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Q2 CPI skyrockets, with annual inflation to move higher 

• The Q2 CPI was much stronger than ASB, RBNZ and market expectations. Both tradable and non-tradable CPI 

prices were much, much firmer than RBNZ expectations.  

• Annual inflation from the core measures surged above 3% and looks set to move higher.  

• Looking ahead, we expect annual headline inflation to approach 4% in the second half of this year, with the 

risk that high inflation outcomes persist well into 2022. OCR hikes are coming very soon. 
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Summary and implications 

The Q2 CPI inflation figures were much, much stronger than ASB and market expectations and the RBNZ May 

Monetary Policy Statement pick. The Q2 increase in consumer prices was driven by the perfect storm of rising costs, 

stretched capacity and demand-side pressures. The major surprises were for both tradable and non-tradable prices, 

and while surging construction costs stood out, they were by no means the only upward surprise.   

Rather than reflecting transitory increases there was more to it than that. We expect supply disruptions and higher 

commodity prices to continue to boost tradable prices over the remainder of the year. Of more concern to the RBNZ 

will be signs that domestically generated inflationary pressures were starting to stir, with the risk of intensifying 

further. Soaring construction costs in Q2 reflect the booming housing market and capacity constraints in the 

construction sector. The risk is that they broaden beyond housing as capacity pressures tighten throughout the 

economy. 

All up, ASB expects annual CPI inflation to peak at close to 4% in the second half of the year and to remain well above 

2% over 2022. A resilient demand backdrop, high inflation, and an economy that is effectively close to full 

employment necessitates that the RBNZ promptly reduces policy stimulus. We expect OCR hikes from August and a 

1.50% OCR endpoint by mid-2023, although the speed and magnitude of subsequent OCR moves remains conditional 

on a range of factors. 

 Actual Market ASB RBNZ 
CPI – qoq 1.3 0.7 0.8 0.6 

CPI - yoy 3.3 2.7 2.8 2.6 
     

Non-tradable - qoq 1.2  0.7 0.7 
Non-tradable – yoy 3.3  2.8 2.9 
     

Tradable - qoq 1.7  0.9 0.3 
Tradable – yoy 3.4  2.6 2.0 
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Q2 CPI skyrockets  
Consumer prices surged 1.3% in Q2, considerably stronger than ASB and market expectations, with annual CPI 

inflation ticking up to 3.3%, its highest since 2011.  Looking at the tradable (1.7% qoq, 3.4% yoy) and non-tradable 

splits (1.2% qoq, 3.3% yoy) suggested that the surprise relative to RBNZ expectations were more concentrated in 

tradable prices. However, even for (the less volatile) non-tradable inflation, the 0.5 percentage point upward surprise 

was comparatively large. 

There were more conclusive signs of supply chain disruptions impacting on consumer prices. Prices in the recreation 

& culture (0.7% qoq), apparel (3.3% qoq), household contents & services (+1.2% qoq) groups moved higher, consistent 

with recent anecdotes and survey evidence. However, Statistics NZ details showed that a net 11% of items were 

discounted in Q2, which is not much different to the 14% of items a year ago. We expect supply disruptions to further 

boost tradable consumer prices over the remainder of 2021. 

 

Higher housing costs were also apparent, with prices in the housing group up 1.9% qoq (3.9% yoy). This is not 

surprising considering still-robust housing market conditions, dwelling shortages, increases for raw materials, rising 

costs and stretched capacity. Construction costs rose a whopping 4.6% (7.4% yoy), the largest quarterly rise since 

1987. The regional splits showed widespread acceleration. Dwelling rents rose just 0.9% qoq (+2.9% yoy) but are 

expected to move higher given the impacts of housing policy changes. 

 

Transport group prices surged 2.2% in Q2, the third consecutive large quarterly increase (9.4% yoy). Prices for petrol 

rose 6% qoq, with vehicles prices up 1.9% qoq, with larger price gains for used cars, reflective of stock shortages.  

Largely reflecting falls for international airfares, passenger transport prices were down 6% qoq (+3.1% yoy). The 

approximate 50% increase in oil prices since the start of the year and COVID-19 disruptions have clearly played a 

role in boosting prices, which look to push higher still. 

 

Food prices rose 1.5% qoq, 1.6% yoy. The spike in fresh fruit & vegetable prices (7.3% qoq) is expected to unwind 

but rising global food commodity prices point to a modest pick-up in overall food price inflation over 2021. 

 

Inflation readings from the core inflation measures also rocketed, consistent with widespread price increases 

throughout the CPI regimen, with quarterly increases close to the 1.3% headline CPI print. Annual inflation for both 

the 10% trimmed mean (3.2% yoy in Q2) and 50% weighted median (3.0% yoy) were at (or above) the top of the 1-3% 

inflation target. Excluding food, fuel and energy, annual CPI inflation surged to 3.3 % yoy from 2.0% yoy in Q1. 

Moreover, distributional measures showed that close to 60% of items (over 70% of the CPI expenditure basket) 

increased in price (average price increase 2.8%). By contrast, there were fewer items (less than 30%) accounting for a 

lower share of the CPI basket (less than 20%) that saw price falls.  The Q2 print from the RBNZ Sectoral Factor model 

(released at 3pm today) is expected to move well above its Q1 1.9% yoy value. 

 

Outlook and implications 
Headline CPI inflation was miles above our expectations and the RBNZ pick. NZ is not alone, with a similar occurrence 

having happened in other economies, with US and UK inflation outturns of late surprising to the upside. The NZ CPI 

out-turn looks to be due to a widespread number of cost, capacity and demand side influences and was consistent 

with recent anecdotes and business survey evidence. We had earlier cited the risk of a high CPI outcome. 

Looking ahead, we believe there is further upside to the inflation outlook, with annual CPI inflation set to push 

towards 4% in the second half of this year. Of more concern to the RBNZ is the risk that high CPI inflation outcomes 

persist well into 2022 as pressures on capacity broaden and tighten further (we expect the unemployment rate to 

ease towards 4%) and medium-term inflationary pressures firm.  

A resilient demand backdrop, high inflation, and an economy that is effectively close to full employment 

necessitates that the RBNZ reduce policy support in short order. Earlier this week, the RBNZ signalled that the LSAP 

programme will be wound back next week, but it also flagged that monetary policy needed to be reduced ‘sooner’ so 

as to prevent the economy overheating.  
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ASB expects the RBNZ to raise the OCR by 25bps in August (to 0.50%), with a follow-up 25bp OCR hike in November 

(to 0.75%), followed by a pause until May 2022 (+25bps, 1.0%) and then a 25bp hike every six months with the OCR 

peaking at 1.50% in mid-2023. Today’s strong CPI report highlights the risk that the OCR rises more quickly than this 

and the tightening cycle is more pronounced.  We will be focusing on the global scene as well as the NZ economy, NZ 

inflation expectations, the labour market for signs of how much further the RBNZ needs to go. 

Market Reaction  
The stronger than expected CPI print prompted sizeable market reaction. Following an initial spike, the NZD is about 

25pips higher against the USD and 50 points up against the AUD. NZ yields also rose. The 2-year swap surged 8bps (to 

1.11%), with market odds of an August OCR hike rising to 90%.  
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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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