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Inflation Deeper Insights - revision to forecasts
Upside surprise lifts 2024 forecasts but no change to end 2025.

¢ In the May 3 Westpac Weekly, we revised our headline inflation
forecast to 3.7%yr for June 2024 and 3.2%yr by end 2024; the
previous forecasts were 3.1%yr and 3.0%yr respectively. The
Trimmed Mean was also revised up to 3.7%yr by June 2024 and
3.5%yr by end 2024. The previous forecasts were 3.5%yr and
3.1% respectively.

* Some of the upgrade is due to base effects from the larger
than expected outcome in March, 1.0%qtr vs. forecast of
0.8%qtr for both the CPI and the Trimmed Mean. However, we
also note rising fuel prices, a jump in electricity prices as the
various government energy rebates unwind (already seen in
the Monthly CPI) and ongoing inflationary pressures in financial
& insurance services.

¢ Our end 2024 forecast of 3.2%yr for the CPIl and 3.5%yr

for the Trimmed Mean are softer that the RBA revised end
2024 forecasts which are 3.8%yr for the CPIl and 3.4% for the

Inflation forecasts

Jun-24 Sep-24 Dec-24 Mar-25 Jun-25

CPI Index 138.6 139.4 140.5 141.6 142.6
(%qtr) 0.9 0.6 0.8 0.8 0.7
(%yr) 3.7 3.0 3.2 31 29
Trimmed mean (%qtr) 0.7 0.8 0.8 0.7 0.7
(%yr) 3.7 3.4 3.5 3.2 3.2

CPI Mar 2024 actual and Jun 2024 forecast

Mar 2024 Jun 2024 f/c
Item % qtr contrib % qtr contrib
Food 0.9 0.16 0.6 0n
of which, fruit & vegetables 2.5 0.05 2.2 0.04
Alcohol & tobacco 0.9 0.06 0.7 0.05
of which, Tobacco 1.2 0.03 0.7 0.02
Clothing & footwear -1.1 -0.04 0.2 0.01
Housing 0.7 0.16 2.0 0.43
of which, Rents 21 0.13 1.7 0.10
of which, House purchases 1.1 0.09 1.0 0.08
of which, Utilities -1.4 -0.06 5.7 0.23
H/hold contents & services -0.1 -0.01 1.0 0.08
Health 2.8 0.18 -0.2 -0.01
of which, Pharmaceuticals 7.1 0.07 -1.3 -0.01
Transportation 0.5 0.06 1.5 0.17
of which , car prices 1.0 0.03 -0.2 -0.01
of which, auto fuel -1.0 -0.04 4.3 0.16
Communication -0.3 -0.01 -0.7 -0.01
Recreation -0.1 -0.01 -0.3 -0.03
of which, audio visual & comp. 1.6 0.03 0.2 0.00
of which, holiday travel -2.0 -0.12 -0.8 -0.05
Education 59 0.26 0.0 0.00
Financial & insurance services 2.0 omn 1.9 0.10
CPI: All groups 1.0 - 0.9 -
CPI: All groups % year 3.6 - 3.7 -

Sources: ABS, RBA, Westpac Banking Corporation.

Trimmed Mean. Our CPI forecast is held back, in part, by the
assumption of the return of energy rebates in the September
quarter that are only partially unwound in the December
quarter.

Our assumption on the return of the rebates in the second half
of 2024, when underlying electricity prices are flat or falling,
means utilities fall -7.9% in the September quarter before lifting
5.5% in December and a further 4.1% in March 2025. This holds
the increase in the September quarter CPI to just 0.6%.

For 2025, flat to falling energy prices and moderating rent and
dwelling price inflation (as the rate of population growth slows)
will be key disinflationary forces while softer wages growth and
a rising underemployment should see market services inflation
moderate a little.

By end 2025 our forecast for both the CPI and the Trimmed
Mean are back within the band at 2.8%yr which match the
RBA’s forecasts.

Despite the upside surprise in March, there were signs that
services inflation is moderating. Markets services ex volatile
inflation is down to 4.3%yr from 6.8% back in June 2023 with a
two-quarter annualised pace of 3.9%yr (seasonally adjusted).
We also note that the two quarter annualised pace of inflation
for restaurants and take out food was 2.6%yr and 3.2%yr
respectively (seasonally adjusted).

Annual Inflation Jun 2024 and Dec 2024
June 2024 f/c Dec 2024 f/c

Item % yr contrib % yr contrib
Food 2.7 0.46 2.7 0.47
of which, fruit & vegetables -0.2 -0.01 0.9 0.02
Alcohol & tobacco 5.8 0.41 3.9 0.28
of which, Tobacco 10.6 0.24 7.5 0.17
Clothing & footwear 0.0 0.00 1.6 0.05
Housing 59 1.31 4.3 0.94
of which, Rents 6.8 0.43 6.6 0.41
of which, House purchases 4.9 0.41 4.0 0.33
of which, Utilities 8.5 0.36 19 0.05
H/hold contents & services -0.9 -0.07 2.2 0.19
Health 4.0 0.26 3.0 0.19
of which, Pharmaceuticals 2.8 0.02 2.8 0.02
Transportation 5.1 0.59 0.8 0.10
of which , car prices 0.8 0.03 2.0 0.06
of which, auto fuel 10.3 0.39 -3.8 -0.15
Communication 1.5 0.03 1.0 0.02
Recreation 0.1 0.02 2.8 0.35
of which, audio visual & comp. 1.2 0.02 2.1 0.04
of which, holiday travel -2.7 -0.16 2.3 0.13
Education 54 0.24 5.9 0.26
Financial & insurance services 6.9 0.39 7.3 0.41
CPI: All groups 3.7 - 3.2 -

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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Electricity rebates to have a bigger impact on headline CPI

The QLD Government announced a doubling of their energy
rebates, so we have reviewed our electricity forecasts in the CPI.
We don’t have enough information to correctly estimate the
impact of the state rebates on the CPI on a city-by-city basis.
The rebates often have a complex structure, some states means
test them while others do not, and we do not have access to the
base power bills the ABS use. We can nonetheless use the ABS
estimate of the impact of the rebates on Monthly CPI Indicator
on a national level to build up an electricity price series incorpo-
rating the impact of potential rebates over the next 12 months
as well as the changes announced in QLD.

For the underlying power bills, this year we have guidance from
the Australian Energy Regulator that suggests for most residen-
tial customers, Default Market Offers could fall between 0.4%
and 7.1% while the remaining residential customers may have
increases between 0.9% and 2.7% depending on their region
and whether they have controlled load.

From this, we made a simplifying assumption that power bills
before rebates will fall an average 2.5% nationally. As we get

further information, we will revise our forecasts. The Monthly
CPI Indicator will provide critical updates here.

As noted above, the QLD Government announced a doubling of
that state’s power rebate from $500 to $1,000 (the rebates are
not means tested in QLD). We estimate QLD’s share of the 2023
rebate based on the ABS CPI weight. According to the ABS,
Brisbane represents 9% of total electricity in the CPI. On this
basis, Brisbane was responsible for -1.2ppt of the 13.6% fall in
electricity prices due to the introduction of the rebates in July
2023. Note that electricity prices in the Monthly CPI rose 6.0%
in July as the underlying bills rose 19.6% in the month before the
rebates were applied.

Excluding QLD, if the state and the federal governments repeat
the rebate programmes with QLD doubling their rebate the net
impact in July 2024 will be -14.8ppt decline in electricity prices
added to the -2.5% fall in the base bills. From there, we assume
a similar profile for rebates seen in the last 12 months which will
see prices rise from September closing the gap with base bills in
the March quarter of 2025. Visually our electricity profile, both
with and without rebates, is on the right and you can see that
electricity rebates will be deflationary in the September quarter
before turning inflationary Q4 2024 and Q1 2025.

These assumptions will see electricity prices fall almost 17%
in the September quarter subtracting -0.38ppt from the CPI
before lifting 10% (+0.24ppt) in the December quarter and 8%
(0.18ppt) in the March quarter of 2025 as the rebates roll of.

Of course, the rebates may not be implemented as we have as-
sumed. The recent Victorian budget made no announcement in
regards to an extension of their rebate programme. We will be
closely watching the Federal budget next week and will adjust
our forecasts where necessary.

Key fuel price indicators

Jun-24 Sep-24 Dec-24 Mar-25 Jun-25

AUD/USD (index) 0.66 0.69 0.70 0.71 0.72
AUD/USD %yr  (%yr)  -1.0 4.7 7.0 7.4 8.2
Brent US$/bbl 89 87 82 79 79
Brent (%yr) 15.1 1.6 -0.7 -3.2 -1.3

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

Wholesale gas vs. electricity futures
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Rebates to have a higger net impact in 2024
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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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Auto fuel boosting the June forecast

Rising crude oil prices and a weak Australian dollar have boost-
ed fuel pump prices in Australia. The decline in global diesel
prices did take out some of the sting, but not by enough to
prevent our forecast 4.3% rise in auto fuel in the June quarter
(0.16ppt contribution). From there we expect a combination

of weaker global crude oil prices, down from around US$90/
bbl in June quarter to US$82/bbl in the December quarter, and
a stronger Australian dollar will see fuel prices falling from late
2024 and into the first half of 2025.

House prices vs CPI new dwelling prices
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Housing inflation to peak in 2024

Outside of policy induced volatility in electricity prices, hous-
ing is set to remain a source of domestic inflationary pressure.
As the boost from the COVID Home Builder grants faded, new
dwelling price inflation eased back from more than 30%yr to
around 5%yr. We are expecting new dwelling price inflation

to continue to moderate from here but while we have seen a
moderation in construction inputs inflation input prices remain
elevated keeping margins tight as so any moderation dwelling
prices will be slow.

We are already seeing the seeds being sown for a moderation
in rental inflation. As working age population growth peaked
in the September quarter of 2023, the rate of growth in asking
rents slowed. We expect the annual pace of working age pop-
ulation growth to be closer to the pre-COVID trend of around
1.7%yr by the first half of 2026 and this should further help to
moderate rent inflation.

Construction inputs in Aust. dollars
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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

Australian fuels pump prices
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Population growth vs CPl rents
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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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Market services inflation has peaked but remains sticky

Market services excluding “volatile items” inflation peaked at
6.8%yr in March 2023 then moderated to 4.5%yr by December
2023 before slowing further to 4.3%yr to in March 2024. We
also highlight that the two-quarter annualised pace in March
was 3.9%yr (seasonally adjusted), well down from the peak of
82%yr in December 2022. We also note that the two quarter
annualise pace of inflation for restaurants and take out food was
2.6%yr and 3.2%yr respectively (seasonally adjusted).

Our current forecasts have market services excluding “volatile
items” inflation slowing to 4.0%yr in the June quarter from
where we expect it to be sticky around 4%. Given our forecasts
for a moderation in wage inflation plus improving productivity,
we expect the pace of growth in unit labour costs to slow to a
bit more than 2%yr by June 2025. Given that market services
inflation has generally runs a touch faster than unit labour costs
inflation, we feel our forecasts are a logical central tendency.

However, given the cost-of-living pressures on households
and restricted growth in per capita spending, as well as wage
inflation moderating to around 3%yr by end 2025, we do see
possible downside risks to this forecast.

Wages and market services inflation
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Inflationary expectations have eased but still elevated

The trend in the Melbourne Institute symmetrical inflationary
expectations has moderated from a peak of 6.0%yr in July 2022
but at 4.4%yr in April they are only just back to the long run
average. As such, expectations are still a touch higher than the
pre-COVID average of 3.7%yr (2015 to 2019). So while inflation-
ary expectations do not pose a risk, given they remain higher
than the pre-COVID period they will remain on the RBA’s radar.

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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April Monthly CPI will see a fuel and electricity boost

Our preliminary forecast for the April Monthly CPI Indicator is
0.7%mth/3.5%yr. Driving this forecast is a solid lift in auto fuel
while electricity prices are set to rise as the various govern-
ment rebates roll off. Electricity price rose 4.8% in March as
the rebates started to expire. The ABS estimates that the gap
between the base power bills and electricity prices as reported

Monthly CPI Indicator & Apr forecasts (%yr)

in the Monthly CPI Indicator was 9.4% in March. We expect this Food 4.4 3.6 3.5 3.4
gap to close by June. Adding to the rise in the Monthly Indicator of which, bread & cereals 7.4 7.0 7.3 5.9
will be a solid gain in holiday travel & accommodation. of which, meat & seafood -2.0 -2.0 -0.9 -1.0
of which, dairy & related prod. 5.0 4.2 2.9 3.1
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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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to someone regarding any security mentioned herein, please contact WCM on +1 212 389 1269. Investing in any non-U.S. securities or relat-
ed financial instruments mentioned in this communication may present certain risks.
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Disclaimer continued

The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the SEC in the United States. Information
on such non-U.S. securities or related financial instruments may be limited. Non-U.S. companies may not be subject to audit and reporting
standards and regulatory requirements comparable to those in effect in the United States. The value of any investment or income from
any securities or related derivative instruments denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations
that may have a positive or adverse effect on the value of or income from such securities or related derivative instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or
associated person of WCM or any other U.S. broker-dealer under the rules of FINRA, any other U.S. self-regulatory organisation, or the
laws, rules or regulations of any State. Unless otherwise specifically stated, the views expressed herein are solely those of the author
and may differ from the information, views or analysis expressed by Westpac and/or its affiliates.

UK and EU: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is
subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number:
124586). The London branch of Westpac is registered at Companies House as a branch established in the United Kingdom (Branch No.
BROOO0106). Details about the extent of the regulation of Westpac’s London branch by the PRA are available from us on request.

Westpac Europe GmbH (“WEG”) is authorised in Germany by the Federal Financial Supervision Authority (‘BaFin’) and subject to

its regulation. WEG'’s supervisory authorities are BaFin and the German Federal Bank (‘Deutsche Bundesbank’). WEG is registered
with the commercial register (‘Handelsregister’) of the local court of Frankfurt am Main under registration number HRB 118483. In
accordance with APRA’s Prudential Standard 222 ‘Association with Related Entities’, Westpac does not stand behind WEG other than
as provided for in certain legal agreements (a risk transfer, sub-participation and collateral agreement) between Westpac and WEG and
obligations of WEG do not represent liabilities of Westpac.

This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation. This communication is not being made to or distributed to, and must
not be passed on to, the general public in the United Kingdom. Rather, this communication is being made only to and is directed at (a)
those persons falling within the definition of Investment Professionals (set out in Article 19(5) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the “Order”)); (b) those persons falling within the definition of high net worth companies,
unincorporated associations etc. (set out in Article 49(2)of the Order; (c) other persons to whom it may lawfully be communicated in
accordance with the Order or (d) any persons to whom it may otherwise lawfully be made (all such persons together being referred
to as “relevant persons”). Any person who is not a relevant person should not act or rely on this communication or any of its contents.
In the same way, the information contained in this communication is intended for “eligible counterparties” and “professional clients” as
defined by the rules of the Financial Conduct Authority and is not intended for “retail clients”. Westpac expressly prohibits you from
passing on the information in this communication to any third party.

This communication contains general commentary, research, and market colour. The communication does not constitute investment
advice. The material may contain an ‘investment recommendation’ and/or ‘information recommending or suggesting an investment’, both
as defined in Regulation (EU) No 596/2014 (including as applicable in the United Kingdom) (“MAR”). In accordance with the relevant
provisions of MAR, reasonable care has been taken to ensure that the material has been objectively presented and that interests or
conflicts of interest of the sender concerning the financial instruments to which that information relates have been disclosed.

Investment recommendations must be read alongside the specific disclosure which accompanies them and the general disclosure
which can be found here:_https:/www.westpacig.com.au/terms-and-conditions/investment-recommendation-disclosure. Such
disclosure fulfils certain additional information requirements of MAR and associated delegated legislation and by accepting this
communication you acknowledge that you are aware of the existence of such additional disclosure and its contents.

To the extent this communication comprises an investment recommendation it is classified as non-independent research. It has not
been prepared in accordance with legal requirements designed to promote the independence of investment research and therefore
constitutes a marketing communication. Further, this communication is not subject to any prohibition on dealing ahead of the
dissemination of investment research.
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