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Headline CPI jumps, core inflation still lagging 

 The Q3 CPI rose by 0.9% in Q3, higher than expected. The annual rate of inflation rebounded to 1.9%. 

 Much of the surprise was on the tradable side of the equation, reflecting higher transport costs. 

 With core measures still relatively subdued, we expect the RBNZ to remain patient, even if headline CPI rises 
above 2% in the near term. We continue to expect the RBNZ to leave the OCR on hold until early 2020.  

Summary & implications  
The CPI rose by 0.9% qoq in Q3, to be 1.9% higher on an annual basis. This was higher than our forecast, the 

consensus forecast and the RBNZ’s forecast. Both non-tradable inflation and tradable inflation was stronger than we 

had anticipated in Q3. However, the majority of the surprise was on the tradable side of the equation, with petrol and 

airfare costs rising more than anticipated. Looking through the lift in headline inflation, core inflation measures 

remained largely unchanged in Q3. As a result, we don’t expect the RBNZ to feel any pressure yet to respond to this 

increase in inflation. Firstly, it will be conscious of how higher petrol costs might impact consumer sentiment and 

demand in other areas of the economy. On top of this, there remain question marks over the medium-term inflation 

outlook as economic momentum appears to have slowed in the second half of 2018. The RBNZ will continue to watch 

for evidence of a sustained increase in capacity pressures and wages before it considers raising the OCR in early 

2020. We continue to expect the RBNZ to raise the OCR in February 2020.   

Cost pressures building  
The CPI rose by 0.9% qoq in Q3 (1.9% yoy) higher than ourselves, 

the market consensus and the RBNZ had expected. There was 

upside surprise on both the tradables and non-tradable side of the 

equation over the quarter. Tradable inflation lifted 0.8% qoq, with 

much of the upside surprise contained to the transport component 

(+2.4% qoq). Petrol costs rose 5.5% over the quarter (higher than 

the 4.3% we had expected) and passenger transport services also 

rose more than expected. In particular, rising fuel costs appear to 

have had a marked impact on air travel costs (both domestically and 

internationally over the quarter).   

Non-tradable inflation also rose slightly more than expected in Q3. 

Household and housing utilities continue to be a large driver of non-

tradable inflation, rising 1.1% in Q3. Local authority rates rose an average of 4.5% qoq, with construction costs lifting 

1.3% qoq. Excluding Auckland, construction costs were 1.5% higher over the quarter, with construction costs in the 

South Island 1.2% higher in Q3. Health costs were also higher than expected, at 0.9% qoq. 
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The RBNZ has explicitly stated in recent Official Cash Rate reviews 

that it will look through movements in fuel prices where 

appropriate. We expect the RBNZ to continue to look through 

much of this quarter’s rise. In saying this, the RBNZ will be 

watching for growing signs of fuel having any second-round 

impacts on broader prices as well as any price rising stemming from 

the recent fall in the NZD. The extent to which either occurs 

depends on ongoing robust consumer demand elsewhere in the 

economy, despite the higher fuel costs consumers are now facing.  

Further, with higher fuel costs accounting for much of the increase 

in headline inflation in Q3, it is important to assess any change in 

the underlying inflation trend. According to Stats NZ the 10% 

trimmed mean was unchanged in Q3 at 1.8% yoy and the weighted 

median measure eased slightly to 2.2% yoy, from 2.3% in Q2. 

Another core measure, CPI excluding food, fuel and energy did rise 

to 0.6% qoq from 0% in Q2, but on an annual basis the rise was 

more muted (1.2% yoy from 1.1% in Q2) and remains well below the 

midpoint of the RBNZ’s 1-3% inflation target. The RBNZ’s own 

measure of core inflation (the sectoral factor model) will be released 

this afternoon at 3pm.  

Despite the headline CPI figure rising more than expected, the 

muted moves in these core inflation measures suggest that the 

RBNZ will remain comfortable to bide its time. Muted core inflation, 

combined with soft business confidence, suggest that the balance of 

risks around the medium-term inflation outlook are still slightly 

tilted towards the downside.  All up, we continue to expect the 

RBNZ to remain patient and wait for signs that the underlying trend in inflation is rising towards 2%, even if the 

headline CPI lifts above 2% in the near term.   We continue to expect the RBNZ to leave the OCR on hold until early 

2020. 
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Q3 2018 CPI % Actual ASB RBNZ Market

CPI qoq 0.9 0.7 0.4 0.7

CPI yoy 1.9 1.7 1.4 1.7

Non-tradable qoq 0.8 0.7 0.6*

Non-tradable yoy 2.6 2.5 2.4

Tradable qoq 0.9 0.6 0.2*

Tradable yoy 0.8 0.6 0.1

*ASB estimate
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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.   

 


