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Surging costs leading to price pressures
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US Housing construction outlook pressuring Australian supplies
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US :Mortgage rates hit recent highs ; weigh on housing
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Housing construction input price inflation - without recent precedent
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Housing construction inflation- steel and timber pressures
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Biggest “materials” constraint since 1974 oil shock
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Home Builder pressures capacity at the wrong time
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Aust CPl inflation - peaking in 2022
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Oil prices likely to be moderating in 2023 and heyond
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Contributions to annual inflation- slowdown in fuel; housing costs
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Joh vacancies pointing to explosive market
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Labour costs (& wages): significant pressures
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Core inflation pointing to wages catch up
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Commodities back to when AUD was above parity
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China : Services tanking ; need for new stimulus; ease lockdowns
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AUD strong against EURO and YEN
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Detailed Forecasts out to end 2024 - June

17
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RBA Cash

3yr swap rate 3.14 3.15 3.10 2.75 2.75
AU10yr bond 3.32 3.15 2.80 2.30 2.05
Fed Funds 0.875 2.125 2.625 2.625 2.125
US 10yr bond 2.80 2.80 2.60 2.10 2.00
AUD/USD 0.72 0.74 0.76 0.80 0.80

Sources: Bloomberg, Westpac Economics
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Market Expectations for RBA & US Fed

5.0

4.0 -

3.0

2.0

1.0

0.0

18 Economic Update

o RBA Fed % 50
m Market f/c Sources: Bloomberg, (MIPR)
Westpac Economics
m Westpac f/c - 4.0
3.22 3.10
2.90 . 30

2.58

2.25 2.25

1.75

2.625

Dec-22  Jun-23 Jun-24

Dec-22

Jun-23

Jun-24

s



Acceleration and deceleration in US CP12021-2023

2021-22 CPI acceleration to 2022-23 CPI deceleration to
10.1% ann’d March ‘22 2 5% ann’d March ‘23
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US :Concentration of inflation in essentials hitting sentiment
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US 10 year rates are near peak- fed funds to peak 6 months later
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Housing prices and household debt* - really stretched
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Australia’s Debt servicing ratio to limit RBA cycle
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Mortgage: fixed rate ‘reset’: ($0.63tr of $2.1tr by end 2023)
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Consumer Sentiment : AUST : -5.6% t0 90.8 (rates; inflation)
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Savings - $250h in excess savings; $25h if rate falls to 6%
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Flows into Housing Load and 0ffset Accounts®
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Australia: the growth mix- big slowdown in 2023 and 2024
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Total overseas arrivals and departures
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‘Time to buy a dwelling’ - off 40% (national)
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House Price Expectations (121; - 9.4% - Aust; 125 ; - 17% - Tas)
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Affordability: upfront cost vs mortgage payment
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Affordability: Sydney, Melbourne squeezed - need relief
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House prices - turning point in 2022; back to April 2021levels
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Conclusion

35

RBA to cut by 40 bp’s in June — focus away from WPI; other central banks.
Building sector under extreme pressure; inflation forces to ease in 2023

Material and labour shortages at extreme levels — not seen since 70’s; should ease by
2024; demand and supply shock slowdown key to easing in inflation.

Unemployment rate to fall to 3.2% in 2022; rising by late 2023; wages peak in 2023.
RBA cash rate to rise quickly in 2022 — 1.75% by year’s end- peak at 2.25%; steady.

High household debt will limit rate increases but offset by high savings — higher peak
Debt Servicing Ratio than previous two peaks.

With tight labour market inflation reduction relies on slowing interest sensitive sectors —
housing; consumer spending; construction; house prices.

US inflation slows in 2023; bond rates have peaked; rate cuts in 2024.
Housing market appears to be coming under stress; confidence; price momentum.
Housing stretched — supply; affordability; falling prices in 2023 and 2024.
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Things you should know

Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141 (‘Westpac’).
Disclaimer

This material contains general commentary, and market colour. The material does not constitute investment advice. Certain types of transactions, including those involving futures, options and high yield securities give rise to substantial risk and are not suitable for all
investors. We recommend that you seek your own independent legal or financial advice before proceeding with any investment decision. This information has been prepared without taking account of your objectives, financial situation or needs. This material may
contain material provided by third parties. While such material is published with the necessary permission none of Westpac or its related entities accepts any responsibility for the accuracy or completeness of any such material. Although we have made every effort to
ensure the information is free from error, none of Westpac or its related entities warrants the accuracy, adequacy or completeness of the information, or otherwise endorses it in any way. Except where contrary to law, Westpac and its related entities intend by this
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information contained in this material does not constitute an offer, a solicitation of an offer, or an inducement to subscribe for, purchase or sell any financial instrument or to enter a legally binding contract. Past performance is not a reliable indicator of future
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Disclaimer continued
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