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In this week’s edition:

Economic Insight: RBA holds at 4.35%, ready to hike if needed; Melbourne Cup, World Cup, or Eurovision? 

The Week That Was: Policy matters.

Focus on New Zealand: July RBNZ pause more likely following ceasefire.

For the week ahead:

Australia: CPI, labour force survey, job vacancies, household spending, Westpac-Now, RBA Deputy 
Governor Hauser speaking.

New Zealand: Q2 Westpac-McDermott Miller employment confidence.

China: current account balance, industrial profits.

Euro Area: consumer confidence, IFO business climate survey.

United States: personal income and spending, PCE deflator, durable goods orders, regional manufacturing 
surveys, new home sales.

Global: S&P Global PMIs.

Analysis and forecasts for this week’s key releases.

Information contained in this report current as at 19 June 2026.
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The discussion of the real side of the economy was sanguine. The 
slowdown in consumer spending was “as expected”, comments 
on the housing market suggested little alarm, and most 
labour market indicators were seen as “resilient”.  In the media 
conference, the Governor stated that it was too early to say what 
the effect of recent macro policy changes, including the rate rises 
as well as the Budget, would be on the housing market. 

The tone of the discussion on pass-through of the energy 
shock to other prices was also more hawkish than previously. 
The May post-meeting statement described “early signs” that 
firms were looking to pass through higher costs to their own 
prices. This month, these were “signs”, not “early signs”, and 
some of the price increases were noted as already occurring, 
especially in new housing construction. This language is 
important given the importance the MPB is placing on ensuring 
the current energy price shock does not become embedded in 
ongoing inflation. Also noteworthy in the media conference, 
the Governor highlighted that firms can only pass on higher 
costs into their own prices if demand is strong enough that 
consumers will accept that. The comments in May that passing 
on costs was “reasonable” were not repeated; rather, pass-
through was an “expected” reaction by businesses, especially 
small businesses given this is “their livelihood”.  

Overall, this meeting’s outcome and communication were 
in line with our existing view of the RBA’s analysis of the 
economy. The MPB has not been spooked by recent soft data, 
seeing these outcomes as a necessary part of the slower 
growth needed to get inflation down. It is more concerned 
about upside risks to inflation than downside risks. And it 
is now seeing more pass-through into prices, especially in 
housing construction, as we first flagged in early April.  

ECONOMIC INSIGHT

As was all but universally expected, the RBA Monetary 
Policy Board (MPB) held the cash rate steady at 4.35% at 
its June meeting. But in a move that was less surprising to 
us than to some in the market, it explicitly signalled that 
further hikes remain on the table.

The final sentence of the media release added the clause 
“including increasing the cash rate target further if required” 
to the usual remark about doing what is needed to achieve its 
policy goals. In the opening statement to the post-meeting 
media conference, Governor Bullock repeated this point. This 
drafting decision is unusual for an RBA statement, and a 
stronger steer than in recent communication. It suggests that 
the MPB wanted to hose down recent speculation that they 
are done hiking rates.   

We therefore retain our view that further cash rate increases are 
coming. If we are right that the June quarter result for trimmed 
mean inflation will again be strong, the next hike will come at 
the August meeting. A longer pause is possible if the next few 
inflation prints are less alarming, but the direction of travel is 
still most likely up. We expect it will take a further unexpected 
weakening in the domestic economy – and a better inflation 
outlook – to entirely prevent further cash rate hikes from here. 

The post-meeting statement highlighted the RBA’s key view 
that inflation was too high, and a period of slower growth 
would be needed to get inflation back to target. The RBA 
continues to view the Australian economy as facing capacity 
pressures, and only able to grow by about 2%yr before 
inflation rises. This is in line with previous RBA messaging, 
though lower than our own view.  

The MPB has not been as spooked by the recent data flow 
on the household sector and labour market as market pricing 
implied it would be. The RBA’s forecasts, which were based 
on an assumed path for the cash rate of one-and-a-bit hikes, 
already envisaged some slowdown. Indeed, the RBA regards 
the labour market as still a bit tight at the current unemployment 
rate, a point the Governor noted in the media conference.  

The energy price shock is seen adding to the pre-existing 
inflation problem. Energy and “most related” commodity prices 
were mentioned as still being above pre-war levels, and – 
consistent with our own Market Outlook forecasts – the recovery 
following resolution of the conflict is expected to be gradual. 

RBA holds at 4.35%, ready to hike if needed 

“RBA holds cash rate steady at June 
meeting as expected, strikes a hawkish 
tone with rate hikes still on the table.”

Luci Ellis
Chief Economist, Westpac Group

https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/aus/2026/04/er20260410BullInflationOutlook.pdf
https://www.westpaciq.com.au/economics/2026/06/westpac-market-outlook-june-2025
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•	 Forecasting the future is hard. It would be nice if you could 
just apply mathematical models that map from the past to 
the future. That is what most models do – and in physics 
and other physical sciences that makes sense. The models 
might be complicated to the point of intractability, but at 
least conceptually, past performance is a guide to future 
performance.  

•	 In economic systems, though, human factors matter. 
Where exactly the system sits on the spectrum of 
complexity depends on what time horizon you are 
forecasting and how much the outcome is shaped by 
human behaviour and judgement. You need to know what 
kind of game is being played. 

•	 Some systems are like the Melbourne Cup and other horse 
races. Randomness can matter, but physical reality is the 
main determinant of outcomes. In these cases, studying the 
“form guide” and leveraging lag relationships can produce 
decent, if not perfect, forecasts.  

•	 Others, including most business and military competitions, 
operate more like the Football World Cup. Physical reality 
matters, but human interactions matter even more. When 
forecasting these systems, always allow for second and 
higher-order thinking, and the fact that people and teams 
interact, learn and adapt. 

•	 When it comes to forecasting financial markets 
though, it is more like forecasting Eurovision and other 
popularity contests. An ultimately correct view about 
the fundamentals might still be out of tune with the 
consensus or market view. Material reality wins out in the 
end, but the market can stay “Bangaranga” for longer than 
you might hope.

Forecasting the future is hard. It would be nice if you could 
just apply mathematical models that map from the past to 
the future. That is what most models do – and in physics 
and other physical sciences that makes sense. The models 
might be complicated to the point of intractability, but at least 
conceptually, past performance is a guide to future performance.  

In economic systems, though, human factors matter to at 
least some degree. Where exactly the system sits on the 
spectrum of complexity depends on what time horizon you are 
forecasting and how much the outcome is shaped by human 
behaviour and judgement. 

Study the form guide 
Many outcomes are driven by physical processes where 
current state depends on the previous state. Forecasting these 
processes is a bit like betting on horse races. Studying the 
form guide – knowing the current situation and recent past 

performance – is a reasonable guide to the next outcome, 
or so I’m told. Betting on horse races or other non-human 
endeavours is still far from a sure thing. Random conditions 
matter: one horse might have a bad warm-up, or weather 
conditions might differ from the range seen over the period that 
your form guide covers. But physical reality is what matters, not 
least because horses do not collude amongst themselves.  

There are circumstances where forecasting based on leading 
indicators works well, at least in the short term. Physical 
and decision-making processes induce process lags that 
predict future outcomes. Physical reality also helps determine 
other outcomes. For example, a country’s endowment of 
mineral resources and past investment in their extraction 
will determine whether that country is currently an energy 
importer or exporter, and so the impact of an energy price 
shock. Understanding these relationships can go a long way to 
supporting economic understanding more broadly, but it is not 
the whole picture. 

Team of champions or champion team 
Things get more complicated when groups of people are 
involved. Consider sporting competitions. You might have a 
team of talented players, but they need to train together and 
work well today. A poor playbook – the “operating model” 
of the team – will lead the team to underperform a better-
organised team of lesser-known players. (Playing and training 
together in the same league – and mostly the same team, 
Barcelona – is, incidentally, one reason why the Spanish 
women’s soccer team does so well on the international stage. 
Examples in the current men’s World Cup competition, both 
positive and negative, are left as an exercise for the reader.)  

Competition between businesses and conflicts between 
nations both fall into this category. The “form guide” of 
material reality, covering sizes of balance sheets or number 
of fighter jets, will not necessarily be a good predictor of 
the outcome. This is one reason some analysts misread the 
likelihood of a swift Russian victory over Ukraine. It was a 
category error to believe that the starting point of resources 
mattered more than the opposing side’s ability to out-organise 
and out-innovate. Some analysts were effectively forecasting 
as if it were a horse race, not a human competition. 

The problem with forecasting in these environments is that 
it is much simpler to focus on what you can measure than to 
work out how people will react. Game theory can help here 
but quickly becomes intractable. It also presumes a lot about 
people’s priorities and preferences that might not be observable 
by a forecaster. Counting the fighter jets is so much easier. 

This is an example of the broader point that we should always go 
beyond first-round thinking when forming our views. From higher 

Melbourne Cup, World Cup, or Eurovision?  

https://www.youtube.com/watch?v=J3oGYo_mekw
https://www.rba.gov.au/speeches/2018/sp-ag-2018-08-17.html
https://www.westpaciq.com.au/economics/2025/09/luci-and-ryan-note-5-september-2025/
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participation by older workers swamping ageing of the population 
as a determinant of labour supply, to Saudi Arabia’s decision to 
truck oil to route around the Strait of Hormuz, people respond to 
their circumstances – including the human environment. 

Pure Bangaranga 
At least with a soccer match, the result is clearly defined: the 
team that scores the most goals wins. It is even harder when 
what you are trying to forecast is the result of a popularity 
contest. Consider Eurovision. Good songs and performances 
generally do well, but not always. ‘Jury panels’ of industry 
experts and the public both get a vote, and international 
sympathies matter, especially for the public vote. (This is why 
Germany and the UK tend to underperform most years, and 
Ukraine won in 2022. It is also why strong public votes have 
put Israel into second place both this year and last year.)  

Financial markets fall into this category. At least in the short 
to medium term, forecasting financial prices such as equity 
prices or bond yields boils down to an attempt to assess what 
everyone else thinks about that asset and its prospects. This is 
essentially a popularity contest where people’s beliefs about 
the future matter, if anything more than their understanding 
of the present. In this environment, it does not matter what 
you think about AI, or US exceptionalism, or whatever other 
narrative has taken hold in the moment. It matters what 
everyone else thinks. The market can stay bonkers (or perhaps 
“Bangaranga”) longer than you can stay solvent. 

Economics tries to handle this complexity by putting some 
structure around how people are assumed to form and 
update beliefs. Internal consistency, using all the information 
reasonably available, is the usual assumption here – also 
known as “rational expectations”. Other “bounded rationality” 
approaches consider the cost of obtaining or processing 
information, or the lags involved in learning about the world. 
The profession has not yet settled on which of these “bounded 
rationality” approaches should be the standard. This is a shame, 
because these models have strong implications for macro policy. 

Reality matters in the end 
The lesson for forecasters is to know what kind of game you are 
forecasting. This depends partly on the time horizon and partly 
on the nature of the thing being forecast. The longer the horizon, 
the more so-called fundamentals cut through. How people react 
will still matter, though, and can even shape the future path in a 
lasting way. Always allow for second-order responses. 

When thinking about the outlook for interest rates, your 
forecasts for inflation, the labour market and so on serve as 
a kind of material reality benchmark. But what matters in the 
short run is how the policymaker will interpret and respond to 
those outcomes. That might not be how you would respond 
to the same information if you were in their shoes. There is a 
role for judgement in policy decisions, which means you are 
forecasting someone else’s judgement. A bit like predicting 
Eurovision, but with a lot less glitter. 

https://www.westpaciq.com.au/economics/2025/09/luci-and-ryan-note-5-september-2025/
https://www.youtube.com/watch?v=J3oGYo_mekw
https://dash.harvard.edu/server/api/core/bitstreams/7312037c-832e-6bd4-e053-0100007fdf3b/content
http://sims.princeton.edu/yftp/Gerzensee/info.pdf
https://press.princeton.edu/books/paperback/9780691090122/the-conquest-of-american-inflation
https://www.aeaweb.org/articles?id=10.1257/aer.20162005
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THE WEEK THAT WAS

Cliff Notes: policy matters

In the US, the first FOMC meeting with Kevin Warsh as Chair 
was largely as anticipated. Notably, Chair Warsh focused on 
the practices of the Committee and the Federal Reserve as 
much as the economic outlook, announcing the formation of 
five separate task forces. On the current state of the economy, 
the labour market was characterised as largely in balance. The 
message on inflation was blunt, Chair Warsh making clear the 
Committee “will deliver price stability”. 

Regarding the near-term policy outlook, the market showed 
concern over 9 of 18 respondents expecting at least one rate 
hike by year end. However, in the press conference, Chair 
Warsh made clear the degree of uncertainty participants 
wrestled with in coming to these views. Also, at least with 
respect to energy prices, in recent days risks have begun to 
recede. 

The Bank of England also marked time in June, with seven of 
the nine Monetary Policy Committee members voting to keep 
Bank Rate unchanged at 3.75%. The minutes showed that 
Chief Economist Huw Pill and external member Megan Greene 
preferred a 25bp hike as a risk-management response given 
the possibility of material second-round effects from energy 
inflation. Other members took comfort from the recent fall in 
energy prices. The latest labour market and inflation prints 
were meanwhile interpreted as evidence that disinflation was 
well underway before the Middle East conflict. Nonetheless, 
the statement carried a hawkish tone, signalling the 
Committee still sees price risks as the dominant concern.

In Asia, the Bank of Japan raised its policy rate by 25bps to 
1.0%. This follows strong wage outcomes earlier this year 
and growing evidence of pass-through to domestic inflation, 
particularly for services. In Governor Ueda’s absence, Deputy 
Governor Uchida signalled further rate hikes ahead. We expect 
that productivity gains and sustained domestic inflation 
pressures will support the BoJ reaching a terminal rate of 
around 1.5% in mid-2027.

The Policy Board also confirmed that it will continue tapering 
JGB purchases, albeit at a slower pace. Importantly, the Bank 
retains the flexibility to scale up purchases in the event of 
disorderly moves in yields and will continue to pre-commit to 
purchase amounts on a quarterly basis. 

The RBA Monetary Policy Board (MPB) unanimously 
decided to leave the cash rate unchanged at 4.35% this 
week, as widely expected. However, in the subsequent 
communications, the MPB clearly leaned against the idea 
that the hiking cycle is definitively over. After emphasising 
that both headline and underlying inflation is “too high” and 
warning that “[t]here are signs that some firms experiencing 
cost pressures are increasing the prices of their goods and 
services and others are looking to do so”, the MPB explicitly 
signalled that it will not rule out “increasing the cash rate 
target further if required” in order to achieve its objectives.

As discussed by Chief Economist Luci Ellis in a video update 
midweek, markets have recently taken a larger cue from a softer 
run of data around consumer spending, housing and the labour 
market. Some of the weakness in the labour market reflected 
‘abnormal seasonality’ which we expect will revert in May. But 
the important point is that Governor Bullock framed a weaker 
economy as an intended consequence of tighter monetary 
policy – slowing demand growth enough to squeeze inflation 
out of the system and prevent it from becoming embedded 
in expectations. With upcoming inflation data likely to show 
further persistence, we think the MPB will feel compelled to 
respond with further rate hikes in August and September.    

Before moving offshore, a final note on local manufacturing. 
The latest Westpac-ACCI Survey of Industrial Trends 
revealed that momentum stalled heading into mid-year, 
the Actual Composite falling from a robust 57.6 in Q1 to a 
neutral reading of 50.5 in Q2. Underpinning the result was 
a flattening in new orders, a deceleration in output growth 
and a decline in employment. This comes as the Middle East 
conflict compounds the cost-of-living pressures households 
face, weighing on demand. It has also reignited cost pressures 
within manufacturing, a net 51% of firms reporting a rise in 
average unit costs. Firms expect further material increases in 
selling prices as a result, suggesting the pass-through of higher 
costs will persist into the second half. What was once budding 
optimism on the general business outlook has now collapsed to 
deep pessimism, leading many firms to delay or cancel plans to 
increase investment and hiring over the coming year. 

Before moving further afield, New Zealand received an 
update on economic activity this week, the 0.8% rise in Q1 
GDP a little less than we expected, though revisions meant 
the annual growth pace came out ahead of our forecasts. The 
pick-up in momentum evident over recent quarters likely came 
to a halt in Q2 due to the Middle East conflict, but this week’s 
apparent resolution (see below) could see the economy pick up 
again sooner than we had assumed. 

Elliot Clarke, Head of International Economics
Mantas Vanagas, Senior Economist 
Ryan Wells & Illiana Jain, Economists

“If the US/Iran deal holds over the 
coming months, we expect the FOMC to 
remain on hold"

https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Ffomc-elliot-18-june-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329949708%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=x%2Bb4ClYSC16iIyLNQVG1AbRA601rStUmld2gFAuJA%2BY%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Frba-decision-16-june-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329871502%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=qaRFqAaLmcZYDnwT8VfueAsNrFeozbntDtgWFbd8K28%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Flucis-rba-video-16-june-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329896037%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=%2FEa3UdlH8z8rUdG4%2BCF99Pt1B1HKmKaMoCEVPfGkCCA%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Flabour-force-preview-may-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329908170%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=7P8Ldmwiv0%2BIK2XuJ9m08AKxVfHH3Hc9zU9C5niMNSE%3D&reserved=0
https://www.westpaciq.com.au/economics/2026/06/cpi-monthly-preview-may-2026
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Facci-westpac-business-survey-2026-q2&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329919937%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=EP4i8yzRO6reCmcA%2B%2FXKbIxEhpBKqJB7dOL8%2Bxyuwo4%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Fnz-gdp-review-chartpack-march-quarter-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329932103%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=0x14hP1Q9ou0oBUw5meWFe%2BrZ%2BwTuw21d9C6W%2BE4qgg%3D&reserved=0
https://aus01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.westpaciq.com.au%2Feconomics%2F2026%2F06%2Fnz-gdp-review-chartpack-march-quarter-2026&data=05%7C02%7Cstephanie.lee%40westpac.com.au%7C44c3989fb2e149ecb1cd08decd9a6f56%7C57c64fd466ca49f5ab382e67ef58e724%7C0%7C0%7C639174260329932103%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=0x14hP1Q9ou0oBUw5meWFe%2BrZ%2BwTuw21d9C6W%2BE4qgg%3D&reserved=0
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On the data front, Chinese activity disappointed again in 
May. Retail sales contracted over the year, -0.6%yr, as soft 
income growth, declining wealth and an absence of confidence 
weighed. Fixed asset investment fell 4.1%ytd, driven by 
declines in sectors including property, health and education, but 
also owing to a lull in previously strong areas of the economy, 
namely manufacturing and utilities. Industrial production 
growth of 5.4%ytd shows the effective use of current capacity 
to meet strong growth in external demand, however. Aggregate 
growth in the economy is largely dependent on net exports’ 
contribution at present. This is unsustainable given the record-
high level of the trade surplus, hence the need for material and 
urgent stimulus for the domestic economy. 

Finally, to the Middle East conflict. A resolution now looks 
to be in effect, at least for the next 60 days after a 14-point 
Memorandum of Understanding was signed by both the US 
and Iran. On day 1 of the Strait’s re-opening, several VLCCs, 
which each carry 2 million barrels of oil, were seen transiting 
the Strait as others readied at port. Further, not only will 
shipments from other Middle East countries now come to 
the global market, but also from Iran – waivers allowing the 
nation to freely sell into the global market without delay and, 
as conditions are met, the removal of sanctions should confirm 
long-term access. Negotiations over Iran’s nuclear program are 
still necessary, and until agreed there is risk of further conflict. 
Also, it will take time for damaged infrastructure and global 
inventories to be rebuilt. Still, the initial market reaction has 
be positive, the price of Brent oil falling from a recent peak 
near USD110 per barrel to USD79, compared to an average of 
USD63 in Q4 2025.    
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FOCUS ON NEW ZEALAND

July RBNZ pause more likely following ceasefire 

With global fuel prices dropping back, the current uplift 
in inflation is likely to be slightly more moderate than 
expected, and the risks of a widespread and enduring 
lift in pricing pressures is less pronounced. This gives the 
RBNZ more breathing space to observe how the economy is 
tracking before hiking the Official Cash Rate. We continue 
to expect that the RBNZ will keep the cash rate on hold 
until September. And depending on how fuel prices evolve, 
the RBNZ might become circumspect about how quickly 
rates need to rise beyond that time.  

After a firm start to the year, economic 
momentum has faded
The latest GDP figures showed that the New Zealand economy 
had been gaining traction in the early part of the year, ahead of 
the conflict in the Middle East. The economy grew by 0.8% in 
the March quarter, with activity up 1.5% over the past year – the 
latter slightly firmer than expected due to an upward revision to 
growth in the December quarter. Growth was also a bit firmer 
than the RBNZ had expected, underpinned by earlier interest rate 
reductions and the continued strength in the agricultural sector.

But despite that encouraging start to the year, more recent data 
have shown that the economy’s momentum has been dented 
by the conflict in the Middle East. The significant rise in living 
costs has been weighing on households’ spending, and recent 
business surveys (including this week’s PMI and PSI) have 
shown a downturn in trading activity over the past few months. 
On top of that, the related nervousness about the outlook has 
seen plans for hiring and capital expenditure wound back. 

It hasn’t all been bad news though. Demand for our key 
commodity exports has remained firm, with notable strength 
in dairy and red meat prices. And trade data for May 
revealed strong growth in both consumer and capex imports, 
suggesting that businesses had been anticipating robust 
demand prior to the conflict. 

Nevertheless, the economy is on course for another year of 
soggy growth. We expect that economic activity will expand 
by just 1.4% over 2026 (a rate that’s well below average), with 
unemployment lingering above 5%.

Inflation pressures moderating
Against that challenging backdrop, the easing in tensions in 
the Middle East has been a welcome respite. The immediate 
impact for New Zealand households and businesses has been 

a decline in fuel costs. With global oil prices dropping back, 
the average price of 91 unleaded around the country has 
already fallen around 6 c/ltr over the past week, with diesel 
prices down nearly 20 c/ltr. And if global oil prices remain 
around current levels, 91-unleaded could drop by another 20 
to 30 c/ltr over the coming weeks. That would take prices back 
to around $2.80 to $2.90 / ltr.

But while the global headwinds that have been buffeting the 
New Zealand economy have moderated, it will still take time for 
the disruptions to global supply chains and related increases in 
cost pressures to fully reverse. In the meantime, fuel costs remain 
well above the levels we saw prior to the conflict, and that is 
continuing to squeeze households’ finances. Similarly in the 
business sector, many firms are likely to see continued increases 
in materials costs over the next few months. Given ongoing 
concerns about the durability of the ceasefire in the Middle East, 
it’s also likely that businesses will remain reluctant to take on 
new staff or commit to significant capital expenditure (at least 
until we see definitive signs of a turn in economic activity).  

We’re currently reviewing our forecasts in light of the changing 
global backdrop.  However, we’ve already made some changes 
to our inflation forecasts. We’ve revised down our forecast for 
inflation through the middle part of the year and now expect 
that it will peak at 4.2%yr in the September quarter (down from 
our previous forecast of 4.5%). That downwards revision is in 
part due to the easing in oil prices. We’ve also seen softness in 
airfares. More generally, subdued demand has constrained how 
far many businesses have been able to raise their prices despite 
increases in operating costs. 

Our updated forecast for inflation is slightly lower than the 
RBNZ assumed in their latest projections in May (which showed 
inflation peaking at 4.3%).

The changing global backdrop gives the RBNZ 
more headroom
These shifts in the global and domestic outlooks have important 
implications for the RBNZ. At the time of their last policy 
statement in May, all members of the RBNZ’s Monetary Policy 
Committee agreed that the Official Cash Rate would likely need 
to rise through the latter part of the year. However, the Committee 
was split in terms of how quickly hikes were needed - three 
members voted for an immediate hike in May, the other three 
(including the Governor) voted to keep the OCR on hold. Those 
members who voted for a hold wanted to see how inflation 
pressures were shaping up. In particular, there were questions 

Satish Ranchhod 
Senior Economist

https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/nz/2026/06/Economic-Data_190626-GDP-chartpack_bulletin_19Jun26.pdf
https://www.westpaciq.com.au/economics/2026/06/first-impressions-nz-selected-prices--may-2026--and-updated-cpi-
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about whether the recent uplift in fuel prices would give rise to a 
more widespread and long-lasting lift in price pressures. 

We’re still looking at a firm near-term inflation outlook. 
However, with global fuel costs dropping back, the longer-term 
risks to the inflation outlook are now less pronounced. And with 
softness in domestic activity and the labour market, the RBNZ 
has more headroom to watch how the economy is tracking 
before it hikes the OCR. 

Given that moderation in longer-term inflation risks, we 
continue to expect that the RBNZ will remain on hold until 
September. We can’t entirely rule out an earlier start at the 
July policy meeting, and financial markets still see a strong 
chance of a July hike (around 85%). However, we think that 
recent developments have certainly strengthened the case for 
a continued hold. Even some of those on the Committee who 
had previously advocated for a hike may reconsider how quickly 
policy needs to be adjusted given the changing global backdrop. 
They may now see merit in waiting to see the outcome of the 
June quarter CPI and labour market reports, as well as the 
next round of inflation expectation surveys, which will all be 
released between the July and September OCR reviews.  

Depending on how fast oil prices fall, the RBNZ could also 
become more circumspect about just how far and fast the 
OCR ultimately has to rise. However, this isn’t a one-way 
bet, with the longer-term outlook for activity and monetary 
policy opaque. Although global headwinds are easing back, 
inflation remains elevated, including the domestic non-tradable 
components which have been slow to decline. In addition, the 
easing in near-term cost pressures and economic uncertainty 
that we’re now seeing could help the economy regain its 
momentum sooner than we previously thought. 
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AUS: May CPI (%ann)

June 24, Last: 4.2, Westpac f/c: 4.4 
Market f/c: 4.3, Range: 3.8 to 4.9

In April, headline inflation undershot expectations easing to 
4.2%yr with trimmed-mean inflation rising to 3.4%yr. Despite 
this firming, there was only limited indications of a broadening 
in pass-through from the Middle East energy shock.

The focus in May will again be on evidence of second round 
effects from higher oil prices. We expect the CPI to fall 
–0.3%mth, rising to 4.4%yr annually. The weakness is centred 
on lower fuel prices and softer clothing. The trimmed mean 
is forecast to rise 0.4%mth/3.6%yr, though uncertainty on 
the strength and speed of price adjustments remains a key 
downside risk. For the full preview, see here.

AUS: May Labour Force – Employment Change (000s)

Jun 25, Last: –18.6, Westpac f/c: +45 
Market f/c: +30, Range: +15 to +45

April surprised materially to the downside across most fronts. 
Employment fell by 18.6k in the month, against expectations 
for a modest increase.

As discussed in our preview, the weakness in employment 
might be related to an ‘abnormal seasonality – this year’s April 
LFS ran over the full Easter long weekend, and so it may have 
captured a bit more Easter holiday-related softness in the raw 
data that was not fully removed by seasonal adjustment. 

We expect a bounce-back of +45k in May. This would amount 
to an average monthly gain of around +13k/mth over April and 
May, a clear step down from the +30k/mth pace over Q1. 

AUS: May Labour Force – Unemployment Rate (%)

Jun 25, Last: 4.5, Westpac f/c: 4.4 
Market f/c: 4.4, Range: 4.3 to 4.6

Despite a tick down in the participation rate to 66.7%, the fall 
in employment was large enough to see the unemployment 
rate jump from 4.3% to 4.5% in April, the highest since the 
‘delta’ COVID-19 outbreak in late-2021.

As stated above, this weakness possibly due to extra holiday-
related weakness tied to the survey’s timing over Easter. This 
is set to fade in May's data. With the participation rate ticking 
back up to 66.8%, we expect the unemployment rate will fall 
from 4.5% to 4.4%.

If April’s decline was indeed driven entirely by Easter or other 
noise, May's data could surprise to the stronger side, meaning 
a potentially lower unemployment rate.

https://www.westpaciq.com.au/economics/2026/06/cpi-monthly-preview-may-2026
https://www.westpaciq.com.au/economics/2026/06/labour-force-preview-may-2026
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AUS: Q2 Job Vacancies (%qtr)

Jun 25, Last: 2.7, Westpac f/c: –3.5

The number of job vacancies increased by 8.9k (2.7%) between 
November and February. That result was consistent with the 
recovery that was taking place in the labour market earlier in 
the year, prior to the onset of the Middle East conflict.

While the level of job vacancies remains elevated, as a share of 
the labour force it has come back down to more normal levels. 
As seen on the chart rightwards, we are around the 'steeper' 
part of the Beveridge Curve – suggesting that the relationship 
between vacancies and unemployment continues to behave 
broadly as expected.

Based on the available partial monthly indicators, we think a 
fall in the official ABS measure of job vacancies is likely in Q2. 
We have pencilled in around –3.5%qtr.

AUS: May Household Spending Indicator (%mth)

Jun 25, Last: –1.1, Westpac f/c: 0.7 
Market f/c: 0.5, Range: –0.5 to 4.5

The Household Spending Indicator fell –1.1%mth in April, 
unwinding most of the 1.6% jump in March. The main driver 
was a mostly price-led unwind in auto fuel-related spending, 
reflecting the temporary halving of fuel excise tax and waiving 
of GST.  

May was a more settled month for fuel prices although it saw 
a third 25bp interest rate rise from the RBA and a sharp fall in 
consumer sentiment. Our Westpac-DataX Card Tracker points 
to a clear moderation in momentum with activity ex-fuel 
stalling flat in recent weeks. However, that’s likely to be more 
evident as June spending figures roll in with the wash-up for 
the May month still pointing to a +0.7% gain in the Household 
Spending Indicator. 

AUS: Q2 Westpac-Now – First Estimate (%qtr)

Jun 26, Last: 0.4 (Q1 2026)

Westpac-Now’s final estimate for Q1 had GDP growth 
moderating to just 0.4%qtr in Q1 2026, down sharply from the 
0.9%qtr recorded in Q4 2025. This was broadly in line with 
the 0.3%qtr recorded in the Q1 National Accounts, signalling 
that Australia’s cyclical upturn had come to an end.  
  
Westpac-Now also pointed to growth stalling at just 0.1%qtr 
in Q2 2026, with a ‘negative quarter’ well within standard 
confidence intervals. We expect our first estimate for Q2 2026 
to reinforce the view that activity eased through the first half 
of 2026, with something close to a flat quarter the most likely 
outcome.

https://www.westpaciq.com.au/economics/2026/05/westpac-card-tracker-29-may-2026
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NZ: Q2 Westpac-McDermott Miller Employment 
Confidence (index)

Jun 23, Last: 95.6

The Employment Confidence Index rose slightly in the 
March quarter survey, led by a lift in perceptions about job 
availability. That measure in particular is often a useful leading 
indicator of the unemployment rate, which looked to have 
reached its peak for the cycle until the Middle East conflict 
provided a fresh blow to the economy. As with our consumer 
confidence index, the March survey was held early in the 
month, largely before the conflict began to flow through into 
fuel prices, while the latest survey was held in early June 
before the US-Iran peace agreement was reached. 
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FOR THE WEEK AHEAD

What to watch 

For Data/Event Unit Last
Market 

f/c
Westpac 

f/c Risk/Comment

Mon 22

Eur Jun Consumer Confidence index –19 –16 – Remains deeply pessimistic owing to current conditions.

Tue 23

NZ Q2 Westpac MM Employment Conf. index 95.6 – – Surveyed before the ceasefire announcement.

Jpn Jun S&P Global Manufacturing PMI index 54.5 – – Activity supported by new orders and inventory expansion ...

Jun S&P Global Services PMI index 50.0 – – ... though services activity looks to have stagnated.

Eur Jun S&P Global Manufacturing PMI index 51.6 51.5 – Upturn in manufacturing activity has lost momentum ...

Jun S&P Global Services PMI index 47.7 49.3 – ... with cost pressures for services on a persistent uptrend.

UK Jun S&P Global Manufacturing PMI index 53.9 50.0 – Upturn gathering pace, with production hitting a 3mth high ...

Jun S&P Global Services PMI index 49.3 53.0 – ... services takes a setback with the first fall in a year.

US Jun S&P Global Manufacturing PMI index 55.1 54.6 – May recorded the fastest upturn in production since Apr-22 ...

Jun S&P Global Services PMI index 50.7 51.0 – ... but sluggish growth in services is a drag on overall activity.

Jun Richmond Fed Manufacturing index 13 8 – Some reversal expected following May’s bounce.

Wed 24

Aus May Monthly Headline CPI %ann 4.2 4.3 4.4 Lower fuel prices will continue to weigh on the headline print.

May Monthly Trimmed Mean CPI %ann 3.4 3.5 3.6 Construction costs becoming a key pressure point.

RBA Deputy Governor Hauser – – – – Speaking in Melbourne, 6:00pm AEST.

Ger Jun IFO Business Climate Survey index 84.9 85.5 – Continues to suggest a weak growth outcome for H2 2026.

US May New Home Sales %mth –6.2 3.5 – Builders are reporting bloated inventories of homes.

Thu 25

Aus May Employment Change 000s –18.6 30 45 Bounce-back from holiday-related weakness in April ...

May Unemployment Rate % 4.5 4.4 4.4 ... will give a clearer idea of underlying momentum.

Q2 Job Vacancies %qtr 2.7 – –3.5 Partial indicators point to a small pull-back.

May Household Spending Indicator %mth –1.1 0.5 0.7 Moderation in consumer momentum further ahead.

US May Personal Income %mth 0.0 0.4 – A strong jobs report likely supported income growth and ...

May Personal Spending %mth 0.5 0.6 – ... higher spending despite bleak sentiment among consumers.

May PCE Deflator %mth 0.4 0.4 – Non-durables and services driving most of the increase.

May Durable Goods Orders %mth 8.0 –4.7 – Upheld by tech-related investment; transport adds volatility.

May Chicago Fed Activity index 0.14 – – Growth moving above trend signalling pressures on inflation.

Initial Jobless Claims 000s 226 – – Seasonal volatility high this time of year.

Q1 GDP %ann'd 1.6 1.7 – Final estimate.

Jun Kansas City Fed Manufacturing index 8 – – Defying expectations for steep falls amid higher input costs.

 Fedspeak – – – – Williams.

Fri 26

Aus Q2 Westpac-Now %qtr 0.4 – – First estimate will likely point to a further softening in activity.

Jpn Jun Tokyo CPI %ann 1.4 1.6 – Pass-through of higher labour and import costs likely.

Chn Q1 Current Account Balance US$bn 184.1 – – Final estimate.

US May Wholesale Inventories %mth 0.6 0.2 – Normalising from its surge in March.

Jun Uni. Of Michigan Sentiment index 48.9 50.0 – Final estimate.

 Fedspeak – – – – Goolsbee, Kashkari.

Sar 27

Chn May Industrial Profits %ann 24.7 – – Manufacturing industry a key source of strength.
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LOOKING FURTHER AHEAD

Interest rate forecasts
Australia Latest (19 Jun) Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27 Mar–28 Jun–28 Sep–28 Dec–28

Cash 4.35 4.85 4.85 4.85 4.85 4.85 4.85 4.60 4.35 4.10 3.85

90 Day BBSW 4.47 4.90 4.90 4.95 4.95 4.95 4.80 4.55 4.30 4.05 3.95

3 Year Swap 4.44 4.65 4.65 4.60 4.50 4.40 4.30 4.20 4.10 4.00 3.90

3 Year Bond 4.45 4.65 4.65 4.60 4.50 4.40 4.30 4.20 4.10 4.00 3.90

10 Year Bond 4.80 4.90 4.90 4.90 4.85 4.85 4.85 4.85 4.85 4.90 4.95

10 Year Spread to US (bps) 35 40 40 35 30 25 20 15 10 10 10

United States

Fed Funds 3.625 3.625 3.625 3.625 3.625 3.625 3.625 3.625 3.625 3.625 3.625

US 10 Year Bond 4.45 4.50 4.50 4.55 4.55 4.60 4.65 4.70 4.75 4.80 4.85

New Zealand

Cash 2.25 2.50 3.00 3.50 3.75 4.00 4.25 4.25 4.25 4.25 4.00

90 Day Bill 2.71 2.95 3.40 3.75 4.00 4.25 4.45 4.45 4.45 4.40 4.15

2 Year Swap 3.38 3.85 4.15 4.30 4.40 4.40 4.35 4.30 4.25 4.20 4.15

10 Year Bond 4.44 4.65 4.80 4.95 5.05 5.10 5.10 5.10 5.10 5.05 5.05

10 Year Spread to US (bps) –1 15 30 40 50 50 45 40 35 25 20

Exchange rate forecasts
Latest (19 Jun) Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27 Mar-28 Jun-28 Sep-28 Dec-28

AUD/USD 0.6992 0.72 0.73 0.73 0.74 0.74 0.74 0.73 0.73 0.73 0.73

NZD/USD 0.5735 0.59 0.60 0.62 0.64 0.65 0.66 0.66 0.66 0.66 0.66

USD/JPY 161.37 158 156 154 152 150 148 146 144 142 140

EUR/USD 1.1428 1.17 1.18 1.19 1.20 1.21 1.22 1.22 1.22 1.21 1.21

GBP/USD 1.3169 1.35 1.36 1.37 1.38 1.39 1.40 1.41 1.41 1.40 1.40

USD/CNY 6.7682 6.75 6.70 6.60 6.50 6.45 6.40 6.35 6.35 6.30 6.30

AUD/NZD 1.2204 1.22 1.22 1.19 1.16 1.14 1.12 1.11 1.11 1.11 1.11

Australian economic forecasts
2026 2027 Calendar years

% change Q1 Q2(f) Q3(f) Q4(f) Q1(f) Q2(f) Q3(f) Q4(f) 2025 2026(f) 2027(f) 2028(f)

GDP %qtr 0.3 0.0 0.1 0.3 0.4 0.4 0.4 0.4 – – – –

%yr end 2.5 1.6 1.3 0.7 0.9 1.2 1.4 1.5 2.5 0.7 1.5 2.6 

Unemployment rate % 4.2 4.4 4.6 4.9 5.0 4.9 4.9 4.9 4.3 4.9 4.9 4.5

Wages (WPI) (sa) %qtr 0.8 0.8 1.0 0.8 0.8 0.8 0.8 0.8 – – – –

%yr end 3.3 3.2 3.4 3.4 3.4 3.4 3.2 3.2 3.4 3.4 3.2 3.4

Headline CPI %qtr 1.4 1.0 1.5 0.7 0.7 0.7 0.8 0.5 – – – –

%yr end 4.1 4.4 4.6 4.7 4.0 3.7 3.0 2.8 3.6 4.7 2.8 2.2

Trimmed Mean CPI %qtr 0.8 1.0 1.1 0.9 0.8 0.7 0.7 0.7 – – – –

%yr end 3.4 3.8 3.8 3.8 3.7 3.5 3.2 3.0 3.4 3.8 3.0 2.4

Economic & financial forecasts

New Zealand economic forecasts
2026 2027 Calendar years

% Change Q1 Q2(f) Q3(f) Q4(f) Q1(f) Q2(f) Q3(f) Q4(f) 2025 2026(f) 2027(f) 2028(f)

GDP %qtr 0.8 –0.3 0.4 0.6 1.1 0.6 0.8 0.8 – – – –

Annual avg change 0.8 1.5 1.6 1.6 1.6 1.8 2.2 2.6 0.3 1.6 2.6 3.4

Unemployment rate % 5.3 5.4 5.5 5.6 5.5 5.3 5.1 4.9 5.4 5.6 4.9 4.4

CPI %qtr 0.9 1.5 1.1 0.5 0.5 0.1 0.6 0.4 – – – –

Annual change 3.1 4.1 4.2 4.1 3.7 2.3 1.8 1.7 3.1 4.1 1.7 2.0
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable, 
the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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DISCLAIMER

Fiji: Unless otherwise specified, the products and services for 
Westpac Fiji are available from www.westpac.com.fj © Westpac 
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registered with the US CFTC. The services and products referenced 
above are not insured by the Federal Deposit Insurance Corporation 
(“FDIC”). Westpac Capital Markets, LLC (‘WCM’), a wholly-owned 
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securities or related derivative instruments. 

The author of this communication is employed by Westpac and is not 
registered or qualified as a research analyst, representative, or associated 
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