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▪ The Reserve Bank hiked the official cash rate from 2.5% 

to 2.75%. We disagree with the move. We would have 

preferred them to hold. But we are happy that they 

are looking at the future through a more dovish lens.  

▪ New Zealand’s exports continue to perform well due to 

strong global demand for meat and dairy. This strength 

was offset by the sky-high fuel import prices which sent 

New Zealand’s terms of trade plummeting by 9%.  

▪ The construction industry is finally showing signs of life. 

The June 2026 quarter had the strongest growth in 

building work put in place since September 2022 and 

follows nine quarters of year-on-year decline.  

 

Last week’s Reserve Bank decision left us feeling positive, 

despite the hike. The increase to the official cash rate 

(OCR) from 2.5% to 2.75% was expected. We were itching 

to see what the future track would look like.  

The OCR track is little changed from May. However, the 

likelihood of an October hike is lower than it was in May. 

This was affirmed in the Governor’s commentary conveying 

a preference for waiting and seeing. We like that.  

Yes, the end point is the same at 3.28%. And no, the 

possibility of an October hike is not completely off the 

table. But the preference for waiting to assess the impact of 

the 50 basis points of hikes in July and September, is wise. 

The RBNZ’s hope is that a gradual removal of monetary 

stimulus will return inflation to the target band, without 

plunging the economy into an even deeper downturn. In 

particular, the Committee noted that the economic 

recovery has been concentrated in certain regions. 

Especially those that export a lot of dairy, meat, and 

tourism. See our recently released regional note for 

Kiwibank’s analysis on this topic.  

A full economic recovery can’t be driven by exports alone. 

Consumer spending makes up almost half of GDP. The 

Reserve Bank is optimistic that Kiwi shoppers will loosen their 

wallets, and both strengthen and broaden the economic 

recovery.  

June quarter trade data revealed that the price of our 

exports relative to our imports, fell by 9%. This reflects a 

significant jump in import prices driven by a 79% increase in 

the cost of fuel imports. Strong export prices (especially 

meat and dairy) softened some of the blow. The data 

shows that Kiwi have responded by buying less fuel. While 

the value of fuel imports increased by 63%, fuel import 

volumes were down 9% over the quarter. 

The construction industry turned a new leaf. Building work 

put in place rose by 4.8% over the June quarter (seasonally 

adjusted) and 5.2% over the year to June (actual). 

Residential construction was particularly strong, which is the 

best indicator of construction industry performance. The 

quarterly print is the strongest since September 2022. The 

annual print is the strongest since June 2023. However, this 

does follow nine consecutive quarters that had negative 

annual growth. We’d like to see this trend continue for a 

few quarters yet before we put on our party (hard) hats. 

Bond yields internationally are on the up-trend. US 10-year 

Treasury yields have moved close to 4.8%, while 30-year 

yields have risen over 5.2%, the highest levels since the early 

2000s. Japan's 10-year government bond yield has moved 

above 3%, a level not seen in the last three decades. And 

the story repeats for the German Bund and UK gilt yields, 

which have also risen to multi-year highs. Investors are 

demanding higher compensation to lend money to 

governments for long periods. The larger "term premium" is 

because investors are seeking compensation for inflation 

uncertainty, fiscal risks, and long-duration exposure. There is 

also a seismic shift in the demand for longer-term yields, as 

employer guaranteed pension funds go out of fashion 

around the world. This has led to a recent shift in pension 

investing away from fixed-income securities and towards 

riskier and less liquid assets. 

Moving on up. Interest rates, construction, and bonds. 

https://www.kiwibank.co.nz/business-banking/thrive-hq/kiwi-economics/commentary-insights/great-southern-land-the-further-you-go-south-the-better-it-gets/
https://www.kiwibank.co.nz/business-banking/thrive-hq/kiwi-economics/commentary-insights/great-southern-land-the-further-you-go-south-the-better-it-gets/
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Chart of the Week: Coffee beans and chocolate bars 

 

The chart of the week tells a bitter-sweet story. After soaring 

to almost US$13,000 per tonne in late 2024, cocoa prices 

collapsed more than 75%. Now they’re creeping back up 

again. 

At first glance, it looks like another commodity boom-and-

bust cycle. But cocoa's wild ride highlights how vulnerable 

global supply chains remain to weather and disease. And, 

unsurprisingly, cocoa isn't alone… 

Coffee markets are wrestling with many of the same forces.  

In both markets, current supply conditions have improved. 

But commodity markets don't just price today's supply. They 

price tomorrow's risks. 

 

 

Around 60% of the world's cocoa beans come from just two 

countries: Côte d'Ivoire and Ghana. That concentration has 

left cocoa markets highly exposed to changing weather 

conditions across West Africa. Flooding, crop disease, and 

concerns about a powerful El Niño event have all 

contributed to sharp swings in production expectations over 

recent years. 

The interesting development today is that the market is 

receiving two very different signals. Current supply conditions 

look relatively comfortable. Production from Côte d'Ivoire 

has rebounded strongly, inventories have recovered, and 

exports are running well above year-ago levels. Under 

normal circumstances, that would point to lower prices. But 

commodity markets trade the future, not the present… 

Investors are increasingly focused on the next harvest. Early 

crop assessments in West Africa suggest yields could weaken 

again, while disease pressures remain elevated. Forecasts for 

a strong El Niño are adding another layer of uncertainty, 

raising concerns that today's supply surplus may not last. 

Demand has also proven more resilient than expected. 

Although record-high cocoa prices encouraged consumers 

and manufacturers to cut back buying in 2024, lower prices 

have encouraged demand to return, particularly in North 

America and Asia. 

 

 

The coffee story is eerily similar. Brazil and Vietnam, the 

world's largest coffee producers, have recently delivered 

stronger supplies and larger exports, helping ease 

immediate concerns around availability. Yet traders remain 

nervous about what comes next.  

A strong El Niño could disrupt flowering, reduce yields, and 

create production challenges across key growing regions in 

South America and Asia. 

Cocoa inventories have recovered from critically low levels, 

while coffee production is expected to increase this season. 

But prices remain elevated relative to historical norms. 

Markets are placing a premium on uncertainty. 

It's a reminder of how concentrated many global food 

supply chains have become. When a handful of regions 

dominate production, local weather events can quickly 

become global price shocks. Whether it's cocoa trees in 

West Africa or coffee plantations in Brazil, climate conditions 

thousands of kilometres away ultimately influence the cost 

of a morning flat white or a block of Whittaker’s chocolate 

here in New Zealand.  

The result is a market caught between improving current 

supply and growing concern about future production. That's 

helping keep cocoa and coffee bean prices well above 

pre-pandemic norms and far higher than the levels seen 

before 2024. 
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“You’re off mute!”  

Markets, Mystics, & Mayhem  
Ep 87: Students are hungry… But where are the 
employers? 

The days of getting a university degree and automatically landing a 

good job are over. So what should we be doing about it? We are 

joined by AUT Senior Lecturer, Educator and Economist Lloyd 

Gutteridge, to discuss the plight of young Kiwi students and the job 

market they are landing in.  

Kiwi innovation is alive and well. One solution to New Zealand's 

economic woes could be the resurgence of innovative social 

enterprises, especially in the regions. The biggest threat to young 

people now is a loss of curiosity and drive. This places educators 

under the spotlight as they help students navigate the age of AI. 

When we talk about scarce resources, in the age of information we 

have to talk about attention. And as the proportion of neurodiverse 

kids increases, teaching has to adapt. Could a move back to pen 

and paper be part of the answer? 

 

 

Reserve Bank hikes official cash rate 

The Reserve Bank has hiked the official cash rate 25 basis points to 

2.75 percent. However, the Reserve Bank is pointing to a recovering 

economy, with unemployment expected to decline and an 

improvement in real incomes by mid next year. Kiwibank economist 

Jarrod Kerr spoke to Melissa Chan-Green. 

 

Does the RBNZ Actually Know What It’s Doing? w/ 
Jarrod Kerr | NZ Everyday Investor 

The Reserve Bank of NZ has hiked the OCR (official cash rate) twice 

off the lows and says the recovery has “most likely resumed, but 

remains uneven.” Headline inflation is 4.1% because of fuel, but if 

you take that out, you’re at 2.9% (inside the target band). The 

question is simple: can the Kiwi economy handle the hikes, or do we 

get a forced cut and a longer grind? 

  

 

https://youtu.be/nfF_S5FAOnM
https://youtu.be/nfF_S5FAOnM
https://www.rnz.co.nz/national/programmes/checkpoint/audio/2019050195/reserve-bank-hikes-official-cash-rate
https://youtu.be/mZcEPJDljNU?si=TadZNzMDXFf0uGWV
https://youtu.be/mZcEPJDljNU?si=TadZNzMDXFf0uGWV
https://youtu.be/nfF_S5FAOnM
https://www.rnz.co.nz/national/programmes/checkpoint/audio/2019050195/reserve-bank-hikes-official-cash-rate
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Financial Markets 

The comments below were provided by Kiwibank traders. Trader comments may not reflect the view of the research team. 

In Markets – RBNZ MPS the 

highlight 
It was finally the turn for local news to set the tune for our 

markets, switching places with international developments, 

with the RBNZ MPS scheduled for mid-week.  International 

developments still played a role, for instance there 

continued to be reaction to the Fed Chair’s Jackson Hole 

opening and some subsequent Fed-speak later in the week 

Australian Q2 GDP also on the same day as the MPS, a 

firming of BoJ expectations and some USDJPY moves, 

alongside the continuing events in the Gulf. Overall, the 

backdrop internationally was for firmer tightening paths 

while locally the RBNZ appeared to take a cautious 

approach. For the week, our rates curve was seen mildly 

higher, with 2-year IRS at 3.73% (+3bp week-on-week), 5-

year at 4.10% (+4bp w/w), and 10-year at 4.49% (+4bp 

w/w), while the implied OCR path was seen lower at the 

front with year-end expectations at 3.01% (-5bp) and one-

year out at about 3.49% (-1bp). 

As noted, the follow-on from the firm tone adopted by the 

Fed Chair continued to weigh a little on our market at the 

start of the week as did local business confidence data 

that beyond the headline dip noted a lift in pricing and 

inflationary expectations. RBNZ day did see continued 

pressure on yields, which started to have a one-way feel to 

them in the lead up to the announcement that was further 

topped up by a stronger Australian GDP print just a half-

hour ahead of the policy decision. OCR sensitive 1-year IRS 

having tracked to the mid-3.50%’s immediately prior having 

closed the prior day at 3.48%, while year-end implied cash 

had lifted to around 3.11%. The RBNZ lifted the OCR to 2.75 

as was priced and expected by the market, however the 

largely unchanged projected OCR track since the May 

MPS did underscore a statement that was more tentative 

than market had expected. Within the projections there 

was also an element of nuancing of timing evident, with a 

small dip versus May in the Q4 average OCR for the current 

MPS indicating a more likely December move – something 

that was reinforced by Governor Breman the following day 

at the Finance and Expenditure Committee, and further in 

an interview on Friday with comments by Assistant 

Governor and MPC member Karen Silk. We had previously 

indicated that the October-December timing may be of 

interest, especially against a firming global backdrop 

where perhaps there was the risk to near-term pricing being 

a pull-forward – something the market had been cognisant 

of with recent moves to lift October probability, however 

the statement and subsequent comments have seen the 

implied curve move to push the larger probability shifts into 

Q2 and beyond. The 1-year ahead OCR sitting near 

unchanged on the week at or around 3.50%. Against the 

MPS projections, Q3 and Q4 2026 would appear in-line, with 

market implied at 2.55% and 2.85% against projections of 

2.55% and 2.81%, while the gap starts to widen out into Q2 

and Q3 2027 with market at 3.34% and 3.47% against 3.07% 

and 3.12%.  

As noted, international developments still played a role last 

week, with the Australian GDP released just prior to the MPS 

printing firmer than expectation at +0.4% Q2 and +2.1% y/y. 

Response in their market was to further increase priced 

probability of additional RBA moves, with their curve 

looking at one stage for 4.80% cash – some 45-points above 

current. As would be expected the divergent moves in the 

projected pathways did apply further pressure to the 

NZDAUD. The US curve having traded higher post Warsh the 

prior week did see a reprieve on some reported comments 

from Fed Governor Waller. Here he noted that recent data 

would suggest that they are finally seeing some disinflation 

feed through, and if that were to continue, he would be 

inclined to be supportive of a hold. The comments saw Fed 

Funds futures rally on the day by around 5-6-points in the 

2027 dates indicating a reduction in the priced Fed Funds 

rate. However, a firmer US payrolls print with prior period 

upward revisions on Friday did see this unwound to a 

degree, with Fed funds pricing one-year ahead finishing the 

week at 4.23% or 60-points above the current effective 

rate.  

Looking forward, certainly with our MPC erring on the side 

of caution, and noting that a majority of members did see 

that there may still be risks around the inflation outlook, this 

may see data with a pricing element, such as the survey-

type data, have a little more significance placed on it. With 

that said, this may reflect more so in the 2027 path with the 

market likely taking the near-term projections as the base 

case for the remainder of the year. This will also potentially 

see the latter parts of the short-curve a little more 

susceptible to global policy directions, where the firming 

global backdrop may start to pull or apply a little more 

influence. Here also the debate on projection materials by 

central banks may also be of interest, with the thought that 

current approach of detailed forward projections may 

actually inhibit the transmission of important market 

signalling on the state of the economic environment, with 

markets constraining their trade to align with guidance. In 

this environment, potentially those sorts of run down the 

curve type trades may continue to see interest, including 

the short forward start spreads like 1and 2-year one year 

forward start, or even shorter dated accrual type trades 

that within reason provide a degree of insulation to global 

swings in longer dates, particularly as the current global 

trend is to that of likely higher rate paths that will most likely 

draw out the pay-side. Graham Huges – Trader, Financial 

Markets 
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In FX – the slightly dovish rate 

hike saw the Kiwi lower 
The NZD was already under pressure heading into the MPS, 

having lost ground over the previous week as renewed Fed 

tightening expectations drove a +0.9% rise in the DXY and 

pushed NZD/USD from around 0.5976 to 0.5913. Against that 

backdrop, the RBNZ's relatively unchanged OCR track 

failed to provide the hawkish surprise needed to offset 

broader USD strength, leaving the Kiwi vulnerable to a 

further extension lower. 

NZD/USD took the MPS as a modest disappointment. After 

trading near 0.5915, the Kiwi fell to a low of 0.5830 before 

extending the drop to 0.5806. As the US dollar softened 

ahead of the US non-farm payrolls release, the Kiwi 

recovered to a high of 0.5897 before closing the week in 

New York at 0.5881. 

While the RBNZ delivered the expected 25bp hike, the OCR 

track failed to validate the more aggressive tightening 

profile priced into markets, prompting an unwind of rate 

support for the currency. This came against an already 

challenging backdrop for the NZD, with stronger US 

economic data and hawkish Fed rhetoric driving a broad 

USD rally over the preceding week. The focus now shifts to 

whether 0.5850 can hold, with a break opening the door 

towards the 0.5807 50% retracement level. 

Friday's US non-farm payrolls report was materially stronger 

than expected, with payrolls rising +162k versus market 

expectations of around 55k, helping to reinforce recent 

USD strength. The DXY recovered from the weeks low of 

98.87 to finish at 99.16. Looking ahead, the key theme for 

markets this week is whether incoming inflation data 

validates the increasingly hawkish Fed pricing that was 

reinforced by Friday's strong payrolls report. The major 

event will be the US CPI release, while the ECB policy 

decision will also be closely watched by markets. Mieneke 

Perniskie – Senior Dealer, Financial Markets. 
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The Week's Key Events 

• This week we don’t have a lot of data to scrutinise. We get local authority statistics on Monday and business 

financial and business employment data for the June quarter on Tuesday. We will also get some data on 

manufacturing activity and manufacturing PMI. 

• Internationally, the US will publish PPI, CPI and housing data.  

• The UK and Japan will publish GDP data and the EU will publish GDP and employment. While the ECB has a 

rates decision. China has trade, PPI and CPI data in the week ahead. 


