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Q2 CPI Still Looks No Higher Than RBNZ Forecast

¢ Food prices lift in May

¢ Nudging our Q2 CPI estimate up to 1.5% q/q

¢ Rents fall; annual rental inflation approaching zero
¢ Fuel prices drop from highs, more declines coming
e Q2 CPI still looks no higher than RBNZ forecast

Volatility seems assured in the monthly Selected Price
Indexes. There was a bit more of it in today’s figures for
May. After being surprised on the downside last month,
the balance of May price movements was a touch stronger
than we had pencilled in.

The balance of today’s indicators sees us nudge our Q2 CPI
estimate up to 1.5% q/q, from 1.4% q/q. This would see
annual inflation at 4.1% in Q2.

Today’s data supports our view that Q2 CPI inflation will be
no higher than the RBNZ’s 1.6% q/q and 4.2% y/y
projection in its May MPS.

Of course, the Q2 outcome is still dependent on the June
monthly results (and the rest of the CPI that is not covered
by the monthly indicators).

Most of the surprise today was in food prices. We had
assumed a flat outcome in May, as was the case in April.
However, food prices rose 1.0% m/m lifting their annual
inflation to 3.2%. There were solid monthly gains in
vegetables, groceries, and restaurant meals and ready to
eat food.

Food inflation ticks back up; rental inflation near zero
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Other price movements in May were much closer to our
priors.

Rents eased 0.1% m/m, close to our flat expectation for
the month. This sees annual rent inflation continue to
approach zero. It was 0.3% in May.

We were braced for potential surprises in airfares and
accommodation prices. While there were some large
monthly movements, the net of them all were not too far
from our expectations.

We thought airfares would fall like they tend to do at this
time of year, but not by as much as they usually do. That
turned out to be the case. Domestic airfares dropped
11.4% m/m, while international airfares fell 5.5% m/m.
Despite the large monthly declines, annual inflation in
these components turned positive, up 2.8% y/y and 8.2%
y/y respectively.

Total accommodation services rose 3.4% m/m. Overseas
accommodation prepaid in New Zealand rose while
domestic accommodation prices fell as expected. The
former rose a bit more than we had plugged in giving a
mild upside surprise from this component.

Fuel prices fell as anticipated. Petrol dropped 3.8% m/m
and diesel slumped 11.4% m/m, taking the edge off very
high annual inflation in these components after strong
gains in previous months. The fuel price drops were close
to our expectations.

Fuel inflation to fall further
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Our forecasts include further material fuel price declines.
The latest deal between the US and Iran to stop hostilities
and reopen the Strait of Hormuz support the case for
further declines in fuel prices at the pump. But we, along
with everyone else, will continue to monitor developments
and alter our projections if needs be.
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