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One relevant factor is that while inflation has increased in 3 Feb 26 RBA Monetary Policy Decision

both countries, inflation in New Zealand remains better

; . . ) 4 Feb 26 Labour market surveys, December quarter
contained than in Australia. For example New Zealand’s
headline inflation rate was just over the—top of the 12 Feb 26 NZ Government accounts (6 months to December)
RBNZ’s target range at 3.1% in the year to December, 17 Feb 26 NZ Selected price indexes, January
whereas in Australia headline inflation was 3.6%. 18 Feb 26 RBNZ OCR Review & Monetary Policy Statement
Core inflation has also been a bit more moderate in 17 Mar 26 NZ Selected price indexes, February
New Zealand, though the earlier decline in the various 17 Mar 26 RBA Monetary Policy Decision
measures of underlying inflation has been arrested. For 18 Mar 26 FOMC meeting (19 Mar NZT)
example, New Zealand s trimmed mean mﬂatlon rose 19 Mar 26 NZ GDP, December quarter
to 2.7% from 2.4% previously. In contrast, in Australia - ,

8 April 26 RBNZ OCR Review

trimmed mean inflation rose to 3.4%yr - outside of the

1 Westpac New Zealand Economics


https://www.westpaciq.com.au/economics/2026/01/rba-rate-note-28-january-2026
https://www.westpaciq.com.au/economics/2026/01/rba-rate-note-28-january-2026
https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/nz/2026/01/WestpacNZ_CPI_2025Q4_chart_pack.pdf
https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/nz/2026/01/WestpacNZ_CPI_2025Q4_chart_pack.pdf
https://www.westpaciq.com.au/economics/2026/01/cpi-monthly-fi-december-2025
http://westpac.co.nz/economics

RBA’s target range. Hence on inflation grounds alone there
appears less pressure on the RBNZ to tighten quickly.

Another key difference is in the relative position of

the Australasian labour markets. The New Zealand
unemployment rate is cyclically high right now at

5.3%. However, in Australia the unemployment rate

is significantly lower at 4.1%. It certainly seems to be

the case that the New Zealand labour market, while
stabilising recently, remains on much weaker footing than
in Australia. Wage growth in New Zealand is accordingly
relatively weaker and yet to show signs of turning higher.

Unemployment rates - New Zealand and Australia
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There are some clear signs emerging in New Zealand of
improving economic momentum. For example, recent
business surveys such as the QSBO and PMIs have
pointed to an improvement in trading conditions and
business confidence as we've entered 2026. Consumer
confidence has lifted in New Zealand and retail spending
has firmed, while planned residential construction work
has also taken a sizeable step higher. Per capita GDP
growth is rising more strongly recently in New Zealand
compared to Australia.

However, that improvement in New Zealand’s economic
momentum comes from a much weaker base than

in Australia. The RBNZ estimated in their November
Monetary Policy Statement that the output gap was a
large 2% of GDP in mid-2025, whereas in Australia the
RBA was unsure if the Australian output gap was even
negative at all. It will take time for excess capacity in
New Zealand to be eroded which gives the RBNZ time
compared to the RBA Board.

In large part, these differences reflect the more gradual
approach the RBA took to policy tightening than the
RBNZ in the wake of the pandemic. That’s meant that
economic activity and the jobs market in Australia have
been more resilient.

We are currently reviewing our forecasts ahead of our
February Economic Overview. We continue to expect the
RBNZ will start to raise the OCR in the latter part of this
year and have pencilled in the first hike in December.
However, the tone of recent data has clearly increased
the chances of earlier OCR hikes.

Given the greater than expected strength in inflation
and firming in economic activity, it’s likely the RBNZ will
be bringing forward their forecasts of when the OCR will
start to rise when they release their updated economic
projections on 18 February.

But while the economic outlook has strengthened, it
doesn’t seem to have improved to the extent where

a higher OCR in the first half of 2026 is on the cards.
The still-high level of spare capacity, including the high
unemployment rate, allow the RBNZ time to look at new
data to assess the sustainability of the recovery we now
see starting.

Official Cash Rate forecasts
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Economic conditions continuing to firm.

Turning to recent economic data, news over the past
week generally reinforced the picture of the New Zealand
economy continuing to firm through the latter part of
2025 and early 2026, though the recovery is still uneven.

Starting off with the labour market, the number of filled
jobs held steady in December after a solid 0.5% rise in
November. The variation across the two months looks

to be largely a timing issue related to employment in the
education sector. More importantly, the underlying trend
appears to be that employment was stabilising towards
the end of last year and even picking up in some sectors.

Consistent with those signs of stabilisation, we expect

the December quarter labour market surveys (out

this Wednesday) will show that the unemployment rate

is at, or at least very close to a peak. We're forecasting

a 0.3% rise in employment over the December quarter
(consistent with Stats NZ’s monthly updates). That would
broadly match the rise in the working-age population over
the quarter, leaving the unemployment rate unchanged at
5.3%. While that stabilisation is encouraging, the existing
slack in the labour market means wage growth is set to
remain modest for some time.

Other recent data also point to a firming in economic
conditions. Although the latest ANZ business outlook
survey did drop, that followed a sizeable step higher
over the past few months. The gauges of recent activity,
expected trading conditions and hiring intentions are all
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still at healthy levels. Similarly, consumer confidence took
another step higher in January, including a further (albeit
modest) lift in the number of households who think it’s a
good time to make a major purchase.

Last week’s trade data for December added to the run

of indicators painting the economy in a positive light.
Merchandise exports grew almost 15%y/y, led by strong
growth in exports of dairy products, meat and metals
(including precious metals). While much of this growth
can be explained by higher commodity prices, our
estimates suggest that export volumes have continued to
build on the 3.8%q/q growth recorded in the September
quarter. In a similar vein, strengthening economic

activity contributed to a near 15%y/y lift in import
spending in December, led by growth in intermediate
imports. The data also pointed to improving domestic
demand, with imports of capital equipment again posting
strong growth.

While US dollar weakness is the main driver, the recent
improvement in the New Zealand economy - as also
reflected in market’s bringing forward of the expected
timing of RBNZ rate hikes - has contributed to the
rebound in the NZ dollar since the November lows.
Therefore, in combination with revisions to our global FX
forecasts, we have raised our forecast for the NZ dollar
at March quarter end to 0.60 from 0.57 previously. From
that higher starting point we expect a gentle appreciation
of the NZ dollar to around 0.63 by year end, which will
also lead to a modest rise in the NZ dollar on some
crosses (we see NZD/AUD firming slightly to 0.88 by
year end).

Satish Ranchhod, Senior Economist

Chart of the week.

Health insurance costs have been accelerating in

recent years, with last week’s CPI showing a 20% rise in
premiums over 2025. This is not a reflection of the ageing
population, as the CPI measure is adjusted for policyholder
characteristics including age. Rather it reflects a trend
towards healthcare costs rising faster than the general
rate of inflation. New treatments mean that the cost per
procedure tends to rise over time. Insurers have also cited
constraints on the public healthcare system which are
pushing more people towards the private system, with
the result that insurers are covering more procedures

per customer on average. Our upcoming in-depth report
will take a closer look at developments in New Zealand’s
private health care sector.

Health insurance
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Fixed versus floating for mortgages.

The RBNZ seems to have pretty much closed the door

on further OCR cuts and suggests the hurdle for further
reductions from here is high. Longer term mortgage rates
have started to lift as markets look forward to the return
of the OCR to more neutral levels in due course. 3-5 year
fixed-rate mortgage rates are now just above 5% for those
borrowers with at least a 20% deposit, while 1-2 year rates
are in the 4.5-4.75% range. Fixing for longer periods of

two to five years appears attractive as these will insulate
borrowers from a lift in the OCR in the next couple of years.

NZ interest rates
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Trading partner real GDP (calendar years)
Global wrap
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North America.

Australia 1.0 1.8 24 2.5
As widely expected, the Fed left policy settings China 5.0 5.0 4.6 45
unchanged last week, although two Governors - Miran United States 2.8 1.9 1.8 18
and quler - voted for a 25bp cut. C.hair Powell n.oted Japan 07 19 0.8 08
a clear improvement in the economic ogtlook, with East Asia ex China 43 a1 29 40
risks to both the employment and inflation aspects of -
. . India 6.5 6.6 6.8 6.3
the dual mandate judged to have declined. There was
little reaction to the Fed’s commentary, with the market Euro Zone 08 14 ! 14
continuing to price the next 25bp rate cut to occur around United Kingdom N 1.5 11 15
midyear. Markets were also unfazed by President Trump’s NZ trading partners 29 30 28 2.9
nomination of former Governor Kevin Warsh to be the World 3.3 3.2 3.2 3.2

next Fed Chair. On the data front, the Conference Board’s
consumer confidence index slumped 10pts to a 10-year . .

. . . Australian & US interest rate outlook
low of 84.5 in January, with respondents expressing

greater pessimism about the labour market. However, 30Jan Mar-26 Dec-26 Dec-27

initial jobless claims remained low at just 209k last week. Australia
The focus this week will remain on the labour market Cash 360 385 385 360
with the highlight being Friday’s .releas'e of the Jahuary 90 Day BBSW 383 390 390 355
employment report. Further insight with bg provided 3 Year Swap 496 490 395 360
earlier in the week by the JOLTS survey, while the ISM
. ) . : 3 Year Bond 498 420 395 360
manufacturing and services surveys will cast light on both
the labour market and the economy more generally. 10 Year Bond 482 4 4T 460
10 Year Spread to US (bps) 55 50 35 0

Europe us

pe. Fed Funds 3625 3375 3375 3375
Preliminary data pointed to a 0.2%q/q lift in GDP in the US 10 Year Bond 497 495 440 460

euro area in the December quarter, nudging down annual
growth to 1.3%y/y. Across the major economies, Germany
and Italy grew 0.3%gq/q, France grew 0.2%q/q and Spain

outperformed with growth of 0.8%gq/q and 2.6%y/y. The Index . Index_
coming week will bring the release of preliminary inflation 180 | — xaimnuaﬁon | 180
data for January while Thursday’s ECB Governing Council — Expectations 160
meeting is likely to reiterate the Bank’s on hold stance. 140
In the UK, the BoE MPC also meets on Thursday. After 120
cutting the Bank Rate in December, the BoE is widely 100

expected to leave settings unchanged this month. 80
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momentum in the Australian economy remained positive
heading into end 2025. The headline business conditions
index grew from +7 to +9 in December, regaining some
losses from the November read and sitting +3pts above
its long-run average. The prospects for policy tightening
at tomorrow’s RBA meeting were further boosted by

the CPI report. This revealed a solid 0.9%q/q lift in the
closely watched trimmed mean measure of inflation in
the December quarter, lifting annual growth to 3.4% from
3.0% previously. Westpac now expects the RBA to lift

its cash rate by 25bps at tomorrow’s Board meeting. In
China, the official PMI reports released over the weekend y
were weak, with the manufacturing index falling to 49.3 Sources: Macrobond, ABS

0 T T T T T
and the non-manufacturing index falling to 49.4. 2010 2013 2016 2019 2022 2025
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Financial markets wrap

Foreign exchange.

NZD/USD peaked last week at 0.6093, leaving it
overbought and in need of a corrective pullback. The
catalyst came on Friday, with the announcement that
Kevin Warsh would be nominated by President Trump to
be the next Fed Chair. This boosted the US dollar, Warsh
viewed as a credible candidate with inflation-fighting
credentials. This US dollar rally could persist during the
week ahead, which suggests downside potential to 0.59
for NZD/USD.

Multi-month, though, we remain bullish, and target 0.62.
NZ economic data is expected to trend positively during
the year ahead as the economy recovers, and local
interest rates are expected to gradually rise. In the US,
the volatile nature of this administration’s policymaking is
likely to leave a scar on the US dollar’s safe-haven identity.

The key event for the NZD/USD market this week will be
the US payrolls data for January on Friday - a modest
68k gain is expected, which would be above the previous
three outturns. The NZ economic calendar highlight

will be the Q4 employment data on Wednesday,
unemployment expected to remain at 5.3%.

NZD/AUD has spent January consolidating a 9-month
long trend decline, ranging between 0.8552 and 0.8677.
A breakout is possible this week if the RBA delivers a
surprise tomorrow. Markets expect a 25bp rate hike

t0 3.85%, but the key will be guidance provided by
Governor Bullock.

Interest rates.

The NZ 2yr swap rate has risen from a cycle low of 2.44%
in October to a recent high of 3.15% on Friday. This rise
reflects the improvement in the NZ economy during the
past few months, which in turn has increased the chances
of an OCR rate hike in 2026. The 2yr swap rate could rise
slightly further during the month ahead, to around 3.20%,
but gains beyond that would require fresh news which
would raise the prospect of even more RBNZ tightening
than is priced in currently.

The OIS market continues to price 0% chance of a rate
change at the next RBNZ meeting on 18 February (an
MPS), but assigns a 100% chance of a hike by September
2096, and a 100% chance of a second hike by December.

The yield curve has flattened slightly from the peak
formed in late December, driven by higher short maturity
yields and relatively stable long maturity yields. We
expect further flattening during the year ahead as
markets become more confident about the extent of the
next RBNZ hiking cycle.

Official Cash Rate forecasts
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FX recent developments

Historical data F’cast

Spot  3mth range Syrrange  5yravg | Dec-26
UsD 0602 0.559-0.605  0.553-0.743 0.627 0.63
AUD 0.865 0.857-0.876  0.857-0.971 0.918 0.88
EUR 0507 0.484-0.507 0.484-0.637  0.567 0.52
GBP 0439 0.427-0439  0.426-0.531 0.486 0.46
JPY 93.1 86.2-93.7 74.7-98.6 85.4 91.7
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The week ahead

Dec Building Consents Residential building and consent numbers

Feb 3, laSt +2.80/0 6 ,$bn Number, 5000
Residential building work, quarterly (left axis)

The trend in residential building consent numbers has | ~Residential building consents, monthly (right axis) | 4000

turned around since mid-2025. Developers have been

bringing an increasing number of new projects to market, 4] | 3000

with lower interest rates expected to support a lift in

demand over the coming year. With many consents 31 - 2000
related to multi-unit medium density developments
(which are often issued in batches), the monthly
consent figures can be ‘choppy’. However, we expect I 1] | ] 1] | |
the December ﬁgures will show a further rise in the 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026
annual total taking it near a two year high. In contrast, T ——

the amount of planned non-residential activity has been

tracking sideways with businesses still cautious about

significant capital expenditure at this stage.

r 1000

Q4 Labour Market Surveys Labour market indicators

Feb 4, ™ Unempl t rate (left axis) "o
. . =unemployment rate (left axis

Unsmploymen;rate —'Last. 5.3%, Westpac f/c: 5.3% —Labour Cost Index, private sector ord time (right axis)

Labour Cost Index, private sector - Last: +0.4%,

Westpac f/c: +0.5%

We expect the unemployment rate to remain at 5.3% for
the December quarter. Higher-frequency indicators have
pointed to a modest lift in jobs in recent months, enough
to match the growth in the working-age population. While
this will likely mark the peak in the unemployment rate for
this cycle, we expect the improvement to be gradual over
the next year, and the existing slack in the labour market
means that wage pressures are likely to remain contained
for some time.
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Economic and financial forecasts

Sep-25 Dec-25 Mar-26 Jun-26 2024 2025 2026 2027
GDP (production) 11 0.5 0.9 0.4 16 17 3.0 34
Consumer price index 1.0 0.6 04 04 2.9 31 21 21
Employment change 0.0 0.3 0.3 0.6 -1.2 0.0 2.9 2.9
Unemployment rate 5.3 5.3 5.3 52 51 5.3 4.9 4.3
Labour cost index (all sectors) 04 0.5 0.5 0.6 3.3 21 2.3 2.9
Current account balance (% of GDP) -3.5 -3.6 -37 -41 -47 -3.6 -4.5 -3.8
Terms of trade -21 1.7 -21 -0.9 13.7 2.2 1.0 37
House price index -0.6 -0.4 1.0 1.3 -1.0 0.0 54 51
Financial forecasts End of quarter End of year
Sep-25 Dec-25 Mar-26 Jun-26 2024 2025 2026 2027
OCR 3.00 2.95 2.95 2.95 4.95 2.95 2.50 3.50
90 day bank bill 3.10 2.52 2.35 2.35 4.45 2.52 2.70 3.70
2 year swap 2.99 2.71 3.05 3.20 3.64 2.7 3.60 4.00
5 year swap 3.40 3.27 3.70 3.80 3.73 3.27 4.00 4.95
10 year bond 4.42 4.27 4.60 4.65 4.50 4.27 475 4.95
TWI 68.4 66.4 67.9 68.4 69.5 66.4 69.9 71.2
NzD/USD 0.59 0.57 0.60 0.61 0.59 0.57 0.63 0.66
NzZD/AUD 0.91 0.87 0.86 0.86 0.91 0.87 0.88 0.89
NZD/EUR 0.51 0.49 0.50 0.51 0.55 0.49 0.52 0.55
NzZD/GBP 0.44 0.43 0.44 0.44 0.46 043 0.46 0.47
GDP growth House prices
4" % g 30 . * % 30
5 | Sources: Macrobond, Stats NZ, Westpac }’:;ig:é | 6 25 | Quarterly % change ;I(\’/reeség:t(; L 25
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Data calendar

Last r::::i(:: ‘?é?_zigi: Risk/Comment
Mon 02
Aus Jan Cotality Home Value Index, %mth 0.5 - 0.9 Daily measures point to a firmer 0.9% rise for the January.
Jan Ml Inflation Gauge, %ann 35 - - Lifting since mid-2025 to be at the highest level since Apr-24.
Jan ANZ-Indeed Job Ads, %omth -0.5 - - Continues to trend lower but the pace of decline has eased.
us Jan ISM Manufacturing PMI, index 479 48.3 - Demand indicators are still in contraction.
Fedspeak - - - Bostic is scheduled to speak.
Wrld  Jan S&P Global Manufacturing PMI, index 51.6 - - Final estimate for Japan, Eurozone, UK and US.
Tue 03
Nz Dec Building Permits, %mth 2.8 - - Annual total continuing to trend higher.
Aus Dec Dwelling Approvals, %emth 15.2 -6.4 -4.0 Typically a choppy monthly profile for units.
RBA Policy Decision 3.6 3.85 3.85 Likely to hike after a firm December CPI report.
Chn Jan RatingDog Manufacturing PMI, index 50.1 50 - Survey focuses on small export-oriented businesses.
us Dec JOLTS Job Openings, 000s 7146 7100 - Job openings continue to fall while layoff rates hold steady.
Fedspeak - - - Fedspeak from Barkin and Bowman .
Wed 04
Nz Q4 Unemployment Rate, % 53 5.3 5.3 Unemployment has likely reached its peak for this cycle ...
Q4 Employment, %qtr 0 0.3 0.3 ... withjob numbers starting to stabilise in late 2025.
Q4 LCI' Wage Inflation (Pvte, Ord Time), %qtr 0.5 0.5 0.5 Existing slack means that wage pressures are muted.
Jan ANZ Commodity Prices, %mth -21 - 3 Strong rebound in dairy, further gains in meat and wool.
Aus RBA Speak - - - RBA's Jones fireside chat.
Chn Jan RatingDog Services PMI, index 52 51.5 - Pace of expansion has been easing since August.
Eur Jan HICP, %yr 1.9 - - Core inflation persisting at 2.3-2.4%yr for eight months.
us Jan ADP Employment Change, 000s 4 48 - Signals a measured softening in the labour market.
Jan ISM Non-Manufacturing, index 54.4 53.5 Index in ten straight months of expansion.
Wrld  Jan S&P Global Services PMI, index 53.9 - - Final estimate for Japan, Eurozone, UK and US.
Thu 05
Aus Dec Trade Balance, $bn 2.9 3.5 2.6 Volatile gold exports and imports likely to distort the picture.
UK BOE Policy Decision 375 375 375 Expected to stay on hold as inflation risks linger.
Eur ECB Policy Decision (Deposit Rate) 2.00 2.00 2.00 Downside risks for growth building; infl. dips below target.
Dec Retail Sales, %mth 0.2 - - Non-food sales driving the increase.
us Initial Jobless Claims 209 - - Hinting at some stabilisation in labour market conditions.
Fedspeak - - - Fedspeak from Bostic.
Fri 06
Nz Waitangi Day - - - Markets closed.
Aus RBA Speak - - - Governor Bullock parliamentary testimony.
Jpn Dec Household Spending, %omth 2.9 0.1 - Effect of fiscal stimulus package to show up from January.
Ger Dec Industrial Production, %mth 0.8 - - Auto manufacturing helps to drive a third straight increase.
us Jan Nonfarm Payrolls, 000s 50 78 78 Employment growth susceptible to downside risks.
Jan Average Hourly Earnings, %mth 0.3 0.3 - Growingin line with recent trends.
Jan Unemployment Rate, % 4.4 4.4 4.4 Weak labour demand and supply to leave unemployment flat.
Feb Uni. Of Michigan Sentiment, index 56.4 55.5 - Still -20%yr lower amid pressures on purchasing power ...
Dec Consumer Credit, $bn 4.929 - - ... while job worries is curbing appetite for debt.
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substantially from these forecasts.
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uncertainties. The ultimate outcomes may differ substantially
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