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INFLATIONARY IMPULSE

Growth opportunities for the world are broad, persistent and trade rich, but at risk from inflation.

The Middle East conflict has pushed fuel prices higher in all major advanced 
economies, especially diesel where lower inventories and refining disruptions 
have amplified the increase.

Australia’s temporary excise cut softened the blow, but prices are likely to 
increase if excise goes back up in July. 
The impact has been more muted in the US, however, strong domestic 
production providing a buffer against the shock.
Central banks are likely to maintain a hawkish bias. The RBA stands out, having 
to manage risks emanating from the energy shock as well as limited domestic 
capacity.
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INFLATIONARY IMPULSE

Growth opportunities for the world are broad, persistent and trade rich, but at risk from inflation.

The US and Australia are both net energy exporters and so are better placed 
than most to absorb the income hit from higher energy prices, particularly 
compared to the UK and the euro area economies.

But the latest partial data points to building downside risks to economic growth 
here and across the developed world.
The full hit from the shock may emerge only gradually. As they take precautions 
against inflation, central banks will constantly assess the risks to activity in their 
own economy and those that hold significance for exports.



Higher fuel…
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…and gas prices are driving inflation higher
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Central banks to defend against risks with hawkish  bias
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Net exporters vs net importers of oil
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US and Australia less exposed to the energy price shock?
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Growth momentum is slowing; downside risks clear
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Australia’s Economy
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EMERGING PICTURE

Key domestic themes

In the Australian CPI data for April, the effects of the energy shock on prices was 
partly masked by government policy. Transport prices fell 2.7%mth overall, 
thanks to the excise cut and free public transport in Victoria and Tasmania. Over 
the year, petrol still rose 21.5%yr and diesel 63.6%yr.
The underlying detail suggests second-round inflationary effects are emerging, 
albeit less than initially feared. New dwelling prices saw the clearest impact, up 
0.7%mth, the biggest increase since November 2023, as builders passed through 
fuel and materials cost increases without delay. Takeaway food, restaurant 
meals and postal services also showed some pass-through.

https://www.westpaciq.com.au/economics/2026/05/monthly-cpi-indicator-apr-2026
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THE BIG MACRO PICTURE

Key domestic themes

April’s labour - force report was softer than expected, albeit in part due to 
seasonality related to Easter. Younger workers bore the brunt of the 
deterioration, with the decline in employment concentrated in this cohort.
Despite the decline in jobs, hours worked firmed as individuals ‘supplied’ more 
hours to offset the hit to their discretionary spending power from higher prices.
Households are also cutting back on non-discretionary spending to offset the hit 
from higher fuel costs. The Westpac-DataX Card Tracker suggests spending 
momentum is fading, with non-fuel spending flat this quarter and total spending 
growth halving to 0.6%qtr.

https://www.westpaciq.com.au/economics/2026/05/labour-force-april-2026
https://www.westpaciq.com.au/economics/2026/05/labour-force-april-2026
https://www.westpaciq.com.au/economics/2026/05/labour-force-april-2026
https://www.westpaciq.com.au/economics/2026/05/ryan-note-28-may-2026
https://www.westpaciq.com.au/economics/2026/05/westpac-card-tracker-29-may-2026
https://www.westpaciq.com.au/economics/2026/05/westpac-card-tracker-29-may-2026
https://www.westpaciq.com.au/economics/2026/05/westpac-card-tracker-29-may-2026
https://www.westpaciq.com.au/economics/2026/05/westpac-card-tracker-29-may-2026


Excise cut helping to offset the energy price shock
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People working more hours in response to rising prices
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Consumer spending has lost momentum in Q2
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Australian Trade
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ENERGY TRADE

Australia imports about $40bn of oil per year, but in 2025 was a net exporter of 
more than $120bn of coal and gas. That makes our economy a net energy 
exporter, creating a positive income shock overall despite the hit to households.
Australia’s oil supply chain runs through Asia, which is highly exposed to Middle 
East disruption. Around 80 – 90% of Middle East oil exports go to Asia.
Q1 trade prices captured only the beginning of the stress as the conflict began at 
the end of February. A firmer AUD also softened the blow. 
Prices will adjust more meaningfully this quarter. Monthly goods trade figures 
are pointing to surging fuel import values (petrol, diesel and jet fuel).

Australia is a net energy exporter. The full impact of the energy shock is yet to show up in the Q2 economic data.



Australia is a net energy exporter
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Most of our oil imports come from Asian countries
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Q1 2026 Trade prices capture the beginning of the stress…
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…which a stronger AUD is helping to offset
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The Q1 fuel import increase was mostly due to prices
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A further increase is likely on the way in Q2
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AI INVESTMENT SURGE

Automated Data Processing (ADP) equipment imports almost tripled in March, signalling 
a surge in data-centre investment. Most of the equipment came from Taiwan, China and 
Malaysia. The sharp decline in April points to elevated monthly volatility.

Monthly trade data  in March  showed Australia’s first goods deficit since late 2017, partly 
on weaker exports but mainly the 14% jump in imports (29% for capital goods ). It 
bounced back to a surplus in April .

Capex data back this up, rising 6.5%qtr and 14.6%yr in Q1, the largest quarterly increase 
since the height of the mining boom in 2012.

Our estimates suggest a pipeline of around $155bn of future data-centre investment in 
Australia. The building component should lean more on domestic inputs, but the 
equipment fit-out will be very import-intensive, implying further surges in capital goods 
imports and sporadic trade deficits.

Booming AI investment will drive import growth.

https://www.westpaciq.com.au/economics/2026/06/australias-trade-in-goods-account-april
https://www.westpaciq.com.au/economics/2026/05/australian-capex-Q1-2026
https://www.westpaciq.com.au/economics/2026/05/australian-AI-data-bulletin-2026


A surge in ADP equipment imports…
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… saw the goods trade balance briefly turning negative
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Data centre investment drove the economy in Q1
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Upside potential to import growth
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We respect your privacy: You can view the New Zealand Privacy Policy here , or the Australian Group Privacy Statement here . Each time 
someone visits our site, data is captured so that we can accurately evaluate the quality of our content and make improvements  for you. We may 
at times use technology to capture data about you to help us to better understand you and your needs, including potentially f or the purposes of 
assessing your individual reading habits and interests to allow us to provide suggestions regarding other reading material wh ich may be suitable 
for you.

This information, unless specifically indicated otherwise, is under copyright of the Westpac Group. None of the material, nor  its contents, nor any 
copy of it, may be altered in any way, transmitted to, copied of distributed to any other party without the prior written per mis sion of the Westpac 
Group. 

Disclaimer  

This information has been prepared by Westpac and is intended for information purposes only. It is not intended to reflect an y r ecommendation 
or financial advice and investment decisions should not be based on it. This information does not constitute an offer, a soli citation of an offer, or 
an inducement to subscribe for, purchase or sell any financial instrument or to enter into a legally binding contract. To the  ex tent that this 
information contains any general advice, it has been prepared without taking into account your objectives, financial situatio n o r needs and before 
acting on it you should consider the appropriateness of the advice. Certain types of transactions, including those involving futures, options and 
high yield securities give rise to substantial risk and are not suitable for all investors. We recommend that you seek your o wn independent legal 
or financial advice before proceeding with any investment decision. 

This information may contain material provided by third parties. While such material is published with the necessary permissi on none of 
Westpac or its related entities accepts any responsibility for the accuracy or completeness of any such material. Although we  have made every 
effort to ensure this information is free from error, none of Westpac or its related entities warrants the accuracy, adequacy  or completeness of 
this information, or otherwise endorses it in any way. Except where contrary to law, Westpac Group intend by this notice to e xcl ude liability for 
this information. This information is subject to change without notice and none of Westpac or its related entities is under a ny obligation to 
update this information or correct any inaccuracy which may become apparent at a later date. This information may contain or incorporate by 
reference forward looking statements. The words “believe”, “anticipate”, “expect”, “intend”, “plan”, “predict”, “continue”, “ ass ume”, “positioned”, 
“may”, “will”, “should”, “shall”, “risk” and other similar expressions that are predictions of or indicate future events and future trends identify 
forward - looking statements. These forward - looking statements include all matters that are not historical facts. Past performance  is not a 
reliable indicator of future performance, nor are forecasts of future performance. Whilst every effort has been taken to ensu re that the 
assumptions on which any forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by kno wn or unknown 
risks and uncertainties. The ultimate outcomes may differ substantially from any forecasts. 

• ©2026 Westpac Banking 

Corporation ABN 33 007 457 
141 (including where acting 
under any of its Westpac, St 
George, Bank of Melbourne or 
BankSA  brands, collectively, 
“Westpac”). References to the 
“Westpac Group” are to 
Westpac and its subsidiaries and 
includes the directors, 
employees and representatives 

of Westpac and its subsidiaries . 

Things you should know

https://www.westpac.co.nz/about-us/legal-information-privacy/privacy-policy/
https://www.westpac.com.au/privacy/privacy-statement/
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Conflicts of Interest: In the normal course of offering banking products and services to its clients, the Westpac Group may act in several 
capacities (including issuer, market maker, underwriter, distributor, swap counterparty and calculation agent) simultaneously  wi th respect to a 
financial instrument, giving rise to potential conflicts of interest which may impact the performance of a financial instrume nt. The Westpac Group 
may at any time transact or hold a position (including hedging and trading positions) for its own account or the account of a  cl ient in any financial 
instrument which may impact the performance of that financial instrument. 

Author(s) disclaimer and declaration: The author(s) confirms that (a) no part of his/her compensation was, is, or will be, directly or indirectly, 
related to any views or (if applicable) recommendations expressed in this material; (b) this material accurately reflects his /her personal views 
about the financial products, companies or issuers (if applicable) and is based on sources reasonably believed to be reliable  and accurate; (c) to 
the best of the author’s knowledge, they are not in receipt of inside information and this material does not contain inside i nformation; and (d) no 
other part of the Westpac Group has made any attempt to influence this material. 

Further important information regarding sustainability related content: This material may contain statements relating to envi ronmental, social 
and governance (ESG) topics. These are subject to known and unknown risks, and there are significant uncertainties, limitatio ns,  risks and 
assumptions in the metrics, modelling, data, scenarios, reporting and analysis on which the statements rely. In particular, t hes e areas are rapidly 
evolving and maturing, and there are variations in approaches and common standards and practice, as well as uncertainty aroun d f uture related 
policy and legislation. Some material may include information derived from publicly available sources that have not been inde pen dently verified. 
No representation or warranty is made as to the accuracy, completeness or reliability of the information. There is a risk tha t the analysis, 
estimates, judgements, assumptions, views, models, scenarios or projections used may turn out to be incorrect. These risks ma y c ause actual 
outcomes to differ materially from those expressed or implied. The ESG - related statements in this material do not constitute adv ice, nor are they 
guarantees or predictions of future performance, and Westpac gives no representation, warranty or assurance (including as to the quality, 
accuracy or completeness of the statements). You should seek your own independent advice. 

Additional country disclosures: 

Australia : Westpac holds an Australian Financial Services Licence (No. 233714). You can access Westpac’s Financial Services Guide here or 
request a copy from your Westpac point of contact. To the extent that this information contains any general advice, it has be en prepared without 
taking into account your objectives, financial situation or needs and before acting on it you should consider the appropriate nes s of the advice. 

• ©2026 Westpac Banking 
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141 (including where acting 
under any of its Westpac, St 
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https://www.westpac.com.au/content/dam/public/wbc/documents/pdf/pb/FSR_WestpacGeneralFSG.pdf
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Corporation ABN 33 007 457 141. This information does not take your personal circumstances into account and before acting on it you should 
consider the appropriateness of the information for your financial situation. Westpac Banking Corporation ABN 33 007 457 141 is incorporated 
in NSW Australia and registered as a branch in Fiji. The liability of its members is limited. 

Papua New Guinea : Unless otherwise specified, the products and services for Westpac PNG are available from www.westpac.com.pg © 
Westpac Banking Corporation ABN 33 007 457 141. This information does not take your personal circumstances into account and b efore acting 
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Singapore: This material has been prepared and 
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investors, accredited investors and expert investors 
(as defined in the applicable Singapore laws and 
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https://www.westpac.com.fj/
https://www.westpac.com.pg/
https://www.westpac.co.nz/about-us/legal-information-privacy/privacy-policy/
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European Economic Area (“EEA”):  This material may be distributed to you by either: ( i) Westpac directly, or (ii) Westpac Europe GmbH (“WEG”) 
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communication or any of its contents. In the same way, 
the information contained in this communication is 
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https://www.westpaciq.com.au/terms-and-conditions/disclosure
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