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INFLATION SEPTEMBER

QUARTERLY CPI PREVIEW

Fuel & cost of living rebates offsets housing inflation

[ ]
Key pomts Breakdown Sep Quarter CPI & Sep Monthly CPI
Sep f/c Jul Aug Sep f/c
- We confirm our September quarter Gtr Mth Mth  Mth
CPI near-cast of 0.3%qtr/2.9%yr. Item %atr %mth %mth % mth
Food 0.9 0.4 0.5 0.2
H of which, bread & cereals 0.8 1.0 -0.1 0.3
- Our Septe!nber Monthly CPI Indicator o wiich. oot & soafood 0 10 os o5
near-cast is 0.2%mth/2.2%yr. of which, dairy & related prod. 01 00 00 07
of which, fruit & vegetables 2.3 0.7 0.7 0.2
. Various energy rebates and Cost_ of WhECh’ food products nec 0.6 0.5 0.1 0.7
.. . A of which, non-alcohol bev. 0.1 -0.2 -0.1 -0.2
of-living assistance are driving Alcohol & tobacco 11 0.3 0.6 1.0
headline inflation down to the lower orwhich: sleonol E S
ich, . . -0. .
half of the RBA’s target band. Clothing & footwear 05 09 -04 -0
of which, garments -1.0 1.3 -0.5 -0.1
- We expect the underlying pace Housing 01 -01 -3 03
R p . y g p of which, rents 1.8 0.6 0.6 0.5
of inflation, which excludes most e — 12 04 o1 o4
of the |mpact of those rebates/ of which, electricity -16.2 -6.4 -14.6 -5.0
. . of which, gas & other fuels 6.0 5.7 0.9 0.5
aSS|Stance; Contlnued tO mOderate- H/hold contents & services 0.6 0.3 0.3 0.0
Health 0.2 0.0 0.0 0.3
« Our Trimmed Mean estimate for Transportation -23 -08 -0.8 17
R f which, auto fuel -7.0 -2.6 =31 -4.8
the September quarter remains Commu 2 o 17 o4 os
0.7%qtr with the annual pace Recreation 12 11 -02 11
. f which, holiday t | 1.0 -2.4 -1.4 2.2
easing back to 3.5%yr from e T
3_9%yr in the June quarter_ Financial & insurance services 1.0 0.0 0.5 0.5
CPI: All groups 0.3 0.0 -0.2 0.2
- The September month provides
a critical update on prices
- “ (J o (]
that are surveyed in the last Critical update on energy prices
month of the quarter which . . s 99
. quarte and services inflation.
includes many 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 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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Fuel & rebates shaving half a percent off the CPI

Justin Smirk
Senior Economist

August Monthly CPI printed as expected

The August print of 2.7%yr was in line with Westpac’s
forecast and the median market expectation. There
was further disinflation in services and underlying
measures show inflation (outside electricity prices)
continued to ease in August.

As we have previously emphasised, the Monthly

CPI Indicator provides only a partial update on the
consumer basket, with the first month of the quarter
skewed towards goods while more services appear in
the second and third month of the quarter. It is these
unknown services prices, for which we have few leading
indicators for, that makes forecasting the final month of
the quarter quite tricky at times.

September update of quarterly prices

The components of the CPI that will get a quarterly
update in the September Monthly CPI indicator, and wiill
also appear as reported in the quarterly CPI, are:

* Maintenance & repairs of dwellings (4.4%mth/qtr)
* Water & sewerage (5.1%mth/qtr)

e Childcare (1.0%mth/qtr)

e Pharmaceutical products (-1.1%mth/qtr)

» Therapeutic appliances & equipment (1.1%mth/qtr)
* Medical & hospital services (0.3%mth/qtr)

» Dental services (2.5%mth/qtr)

* Motor vehicles (-0.6%mth/qtr)

* Books (0.0%mth/qtr)

* Newspapers, magazines & stationery (1.4%mth/qtr)
» Veterinary & other services for pets (2.4%mth/qtr)
e Other financial services (0.7%mth/qtr)

Energy rebates continue to dominate the CPI

The various cost-of-living relief measures, most notably
the electricity rebates, had a significant impact in
August. The Commonwealth energy bill relief fund
rebates flowed to Qld and WA in July, while other
jurisdictions followed in August. Qld, WA and Tas also
had state specific rebates. Electricity declined -6.4%

in July and a further -14.6% in August (we had been
expecting -15% in August). Without the rebates, the
ABS estimates electricity would have risen 0.9% in July
and been flat in August.

It is difficult to assess how the rebates are applied, and
thus their impact on actual bills, so estimating their
impact and timing on the CPI can be difficult. As we do
not get breakdown of the capital cities Monthly CPI, we
cannot get a clear picture on just how much of each

Breakdown of CPI: Jun actual, Sep forecast

Jun 2024 Sep 2024 fcs
Item % qtr contrib % qtr contrib
Food 1.2 0.21 0.9 0.15
of which, Fruit & vegetables 6.3 0.13 2.3 0.05
Alcohol & tobacco 1.5 0.10 11 0.08
of which, Tobacco 3.0 0.07 1.7 0.04
Clothing & footwear 3.1 0.10 -0.5 =-0.02
Housing 1.1 0.25 0.1 0.02
of which, Rents 2.0 0.12 1.8 on
of which, House purchases 11 0.09 1.2 0.10
of which, Utilities 0.8 0.03 -6.5 -0.26
H/hold contents & services 0.8 0.07 0.6 0.04
Health 1.5 0.10 0.2 0.02
of which, Pharmaceuticals -0.6 -0.01 -11 -0.01
Transportation 0.9 0.10 -2.3 -0.26
of which, Car prices -0.3 -0.01 -0.5 -0.02
of which, Auto fuel 1.7 0.06 -7.0 -0.26
Communication -0.8 -0.02 0.8 0.02
Recreation 0.5 0.06 11 0.14
of which, Audio visual & comp. 1.0 0.02 0.7 0.01
of which, Holiday travel 0.9 0.05 1.0 0.06
Education 0.2 0.01 0.1 0.00
Financial & insurance services 1.2 0.07 1.0 0.06
CPI: All groups 1.0 - 0.3 -
CPI: All groups % year 3.8 - 2.8 -

Sources: ABS, RBA, Westpac Banking Corporation

state’s expected rebates has already flowed through to
consumers and how much more is still to come.

We are looking for a further -5% fall in the month of
September as the NSW and Vic rebates continue to
kick in on top of the existing rebates in the other states.
Also recall that the Qld government has provided an
additional $1,000 lump sum rebate which will last over
a number of months and could push the net ‘out-of-
pocket’ cost of electricity close to zero in Brisbane (see
Chart 1 for monthly national electricity prices).

All up we are looking for electricity to fall -16.2% in the
September quarter.

Housing cost pressures moderate due to rebates

Rents gained an average of 0.7% per month through
the first half of the year with the last three months
seeing a 0.6% rise each month. The indexation of

the Commonwealth Rental Assistance to the CPI
occurred on the 20th of September so while most of
its impact will be felt in October, some will also be felt in
September. We have pencilled in a 0.5% increase for the

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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month of September but see any risk to this being to the
downside (see Chart 2). Rents are expected to rise 1.8%
in the September quarter then moderate from there.

Dwelling prices gained an average of 0.4% per month
through the first half of the year, with the last two
months gaining 0.4% and then 0.1% respectively. The
monthly pace should continue at around 0.4% per
month into the first half of 2025 and have pencilled in a
0.4% gain in September. This should see dwellings rise
1.2% in the September quarter and with the peaking in
population grow, so to will rent inflation (see Chart 3).

The decline in electricity prices will mostly offset the
rise in rents and dwelling prices with total housing
costs forecast to rise 0.1% in the September quarter,
contributing just 0.02ppt to the CPI.

Auto fuel fell through the September quarter

The pump price for auto fuel, both petrol and diesel, fell
2.6% in July and a further 3.1% in August (see Chart 4)
as crude oil continued to weaken on the back of softer
demand and robust supply, particularly from North
America (see the Commodities Update in the October
Market Outlook). While the outlook may have become

a bit more uncertain given the ongoing conflict in the
Middle East, pump prices continued to fall through
September and are expected to do so again in October.
We are looking for a -4.8%mth fall in auto fuel in

September which will see it decline -7.0% in the quarter.

While easing food remains inflationary

Food prices gained 0.4% in July and a further 0.5% in
August. Some moderation in food inflation is expected
in September, particularly for bread & cereals, meat &
seafood and non-alcoholic beverages, resulting a 0.2%
rise in the month. All up we are expecting food to rise
0.9% in the September quarter.

Indexation hoost tobacco prices

Alcohol & tobacco gained 0.3% in July and 0.6% in
August. The tobacco excise is indexed to the CPI

in March and September and thus will boost the
September print. We are looking for alcohol & tobacco
to gain 1.0% in the month of September which will see a
quarterly increase of 1.1%.

September month is seasonally stronger

Based on the current seasonal pattern, you could
expect a 0.2% gain in the month of September due to
seasonality. With rounding, this will see the seasonally
adjusted Monthly CPI Indicator fall -0.1%mth, taking the
annual pace to 2.3%yr from 2.7%yr.

All groups excluding volatile items is forecast to rise
0.3%mth, with the annual pace easing to 2.7%yr from
2.9%yr. All groups excluding volatile and holidays is
forecast to rise 0.2% with the annual pace easing to
2.9%yr from 3.0%yr.

1. Rebates to drive electricity prices lower

Monthly electricity prices
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Use the Inflation Gauge cautiously

Westpac has long analysed the Melbourne Institute (Ml)
Inflation Gauge as a leading indicator for CPI Inflation.
We have found that, over time, it can be a useful
indicator of broad trends in inflation. However, it should
be used judiciously when trying to compare directly to
the CPI on a quarterly or monthly basis. For as you can
see in Chart 5, there are times when it can diverge from
the CPI in a meaningful way. And as the Inflation Gauge
is a bit of a black box, compared to all the detailed
components available from the Monthly CPI Indicator,
we cannot explain the reason for the divergence. For
this reason, we note with some optimism the continuing
disinflationary trend in the Ml Inflation Gauge but, just
the RBA Governor noted in a Q&A session at a recent
speech, will wait for it to be confirmed in the Monthly
and Quarterly CPls.

4. Crude below US$80/bbl is disinflationary
Petrol/diesel prices vs monthly CPl auto fuel
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Breakdown Monthly CPI Indicator

Jun Jul Aug Sep f/c

Qtr Mth Mth Mth

Item % yr % yr % yr % yr
Food 3.3 3.8 3.4 4.0
of which, bread & cereals 3.4 4.4 2.5 2.2
of which, meat & seafood -0.2 0.2 0.2 1.0
of which, dairy & related prod. 1.6 -0.2 -0.2 1.0
of which, fruit & vegetables 3.6 7.5 9.6 13.4
of which, food products nec 3.7 4.3 4.2 4.3
of which, non-alcohol bev. 6.1 4.9 5.1 5.1
Alcohol & tobacco 6.9 7.2 6.6 5.6
of which, alcohol 3.4 3.7 3.0 1.9
of which, tobacco 13.8 13.9 13.4 13.0
Clothing & footwear 3.6 1.9 1.7 1.9
of which, garments 4.4 3.1 2.7 3.0
Housing 5.5 4.0 2.6 2.1
of which, rents 7.1 6.9 6.8 7.0
of which, house purchases 5.4 5.0 51 4.8
of which, electricity 7.5 -51 -17.9 -22.2
of which, gas & other fuels -0.6 2.7 3.2 3.5
H/hold contents & services =-1.1 -0.9 -0.9 0.4
Health 5.3 5.3 5.3 5.1
Transportation 4.2 3.4 -1.1 -4.0
of which, auto fuel 6.6 4.0 -7.6 -14.9
Communication 1.0 1.9 -0.2 -0.2
Recreation 0.6 1.1 2.5 1.6
of which, holiday travel -0.7 0.2 2.8 0.7
Education 5.6 5.6 5.4 6.1
Financial & insurance services 6.4 6.4 6.2 5.9
CPI: All groups 3.8 3.5 2.7 2.2

5. Inflation Gauge vs Monthly CPI
CPI Monthly/Quarterly vs. M Inflation Gauge
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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. 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.

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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