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Low inflation starting point but with upside risks building 

• We expect a 0.2% qoq increase in Q4 headline CPI, with annual headline inflation for 2020 easing to 1.1%.    

• Inflation looks set to move below 1% in the first half of 2021, but subsequently firm, with more upside risk to 

the inflation profile this year and beyond. 

• The inflation outlook is still inherently uncertain. Although we do not expect the OCR to move lower over 2021, 

the RBNZ is expected to maintain highly stimulatory settings until it is confident economic activity and the 

labour market have turned the corner.  

Summary and implications 

Our Q4 pick for the NZ CPI is in line with RBNZ expectations, with annual CPI inflation falling towards the lower bound 

of the 1-3% medium-term inflation target. We expect annual readings for core inflation measures to ease, with the 

majority moving below 2%. Risks are broadly balanced, but we admit a greater degree of uncertainty than usual 

around our CPI pick given the impacts of COVID-19. 

Looking ahead, we expect annual headline inflation to dip at the start of this year but to gradually firm thereafter, 

with more upside risk now accumulating to the inflation outlook. The NZ economy has proved to be more resilient 

than we expected, and the housing market is booming, which will lift housing-related prices in the CPI. Some of the 

downside risks for the economy and medium-term inflation look to have dissipated. The risk is growing that we revise 

our above-consensus forecasts of inflation higher. However, we do not expect annual CPI inflation to settle above the 

2% target mid-point for a while yet given the significant headwind to growth and pricing power posed by COVID-19. 

The diminished risk of deflation suggests that the OCR is unlikely to move lower from its current 0.25% record low. 

However, the RBNZ is expected to maintain highly stimulatory settings until it is confident economic activity and the 

labour market have turned the corner. This will mean tolerating higher inflation if need be. The RBNZ will utilise other 

policy levers - including the Funding for Lending Programme (FLP) and its Large-Scale Asset Purchase Programme 

(LSAP) - to keep borrowing costs low and bolster liquidity. The OCR is unlikely to move up for a while yet.. 

Cooling annual inflation in Q4 

We expect consumer prices to increase 0.2% in Q4 with 

annual CPI inflation to ease to 1.1%, the lowest in more than 

2 years. This is in line with the November Monetary Policy 

Statement (MPS) pick (see table). As is discussed later in this 

preview, there is still a greater degree of uncertainty than 

usual around our CPI pick given the impact of COVID-19 and 

the issue of whether the weaker than expected Q3 out-turn 

will be enduring or a one-off. 

 

Q4 2020 CPI % Previous ASB RBNZ

CPI qoq 0.7 0.2 0.2

CPI yoy 1.4 1.1 1.1

Non-tradable qoq 0.6 0.5 0.4

Non-tradable yoy 3.4 2.6 2.4

Tradable qoq 0.6 -0.4 -0.2

Tradable yoy 1.5 -0.9 -0.7
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The major movements by CPI group in Q4 include: 

- Higher housing costs (+0.5 qoq, +0.1% contribution to Q4 CPI). Monthly dwelling rents (which feed into the 

CPI) rose 0.6% in Q4 according to MBIE figures. The strengthening housing market should underpin further 

increases in construction costs and property maintenance services.  

- Prices are expected to be firmer than otherwise in the recreation & culture, household contents & services 

and miscellaneous goods & services groups. Anecdotes point to price increases due to supply-chain 

disruptions that have increased costs. Some retail firms may also use the resilient backdrop for consumer 

spending to try and rebuild margins.  

- COVID-19 disruptions would have impacted the Q4 figures even though NZ has remained at Alert Level One 

since late September. As it outlined in a paper today, Statistics NZ announced that they will introduce a new 

methodology for measuring international airfares and overseas accommodation. They will either use quoted 

prices or impute using the headline CPI if expenditures on both components remained less than 20% of their 

usual expenditure. We are nowhere near that at present and so small positive increases are likely in Q4 for 

both components. Both components are seasonal and tend to rise in Q4 and fall in Q1, contributing roughly 

+0.1 percentage points to the headline CPI Q4 out-turn and -0.1% to headline CPI in Q1. As such, headline CPI 

inflation would be 0.1% lower in Q4 and 0.1% higher in Q1 than otherwise given this imputation method. 

- Lower than usual increase in transport group prices (+0.4% qoq, +0.1% contribution).  The Q4 out-turn will 

not include the usual seasonal rise in international airfares but will likely include a seasonal lift for domestic 

airfares, with prices for cars and car parts expected to climb. Petrol prices are likely to be a touch softer.  

- Lower food prices -1.7% qoq, -0.3% contribution). This looks to be mostly seasonal and is driven by sharp falls 

in fruit & vegetable prices. Beyond the expected seasonal Q1 lift, global food prices continue to point to a 

benign outlook for retail food price inflation over the next 12 months. 

- A scattering of price movements in other groups. We expect NZ border restrictions to weigh on tourism-

related pricing, although increased domestic tourism has provided a lifeline to struggling tourism and 

accommodation providers.   

Core inflation readings to ease 
We expect annual core inflation measures to ease in Q4, with the majority below 2%. After spiking to their highest 

levels in 9 years at the start of last year, annual inflation for both the 10% trimmed mean (1.5% yoy in Q3) and 50% 

weighted median (2.2% yoy) have continued to cool. Annual inflation from the RBNZ’s sectoral factor model has 

proved to be considerably more stable and we expect an outcome close to the 1.7% yoy reading for Q3.  

Q4 out-turn may clarify whether the surprisingly low Q3 CPI is a one-off 

The Q3 CPI out-turn (+0.7% qoq, +1.4% yoy) came in weaker than market (+0.9% qoq, + 1.7% yoy) and RBNZ 

expectations (+1.1% qoq, 1.8% yoy). There are two potential reasons for this, which have differing policy 

implications. The surprise weakness may have been a one-off (for example, linked to the CPI rebase that was 

introduced in the Q3 figures), in which case there are minimal implications for markets and policymakers. Conversely, 

if the market and RBNZ had underestimated how deflationary the COVID-19 shock has been, this could see markets 

look to add in pricing for OCR cuts and for the RBNZ to potentially ramp up its policy stimulus.  The Q4 CPI figures will 

help clarify which of these possibilities is the more likely. We are keeping an open mind on this but are erring more to 

the view that the downward surprise to the Q3 inflation prints were transitory. 

Reduced downside risk to inflation outlook 
Looking ahead, we expect annual headline inflation to dip below 1% in early 2021, but then to grind higher as both 

tradeable and non-tradable prices start to firm. Risks of outright deflation look to have receded in recent months 

and we don’t expect as much downside risk over the inflation outlook.  

Upside risks look to be building. As we discussed in our note looking at the key themes of 2021, the outlook for both 

the labour market and economy in general have improved. Moreover, cost-push influences and the spill-over from the 

housing market to housing components in the CPI should provide positive impetus.  What's more, medium-term 

inflationary drivers – economic activity, wage growth and expected inflation – do not look to be as weak as appeared 

to be the case a few months ago.  

 

https://www.stats.govt.nz/methods/impacts-of-covid-19-on-methodology-for-the-december-2020-quarter-cpi
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2021-themes-note.pdf
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Market and Policy Implications 
Market reaction from the Q4 CPI print should be modest. Risks around the RBNZ’s forecasts appear to reasonably 

balanced.  Current market pricing has just 5bps of cuts priced in, suggesting there is little conviction that the RBNZ will 

move the OCR until the COVID-19 fog clears.  Deflation risks look to have receded, raising the hurdle to prospective 

OCR cuts, although another large downward inflation surprise could see markets backtrack. We expect that the RBNZ 

will maintain highly stimulatory settings until it is confident economic activity and the labour market have turned the 

corner. This will mean tolerating higher inflation if need be. In addition to holding the OCR at record lows and 

continuing to discount the possibility of the OCR moving higher, we expect the circa $30bn RBNZ Funding for Lending 

Programme (FLP) to pressure borrowing costs lower. The RBNZ is also expected to maintain a sizeable pace of asset 

purchases under the LSAP programme to cap yields and bolster liquidity. 
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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