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The bottom line

e The Consumers Price Index is expected to have lifted 0.8% qg/q in Q2, with
annual inflation accelerating 0.4%pts from Q1 to 2.9%.

e The main drivers of quarterly inflation are expected to come from the food and
housing-related groups (accelerating electricity inflation, but slowing rents and
construction).

e Annual non-tradable inflation is expected to hold steady at 4.0%, above the
RBNZ's May forecast (3.7%) but below our previous forecast (4.1%). The
relatively volatile tradable component is also expected to come in stronger
than the RBNZ'’s forecast at 1.4% y/y (RBNZ: 0.9% yly).

o The RBNZ will need to balance any upside surprise in the CPI against the
signal from the high-frequency data, which is currently pointing to a stalling
recovery and therefore downside risks to the medium-term inflation outlook.
Given this, we think it would take a sizable upside surprise in the CPI to take
an August cut off the table.

Big picture and monetary policy implications

The Q2 CPI data will be released at 10:45am Monday 21 July. We have pencilled
in an acceleration in headline inflation from 2.5% in Q1 to 2.9%, driven by stronger
tradable inflation alongside stable (and still-elevated) non-tradable inflation.

As always, the details of the release will be crucial in determining the implications
for monetary policy. The RBNZ will be primarily focussed on the signals these data
provide regarding the trajectory for underlying inflation — signals that typically
emerge from non-tradable, services, and core inflation measures.

The measures of core inflation produced by Stats NZ are expected to be a little
mixed, but (hopefully) remain within the 1-3% target band. For the weighted
median and ex-food, fuel and energy measures, we expect to see a small
acceleration in annual inflation, but the trimmed mean (30% trim) measure is
expected to slow to around 2% yly (figure 1).

Figure 1. Core inflation measures
7,

GST increase —_—

Annual % change

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
& Trimmed mean inflation (30%) & Weighted median & Ex-food, fuel, & energy
CPI target band
Source: Stats NZ, RBNZ, Macrobond, ANZ Research


https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf
https://research.anz.com/preferences
https://open.spotify.com/show/3cxHGsGxh9Nh6hNxwMI4jX

ANZ NZ CPI Preview | June 2025 Quarter

While policymakers often focus on inflation measures that exclude volatile
components like petrol and food, these items absorb a significant share of income
for many households. For low-income households especially, “anti-core” inflation —
such as food and energy — is a major concern. With food price inflation elevated
(Q2 forecast: 4.1% yly) and electricity inflation at its highest level in 20 years
(driven by the 1 April increase in lines charges, up 8.6% y/y), many households
continue to feel the cost-of-living squeeze, even though headline inflation remains
“contained” within the 1-3% target band.

All'in all, we think the RBNZ will find the details of the Q2 CPI a little more
uncomfortable than they hoped back in May. Some of the core measures appear
poised to accelerate and non-tradable inflation is expected to remain too high and
a little above the May MPS forecast. In short, the data won’t offer clear
confirmation that underlying inflation is truly back in its box. However, monetary
policy must be forward-looking, and with economic momentum, and therefore
spare capacity and medium-term inflation pressures currently looking softer than
the RBNZ's May forecast, we think it would take a sizable upside surprise in the
Q2 CPI to take an August OCR cut off the table. While next week’s data is likely to
show an upward surprise relative to the RBNZ’s May forecast, they will have in part
known that when they strongly signalled last week that they expect to cut in
August.

Near-term strength in the CPI looks set to continue for a little while longer. We'll
revise our Q3 forecast once we have the Q2 data in hand, but as things stand, we
see some upside risk to our Q3 forecast of 0.6% q/q. Beyond Q3, however, we
don’t think a higher starting point will offset the disinflationary impact of softening
economic momentum. We still see downside risks to the RBNZ's medium-term CPI
forecast (particularly for non-tradable inflation) and remain comfortable with our
assessment that the OCR will eventually need to enter “stimulatory territory” (below
3%). We have pencilled in OCR cuts for August, November and February as the
RBNZ feels its way through the fog: upside near-term inflation risks and downside
medium-term inflation risks.

The details

Breaking down our forecast for headline inflation to come in at 0.8% q/q:

e The food group is expected to add 0.4%pts, with fruit and vegetables a little
stronger than usual seasonality would imply. Prices for restaurant and ready to
eat meals, which tend to rise with the minimum wage in Q2, are expected to
record their smallest Q2 rise since 2017, up 0.9% q/q.

o Housing-related costs are expected to add 0.3% pts to quarterly inflation,
with electricity accounting for around half of that (discussed above) and the
rest coming from rents (which are moderating) and the cost of building a new
house (also moderating).

o Together, the household contents and services, recreation and culture,
health and clothes and footwear groups are expected to add 0.1%pts to
quarterly inflation.

e Sizable moves within the transport group (typically one of the more volatile
components of the CPI) are expected to broadly offset, with lower petrol prices
(down 4.8% q/q) offsetting the $25 increase in vehicle licencing fees (which
was omitted from the Q1 CPI so will be applied in Q2). The contribution from
international airfares (up 3.2% q/q) is expected to offset that from domestic
airfares (down 9.3% q/q).

e The remaining groups are expected to make small contributions (table 1,
over page).



Table 1. ANZ Q2 CPI component-level forecast
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Figure 3. CPI inflation measures
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Figure 4. Selected inflation expectations measures
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