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Reference: 20190818 
 
 
18 February 2020 
 

 
Thank you for your Official Information Act request, received on 29 November 2019.  
You requested: 

“any reports, papers, advice or correspondence Treasury has prepared on 
what might be the appropriate policy response should interest rates hit 
zero.”  

On 16 December, we emailed you to discuss the scope of your request. You 
subsequently clarified your request to:   

“any reports, papers, advice or correspondence Treasury has prepared in 
the 2019 calendar year on what might be the appropriate policy response 
should interest rates hit zero. Please limit the correspondence to between 
the Treasury and the Reserve Bank and the Minister of Finance and his 
Office respectively.” 

Please note, the limitation on correspondence mentioned above does not extend to 
reports, papers and official advice.  

On 18 December 2019, we transferred the part of this request that overlaps with 
material that may inform future decisions by the Minister of Finance (Hon Grant 
Robertson) to the Minister of Finance.  

The Treasury also extended the time limit for the remaining elements of the request by 
an additional 20 working days due to the quantity of information and the consultations 
required.  

Information being released 

Please find enclosed the following documents: 
 
Item Date Document Description Decision 

1.  9 August 2019 Email FW: Unconventional monetary 
policy - discussion questions with RBNZ  

Release in part 

2.  9 September 2019 MAC Slides - responding to the next 
downturn 

Release in part 

3.  16 September 2019 Treasury Report: 2019 IMF Article IV Release in part 

s9(2)(a)
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Documents 

4.  19 November 2019 Unconventional monetary policy - ELT 
discussion 

Release in part 

5.  27 November 2019 SSLT Context Update: Suggested Talking 
Points  

Release in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 
• section 9(2)(a) – to protect the privacy of natural persons, including that of 

deceased natural persons, 

• section 9(2)(ba)(i) – to protect information which is subject to an obligation of 
confidence or which any person has been or could be compelled to provide under 
the authority of any enactment, where the making available of the information 
would be likely to prejudice the supply of similar information, or information from 
the same source, and it is in the public interest that such information should 
continue to be supplied, 

• section 9(2)(d) – to avoid prejudice to the substantial economic interests of 
New Zealand, 

• section 9(2)(f)(iv) – to maintain the current constitutional conventions 
protecting the confidentiality of advice tendered by Ministers and officials, 

• section 9(2)(g)(i) – to maintain the effective conduct of public affairs through 
the free and frank expression of opinions, 

• section 9(2)(k) – to prevent the disclosure of information for improper gain or 
improper advantage. 

 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams.  This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 
 
Please note that as the released documents include matters outside the scope of your 
specific request, some information has been redacted. 
 
Please also note that Item 2: MAC Slides - responding to the next downturn was 
developed by the Treasury as part of its macroeconomic stewardship responsibilities 
and was intended for internal Treasury purposes only. This slide pack was not 
commissioned by the Minister of Finance in response to a particular issue and was not 
intended as advice to the Minister of Finance.  
 
Information publicly available 

The following information is also covered by your request and is publicly available on 
the Treasury website: 
 

Item Date Document Description Website Address 

6.  31 January 
2019 

Treasury Report: Scenario planning: 
maintaining living standards through 

https://treasury.govt.nz/sites/default
/files/2019-07/oia-20190143-1-a.pdf 
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an economic downturn 

7.  8 April 2019 Treasury Report: Options for the 
fiscal strategy beyond 2021/22 

https://treasury.govt.nz/sites/default
/files/2019-08/b19-4083590.pdf  

8.  1 June 2019 Policy Response to an Economic 
Downturn 

https://treasury.govt.nz/sites/default
/files/2019-12/oia-20190536.pdf   

 
Accordingly, I have refused your request for the documents listed in the above table 
under section 18(d) of the Official Information Act: 
 
• the information requested is or will soon be publicly available. 
 
Some relevant information has been removed from documents listed in the above table 
and should continue to be withheld under the Official Information Act, on the grounds 
described in the documents. 
 
Information to be withheld 

There are additional documents covered by your request that I have decided to 
withhold in full under the following sections of the Official Information Act, as 
applicable: 
• section 9(2)(d) – to avoid prejudice to the substantial economic interests of 

New Zealand, 

• section 9(2)(f)(iv) – to maintain the current constitutional conventions 
protecting the confidentiality of advice tendered by Ministers and officials, 
and 

• section 9(2)(g)(i) – to maintain the effective conduct of public affairs through 
the free and frank expression of opinions. 

 
In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 
This reply addresses the information you requested. You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
 
Renee Philip 
Manager, Macroeconomic and Fiscal Policy 
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From: Angus Hawkins [TSY]  
Sent: Friday, 9 August 2019 4:56 PM 
To: Rebecca Williams <Rebecca.Williams@rbnz.govt.nz> 
Cc: Renee Philip [TSY] <renee.philip@treasury.govt.nz>; Tamiko Bayliss [TSY] <Tamiko.Bayliss@treasury.govt.nz>; 
Ken Tsang [TSY] <Ken.Tsang@treasury.govt.nz> 
Subject: RE: Unconventional monetary policy 
 
Afternoon Rebecca, 
 
In advance of our discussion next Monday, some questions and thoughts below (courtesy of Tamiko) on 
unconventional policy, on both your work programme and some policy issues we’ve been thinking about. Hopefully 
a useful set of questions to structure the conversation around. 
 
Tamiko and Ken will join on Monday too. Hope you have a good weekend!  
 
Thanks, 
 
Angus 

s9(2)(g)(i)

Pages 2 and 3 of this document have been withheld under
s9(2)(g)(i) and has also been Deleted - Not Relevant to Request
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How should economic policy 

respond to the next 

downturn?

Macro Analysis Committee

9th September 2019
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• Most of this is based on work leading up to the Treasury 
Forum in June.

• The recent focus has shifted to a slightly different kind of 
downturn response, which we’re advising on at the 

moment.

• I’ll talk through the Forum work first, then touch on the 

recent advice.

Introduction
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Different types of ‘shock’…

Scenario Economic Outlook Fiscal Outlook

1

Slightly weaker growth – growth 
for 2019 falls below BEFU 
forecasts, but remains above 2%. 
Possibility of a slight rise in 
unemployment; further cut in the 
OCR possible but not certain. 

Future OBEGAL position 
likely to be weaker, possibility 
of deficit in 2019/2020.
Impact on net core Crown 
debt uncertain; lower growth 
may be offset by the 
improved fiscal starting point 
from the previous year.

2

Much weaker growth – growth 
for 2019 drops below 2%.
Rise in unemployment; OCR cut 
further.

OBEGAL deficit more likely 
than not. 
Increase in net core Crown 
debt above level forecast at 
BEFU likely.

3

Recession – growth falls 
substantially, and looks to turn 
negative in 2019 or early 2020.
Unemployment rises; OCR 
reduced rapidly to zero or below.

OBEGAL deficit and 
significant increase in net 
core Crown debt certain.
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What can we learn from past 
downturns?
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What can we learn from the past?

Source: Stats NZ. Downturn periods based on the dating of classical real GDP business cycles produced by McDermott & Hall (2016). 

The Wool Bust: 
December 1966 to December 

1967

First Oil Price Shock:
June 1976 to March 1978

Second Oil Price Shock:
June 1982 to March 1983

The Asian Financial Crisis: 
June 1997 to March 1998

The GFC: 
December 2007 to June 2009
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Don’t overweight recent history

Downturn Event Duration 

Changes in macroeconomic variables

Real 
GDP

Unemplo
yment 
rate

Inflation Exchange 
Rate (TWI)

Terms of 
trade

House 
prices

90 day 
bill rate

The GFC: 
December 2007 to June 
2009

6 -2.7% 2.4 2.7% -16.6% -10.3% -5.4% -5.9

The Asian Financial Crisis: 
June 1997 to March 1998 3 -1.1% 0.6 1.8% -4.7% 1.9% 0.4% 1.8

December 1990 to June 
1991 2 -3.1% 1.6 1.7% 1.0% 1.5% -4.4% -3.4

December 1987 to 
December 1988 4 -1.5% 1.9 4.7% -5.3% 6.1% 7.2% -3.9

Second Oil Price Shock:
June 1982 to March 1983 3 -3.2% 10.4% -4.8% 8.7%

First Oil Price Shock:
June 1976 to March 1978 7 -4.1% 13.8% 5.7% 4.7%

The Wool Bust: 
December 1966 to 
December 1967

4 -2.5% 6.7% -13.3% 1.3%

Measure Quarters
Total % 

change
Ppt change

Annualised 

average 

growth

Total % 

change

Total % 

change

Annualised 

average 

growth

Ppt change

 

 

 

20190818 Doc 2
Page 9 of 35



The margins of the labour market are 
probably worst hit…
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…but measured inequality doesn’t 

consistently rise in downturns
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And there’s always the risk of (bad) 

structural changes

The labour 
capital ratio 
stopped 
growing 
post-GFC
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What does ‘good’ look like?

• Minimise the reduction in incomes, investment, and aggregate 
economic activity.

• Maintain economic resilience, ensuring new risks do not 
emerge in the financial sector, or through allowing the 
maintenance of physical capital to fall away.

• Preserve human capital, preventing job losses where possible, 
and providing other opportunities where not.

• Support distributional equity, by not allowing inequality 
between households or regions to worsen because of a 
downturn.       
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What are the fiscal policy 
options?
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How big are the multipliers?

• Using the IMF’s framework, New Zealand has some factors in its 

favour:
– Low public debt
– Small automatic stabilisers
– Effective public management

And some against:
– Open economy
– Floating exchange rate
– Flexible labour market

s9(2)(d), s9(2)(g)(i)
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But this might not apply to New Zealand

Estimates from recent 
empirical work (Hamer-Adams 
& Wong, 2018):

– Taxes: 1.29

– Public consumption: 
0.82

– Transfers: 0.76

– Investment: minus 0.59

s9(2)(d), s9(2)(g)(i)
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Estimates from recent 
empirical work (Hamer-Adams 
& Wong, 2018):

– Taxes: 1.29

– Public consumption: 
0.82

– Transfers: 0.76

– Investment: minus 0.59

74%

34%

23%

19%

12%

10%

0% 20% 40% 60% 80%

Change in inventories

Gross fixed capital formation

Household consumption

Exports

Local government consumption

Central government consumption

Cumulated import share of inputs  

Around a third of the 
demand for fixed 
capital formation is 
met by inputs 
ultimately produced 
overseas 

Source: Stats NZ 2013 Input-Output tables

s9(2)(d), s9(2)(g)(i)
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– Temporary: the stimulus should be time limited and easy to 
withdraw in the medium term, so it does not commit the 
government to persistently higher levels of expenditure.

– Timely: it should be implemented quickly so it can support 
demand in the period of a downturn.

– Targeted: it should aim to support domestic demand, limiting the 
proportion of the stimulus that is saved or spent on imports, and 
addressing those groups or regions most affected by any 
downturn.

Criteria for a fiscal stimulus

Meeting the ‘TTT’ criteria will support a fiscal stimulus that effectively stimulates 

demand in a downturn

Slides 18 - 33 of this document have been withheld under s9(2)(d), s9(2)(f)(iv) and s9(2)(g)(i)
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What are the monetary policy 
options?
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Negative OCR

• Reducing the OCR below zero has been implemented by 6 Central 
Banks so far.

• Transmission mechanism will be comparable to that of conventional 
policy; lower rates through the rest of the economy, and currency 
depreciation. 

• Risk of weakened transmission mechanism for monetary policy as 
banks internationally have been reluctant to pass on sub-zero rates.

• How low can we actually go?
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Large Scale Asset Purchases

• Otherwise known as ‘quantitative easing’, involves the large scale 

purchase of long term government and corporate bonds. 
• Works through multiple transmission channels, including signalling an 

intention to keep policy rates low for a sustained period, and the 
rebalancing of debt portfolios towards longer term bonds.

s9(2)(d), s9(2)(f)(iv) and s9(2)(g)(i)
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Large Scale Asset Purchases

Foreign non-bank
Foreign bank
Foreign official
Domestic non-bank
Domestic bank
Domestic central bank

• Foreign investors hold a high proportion of New Zealand’s government 

debt. This suggests, in contrast to the UK, US and Sweden, the effect 
of asset purchases is likely to be concentrated on the exchange rate 
channel, rather than domestic rate adjustments.
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Targeted Term Lending

• Targeted lending involves lending to financial institutions at 
concessional rates linked to performance targets for increasing the 
level of lending to particular sectors of the economy

• This aims to increase the quantity of bank funding, and will be most 
effective where credit markets are constrained or transmission of the 
Reserve Bank’s accommodative monetary policy is limited. 

s9(2)(d), s9(2)(f)(iv) and s9(2)(g)(i)

Slides 39 - 46 of this document have been withheld under s9(2)(d) and s9(2)(g)(i)
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IN-CONFIDENCE 

  Page 1 
 

 

 

Treasury Report:  2019 IMF Article IV Documents 

Date:   Monday 16 September   Report No: T2019/2862 

File Number: MC-2-4-2-18 (IMF 2019) 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister of Finance 
 

Note that the IMF will release 
documents related to the conclusion 
of the annual Article IV consultation. 

 

Refer to Ministers of Finance 
(Associate), and Minister of 
Housing.  

Prior to expected approval of 
the IMF documents, on Friday 
20 September.  
 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 
Elle Hughes Analyst, Macroeconomic 

and Fiscal Policy 
N/A 

(mob) 
 

Tamiko Bayliss Principal Advisor, 
Macroeconomic and Fiscal 
Policy 

N/A 
(mob) 

 

Minister’s Office actions (if required) 

Return the signed report to the Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Yes (iManage links) 

s9(2)(k)
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IN-CONFIDENCE 

 
 
Treasury Report:  2019 IMF Article IV Documents 

Executive Summary 

In June, an IMF team met with you and officials as part of their annual Article IV consultation. 
These consultations lead to public documents, foremost a Staff Report that assesses the 
New Zealand economy and government policies. The IMF will release documents related to 
the 2019 Article IV consultation sometime after the Board’s approval of materials, which we 
expect on Friday 20 September. The date and time of public release will be agreed in 
consultation with your office. This report outlines the key assessments and recommendations 
included in the IMF documents (attached).  
 
The main policy conclusions are the same as the IMF’s Concluding Statement, which was 
released in June [T2019/1736 refers]. IMF staff consider New Zealand’s economic expansion 
is still solid, although risks to the outlook are increasingly tilted to the downside. Overall, IMF 
staff consider macroeconomic policy settings are broadly appropriate, and IMF staff support 
the policy agenda.  
 
Specific IMF recommendations include: 
 

• The government should not hesitate to use New Zealand’s substantial fiscal 
space to support activity in the event of an economic downturn.  

• Authorities should prepare contingent policy responses in the event of a severe 
economic downturn.  

• Authorities should make decisions on how to evaluate the outcomes of the 
budget priorities on wellbeing, to provide guidance for government spending. 

 

 

 

 

 

Deleted - Not Relevant to Request
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Policy Assessments and Recommendations 

IMF staff consider monetary and fiscal settings are appropriate… 

17. IMF staff consider the recent monetary policy easing fits the subdued inflation 
conditions and near-term risks to the outlook. The IMF only expects economic growth 
to remain close to potential on the back of a timely increase in macroeconomic policy 
support. With downside risks to growth, employment and inflation, insufficient monetary 
accommodation is still a bigger concern than the upside risk to inflation if the monetary 
policy stance were to turn out to be too expansionary.  

18. The Report notes fiscal policy strikes an adequate balance between supporting policy 
priorities and near-term demand, and maintaining prudent debt levels. Budget 2019 
should provide modest near-term stimulus. IMF staff welcome the planned move from 
time-bound point targets for net public debt to a more flexible target range of 15 to 25 
percent of GDP. 

19. The IMF recommends New Zealand authorities prepare contingent policy responses in 
the event of a severe economic downturn. With the policy rate approaching its effective 
lower bound, the RBNZ will likely have to resort to an unconventional monetary 
response. On the fiscal side, readiness for a timely response will be essential, given 
long implementation lags, especially in capital spending.  

20. Specific recommendations include: 

Deleted - Not Relevant to Request 
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IN-CONFIDENCE  
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• The government should not hesitate to use New Zealand’s substantial fiscal 
space to support activity in the event of an economic downturn.  

• Authorities should prepare contingent policy responses in the event of a severe 
economic downturn.  

• Authorities should make decisions on how to evaluate the outcomes of the 
budget priorities on wellbeing, to provide guidance for government spending. 

Deleted - Not Relevant to Request

Pages 8 - 9 of this document have been Deleted - Not Relevant to Request
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Unconventional Monetary Policy

ELT Discussion
Macroeconomic and Fiscal Policy

19 November 2019 [SENSITIVE]

Slides 2 - 3 of this document have been withheld under s9(2)(d),s9(2)(f)(iv) and s9(2)(g)(i)
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Part 1: UMP and the Economic Context
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• We do not think there is a case for deploying UMP on current forecasts. Both Treasury and the Reserve Bank are  
forecasting the OCR to stay positive over the forecast horizon (figure 1). 

• The current economic outlook is for soft growth, but we are not expecting a crisis:

– In Treasury’s HYEFU forecasts, annual average GDP growth is 2.2% in the year to June 2020, 0.8 percentage points lower 
than was forecast at BEFU. This reflects declines in business and consumer sentiment, a softer global outlook, and 
heightened global uncertainty. 

– However, the labour market remains tight and there is evidence of ongoing capacity constraints.

Economic Context

Figure 2: OBEGAL and net core Crown debt forecasts in our fiscal strategy advice 

(30 October)

• For now, the soft economic outlook can be managed with 

conventional policy. 

–

. We 
are forecasting OBEGAL to fall into a small deficit and net debt rise 
slightly over the next two years (figure 2). 

• Nevertheless, a significant downturn could occur without much 

warning. Downturns are always difficult to forecast, and conventional 
stabilization tools may not be able to provide the necessary support to 
the economy in a sharp downturn.

Figure 1: OCR in November Monetary 

Policy Statement

[SENSITIVE] 5

s9(2)(d),s9(2)(f)(iv) and s9(2)(g)(i)

s9(2)(d),s9(2)(f)(iv) and s9(2)(g)(i)

s9(2)(f)(iv)
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• Interest rate cuts of 300 to 600 basis points have been required in previous New Zealand economic 

downturns, but with the OCR at 1.0%, cuts of this size will not be possible. The OCR cannot decline far below 
zero. If interest rates become significantly negative, people may withdraw their money as cash. The lowest feasible 
interest rate is the Effective Lower Bound (ELB). The ELB in New Zealand is unknown.

• Interest rates are expected to stay at lower levels than they have historically been, meaning there is likely to 

be an ongoing risk of monetary policy being constrained. Treasury and the Reserve Bank both judge the 
nominal neutral interest rate (i.e. the rate at which monetary policy is neither expansionary or contractionary) to be 
around 3%. This is significantly lower than in previous decades, reflecting a range of global and domestic structural 
changes.

• If interest rates reach zero, the options for stabilisation are fiscal policy and unconventional monetary policy 

(UMP).

• We have defined UMP as tools that can be used to further ease monetary policy beyond reducing the OCR to zero. 
As background, annex 1 outlines how conventional monetary policy works.

Conventional monetary policy will likely become constrained 
in a significant economic downturn

[SENSITIVE] 6

Slides 7 - 10 of this document have been withheld under s9(2)(d),s9(2)(f)(iv) and s9(2)(g)(i)
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• The Governor has stated publically that:
– They are doing a lot of work to prepare for the unlikely event that UMP is needed. They are doing it in a considered way now 

while it is not needed, and are taking their time to get it right.

– The governor mentioned that they would be sharing their work early in the new year, covering matters such as a menu of tools, a 
‘pecking order’ for using them, the principles around using them, how they would work, and he stressed that they will be seeking
public discussion and feedback.

•

•

•

•

The Reserve Bank’s Approach; The Treasury’s Role

[SENSITIVE] 11

s9(2)(ba)(i), s9(2)(f)(iv) and s9(2)(g)(i)

Slides 12 - 17 of this document have been withheld under s9(2)(d),s9(2)(f)(iv) and s9(2)(g)(i)
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• The RBNZ implements monetary policy by setting the 
level of the Official Cash Rate (OCR), a daily 
benchmark interest rate that applies to lending and 
borrowing between the Reserve Bank and commercial 
banks. There are various lending facilities linked to the 
official cash rate at which the RBNZ will create money 
and lend it to banks.

• The OCR influences interest rates faced by 
households and businesses in the economy, which in 
turn influence their behaviour. The monetary policy 
transmission mechanism is summarised to the right.

Annex 1: Conventional monetary policy 

18
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SSLT Context Update: Suggested Talking Points  
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Fiscal Context (Macroeconomic and Fiscal Policy team)  

While the economy is slowing, GDP growth is still positive at 2.4% for the year ended June and 
we are not expecting a sharp slowdown. Nevertheless, given risks to the economic outlook, we 
need to be prepared to act if things slow further. The first line of defence is monetary policy, 
and not just interest rates. The flexible exchange rate should also provide additional economic 
support if the outlook weakens. We are conscious that with the OCR falling to historic lows, 
there is limited further room for interest rates to fall without considering so-called 
unconventional monetary policy options. Given that such tools are untested in New Zealand 
and pose some risks, it is prudent for fiscal policy to be prepared to respond if this is required.  
  
Government spending is already expected to support the economy over the forecast period. 
The public sector needs to ensure we are spending the funds already given in Budgets 2018 
and 2019, as this will help to support the economy. In terms of doing more, the big scale 
options are often hard to get moving given that we still have capacity constraints in many 
sectors, particularly in the labour market.  Most importantly, these should be good policy 
options or things that the Government already wants to do and can bring forward.  There is 
some scope for infrastructure projects to support the economy in the long-term, although 
capacity constraints within the sector must be considered.  
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