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MONETARY POLICY REVIEW — JULY 2026

“The MPC today reached consensus to increase the OCR by 25bps to 2.50%.”

Noting that ..

“With inflation still above target and economic activity expected to
strengthen, some further reduction in monetary stimulus is likely to
be required.”

The RBNZ explicitly warned that ...

“Expectations for policy rates have also declined relative to
our key trading partners, most notably the US, contributing
to a depreciation in the trade-weighted NZD exchange rate. If
sustained, a lower exchange rate could also add to medium-term
inflation pressures.” This implies the tightening cycle is not over,
and that a 2.50% OCR is not the terminal peak. Ultimately, we
should prepare for further interest rate increases.

There is some hope in that ...

“The Committee noted that annual headline inflation is expected
to have peaked at 3.9% in the June 2026 quarter, before declining
to 3.3% in the September 2026 quarter, on its way back to the
2.0% target mid-point in mid-2027.” This suggests inflation has
already peaked, and that the worst of the Middle East energy
shock is expected to be brief.

While the RBNZ noted that New Zealand's

economic recovery ...

“Lost momentum in the June quarter as the oil shock weighed on
economic activity,” the central bank views this as a temporary
blip rather than a structural recession, explicitly projecting a
0.6% growth rebound in the September quarter via its ‘Kiwi-
GDP’ nowcasting model.

Ultimately ...

“The Committee agreed that it was appropriate to start reducing
the degree of monetary stimulus to ensure that inflation returns
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to target over the medium term.” It should be noted that it was a
consensus decision to raise by 25bps today.

Comment:

As the Governor explained upon her appointment, she has
one job to do ... and that is to get inflation to the mid-point of
the RBNZ’s 1.0%-3.0% range, and despite the recent decline
in near-term energy prices, the Governor, and the Committee
unanimously voted to lift the OCR to 2.50%.

The RBNZ was also explicitly hawkish in its forward guidance
adding that, “some further reduction in monetary stimulus is likely
to be required.”

Market Implications:

Within the statement, the RBNZ delivered an explicit warning
to currency markets, acknowledging that a highly hawkish
Federal Reserve has driven NZD depreciation, which
subsequently risks importing inflation. While this structural
dynamic forces the RBNZ to maintain an upward trajectory on
interest rates to counter imported cost shocks, local market
participants are largely at the mercy of these broader global
capital flows.

Although the statement struck a more hawkish chord than the
market anticipated, the immediate FX reaction was muted;
the NZD/USD gained a modest 10 pips post-announcement,
alongside fractional firming on the crosses.

Fixed income markets had already anticipated much of this
hawkish shift. Prior to the release, wholesale swap rates were
trading higher on a steepening curve, driven by renewed
inflationary anxieties following the resumption of hostilities in
the Middle East. The 25-basis-point hike effectively cemented
these moves, triggering an additional 3bps-5bps rally to leave
outright swap rates 5bps-10bps higher on the day.
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