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Housing, the main 

contributor (0.75ppt) even 

with the state governments’ 

energy & cost of living 

rebates.

Broader price gains 

elsewhere boosted the 

outcome. 
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Housing again the critical component but food is not far behind
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Distribution & trimming of seasonally adjusted %qtr changes
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The number of sectors running faster than 2.5%yr in increasing
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Discretionary inflation starting to catch up with non discretionary

5

-4

-2

0

2

4

6

8

Jun-07 Jun-10 Jun-13 Jun-16 Jun-19 Jun-22

-4

-2

0

2

4

6

8

%yr %yr

discretionary non discretionary

Sources: ABS, Westpac Economics



•

•

•

•

•

•

As the grants are used up dwelling prices jump higher
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Risk is that underlying prices could rise faster than expected
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Westpac forecasts 

the  gap to close 

by June 23 as the 

grants effect fades 

and underlying 

price momentum 

ease a bit as 

demand 

moderates
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Margins appear to expand though 2021 & 2022 Construction cost & dwelling prices
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Business surveys suggest construction cost inflation has peaked
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Greater than usual city dispersion Falling house prices damper dwelling 

inflation 
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In 2008/09 it was steel inflation, this time it’s more widespread
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Lumber prices deflating in the US US steel prices turning over
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As vacancy rates fall rents pick up in Sydney & Melbourne
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Grants muted price gains in Q3 Expecting a faster rebound in Q4

95

100

105

110

115

120

125

Dec-21 Jun-22 Dec-22 Jun-23

95

100

105

110

115

120

125
index index

electricity before rebates

electricity

Sources: ABS, Westpac 

Economics

10.7% 

gap 

between 

electricity 

before & 

after 

grants

Westpac forecasts 

to March 2023

20

40

60

80

100

120

140

160

Sep-02 Sep-08 Sep-14 Sep-20

20

40

60

80

100

120

140

160
index index

forecasts

Perth electricity

Sources: ABS, 

Westpac, Economics

A $600 rebate 

from the WA 

Government for 

electricity. 

A $400 rebate from the 

WA Government for 

electricity. 



State energy rebates adds volatility by delaying inflation 
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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. 
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Potential price cap $70/t Potential price cap $10/gigajoule
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Gas prices vs elect. futures Retail prices trend with wholesale
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Electricity futures are volatile but 2022 is extreme 
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Strong gains seen across food & non-food grocery products
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Once the inflationary pulse 

passes we expect non-durable 

inflation to continue at a faster 

pace than it was pre-COVID. 
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Clothing, footwear & furniture to see sustained higher inflation
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Larger than usual local margin Lift in excise pushes pump prices 

higher
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Inflation hitting 40yr high with 

biggest annual lift in nearly 50yrs.

Key differences this time compared 

with the 1980s:

• scale and duration of shocks,

• economy’s energy dependence,

• structural rigidities (i.e. labour 

market structure, corporate 

strategies, globalisation), and 

• central bank independence and 

inflation based mandates.

Australian inflation has tended to move with global inflation

24
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Materials most important constraint Labour most important constraint
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Container rates correcting from 

extreme high

Supply chain pressures easing as 

global trade stalls

0

1000

2000

3000

4000

5000

6000

0

2,000

4,000

6,000

8,000

10,000

12,000

Oct-11 Oct-14 Oct-17 Oct-20

index

container freight rates (lhs)

Baltic Dry Index (rhs)

index

Sources: Bloomberg, Macrobond

Westpac Economics.

47

48

49

50

51

52

53

35

40

45

50

55

60

65

Oct-11 Oct-14 Oct-17 Oct-20

index
Westpac Global Trade Index (lhs)

Global Supply Chain Pressure
Index (rhs)

index

Sources: Bloomberg, Macrobond,

Westpac Economics.



It has never been harder to find 

labour
Labour market pressure peaks in 

2023
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The fall in underutilisation has set in train a lift in wages
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Near term, 1yr, inflation expectations RBA expectations split unions & 

market economists
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Not as high as the peak seen during the mining boom
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Share expecting 0-5% abnormally 

low…

…as more expect inflation to be > 6%
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Inflation is now forecast to peak 

at 8.1%yr in Q4 2022. The 

reversing of the fuel excise cut, 

and expiration of power/cost of 

living rebates, boost inflation in 

Q4. 
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Moderating dwellings, falling fuel 
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Market services holding up inflation
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Core inflation to peak in late 2022 

with the pace continuing to 

moderate out to 2023.
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The decline in crude oil prices is 

critical to the decline in headline 

inflation. Domestic economic 

slack will enhance the 

disinflationary pulse as will the 

moderation in energy price 

inflation in 2024.
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Disinflationary to end 2023 then modestly inflationary 
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