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On the house

CPI rose 0.5% in Sep quarter, annual inflation 1.9%

17 October 2017

- The Consumer Price Index (CPI) rose by Consumer prices rose 0.5% in the September quarter, right
0.5% in the September 2017 quarter, as in line with our expectations. The result was slightly above
we expected. the median market forecast of a 0.4% rise, and quite a bit

higher than the 0.2% increase that the Reserve Bank had

- Both headline and underlying measures forecast in its August Monetary Policy Statement.

showed inflation close to, but slightly
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to the lower side of, the Reserve Bank’s The annual inflation rate rose from 1.7% to 1.9%, putting it

just a touch below the 2% midpoint of the Reserve Bank’s

target midpoint. target band. Various measures of core inflation, which

- Housing-related prices continue to rise, but adjust for one-offs and volatile items, all tell a similar story:
their impact on inflation may have passed annual inflation was either steady or up slightly for the
its peak. quarter, and generally sitting at 2% or a little below.

We wouldn’t make too much of the RBNZ’s forecast ‘miss’,
for two reasons. One is that most of the difference was

on the tradables side of the CPI, most likely reflecting
developments in food and fuel prices in the two months

- Without stronger sources of price growth
elsewhere, the risks around the Reserve
Bank’s medium-term inflation target lie to

the downside. since the RBNZ made its forecast. These prices tend to
be volatile from one quarter to the next, and while the
CPl inflation RBNZ can’t ignore them altogether, it has scope to look
o % Wy g through any price changes that appear to be driven by
—Total --- Ex food and fuel temporary factors.

The second reason is that, in one respect, this was actually
a helpful result for the RBNZ. In August the RBNZ was
forecasting inflation to fall below 1% again next year, albeit
briefly, as the weather-related spike in food prices early
this year dropped out of the calculation. This wouldnt have
been a breach of the inflation target by any stretch, but it
might have required some uncomfortable explaining. With
today’s result, the RBNZ is less likely to find itself in that
position (we expect annual inflation to bottom out at 1.1%

0 next year).

Source: Stats NZ
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The details of the September quarter CPI show a modest

0.2% rise in tradables prices, led by a 1.1% rise in food.
Vegetable prices were more in line with normal seasonal
patterns, after a weather-related spike earlier this year.
Grocery prices rose, particularly for dairy products.

Petrol prices were 1.7% lower on average, although they
started low and rose strongly over August and September.
If petrol prices has remained steady over that time (as the
RBNZ may have assumed), we estimate that inflation would
have been 0.1% lower.
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The New Zealand dollar rose strongly over 2016, but

has lost some ground this year, so we expected its
disinflationary impact on import prices to have waned in
the September quarter. That does appear to have been the
case overall, although the results were mixed. Car prices
were higher than we expected, but household goods prices
were lower than forecast.

Non-tradables prices rose by 0.7% in the September
quarter, a little stronger than both we and the RBNZ
expected. The details suggest that this surprise wasn’t
widespread, with an element of government charges driving
the move higher. Increases in alcohol excise duty, and the
fire service levy on insurance premiums, had a larger effect
on prices than we had assumed.

The housing-related components of the CPl warrant some
attention, given that they have risen strongly in recent
years even as inflation elsewhere has been soft. Prices for
newly-built homes rose in the September quarter, but at a
lesser pace, with the annual rate of increase dropping from
6.4% t0 5.4%. The slowdown was even more pronounced
in Auckland and Canterbury, where house prices have
fallen since the start of this year. With the momentum in
the housing market fading, we think builders will struggle
to raise their prices at the same rate as they have in
recentyears.

Similarly, rental inflation is struggling to push higher.
Rents were up 2.2% on a year ago, which is about the
average pace over the last five years. The annual increase
in Auckland slowed to 2.7%, compared to a peak of 3.5%
in June last year. In contrast, there was a sharp pickup in

rental growth in Wellington, where there is evidence of
a housing shortage emerging. Rents continued to fall in
Canterbury, where the housing stock has returned to
pre-earthquake levels.

If housing-related inflation has indeed passed its peak, then
maintaining inflation at these levels over the medium term
will require faster price rises elsewhere in the economy.

We think that will be a challenge for the RBNZ. Indeed, with
signs that the economy has entered a period of slower
growth, the risks to inflation lie to the downside. That
means the RBNZ has no need to contemplate interest rate
hikes any time soon. We expect the Official Cash Rate to
remain unchanged until late 2019.

Michael Gordon
Senior Economist
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Past performance is not a reliable indicator of future performance. The forecasts given in this document are predictive in character. Whilst every effort has been taken to ensure
that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties.

The ultimate outcomes may differ substantially from these forecasts.
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Disclaimer
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The material does not constitute investment advice. Certain types

of transactions, including those involving futures, options and high
yield securities give rise to substantial risk and are not suitable for all
investors. We recommend that you seek your own independent legal
or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your
objectives, financial situation or needs. This material may contain
material provided by third parties. While such material is published
with the necessary permission none of Westpac or its related entities
accepts any responsibility for the accuracy or completeness of any
such material. Although we have made every effort to ensure the
information is free from error, none of Westpac or its related entities
warrants the accuracy, adequacy or completeness of the information,
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Westpac and its related entities intend by this notice to exclude
liability for the information. The information is subject to change
without notice and none of Westpac or its related entities is under any
obligation to update the information or correct any inaccuracy which
may become apparent at a later date. The information contained in
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Country disclosures
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China, Hong Kong, Singapore and India: This material has been
prepared and issued for distribution in Singapore to institutional
investors, accredited investors and expert investors (as defined in
the applicable Singapore laws and regulations) only. Recipients in
Singapore of this material should contact Westpac Singapore Branch
in respect of any matters arising from, or in connection with, this
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is subject to supervision by the Hong Kong Monetary Authority.
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Kong Securities and Futures Commission (SFC) for Type 1and Type
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subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared
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place of business in the United Kingdom at Camomile Court, 23
Camonmile Street, London EC3A7LL, and is registered at Cardiff in
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Westpac is authorised in the United Kingdom by the Prudential
Regulation Authority. Westpac is subject to regulation by the
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Disclaimer continued
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This communication is being made only to and is directed at (a)
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passing on the information in this communication to any third party.

In particular this communication and, in each case, any copies thereof
may not be taken, transmitted or distributed, directly or indirectly into
any restricted jurisdiction. This communication is made in compliance
with the Market Abuse Regulation (Regulation(EU) 596/2014).
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recommendations they produce.
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