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Economic Note  
Inflation Watch: Will the perfect storm intensify? 

10 June 2021 
 

 

Higher for longer 
• ASB expects annual headline CPI inflation to rise to around 3% by the end of 2021 as cost shocks and demand 

pressures from selected pockets filter through into consumer prices. Annual headline Inflation is then expected 

to settle in the mid-2’s as some transitory influences fade. 

• Not only will annual CPI inflation likely peak at a higher rate than the RBNZ expects, but it also looks set to 

remain persistently higher. This could bring forward the timing of OCR hikes. 

• We will be keeping close tabs on surveyed inflation expectations, capacity gauges and other indicators of 

pricing pressures. 
 

Summary 
Using a simple components-based approach, our analysis highlights recent developments in some key drivers of NZ 

inflation. Although the inflation outlook is uncertain, updating our analysis from our March snapshot points to more 

inflation. Not only will headline CPI inflation likely peak at a higher rate than the RBNZ expect, but it will prove more 

persistent. Annual CPI inflation is expected to end 2021 at around 3% and then to ease to the mid 2’s by the end of 

2022. If, as we expect, inflation holds up over 2022 at a time when capacity pressures intensify and medium-term 

inflation drivers ratchet up, the RBNZ may bring forward the timing of OCR hikes. ASB expects the OCR to start moving 

up from May 2022, but the timing remains fluid. We will be focusing on surveyed inflation expectations, capacity 

gauges and other indicators of trend inflation for guidance. 

 

Up, up and away 

About 3 months ago we cited the risks of a tick-up in inflation given what looked to be a perfect storm of cost shocks 

and demand pull inflation from selected pockets. This note updates inflation indicators for key CPI components to see 

if there have been many notable changes to the NZ inflation outlook since then. It may be ad-hoc but is useful in 

highlighting the key drivers and channels in the inflation process. These include:  

• Commodity price sensitive (28% of the CPI regimen). Climbing oil and other commodity prices are expected to 

flow through into the retail level, with only a partial offset from the strong NZD.  Inflation from this source looks 

to have increased compared to just 3 months ago. 

• Retail-related (around 17%). Rising costs for freight and raw materials are more likely to show at the retail levels 

for these goods, despite the elevated NZD.  We had earlier assumed that the recent spike in global shipping rates 

will remain for at least the next six months and will then gradually abate.  There are mixed signs There is some 

upside risk to this. To date, good import prices from the Q1 Overseas Trade Indexes show few signs of a pick-up. 

However, OTI transport import services prices jumped sharply in Q1 and point to a pending pick-up in import 

prices over 2021.   

• Housing (23%). Rising costs for raw materials and intensifying capacity constraints in the construction sector are 

expected to boost the outlook for construction cost inflation.  Despite the residential property market coming off 

the boil, increased costs from the gradual reduction of interest rate deductibility for investor borrowing are likely 

to translate into solid increases in dwelling rents over the next few years. We expect circa 10% annual house price 
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inflation over 2021, which will keep CPI housing indicators elevated. All up, inflation from housing pockets looks to 

be firmer despite a weaker housing market outlook.   

• Labour market sensitive (19%). Prices for services are particularly sensitive to changes in labour market 

conditions/wages. Increases to the minimum wage, low labour productivity growth and tightening labour market 

capacity will push prices for goods and services up. Recent anecdotes suggest inflation from this channel will likely 

be more marked and persistent than what we had earlier expected.  

• Government-dominated (16%).  Administrative charges and retail goods that have a sizeable tax component. 

These items include goods and services such as local 

authority rates, tobacco and alcohol prices. No increase 

in tobacco excise in 2021 and 2022 will likely keep 

inflation from this component below average. Recently 

signalled increases in local authority rates are more 

sizeable than we had expected. 

All up, there is clear upside risk to our March snapshot, which 

had annual CPI inflation peaking ending 2021 at 2.5%. 

ASB expects 3% headline inflation for 2021  

The accompanying chart and the summary table and charts 

at the end of this note summarise trends in the various 

inflation components. These are almost universally upwards. 

Our updated add-up now suggests annual CPI inflation should 

rise to around 3% by the end of the year.  

2022 outlook is uncertain, but the direction of risk is clear 

Our inflation indicators have more of a short-term focus, and 

the further ahead you look the greater the uncertainty. Extrapolating forward it is apparent that some of the more 

enduring inflation drivers are increasingly pointing upwards. The improving economic outlook, increasing pressures on 

(truncated) productive capacity and the likelihood that higher headline inflation filters through into inflation 

expectations also point to the uplift in inflation persisting.  

The RBNZ expects a milder and shorter inflation spike 

The RBNZ’s near-term inflation forecasts are consistent with 

ASB’s view, with the RBNZ expecting CPI inflation to peak at 

2.6% in the June 2021 year. Beyond this, the inflation outlook 

diverges.  The RBNZ’s view (and that from other central banks) 

is that the recent lift in consumer prices will prove to be 

transitory, with annual CPI inflation to ease to 2.2% by the end 

of 2021 and to 1.8% by late 2022, according to the May MPS 

projections.  However, we remain wary of the risk that 

inflation does not ease as much over 2022. This does not 

leave as much inflation leeway at a time when the global and 

NZ economies are strengthening and pressures on medium-

term inflation intensifying. 

If this turns out to be the case, the RBNZ is likely to move the 

OCR sooner rather than later and we can envisage the RBNZ gravitating to OCR hikes sooner than the 2022Q3 start 

date earmarked in the May 2021 MPS. We have currently pencilled in a May 2022 start to RBNZ hikes, but 

acknowledge the timing is fluid and conditional on a range of factors. The divergence in the ASB and RBNZ views on 

inflation will start to become apparent towards the end of this year, with the 2021Q3 inflation data to be published 

on October 18. 
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What are we watching? 

In advance it can be difficult to discern whether the lift in inflation will be persistent, particularly when inflation 

drivers are pointing in the same direction. Our watchlist includes the following: 

• Inflation expectations – the more adaptable inflation expectations are (i.e. more based on observed inflation 

outcomes), the more likely inflation outcomes are likely to hold up for longer. Surveyed costs and pricing 

intentions are at record highs (85.6% and 62.8%, respectively, in the June ANZ Business Outlook), and inflation 

expectations are starting to drift above 2%. If pricing metrics remain high and inflation expectations continue to 

drift up, this suggests we may not see actual inflation dip that much over 2022.  

• Capacity gauges – the combination of continued low business investment and low growth in the labour force 

means that the inflationary speed limit of the economy will be lower as a result. Elevated capacity metrics could 

be the forerunner to a firming in medium-term inflationary pressure.  

• Economic momentum – the economy has surprised with its resilience. It could continue to do so, considering the 

extent of pent-up demand that could be unleashed when COVID-19 is finally brought under control.   

   

 

SUMMARY TABLE

CPI Annual % Change

(ex-GST change)

CPI 

Weight

Post 2000 

average 

increase ppt

End 

2020 ppt

End 

2021 

(est) ppt

End 

2022 

(est) ppt

Commodity Price Sensitive 27.7 1.9 0.5 -0.5 -0.2 3.1 0.8 2.6 0.7

Food prices 18.7 2.2 0.4 2.5 0.5 2.0 0.4 2.5 0.5

Petrol 3.6 3.9 0.1 -12.4 -0.4 6.0 0.2 2.5 0.1

Transport services 5.4 -0.5 0.0 -3.2 -0.2 5.0 0.3 3.0 0.2

Housing 22.5 3.2 0.7 2.7 0.6 3.9 0.9 3.9 0.9

Rents 10.3 2.2 0.2 2.9 0.3 #REF! 3.5 0.4 3.3 0.3

Construction costs 8.7 4.2 0.4 3.3 0.3 #REF! 5.5 0.5 6.0 0.5

Other 3.6 3.8 0.1 0.5 0.0 #REF! 1.0 0.0 1.0 0.0

Retail Related 17.1 -2.5 -0.2 0.9 0.1 2.6 0.4 -1.0 -0.2

Retail goods excl cars 12.9 -3.8 -0.4 1.2 0.1 2.5 0.3 -1.0 -0.1

Car prices 4.3 1.5 0.1 0.0 0.0 3.0 0.1 -1.0 0.0

Government dominated 16.0 3.8 0.5 4.2 0.5 2.0 0.3 2.4 0.4

Government dominated sectors 5.9 3.7 0.2 1.9 0.1 #REF! 2.0 0.1 3.0 0.2

Alcohol and tobacco 7.5 3.9 0.3 6.0 0.4 #REF! 2.0 0.1 2.0 0.1

Labour Market Sensitive 19.2 1.9 0.4 2.1 0.4 3.0 0.6 3.0 0.6

Private sector services 19.2 1.9 0.4 2.1 0.4 #REF! 3.0 0.6 3.0 0.6

TOTAL 100 2.0 2.0 1.4 1.4 3.0 3.0 2.4 2.4

Non-tradable CPI 3.0 2.8 3.3 3.6

Tradable CPI 0.7 -0.6 2.6 0.6

Core Measures

Sectoral Factor Model 2.0 1.8 2.3 2.4

Source: Statistics NZ, RBNZ, ASB
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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.   

mailto:nick.tuffley@asb.co.nz
mailto:mark.smith4@asb.co.nz
mailto:jane.turner@asb.co.nz
mailto:Mike.jones@asb.co.nz
mailto:chris.tennent-brown@asb.co.nz
mailto:judith.pinto@asb.co.nz
https://twitter.com/asbmarkets?lang=en

