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Surprise, surprise 

• Labour market weakens anew  
• But unemployment rate now likely peaked  
• No change to OCR forecasts, but higher odds of pauses 
• Retail rates likely slower to rise 
• Mortgage positioning returns to average 
 

The past fortnight has been a bumpy ride for forecasters. 
The two big surprises we’ve had from the ecosphere both 
lean in the direction of interest rates being slower to rise 
than previously thought, but not to the extent we’ve 
changed our forecasts.  

Labour market fails to improve 

First, official labour market figures for the third quarter 
failed to improve in the way we’d all hoped. There were 
few redeeming features. Employment fell. People exited 
the labour force. Unemployment rose. Hours worked 
declined.  

There wasn’t the sense – as there has been in other 
indicators like filled jobs and job advertisements – that the 
weak labour market was finally turning for the better. 

Firms have been signalling a strong intent to hire for some 
time now – per the chart below – but have yet to follow 
through to the extent history would imply. Annual jobs 
growth is positive but hasn’t been enough to soak up even 
sub-par population growth. Hence the rise in the 
unemployment rate; Q3’s 5.7% maintained an 11-year 
high.  

Actual employment lagging intentions 

 

 

A few other points of interest from the data: 

• Labour market weakness still clearly skews young and 
north, but elevated youth and Auckland/Northland 
unemployment rates didn’t increase further in Q3 (all 
seasonally adjusted).  

Labour market weakness skews young, north  

 

• Those unemployed for six months or longer now make 
up 45% of the total, holding around the highest share 
since 1994.   

More unemployed for longer 

 

• The part-time share of employment rose to an eight-
year high of 21%, helping explain why fewer hours 
were worked on average in the quarter.   
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More part-time work 

 

• Wage data were relatively weak as expected, but not 
as weak as the activity data might have suggested. 
Only 44% of employees received a pay rise in the past 
12 months. Of those that did, the majority were in the 
2-3% range, with “cost of living” being the most 
common reason (54% of annual increases).  

Looking ahead, we think unemployment has likely peaked. 
The labour market always lags, and broader economic 
momentum should increasingly translate into additional 
hiring, bringing down the unemployment rate next year. 
Our forecasts have it reaching 5.1% by the end of 2027.  

On interest rates, exchange rates 
 

The softer labour market data does query how fast interest 
rates might rise from here. Particularly alongside the 
second big surprise of the past fortnight: the Reserve 
Bank’s decision – by the barest of margins – to hold off 
lifting the OCR last Wednesday.  

For now, we’ve stuck with our view that the OCR will be 
lifted 25bps to 3.00% next month and peak at 3.75% in the 
autumn. But we acknowledge the events of the past 
fortnight increase the odds of more RBNZ pauses along the 
way.  

The inflation outlook is still problematic. The big decline in 
energy prices of recent days is certainly helpful if 
sustained, but the NZ dollar's renewed slide is working in 
the other direction via extra pressure on tradeables 
inflation.  

Our exchange rate projections – which, given the difficulty 
rating, are best read as a guide to the trend – bake in only 
a weak recovery from here. A sustained shift above 0.6000 
for NZD/USD is seen as higher odds for 2028 than for next 
year. 

 

 

 

 
NZ dollar slow to rise 

 

Low NZ interest rates are part of the story, but perhaps 
more so heightened policy rates offshore. Rate rises from 
global central banks are sustaining low or negative interest 
rate differentials between NZ and the rest of the world.  

The latest to move include the Bank of Canada, which 
lifted its policy rate 25bps last week, the Reserve Bank of 
Australia which did the same on Tuesday, and the Bank of 
England moving its policy rate up to 4.00% this morning.  

NZ cash rate lagging UK, Australia, US 

 

With these actions adding weight, the weak NZ dollar 
should continue to assist the outperforming export sector. 
It’s of course less helpful for consumers given the 
implications for the cost of imports (most obviously fuel). 
From this perspective, the low exchange rate is probably a 
factor holding back some convergence in NZ’s ‘two-speed’ 
economy.  

The various moving parts have tended to roughly balance 
out such that our inflation forecasts haven’t changed. They 
continue to feature a forecast peak of 4.5%y/y in the 
current quarter, and a wait until the final quarter of next 
year for a return to the 1-3% target range.  
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Uptrend in retail rates on pause? 

Financial markets have been quick to pare expectations of 
how high and how fast the Official Cash Rate might rise 
from here. The implied odds of a December 25bps OCR 
hike are now around 50/50 with expectations of the peak 
shaved to 3.5% from above 4.0% a week ago. That’s 
knocked the top off wholesale interest rates (swap rates), 
returning them to the levels of August and early 
September. 

Retail interest rates may thus be slower to rise from here, 
and we could see the odd tweak lower if the decline in 
wholesale yields was to extend in coming weeks. However, 
we don’t see this as a break in the trend. Our fixed 
mortgage rate projections have been tabbed down but are 
still 20-40bps above current levels by March (chart below).  

Upward shift slows but continues 

 

We don’t think there are major implications from any of 
this for mortgage fixing behaviour or housing market 
activity.  

Small monthly house price declines resumed in June 
(average of -0.3% a month to September, per s.a. REINZ 
HPI), and we expect more of the same through to at least 
year end.  

Higher mortgage rates and election uncertainty appear to 
have been the main drags recently. We’d note that, even if 
we see a few downward tweaks to mortgage rates in the 
next few weeks, test rates seem less likely to change. 
Political uncertainty, meanwhile, has the potential to 
extend well beyond Saturday’s election. 

Mortgage positioning returns to average 

Over the past year, mortgage borrowers have made steady 
progress in terming out the average duration of their debt 
in preparation for higher interest rates.  Aggregate 
mortgage positioning has consequently returned to about 
average.  

The share of mortgage borrowings repricing over the 
subsequent 12 months (including floating debt) peaked 
last year at 83% – the ‘shortest’ the mortgage book had 
been in 13 years.  

At the start of this year, that figure had eased to 72%, and 
it’s now 64% - pretty much bang on the long-run average. 
This lengthening in average term mostly reflects the 2-year 
fixed term's return to popularity.  

As the chart shows, the share of borrowings with a 
remaining term of 1-2 years has lifted from below average 
a year ago to an above average 27%. By contrast, the share 
of borrowings on floating terms is now the lowest on 
record at 9.5%.  

2-year fixed term returns to popularity  

 

In short, mortgage borrowers are better protected against 
rising rates than they were. But, given where we are in the 
cycle, we suspect the trend towards longer mortgage 
terms has a little way to go yet.  
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Mike Jones  
Chief Economist 

bnz_chief_economist@bnz.co.nz 

Disclaimer: This publication has been produced by Bank of New Zealand (BNZ). This publication accurately reflects the personal views of the author about 
the subject matters discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author do not necessarily reflect 
the views of BNZ. No part of the compensation of the author was, is, or will be, directly or indirectly, related to any specific recommendations or views 
expressed. The information in this publication is solely for information purposes and is not intended to be financial advice.  If you need help, please contact 
BNZ or your financial adviser. This publication is intended only for the person in New Zealand to whom it is sent by BNZ, and must be treated as strictly 
confidential. Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be 
accurate or reliable. To the maximum extent permissible by law, neither BNZ nor any person involved in this publication accepts any liability for any loss or 
damage whatsoever which may directly or indirectly result from any, opinion, information, representation or omission, whether negligent or otherwise, 
contained in this publication. 
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Quarterly Forecasts

Annual Forecasts 

 

 

 

 

Forecasts as at 2 November 2026

Key Economic Forecasts

Quarterly % change unless otherwise specified Forecasts

Jun-25 Sept-25 Dec-25 Mar-26 Jun-26 Sept-26 Dec-26 Mar-27 Jun-27 Sept-27

GDP (production s.a.) -0.6 0.9 0.5 0.9 0.2 0.5 0.4 0.6 0.7 0.7

Retail trade (real s.a.) 0.7 2.0 0.8 1.0 -0.5 0.9 0.2 0.6 0.7 0.8

Current account (ann, % GDP) -3.6 -3.1 -3.0 -3.0 -3.2 -3.7 -4.4 -4.7 -4.6 -4.5

CPI (q/q) 0.5 1.0 0.6 0.9 1.5 0.7 1.4 0.5 0.5 0.7

Employment -0.2 0.1 0.4 0.1 0.3 -0.1 0.5 0.5 0.6 0.7

Unemployment rate % 5.2 5.3 5.4 5.4 5.6 5.7 5.5 5.5 5.4 5.3

Pr. avg hourly earnings (ann %) 4.6 4.1 3.5 3.5 3.0 2.6 2.7 3.3 2.7 3.2

Trading partner GDP (ann %) 3.4 3.2 3.3 3.6 3.2 2.9 2.8 2.8 2.8 2.9

CPI (y/y) 2.7 3.0 3.1 3.1 4.1 3.7 4.5 4.1 3.1 3.1

GDP (production s.a., y/y) -0.9 1.2 1.6 1.7 2.6 2.2 2.1 1.7 2.2 2.4

Interest Rates

Historical data - qtr average Spread

Forecast data - end quarter Cash 90 Day 5 Year 10 Year 2 Year 5 Year 10 Year SOFR US 10 yr NZ-US

Bank Bills 3 month Ten year

2025 Jun 3.33 3.38 3.85 4.55 3.19 3.57 4.10 4.30 4.35 0.19

Sep 3.08 3.09 3.67 4.42 2.99 3.40 3.95 4.20 4.25 0.17

Dec 2.33 2.51 3.54 4.27 2.71 3.26 3.85 3.80 4.10 0.18

2026 Mar 2.25 2.50 3.96 4.52 3.12 3.71 4.15 3.65 4.20 0.33

Jun 2.25 2.62 4.11 4.61 3.48 3.89 4.25 3.65 4.40 0.19

Sep 2.58 2.98 4.24 4.77 3.72 4.08 4.45 3.85 4.75 0.02

Forecasts

Dec 3.00 3.50 4.35 4.95 3.95 4.20 4.65 4.15 4.90 0.05

2027 Mar 3.50 3.90 4.30 4.90 3.95 4.20 4.65 4.15 4.80 0.10

Jun 3.75 4.00 4.20 4.90 3.90 4.15 4.70 4.15 4.75 0.15

Sep 3.75 4.00 4.15 4.85 3.85 4.10 4.65 4.15 4.65 0.20

Dec 3.75 4.00 4.15 4.90 3.80 4.10 4.70 4.15 4.65 0.25

2028 Mar 3.75 3.85 4.10 4.85 3.75 4.05 4.65 3.90 4.60 0.25

Exchange Rates (End Period)

USD Forecasts NZD Forecasts

NZD/USD AUD/USD EUR/USD GBP/USD USD/JPY NZD/USD NZD/AUD NZD/EUR NZD/GBP NZD/JPY TWI-17

Current 0.56 0.70 1.12 1.34 158 0.56 0.80 0.50 0.42 88.7 64.0

Forecasts

Dec-26 0.58 0.71 1.15 1.33 155 0.58 0.81 0.50 0.43 89.1 64.8

Mar-27 0.58 0.70 1.15 1.32 153 0.58 0.82 0.50 0.44 88.0 64.8

Jun-27 0.58 0.69 1.15 1.31 151 0.58 0.84 0.50 0.44 87.6 65.3

Sept-27 0.59 0.68 1.15 1.31 150 0.59 0.87 0.51 0.45 88.5 66.7

Dec-27 0.59 0.67 1.15 1.31 149 0.59 0.88 0.51 0.45 87.9 66.9

Mar-28 0.60 0.68 1.14 1.30 148 0.60 0.88 0.53 0.46 88.8 68.0

Jun-28 0.61 0.69 1.14 1.30 147 0.61 0.88 0.54 0.47 89.7 69.0

TWI Weights

16.2% 17.8% 9.2% 4.0% 4.7%

Source for all tables: Stats NZ, Bloomberg, Reuters, RBNZ, BNZ

Government Stock Swaps US Rates



 

Eco-Pulse 

 

www.bnz.co.nz 

6 November 2026 

Page 6     

Annual Forecasts

 

 

 Forecasts 
  as at 2 November 2026

2024 2025 2026 2027 2028 2023 2024 2025 2026 2027

GDP - annual average % change

Private Consumption 1.3 0.1 1.3 1.1 2.3 1.1 0.3 1.0 1.1 1.9

Government Consumption 1.1 -1.4 3.7 0.3 1.0 0.1 -1.0 2.4 2.0 0.3

Total Investment -1.2 -5.0 0.2 5.5 3.7 -0.4 -4.9 -1.2 4.6 4.2

Stocks - ppts cont'n to growth -1.4 0.4 0.3 0.1 0.1 -1.2 0.4 -0.1 0.4 0.0

GNE -0.9 -1.0 1.9 1.8 2.4 -0.8 -0.9 0.7 2.3 2.1

Exports 8.4 3.0 4.1 6.9 3.4 12.0 3.6 4.3 6.6 3.8

Imports -1.5 0.7 6.3 3.9 2.6 -0.8 1.1 3.7 6.1 2.2

Real Expenditure GDP 1.5 -0.5 1.3 2.5 2.6 2.2 -0.2 0.7 2.6 2.4

GDP (production) 1.8 -0.9 0.9 2.1 2.6 2.2 -0.3 0.3 2.1 2.3

GDP - annual % change (q/q) 1.5 -0.7 1.7 1.7 3.0 1.4 -1.6 1.6 2.1 2.8

Output Gap (ann avg, % dev) 1.2 -0.5 -1.0 -0.5 0.0 1.4 -0.1 -1.1 -0.4 -0.2

Nominal Expenditure GDP - $bn 417 432 452 474 499 413 428 446 468 493

Prices and Employment -annual % change

CPI 4.0 2.5 3.1 4.1 2.3 4.7 2.2 3.1 4.5 2.4

Employment 1.0 -0.9 0.5 1.9 2.8 2.6 -1.3 0.2 1.6 2.6

Unemployment Rate % 4.4 5.2 5.4 5.4 5.0 4.0 5.1 5.4 5.5 5.1

Wages - ave. hr. ord. time earnings (private sector) 4.8 3.8 3.5 3.8 3.2 6.6 4.0 3.5 3.2 3.2

Productivity (ann av %) -0.6 0.1 1.3 0.7 0.1 -0.7 0.1 1.2 1.0 0.1

Unit Labour Costs (ann av %) 6.6 4.4 2.4 2.4 3.1 7.1 4.7 2.9 2.0 3.1

House Prices (stratified, mth) 2.7 -0.7 0.2 -2.4 3.2 0.7 -0.8 -0.3 -1.8 2.0

External Balance

Current Account - $bn -23.3 -19.0 -13.7 -22.3 -17.4 -24.8 -20.9 -13.5 -20.6 -19.4

Current Account - % of GDP -5.6 -4.4 -3.0 -4.7 -3.5 -6.0 -4.9 -3.0 -4.4 -3.9

Government Accounts - June Yr, % of GDP

OBEGAL ex ACC (core op. balance) (Treasury forecasts) -2.1 -2.1 -1.9 -1.4 -0.2

Net Core Crown Debt (ex NZS) (Treasury forecasts) 41.7 41.8 40.9 43.7 43.9

Bond Programme - $bn (Treasury forecasts) 39.3 42.6 35.0 30.0 28.0

Bond Programme - % of GDP 9.4 9.9 7.8 6.3 5.6

Financial Variables (1)

NZD/USD 0.61 0.57 0.58 0.58 0.60 0.62 0.57 0.58 0.58 0.59

USD/JPY 150 149 159 153 148 144 154 156 155 149

EUR/USD 1.09 1.08 1.16 1.15 1.14 1.09 1.05 1.17 1.15 1.15

NZD/AUD 0.93 0.91 0.83 0.82 0.88 0.93 0.91 0.87 0.81 0.88

NZD/GBP 0.48 0.44 0.44 0.44 0.46 0.49 0.45 0.43 0.43 0.45

NZD/EUR 0.56 0.53 0.51 0.50 0.53 0.57 0.55 0.49 0.50 0.51

NZD/YEN 91.1 85.4 92.8 88.0 88.8 89.5 88.4 90.3 89.1 87.9

TWI 71.2 67.9 66.8 64.8 68.0 72.0 68.5 66.8 64.8 66.9

Overnight Cash Rate (end qtr) 5.50 3.75 2.25 3.50 3.75 5.50 4.25 2.25 3.00 3.75

90-day Bank Bill Rate 5.64 3.60 2.50 3.90 3.85 5.63 4.26 2.49 3.50 4.00

5-year Govt Bond 4.60 4.00 4.10 4.30 4.10 4.50 3.90 3.90 4.35 4.15

10-year Govt Bond 4.60 4.50 4.65 4.90 4.85 4.65 4.45 4.50 4.95 4.90

2-year Swap 4.91 3.35 3.32 3.95 3.75 4.93 3.53 2.98 3.95 3.80

5-year Swap 4.40 3.65 3.87 4.20 4.05 4.43 3.63 3.61 4.20 4.10

US 10-year Bonds 4.20 4.25 4.25 4.80 4.60 4.00 4.40 4.15 4.90 4.65

NZ-US 10-year Spread 0.40 0.25 0.40 0.10 0.25 0.65 0.05 0.35 0.05 0.25

(1) Average for the last month in the quarter

Source: Statistics NZ, BNZ, RBNZ, NZ Treasury

Actuals

March Years December Years

Forecasts Actuals Forecasts
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