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Annual headline inflation
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NZ inflation 4.1% in the year to June, higher than RBNZ expected. 6 o Mestpac forecas 6
& RBNZ July review
New Zealand consumer prices rose 1.5% in the June quarter. ° [
4 -4
- That saw the annual inflation rate rising to 4.1% - up from 3.1% in the year to March and the 3 | | 5
highest level in two years. 5 ] RENE target range ,
- The result was in line with our expectations. 14 L1
Source: RBNZ, Stats NZ, Westpac
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Howgver, the result was sllghtly above the RBNZ’s updgtgd Julyforeca.st for 3.9% annuaF 5007 2009 2011 2013 2015 2017 2019 2021 2023 2025
inflation. Much of that surprise is likely related to volatile items like holiday accommodation.
Consequently, the result will not be a major surprise to the RBNZ. June quarter inflation
Under the surface, core inflation has been contained, with limited signs of spillover from high Mar un
oil prices. Pl Qtr% 0.9 15
Even so, the various measures of core inflation have lingered above 2% for some time. Yro%o 31 41
. . . - . , . Qtr% 11 06
In addition, fuel prices have risen again in recent days, while recent business surveys point to Non-tradables o - a
the risk of a broadening in pricing pressures. o e o 97
. . . radables
- We continue to expect OCR increases in September and December. Yroo 25 4.9
Westpac New Zealand Economics 2


https://www.linkedin.com/showcase/westpac-nz-economics-team/

Satish Ranchhod, Senior Economist | +64 9 336 5668 | +64 21710 852 | satish.ranchhod@westpac.co.nz m Connect with us

K d o Contributions to June quarter inflation (percentage points)
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Energy and food costs pushed inflation higher. Clothing and footwear
CommL‘mications
The main driver of June’s spike in consumer prices was the sharp rise in fuel prices since the Household operty maintenance
start of the Middle East war. Petrol prices rose 20% over the June quarter and diesel prices Aleonotand topacco
were Up an eye_Watering 4'70/0' Property rates and related services
Health
.. . Educati
Electricity prices rose 4% over the June quarter and are up 12% over the past year. That was Miscellansous goods and semices
slightly lower than the 12.5% rise in the year to March. But before that the last time we saw Passengor rememont Sevincs Soutce Stats N2, Westpac
increases this large was 1989. 02 00 02 04 06 08 10
Food prices rose 0.4% over the quarter and were up 2.8% over the past year.
. . . Oil prices
Notably, the June quarter also saw a 1.6% rise in the cost of a newly built home following
very muted gains over the past year. Construction firms have reported increases in building 200 /5P /barrel usD/barrel 500
. . . . . . US/Iran
costs in recent months, with at least some of that stemming from the increase in global oil 175 — Singapore refined ol price MOUagieed | 175
prices. That's flowed through to higher transport costs, as well as higher costs for materials 150 - Brent orud L 150
. .. — brent crude
like PVC piping. 125 - d - 125
100 4 r 100
75 A \\./ F 75
50 + r 50
25 4 + 25
Source: Bloomberg
Jan-25 Jul-25 Jan-26 Jul-26

Westpac New Zealand Economics 3



https://www.linkedin.com/showcase/westpac-nz-economics-team/

Satish Ranchhod, Senior Economist | +64 9 336 5668 | +64 21710 852 | satish.ranchhod@westpac.co.nz m Connect with us

Non-tradables inflation

Tradables and non-tradables

— Non-tradables

Domestic pressures firm but contained, while imported pressures are 6 T on-radablos exc! -6
pushlng hlgher. — Non-tradables excl

government charges

Prices in the domestically oriented non-tradables group rose 0.6% over the quarter
(as expected). That saw annual non-tradables inflation edging down just slightly to 3.4%
from 3.5% last quarter.

- While there continues to be firmness in administered prices (like household energy and local o | Sesese e Y
council rates), other domestic prices have been easing. In part, that’s due to the softness 2005 2010 2015 2020 2025
in housing rents. However, the cooling in domestic prices has been more widespread, with
non-tradables excluding housing and utilities costs (which also omits rates) slowing to Tradables inflation

3.2%yr, down from 3.5% in the year to March.

10 oyr %yr

- Onthe imported front, tradables prices rose by 2.7% over the June quarter (just slightly — Tradables

— Tradables excl food and fuel

more than expected). Tradable prices were up 4.9% over the past year. That’s up sharply
from the 2.5% rise in the year to March.

Higher fuel costs have been a significant driver of the rise in imported inflation. However,

the lower New Zealand dollar is also playing an important role, with the NZD trade-weighted
exchange rate down almost 4% over the past year. Excluding food and fuel costs, tradables 0 1
prices were up 1.9% over the past year - the largest rise since 2023. Furthermore, with 2
significant increases in operating costs in the wake of the Middle East war, imported inflation o | SveesasNZWesweo
pressures are set to remain firm over the coming months. 2005 2010 2015 2020 2025
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Headline and core inflation

Core inflati
ore inmnation
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. . . . — RBNZ sectoral factor model
Underlying inflation pressures contained for now. 61— CPI excl food, energy and fusls -6
- While fuel prices did push inflation sharply higher over the past few months, a key focus ° [
for the RBNZ is what’s been happening to other prices in the economy. In particular, are we 1 M4
seeing signs of a broader pick-up in inflation pressures? 1 RENZ target range 3
2 2
- At this stage, we're not seeing signs that fuel prices are spilling over into a more generalise . ¥
increase in inflation. Most key measures of core inflation remained contained within the . Sowes: RN St 2 Wesac |
RBNZ target band, and several edged back slightly. 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025
- Stats NZ produces a measure of inflation excluding food, household energy, vehicle fuels
and government charges. While that excludes a lot of essential household spending, the Core inflation measures (annual)
remaining prices still account for two-thirds of the CPI, and those prices are likely to be ones Mar Jun
that are related to the strength of demand and the labour market. Prices in this group were CPI ex-fuel inflation 3.2 29
up 2% over the past year and have been tracking around this level for the past two years. CPI ex-fuel and food 3.0 29
- While measures of core inflation are tracking within the RBNZ’s target band, they're not ;:/e:'fuel’ f:°d and household energy 22 zz
¢ 5 . . . . % trimm mean . .
low’. Despite a sharp slowdown in economic growth and softness in the labour market, the Nz s;ctofal f:;or - - -
various measures of core inflation have lingered above the 2% midpoint of the RBNZ’s target : :
range for an extended period.
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Outlook

Gradual easing in inflation, measured hikes in interest rates.

- The June quarter result is likely to be the peak in the inflation cycle (though that will depend
on what happens in the Middle East and the related impacts on oil prices). Even so, headline
inflation is likely to remain above 3% through the latter part of the year.

- We continue to expect that the RBNZ will deliver further increases in the OCR through the
back part of the year. While we did not see a pick up in underlying inflation, measures of core
inflation remain firm. And with high oil prices pushing higher again, the RBNZ will remain
conscious of the risk of a broadening in inflation pressures.

Interest rate increases are likely to be at a measured pace, dependent on the strength of
economic conditions more generally. We continue to expect that 25bp hikes are most likely
at the RBNZ’s September and December policy meetings.
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Inflation forecasts
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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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