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New Zealand: Limited options for the
RBNZ

Weak 1Q GDP in the face of a mild Covid-19 outbreak shows that no
economy is immune to the effects of this virus. There is little scope for
more central bank stimulus though, except to suggest that options
remain open. The aversion to a strong NZD should prompt the Bank to
renew its threat of negative rates, which may put some pressure on NZD
this week
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Backdrop is about as good as it could be

Between 22 May and 15 June, New Zealand had no new Covid-19 cases, and despite a couple
of imported cases since then, the country can be regarded as one of the world's
clearest success stories in Covid-19 infection control.

This has not come without a price though. 1Q20 GDP fell by 1.5% quarter-on-quarter, a bit
more than we had been expecting, and although all movement restrictions were lifted on 8
June, 2Q20 is likely to show a more substantial drop.

The good news for New Zealand is that with the restrictions now fully lifted, the domestic
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economy can look forward to a relatively strong recovery compared to economies where
easing has been much more gradual.

Also, New Zealand's predominantly food and agriculture-based exports are less likely to be
subject to weak overseas demand or supply disruptions than manufactured goods in other
countries, and though it won't be immune, the trade sector may also do relatively well.

Large scale asset purchases - NZ Government bonds
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RBNZ rules out nothing

The Reserve Bank of New Zealand has taken a very proactive role during this crisis,
aggressively cutting official cash rates to only 25 basis points, and embarking on a Large Scale
Asset Purchase programme (LSAP - a quantitative easing programme). The policy was
expanded from NZD40bn to NZD60bn at the May meeting, and now includes NZ Government
index-linked bonds as well as conventional bonds and Local Government Funding Agency
bonds (LGFAs).

RBNZ Governor, Adrian Orr, has been clear not to rule out any policies, including negative
interest rates. But the improvement in financial market conditions has meant that the RBNZ
has been able to ease back a little in terms of its LSAP, and the RBNZ is no longer required to
work quite as hard at easing as it once was.

Although the economic snapshot of New Zealand remains weak, its strong relative position
and favourable outlook from 3Q20 onwards suggest that the RBNZ will not need to deliver any
meaningful changes to its policy stance at this week's meeting (24 June).

But given the volatility of the New Zealand dollar in recent weeks, Governor Orr may wish to
convey the impression at that meeting that all options remain open to the RBNZ, in order to
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keep the NZD from appreciating too much (even if the reality is that there is little need for
further incremental easing through expanded LSAP or adoption of alternative policies such as
negative interest rates).

NZ LSAP - Local Government Funding Agency bonds
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NZD could still feel the negative rates pressure

The NZD/USD has appreciated by 7% since the latest RBNZ meeting (13 May), moving back to
pre-pandemic levels, as the NZD followed the big rally in global risk assets. If a rebounding NZD
was creating some mild concern in May, the current level makes it virtually impossible for the
RBNZ not to input the currency in their monetary policy function (albeit implicitely).

The Bank's aversion towards a strong currency (which in an export-oriented economy such as
NZ hinders the recovery) can mostly be channeled through a reiterated threat that a leap into
negative rates is still an option on the table. While part of such dovish rethoric has already
been priced into the NZD, the relatively high levels at which NZD is trading (considering the
depressed state of the global economy) probably suggest that markets are still not entirely
seeing negative rates as a tangible possibility. Incidentally, the swings of the past two weeks in
global sentiment have likely deprived NZD of some of its extra resilience to negative drivers
and have left the currency more exposed to the downside.

Accordingly, if indeed the RBNZ adjusts its rethoric with the aim of putting a lid on the NZD, we
see the balance of risks for the currency as tilted to the downside in the aftermath of the
meeting this week. Stepping away from the short-term impact, there is a significant risk that
the threat of negative rates may not be enough to keep NZD appreciation contained. As we do
not expect any more rate cut to be ultimately delivered, we cannot exclude the possibility that
the RBNZ will attempt to step in against the NZD with other - and possibly more direct -



THINK economic and financial analysis

measures.

Author

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. /ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 22 June 2020 4


mailto:francesco.pesole@ing.com
https://www.ing.com

