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Annual CPI inflation on track to top 5% over 2021
•
•
•

Consumer prices surged 2.2% in Q3, pushing annual CPI inflation to a new decade high of 4.9% and
considerably above ASB, market and RBNZ expectations.
ASB expects annual headline inflation to move above 5% by the end of the year. There is the clear risk that
high inflation outcomes persist well into 2022 (and likely beyond that).
The path of the OCR is largely contingent on the economic scarring caused by the ongoing restrictions to
contain the spread of COVID and whether inflation expectations and other inflation anchors become unstuck.
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Summary and implications
Annual CPI inflation hits a new decade high of 4.9% yoy, considerably above ASB, market and RBNZ expectations.
Upward surprises were evident in a number of areas, making it difficult to identify any specific catalyst, and likely
reflecting a combination of transitory and more persistent influences. ASB expects annual headline inflation to move
above 5% by the end of the year and there is the clear risk that high inflation outcomes persist well into 2022 (and
likely beyond). The RBNZ has (rightly) maintained its focus on the medium term and will ‘look through’ the near-term
spike in inflation. Still, the RBNZ will be somewhat wary about the short-term inflation outlook and signs of a
broadening front in inflationary pressures. We expect follow-up 25bp hikes in November and February and a 1.50%
OCR endpoint from late 2022. The path of the OCR is largely contingent on the economic scarring caused by the delta
outbreak and whether inflation expectations and other inflation anchors become unstuck.

The details
Consumer prices surged 2.2% in Q3, considerably stronger than ASB, market and RBNZ expectations, with annual
CPI inflation ticking up to 4.9%, its highest rate since 2011. Today’s CPI data provided yet another massive upward
surprise to the RBNZ, that looks to be due to a number of causes (mostly one-sided).
Major upward contributions came from prices in the food (2.7% qoq, +0.5% CPI contribution), housing & household
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utility (2.6% qoq, +0.7% to Q3 CPI) and transport groups (4.2%
qoq, +0.5% to Q3 CPI). Upward surprises were evident for the
latter two groups and look to have reflected a combination of
transitory and more persistent influences.
Higher global energy prices boosted petrol prices (+6.5% qoq,
+0.03 ppt contribution). The subsequent push higher in oil
prices (to 7-year highs in USD terms) and widespread increases
in global energy costs point to further increases in energydependent goods and services. This will sap discretionary
spending. Surprisingly, lower prices for new cars and bicycles
pushed down vehicle prices (-0.6% qoq).
Statistical tweaks provided a modest boost to the inflation
numbers. Adjustments by Statistics NZ to allow for COVID-19
impacts, including lowering the materiality criteria for
international airfares (despite a lower expenditure weight), saw international airfares surge 65.7% in Q3, adding 0.02
percentage points to Q3 CPI. Domestic airfares climbed 8.2% in Q3. These impacts are unlikely to reverse under the
current level of restrictions.
Higher housing costs were also apparent, with prices in the housing group up 2.6% qoq (6% yoy). Local authority
rates soared 7.0% in Q3, partly in recognition of higher costs, but also reflective of still-robust housing market
conditions. The latter conditions, dwelling shortages, increases for raw materials, rising costs and stretched capacity
pushed construction costs higher still (4.5% qoq, 12% yoy). Dwelling rents rose just 0.7% qoq (+3.2% yoy), but are
expected to move higher given the impacts of housing policy changes.
Food prices rose 2.7% qoq, 3.1% yoy. Part of the rise was seasonal with the spike in fresh fruit & vegetable prices
(7.3% qoq) expected to unwind but rising global food commodity prices point to a modest pick-up in overall food
price inflation over 2021.
There were further signs of supply chain disruptions impacting on consumer prices. Prices in the recreation & culture
(2.9% qoq), household contents & services (+1.3% qoq) and miscellaneous goods and services (+1.3% qoq) groups
moved higher, consistent with recent anecdotes and most survey evidence.
Annual core inflation measures firmed. Annual inflation for both
the 10% trimmed mean (4.4% yoy in Q3) and 50% weighted median
(3.3% yoy) were above the top of the 1-3% inflation target and look
to remain so for a while yet. Excluding food, fuel and energy, annual
CPI inflation surged to 4.8% yoy from 3.3% yoy in Q2. The Q3 print
from the RBNZ Sectoral Factor model (released at 3pm today) is
expected to move well above its Q2 2.2% yoy value.
Of more concern to the RBNZ is that inflationary pressures look to
be broadening. The distributional measures showed that more price
increases than usual seem to be being pushed through (59.5% of
items, 72.2% of CPI by expenditure weight), with correspondingly
fewer price falls (25.6% of items and 20.8% by weight,
respectively). This points to quite a number of inflationary pressure points in the economy, from a myriad of
sources. What’s more, consumers seem resigned to accepting higher prices.

Our view
We have long been wary of two key upside risks. First, that the peak in CPI inflation proves to be consistently higher
than earlier expected by the market and the RBNZ. The second major risk is that the uplift in inflation ends up having
a more persistent impact on consumer prices over the medium term.
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Despite the widespread number of surprises, we don’t expect there to be pushback in the Q4 numbers. As such,
today’s numbers point to a higher spike in annual CPI inflation. We can now see annual CPI inflation exceeding 5% by
the end of this year. It is still early days, but the widespread nature of price increases shown today was not a
comforting sign. If it were not for the delta variant outbreak, the pace of OCR hikes being implemented by the RBNZ
would potentially be quicker than 25bp increments.
We still expect ‘considered steps’ from the RBNZ, with 25bp hikes in November and February 2022, with the OCR
hitting 1.50% by the end of next year. The speed and magnitude of subsequent OCR moves remains conditional on a
range of factors, including the degree of economic scarring caused by restrictions to contain the delta outbreak and
whether inflation expectations and other inflation anchors are consistent with the 1-3% medium-term target or
become unstuck.

Market reaction
Market reaction was sizeable in the local interest rate market. NZ swap yields jumped 10-20bps across the curve, with
markets now pricing in the distinct possibility of a 50bp move by early 2022 (60bps of hikes priced in by early 2022,
130bps by late 2022). The NZD briefly spiked above 71 US cents and is currently 20 pips above pre-CPI levels.
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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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