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Public gross debt projections
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Structural pressures on the Budget
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Global supply chain disruptions – clearing
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International construction cost inflation has peaked

Lumber prices deflating in the US US steel prices turning over
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10-year Government bonds
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CPI items rising by more than 3 per cent*
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Job vacancies – impacted by net migration/strong demand
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Labour: “single factor” most limiting production
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Net migration: 240,000 (2019)  to –130,000 (2021 and 2022)
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Net arrivals: student visas
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Wages growth: key to RBA outlook – 4.5% peak, at least
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Private sector wages: pressures building in NSW
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Australian wages lagging US wages – but outlook is strong
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Confidence: consumers and businesses
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Business conditions and confidence
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Consumers: Sentiment & Unemployment ’ expectations – differ
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Savings ratio – boosted spend by $7 bn ; $260 bn in savings
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Inflation: dwelling & energy prices key to 2023 slowdown

Dwelling prices tend to track construction costs plus a margin
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The pace of inflation moderates though 2023
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Contributions to headline inflation – Europe’s Energy Problem
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Contributions to core services inflation – US has a rental problem

Economic Update30
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US CPI inflation peaks; low energy costs are the key
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End-2022 2023 2024
GDP (%pa) 3.4 1.0 2.0
Unemployment rate (%) 3.3 4.5 5.2
Inflation (%pa) 7.9 4.1 3.0
Dwelling prices (%pa) -6.0 -8.0 2.0
Wages growth (%pa) 3.25 4.5 3.6
Cash rate (%) 3.10 3.85 2.85

Financial and Economic Forecasts

Sources: Westpac Economics
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Latest 
(28/11) Dec-22 Jun-23 Dec-23 Dec-24

RBA Cash 2.85 3.10 3.85 3.85 2.85

3yr swap rate 3.83 3.90 3.85 3.60 3.40

AU10yr bond 3.62 3.80 3.60 3.20 2.50

Fed Funds 3.875 4.375 4.625 4.625 3.125

US 10yr bond 3.68 4.00 3.80 3.40 2.50

AUD/USD 0.67 0.68 0.70 0.74 0.77

Detailed Forecasts  – bond rates lower in 2023 and 2024 

Sources: Bloomberg, Westpac Economics
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ASX 200 underlying profits*
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Fixed-rate housing loans- refinancing headwind in 2023
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Australian dwelling prices – falling year on year; –16% fall forecast
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Australian commodity prices – coal boom
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Commodity prices – US$; iron ore to trend down

0

50

100

150

200

250

0

5

10

15

20

25

Nov-01 Nov-04 Nov-07 Nov-10 Nov-13 Nov-16 Nov-19 Nov-22

indexindex

LNG - Aust. Ave export price (lhs) Iron ore (rhs)

Sources: Westpac Economics, Bloomberg, ABS.

Westpac 
forecasts to 

end 2024 



Economic Update45

Terms of trade: riding high (77% above long-term average)

40

60

80

100

120

140

Dec-50 Dec-60 Dec-70 Dec-80 Dec-90 Dec-00 Dec-10 Dec-20

index

Sources: ABS; Westpac Economics

historic  avg

Wool boom
1950/51

Westpac forecasts to Dec 2023



Economic Update46

Supply of completed dwellings constrained
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China – fiscal impulse

Economic Update47
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Conclusion

• Three stages of Great Inflation: supply; war; inflation psychology takes hold.
• Material and labour shortages at extreme levels – not seen since 70’s; labour should ease 

by 2024; demand and supply shock slowdown key to easing in inflation.
• RBA cash rate to rise quickly in 2022 – 3.10% by year’s end; peak at 3.85% by May.
• 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 (unemployment rate falls to 3.3%), inflation control relies on 

slowing interest sensitive sectors.
• Bond rates to fall in 2023 – as FOMC and RBA go on hold and markets look to cuts.
• Risk to economy is wage/price spiral; firms also identify scope; RBA should be nervous.
• Falling house  prices in 2022 and 2023 – national; down 16% – SYD/MEL 18%.
• Border opening unlikely to see replacement of Covid losses in workforce.
• Central banks have erred with money printing during Covid – government support enough.
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Conclusion

• Inflation must ease globally in 2023 to take pressure off central banks and avoid wage/ 
price spiral.

• US inflation structure and cycle conducive to earlier falls in inflation.
• Bond rates volatile but near peak; but progress towards much lower yields will be bumpy.
• Biggest risk to outlook is if inflation is much stickier than currently expected particularly 

precluding FOMC from cutting rates when US consumer flat lines in 2024 and RBA from  
easing rates in 2024 (RBA forecast of 4.7% inflation in 2023 and 3.2% in 2024 is risky).

• 2023 will mark the weakest consumer spending growth in US since GFC.
• China’s prospects are still uncertain, current conditions in property markets are parlous     

– stimulatory policy (credit boost; lower rates); easing of restrictions on property and 
technology; zero Covid still cause for considerable caution as virus still spreads.

• AUD to benefit from easing of “risk aversion” in 2023 as inflation falls.
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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 
Recommendation should any information, including opinion, forecast or estimate set out in this Investment Recommendation change or subsequently become inaccurate.

Westpac will from time to time dispose of and acquire financial instruments of companies covered in this Investment Recommendation as principal and act as a market maker or liquidity provider in such financial instruments.

Westpac does not have any proprietary positions in equity shares of issuers that are the subject of an investment recommendation.

Westpac may have provided investment banking services to the issuer in the course of the past 12 months.

Westpac does not permit any issuer to see or comment on any investment recommendation prior to its completion and distribution.

Individuals who produce investment recommendations are not permitted to undertake any transactions in any financial instruments or derivatives in relation to the issuers covered by the investment recommendations they produce.

Westpac has implemented policies and procedures, which are designed to ensure conflicts of interests are managed consistently and appropriately, and to treat clients fairly.

The following arrangements have been adopted for the avoidance and prevention of conflicts in interests associated with the provision of investment recommendations.

i. Chinese Wall/Cell arrangements;
ii. physical separation of various Business/Support Units; 
iii. Strict and well defined wall/cell crossing procedures;
iv. a “need to know” policy; 
v. documented and well defined procedures for dealing with conflicts of interest; 
vi. reasonable steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and that such arrangements are adequately monitored. 

U.S.: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller of the Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but is
neither registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. Westpac Capital Markets, LLC (‘WCM’), a wholly-owned subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the 
Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). This communication is provided for distribution to U.S. institutional investors in reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not 
subject to all of the independence and disclosure standards applicable to debt research reports prepared for retail investors in the United States. WCM is the U.S. distributor of this communication and accepts responsibility for the contents of this communication. All 
disclaimers set out with respect to Westpac apply equally to WCM. If you would like to speak to someone regarding any security mentioned herein, please contact WCM on +1 212 389 1269. All disclaimers set out with respect to Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments mentioned in this communication may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regulations of, the SEC in the United States. Information 
on such non-U.S. securities or related financial instruments may be limited. Non-U.S. companies may not subject to audit and reporting standards and regulatory requirements comparable to those in effect in the United States. The value of any investment or income 
from any securities or related derivative instruments denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related derivative instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or associated person under the rules of FINRA, any other U.S. self-regulatory organisation, or the laws, rules or regulations of any State. 
Unless otherwise specifically stated, the views expressed herein are solely those of the author and may differ from the information, views or analysis expressed by Westpac and/or its affiliates.
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