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FX Flash

NZD - A Deeper Easing Cycle,
Priced

Rate Cut Well Within Expectations, But A Larger 50bps Was
Considered

RBNZ took OCR down by 25bps to 3.00%, in line with expectations
(including ourselves). What surprised was the dovish statement and the
fact that a larger 50bps cut was debated. The board was rather divided
with a 4-2 vote landing on the smaller 25bps cut as final decision. Interim
RBNZ Governor Hawkesby said that data will determine the pace of the
monetary policy easing but all meetings are “live”. We look for NZD to
remain on the backfoot against the USD but retracement (higher) against
the AUD is likely in the near-term.

Recovery Has Been Languid

There is still “significant spare capacity”. Based on RBNZ’s projections,
the output gap is more negative than expected, estimated to be -1.8%
vs. 1.6% seen in May and the narrowing of the output gap is likely to take
a longer time. Growth recovery has been weaker than expected with a
-0.3% contraction assumed for 2Q. Cooling price pressure and significant
spare capacity were key reasons for those who voted for a larger
reduction in the OCR. There is concern that the impact of global policy
uncertainty on domestic demand could be self-reinforcing and more
persistent. A larger reduction in the OCR may generate a clearer signal
to support consumption and investment that a smaller reduction may
not be able to provide. Still, the vote went to a 25bps cut in the end.

“Key Rate is No Longer Restrictive”

RBNZ has lowered its average OCR projection to 2.55% by 1Q 2026 vs.
the trough of 2.85% seen in the May MPS. The “Orr era” of bold decisions
still linger given that a 50bps cut was even considered. However, Chief
Economist Conway noted that the key rate is “not restrictive” anymore
and Hawkesby also cautioned that RBNZ has done enough of rapid policy
easing and could “start feeling our way”. In addition, Assistant Governor
Karen Silk also noted that the central bank is investigating into the slow
transmission of the monetary policy easing thus far. This could suggest
that the new few cuts may not come in succession and highly dependent
on data. RBNZ may want to pause in Oct before another 25bps cut in Nov
and then a final one to take it to the trough of 2.50% in Feb. In addition,
the statement did see emphasize on the “upside and downside risks to
around the central projections being broadly balanced”. There is also an
alternative scenario that “economic recovery could accelerate as the
full effects of interest rate reductions flow through the economy”.

NZDUSD Reaction

NZDUSD fell right after the decision was out, breaking below the key
0.5850-support level and was last seen around 0.5820. Next support is
seen around 0.5770 before 0.5720. Resistance at 0.5950. Eyes are now
on the FOMC Minutes release tonight as well as the Powell’s speech on
Fri at Jackson Hole that could be the major cue for the greenback. While
the RBNZ policy statement was more dovish than expected, there are
signs that the central bank may want to slow the pace of easing, that
recovery could take hold earlier once cumulative cuts filter through the
economy. Further NZDUSD declines could slow and potentially bottom
around 0.5700 before making a recovery. AUDNZD on the other hand is
vulnerable to retracement at this point as we see this cross likely
priced in peak divergence.
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What we got right - The AUDNZD Surge

We had looked for AUDNZD to head higher on RBA-RBNZ policy divergence right at
the start of the month in our FX monthly. This is in spite of our view for both central
banks to cut rates by 25bps each. This is because the Aug cut for RBA was well
priced and while we look for RBA to cut for just one more time this cycle, we see
risks of a deeper easing cycle for the RBNZ. In our GM daily dated 19 Aug, we had
noted “AUDNZD slipped to around 1.0950. We see pullback as tentative and likely
to reverse due to RBA-RBNZ policy divergence. This cross can resume range trade
but a break out above 1.0975 would open the way towards 1.1050. Our bet is to
the upside.” Having said that and with OIS already looking for another 50bps cut
to 2.50% by Feb next year, we see room for AUDNZD to retrace lower from current
levels around 1.1055 back to levels around 1.0980, 1.0950 and then at 1.0900.
Cross has likely priced in peak policy divergence.

Chart 1: Recovery in Consumer, Business Confidence Stalls Chart 2: NZ-US Yield Differential Supportive of NZDUSD
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Daily NZDUSD Chart: Breaking Lower
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NZDUSD broke below key support level around 0.5850 and was last seen around
0.5820. Momentum indicators are bearish (MACD and Stochastics). Next key
support is seen around 0.5770 before the next at 0.5720. Resistance at 0.5950
before the next at 0.6050. With stochastics near oversold conditions, there is a
possibility for NZDUSD to bottom around the 0.57-figure. Decline could slow from
here. Eyes are on the Fed Minutes tonight, Powell’s speech that could provide the
next major cue for the USD.

AUDNZD - At the Top of the Trend Channel, Vulnerable To
Retracements
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instruments and may also perform or seek to perform investment banking, advisory and other services for or relating to those companies whose
securities are mentioned in this report. Any information or opinions or recommendations contained herein are subject to change at any time, without
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This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”,
“estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or
“might” occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently
available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any
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any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this

publication or to reflect the occurrence of unanticipated events.

This report is prepared for the use of Maybank’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any
other party in whole or in part in any form or manner without the prior express written consent of Maybank. Maybank accepts no liability whatsoever
for the actions of third parties in this respect. This report is not directed to or intended for distribution to or use by any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to
law or regulation.
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