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Ending LSAP clears the way for an August hike 

Key points 

 The Reserve Bank today announced that its purchases of assets under the 

LSAP programme would end by 23 July, in a release titled “Monetary 

Stimulus Reduced”.  

 The OCR was left at 0.25% but importantly, the comment that reaching its 

targets would require “considerable time and patience” was dropped.  

 We are now forecasting the OCR to be lifted by 25bp in August, with CPI 

and labour market data to provide the final evidence the RBNZ requires. 

The worm has turned 

The RBNZ today decided to reduce monetary stimulus by ceasing purchases 

under the LSAP but left the commentary about the timing of OCR hikes vague. 

There were a few mixed messages, with the RBNZ sticking to some lines about 

labour market slack and inflation expectations that frankly look pretty 

outdated, but they acknowledged stronger data and dropped the comment 

that reaching its targets would require “considerable time and patience”, a 

clear nod towards OCR hikes kicking off than earlier envisaged. The fact that 

the release was titled “Monetary Stimulus Reduced” is a big flashing sign that 

the RBNZ considers the monetary policy cycle to have turned. 

Growth 

The RBNZ acknowledged the better starting point: “Aggregate economic 

activity is above its pre-COVID-19 level. Household spending and 

construction activity are at high levels and continue to grow. Business 

investment is now responding to capacity pressures and labour shortages, 

and measures of economic confidence continue to improve.” 

The labour market 

The MPC continued to highlight that “reported underutilisation of labour, 

modest wage growth, and well-anchored inflation expectations” are a source 

of uncertainty for the wage outlook. And they noted that “without some 

ongoing monetary support”, “medium-term inflation and employment would 

likely remain below its Remit objectives”.  

We think that's a pessimistic reading of the labour market and other data 

we've seen. It's probably a conclusion you could reach based on Q1 data, but 

recent data has improved in leaps and bounds. As we noted last week, the 

labour market is probably already at or close to full employment, and this 

week, June job vacancies data was off the charts. The Policy Assessment did 

suggest some concern about overshooting on their targets, but we think that 

that risk is a lot more imminent (on both the inflation and employment side) 

than the RBNZ appears to think. With CPI and labour data both due before 

the August MPS, we won’t die wondering. 
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Inflation 

Higher headline inflation looms in the near term, but is expected to be 

temporary. “More persistent consumer price inflation pressure is expected to 

build over time due to rising domestic capacity pressures and growing labour 

shortages. However, the Committee noted that uncertainties remain as to 

the pace and magnitude of any pass-through of costs onto medium-term 

inflation, especially given reported underutilisation of labour, modest wage 

growth, and well anchored inflation expectations.”  

We expect the RBNZ will change its mind on the past three points before the 

August MPS, as they are simply not consistent with what we are seeing in 

the ANZBO, QSBO, and job ads. While some price shocks are obviously 

temporary, when we look at the tightness of the labour market and changes 

in pricing behaviour there are also some pretty sustainable inflation drivers 

in amongst the noise. Firms are passing on higher costs, and both business 

and household inflation expectations have jumped dramatically. That means 

that the underlying inflation pulse could be a fair bit stronger than the RBNZ 

has anticipated – we'll get more information come Friday’s CPI. 

Uncertainty certainly remains. However, in the end, you have to react to 

what you know, not what you don’t. One can always adapt one’s approach, 

but with so much frothiness in the economy at present, the risks associated 

with inaction now firmly outweigh the risks with taking action, in our view.  

Our take 

Monetary Policy Reviews don’t come with published forecasts, so there was 

no need for the RBNZ to nail its colours to any particular mast as regards the 

precise timing of OCR lift-off. Indeed, there are advantages in not doing so – 

the market will make its own assessment of Friday’s CPI data and the labour 

market data in early August, making any perceived commitment out of date 

in any case.  

There were some mixed messages in the documents, hinting perhaps at 

some robust debate in the Committee. But the fact that the release was 

titled “Monetary Stimulus Reduced” underlines that as far as the RBNZ is 

concerned, the monetary policy cycle has turned. And that implies OCR hikes 

are imminent, unless something changes in the meantime. Once tightening 

cycles start they usually keep going. 

The softening of this sentence would have been carefully crafted, and sends 

the same message: 

“The Committee noted that medium-term inflation and employment 

would likely remain below its Remit objectives in the absence of some 

ongoing monetary support.” 

Versus the May Monetary Policy Statement: 

“The Committee noted that medium-term inflation and employment 

would likely remain below its Remit targets in the absence of prolonged 

monetary stimulus.” 

“Some ongoing monetary support” strictly speaking just implies an OCR 

below neutral. While it’s unclear where neutral lies, it’s clear a bunch of hikes 

could be delivered without being inconsistent with that judgement. But we 

think that judgement will change in any case, as the data rolls in.  
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The RBNZ has absolutely done enough hand-waving today to tick the 

‘market-prep’ box for an August hike, with CPI and labour market data set to 

do the rest. The final sentence of the release was a hat-tip to the fact that 

the balance of risks around the least regrets has flipped – it’s all about the 

risk of shooting out the top: “the Committee agreed that the level of 

monetary stimulus could now be reduced to minimise the risk of not meeting 

its mandate.” Indeed. 

Market reaction 

In the lead-up to today’s announcement it certainly felt like it was a bit of a 

coin-toss as to how the market would react. After rapid moves in the last 

couple of weeks the hurdle for a hawkish surprise was high, but at the same 

time, the data has more than justified that.  

On the day, the Review heading “Monetary Stimulus Reduced” and 

accompanying guidance that new LSAP purchases will cease by 23 July 2021 

was signal enough that the normalisation process has already kicked off – 

with the logical next step being OCR hikes.  

NZD/USD shot up around 50 pips, breaking through the key 0.70 level and 

testing 0.7020. In response to the LSAP cessation, the NZGB 10-year yield 

was 7.3bps higher at the time of writing, with similar lifts across the curve. 

Pricing for an August hike lifted from around 20% priced in to over 50%.  
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Last updated: 9 April 2021 

This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 
distributed. The opinions and research contained in this document are (a) not personal advice nor financial advice about any 
product or service; (b) provided for information only; and (c) intended to be general in nature and does not take into 
account your financial situation or goals.  

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 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. 

Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request. This does 
not constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be 
relied in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or 
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that 
you are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our 
engagement. 

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.  
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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 material is for information purposes only and is not financial advice about any product or service. We recommend 
seeking financial advice about your financial situation and goals before acquiring or disposing of (or not acquiring or disposing of) a 
financial product.  

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 
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