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Cheap imports keep inflation low 

 The Q4 CPI rose by just 0.1% in Q4, taking the annual rate of inflation down to 1.6%, lower than ourselves, the 
RBNZ and the market were expecting. 

 The key surprise was on the tradable side of the equation. We suspect that the rebase of the CPI contributed to 
at least part of the downward inflation surprise but we will await further CPI readings for confirmation. 

 With our forecasts for CPI inflation set to ease over 2018, this reinforces that the RBNZ will remain on the side-
lines for some time yet.   

Summary & implications  
The CPI rose by a muted 0.1% qoq, taking the annual rate of inflation down to 1.6%. The key drag on inflation was 

on the tradable side of the equation, with tradable inflation falling 0.3% over the quarter.  The large inflation surprise 

may be partly due to the CPI rebase but we will have to wait for subsequent inflation reads for confirmation. Given 

that current inflation pressures are largely contained to the housing sector, combined with ongoing weakness in a 

number of other areas, today’s release raises some questions around how soon headline CPI inflation will lift back 

to 2%. We will revisit our CPI forecasts in the wake of this release and what it means for our RBNZ call (Feb 2019), 

while keeping in mind the fact that a new RBNZ Governor and Policy Targets Agreement are looming just around the 

corner. But for now, it seems appropriate that the RBNZ leaves the OCR on hold over 2018, if not longer. 

Tradable inflation key drag in Q4 
The CPI rose by 0.1% qoq in Q4, well below ASB’s, RBNZ’s and the 

market’s expectations. The weak result was largely driven by an 

unexpected fall in tradable inflation, despite a 6.1% lift in petrol 

prices over the quarter. Core measures of inflation reinforced that 

underlying inflation pressures are weak.  Indeed, the CPI excluding 

fuel fell by 0.1% qoq in Q4. Inflation from the 10% trimmed mean 

eased to 1.5% yoy from 1.7% yoy, while the weighted median 

remained steady at 2% yoy. This afternoon’s release of the RBNZ’s 

sectoral factor model will give us a further update on core inflation 

pressures. However, in the wake of this release, we see downside 

risk to our earlier esxpectation of around 1.4% yoy. 

Looking closer at the details, household contents and services 

continue to be a key drag on inflationary pressure. Household appliance prices fell 3.1% over the quarter, with glass, 

tableware and household utensils dropping 6.2%. The price of new cars was also a key drag over the quarter, with 

prices down 2.1%. Further, while passenger transport services (including international airfares) did rise sharply, this 

was not enough to offset the inflationary drag from other components.  
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Housing sector still key driver of domestic inflation 
On the domestic side of the equation, inflation remains largely 

contained to housing, as expected. Rents lifted 0.5% over the 

quarter and are expected to rise again in Q1 2018. Housing 

construction costs also continue to lift (1.3% qoq) and are now 5.3% 

higher than in December 2016. Household energy was softer than 

our indicator suggested (+0.1% qoq). 

Outside of the housing sector it becomes hard to find evidence of 

inflationary pressures building. Accommodation prices lifted more 

modestly than expected (+1.8% qoq), while services such as 

hairdressing, professional and real estate services were all relatively 

subdued over the quarter. 

This release suggests that inflation has yet to stage a convincing 

comeback in NZ, outside of the housing sector. And, with this 

release raising numerous questions about the strength of inflation moving forward (especially when considering the 

stronger-than-thought economic backdrop of recent years) it reinforces that there is no need for the RBNZ to raise 

interest rates anytime soon. We will revisit our CPI forecasts in the wake of this release and what it means for our 

RBNZ call. But for now, it seems appropriate for the RBNZ to leave the OCR on hold over 2018. 

Market reaction 

There was a strong market reaction to today’s considerably weaker CPI release. Market pricing for OCR hikes has 

fallen to around 16 basis points (bps) by the end of 2018, compared to around 25bps leading into the release. 2-year 

swap rates have fallen by around 8bps, while the NZD/USD fell by just under 1 cent. 
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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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