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Still waiting on inflation pressures to broaden 

 The Q3 CPI rose by 0.5% qoq (+1.9% yoy), higher than ourselves, the market and the RBNZ expected. 

 Inflation continues to be driven by non-tradable inflation, in particular, higher housing costs. 

 Despite the lift in inflation in Q3, we continue to expect the RBNZ to leave the OCR on hold until 2019.   

Summary & implications  
The CPI rose by 0.5% qoq in Q3, stronger than ourselves, the market and the RBNZ were expecting. On an annual 

basis, the CPI rose to 1.9%, up from 1.7% in Q2. Despite the stronger than expected result, the underlying story 

remains unchanged. Higher housing and food costs continue to drive the vast majority of inflation in New Zealand. 

Although the RBNZ will be relieved to see inflation lift over the quarter, we think it will continue to exercise caution.  

For one, much of the difference to the RBNZ’s 0.2% qoq forecast is likely to be accounted for by more recent strength 

in food and fuel prices. The RBNZ is also likely to remain cautious given the recent weak out-turns in GDP growth.  

Further, questions remain given the composition of the next NZ government is, as yet, unknown.  The RBNZ knows 

this and, with the luxury of time on its side, will most likely be happy to leave the OCR on hold for a while longer yet.  

Details 
The upside surprise in today’s Q3 CPI result was driven by slightly 

higher tradable (+0.7%) and non-tradable (+0.2%) inflation than 

expected. On the non-tradable side of the equation, housing costs 

were high, as expected. A 3.1% rise in rates, a 0.6% lift in rents, a 

1.1% increase in property maintenance and a 1.1% increase in 

construction costs all combined to lift the housing and household 

utilities component by 1.0% qoq. Interestingly, both rent and 

construction cost increases were highest in Wellington over the 

quarter. However, on an annual basis, construction costs continue 

to be most acute in Auckland (+6.8% yoy). Given the construction 

sector has become increasingly capacity constrained, it is no 

surprise to see prices continuing to respond to high levels of 

demand. 

The tourism sector has also been suffering from growing pains recently, a fact reflected in the lift in accommodation 

prices. After falling over 8% in Q2, accommodation prices recovered in Q3, lifting by 4.5% over the quarter. There was 

also evidence of price increases in areas such as personal care services and insurance.  
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Looking at the breakdown of tradable inflation, the fall in fuel prices 

and international airfares were offset, in particular, by higher food 

prices. However, there was a number of other upside surprises 

contained in the data, including only a marginal fall in the cost of new 

motor cars, despite the NZD strengthening against the yen recently. 

Household contents and services were also stronger than expected, 

driven largely by a 1.8% lift in furniture, fittings and floor coverings. 

This suggests that previous falls in the NZD against the USD meant the 

currency was less of a drag on inflation over the quarter than it has 

been previously. However, with our currency forecasts suggesting a 

higher NZD/USD, the risk is that these price increases are reasonably 

short-lived.  
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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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