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Biding their time – RBNZ Monetary Policy Review, April 2021.

 – The Reserve Bank left monetary policy settings 
unchanged, as expected.

 – The bottom line was almost identical to the 
February review. 

 – The RBNZ is waiting until it is confident about 
a sustained lift in inflation before it starts to 
withdraw stimulus. 

 – The key word is ‘sustained’ – inflation will jump 
higher this year, but due to factors that are 
seen as temporary. 

 – The global environment remains uncertain, 
and the domestic economy has cooled as the 
absence of overseas tourists has been felt 
more keenly.

 – The RBNZ will wait and watch the impact 
of the Government’s recent housing 
policy announcement. 

 – Our view remains that the OCR will stay 
unchanged until 2025.

Michael Gordon, Acting Chief Economist  
 +64 9 336 5670

The Reserve Bank kept all of its policy settings unchanged 
at today’s Monetary Policy Review, with the Official Cash 
Rate remaining at 0.25% and no changes in large-scale bond 
purchases or the Funding for Lending Programme for bank. 
While this was the first occasion since the RBNZ was freed 
from its self-imposed commitment to not change the OCR for 
12 months, there was little prospect of a change this time. The 
RBNZ believes that it has already put a substantial amount of 
monetary stimulus in place, and is now prepared to let it run 
its course. 

As we noted in our forecast update last week, we expect the 
OCR to remain unchanged until early 2025. That’s in keeping 
with the sorts of timelines that overseas central banks will 
be looking at, as they try to navigate through this uncertain 
environment. However, it remains somewhat out of step with 
global financial markets, where a rebound in inflation still 
tends to dominate their thinking. 

Details.

The bottom line of the RBNZ’s statement was more or less 
identical to the February review:

The Committee agreed to maintain its current stimulatory 
monetary settings until it is confident that consumer price 
inflation will be sustained at the 2 percent per annum target 
midpoint, and that employment is at or above its maximum 
sustainable level. Meeting these requirements will necessitate 
considerable time and patience. The Committee agreed that it 
was prepared to lower the OCR if required.

In terms of inflation, the key word is ‘sustained’. The RBNZ 
knows that annual inflation is set to jump higher in the near 
term, to around 2.5% or more by the June quarter. Global 
supply chain disruptions and soaring shipping costs are 
putting upward pressure on a range of imported goods prices, 
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and oil prices are sharply higher compared to where they 
were in mid-2020 at the depths of the Covid crisis. 

But these pressures are likely to fade as the shipping industry 
restores capacity, and oil prices won’t repeat that same rate 
of growth. We expect that by 2022 annual inflation will be 
back in the lower half of the RBNZ’s target range. 

For a sustained rise in inflation, we’d need to see rising prices 
feeding back into inflation expectations and wage-setting. 
And the domestic economy isn’t quite strong enough to 
support that yet. The initial resurgence as the country was 
released from lockdown has since cooled a little, and the 
absence of overseas tourists has been felt more keenly over 
the summer months. Unemployment is still above pre-Covid 
levels, and a full recovery awaits on a reopening of the 
international borders. 

We’re probably actually past the worst in terms of the tourism 
impact. In normal times, the flow of people into the country 
peaks early in the year, and turns to a net outflow by March. 
But because of the publication lag, the data over the next 
couple of months is likely to remain on the softer side. 

The confirmation of a trans-Tasman travel bubble from 19 April 
is great news for local tourism operators, and those hoping to 
see friends and family for the first time in over a year. But as 
the RBNZ correctly points out, the net impact on the economy 
will depend on the two-way nature of this travel. In 2019 our 
net tourism earnings with Australia were about $500m, or 
0.15% of GDP. Even a complete restoration of these flows 
would have only a marginal impact on GDP growth this year. 

The housing market didn’t feature much in the RBNZ’s 
statement, despite the developments on this front since 
February. First, the Minister of Finance has added housing 
as a consideration to the RBNZ’s remits. On the monetary 
policy side, it’s a fairly weak change – the RBNZ is required 
to assess how its decisions affect the Government’s wider 
housing affordability goals, but it doesn’t have to respond to 
house prices in any way. The RBNZ concluded that monetary 
stimulus has played a role in lifting house prices, but that 
it was one among a host of factors. It also noted that the 
distributional impacts of low mortgage rates are ambiguous. 

The incorporation of housing into the RBNZ’s financial stability 
remit is potentially more significant. The Minister of Finance 
had asked the RBNZ for information on the role of high debt-
to-income and interest-only mortgages (presumably with an 
eye towards restrictions on these). The RBNZ noted that it has 
prepared some preliminary material, which will feature in next 
month’s Financial Stability Report. 

The bigger development was the Government’s 
announcement of changes to the tax treatment of property 
investors. We think this will be quite effective in dampening 
investor demand (and likely making restrictions on high debt-
to-income lending redundant). However, the RBNZ took a 
more circumspect approach, noting that the impact “will take 
time to be observed”. The RBNZ was already forecasting an 
abrupt slowdown in house price growth from the second half 

of this year, so the Government’s policy announcement plays 
into that view nicely. 

The RBNZ ended by reiterating that it is prepared to take the 
OCR lower, even below zero, if conditions warrant. The RBNZ’s 
attitude towards a negative OCR has been in stark contrast to 
some of its peers such as the Reserve Bank of Australia and 
the US Federal Reserve – it has long listed a negative OCR 
as one of its favoured options for ‘unconventional’ monetary 
easing, and has worked to establish that banks’ systems are 
prepared to handle it.

That said, the case for going negative has diminished since 
last year as the economic outlook has improved. We suspect 
that taking the OCR negative would require evidence of a 
sudden shift down in domestic activity. If the outlook is 
more towards a slow pace of recovery, then keeping the 
existing stimulus measures in place for longer may be 
more appropriate. 
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