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 – We expect a 0.2% rise in the Consumer Price 
Index (CPI) for the March quarter, which would 
see annual inflation slow from 1.9% to 1.6%. 

 – The sharp drop in fuel prices at the end of last 
year is entirely responsible for the slowdown. 
We expect measures of underlying inflation to 
hold steady. 

 – The CPI release will be crucial ahead of 
the Reserve Bank’s next Monetary Policy 
Statement. A result in line with or below 
expectations would support our forecast of an 
OCR cut in May. 

 – However, a substantial upside surprise would 
make a May OCR cut a more marginal prospect.

Annual inflation forecast
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Delicately poised 
March quarter CPI preview: 17 April, 10:45am 

11 April 2019

The March quarter CPI is released next Wednesday. We are 
expecting a subdued 0.2% rise for the quarter, which would 
take the annual inflation rate down from 1.9% to 1.6%. The 
expected slowdown is entirely due to the recent pullback in 
fuel prices. We expect the various ‘core’ inflation measures 
to hold steady at close to, but just below, the 2% midpoint 
of the Reserve Bank’s target range. 

The CPI report comes at a time when the outlook for 
monetary policy is delicately poised. Following the RBNZ’s 
change of tone in the March OCR review, we shifted our call 
to expecting further cuts in the OCR, with the first coming 
as early as the May Monetary Policy Statement. But we 
emphasised that the timing of a move was highly uncertain, 
and would be subject to upcoming local data releases and 
overseas developments. 

Our CPI forecast is in line with what the RBNZ expected in its 
February Monetary Policy Statement. If the March quarter 
prints in line with expectations or lower, it’s likely that we’ll 
see inflation remain below 2% for the remainder of this year. 
That in itself wouldn’t warrant an OCR cut, but it wouldn’t 
stand in the way of it either. However, if annual inflation 
prints at 1.8% or higher, a May OCR cut would become more 
difficult to envisage. 

Forecast details

As is often the case, fuel prices will have a significant 
impact on the CPI this quarter. Petrol prices fell sharply at 
the end of 2018, and though they’ve started to tick up again 
recently, the average price over the quarter was down by 
more than 6%. Compared to a year ago, petrol prices are 
close to flat, which in turn will act as a drag on the overall 
inflation rate. 

The March quarter typically sees large seasonal price 
movements in both directions, with a slightly positive 
impact on balance. On the plus side, the most significant 
impact will come from the annual increase in tobacco 
excise duty (10% plus the inflation rate). We note that this is 
the last increase of this size that has been legislated; there 
may be further increases in the future, but the Government 
has expressed concern that raising prices so high may be 
doing more harm than good. Tobacco excise increases have 
contributed 0.2-0.3 percentage points to annual inflation in 
recent years. 
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The other major seasonal price increases will be in food 
(particularly fruit prices) and education. Both of these will 
actually work to boost the annual inflation rate. Food prices 
rose by 1.1% in the March quarter, compared to a 0.5% rise 
a year ago. Meanwhile, university fees saw the usual 2% 
annual increase, after being dragged down sharply last year 
by the introduction of zero fees for the first year of study. 

On the downside, we expect to see large seasonal declines 
for international airfares and car rentals. In contrast, 
domestic airfares were slightly higher on average over 
the March quarter, which includes the peak holiday travel 
period. Air New Zealand announced a steep cut in fares on 
many domestic routes in March, but this will show up more 
in the June quarter. 

Our forecast includes a few one-off influences. Electricity 
prices reportedly rose in the March quarter, which is 
unusual in that price rises usually occur in the June quarter. 
Healthcare prices will be dragged down by the extension of 
free GP visits to under-14 year olds (previously for under-
13s). Finally, in the December quarter there was a 13% jump 
in prices for toys and games; that looked suspicious and 
we’re assuming it will be reversed. That item alone knocks 
0.1% off our inflation forecast. 

Housing remains an ongoing contributor to overall inflation. 
Prices for newly-built homes have slowed, in line with the 
cooling in the housing market, but rents continue to rise at 
a steady pace. From the June quarter Stats NZ will adopt 
a new method of calculating rents, which has historically 
run a bit hotter than the old method. This change won’t 
be backdated in the CPI, but it should add around 0.1% to 
annual inflation in the future.

Michael Gordon 
Senior Economist

Contributions to Q1 inflation forecast
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Contact the Westpac economics team
Dominick Stephens, Chief Economist +64 9 336 5671

Michael Gordon, Senior Economist +64 9 336 5670

Satish Ranchhod, Senior Economist +64 9 336 5668

Anne Boniface, Senior Economist +64 9 336 5669

Paul Clark, Industry Economist +64 9 336 5656

Any questions email: economics@westpac.co.nz

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

This material contains general commentary, and market colour. 
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. 
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for which a Product Disclosure Statement is required, or applicable 
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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 
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in respect of any matters arising from, or in connection with, this 
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the Prudential Regulation Authority are available from us on request. 
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05660023) and is authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential 
Regulation Authority.

This communication is being made only to and is directed at (a) 
persons who have professional experience in matters relating to 
investments who fall within Article 19(5) of the Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) 
or (b) high net worth entities, and other persons to whom it may 
otherwise lawfully be communicated, falling within Article 49(2)(a) 
to (d) of the Order (all such persons together being referred to as 
“relevant persons”). Any person who is not a relevant person should 
not act or rely on this communication or any of its contents. The 
investments to which this communication relates are only available 
to and any invitation, offer or agreement to subscribe, purchase or 
otherwise acquire such investments will be engaged in only with, 
relevant persons. Any person who is not a relevant person should not 
act or rely upon this communication or any of its contents. In the same 
way, the information contained in this communication is intended for 
“eligible counterparties” and “professional clients” as defined by the 
rules of the Financial Conduct Authority and is not intended for “retail 
clients”. With this in mind, Westpac expressly prohibits you from 
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).

Investment Recommendations Disclosure

The material may contain investment recommendations, including 
information recommending an investment strategy. Reasonable 
steps have been taken to ensure that the material is presented in a 
clear, accurate and objective manner. Investment Recommendations 
for Financial Instruments covered by MAR are made in compliance 
with Article 20 MAR. Westpac does not apply MAR Investment 
Recommendation requirements to Spot Foreign Exchange which is out 
of scope for MAR.

Unless otherwise indicated, there are no planned updates to this 
Investment Recommendation at the time of publication. Westpac 
has no obligation to update, modify or amend this Investment 
Recommendation or to notify the recipients of this Investment 
Recommendation should any information, including opinion, forecast 
or estimate set out in this Investment Recommendation change or 
subsequently become inaccurate.

Westpac will from time to time dispose of and acquire 
financial instruments of companies covered in this Investment 
Recommendation as principal and act as a market maker or liquidity 
provider in such financial instruments.

Westpac does not have any proprietary positions in equity shares of 
issuers that are the subject of an investment recommendation.

Westpac may have provided investment banking services to the issuer 
in the course of the past 12 months.

Westpac does not permit any issuer to see or comment on any 
investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not 
permitted to undertake any transactions in any financial instruments 
or derivatives in relation to the issuers covered by the investment 
recommendations they produce.

Westpac has implemented policies and procedures, which are 
designed to ensure conflicts of interests are managed consistently 
and appropriately, and to treat clients fairly. 

The following arrangements have been adopted for the avoidance and 
prevention of conflicts in interests associated with the provision of 
investment recommendations.

(i)  Chinese Wall/Cell arrangements;

(ii)  physical separation of various Business/Support Units; 

(iii) and well defined wall/cell crossing procedures;

(iv)  a “need to know” policy; 

(v)  documented and well defined procedures for dealing with 
conflicts of interest; 

(vi)  steps by Compliance to ensure that the Chinese Wall/Cell 
arrangements remain effective and that such arrangements are 
adequately monitored. 
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licensed branch, regulated by the Office of the Comptroller of the 
Currency. Westpac is also registered with the US Commodity Futures 
Trading Commission (“CFTC”) as a Swap Dealer, but is neither 
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under the U.S. Securities Exchange Act of 1934 (‘the Exchange Act’) 
and member of the Financial Industry Regulatory Authority (‘FINRA’). 
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by Rule 15a-6 under the Exchange Act and is not subject to all of the 
independence and disclosure standards applicable to debt research 
reports prepared for retail investors in the United States. WCM is the 
U.S. distributor of this communication and accepts responsibility 
for the contents of this communication. All disclaimers set out with 
respect to Westpac apply equally to WCM. If you would like to speak 
to someone regarding any security mentioned herein, please contact 
WCM on +1 212 389 1269. All disclaimers set out with respect to 
Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments 
mentioned in this communication may present certain risks. The 
securities of non-U.S. issuers may not be registered with, or be subject 
to the regulations of, the SEC in the United States. Information on 
such non-U.S. securities or related financial instruments may be 
limited. Non-U.S. companies may not subject to audit and reporting 
standards and regulatory requirements comparable to those in effect 
in the United States. The value of any investment or income from any 
securities or related derivative instruments denominated in a currency 
other than U.S. dollars is subject to exchange rate fluctuations that 
may have a positive or adverse effect on the value of or income from 
such securities or related derivative instruments.

The author of this communication is employed by Westpac and is 
not registered or qualified as a research analyst, representative, or 
associated person under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or regulations of any State. 
Unless otherwise specifically stated, the views expressed herein are 
solely those of the author and may differ from the information, views 
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