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Inflation picks up



OCR on hold

What happened this week?
This week Stats NZ released CPI inflation data for Q1. Consumer prices rose
0.8% q/q (1.5% y/y) vs our expectation of a 0.7% q/q rise (figure 1). The
outturn was more or less as expected, with temporary drivers pushing the
headline number higher. Petrol was a big contributor to inflation in Q1, with a
strong uptick in oil prices translating to a 7.2% q/q rise in the price Kiwis paid
at the pump. The rampant housing market over Q1 also made an appearance,
with home ownership costs rising 1.2% q/q – the second strong increase in a
row. Rents are taking up more of people’s pay packet, with a 1.0% q/q rise in
rents over the quarter. A potential externality of recent housing policy changes
is that landlords may increase rents by more during 2021. Since rent makes
up around 10% of the CPI, this could have a meaningful impact on overall
inflation over 2021. But the drivers of higher prices over Q1 are mostly
transitory, so we do expect inflation to moderate as we move through the year
– see the next section for how the data has impacted our forecasts.
The RBNZ released their estimate of core inflation shortly after the CPI data,
and this measure ticked up to 1.9% y/y. Combined with strong quarterly
upticks in Stats NZ’s core inflation measures, this looks like a very solid
reading at first glance. However, caution is warranted – it’s not clear how
effective these measures are at sorting the signal from the noise when there is
so much noise in the data right now.
All up, this CPI release underscores the need for patience, as the RBNZ has
been saying for some time now. The details of the release show that
temporary factors are supporting prices, and core inflation measures may not
be the most reliable guide right now. And, as the RBNZ emphasised in the
recent Monetary Policy Review, they want to see evidence that CPI inflation
will be ‘sustained’ at 2%, and the Monetary Policy Committee is anticipating a
‘prolonged period of time’ before conditions are in place for this.
Figure 1. Headline CPI inflation forecast
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Key data summary
Performance of Services Index – March: Increased to 52.4.
Global Dairy Trade. Dairy prices were broadly stable, with the GDT Price Index
falling just 0.1%. Whole milk powder lifted 0.4% to USD4,097.
CPI – Q1. At 0.8% q/q, CPI inflation was a smidgen stronger than expected.
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We’ve tweaked our CPI and wages forecasts
We’ve updated our inflation forecasts to account for two factors. Firstly, tradables
inflation was stronger than expected in Q1, with tradables prices rising 0.9% q/q
versus our expectation of a 0.5% rise. Incorporating the higher starting point
means that we expect to see tradables inflation rise to 1.9% y/y in Q2 (figure 4).
Secondly, continued labour market pressure has led us to revise up our near-term
non-tradables and wage inflation forecasts. As we noted in a recent Insight, labour
shortages remain acute in New Zealand, despite the unemployment rate still being
above pre-pandemic levels. And, demand for labour has only increased, with jobads now at record highs less than a year after a recession.
As we learn in Econ 101, when something is scarce and demand is high, the price
usually increases. And that’s what we expect to see in the labour market. With the
borders closed, firms are having to pay top dollar to attract workers (if they can
find them at all), and this puts a floor on how far wage inflation can fall. Usually in
a recession, firms reduce or remove pay-rises. But the unique factor of the closed
border means that labour is artificially scarce, and this is likely to push wages up
by more than measures such as unemployment would suggest. Finally, we add this
year’s larger-than-usual minimum wage rise to the mix, and you’ve got a recipe
for reasonably strong wage inflation over the next few quarters. We’re expecting
that wage inflation will increase to 2.1% y/y over mid-2021 (figure 2).
However, as with CPI inflation, it’s far too early for the RBNZ to declare ‘job done’,
particularly given their (and our) assessment that much of the recent rise in
headline inflation is temporary. A key uncertainty hanging over our wage inflation
forecast is what happens when the border opens. It’s unclear how quickly labour
supply from overseas will effectively open up. Our forecasts assume that within a
year a meaningful increase in labour supply from offshore will have some
dampening impact on wage inflation; it’s another reason for the RBNZ to remain
cautious about medium-term inflation pressures.
Figure 2. Wage inflation forecast
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The week ahead
Overseas Merchandise Trade – March (Thursday 29 April, 10:45am).
Expecting monthly surplus of $30m, shrinking annual surplus to $1.68bn.
ANZ Business Outlook – April (Thursday 29 April, 1:00pm).
ANZ Roy Morgan Consumer Confidence – April (Friday 30 April,
10:00am).
RBNZ sectoral lending data – March (Friday 30 April, 3:00pm). Same
story: housing solid, but agri and business lending muted.

ANZ New Zealand Data Wrap | 23 April 2021

2

Markets and forecasts
Markets outlook
Bond markets remain at a bit of a crossroads, with the bellwether US 10-year Treasury yield just a few basis points
above 1.50% as we go to print, as equity markets pare back gains, and amid solid demand for bonds at auction (in
the US and here). The post-vaccine growth outlook for the US remains bright and inflation expectations continue to
trend higher. Such a backdrop would typically be associated with higher US, and by extension, New Zealand bond
yields. However, we are mindful of the potential for short-term factors including positioning, re-balancing and
issuance related hedging to keep yields suppressed. Duration extensions locally in May will also fuel demand for
bonds here, but that is likely to be reflected in narrower geographic spreads rather than lower yields per se. If the
yield on the US 10-year Treasury bond does break below 1.50%, we are likely to see a deeper short-covering
extension. However, at this stage we remain comfortable with our forecast for gradually higher bond yields, which
will likely get another boost from US April data reported in May. By contrast, the short end remains anchored, with
NZ Q1 CPI data released earlier in the week validating the RBNZ’s call for patience. The Bank of Canada’s decision
to trim the pace of its asset purchases by a quarter has ruffled markets there, with spill-over also seen here, but
the RBNZ has already dramatically pared back the pace of bond purchases here, and the market is aware that a
reduction in the pace of purchases does not represent a change in policy stance and is more a reflection of good
market functioning. FX markets have been more volatile this week, but we still expect the NZD to be supported by
rising commodity prices and better global (and in particular Asian) growth as COVID vaccinations are rolled out.
Actual
FX rates

Forecast (end month)

Feb-21

Mar-21

Today

Jun-21

Sep-21

Dec-21

Mar-22

Jun-22

Sep-22

NZD/USD

0.723

0.700

0.716

0.75

0.76

0.77

0.77

0.77

0.77

NZD/AUD

0.939

0.919

0.929

0.95

0.95

0.94

0.94

0.94

0.94

NZD/EUR

0.599

0.596

0.596

0.60

0.60

0.60

0.60

0.59

0.59

NZD/JPY

77.1

77.4

77.3

77.3

77.5

78.5

78.5

78.5

78.5

NZD/GBP

0.519

0.508

0.517

0.52

0.52

0.53

0.52

0.51

0.51

NZ$ TWI

75.9

74.0

74.9

76.5

76.8

77.0

77.0

76.5

76.5

Feb-21

Mar-21

Today

Jun-21

Sep-21

Dec-21

Mar-22

Jun-22

Sep-22

NZ OCR

0.25

0.25

0.25

0.25

0.25

0.25

0.25

0.25

0.25

NZ 90 day bill

0.31

0.35

0.35

0.32

0.33

0.34

0.34

0.34

0.34

NZ 10-yr bond

1.90

1.81

1.56

2.00

2.10

2.20

2.30

2.30

2.50

Interest rates/QE

Economic forecasts
Dec-20

Mar-21

Jun-21

Sep-21

Dec-21

Mar-22

Jun-22

Sep-22

Dec-22

GDP (% qoq)

-1.0

0.0

0.5

0.5

0.8

1.5

0.8

0.8

0.8

GDP (% yoy)

-0.9

0.3

13.3

0.0

1.8

3.3

3.6

4.0

4.0

CPI (% qoq)

0.5

0.8

0.5

0.5

0.1

0.5

0.5

0.6

0.2

CPI (% yoy)

1.4

1.5

2.5

2.4

2.0

1.6

1.6

1.6

1.7

Employment (% qoq)

0.6

-0.1

0.0

0.2

0.4

0.8

0.7

0.7

0.7

Employment (% yoy)

0.7

-0.4

-0.2

0.7

0.5

1.4

2.1

2.6

2.9

Unemployment Rate (% sa)

4.9

5.2

5.5

5.5

5.3

4.9

4.7

4.5

4.2

Figures in bold are forecasts. mom: Month-on-Month; qoq: Quarter-on-Quarter; yoy: Year-on-Year

Figure 3. GDP levels (Q4 2019= 100)

Figure 4. ANZ inflation forecasts
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Last updated: 9 April 2021
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.
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
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