
01 13 May 2020 Westpac Economic Bulletin

Economic  
Bulletin.
13 May 2020

Keeping the door open – Review of RBNZ Monetary Policy Statement.

	– As expected, the RBNZ aggressively expanded 
its quantitative easing programme.

	– The RBNZ was open to a negative OCR, just 
not  yet. 

	– Guidance about the timing of a negative 
OCR pointed to early 2021, although no 
commitments were made.

	– We remain very comfortable forecasting a 
negative OCR, although the November 2020 
timing is looking less certain. 

	– The RBNZ’s inflation and unemployment 
forecasts seem too optimistic to us.

Dominick Stephens, Chief Economist  
 +64 9 336 5671

Today’s Monetary Policy Statement was very much what we 
were expecting from the RBNZ.

Expansion of QE.

The RBNZ expanded its Long Term Asset Purchase programme 
(LSAP) from $33bn to $60bn. The scope of the programme has 
been expanded to include inflation indexed bonds alongside 
the already-included NZ Government Bonds and local 
government debt. 

The RBNZ also mentioned that, should more stimulus be 
required in the future, purchasing foreign bonds was a 
possibility. This would mainly work by lowering the exchange 
rate, and was mentioned in the RBNZ’s playbook on 
alternative monetary policy, which it published late last year.

The Monetary Policy Committee has continued to delegate to 
staff decisions about the pace of purchases under the LSAP. 
We were disappointed to see no guidance about how staff are 
making those decisions. To date, the staff have bought bonds 
at a pace that would have exhausted their $33bn allowance in 
four months, rather than a year. The staff obviously had some 
goal in mind when they made that decision, and we think it 
would be more transparent if the central bank was to come 
clean about what that goal is. 

RBNZ opens the door to a negative OCR, 
timing uncertain.

For us, the most interesting aspect of today’s MPS was 
always going to be what the RBNZ said about the possibility 
of a negative OCR. We are forecasting that the OCR will be 
reduced to -0.5% in November this year. We are the only 
major bank forecasting a negative OCR. 

The RBNZ certainly made it clear that it would adopt a 
negative OCR in the future if the situation required it and 
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it was operationally feasible. That settles one aspect of 
the debate, and financial market pricing moved further 
in the direction of a negative OCR in response to the 
these comments. 

What we were looking for today was guidance as to the 
possible timing of a negative OCR. The key reason that the 
RBNZ has not already implemented a negative OCR is that the 
trading banks are not operationally ready – changes to their IT 
systems and legal documentation are required. Consequently, 
back in March the RBNZ said it would keep the OCR at 0.25% 
for a year. We were very keen to see what the RBNZ had to say 
about the timing today. 

The RBNZ noted that a negative OCR is not currently possible, 
so it “reaffirmed its forward guidance that the OCR would 
remain at 0.25% until early-2021” (our emphasis). That is 
rather soft – it certainly wasn’t a promise or a commitment. 
Forward guidance is routinely updated if the economic reality 
changes. The fact of having given this guidance certainly 
would not stand in the way of the RBNZ cutting the OCR below 
zero if the situation requires it later this year. 

However, during the press conference the RBNZ revealed 
that it has asked the banks to prepare for a negative OCR 
“by the end of the year.” That suggested that our forecast 
of a negative OCR late this year might be a bit of a stretch, 
and seemed to favour early next year. However, we will seek 
clarity around that comment and assess any further RBNZ 
communications before drawing any conclusions.

Westpac Official Cash Rate forecast
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If you could do anything you wanted…

The RBNZ’s OCR forecasts this time were unusual. First of all, 
the RBNZ’s OCR forecast was 0.25% until March 2021, but no 
numbers were published beyond that. The forecast out to 
March was consistent with the guidance mentioned above. 
We think the lack of forecast beyond March 2021 reflects the 
fact that the RBNZ’s models would be saying that a negative 
OCR is necessary, and the RBNZ is probably not ready to give 
that signal just yet.

The RBNZ did publish an “unconstrained OCR forecast.” This 
is the level of the OCR that would be necessary to achieve the 
RBNZ’s goals in a theoretical world in which the OCR could 

go as low as the RBNZ wanted. It is presumably what the 
RBNZ’s models would spit out if the model wasn’t “told” that a 
negative OCR is not possible right now. 

The unconstrained OCR forecast was -2%. This does not mean 
the OCR will actually go to -2%. Instead, it emphasises that 
the RBNZ needs to provide much more stimulus than just an 
OCR of 0.25%. Quantitative easing might fill some of the gap 
between what is required and where the OCR actually is right 
now. But we think that a negative OCR will also have to be part 
of the mix in the future. 

RBNZ Official Cash Rate projections
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RBNZ forecast of inflation too optimistic.

The RBNZ’s GDP forecasts are fairly similar to our own, except 
that the RBNZ expects a bigger dip-then-recovery during the 
lockdown period. However, the RBNZ is much more optimistic 
than we are about unemployment falling and inflation rising 
during the early-2020s. In other words, the RBNZ believes that 
the stimulus it has delivered to date, combined with $52bn 
of fiscal stimulus, will be enough to meet its targets within a 
reasonable time frame. 

We disagree with that. We expect inflation to remain low for 
longer, and unemployment to remain high for longer. 

If we are correct, the RBNZ will have to reassess its monetary 
policy stance. This is a key reason that we are comfortable 
forecasting a negative OCR even though the central bank itself 
is not forecasting such a move.

Comparison of Westpac and RBNZ inflation forecasts
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Comparison of Westpac and RBNZ GDP forecasts
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Comparison of Westpac and RBNZ unemployment forecasts
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