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The last days of the LSAP 

Summary 

 In this Insight we discuss the outlook for the RBNZ’s Large Scale Asset 

Purchase (LSAP) programme. 

 There is no doubt that the LSAP had a meaningful impact on markets 

when it was introduced last March, and the programme played a vital 

and necessary role in the overall response to the COVID crisis. However, 

there is evidence to suggest that the NZGB market doesn’t really need 

the RBNZ’s support at the moment. Indeed, increased use of the RBNZ’s 

bond lending facility suggests that more QE could harm rather than help 

market functioning. 

 Given improved market functioning and reduced volatility, we don’t 

think the market is likely to react adversely if the RBNZ continues to 

wind back the pace of LSAP purchases. With OCR hikes coming early 

next year (or possibly even later this year), we think it makes sense for 

the RBNZ to wind up purchases sooner than later, and to put some time 

between the end of purchases and the start of hikes.  

 Ceasing purchases soon may sound radical, and some in the market 

probably like the idea that the RBNZ has their backs, so to speak. But it 

is difficult to show that the reduction in purchases to date has had a 

meaningful impact on bond yields. 

 There are a number of paths the RBNZ might take from here. In our 

view, the most logical path is to reduce the LSAP by $20m per week 

until purchases cease during the last week of August/first week of 

September. 

 The pace of purchases is a staff decision, under delegated authority 

from the MPC, and given that the decision to slow purchases reflects 

good market functioning, we don’t expect the market to be unduly 

affected by the RBNZ stepping back in this way. At the margin yields will 

likely rise a touch, but we don’t expect the impact to be significant or 

long-lasting. 

 To be clear, we do not expect the LSAP programme to be cancelled. 

Rather, we expect purchases to be phased out (a staff decision) with the 

programme remaining in place in the background (an MPC decision), 

and for the MPC to remind the market that the capacity to re-enter the 

market remains in place, and can be called upon at any time between 

now and the end of June 2022. 

Historical background 

We have written several papers on the RBNZ’s LSAP programme, and if 

things go as we expect, this is likely to be the last substantive paper we 

write. The LSAP has served its purpose very well, but it is now time to close 

the book on that particular chapter of New Zealand’s monetary history (at 

least until the next crisis comes along). 

As we have noted in earlier Insights, the LSAP had a significant impact on 

the market, lowering bond yields, flattening the yield curve, and cushioning 

the market against fears that it might capitulate in the face of a surge in 

bond issuance.  Indeed, when we look to where issuance projections stood. 
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at last year’s Budget, compared to the way things looked pre-COVID (Figure 1), 

the possibility of capitulation was very real. For a precedent, one only has to go 

back as far as the 2010/11 fiscal year, when bond-swap spreads literally buckled 

(as bond yields rose above swap rates) following the Treasury’s announcement 

that it would dramatically ramp up issuance in the wake of the Canterbury 

earthquakes, which eventually saw the Treasury issue a record $20bn of bonds 

that year. 

Figure 1: NZGB Issuance history and forecasts – before and after COVID hit NZ 

 

Source: NZDM, ANZ Research 

Given the scenario in front of the market when COVID struck, there was no 

question that something needed to be done, and an LSAP was the logical choice. 

The key elements of the scheme were its rapid implementation and its size. We 

think the RBNZ was right to be bold with it at the depth of the crisis, especially 

as this was the RBNZ’s first foray into unconventional policy (in modern economic 

history at least). The impact of the programme was highly evident at the time of 

its introduction, not just in the government bond market (Figure 2), but also in 

credit markets which became trickle-down beneficiaries as government and LGFA 

bond yields fell, and the level of settlement cash (SCL) rose. 

Figure 2. Yields on selected New Zealand government bonds over early 2020 

 
Source: Bloomberg, RBNZ, ANZ Research 
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Figure 3. Ownership of (Gross) Outstandings of NZGBs, Linkers and T-Bills 

 

Source: RBNZ, ANZ Research 

In the end, the LSAP helped head off the crisis, with the RBNZ absorbing the bulk 

of the increase in bond issuance to leave the trajectory of outstandings 

reasonably stable (Figure 3). By the end of June 2021, after just over 15 months 

of purchases, and with a year to go before the programme’s official end date of 

30 June 2022, the RBNZ’s LSAP portfolio stood at around $55bn (if you include 

LGFA bonds and the cash from matured May 2021 bonds).  

The longest bond in the portfolio is a 2041 bond, and given that it is a hold-to-

maturity portfolio, that means that the programme will have a long legacy, and 

the portfolio will need to be managed. Some reinvestment of coupons and 

maturing principal will likely be needed (among other things, because the odds 

are slim that the maturity profile of the portfolio will perfectly match the rate 

which the RBNZ might want to run down banking system liquidity).  How these 

types of issues are managed will be a topic for later on, and in time, the RBNZ 

will likely publish a document outlining the principles it will follow (as has the US 

Federal Reserve). But the immediate question is the outlook for purchases, 

rather than rollovers, and we think the need for purchases is drawing to a close.  

As an aside, we have not sought to quantify the precise impact the LSAP has had 

on the bond market, nor on the NZD, as that would certainly be more art than 

science. But it is intuitive to suggest that as with bond yields, without it, the NZD 

would likely have been higher. So it has helped cushion the blow for exporters 

too, even if measuring that impact directly is difficult. 

Is the LSAP still needed? 

We think the short answer is no, but it’s nuanced. We say that because it is 

difficult to precisely measure the impact of the LSAP on bond yields, or the slope 

of the yield curve, or the exchange rate, let alone the economy itself. So it’s 

correspondingly hard to have strong confidence about what its removal will do. 

Does a flat yield curve even matter? Most households don’t fix their mortgage 

rates for more than 1-2 years, let alone 5 years or longer. However, bigger 

borrowers like the Crown and large councils and corporates (who provide many 

of the services and products the economy needs to function smoothly) borrow for 

much longer terms, and it is crucial that the flow of financing for these entities 

continues through a crisis – especially one with a fiscal response at the heart of 

it. The one thing all investors crave is confidence, and the LSAP was able to 

provide that by standing behind the government bond market, which is like a 

foundation for all market borrowing. But as time has gone on, it has become 

increasingly clear that the market has been able to stand on its own feet. 
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If we consider some broad numbers at a high level, it is not clear that what was 

asked of the market (in net terms) during the fiscal year just ended was 

particularly onerous compared to, say, the years immediately following the 

Canterbury earthquakes and the GFC.  

Over the 15 or so months since the LSAP was introduced, the Treasury has sold 

around $66bn of NZGBs and the RBNZ has bought around $53bn of them (in the 

secondary market, not directly off the Treasury). That means that the market 

has only had to absorb around $13bn of bonds, net of LSAP purchases. Split by 

fiscal year, the net absorption (which is a tad higher owing to issuance before the 

LSAP was introduced) was around $11.5bn in 2020 and $8.5bn in 2021. Neither 

of those figures is significantly different to pre-COVID funding projections of $8-

10bn over each of the next 4 years (figure 4). 

Figure 4. NZGB Issuance history (net of, and including LSAP purchases) 

 
Source: NZDM, RBNZ, ANZ Research 

The task of absorbing net issuance in the current fiscal year (during which the 

Treasury expects to issue $30bn of bonds) will clearly be bigger (and a record in 

net terms) if that issuance target is met.  But there are some mitigating factors: 

 it follows a relatively small $13bn task last year; 

 it comes shortly after the repayment of a $11.3bn bond maturity (paid out 

just 6 weeks ago); 

 there is more cash in the banking system, not just locally, but globally too, 

which is important, given offshore participation in our market; 

 there is a good chance that the $30bn bond programme gets downgraded at 

the half-year update in December, given the stronger economy and better-

than-expected tax take, and already-high level of liquid assets that NZDM 

holds (that could be run down if desired). 

In that light, it’s not clear the market really needs an LSAP. We think the market 

can absorb upcoming issuance without much trouble, and the RBNZ would be 

better off keeping the LSAP up its sleeve should it suddenly be needed later – for 

example if we were to go into lockdown again and issuance had to be hastily 

increased. 

That is of course all very big-picture and somewhat subjective. But the idea that 

the LSAP isn’t really needed is also supported by a high-level analysis of the 

three main benefits of QE that the RBNZ cited when it introduced QE: a flatter-

than-otherwise yield curve, a lower-than-otherwise NZD and increased 

settlement cash level (SCL). At the moment you can probably tick all three of 
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those boxes. Without a counterfactual, strictly speaking we can’t actually say that 

the yield curve is flatter or the TWI is lower than otherwise. But it is true that the 

yield curve isn’t particularly steep compared to post-GFC peaks (especially given 

the low starting point for the OCR – figure 5), and the TWI isn’t particularly 

elevated (figure 6). And SCL is definitely higher (figure 7) and it almost certainly 

wouldn’t have been had the LSAP not been launched. 

Figure 5. Spread between NZ 2yr and 10yr swap rates 

 
Source: Bloomberg, ANZ Research 

Figure 6. New Zealand Dollar Trade Weighted Index (TWI) 

 
Source: Bloomberg, ANZ Research 
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Figure 7. Level of RBNZ Settlement Cash (SCL) 

 
Source: RBNZ, ANZ Research 

Digging deeper still yields a similar vibe. If, for example, you were going to build a 

case against reducing the pace of asset purchases, a good place to start might be 

try and demonstrate that reduced purchases placed upward pressure on yields. But 

it doesn’t seem to have, and we’ve seen the local bond market remain joined at the 

hip with US and Australian bond yields (figure 8), even as the RBNZ reduced the 

pace of asset purchases while the Fed and RBA largely avoided any talk of tapering. 

Figure 8. New Zealand, Australian and US 10-year Government bond yields 

 
Source: Macrobond, Bloomberg, ANZ Research 

When we examine changes in the spread between NZGBs and their US and 

Australian equivalents since the end of last August (ie after the LSAP was increased 

to $100bn), we can’t see any correlation between NZGB underperformance and 

LSAP tapering. (figure 9). There isn’t enough data here for statistical rigour, but this 

quick analysis doesn’t support the argument that a reduction in the pace of LSAP 

purchases would put significant upward pressure on local interest rates. If anything, 

we’re tempted to suggest that the cause and effect is the other way around: the 

RBNZ has often reduced its purchases after NZGBs have outperformed, and that is 

logical given that it is financial market staff, who are more concerned with market 

functioning, rather than the Monetary Policy Committee, who determine the pace of 

asset purchases. Indeed, the RBNZ doesn’t like to refer to their reduction in 

purchases as “tapering” for that reason – it’s not been a deliberate tightening of 

monetary conditions, but rather an opportunistic reduction in purchases where 

that’s been possible without significantly impacting monetary conditions. 
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Figure 9. Change in LSAP vs Change in Average NZGB Spread to US/AU Bonds 

 

Source: RBNZ, Bloomberg, ANZ Research 

There has of course been some volatility in long-term interest rates in New 

Zealand. This was particularly true during March 2020, after the OCR was cut but 

before the LSAP was introduced. Thereafter, periods of heightened 10-year 

government bond yield volatility have tended to coincide with periods of volatility 

in US interest rates, and/or periods of volatility in 1-year swap rates, which are 

sensitive to market expectations for the OCR (figure 10). Those are the usual 

drivers, and measured volatility has also been perfectly normal since around 

August 2020. 

Figure 10. Interest rate volatility 

 

Source: Bloomberg, ANZ Research  

More harm than good?  Maybe, if things carry on as they are 

One good question to ask is, if the LSAP isn’t having a discernible positive 

impact, is it having a detrimental impact? That too is a tricky question to answer, 

where it’s difficult to put any real statistical rigour into it given everything that’s 

going on. But what we do know is that since the LSAP was launched, there has 

been a huge jump in the use of the RBNZ’s bond lending facility (figure 11). This 

facility us used by banks who find themselves short a particular bond on any 

given day, because they have sold it, on-lent it, or don’t expect a deal to settle, 

and increased use of the facility could signal congestion that could in turn 

possibly be due to the RBNZ’s high holdings of some bonds. 
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Figure 11. Use of RBNZ Bond Lending Facility and Size of RBNZ LASP Portfolio 

 
Source: RBNZ, Bloomberg, ANZ Research 

Although use of the facility (measured in calendar month aggregates) has fallen 

from its peak in April, it’s still very high. Usage in June totalled $3.04bn for the 

month, versus an average of just $60m per month over the two years prior to 

the LSAP.  

Some rise in bond lending was always on the cards given the chunky size of 

some of last year’s bond syndications and the hedging flows around those types 

of deals. But such a meteoric rise is also suggestive of a market that is unable to 

meet repo demands on its own, given the RBNZ’s outsized holdings of some bond 

lines (figure 12). That doesn’t necessarily mean that the LSAP is hindering 

market functioning, but if we were to see RBNZ ownership of some bond lines 

increase further, it might. Indeed, the RBNZ have themselves informally noted 

that international research suggests that market functioning is at risk of 

deteriorating when central banks own more than 60% of the market, and we’re 

not far off that in some lines. 

Figure 12. RBNZ holdings of individual NZ Government Bonds (NZGBs) 

 

Source: RBNZ, Bloomberg, ANZ Research 

Turnover has improved slightly since the LSAP was introduced, but it has 

retreated from peaks seen last year (figure 13). Again, the data is patchy, and 

inconveniently, the RBNZ’s bond turnover data no longer separates non-repo 

turnover (ie a proper change in risk asset ownership) from non-repo turnover. 
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But you would have to mount a strong case for repo turnover to have collapsed 

(and we doubt it has) if you were going to argue that the LSAP has promoted a 

significant lift in non-repo (ie outright) bond turnover, which would be a good 

thing if it was true. But equally, there’s no evidence that the LSAP has caused 

bond turnover to plummet – that’s also a good thing. 

Figure 13. Monthly bond turnover and Size of RBNZ LSAP Portfolio 

 
Source: RBNZ, Bloomberg, ANZ Research 

Where to now then? 

There are no strict rules when it comes to quantitative easing, be it how you get 

into it, what assets you buy, how you get out of it, and how you sequence it with 

other policies. That’s because it’s all pretty novel and there isn’t a lot of history 

to draw on, and in practice, central banks are always going to end up feeling 

their way and making it up as they go along.  

However, to the extent that QE is “unconventional”, it’s probably safe to say 

most central banks would prefer to not be doing it. Furthermore, it is likely that 

they would prefer that conventional and unconventional policy were tilted in the 

same direction at any point in time, to avoid mixed messages (and potentially, 

minimise mark-to-market losses).  

As we detailed in an earlier Insight, when the Fed went to normalise policy, the 

sequencing went as follows: 

 First, the pace of asset purchases was gradually slowed. In December 2013 

the Fed signalled that, starting in January 2014, the pace of purchases would 

reduce by around $10bn per month (from $85bn per month over most of 

2013). Purchases ceased in October 2014. 

 Just before purchases ceased, the Fed issued a paper detailing the principles 

it would follow as it looked to “normalise” its balance sheet. 

 A little over a year later, in December 2015, the Fed hiked the Fed funds rate 

by 25bps. 

 Around 18 months later, in July 2017 the Fed indicated that it would allow 

the size of its asset portfolio to run down slowly. This began in October 2017, 

three years after the cessation of asset purchases.  

This was a logical sequence to follow as it allowed the Fed to re-engage in QE if it 

needed to, either before hiking, or after it started hiking. The gradual nature of 

tapering (which was well signalled) gave markets plenty of time to adjust, and 

gave the scope the Fed to alter course had the recovery faltered. And similarly, 
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by publishing its normalisation principles towards the end of the tapering of 

purchases, the Fed was able to give the market plenty of warning of what was 

coming in the next stage, when the balance sheet would be run down. We expect 

the RBNZ to follow a similar sequence here. 

Within that sequencing, there are a number of paths the RBNZ could take, and 

maintaining purchases at current levels for a few more weeks is one of them. But 

if there is no real demonstrable merit in these interventions (by which we mean 

for market functioning, rather than lower yields, which would seem incongruous 

with the RBNZ’s clear tightening bias), we think maintaining purchases at current 

levels risks confusing the market and creating a false sense of security. It also 

uses up optionality that might useful later, given downside risks are absolutely 

still real.  In short – there’s limited ammo left; it’s not needed at the moment, so 

it’s better to put it back in the bag. 

The LSAP is going to be with us for at least the next 20 years (figure 14); more 

purchases now will only further complicate that. 

Figure 14. How quickly does the RBNZ’s QE Portfolio run-off? 

 
Source: RBNZ, Bloomberg, ANZ Research 

Given the risks of earlier OCR hikes, the RBNZ may as well “get on with it” and 

wind purchase back to zero in fairly short order. This week’s pace of purchases 

was $200m and next week’s is likely to fall to $180m. If the RBNZ continues 

reduce purchases by $20m a week, the LSAP could be wrapped up by early 

September, giving the RBNZ ample time to observe the impact on financial 

conditions, and to publish a principles paper before it embarks on OCR hikes in 

February (or November, if hikes are needed earlier). Of course they could delay 

the next reduction by a few weeks to see how markets respond to larger bond 

tenders from this week, and/or trim the pace of purchases by less than $20m per 

week, but we think they may as well get started now, and we think the market 

can handle tapering of $20m per week. If they choose to wait, we don’t think 

they will wait for than a few weeks, and expect further reductions to begin soon. 

Reducing the pace of purchases is a staff decision, and given that their rationale 

for doing so is more related to market functioning (which is generally good but 

could deteriorate if the RBNZ was to own more of the market), we don’t think 

markets will respond adversely to the RBNZ stepping back from the market. The 

impact thus far has been muted; the LSAP is now more of a side show (which is a 

good thing) and our sense is that most participants in the market expect 

purchases to cease fairly soon anyway. 
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However, we should make it clear that we don’t expect the LSAP programme to 

be cancelled, but rather for purchases to slow and eventually cease. Cancelling 

the programme would be an MPC decision, and at the moment it makes no sense 

to remove it – doing so only reduces the option of resuming purchases if they are 

needed. As such, we expect the $100bn programme to remain in place, albeit in 

the background, and for the MPC to remind the market that the purchases could 

resume at any time should markets became dysfunctional again or economic 

conditions unexpectedly deteriorate (although a negative OCR would arguably be 

the next cab off the rank if things really went downhill, with the RBNZ stating in 

May that the OCR is their preferred tool from here for either adding or removing 

stimulus). 

Strictly speaking, we think it would be tidier for the RBNZ to only re-engage in 

fresh LSAP purchases (using “newly printed” money) if the economy soured and 

more stimulus was needed. If market functioning is the issue, it would be better 

to enter the market under the auspices of the Bond Market Liquidity Support 

Programme (BMLS) – especially if the issue was technical and temporary, and 

not fuelled by macroeconomic concerns. To our knowledge, the BMLS has only 

been used on a handful of occasions (on 3 days in March 2020 and 2 days in April 

2020, when the RBNZ bought bonds, and one day in June this year, when the 

RBNZ sold down a small volume of bonds as yields fell). We think they can afford 

to be more active than that (in both directions), given how patchy liquidity in 

NZGBs can be at times. 

We did ponder the question of how it might “look” to have an LSAP programme 

that was in place, but not being used, and we acknowledge that the optics of that 

might be a bit odd. But as in the case of things like FX intervention capacity, 

often it’s the capacity to act, or the signalling of an ability to act that gives as 

much confidence as actually acting, and we think that’s how markets will view an 

“unemployed” LSAP programme.  

It is worth noting that in our most recent LSAP Insight we noted that we 

expected that the pace of purchases to be dictated more by the path for SCL, and 

that the LSAP would become less of an influence on the shape of the curve and 

level of long bond yields. That was in part due to our expectation that the LSAP 

would continue to tilt towards shorter bonds, which would in turn provide the 

RBNZ with more flexibility in future (shorter-dated bonds can be rolled, or not, 

whereas longer-dated bond purchases can’t be “un-purchased”).  

However, our thinking on the LSAP has evolved (as has our view on the 

monetary policy outlook). 

The bond market is functioning well, and doesn’t need RBNZ support. And 

whereas before we thought the RBNZ might want to drive SCL up smoothly and 

gradually in order to minimise the volatility of short-end rates, we have now 

come to the view that the variability of SCL currently isn’t having a meaningful 

impact on short-end pricing. Basically, the system is now so flooded with cash 

that within reason, it doesn’t really matter what happens to SCL, so long as it 

remains elevated (perhaps above $25bn).  

In addition, now that the Treasury has built up a substantial cash buffer, the risk 

is we see a reduction in bond issuance or an increase in government spending as 

that buffer is reduced. Both of these influences will likely deliver further SCL 

growth from current levels regardless of what the LSAP does (SAL was around 

$30bn as at 30 June).  

Looking into the distant future, we still expect the RBNZ to continue buying 

bonds, but that is likely to take the form of rolling over maturing bonds, not 

using “newly printed” money to buy bonds, and will be purely technical in nature.

https://publications.anz.com/SingletrackCMS__DownloadDocument?uid=99702b34-f49e-4c62-b4d0-ba0205338c02&docRef=25d32428-74cc-41cb-9181-f6a7c31b2a58&jobRef=f29bf7f4-4ec8-4e04-a39f-8b4a41dbdd5b
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