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Consumer Price Index (CPI), December quarter (Q4) 2015

Headline CPI accelerated slightly to 1.7% p.a. in the December quarter of 2015, but it remains
firmly below the RBA’s target band of 2-3%. The main contributors to the increase in December
quarter CPI were tobacco prices (from the government excise) and domestic travel &
accommodation.

The latest Consumer Price Index (CPI) data for the December quarter of 2015 (Q4) show that the
increase in headline CPI remains weak, at just 1.7% p.a., up slightly from Q3 2015 (1.5% p.a.).

This is the same annual rate as in Q4 2014 and represents the 3rd lowest headline annual CPI growth
rate since June 2012 (see Chart 1).

The change in Underlying CPI (a less volatile measure) slowed to 2.0% p.a. in Q4 2015, down from
2.1% p.a. in Q3 2015.

Headline inflation remains below the RBA’s target band of 2-3% p.a. over the cycle. It has now been
below this target range for five consecutive quarters. Underlying inflation is sitting at the lower range
of the RBA’s target band (2% p.a.). These data provide room for the RBA to cut the cash rate further,
should it decide it needs to do so in order to stimulate borrowing, spending and investment.

Across the capital cities, annual inflation in Q4 2015 was lowest in Darwin (0.5% p.a.), and highest in
Sydney (2.0% p.a.).  Melbourne annual inflation was comparatively high (1.9% p.a.), followed by
Hobart (1.8% p.a.) and Brisbane (1.7% p.a.).  Annual inflation in Adelaide (1.0% p.a.) and Canberra
(0.7% p.a.) were comparatively low. This reflects differences in general economic conditions between
these cities: stronger in major cities (Sydney, Melbourne and Brisbane) and Hobart, mainly due to
price rises in domestic travel, tourism and accommodation, but weaker elsewhere.

Chart 1: CPI p.a., headline & core
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Chart 2: Quarterly price rises, Q4 2015

Key numbers: Australian CPI, December quarter 2015
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Within the basket of goods and services that make up the CPI, tobacco prices increased significantly, at
7.4% q/q (13.3% p.a.), due to flow on effects from the federal excise tax increase effective from 1
September 2015. Domestic holiday travel and accommodation increased significantly, at 5.9% q/q
(2.7% p.a.), due to peak pricing in the October school holiday period and the lead up to the peak
summer holiday period. In clothing, accessories prices increased significantly, at 4.5% q/q (5.8% p.a.).

Among the largest declines in pricing in Q4, automotive fuel prices fell at -5.7% q/q (-8.7% p.a.), driven
by falling world oil prices flowing through into domestic fuel prices.

On an annual basis, childcare, food, healthcare and education were the main drivers for the CPI increase
for the year ending Q4. Childcare costs rose significantly, at 8.2% p.a.. Beef and veal prices rose by
11.6% p.a. due to drought conditions affecting supply. Medical and hospital services prices rose by 6.8%
p.a. and tertiary education prices rose by 5.8% p.a.. This continues a long-established pattern of
stronger price increases in the health and education sectors. Significant price declines for the year
ending Q4 included telecommunications equipment, at -6.4% p.a. and footwear for women, at - 5.7%
p.a..

The tradables component of CPI (accounting for around 40% of the CPI basket) increased modestly for
the December quarter, at 0.5% q/q (0.8% p.a.). Tradable goods and services prices are largely
determined on the global market. The modest increase largely was affected by declines in fuel prices.

The non-tradeables component of CPI (accounting for around 60% of the CPI basket) also increased
modestly in the December quarter, coming off stronger growth, to 0.4% q/q (2.3% p.a.). Non-tradeable
prices are largely determined domestically. Driving the increase in non-tradables were domestic
holidays and accommodation.
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What is the CPI?

The Consumer Price Index (CPI) measures changes in the price of a ‘basket’
of goods and services which account for a high proportion of expenditure by
metropolitan households. CPI data is collected by the Australian Bureau of
Statistics (ABS) and released each quarter in January, April, July and
October.

Headline CPI is the most commonly referenced CPI figure. It is not adjusted
for the seasonality of volatile movements in prices.

Underlying CPI (or Core CPI) is a less volatile measure, as it removes the
effects of items that tend to fluctuate frequently in price. Core CPI is the
average of the trimmed mean CPI and the weighted mean CPI.

For more information from the ABS, or for information from the ABS on
how to use the CPI in contracts, see:

http://www.abs.gov.au/AUSSTATS/abs@.nsf/mf/6401.0?opendocument#fr
om-banner=LN

Next CPI release date:
March Quarter (Q1) 2016 due for release on 27 April 2016
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Table 1: Key CPI Numbers, December quarter (Q4) 2015
Quarterly change

(% q/q)
Annual change

(% p.a.)

Dec-15 Sep-15 Dec-15 Sep-15

Headline CPI 0.4 0.5 1.7 1.5

Trimmed mean 0.6 0.3 2.1 2.1

Weighted median 0.5 0.4 1.9 2.1
Core CPI
(average of trimmed & weighted) 0.6 0.4 2.0 2.1

Tradable 0.5 0.3 0.8 -0.3

Non-tradable 0.4 0.4 2.3 2.6

Goods 0.3 0.1 1.2 0.6

Services 0.5 0.7 2.4 2.7

Capital cities

Sydney 0.3 0.3 2.0 1.9

Melbourne 0.7 0.5 1.9 1.4

Brisbane 0.4 0.7 1.7 1.5

Adelaide 0.2 0.3 1.0 1.1

Perth 0.5 0.4 1.5 1.1

Hobart 0.9 0.6 1.8 1.1

Darwin 0.3 0.4 0.5 0.4

Canberra 0.2 0.2 0.7 0.6


