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Benign CPI inflation keeps OCR cuts in prospect  
 Consumer prices rose just 0.1% qoq, with annual CPI inflation easing to 1.5%. This was below our, RBNZ and 

market expectations. 

 Annual core inflation measures remained clustered around 2%. 

 We continue to doubt whether the NZ economy would have sufficient momentum to keep inflation 

comfortably within the 1-3% inflation target. A lower OCR beckons. 

 

 

Summary & implications  
Consumer prices rose 0.1% qoq in the March quarter (1.5 yoy), which was slightly below the ASB and RBNZ picks 

(+0.2% qoq, 1.6% yoy), and the 0.3% market consensus.  The gap between very low tradable inflation and higher non-

tradable inflation was wider than we thought, and emphasises the two-speeded nature of the current expansion. 

Annual readings from the core inflation measures produced by Statistics NZ continued to oscillate around 2%. Looking 

through today’s release, the key takeout is that inflation remains contained.  On the basis of today’s CPI data, we view 

risks to the RBNZ’s estimate of core inflation from the sectoral factor model (1.7% yoy in 2018) as being broadly 

balanced. Our view is that downside risks to the inflation outlook have grown in recent months and the NZ economy 

looks increasingly unlikely to be able to generate sufficient economic momentum that keeps CPI inflation comfortably 

within the 1-3% inflation band.  We expect 50bps of OCR cuts over 2019, with today’s CPI print raising the odds of a 

May cut by the RBNZ. 

Details 
The CPI rose 0.1% qoq in the March quarter, slightly lower than our 0.2% qoq pick and below the 0.3% qoq market 

median. Annual CPI inflation eased to 1.5%. 

There were a number of offsetting movements in the March quarter. On the upside, this included the tobacco 

excise-induced 9.0% qoq increase in tobacco prices, rising prices for alcohol (+2% qoq), higher childcare, school and 

Q1 2019 CPI % Actual ASB RBNZ Market

CPI qoq 0.1 0.2 0.2 0.3

CPI yoy 1.5 1.6 1.6 1.7

Non-tradable qoq 1.1 1.0 1.0

Non-tradable yoy 2.8 2.8 2.8

Tradable qoq -1.3 -0.8 -1.0

Tradable yoy -0.4 0.1 -0.1

*ASB estimate
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tertiary fees (1.6% qoq), seasonal increases in food (+1.1% qoq), and accommodation costs (1.8% qoq). Lower petrol 

prices (-7.0% qoq) and seasonal declines in international airfares (-12% qoq) provided the largest downward 

contributions, although recent climbs in global oil prices will likely contribute to continued volatility in the annual 

inflation figures going forward. 

Non-tradable prices rose a firmer than expected 1.1% qoq, with annual inflation at a 5-year high (+2.8% yoy). The 

housing group remained an inflationary beacon, with annual inflation at 3.0% yoy, the 12th consecutive annual 

increase above 3%, underpinned by rising construction costs (+0.7% qoq, 3.9% yoy) and dwelling rents (0.6% qoq, 

2.4% yoy).  The March quarter data also showed increases in miscellaneous goods and services, although surprising 

falls in healthcare.  

Pricing pressure from the tradable side of the ledger remained benign 

(-1.3% qoq, -0.4% yoy), with the deflationary mindset seemingly 

becoming more entrenched.    According to Statistics NZ, 14% of retail 

items were discounted in the March 2019 quarter, the largest 

proportion since the June 2017 quarter. 

Underlying inflation measures depicted a contained inflation backdrop 

with the annual inflation pulse clustered around 2%. Annual inflation 

from the 10% trimmed mean eased to 1.7% (from 2.1% yoy), while 

inflation from the 50% weighted median was steady at 2.2% yoy. The 

CPI ex food, household energy and fuel remained at 1.5% yoy and has 

not been above 2% since 2011.   

We await today’s 3pm RBNZ estimates for core inflation for 

corroboration. Risks to the RBNZ’s sectoral factor model estimates for 

core inflation (previously 1.7% yoy) look broadly balanced. Contained 

readings for core consumer price inflation – despite stretched capacity 

pressures and survey measures highlighting widespread cost pressures 

– suggest there is a structural (long-lasting) element to the inflation 

process.  

The inflation starting point is low and we believe the weaker outlook for 

the NZ economy will likely dampen medium-term inflationary pressure.  

In short, we are becoming less convinced that pressures on capacity 

and cost-push influences (such as increases in the minimum wage and 

other cost increases being reported by firms in business surveys) will 

translate into a broadening front of price increases and higher core 

inflation. The RBNZ seems to concur with this view, and we expect 

50bps of OCR cuts by the end of 2019.  We have pencilled in 25bps OCR 

cuts in May and August and today’s data increase the odds of a May cut.  

Market reaction: 

The softer than expected headline CPI triggered significant market 

reaction. NZD yields on the bellwether 2-year swap declined 11bps (to 

1.62%) following the CPI release. Market pricing shifted from 6bps to 

16bps of OCR cuts priced in for the May 2019 MPS. The NZD fell 1 US 

cent immediately followed the CPI release (it was 67.7 US cents just 

prior), but has firmed to 67.1 US cents at the time of writing. 
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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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