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NEW ZEALAND ECONOMICS
DATA REVIEW
CONSUMERS PRICE INDEX — SEPTEMBER 2011 QUARTER

LOWER TRANSPORT COSTS RESULT IN MORE
BENIGN CP1 THAN EXPECTED

e Q3 CPI rose by 0.4 percent, well below both our and the markets
expectations. Core measures were subdued, with the weighted median at
0.3 percent and the trimmed mean sitting at 0.2 percent.

e The sources of price increases were as expected, with food the main
contributor, followed by housing related prices. But the big downside
surprise came from price declines in transport and communication costs.
Falls in prices in the recreation and culture group also led to the lower CPI
outturn. Some may reverse in Q4 but the better outcome is still
encouraging.

e This was a result in line with our monthly inflation gauge (though not our
quarterly forecast!) and we are becoming increasingly comfortable with it
as a timely inflation indicator.

e The easing in headline inflation to 4.6 percent (2.5 percent if the impact
of the GST increase was removed), will be welcomed by the RBNZ.

e Today’s CPI result gives the RBNZ continued scope to play a patient
waiting game. The next movement for the OCR is still up, but we believe
from mid 2012.
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2011Q3 CPI REVIEW

DATA WRAP

The Consumers Price Index (CPI) rose by 0.4
percent in Q3 2011, taking the annual rate of
headline inflation to 4.6 percent. Excluding the
direct impact of the GST increase delivered an annual
inflation rate of 2.5 percent. The CPI outturn was
softer than the median market expectation (0.7
percent), the RBNZ pick of a 0.7 percent quarterly
pick, and our 0.8 percent Q3 pick.

. Headline CPI Tradable Non-tradable
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0.4 2.0 0.1 2.0 0.5 2.1

Mar-10
Jun-10 0.2 1.7 -0.3 1.0 0.6 2.2
Sep-10 1.1 1.5 0.9 0.3 1.2 2.5
Dec-10 2.3 4.0 2.5 3.3 2.2 4.6
Mar-11 0.8 4.5 0.5 3.7 1.1 5.2
Jun-11 1.0 5.3 1.5 5.5 0.6 5.2
Sep-11 0.4 4.6 0.1 4.6 0.6 4.5
ANZ 0.8 5.0 0.8 5.3 0.7 4.5
Market 0.7 4.9 = = = =
RBNZ 0.7 4.9 - - - -

Core inflation measures were also benign, with
the trimmed means delivering quarterly increases of
0.2 percent (4.3 percent and 4.2 percent y/y
respectively for five and ten percent trims), and the
weighted median up only 0.3 percent (3.8 percent
y/y). Non-tradable CPI was up 0.6 percent in the
quarter, while tradable rose by only 0.1 percent.
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Sources of price increases were as expected, with
food the main contributor (up 1.7 percent g/q),
followed by housing-related prices (up 0.7 percent
g/q). Cost increases (rather than strengthening
demand) were the major culprit, with an adverse
weather related spike in vegetables (up 18 percent),
and a 4.1 percent increase in local authority rates
making the largest positive contributions. The 0.9

percent increase in the tobacco and alcohol group
was underpinned by the July 2011 increase in alcohol
excise.
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There were some signs of a Canterbury
earthquake impact emerging on insurance
costs, with dwelling insurance (up 12 percent) and
contents insurance (up 5.6 percent g/q) contributing
to a 2.4 percent increase in insurance prices. As this
sub-group has only a small CPI weight (1.97
percent), the impact on the overall CPlI was minor.

Elsewhere, however, the inflation picture was
more benign. Encouragingly for the RBNZ,
construction costs were up only 0.8 percent in the
quarter, not showing much signs of a pick-up at this
stage. Property maintenance, which had been strong
in the past few quarters, showed a surprising 0.1
percent decline — a sign that increased construction-
related work is not being reflected in rising prices at
this stage. After a period of sizeable increases,
electricity prices managed a small fall, the first since
December 2009 and only the third quarterly fall in
the past 10 years.

We had factored in a degree of retail discounting, but
relative to our expectations, the downside
surprise came from transport and
communication prices. Increased data caps for
broadband plans and cheaper international calling
rates contributed to a 3.5 percent fall in
telecommunication services. As expected, the 3.3
percent fall in petrol prices contributed -0.1 percent
to CPI inflation. These falls were partly offset by
higher used car prices (up 2.7 percent g/q) as a
shortage of available stock starts to impact at the
retail level. Relative to our expectations,
however, most of the downside surprise came
from falls in transport. International airfares fell
3.7 percent due to lower airfares to Asia. We had
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expected a “Rugby World Cup premium” to be
evident.
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Viewing the distribution of price increases shows a
small pick-up in the proportion of items registering
price increases, but this remains quite modest in
relation to historical experience. Certainly nothing
to suggest that a broadening of price increases
is emerging.

The short-term inflation outlook is looking
encouraging for the RBNZ. Our Monthly Inflation
Gauge, which has proved to be adept at picking
quarterly turning points in non-tradable inflation,
continues to suggest a benign profile that will not
cause the RBNZ any sleepless nights. With Statistics
New Zealand reporting that around 92 percent of
local authority rate increases have been captured in
the Q3 CPI, the upshot will be a small flow-though in
Q4. Going forward, the close linkage between our
monthly inflation gauge and non-tradable gives us
greater confidence to be reporting on our monthly
measure as a timely gauge of inflationary pressure.
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The Q3 CPI was the first release to be based on
the new CPI regimen weights. The relative
importance of health, apparel, communications and
recreation and culture have increased, whereas the
importance of food, transport, housing and household
contents have marginally reduced in importance. The
rebase has delivered the RBNZ an early
Christmas present by reducing the weight on CPI
construction costs (to 4 percent from 5.5 percent),
thereby mitigating a key source of upside medium-
term inflation risk. Weights on dwelling rents
increased (to 8.8 versus vs. 7.9 percent), but with
the Statistics New Zealand methodology having
contributed to reasonably muted historical
movements in CPI rents (which have averaged 2.2
percent per annum since 2005), the impact for non-
tradable inflation may not be large. If dwelling rents
remain within modest historical range of late (up 0.5
percent g/q, 1.8 percent y/y)), they may also act as
a stabilising force for non-tradable outturns.

ASSESSMENT

A benign inflation picture will provide the RBNZ
with scope to continue kicking OCR increases
into touch. CPI Inflation looks to be easing faster
than the RBNZ (or ourselves) have thought though
things like international airfares can swing sharply
form quarter to quarter. However, it appears unlikely
quarterly inflation will surprise on the downside in Q4
considering the Q4 September MPS pick (+0.1
percent g/q). The Q3 CPI release also showed some
pockets of pricing pressure (e.g. health) that have
not been completely vanquished.

Today’s comforting CPI release makes
Thursday’s OCR Review relatively easy to craft,
with a very cautious assessment expected. We
expect Thursday’s OCR review to allude to the
worsening European economic outlook as a reason
for kicking OCR increases into tough. A benign
inflation outturn for Q3 — though concurrent, simply
gives the RBNZ even greater flexibility to take a
patient stance.

We continue to expect a June 2012 start to the
tightening cycle, but reiterate that future OCR
moves will be gradual and depend on the global
scene improving.
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IMPORTANT NOTICE

NEW ZEALAND DISCLAIMER

This publication is for information purposes only. Its
content is intended to be of general nature, does not take
into account your financial situation or goals, and is not a
personalised adviser service under the Financial Advisers
Act 2008. It is recommended you seek advice from a
financial adviser which takes into account your individual
circumstances before you acquire a financial product. This
publication does not constitute an offer to sell or
solicitation to buy any security or other financial
instrument. No part of this publication can be reproduced,
altered, transmitted to, copied to or distributed to any
other person without the prior express permission of ANZ
National Bank Limited (the “Bank”).

This publication is a necessarily brief and general summary
of the subjects covered. The information contained in this
publication is given in good faith, has been derived from
sources perceived by it to be reliable and accurate and the
Bank shall not be obliged to update any such information
after the date of this publication. To the extent permitted
by law, neither the Bank nor any other person involved in
the preparation of this publication accepts any liability for
the content of this publication (including the accuracy or
completeness thereof) or for any consequences flowing
from its use.

UNITED STATES DISCLAIMER

This publication is being distributed in the United States by
ANZ Securities, Inc. (Member of FINRA [www.finra.org]
and registered with the SEC) (“ANZ S”) (an affiliated
company of Australia and New Zealand Banking Group
Limited (“ANZBG”) and the Bank), which accepts
responsibility for its content. Further information on any
securities referred to herein may be obtained from ANZ S
upon request. Any US person(s) receiving this publication
and wishing to effect transactions in any fixed income
securities referred to herein should contact ANZ S 277 Park
Avenue, 31st Floor, New York, NY 10172 USA, Tel: 1-212-
801-9160, Fax: 1-212-801-9163, not its affiliates.

This publication is issued on the basis that it is only for the
information of the particular person to whom it is provided.
This publication may not be reproduced, distributed or

published by any recipient for any purpose. This
publication does not take into account your personal needs
and financial circumstances. Under no circumstances is
this publication to be used or considered as an offer to sell,
or a solicitation of an offer to buy.

In addition, from time to time ANZBG, the Bank, ANZ S,
their affiliated companies, or their respective associates
and employees may have an interest in any financial
products (as defined by the Australian Corporations Act
2001), securities or other investments, directly or indirectly
the subject of this publication (and may receive
commissions or other remuneration in relation to the sale
of such financial products, securities or other investments),
or may perform services for, or solicit business from, any
company the subject of this publication. If you have been
referred to ANZBG, the Bank, ANZ S or their affiliated
companies by any person, that person may receive a
benefit in respect of any transactions effected on your
behalf, details of which will be available upon request.

The information herein has been obtained from, and any
opinions herein are based upon, sources believed reliable.
The views expressed in this publication accurately reflect
the author’s personal views, including those about any and
all of the securities and issuers referred to herein. The
author however makes no representation as to its accuracy
or completeness and the information should not be relied
upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this publication and are
subject to change without notice. No part of the author’s
compensation was, is or will be directly or indirectly related
to specific recommendations or views expressed in this
publication. ANZBG, the Bank, ANZ S, their affiliated
companies, their respective directors, officers, and
employees disclaim any responsibility, and shall not be
liable, for any loss, damage, claim, liability, proceedings,
cost or expense (“Liability”) arising directly or indirectly
(and whether in tort (including negligence), contract,
equity or otherwise) out of or in connection with the
contents of and/or any omissions from this communication
except where a Liability is made non-excludable by
legislation.
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