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Federal Budget: receipts and payments
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Public gross debt projections
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Structural pressures on the Budget

Average annual growth in major payments, Revisions to major payments since
2022-23 to 2032-33 pre-election estimates, 2022-23 to 2032-33
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Inflation: long history: G7 challenge
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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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Commodities; Ukraine spike has passed
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10-year Government honds

Graph 1.24
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Spiralling costs leading to price pressures
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CPlitems rising by more than 3 per cent®

Graph 4.3
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Jobh vacancies - impacted by net migration/strong demand
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Employment to population ratio: US/UK participation weak
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Labour costs: significant pressures
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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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Temp work visas: grants
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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 - hoosted spend by $7 bn ; $260 bn in savings
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Card activity by state: level - reopening still building!
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Unemployment by state - NSW lowest in Australia
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Inflation: dwelling & energy prices key to 2023 slowdown
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The pace of inflation moderates though 2023
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Contributions to headline inflation - Europe’s Energy Problem

Graph 1.1
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Contributions to core services inflation - US has a rental problem

Graph 1.3
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US CPl inflation peaks; low energy costs are the key
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Central bank inflation forecasts - RBA; 3 years outside target band
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Financial and Economic Forecasts

—m 2023 m

GDP (%pa)

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

Sources: Westpac Economics
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Detailed Forecasts

34

Latest

- hond rates lower in 2023 and 2024

RBA Cash 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

Sources: Bloomberg, Westpac Economics
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Market Expectations for RBA & US Fed - November 28

% RBA Fed %

Sources: OIS, MIPR, Westpac Economics
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Short-end and long-end spreads
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AUD/USD and RBA / FFR differential
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ASX 200 underlying profits®

Graph 3.30
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Household debt servicing ratio vs arrears
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Fixed-rate housing loans- refinancing headwind in 2023

Graph 3.22

Fixed-rate HﬂIJEiI"Ig Loans
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Australian dwelling prices - falling year on year; -16% fall forecast
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Australia: dwelling price corrections - need rate cuts
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Australian commodity prices - coal hoom
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Commodity prices - USS; iron ore to trend down
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Terms of trade: riding high (77% above long-term average)
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Supply of completed dwellings constrained
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China - fiscal impulse
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Graph 1.17

China - Fiscal Impulse
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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.

s
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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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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
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