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Gradual progress, growing optimism

Overview: The Q3 QSBO showed strong optimism among firms that things will
improve from here, but ongoing spare capacity and patchy conditions right here
and now. Pricing indicators in the QSBO were broadly consistent with the RBNZ’s
expectations. Attention will next turn to the Q3 CPI, the final major domestic data
release before the RBNZ's OCR decision later this month. The household sector
accounts showed that consumers remain cautious and for now are using rising
incomes to bolster savings rather than lifting consumption. The ANZ commodity
price index rose in September, with rising oil prices providing broad-based support
to global commodity prices.

Firms optimistic despite patchiness here and now: Forward-looking indicators
in the QSBO improved, including confidence in the general business situation,
expected activity, employment intentions, and investment intentions. However, the
survey showed patchiness here and now. Reported past trading activity fell very
slightly, profitability remains weak, and capacity indicators showed ongoing spare
capacity in the economy. In this context, firms’ optimism about there being better
times ahead is not least because weakness now means there is plenty of room for
things to get better. Nothing in the survey challenged the RBNZ'’s view of the world.
Indicators for inflation, activity, employment and capacity were all broadly
consistent with the September MPS forecasts. The more important developments
for the RBNZ since the September MPS are the sharply lower TWI (which is more
than 4% below their assumption) and much higher oil prices. Both pose risks to
inflation, and, alongside an improving economy, mean that we expect the RBNZ to
hike by 25bp later this month, despite the Committee expressing a preference for a
pause at last month’s Monetary Policy Statement.

Figure 1. QSBO domestic trading activity
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Q3 CPI coming into focus: With the September Selected Price Indexes data due
next Friday (see our preview on page 3), we will be able to finalise our Q3 CPI
forecast. At this stage, we would classify risks as broadly balanced around our
expectation of a 0.7% q/q increase (3.7% yly), which is a little below the RBNZ’s
forecast of 0.8% q/q (3.9% y/y). We also think the September MPS forecast set a
relatively high bar for a hawkish surprise in non-tradable inflation in Q3 (RBNZ:
3.6% yly versus ANZ: 3.4%). As noted in the September MPS, the RBNZ has
incorporated some temporary pass-through from the oil shock into its near-term
non-tradable inflation forecast, and how that dynamic nets out against persistent
spare capacity in the economy is largely a judgement call in everyone’s forecast.
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While we currently view a dovish surprise to the RBNZ’s Q3 headline and non-
tradable figures as more likely than a hawkish one, we suspect the RBNZ'’s
assessment of the Q3 CPI data will depend mostly on the diffusion and core
measures of inflation. Temporary strength in the relatively sticky non-tradable side of
the basket is one thing, but evidence of a broadening in inflation pressures across
the entire CPI basket would be a different ball game altogether. That said, core and
diffusion measures are notoriously difficult to forecast, meaning CPI day (22
October) could be a volatile one for markets. This is particularly the case given we
will have to wait until 3pm for the RBNZ to publish its Sectoral Factor Model of core
inflation, arguably the best measure of core inflation out there.

Household savings rate shows cautious consumers: Stats NZ released their
experimental quarterly income GDP data for Q2 this week, which added some colour
to the earlier production and expenditure GDP releases. This showed the household
savings rate holding at a level well above the historical norm and around previous
cycle highs. Households tend to lift savings in downturns and the early stages of
recoveries while job prospects are uncertain, and that pattern has held again this
cycle (figure 2). Household incomes are rising due to modest growth in
compensation of employees and strong growth in entrepreneurial income (which
includes farm incomes). However, a rising savings rate means that little of this
income growth is flowing through to consumption at this stage. The data also
showed declining real wealth, largely due to subdued house prices, which will also
be contributing to household caution. The RBNZ discussed household consumption
at length in the September MPS, noting that it has been more subdued than they
expected. As household consumption accounts for 55% of nominal GDP, this has
proven a material drag on the recovery to date.

Figure 2. Household savings rate vs unemployment gap
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Commodity prices: The ANZ World Commodity Price Index rose 0.6% m/m in
September. Commodity prices rose across most categories, with only beef and
milkfat prices falling. The overall index is up 1.0% y/y. Strength in global commodity
prices can largely be traced to oil and gas prices, which increased sharply in
September. Skim milk powder prices have strengthened most noticeably as a result.

Dairy: The Global Dairy Trade Index rose 1.2% at this week’s auction, and is up
8.3% from this time last year. Skim milk powder was the main contributor to the
positive result, up 4.3%. Whole milk powder rose 1.2%. Milk fats struggled again,
with butter down 0.3% and AMF down 1.1% from the previous auction.
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Data calendar
What's coming up in the months ahead.

Date Data/event

Tue 13 Oct ANZ Truckometer —

(10:00am) Sep

Wed 14 Oct REINZ Housing Data —
(7:30am) Sep

Wed 14 Oct N

(10:45am) Net Migration — Aug
Fri 16 Oct BusinessNZ Manuf
(10:30am) PMI — Sep

Fri 16 Oct Electronic Card
(10:45am) Transactions — Sep

Fri 16 Oct Selected Price Indexes
(10:45am) — Sep

Mon 19 Oct Performance Services
(10:30am) Index — Sep

Mon 19 Oct Merchandise Trade —
(10:45am) Sep

Wed 21 Oct Global Dairy Trade
(early am) auction

Thu 22 Oct

(10:45am) CPI-Q3

Wed 28 Oct Employment Indicators
(10:45am) —Sep

Wed 28 Oct RBNZ Monetary
(2:00pm) Policy Review

Thu 29 Oct ANZ Business Outlook
(1:00pm) —Oct

Fri 30 Oct ANZ-RM Consumer
(10:00am) Confidence — Oct

Fri 30 Oct RBNZ Mortgage
(3:00pm) Lending — Sep

Tue 3 Nov Building Consents —
(10:45am) Sep

Wed 4 Nov Global Dairy Trade
(early am) auction

Wed 4 Nov

(10:45am) Labour Market — Q3
Wed 4 Nov ANZ Commodity Price
(1:00pm) Index — Oct

Tue 10 Nov ANZ Truckometer —
(10:00am) Oct

Thu 12 Nov Electronic Card
(10:45am) Transactions — Oct
Thu 12 Nov ) .

(10:45am) Net Migration — Sep
Fri 13 Nov BusinessNZ Manuf
(10:30am) PMI — Oct

Mon 16 Nov REINZ Housing Data —
(7:30am) Oct

Mon 16 Nov Performance Services
(10:30am) Index — Oct

Tue 17 Nov

(9:00am) RBNZ FSR

Tue 17 Nov Selected Price Indexes
(10:45am) —Oct

Tue 17 Nov RBNZ 2Yr Inflation
(3:00pm) Expectations — Q4
Thu 19 Nov Merchandise Trade —
(10:45am) Oct

Mon 23 Nov .

(10:45am) Retail Sales — Q3

Fri 27 Nov ANZ-RM Consumer
(10:00am) Confidence — Nov
Mon 30 Nov Employment Indicators
(10:45am) —Oct

Mon 30 Nov ANZ Business Outlook
(1:00pm) — Nov

Interest rate markets

It has been another volatile week in global bond markets, with the yield on the US
10-year note moving to a fresh cycle high mid-week amid an escalation in Middle
East tensions and higher oil prices, and European bond yields rising on fiscal
(un)sustainability concerns. That said, it hasn’t been a one-way street, and yields are
off highs, with decent buyer interest evident at US 10- and 30-year auctions held this
week, and the French 10-year bond yield retracing from cycle highs seen last
Thursday. Stepping back from the cut and thrust of daily moves, there has been a
slight yet notable slowing in upside momentum in US yields as buyers have taken
advantage of higher yields, Fed speakers have swayed towards a pause at the next
meeting, and equity markets have consolidated near highs, rather than extending
higher. That is not to say that the bond market’s troubles are over — far from it — and
investors remain wary of an extension, with no obvious catalyst for a meaningful
move lower in yields in sight. However, a more constructive tone is emerging, with
the US 10-year yield lower today than a week ago, snapping a five-week run of
successively higher yields.

Local bond yields have been whippy but more in consolidation mode than trending
higher, with the yield on the 2036 bond about 10bp below the cycle high of 5.15%
seen on 29 September. Better relative fiscals have helped. Even if you think PREFU
forecasts were optimistic, the situation here is the polar opposite of what’s facing the
US, UK and France. Investors are aware of that, and it is manifesting in solid NZGB
tender demand, and yields outperforming global peers.

Local short-end rates have also been more stable this week, as markets weigh up
what look like lofty expectations for where the OCR will end up against the high
degree of spare capacity, soft housing market, the RBNZ’s desire to assess the
impact of hikes to date, and election uncertainty. So far that has kept a lid on the
bellwether 2-year swap rate, but much depends on Q3 CPI data, due out on 22
October. Going the other way, though, markets have been reluctant to fully embrace
an October OCR hike, also mindful of election timing. There’s more to it than just FX
weakness, but we think the TWI will be at front of mind when the RBNZ meets.

FX markets

The uptrend in the US dollar has continued and that drove the Kiwi to a fresh 2026
low earlier in the week. Low volatility conditions have put the focus back on carry,
and the NZD has struggled in the face of short-end rates being back near negative
extremes relative to their US and Australian equivalents. The USD also continues to
benefit from Al-related investment flows, which remain US-centric.

The week ahead
ANZ Truckometer — September (Tuesday 13 October, 10:00am).

REINZ House Prices — September (Wednesday 14 October, 7:30am). We expect a
small fall in the seasonally adjusted REINZ house price index. Significant seasonality
in September means the unadjusted m/m change may print as a small positive.

Net Migration — August (Wednesday 14 October, 10:45am). Revisions are always a
wild card in these data, but a gradual recovery appears to be in train.

Manufacturing PMI — September (Friday 16 October, 10:30am). While these data
can be volatile month to month, we think a small monthly rise and continued uptrend
is likely. The low NZD (including against the AUD) is certainly helping to make NZ
manufacturing more competitive internationally.

Electronic Card Transactions — September (Friday 16 October, 10:45am). ANZ
card spending data suggests a 0.5% m/m rise is on the cards, so to speak.

Selected Price Indexes — September (Friday 16 October, 10:45am). Petrol and
diesel prices are expected to have lifted 8.5% m/m and 10.5% m/m respectively.
We've also pencilled in a partial rebound in domestic airfares following August’s 10.9%
m/m decline. But for the rest of the SPI basket, we've pencilled in only modest monthly
moves, with the key rents and food price indexes expected to come in unchanged.
Weighting all that together would see our estimated SPI index rise 0.2% m/m, which
would be consistent with our Q3 CPI forecast of 0.7% q/q (3.7% yly).
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Key Forecasts and Rates

Forecast (end month)

Jun-27 Sep-27 Dec-27

NzD/USD 0.591 0.565 0.560 0.600 0.620 0.640 0.660 0.670 0.670
NZD/AUD 0.826 0.810 0.805 0.822 0.838 0.853 0.868 0.870 0.870
NZD/EUR 0.510 0.497 0.500 0.513 0.521 0.533 0.541 0.545 0.540
NZD/JPY 94.4 88.7 88.5 93.6 95.5 97.3 99.0 99.2 97.8
NZD/GBP 0.437 0.425 0.424 0.448 0.459 0.471 0.482 0.486 0.486
NZ$ TWI 66.8 64.3 63.9 67.4 69.1 70.9 72.7 73.4 73.3
Interest rates Aug-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27 Mar-28
NZ OCR 2.50 2.75 2.75 3.00 3.50 3.50 3.50 3.50 3.50
NZ 90 day bill 3.06 3.23 3.22 3.55 3.88 3.90 3.90 3.90 3.90
NZ 2-yr swap 3.74 4.05 4.00 4.00 4.00 4.00 4.00 4.00 4.00
NZ 10-yr bond 4.74 5.04 5.05 5.00 5.00 5.00 5.00 4.75 4.75

Economic forecasts

Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27 Mar-28 Jun-28

GDP (% qoq) 0.2 0.5 0.6 0.6 0.7 0.7 0.7 0.7 0.7
GDP (% yoy) 2.6 2.2 2.3 2.0 2.4 2.6 2.7 2.8 2.8
CPI (% qoq) 1.5 0.7 0.9 0.5 0.4 0.8 0.3 0.5 0.4
CPI (% yoy) 4.1 3.7 4.0 3.6 2.5 2.6 2.0 2.0 2.0
Employment (% qoq) 0.5 0.3 0.3 0.6 0.5 0.6 0.6 0.6 0.5
Employment (% yoy) 11 1.5 1.3 1.7 1.7 2.0 23 23 23
Unemployment Rate (% sa) 5.6 5.6 5.6 5.5 5.4 5.3 5.2 5.1 5.0

Figures in bold are forecasts. mom: Month-on-Month; goq: Quarter-on-Quarter; yoy: Year-on-Year. Click here for full ANZ forecasts

Figure 3. GDP level Figure 4. CPI inflation measures
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been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not market, offer, sell or distribute any
financial or investment products or services in Oman and no subscription to any securities, products or financial services may or will be
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financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act 2001 of Singapore. In respect of any matters arising from, or in
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Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details about the extent of our regulation by the
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