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Outlook for Borrowers: Post May MPS

e The RBNZ left the OCR unchanged at 2.25% in a finely July and around 75bp cumulatively by December, broadly
balanced decision, with three committee members consistent with the RBNZ’s modelled OCR track.
voting for a 25bp hike.
e Although the committee differed on timing, there was
clear consensus on the need for higher rates to prevent .
RBNZ OCR expectations

an increase in medium-term inflation. -

e The RBNZ’'s modelled OCR track points to a more front- 6.0 —OCR

loaded tightening cycle. 55 Market pricing
e We have brought forward our first 25bp hike to July, 50 N2 forecast

while leaving the projected peak in the OCR at 4.0%. 45 = — RENZ OCR Path - May MPS (arly average)
e A much higher OCR trajectory is already well 40

discounted by the market. a5
e While the bulk of the repricing is behind us, somewhat S N o gl
higher NZ fixed rates are likely in coming months.
e Borrowers should use dips towards the bottom of the
post-conflict range to add to 2- and 5-year hedging. 2>0Jan-24 Jul24  Jan25  Jul25  Jan-26  Jul26  Jan27  Jul27  Jan-28

Source: BNZ, Bloomberg
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RBNZ Monetary Policy Statement

Economic overview
The Reserve Bank of New Zealand (RBNZ) left the Official

Cash Rate (OCR) unchanged at 2.25% at Wednesday’s The economy faces headwinds from geopolitical tensions in
Monetary Policy Statement (MPS). While this outcome was the Middle East, and high-frequency indicators continue to
widely expected by economists and broadly reflected in point to weak activity. We have downgraded our calendar-
market pricing, the decision was finely balanced. The three year GDP forecast to 1.7% y/y from 2.3% pre-conflict. The
external members of the six-member committee voted for GDP-weighted PMI rebounded in April but remained

a 25bp hike, with Governor Breman casting the deciding subdued at 48.6, consistent with soft growth through the
vote. The Bank also noted that “the OCR will most likely middle of the year. The services PMI employment subindex
need to increase sooner and by more than envisaged in has now been below 50 for 29 consecutive months,

the February Monetary Policy Statement.” reinforcing the weak hiring intentions signalled by the

Quarterly Survey of Business Opinion (QSBO) and pointing to

Although the committee differed on timing, there was a further softening in the labour market.

clear consensus on the need for higher rates to prevent

!ncre:.ased near-terr? costs from feeding into medlu.m-te.rm Subdued growth forecast through the middle of the year
inflation. The RBNZ's updated modelled OCR track implies

a high probability of hikes in both July and September, Gross domestic product

bringing forward the tightening cycle relative to the (afa %)

February MPS. It also suggested that most of the .

tightening will be delivered this year, though the endpoint 40 ‘ Foast
lifted to 3.28% from 3.00% previously. ”0 I

Although the split vote was more hawkish than expected, 0.0 Il—ll—lll 'Il —II- I—'-.Iflll-l—"

the updated OCR track broadly aligns with market pricing
for this year. We have brought forward our forecast for the
first hike to July, from September previously, and expect a 4.0

steady sequence of 25bp increases at each meeting, taking 0

the OCR to a peak of 4.0% by mid-next year. The overnight 18 19 20 21 22 23 2 25 26
index swap market is pricing around 20bp of tightening for Quarery

-2.0

m Actual and BNZ forecast

Source: BNZ Statistics New Zealand

www.bnz.co.nz/research Page 1



Interest Rate Research

28 May 2026

Consumer confidence has fallen towards pandemic-era lows.
Elevated inflation, particularly for essential items within the
CPI basket, is weighing on sentiment. The prolonged
stagnation in residential property prices has limited gains in
household wealth and dampened consumption alongside a
tightening in financial conditions. A weaker labour market is
adding to the pressure. We now expect the unemployment
rate to peak at 5.7% by year-end, up from 5.3% in Q1, which
is likely to further restrain wage growth.

Headline inflation, which has sat at the top of the RBNZ's
1-3% target band for several quarters, is likely to spike
higher in Q2 due to the energy shock. We expect quarterly
CPI to rise 1.4%, lifting annual inflation to 4.0% y/y.
Although Q2 is likely to mark the peak, headline inflation is
expected to remain above 3.0% for the rest of the year.
Measures of core inflation eased to 2.3% in Q1 though are
likely to rise, while medium- and longer-term inflation
expectations in the RBNZ's Survey of Expectations
remained near to the midpoint of the target band.

Headline CPI consistently near top of target band

Headline and core inflation
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The RBNZ's updated economic projections in the MPS
provide the baseline against which incoming data will be
assessed ahead of the 8 July Monetary Policy Review
(MPR). Q1 GDP is due in mid-June, although monthly PMls
will provide more timely signals on activity. The partial
inflation release for May, covering around half the CPI
basket, will also be closely watched. Key releases such as
the next QSBO and Q2 CPI will not be available until after
the July MPR.

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

Two-year wholesale fixed rates have retraced from the cycle
high near 3.70% reached earlier in May. Softer domestic
activity data, together with partial inflation readings pointing
to a lower Q2 CPI peak, have contributed to the move lower.
Lower oil prices since mid-May have also helped. Since the
conflict began, 2-year rates have broadly traded in a 3.35%
to 3.70% range. The RBNZ's clear tightening bias should limit
the extent to which short rates can fall from current levels.

While 2-year rates are likely to remain within this higher
trading range, we do not expect an extended move to the
topside. Much of the RBNZ tightening cycle is already priced,
with the market discounting around 150bp of hikes by the
end of next year and an OCR near 3.65%. That is above the
RBNZ’s modelled path released alongside the MPS. In
addition, balance sheet flows linked to hedging fixed-rate
mortgages, which put upward pressure on front-end rates
late last year, have moderated.

2-year trading range has moved higher

2-year wholesale fixed rate
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Borrowers should use dips to add to hedging. The bottom
of the post-conflict range near 3.40% — around 10bp below
current levels —would be an attractive target. While
elevated day-to-day volatility may create tactical
opportunities, a sustained decline in front-end rates
appears unlikely. This would require the market to price a
lower peak OCR alongside downgrades to the growth and
inflation outlook.

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

Long end rates to remain above pre-conflict levels

Longer-term wholesale fixed rates
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The rise in 5- and 10-year wholesale fixed rates since the
conflict began has been less pronounced than at the short
end, resulting in a flatter yield curve. We think 5-year rates
have shifted into a higher 3.80% to 4.20% trading range,
consistent with the move higher in early March. Dips
towards the April low near 3.80% would present an
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opportunity to top up hedging. While lower levels may be
available at times, we retain a modest upward bias for
longer-dated rates and expect 5-year rates to spend
sustained periods above 4.0%.

Market pricing indicates that major central banks,
including the Fed, ECB and BoJ, are likely to either remain
on hold or tighten policy in 2026, limiting the scope for a
material decline in global yields, which influence longer-
dated NZ rates. Although consensus global growth
forecasts have been revised down since earlier in the year,
the changes have not been large. By contrast, the rise in
inflation forecasts has been more material and is expected
to drive a synchronised mini-tightening cycle across major
central banks.

Market pricing indicates a tightening bias for global CBs

Market implied central bank policy rates
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The key global benchmark, the 10-year US Treasury,
recently traded above 4.50%, its highest level since early
2025. Although yields have since retraced, we do not
expect a return to pre-conflict levels anytime soon. Qil
prices are likely to take time to fall sustainably below
USS80 per barrel, even if a peace deal further de-escalates
geopolitical tensions. In addition, rising debt burdens and
increased sovereign issuance are likely to keep upward
pressure on term premia and longer-dated interest rates,
as many governments face political constraints on fiscal
consolidation.

NZ 2y/10y curve relatively steep

2y/10y yield curve slope
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The NZ yield curve needs to incorporate a premium to
remain attractive to non-resident investors, a key source of
marginal demand for NZ government bonds. Issuance has
been elevated since the pandemic, and there are upside
risks to government borrowing given the weaker macro
backdrop. We expect NZ Debt Management to favour a
front-loaded issuance profile in the new fiscal year,
keeping the curve relatively steep compared with other
developed markets.

Our forecasts incorporate a lift in 5- and 10-year rates
through 2026. However, much of the RBNZ tightening cycle
is already priced, and term premia are elevated, which
should limit any sustained rise from current levels. While
not our core scenario, a material fall in long-end NZ rates
would likely require a sharp slowdown in global growth
and a repricing of central bank expectations. If the market
were to price a lower OCR on domestic factors, we would
expect the yield curve to steepen, with a more muted
move for 5- to 10-year rates.

stuart_ritson@bnz.co.nz

www.bnz.co.nz/research

Page 3


mailto:doug_steel@bnz.co.nz

Interest Rate Research 28 May 2026

Contact Details

BNZ Research

Stephen Toplis Doug Steel Jason Wong Stuart Ritson
Head of Research Senior Economist Senior Markets Strategist 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

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

New Zealand
Toll Free: 0800 283 269

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.

www.bnz.co.nz/research Page 4



