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Firmer CPI print continues run of inflation surprises 
• CPI firmer than RBNZ and market expectations, continuing the run of surprise CPI outturns.  
• Supply disruptions and higher transport prices accounted for much of the upward surprise, with annual core 

inflation prints clustered around 2%. 
• The inflation outlook is highly uncertain. More upside risk is now accumulating to the medium-term inflation 

outlook, but the RBNZ is expected to maintain highly stimulatory settings until it is confident that economic 
activity and the labour market have turned the corner.  

Summary and implications  
The Q4 CPI inflation figures were firmer than market and RBNZ expectations.  Supply disruptions and a sizeable rise in 
international airfare prices accounted for much of the upward surprise and construction costs also ticked up, with 
annual inflation from the core inflation measures hovering around 2%. It suggests that the surprise weakness in the 
Q3 figures looks to have been a one-off and is consistent with our core view that inflationary pressure is building. 

Uncertainty is high but looking ahead we expect annual headline inflation to ease early this year but to gradually firm 
thereafter, with more upside risk now accumulating to the medium-term inflation outlook. The diminished risk of 
deflation suggests that the OCR is unlikely to move lower from its current 0.25% low. However, the RBNZ is expected 
to maintain highly stimulatory settings until it is confident that economic activity and the labour market have turned 
the corner. Our view is that the OCR is unlikely to move up in 2021, but the resilient tone of NZ data is a reminder that 
the OCR won’t stay at record lows forever. 

Inflation surprises to upside in Q4 after downward Q3 surprise 
Consumer prices rose 0.5% in Q4, with annual CPI inflation steady at 1.4%. The Q4 outturn was firmer than the 0.2% 
qoq market consensus and RBNZ forecast.  Looking at the tradable and non-tradable split (see table below) showed 
more of the upward surprise was evident for tradable prices. 

2020Q4 Consumers Price Index 
 Actual Market ASB RBNZ 
CPI – qoq 0.5 0.2 0.2 0.2 
CPI - yoy 1.4 1.1 1.1 1.1 
     

Non-tradable - qoq 0.7  0.5 0.4 
Non-tradable – yoy       2.8  2.6 2.4 
     

Tradable - qoq 0.2  -0.4 -0.2 
Tradable – yoy -0.3  -0.9 -0.7 

 

In looking at tradable prices, the figures suggested that supply chain disruptions may be impacting on consumer 
prices, with retailers passing on some of the higher costs. Prices in the recreation & culture (2.6% qoq), household 
contents & services (1.4% qoq) and apparel (+1.4% qoq) groups registered firmer than usual increases for this time of 
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the year. Statistics NZ figures showed that a net 13% of items were discounted in Q4 (14% in 2019Q4), and that the 
average Q4 2020 discount was lower than usual (10% in 2020 versus 16% in 2019. We expect these disruptions to 
boost consumer prices over early 2021, but for the impacts to be temporary.  

Transport prices provided another sizeable +0.3 
percentage contribution to the Q4 CPI (+2.3% qoq). 
The introduction of Trans-Tasman routes saw 
international airfares prices surge by 16.6% in Q4 
(+0.1 contribution to Q4 CPI). Domestic airfares 
were flat, but road passenger transport prices were 
up strongly (+8.9% qoq). Vehicle prices rose 3% in 
Q4 reflecting likely stronger demand from 
consumers.  Petrol prices were little changed but 
are expected to firm in Q1.  
 
Major downward contributions were evident for 
food prices (-1.7% qoq, -0.3% contribution). This 
looks to be mostly seasonal and is driven by sharp 
falls in fruit & vegetable prices.  
 
There were also a few signs that the NZ border restrictions were weighing on tourism-related pricing, with 
accommodation prices surprisingly resilient (11.2% in Q4). Increased domestic tourism has provided a lifeline to 
struggling tourism and accommodation providers.  
 
Inflation from the housing group was moderate at 0.5% qoq (2.6% yoy), in line with our expectations. Rental inflation 
was stable (+0.5% qoq, 12.9% yoy).  However, there was a sizeable 1.3% qoq rise in construction costs (3.3% yoy). 
Tightening capacity constraints in the construction sector and the resurgent housing market are likely to see housing 
prices in the CPI firm. 
 
Inflation from the core measures remained contained. Inflation for both the 10% trimmed mean (+0.6% qoq, 1.9% yoy 
in Q4 versus 1.5% yoy in Q3) and 50% weighted median (0.5% qoq, 2,1% yoy (2017 weights) versus 2.2% yoy in Q3) 
was close to a 2% annual rate. Excluding food, fuel and energy, annual inflation ticked up to 2.1% yoy from 1.7% yoy in 
Q3.  Annual inflation from the RBNZ’s sectoral factor model will be published at 3pm. It has proved to be reasonably 
stable and we expect an outcome close to the 1.7% yoy reading for Q3.  

Outlook and implications 
Today's stronger than expected CPI print and firming signs on 
the medium-term-term inflation outlook supports our view 
that the OCR is unlikely to move lower from its current 0.25% 
setting. The sizeable inflation surprises over the last few 
outturns highlights the considerable uncertainty over the 
inflation outlook, and there is the risk that the run of inflation 
surprises continues. 

We expect annual headline inflation to ease towards 1% at 
the start of this year and then to firm towards 2% by the end 
of 2021. We also expect a modest positive, but temporary, 
impact from freight disruptions on retail prices.  Our CPI 
outlook is well above the RBNZ projections (see chart).  
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The further ahead you look the greater the uncertainty (and hence margin of error). Our view is, however, that more 
upside risks are now accumulating to the medium-term inflation outlook.  The economy is showing more signs of life 
than appeared the case, capacity constraints are firming, skill shortages are permeating throughout the economy and 
this could see pricing pressures stir. Slightly tempering this could be low food price inflation, given the signal provided 
by global commodity food prices. 

Even though CPI inflation over the next year or so is expected to be firmer than the November MPS forecasts, the 
RBNZ is expected to maintain highly stimulatory settings until it is confident that economic activity and the labour 
market have turned the corner. Our view is that the OCR is unlikely to move up in 2021, but the resilient tone of NZ 
data is a reminder that the OCR won’t stay at record lows forever. 

Market reaction 

The stronger than expected CPI print saw the NZD jump 20 pips against the USD. Market pricing continued to pare 
back expectations of potential RBNZ rate cuts, with the 2-year swap yield up 3bps to 0.31%. 
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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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