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CPI preview – March quarter 2013 
 

 With little indication of inflation pressures emerging in the early months of 2013, we expect the CPI 
release (due 24 April) to confirm that underlying inflation remained subdued in March quarter 2013.  

 We see underlying inflation remaining within the RBA’s target over the medium to longer term, with 
soft consumer spending, below-average labour cost pressures, a still high AUD and a shift in 
business focus towards increased efficiency expected to keep price pressures well contained.  

 Core inflation in the March quarter is expected be 0.5% (2.5% through the year; including the impact 
of carbon), unchanged from the December quarter outcome and well within the RBA’s comfortable 
range. Headline CPI inflation is expected to be a little stronger, at 0.7% (2.8% through the year), 
largely reflecting seasonal strength in a number of the CPI components, including pharmaceuticals, 
utilities, fruit & vegetable prices and automotive fuel.  

 While ‘green shoots’ are emerging in official data for employment and retail trade, with equity and 
house prices strengthening as well, forward indicators of demand remain subdued and point to the 
prospect of continued sluggish growth over at least the first half of 2013.  

 The appreciation of the Australian dollar together with soft consumer demand is expected to have 
kept underlying inflation well contained in the March quarter. The NAB Quarterly Business Survey 
suggests retail inflation was almost non-existent in the March quarter.  

 Like us, the RBA seems very comfortable with the outlook for underlying inflation, stating in the 
minutes of its April meeting that “the inflation outlook, as assessed at present, would afford scope to 
ease policy further, should that be necessary to support demand”. This raises the question, “what is 
the tipping point for further policy easing?”. No doubt the RBA will remain focused on the 
performance of the non-mining sector, and in particular, the impact that previous stimuli are providing 
to this sector. But we remain unconvinced at this point that the non-resource sector will be able to fill 
the hole caused by the imminent passing of the resource investment peak next financial year,  

 Combined with the expected rise in the unemployment rate to near 5¾% by mid year, these 
inferences imply the need for a further two 25 bps cuts, which we have tentatively pencilled in for 
June and November. However, timing is still very fluid, with higher house prices a possible delaying 
factor.  

Sep-12 Dec-12 Mar-13 (f) Sep-12 Dec-12 Mar-13 (f)
Headline CPI 1.4 0.2 0.7 2.0 2.2 2.8

Core CPI (inc carbon tax)* 0.7 0.5 0.5 2.4 2.3 2.5

Quarterly % change Year-ended % change

* Core CPI is the average of trimmed mean and weighted median CPI
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1 The RBA targets an underlying rate of inflation, which is measured using the ‘trimmed mean’ and the ‘weighted median’ inflation 
rates. Both of these series are used by the RBA to assess the underlying rate of inflation in the economy. They do not represent an 
unchanging sub-group of goods and services. Trimmed mean inflation is defined as the average rate of inflation after ‘trimming’ 
away 15% of price changes at both ends of the distribution, while weighted median inflation is the rate of change in the item in the 
middle of the distribution.  



NAB’s models of underlying or core inflation are based on the size of the output gap, labour costs growth, 
productivity growth, currency movements, fuel prices and error correction mechanisms. In addition to our 
own models, we also monitor a model based on published RBA research, based principally on 
unemployment and import prices. The chart shows the fit of the average of NAB and RBA models is 
reasonably close. At least they seem to explain the core drivers of underlying inflation. A large part of the 
reason for our March quarter forecast remaining slightly less elevated than the level of inflation suggested by 
the models reflects our judgement from our survey that retailers have remained under intense pressure.  
The NAB Quarterly Business Survey provides further evidence that retail inflation remains very subdued, 
pointing to underlying inflation of just 0.4% in the March quarter. Retail margins have also remained very 
tight, reflecting the stronger pace of purchase and labour costs inflation compared to prices. The annual 
growth rate of the wage price index (including bonuses) of 3.4% in the December quarter was the slowest 
pace since mid-2010. With labour market conditions seemingly still soft, it is likely that the softness in wages 
growth at the end of last year has persisted into early 2013, and it is unlikely to place upwards pressure on 
prices any time soon.  
While ABS data show a sharp pick up in employment growth in February, which was partly unwound in 
March, we are reluctant to accept the extent of the overall improvement in labour market conditions implied 
by official data. Perhaps a more realistic measure of labour market conditions is the unemployment rate, 
which lifted to 5.6% in March. The softness implied by the unemployment rate, as well as other market 
measures of the labour market which have weakened appreciably in recent months, is likely to remain a 
concern for the RBA, and a potential trigger for further rate cuts.  

Core CPI & NAB retail prices
Quarterly percentage change

-0.2

0.0

0.2

0.4

0.6

0.8

2002 2004 2006 2008 2010 2012

%

0.2

0.4

0.6

0.8

1.0

1.2

%

NAB retail prices (LHS)

Core CPI (RHS)

Sources: ABS; NAB; RBA  
 
Like us, the RBA seems very comfortable with the outlook for underlying inflation, expecting it to remain well 
within its 2-3% target band over the medium to longer term. With tight fiscal policy and some sectors of the 
economy experiencing depressed conditions (eg. consumer and trade dependent sectors), we believe there 
is still a need for further policy easing to set the economy back on a sustainable growth path. We see the 
need for two more rate cuts before the end of 2013; we have pencilled in two 25 bps cuts for June and 
November, taking the official rate to 2.50%. Timing will, however, be very data dependent. Further strength 
in house prices could cause the RBA to stay its hand, but unemployment is likely to be the key variable. 
While we expect a soft inflation outcome for the March quarter, within reason, a stronger pace of inflation is 
unlikely to change our view that further rate cuts are necessary.  
 
Headline inflation 
Headline CPI inflation is expected to have been a little stronger than the underlying rate in the March 
quarter. This largely reflects largely reflecting seasonal strength in a number of the CPI components. We 
anticipate headline inflation to rise to 0.7% (2.8% through the year). 
 
Other specific factors impacting the March quarter headline CPI outcome 

 Housing costs growth is likely to have risen modestly in early 2013, albeit from a very subdued 0.2% 
rise in the December quarter. Electricity and utilities price growth probably increased due to seasonal 
pricing, while there may still be residual impacts flowing through as a result of carbon pricing. Results 
from the NAB Residential Property Survey suggest that national housing rents rose by 1% in the March 
quarter – slightly stronger than 0.8% growth in housing rents reported in the December quarter CPI 
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release. Nonetheless, the NAB Quarterly Business Survey showed a fairly benign pace of growth in 
construction costs and transport & utilities prices. Taken together, it appears that housing cost inflation 
may have lifted modestly in the March quarter.  

 Fruit & vegetable prices (3.0% of spending) are estimated to have risen strongly over the March 
quarter, up by around 10% (not seasonally adjusted), more than offsetting a 2½% fall in the December 
quarter.  

 Transportation costs appear to have risen over the March quarter, excluding seasonality. Automotive 
fuel prices at the pump (3.6% of household spending) are estimated to have increased by between 1½-
2% in the quarter, consolidating a 2.6% rise in petrol prices in the December quarter.  

 Education (3.2% of spending) and health (including pharmaceutical products and medical & hospital 
services; 5.3% of spending) prices tend to exhibit strong seasonal growth in the March quarter, and are 
likely to have contributed to solid inflation in overall prices.  

 The Australian dollar strengthened notably in the first quarter of 2013 in trade weighted terms, to a 
high level relative to history. This is likely to have kept import price pressures fairly subdued. While the 
full impacts of currency adjustments take several quarters to fully filter through to domestic prices, it is 
likely that we are still seeing the deflationary impacts of currency appreciation over the past year or so, 
which is likely to have kept import price inflation soft in the March quarter, offsetting some of the strength 
in some of the key CPI components.  

 
 
 

For more information contact: 
 

Alan Oster 
Group Chief Economist 
03 8634 2927 
(Mobile 0414 444 652) 

Rob Brooker 
Head of Australian Economics and 
Commodities 
03 86341663 

Rob Henderson 
Chief Economist Markets – 
Australia 
02 9237 1836 
 

 

3 



Macroeconomic, Industry & Markets Research 
Australia 
Alan Oster Group Chief Economist     +(61 3) 8634 2927 
Jacqui Brand Personal Assistant     +(61 3) 8634 2181 
  
Rob Brooker Head of Australian Economics & Commodities    +(61 3) 8634 1663 
Alexandra Knight Economist – Australia     +(61 3) 9208 8035 
Vyanne Lai Economist – Agribusiness      +(61 3) 8634 0198 
  
Dean Pearson Head of Industry Analysis     +(61 3) 8634 2331 
Gerard Burg Economist – Industry Analysis      +(61 3) 8634 2788 
Robert De Iure Economist – Property     +(61 3) 8634 4611 
Brien McDonald Economist – Industry Analysis & Risk Metrics    +(61 3) 8634 3837 
 
Tom Taylor Head of International Economics     +(61 3) 8634 1883 
John Sharma Economist – Sovereign Risk     +(61 3) 8634 4514 
Tony Kelly Economist – International     +(61 3) 9208 5049 
James Glenn Economist – Asia     +(61 3) 9208 8129 
       
 
Global Markets Research - Wholesale Banking 
Peter Jolly Global Head of Research     +(61 2) 9237 1406 
Robert Henderson Chief Economist Markets - Australia     +(61 2) 9237 1836 
Spiros Papadopoulos Senior Economist – Markets     +(61 3) 8641 0978 
David de Garis Senior Economist – Markets     +(61 3) 8641 3045 
 
New Zealand 
Tony Alexander Chief Economist – BNZ   +(64 4)474 6744 
Stephen Toplis Head of Research, NZ   +(64 4) 474 6905 
Craig Ebert Senior Economist, NZ   +(64 4) 474 6799 
Doug Steel Markets Economist, NZ   +(64 4) 474 6923 
 
London 
Nick Parsons Head of Research, UK/Europe & Global Head of FX Strategy   +(44 20) 7710 2993 
Tom Vosa Head of Market Economics – UK/Europe   +(44 20) 7710 1573 
Gavin Friend Markets Strategist – UK/Europe   +(44 20) 7710 2155 
   
                                                               Foreign Exchange                    
Fixed Interest/Derivatives 
Sydney +800 9295 1100    +(61 2) 9295 1166 
Melbourne +800 842 3301   +(61 3) 9277 3321 
Wellington  +800 64 642 222    +800 64 644 464 
London  +800 747 4615    +(44 20) 7796 4761 
New York  +1 800 125 602    +1877 377 5480 
Singapore  +(65) 338 0019    +(65) 338 1789 
 
DISCLAIMER: “[While care has been taken in preparing this material,] National Australia Bank Limited (ABN 12 004 044 937) does not warrant or represent that the information, 
recommendations, opinions or conclusions contained in this document (“Information”) are accurate, reliable, complete or current.  The Information has been prepared for dissemination to 
professional investors for information purposes only and any statements as to past performance do not represent future performance.  The Information does not purport to contain all matters 
relevant to any particular investment or financial instrument and all statements as to future matters are not guaranteed to be accurate.  In all cases, anyone proposing to rely on or use the 
Information should independently verify and check the accuracy, completeness, reliability and suitability of the Information and should obtain independent and specific advice from appropriate 
professionals or experts. 
To the extent permissible by law, the National shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by persons who 
use or rely on such Information (including by reasons of negligence, negligent misstatement or otherwise).  If any law prohibits the exclusion of such liability, the National limits its liability to 
the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.  The National, its affiliates and employees may hold a position or act as a price 
maker in the financial instruments of any issuer discussed within this document or act as an underwriter, placement agent, adviser or lender to such issuer.” 
 
UK DISCLAIMER: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ. Registered in England 
BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated in the UK by the Financial 
Services Authority. 
 
U.S DISCLAIMER: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation for the purchase or 
sale of any securities, financial instrument or product or to provide financial services. It is not the intention of nabSecurities to create legal relations on the basis of information provided herein. 
 
NEW ZEALAND DISCLAIMER: This publication has been provided for general information only. Although every effort has been made to ensure this publication is accurate the contents 
should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that any information or recommendations in this publication constitute 
financial advice, they do not take into account any person’s particular financial situation or goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice 
prior to acting in relation to any of the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or 
damage whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained in this publication. National 
Australia Bank Limited is not a registered bank in New Zealand. 
 
JAPAN DISCLAIMER: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information purpose and is not intended as 
an offer or solicitation for the purchase or sale of the securities described herein or for any other action. 
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