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Australia's inflation rate has edged up in the first three months this year, driven by higher fuel and health costs.

Headline inflation rose by 0.5 per cent over the first quarter to an annualised rate of 2.1 per cent.

Underlying inflation — the measure most keenly observed by the Reserve Bank, which strips out volatile factors —
remained weak, edging up by 1.8 per cent over the year.

A jump of almost 6 per cent at the petrol bowser over the quarter — compared to a 10 per cent fall in the previous quarter
— was the biggest contributor to the headline figure, according to the Australian Bureau of Statistics.

Hospital services, up 1.6 per cent, electricity charges, up 2.5 per cent and a 1 per cent increase in the price of owner-
occupier homes were also big contributors.

Offsetting the rises were a 3.8 per cent fall in the cost of holiday travel and 6.7 per cent drop in the price of fresh fruit.

While the headline inflation rate pushes into the Reserve bank's target 2-to-3 per cent band for the fist time since the
September quarter of 2014, the result was still weaker than expected.

Much of the rise was a result of the deflationary 0.2 per cent fall of this time last year dropping out of the annualised
figure.

While the underlying inflation remains below the RBA's target band, it is still in line with its forecast rising trajectory.

RBA likely to remain with a bias to cut again
However JP Morgan economist Ben Jarman said a breakdown components of the data showed inflation was still
subdued and more likely to indicate the next interest rate move from the RBA would be down, not up.

"There is no verve in bellwether measures of inflation that tend to drive the cycle, with most inflation accounted for by oil,
seasonality, and administered prices (such as electricity and gas)," Mr Jarman said.

The ABS's measure of "market prices ex-volatile items" was flat over the quarter and up just 1 per cent for the year.

"We see a genuine recovery in core inflation as a quite distant prospect, which biases the RBA to ease again," Mr
Jarman said.

Mr Jarman said the timing of the next move will be dictated by how long it takes for the housing market to subside, as
well as building pressures in the labour market with unemployment now at 5.9 per cent and wages growth still weak.

RBC's Michael Turner agreed that the next move is likely to be down, given sub-trend growth and a benign inflation
backdrop.

However, in the meantime headline inflation is likely to keep rising, given food prices will push up due to the damage
inflicted on vegetable crops by Cyclone Debbie, while fuel prices are still higher than a year ago.
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"Gas and electricity prices are also set to rise from third quarter as retail prices begin to reflect higher wholesale prices,"
Mr Turner noted.

"We look for headline inflation to hit 2.5 per cent by this time next year."

Mr Turner said weak wage growth was likely to keep core inflation at the bottom of the RBA's target band which limited
the likelihood of any change in the official cash rate in the short term.

"We still see risks an ongoing sub-trend growth against a benign inflation backdrop will eventually increase downward
pressure on the cash rate," he said. 
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