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=  Headline CPI held at 3.8% y/y in Jan, slightly above expectations, while
trimmed-mean inflation eased only marginally to 3.4% y/y. Housing, driven
mainly by electricity, as well as food, remained the key contributors, whereas
recreation and culture inflation moderated.

= The RBA hiked by 25 bps to 3.85% on 3 Feb, delivering its first rate hike in over
two years, citing a renewed rise in inflation and capacity pressures. The RBA's
continued reliance on quarterly inflation data makes a 17 Mar policy move
unlikely, supporting our view of a cautious stance until after the 1Q26 CPI on 29
Apr.

= Beyond that, while we see inflation gradually easing back towards target,
inflation pressures are expected to remain elevated in the near term, and we do
not expect underlying inflation to fall below 3.0% for some time. We thus
anticipate a follow-up 25 bps rate increase at the 5 May meeting, taking the
cash rate to 4.10%.

Australia’s annual inflation remains elevated at 3.8% y/y in Jan, unchanged from
Dec, but stronger than the consensus estimate of 3.7%. On a month-on-month basis,
seasonally adjusted headline CPI rose 0.5% in Jan after rising 0.2% m/m in Dec.
Headline inflation was 4.0% on a three-month annualized basis and 3.7% on a six-
month annualized basis. As far as underlying inflation was concerned, momentum
in trimmed-mean inflation continues to slow, rising 3.4% y/y from 3.3% y/y in Dec.
That beat consensus of 3.3% but remains broadly in line with the RBA's Statement
of Monetary Policy - Feb 2026.

The largest contributor to annual inflation in Jan was Housing, up 6.8% from 5.5%
in Dec. This reflected cost rises in Electricity, New dwellings and Rents. Electricity
costs rose 32.2% y/y in Jan, up from 21.5% y/y to Dec. The increase in electricity
costs over the year is mostly related to households using up both the extended
Commonwealth Energy Bill Relief Fund (EBRF) and various State Government
rebates. The higher increase in the year to Jan compared to Dec reflects the
cessation of the EBRF rebates. Excluding the impact of the Commonwealth and
State Government electricity rebates over the previous year, electricity prices rose
4.5% in the 12 months to Jan. This reflects annual price reviews by energy retailers
in Jul 2025.

Annual inflation was also lifted by Food and non-alcoholic beverages, up 3.1% in
Jan, though this is down from 3.4% y/y in Dec. Food inflation continues to be
elevated due to higher prices for Meals out and takeaway, up 3.9% y/y in Jan, driven
by rises in wages and ingredient costs. Meanwhile, annual inflation for Recreation
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and culture was 3.7% y/y, down from 4.4% y/y in Dec. Domestic holiday travel and
accommodation prices rose 5.6% y/y in Jan, down from a 9.6% y/y rise in Dec.

The Reserve Bank of Australia (RBA), at its first meeting of the year (3 Feb), decided
to increase the cash rate target by 25 bps from 3.60% to 3.85%. This was the first
time in more than two years that the Australian central bank has raised interest
rates. In the accompanying statement, the RBA noted that “while inflation has fallen
substantially since its peak in 2022, it picked up materially in the second half of
2025. The Board has been closely monitoring the economy and judged that some
of the increase in inflation reflects greater capacity pressures. As a result, the Board
considers that inflation is likely to remain above target for some time”.

The latest figures come from a new monthly inflation series that will eventually
replace the quarterly release. In a speech on Tue (25 Feb), Michael Plumb, the RBA's
head of economic analysis, reiterated that policymakers will continue to rely
primarily on quarterly data for forecasting and assessing underlying inflation trends,
noting it will take time to fully understand the seasonal patterns and properties of
the newer monthly indicators. His guidance effectively sets a high hurdle for the
RBA to adjust policy again at the next RBA meeting on 17 Mar.

This reinforces our view of a cautious RBA waiting for 1Q26 CPI data (due 29 Apr)
to become available, particularly as recent data suggests that underlying inflation
pressures are easing from the 3Q25 spike. Besides, the latest numbers do not
materially challenge the RBA's projections in the Statement of Monetary Policy -
Feb 2026. The Bank currently expects headline CPI to be around 4.0% y/y in the
Mar quarter of 2026 and 3.6% by the Dec quarter, while the trimmed mean inflation
forecast for Dec 2026 has been revised up to 3.2% from 2.7%.

Beyond that, although we see inflation gradually easing back towards target,
inflation pressures are expected to remain elevated in the near term, and we do not
expect underlying inflation to fall below 3.0% for some time. We thus anticipate a
follow-up 25 bps rate increase at the 5 May meeting, taking the cash rate to 4.10%,
a modestly restrictive level that the RBA will need to deliver to help rebalance the
economy.

% As of 26 Feb 1Q26 2Q26 3Q246 4Q246

AUD Official Cash Target 3.85 3.85 410 410 410

Source: Global Economics & Markets Research
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RBA - Official Cash Rate

Source: Macrobond, UOB Global Economics & Markets Research
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Disclaimer

This publication is strictly for informational purposes only and shall not be transmitted, disclosed, copied or relied upon by any person for
whatever purpose, and is also not intended for distribution to, or use by, any person in any country where such distribution or use would
be contrary to its laws or regulations. This publication is not an offer, recommendation, solicitation or advice to buy or sell any investment
product/securities/instruments. Nothing in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. Please
consult your own professional advisors about the suitability of any investment product/securities/ instruments for your investment
objectives, financial situation and particular needs.

The information contained in this publication is based on certain assumptions and analysis of publicly available information and reflects
prevailing conditions as of the date of the publication. Any opinions, projections and other forward-looking statements regarding future
events or performance of, including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ
from actual events or results. The views expressed within this publication are solely those of the author's and are independent of the
actual trading positions of United Overseas Bank Limited, its subsidiaries, affiliates, directors, officers and employees (“UOB Group”).
Views expressed reflect the author's judgment as at the date of this publication and are subject to change.

UOB Group may have positions or other interests in, and may effect transactions in the securities/instruments mentioned in the publication.
UOB Group may have also issued other reports, publications or documents expressing views which are different from those stated in this
publication. Although every reasonable care has been taken to ensure the accuracy, completeness and objectivity of the information
contained in this publication, UOB Group makes no representation or warranty, whether express or implied, as to its accuracy,
completeness and objectivity and accept no responsibility or liability relating to any losses or damages howsoever suffered by any person
arising from any reliance on the views expressed or information in this publication.
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