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Disinflating

e Selected prices add to case Q3 inflation firmly in band
e We lower our Q3 CPI inflation pick to 0.8%

e Supports case for further OCR reductions

e Card spending confirms ongoing retail woe

This morning’s Selected Price Indexes support the notion
of firm disinflation. It’s only one month, and a lot of

components are volatile, but the direction of travel is clear.

The data strongly support our long-held view that annual
CPI will be back inside the RBNZ’s target band in Q3. In
fact, today’s data reinforce the case. With the numbers
coming in a touch on the weaker side of our priors, in
totality, we have nudged our Q3 CPI pick down to 0.8%
from 1.0%. This would see annual inflation drop to 2.3% in
Q3 from Q2’s 3.3%. It all adds to our view that further
material reduction in the OCR lies ahead.

Our prior inflation forecast had been lower than that
projected by the RBNZ until the bank lowered its near-
term view yesterday. That —and a very weak economy —
was key to us thinking the RBNZ would cut the OCR
yesterday. As it happens, a Q3 annual CPI inflation
outcome of 2.3% is what the RBNZ projected in its August
MPS yesterday. So, on its own, today’s figures are unlikely
to alter the Bank’s broad view. But the trajectory bears
monitoring closely.

Note that the annual change in the weighted average
monthly inflation figures that we calculate has dropped to
1.2%. It is now lower than pre-covid equivalents and raises
the risk that annual inflation is easing faster than some
care to believe. But one must be wary of the volatility in
the monthly price data, it can be very choppy. The three-
month moving average has eased to 2.4%.

In any case, recall that the monthly price data covers only
45% of the full CPl index and we know there will be some
very large increases in Q3 in some other components such
as local authority rates. By the same token, we expect
material declines in other components in Q3 like early
childhood education.

Beyond some idiosyncratic factors, we have been sensing
some accumulating downside risks even to our generally
softer inflationary view for such things as accommodation
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and rents. We got some confirmation of that today with a
4.9% drop in domestic accommodation prices in today’s
July figures, seeing prices in that component 6.2% lower
than a year ago.

Inflation pointers falling

Monthly Pricing Indicator
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The 0.2% m/m gain in rents was only a tick under what we
had pencilled in, but it is more evidence that annual rent
inflation is now cooling, nudging down to 4.3% in July from
4.5% in June and down from a recent peak of 4.6% most
recently seen in May. We think annual rent inflation will
slow further, as already indicated by annual inflation in the
‘flow’ rent (think new rental agreements) measure at a
lower 2.5%.

The 0.4% increase in food prices was lower than we had
pencilled in for the month. Yes, fruit and vegetables prices
saw a chunky lift, as is often the case at this time of year,
but other components were more subdued including
restaurant meals and ready-to-eat food. That is another
non-tradeable component that shows slowing inflation,
alongside the likes of domestic accommodation and rents.
The RBNZ will be pleased to see this.

A key driver of the disinflation we are seeing stems from a
very weak economy and the significant financial pressures
that have been on the household sector. Other data
released this morning simply provided more evidence that
is the case.

Electronic card transactions continue to track below year
earlier levels. In July, total transactions were 0.4% down,
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retail 4.9% lower, and core retail 5.2% behind a year ago.
All that is on a dollar value basis. Contractions on a volume
basis would be weaker still and even more so on a per
capita basis. There was a bit more variation in the month
with total transactions rising 0.7%, but retail and core
retail both posted their sixth consecutive monthly declines
with -0.1% and -0.5% respectively. It all says economic
growth continues to struggle into Q3.

doug_steel@bnz.co.nz

www.bnz.co.nz/research

Page 2


mailto:doug_steel@bnz.co.nz

Economy Watch 15 August 2024

Contact Details

BNZ Research

Stephen Toplis Doug Steel Jason Wong Stuart Ritson
Head of Research Senior Economist Senior Markets Strategist ~ Senior Interest Rate Strategist

Mike Jones
BNZ Chief Economist

Main Offices

Wellington Auckland Christchurch

Level 2, BNZ Place 80 Queen Street 111 Cashel Street

1 Whitmore St Private Bag 92208 Christchurch 8011
Private Bag 39806 Auckland 1142 New Zealand
Wellington Mail Centre New Zealand Toll Free: 0800 854 854
Lower Hutt 5045 Toll Free: 0800 283 269

New Zealand

Toll Free: 0800 283 269

This document has been produced by Bank of New Zealand (BNZ). BNZ is a registered bank in New Zealand and is only authorised to offer products and services to customers in New Zealand.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon sources
reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will
be, directly or indirectly, related to any specific recommendations or views expressed.

BNZ maintains an effective information barrier between the research analysts and its private side operations. Private side functions are physically segregated from the research analysts and
have no control over their remuneration or budget. The research functions do not report directly or indirectly to any private side function. The Research analyst might have received help from
the issuer subject in the research report.

New Zealand: The information in this publication is provided for general information purposes only, and is a summary based on selective information which may not be complete for your
purposes. This publication does not constitute any advice or recommendation with respect to any matter discussed in it, and its contents should not be relied on or used as a basis for entering
into any products described in it. Bank of New Zealand recommends recipients seek independent advice prior to acting in relation to any of the matters discussed in this publication.

Any statements as to past performance do not represent future performance, and no statements as to future matters are guaranteed to be accurate or reliable.

Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage whatsoever which may directly or indirectly result from any advice,
opinion, information, representation or omission, whether negligent or otherwise, contained in this publication.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or sale of any
securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein.

www.bnz.co.nz/research Page 3



