ANZS,

ANZ Research

Preview: RBNZ Monetary Policy Review

1 July 2026

This is not personal advice. It does
not consider your financial situation
or goals. Refer to the Important

Notice at the end of this document.

Contact

Sharon Zollner for more
details.

Confused by acronyms or jargon?
See a glossary here.

Update subscription preferences at
www.research.anz.com

Listen to our daily podcast

5inH

with ANZO

Let’s get started

o We expect the RBNZ to raise the Official Cash Rate (OCR) 25bp to 2.50%
next Wednesday.

e Inuncertain times, it's all about risk management. With the OCR still 75bp
below the RBNZ’s central estimate of neutral, growth conditions supportive,
the NZD much softer than assumed, and inflation set to sit above the band for
a period, it's sensible to get a hike under the belt, despite the sharp fall in oil
prices.

o We expect a relatively short statement that sounds open-minded about what
comes next — at this stage there’s little to be gained from sounding more
certain than warranted about what the next few months will bring.

Key views

Market odds on a hike next week are sitting at about a 75% chance of a 25bp hike
at the time of writing, with a wide range of fairly strongly held views out there about
what is appropriate not only at this meeting, but in subsequent ones. Some kind of
market reaction on the day is therefore a given. So before turning to the
economics, let’s start with the strategic question: what market reaction would the
RBNZ rather see?

e Dovish hold: It's hard to envisage the RBNZ wanting to send a signal that
doesn’t imply at least two hikes this year, as monetary conditions would ease
dramatically. It seems unlikely to us that the committee would believe that
would balance the risks of monetary policy being too loose or too tight over the
weeks ahead. But this scenario would see monetary conditions ease sharply,
likely including a drop in the NZD.

o Hawkish hold: “We all agree we need to hike very soon, but not today” for the
second time in six weeks may or may not be seen as credible. It seems
probable that swap rates and the NZD would fall, and the RBNZ might have to
rebuild a consensus for a hike. The market would be reluctant to price a hike
just before an election, rightly or wrongly, so it might be an uphill battle to
deliver prompt tightening should the data suggest that's appropriate. It could
be done, of course, but with a bit of volatility along the way.

¢ Neutral-to-dovish hike: If the Committee hike, but sound very noncommittal
about what comes next in a “less is more” statement, the market reaction is
likely to be limited. As of this morning, the market was pricing an OCR 58bp
higher following the December meeting this year.

e Hawkish hike: If they hike and sound determined to continue on that path
come what may, any disappointing data subsequently will make the committee
look wrong, at least temporarily. It is inevitable that we are going to continue to
see very mixed data in the weeks ahead, given the rollercoaster of the last few
months.

It's obvious which strategy we think makes the most sense: a neutral-to-dovish
hike would leave the Committee in a much more comfortable position than a
hawkish hold, the other plausible option. Of course, strategy comes into play at
times like now when the right thing to do isn’t obvious to all, but the economics is
always the most important thing. Let’s go through it.
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Oil prices have dropped back to where they were! Why hike?

First up, the correct question is not “Why would they hike?” but rather, “What is the
appropriate level of the OCR?” The starting point for the OCR matters hugely. To our
mind, an OCR of 2.25% is too low to balance the risks around medium-term inflation.

In what follows, it's worth remembering that the Committee was already planning on
lifting the OCR back to neutral before oil prices spiked — we have largely just been
debating timing since February, not the direction of the next move (figure 1).

The OCR at 2.25% is in stimulatory territory, given the midpoint of the RBNZ'’s range
of estimates for neutral is 3%. At 2.50% it will almost certainly still be stimulatory.
Neutral is of course unobservable. Prasanna Gai of the Monetary Policy Committee
sees the risks as tilted towards neutral being higher than 3%, in a world of
synchronised, global negative supply shocks. But while there is debate, there is
general consensus that neutral is at least 2.50%.

Figure 1. Feb, May MPS OCR forecast track, ANZ forecast
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Inflation considerations

Despite the economic recovery still being fairly green at the start of the year, some
inflation indicators had been signalling upside risk for inflation and wage growth well
before the Middle East conflict — particularly pricing intentions but also wage
intentions (figures 2 and 3). Pricing intentions, in particular, need to retreat a fair way
yet before the RBNZ can relax. That said, costs and pricing intentions are signals for
near-term inflation. In terms of medium-term inflation pressures, wage-setting
intentions should be superior. Encouragingly for the RBNZ, the latter retreated
rapidly in response to the oil price shock, but they were meaningfully higher and
warrant watching now firms are feeling more confident that the economic recovery is
back on track.

Figure 2. ANZBO cost expectations, pricing intentions Figure 3. ANZBO wage intentions and RBNZ QES wage
and inflation expectations forecast
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There are still sticky inflation risks as the oil shock that has already happened works
its way through. They are less than they were, but they are not gone. Indeed, the
Governor was asked at the press conference for the May Monetary Policy Statement
about what it would mean should the oil price drop sharply:

“We expect even now, there will be some supply disruptions that have been
lasting for quite some time and that's likely to feed through. Our key focus is
to very carefully read the data and see to what extent those we see indirect
effects, and also potentially second round effects. So | think that even if the
conflict stops, we are likely to see some of those effects feeding
through over time and [that is] ultimately what will determine is how we
see the likelihood of inflation falling back to target within a reasonable time
frame." [May MPS press conference]

In short, they are not going to completely assume away the risks that the cost shock
already experienced could have persistent impacts just because oil prices have now
fallen back. The shock has still happened.

Growth considerations

The trajectory of the economy before the Middle East conflict is now more relevant,
given the question is now whether we might be able to return to something
resembling that path. Data in recent weeks has suggested that the economic
recovery was a little more established than thought at the start of the year. Q1 GDP
data was stronger than the RBNZ’s May forecast, though not as strong as had been
expected in February, before the oil shock occurred, since the impacts started to hit
in the month of March (figure 4). Historical revisions helped. As for Q2 (which
finished yesterday), the most recent data has lifted the RBNZ’'s Nowcast GDP
estimate from -0.2% to flat (consistent with the RBNZ’s May MPS forecast). But the
more important question is not the size of the stall in Q2 but rather what kind of
bounce-back we might see in Q3. It's early days, but we are forecasting 0.5% growth
versus the RBNZ's 0.2% q/q.

Figure 4. GDP vs RBNZ February and May MPS forecasts
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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 May.

Let’s start with what happened between February and May. The RBNZ raised their
OCR track by a little more than 50bp compared to February. There were two main
surprises: the oil price shock (figure 5), assumed to be fairly persistent and worth
maybe +30bp on the OCR track, and a 2% downgrade to the TWI assumption, worth
roughly +20bp on the track (figure 6). The change in the OCR track reflected the
estimated net impacts of these developments on medium-term inflation pressures,
taking into account that they affect inflation both directly and indirectly (positively),
but also affect output (negatively in the case of oil, positively in the case of the TWI).



Figure 5. RBNZ oil price assumption versus actual Figure 6. TWI versus RBNZ assumption
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Figure 5 above shows that the oil price has now dropped sharply, to be roughly back
in line with the February MPS assumption (figure 5), subtracting 30bp. However, the
exchange rate has not reversed; the TWI has fallen well below the RBNZ’s updated
(lower) assumption (figure 6). Anecdotal evidence suggests that this is also having a
meaningful impact on imported costs. In and of itself, the lower TWI probably adds
around 25bp back onto the OCR track, assuming it is sustained (as the RBNZ
typically does).

Rough reckonings on the output of a complex model are an inexact science to say
the least. There’s always more going on. But the key point here is that, although we
won't get to see it, the RBNZ’s model is likely to spit out an OCR track that is
implying more urgency to hike than in February. It is likely to imply less urgency than
May, of course, which is of course why economists and the markets are split on what
the Committee will decide to do.

A Taylor Rule is a useful sense check. There are many ways to specify these, but an
inertial Taylor Rule using non-tradable inflation is a sensible option, as it captures
both the fact that it is worth being a little late to act in order to avoid flip-flops, and
also the fact the RBNZ cares about persistent, not transitory, inflation. Putting in 1-
year-ahead inflation expectations from the RBNZ Survey of Expectations, our
forecast for non-tradable inflation, and the RBNZ'’s estimate of the starting point for
the output gap, this Taylor Rule suggests that the RBNZ probably should have
already hiked in May.

Figure 7. Inertial Taylor Rule using non-tradable inflation
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Decision time

We aren’t going to go through the niceties of the committee make-up and the
decision-making process here; we would rather focus on what decision makes the
most sense to us. However, it's useful to re-read the key justifications of those who
voted for and against a hike in May. For your convenience we have put key excerpts
from the Summary Record of Meeting in an appendix. It is entirely possible that the
Committee will be split once more, and the Governor could once again have the
casting vote.
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All up, it's obviously less of a slam-dunk than it was that the Committee will hike the
OCR next week. The sharp decline in oil prices reduces the peak for headline
inflation in coming months and thereby reduces the risk of persistent inflation
emerging from that source. A stronger economy could make firms more confident
about passing cost increases through, but that's likely to be an offset rather than the
dominant impact on the medium-term inflation outlook.

Given the reduced urgency versus July, of course it’s plausible the Committee might
decide to wait for more data on both the inflation and activity front before acting. But
in our view, looking at the various scenarios for how the data could play out over the
six weeks before the next Monetary Policy Statement, an OCR of 2.50% looks like a
considerably more comfortable perch to sit on than an OCR still at cycle lows.

Of course, monetary conditions are not just about the level of the OCR, but also
market expectations of where it is headed next — indeed they are arguably even
more important, given the impact on 1 and 2-year rates. The importance of the NZD
shouldn’t be overlooked either. Strategic considerations therefore matter too. As
discussed on page 1, we think it would be easier for the Committee to keep control of
the narrative and therefore overall monetary conditions if it gets this hiking cycle on
the road.

Key quotes from RBNZ May Summary Record of Meeting

The holders:

These members emphasised that core inflation and wage growth remain contained
and medium- and long term inflation expectations remain around 2 percent.
Indicators of economic activity have deteriorated, in some cases more quickly than
anticipated. Tighter financial conditions and economic uncertainty are already
weighing on household and business sentiment, which is reducing consumption
and investment. Spare capacity in the economy is likely to dampen second-round
inflationary pressure. With inflation pressures increasing in coming months, these
members agreed that OCR increases would be required.

They emphasised that the timing of OCR increases should depend on the evolving
data, the outlook, and the balance of risks. Close attention needs to be paid to
global developments, supply chain normalisation, core inflation, wage dynamics,
and inflation expectations.

The would-be hikers:

These members emphasised that, given the breadth of critical inputs that have
been impacted by the conflict, first-round indirect price increases could become
more broad-based, feeding through to a greater risk of second-round price
increases. These members noted that 2-year inflation expectations have risen
across a range of surveys. Firms may reset prices based on a shared belief about
the persistence of the shock and prices would remain elevated even if the shock
were to fade. In addition, should domestic fuel prices decline faster than expected,
it may lead to stronger demand as confidence responds more quickly. These
members noted that monetary conditions remained accommodative. Further,
inflation in New Zealand'’s trading partners could increase faster than expected.

These members judged that removing stimulus now, while observing domestic
economic developments, would help reduce medium-term inflation risks. Moving
earlier was viewed as preferable, given upward pressure on neutral rates, and that
it may also limit the overall magnitude of the increase in the OCR and the negative
impact on output.

Areas of agreement

All Committee members agreed that increasing the OCR at upcoming meetings
would likely be necessary to ensure higher near-term inflation does not feed
through to higher medium-term inflation. The Committee judges that this is a
proportionate response to bring inflation to target in a reasonable timeframe
without creating unnecessary volatility in output. The pace of OCR increases will
depend on the relative influence of persistent wage- and price setting behaviour
versus weaker economic activity on medium-term inflation pressures.
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this document and distribution of this document is being made in, and is subject to the laws, regulations and rules of, jurisdictions outside of Qatar
and the QFC. Recipients of this document must abide by this restriction and not distribute this document in breach of this restriction. This document
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the statements above; and (ii) on the condition that it will not be provided to any person other than the original recipient, and is not for general
circulation and may not be reproduced or used for any other purpose.

Singapore. To the extent that this document contains any statements of opinion and/or recommendations related to an investment product or class
of investment product (as defined in the Financial Advisers Act 2001), this document is distributed in Singapore by ANZ solely for the information of
“accredited investors”, “expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act
2001 of Singapore). ANZ is licensed in Singapore under the Banking Act 1970 of Singapore and is exempted from holding a financial adviser’s
licence under Section 23(1)(a) of the Financial Advisers Act 2001 of Singapore. In respect of any matters arising from, or in connection with, the
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United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as applicable) by ANZ.
This document does not, and is not intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the carrying on or engagement in
banking, financial and/or investment consultation business in the UAE under the rules and regulations made by the Central Bank of the UAE, the
Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of securities within the meaning of the Dubai
International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial promotion, as defined under the DIFCML No. 1 of 200.
ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or services described in this document are
only available to persons who qualify as “Professional Clients” or “Market Counterparty” in accordance with the provisions of the DFSA rules.

United Kingdom. This document is distributed in the United Kingdom by Australia and New Zealand Banking Group Limited (ANZ) solely for the
information of persons who would come within the Financial Conduct Authority (FCA) definition of “eligible counterparty” or “professional client”. It is
not intended for and must not be distributed to any person who would come within the FCA definition of “retail client”. Nothing here excludes or
restricts any duty or liability to a customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory
system as defined in the Rules of the Prudential Regulation Authority (PRA) and the FCA. ANZ considers this document to constitute an Acceptable
Minor Non-Monetary Benefits (AMNMB) under the relevant inducement rules of the FCA. ANZ is authorised in the United Kingdom by the PRA and
is subject to regulation by the FCA and limited regulation by the PRA. Details about the extent of our regulation by the PRA are available from us on
request.

United States. Except where this is a FX-related document, this document is distributed in the United States by ANZ Securities, Inc. (ANZ Sl) which
is a member of the Financial Regulatory Authority (FINRA) (www.finra.org) and registered with the SEC. ANZSI’s address is 277 Park Avenue, 31st
Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1 212 801 9163). ANZSI accepts responsibility for its content. Information on any
securities referred to in this document may be obtained from ANZSI upon request. This document or material is intended for institutional use only —
not retail. If you are an institutional customer wishing to effect transactions in any securities referred to in this document you must contact ANZSI,
not its affiliates. ANZSI is authorised as a broker-dealer only for institutional customers, not for US Persons (as “US person” is defined in Regulation
S under the US Securities Act of 1933, as amended) who are individuals. If you have registered to use our website or have otherwise received this
document and are a US Person who is an individual: to avoid loss, you should cease to use our website by unsubscribing or should notify the
sender and you should not act on the contents of this document in any way. Non-U.S. analysts may not be associated persons of ANZSI and
therefore may not be subject to FINRA Rule 2242 restrictions on communications with the subject company, public appearances and trading
securities held by the analysts. Where this is a FX-related document, it is distributed in the United States by ANZ's New York Branch, which is also
located at 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 916 0 Fax: +1 212 801 9163).
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