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Australian inflation downside miss

Australian inflation shows no signs of coming anywhere near the
central point of the RBA's 2-3% range, and we are biting the bullet and
changing our "on-hold" call for the RBA to a cut, possibly as early as
the 7 May meeting.

A cash-rate cut now seems entirely warranted

Despite strong labour market data last week, which seemed likely to keep a finely-balanced
Reserve Bank of Australia (RBA) from any imminent change in the policy cash rate (1.5%
currently), the latest inflation data flip the balance firmly back in favour of some easing. Possibly
sooner rather than later.

The headline inflation rate for 1Q19 fell to only 1.3%YoY. This was lower even than the 1.5%
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consensus forecast, which itself was a sharp fall from 1.8% recorded for 4Q18.

Australian inflation by component (YoY%)
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Uniformity in price weakness

By sub-group, goods prices fell 0.2% over the quarter, mainly in the tradeable goods sector. But
service sector prices were also softer, though still only managed to eke out a 0.2%QoQ gain. Non-
tradeable goods price inflation fell to 1.8%YoY from 2.4% in 4Q18. It hasn't been this low since 3Q
2016.

Inflation wasn't markedly less pessimistic when stripping out volatile items. Indeed, the QoQ ex-
volatile items index was slightly worse than the overall headline figure, falling 0.1%QoQ.

At a more granular level, there were big negative QoQ swings in many subgroups from the
previous quarter - food, alcohol and tobacco, clothing, furnishings, health, transport,
communications, recreation, education, insurance and finance, medical / hospital, in fact,
practically everything.

Whither the RBA?

We have been holding on to a low conviction view of "no change" in RBA rates for a very long time
now. But this data has painfully jettisoned us off the fence, and we can't now see how the RBA can
ignore such a bad inflation miss, even with last week's strong employment gains.

The logic for waiting to assess more data seems quite unnecessary now. Even an August meeting
rate cut, as most forecasters have been moving towards, now seems too long to wait, and a cut
this quarter, possibly even as soon as the 7 May meeting, would seem quite justified under the
circumstances.
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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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