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(1 core CPI below RBA target - 2nd time in 15yrs

Q1 CPI falls 0.2% q/q to 1.3% y/y, below RBA's mid-16 12% y/y forecast
Headline CPI was -0.2% in Q1 (below consensus for +0.2%), the lowest g/q print in
over 7 years, returning the y/y to 1.3%, as it was a year ago. This is below the RBA's
mid-16 forecast for 1%2% y/y, & below the RBA's 2-3% target for a 6t gtr, the longest
‘undershoot' since 1999. Key drivers of the fall were petrol (-10% g/q, -0.3%pts), fruit
(-11%, -0.1%pts) & holiday travel (2%, -0.1%pts), with a largely seasonal fall for
clothing (-3%, -0.1%pts). Also contributing were lower than normal seasonal rises in
utilities (-0.4% vy/y after +0.7%), health (4.6%, was 5.3%) & education prices (3.3%,
was 5.5%), with 'flat' housing (rents & construction, 1.7% after 2.2% y/y).

Underlying CPl %% q/q, takes y/y to 1.6%, below RBA's 2% mid-16 forecast
Underlying inflation was sharply lower than expected in Q1, with the RBA's statistical
measures averaging +0.2% qg/q & 1.5% y/y (mkt +0.5% & 1.7%). The trimmed mean
was +0.2% (lowest since 1997), with the y/y 1.7% after 2.1%, while the weighted was
+0.1%, with the y/y 1.4% after 1.9%. The other key core measure, CPI ex volatiles was
0.3% & 1.7% yly (after 2.1%). The RBA's underlying inflation (3-core) average eased to
1.6%, below Feb's SOMP mid-16 2% forecast, and the lowest y/y since mid-99.

Implications: RBA now has room to cut...if they need to 'support...demand'

Today's Q1 CPI was materially lower than expected, with underlying inflation below the
RBA's 2-3% target for only the 2n time in 15 years (& the RBA's mid-16 2% forecast).
The 15t negative CPI print in 7 years was driven by sharp falls in fuel & fruit. But it also
reflected the recently less inflationary trends evolving in areas of new competitive
pressure (food, clothing & telecoms), slower gains in regulated prices (utilities, health
insurance & property rates) & record low wage growth - as we identified in our recent
inflation deep-dive (Is_Australia about to join the low inflation world?). As we wrote,
given 3.0% GDP growth & 5.7% unemployment, we doubt a short period of sub-
target core CPl is a sufficient condition alone for the RBA to trim. But it certainly lowers
the hurdle for further cuts, should the outlook deteriorate. The RBA will need to lower
their near-term CPI targets in next month's SOMP.. .key is how far out they lower them?

Figure 1: Q1 headline CPI unexpectedly dropped 0.2%
q/q, and moderated back to a ~cycle low of 1.3% y/y
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Figure 2: Q1 'underlying' rose by an equal record low of
0.2% g/q (after 0.5%), & an equal record low of 1.6% y/y
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Figure 3: Consumer price index (% change)
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Figure 4: The 2-quarter average of core CPI q/q
(annualised) dropped to 1.4% in Q1, 2" lowest on record

Figure 5: The 3 core CPl measures are all low - ranging
from 1.4% to 1.7% yly
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Figure 6: g/q fall led by transport (-2.5%, -0.5% y/y), as
fuel slumped (-10.0%, -6.4% y/y); with drops in clothing
(-2.6%, -0.8% y/y) and communication (-1.5%, -6.4% y/y)

Source: ABS, RBA, UBS

Figure 7: In contribution terms, the largest q/q drag was
fuel-driven transport (-0.3%pts, -0.1%pts y/y); but
recreation & culture also subtracted (-0.1%pts, flat y/y)
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Figure 8: 4-quarter average headline CPI still near a 16-
year low at 1.5% y/y in Q1, & remains well below 'target’

Figure 9: Q1 petrol fell 10% g/q & dragged 0.3%pts q/q
from CPI — while Q2 to date implies a ~flat trend
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Figure 10: Much lower breadth of q/q inflation in Q1 - Figure 11: The drop in underlying CPI is consistent with
with 51 items (out of 87, sa) posting an increase - albeit record low wage rates, with low wage growth a likely
after a spike in Q4 to the equal highest since 2009 persistent disinflationary impact over the coming year
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Figure 12: Non-tradables dropped to 1.7% y/y, lowest Figure 13: The (very) recent bounce in the AUD suggests
since 1999; while tradables also eased to 0.6% y/y tradables inflation may have already peaked
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Figure 14: There was a large 10% q/q fall in automotive
fuel (-0.3%pts in Q1), with petrol now dragging 0.5%pts
from headline CPI over the past 3 quarters

Figure 15: Heightened competition in the grocery sector
has seen food inflation moderate to flat
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Figure 16: Rents grew just 0.1% q/q in Q1-16, the weakest
q/q rise since Q1-94, dragging the y/y to a >20 year low

Figure 17: Despite the lower AUD trend, clothing &
footwear prices are still falling
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Figure 18: Furnishings, household equipment & services Figure 19: Health inflation rose just 1.9% q/q, the
retraced a seasonally modest 0.4% q/q, seeing the y/y weakest Q1 since 1999, albeit the y/y still remains at a
tick up to 2%, the fastest since Q4-09 solid 4.6%; while insurance has recovered to 5.2% y/y
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Figure 20: Consumer price index — details (% change, nsa) *

% q/q % yly %pts a/g %pts yly
Q4-15 Q1-16 Q4-15 Q1-16 Q4-15 Q1-16 Q4-15 Q1-16
FOOD AND NON-ALCOHOLIC BEVERAGES 0.3 -0.2 0.4 0.0 0.0 0.0 0.1 0.0
- Bread and cereal products 04 -0.9 -1.5 -2.0 0.0 0.0 0.0 0.0
- Meat and seafood 1.4 1.2 4.1 3.8 0.0 0.0 0.1 0.1
- Dairy and related products -1.2 -0.2 -1.5 -2.7 0.0 0.0 0.0 0.0
- Fruit and vegetables -0.2 -4.3 3.2 5.4 0.0 -0.1 -0.1 0.1
- Other food 0.6 1.2 -0.3 0.2 0.0 0.0 0.0 0.0
- Non-alcoholic beverages 2.1 1.5 -1.8 -0.7 0.0 0.0 0.0 0.0
- Meals out and take away foods 0.7 04 2.1 1.9 0.0 0.0 0.1 0.1
ALCOHOL AND TOBACCO 2.7 0.9 6.0 6.1 0.2 0.1 0.5 0.5
- Alcoholic beverages -0.4 0.8 1.3 1.5 0.0 0.0 0.1 0.1
- Tobacco 74 0.8 13.3 13.3 0.2 0.0 0.4 0.4
CLOTHING AND FOOTWEAR 1.6 -2.6 0.5 -0.8 0.1 -0.1 0.0 0.0
- Garments 0.7 -2.1 -0.1 0.0 0.0 0.0 0.0 0.0
- Footwear 1.8 3.5 -4.0 3.8 0.0 0.0 0.0 0.0
- Accessories and clothing services 4.1 -3.5 5.4 -0.8 0.0 0.0 0.0 0.0
HOUSING 0.1 0.3 2.2 1.7 0.0 0.0 0.5 0.4
- Rents 0.2 0.1 1.2 0.9 0.0 0.0 0.1 0.1
- New dwelling purchase of owner occupiers 0.1 0.2 33 2.5 0.0 0.0 0.3 0.2
- Other housing 0.3 0.3 3.4 3.5 0.0 0.0 0.1 0.1
- Utilities -0.3 0.5 0.7 -0.4 0.0 0.0 0.0 0.0
FURNISHINGS, HOUSEHOLD EQUIPMENT & SERVICES 0.6 -0.4 1.9 2.0 0.0 0.0 0.2 0.2
- Furniture and furnishings 1.0 -1.2 2.0 38 0.0 0.0 0.0 0.1
- Household textiles 22 -4.1 1.7 3.1 0.0 0.0 0.0 0.0
- Household appliances, utensils and tools 0.1 -0.3 2.8 3.2 0.0 0.0 0.0 0.0
- Non-durable household goods 0.4 -0.9 -1.0 -2.0 0.0 0.0 0.0 -0.1
- Domestic and household services 04 1.4 44 4.1 0.0 0.0 0.1 0.1
HEALTH -0.4 1.9 5.3 4.6 0.0 0.1 0.3 0.3
- Medical products, appliances and equipment -1.7 4.3 1.9 1.0 0.0 0.1 0.0 0.0
- Medical, dental and hospital services 0.0 13 6.1 5.5 0.0 0.1 0.3 0.3
TRANSPORT -1.4 -2.5 -1.4 -0.5 -0.1 -0.3 -0.1 -0.1
- Private motoring -1.4 -2.8 -1.2 -0.6 -0.1 -0.3 -0.1 -0.1
- Urban transport fares -0.3 0.2 -3.4 0.1 0.0 0.0 0.0 0.0
COMMUNICATION -2.4 -1.5 -6.3 -6.4 -0.1 0.0 -0.2 -0.2
- Communication -2.4 -1.5 -6.3 -6.4 -0.1 0.0 -0.2 -0.2
RECREATION AND CULTURE 1.6 -1.0 1.7 0.1 0.2 -0.1 0.2 0.0
- Audio, visual and computing equipment and services -0.7 -3.5 -1.8 -4.3 0.0 -0.1 0.0 -0.1
- Newspapers, books and stationery -0.6 1.3 0.7 1.2 0.0 0.0 0.0 0.0
- Holiday travel and accommodation 4.2 -2.0 2.6 0.2 0.2 -0.1 0.1 0.0
- Other recreation, sport and culture 0.4 0.6 2.5 1.6 0.0 0.0 0.1 0.1
EDUCATION 0.0 3.1 5.5 33 0.0 0.1 0.2 0.1
- Education 0.0 3.1 5.5 33 0.0 0.1 0.2 0.1
INSURANCE AND FINANCIAL SERVICES 0.8 0.6 1.8 23 0.0 0.0 0.1 0.1
- Insurance 2.1 1.7 3.8 5.2 0.0 0.0 0.1 0.1
- Financial services 0.3 0.2 0.9 1.0 0.0 0.0 0.0 0.0
CPl — NON-SEASONALLY ADJUSTED 04 0.2 1.7 13 0.4 0.2 1.7 13

Source: ABS, UBS * The 11 major groups are in capitals and bold
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UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed
by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafa SV, SA is regulated by the Comisiéon Nacional del Mercado de Valores (CNMV).  Turkey:
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey
without the prior approval of the Capital Market Board. However, according to article 15 (d) (i) of the Decree No. 32, there is no restriction on the purchase or sale of
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. Russia: Prepared and
distributed by UBS Bank (O00). Switzerland: Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial
Market Supervisory Authority (FINMA). Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Limited, Italy Branch. Where an analyst of UBS Limited,
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch. South Africa: Distributed by UBS
South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328). Israel: This
material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its
affiliates incorporated outside Israel are not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli
Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons. Saudi Arabia: This document has
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers,
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business
under license number 08113-37. Dubai: The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further
distribution within the United Arab Emirates. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of
UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ‘non-US affiliate’ ) to major US institutional investors only. UBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities
LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule. Canada: Distributed by UBS Securities Canada Inc., a registered investment dealer in
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt
from registration. Brazil: Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in
Brazil, which are considered to be: (i) financial institutions, (i) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold
financial investments higher than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and
securities consultants duly authorized by Comissao de Valores Mobiliarios (CVM), regarding their own investments, and (vii) social security systems created by the Federal
Government, States, and Municipalities. Hong Kong: Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch. Singapore: Distributed by UBS
Securities Pte. Ltd. [MCI (P) 018/09/2015 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial
adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act
(Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters
arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors
as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted).
Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document.
Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when
relevant. Australia: Clients of UBS AG: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd:
Distributed by UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by
UBS Wealth Management Australia Ltd (Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice
only and does not constitute personal financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s
objectives, financial situation or needs, and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their
objectives, financial situation and needs. If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product
by a 'Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and
consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia
Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg.  New Zealand: Distributed by UBS New Zealand Ltd. The information and
recommendations in this publication are provided for general information purposes only. To the extent that any such information or recommendations constitute
financial advice, they do not take into account any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their
circumstances from their financial advisor. Korea: Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed
to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities
Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution
to any retail clients. India: Prepared by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity,
Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital
Market Segment): INB230951431, NSE (F&O Segment) INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment)
INBO10951437; merchant banking services bearing SEBI Registration Number: INM000010809 and Research Analyst services bearing SEBI Registration Number:
INHO00001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months, UBS AG,
its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the subject Indian
company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of
distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-securities services. With
regard to information on associates, please refer to the Annual Report at: http:/Avww.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property
rights. © UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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