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Inflation pulse firmer than expected before the oil shock.

Overall

• New Zealand consumer prices rose 0.9% in the March quarter. That saw the annual inflation rate remain unchanged at 3.1%.

• The result was above our forecast (0.7% qtr / 2.8%yr) and the RBNZ’s updated April forecast for 3%yr. 

• As discussed below, we’ve revised up our inflation forecasts and now expect inflation to peak at 4.5% in mid-2026 (page 17).

What contributed to inflation in the March quarter?

• The March quarter saw large increases in food prices (+1.5%). 

• There were also large increases in transport costs. The sharp rise in oil prices over the past few weeks has left petrol prices up 

3.5% over the quarter, with diesel prices up 11%. Notably, we also saw the early stages of spillovers from high fuel prices into other 

costs, with domestic airfares up 9% over the quarter.

• The March quarter also saw continued increases in electricity charges and the annual increase in the tobacco excise tax. There was 

also a big rise in vehicle registration costs and health care costs (the later related to the annual roll-over in the subscription subsidy).

• On the downside, we saw a fall in overseas holiday accommodation costs (-4%) and international airfares (-7%). Both of those 

declines are seasonal.
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March quarter inflation +0.9%qtr, +3.1%yr – above Westpac and 
RBNZ forecasts.  
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Contributions to March quarter inflation forecast (percentage points)
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Property rates and related services

Communications

Household contents and services
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Housing

Miscellaneous goods and services

Household energy

Alcohol and tobacco

Health

Passenger transport services

Private transport supplies and services

Food

Source: Stats NZ, Westpac 

Food, fuel and administered prices underpinned March’s rise in 
consumer prices, but strength in other areas too.
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Domestic and imported costs firm.

Non-tradables

• Prices in the domestically oriented non-tradables group rose 1.1% over the quarter (above expectations). That saw annual non-

tradables inflation remaining unchanged at 3.5%.

• Non-tradables inflation has been lingering above historic averages. In part, that’s due to the continued large increases in 

administered prices, like electricity charges. However, prices in other areas have also been firm. Non-tradables excluding housing 

and utilities costs (which also omits rates) was 3.5% for the year (up from 3.4% at the end of last year). In seasonally adjusted 

terms, quarterly non-tradables inflation has been running at a rate of around 0.9% for most of the past year.

Tradables

• Tradables inflation was also hotter than expected in the March quarter (0.7 qtr, 2.5% yr), with increases seen across a range of 

discretionary spending categories.  That saw annual tradables inflation excluding food and fuel rising to 1.8% (up from 1.7% at the 

end of last year and the highest it's been since September 2023).

• Over the coming quarters, tradable price inflation is set to accelerate sharply.  As well as increases in global fuel and transport 

charges, supply chain disruptions are already pushing up the prices for many imported goods.
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Core inflation isn’t low. And it’s not just administered costs.

• Despite dropping back over the past year, key measures of core inflation remain in the upper part of the RBNZ’s target band. (Note: 

core inflation measures smooth through the quarter-to-quarter swings in inflation and track the underlying trend in prices). For 

example: 

• CPI ex-fuel inflation: +3.2% yr (vs +3.2% previously)

• CPI ex-fuel and food: +3.0% yr (vs +2.9% previously)

• Another commonly quoted measure is CPI excluding food, fuel and household energy, which has be soft at 2.6% in the year to 

March. However, that’s not low, especially compared to the past couple of decades. 

• The RBNZ’s own measure, the sectoral factor model of core inflation, was 2.7% in the March quarter. While that’s down slightly from 

the end of last year, this measure has really been tracking sideways over the past year.

• Other measures like the 30% trim mean and weighted median are lower at 2.3% yr and 1.6% yr respectively.

• Similarly, core inflation excluding central and government charges is also running at a lower level – 2.4% in the year to March. 

Though again, that’s not low compared to history. 

• There’s no single or measure of core inflation. However, looking at all of these measures, we haven’t seen inflation in New Zealand 

falling to ‘low’ levels over the past year. That’s despite weak growth over the past year and a soft labour market.

• That resilience in core inflation will be important for the RBNZ, highlighting the firm starting point for inflation even before the recent 

oil price shock.



Iconic Red

RGB: 218 23 16

HEX: DA1710

Pink

RGB: 255 61 219

HEX: FF3DDB

Purple

RGB: 152 25 215

HEX: 991AD6

Dark Red

RGB: 153 0 0

HEX: 990000

Navy

RGB: 31 27 79

HEX: 1F1C4F

Purple Tint

RGB: 244 186 242

HEX: E0BAF2

Pink Tint

RGB: 255 217 247

HEX: FFD9F7

Grey

RGB: 232 232 237

HEX: E8E8ED

Charcoal

RGB: 24 27 37

HEX: 181B25

Core inflation – not just food and fuel.
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Where to for inflation? 

• Inflation is going to go higher.

• Tradables is a big part of the reason, and not just fuel.

• Non-tradables isn’t low.

• Government and administered prices continuing to post very large increases.

• Construction costs likely to rise.

• Other non-tradables (those costs related to the labour market) average, but will that remain the case?

• Rents low



Iconic Red

RGB: 218 23 16

HEX: DA1710

Pink

RGB: 255 61 219

HEX: FF3DDB

Purple

RGB: 152 25 215

HEX: 991AD6

Dark Red

RGB: 153 0 0

HEX: 990000

Navy

RGB: 31 27 79

HEX: 1F1C4F

Purple Tint

RGB: 244 186 242

HEX: E0BAF2

Pink Tint

RGB: 255 217 247

HEX: FFD9F7

Grey

RGB: 232 232 237

HEX: E8E8ED

Charcoal

RGB: 24 27 37

HEX: 181B25

Tradables up even excluding food and fuel, more to come.
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Non-tradables much more clouded. 
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Central and local government charges still elevated, 
expected to remain so.
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Purchase of new housing (10% of the CPI)  - has been a big driver 
of overall inflation, where’s it going now?
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Building firms reporting big increases in costs…
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..but is it passing through to prices?

-30

-10

10

30

50

70

90

110

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

2005 2010 2015 2020 2025

Index% qtr

Purchase of new housing

 QSBO builders prices (next three months)

Source: NZIER, Stats NZ, Westpac



Iconic Red

RGB: 218 23 16

HEX: DA1710

Pink

RGB: 255 61 219

HEX: FF3DDB

Purple

RGB: 152 25 215

HEX: 991AD6

Dark Red

RGB: 153 0 0

HEX: 990000

Navy

RGB: 31 27 79

HEX: 1F1C4F

Purple Tint

RGB: 244 186 242

HEX: E0BAF2

Pink Tint

RGB: 255 217 247

HEX: FFD9F7

Grey

RGB: 232 232 237

HEX: E8E8ED

Charcoal

RGB: 24 27 37

HEX: 181B25

Rents (10% of the CPI) –
 Very weak, likely to remain so for some time
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Non-tradables excluding housing and utilities compared to wages – 
Likely to rise, but how far. Domestic demand soft.
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Updated inflation forecast - The worst is yet to come.

• We’ve updated our inflation forecasts for the stronger than expected March quarter result. However, the outlook remains murky, 

particularly beyond the current quarter. Crucially, the outlook will be highly dependent on the evolution of tensions in the Middle East 

and the related (potentially large) moves in oil prices. 

• We now expect inflation will rise to 4.5% in mid-2026 (previously 4.3%). 

• Further ahead, inflation is expected to ease only gradually, slowing to 4.1% by the end of this year.

• The lift in inflation is mainly due to the rise in petrol and diesel prices. We also expect to related costs increases in other industries.

• However, while cost pressures are widespread, there are questions about how much of this will pass through to output prices and 

how enduring those pressures will be, especially given the softness in domestic economic conditions. 

• Headline inflation is still expected to slow materially over 2027 as the impact of earlier oil price increases dissipates.  

• In contrast, core inflation is expected to remain elevated this year, and only slow gradually further head. Core inflation is only 

expected to ease back towards the mid-point of the RBNZ target band over 2027, rather than falling to low levels.
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But wait…the worst is yet to come.
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Balancing act.

• The RBNZ can’t offset the rise in oil prices that has already occurred. But they are concerned about whether there is a more 

generalised and long lasting rise in inflation. That’s something they can’t ignore.  

• The starting point for inflation is already higher than desired. Some of that is due to cyclical factors, some of it is due to other costs.

• Cost pressures are rising, but will the inflation impulse be sustained?

• Widespread cost pressures (that will likely get worse) and an elevated starting point.

• But soft labour market and constrained consumer spending could limit the pass through of cost rises into output prices. 

Businesses are also likely to be cautious about their spending.

• The past few years showed that inflation can be corrosive and have long lasting negative effects on households and businesses. 

• Earlier rate hikes might limit the long term pain in terms of inflation. But that would weigh on economic conditions and the already 

soft labour market. That would increases the risk that medium term inflation falls to undesirably low levels when the oil price does 

eventually fall.

• We expect the RBNZ will begin raising the OCR in September, with the balance of risks tilted towards an earlier start should 

evidence of second-round inflation impacts accumulate. 

https://assets.dam.westpac.co.nz/is/content/wnzl/dist/all-of-bank/economic-reports/economic-data/Economic-Data_080426-MPR-review_bulletin_08Apr26.pdf
https://assets.dam.westpac.co.nz/is/content/wnzl/dist/all-of-bank/economic-reports/economic-data/Economic-Data_080426-MPR-review_bulletin_08Apr26.pdf
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Official Cash Rate forecasts
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information or correct any inaccuracy which may become apparent at a later date. This information may contain or 
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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 been prepared without taking into account your objectives, financial situation or needs and before 
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Disclaimer cont.

Fiji: Unless otherwise specified, the products and services for Westpac Fiji are available from www.westpac.com.fj © 
Westpac Banking 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 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. Westpac is 
represented in Papua New Guinea by Westpac Bank - PNG - Limited. The liability of its members is limited. 

U.S: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the 
Comptroller of the Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as 
a Swap Dealer, but is neither registered as, or affiliated with, a Futures Commission Merchant 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 subsidiary of Westpac, is a broker-dealer registered under the U.S. 
Securities Exchange Act of 1934 (‘the Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). 
In accordance with APRA's Prudential Standard 222 'Association with Related Entities', Westpac does not stand behind 
WCM other than as provided for in certain legal agreements between Westpac and WCM and obligations of WCM do not 
represent liabilities of Westpac. 

This communication is provided for distribution to U.S. institutional investors in reliance on the exemption from registration 
provided by Rule 15a-6 under the Exchange Act and is not subject to all of the independence and disclosure standards 
applicable to debt research reports prepared for retail investors in the United States. WCM is the U.S. distributor of this 
communication and accepts responsibility for the contents of this communication. Transactions by U.S. customers of any 
securities referenced herein should be effected through WCM.  All disclaimers set out with respect to Westpac apply 
equally to WCM. If you would like to speak to someone regarding any security mentioned herein, please contact WCM on 
+1 212 389 1269.   Investing in any non-U.S. securities or related financial instruments mentioned in this communication 
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, 
the SEC in the United States. Information on such non-U.S. securities or related financial instruments may be limited. Non-
U.S. companies may not be subject to audit and reporting standards and regulatory requirements comparable to those in 
effect in the United States. The value of any investment or income from any securities or related derivative instruments 
denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or 
adverse effect on the value of or income from such 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 person of WCM or any other U.S. broker-dealer under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State. Unless otherwise specifically stated, the views 
expressed herein are solely those of the author and may differ from the information, views or analysis expressed by 
Westpac and/or its affiliates.

UK: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and 
is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services 

Register number: 124586).  The London branch of Westpac is registered at Companies House as a branch established in 
the United Kingdom (Branch No. BR000106). Details about the extent of the regulation of Westpac’s London branch by the 
PRA are available from us on request.

This communication is not being made to or distributed to, and must not be passed on to, the general public in the United 
Kingdom. Rather, this communication is being made only to and is directed at (a) those persons falling within the definition 
of Investment Professionals (set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (the “Order”)); (b) those persons falling within the definition of high net worth companies, unincorporated 
associations etc. (set out in Article 49(2)of the Order; (c) other persons to whom it may lawfully be communicated in 
accordance with the Order or (d) any persons to whom it may otherwise lawfully be made (all such persons together being 
referred to as “relevant persons”). Any person who is not a relevant person should not act or rely on this communication or 
any of its contents. In the same way, the information contained in this communication is intended for “eligible 
counterparties” and “professional clients” as defined by the rules of the Financial Conduct Authority and is not intended for  
“retail clients”.  Westpac expressly prohibits you from passing on the information in this communication to any third party.

European Economic Area (“EEA”): This material may be distributed to you by either: (i) Westpac directly, or (ii) Westpac 
Europe GmbH (“WEG”) under a sub-licensing arrangement.  WEG has not edited or otherwise modified the content of this 
material. WEG is authorised in Germany by the Federal Financial Supervision Authority (‘BaFin’) and subject to its 
regulation.  WEG’s supervisory authorities are BaFin and the German Federal Bank (‘Deutsche Bundesbank’).  WEG is 
registered with the commercial register (‘Handelsregister’) of the local court of Frankfurt am Main under registration number 
HRB 118483.  In accordance with APRA’s Prudential Standard 222 ‘Association with Related Entities’, Westpac does not 
stand behind WEG other than as provided for in certain legal agreements (a risk transfer, sub-participation and collateral 
agreement) between Westpac and WEG and obligations of WEG do not represent liabilities of Westpac.  Any product or 
service made available by WEG does not represent an offer from Westpac or any of its subsidiaries (other than WEG). All 
disclaimers set out with respect to Westpac apply equally to WEG.

This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where 
such distribution or use would be contrary to local law or regulation.  

This communication contains general commentary, research, and market colour.  The communication does not constitute 
investment advice.  The material may contain an ‘investment recommendation’ and/or ‘information recommending or 
suggesting an investment’, both as defined in Regulation (EU) No 596/2014 (including as applicable in the United Kingdom) 
(“MAR”). In accordance with the relevant provisions of MAR, reasonable care has been taken to ensure that the material 
has been objectively presented and that interests or conflicts of interest of the sender concerning the financial instruments 
to which that information relates have been disclosed.

Investment recommendations must be read alongside the specific disclosure which accompanies them and the general 
disclosure which can be found here. Such disclosure fulfils certain additional information requirements of MAR and 
associated delegated legislation and by accepting this communication you acknowledge that you are aware of the existence 
of such additional disclosure and its contents.

To the extent this communication comprises an investment recommendation it is classified as non-independent research. It 
has not been prepared in accordance with legal requirements designed to promote the independence of investment 
research and therefore constitutes a marketing communication. Further, this communication is not subject to any prohibition 
on dealing ahead of the dissemination of investment research.

http://www.westpac.com.fj/
http://www.westpac.com.pg/
https://www.westpaciq.com.au/terms-and-conditions/disclosure
https://www.westpaciq.com.au/terms-and-conditions/disclosure

	Slide 1
	Slide 2: Inflation pulse firmer than expected before the oil shock.
	Slide 3: March quarter inflation +0.9%qtr, +3.1%yr – above Westpac and RBNZ forecasts.  
	Slide 4: Contributions to March quarter inflation forecast (percentage points)
	Slide 5: Domestic and imported costs firm.
	Slide 6: Core inflation isn’t low. And it’s not just administered costs.
	Slide 7: Core inflation – not just food and fuel.
	Slide 8: Where to for inflation? 
	Slide 9: Tradables up even excluding food and fuel, more to come.
	Slide 10: Non-tradables much more clouded. 
	Slide 11: Central and local government charges still elevated, expected to remain so.
	Slide 12: Purchase of new housing (10% of the CPI)  - has been a big driver of overall inflation, where’s it going now?
	Slide 13: Building firms reporting big increases in costs…
	Slide 14: ..but is it passing through to prices?
	Slide 15: Rents (10% of the CPI) –  Very weak, likely to remain so for some time 
	Slide 16: Non-tradables excluding housing and utilities compared to wages – Likely to rise, but how far. Domestic demand soft.
	Slide 17: Updated inflation forecast - The worst is yet to come.
	Slide 18: But wait…the worst is yet to come.
	Slide 19: Balancing act.
	Slide 20: Official Cash Rate forecasts
	Slide 21: Quick links
	Slide 22: Disclaimer
	Slide 23: Disclaimer cont.

