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Contained inflation evident despite rising costs 
 Consumer prices rose 0.6% qoq in Q2, with annual CPI inflation ticking up to 1.7%. This was in line with market 

and RBNZ expectations.  

 Annual core inflation measures ticked up fractionally, but remained clustered around 2%. 

 We believe a combination of domestic and global catalysts will keep NZ inflation low, with the RBNZ to join the 

chorus of global central banks and cut policy interest rates. We expect a further 50bps of OCR cuts in the 2
nd

 

half of 2019. 

 

 

Summary & implications  
Courtesy of higher fuel prices, overall consumer prices rose 0.6% in the June quarter (+1.7% yoy), in line with the May 

Monetary Policy Statement pick and the market consensus. There were signs of cost increases coming through in 

some of the CPI groups (e.g. household contents and services), but on the whole the inflation backdrop remained 

low.  Annual readings from the core inflation measures produced by Statistics NZ fractionally ticked up, but were 

clustered around 2%.  On the basis of today’s CPI data, we still expect a stable 1.7% yoy print for the RBNZ’s estimate 

of core inflation from the sectoral factor model (released 3pm today), with risks fractionally tilted to the upside. We 

expect volatility in annual CPI inflation readings over the next few outturns. However, our view is that downside risks 

to the inflation outlook have continued to grow, with the RBNZ looking increasingly unlikely to be able to comfortably 

meet its inflation and labour market objectives. We believe the RBNZ will cut the OCR by 25bps in both August and 

November taking the OCR to a record low 1% by the end of the year.  

Details 
The CPI rose 0.6% qoq in the June quarter, in line with the market median and May Monetary Policy Statement 

(MPS) pick. Annual CPI inflation ticked up to 1.7% (1.5% yoy in 2019Q1). Higher fuel prices – up 5.8% qoq in Q2 

following their 7% qoq fall in Q1 – contributed roughly 0.3 percentage points to quarterly CPI. Other upward 

Q2 2019 CPI % Actual ASB RBNZ Market

CPI qoq 0.6 0.6 0.6 0.6

CPI yoy 1.7 1.7 1.7 1.7

Non-tradable qoq 0.3 0.3 0.3

Non-tradable yoy 2.8 2.8 2.8

Tradable qoq 0.9 1.0 1.0

Tradable yoy 0.1 0.2 0.2
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contributions were from higher prices for food (+0.6% qoq), housing and utilities (0.7% qoq), a sizeable jump in 

household contents and services group prices (up 2.5% qoq) and a 0.8% qoq increase in miscellaneous goods & 

services. Prices fell in the communications (-1.4% qoq) and recreation and culture (-0.4% qoq) groups. 

Higher prices for fuel, food, household contents, and international airfares (up 3.5% qoq) helped deliver a 0.9% qoq 

increase in tradable prices (0.1% yoy). Notwithstanding signs that retailers look to be passing on some cost increases 

in parts of the tradable sector, pricing pressure from the wider tradable side of the ledger remained benign. to 

Statistics NZ, 13% of retail items were discounted in the June 2019 quarter (14%).  The June quarter also saw falls for 

Used cars (-3.9% qoq), with prices their lowest since 2015Q4. Tradable prices excluding fuel rose 0.3% qoq, with 

prices 0.3% lower than the June 2018 quarter.  

Non-tradable prices rose a more subdued 0.3% qoq, with annual inflation steady at 5-year highs (+2.8% yoy). The 

housing group remained an inflationary beacon, but annual inflation (2.8% yoy) fell below 3.0% for the first time in 12 

quarters. This was despite a sizeable 1% increase in dwelling rents in the June quarter (2.5% yoy) under a new 

methodology, which is expected to add roughly 0.1 percentage points to annual CPI inflation outturns. More 

moderate increases were evident for construction costs (up 0.7% qoq. 3.5% yoy), with the regional breakdowns 

showing annual inflation for this component in a 1.9% to 3.7% annual range, with more sizeable increases in the 

smaller North Island centres.  Lifting non-tradable prices were further increases in insurance (1.4% qoq). Lower 

domestic airfares (down 12.9% qoq) dampened non-tradable prices.  

Underlying inflation measures depicted a contained inflation backdrop, 

with a fractionally upward drift in the annual inflation pulse. Annual 

inflation from the 10% trimmed mean rose to 2.0% (from 1.7% yoy), while 

inflation from the 50% weighted median edged up to 2.3% yoy (2.2% yoy). 

Inflation from the CPI ex food, household energy and fuel ticked up to 1.7% 

yoy (1.5% yoy), but has not been above 2% since 2011.  We await today’s 

3pm RBNZ estimates for core inflation for corroboration. We expect 

another stable 1.7% yoy print for the sectoral factor model estimate for 

core inflation, with risks fractionally tilted to the upside.  

Implications: 

We expect volatility in annual headline inflation readings to continue, with 

our forecasts highlighting the likelihood of CPI inflation hitting 2% by early next year.  While we expect continued 

volatility in quarterly readings for annual CPI inflation, but the risks to the RBNZ’s medium-term inflation outlook 

remain skewed to the downside.   

Low readings for core consumer price inflation suggest there is a 

structural (long-lasting) element to the inflation process, which, 

combined with slowing global growth is unnerving global central banks 

that are either cutting policy interest rates or seriously contemplating 

cuts. Headwinds facing the NZ economy remain and spare capacity in the 

NZ labour market and economy in general looks set to increase and will 

likely dampen medium-term inflationary pressure, with annual non-

tradable and core inflation slowing.  We expect the RBNZ to concur with 

our view and cut the OCR by 50bps in the second half of 2019 (August and 

November), with the OCR set to end 2019 at a record low 1.00%. 

Market reaction: 

There was little market reaction to the consensus CPI print. NZ yields on the 2-year swap were little changed at 

1.35% following the CPI release. The NZD was little changed, and is 67.3 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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