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Australia: Wage price index inflation rises

There was a time when a 3%+ wage inflation rate might have
mattered for the Reserve Bank's rate-setting decisions. Right now,
data does not appear to be a very important input for their decision-
making process
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Higher than expected

Its all about where you are, not what's happening

At 3.1% in 3Q22, the latest wage price index result is finally consistent with what the Reserve Bank
of Australia once thought was a necessary condition for achieving their 2-3% CPI inflation target.
With CPI inflation actually at 7.3%YoY currently, this particular metric ceased to have much
relevance a long time ago.

Even so, 3.1% wage growth is a long way below 7.3% price inflation, indicating that in real terms,
wage growth remains strongly negative. Even if the RBA were paying much attention to the run of
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data in its rate-setting deliberations, this latest wage data print is still innocuous.

Annual wage and price growth
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Steady as she goes

At 2.85%, the current cash rate target is probably just slightly in a neutral to restrictive policy
setting. Here, any further increases in rates are likely to weigh on growth a little bit more than
previously. And this, rather than the run of data, seems to be what is driving Reserve Bank (RBA)
policy setting.

The RBA expressed concern in their latest statement about overdoing the tightening, and for this
reason alone, they seem to be content to slow the pace of monetary adjustment right down to
help them finesse the end game in this tightening cycle.

Consequently, even with the last inflation and now wages data surprising on the upside, we don't
believe they will shift back to their previous 50bp pace of tightening and will continue at a 25bp
pace at coming meetings, with the peak for cash rates likely to come in 1Q23 as the cash rate hits
3.6%.

The RBA will also be keeping a weather eye on the AUD. The recent spell of weakness has been
abruptly shattered as thoughts of a US Fed pivot have gained ground, and the Reserve Bank will be
keen not to encourage the AUD to rise much faster due to their actions.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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