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INFLATION DECEMBER

QUARTER CPI PREVIEW

Dwellings drive a moderation in core inflation

[

Key pomts Breakdown: Dec Quarter CPl & Dec Monthly CPI
Dec f/c Oct Nov Dec f/c
- Westpac’s December quarter CPI Gtr  Mth  Mth  Mth
near-cast is 0.3%qtr/2.5%yr. Our Item %qtr % mth %mth % mth
. Food 0.2 0.1 0.5 0.3
December Monthly CPI Indlcator of which, bread & cereals 1.7 1.3 0.4 0.9
near-cast is O.9%mth/2.5%yr. of which, meat & seafood 0.7 0.5 0.2 -0.2
of which, dairy & related prod. -0.5 -1.0 0.9 0.7
H - of which, fruit & vegetables -2.9 -0.6 -0.2 -0.3
¢ VarI-OE]S ener_gy rebates and COSt of which, food products nec 1.2 0.0 0.5 1.4
of-living assistance have helped of which, non-alcohol bev. 02 02 03 07
= = = . . Alcohol & tobacco 2.7 1.0 0.3 0.1
drl_ve headline inflation to the mid- e o2 o4 ol
point of the RBA’s target band. of which, tobacco 58 28 01 02
Clothing & footwear 0.3 0.4 -0.4 1.0
- Our Trimmed Mean estimate for the of which, garments 02 02 07 17
. . Housing -0.7 -1.0 17 0.7
December quarter is 0.6%, with the of which, rents 06 -03 06 06
H o of which, house purchases -0.2 0.1 -0.6 0.2
annual pace easing back to 3'3A’yr of which, electricity -8.0 -12.3 22.4 5.0
from 3.5%yr and the two-quarter of which, gas & other fuels 10 A3 32 -05
annualised pace dropping tO 2 7%yr H/hold contents & services 0.2 -0.6 0.3 0.8
- - Health -0.1 0.0 0.0 -0.1
. Transportation -0.8 0.0 0.3 0.6
. The CPI and the Trimmed Mean are o wiilielh, et fuel 2.4 -01 0.9 22
‘soft’ estimates (that are rounding up Communication 04 02 07  -OI
. Recreation 0.6 -1.3 -0.1 3.8
to the second decimal place) so we of which, holiday travel 1 20 A3 7.9
H H Education -0.1 -0.1 0.0 0.0
see mOdeSt downSIde rISkS tO bOth Financial & insurance services 1.2 0.2 0.2 0.9
CPI: All groups 0.3 -0.3 0.5 0.9

- We estimate that energy rebates,
the increase in rental assistance
and public transport fare subsidies « . .
shaved 0.3ppt off the CPI and O.1ppt A meaningful step-down in
off the Trimmed Mean in Q4. core inflation momentum”

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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Cost of living assistance shaves 0.3ppt in 04

Q

Justin Smirk
Senior Economist

Nov Monthly CPI: Energy hounces but dwellings fall
The November print was a touch stronger than Westpac’s
near-cast of 2.2%yr (the market median was also 2.2%yr).
In the month, the CPI Indicator lifted 0.5% compared to
Westpac’s near-cast of 0.4%. Due to the larger-than-
expected jump in electricity prices in November, and given
we are unlikely to see a full reversal in December, we had to
revise up our electricity estimate for the December quarter
CPI. Offsetting some of the rise in electricity prices was a
fall in dwelling prices, which captures both new builds and
renovations. They fell -0.6% in November following a very
modest 0.1% gain in October and a surprising —0.1% fall in
September.

As we have previously emphasised, the Monthly CPI Indicator
provides a partial update on the CPI basket, with the first
month of the quarter skewed towards goods while more
services appear in the second and third month of the quarter.
The remaining unknown services, for which we have few
leading indicators for, make estimating the final month of the
quarter quite tricky. Nevertheless, the increase in electricity
prices has led us to revise up our CPI estimate for the
December quarter to 0.3%.

However, for the Trimmed Mean, the softer-than-expected
dwelling prices result is more important as electricity is
currently being trimmed out. Our Trimmed Mean estimate is
unchanged at 0.6%, but we now see a downside risk to this
estimate with the annual pace rounding slightly to 3.3%yr
rather than the earlier estimate of 3.4%yr.

December update of quarterly prices

The components of the CPI that will get a quarterly update
in the December Monthly CPI indicator, and will also appear
as reported in the quarterly CPI, are the following (Westpac
forecasts in brackets):

¢ Water & sewerage (0.0%)
e Childcare (-2.3%)
¢ Pharmaceutical products (-1.7%)

Therapeutic appliances & equipment (—0.3%)
Medical & hospital services (0.2%)

* Dental services (0.1%)

Motor vehicles (—0.2%)

Books (-1.8%)

¢ Newspapers, magazines & stationery (-0.2%)

Veterinary & other services for pets (0.1%)

Other financial services (1.3%)

Breakdown of qtr CPI: Sep actual, Dec forecast

Sep 2024 Dec 2024 fcs
Item % qtr contrib % qtr contrib
Food 0.6 0.10 0.2 0.04
of which, Fruit & vegetables 1.0 0.02 -2.9 -0.06
Alcohol & tobacco 1.3 0.09 2.7 0.19
of which, Tobacco 1.7 0.04 5.8 0.13
Clothing & footwear -0.7 -0.02 0.3 0.01
Housing -0.1 -0.03 -0.7 -0.14
of which, Rents 1.6 0.10 0.6 0.04
of which, House purchases 1.0 0.08 -0.2 -0.02
of which, Utilities -7.6 -0.31 -4.2 -0.16
H/hold contents & services 0.9 0.07 0.2 0.01
Health -0.1 -0.01 -0.1 -0.01
of which, Pharmaceuticals -1.6 -0.02 -1.7 -0.02
Transportation -2.2 -0.25 -0.8 -0.10
of which, Car prices -0.8 -0.03 -0.2 -0.01
of which, Auto fuel -6.7 -0.25 -2.4 -0.08
Communication 0.5 0.01 0.4 0.01
Recreation 1.3 0.16 0.6 0.07
of which, Audio visual & comp. 1.0 0.02 -0.1 0.00
of which, Holiday travel 1.4 0.08 11 0.07
Education 0.4 0.02 -0.1 0.00
Financial & insurance services 1.2 0.07 1.2 0.07
CPI: All groups 0.2 - 0.3 -
CPI: All groups % year 2.8 - 2.5 -

Sources: ABS, RBA, Westpac Banking Corporation

Energy rebates continue to dominate CPI

The anticipated jump in electricity prices presented in
November, with a reported 22% rise due to the return to a
single monthly instalment of the 2024-25 Commonwealth
Energy Bill Relief Fund (EBRF) rebate for all households

in SA, Tasmania, NT and ACT, and for most households in
NSW and Victoria. Differences in the roll out schedule of the
2024-25 EBRF rebates meant that households in these last
two states received catch up payments (two instalments)
in October then nothing in November. The first instalments
of 2024-25 Commonwealth and State rebates in Western
Australia were also used up in November.

It is difficult to assess how the rebates are used, and thus
their impact on actual bills, so it is hard to get a clear estimate
of their impact and timing on the CPI. We do know that
households in WA will receive their second instalments of
both Commonwealth and State rebates from December 2024.
What we don’t know is just how much of the Qld $1,000
lump sum remains with households in that state and thus

we cannot estimate the size of the bounce to expect from
Brisbane electricity prices.

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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In addition, as we do not get a breakdown of the capital

cities in the Monthly CPI Indicator so we cannot get a clear
picture on just how much of each state’s expected rebates has
already flowed through to consumers and how much more is
still to come (see Chart 1).

For electricity, we are looking for a 5% gain in the month of
December. All up we are looking for electricity to fall -8.0%
in the December quarter.

Housing disinflationary in the December quarter
Rents gained an average of 0.7% per month through the first
half of the year then moderated to 0.6% per month through
the September quarter. The indexation of the Commonwealth
Rental Assistance occurred on September 20th, so there was
a modest 0.1% increase in September and a —0.3% decline in
October followed by a 0.6% increase in November; a return
to the pre-Rental Assistance adjustment trend. We have
pencilled in a 0.6% increase for the month of December which
would give a 0.6% rise for the quarter. This is a moderation
from the 1.6% rise in the September quarter and will see rents
be included in the Trimmed Mean and thus help generate a
softer core inflation print (see Chart 2).

Dwelling prices gained an average of 0.4% per month through
the first half of the year before lifting 0.4% in July, 0.1% in
August then declining —0.1% in September, a small 0.1% gain
in October before the surprising —0.6% decline in November.
This is a marked downward shift in dwelling inflation. In the
November Monthly CPI Indicator the ABS noted the fall was
“mainly due to builders offering discounts and promotional
offers to entice business”. Westpac has pencilled in a modest
0.2% increase in December but there is a clear risk dwelling
prices could fall again. A 0.2% increase in December would
see a quarterly average of —0.2%, the first quarterly decline
since June 2021 (see Chart 3).

This decline in dwelling prices will be included in the Trimmed
Mean and is an important part of the story behind the
moderation in core inflation.

Indexation boost to tobacco is getting smaller
The tobacco excise is indexed to the average weekly ordinary
time earnings (AWOTE) wages measure in September, and
therefore boosts prices in that month. In addition to the
regular indexation, the excise is also increased by 5% per year
from 1 September 2023 to 1 September 2025. This generated
an out-sized gain in the December quarter 2023 (7.0%) and
we expect to see this again in 2024 (5.8%) and something
similar in 2025 (4.9%), the gains getting smaller due the
moderation in wages growth.

From the Monthly CPI Indicator, tobacco lifted 4.4% in
September, 2.8% in October and then 0.1% in November. Our
estimate of a 0.2% increase in December will give us a 5.8%
quarter average change.

1. Rebates impact reverses in 2025
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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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Downside risk on the Trimmed Mean

Our Trimmed Mean estimate of 0.6% is rounded up from
0.57% at two decimal places, whereas our preliminary
estimate (pre the November Monthly CPI) was rounded down
from two decimal places. For this reason, we see a greater
risk of a 0.5% than a 0.7% print in Q4. Of note, we have the
decline in dwelling prices (-0.2%) and the soft print on rents
(0.6%) that are helping produce the softest quarterly print on
core inflation since June 2021. There is a clear risk we could
see a bit of a rebound in housing costs in early 2025. Note
that the lower bound for items being included in the Trimmed
Mean is currently —0.7% while the upper bound is +1.6%.

The annual pace of the Trimmed Mean is estimated to be
3.3%yr, a moderation from the 3.5%yr in September and
4.0% in June while the two-quarter annualised pace is down
to 2.7%yr, well within the RBA’s target band and the slowest
pace since September 2021.

Clear impact of cost-of-living assistance

As noted in our economic bulletin — Energy rebates have a
meaningful impact on the CPI — our analysis suggests that
the energy rebates had a significant impact in moderating
CPl inflation but had little impact on the trimmed mean. We
have expanded this analysis to also include rental assistance
as well as the public transport subsidies. We find that the
cost-of-living assistance trimmed 0.4ppt off the CPI in the
September quarter and a further 0.3ppt off in the December
quarter. All up, Westpac estimates that CPI inflation in the
year to December 2024 would have been 3.2%yr rather than
the 2.5% we are estimating with the assistance.

Again, due to trimming, the impact on core inflation is much
smaller (see Chart 5) and we estimate it to be worth just
—0.1ppt in the December quarter. As shown in the table
overleaf, without this assistance, core inflation would print
3.4% in the year to the December quarter, on par with the
RBA’s estimate, compared to our near-cast of 3.3%yr.

5. Core inflation remains a good guide
As published and excluding energy rebates
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4. Tobacco inflation peaking
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Impact of rebates on CPl inflation

CPI CPI CPI CPI

ex rebates ex rebates with rebates with rebates

% qtr % yr % qtr % yr
Jun-22 1.8 6.1 1.8 6.1
Sep-22 2.1 7.6 1.8 7.3
Dec-22 1.5 7.7 1.9 7.8
Mar-23 1.5 7.0 1.4 7.0
Jun-23 0.8 6.0 0.8 6.0
Sep-23 1.6 54 1.2 54
Dec-23 0.7 4.7 0.6 4]
Mar-24 11 4.3 1.0 3.6
Jun-24 0.9 4.3 1.0 3.8
Sep-24 0.6 3.4 0.2 2.8
Dec-24 (f) 0.6 3.2 0.3 2.5

Rebates have little impact on core inflation

™ ™ ™ ™

ex rebates ex rebates with rebates with rebates

% qtr % yr % qtr % yr
Jun-22 1.6 4.9 1.6 4.9
Sep-22 1.9 6.1 1.8 6.0
Dec-22 1.6 6.7 1.7 6.8
Mar-23 1.2 6.4 1.2 6.5
Jun-23 0.9 5.7 0.9 5.8
Sep-23 1.3 51 1.2 5.1
Dec-23 0.9 4.3 0.8 4.2
Mar-24 11 4.2 1.0 4.0
Jun-24 0.8 4. 0.9 4.0
Sep-24 0.8 3.6 0.8 3.5
Dec-24 (f) 0.7 3.4 0.6 3.3

>

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 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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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. 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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