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Wednesday, 25 July 2018

Consumer Price Index
Inflation Remains Subdued


Headline CPI rose 0.4% in the June quarter, which was a touch above our forecast, but continues
to indicate that inflation remains subdued. This resulted in the annual rate lifting to 2.1% in the
June quarter, from 1.9% in the March quarter.



More relevant for the Reserve Bank of Australia (RBA) are the underlying rates of inflation, the
trimmed mean and the weighted median. The average of these two underlying measures rose
0.5% in the June quarter, in line with our forecast.



The annual rate of underlying inflation fell to 1.9% in the June quarter, from 2.0% in the March
quarter. It has returned to below the RBA’s 2-3% per annum target inflation band.



In the June quarter, price increases were driven by automotive fuel, reflecting higher oil prices,
and a rise in medical & hospital services and tobacco prices. These price rises were offset by
declining prices for domestic holiday travel & accommodation, motor vehicles and vegetables.



Underlying inflation is under the RBA’s 2 to 3 % per annum target band, indicating inflation
remains low. We do not expect inflation will hit the middle of the RBA’s target band over the
medium term. With limited price pressures we expect the RBA to remain on hold for some time.
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Headline CPI rose 0.4% in the June quarter, which was a touch above our forecast, but continues
to indicate that inflation remains low. This resulted in the annual rate lifting to 2.1% in the June
quarter, from 1.9% in the March quarter.
More relevant for the Reserve Bank of Australia (RBA) are the underlying rates of inflation, the
trimmed mean and the weighted median. The average of these two underlying measures rose
0.5% in the June quarter, in line with our forecast. The annual rate of underlying inflation fell to
1.9% in the June quarter, from 2.0% in the March quarter. It has returned to below the RBA’s 2-3%
per annum target inflation band.
Inflation pressures remain subdued in Australia. Low wage growth, spare capacity within the
labour market and strong competition in the retail sector are some of the factors which are
keeping a lid on price pressures.
CPI Groups Analysis
In the June quarter, price increases were driven by automotive fuel (6.9%), medical & hospital
services (3.1%), tobacco (2.8%) and clothing (1.3%, and the first increase in seven quarters).
Higher oil prices boosted automotive fuel prices over the quarter.
The increase in medical & hospital services reflects the seasonal annual increase in private health
insurance premiums (on April 1st) and the decrease in the private health insurance rebate (which
increases the out-of-pocket cost for consumers).
The rise in the tobacco price reflects the ongoing impact of the increase in the federal excise tax
on March 1st 2018.
The major offsetting price decline was for domestic holiday travel & accommodation, which fell (2.7%) reflecting the off-peak season, and motor vehicles (-2.0%) and vegetables (-2.9%).
After strong increases in 2017, electricity prices fell (-1.3%) in the quarter.
For the year to the June quarter, there were strong price increases for tobacco (16.6%),
automotive fuel (16.3%) and electricity (10.4%). Meanwhile, offsetting price declines occurred in
audio, visual & computing equipment (-9.0%) and vegetable prices (-8.7%).
Tradables and Non-Tradables Inflation
The prices of tradables lifted 0.5% in the June quarter. Tradables have been declined in five out of
the last seven quarters.
Tradables inflation measures the prices of goods and services that are imported (and those which
compete with imported goods and services). It comprises around 35% of the weight of the CPI and
is influenced by movements in the Australian dollar. The lift in tradables inflation reflected higher
prices for automotive fuel and audio, visual & computing media & services. Additionally,
international holiday travel & accommodation boosted the price of tradable services.
On an annual basis, the prices of tradables were up 0.3%, the first annual increase in four quarters.
Non-tradables consumer prices, which reflect domestic prices not subject to international or
import competition, rose by a softer 0.3% in the June quarter. The increase in non-tradable prices
reflected higher healthcare and tobacco prices. The annual rate of growth edged down to 3.0% in
the June quarter, from 3.1% in the March quarter.
Inflation by States
Inflation was fairly uniform across the capital cities in the June quarter, with prices in all capital
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cities rising by 0.4%, with the exception of Perth (0.2%).
In annual terms, inflation rates in Canberra (2.8%), Adelaide (2.7%) and Melbourne (2.5%) all
moved into the upper half of the RBA’s 2 to 3% per annum target band. Inflation in Hobart (2.4%)
and Sydney (2.1%) held in the lower half of the RBA’s 2 to 3% per annum target band. Meanwhile,
inflation in Brisbane (1.7%), Darwin (1.2%) and Perth (1.1%) remained below the RBA’s 2 to 3%
target band. The weakness in inflation in Perth and Darwin continued to reflect the impact of the
mining investment downturn on Western Australia and the Northern Territory.
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Outlook
Underlying inflation is under the RBA’s 2 to 3 % per annum target band, indicating inflation
remains low. We do not expect inflation will hit the middle of the RBA’s target band over the
medium term. Ongoing spare capacity in the labour market, slow wage growth and the
competition in the retail sector suggest that price pressures will remain muted. With limited price
pressures we expect the RBA to remain on hold for some time.
Jo Horton, Senior Economist
Ph: 02-8253-6696
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The Detail
The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be
made on the basis of the Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in
relation to the Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change.
Terms, conditions and any fees apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in the Information. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or
transmitted without the written consent of Bank of Melbourne.

Any unauthorized use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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