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Top of the band
The bottom line
We expect that CPI inflation rose 0.9% q/q (3.0% y/y) in Q2, touching the
top of the RBNZ’s target band of 1-3%, and well-above the May MPS
forecast of a 2.6% y/y rise in prices in the year to June. Supply chain
disruptions are showing no signs of easing, the labour market is tightening,
and firms are starting to pass higher costs onto consumers (with little
pushback). That’s a pretty potent mix for strong inflation over 2021 (and
beyond, without imminent OCR hikes).

Some transitory, some persistent, and some sustained
June quarter CPI numbers are released on Friday 16th July, just two days
after the RBNZ’s Monetary Policy Review.
We think that consumer prices rose 0.9% q/q (3.0% y/y) in the June
quarter, up from 0.8% q/q (1.5% y/y) in Q1 (figure 1). As we’ve moved
through 2021, transitory inflation pressures have started to look more
persistent (although not necessarily permanent). And there are signs that
some inflation pressures will be more sustained, especially with the labour
market likely at (or close to) full employment.
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This week’s CPI data will likely contain a hodgepodge of these transitory,
persistent, and more sustainable factors. On the transitory side, oil prices
continued to increase over the June quarter, which has a direct impact on
the prices that Kiwis pay at the pump. The minimum wage was increased to
$20/hr in April. And, the annual calculation (ie y/y % change) is compared
with Q2 2020 – when prices fell on a quarterly basis. All of these factors will
give the headline inflation figure a boost compared with the underlying
inflation impulse. It’s worth noting that even if quarterly inflation was zero,
annual CPI inflation would still be 2.0% y/y – that’s the power of base
effects!
On the persistent side, the myriad of supply chain disruptions brought on by
COVID-19 are showing no signs of easing any time soon. Shipping costs
continue to increase, and delays at ports are making physical goods and
materials more scarce (and therefore more expensive). There will inevitably
be some payback from these cost increases (ie falling prices) – they are a
symptom of the unique times we’re all living through after all. But this
payback is looking like it’ll take a while to come around.
Then we get to the more sustainable sources of inflation pressure, namely
the very tight labour market, changes in pricing behaviour by firms, and
rising inflation expectations. With the labour market already within cooee of
full employment, and the border still closed, we expect to see considerable
wage pressures developing, starting in Q2 (although we won’t know for sure
until the labour market data are released on 4 August). Combine a tight
labour market with the increased cost of getting stuff into the country, and
that’s seen massive cost increases for firms.

Rising costs for firms are not actually enough to get consistently higher
inflation (it’s the Consumers Price Index after all). You also need firms to
pass on higher costs to consumers (something that was somewhat lacking
prior to COVID-19). But it looks like firms have been doing just that – with
pricing intentions in the ANZ Business Outlook skyrocketing (especially in
retail), and anecdotal evidence from ANZecdotes indicating that firms aren’t
experiencing much pushback from higher prices. All up, that speaks to higher
inflation expectations, which means that higher inflation could become more
embedded in price and wage setting behaviour. In fact, the ANZ Business
Outlook suggests inflation expectations may be starting to get a tad too high
to be comfortable for the RBNZ (figure 3).
Combining all these factors together, we’re looking at very strong inflation in
Q2, and for the rest of the year. And without OCR hikes (which we think will
start in November), it’s easy to see inflation starting to get a little out of
hand.

Turning to the details
Of the 0.9% q/q rise in headline CPI in the June quarter:
•

Petrol and other fuel prices are expected to contribute 0.2ppts to
headline, with weekly petrol data suggesting a 4.4% rise in fuel prices
over the quarter.

•

Housing and household utilities are anticipated to add 0.4ppts. Extremely
strong house price inflation and surging construction sector pricing
intentions in the ANZ Business Outlook suggest that there’s a lot of
inflation coming from the hot housing market. And this may last for some
time – even though we’re consenting record levels of new dwellings, it
could still take years to clear the housing shortage (even if the border
remains closed).



Strong food price inflation is expected to add 0.3ppts to headline CPI
inflation. With global commodity prices rising sharply in recent months,
food prices have not escaped these increases. Seasonal rises in vegetable
prices, the April minimum wage rise, and the ongoing labour shortage
have also likely put pressure on food prices.

Policy implications
This will be a key data point for the RBNZ (and economists trying to forecast
when interest rates will rise!). We’ve seen some incredibly encouraging data
prints in recent months, with GDP up a stonking 1.6% q/q in Q1, job
vacancies smashing records, and business surveys (ANZBO and QSBO) all
pointing to an economy that’s red hot. But, this will be the first print where
we see how all these pressures are starting to feed through into prices.
We’re expecting to see the highest inflation since the GFC (excluding the GST
hike). If inflation does come in as expected, then the case for a November
hike (if not earlier) will be looking very strong. Of course, the drivers of
inflation matter – the RBNZ isn’t going to hike interest rates just because oil
prices went up a bunch. But as we discuss above, when we cut through the
noise of higher oil prices, minimum wage hikes, base effects, and persistent
supply disruptions, we are seeing signs of sustained underlying inflation
pressure. The labour market is tight, businesses are passing on higher costs,
and consumers are expecting strong price increases – that’s all a recipe for
sustained inflation pressure.

ANZ NZ CPI Preview | June Quarter 2021

2

Measures of core inflation should provide an indication of the underlying
inflation impulse in Friday’s data. While there’s always the possibility that
COVID-related volatility could trip these models up, further increases in these
measures would only add to the pile of evidence that this economy is running
hot. In Q1 the RBNZ’s sectoral-factor model increased to 1.9% y/y, with
tradables and non-tradables at or close to post-GFC highs (figure 2). Another
uptick in Q2 would be hard to look through.

Table 1. ANZ Q2 CPI component-level forecast

Figure 1. CPI inflation measures

Figure 2. Sector-factor model inflation

Figure 3. Headline inflation and inflation expectations

Source: Statistics NZ, RBNZ, Macrobond, ANZ Research
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account your financial situation or goals.
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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.
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This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
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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.
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Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ does
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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.
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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 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. The information contained in this document is confidential and is provided solely for your use upon your request. This does not
constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis of, or be relied
in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking operations or
securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and warrant that you
are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our engagement.
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.
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