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All is quiet outside of construction, rents
•

The Q2 CPI was flat over the quarter and rose 1.7% yoy, weaker than ourselves and the market were forecasting.

•

The outcome was also substantially weaker than the RBNZ's forecast.

•

We still expect the first OCR increase in late 2018, earlier than the RBNZ’s current view. But there is no rush.

The CPI was flat over Q2 and, on an annual basis, inflation pulled back to
1.7% yoy. As expected, falls in fuel prices weighed on inflation over the
quarter. However, non-tradable inflation was also a key source of
weakness.
Both ourselves and the RBNZ view domestic capacity pressures as a key
source of inflationary pressures over the coming years. If that view is
correct, non-tradable inflation should soon start showing signs of broadbased price rises (outside of construction and rents). We continue to
expect the RBNZ will not lift the OCR until late 2018 – certainly there is no
hurry for the RBNZ to act any earlier based off the Q2 CPI. Heading into the
August Monetary Policy Statement, the RBNZ will remain very comfortable
with its recent stance of holding the OCR down for a considerable period.
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Looking at the details, key sources of weakness on the non-tradable side
included recreation (including an 8.1% qoq fall in accommodation services)
as well as a 2.8% qoq fall in credit services and a softer than anticipated lift
in other miscellaneous services (+0.1% qoq).
Transport prices also weighed on non-tradable inflation over the quarter
with passenger transport services prices falling 4.0% (largely driven by a
14.5% qoq fall in domestic airfares) and private transport supplies and
services down 0.8% over the quarter.
However, as expected, housing costs continue to rise and were up 1.8%
over the quarter, driven by a 3.0% rise in construction costs in Auckland.
The sustained price increases we have seen in the construction sector
recently reflect increasingly tightening capacity pressures around the
country, but particularly in Auckland. Rental prices also continued to lift
higher, albeit by less than we had anticipated. Rental prices rose 0.4% qoq,
with the greatest price rise once again contained to Auckland (+0.8% qoq).
On the tradable side, inflation fell as expected, largely driven by a 1.9% fall
in fuel prices. However, other sectors were also weak including household
contents, audio-visual equipment and communication (down 0.9%, 8.9% and
1.8% qoq respectively).
Lion’s Tour:
Note that impacts from the Lion’s Tour were, for the most part, largely
uncaptured in the Q2 survey. For example, accommodation prices were
surveyed before the tour began. As a result, Q2 CPI provides a relatively
accurate picture of underlying inflation, as it wasn’t impacted by this oneoff event.
Nick Tuffley – Chief Economist – 649 301 5659 – nick.tuffley@asb.co.nz
Kim Mundy – Economist – 649 301 5661 – kim.mundy@asb.co.nz
Please refer to the important disclosures at the end of this document
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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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