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The rise in dwelling prices 

was close to expectations 

but driven more by 

underlying cost push than a 

reduction in the use of 

construction grants. 

1



•

•

•

Housing again the critical component to inflation 
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Distribution & trimming of seasonally adjusted %qtr changes
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*all items, weighted share of CPI by quarterly price change

%ch qtr

Excludes the 20.8% fall in international travel & holidays as 

its weight is just 0.08%.  
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The number of sectors running faster than 2.5%yr in increasing
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• China, which is following a zero Covid 

policy, presents a specific risk for trade.

• Continued intermittent disruptions from 

COVID restrictions very likely.

• Shipping costs look to have peaked but 

they are still a long way from what you 

would define as a meaningful correction.

• Current level of shipping costs remain a 

significant inflation risk that builds over 

time. 

• The disruptions to trade with Russia & 

Ukraine, along with conflict in the Black 

Sea and new outbreak of Covid in 

China, has added a new level of 

complexity to international supply 

chains.  

Shipping cost  pressures remain even if there are signs of a peak
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Container rates remain elevated Disruptions extends with recovery
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Global container rates Aust. transport rates 
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Economic Update8

Temporary Longer lasting

• Switch from services to goods 

during COVID reverses

• Demand weakens in response to 

higher prices

• End of major supply disruptions 

from COVID

• ‘Great resignation’ moderates

• Price pressures emanating from 

specific sectors such as oil 

eases.

• Increased costs spur productivity 

drives

• Lagged effects from upstream 

cost increases continues.

• Inflation starts feeding into 

expectations and wider price and 

wage setting.

• Ongoing costs associated with 

virus – surveillance and 

intermittent disruptions?

• Need for more ‘contingency’ 

capacity in case of future 

disruptions?

• Under-investment in capacity.

• Risk of ‘son of omicron’ variant 

wreaking more havoc



Commodities pre & post Ukraine Australian commodities 
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As housing grants effect fades dwelling prices jump higher
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Clear risk underlying prices could rise faster than expected
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Cost inflation underpinning rise in dwellings
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During the mining boom it was steel, this time it’s widespread
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Business surveys suggest construction cost inflation may be peaking
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Gas may only be 5% of 

generation but as the marginal 

producer, mostly used during 

peak requirements, it is the price 

setting fuel. 

15

domestic; 
90%biomass; 
0%

black coal ; 
37%

brown coal; 
16%gas; 5%

hydro; 9%
liquid fuel; 

0%

solar; 9%

wind; 24%

Sources: AMEO Quarterly Energy 

Dynamics Q1 2022, April 

2022Westpac Economics



Thermal coal surges to record high Gas prices surge with global demand
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Spot electricity futures vs gas Regional power prices
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Electricity futures are volatile but 2022 is extreme 
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State energy rebates adds volatility & only delays inflation 
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Dwellings fade, fuel turns negative as market services lift
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Furniture is now inflationary There is more than just food inflation 
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Food inflation to peak at end 2022 but remain elevated through 2023  
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Underutilisation pointing to faster 

wages growth

Return to pre-2012 relationship is an 

upside risk
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It has never been harder to find 

labour

Labour market pressure to peak in 

2023
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Near term, 1yr, inflation expectations Medium term inflation expectations
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Core inflation to peak ahead of wages Headline & core inflation forecasts
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Core inflation to peak in late 2022 

or early 2023
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The decline in crude oil prices is 

critical to the decline in headline 

inflation even though we don’t 

expect a significant narrowing in 

refining costs. 
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