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A 25bp hike to the middle of the range of estimates of neutral

o We expect the RBNZ to raise the Official Cash Rate (OCR) 25bp to 3.00%
next Wednesday.

e Since the last Statement, the oil price has spiked, and the NZD TWI has
dropped sharply. Core inflation measures have also lifted. We therefore expect
the Monetary Policy Committee to conclude the most prudent course is to get
the OCR back to the midpoint of its range of estimates of neutral promptly.

o We expect a relatively short statement that sounds open-minded about what
comes next. We have pencilled in a pause in December at the slightly more
comfortable perch of ‘neutral’, but we are also very open-minded. The data will
dictate.

Key views

At the time of writing, market pricing implies a 25bp next week is a near certainty.
The RBNZ makes up its own mind, but strategic factors matter too. If the RBNZ
doesn’t hike, the NZD is likely to come under more downward pressure, from its
already sharply lower starting point (figure 1). While the medium-term inflation
outlook remains murky, it's clear that that would be unhelpful.

Figure 1. NZD trade-weighted index versus RBNZ assumption for Q4
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The other big development has of course been the rebound in oil prices. The Dubai
spot oil price is sitting around USD20 above the RBNZ’s assumption (figure 2).
Crack spreads and fuel transport costs have lifted as well. While the RBNZ looks
through the first-round impacts on inflation, conscious that it is a negative for
growth, higher headline inflation means higher risks of unhelpful persistent
dynamics emerging via inflation expectations and wage demands. There’s no
evidence of that happening yet, but it's very early days. Four of six committee
members saw medium-term inflation risks as tilted to the upside at the last
Monetary Policy Statement, and these developments will have done nothing to
assuage those concerns.
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Figure 2. Dubai oil USD price versus RBNZ assumption
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Those are the biggest surprises since the RBNZ’s September Monetary Policy
Statement. But let's go through the other main data too.

Q2 GDP came in at 0.2% qg/q and 2.6% y/y, compared with the RBNZ'’s estimate of
2.2% yly (figure 3). Subsequent data (the NZIER’s QSBO, in particular) has backed
up the RBNZ’s estimates that the output gap remains negative and disinflationary.
Nonetheless, the data reduces some downside risk to growth, insofar as it
establishes the recovery continued despite the confidence shock of the late-February
initial oil spike.

Figure 3. GDP vs RBNZ May and September MPS forecasts
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As for Q3, the RBNZ's Nowcast GDP estimate is currently sitting at 0.45% q/q, in line
with both the September MPS forecast and our current pick (both 0.5%). Surveyed
measures of activity have remained relatively robust so far despite the renewed lift in
oil prices (figure 4).

Figure 4. ANZBO own activity, past and expected

100 - 20
75 L 15
50 L 10
8
E 25+ t 5 :§
© c
@ )
8 0 RS
z
251 ]
-50 1 r-10
-754 r-15
20 21 22 23 24 25 26

—ANZBO Past Activity, LHS —ANZBO Expected Own Activity, LHS =—GDP, RHS
Source: Stats NZ, Macrobond, ANZ Research



RBNZ MPR Preview | 22 October 2026

However, there is a very clear split between strong export-focused sectors
(agriculture, tourism, and parts of manufacturing) and those reliant on the
beleaguered consumer (including the housing market, which has taken a further leg
down in recent months). The two-speed economy is evident across a wide swathe of
data but is neatly captured by past activity in agriculture versus services in the ANZ
Business Outlook (figure 5). But both are rising, just at different speeds.

Figure 5. Past activity, agriculture and services, versus GDP growth
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Q3 CPl inflation came in at 3.7% y/y (down from 4.1%), with non-tradable
inflation of 3.3% y/y well below the RBNZ’s forecast of 3.6%. However, the core
inflation measures were markedly higher (figure 6). The weighted median,
inflation ex-fuel and energy, services inflation and the RBNZ's own sectoral
factor model all accelerated. The RBNZ doesn’t forecast these, so we can'’t
quantify the surprise, but it will certainly be an unwelcome development.

Figure 6. Core inflation measures
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The RBNZ model’s OCR prescription

What will the RBNZ's model have to say? The RBNZ won'’t publish forecasts next
week, given it is not a full Monetary Policy Statement. However, they will still do a full
forecasting round and it will inform deliberations, so it is worth discussing what kind
of OCR track the RBNZ's model is likely to produce, compared with September.

When we do the maths, we are pretty sure the Committee will be glad they don’t
need to publish a track! With the wobbles emerging in global markets, and the
growth recovery still bumpy, publishing a meaningfully more hawkish OCR track
might scare the horses unhelpfully.

e The TWI surprise is mechanically worth 3 or 4 25bp hikes in the track, but in
practice, the Committee is likely to assume some of it will either prove temporary
or else a downpayment on weaker global growth ahead, and thus justified — and
therefore not something they should respond to in a mechanical way.



e The oil price shock could add as much as 30-60bp to the OCR track, butit's a
hard one to quantify as it will depend on what's perceived to be driving it, how
long it is assumed to be sustained, and judgments on how it will transmit across
the economy.

e The Q3 inflation data: if it comes down to the core measures, which are 0.1-0.4
ppts higher than the RBNZ's information set when they put the September MPS
forecasts together, the Q3 CPI data could add up to 25bps to the OCR track.
However, the weaker non-tradable read alleviates some of that. Perhaps 10-
15bp as a package.

e The GDP surprise might be worth 15bp, but this is tempered by the fact that the
QSBO capacity indicators were in line with the RBNZ's output gap assumptions.

e  Weaker house prices might subtract 5-10bp.

o Downside risks to global growth are accumulating but so far New Zealand’s
commodity prices are holding up — and the NZD has adjusted. On balance, to
avoid double counting we'll park this one.

e Financial conditions for households have tightened as global dynamics have
dragged up long-term yields. Mortgage rates have continued to creep higher
since the MPS. While competitive pressures have kept 2-year fixed rates steady
despite a lift in the wholesale 2-year swap rate, fixed rates for most other terms
have risen by approximately 5-15bp.The RBNZ’s model doesn’t have an explicit
channel for these interest rates, but will undoubtedly discuss the degree of offset
they provide in terms of how much work the OCR needs to do.

Rough reckonings on the output of a complex model are never going to be precise.
But the key point here is that, although it's unpublished, the model is going to spit out
an OCR track that implies the RBNZ may in time end up delivering more hikes than
they thought six weeks ago — so best get on with it.

Decision time

Our base assumption is that it will be a consensus decision to hike, but we wouldn’t
read a great deal into a split vote. Times are very uncertain, there are risks on both
sides, and different views are entirely valid. We should state up front here that we
don'’t think that the election timing is a consideration for the Committee.

Beyond this meeting, we've lightly pencilled in a pause in December in deference to
the fact that the RBNZ has long said that their plan is to get to around neutral and
then assess how the various upside and downside risks are playing out. The
magnitude of the moves in the exchange rate and oil prices will almost certainly
demand a response next week, but 3% is a slightly more comfortable fence to sit on.

However, the timing of the next move is very much up in the air. The data between
now and then will dictate — not just domestic data but also oil prices, the currency,
and global financial conditions, which have had a few wobbles of late. Key domestic
data prints to look out for before the RBNZ's decision on 9 December include Q3
labour market data (4 November) and GDP partials including retail sales (23 Nov),
building work put in place (7 Dec) and the Manufacturing Survey (8 Dec), though the
Q3 GDP data is only out after the RBNZ's Monetary Policy Statement. The usual
swathe of high-frequency data will be important too, including cost, price and wage
indicators from our Business Outlook survey, and sentiment and activity indicators
that will give a better feel on whether the latest lift in oil prices is derailing confidence
and activity or not.

Finally, in the pages that follow, we give some key quotes from the September MPS,
as a refresher.
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RBNZ September MPS refresher

Key quotes:

e OCR decision: “The Committee decided by consensus to increase the OCR by
25 basis points to 2.75 percent.”

e OCR outlook: “Conditional on the central economic outlook, members judged
that the OCR may need to increase further.”... “However, the future OCR path is
not pre-determined.”

o Global outlook: “Despite recent geopolitical events, economic growth in New
Zealand’s trading partners has remained resilient and the outlook has
improved.”

e Domestic activity: “After lacklustre growth in the June quarter, New Zealand's
economic recovery has most likely resumed but remains uneven.”...“The
recovery is expected to strengthen and broaden.”

e Spare capacity: “On balance, the Committee assesses that spare capacity
remains in the economy, particularly in the labour market.”

¢ Inflation outlook: “Core inflation, expected wage growth, and inflation
expectations remain consistent with inflation returning to the 1 to 3 percent target
band by mid-2027 and the 2 percent target midpoint later next year.”

Extract from the September Summary Record of Meeting:

The Committee remains vigilant to inflation risks

The outlook for medium-term inflationary pressures depends on price-setting
behaviour and the speed with which spare capacity in the economy is absorbed.
Recent elevated inflation is expected to continue to impact price setting, keeping
inflation more persistent than otherwise.

Hayley Gourley, Karen Silk, Prasanna Gai and Anna Breman saw upside risks to
inflation relative to the central projection. These members observed that more
persistence in energy and petrochemical prices could raise near-term inflation
risks, impact price-setting behaviour, and lead to more sticky inflation over the
medium term. Price-setting can be a front-loaded process, meaning businesses
could raise domestic prices more than import costs warrant. They also noted that
high administered price inflation could continue. These factors increase the risk
that monetary policy needs to lean against broader inflation pressures.

Paul Conway and Carl Hansen saw risks to inflation as balanced. These members
shared concerns that high inflation could become embedded through price-setting
behaviour. But weighed against this, they saw activity risks as skewed to the
downside and noted that these could weigh on inflation. They highlighted the
potential effects of weak house prices and precautionary behaviour, weakening
growth in household spending.

All members agreed that downside risks to activity were significant and that the
recovery could remain uneven. They also noted growth in activity may not flow
through into additional employment as expected, particularly if businesses are
relatively more focused on efficiency and technology investment in the short run.

Gradually removing monetary stimulus remains appropriate

The Committee discussed the monetary conditions required to return inflation
sustainably to the 2 percent target midpoint.

When considering the policy response at this meeting, there was a clear
consensus across the Committee. All members agreed that gradually removing
monetary stimulus is consistent with achieving the medium-term inflation target,
conditional on the outlook.

Members reflected on the potential trade-offs associated with a faster or slower
monetary policy response. The Committee judged that its response balances
containing inflationary pressures against the risk of holding the OCR and then
having to raise it faster and to a higher level later.
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All members agreed that the central projection for the OCR is appropriate.
Conditional on the central economic outlook, members judged that the OCR may
need to increase further. The Committee assessed that its monetary policy stance
would guard against the effects of the oil price shock leading to persistently
elevated price-setting behaviour, while supporting growth and employment.

However, the future OCR path is not pre-determined. The Committee’s response
to data is not mechanical, as it depends on its assessment of various factors that
impact inflation. Currently, indicators of medium-term inflation are consistent with
inflation returning to target.

The Committee decided by consensus to increase the OCR by 25
basis points to 2.75 percent

The Committee judged that increasing the OCR to 2.75 percent is appropriate to
sustainably return inflation to the 2 percent target mid-point while avoiding
unnecessary instability in output, employment, interest rates and the exchange
rate.

Future policy will depend on the Committee’s judgement of the balance of risks to
medium-term inflation. This approach allows the Committee to observe and assess
the effects of reduced monetary stimulus.

On Wednesday 2 September, the Committee decided by consensus to increase
the OCR by 25 basis points to 2.75 percent.
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