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Firm Q3 inflation print to prompt swifter RBNZ response 

• Q3 CPI much stronger than ASB, market and RBNZ expectations, with annual CPI inflation stuck close to 30-

year highs.  

• There is still a large bow wave of inflationary pressure in place, with high rates of core and non-tradable 

inflation still in evidence and the risk of these outcomes becoming increasingly entrenched. 

• Inflation is much too high. Increasingly restrictive OCR settings are required.  We now expect a 75bp increase 
in November, a 50bp hike in February and final lift in April (50bp pencilled in) – implying a peak of 5.25%. 

 

 

Summary and implications 

Annual CPI inflation was considerably stronger than expected and displayed all of the hallmarks of an economy where 

price increases look to be increasingly entrenched. Not only did tradable inflation not soften to the extent expected, 

but domestic and core inflation measures firmed. We are treating much of the unexpected increases as being 

economic signal (rather than noise), and the RBNZ will likely be increasingly concerned. In short, inflation is much too 

high and is becoming increasingly ingrained. Restrictive OCR settings and a clear RBNZ focus on delivering eventual 

sub 3% inflation outcomes is needed. With the RBNZ having the inflation bit between its teeth, all options are likely 

to remain on the table.  We have changed our OCR call to now have a 75bp hike in the November MPS (November 

23rd), and with two 50bp hikes in February and April 2023 (5.25% OCR peak).  With the RBNZ potentially moving in 

large amounts for a sustained period of time, there is obviously uncertainty around the eventual end point.  But for 

the time being, RBNZ urgency is likely to be heightened.    

Inflation holds at close to 30-year highs 

Consumer prices soared 2.2% in Q3, resulting in annual CPI inflation being little changed at 7.2% and remaining close 

to more than 30-year highs. This was considerably stronger than our forecast, the market median and the August 

Monetary Policy Statement (MPS) pick.  Much of the surprise was due to still-sizeable increases in tradable inflation, 

with annual inflation from this source still a lofty 8.1% (from 8.7% yoy in Q2). However non-tradable inflation was also 

stronger than expected. 

There remained a large bow wave of inflationary pressure. The distributional measures showed a record high portion 

of price increases being pushed through (66.3% of items). This is reflective of the myriad of inflation shocks hitting the 

Q3 2022 CPI % Actual ASB RBNZ Market

CPI qoq 2.2 1.5 1.4 1.5

CPI yoy 7.2 6.5 6.4 6.5

Non-tradable qoq 2.0 1.9 1.8 1.8

Non-tradable yoy 6.6 6.5 6.3

Tradable qoq 2.2 0.8 0.7 1.2

Tradable yoy 8.1 6.6 6.5
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economy and the resignation of firms and consumers to paying higher prices.  

Core inflation rates look to have picked up, with annual inflation rates at around multi-decade highs. Annual 

inflation lifted for the various core measures, including the 50% weighted median (1.0% qoq, 5.0% yoy), 30% trimmed 

mean (1.3% qoq, 6.4% yoy), and CPI excluding food, fuel and energy (2.2% qoq, 6.3% yoy). Annual non-tradable 

inflation hit record highs (6.6% yoy). The Q3 core inflation print from the RBNZ Sectoral Factor model (released at 

3pm today) is expected to move closer to (and perhaps above) 5% from the record 4.7% yoy Q2 print. 

CPI groups: 

Price increases were also widespread across CPI groups. Within the CPI groups, price increases were commonplace, 

with 9 of the 11 CPI groups recording quarterly increases of greater than 1%, with annual increases for 10 of the 11 

groups at 3% or above: 

• Housing-related inflation (2.3% qoq, 8.7% yoy) remained elevated despite much cooler housing market 

conditions. Construction cost inflation registered a chunky 3.3% quarterly increase with annual inflation at a lofty 

16.8%. Property maintenance services (+1.9% qoq, 8.4% yoy) saw another hefty increase. Dwelling rents rose 

1.0% qoq (+4.6% yoy), the highest Q3 quarterly increase on record. Local authority rates soared 7.1% in Q3.  

• Food prices rose 4.1% in Q3 (8.0% yoy), the largest increase since the (GST-impacted) late 1980s. There were 

chunky increases for all of the subcomponents despite the posturing of supermarkets. Strong NZD-denominated 

global food commodity prices and rising labour costs should continue to make their presence felt at the retail 

level, putting household budgets under considerable pressure.  

• July increases in alcohol excise resulted in a 1.4% qoq rise for tobacco &alcohol (4.7% yoy). Education fees rose 

1.4% qoq (3.0% yoy), likely related to the opening of the NZ border. Linked to this was a jump in accommodation 

services (6.3% qoq, 10.1% yoy). The hot labour market looks to be related to outsized increases for healthcare 

(1.7% qoq, 4.5% yoy). 

• Prices in the Transport Group actually rose 1.7% in Q3 (11.7% yoy) despite our expectations of a similar-sized fall. 

Petrol prices (down 4.5% qoq) did not fall as much as expected, and there were close to record gains for domestic 

(20.0% qoq) and international airfares (20.1% qoq). Stock and labour shortages likely boosted prices for vehicle 

accessories (4.9% qoq), with higher costs for servicing and repairs (2.8% qoq).  

• There were still some signs of supply chain disruptions impacting consumer prices. Prices within the household 

contents & services (+1.6% qoq, 7.1% yoy), recreation & culture (1.9% qoq, 4.0% yoy) groups moved higher. 

Statistics NZ details showed that a net 13% of items were discounted in Q3, which is not much different to a year 

ago. Recent NZD falls highlight some upside risk in future. 

Our take 

First, the good news. There was little of that in the Q3 CPI figures, so let’s move on. Food prices are unlikely to 

continue to increase at current rates. It is hoped that weaker global prospects, the lagged impact of lower energy 

prices and sharp falls to shipping costs result in a much lower imported inflation pulse that is passed onto the 

consumer. The hope is that will dampen further tradable inflation readings, although the reality could be quite 

different. We expect annual tradable inflation to cool from here 

but to remain above 3% until the end of next year.’ 

Now for the not so good. We are treating much of the 

unexpected increases as being economic signal (rather than 

noise), which looks unlikely to quickly reverse. A self-

sustaining high inflation dynamic looks like it is becoming 

increasingly embedded, with annual core inflation rates 

hovering well above the top of the 1-3% inflation target band. 

Today’s CPI outturn has confirmed fears we had over a sizeable 

bow wave of domestically-generated inflation, with annual 

non-tradable inflation likely to remained elevated for longer. 

The upshot is that based on current monetary policy settings, 

annual CPI inflation is unlikely to fall under 3% until well into 

2024.  
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Linked to this is the extraordinarily tight NZ labour market, 

with our research pointing to the risk of high inflation rates 

persisting for longer. Labour market indicators point to 

continued hiring at a time when the working age population is 

growing at around 30-year lows, with our research suggesting 

low labour supply growth is likely to continue well into 2023. 

That should keep the NZ labour market extremely tight and 

keep annual non-tradable and core inflation elevated, unless 

spare capacity in the labour market opens up.  Our expectations 

is that the Q3 labour market figures will confirm an extremely 

stretched labour market backdrop with elevated labour cost 

inflation. In short, there should be little that should dissuade 

the RBNZ that further action is needed. 

There were also few signs that the cooling housing market is 

starting to drive down housing-related consumer price inflation 

(e.g. construction costs, rents, dwelling maintenance services), 

and hence, the overall domestic inflation pulse. There is a long 

way to go, but signs to date don’t look good. 

What the RBNZ likely to do? Inflation is much too high and is 

becoming increasingly engrained. Restrictive OCR settings and a 

clear RBNZ focus on delivering eventual sub 3% inflation 

outcomes is needed. With the RBNZ having the inflation bit 

between its teeth all options are likely to remain on the table.  

We have changed our OCR call to now have a 75bp hike in the 

November MPS (November 23rd), and with two 50bp hikes in 

February and April 2023.  With the RBNZ potentially moving in 

large amounts for a sustained period of time, there is obviously 

uncertainty around the eventual end point.  But for the time 

being, RBNZ urgency is likely to be heightened.   

What comes up must eventually come down, but the big 

question is ‘when?’ Calling for an eventual fall yields is risky (and expensive), but the longer and further away the OCR 

is from neutral settings (close to 3% according to our estimates), the more likely it will subsequently head lower. We 

have pencilled in OCR cuts from the second half of 2024 but this will depend on annual inflation being on track to 

settle in the inflation band and there being sufficient slack in the labour market. This still looks a long way off with 

risks tilting to a later date for considering cuts. 

Market  reaction 

The firmer CPI generated a bit of a stir in markets. NZ yields have pushed higher, with the 2-year swap jumping 12 

points (to 5.13%), with larger gains for shorter tenors. Market pricing has jumped with more than 70bps priced for the 

November MPS and with the OCR peak of just under 5.20%, around 15bps higher than before the CPI release date. 

Currency market reaction was modest, with initial gains proving to be fleeting.  

 

 

 

 

 

 

 

 

https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-inflation%20persistence.pdf
https://www.asb.co.nz/content/dam/asb/documents/reports/economic-note/2022-labour%20supply.pdf
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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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