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In brief

At the June meeting, the Monetary Policy Board left the cash rate unchanged at 4.35%. Why?

Prior to the Middle East conflict, inflation was too high. Elevated fuel prices have added to this

Increase in capacity pressures since mid 2025 → pick-up in inflation

Middle East conflict directly lifted petrol, diesel and jet fuel prices, and have had knock -on effects through global supply cha ins

Financial markets expect further increase in the cash rate

Monetary policy board responded to inflationary pressures by raising the cash rate in February, March and May

Further increase expected by the end of 2026

GDP growth expected to slow, elevated inflation and higher interest rates

As demand growth slows demand set to come back into line with sustainable supply, inflation expected to return to target

Unpredictable global environment and domestic conditions means the economic outlook is uncertain



Prior to the Middle East conflict, inflation was too high

                      

            

                    

 

   

   

   

   

            

         

                             

                    

 

 

 

 

 
            

          

                                

 

  

                                                                  
              
                                                                

                 



The economy was operating above its sustainable level



Labour market conditions still on the tight side

             

                               

                

                             

          

                                  

                               

                       

                   

          

            

                               

                        

                                  

                                   

                    

         
                                          
                                           
                                             

                                                   
                                      

 
  
   

                                                        
                                     
    

                                  



Oil prices have eased in recent weeks following the announcement of a peace 

agreement between the US and Iran



Market expectations for the cash rate have increased this year

 

 

 

 

 

 

 

 

 

 

 

 
                    

                
       
             
        
                        

                      

                                                              

                  



The baseline forecast (at the time of the May SMP) assumed that the worst of the 
disruptions to global energy supply would be resolved in 2026



Liaison contacts have been reporting positive demand conditions 
to date, but the outlook for activity has slowed over recent months

                                          

                                     

      

  

  

 

  

      

  

  

 

  

                    

                                           
                      

 

  

                                                                    
                               
                                                                     
                                 

           



Consumer and business sentiment declined notably in March and April, and has 
only partially recovered

   

 

  

  

   

   

   

 

  

  

   

   

                   

   

   

 

  

  

   

   

   

   

 

  

  

   

   

                                

                   

                   
           

                                                                  
                              

                 



There is little evidence that consumers have noticeably reduced non-
petrol spending to date



GDP growth expected to slow to below-trend pace, reflecting higher 
interest rates and cost of living 



Hiring intentions have recently moved lower, consistent with 
softer demand momentum

     

 

 

     

 

 

               

      

       

      

 

 

  

  

  

 

 

  

  

  

                        

                                                    

                      
                            

 

  

                                                                
                                                             
                                                 
                                 

           



 

 

 

 

  

 

 

 

 

 

 

  

 

 

                                

                           

                                                              
                                                            
                                                                 
           

                 

The tightness in the labour market is expected to ease over the 
forecast period



Higher business costs still putting upward pressure on final prices

                                        

 

  

 

 

 

  

 

  

 

 

 

  

                        

                              

                                                                
                                                                 
                  

                 



Longer term inflation expectations have remained near the inflation target, 
while short-term inflation expectations have risen this year

                                       

                      

                

 

 

 

 

 

 

 

 

 

 

                  

          

                       

 

 

 

 

 

 

 

 
                            

                   

                      

 
  

                                                
                                                                           
                                  

                                                                 
                                                       
                



         

          

         

 

 

 

 

 

 

 

 

 

 

 

 
                        

                        

                                                              

                 

Wages growth is expected to be stronger in the near term, reflecting the 
higher outlook for inflation



 

  

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

                            

          

                                

                                                                      
                                                                      
                                                           

                 

Trimmed mean inflation is now expected to remain above 3 per cent until 
mid-2027, before easing to 2.5 per cent by early 2028



 

  

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

                            

          

                            

                                                                      
                                                                      
                                                           

                 

The outlook for headline inflation was expected to be materially higher due to 
higher fuel prices; recent data suggests a lower peak



Q&A
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