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Temporary rise to the top of the target band

- We estimate that New Zealand consumer Consumer price inflation
prices rose by 1.0% in the September quarter. Sep-25 forecast
That’s slightly lower than our previous ilé':uﬁ Westpac RBNZ
forecast, reflecting the softness in rents and i (AUEIEES)
food prices seen in the latest monthly update Headline inflation
from Stats NZ. Quarterly 0.5% 1.0% 0.9%

Annual 27% 3.0% 3.0%

« The annual inflation rate is expected to rise to

. Non-tradables inflati
3.0%, up from 2.7% in the year to June. on-fracables ITaTon

Quarterly 0.7% 1.2% 1.0%

+ Our forecast for quarterly inflation is slightly Annual 37% 3.6% 3.5%
higher than the RBNZ’s forecast (+0.9% qtr), Tradables inflation

but we have the same forecast for the annual Quarterly 0.5% 0.8% ™y

inflation rate. With much of the uplift in prices Annual 9% 91% 1%

related to temporary factors or administered
prices, a result in line with our forecast is

unlikely to be a major concern to the RBNZ. Inflation heading back to the top of the

« In addition to a large annual increase in local target band.
council rates, the September quarter also saw

. . . We expect the September quarter inflation report (out
large increases in food prices and household P b d port(

on 20 October) will show that consumer prices rose 1.0%

-energy costs. HOV\.Ie.ver, |nflat|.on In more . over the past three months. That would see the annual
interest rate-sensitive areas, including housing inflation rate rising to 3.0%, up from 2.7% in the year

costs, has been cooling. to June.

+ The various measures of core inflation are
expected to remain contained in the upper
part of the RBNZ’s 1-3% target band.
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Underpinning September’s rise in consumer prices are
large increases in two key areas.

Food prices (19% of the CPI) have risen 1.8% in the
past three months, compounding the large increases
seen earlier in the year. As well as the usual seasonal
increase in vegetable prices, recent months have also
seen large increases in meat prices.

The September quarter will also see the annual
increase in local council rates. \We estimate that rates
rose an average of 8% across the country this year.
That’s a bit lower than the past two years, but still a
large rise.

Also boosting inflation this quarter have been continued
large increases in household energy prices (3% of the CPI)
mainly as a result of higher electricity charges.

While we don’t expect large price declines in other areas,
there are a few categories that are likely to see much
lower-than-usual rises. Of note are the two big housing
categories - housing rents and the cost of purchasing

a newly built home, which together account for around
20% of the CPI.

Stats NZ’s monthly inflation updates have highlighted
very weak growth in housing rents in recent months,
with average rents across the country estimated to

be up just 0.2% in the September quarter. That's the
smallest September quarter increase since 20009. It
comes against a backdrop of low population growth
and increases in supply, with particularly weak growth
in areas like Wellington.

We also expect a muted 0.3% rise in the cost

of building a new home. That reflects the stark
downturn in home building over the past year and
related increases in competitive pressures.

More generally, we expect muted price rises in a range
of discretionary spending areas including clothing and
household durables, consistent with the continued
softness in retail spending.

Contributions to September quarter inflation forecast
(percentage points)

Food

Property rates and related services
Recreation and culture

Household energy

Passenger transport services
Private transport supplies and services
Miscellaneous goods and services
Housing

Alcohol and tobacco

Rents

Health

Education

Property maintenance

Purchase of vehicles

Clothing and footwear

Household contents and services
Communications

Source: Westpac -0.1 0.0 0.1 0.2 0.3 0.4

Our updated forecast is slightly lower than our earlier
forecast for a 11% rise, reflecting the softness in rents
and food prices in Stats NZ’'s September Selected
Prices update.

In terms of the big CPI groups, we expect that
domestically oriented non-tradables prices will rise
1.9% over the quarter. That would see annual non-
tradables inflation slowing to 3.6%, down from 3.7% last
quarter and the lowest level since 2021. Non-tradables
inflation has been gradually cooling over the past couple
of years, reflecting the softness in economic activity,
and related muted growth in wages and service sector
prices. However, domestic inflation is still lingering above
historic averages due to the continued large increases in
administered prices, like council rates.

On the imported front, we expect tradables prices will
rise by 0.8% for the September quarter. That would see
annual tradables inflation rising to 2.1%. That’s a stark
change from the past year when tradable prices had been
flat or falling, with much of that turnaround due to the
recent rise in food prices.
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How do our forecasts compare to the
RBNZ’s assumptions?

Our forecast for a1.0% quarterly rise in consumer prices
is a little above the RBNZ’s last published forecast for a
0.9% increase. However, we have the same forecast for
annual inflation (+3.0%yr). Much of the difference will
relate to administered prices, like electricity charges, that
have risen sharply since the RBNZ finalised its forecast.

With much of the expected pickup in inflation likely to
be temporary (for instance, the recent rise in food price
inflation), a result in line with our forecasts is unlikely to
be a major concern for the RBNZ. And like the RBNZ, we
expect inflation will drop back next year.
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Core inflation to remain contained. Quarterly CPl inflation

With much of the current rise in inflation driven by 30,7 Hoadiine inflation (Seotert ere hiahlichtod % 30
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increases in a few specific areas, the RBNZ will be paying eadiine inflation (September quarters highlighted)

close attention to the various measures of core inflation. 5 | @ Vestpac forecast L 20
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to-quarter volatility in inflation and instead track the ‘o o
underlying trend in prices.) o ¢
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than at low levels. We expect that will remain the case
this quarter. Some measures may nudge slightly higher.

For instance, we expect that CPI excluding food, fuel and Quarterly non-tradables inflation
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Past performance is not a reliable indicator of future performance. The forecasts given in this document 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 ultimate outcomes may differ substantially from these forecasts.
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