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EDITORIAL

RBA’s SoMP lowers growth outlook, but inflation forecasts

are troubling

The Reserve Bank has released its November Statement on
Monetary Policy (SoMP).

The highlight of these Statements is the Bank’s revised forecasts for
growth, unemployment and inflation.

These forecasts are based on a path for the cash rate broadly in line
with expectations derived from surveys of professional economists
and financial market pricing (most likely a straight arithmetic
average). Exchange rates and oil prices are also assumed to be
unchanged through the forecast period.

This approach to cash rate assumptions can lead to some tensions.
The forecasts are based on what the market and analysts expect for
the policy instrument rather than what the Bank expects it needs to
do. The risk with such an approach is that the Bank’s forecasts are
consistent with market pricing but may not be consistent with the
Bank’s own objectives. There is some evidence of this conundrum in
the revised inflation outlook.

Forecasts are provided out to December 2024.

Due to the surprise lift in inflation in the September quarter inflation
report, the Bank has raised its forecast for headline inflation in 2022
from 7.8% in the August SOMP to 8%. The forecast for inflation in
2023 has been lifted from 4.3% to 4.7% while 2024 has been lifted
from 3% to 3.2%.

That means that the Bank is now forecasting inflation in 2023 to

be much nearer 5% than the 4% we saw in August while it is clearly
making the statement that it expects inflation will remain outside the
2-3% target range for three years. It is very rare for the RBA’s ‘out
year’ inflation forecast to be above its target range - the only other
instances being when major tax changes were set to boost the CPI
(the carbon tax in 2011 and the GST in 2000).

Psychologically, a ‘near 5%’ forecast rise for 2023 may lift
expectations for both business and households, particularly with
wage negotiations that are currently taking place. Negotiations may
also be influenced by further progress in the proposed changes,
which the government is now close to legislating, that would allow
for industry-wide bargaining.

It is worth comparing the RBA’s forecasts with those of its central
bank peers. The 4.7% for 2023 is well above the RBA’s 2-3% target.
And while central banks in other developed economies are also
expecting to miss their targets in 2023, they are plotting a clearer
return to target in 2024.

The figure above shows the most recent inflation forecasts from other
central banks in developed economies (noting that the RBNZ is likely
to lift its forecast for 2022 and 2023 by around 0.2ppts when it updates
its forecasts later this month due to a sharper than expected increase in
September quarter inflation rise).

The figure clearly demonstrates that - at least in eyes of central
banks - Australia’s inflation picture is not more benign than in other
developed economies. Inflation is also still rising in Australia (up
from 7.3% in the September quarter), whereas most other developed
economies are forecasting lower inflation by end 2022.

Other central banks are taking a more aggressive approach to rate
rises. Markets and central bank guidance indicate that even for
economies like Canada, New Zealand and the UK, which have higher
household debt exposures to short term interest rates, the terminal
policy rate is likely to settle at least 1ppt above the RBA’s likely
terminal rate.

Central bank inflation forecasts
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The inflation forecasts for 2024 are particularly interesting: Canada
(2.0%); New Zealand (2.2%); the UK (1.4%); and the US (2.3%).

These central banks are forecasting a much more emphatic return to
target in 2024 than the RBA’s forecast.

The more cautious approach from the RBA raises the prospect of
further entrenching a ‘high inflation’ psychology as businesses and
households may doubt the RBA’s commitment to returning inflation
to the target zone. The Governor’s statement that the Bank is aiming
to return inflation to the target band “while keeping the economy
on an even keel” contrasts with other central banks who accept the
economic slowdown as the cost of containing inflation.

The Bank’s growth forecasts are more in line with the likely
economic cost of containing inflation.

The forecast growth rates have been lowered from the August
numbers, particularly for 2023. Growth is forecast at 2.9% in 2022
(down from 3.2% in August); 1.4% in 2023 (down from 1.8%); and
1.6% in 2024 (down from 1.7%).

The major source of the downward revisions is household spending
which was revised down from 2.4% growth in 2023 to 1.3% - in line
with our forecast of 1.2% growth.

These overall growth numbers are getting closer to Westpac’s
forecasts in the out years (1.0% in 2023 and 2.0% in 2024). Our
faster growth rate in 2024 relies on the RBA being in a position to
cut rates by 100bps in 2024. If the RBA’s inflation forecasts prove to
be correct, it will be difficult to justify rate cuts as inflation will still
be outside the target zone and the unemployment rate steady.

We expect the RBA will need to lift the cash rate to 3.85% in 2023 in
the face of strong inflation with the last cut likely during the first half
of the year (May).

Despite lower growth, the forecasts maintain that the
unemployment rate will only rise from 3.5% (revised up from 3.4%)
to 4.3% by end 2024 (lifted from the August forecasts of 4.0%).
With slower growth in 2023 we expect that the unemployment rate
will lift to 5.2% by end 2024.

Forecast wages growth in 2023 has been lifted from 3.6% to 3.9%,
still benign but more in line with our own forecast of 4.5% reflecting
the tight labour markets which are likely to persist through 2023.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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The Overview section of the Statement does not provide any
further insights into the decision process at the November Board
meeting. It reiterates the points: that interest rates had already been
increased significantly in a short period of time; that the effect is yet
to be seen; that slowing the pace of tightening would allow more
time to assess; that drawing out policy adjustments also helps to
keep public attention focused for a longer period on the Board’s
resolve; and that the more frequent meeting schedule allows for
smaller incremental changes. Going forward, all options are options
on the table including moving in larger steps if necessary or even
pausing for a period - the emphasis clearly being that policy is not
on a pre-set path.

Conclusion

The revised forecasts in the Statement on Monetary Policy highlight
the RBA Board’s current expectation that it will not return inflation
to the target zone until 2025 at the earliest. This contrasts with the
more aggressive approaches of other central banks. The risk is that
a ‘high inflation’ psychology emerges and is allowed to be sustained
for longer, potentially making the challenge of bringing inflation
back to target more difficult than necessary.

We agree with the downward revisions in the growth outlook for
2023, particularly with respect to household spending, but we
expect the unemployment rate to increase further than indicated in
the RBA’s forecasts.

We remain comfortable with our call that the cash rate will increase
to 3.85% by May next year, relying on steady 25bp moves.

The rate cuts we expect for 2024 are consistent with the very

weak growth outlook for 2023 and 2024, which the Bank is close

to franking, but the Bank’s inflation forecasts would make it very
difficult to deliver given inflation would be expected to hold outside
the target zone.

Bill Evans, Chief Economist

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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The past week has seen a flurry of central bank communications
as the RBA, FOMC and BoE all met to deliberate on policy. Evident
in their decisions and commentary is a growing divergence in
expectations around inflation and the risks to the policy outlook.

Despite the much stronger than expected Q3 CPI report, the RBA
delivered only a 25bp hike at its November meeting. However, their
revised forecasts for inflation in 2022 and 2023 (from 7.8% to 8.0%
for 2022 and 4.3% to 4.75% for 2023) highlight the current strength
of price pressures in Australia and their expected persistence.
Consequently, we remain confident in our peak of 3.85%, with 25bp
increases to be delivered in December, February, March and May.

Following the RBA’s decision, Chief Economist Bill Evans provided
a detailed analysis of the outcome as well as the implications

and risks. Note, as we go to press, the RBA’s latest Statement on
Monetary Policy has also just been released, giving full detail on
their own expectations regarding the outlook and risks.

This week’s Australian data flow meanwhile largely focused on
housing. CorelLogic’s 8 capital city measure reported a 1.1% fall for
October, leaving prices 6.6% below their peak level. The pace of
price declines slowed in Sydney and Melbourne, but accelerated

in Brisbane. Adelaide and Perth continue to show resilience,
although prices are also beginning to slip there. Dwelling approvals
meanwhile saw a material 5.8% decline in September following a
number of upside surprises, with the weakness broad based. Ahead,
further significant declines are expected, with affordability; the

cost and availability of inputs; and general economic uncertainty all
set to weigh on activity. This deterioration in new activity will feed
through to GDP as well as the demand for housing credit. Note, at
September, housing finance approvals were 26% below their peak of
early 2022.

This week we also received an update on Australia’s trade position.
September’s report was a positive surprise for exports which gained
7% on resilience in commodities and another strong showing for
services. However, imports also faired better than expected. While
the Q3 surplus of $30bn is another strong result, it is down from
$44bn in Q2. Factoring in our expectations for price changes, this
points to net exports’ contribution to GDP growth swinging from
+1.0ppts in Q2 to -0.75ppts in Q3.

Before moving further afield, it is also worth highlighting that New
Zealand’s labour market showed resounding strength this week,
with the unemployment rate remaining near its record low in Q3 as
employment grew rapidly. Wages also showed strong momentum,
the labour cost index gaining 1.1% in Q3 to be 3.7% higher over the
year. These results argue for an outsized 75bp increase in the cash
rate at the RBNZ’s November review, in line with Westpac’s existing
expectation. A peak of 5.0% is seen for the cash rate in 2023.

Turning to the UK. After a few tumultuous weeks in politics

and markets, the Bank of Enaland delivered a 75bp rate hike in
November, raising the bank rate to 3.0%. While this represents
strong progress towards tackling inflation, the Committee’s rhetoric
and projections surrounding the economic and policy outlook has
clearly shifted into more ‘dovish’ territory. Indeed, based on the
market-implied path for the bank rate, the UK economy is expected
to remain in a deep and prolonged recession through to H1 2024,
coinciding with still elevated consumer inflation and a material
weakening in the labour market, with the unemployment rate
expected to almost reach 6%.

Reflecting on this, Governor Bailey emphasised in the press
conference that market pricing has gone too far. A subsequent
scenario analysis involving fixed policy at the current rate of 3.0%,
albeit still bleak, produced a shallower recession and an inflation
rate closer to the 2% target. On balance, inflation is still far too high
and interest rates must rise further, but a slowing in the pace of
rate hikes is very likely. Hence, we expect only 100bps of tightening
remains in the cycle, bringing the bank rate to a peak of 4.0% by
March 2023.

Finally then to the US. Already fully priced, the FOMC'’s decision to
raise by 75bps in November was looked through, with participants
instead focused on the detail and tone of the Committee’s guidance.
The take home point from the statement and press conference is
that, while the FOMC is close to throttling back on the pace of rate
hikes (our baseline expectation is for a 50bp hike in December

and 25bps in January), with inflation risks still skewed upward, the
FOMC believe they have more work to do before the hiking cycle
concludes.

While we believe inflation will continue to decelerate through 2023,
there is a question as to how patient the FOMC is willing to be in
assessing the cumulative economic effect of policy tightening.
Also critical will be how market participants price expectations for
growth and inflation into nominal and real yields.

Clear from Chair Powell’s remarks is that the Committee is intent on
maintaining tight financial conditions until the risks around inflation
subside. This requires real yields to remain materially above zero.
Implicit here is that, if real yields decline in the months ahead, the
FOMC may look to continue tightening towards mid-2023 beyond
our current peak of 4.625% at January/February 2023. Rate cuts are
expected to remain off the FOMC’s agenda until 2024.

The risk for the US is clearly that this tight stance of policy leads
to recession and/or a prolonged period of sub-trend growth,
even after rates begin to decline in 2024. Our growth forecasts
and expectations are laid out for the US and the world in our just
released November Market Outlook on Westpac I1Q.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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https://www.westpaciq.com.au/economics/2022/11/cpi-deeper-insights-q3-nov
https://www.westpaciq.com.au/economics/2022/11/rba-video-bill-nov-v2
https://www.rba.gov.au/publications/smp/2022/nov/
https://www.rba.gov.au/publications/smp/2022/nov/
https://www.westpaciq.com.au/economics/2022/11/aus-dwelling-approvals-broad-based-softening-sept
https://www.westpaciq.com.au/economics/2022/10/australian-private-credit-september-2022
https://www.westpaciq.com.au/economics/2022/11/aus-housing-finance-big-fall-as-rate-hikes-bite
https://www.westpaciq.com.au/economics/2022/11/australias-trade-account-september-2022
https://www.westpaciq.com.au/economics/2022/11/nz-labour-market-review--september-quarter-2022
https://www.westpaciq.com.au/economics/2022/11/nz-labour-market-review--september-quarter-2022
https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2022/november-2022
https://www.westpaciq.com.au/economics/2022/11/elliot-video-3-nov-2022
https://www.westpaciq.com.au/economics/2022/11/elliot-video-3-nov-2022
https://www.westpaciq.com.au/economics/2022/11/westpac-market-outlook-november-2022
https://www.westpaciq.com.au/

NEW ZEALAND

Week ahead & data wrap

New Zealand’s labour market remains extremely tight.
Unemployment remains very low, and wage growth is picking up
sharply, emphasising that our inflation problem is increasingly a
home-grown one.

The unemployment rate remained at 3.3% in the September quarter,
close to the record low of 3.2% that it set in December and March.
On the face of it, that was a little weaker than the drop to 3.2% that
we and the market were forecasting.

What wasn’t a surprise was that jobs growth actually regained
some momentum. Indeed, that turned out even stronger than we
expected - employment was up 1.3% for the quarter, following three
straight quarters of zero growth.

However, that growth was quite narrowly focused on one group:
employment among 15-19 year olds rose by 8% in just one quarter,
and the participation rate for this age group rose to its highest since
2007. We also saw a strong rise in the number of people working
while studying, and a bounce in the share of part-time workers.

A lift in youth employment is certainly not unwelcome. But it
highlights how few avenues that employers have left to find new
workers. Students working part-time may well be helping to fill
the gap in areas like hospitality, which have suffered from the
absence of the migrant and working-holiday visa crowds in the
last couple of years. But labour shortages are a feature across all
sectors, all regions, and all skill levels. More often than not, finding
the people with the right skills will mean luring them away from
another employer.

The result is that the strong demand for workers is largely being
channelled into pay rates rather than employment. The Labour Cost
Index (LCD rose by 1.1% in the September quarter, lifting the annual
rate to 3.7%, the highest since 2008. Private sector labour costs are
running hotter than the public sector - up 3.9% vs. 3.1% for the year.
The unadjusted analytical measure of the LCI, which excludes pay
rises related to promotion or experiences, is running stronger than
this, up 5.3% on a year ago (and 5.6% for the private sector).

The Quarterly Employment Survey (QES) measure of average hourly
earnings is even stronger again. Private sector pay rates were up
2.6% for the quarter, lifting the annual rate to 8.5% - exceeding the
previous high of 7.7% in 1990, which is as far back as the survey
goes. We should take this result with a small grain of salt, as it can
be quite variable from quarter to quarter. But it is clear that not only
is the QES measure outpacing the LCI, but the gap between the two
is widening.

Round-up of local data released over the last week

Date Release
Tue 1 Sep building permits
Wed 2 GlobalDairyTrade auction (WMP)

Q3 employment

Q3 unemployment rate

Q3 LCI wage inflation (pvte, ord. time)
Thu 3 Oct ANZ commodity prices

Why is this happening? One reason could be due to job title
inflation. The LCI measures pay rates by job role. But some
employers are having to hire or promote people into more senior
positions - with higher salary ranges - in order to be able to pay
what’s needed to attract or retain them. This may be an attractive
option for employers, because it’s easier to scale it back once the
economy does cool down.

So the question of which wage measure to focus on is really horses
for courses. If you're interested in wage growth on a like-for-like
basis, the headline LCl is best. If you're thinking about the overall
pressure for pay rises that an individual firm is facing, use the
analytical LCIl. And if you want to gauge what workers are actually
getting in hand (before tax, and bracket creep), the QES is the
best measure, as it also captures the effects of people moving into
higher-paying roles or industries.

The QES measure also suggests that the average worker is now
starting to claw back some of the rises in the cost of living, whereas
until recently that hadn’t been the case. That broadly matches

how the Covid pandemic has played out. At first it was largely a
productivity shock to the economy, as supply chains gummed up
and worker absences increased. In these conditions, we would
expect real (inflation-adjusted) wages to fall. But we’re hearing
much less from firms about supply chain issues these days; the
overwhelming issue now is labour shortages. And that is a recipe for
rising real wages.

The Reserve Bank was already braced for some very strong wage
growth over the coming quarters, but this week’s results either
matched or exceeded those forecasts. That reinforces that the RBNZ
faces a significant challenge in bringing inflation under control.
There’s a clear risk of a self-perpetuating upward spiral in wages
and prices, in the absence of the circuit-breaker that higher interest
rates provide. Any thoughts of the monetary policy cycle being
‘mature’ or ‘well advanced’ need to be put into the context of the
scale of the RBNZ’s task.

We continue to expect a 75 basis point increase in the OCR at the
next review on 23 November. It seems that 50 or 75 basis points are
likely to be the options on the table, as was the case in the October
review. What tips us towards a larger move this time is the strong
readings on inflation and wages in the last few weeks, as well as the
unusual three-month gap until the next scheduled policy review

in February.

Michael Gordon, Acting Chief Economist NZ

Previous Actual Westpac f/c
-1.6% 3.8% -5.0%
-4.4% -3.4% -2.0%
0.0% 1.3% 0.6%

3.3% 3.3% 3.2%
1.3% 11% 1.0%
-0.6% -3.4% -

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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DATA PREVIEWS

Aus Nov Westpac-MI Consumer Sentiment

Nov 8, Last: 83.7 Consumer Sentiment Index

Consumer Sentiment edged 0.9% lower in Oct to remain near

130 index index 130

historical lows at 83.7 - sustained lower readings in the past only
ever seen in the depths of recession. The most striking aspect of the
Oct survey though was a sharp turnaround in responses over the 120 1 r 120
course of the survey week, the RBA’s surprise move - raising rates
by 25bps instead of a widely expected 50bp increase - preventing 110 1 - 110
what would otherwise have been an extremely weak Oct read,
sentiment across the ‘post-RBA’ sample actually up 5% vs Sep. 100 1 - 100
Its unclear if that ‘mini-rally’ will carry into Nov. While the RBA 90 1 - 90
opted for another 25bp rate increase at its Nov meeting, this time
the move was in line with consensus expectations. Meanwhile 80 1 - 80
the inhﬂation chsllenge iscljokc))king more for;nidsble v:jith t?e Q3 70 | Souroes: Westpao Economice, Melboune instue 70
CPI showing a bigger and broader price lift, the Budget forecasts ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
highlighting a prospective 50%+ rise in retail electricity costs and Oct-06 Oct-10 Oct-14 Oct-18 Oct-22
the RBA now forecasting headline inflation to only slow back to
4%4% in 2023.
Nov 8, Two-year ahead inflation expectations, Last: 3.07% RBNZ survey of expectations
The risk of a wage-price spiral is a significant concern for the RBNZ %yr %yr
given the current strong and widespread inflation pressures. Key to 5 5
this is whether inflation expectations remain well anchored. —Expected inflation 2 years ahead
4 1 —Expected inflation 5 years ahead r4
The November survey is likely to show that expectations for inflation
remain elevated at both short and longer-term horizons. Importantly, 3] L5
there is a risk that inflation expectations over longer horizons (two RBNZ target band
or more years ahead) could push upwards. Despite interest rate
increases over the past year, we are not seeing signs that inflation 24 F2
pressures are abating. In fact, recent labour market data signals that
those pressures have become more intense. Consistent with that, 14 L1
forecasts for inflation have been revised upwards in recent weeks.
Source: RBNZ
0 — — — — 0
Mar-05 Mar-09 Mar-13 Mar-17 Mar-21
Nov 9, Last: +1.4%, Westpac: +0.2% NZ retail card spending
Retail spending was stronger than expected in September. In large $m $m
part, that’s a result of increased spending in the hospitality sector, 7000 7000
which has been boosted by the reopening of the borders and the
X R L 6000 + r 6000
return of international visitors.
5000 - + 5000

We’'re forecasting that spending levels will rise modestly in October.
Spending is being supported by the last of the Government’s 4000 + r 4000
temporary ‘Cost of living’ payments to households. We’ve also seen

continued gains in the hospitality sector and a fall in petrol prices. 3000 1 - 3000
2000 4 — i i F 2000

Providing some offset to the aforementioned tailwinds, rising Retail spending

consumer prices and higher interest rates are eroding households’ 1000 - —Core (ex-fuel) spending + 1000

spending power. That’s been a particular drag on durables spending. 0 Source: Stats NZ 0

We expect the dampening impact of those factors will become

increasingly pronounced over the year ahead. Jan-17  Jan-18  Jan-19  Jan-20  Jan-21  Jan-22

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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DATA PREVIEWS

NZ Oct REINZ e sales and prices

Nov 11 (TBC), Sales last: -4.1% m/m, -10.9% y/y
Prices last: -1.6% m/m, -8.1% y/y

The correction in New Zealand’s housing market continues at pace,
with prices down by 11% since last November. That has only taken
them back to where they were in April last year, highlighting the
ferocity of the price rise over 2020 and 2021.

Higher interest rates have been the key driver of the correction, and
they point to further price declines to come. Fixed-term mortgage
rates eased slightly in August and September, but rebounded to
reach new highs in October.

There are signs of house sales flattening out in recent months,
albeit at very low levels. The supply of unsold homes on the market
also looks to be stabilising, though this is largely due to a drop in
new listings, as falling prices have kept potential sellers away from
the market.

REINZ house prices and sales

sales

Y%oyr

14000
Source: REINZ

12000 + Sales (left axis)

—House price growth (right axis)

10000
8000
6000
4000
2000

Jan-05 Jan-09 Jan-13 Jan-17

Jan-21

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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For the week ahead

Market Westpac

median forecast

Risk/Comment

Aus Oct ANZ job ads -0.5%
Chn Oct foreign reserves USDbn 3028.96

Oct trade balance USDbn 87.7
Eur Nov Sentix investor confidence -38.3

3029.50
96.0

Still at a very high level.

Authorities focused on stability on trade-weighted basis.
Weaker global economy a risk to trade into year-end.
Collapsed confidence undermines Europe’s resilience to date.

Aus Nov WBC-MI Consumer Sentiment 83.7

Oct NAB business survey 25
Nz Q4 RBNZ inflation expectations (2yrs) 31%
Jpn Sep household spending %yr 51%
Eur Sep retail sales -0.3%
us Sep consumer credit 32.2

Oct NFIB small business optimism 921

Fedspeak _

2.7%

320
91.5

Mini-rally post Oct 25bp rate hike. Will this feature again?
Sep, conditions up & elevated at +25. Oct, any signs of slowing?
Set to remain elevated.

Weak real spending capacity limiting the consumer rebound.
Negative so far this year; broadly-based across the region.
High rates to weigh over the coming year.

Consolidating but fragile given uncertainties.

Collins, Mester, Barkin.

Wed 09

RBA Deputy Governor Bullock

Nz Oct card spending 1.4%
Jpn Sep current account balance ¥bn 58.9
Chn Oct PPI %yr 0.9%
Oct CPI %yr 2.8%
Oct new loans, CNYbn 2473.8
Oct M2 money supply %yr 121%
us Sep wholesale inventories 0.8%

Fedspeak -

275.0
-1.6%
2.4%
800.0
12.0%
0.8%

Speaking on the economic outlook at ABE, Sydney, 8:05pm.
Lift in tourist spending offsetting higher borrowing costs.
Opportunities in Asia; developed-world demand a risk.
Upstream price pressures continue to decelerate...

.. while consumer inflation remains relatively benign.

Credit gains to continue...

.. on authorities’ encouragement.

Final estimate.

Williams, Barkin.

Thu 10

Nov Ml inflation expectations 5.4%
us Oct CPI 0.4%
Initial jobless claims 217k
Fedspeak -

0.7%

0.7%

Elevated and well above target band, mirroring actual inflation.
Close attention on momentum in core; critical update.

Likely to remain at low levels, at least for time being.

Waller, Logan, Mester, George.

Oct manufacturing PMI 52.0
Oct food price index 0.4%
Oct REINZ house sales %yr -10.9%
Oct REINZ house prices %yr -81%
UK Q3 GDP 0.2%
Sep trade balance £bn -7080
us Nov Uni. of Michigan sentiment 59.9

59.6

-0.4%

Continues to point to moderate activity.

Seasonal fall in vegetable prices.

Signs of sales flattening out, albeit at low levels.

Rising interest rates point to further price declines to come.
Sustained period of negative growth ahead.

Deficit to remain wide for now.

Consumers still feeling the heat from inflation and rates.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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ECONOMIC & FINANCIAL

Forecasts

Interest rate forecasts

Australia Latest (4 Nov) Dec-23

Cash 2.85 310 3.60 3.85 3.85 3.85 3.60 3.35
90 Day BBSW 3.06 3.55 3.97 4.05 4.05 3.97 3.72 3.47
3 Year Swap 4.09 3.90 4.00 3.85 3.70 3.60 3.55 3.50
3 Year Bond 3.42 3.55 3.70 3.60 3.50 3.40 3.35 3.30
10 Year Bond 3.90 3.80 3.80 3.60 3.40 3.20 3.00 2.90
10 Year Spread to US (bps) -25 -20 -20 -20 -20 -20 -10 (0]
Fed Funds 3.875 4.375 4.625 4.625 4.625 4.625 4.375 3.875
US 10 Year Bond 415 4.00 4.00 3.80 3.60 3.40 3.10 2.90
Cash 3.50 4.25 4.75 5.00 5.00 5.00 5.00 5.00
90 day bill 417 4.55 5.00 5.10 510 510 5.10 4.80
2 year swap 5.20 5.00 4.90 4.80 4.60 4.40 415 3.90
10 Year Bond 4.59 4.50 4.50 4.30 4.20 4.00 3.80 3.70
10 Year spread to US 44 50 50 50 60 60 70 80

Exchange rate forecasts

Australia Latest (4 Nov)

AUD/USD 0.6289 0.65 0.66 0.67 0.69 0.72 0.73 0.74
NZD/USD 0.5773 0.58 0.59 0.60 0.62 0.65 0.66 0.66
USD/JPY 148.17 147 145 143 140 136 133 130
EUR/USD 0.9750 1.00 1.01 1.02 1.04 1.07 1.09 110
GBP/USD 11162 113 114 116 118 1.20 122 124
USD/CNY 7.3019 7.20 7.00 6.80 6.60 6.50 6.40 6.30
AUD/NZD 1.0899 112 112 112 Al 1m m 112

Australian economic growth forecasts

2021 2022 2023 Calendar years
% change Q4 Q1 Q2 Q3f Q4f Qif Q2f 2020 2021 2022f 2023f
GDP % qtr 39 0.7 0.9 11 0.6 0.3 0.2 - - - -
%yr end 4.5 3.3 3.6 6.7 3.4 3.0 2.2 -0.7 4.5 3.4 1.0
Unemployment rate % 4.7 4.0 3.8 S15) 3.3 3.4 3.8 6.8 4.7 3.3 4.5
Wages (WPI) 0.7 0.7 0.7 11 1.2 11 1.0 - - - -
annual chg 2.3 2.4 2.6 31 3.7 4.2 4.4 1.4 2.3 3.7 4.5
CPI Headline* 1.3 21 1.8 1.8 1.9 1.2 0.9 - - - -
annual chg* 3.5 51 6.1 7.3 7.9 6.9 6.0 0.9 3.5 7.9 41
Trimmed mean* 11 1.5 1.6 1.8 1.8 1.2 1.0 - - - -
annual chg* 2.6 38 4.9 6.1 6.8 6.5 5.9 1.2 2.6 6.8 3.8

New Zealand economic growth forecasts

2021 2022 2023 Calendar years
% change Q4 (e]] Q2 Q3f Q4f Qif Q2f 2020 2021 2022f 2023f
GDP % qtr 3.0 -0.2 1.7 0.4 0.6 0.6 0.5 - - - -
Annual avg change 5.5 4.9 1.0 2.4 2.2 2.8 3.2 -2.1 5.5 2.2 2.2
Unemployment rate % 3.2 3.2 3.3 3.3 3.3 3.5 3.6 4.9 3.2 3.3 3.8
CPI % qtr 1.4 1.8 1.7 2.2 0.5 1.3 0.9 - - - -
Annual change 5.9 6.9 7.3 7.2 6.2 5.7 4.9 1.4 5.9 6.2 41
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Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. 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 results ultimately achieved may differ substantially from these forecasts.
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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 only and is not intended to constitute or be relied upon as personal financial advice. To
the extent that this material contains any general advice, it has been prepared without taking into account your objectives, financial
situation or needs, and because of this, you should, before acting on it, consider the appropriateness of the advice, having regard

to your objectives, financial situation and needs, and, the disclosure documents (including any product disclosure statement) of any
financial product you may consider. 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 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.

Country disclosures

Australia: Westpac holds an Australian Financial Services Licence (No. 233714). This material is provided to you solely for your own
use and in your capacity as a client of Westpac.

For XYLO Foreign Exchange clients: This information is provided to you solely for your own use and is not to be distributed to any
third parties. XYLO Foreign Exchange is a division of Westpac Banking Corporation ABN 33 007 457 141 and Australian credit licence
233714. Information is current as at date shown on the publication. This information has been prepared without taking account of your
objectives, financial situation or needs. Because of this you should, before acting on this information, consider its appropriateness,
having regard to your objectives, financial situation or needs. XYLO Foreign Exchange’s combined Financial Services Guide and
Product Disclosure Statement can be obtained by calling XYLO Foreign Exchange on 1300 995 639, or by emailing customercare@
XYLO.com.au.

New Zealand: In New Zealand, Westpac Institutional Bank refers to the brand under which products and services are provided by
either Westpac or Westpac New Zealand Limited (“WNZL”). Any product or service made available by WNZL does not represent an
offer 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. Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure Statement
at www.westpac.co.nz.

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 and Insurance Regulatory Commission (CBIRC). 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 Camomile Street, London EC3A 7LL, and is registered at Cardiff in the UK (as Branch No. BRO0O106), and (b) authorised

and regulated by the Australian Prudential Regulation Authority in Australia. Westpac is authorised in the United Kingdom by the
Prudential Regulation Authority. Westpac is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from
us on request. Westpac Europe Limited is a company registered in England (number 05660023) and is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.

This communication is being made only to and is directed at (a) persons who have professional experience in matters relating to
investments who fall within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the
“Order”) or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, falling within Article
49(2)(a) to (d) of the Order (all such persons together being referred to as “relevant persons”). Any person who is not a relevant
person should not act or rely on this communication or any of its contents.

Disclaimer continued overleaf
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Disclaimer continued

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 rules of the Financial Conduct
Authority and is not intended for “retail clients”. With this in mind, Westpac expressly prohibits you from passing on the information
in this communication to any third party. In particular this communication and, in each case, any copies thereof may not be taken,
transmitted or distributed, directly or indirectly into any restricted jurisdiction. This communication is made in compliance with the
Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

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
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;

Il. physical separation of various Business/Support Units;

IIl. 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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