
Did someone say dovish rate 
hike? 
If you were looking for the RBNZ to 
validate the hawkish market pricing … it’s 
time to recalibrate your portfolios! 

While the MPC delivered the anticipated 
25bps rate increase lifting the OCR to 
2.75%, the accompanying Q&A struck 
a highly data-dependent tone that 
left both interest rate pricing and the 
NZD vulnerable. However, rather than 
framing the move as an aggressive 
economic squeeze, the central bank once 
again went to great lengths to emphasise 
it is withdrawing stimulus, rather than 
aggressively tightening policy, with 
Deputy Governor Karen Silk noting, 

“We still think there’s a reasonable level of 
accommodation sitting there today.” 

Confirming this transitional stance, RBNZ 
Governor Anna Breman emphasised, “We 
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expect economic growth to strengthen and 
broaden,” adding, “The OCR is moving up 
toward neutral but remains accommodative. 
The Committee may need time to assess the 
current stance of policy, but the RBNZ is not 
on a preset course, with the timing of any 
further rate rise highly uncertain.” When 
pressed on whether we should anticipate 
a new holding pattern, or immediate 
back-to-back hikes, Breman doubled 
down stating, “We are stressing that we’re 
not on a preset course for the OCR. You’ve 
seen that it’s been a volatile environment. 
We do think that it’s likely there may be 
future OCR increases, but the timing is 
highly uncertain.” 

On the neutral rate, Chief Economist Paul 
Conway stated, “The short-term neutral 
may be higher than our estimate of the long-
run neutral, which is around 3%, but there’s 
a great deal of uncertainty about it.”

Driven by this lack of strict forward 
guidance, the NZD immediately 
weakened, falling across major currency 
pairs as traders unwound the interest 
rate premium. Although there was a 
lack of follow in the overnight markets. 
Exporters, especially USD exporters 
should take advantage of these levels as 
the concerns regarding the USD haven’t 
changed.  

Unlike the RBNZ …
•	 The BoC held their overnight cash rate 

at 2.25%, a decision that was widely 
expected by markets. The central 
bank flagged stronger upside risks to 
inflation.

•	 Australian GDP grew 0.4% in Q2, 
above market expectations and Q1’s 

0.3%. This saw annualised GDP print 
at 2.1%, below the prior quarter’s 2.5%, 
but ahead of forecasts at 1.8%. 

•	 The ‘pop’ in Australian growth was 
supported by increased household 
spending and business investment.

•	 US private businesses added just 38k 
jobs in August, the weakest increase 
since January and below forecasts at 
47k.

•	 US factory orders rose 0.9% in July, 
rebounding from June’s revised 0.2% 
decline.

•	 The Fed’s Beige Book saw a modest 
increase in economic activity since 
early July. Ten of the twelve Districts 
reported growth in the slight to 
moderate range; two Districts reported 
no change. Consumer spending and 
employment grew slightly.

Fed Governor John Williams confirmed, 
“It’s the Fed’s job to get price stability; 2% 

inflation is job number one. Tariffs and the 
Middle East war are big drivers of  inflation 
(although) I am not seeing the 2nd round 
inflationary impact from the tariffs. Rates 
are in a good place.”  

Bond markets spent the session 
consolidating 
As concerns over inflation, higher rates 
and high levels of sovereign debt remain 
elevated. The 10-years US yield is 
continuing to flatline around the 4.79%-
4.80% level, while the 2-years is 3bps 
lower at 4.38%.
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