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Onshore-offshore split

Markets see a significant dovish tilt from the Survey results.

RBNZ this week.

Westpac New Zealand's second survey of global client
views on the outlook for RBNZ policy was conducted
50-75bp of easing is expected by year end. over the week of 5 to 9 August. We received a pleasing

. . response to the survey - 119 participants responded.
Offshore investors are more dovish than Of these, around half were New Zealand-based clients

local investors. while the other half were global clients or interbank
The risk of an undershoot of the RBNZ’s participants. On the following pages we look at what

inflation target is judged to be low to medium different client groups expect for the RBNZ's policy stance
over the coming years.

Overall, investors favour an August easing.

Where will the OCR be at the end of 2024?

The highest profile result is shown in the adjacent Distribution of OCR expectations at end 2024
chart. Investors see the OCR ending 2024 at 4.75-5% 70y . WOffshore  mDomestic  mTrader/Other ~ mOverall ...
with the modal response being 5%. There is a notable Source: Westpac
onshore-offshore split as global investors and interbank 60% 1 r 60%
participants see a more dovish outcome. Indeed, 50% A - 50%
local clients favour a 25-50bp reduction in the OCR by 40% | L 40%
Christmas in general.
30% | - 30%
20% A r 20%
10% - r 10%
0% L 0%
4.25% 4.5% 4.75% 5% 5.25%  Atorabove

5.5%
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When will the RBNZ deliver its first rate cut?

The RBNZ is expected to ease soon. The modal response When will the RBNZ ease first?
indicates an initial 25bp cut in August - although again, 0 . ®Offshore mDomestic ~mTrader/Other ~=Overall
domestic customers tend to be less sure of this and put Source: Westpac
significant weight on an October or November start to the 60% 1 - 60%
easing cycle. 50% - - 50%
40% - 40%
30% | - 30%
20% | - 20%
10% - 10%
0% A
August MPS October MPR  November February After February
MPS 2025 MPS 2025

How large will the RBNZ’s first rate cut be?

The first RBNZ easing is overwhelmingly expected to be a How large will the first easing be?
95bp cut. Some global customers put more weight on an 100y, . mOfishore mDomestic mTrader/Other —mOverall
initial 50bp move - but there seems strong consensus in ’ ’

_ ) 90% r 90%
the survey on this point. 80% 80%

70% 70%
60% 60%
50% 50%
40% 40%
30% 30%
20% 20%
10% 10%
0% 0%

Source: Westpac

25 bp 50 bp

Which central bank will ease first?

The RBNZ is expected to ease ahead of the Federal Which central bank will ease first?

Reserve (consistent with that slight lead of the August cut goo, . mOffshore  mDomestc  mTrader/Other — =Overal

over October). The RBA is not expected to begin cutting g, | Sowee wese | s0%

ahead of either the Fed or the RBNZ.
70% + F 70%
60% | - 60%
50% 4 F 50%
40% - r 40%
30% 1 L 30%
20% - F 20%
10% | L 10%
0% A - : L 0%

Federal Reserve RBA RBNZ
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Where will the OCR be at the end of 2024?

Looking into the detail of the end-2024 expectations, we Where will the OCR end 2024?
can see that offshore customers and traders/hedge funds m4.25% m45% m475% m5% 5.25% = Atorabove 5.5%
T . 70% + r 70%

are significantly more dovish. Three 25bp cuts looks well Source: Westpac

favoured among these groups, consistent with an easing 60% 1 - 60%

at each of the three remaining RBNZ meetings this year. 50% | L 50%
40% - r 40%
30% 4 r 30%
20% + r 20%
10% + F 10%
0% + L 0%

Offshore Domestic Trader/Other Overall

Where will the OCR be at the end of 2025?

By end-2095, greater divergences appear. A “twin Where will the OCR end 2025?
peaks” distribution appears where 4% and 3.5% are m Lower 2% 25%
: . 50% 1 ®=275% 3% 3.25% - 50%
equally popular choices. Interestingly, both offshore and u35% =3.75% na%
HPA R m4.25% u4.5% u4.75%
QOmestlc investors drive Fhese pee.lks.. HO\./vever,. offshore 40% | mem e above 5.5% L a0%
investors have a larger tail in the distribution, with some
expecting the OCR to be below 3% by end-2095. 30% | Source: Westpac L 30%
20% 20%
10% 10%
0% 0%
Offshore Domestic Trader/Other Overall
Where will the OCR be at the end of 2026?
By 2026 there is less change observed. A 3.50-3.75% Where will the OCR end 2026?
terminal rate looks most favoured in general. = Lower 2% u25%
50% 1 ®275% 3% 3.25% r 50%
u35% n3.75% 4%
u4.25% m4.5% u4.75%
40% u5% m At or above 5.5% L 40%
Source: Westpac
30% 30%
20% 20%
10% 10%
0% 0%

Offshore Domestic Trader/Other Overall
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What factors could affect the extent of easing?

Investors are heavily focused on growth and non-tradable What is most likely to result in scaled back easing?
inflation indicators as being most important in driving the

extent of easing. The unemployment rate seems to be =Overall  mTrader/Other ~ mDomestic  mOffshore
watched for signs of a faster move higher, which might in Stronger NZ economic growth indicators

turn ramp up RBNZ eaSing, Slowly declining non-tradable inflation
Improved global growth or export
commodity prices
Higher or slowly falling US official rates
Higher or slowly falling Australian rates

A weaker NZD exchange rate

A more slowly rising unemployment rate
Source: Westpac

0% 10% 20% 30% 40% 50%

What factor is most likely to scale up easing?

= Overall m Trader/Other m Domestic m Offshore

Weaker NZ economic growth
indicators

Weaker global growth or export
commodity prices

Quickly falling US official rates
Quickly declining non-tradable inflation
A stronger NZD exchange rate

A faster rise in the unemployment rate

Source: Westpac

0% 20% 40% 60%

What is the chance of inflation printing below 1.75%?
Investors see a low to medium risk of inflation significantly What is the chance if inflation printing below 1.75%?
undershooting the mid-point of the target range. This Loy, |mOffshore  mDomestic  mTrader/Other — =Overall
is interesting given the degree of easing expected. But Source: Westpac
perhaps this is consistent with expectations that the 60% 1  60%
neutral OCR is relatively high, and that as such cutting 50% A - 50%
rates quickly towards 4% will stabilise inflation (noting the 40% - L 40%
lags, which mean policy action in the next 6-12 months 30% | | 30%
will be of the most importance if the RBNZ is behind
the curve). 20% 1 [ 20%
10% - 10%
0% A - 0%
Negligible Low(25-50%) Medium High
(0-25%) (50-75%) (75-100%)
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How many OCR cuts will the RBNZ forecast in 2024?

Notwithstanding the significant easing expected, the How many 25 bp cuts will the RBNZ forecast in 2024?

RBNZ isn’'t expected to forecast more than one or two 6oy, . |Offshore  mDomestic  mTraderOther — mOverall .
easings in this week’s Monetary Policy Statement. It Sourcs: Westpac

seems the market expects the RBNZ to deliver more than 50% A - 50%

it will forecast.
40% A

30% -
20% -

10% +

0% -
None 1 2 3 4 More

Kelly’s take.

A lot seems priced into both expectations and market prices. Offshore investors are really driving the result, but most
groups perceive a front loaded easing cycle that ends up around 3.5-4%. | think markets have gotten ahead of themselves
leaving open the possibility of some pullback in expectations. | suspect the RBNZ will be watching the inflation outlook
closely for a while yet and will be tempering, not slashing, its degree of restriction.
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