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Outlook for Borrowers: Post May MPS  

• The RBNZ reduced the OCR by 25bp to 3.25% at the May 
MPS which was expected by economists and fully 
discounted by market pricing.  

• The decision was reached by 5-1 majority. The dissenter 
preferred to leave the OCR unchanged. A 50bp rate cut 
was not discussed.  

• Although the RBNZ’s modelled OCR track was revised 
lower, there was no explicit guidance for further easing.  

• We maintain our forecast for a 25bp rate cut in July and 
August, taking the Cash Rate to a 2.75% base.  

• We have a modest downside bias for fixed rates, but the 
bulk of the decline has likely occurred as the RBNZ easing 
cycle enters the final stage.  

RBNZ Monetary Policy Statement  

The Reserve Bank of New Zealand (RBNZ) reduced the 
Official Cash Rate (OCR) by 25bp to 3.25% at the Monetary 
Policy Statement (MPS) on Wednesday. The rate cut was 
expected by economists and fully discounted by overnight 
index swap (OIS) market pricing. The decision was reached 
by a 5-1 majority. The dissenting Committee member 
preferred to leave the OCR unchanged at 3.50%. There was 
no discussion of a 50bp cut.  

The statement accompanying the decision noted the 
recent increase in headline inflation, but also that core 
inflation is declining due to spare capacity in the economy, 
which is consistent with inflation returning to the 2% 
target over medium term. The Bank highlighted risks 
around the economic outlook are heightened given the 
uncertainty created by protectionist trade policies.  

On balance, the Committee expects the increase in global 
tariffs to reduce inflation pressures in the NZ economy and 
weigh on the economic recovery. The Bank has 
downgraded its growth forecasts while headline CPI still 
peaks at 2.7% in the September quarter. As a reflection of 
the uncertain backdrop, the RBNZ presented two 
alternative scenarios for the domestic economy.  

The Bank’s modelled OCR track was revised lower 
compared with the February MPS. The projected low point 
is 2.85% at the beginning of 2026, compared with 3.10% 
previously. Despite this revision, there was no explicit 
forward guidance for further easing. The Committee 
outlined that policy settings are well placed to respond to 

both domestic and international developments to maintain 
price stability over the medium term.    

Expected OCR path 

 

Economic overview 

NZ economic growth is expected to gradually recover 
through this year, as the lagged effect of lower interest rates 
and stronger net exports support activity. The increase in US 
tariff rates, although lower than initially proposed, have led 
to increased uncertainty and will weigh on global growth, 
which is expected to constrain NZ economic activity. We 
forecast the economy will expand 0.4% in the March quarter 
and 2% in 2025, a subdued recovery after the period of 
stagnation in the preceding two years.  

Gradual recovery expected 
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Higher frequency domestic activity indicators are showing 
signs of weakness, and consumer confidence will need to 
recover from current depressed levels, to be consistent with 
trend-like economic activity. The unemployment rate 
reached 5.1% in the March quarter, indicating there is now a 
significant degree of slack in the labour market. We forecast 
unemployment will peak at 5.3% in the second half of the 
year, and other measures like the fall in participation and 
hours worked, point towards underlying weakness.  

Rebound in the composite PMI faltering 

 

Headline CPI, which was released after the April Policy 
Review, increased to a 2.5% annual rate in Q1, up from 
2.2% in Q4. The lift was driven by tradeables prices rising 
to 0.3% from -1.1%. Non-tradeable inflation declined to 
4.0% from 4.5% in Q4. This is consistent with domestic 
inflationary pressures easing, given the large and 
persistent negative output gap. Wage growth has declined 
more quickly than anticipated and should constrain 
inflation pressures. 

We forecast annual headline CPI to reach a near term peak 
of 2.8% in both Q2 and Q3, before declining towards the 
midpoint of the target range over the medium term. If 
inflation expectations remain contained, during what is 
expected to be a transitory lift in headline CPI towards the 
top end of the target range, this shouldn’t be an 
impediment to a further easing of monetary policy to 
support the economic recovery.  

Headline inflation forecast near top of band in Q2 and Q3  

 

OCR forecast 

Market pricing above our 2.75% forecast for terminal OCR 

 

Our forecast for the OCR is unchanged. We expect the 
RBNZ will cut by 25bp in July and August, taking the Cash 
Rate to a 2.75% base. The OIS market is pricing around 
10bp of easing in July and a terminal Cash Rate near 2.95%. 
The macro backdrop suggests there are downside risks to 
terminal pricing, but from a broader perspective, the 
easing cycle is likely entering the final stages. 

Monthly activity and employment data, inflation partials 
for May, March quarter GDP and the Quarterly Survey of 
Business Opinion are the key releases ahead of the July 
Policy Review. In addition, global developments will be 
impactful for the outlook. Q2 CPI (21 July) and labour 
market data (6 August) won’t be available until after the 
July meeting.  

Short-Dated Wholesale Fixed Rates (1-3 yr)  

Modest lower bias for front end rates 

 

After declining to a fresh cycle low towards 3.0% in April, NZ 
2-year wholesale fixed rates have consolidated in a lower 
trading range. The partial de-escalation in trade tensions had 
a relatively limited impact on the front end of the NZ curve, 
which has been anchored by the expectation for further 
easing by the RBNZ.  

We have a bias for lower front end fixed rates, but any move 
is expected to be modest in the context of the large fall in 
2024, when the RBNZ pivoted towards easing. 2-year fixed 
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rates have traded towards 3.25% in the aftermath of the 
RBNZ MPS, and a return to levels near the 3% cycle low, 
would represent an opportunity to top up hedging.  

Long-Dated Wholesale Fixed Rates (5-10 yr) 

5-year NZD fixed rates rangebound 

 

5-year NZD fixed rates traded to a fresh cycle low, near 
3.40% at the beginning of May, but have since rebounded 
back to the midpoint of the broad 3.40% – 3.80% trading 
range. There has been continued pressure for the curve to 
steepen. Shorter maturities have been anchored by RBNZ 
policy while longer dated NZ rates have a greater 
sensitivity to international markets.  

Growth expectations slump 

 

The global economy is facing headwinds from increased 
trade barriers and uncertainty about US economic policy. 
Although negotiations are ongoing and some of the worst-
case scenarios have been avoided, the trade and related 
uncertainty shocks are likely to weigh on global economic 
activity while the impact on inflation is more nuanced. 
Consensus economic growth forecasts have been revised 
lower for all of NZ’s major trading partners.  

Consensus inflation forecasts haven’t been as impacted by 
the macro developments for most economies. The 
exception is the US where inflation is expected to increase 
in the short term as higher tariffs are passed through to 
consumers. Outside of the US, weaker growth is expected 

to dampen inflation pressures, though disruptions to 
global supply chains, could increase prices for some goods.    

Estimates of the term premium – the compensation 
required by investors to take exposure to longer maturity 
interest rates – has moved higher both in NZ and in other 
markets. This reflects concerns about fiscal deficits and 
elevated issuance of government bonds, the impact of 
quantitative tightening as central banks reduce their bond 
holdings and an uncertain macro backdrop. The higher 
term premium is likely to maintain a curve steepening bias.  

Estimate for 10Y US treasury term premium increasing 

 

Markets have partially unwound the easing priced for 
major central banks at the peak of the trade tensions. 
However, most have retained an easing bias given the 
weaker growth and general progress on disinflation. The 
Federal Reserve, European Central Bank, Bank of England 
and Reserve Bank of Australia are all expected to ease 
further in 2025. Lower policy rates should limit the scope 
for further increases in longer end yields.   

Global central banks maintain easing bias 

 

We think NZ 5-year fixed rates are likely to remain range 
bound for now and borrowers should target levels towards 
the April lows to top up hedging. It would likely take a 
more material slowdown in global growth, prompting 
global central banks, including the RBNZ taking policy rates 
below neutral, for NZ 5-year rates to trade towards 3.0%.   
 
stuart_ritson@bnz.co.nz  

3.00

3.50

4.00

4.50

5.00

5.50

May 23 Aug 23 Nov 23 Feb 24 May 24 Aug 24 Nov 24 Feb 25 May 25

%
5-year wholesale fixed rate 

5-year wholesale fixed rate

Source: BNZ, Bloomberg

-2.00

-1.50

-1.00

-0.50

0.00

0.50

1.00

NZ AU US EU CH

(%)

3-month consensus forecast revisions*

Growth CPI

Source: Bloomberg, BNZ           * sum of changes for 2025 & 2026 consensus forecasts 

-150

-100

-50

0

50

100

May-15 May-17 May-19 May-21 May-23 May-25

bp

ACM* 10Y treasury term premium

Source: NY Federal  Reserve, Bloomberg                 *Adrian, Crump & Moench term premium estimate

0.0

1.0

2.0

3.0

4.0

5.0

6.0

Fed ECB BOE RBA

%

Market implied central bank policy  rates

Peak Current Dec-25 Dec-26

Source: Bloomberg, BNZ

mailto:doug_steel@bnz.co.nz


 

Interest Rate Research  

 

www.bnz.co.nz/research 

29 May 2025 

Page 4     

Contact Details 

BNZ Research 

Stephen Toplis 
Head of Research 

 

Doug Steel  
Senior Economist  

 

Matt Brunt  
Economist 

Jason Wong 
Senior Markets Strategist 

 

Stuart Ritson  
Senior Interest Rate Strategist 

 

 

Mike Jones 
BNZ Chief Economist  
 

    

 
Main Offices 

Wellington  
Level 2, BNZ Place 
1 Whitmore St 
Private Bag 39806 
Wellington Mail Centre 
Lower Hutt 5045 
New Zealand 
Toll Free: 0800 283 269 

Auckland  
80 Queen Street 
Private Bag 92208  
Auckland 1142 
New Zealand 
Toll Free: 0800 283 269 

Christchurch  
111 Cashel Street 
Christchurch 8011 
New Zealand 
Toll Free: 0800 854 854 

 

 

 

 

 

 

 

 

This document has been produced by Bank of New Zealand (BNZ).  BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand. 

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources 
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will 
be, directly or indirectly, related to any specific recommendations or views expressed.  

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and 
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function.  The Research analyst might have received help from 
the issuer subject in the research report. 

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your 
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering 
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.   

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. 

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice, 
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication. 

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any 
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein. 

 


