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SEPTEMBER CPI PREVIEW

Setting the pace for the run into year end

Key points

« September CPI to rise 0.62%mth
with the annual pace lifting to 4.1%yr
from 4.0%yr. The seasonally adjusted
CPI lifts 0.5%mth, a step down from
the 0.7% increase in August.

- September Trimmed Mean (TM) is
set to lift 0.26%mth holding the
annual pace steady at 3.6%yr.

- As we noted in our review of the
August CPI, our September quarter
CPI estimate is unchanged at 1.3%qtr
while the TM remained 0.9%qtr.

- Auto fuel surged ahead of our
expectations so along with signs of
increase pass-through we lifted our
December quarter CPI to 1.3%qtr/3.9%yr
and the TM estimate to 0.9%qtr/3.5%yr.

- This is a 0.8ppt increase to the CPI
estimate, and a 0.2ppt increase to the
TM estimate, highlighting inflation
momentum meaningfully above
the RBA's current expectations.

CPI Breakdown: Q3 and monthly profile

Q3 Jul-26 Aug-26 Sep-26

Qtr fcs Mth Mth Mth fcs

Item % qtr % mth % mth % mth
Food 0.5 0.3 -0.1 -0.5
of which, bread & cereals 0.3 -0.3 0.0 0.2
of which, meat & seafood -0.2 0.2 -0.9 0.0
of which, dairy & related prod. 1.9 0.2 -0.1 0.1
of which, fruit & vegetables -1.8 -0.8 -1.1 -3.7
of which, food products nec -0.2 0.0 0.3 0.0
of which, non-alcohol bev. 0.9 0.0 0.3 -1.5
Alcohol & tobacco 1.9 1.2 0.5 1.1
of which, alcohol 1.4 1.2 0.5 -0.3
of which, tobacco 29 1.2 0.5 4.0
Clothing & footwear 0.3 2.6 -0.9 -0.2
of which, garments -2.0 3.2 -1.9 -2.0
Housing 1.4 0.4 0.2 0.6
of which, rents 1.0 0.4 0.3 0.3
of which, house purchases 1.1 0.4 0.2 0.2
of which, electricity -0.9 -1.6 0.0 0.0
of which, gas & other fuels 4.0 2.8 0.0 13
H/hold contents & services 1.3 2.0 0.2 -0.2
Health 0.0 0.1 0.1 -0.1
Transportation 3.1 2.6 4.2 2.0
of which, auto fuel 7.4 7.5 14.8 8.3
Communication 1.2 1.8 -0.2 -0.1
Recreation a7/ 1.8 -1.0 2.1
of which, holiday travel 1.6 1.8 -3.3 4.4
Education 0.1 0.0 0.1 0.0
Financial & insurance services 0.9 0.2 0.2 0.4
CPI: All groups 13 1.0 0.4 0.6
CPI: Trimmed mean 0.9 0.5 0.2 0.3

Sources: ABS, Westpac Banking Corporation

- However, these factors can shift quickly
and we see downside risk to our
2027 inflation profile should energy
prices ease faster than expected.

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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Sep quarter unrevised but Dec upgraded significantly

Justin Smirk, Senior Economist
Neha Sharma, Economist

August inflation came in soft...

Inflation moderated in August following July’s strong
outcome. The CPI rose 0.4% in the month, in line with our
expectation but slightly below market consensus of 0.5%,
taking the annual rate to 4.0%. On a seasonally adjusted
basis, the CPI increased 0.7%mth, underscoring the impact of
seasonal discounting in August and the start of the financial
year repricing in July.

More closely watched are the measures of underlying inflation
including the Trimmed Mean (TM) and market services.

The TM rose 0.2% in August, in line with our expectations
but again softer than the market, leaving the annual pace
unchanged at 3.6% for a third consecutive month. Meanwhile,
market services excluding volatiles & holiday travel increased
0.2%mth/4.1%yr. Notable strength (three-month annualised,
seasonally adjusted) was seen in sports participation (10.9%),
clothing repair (7.0%), restaurant meals (6.8%) and other
household services (5.2%). For full analysis of the August CPI,
see “August CPl — Came in on our expectations”.

The expenditure-weighted share of the CPI basket
experiencing positive price shocks eased to 11% in August
from 15% in July, while the share experiencing negative price
shocks declined from 17% to just below 13%. The majority of
the positive shocks were concentrated in consumer durables
On a three-month moving average basis, the net momentum
share (positive minus negative) rose to —4.5% from —7.7%

in July and a trough of —=15.8% in May, suggesting the
disinflationary impulse may be nearing exhaustion.

... with September due for a moderate pick-up
Looking ahead to September, early indicators painted a

mixed picture. The NAB business survey showed retail price
growth slowing to 0.9%qtr from 1.1%qtr in August, with
labour cost growth easing to 1.7%qtr from 1.8%qtr, while
purchase cost growth edged up to 2.4%qtr from 2.3%qtr.
Nevertheless, all measures remain well above their long-run
averages while the gap between purchase costs and final
prices continues to widen, indicating businesses are facing
margin compression (see here for further detail). Meanwhile,
consumers’ year-ahead inflation expectations held steady

at 4.9% in September (easing slightly at 2dp) but surged to
5.3% in October likely reflecting higher fuel prices, with retail
petrol and diesel averaging $2.20/L (+8.2%mth) and $2.68/1
(+7.7%mth). We do believe the auto fuel prices are likely to see
a near term peak in October. Meanwhile, global shipping costs
have also surged recently amid renewed Middle East tensions.

Revision to the September quarter CPl estimate

11-Sep-26 15-Oct-26
Item % qtr contrib % qtr contrib
Food 0.8 0.14 0.5 0.09
of which, Fruit & vegetables -0.7 -0.01 -18 -0.04
Alcohol & tobacco 1.4 0.09 1.9 0.12
of which, Tobacco 2.2 0.04 2.9 0.06
Clothing & footwear 0.4 0.01 0.3 0.01
Housing 1.5 0.34 1.4 0.31
of which, Rents 1.0 0.07 1.0 0.07
of which, House purchases 1.3 0.10 1.1 0.08
of which, Utilities 1.8 0.08 14 0.06
H/hold contents & services 1.0 0.08 1.3 0.10
Health -0.2 -0.01 0.0 0.00
of which, Pharmaceuticals -2.0 -0.02 -1.6 -0.01
Transportation 2.6 0.30 3.1 0.35
of which, Car prices 0.1 0.00 0.0 0.00
of which, Auto fuel 6.2 0.22 7.4 0.26
Communication 1.3 0.03 1.2 0.03
Recreation 1.6 0.20 1.7 0.21
of which, Audio visual & comp. 4.1 0.08 3.8 0.07
of which, Holiday travel 1.6 0.09 1.6 0.10
Education 0.1 0.01 0.1 0.00
Financial & insurance services 0.8 0.04 0.9 0.05
CPI: All groups 1.25 - 1.29 -
CPI: All groups % year 3.9 - 3.9 -
Trimmed Mean %qtr 0.91 - 0.88 -
Trimmed Mean %yr 3.5 - 3.50 -

Sources: ABS, Westpac Banking Corporation

Global container shipping costs
S per 40ft container

17,500 17,500
Shanghai - Genoa

15,0001 Shanghai - Los Angeles +15,000
—Shanghai - New York

12,5001 -Composite r12,500
~High across all series

10,000 10,000

7,500+ r 7,500

5,000{ . FreCovidhighestievel | 5,000

2,500+ r 2,500

oL : : : : : : :
2012 2014 2016 2018 2020 2022 2024 2026

Source: Drewry Shipping Consultants Ltd, 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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The September CPl is expected to rise 0.6% (0.62% to 2dp)
with the annual pace lifting to 4.1%yr. Our seasonally adjusted
estimate increases 0.5% (0.48% to 2dp). For the monthly

TM, we expect a 0.3% (0.26% to 2dp) lift, holding the annual
pace steady at 3.6%. On a 3m/3m basis, the TM is tracking

a 1.0% gain in September (noting that while this measure is
conceptually different to the quarterly TM it still serves as a
useful guide). For market services excluding volatiles & holiday
travel we have pencilled in another 0.2% rise, slowing the
annual pace slightly to 4.0% (a nine-month low).

The largest contributors are recreation & culture (+0.27ppt),
driven wholly by holiday travel & accommodation. Transport
(+0.23ppt) makes a solid contribution, with gains in fuel
(+0.26ppt) partly offset by motor vehicles (-0.02ppt). Housing
also contributes (+0.13ppt), with rents and new dwellings
each adding 0.02ppt while property rates add 0.08ppt.

The key detractors in the month are food & non-alcoholic
beverages (—0.08ppt) and garments (-0.04ppt).

Key details for the month of September

Food & non-alcoholic beverages are expected to fall
0.5%mth, easing the annual pace to 2.8%yr. The weakness is
concentrated in a 3.7%mth decline in fruit & vegetables, while
non-alcoholic beverages are also expected to fall 1.5%mth.
Meals out & takeaway is forecast to rise 0.1%mth, easing the
annual rate to 3.9%.

Housing is expected to rise 0.6% in September, slowing the
annual pace to 5.5%yr. Component-wise:

* Rents are expected to rise 0.3%mth and 3.7%yr. CPI rent
inflation is nearing its peak, consistent with the moderation
in asking rent growth. We expect rent inflation to ease to
3.6%yr by end-2026 and 2.5%yr by end-2027.

* New dwelling prices, which capture only the building
component of construction costs, are expected to rise
0.2%mth and 4.9%yr. Ongoing weakness in established
housing markets would be increasing builders’ difficulty in
passing through higher costs to new builds. As a result, we
expect new dwelling inflation to moderate to 4.5%yr by
end-2026 and 2.1%yr by end-2027.

Transport inflation is expected to rise 2.0%mth in September,
lifting the annual pace to 7.7%yr reflecting an 8.3%mth
increase in fuel prices following higher oil prices through the
month. Motor vehicle prices and spare parts are expected to
fall 0.7%mth and 1.3%mth, respectively. In NSW, a one-year
vehicle registration discount between $80-100 came into
effect from 1 September, which is likely to weigh on the other
services in respect of motor vehicles component.

Recreation & culture is expected to rise 2.1%mth driven by a
4.4%mth increase in holiday travel, partly offset by a 0.4%
decline in audio, visual & computing equipment & services and
a 1.3% fall in sporting services.

Monthly inflation indicators
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Australian fuels maintain a wide spread to crude
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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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Risks to September baseline

We view the risks around the September CPI outcome as broadly
balanced. Waning spending momentum outside of fuel may make
it difficult for businesses to pass through higher costs in the near
term. However, some of these pricing pressures may be deferred
rather than forgone. The October ban on card surcharging may
prompt a greater-than-usual degree of price resetting, allowing
businesses to recover some of the margin pressures that have built
up in recent months.

Risks to housing are mixed. Trade materials suppliers continued
to announce above-average price increases through September
(around 8%). While soft conditions in the established housing
market may limit the extent to which these costs are passed
through to new dwelling prices, they nevertheless present an
upside risk to housing-related inflation, particularly maintenance
& repair and insurance costs. Growth in advertised rents also
continues to ease but these new leases take some time to flow
through to average rents paid measured in the CPI.

A kick up in October ...

We have a solid preliminary estimate for the October CPI of
0.6%mth lifting the annual pace to 4.8%uyr. It is true that the key
driver is an 8.9% increase in auto fuel but we estimate the TM to
lift 0.4%mth/3.7%yr highlighting broader inflationary pressures.
We expect that the removal of credit charge surcharges and
resulting increase in retail prices, at most, will contribute 0.1ppt
but only just so see it as more of a rounding error. Nevertheless,
these changes come at a time of a significant upstream price
pressure, particularly for SMEs, so there is some risk of broader
price adjustments. As such, we expect marginally larger than
usual price adjustments in October particularly in hospitality
and household services. Being the first month of the quarter the
October lift sets a higher base for the quarterly average estimates
resulting in an upgrade to our December quarter estimate.

We have included a table with a monthly profile for the CPI,
seasonally adjusted CPI and the TM out to June 2027. At

June 2027 we have an annual pace of 3.7%yr for the CPl and
seasonally adjusted CPI and 3.3%yr for the TM. There is also a
table breaking down the monthly components of the CPI through
the December quarter.

... highlights stronger inflationary pressure ...
Our September quarter CPI| estimate is unrevised at 1.3%qtr
with the annual pace steady at 3.9%yr. At the margin there
was a 0.04ppt increase due to a lift in auto fuel but this is
1.29%qtr at two decimal places so still rounds to 1.3%.

The seasonally adjusted CPI gains 1.1% in the September
quarter highlighting that part of the increase is due to usual
seasonality. Our TM estimate for Q3 has a small downward
revision of 0.03ppt to 0.88% at two decimal place so our
published estimate is also unrevised at 0.9%qtr.

... resulting in an upward revision to 04 2026
Westpac's December quarter CPI estimate has been boosted
from a 0.5%qtr to 1.3%qtr. Driving most of this change from
our previous estimate is the 15.3% increase in autofuel, it

Revision to the December quarter CPl estimate

11-Sep-26 15-Oct-26
Item % qtr contrib % qtr contrib
Food 0.3 0.05 0.5 0.09
of which, Fruit & vegetables -0.5 -0.01 -0.8 -0.01
Alcohol & tobacco 0.9 0.06 1.2 0.08
of which, Tobacco 4.1 0.08 4.8 0.10
Clothing & footwear -1.5 -0.05 -0.9 -0.03
Housing 0.5 0.11 0.6 0.14
of which, Rents 0.8 0.05 0.8 0.05
of which, House purchases 0.9 0.07 0.6 0.05
of which, Utilities -0.4 -0.02 0.3 0.01
H/hold contents & services -0.1 -0.01 0.2 0.02
Health -0.5 -0.03 -0.1 -0.01
of which, Pharmaceuticals -13 -0.01 -1.2 -0.01
Transportation 0.5 0.06 4.7 0.56
of which, Car prices -0.8 -0.03 -0.7 -0.02
of which, Auto fuel 1.9 0.06 15.3 0.61
Communication -0.4 -0.01 0.3 0.01
Recreation 2.2 0.27 3.1 0.39
of which, Audio visual & comp. -0.4 -0.01 0.0 0.00
of which, Holiday travel 4.2 0.25 5.6 0.34
Education 0.1 0.00 0.0 0.00
Financial & insurance services 0.5 0.03 0.9 0.05
CPI: All groups %qtr 0.5 - %3 -
CPI: All groups %yr 3.8 - 4.6 -
CPI: Seasonall Adjusted %qtr 0.6 - 1.4 -
CPI: Seasonall Adjusted %yr 3.7 - 4.6 -
Trimmed Mean %qtr 0.70 - 0.90 -
Trimmed Mean %yr 3.31 - 3.48 -

Sources: ABS, Westpac Banking Corporation
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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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was 1.9%, contributing 0.55ppt to the 0.8ppt increase in the
quarterly estimate. Outside of a 0.09ppt contribution to the
revision from holiday travel & accommodation (revised up from
4.2% to 5.6%) all else was via small contributions for a large
number of expenditure categories. This is why there is a 0.2ppt
increase in our September quarter TM estimate from 0.7%qtr
to 0.9%qtr.

A disinflationary impulse kicks in for 2027

We now expect auto fuel prices to peak in October (240 cpl
for petrol, 284 cpl for diesel) and then to trend lower through
2027 (184 cpl for petrol and 194 cpl for diesel by December
2027) leading to a 13.6% falling in auto fuel in the first half
of 2027 subtracting 0.46ppt off the CPI over the same period
of time. For a detailed description on how we constructed the
auto fuels profile please see: “Persistent energy pressures
have further to run”

The first half of 2027 will also see an almost 5% decline in
holiday travel & accommodation which will subtract a further
0.29ppt off the CPI. However, outside of that any broader
moderation in inflation is expected to be more muted hence
we have the TM printing 0.7%qtr for each quarter in 2027.

Critical to this moderation in core inflation is our expect step
down in dwelling price inflation on the back of falling estab-
lished home prices. From a 1.1%qtr increase in Q3 2026 we
see dwelling price increasing by 0.7% in the Q4 2026, and
then 0.6% in both Q1 and Q2 2027 before dropping to 0.5%qtr
in Q3 and Q4 2027. This will see dwelling price inflation in the
CPI drop from 5.4%yr at June 2026 to 3.0%yr by June 2027
then down to 2.2%yr by December 2027.

At least for the near term a key uncertainty remains the extent
to which businesses are able to pass through ongoing labour
and non-labour cost pressures and how this unwinds through
2027 as energy prices ease and the domestic economy slows
under the weight of higher interest rates and falling estab-
lished home prices. There is a risk that firms face greater
resistance to price increases if discretionary household spend-
ing softens by more than expected. That said, these headwinds
may be at least partially offset by the stronger starting point
for household incomes, which has proven more resilient than
previously anticipated, and by higher energy prices due to the
ongoing conflict in the Middle East.

That said, there is also the risk that the disinflationary pulse by
the second half of 2027 could be greater than what we antici-

Monthly inflation profile

pate. Another rate hike in November, along with a deeper than
expected fall in established home prices, could be the prover-
bial “straw” resulting in a larger than expected fall in demand
and thus a more significant moderation in price setting behav-
iour. It is also possible that our auto fuel prices fall by more
than we anticipate. For while we have spot crude prices to fall
to about pre-crisis levels by end 2027, a combination of a slow
recovery in refining capacity, constrained return of physical
supplies and higher shipping cost keep Australian fuel prices
above their pre-conflict level. Should all these factors improve
fast than we expect, and auto fuel prices return to pre-conflict
level if not lower, then headline inflation could dip below 2%yr
and the TM would be closer to 2.5%yr (the mid point if the
RBA's inflation target), by end 2027.

Quarterly forecast revisions
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Quarterly forecast inflation profile

Sep-26 Dec-26 Mar-27 Jun-27

CPI Index 103.6 1049 1053 105.8
(%qtr) 13 1.3 0.4 0.5

(%yr) 3.9 4.6 3.6 34

Trimmed mean (%qtr) 0.9 0.9 0.7 0.7
(%yr) 315 315! 383 383

(6mth ann'd) 34 3.6 33 2.9

Source: ABS, Westpac Economics.

Sep-26 (f) Oct—26 (f) Nov—26 (f) Dec—26 (f) Jan—27 (f) Feb—27 (f) Mar—27 (f) Apr—27 (f) May-27 (f) Jun-27 (f)

CPI Index 104.14 104.80 104.51
(%mth) 0.62 0.6 -0.3

(%yr) 4.1 48 45

Seasonally Adjusted (Y%omth) 0.5 0.9 0.0
(%yr) 4.2 4.9 4.6

Trimmed mean (Y%omth) 0.26 0.4 0.2
(%yr) 3.6 3.7 3.6

(6mth ann'd) 4.0 4.2 3.8

Source: ABS, Westpac Economics.

105.38

105.33 105.26 105.33 106.00 105.66 105.82
0.8 0.0 -0.1 0.1 0.6 -0.3 0.2
4.4 319 319 2.8 3.1 315 3.7
0.0 0.2 0.1 0.0 0.2 0.2 0.2
4.4 4.0 3.9 2.8 3.1 315 3.7
0.2 0.3 0.2 0.2 0.3 0.2 0.2
3.6 3.6 3.6 3.6 315 34 383
37 33 33 3.2 2.8 29 2.9

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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Breakdown Monthly CPI through Dec quarter

Dec Oct Nov Dec

Qtr fcs Mth fcs  Mth fcs Mth fcs

Item %qtr  %mth %mth  %mth
Food 0.5 0.3 -0.1 -0.5
of which, bread & cereals 0.3 -0.3 0.0 0.2
of which, meat & seafood -0.2 0.2 -0.9 0.0
of which, dairy prod. 1.9 0.2 -0.1 0.1
of which, fruit & vegetables -1.8 -0.8 -1.1 -3.7
of which, food products -0.2 0.0 0.3 0.0
of which, non-alcohol bev. 0.9 0.0 0.3 -15
Alcohol & tobacco 1.9 1.2 0.5 1.1
of which, alcohol 1.4 1.2 0.5 -0.3
of which, tobacco 2.9 1.2 0.5 4.0
Clothing & footwear 0.3 2.6 -0.9 -0.2
of which, garments -2.0 3.2 -1.9 -2.0
Housing 1.4 0.4 0.2 0.6
of which, rents 1.0 0.4 0.3 0.3
of which, house purchases 1.1 0.4 0.2 0.2
of which, electricity -0.9 -1.6 0.0 0.0
of which, gas & other fuels 4.0 2.8 0.0 13
H/hold contents & services 13 2.0 0.2 -0.2
Health 0.0 0.1 0.1 -0.1
Transportation 3.1 2.6 4.2 2.0
of which, auto fuel 7.4 7.5 14.8 8.3
Communication 1.2 1.8 -0.2 -0.1
Recreation 1.7 1.8 -1.0 2.1
of which, holiday travel 1.6 1.8 -3.3 4.4
Education 0.1 0.0 0.1 0.0
Financial & insurance 0.9 0.2 0.2 0.4
CPI: AUl groups 1.3 0.6 -0.3 0.8
CPI: Trimmed mean 0.9 0.4 0.2 0.2

Sources: ABS, Westpac Banking Corporation
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Inflation Shock Momentum
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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
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NAB Monthly Inflation Expectations
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