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Plus 7% inflation and ASB changes its OCR view 

• Q2 CPI stronger than ASB, market and RBNZ expectations with the 7.3% annual CPI inflation print its highest in 

more than 30 years. Record high annual non-tradable inflation will be of concern to the RBNZ. 

• We think annual CPI inflation has likely peaked, but this is still uncertain. Unless labour market pressures 

concertedly ease, current high inflation outcomes run the risk of being increasingly entrenched. 

• Firmer RBNZ actions are required, and we now expect 50bp hikes in August and October, a 25bp November hike 

and a 3.75% end of 2022 OCR peak.  

 

  

Summary and implications 

Today’s CPI inflation print made for worrying reading, with annual inflation having a 7+ handle, annual non-tradable 

inflation hitting record highs and with distributional and core measures showing a widening front of price increases. 

While annual CPI inflation looks to have peaked this cycle, the inflation outlook is still highly uncertain and far too high 

for the RBNZ’s comfort. We have long been wary of the risk of annual CPI inflation staying outside the inflation target 

for considerably longer than expected by the RBNZ, and today’s prints supports the view of high inflation becoming 

increasingly entrenched. As such, more restrictive OCR settings earlier than envisaged are required, and we now 

expect 50bp hikes in August and October, a 25bp November hike and a 3.75% end of 2022 OCR peak. However, 

persistently high inflation runs the risk of more aggressive OCR action, including a possible 75bp August hike and 

higher OCR endpoint this cycle.  We have pencilled in OCR cuts from 2024 but this will depend on there being 

sufficient slack in the labour market and the external inflation environment cooling, both of which have shown few 

signs of doing so to date. 

Annual NZ CPI inflation clears 7% and hits fresh 30 year high 

Consumer prices rose 1.7% in Q2 with annual CPI inflation rising to 7.3%, the highest since mid-1990, or mid-1988 

when adjusted for GST increases.  This was stronger than our forecast, the market median and the May Monetary 

Policy Statement (MPS) pick. Somewhat worryingly for the RBNZ, higher than expected non-tradable prices accounted 

for the upward surprise to the MPS forecast, with annual non-tradable inflation hitting a record high. Annual rates for 

tradable and non-tradable inflation were both above 6%, suggesting that pricing pressures reflect both domestic 

and external drivers, and highlighting the challenges facing the RBNZ.  

Within the CPI groups, price increases were particularly acute in the transport (2.3% qoq, 14.5% yoy) and housing 

(2.3% qoq, 9.1% yoy), which remained inflationary beacons. Despite cuts to fuel excise, prices for petrol rose 6.2% 

Q2 2022 CPI % Actual ASB RBNZ Market

CPI qoq 1.7 1.5 1.4 1.5

CPI yoy 7.3 7.1 7 7.1

Non-tradable qoq 1.4 1.2 0.9

Non-tradable yoy 6.3 6.1 5.7

Tradable qoq 1.9 1.9 2.3

Tradable yoy 8.7 8.7 9.1
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qoq (32.5% yoy) and look set to remain elevated, weighing on household budgets. Supply chain frictions and stock 

shortages pushed up prices for vehicles (2.9% qoq), with sizeable rises for domestic (16.6% qoq) airfares.  Lower fares 

for public passenger transport and international airfares provided small offsets.  

Housing-related inflation actually accelerated despite much cooler housing market conditions. Construction cost 

inflation registered a chunky 4.5% quarterly increase with annual inflation at a lofty 18.3%. Property maintenance 

services (+1.9% qoq, 8.0% yoy) saw another hefty increase. Dwelling rents rose 1.2% qoq (+4.3% yoy) and are 

expected to move higher given the impacts of higher CPI inflation on rental adjustments. 

Supply chain disruptions look to be still impacting consumer prices. Prices within the household contents & services 

(+2.4% qoq, 6.8% yoy), recreation & culture (0.8% qoq, 4.9% yoy) groups moved higher, consistent with recent 

anecdotes and survey evidence. However, Statistics NZ details showed that a net 15% of items were discounted in Q2, 

which is not much different to the 15% of items a year ago. Nevertheless, we expect supply disruptions to continue 

to boost consumer prices over 2022. 

Furthermore, the Q2 figures confirmed a broad-based front of rising prices that will concern the RBNZ. There were 

also chunky quarterly rises in the alcohol & tobacco (1.0% qoq, 3.7% yoy) and healthcare groups (+1.6% qoq, 3.7% 

yoy). The distributional measures show more price increases than usual seem to be being pushed through (66.1% of 

items, 76.1% of CPI by expenditure weight). This is reflective of the myriad of inflation 

stocks hitting the economy and the resignation of firms and consumers to paying 

higher prices. It provides further evidence that a self-sustaining inflation dynamic is 

established that will need tough talk and action by the RBNZ to stamp out.  

Core inflation picked up, with annual inflation rates at (or around) multi-decade 

highs. Annual inflation lifted for the various core measures, including the weighted 

median (1.2% qoq, 4.8% yoy), 10% trimmed mean (1.8% qoq, 6.6% yoy), and CPI 

excluding food, fuel and energy (1.3% qoq, 6.1% yoy). The Q2 print from the RBNZ 

Sectoral Factor model (released at 3pm today) is expected to move well above its Q1 

4.2% yoy value. 

Has inflation peaked? 
The inflation outlook is still highly uncertain, but we think at 7.3%, annual CPI inflation might have peaked this 

cycle. The extension of cuts to fuel excise and subsidies on some public transport until 

early 2023 should help flatten the annual inflation peak, which is lower than 

comparable rates in the US and Europe. This, however, is still worryingly high and 

more than twice the top of the 1-3% inflation target. Stronger than expected domestic 

inflation will be particularly concerning to the RBNZ. Moreover, the inflation outlook is 

still highly uncertain, and it is unclear whether elevated inflation rates overseas and 

external inflation drivers have yet peaked. Even if we are past the peak, it seems highly 

unlikely that elevated annual inflation will quickly drop, with our expectation headline 

inflation rates remain above 6% over 2022. Moreover, to us it is not so much what the 

peak in inflation will be, but how persistent the uptick will be. Our research points to 

the risk of high inflation rates persisting for longer, particularly if the labour market 

remains tight.  

ASB adjusts up its OCR forecast view with a 3.75% late 2022 peak 

The risk of entrenched high inflation keeps the onus on the RBNZ delivering a front-loaded pace of OCR hikes and 

restrictive monetary settings so as to increasingly lean against inflationary pressure. We have tweaked our OCR view, 

with the RBNZ now expected to hike the OCR by 50bps in both its August (to 3.0%) and October meetings (3.50%), 

followed by a 25bp OCR hike in November (3.75%). Our unease over the inflation outlook is such that we would not 

rule out the prospect of more aggressive OCR moves and a higher OCR peak. This would include a possible 75bp 

hike in the August MPS and for a higher OCR peak than 3.75% this cycle. We have pencilled in OCR cuts from 2024 

but this will depend on there being sufficient slack in the labour market and the external inflation environment 

cooling, both of which have shown few signs of doing so to date. 

  

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-inflation%20persistence.pdf
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Market reaction 
The stronger than expected CPI print caused a mild flurry in interest rate markets, with the bellwether 2-year swap 

jumping 10bps, with the yield curve further inverting.  About 10bps was added to OIS market pricing, with 65bps 

priced in for August, 53bps for October and an OCR endpoint of around 3.75%. The NZD firmed 30 pips against the 

USD (to 0.6180) and has held onto those gains. 
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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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