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Data summary 

 % qtr % ann 

Headline CPI 0.5% 4.7% 

Tradable -0.2% 3.0% 

Non-tradable 1.1% 5.9% 

 

Getting there 

Bottom line 

• Annual CPI inflation decelerated from 5.6% to 4.7% y/y in Q4, in line with 

our forecast, and below the RBNZ’s November MPS forecast of 5.0%. 

While we were on the money with the headline, the details showed a 

downside surprise on the tradables side offset by a small upward surprise 

in non-tradable inflation. The RBNZ would have preferred the opposite. 

• Non-tradables inflation came in at 5.9% y/y, above our and the RBNZ’s 

forecast of 5.7% y/y. The surprise relative to our forecast looks to have 

been driven by the volatile household energy component, which the RBNZ 

is likely to look through.  

• The suite of core measures took a step down, boding well for the inflation 

outlook for the rest of the year. CPI excluding food, fuel, and energy fell 

to 4.1% y/y (5.2% previously). Trimmed mean measures largely eased. 

At the 30% trim level, inflation eased from 5.5% y/y to 5.0% y/y. 

Weighted median inflation eased from 5.0% y/y to 4.4% y/y.  

• Tradables inflation (largely imported) came in at 3.0% y/y (4.7% 

previously), below our forecast of 3.4% y/y and miles below the RBNZ’s 

forecast of 4.0% y/y.  

• The details of today’s data support our view that domestic-driven inflation 

pressures are easing, albeit a little more slowly than the RBNZ anticipated 

in November. The RBNZ has signalled intolerance for upside surprises, but 

we think there’s enough progress evident to satisfy the Committee that 

things remain on track. We continue to expect that core domestic 

disinflation will continue over 2024, allowing cuts from August.  

Big picture  

Today’s CPI release showed ongoing progress for the RBNZ in its inflation 

fight, albeit much of that is coming via tradables inflation. The small upward 

surprise on non-tradables inflation will not please the RBNZ: after seasonal 

adjustment the quarterly impulse softened only a touch to 1.3% q/q from its 

average around 1.5% q/q across the first three quarters of the year (Figure 

1). That said, over half of the miss relative to our forecast was driven by the 

volatile household energy component, which the RBNZ will look through.  

Figure 1. Non-tradables inflation 
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Despite the higher starting point for non-tradables today, we remain 

confident that core domestic disinflation will continue over 2024. We don’t 

see enough in today’s data to change our view of OCR cuts from August. 

That said, a lot still needs to go right, and the inflation outlook is not 

without its challenges. OCR cuts remain highly conditional. Hikes still can’t 

be completely ruled out either, but we don’t see today’s data as sufficiently 

alarming to bring February realistically into play – the weaker Q3 GDP data 

is an offset, and the labour market data is yet to come but expected to show 

a meaningful fall in inflation pressures. 

While weak tradables inflation is providing a helpful tailwind to the RBNZ 

currently, there are certainly risks that could change quickly. Shipping costs 

having more than doubled since the turn of the year due to tensions in the 

Red Sea. But, for a lot of the components that saw extreme price increases 

over the past few years such as, food, airfares and fuel, prices are now 

returning to a new normal. 

Extreme inflation continues to fade, and in some instances sharp deflation is 

now occurring. The proportion of the CPI basket running in excess of the 2% 

target fell from 84% to 73%, and the proportion of the basket experiencing 

extreme inflation continued to ease (Figure 3). The proportion of the basket 

in outright deflation rose from 11% to close to 18%.  

Encouragingly, core inflation measures moderated across the suite, 

signalling that monetary policy transmission from weak activity to 

disinflation is occurring. This is the enduring form of disinflation that the 

RBNZ needs to see, versus swings in volatile tradables (largely imported) 

components. That said, there’s still plenty of stickiness across domestic and 

services components and the RBNZ certainly won’t be declaring victory 

prematurely.  

Disinflation to date remains much more concentrated among goods 

components (Figure 6). Services inflation fell from 5.6% y/y to 4.7% y/y, 

although the bulk of this was explained by the drop in airfares. Outside of 

transport services, services inflation remains sticky – sticky but not stuck: 

deteriorating labour market conditions and easing wage growth should lead 

to falls in the coming quarters, offsetting persistence across rents and other 

housing-related services. 

Figure 2. Goods and services inflation 

 

 

Figure 3. Proportion of the CPI basket running greater 

than X% y/y 
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The details  

Breaking down the details of the 0.5% q/q increase in consumer prices in 

the December quarter: 

• Food prices (18.8% of the CPI basket) fell 1.2% q/q. Recovering fresh 

produce supply from earlier weather-related disruption, lower imported 

food prices finally hitting NZ shelves, and softness across meat and 

dairy prices are likely to see food price inflation continue to ease across 

2024. 

• Housing-related costs (27.8% of the CPI basket) rose 0.8% q/q – 

stronger than the 0.5% q/q we pencilled in. Rent prices were up 1.1% 

q/q, to be up 4.5% y/y. Housing construction costs also rose 0.7% q/q, 

stronger than our expectation of 0.5% q/q. Weak construction demand 

and the resolution of material and labour shortages suggest price 

pressures should continue to fade, but it’s certainly one to watch. 

• The transport group (13.5% of the CPI basket) fell 0.3% q/q, much 

weaker than the 0.7% increase we expected. The fall relative to forecast 

was attributed to falling vehicle prices. The recent moderation in petrol 

prices has not been fully reflected in the quarterly CPI, but the impacts 

are likely to be felt in Q1. International airfares rose in the quarter for 

the first time in a year, but prices still have scope to fall further.  

• Miscellaneous goods and services (7.3% of the CPI basket) rose 

1.5% q/q, slightly weaker than forecast. Strong price growth is being 

underpinned by the continued surge in insurance costs, which lifted 

3.3% q/q.  

• The recreation and cultural group (9.7% of the CPI basket) rose 

1.1% y/y, weaker than the 1.8% q/q we had pencilled in. Persistent 

price growth in recreation and culture services is likely related to the 

ongoing recovery in tourism.  

Monetary policy implications 

As we noted last week, we now expect the RBNZ to be in a position to begin 

easing from August, while noting the two-sided risks surrounding our call. 

August remains our central scenario after today’s data. The non-tradable 

surprise will keep the RBNZ wary and that will be evident in the tone of the 

upcoming MPS, but we don’t think today’s data sufficient to bring a hike in 

February seriously into play, given: 

• half of the non-tradable surprise relative to our forecast was driven by 

household energy; 

• the offsetting downward surprise seen in Q3 GDP; and  

• signs of decent progress in bringing core inflation down.  

The economy is slowing, the labour market is deteriorating, and the output 

gap is now likely negative. The RBNZ is winning the war – just not quite as 

fast as they’d hoped.  

Inevitably, these data do shift the risk profile slightly toward a later start to 

cuts. But monetary policy acts with long and variable lags and we are 

confident that the preconditions for core disinflation have been met. We 

think the RBNZ can stay the course. But as always, the data will decide. The 

upcoming Q4 labour market data will be key, given our call is contingent on 

a rapid loosening of labour market tightness. Forward indicators continue to 

suggest that is the case. The RBNZ will want to see inflation expectations 

(13 February) show meaningful progress lower, in line with the core 

measures. 
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Figure 4. Headline CPI inflation 

 

Figure 5. CPI groups – December 2023 quarter 

 

Figure 6. CPI inflation components 

 

Figure 7. Core inflation measures 
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