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PREVIEW AND ANALYSIS

Holiday travel & auto fuel offsetting electricity & health

[ ]
Key pomts Breakdown: Mar Quarter CPI & Jan Monthly CPI
Mar Nov Dec Jan
- Westpac is estimating a 0.1% rise in the Qtrfcs  Mth  Mth Mth fcs
January CPI. This will see the annual Item %aqtr % mth %mth % mth
pace drop from 38%yr tO 36%yr Foc:::jwhich bread & cereals 1: gg g; g;
. . . of which, meat & seafood 0.9 0.3 0.6 0.6
Our January Trlmmed Mean estimate Is of which, dairy & related prod. 0.5 1.0 0.7 -0.2
0.3% which will hold the annual pace flat of which, fruit & vegetables 42 07 02 3.3
0 . . of which, food products nec 0.3 0.2 0.9 0.5
at 33 A)yr The SIX month annuallsed pace of which, non-alcohol bev. 2.9 0.2 -0.3 1.2
eases from back from 3.7%yr to 3.4%yr. Alcohol & tobacco 12 o1 00 0.5
of which, alcohol 0.9 -0.2 -0.2 0.6
B . . of which, tobacco 1.9 0.7 0.5 0.3
Our prellmln_ary estimate f.or thc.a M.arch T ye— 1o 31 o8 o1
quarter CPlis 11%qtr which will lift the of which, garments -2.0 -2.3 -1.3 -1.6
0, 0, Housing 2% 1.1 0.1 0.8
annual pace from 3.6%yr to 3.8%yr. of which. rents 1 04 0o 04
, R . of which, house purchases 1.2 0.5 0.2 0.4
WeStpaC S prellmlnafy estimate for of which, electricity 17.1 6.8 0.0 5.0
O 9%qtr wh|ch Wll_l see the annual H/hold contents & services 0.3 -3.8 1.0 0.1
. Health 2.9 -0.5 -0.4 33
pace lift from 3.4%yr to 3.5%yr. T N e e
OoT which, auto Tue —2. . —=0. =5}d
. Communication -0.1 0.4 -0.4 -0.3
In the month of January, robust gains ES——— 41 11 74 g
in electricty, health services and fruit & of which, holiday travel -28 25 159 -5.9
. . . Education 5.2 0.0 0.0 0.0
Vegetabl‘es |s_be|ng mOStl'y Offset by faulng Financial & insurance services 0.9 0.1 0.5 0.4
auto fuel, holiday travel and garments. CPI: Al groups 11 0.0 1.0 0.1
Sources: ABS, Westpac Banking Corporation
For now the ABS will construct the
quarterly Trimmed Mean in a manner « We believe the RBA will continue to
consistent with their historical price focus on the quarterly estimates.
collection frequency rather than taking
an average of monthly observations.

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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Administered prices holding up inflation

+Justin Smirk
/ Senior Economist

December highlighted some persistence ...

The December monthly CPI lifted 1.0% for an annual pace of
3.8%yr, coming in above Westpac’s 3.7%yr forecast and the
market consensus of 3.6%yr. On a seasonally adjusted basis,

the CPI rose 0.2%mth as did the the Trimmed Mean which lifted
0.2%mth, a touch stronger than our 0.1% estimate lifting the
annual pace to 3.3%yr. The three-month pace slowed from 1.0%
in September to 0.8% in December, though the annualised pace
remains above the top of the RBA's target band.

Encouragingly, several key cost pressures showed signs of
moderation. New dwelling costs slowed to their softest

pace in seven months, while rents also eased, suggesting
housing-related inflation may be near a turning point. A third
of previously identified high-momentum categories softened
in December, including motor vehicle repairs and beef & veal.
However, inflation persistence remains evident in a narrow set
of categories — largely policy-driven or administered prices
—alongside a small number of market-driven items such as
accessories and selected food and beverage categories.

Notable offsets in December included electricity, rents,

auto fuel, clothing & footwear, and communication which all
undershot expectations. However, the upside came through

a sharp rise in holiday travel costs and firmer than expected
food inflation due to a smaller than expected decline in fruit
& vegetables. Overall, the December CPI highlighted ongoing
progress in disinflation but the composition revealed some
lingering pockets of persistent inflation.

For more information on the December Monthly CPI see
“December CPI: Core inflation holds its ground ".

... January hints of step down

January is a seasonally softer month with our 0.1%mth
estimate translating to a 0.4% increase in seasonally adjusted
terms. However, the unadjusted result is a step down from the
0.3% increase last January so the annual pace eases back to
3.6%yr from 3.8%yr.

We expect food to remain inflationary with a solid
contribution from the seasonal rise in fresh fruit & vegitables
(3.3%mth) and non-alcoholic beverages. Health is also
boosting our estimate with a 3.2% increase in hospital &
medical services but the stand-out will be electricity prices
which we estimate to rise 5.0%mth as the impact of the cost-
of-living rebates fades and electricity bills revert back to
underlying prices.

Offsetting these gains is an expected —5.9% fall in holiday
travel & accommodation driven by a —-15% fall in international
holiday travel & accommodation. Also helping to hold down

Breakdown Monthly CPI Indicator

Oct-25 Nov-25 Dec-25 Jan-26

Mth Mth Mth  Mth fcs

Item %yr %yr %yr %yr
Food 3.2 3.3 34 3.4
of which, bread & cereals 0.7 12 15 15
of which, meat & seafood 3.8 39 4.4 4.3
of which, dairy prod. 3.0 3.2 2.9 2.8
of which, fruit & vegetables 18 2.7 4.0 0.0
of which, food products 3.8 3.6 3.2 0.0
of which, non-alcohol bev. 4.8 4.7 4.0 4.1
Alcohol & tobacco 4.4 4.3 4.9 4.6
of which, alcohol 16 1.0 1.8 16
of which, tobacco 116 12.2 125 12.2
Clothing & footwear 5.4 5.1 3.4 2.8
of which, garments 3.6 2.2 0.7 0.3
Housing 5.9 5.2 5.5 5.4
of which, rents 4.2 4.0 39 4.0
of which, house purchases 1.7 2.8 3.0 35
of which, electricity 37.1 19.7 215 17.1
of which, gas & other fuels 3.8 4.1 5.8 5.8
H/hold contents & services 2.1 1.3 2.0 1.9
Health 4.0 3.6 3.6 3.8
Transportation 2.7 2.7 1.6 0.9
of which, auto fuel 19 315 -0.8 -2.5
Communication 0.8 1.3 1.1 1.2
Recreation 3.2 2.0 4.4 4.3
of which, holiday travel 3.0 1.8 5.8 5.8
Education 5.4 5.4 5.4 5.4
Financial & insurance 25 25 25 2.4
CPI: AUl groups 3.8 3.4 3.8 3.6

Sources: ABS, Westpac Banking Corporation

Westpac’s inflation profile

Mar-26 Jun-26 Sep-26 Dec-26

CPI Index 101.4 102.1 1031 1036
(%qtr) 1.1 0.7 1.0 0.5

(%yr) 3.8 38 34 383

Trimmed mean (%qtr) 0.9 0.7 0.8 0.7
(%yr) 315 315 34 3.2

(6mth ann’d) 3.6 3.2 3.1 3.1

Source: ABS, 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.

WESTPAC ECONOMICS


https://www.westpaciq.com.au/economics/2026/01/cpi-monthly-fi-december-2025

the CPl in January is a —3% fall in auto fuel and a -1.6%
decline in garment prices. Garment prices eased —3.5%
through the previous two months. Also communication is
expected to have a seasonal fall of around —0.3%.

Another moderate read on core inflation

Westpac applies the ABS forward seasonal factors to
seasonally adjust our Monthly CPI estimates, allowing us

to estimate a Monthly Trimmed Mean for the year ahead.

For January, we estimate a 0.3% rise, which would hold the
annual pace steady at 3.3%yr. The three month pace holds at
0.8% but perhaps more importantly, the six-month annualised
rate slows to 3.4%yr from 3.7%yr which was the fastest

pace in the short history of this serices (the monthly Trimmed
Mean is only available back to April 2024). Based on our
current projections, we expect the annual pace of the Monthly
Trimmed Mean to hold around the current pace to mid-year
before it eases to around 3.0%yr by December 2026.

All of this is consistent with a moderation in core inflation,
which we will be watching closely as the year unfolds.

We also note a divergence between the monthly trimmed
mean, which is currently running at around 3.3%yr, and

the quarterly trimmed mean, which is on track for around
3.5%yr in the March quarter. This largely reflects a technical
difference arising from the way the quarterly series is
compiled relative to the monthly. Until a sufficiently long
history is available to enable full seasonal adjustment, the
ABS reverts to the historical timing of price surveys for some
components, rather than using quarterly averages, in order to
preserve the existing seasonal factors used in estimating the
trimmed mean. As a result, the gap between the monthly and

quarterly measures varies over time, both in size and direction.

This uncertainty around the monthly trimmed mean reinforces
our expectation that the RBA will continue to place greater
weight on the quarterly trimmed mean as the most reliable
gauge of momentum in core inflation.

Administered prices remains a pressure point
Westpac Chief Economist, Luci Ellis, has repeatedly
highlighted that inflation is concentrated in categories where
governments set, or heavily influence prices, rather than in
competitively-priced market goods and services. Included in
administered prices are:

e Ultilities (electricity, water, gas)

* Local government rates

* Tobacco excise

¢ Postal services

e Child care, education, and some health charges
¢ Tolls and other motor vehicle services.

These components have been “pushing up inflation” even as
other parts of the CPI basket have cooled. Back in December
(Swing up, you won't hit a wall) Luci argued that recent high
inflation outcomes are “dominated by categories where
policies of government at various levels determine prices”.
Many of these administered categories have high inflation
“locked in for the next few years”. Luci highlights that should
this persist, the only way the RBA can meet its inflation target

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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is by keeping the rest of the economy weak. That is, the RBA
will have to force market-sector inflation to below target to
offset policy-driven non-market sector inflation.

The source of inflation matters if higher inflation is being
underpinned by administered prices, and not private demand,
as monetary policy ends up doing disproportionate damage to
the market sector.

Preliminary March quarter CPl estimates

While completing our January CPI estimate we also fine tuned
out quarterly inflation profile. We have maintained our March
quarter CPI estimate of 1.1%qtr/3.8%yr but we have lifted our
Trimmed Mean estimate to 0.9%qtr from 0.8%qtr. This lifts
the annual pace of the Trimmed Mean from 3.4%yr to 3.5%yr
but the six-month annualised pace eases back from 3.9%yr

to 3.6%yr highlighting that while core inflation may be a bit
stickier than expected momentum looks to have peaked and is
likely to continue to moderate as we move through 2026.

From a peak of 3.8%yr in the March quarter, Westpac is
expecting the annual pace of CPI inflation to ease back to
3.3%yr by end 2026. Core inflation, as measured by the
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quarterly Trimmed Mean, is expect to peak at 3.5%yr in March
and June quarter before easing back to 3.2%yr by end 2026 and
we see it back within the band at 2.6%yr in September 2027.

Monthly CPI by Category
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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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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.

European Economic Area (“EEA”): This material may be distributed
to you by either: (i) Westpac directly, or (ii) Westpac Europe GmbH
(“"WEG”) under a sub-licensing arrangement. WEG has not edited or
otherwise modified the content of this material. 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. Any
product or service made available by WEG does not represent an
offer from Westpac or any of its subsidiaries (other than WEG). All
disclaimers set out with respect to Westpac apply equally to WEG.

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 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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