First View
Kiwibank economics.

Dancing on thin ice.

*  Labour market data is out this week. We expect it to
frack sideways, with the unemployment rate at 5.3%.
The softness in the labour market will continue to hold
back wage growth, without a wage-price spiral.

= Withinput costs going up, Kiwi businesses are struggling
to operate on thin margins. Kiwi households are also
operating on thin margins. Both are sensitive to prices
going up any further.

=  The hostilities in the Middle East eased over the
weekend (but we said that last week too). The US stock
market has been sensitive to Fed decisions, and tech
sector earnings. On balance, sector earnings have put
more wind in their sails than the Fed has taken out.

We're looking forward to June quarter labour market data
out this Wednesday. We expect the unemployment rate to
remain unchanged, at 5.3%. That's slightly below the RBNZ's
forecast. But we are not out of the woods yet.

The labour market is slow to respond to hard fimes. The first
things Kiwi business owners cut are investment and hiring
infentions, maybe hours. But not jobs. Most business owners
will hold on to their staff for as long as possible. Three
months of elevated costs from fuel are wearable. Therefore,
we are not expecting a spike in unemployment in the June
quarter. Not yet.

As Kiwi businesses face higher costs, the risk is that their
margins will be eroded to the point of failure. Some are
skating on thin ice. Many businesses are trying to pass on
costs, with great resistance from customers. That leaves
shrinking margins and the need to cut costs (elsewhere).
The debate is hot on whether they will be successful. We
are on the demand destruction side of the argument. Kiwi
households have been wearing costs of their own, and
won'f react well to prices going up. Households have very
little (if anything) left over to spend at the end of each
week. This makes them more sensitive to changes in prices,
especially for non-essentials.

We expect inflation will have peaked in the June quarter,
and that the softness in both demand and the labour
market will keep a lid on wage growth. No wage growth
means no wage-price-spiral, which means no need to
panic about inflation getting out of hand.

Last week was dominated by the US Fed's decision. The
committee voted 9 to 3 for a hold, with dissenters in favour
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of a hike. The hawkish hold caused a spike in the 10-year US
Treasury bond rates, up over 4.74%. But equity markets were
not bothered. Despite immediate drops in the S&P 500,
Nasdag and Dow, all exchanges closed higher on Friday.
Apple captured the headlines with strong earnings. And
they are not alone. 84% of companies in the US tech sector
were meeting or beating earnings estimates.

The Bank of England and Bank of Japan also voted to hold
last week.

Over the weekend, negotiations between the US and Iran
have progressed. Apparently. With a “deal” seeming more
likely. Have we heard that before? Yeanh... all too often. The
price of both Brent Crude and West Texas Infermediate oil
have tracked sideways since last Wednesday. The oil price
has come down sharply from the spike two weeks earlier.
The glass remains half full, for now...

Closer fo home, we had Australia’s inflation rate print lower
for the yearin June, with the timmed mean measure
holding steady. We expect the RBA to hold their cash rate
steady in their August meeting.

And finally, we had a quiet week for data in NZ. The
housing market has been a particular focus, with house
prices fracking sideways and down. Wellington and
Auckland have held down the North Island. But the South
Island is pulling up the national average with super strong
performances in the deep south, especially Queenstown.
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Chart of the Week: American demand for meat beefing up NZ exports

A large increase in the value of beef exports to the US
coincides with a shrinking American cattle herd and a

precipitous drop in Kiwi beef exports to China.

Other factors at play include high global beef prices, up 68%
between 2020 and 2025. And a weak NZD relative to the USD

has boosted American demand for meat.

2026 is on track to be another record year for beef exports to
the US. In June 2026, 4.12% of New Zealand’s entire export

value came from beef exports to the United States.

New Zealand has had a good run of luck with its beef
exports. Strong US demand for meat picked up the slack left
by a sharp decline in beef exports to China. The fall in beef
exports to China was partly due to lower demand from
Chinese consumers, and partly because China started

importing a lot more of its beef from South America.

America's appetite for beef cannot be satisfied with
domestic production alone. A historically low supply of
American cattle means that imported beef is needed fo fill
the gap. The falling number of cows in the US is driven by
rising farm costs, environmental conditions, consolidation in

the industry and international competition.

A screwworm parasite in Mexico led the US to suspend
imports of live cattle from Mexico in May 2025. Mexican
cattle accounted for over half of US cattle imports between
2020 and 2024. With Mexican cattle temporarily removed
from the US supply chain, it had a negative impact on the US

cattle herd size.

New Zealand beef exporters have benefitted from a soft Kiwi
dollar, relative to the USD. This has effectively made New
Zealand beef a little cheaper. New Zealand beef also fills a
key gap in the US market. Much of America’s demand for
beef comes from burger patties and sausages. Pasture-
raised lean beef is a key ingredient in those products, with

New Zealand being a major producer of it.

NZ Beef Exports
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High global beef prices also helped boost our export
performance. Stafs NZ's measure of exports is called FOB,
which stands for "free on board." FOB represents the current
market value of goods in the country of origin including all
costs necessary to get them onboard the vessel or aircraft on
which they are exported. A 68% increase in global beef prices
between 2020 and 2025 would have fed into a higher FOB for

New Zealand beef exports.

The risk for New Zealand is that the US supply shock is
temporary. US cattle herd numbers may pick up again in time
due to the recent announcement that the US is removing the
ban on cattle imports from Mexico. This may offset some of the
gap left in the American market which New Zealand beef

exports filled.

Even so, the size of the US cattle herd is exhibiting a downward
trend that more closely resembles a structural decline rather
than a temporary shock. So although the stellar beef exports of
June 2026 may be in the rear-view mirror soon enough, New
Zealand is sfill likely to play a significant role in supplying meat-

loving US consumers with beef.

For Kiwi consumers, record beef exports to the US comes at a
time where the price of mince and steak here at home is
painfully high. Beef prices are up 45% between the beginning
of 2020 and June 2026 in New Zealand. For as long as Kiwi
households are competing with meat-loving Americans for
New Zealand beef, barbeques will increasingly become a

luxury.
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“You're off mutel!”

Markets, Mystics, & Mayhem
Ep 82: Rainy day savings & price growth ravings

The latest inflation data revealed some big, scary numbers. Inflation
is running at 4.1%, the highest since 2023. Electricity, meat, and of
course fuel prices were up sharply. However, domestic inflation
finally eased, and the core measures of inflation that strip away
volatile energy and food prices are a lot less frightening.

Kiwi households continue to uphold good savings habits. Although
the ever soaring cost of living continues to be the biggest barrier to

household savings. RAINY DAY SAVINGS &

Geopolitical uncertainty rages on and oil prices bounce around. In
a sea of uncertainty one thing is certain, though, and that's Jarrod's
plans to convert his home into a cattle farm.
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The comments below were provided by Kiwibank traders. Trader comments may not reflect the view of the research team.

In Markets — Confidence
rebounds and Employment
data to look forward to

Last week was a busy one for data, central bank
commentary, and geopolifics. NZ rates finished the week
lower, with the implied path seeing movement particularly
in H1 2027. The 2-year IRS closed at 3.68% (-13bps w/w), the
5-year at 4.03% (-12bps), and the 10-year at 4.38% (-12bps).
Meanwhile, the year-end implied cash rate was a couple
of basis points lower at 3.08%, while the June 2027 meeting
was around 11bps lower at 3.50%.

Monday saw rates open lower. A reported pause in Middle
East hostilities lent support to US rates, while oil was marked
sharply lower. A comment in the regular Treasury economic
summary on the prior week's CPI, noting that spillovers to
other prices appeared limited, was also seen as supporting
the fone as the market sought fo recoup some of the prior
Friday's rate rout. Both the NZ and Australian implied cash
rate curves shaved a few basis points from their priced
paths. The Australian one-year-out rate fell by around 8bps,
while ours was only a couple of points lower, although more
movement was seen in Q1 2027 pricing. The key near-term
local focus remained an upcoming speech by the RBA
Governor on Tuesday and Australian CPl on Wednesday,
with NZ business and consumer confidence measures not
due until later in the week.

The RBA Governor maintained a hawkish line, noting that
while core CPl had evolved broadly as expected, it
remained foo high. She added that it was still unclear
whether rates had been hiked sufficiently to return inflation
fo target, although she also noted that the full effects of
earlier hikes would take time to pass through. The Q&A
touched on the fact that CPl had been outside the target
band for some time and that this added pressure to restore
it, while acknowledging that conditions were already
somewhat restrictive. Interestingly, when discussing
employment, she noted that sustainable employment
requires low and stable inflation, as these are the conditions
in which businesses can go about their business.
Nevertheless, the rates market took the speech as a reason
to buy, with parficipants noting that while the speech
sounded hawkish, it did not provide a firm indication of
further hikes.

Wednesday brought the Australian CPI release. Ahead of
that, it was reported that a local politician was seeking to
reinstate the RBNZ's dual inflation-employment mandate.
This was notable given the RBA Governor's comments on
employment and the current RBNZ remit, which charges
the Committee to "have regard" to such matters. CPI
printed lower than expected, with headline inflation at

+0.6% q/q and +3.8% y/y. The timmed mean also came in
below expectations at +0.8% versus +0.9% expected. This
provided another reason to buy rates, with the Australian
curve moving around 10bps lower in the 2-3 year and
around ébps lower in the 10-year sector. The move spilled
over into our market, with the front end rallying by around
5bps. The AUD also weakened in response, with the
NZD/AUD cross moving higher. Implied cash rate paths
shifted lower, with Australia's terminal rate now marked
around 4.48%, down from 4.70% just a few days earlier
indicating around a 50% chance of one further tightening,
down from more than one full hike previously priced. Our
curve also pulled around 11bps of implied tightening from
the path, with the June 2027 meeting marked around
3.49%.

Thursday saw the FOMC leave rates unchanged in a 9-3
vote. The accompanying statement summarised the
current environment, noting that price pressures remained
elevated in some sectors, not just energy, and that supply
shocks continued to play a role. There was little in the way
of forward-guidance. While no change had been the
consensus expectation, the decision prompted a rapid
steepening of the curve, with front-end yields lower and
back-end yields higher. Fed Chair Warsh noted that the
reduction in forward guidance would require a period of
adjustment and that the central bank need not be the
centre of attention. His view appeared to be that markets
should be allowed fo respond more directly and promptly
to incoming data, which he framed as a positive
development. US rates pivoted around the five-year sector,
with 2-year Treasury yields falling around 5.5bps while 10-
year yields rose by a similar amount. Short-end pricing also
frimmed the probability of year-end tightening fo around
80%.

Locally, Thursday and Friday brought business and
consumer confidence releases with improvements in both.
The business activity indicator rose to 49.3 from 36.9,
including a lift in construction sector confidence. Consumer
confidence increased to 99.3 from 91.3. Of greater inferest
to the RBNZ were the relatively steady inflation expectation
measures. The business survey showed one-year-ahead
inflation expectations falling fo 3.14% from 3.36%, while
consumer inflation expectations remained elevated. These
outcomes likely provided support for a measured RBNZ
approach to further tightening.

Looking ahead, this week's employment data will be a key
focus, particularly given recent discussion in some circles
around reintroducing a dual-mandate-style framework. The
prevailing view is likely that employment would need to
come in materially stronger than expected to trigger a
meaningful reassessment of the implied tightening path.
Conversely, an in-line or slightly weaker result would
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probably support a move back foward a base-case
scenario of two further tightenings by year-end. With the
front end of the curve currently trading above that
scenario, similar frade themes to those highlighted last
week may remain relevant. For instance, frades that benefit
from the passage of time and curve roll-down could
continue to attract receiving interest in the 1-2 year sector,
orin the 1yly forward, which has previously found a
reasonably solid cap around 4.20%. Likewise, spread
structures that benefit from roll-down while providing some
insulation from outright directional moves, whether spot or
forward-starting, may continue to atfract interest. As noted
previously, however, these ideas rely on an orderly
employment print and a degree of market normality,
meaning the atftractiveness of such frades will need to be
reassessed as incoming data unfolds. Graham Huges -
Trader, Financial Markets

In FX - Central banks and
likely intervention were the
focus:

The past week was dominated by centfral bank decisions,
with currency intervention providing a dramatic finish.
Market participants were focused on the Fed's FOMC
decision, where rates were left on hold as expected.
However, markets were disappointed by the forward
guidance, questioning Fed Chair Kevin Warsh's resolve to
contain inflation. With markets largely in a holding pattern
at the start of the week, albeit with some DXY strength
ahead of the Fed decision, most of the action in currency
markets was compressed into the latter half of the week.
The Kiwi opened near 0.5820 and inifially drifted lower to
0.5765. New Zealand's GDP print provided a modest boost,
but the real catalyst came following the Fed decision and
subsequent Yen intervention.

The FOMC decision carried a hawkish tone on the surface,
given the split vote and three dissenters favouring a rate
hike. However, subsequent commentary cast doubt on
Warsh's willingness to follow through. While he stated that
the Committee would act quickly if inflation pressures
accelerated, markets generally viewed his remarks as
lacking conviction. This prompted an initial pullback in the
USD. That move was then amplified by what appeared to
be a coordinated intervention by US and Japanese
authorities in USD/JPY, sending the USD lower and lifting the
Kiwi to a weekly high of 0.5879.

The NZD/AUD cross broadly appreciated last week
following the softer-than-expected Australian CPI print.
After opening the week at 0.8275, widening rate
differentials supported the cross, which moved sharply
higher to close at 0.8373. Upside momentum remains infact
for NZD/AUD heading into this week.

FIRST VIEW | MONDAY 3 AUGUST, 2026
A

Looking ahead, the key domestic event is New Zealand's
Q2 labour market data. Offshore, attention will focus on the
US ISM manufacturing and services PMIs, followed by the
latest non-farm payrolls report at week's end. Markets will
also remain alert to the prospect of further Yen intervention.
The Kiwi appears to be at something of a crossroads.
Continued evidence of economic recovery should
underpin NZD strength over the medium term. However, the
week may begin with a modest correction, given the
outsized moves seen in USD/JPY last week. Mieneke
Perniskie — Senior Dealer, Financial Markets.
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The Week's Key Events

*  This week we have domestic labour market data for the June quarter of 2026 out on Wednesday. That is all to
focus on domestically.

e Across the ditch, Australia has job adds and household spending data, as well as goods frade balances to look
forward to.

e The US has a slew of data including Trade Balance, Manufacturing and Services PMI as well as non-farm
payrolls. They close the week out with some inflation expectations and Fed speak on Friday.
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