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More of the same
Q1 CPI preview: 16 April, 10:45am

•	 We expect a 0.4% rise in the Consumer Price 
Index (CPI) for the March quarter, leaving annual 
inflation unchanged at 1.6%.

•	 Prices are gradually accelerating across a broad 
range of categories, as the economy heads towards 
full capacity and the inflation-dampening effect of 
the New Zealand dollar fades.

•	 However, a slower increase in food prices in the 
year to March is expected to keep overall inflation 
in check.

•	 Inflation will continue to edge higher over the next 
couple of years. A short pause in that ascent, as 
we’re anticipating, would have no real implications 
for monetary policy.

With the New Zealand economy now well into its expansion 
phase, annual inflation is now turning higher as well, rising 
from a 14-year low of 0.7% in June last year to 1.6% last 
December. We expect it to hold at that pace in the March 
quarter figures, released next Wednesday. However, this would 
be only a temporary breather, with inflation creeping back up 
to and beyond the Reserve Bank’s 2% target midpoint over the 
next couple of years.

We’ll be looking in particular for evidence of home-grown 
inflation pressures as the economy starts to use up its spare 
capacity. There is already a distinct housing-related flavour to 
the recent pickup in annual inflation, which has been strongest 
in Canterbury but is increasingly spreading to the rest of the 
country. The RBNZ is well aware that domestically-generated 
inflation pressures tend to follow economic upswings with a 
lag, and that once allowed to develop they can be difficult to 
drive out again.

Details
We estimate that consumer prices rose 0.4% in the March 
quarter, a fairly normal seasonal increase that would leave 
the annual inflation rate unchanged at 1.6%. The drivers 
of the CPI on a quarterly basis are often idiosyncratic and 
seasonal; in this case, the major positive contributions are 
expected to come from another hefty increase in tobacco 
excise (up 11.3%), annual changes in tertiary education fees, 
and a seasonal increase in food prices. These should be partly 
offset by seasonal declines in items such as overseas airfares, 
package holidays, books and stationery.

On an annual basis, we see the rate of inflation ticking up 
across most categories, with the notable exception of food 
prices, which rose by less than we expected in the first two 
months of the quarter. That may have been due to temporary 
discounting; the food price index for the March month 
(released on Friday) will shed some light on this.
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Contributions to annual inflation
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We expect to see a further acceleration in prices for the 
housing-related categories such as new dwellings, rents and 
property maintenance. Housing construction costs have risen 
particularly quickly in Canterbury, as have rents, as the post-
earthquake rebuild has picked up the pace. But in the last 
few quarters there have been signs of housing-related price 
pressures starting to seep out into the rest of the country as 
well, and we would expect this to continue.

In looking for drivers of the pickup in annual inflation, it’s also 
important to watch what’s happening at the lower end of the 
chart above. Prices of imported and import-competing goods, 
such as household contents, recreational goods and clothing, 
have been falling for some time as a result of the rising New 
Zealand dollar, helping to keep the overall inflation rate low. 
But their rate of decline is now slowing, with the NZ dollar still 
at a high level but no longer consistently rising the way it had 
in previous years.

Market implications
Our forecast is a touch lower than the RBNZ’s expectation of 
a 0.5% increase for the quarter (1.7% annual), and is likely to 
be at the lower end of the range of market forecasts. We note 
that this week’s Quarterly Survey of Business Opinion found 
a growing number of firms reporting price increases over the 
last three months, though we don’t feel that our forecast is at 
odds with this survey. We expect to see faster price increases 
(or slower price declines) across a wide range of groups, but 
for this quarter at least – we see them being trumped by a 
slower rate of increase in the highly-weighted food category.

A modest shortfall in inflation along the lines of what we’re 
expecting would have little implication for the RBNZ’s strategy. 
Having gone to great lengths to establish the case for an 
extended series of rate hikes, the RBNZ is unlikely to be too 
concerned if inflation reaches the 2% midpoint of its inflation 
target slightly later than anticipated. We expect another 25 
basis point increase in the OCR at the 24 April review, with 
indications of more to come.

Michael Gordon 
Senior Economist
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