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Data summary

% qtr % ann|

Headline CPI 0.7% 3.7%
Tradable 0.2% 4.3%
Non-tradable 1.0% 3.3%

Stronger than it looks

Bottom line: Weaker-than-expected non-tradable inflation, but core
measures rising

e While non-tradable inflation was lower than expected, core inflation measures
were considerably more hawkish and will likely worry the RBNZ.

e Annual CPI inflation slowed 0.4 ppts to 3.7% in Q3 (+0.7% q/q). Annual inflation
was 0.1 ppt below our forecast but quarterly was in line with our expectation.
Both quarterly and annual inflation printed below the RBNZ's September MPS
forecasts of 0.8% q/q and 3.9% yly.

e Tradable inflation slowed 0.6 ppts to 4.3% y/y, marginally stronger than the 4.2%

read we and the RBNZ expected.

e Vehicle fuels dragged on quarterly inflation in Q3 (but are expected to add to it in
Q4). The annual rise in council rates was a key driver of quarterly inflation in Q3.

e Non-tradable inflation slowed 0.1 ppt to 3.3% y/y, below our forecast of 3.5%
and the RBNZ'’s forecast of 3.6%.

e The signal on underlying inflation was more hawkish. Key trimmed mean
measures, the weighted median, inflation ex-fuel and energy, and services

inflation all accelerated. The RBNZ doesn'’t forecast core inflation measures (and

nor do we) but this is an unwelcome development. The RBNZ's Sectoral Factor
Model of core inflation will be published at 3pm; our estimate suggests this will
lift 0.1-0.2 ppts in Q3 from 2.7% in Q2.

e Allin all, we would characterise the Q3 CPI as “net hawkish”, with weaker-than-
expected non-tradables more than offset by accelerating core measures. That,
combined with the weaker NZD and higher oil prices, is likely to keep the
Monetary Policy Committee quite concerned about upside inflation risks for a
while yet. We remain comfortable with our prediction of a 25bp hike next week.

Big picture and monetary policy implications

Headline inflation slowed to 3.7% in Q3, reflecting lower tradable inflation (the
more volatile side of the CPI basket) and a slight slowdown in non-tradable
inflation. Fuel (sharply lower on a quarterly basis) and the usual Q3 lift in council
rates (up 6.2%) were significant offsetting drivers of the outturn. Excluding vehicle
fuels, annual inflation lifted 0.1ppt to 3.0% y/y; excluding local and central
government charges, annual inflation slowed 0.2ppt to 3.4%.

Looking through some of the more volatile parts of the basket, the signal on
underlying inflation was more hawkish than the headline figures suggest:

e Services inflation accelerated 0.5ppts to 3.1% yly.
e The ex-food, fuel and energy measure rose 0.4 ppt to 2.9% vyly.
e The 30% trimmed mean measure rose 0.4 ppts to 3.0%.

e The weighted median also rose 0.4 ppts to 3.1% (using the 2024 weights).
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The RBNZ's Sectoral Factor Model of core inflation is released at 3pm, completing
the suite of Q3 core measures. Our estimate suggests this will lift 0.1-0.2ppts in Q3
from 2.7% yly in Q2 (figure 3, page 3). Meanwhile, our diffusion measures (figure
4, page 3) ticked up, reinforcing the concerning signal from the core inflation
measures.

Weighing all that up, despite headline and non-tradable inflation printing below the
RBNZ's forecast we would characterise the signal in the core measures as a little
worrying, meaning these data are perhaps more hawkish than initially meets the
eye. Add that to the change in the near-term inflation outlook stemming from the
significantly weaker NZD and higher oil prices, and we remain comfortable with our
expectation that the RBNZ will withdraw a further 25bps of monetary stimulus at its
Monetary Policy Review next week. We expect the Committee will maintain a
tightening bias and watch the data closely through the summer. As we noted
earlier this week, oil shocks are tricky, meaning policymakers need to remain
nimble.

The details
Breaking down the details of the 0.7% q/q rise in the Q3 CPI:

e The housing and household utilities group (29.4% of the CPI basket) rose
1.1% qg/q, making a 0.35 ppt contribution to quarterly inflation. That was driven
largely by property rates and related services (up 6.2% q/q). A 0.5% rise in
home ownership added just under 0.05 ppts.

e As foreshadowed by the Food Price Index, the food group (18.45% of the
CPI) rose 1.0% qg/q, adding 0.2 ppts to quarterly inflation. Annual food inflation
is running at 2.1%, its slowest pace since December 2024.

e The transport group (14.3% of the basket) was little changed (up 0.1% q/q),
as weaker fuel prices (petrol and diesel down 6.5% and 15.5% respectively,
not that that has lasted into Q4) were offset by higher airfares (domestic up
7.5% and international up 14.3%).

e The recreation and culture group lifted 1.0% qg/q, adding 0.1ppt to quarterly
inflation. Just under half of this was driven by audio-visual and computing
equipment.

e The miscellaneous goods and services group was up 1% q/q, which
together with a 1.4% qg/q rise in the education group added just under 0.1ppt
to quarterly inflation. Early childhood education (up 5.7% qg/q) explains the
latter, while drivers of the former were broader based.

e The communication group fell 1.4% q/q, detracting 0.04 ppts from quarterly
inflation. That was led by a sharp drop in telecommunication equipment, down
12.8% q/q.

e The contribution from other parts of the CPI were broadly offsetting, with the
usual mix of quarterly ups and downs.

e Compared to our forecast, the main surprise came from the miscellaneous,
education, and recreational groups coming in stronger than expected, but the
communications and health groups coming in weaker than expected.

Stepping back, the main drivers of quarterly inflation were close to our expectation,
but with the usual overs and unders at the detailed (class) level. However, more
broadly, the signal on underlying inflation pressure (the core measures) suggest
the fuel price shock could be broadening across the CPI basket. While that might
prove to be more noise than signal, it is something the Monetary Policy Committee
will be concerned about. And with the NZD stubbornly low and global oil prices
stubbornly high, we think the RBNZ will certainly be revising up its near-term
inflation forecast at the upcoming Monetary Policy Review, providing clear
justification for another 25bp hike.
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Figure 3. Sectoral Factor Model vs ANZ estimate
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Figure 5. Stats NZ measures of core inflation
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Figure 7. Headline less fuels and government charges
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Figure 2. CPI inflation components

Annual % change
w

02 04 06 08 10 12 14 16 18 20 22 24 26
— Tradable inflation —Non-tradable inflation —Headline inflation

Source: Stats NZ, Macrobond, ANZ Research

Figure 4. Proportion of CPI basket running >X%
90 |
80 .
GST hike
70 \
60
50
40

% CPI basket

30
20
104

0 T T T T T T T T T T T T
02 04 06 08 10 12 14 16 18 20 22 24 26
— Greater than 2% — Greater than 3% — Greater than 4% - Greater than 5%
Greater than 6% — Greater than 7%

Source: Stats NZ, Macrobond, ANZ Research

Figure 6. Headline inflation vs inflation expectations
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Figure 8. Goods vs services
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