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Within a whisker of the mid-point

e We expect headline CPI rose 0.5% q/q in the December quarter, with
annual inflation accelerating to 1.9% from 1.5% in Q3. Non-tradable
inflation is expected to print at 0.7% q/q (3.2% y/y), with tradable inflation
up 0.2% qg/q (-0.1% vy/y).

e This is stronger than the RBNZ’s November MPS forecast, owing mostly to
stronger-than-expected tradable inflation. This is the less persistent type of
inflation, but nonetheless it sees annual inflation come within a whisker of
the target midpoint, and thus affords the Reserve Bank some scope to sit
back and see how things evolve from here.

Key points
December quarter CPI figures are released next Friday (24 January).

We expect headline CPI inflation will print at 0.5% q/q, with annual inflation
accelerating to 1.9% from 1.5%. This is stronger than the RBNZ’s November
MPS pick of 1.6%, owing largely to higher tradable inflation (ANZ: +0.2% qg/q,
RBNZ: -0.2% q/q). That said, at 0.7% qg/q (3.2% y/y) we also think non-
tradable (domestic) inflation will come in a touch stronger than the RBNZ's
November forecast of 0.6% q/q (3.1% y/y). Taken together with some recent
improvement in the data pulse, this suggests the Reserve Bank can afford to be
patient with monetary policy settings — unless something untoward happens.

Annual non-tradable inflation has accelerated recently towards the goldilocks
zone of around 3%. While some of this is policy induced (eg road user charges
and tobacco excise), our Monthly Inflation Gauge suggests underlying inflation
pressures have also intensified modestly. And that suggests core inflation
measures may edge slightly closer to the target mid-point in Q4.

Indeed, recent data flow/developments are consistent with a little more pent-up
inflation pressure than we have previously assumed:

e Q3 GDP revisions suggest the economy was running a little hotter in late
2018 and early 2019 than previously thought. However, the sharper
deceleration in growth in the second half of last year suggests pipeline
inflation pressures may struggle to intensify from here.

e Signalled downward revisions to annual net migration inflows (out next
Thursday) suggest labour supply (and potential GDP) may have been a little
lower than previously assumed, implying higher-than-otherwise pipeline
wage and inflation pressure for a given rate of economic expansion.

Looking forward, the recent recovery in the housing market and business
sentiment (but less so reported business activity), and the promise of a little
extra government spending on key infrastructure — even if that is a slow burn,
medium-term story — mean the balance of risks to our forecast of an OCR cut in
May is skewed towards this happening later, if at all.

Admittedly, the recent improvement is off a pretty soft base and may not
persist, but for now the RBNZ should be feeling pretty comfortable that previous
easing in monetary policy is working its magic - albeit perhaps gradually.


https://push.bigtincan.com.au/downloads/f3fb27a5ff949ba4617843d105ed45e6a626b72ae52ce4547646c4dc5c40262a

Turning to the details of next week’s release:

e A 2.9% g/q lift in the transport group is expected to make the largest
contribution to quarterly inflation (0.4% pts), with petrol prices up around 5%
g/q, holiday-season demand for vehicle hires supporting an 11% qg/q rise in
road passenger transport, and higher domestic air travel prices (up 7.7% q/q)
all contributing.

e Housing and household utilities (up 0.6% qg/q) are expected to contribute
0.2% pts to quarterly inflation, with persistent strength in rents (up 0.7%
g/q) and purchase of housing (up 1.2% q/q) reflecting tightness in the
housing market.

o If the Monthly Inflation Gauge is anything to go by, the recreation and culture
group is also in for a solid quarterly lift, as accommodation services push
seasonally higher (up 5.4% q/q).

e Food prices are expected to be the largest drag on quarterly inflation (-0.1%
pts), but less than is typically the case for a December quarter as supply-side
developments keep meat prices buoyed and restaurant meal inflation remains
robust — a sector highly exposed to minimum wage rises. Likewise, seasonal
competition for beer and wine sales are expected to see prices there dip
slightly in the quarter.

We think a Q4 CPI print in line with our expectation will come and go with little
fanfare. Inflation is likely to come within a whisker of the 2% target midpoint in
Q4, and non-tradable inflation is in the goldilocks zone. We can add to that signs
that the recent slowing in economic momentum is finding a floor, with the
economy (at least the housing market) responding to previous monetary
stimulus. All up, even though questions remain around the persistence of the
recent improvement in the data pulse, for now, the RBNZ can afford to be patient.

Table 1. ANZ Q4 CPI component-level forecast Figure 1. Selected core inflation measures
Groups q/q% %pt cont. 67
Food -0.6 -0.11
Alcoholic beverages and tobacco -0.7 -0.06
Clothing and footwear -1.3 -0.05 qé‘
Housing and household utilities 0.6 0.16 %
Household contents and services -1.3 -0.05 B
Health 0.2 0.01 3
Transport 2.9 0.40 <
Communication -1.2 -0.03
Recreation and culture 2.0 0.18
Echation . 0.1 0.00 9% 98 00 02 04 06 08 10 12 14 16 18
Miscellaneous goods and services 0.8 0.06 ——Trimmed mean —— Weighted median
Total 0.5 0.5 ——RBNZ Sectoral Factor Model ——CPI ex Food, Energy, Fuel
Figure 2. Headline, tradables & non-tradables inflation Figure 3. ANZ Inflation Gauge & non-tradables inflation
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Important notice

This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice
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This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out
below.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration requirements. Further, the products and
services mentioned in this document may not be available in all countries.

ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this
document. Before making any investment decision, recipients should seek independent financial, legal, tax and other relevant advice
having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
not represent or warrant the accuracy or completeness of the information Further, ANZ does not accept any responsibility to inform you of
any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both
profits and losses. Past performance is not necessarily an indicator of future performance. The products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the
products or services described in this document, and their staff and introducers of business may share in such fees or remuneration that
may be influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they
or their customers may have or have had interests or long or short positions in the products or services described in this document, and
may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such
products. This document is published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information
barriers to control the flow of information between businesses within it and its Affiliates.

Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking
Group Limited (ANZ).

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or
request from your ANZ point of contact.

Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by
ANZ on a cross-border basis.

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank do
not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank.

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of
our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK Financial
Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority (PRA) and the
FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details
about the extent of our regulation by the PRA are available from us on request.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.

Myanmar. This publication is intended to be general and part of ANZ’s customer service and marketing activities when implementing its
functions as a licensed bank. This publication is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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