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2 September 2025

INFLATION

FORECAST REVISIONS

Sep quarter firmer but year-end forecasts unchanged

inflationary pressures. Accordingly, our
end-2025 forecasts remain unchanged.

Our Trimmed Mean estimate is 0.67%
at two decimal places, which rounds
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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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Monthly surprise but broader outlook remains steacdy

+ Justin Smirk
/' Senior Economist

/
/

July CPI bumped higher pushing on the quarter
Inflation came in hotter than expected in the July Monthly
CPI Indicator, printing at 2.9%yr, well above the market
expectation of 2.3% and even the top-end forecast of 2.7%.
The Trimmed Mean also rose sharply, from 2.1% to 2.9%yr,
which might suggest inflation is re-accelerating.

For a deeper dive into the July CPI data, please refer to our
earlier update “July Monthly CPI Indicator” and the short video
“Inflation comes in hotter than expected”

While we accept that the headline print from the July data
suggests some upside risk to our September quarter CPI
estimates, we also think the result should be treated with
care.

Firstly, readers will remember that the Monthly CPI Indicator
is so named as it is not a full monthly CPI but rather the
progressive release of the partial estimates of the quarterly
survey as they become available with some components only
surveyed once a quarter or even annually. As such, we can
not simply average three months to derive a reliable quarterly
result.

Secondly the entire upside surprise can be traced to two key
factors:

¢ A larger-than-expected increase in electricity prices, driven
by the unwinding of cost-of-living rebates and the rise in
Default Market Offer rates; and

¢ A significant spike in domestic holiday travel &
accommodation associated with school holidays.

Similarly, while the up-tick in the various core measures is a
cautionary signal, it’s also important to remember:

* The Monthly Trimmed Mean has consistently run below its
quarterly counterpart since 2024, and

e The acceleration to 2.7%yr simply brings the monthly
measure into line with the latest quarterly Trimmed Mean.

Overall, we now see upside to our September quarter
estimates: currently 0.8%qtr for the headline CPIl and 0.6%qtr
for the Trimmed Mean. Accordingly, we have revised these
forecasts up to:

e 1.1%qtr/2.9%yr for the CPI, and
e 0.7%qtr/2.5%yr for the Trimmed Mean.

However, since these movements are largely due to timing
effects — namely, the removal of power rebates and seasonal
travel costs — rather than a fundamental shift in inflationary
pressure, our end-2025 forecasts remain unchanged.

Breakdown Monthly CPl Indicator

May Jun Jul Aug f/c

Mth Mth Mth Mth

Item % mth % mth % mth % mth
Food 0.5 0.3 0.1 0.4
of which, bread & cereals 0.4 -0.1 0.7 -0.1
of which, meat & seafood 0.2 -0.3 0.1 0.4
of which, dairy & related prod. 0.9 0.1 -0.1 0.5
of which, fruit & vegetables -0.2 2.3 0.7 0.4
of which, food products nec 0.5 0.1 0.4 0.0
of which, non-alcohol bev. 0.3 0.4 0.1 0.1
Alcohol & tobacco 0.3 -0.2 1.1 0.2
of which, alcohol 0.4 -0.2 1.0 0.4
of which, tobacco 0.1 -0.3 1.3 -0.3
Clothing & footwear -0.4 -0.9 1.7 -0.7
of which, garments -0.7 -1.6 1.3 -11
Housing 1.7 0.2 1.9 0.2
of which, rents 0.6 0.3 0.3 0.3
of which, house purchases -0.6 0.2 0.4 0.2
of which, electricity 22.4 -0.4 13.0 0.0
of which, gas & other fuels 3.2 0.5 6.2 0.9
H/hold contents & services 0.3 0.0 0.4 0.1
Health 0.0 -0.9 0.0 0.0
Transportation 0.3 0.9 0.1 0.5
of which, auto fuel 0.9 3.5 0.0 0.3
Communication 0.7 -0.9 1.6 -0.5
Recreation -0.1 1.3 2.2 -1.5
of which, holiday travel -1.3 2.4 4.7 -3.6
Education 0.0 0.0 0.0 0.0
Financial & insurance services 0.2 0.5 0.0 -0.2
CPI: All groups 0.5 0.2 0.9 0.0

“... hotter than expected July inflation

does not mean the inflationary

trend is accelerating... ”

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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September quarter in detail
The 0.3ppt increase in our estimate of the September quarter
CPI can be put down to changes in just two items:

» Electricity prices: Following the larger-than-expected
increase in July, our estimate for utilities was revised from
8.0%qtr to 10.3%qtr, contributing 0.11 percentage points to
the overall revision.

e Holiday travel and accommodation: Revised from 1.4% to
2.6%aqtr, this category added 0.15 percentage points to the
revision.

There were also smaller upward revisions to:

e Fuel: From —0.5%qtr to +0.5%qtr.
¢ New dwelling purchases: From 0.5%qtr to 0.8%qtr.

Together, these two categories contributed just an additional
0.04 percentage points to the overall revision.

Lift in house purchase costs something to watch
House purchase costs rose 0.4% in July, surprising to the
upside. This continues the upward trend we've seen through
2025: from —0.2%qtr in the December quarter last year, to
—0.4%qtr in March, and then a 0.4%gqtr increase in June. The
July result suggests that prices are rising again, with the

ABS reporting it is largely driven by project home builders
increasing prices and scaling back discounts and promotional
offers, particularly in some cities (recall that this is the cost
of the building component of a new home, i.e. excluding land,
and hence can track very differently to dwelling prices).

We had been expecting a 0.2% monthly increase, so the 0.4%
rise represents a notable upside surprise.

According to the ABS, the increase reflects builders’ ability
to lift prices. This supports our view that a new positive
price trend is emerging. If house purchase costs continue to
rise at 0.2% per month, we would see a 0.8%qtr increase in
the September quarter. However, if the 0.4% monthly pace
persists, the quarterly increase could reach 1.0%, presenting
upside risk not only to our headline CPI estimate, but also to
our Trimmed Mean estimate (see more below).

Rent stable at 0.3% per month

Rents rose 0.3% in July, the fifth month in a row rents have
increased by 0.3%. We expect this to continue to at least
the end of the year, outside of October when an increase in
Commonwealth Government rental assistance on the 30th of
September is likely to lead to a small fall in reported rents.

Still some upside risk to electricity

As noted earlier, July saw a larger-than-expected increase in
electricity prices, driven by the unwinding of cost-of-living
rebates and the rise in Default Market Offer (DMO) rates.
Reported electricity bills rose 13% in the month, while
underlying power prices before rebates increased 5.1%,
reflecting the nationwide lift in DMO rates.

Overall, we estimate an 8% gap between the CPI-reported
level of electricity bills and the actual level before rebates.

Breakdown: Sep Quarter CPI & Monthly CPI

Sep Jun Jul Aug fcs

Qtr Mth Mth Mth

Item %yr %yr % yr % yr
Food 3.0 3.2 3.0 3.0
of which, bread & cereals 2.0 2.3 1.9 2.0
of which, meat & seafood 2.1 3.3 2.4 2.2
of which, dairy & related prod. 0.8 0.3 0.2 0.7
of which, fruit & vegetables 5.1 4.9 4.8 4.5
of which, food products nec 3.6 3.8 3.7 3.6
of which, non-alcohol bev. 6.0 515 5.7 5.8
Alcohol & tobacco 5.8 5.7 6.5 6.0
of which, alcohol 3.3 3.3 3.8 3.3
of which, tobacco 11.2 11.1 12.4 12.1
Clothing & footwear 2.3 1.4 2.3 2.0
of which, garments 0.9 1.2 1.2 0.6
Housing 5.1 1.6 3.6 5.2
of which, rents 3.9 4.2 3.9 3.6
of which, house purchases 0.5 0.4 0.4 0.5
of which, electricity 29.9 -6.3 13.1 32.4
of which, gas & other fuels 4.8 4.3 4.7 4.8
H/hold contents & services 0.6 0.9 0.9 0.7
Health 3.5 4.1 4.1 4.1
Transportation 0.2 -1.9 -1.0 0.4
of which, auto fuel -3.0 -8.0 -5.5 -2.1
Communication 1.0 0.9 0.8 0.7
Recreation 1.2 -0.7 2.6 1.3
of which, holiday travel 0.8 -3.7 3.3 1.0
Education 5.2 5.6 5.6 5.5
Financial & insurance services 2.5 3.1 3.1 2.4
CPI: All groups 2.9 1.9 2.8 3.1

Sources: ABS, Westpac Banking Corporation

Housing inflation - rents & dwellings
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Source: ABS, Macrobond, Westpac Economics

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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This suggests there is scope for a further sharp increase, even
without any additional rise in underlying power prices.

However, we do not expect this to occur in August, and

only anticipate a modest increase in September. The ABS
noted that households in NSW and the ACT did not receive
payments from the extended Commonwealth Energy Bill
Relief Fund (EBRF) in July. These payments are scheduled to
commence in August, which will likely temper the CPIl impact.

Taking all this into account, Westpac is forecasting a 14.6%
increase in electricity prices for the September quarter, though
we acknowledge there is a high degree of uncertainty around
this estimate.

Travel is a further hoost to September

According to the ABS, holiday travel & accommodation

prices rose 4.7% in July, driven primarily by a 7.9% increase

in domestic holiday travel & accommodation, reflecting
heightened demand during the July school holidays.
International holiday travel & accommodation also rose, albeit
more modestly, by 1.5%.

Both series are known for their volatility, which introduces
some uncertainty around how they will evolve over the next
two months.

For the September quarter, Westpac is forecasting:

* A 2.3% increase in domestic holiday travel and
accommodation, and

* A 0.2% increase in international holiday travel and
accommodation

Core inflation is rounded up to 0.7%

Following a full bottom-up review of our September quarter
CPI estimate, we have revised our Trimmed Mean estimate
from 0.6%qtr to 0.7%qtr. It's important to note that the
Trimmed Mean is calculated from seasonally adjusted
contributions, not from the headline CPI data.

For the September quarter, the trimming boundaries range
from 0.0% to 1.3%. Key components such as rents and
dwelling prices fall well within this range — at 0.8%qtr
(seasonally adjusted) for dwellings and 1.0%qt (seasonally
adjusted) for rents. As a result, any upside surprise in these
categories is likely to flow through to core inflation.

Our Trimmed Mean estimate is 0.67% at two decimal places,
which we have rounded up to 0.7%. Given the upside risk

to dwelling prices, we are comfortable with this upward
rounding rather than rounding down.

Electricity prices before and after rebates
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Housing Construction Inflation vs Input Costs
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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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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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