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Our Take

Kiwibank economics.

Imported prices screech while domestic prices

sing (a little off-key).

L] New Zealand's prices increased by 3.7% annually in the
September quarter, lower than our forecast of 4.0%.
Offshore and industries most impacted by the oil shock
drive the numbers. When we remove transport costs,
headline price growth is just 2.7%.

= Inflation from offshore was up the most, increasing by
4.3% annually and 0.2% quarterly, compared to
domestic prices up 3.3% annually and 1.0% quarterly.

= Airtravel prices took off, contributing over a third of the
headline rate move. When you consider the industry’s
biggest cost (jet fuel), it's not hard to see why.

We expected inflation o remain relatively elevated in the
September quarter. And it did. Headline inflation was 3.7%
annually, and 0.7% quarterly. At first glance, this is good
news. Inflation is coming down from the June quarter when
it was 4.1%.

But more importantly, core inflation is not higher. It remains
at 2.9%. We're happy to see that. Most of the price growth
measured in the headline is coming from offshore sfill. Those
pesky oil-derived products remained elevated in the
September quarter. Petrol is up 19% on September 2025,
albeit not quite as bad as June.

The component of price increases that were imported
(tfradable inflation) was up 4.3%. Domestic prices (non-
tradable inflation) were up 3.3%, the lowest since June
2021. Both are down from the June quarter, tfradable
inflation by 0.6 percentage points, non-tradable by 0.1
percentage points.

If we remove vehicle fuels from the equation, inflation sits at
3.2% year on year. When you also exclude household
energy price increases, inflation would sit at 3.0%.

Kiwi dollar weakness added to the costs of imports in the
September quarter. This was felt in the construction industry.
The cost of building a new home went up by 3.2% on the
year, as a result of increases in price in construction
components, fittings, labour costs and fuels. Anyone
looking to change their carpets should have done so at the
start of the year! From a retail price perspective, the cost of
a new carpet went up by 8.7% compared to the June
quarter.

The cost of international air fravel was up 14.3%, explaining
more than a third of the quarterly move in headline prices.
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Unsurprising given the figures we saw in the select price
indices earlier this month. Jet fuel is the biggest cost input
for the airline industry, so we expect the costs of fravel to
move quickly. When we exclude fransport costs from the
inflation numbers, we have a headline inflation rate of 2.7%
year on year and 0.8% change from the June quarter.
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Local authority rates and payments contributed almost a
third to the quarterly move in prices, going up by 6.2%.
Electricity prices continued to rise in the September quarter,
taking the annual price increase to 9.3%. This only serves to
squeeze Kiwi households further. Rates and electricity are
non-negotiable bills for households. Add to that still
elevated petrol costs and you have a Kiwi consumer up
against the proverbial wall.

That being said, local authority rates always increase in the
third quarter of the year. That's why there is always a
seasonal spike at the quarterly level for non-tradable
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Rents continue to act as a disinflationary force in the
economy, with rents in Auckland and Wellington falling for
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The December quarter is shaping up to be bad. With
record high shipping costs for oil into Asia, we will continue

to feel the pinch at the pump here in Aotearoa. The -2.0 \,
question remains of whether domestic businesses will start
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to. Consumers are spending more on petrol and have less = = New Zecland ——North Island Auckland
. South Island Canterbury Wellingten
to spend on everything else.
Sowrce: Stats NZ, Kiwibank
% yoy Pricing infentions & CPl with 1 quaterlag Net %
8
5 mmCP| inflation (1 quarter lag) an L 70 We don't need rate hikes at the minute. Of course, the
‘| Pricing intentions (next 3 months) market expects the Reserve Bank to hike interest rates
5 J ! Y again in October (or December as they indicated in their
4- | | | September monetary policy statement). We say get it over
3 { | % and done with if they're going fo do it. Take the interest
2 Il ‘ J |'| ' . rate to 3% and hold there so we can have some stability.
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1 ' ' We don't think a hike is needed at all, to be clear. But if the
0 0 fearis that domestic prices will rise as a result of the ol

shock (which they haven’'t), then rip the band-aid off and

2 - let us get on with trying to recover as an economy.
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