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Good morning chair and members of the Committee.

Thank you for holding this hearing. The Reserve Bank welcomes the opportunity to contribute to these
discussions about the cost-of-living pressures that households in Australia are currently facing. Cost of living is an
important issue for all Australians. A rising cost of living puts pressure on household budgets across the country.
Many people are understandably concerned about how they and others will manage through a period when the
cost of living has increased considerably.

The cost-of-living pressures currently being faced by all Australians are a result of a substantial rise in the rate of
inflation over the past year or so. Annual inflation as measured by the Consumer Price Index (CPI) has increased
from a little below 2 per cent in the years immediately prior to the pandemic to around 8 per cent at the end of
2022. Prices have risen significantly for many of the goods and services that people buy. Today, the higher cost of
living is front of mind for many more people than was the case in the years leading up to the pandemic.

Most advanced countries have experienced a large increase in inflation over the past year or so. A big driver of
higher prices was unpredictable shocks to supply that affected many countries. Most notable are the pandemic
disruptions to global supply chains and Russia’s invasion of Ukraine. In Australia, we also had flooding on the east
coast that affected supply here. But strong growth in domestic demand has also played a role in many countries.

Different groups in society have different patterns of spending, so their experience of cost of living can vary from
the national average. Lower income households typically have the most constrained budgets. These households,
including those on the age pension and other welfare payments, tend to spend more of their income on
essential items such as food, utilities and rent. Higher income households tend to spend more on items like
owner-occupied housing and so-called discretionary items such as recreation and consumer durables.

Despite these differences, in Australia most groups in society have seen their cost of living increase by roughly
the same extent over the most recent period. This is because the increase in inflation so far has been quite
broadly based. This has not been the case in some other countries, particularly in Europe. There, lower income
households have been hit relatively harder by higher energy prices than higher income households have been.

It is clear that the cost of living in Australia has increased significantly. But that is not the full picture. What matters
also is whether people’s means to pay these costs — their incomes — have kept pace. Over the past year or so,
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consumer prices have grown faster than households’ disposable incomes, meaning that real incomes have
declined overall.

The experience of individual households varies widely. Hourly wages have picked up, but not by as much as
inflation, and so some workers who have remained in the same job and with the same hours will have seen their
real incomes decline significantly. Still, many households have been able to benefit from the strong labour
market. Some now have a job who previously didn't, while others have been able to pick up more hours or move
to a better paying job. The large increase in the minimum and award wages in the middle of last year has also
helped many households. And most welfare payments are indexed to inflation, which should help support the
incomes of many lower-income households.

While those relying on interest income — such as self-funded retirees — have seen their incomes boosted by
higher interest rates over the past year, those with mortgages will be feeling the effects of the rise in interest
rates. We understand that some people are finding the rise in interest rates difficult to manage and others will
have to cut back on discretionary spending. However, higher interest rates are necessary to ensure that the
current period of higher inflation and cost of living pressures does not persist too long. As the Governor has
emphasised, the Reserve Bank Board is focused on returning inflation to target and establishing a more
sustainable balance of demand and supply in the Australian economy.

We are currently revising our forecasts and will publish these at the end of next week, so we are not in a position
to preview them yet. What we can say is that we think the peak in inflation was at the end of 2022 - at around
8 per cent — and that inflation will begin to ease over the course of this year.

Thank you. My colleague and | are here to answer your questions.
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