
 

 

 

 

 

4 August 2020 

ANZ Research 
 

RBNZ MPS Preview 

 

This is not personal advice. It 

does not consider your 

objectives or circumstances. 

Please refer to the  

Important Notice. 

 
 

Contact 

Liz Kendall or David Croy 

for more details.  

 
 

 

 
 

 
 

 

RBNZ to increase QE and weigh up other tools at 

August MPS  

Summary  

The case for further significant monetary easing is clear with inflation set to 

plummet and unemployment heading towards double-digits. Expanding the 

Large-Scale Asset (LSAP) Programme (QE) remains the first choice to deploy 

more stimulus at the August MPS, but we also expect much more clarity on the 

“menu” of policy options, detailing the criteria for when each tool might be 

considered, and stressing that choices will depend on circumstances.  

None of the policy options are straightforward, but the RBNZ will want to keep 

its options open, and a negative OCR and foreign asset purchases will remain 

firmly on the table. We don’t currently expect they will deploy either, but they 

are non-trivial possibilities, and there is a risk that the RBNZ conveys more 

openness to their use than the market currently expects. 

The seemingly easy choice to increase QE next week is also not straightforward. 

Weighing up a number of considerations, we expect QE to increase to $90bn, 

and that the length of the programme will be extended to 18 months. This would 

make a meaningful difference, keep a sizeable free-float of bonds in the market, 

and push the QE “cliff” into the future, though not eliminate it.  

Our forecast includes an expectation that the RBNZ sticks with the approach of 

announcing a set programme size and time-frame for QE. However, we would 

see significant benefits to the RBNZ shifting to announcing a run rate or 

adopting a tactical approach to buying. While it’s not our base case that the 

implementation strategy will change, now could be a good time to change tack.  

Market implications 

The implications for markets are potentially significant. At a minimum we expect 

the overall tone of the MPS to be very dovish, adding weight to our view that the 

NZGB curve will continue to move gradually lower and flatter. While we expect 

the LSAP to be increased to $90bn, sending a very strong signal, we wouldn’t 

automatically regard anything less as underwhelming. If, for example, the RBNZ 

lifted QE to $75bn, moved to a constant run rate, and signalled that negative 

rates are their preferred next step, we would expect interest rates to rally. 

Increasing the QE programme by a set amount and keeping purchases fairly 

constant or moving to an announced run-rate approach will see system cash 

balances rise more consistently, and should, over time, drive BKBM lower, 

especially if accompanied by a willingness to take the OCR into negative 

territory. Conversely, moving to a tactical approach brings less certainty to the 

cash market, but would likely limit scope for the curve to steepen. 

For FX, the focus isn’t just on policy delivered next week – arguably NZD 

direction depends more on the menu of unconventional policy options that are 

left on the table. We expect the RBNZ to keep its options open and we’d be 

very surprised if they backed off signalling that they are open to negative 

rates. And the market seems to have discounted the prospect of foreign asset 

purchases, risking a negative NZD reaction if it remains on the table as we 

expect. Against the backdrop of broad-based USD weakness, that is likely to 

mean that NZD/USD holds up better than crosses like NZD/EUR and NZD/GBP.  
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Little reason to change dovish “least regrets” policy approach  

Despite the vigour of the bounce out of lockdown (which the RBNZ will 

acknowledge), a very challenging period lies ahead. The COVID-19 crisis 

continues to shape the economic outlook, and colour it with an enormous 

amount of uncertainty. We expect that we will enter 2021 with GDP about 5% 

below pre-crisis levels (figure 1), inflation below the RBNZ’s 1-3% target band, 

and unemployment hovering near 10%, with a slow recovery in prospect. And 

there are significant downside risks; a renewed period of contraction is 

possible.  

Figure 1. GDP % deviation from pre-COVID levels   

 

Source: Statistics NZ, ANZ Research  

An aggressive approach to monetary policy makes sense in this context. 

Accordingly, the RBNZ has made dovish statements at both the May MPS and 

June MPR, expressing a willingness to do more and a desire to make it count, 

saying any change in its Large-Scale Asset Purchase (LSAP) Programme (QE) 

would “need to be of sufficient magnitude to make a meaningful difference”.  

Since the June MPR, little has changed to shift this assessment. Activity 

indicators have continued their rebound and commodity prices have been 

resilient. But the recession caused by the closed border and the global growth 

hit is only just getting started, with impacts expected to become more evident 

later this year. The exchange rate has also appreciated further and is a potent 

headwind, weighing particularly on inflation. And the global COVID-19 

pandemic has intensified, with activity restrictions being re-imposed in many 

countries, including Australia. This underscores downside risks.  

Even in a best-case scenario, inflation and unemployment look set to be away 

from the RBNZ’s targets for an extended period, necessitating very 

expansionary policy to see these return within an acceptable timeframe. The 

path of least regrets is to err towards doing more, given downside risks and 

the possibility that inflation expectations settle too low. The chances of doing 

too much and causing a growth and inflation overshoot look remote in the near 

term, and worth the risk, given the ability to reverse course if required.  

Given all of this, we expect that dovish sentiment will colour the forecasts, 

policy assessment and communication at the August MPS.  

Expect more colour on the “menu” of alternative policy options 

The August MPS (Wednesday 12 August) is going to be action packed. In June, 

the RBNZ Monetary Policy Committed (MPC) promised to “outline the outlook 

for the LSAP programme and our readiness to deploy alternative monetary 

policy tools in our August Statement”, adding that they remain “committed to 

meeting our inflation and employment mandate”.  
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We expect that an expansion of the current QE programme will remain the 

RBNZ’s first choice for providing stimulus at the August MPS, given that it is 

effective with the least costs. But the RBNZ’s sentiment suggests they are 

willing to do much more beyond QE if required.  

Beyond our expectation that the current QE programme will expand to $90bn 

(more on that later), we expect to see more analysis and rationale for the 

RBNZ’s thinking on alternative tools, including more clarity on what the RBNZ 

is prepared to do, when, and in what order. However, they will stop short of an 

inflexible plan, as the choice of tools will always be situation dependent. 

Given the sombre outlook and high degree of uncertainty, it makes sense for 

the RBNZ to adopt a flexible approach. But none of the policy decisions are 

easy - all unconventional options have disadvantages, and yet they are better 

than nothing (Table 1). Among other things, this speaks to the importance of 

maximising the impact of the current QE programme right here and now. 

Table 1. Alternative monetary policy options – pick your poison 

Policy tool  Pros Cons  

Increasing current QE programme 

– more of the current approach, 
potentially with a lengthened 

timeframe and an expanded 

indemnity  

Lowers yields, flattens curves and provides 

liquidity. Assists fiscal policy, given NZGB 
focus. Involves purchases of low-risk assets. 

Widely used approach overseas.   

Domestic market is small. At some point 

the RBNZ owns so many Government 
bonds the market becomes distorted. 

Yield curve control  Clear forward guidance. Potent impact on 

yields at the target point (3-year in 

Australia, 10-year in Japan). Australia has 
implemented this with fewer purchases than 

seen in New Zealand.  

Rigid, doesn’t allow markets to respond to 

news dynamically. Risk that topside in 

yields is defended (providing liquidity) just 
as it should be let go (less is needed). 

Harder to affect the slope of the curve. 
Weaker liquidity channel. Less common. 

May be difficult or costly to exit.   

Broadening QE to include foreign 

assets  

Could lower the exchange rate, with potent 

economic impacts if achieved. Doesn’t 
distort local market. Large quantities 

available to purchase.   

Risky, in terms of getting right and market 

value fluctuations (asset values and 
currency changes). Fighting the market 

and perception of currency manipulation, 
which could threaten trade deals.  

Broadening QE to include higher-

risk assets 

Lowers borrowing costs for companies and 

more broadly. Flattens credit curve and 
provides liquidity.   

Picking winners. RBNZ taking on credit 

risk. Disintermediation by turning RBNZ 
into a bank. Potential mispricing of risk. 

Largely limited to mortgage-backed 
securities overseas, but that’s not a key 

mortgage funding channel in NZ. There’s 
not much to buy, so impact likely limited.  

Interest rate swaps  Flattens curve, which can flow through to 

term structure of corporate lending and 

mortgage rates. No principal outlay.  

Doesn’t provide liquidity or lower yields in 

aggregate, only affects shape of the curve. 

Doesn’t lower borrowing costs to the 
Government or more broadly.  

Expand term lending facility  Provides liquidity to banks in times of 

stress.  

Useful in times of stress, but not so good 

at assisting the recovery; RBNZ might 

prefer a lower OCR before implementing. 
Limited uptake to date (possibly because 

SCL is rising or because some expect a 
negative OCR in time). Only open to banks 

in its current form, but expanding to other 
borrowers would be risky.  

Lower and/or negative OCR Would lower the exchange rate and 

borrowing costs across the curve.  

Systems issues to resolve. Public backlash 

from savers. Squeeze on bank margins 
could have unintended consequences. 

Costly to the banking system, especially 
given the expansion of SCL. Likely to 

impair the banking system and credit 
supply. Could impair financial stability.  

Take no further action after taking 

QE to 50% of bonds on issue 
 Persistently high unemployment and weak 

inflation. Potentially lose credibility when it 

comes to inflation and employment targets 
being persistently missed.  
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Opening door to further tools could cause market reaction  

We expect a NZGB-focussed QE programme to remain at the heart of the 

RBNZ’s policy response, but the option of expanding the programme to include 

other assets (including foreign assets) will remain firmly on the table, just in 

case, and to keep the threat of extreme NZD strength somewhat at bay.  

Without doubt, there are hurdles standing in the way of foreign asset 

purchases, and it is currently not our expectation that they will actually occur. 

These hurdles include perceptions of currency manipulation, a possible trade 

backlash, the potential for significant market value losses, and its 

unprecedented nature.  

There’s also the significant fact that it has become increasingly difficult to 

argue that the NZD is overvalued even if it is a headwind. A surge in global 

liquidity is driving USD weakness, our commodity prices remain resilient, the 

recent bounce in activity puts us well ahead of the pack, and our elimination of 

COVID-19 has put us in an enviable position.  

But again, there’s nothing to gain by ruling foreign asset purchases out. We 

see the RBNZ signalling that they are prepared to do it if push comes to shove, 

laying out how and under what circumstances they might be considered. On 

that score, we see a risk that the RBNZ is more open to the prospect than the 

market expects, even if they do not currently intend to pull the trigger. 

Likewise, we expect the RBNZ to keep the door to a negative OCR firmly open 

– perhaps more so than markets are currently expecting (OIS markets are 

currently pricing 25bps of cuts by the middle of next year). We see a risk that 

the economic outlook deteriorates anew late this year. If that occurs and the 

RBNZ looks to expand stimulus next year, then a negative OCR could be game 

on. But more generally, it makes sense for the RBNZ to continue to keep this 

option on the table, even if it doesn’t intend to use it, since this will generate a 

response in markets, before/without having to actually execute.  

Expanding the current QE programme in August  

We expect QE will lift to $90bn over 18 months  

We expect the RBNZ to expand the size of the LSAP in August, but the decision 

is complicated and a number of considerations must be weighed up. See 

Appendix 1 for the range of options and considerations informing our view.  

As the MPC noted in June, any expansion will need to be “meaningful” in order 

to be worthwhile. But because of the small size of the local bond market and 

the way the indemnity provided by the Minister of Finance is currently written 

(the cap on RBNZ purchases is expressed as a percentage of outstanding 

bonds), there are constraints on the size of the programme. Any significant 

increase in the size of the LSAP has implications for the free-float of bonds that 

are traded in the market, which in turn has implications for market 

functioning. And any material extension to the time-frame of the LSAP 

(purchases are currently scheduled over a 12-month period) would also go 

past the expiry date of the current indemnity, so the indemnity needs to be 

revised.  

Our expectation is that the current QE programme will expand by $30bn to 

$90bn, over 18 months rather than 12. This would be “meaningful” in terms of 

its impact, and would take the programme to around 30% of GDP. That’s a big 

increase given where we have come from (zero) but it's less than where the 

Federal Reserve sits (its QE holdings are currently around 32% of GDP).  

 

 

https://bit.ly/ANZ-NZInsight-Exchange-Rate-20200713
https://bit.ly/ANZ-NZ-Insight-NegativeOCR
https://bit.ly/ANZ-Insight-Recovery-20200731
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Extending timing of the programme would help reassure markets 

Shifting the timing of the programme out to 18 months will help with the 

prospect of a QE ‘cliff’, which is becoming a concern for markets (figure 2). 

With purchases due to end in 12 months, the question is: what happens next?  

Markets need some clarity that QE will be able to continue if New Zealand is 

not to experience its own version of the Federal Reserve’s 2013 ‘taper 

tantrum’. For that reason, we think it is important for the QE programme to be 

extended from 12 to 18 months. This will not take away the cliff entirely, but it 

will defer the issue further into the future, by which time the outlook for bond 

issuance and the economy will be clearer, and the programme can be 

extended again if required.  

Figure 2. RBNZ weekly LSAP purchases  

 
Source: RBNZ, ANZ Research 

The RBNZ could also shift its implementation strategy  

Changing the implementation strategy of the programme is also something the 

RBNZ may consider. Shifting to a weekly or monthly run-rate target (like the 

Fed did after the GFC), or taking a tactical approach (varying the pace of 

purchases, like the Fed do now) are possible options for helping to reduce 

concerns of the QE cliff, even if the market knows that the LSAP is ultimately 

bounded by the small size of the domestic bond market. A tactical approach 

also has some additional benefits.  

The two options are: 

1. Move to a weekly or monthly run-rate target: As the name implies, 

this would involve specifying a particular run rate for LSAP purchases. This 

could be specified within a programme of a particular size, or as part of an 

open-ended programme. Under this approach it would be the MPC rather 

than RBNZ staff that would set the pace of purchases, and this would be 

the main policy signal. The pace could be altered at each MPS or MPR and 

could be augmented by a beefed-up Bond Market Liquidity Support (BMLS) 

programme (which would come into play if markets became dysfunctional 

again).  

2. Adopting a tactical approach: This approach would see the RBNZ enter 

the market as needed but remain absent when they were not needed, 

responding dynamically to market conditions and where they would like to 

see the yield curve. This approach could be part of a programme of a 

specified size, or be open-ended. The idea would be to lean into any 

steepening of the curve or generalised rise in interest rates that was not 

consistent with economic fundamentals (ie. a “portfolio shift”), while 

saving ammo. This approach is less predictable and transparent, but it 
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would send a very strong signal to the market, would likely reduce interest 

rate volatility, and could save money and preserve fire-power for when it is 

more likely to be needed. It doesn’t go as far as Yield Curve Control does 

(as practiced in Australia) but it’s closer, in that the RBNZ would loosely 

target market extremes. This approach doesn’t guarantee an ongoing 

increase in liquidity, as a volume or run rate approach does. 

See Appendix 2 for more detail about these options.  

We do not expect that the RBNZ will change its current approach, as it has 

expressed satisfaction with how it is working. However, we would see benefits 

to doing so, and think the possibility should not be ruled out.  

A larger and more flexible indemnity would also be helpful 

Regardless of the approach to purchases, a larger or more flexible indemnity 

cap would also be helpful to ensure the programme can deliver maximum 

stimulus and deal with market perceptions that the QE programme may hit its 

limits. In our view, being willing to buy a greater share of bonds comes with 

less costs and risks than some of the other unconventional policy options on 

the table. 

One major issue with the indemnity cap as it stands is that it’s defined as a 

percentage of the value of outstanding bonds on issue, which is uncertain. If 

bond issuance is expected to be lower, then a percentage cap is more likely to 

become binding, and sooner.  

We can see a case to increase the size of the indemnity cap next week to up to 

60%, or to make it more vague (“around 50%”) to add flexibility. 

Alternatively, the indemnity could be changed to being in terms of keeping the 

free-float of NZGBs that are not held by the RBNZ at, say, no less than the 

2019 average (around $59bn for nominal NZGBs and $18bn for linkers). This 

would allow limit market distortions in a way that can adjust more easily to the 

size of the bond issuance programme.  

The path ahead will continue to break new ground 

Adding everything together, there is much for the RBNZ to consider ahead of 

the August MPS, creating a great deal of uncertainty about exactly where the 

RBNZ will land. It is fair to say that it will be a big event with the potential for 

some market volatility as the impact of immediate sound-bites gives way to 

the revealed detail.  

We are comfortable with our expectation that QE will increase to $90bn over 

18 months, but there are a number of possible outcomes for the programme, 

and a number of key considerations. We are particularly wary that changes to 

the RBNZ’s implementation strategy or the size and specification of the 

indemnity cap are possible.  

Looking further ahead, risks are skewed towards more stimulus in time, and so 

there will be enormous interest as to what the next steps are beyond the QE 

programme. The RBNZ will have an open mind about what happens next, and 

so do we. We think all options will remain on the table, including a negative 

OCR and foreign asset purchases.  

The current crisis has been unprecedented, and so too has the policy response. 

As conditions evolve, an even more unprecedented response should not be 

ruled out if downside risks materialise.   
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Appendix 1: Weighing up the size and duration of the QE programme  

Table 2 outlines possible alternatives for the size and duration of the programme.  

An increase to $75bn would roughly preserve the current run rate ($970m/week), and would keep options open 

for the future, when the bond market will be bigger (it’s growing by about $1bn a week as fiscal policy kicks in) 

and if the economy faces stronger headwinds later. However, it’s arguably not a “meaningful increase” and 

threatens to undo progress to date in terms of dampening yields. 

On the other hand, increasing the programme by $90bn over 12 months significantly reduces the free-float of 

nominal bonds (currently around $63bn after averaging $59bn in 2019), potentially leading to market 

distortions, and would threaten the indemnity cap. This argues for an extension of the programme to 18 

months, a larger indemnity, and/or a change in implementation approach (see Appendix 2).  

In our view, expanding to $90 but extending the time-frame to 18 months strikes the best balance.  

Table 2. Possible options for expanding current QE programme at August MPS 

Size of LSAP 

from August 
Programme over 12 months (current timeframe) Purchases over 18 months  

$60bn Pros 

 Within existing LSAP capacity (~$35bn of 

capacity still to be used). 

 Doesn’t threaten indemnity cap (we project the 

cap to be around $76bn by August 2021).  

 Free-float# of NZGBs keeps growing, adding to 

market depth. 

Cons 

 It isn’t a further easing and would be perceived 

as backing away from dovishness. 

 Much slower run rate* of purchases (~$700m 

per week), when tapering goes against the 

view that more stimulus is needed. 

 Market would need to absorb a significant 

$400m of NZGBs per week this fiscal year^. 

Pros 

 Within existing LSAP capacity. 

 Doesn’t threaten indemnity cap. But 18 months 

takes us past September 2021, which is when 

the indemnity expires. 

 Free float# of NZGBs keeps growing. 

 

Cons 

 It isn’t a further easing and would be perceived 

as backing away from dovishness. 

 Vastly slower run rate* of purchases than 

currently (to around $460m per week). 

 Market would need to absorb a whopping 

$640m of NZGBs per week this fiscal year^. 

 

$75bn Pros 

 Stable run rate* ($1000m per week), 

effectively a ‘steady as she goes’ approach, but 

only a modest increase in overall stimulus. 

 Doesn’t threaten indemnity cap. 

 Market would only need to absorb $100m of 

NZGBs per week this fiscal year^.  

 Free float# of nominal NZGBs grows initially but 

falls to around $59bn in around 12 months 

(the 2019 average). 

Cons 

 Marginal easing; not enough to make a 

meaningful difference. 

 Is less than the market is looking for, would be 

perceived as backing away from dovishness, 

and risks undoing progress. 

Pros 

 Doesn’t threaten indemnity cap. But 18 months 

takes us past September 2021, which is when 

the indemnity expires. 

 Free float# of NZGBs keeps growing. 

 

Cons 

 Extremely marginal easing, with the overall 

programme increasing by just $15bn and pace 

of purchases dropping to ~$660m per week. 

 Is a lot less than the market is looking for, 

would be perceived as backing away from 

dovishness, and risks undoing progress. 

 Market would need to absorb a significant 

$440m of NZGBs per week this fiscal year^.  

$90bn Pros 

 Meaningful further easing (adds $30bn to the 

LSAP), building on previous dovish stance. 

Cons 

 Too big a lift in the run rate? Implies 

~$1300m per week. 

 QE would take out more NZGBs than NZDM is 

issuing, shrinking the market. Net reduction of 

~$200m of bonds per week^. 

 Free float# of nominal NZGBs falls to $46b in 

18 months, significantly below the 2019 

average of $59bn. 

 Threatens indemnity cap as currently defined 

fairly soon (around May 2021). 

Pros 

 Meaningful further easing. 

 Broadly stable run rate* of purchases (slight 

drop to ~$880m per week). 

 Market would need to absorb $220m of NZGBs 

per week this fiscal year^. 

 Happy middle ground? We think so. 

Cons 

 Free float# of nominal NZGBs falls to $59bn in 

18 months – the same as the 2019 average. 

 18 months takes us past September 2021, so a 

new indemnity would be required. 
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Larger than 

$90bn 

 The possibilities are endless and we can’t canvass them all. 

 We estimate that a $97bn programme would be required if the RBNZ wants to continue buying at the 

current pace of $970m per week over 18 months from August, assuming the usual 2 week pause over 

Christmas/New Year. It would likely be expressed as $95bn or $100bn. 

 Anything more than $90bn is a meaningful increase and we would expect the curve to flatten 

materially. 

 A $95-100bn programme would hit the indemnity cap as it is currently defined in around 1 year. 

 A larger programme would reduce the free-float# of nominal NZGBs quickly if issuance slowed. 

Conversely, if issuance picked up, the free-float may increase. NZDM provides issuance projections but 

they could change. 

* Run-rate calculations assume a 2-week pause over Christmas/New Year when NZGB issuance also tends to be paused.  

# “Free float” refers to the value of bonds in the market excluding RBNZ holdings. 

^ Assuming NZDM issues around $1bn of bonds per week for the remainder of the fiscal year ($60bn to be issued, with $8bn completed and 46 

weeks left to issue the remaining $52bn).  

 

Appendix 2: Weighing up implementation strategies  

Table 3 (next page) lays out some of the options and issues that the MPC will be thinking about with regards to 

implementation of the QE programme. We expect that the current approach (announcing a set programme 

size) will be maintained, but extended to 18 months.   

There would be benefits to moving to announcing a constant run-rate or tactical approach, though these may 

be implicitly time bound and therefore still subject to the QE cliff. The tactical approach could also ensure the 

RBNZ is in the market when it is most needed, save both firepower and money, and send a strong signal to 

markets. For this reason, we favour the tactical approach, even if we do not expect that the RBNZ will adopt it.   
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Table 3. Considerations and impediments to implementation 

Considerations 

Current approach – 

programme over 12mths (or 

extended to) 18mths  

Alternatively, move to a 

constant run rate 

Alternatively, adopt a tactical 

approach 

The weekly pace of 

purchases 

The issue: The market has 

come to expect a uniform pace 

of purchases, defined as the 

size of the programme less 

purchases to date, divided by 

the amount of weeks to the 

end of the time period. Some 

are fearful that this is too 

formulaic and results in the 

RBNZ being in the market 

when it might not need to be, 

yet not hitting the market in 

decent size when it does need 

to (ie. when we see a dramatic 

steepening in the curve). 

 A smaller programme 

implies a slower pace of 

purchases; conversely a 

larger programme implies 

a faster pace. 

 The market assumes that 

the pace is constant and 

formulaic (and that’s what 

we have seen). 

 $75bn is the “neutral” size 

of the LSAP if purchases 

are to be maintained at 

around the current pace 

and the formulaic process 

remains in place.  

 Purchases would be held 

constant, as announced.  

 The constant run-rate 

pace is forward looking 

and doesn’t depend on 

purchases to date. 

 This doesn’t help address 

the fact that the RBNZ 

might be in the market 

when it does not need to 

be, or not responding 

enough when it does need 

to.  

 Removes perception of a 

QE cliff (see below). 

 The RBNZ would be in the 

market when the curve 

steepens. 

 The weekly pace of 

purchases would no 

longer be predictable, but 

would respond 

dynamically to market 

conditions – sending a 

strong signal of where 

yields should be.  

 This is arguably a halfway 

house between YCC and 

the current volume-based 

approach. 

 A tactical approach might 

targets yield levels loosely 

rather than specifically; is 

not hostage to a schedule.  

QE cliff 

The issue: LSAP purchases as 

they stand are currently 

flagged over a 12-month time 

horizon. But what happens 

next? 

 A fixed timeframe gives 

rise to the perception of a 

QE cliff. 

 The perception isn’t 

helped by the fact that 

the market is small and 

the LSAP seems to be 

pushing up against the 

indemnity and threatening 

the free float of bonds. 

 Both these approaches would help reduce the perception 

of a QE cliff. 

 They would be more credible if the LSAP was unlimited 

and/or open-ended and the indemnity was larger/more 

flexible and didn’t have an expiry date.   

The free-float of NZGBs 

The issue: The NZ bond 

market was so small (~20% of 

GDP when COVID-19 hit) that 

it limits QE. A large extension 

of the LSAP isn’t possible 

without taking the free float of 

nominal NZGBs below the 

2019 average of $59bn (or 

NZGB linkers below the 2019 

average of $18bn).  

 An expansion in the LSAP 

to $75bn over 12 months 

or $90bn over 18 months 

would not reduce the 

free-float of nominal 

NZGBs below the 2019 

average of $59bn. 

 But a $90bn programme 

over 12 months would 

reduce the free-float of 

nominal NZGBs materially 

(linkers and LGFA would 

not come under threat).  

 A constant run rate 

doesn’t really solve the 

problem of reducing the 

free float.  

 A faster pace would see 

the free float fall; a slower 

pace wouldn’t. 

 Maintaining the current 

run rate would see the 

free-float of nominal 

bonds fall below the 2019 

average of $59bn. 

 A tactical approach to QE 

could simply bear the 

free-float in mind.  

 Purchases would depend 

on market conditions and 

could be increased if 

issuance increases (there 

would be more bonds to 

buy) and vice versa. 

Indemnity cap 

The issue: The current 

agreement indemnifies the 

LSAP for losses on purchases 

for up to 50% of nominals and 

30% of NZGB IIBs and LGFA 

bonds. The agreement expires 

on 30 September 2021. 

 The indemnity wouldn’t 

need to be re-negotiated 

if the LSAP remains at 

$60bn or is increased to 

$75bn over 12mths. 

 It would need to be 

renegotiated if the LSAP is 

to be expanded 

significantly or if the term 

is extended past 

September 2021. 

 The indemnity would need to be more open-ended if the 

market was to believe a constant run rate or tactical 

approach was workable.  

 However, the Memorandum of Understanding with the 

Minister of Finance requires a time-limited indemnity, so it 

may be difficult to signal the programme is indefinite.   

 Indemnity could be written in terms of a minimum free 

float. 

 The Sep 2021 expiry date is already inconsistent with the 

directive to hold bonds purchased to maturity, so a new 

indemnity is required. 
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Meet the team 

We welcome your questions and feedback. Click here for more information about our team.  

 

Sharon Zollner 

Chief Economist 

Follow Sharon on Twitter 

@sharon_zollner  

Telephone: +64 27 664 3554 

Email: sharon.zollner@anz.com 
 
 

 

  

General enquiries:  

research@anz.com 

Follow ANZ Research  

@ANZ_Research (global) 

 

David Croy 

Senior Strategist  

Market developments, interest 

rates, FX, unconventional 

monetary policy, liaison with 

market participants. 

Telephone: +64 4 576 1022 

Email: david.croy@anz.com 
 

 
Susan Kilsby 

Agricultural Economist 

Primary industry developments 

and outlook, structural change 

and regulation, liaison with 

industry. 

Telephone: +64 21 633 469 

Email: susan.kilsby@anz.com 
 

Liz Kendall  

Senior Economist  

Research co-ordinator, publication 

strategy, property market 

analysis, monetary and prudential 

policy. 

Telephone: +64 27 240 9969 

Email: elizabeth.kendall@anz.com 

 
Miles Workman  

Senior Economist  

Macroeconomic forecast co-

ordinator, fiscal policy, economic 

risk assessment and credit 

developments. 

Telephone:  +64 21 661 792 

Email: miles.workman@anz.com 
 

Kyle Uerata 

Economic Statistician  

Economic statistics, ANZ 

proprietary data (including ANZ 

Business Outlook), data capability 

and infrastructure. 

Telephone: +64 21 633 894 

Email: kyle.uerata@anz.com 
 

 
Natalie Denne 

PA / Desktop Publisher 

Business management, general 

enquiries, mailing lists, 

publications, chief economist’s 

diary. 

Telephone: +64 21 253 6808 

Email: natalie.denne@anz.com 
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 
distributed. The information in this document is general in nature, and does not constitute personal financial product advice 
or take into account your objectives, financial situation or needs.  

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and 
observe all relevant restrictions. 

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand 
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out 
below. 

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant 
website (recipients).  

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ 
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.  

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for 
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or 
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and 
services mentioned in this document may not be available in all countries. 

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this 
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice 
having regard to their particular circumstances.  

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does 
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of 
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document. 

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless 
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price 
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.  

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both 
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this 
document may not be suitable for all investors, and transacting in these products or services may be considered risky. 

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense 
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with 
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any 
regulatory body or authority in any jurisdiction. 

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the 
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that 
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they 
or their customers may have or have had interests or long or short positions in the products or services described in this document, and 
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such 
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information 
barriers to control the flow of information between businesses within it and its Affiliates. 

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of 
interest. 

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking 
Group Limited (ANZ). 

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here 
or request from your ANZ point of contact.  

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by 
ANZ on a cross-border basis. 

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority 
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent 
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New 
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible 
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA 
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK 
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority 
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by 
the PRA. Details about the extent of our regulation by the PRA are available from us on request.  

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji 
investors must seek licensed professional advice should they wish to make any investment in relation to this document. 

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong 
Kong Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate 
finance) regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.  

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it 
your name and place of printing.  

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its 
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities 
Transaction Law 2013). 

New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is 
not a personalised adviser service under the Financial Advisers Act 2008 (FAA).  

http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf
http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf
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Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or 
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market 
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in 
Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal 
Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated 
by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). ANZ does not solicit business in 
Oman and the only circumstances in which ANZ sends information or material describing financial products or financial services to 
recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands, acknowledges 
and agrees that this document has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does 
not market, offer, sell or distribute any financial or investment products or services in Oman and no subscription to any securities, 
products or financial services may or will be consummated within Oman. Nothing contained in this document is intended to constitute 
Omani investment, legal, tax, accounting or other professional advice.  

People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China) 
Company Limited (ANZ China). Recipients must comply with all applicable laws and regulations of PRC, including any prohibitions on 
speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), the 
following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public 
offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the 
products and services of such entities are not being offered or sold within the PRC by means of this document or any other document. 
This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance 
with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of 
ANZ China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the 
PRC. 

Qatar. This document has not been, and will not be:  

• lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC 
Regulatory Authority or any other authority in the State of Qatar (Qatar); or 

• authorised or licensed for distribution in Qatar, 

and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of 
securities in Qatar or the QFC. The financial products or services described in this document have not been, and will not be: 

• registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or 

• authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar. 

Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar, 
and this document is not being, and will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or 
services described in this document and distribution of this document is being made in, and is subject to the laws, regulations and rules 
of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document 
in breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon 
their request and confirmation that they understand the statements above; and (ii) on the condition that it will not be provided to any 
person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose. 

Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited 
investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act 
Cap. 289 of Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a 
financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore. 

United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as 
applicable) by ANZ. This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the 
carrying on or engagement in banking, financial and/or investment consultation business in the UAE under the rules and regulations 
made by the Central Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of 
securities within the meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial 
promotion, as defined under the DIFCML No. 1 of 200. ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA) 
ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or services described in this 
document are only available to persons who qualify as “Professional Clients” or “Market Counterparty” in accordance with the provisions 
of the DFSA rules. In addition, ANZ has a representative office (ANZ Representative Office) in Abu Dhabi regulated by the Central 
Bank of the UAE. The ANZ Representative Office is not permitted by the Central Bank of the UAE to provide any banking services to 
clients in the UAE. 

United States. Except where this is a FX- related document, this document is distributed in the United States by ANZ Securities, Inc. 
(ANZ SI) which is a member of the Financial Regulatory Authority (FINRA) (www.finra.org) and registered with the SEC. ANZSI’s 
address is 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1 212 801 9163). ANZSI accepts 
responsibility for its content. Information on any securities referred to in this document may be obtained from ANZSI upon request. This 
document or material is intended for institutional use only – not retail. If you are an institutional customer wishing to effect transactions 
in any securities referred to in this document you must contact ANZSI, not its affiliates. ANZSI is authorised as a broker-dealer only for 
institutional customers, not for US Persons (as “US person” is defined in Regulation S under the US Securities Act of 1933, as amended) 
who are individuals. If you have registered to use this website or have otherwise received this document and are a US Person who is an 
individual: to avoid loss, you should cease to use this website by unsubscribing or should notify the sender and you should not act on the 
contents of this document in any way. Non-U.S. analysts: Non-U.S. analysts may not be associated persons of ANZSI and therefore may 
not be subject to FINRA Rule 2242 restrictions on communications with the subject company, public appearances and trading securities 
held by the analysts. Where this is an FX-related document, it is distributed in the United States by ANZ's New York Branch, which is also 
located at 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 916 0 Fax: +1 212 801 9163).  

Vietnam. This document is distributed in Vietnam by ANZ or ANZ Bank (Vietnam) Limited, a subsidiary of ANZ. 

This document has been prepared by ANZ Bank New Zealand Limited, Level 26, 23-29 Albert Street, Auckland 1010, New Zealand,  
Ph 64-9-357 4094, e-mail nzeconomics@anz.com, http://www.anz.co.nz 
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