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Close to the peak?
The bottom line
We expect that consumer prices increased 1.8% q/q (4.5% y/y) in the
September quarter, up from 1.3% q/q (3.3% y/y) in Q2. There are still a lot
of one-off and ‘temporary but persistent’ factors pushing up prices, but
more concerning for the RBNZ will be the strength evident in underlying
inflation pressures. A strong reading for core inflation next week may
increase the RBNZ’s conviction (and market pricing) for near-term OCR
hikes, but downside risks to growth and employment certainly aren’t going
away, and delivering ongoing hikes may be no simple matter. As we head
into the Christmas rush, pressure on already-stretched supply chains means
we may not see inflation peak until the New Year – a bit later than we
previously thought.

The view
CPI inflation figures for the September quarter are released on 18 October
next week.
We’re forecasting that consumer prices rose 1.8% q/q (4.5% y/y) in the
September quarter, up from an already-strong 1.3% q/q (3.3% y/y)
increase in the June quarter. Underlying inflation pressure is undoubtedly
very strong right now – although there are many temporary factors going
into the mix that are propping up headline inflation. These factors include
council rates rises, surging petrol prices, and seasonal peaks in food prices.
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Supply disruptions continue to be a major theme – and while we still see
these as being persistent, not permanent, the risk is that the cost increases
coming from this disruption seep into general price and wage setting
behaviour, generating a wage-price spiral. These disruptions are probably
going to become more acute as we move into the Christmas season, and
retailers around the world rush to secure inventory for the incoming
spending spree.
Of more concern for the RBNZ, and one of the key reasons for hiking the
OCR last week, is the broad underlying inflation impulse that is building. Of
the roughly 60 CPI series that make up our bottom-up forecast, only a
handful are expected to drop in Q3 – and those mostly due to seasonal
factors. Combined with a very tight labour market, already too-high core
inflation, and firms and households all expecting higher inflation, next
week’s inflation data should reinforce the RBNZ’s belief that they did the
right thing in raising interest rates, despite much of the country being in
lockdown for an indeterminate period.
Breaking down the 1.8% q/q rise in headline CPI in the September quarter:
•

Food prices are expected to add 0.5ppts to headline inflation. Food
prices are usually higher during the middle of the year, especially for
fruit and vegetables. But we’ve seen prices lift by even more than usual
over the middle of 2021, reflecting labour shortages, the minimum wage
hike, increased costs from COVID-related disruptions, and higher food
prices across the globe as extreme weather events impacted harvests
from Europe to the US and China.



Petrol and other fuel prices are expected to contribute 0.3ppts to
headline. Oil prices collapsed when COVID first struck in 2020, but with
economies starting to recover and reopen over 2021, oil prices have
surged – and that’s turned up directly in petrol prices. While temporary
surges in petrol prices aren’t something the RBNZ usually worries about
too much (as they don’t tend to impact longer-term inflation
expectations), this increase will make the headline CPI figure look even
more concerning, and, since petrol is a necessity a lot of the time, will
make it even tougher on household budgets.

•

Price pressures in housing showed no signs of easing in Q3, and we
expect this added 0.6ppts to headline inflation. Rents continue to grind
higher, adding 0.1ppts to headline inflation. And construction costs are
through the roof – expected to add 0.2ppts to inflation as demand for new
housing remained very strong over the September quarter, while labour
and materials shortages continued to plague the building industry. Annual
council rates increases also came into effect this quarter – with rates up
around 7% on average across the country – that should add an additional
0.2ppts to headline inflation.



Supply disruptions have been a continued theme over the past year,
creating delays and adding huge cost increases. It’s hard to quantify the
impact of these disruptions on CPI inflation, but if Q2’s inflation data was
anything to go by, COVID has been a broad-based supply shock, with
strong price increases across most major tradable components. In
addition to the factors already listed in previous bullet points, about
0.3ppts of our forecast reflects strength across a range of imported goods
prices, including household appliances, tools, textiles, clothing and
footwear. It’s not an exact science. But in September 84% of firms (87%
of retailers) reported higher costs. They’re going to have to pass some of
that on.



The final 0.1ppts consist of broad-based price rises across most other
groups in the CPI (table 1).

Monetary policy implications
A major shift since the last inflation data three months ago is that the RBNZ
has increased the OCR from 0.25% to 0.5%, and has signalled that, all
going well, they will continue to remove the emergency stimulus deployed
over 2020. Part of the rationale for this is that underlying inflation has
increased to the point where the RBNZ is more worried about overshooting
its targets than undershooting – a stark reversal from 2020 when most
forecasters (including us) expected a protracted and deflationary recession
due to COVID. At face value, we expect that Q3’s inflation data will only
reinforce the appropriateness of this removal of stimulus. In Q2, the RBNZ’s
sectoral factor model of core inflation increased above 2% for the first time
since the GFC – and further increases would likely make the RBNZ more
confident that emergency stimulus measures need to be removed.
But the balance of risks is actually looking pretty uncomfortable. Early
indications are that employment was robust over the first few weeks of
lockdown. But with lockdown dragging on (and cases trending up), downside
risks to employment and growth must inevitably be building, for all that
investment and employment intentions have so far proven resilient. At the
same time, inflation risks are very much to the upside. With Christmas
demand only adding stress to already creaking global supply chains and
energy prices surging around the world, it’s looking more likely that annual
CPI inflation may not peak until the New Year.
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These inflation figures may sound pretty disheartening, especially
considering we’re currently only forecasting a 4.2% y/y increase in average
hourly earnings over the September quarter (ie slightly negative real wage
growth). But we’re confident that all going well, the RBNZ will be able to
quickly rein in inflation pressure with a series of gradual OCR hikes over the
next year. Household debt is high and rising interest rates will get traction,
undoubtedly. The COVID-related price rises we’ve seen won’t last forever,
and once supply chain congestion starts to ease, some prices may fall. Of
course, the timing and magnitude of this normalisation is impossible to
accurately forecast.
When you add a central bank removing stimulus to COVID disruption
easing, the medium-term outlook for inflation in New Zealand is more
benign than the rather alarming headline numbers would suggest. If the
RBNZ were to stand idly by, the risk of a wage-price spiral would be
considerable, but that isn’t our forecast. The challenge for the RBNZ is that
the longer the current Delta outbreak in New Zealand lasts, the more
downside risk to growth and employment builds, while price pressures
continue to rise.

Table 1. ANZ Q3 CPI component-level forecast

Figure 1. CPI inflation measures

Figure 2. Core inflation measures

Figure 3. CPI inflation and ANZBO inflation measures
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or
distributed. The opinions and research contained in this document are (a) not personal advice nor financial advice about any
product or service; (b) provided for information only; and (c) intended to be general in nature and does not take into
account your financial situation or goals.
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 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.
Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of ANZ
Research is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.
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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Qatar. This document has not been, and will not be:
• lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC
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person other than the original recipient, and is not for general circulation and may not be reproduced or used for any other purpose.
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