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 – We expect a 0.1% rise in the Consumer Price 
Index (CPI) for the June quarter, which would 
reduce the annual inflation rate to 1.8%.

 – A well-publicised spike in vegetable prices has 
been offset by a fall in fuel prices. 

 – Our forecast is lower than the Reserve Bank’s 
estimate of a 0.3% quarterly rise. However, 
the Reserve Bank was already expecting the 
recent pickup in inflation to recede over the 
coming year.

 – We expect the OCR to remain unchanged 
until 2019, in contrast to market expectations 
of a rate hike by mid-2018.
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New Zealand’s inflation figures are often thrown around 
by temporary factors, and so far this year has been no 
different. There was an unusually large 1% rise in prices 
over the March quarter, led by gains in food and fuel prices. 
Those two items will also play an important role in the June 
quarter figures, though this time their net impact on the 
inflation rate will be negative. We expect a subdued 0.1% 
rise in the CPI for the June quarter, which would see annual 
inflation recede from 2.2% to 1.8%.

Taking out food and fuel prices gives us a clearer picture 
of where inflation is heading. On this metric, inflation 
bottomed out some time in 2015 and has risen gradually 
since then, though it remains below the 2% midpoint of the 
Reserve Bank’s target band. This is consistent with our view 
that while the economy is growing at a solid pace, it’s not at 
risk of overheating.

Our forecast is lower than the 0.3% quarterly increase 
that the Reserve Bank forecast in its May Monetary Policy 
Statement. A downside surprise on inflation is unlikely to 
be too much of a concern for the Reserve Bank, which had 
already concluded that the recent pickup was temporary 
and that inflation would be well below 2% again by next year.

However, it would present a challenge to financial 
markets, which in our view are too eager to assume that 
the RBNZ will soon join the club of central banks that are 
contemplating interest rate hikes. Markets are pricing in an 
OCR hike by June next year. In contrast, we expect no move 
in the cash rate before 2019.

Details

Our forecast of a 0.1% increase for the quarter reflects 
a balance of seasonal influences and some temporary 
factors. Starting with the one-offs, food prices were up by 
around 0.7% in the June quarter, led by a spike in vegetable 
prices after recent flooding wiped out some crops. While 
this is boosting the inflation rate today, it’s likely to be a 
drag by next year, as the new season’s crops hit the market. 
(In fact, that price spike had already unwound substantially 
by June.)

The second factor is that fuel prices were lower on average 
over the June quarter. Previously, fuel prices had given 
a strong boost to inflation as world oil prices rebounded 
from unsustainably low levels. That effect has now passed: 
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oil prices have now reached a level that has encouraged 
frackers in the US to crank up production again, which has 
put a cap on prices.

Aside from these two factors, we expect tradable goods 
inflation to be muted over the quarter. The strong rise in 
the New Zealand dollar over 2016 has not yet fully been 
reflected in the prices of imported goods such as clothing, 
cars, electronics and home furnishings.

We expect seasonal items to have a slight negative 
influence in the June quarter. Electricity prices, which 
are most commonly adjusted in the June quarter, had a 
relatively small 1% increase this year. We also expect a 
sharp drop in domestic airfares and car rentals as they 
come off their summer peaks. (International airfares, 
however, are more likely to rise to reflect the increase in fuel 
costs over the last year.)

Fruit and vegetable prices, seasonally adjusted
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Housing-related prices have consistently been a positive 
contributor to inflation in recent years. We’re expecting 
more of the same, with a 0.6% increase in rents and a 0.8% 
rise in new dwelling prices. Notably, we think the latter may 
be past the peak in terms of its impact on the inflation rate. 
In the June quarter last year, new home prices rose sharply 
due to the costs associated with new health and safety 
regulations. That effect will drop out of the annual inflation 
rate this time. Moreover, building costs tend to follow the 
trend in existing house prices, which have slowed sharply in 
recent months.

Michael Gordon 
Acting Chief Economist
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