Research

~ Economy Watch

17 March 2026

%

bnz* MARKETS

Annual inflation to approach 4.0%

¢ February partials broadly on expectation

e But petrol lights the inflationary fire

e Worst case scenarios need reconsideration
¢ Inflation expectations to rise further

¢ Meanwhile some solace for renters

We were waiting for today’s selected price indexes in case
there were any major surprises in the data that might
derail the set of inflation forecasts that we were about to
publish. As it turns out there were a couple of things that
caused us to adjust our view but, in the end, they did little
to change the bigger picture which is being driven by rising
oil prices.

In terms of those surprises, the biggest one was Statistics
New Zealand’s announcement that it had miscalculated,
through “human error”, its January Food Price Index. It
turns out food prices increased 2.1% in January not the
2.5% first reported. The error was played down on the
basis that it didn’t impact any published quarterly CPI
outturn. But this overlooks the fact that everyone’s Q1 CPI
forecast is affected by this number and with food prices
accounting for 18.5% of the CPI it matters.

As it turns out, we were surprised by how strong food
prices were in the month of February so our broader food
price profile remains intact.

The other surprise to us was the 12.8% surge in domestic
airfares across the month. This was sufficiently large to
mean that, overall, our cumulative partials index was 0.16
higher than we had anticipated. This is significant but not
enough to push our Q1 CPI expectations any higher than
we had already thought.

Thus, for now we see no reason to change our expectation
that the overall CPl rose 0.8% in the first quarter to be up
2.9% for the year. The RBNZ is forecasting 0.6% and 2.8%
respectively. The fact that the quarterly difference is wider
than the annual is due to rounding. Whatever the case,
inflation will again be higher than the RBNZ had expected.

But it’s thereafter that things get really interesting. In light
of the latest movement in NZ fuel prices, we have now
raised our forward inflation track such that annual CPI
inflation now peaks at 3.8% in the June quarter of 2026, up

0.2% on our previous forecast. Importantly, it remains
above 3.0% in the following two quarters. This will mean
inflation will have been predominantly above 3.0% for six
consecutive quarters. The prospect of this feeding into
inflation expectations, which are already rising, is high. As
we have said before, this is nightmare territory for the
central bank who had assumed in the February MPS that
inflation expectations would fall.

Inflation set to jump
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It also seriously questions Treasury’s forecasts that annual
inflation will only rise to 3.7% under a worst-case scenario.
3.8% is our central view. Because of that there is, of
course, around a 50% chance that it doesn’t get to 3.8%.
But that also means there is an equal chance that it turns
out greater than that.

Our forecasts assume that the average price of 91 grade
petrol stays, where it is now, at $3.05 through to the end
of April and then falls relatively aggressively. To us that
seems a relatively conservative view. We also assume that
second round effects are well-contained and that the
currency does not depreciate rapidly. These are starting to
look like fairly heroic assumptions.

A worst-case scenario in our minds would be a widening of
the war in the Middle East accompanied by more
disruption to global logistics and a sharply falling New
Zealand dollar. The chance of this must be non-negligible
and would definitely result in much higher pump prices.

For the record, we also think that Treasury’s belief that
growth of 2.5% is a worst-case scenario for calendar 2026
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is overly optimistic. Based on the economy growing an
average of 0.7% per quarter in that year we end up
forecasting annual average growth of only 2.4% as our
central forecast or 2.9% if we look at December quarter
2026 relative to December 2025. Whatever your point of
comparison it seems the worst-case scenario could be a lot
worse than Treasury envisages.

If there was one positive piece of news in today’s data it
was for renters. Rents fell 0.1% in the month, the first
negative reported in a series that dates back to January
2007. The 0.9% increase for the year was also the lowest
reported. Good for renters but, of course, not great news
for landlords.

Down, down, down

Annual % .

change Rent Inflation

6.0 q (stock rent series)

5.0 §

4.0 q

3.0 §

2.0 A

1.0

0.0 T T T T T T T T T T T T T T T T T T
08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

Source: Stats NZ, BNZ Monthly

stephen_toplis@bnz.co.nz

www.bnz.co.nz/research

Page 2


mailto:stephen_toplis@bnz.co.nz

Economy Watch 17 March 2026

Contact Details

BNZ Research

Stephen Toplis Doug Steel Matt Brunt Jason Wong Stuart Ritson
Head of Research Senior Economist Economist Senior Markets Strategist ~ Senior Interest Rate Strategist

Mike Jones
BNZ Chief Economist

Main Offices

Wellington Auckland Christchurch

Level 2, BNZ Place 80 Queen Street 111 Cashel Street

1 Whitmore St Private Bag 92208 Christchurch 8011
Private Bag 39806 Auckland 1142 New Zealand
Wellington Mail Centre New Zealand Toll Free: 0800 854 854
Lower Hutt 5045 Toll Free: 0800 283 269

New Zealand

Toll Free: 0800 283 269

This document has been produced by Bank of New Zealand (BNZ). BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will
be, directly or indirectly, related to any specific recommendations or views expressed.

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function. The Research analyst might have received help from
the issuer subject in the research report.

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.

Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be accurate or reliable.

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice,
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

www.bnz.co.nz/research Page 3



