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Core inflation still below RBA’s target, where it has been for more than 5 years 

Source: Bloomberg

The labour market also does not ring any alarm bells. Australia’s unemployment rate has already 

pushed below the 5% level that had proved sticky prior to COVID and, with the tap of inward 

migration turned off, some have argued that this might finally result in a strong pick-up in wages. But

this is not borne out in the aggregate data. Wages grew at a disappointing annual rate of 1.7% in Q2, 

a period largely free of lockdown distortions, which remains far from the 3%-plus that the RBA aspires 

to. Our explanation is simple. The uncertain demand back-drop means employers are reluctant to lock-

in higher wage costs. It is hard to see this changing any time soon.

In fact, it could still reasonably be argued that Australia's problem is a shortfall of inflation, at least 

when it comes to meeting the central bank's 2-3% target. It is this which sets Australia apart from the 

likes of New Zealand, US and Canada, which are all currently experiencing above target core inflation. 

Longer-term market measures of inflation expectations such as the breakeven rates implied by 10 year 

linkers paint a similar picture, anchoring close to 2%.

Chart 2: Inflation trend appears lower than peers such as US, Canada, UK and NZ

Core inflation CB inflation 10Y inflation BE Historic CPI vol 

latest (%) 5Y avg (%) target (%) rate (%) (1 std dev.)

US 3.6 1.9 2.0 2.3 1.0 

Canada 3.1 1.9 1-3 1.7 0.7 

NZ 2.2 1.6 1-3 1.9 1.1 

UK 1.8 1.8 2.0 3.6 1.3 

Eurozone 1.6 0.9 2.0 1.5 0.9 

Australia 1.6 1.6 2-3 2.0 0.8 

Japan -0.8 0.0 2.0 0.2 1.0 

Source: UBS Asset Management, Bloomberg
Note: Core inflation is central bank preferred measure 


