflation sticking around for longer. 

Many uncertainties remain around how the pandemic will evolve 

and what the eventual economic impact will be, but the RBNZ has 

taken a conservative approach with its assumptions.   The RBNZ 

expects uncertainty will weigh on business investment over 2021, 

despite the recent strength in business confidence surveys.  The 

RBNZ also notes that labour market has proved more resilient than 

expected (thanks in part to the Wage Subsidy Scheme), the 

impacts of the pandemic on the labour market have been uneven 

across industries and pockets of weakness will remain over the 

coming year.  

 

 
 
 
 
 
 
 

 

ASB Economics & Research  Phone 
Chief Economist Nick Tuffley   nick.tuffley@asb.co.nz  (649) 301 5659 
Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5957 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mike Jones Mike.jones@asb.co.nz (649) 301 5660 
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 

Economist Nat Keall nathaniel.keall@asb.co.nz (649) 301 5720 
Data & Publication Manager 
 
www.asb.co.nz/economics 

Judith Pinto judith.pinto@asb.co.nz  (649) 301 5660 
 

 @ASBMarkets 

    

Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.  We believe that the 
information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information 
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, 
reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this document are 
subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere by ASB Bank 
Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any 
person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this 
document.  Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are 
subject to contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent 
or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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