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September Quarter CPl Preview
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Childcare represents a significant unknown due to changes in

government rebates.

¢ Westpac holds to our forecast for a 1.1% rise in the September
quarter CPIl which will see the annual pace ease back from
6.0%yr to 5.3%yr.

e For core inflation, our Trimmed Mean estimate is also 1.1%qtr
which will see the annual pace ease to 5.0%yr from 5.9%yr. We
will also see a moderation in the six month annualised pace
from 4.3%yr in June to 4.0%yr in September. The recent peak
was 7.4%yr in December 2022.

* Westpac is forecasting a 0.2% rise in the September Monthly
CPI Indicator which will see the annual pace hold flat at 5.2%yr.

* We don’t forecast a Monthly CPI Indicator Trimmed Mean but
note that the reported flattening of the annual pace in the
August release (at 5.6%yr) suggests we have seen something
of a pickup of the monthly momentum in this indicator. While
there is not a clear translation from the Monthly Indicator
Trimmed Mean to the Quarterly CPI Trimmed Mean, the annual
pace estimates are close enough for us to caution of possible

upside risks to our September quarter Trimmed Mean estimate.

CPI Monthly Indicator with Sep. forecast
Jun-23 Jul-23 Aug-23 Sep-23

Mth Mth Mth Mth
% mth % mth % mth % mth

Food -0.1 -0.2 0.9 0.3
of which, bread & cereals -0.5 0.1 1.8 -0.6
of which, meat & seafood -1.0 0.6 0.6 -0.6
of which, dairy & related prod. 0.8 1.9 0.0 0.5
of which, fruit & vegetables 1.0 -2.9 -1.3 2.8
of which, food products nec 0.3 -0.2 0.2 0.3
of which, non-alcohol bev, -2.0 1.0 -0.2 -0.1

Alcohol & tobacco -0.1 0.0 13 -0.1
of which, Alcohol -0.1 0.1 1.7 -0.3
of which, Tobacco -0.2 0.0 0.4 0.2

Clothing & footwear -1.8 2.5 -0.1 -1.3
of which, Garments -2.8 -1.8 -0.8 =21

Housing 0.3 1.3 0.1 1.0
of which, Rents 0.9 0.7 0.7 0.7
of which, House purchases 0.2 0.7 0.1 0.2
of which, Electricity -0.9 6.0 -1.3 3.2
of which, Gas & other fuels -0.8 2.3 0.4 0.2

H/hold contents & services 0.1 0.2 0.3 -1.4

Health 0.2 0.0 0.0 -0.1

Transportation 1.0 -0.1 3.6 1.0
of which, auto fuel 3.8 -0.2 9.1 3.7

Communication -1.1 0.8 1.7 -0.4

Recreation 4.8 -1.5 -1.5 0.0
of which, holiday travel 10.9 -3.3 -3.9 -0.7

Education 0.0 0.0 0.0 0.0

Financial & insurance services 1.7 0.0 0.7 0.9

CPI: All groups %mth 0.7 0.3 0.6 0.2

¢ Auto fuel is making the most significant contribution in the
September quarter (+0.26ppt) closely followed by utilities
(0.24ppt), food (0.17ppt), rents (0.13ppt), financial services
(0.10ppt) and then dwelling purchases (0.09ppt).

¢ From the Monthly Indicator we know that rebates have held
down electricity prices in the Monthly CPI Indicator and in
September we will find out just how large the offset from the
increase in the child care rebate is. The Government increased
the child care rebate from 71% to 91% and estimates that it
represents a 37% reduction in out-of-pocket costs for eligible
families. This represents a significant uncertainty for both the
September Monthly CPI Indicator and the September quarter
CPL.

¢ The Monthly CPI Indicator has proved to be an incredibly useful
early data release and can significantly improve the near term
quarterly forecasts as long as you take into account which
components are survey monthly, quarterly or annually. For this
reason we have published the breakdown of our Monthly CPI
Indicator forecast for transparency.

September Quarter CPI forecast

Sep 2023 f/c Jun 2023
Item % qtr contrib % atr contrib
Food 1.0 0.7 1.6 0.28
of which, fruit & vegetables -1.5 -0.04 2.4 0.06
Alcohol & tobacco 1.2 0.10 1.0 0.09
of which, tobacco 0.6 0.02 1.1 0.04
Clothing & footwear 1.2 0.04 0.6 0.02
Housing 2.3 0.55 0.8 0.20
of which, rents 2.2 0.13 2.5 0.5
of which, house purchases 0.9 0.09 1.0 0.10
of which, utilities 5.7 0.24 =11 -0.05
H/hold contents & services -0.4 -0.04 2.1 0.19
Health -0.1 0.00 -0.1 0.00
of which, pharmaceuticals -2.1 -0.02 -1.0 -0.01
Transportation 2.7 0.30 -0.1 -0.01
of which, car prices -0.7 -0.02 -0.6 -0.02
of which, auto fuel 6.7 0.26 -0.7 -0.03
Communication 2.1 0.05 -0.4 -0.01
Recreation -1.2 -0.10 -0.2 -0.02
of which, audio vis & comp -0.4 -0.01 0.1 0.00
of which, holiday travel -2.6 -0.05 -2.0 -0.04
Education 0.0 0.00 -0.2 -0.01
Financial & insurance services 1.7 0.10 3.0 0.7
CPI: All groups 11 - 0.8 -
CPI: All groups % year 5.3 - 6.0 -

Sources: ABS, RBA, Westpac Banking Corporation.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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June quarter inflation recap

Headline CPI printed 0.8%qtr/6.0%yr; Trimmed Mean 0.9%qtr/
5.9%yr; Weighted Median 1.0%qtr/5.5%yr; Market services ex
volatile 1.2%qtr/6.8%yr.

The June quarter CPI surprised to the downside, lifting just
0.8%qtr compared to market expectation for 1.0%qgtr and
Westpac’s forecast for a 1.1%qtr lift. In terms of the annual pace
in inflation, this was a significant moderation from 7.8%yr in De-
cember 2022, to 7.0%yr in March 2023 and then 6.0%yr in June
2023. The June Trimmed Mean also came softer than expected,
rising just 0.9%qtr for an annual pace of 5.9%yr - a significant
step down from the recent peak of 6.9%yr in December 2022.

This moderation was also apparent in core services inflation

(i.e. market services ex volatile) in the June quarter. While the
through the year pace was flat at 6.8%yr, the six month annual-
ised pace dropped from 9.3%yr in December 2022 to 7.4%yr in
March 2023 then down to 4.3%yr in June. It was this moderation
in core market services inflation that gave us confidence, at that
point, to mark down the momentum in our inflation forecasts.

For more detail, see “June Quarter CPI Deeper Insights”

August Monthly CPI Indicator recap

In August, the Monthly CPI Indicator lifted 0.6%, in line with

our forecast and consistent with our overall view on inflation
momentum. There were, however, some interesting divergences
in the components. A large surprise for us was housing, which
rose just 0.1% vs. our forecast of 0.7% due to softer than expect-
ed rents (0.7% vs. 0.9% forecast), dwelling purchase costs (0.1%
vs. 0.5% forecast) while electricity prices fell (-1.3%) due to the
impact of government rebates compared to our forecast for a
modest increase (2.0%). Gas & other household fuels also rose
more modestly than expected (0.4% vs. 1.0% forecast).

Regarding underlying momentum, we note that the annual pace
of the Monthly Indicator Trimmed Mean held flat at 5.6%yr in

August, suggesting that the last few months have seen a pickup
in the pace of underlying inflation on a monthly/quarterly basis.

As we noted in our preview, if the Monthly CPI Indicator printed
as expected it would point to an upside risk to our published
forecast for the September quarter CPI. Following an in depth
review of the Monthly CPI to take into account the momentum
seen so far in the components, including the quarterly compo-
nents surveyed in either July or August as well as any further
partial updates we have received (including fresh fruit & vege-
tables as well as auto fuels), we revised up our Q3 CPI forecast
to 1.1%qtr/5.3%yr and lifted our Trimmed Mean forecast to
1.1%qtr/5.0%yr.

We have maintained these forecasts for our September quarter
estimates.

For greater details on the August Monthly CPI Indicator see
“August Monthly CPI Indicator” and “Upgrading our Inflation
Forecasts”.

Food maintains a solid pace: +1.0%qtr

We have two of three months for a lion’s share of the compo-
nents in food as well as the quarterly estimates for restaurants &
take away meals. We are looking for fruit & vegetables to bounce
back in the month of September which would help to lift food
1.0% in quarter. Cattle and sheep prices have been weakening as
farmers reduce stock in the face of a dryer season this year. This
has flowed through to falling lamb & goat prices but we are yet
to see these lower prices flow through to beef & veal.

Select Inflation Indicators

Dec-22 Mar-23 Jun-23 Sep-23(f)

CPI (index) 130.8 132.6 133.7 135.2
(%atr) 1.9 1.4 0.8 1.1
(%yr) 7.8 7.0 6.0 53
CPI sa (%qtr) 1.9 1.3 0.9 1.0
(%yr) 7.8 7.0 6.1 5.2
Trimmed Mean (%qtr) 1.7 1.3 0.9 1.1
(%yr) 6.9 6.6 59 5.0
Goods (%qtr) 1.6 1.2 0.9 1.2
(%ann) 9.5 7.6 5.8 4.9
Services (%qtr) 2.1 1.7 0.8 1.0
(%ann) 5.5 6.1 6.3 5.7
Market services ex vol (%qtr) 2.7 0.9 1.2 1.5
(%ann) 6.4 6.8 6.8 6.4
Tradables (%ann) 8.7 6.1 4.4 4.0
Non-tradables (%ann) 7.4 7.5 6.9 6.0

Contributions 202303 CPI 1.1%qtr forecast

Housing 0.52
Transport

Food ex fruit & veg
Financial services

Alcohol & tobacco

Communications

Clothing
Education
Health
Fruit & veg -0.03
Houshold contents -0.04 Sources: Westpac Economics

Recreation | -0.14

-0.30 -0.10 0.10 0.30 0.50
ppt contrib. to the quarter

CPI Monthly Indicator vs. qtr CPI
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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Alcohol & tobacco: +1.2%qtr

We have two of the three months for both alcohol and tobacco.
We are looking for a small fall in the month September following
a 1.3% gain in August, leaving it up 1.2% over the quarter.

Clothing & footwear seasonal lift: +1.2%qtr

We have two of the three months for men’s and women’s gar-
ments but the quarterly survey for all other components of this
group are surveyed in the first month of the quarter. As such
our estimate of 1.2%qgtr should be close to the final print.

Housing picks up the pace: +2.3%qtr

For the key elements of housing - rents, new dwelling purchas-
es by owner occupiers, electricity and gas - we have two of the
three monthly estimates. Rents rose by 0.7% in both July and
August while new dwelling purchase lifted 0.7% in July then
0.1% in August. For the month of September, we have pencilled
in 0.7% for rents and 0.2% for dwellings.

Both electricity and gas is surveyed monthly, so again, we have
two-thirds of the data for the quarter. Electricity, in particular,
has become tricky to estimate for the CPI given the nexus of ris-
ing electricity prices being offset by state energy rebates. Elec-
tricity prices fell -0.9% in June, rose 6.0% in July then fell -1.3%
in August. We have pencilled in +3.2% for September which
would see a electricity up 8% in the quarter. Before rebates, we
estimate that electricity bills have risen between 15% and 20%
across the nation.

Gas prices are quite seasonal and after falling 1.2% in the June
quarter lifted 2.3% in July then 0.4% in August. We have pen-
cilled in a 0.2% gain in September.

We have the quarterly estimate for maintenance & repairs for
dwellings (+1.0%) while the quarterly estimates for property
rates & charges (Westpac f/c: +3.6%) plus water & sewerage
(Westpac f/c: 2.8%) are surveyed in September.

Furnishings, household equipment & services: -0.4%qtr

All of the components of this group except for non-durable
household products (which are surveyed monthly), and do-
mestic household services (hairdressing and other household
services are surveyed in the mid month of the quarter, child care
in the last month of the quarter), are survey in the first month of
the quarter so we have a significant share of this group already.

However, this quarter larger than usual degree of uncertainty
with our child care estimate. As childcare is surveyed in the

last month of each quarter, September will capture the recent
changes to the child care rebate. The rebate was lifted from 71%
to 91% for eligible families. In the recent Commonwealth Budget,
it was estimated that this would represent a 37% fall in out-of-
pocket costs for eligible families. However, there have also been
reports that rising child care costs are offsetting some, or even
most, of the benefit of the increase in the rebate. As such, we
have pencilled in a 10% decline but warn that we can’t be sure
which way the risks lie around this forecast.

Health, seasonal fall in pharmaceuticals: -0.1%qtr

All of the components for health are surveyed in the last month
of the quarter so we have no preliminary data here to guide us.
Our -0.1% fall in health is the balance of a -1.8% decline in phar-
maceutical costs (the usual decline this time of year as more
families cross the spending threshold to qualify for PBS sup-
port) and a 0.4% increase in medical, dental & hospital services.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
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are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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Transport cost rise on the back for rising fuel prices: +2.7%qtr

Auto fuel prices are surveyed monthly and along with the July
and August data, we also have the pump price data for petrol
and diesel in September. As such we are confident that our
+6.7% forecast increase in auto fuel in the September quarter
will be close to the mark.

For the rest of the components, which are survey quarterly,
outside of motor vehicle prices which are surveyed in the last
month of the quarter, we have the quarterly updates already. As
such, as long as we are not too far off the mark with our fore-
cast -0.7% decline in motor vehicle prices we feel transport will
be making a meaningful contribution to the September quarter
CPI.

Communication prices bounce: +2.1%qtr

The ABS surveys communication prices monthly so we have
two-thirds of the data already. We don’t expect to see a signifi-
cant divergence from our +2.1% forecast.

Recreation & culture: -1.2%qtr

This group is more of a mixed bag with some uncertainty
around our estimate. We have monthly data for holiday travel &
accommodation and airfare data to guide our September esti-
mate. There is also monthly data for audio, visual & computing
equipment as well as pets & related products. We also have the
quarterly survey data for equipment for sports/camping, games
& hobbies, sports participation and other recreation & sporting
services. For the rest we have to wait for the September survey
for the quarterly estimates.

Education: 0.0%qtr

This group normally only sees prices revised in the first quarter
of each year. However, the Monthly Indicator reported a 0.3%
rise in this group despite nothing in the breakdown details, so
we are unsure what is happening here. We caution for a very
small upside risk to this group in the September quarter.

Finance & insurance services: 1.7%qtr

We have the quarterly data for insurance (+2.8%) and the
monthly data to date for deposit & loan facilities but we are
waiting on the quarterly survey for other financial services. As
such there is some uncertainty about the risks to this forecast.

Justin Smirk, Senior Economist, ph (61-2) 8254 9336

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
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