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Impact of the currency on tradeable goods/services inflation
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The currency & core tradeable inflation

The most recent surge in tradeable inflation has had little to do

with the currency
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Rough rule of thumb - a 10%
depreciation of the currency will lift
the CPI by around 0.3ppt to O0.4ppt
though the next six months.

As well as the currency the consumer
price of imported goods and services
will also reflect global prices, freight,
shipping and warehousing costs plus
local margins. As such the effect of the
currency can often be masked by these
other factors.

But that is not to say the currency has
no impact.

The trade weighted index, rather than
the AUD/USD exchange rate, guides our
estimate of the impact of the currency.
However, as the AUD/USD exchange rate
dominate the TWI the AUD/USD
provides a very similar answer.

The exchange rate has a broad, but far
from perfect, relationship with core
tradeable good & services (ex food, fuel

& tobacco). A 10% rise in the currency

will lower the tradeable goods & services
(ex food, fuel & tobacco) by 2%. \l’



Tradeable goods & services inflation

Our forecasts incorporate a currency impact but there is also
more going on at a fundamental level
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As core tradeable has a weight of 12.4%
in the CPI -10% on the currency will
lower the CPI by 0.25ppt.

* A rough rule of thumb is that a 10% fall in

the currency will lift auto fuel prices by
around 1.3% through next month. Fuel has
a weight of 3.6% in the CPIl so a 10% fall in
the currency boosts the CP 0.05ppt.

A 10% fall in the currency has a +0.05ppt
impact via fuel and +0.25ppt via
tradeable goods & services;

In total a 10% fall in the currency will
result in a 0.26ppt boost to the CPI.

For total tradeable goods & services a
10% fall in the exchange rate will raise
prices for this group by around 1% - being
37% in the CPI this will generate a
0.37ppt increase in the CPI.

Our near-term forecasts are generated
from a bottom-up approach so we tend
to look at the currency impact via fuel,
food, clothing & footwear, household
goods and international travel crossed
checked with top-down estiamtes.
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Things you should know

Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141 (‘Westpac’).
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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
notice to exclude liability for the information. The information is subject to change without notice and none of Westpac or its related entities is under any obligation to update the information or correct any inaccuracy which may become apparent at a later date. The
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
performance. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The ultimate outcomes may
differ substantially from these forecasts.
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from Westpac or any of its subsidiaries (other than WNZL). Neither Westpac nor its other subsidiaries guarantee or otherwise support the performance of WNZL in respect of any such product. The current disclosure statements for the New Zealand branch of Westpac
and WNZL can be obtained at the internet address www.westpac.co.nz. For further information please refer to the Product Disclosure Statement (available from your Relationship Manager) for any product for which a Product Disclosure Statement is required, or
applicable customer agreement.

China, Hong Kong, Singapore and India: This material has been prepared and issued for distribution in Singapore to institutional investors, accredited investors and expert investors (as defined in the applicable Singapore laws and regulations) only. Recipients in
Singapore of this material should contact Westpac Singapore Branch in respect of any matters arising from, or in connection with, this material. Westpac Singapore Branch holds a wholesale banking licence and is subject to supervision by the Monetary Authority of
Singapore. Westpac Hong Kong Branch holds a banking license and is subject to supervision by the Hong Kong Monetary Authority. Westpac Hong Kong branch also holds a license issued by the Hong Kong Securities and Futures Commission (SFC) for Type 1 and
Type 4 regulated activities. This material is intended only to “professional investors” as defined in the Securities and Futures Ordinance and any rules made under that Ordinance. Westpac Shanghai and Beijing Branches hold banking licenses and are subject to
supervision by the China Banking Regulatory Commission (CBRC). Westpac Mumbai Branch holds a banking license from Reserve Bank of India (RBI) and subject to regulation and supervision by the RBI

UK: The contents of this communication, which have been prepared by and are the sole responsibility of Westpac Banking Corporation London and Westpac Europe Limited. Westpac (a) has its principal place of business in the United Kingdom at Camomile Court, 23
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or rely on this communication or any of its contents. The investments to which this communication relates are only available to and any invitation, offer or agreement to subscribe, purchase or otherwise acquire such investments will be engaged in only with, relevant
persons. Any person who is not a relevant person should not act or rely upon this communication or any of its contents. In the same way, the information contained in this communication is intended for “eligible counterparties” and “professional clients” as defined by the
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Disclaimer continued

The material may contain investment recommendations, including information recommending an investment strategy. Reasonable steps have been taken to ensure that the material is presented in a clear, accurate and objective manner. Investment Recommendations
for Financial Instruments covered by MAR are made in compliance with Article 20 MAR. Westpac does not apply MAR Investment Recommendation requirements to Spot Foreign Exchange which is out of scope for MAR.

Unless otherwise indicated, there are no planned updates to this Investment Recommendation at the time of publication. Westpac has no obligation to update, modify or amend this Investment Recommendation or to notify the recipients of this Investment
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