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July RBNZ pause more likely 
following ceasefire 
With global fuel prices dropping back, the current uplift 
in inflation is likely to be slightly more moderate than 
expected, and the risks of a widespread and enduring 
lift in pricing pressures is less pronounced. This gives 
the RBNZ more breathing space to observe how the 
economy is tracking before hiking the Official Cash Rate. 
We continue to expect that the RBNZ will keep the cash 
rate on hold until September. And depending on how 
fuel prices evolve, the RBNZ might become circumspect 
about how quickly rates need to rise beyond that time. 

After a firm start to the year, economic 
momentum has faded.
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The latest GDP figures showed that the New Zealand 
economy had been gaining traction in the early part of 
the year, ahead of the conflict in the Middle East. The 
economy grew by 0.8% in the March quarter, with activity 
up 1.5% over the past year – the latter slightly firmer 
than expected due to an upward revision to growth in 
the December quarter. Growth was also a bit firmer 
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Key data and event outlook

Date Event

2 Jul 26 Govt accounts for 11 months to May

8 Jul 26 RBNZ OCR Review 

14 Jul 26 NZIER QSBO Survey, June quarter

17 Jul 26 NZ Selected price indexes, June

21 Jul 26 NZ CPI, June quarter

29 Jun 26 FOMC meeting (30 Jul NZT)

5 Aug 26 Labour market surveys, June quarter

11 Aug 26 RBA Monetary Policy Decision

17 Aug 26 NZ Selected price indexes, July

2 Sep 26 RBNZ OCR Review & Monetary Policy Statement
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than the RBNZ had expected, underpinned by earlier 
interest rate reductions and the continued strength in the 
agricultural sector.

But despite that encouraging start to the year, more 
recent data have shown that the economy’s momentum 
has been dented by the conflict in the Middle East. 
The significant rise in living costs has been weighing 
on households’ spending, and recent business surveys 
(including last week’s PMI and PSI) have shown a 
downturn in trading activity over the past few months. 
On top of that, the related nervousness about the 
outlook has seen plans for hiring and capital expenditure 
wound back. 

It hasn’t all been bad news though. Demand for our key 
commodity exports has remained firm, with notable 
strength in dairy and red meat prices. And trade data 
for May revealed strong growth in both consumer and 
capex imports, suggesting that businesses had been 
anticipating robust demand prior to the conflict. 

Nevertheless, the economy is on course for another year 
of soggy growth. We expect that economic activity will 
expand by just 1.4% over 2026 (a rate that’s well below 
average), with unemployment lingering above 5%.

Inflation pressures moderating.
Against that challenging backdrop, the easing in tensions 
in the Middle East has been a welcome respite. The 
immediate impact for New Zealand households and 
businesses has been a decline in fuel costs. With global 
oil prices dropping back, the average price of 91 unleaded 
around the country has already fallen around 6c/ltr 
over the past week, with diesel prices down nearly 20c/
ltr. And if global oil prices remain around current levels, 
91-unleaded could drop by another 20 to 30c/ltr over the 
coming weeks. That would take prices back to around 
$2.80 to $2.90/ltr.

Oil prices 
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But while the global headwinds that have been buffeting 
the New Zealand economy have moderated, it will still 
take time for the disruptions to global supply chains and 
related increases in cost pressures to fully reverse. In 
the meantime, fuel costs remain well above the levels 

we saw prior to the conflict, and that is continuing to 
squeeze households’ finances. Similarly in the business 
sector, many firms are likely to see continued increases in 
materials costs over the next few months. Given ongoing 
concerns about the durability of the ceasefire in the 
Middle East, it’s also likely that businesses will remain 
reluctant to take on new staff or commit to significant 
capital expenditure (at least until we see definitive signs 
of a turn in economic activity). 

We’re currently reviewing our forecasts in light of the 
changing global backdrop. However, we’ve already made 
some changes to our inflation forecasts. We’ve revised 
down our forecast for inflation through the middle part 
of the year and now expect that it will peak at 4.2%yr in 
the September quarter (down from our previous forecast 
of 4.5%). That downwards revision is in part due to the 
easing in oil prices. We’ve also seen softness in airfares. 
More generally, subdued demand has constrained how 
far many businesses have been able to raise their prices 
despite increases in operating costs. 

Our updated forecast for inflation is slightly lower than 
the RBNZ assumed in their latest projections in May 
(which showed inflation peaking at 4.3%).

The changing global backdrop gives the 
RBNZ more headroom.
These shifts in the global and domestic outlooks have 
important implications for the RBNZ. At the time of their 
last policy statement in May, all members of the RBNZ’s 
Monetary Policy Committee agreed that the Official Cash 
Rate would likely need to rise through the latter part of 
the year. However, the Committee was split in terms of 
how quickly hikes were needed - three members voted 
for an immediate hike in May, the other three (including 
the Governor) voted to keep the OCR on hold. Those 
members who voted for a hold wanted to see how 
inflation pressures were shaping up. In particular, there 
were questions about whether the recent uplift in fuel 
prices would give rise to a more widespread and long-
lasting lift in price pressures. 

We’re still looking at a firm near-term inflation outlook. 
However, with global fuel costs dropping back, the 
longer-term risks to the inflation outlook are now less 
pronounced. And with softness in domestic activity 
and the labour market, the RBNZ has more headroom 
to watch how the economy is tracking before it hikes 
the OCR. 

Given that moderation in longer-term inflation risks, we 
continue to expect that the RBNZ will remain on hold until 
September. We can’t entirely rule out an earlier start at 
the July policy meeting, and financial markets still see 
a strong chance of a July hike (around 85%). However, 
we think that recent developments have certainly 
strengthened the case for a continued hold. Even some of 
those on the Committee who had previously advocated 

https://www.westpaciq.com.au/economics/2026/06/first-impressions-nz-selected-prices--may-2026--and-updated-cpi-
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for a hike may reconsider how quickly policy needs to be 
adjusted given the changing global backdrop. They may 
now see merit in waiting to see the outcome of the June 
quarter CPI and labour market reports, as well as the next 
round of inflation expectation surveys, which will all be 
released between the July and September OCR reviews. 

Official Cash Rate forecasts 
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Depending on how fast oil prices fall, the RBNZ could 
also become more circumspect about just how far and 
fast the OCR ultimately has to rise. However, this isn’t a 
one-way bet, with the longer-term outlook for activity 
and monetary policy opaque. Although global headwinds 
are easing back, inflation remains elevated, including the 
domestic non-tradable components which have been 
slow to decline. In addition, the easing in near-term cost 
pressures and economic uncertainty that we’re now 
seeing could help the economy regain its momentum 
sooner than we previously thought. 

Satish Ranchhod, Senior Economist

Chart of the week.
New Zealand’s annual current account deficit remained 
stable at 3.6% of GDP in the March quarter. While the 
Middle East conflict began in late February and caused 
a huge lift in global energy prices in March, forward 
contracting and delivery lags meant that the landed cost 
of fuel and lubricant imports was stable through April. 
However, data released last week showed a doubling of the 
import bill to $1.6bn in May and this bill is likely to remain 
elevated over the next few months even with global energy 
prices receding significantly in recent weeks. As a result, 
after adjusting for seasonality, we estimate that a current 
account deficit of around 4.3% of GDP will be recorded in 
the June quarter. 

Fuel imports 
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Fixed versus floating for mortgages.
The RBNZ’s May Monetary Policy Statement indicated that 
the Official Cash Rate is likely to be hiked several times 
through the latter part of the year. Financial markets 
pricing for rate hikes has been wound back since the 
signing of a ceasefire in the Middle East. Even so, markets 
are pricing in a high likelihood of a rate hike in July. We’re 
expecting 25bp hikes at the RBNZ’s September, October 
and December meetings, with the OCR expected to 
continue rising next year. 

Fixed-term mortgage rates between two and five years now 
lie above 5%, but fixing for one of these longer periods still 
appears attractive as it would insulate borrowers from a 
trend higher in the OCR over the next couple of years. 

NZ interest rates 
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Global wrap
Middle East Conflict.
The major economic development over the past 
week was the signing of a 14-point Memorandum of 
Understanding between the US and Iran, including a 
60-day ceasefire during which time the two sides will 
work towards an agreement regarding Iran’s nuclear 
programme. The Strait of Hormuz has reopened for 
shipping, though it will take time for traffic in the region 
to normalise. Oil prices have fallen sharply in recent days. 
However, negotiations remain difficult, partly due to 
ongoing tensions in Lebanon.

US.
The first FOMC meeting with Warsh as Chair saw the 
Federal Funds rate left on hold, as expected. However, 
communications were more hawkish than anticipated, 
with a notable upward revision to inflation forecasts and 
just over half of the Committee expecting at least one rate 
hike by year-end. This week’s calendar includes personal 
income, spending, the PCE deflator (Thursday), and 
several business surveys.

Asia-Pacific.
The Bank of Japan raised its policy rate by 25bps to 1.0% 
in June, following strong wage growth and evidence of 
pass-through to services inflation. Deputy Governor 
Uchida signalled further tightening ahead, while JGB 
tapering will continue at a slower pace. 

In China, May activity data disappointed, with retail sales 
down 0.6%yr and fixed asset investment down 4.1%ytd, 
while industrial production rose 5.4%ytd.

In Australia, the RBA unanimously decided to leave the 
cash rate unchanged at 4.35%, as expected. However, 
the RBA’s communications leaned against the idea that 
the hiking cycle is definitively over, emphasising that both 
headline and underlying inflation is “too high”. The Board 
explicitly signalled that it will not rule out “increasing the 
cash rate target further if required”. This week’s calendar 
includes updates on inflation (Wednesday) and labour 
market conditions (Thursday).

UK.
The Bank of England remained on hold in June, with seven 
of nine MPC members voting to keep the Bank Rate at 
3.75%. Chief Economist Pill and external member Greene 
preferred a 25bp hike due to risks of second-round effects 
from energy inflation.

Trading partner real GDP (calendar years)

Annual average % change

2025 2026 2027 2028

Australia 2.0 1.7 1.3 2.3

China 5.0 4.7 4.6 4.4

United States 2.1 2.1 1.8 1.9

Japan 1.1 0.6 0.8 0.9

East Asia ex China 4.7 4.5 4.2 4.1

India 7.6 6.5 6.7 6.6

Euro Zone 1.5 0.2 1.1 1.5

United Kingdom 1.4 1.1 1.1 1.5

NZ trading partners 3.2 2.8 2.7 2.9

World 3.4 3.1 3.3 3.3

Australian & US interest rate outlook

19 Jun Dec-26 Dec-27 Dec-28

Australia

Cash 4.35 4.85 4.85 3.85

90 Day BBSW 4.47 4.90 4.80 3.95

3 Year Swap 4.44 4.65 4.30 3.90

3 Year Bond 4.45 4.65 4.30 3.90

10 Year Bond 4.80 4.90 4.85 4.95

10 Year Spread to US (bps) 35 40 20 10

US

Fed Funds 3.625 3.625 3.625 3.625

US 10 Year Bond 4.45 4.50 4.65 4.85

Global central bank policy rates
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Financial markets wrap
Foreign exchange.
NZD/USD last week extended its decline to 0.5723 – 
lowest since early April, and looks poised to test the early 
April low of 0.5680 during the week ahead. 

The decline has been caused mostly by a rising US dollar 
(the DXY - a broad US dollar index - is at the highest level 
since May 2025), which in turn is supported by the fragile 
US-Iran ceasefire, as well as the solid US economy and 
expectations of Fed rate hikes. A lesser contributor to the 
decline has been NZ’s lacklustre economic momentum.

This week’s event calendar is thin. US PCE inflation data 
will be watched by markets, while in NZ there’s little 
of note. 

For the quarter ahead, we retain a neutral bias, pending 
an enduring resolution of the Iran war (beyond the 60-
day ceasefire). A positive outcome could boost the NZD 
towards the 0.5900 area, while a breakdown could cause 
a decline to 0.5600.

NZD/AUD is resuming its trend decline, following a brief 
and shallow bounce following the on-hold RBA, and looks 
poised to test the 13-year low at 0.8138 during the week 
ahead. Key will be AU CPI and labour data this week.

Interest rates.
The NZ 2yr swap rate fell to 3.25% last week, extending 
a month-old decline, partly in sympathy with AU 
interest rates, and partly due to sluggish NZ economic 
momentum. Any further declines should be limited to the 
3.15%-3.20% area, though, since an RBNZ tightening cycle 
is expected to start soon.

OIS pricing for the next RBNZ meeting on 8 July has 
fluctuated recently between a 70% and 90% chance of 
a hike. For year end, it has fluctuated between 2.5 and 3 
hikes, which seems fair. We expect hikes in September, 
October and December.

The yield curve’s flattening trend since the peak in late 
December resumed last week, the 2-10yr swap at a 
cycle low of 69bp, down from the cycle high of 120bp in 
December. We expect further flattening during the year 
ahead approaching the RBNZ’s tightening cycle, the 2-10yr 
swap potentially to 50bp.

Official Cash Rate forecasts 
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NZD/USD vs rolling 10yr average 

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

1.00

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

1.00

2004 2007 2010 2013 2016 2019 2022 2025

NZD/USDNZD/USD

 NZD/USD
 10yr average
 ave +/- 1 std dev
 ave +/- 2 std devSources: Macrobond, Westpac

FX recent developments

Historical data F’cast

Spot 3mth range 5yr range 5yr avg Dec-26

USD 0.575 0.569-0.596 0.553-0.720 0.617 0.60

AUD 0.820 0.816-0.837 0.816-0.971 0.911 0.82

EUR 0.502 0.493-0.511 0.484-0.637 0.560 0.51

GBP 0.436 0.430-0.442 0.426-0.531 0.480 0.44

JPY 92.6 91.0-94.8 74.7-98.6 86.6 93.6
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The week ahead

Q2 Westpac-McDermott Miller Employment 
Confidence Index 
Jun 23, Last: 95.6

The Employment Confidence Index rose slightly in the 
March quarter survey, led by a lift in perceptions about 
job availability. That measure in particular is often a useful 
leading indicator of the unemployment rate, which looked 
to have reached its peak for the cycle until the Middle 
East conflict provided a fresh blow to the economy. As 
with our consumer confidence index, the March survey 
was held early in the month, largely before the conflict 
began to flow through into fuel prices, while the latest 
survey was held in early June before the US-Iran peace 
agreement was reached. 

Employment Confidence Index 
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Economic and financial forecasts

Economic indicators Quarterly % change Annual % change

Mar-26 Jun-26 Sep-26 Dec-26 2024 2025 2026 2027

GDP (production) 0.8 -0.3 0.4 0.6 -1.6 1.5 1.4 3.3

Consumer price index 0.9 1.5 1.1 0.5 2.2 3.1 4.1 1.7

Employment change 0.1 0.1 0.1 0.2 -1.3 0.2 0.6 2.9

Unemployment rate 5.3 5.4 5.5 5.6 5.1 5.4 5.6 4.9

Labour cost index (all sectors) 0.5 0.6 0.7 0.7 3.3 2.0 2.5 2.3

Current account balance (% of GDP) -3.6 -3.7 -3.9 -4.0 -4.7 -3.6 -4.0 -4.2

Terms of trade -1.6 -1.1 1.7 -0.5 8.9 3.4 -1.6 4.6

House price index 0.4 -0.3 -1.3 0.2 -1.0 -0.1 -0.9 2.0

Financial forecasts End of quarter End of year

Mar-26 Jun-26 Sep-26 Dec-26 2024 2025 2026 2027

OCR 2.25 2.25 2.50 3.00 4.25 2.25 3.00 4.25

90 day bank bill 2.51 2.50 2.95 3.40 4.45 2.52 3.40 4.45

2 year swap 3.12 3.55 3.85 4.15 3.64 2.71 4.15 4.35

5 year swap 3.71 3.90 4.10 4.25 3.73 3.27 4.25 4.45

10 year bond 4.54 4.60 4.65 4.80 4.50 4.27 4.80 5.10

TWI 67.2 66.7 66.6 67.2 69.5 66.4 67.2 71.8

NZD/USD 0.59 0.59 0.59 0.60 0.59 0.57 0.60 0.66

NZD/AUD 0.85 0.82 0.82 0.82 0.91 0.87 0.82 0.89

NZD/EUR 0.50 0.51 0.50 0.51 0.55 0.49 0.51 0.54

NZD/GBP 0.44 0.44 0.44 0.44 0.46 0.43 0.44 0.47

GDP growth 

-3

-2

-1

0

1

2

3

4

-6

-4

-2

0

2

4

6

8

2008 2012 2016 2020 2024 2028

%%

 Quarterly % change
 (left axis)
 Annual average % change
 (right axis)

Sources: Macrobond, Stats NZ, Westpac Westpac 
forecasts

Unemployment and wage growth 
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House prices 
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Data calendar

Last Market 
median

Westpac 
forecast Risk/Comment

Mon 22

Eur Jun Consumer Confidence, index –19 –16 – Remains deeply pessimistic owing to current conditions.

Tue 23

NZ Q2 Westpac MM Employment Conf., index 95.6 – – Surveyed before the ceasefire announcement.

Jpn Jun S&P Global Manufacturing PMI, index 54.5 – – Activity supported by new orders and inventory expansion ...

Jun S&P Global Services PMI, index 50 – – ... though services activity looks to have stagnated.

Eur Jun S&P Global Manufacturing PMI, index 51.6 51.5 – Upturn in manufacturing activity has lost momentum ...

Jun S&P Global Services PMI, index 47.7 49.3 – ... with cost pressures for services on a persistent uptrend.

UK Jun S&P Global Manufacturing PMI, index 53.9 50 – Upturn gathering pace, with production hitting a 3mth high ...

Jun S&P Global Services PMI, index 49.3 53 – ... services takes a setback with the first fall in a year.

US Jun S&P Global Manufacturing PMI, index 55.1 54.6 – May recorded the fastest upturn in production since Apr-22 ...

Jun S&P Global Services PMI, index 50.7 51 – ... but sluggish growth in services is a drag on overall activity.

Jun Richmond Fed Manufacturing, index 13 8 – Some reversal expected following May’s bounce.

Wed 24

Aus May Monthly Headline CPI, %ann 4.2 4.3 4.4 Lower fuel prices will continue to weigh on the headline print.

May Monthly Trimmed Mean CPI, %ann 3.4 3.5 3.6 Construction costs becoming a key pressure point.

RBA Deputy Governor Hauser – – – Speaking in Melbourne.

Ger Jun IFO Business Climate Survey, index 84.9 85.5 – Continues to suggest a weak growth outcome for H2 2026.

US May New Home Sales, %mth –6.2 3.5 – Builders are reporting bloated inventories of homes.

Thu 25

Aus May Employment Change, 000s –18.6 30 45 Bounce-back from holiday-related weakness in April ...

May Unemployment Rate, % 4.5 4.4 4.4 ... will give a clearer idea of underlying momentum.

Q2 Job Vacancies, %qtr 2.7 – –3.5 Partial indicators point to a small pull-back.

May Household Spending Indicator, %mth –1.1 0.5 0.7 Moderation in consumer momentum further ahead.

US May Personal Income, %mth 0 0.4 – A strong jobs report likely supported income growth and...

May Personal Spending, %mth 0.5 0.6 – ... higher spending despite bleak sentiment among consumers.

May PCE Deflator, %mth 0.4 0.4 – Non-durables and services driving most of the increase.

May Durable Goods Orders, %mth 8 –4.7 – Upheld by tech-related investment; transport adds volatility.

May Chicago Fed Activity, index 0.14 – – Growth moving above trend signalling pressures on inflation.

Initial Jobless Claims 226 – – Seasonal volatility high this time of year.

Q1 GDP, %ann'd 1.6 1.7 – Final estimate.

Jun Kansas City Fed Manufacturing, index 8 – – Defying expectations for steep falls amid higher input costs.

Fedspeak – – – Williams.

Fri 26

Aus Q2 Westpac-Now, %qtr 0.4 – – First estimate will likely point to a further softening in activity.

Jpn Jun Tokyo CPI, %ann 1.4 1.6 – Pass-through of higher labour and import costs likely.

Chn Q1 Current Account Balance, US$bn 184.1 – – Final estimate.

US May Wholesale Inventories, %mth 0.6 0.2 – Normalising from its surge in March.

Jun Uni. Of Michigan Sentiment, index 48.9 50 – Final estimate.

Fedspeak – – – Goolsbee, Kashkari.

Sat 27

Chn May Industrial Profits, %ann 24.7 – – Manufacturing industry a key source of strength.
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