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EDITORIAL

Better outcomes on employment can coexist with low inflation

The last time the unemployment rate was around its current levels, |
was in pre-school. Underemployment has picked up, but it is still low.

Compared with the unemployment rates of the 1980s and 1990s,
when rates above 8% were common and 6% seemed as much as we
could hope for, this is a remarkable achievement.

As policymakers try to tame high inflation, the question arises:
can Australia hold onto the gains we have made in getting
unemployment down? And can we achieve full employment?

If you don’t know what you are trying to achieve, you’ll never get
there. At least now, with the White Paper, we have a definition of full
employment that seems to have broad agreement. The definition
given is, paraphrased, the state of the world where everyone who
wants a job can get one without having to look for too long, and
where the job is secure and paid decently.

There’s a lot to unpack in that definition. It captures the quality of
the employment experience and whether people can get the hours
of work they want. But the hours of work people want is itself partly
determined by the hourly wage they can get, as well as their family
and other obligations.

This differs from economists’ definition of a NAIRU, which is simply the
rate of unemployment below which inflation starts to pick up. Or more
directly, and to my mind preferably, the rate of unemployment below
which wages growth starts to pick up - the NAWGRU, if you like.

| prefer a definition keying off wages growth because, as we have
seen recently, inflation in goods and services prices can be affected
by factors beyond the cost of labour. If you’re not careful, you would
end up attributing inflation that stemmed from supply shocks to

a rising NAIRU. Indeed, if you were to run the standard models

now, with no account for the pandemic, they would see the global
inflation surge and conclude that the NAIRU was currently around
6%. | don’t believe that for a minute.

So full employment and the NAIRU are two different things. The
concept of full employment is normative, a goal we have. While the
concept of NAIRU is empirical. It is how things are.

If the NAIRU/NAWGRU accords with full employment, then
the aspiration can be sustained. But if not, we can’t stay at full
employment for long without other problems arising.

If the NAIRU is above the aspiration for full employment, this does
not mean we have to give up. The NAIRU is not fixed or handed
down from the heavens. It is an emergent property of a complex
system. It absolutely can shift.

One way, therefore, to think about full employment as a policy
objective is:

« first, to find a way to ensure that the NAIRU declines to be close
to full employment.

*« And second, to make sure that policymakers either know this
has happened or at least conduct policy in a way that allows for
the possibility. Without this, macro policy could end up being
too tight until the policymaker learns from experience that the
NAIRU has fallen.

This was possibly part of the post-GFC story. In the late 2010s,
many countries found they could get unemployment lower than
previously, without igniting inflation. It is no surprise that during this

period, official estimates of NAIRUs for advanced economies, such
as those produced by the OECD, were repeatedly revised down.

The first part of the objective - reducing the current level of the NAIRU
from wherever it is - is usually framed as being an issue with the
worker. The policy focus is all about removing barriers to employment,
improving skills, lifting literacy and so on. And these things are worth
doing. But | question whether they are the whole story.

For no matter how job-ready the potential worker might be, there
has to be a firm ready with a job. As well as the firm having work
that needs doing, the firm needs to see that worker as suitable for
the role. This comes down to employer practice as much as the
worker’s actual characteristics. Firms have already seen the benefit
of increasing the diversity of their workforce across dimensions such
as sex, age and cultural background. But there can still be a bit of a
tendency to want to hire people into roles who have already done
that role elsewhere.

When the labour market isn’t as tight as it is now, it is common for
workers to complain that job selection criteria don’t always make
sense. That you need a qualification that the nature of the work
doesn’t really require. That you need five years’ experience for an
entry-level position, or in a technology platform that has only been
around for three years.

As the labour market tightens up, firms do learn not to be so specific.
They start taking on school leavers or new graduates, or people with
a non-standard collection of experience. After all, in a few years’ time,
the inexperienced person becomes an experienced person.

But it takes time for firms to learn that this is what they need to do,
that isn’t a temporary situation they can ride out. And no doubt

it takes the HR department a while to agree with the changed
approach, organisations being what they are.

This isn’t a critique of employers or HR professionals by any means.
It is simply the fact that any single person or organisation has only
one window into the whole labour market. So it isn’t always obvious
to people whether the market has tightened, or they’ve just been
unlucky in their search.

We economists have a fancy word for this process of lower
unemployment nudging the NAIRU lower - hysteresis. Normally we
think about the reverse case, though, where high actual unemployment
drags the NAIRU up. But hysteresis works both ways, and this

search and learning process is probably a lot of the reason for it. It
means that if we find that the economy can run with a lower average
unemployment rate without igniting much wages growth, then testing
that boundary just a little can result in better outcomes over time.

So the first part of the problem, getting the NAIRU down, has three
elements:

1. All the usual worker-centric policies around training, removal of
barriers and job-readiness

2. running the economy a little tight, but not too tight, so that firms
have the incentive to learn that they can hire someone who isn’'t
already doing the same job somewhere else, perhaps with some
training. Of course, this cannot go too far, else inflation will in-
crease. It is an argument for approaching the limits slowly, to cre-
ate that learning time, rather than pushing for the fastest possible
return to wherever the NAIRU is estimated to be now.

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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3. related to this, finding ways to speed up firms’ learning process,
so that it isn’t the case that every episode of labour market tight-
ening is construed as a labour shortage. | don’t pretend to have
all the answers on how to make this happen, but this seems like
the right forum to ask the question. A good place to start would
be to ensure that the process of matching firms and workers is as
efficient as it could be. The private sector has a role to play here,
through platforms and other initiatives. It isn’t the sole responsi-
bility of government.

The second part - making sure policymakers realise that the NAIRU
can decline or has declined - is a task for the economics profession.
| would like to encourage my academic colleagues to explore the
underlying drivers of this emergent property of the system. It would
also be worth investigating whether it is feasible to forecast its
movements. The ageing of the population and rising participation of
older workers will be a factor here.

The profession can also assist in keeping policymakers alert to
these issues. The good news is that, in Australia at least, the culture
of public policy is pragmatic and evidence based. | do not see too
many people in that sphere who take models and invisible “star”
variables as gospel. So | do not see much risk here of a policy
mistake coming from decisions that assume a fixed, and too-high,
NAIRU. And for that reason, | believe that full employment and low
inflation are compatible, at least in principle, and with time.

To do that, we need to make sure that we aren’t caught up in pre-
conceived ideas. We can do more to recognise that the NAIRU can
move, that it might be able to be forecast, and that - perhaps - we
can do more to influence it in the right direction, so that our full
employment aspirations can be achieved.

And by “we”, | don’t only mean government policy. As with
Australia’s recent weak productivity outcomes, it is too often
assumed that causes and solutions rest entirely on government
actions. Productivity isn’t something the government does to us,
though. It is mostly the result of the decisions every business makes:
how much to invest; when and how to train employees; and how
work is organised and prioritised.

So it is with the emergent properties of the labour market. Public
policy has an influence, but it isn’t the only thing. Private sector
decisions matter, including who and how we hire, how we onboard
and train staff, and how we organise our work and - especially -
our working hours and locations. Tighter labour markets require
nimbleness and creativity in filling roles, but these skills can atrophy
in times of labour market slack. At a time when participation in

the labour market is close to an 113-year high, we can’t say that
there is a shortage of willing labour. The challenge is to match that
willing labour with suitable roles to achieve our aspirations of full
employment. That is something we can all participate in, rather than
waiting for the government to do it for us.

Luci Ellis, Chief Economist Westpac Group
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In Australia, nominal retail sales rose strongly in September,

up 0.9% (2.0%yr). However, this was mostly due to transitory
factors, including policy changes around medicines under the
Pharmaceutical Benefits Scheme and major product releases,

most notably the latest iPhone model. On a three-month rolling
basis, nominal retail sales lifted 0.8% in September; underlying this,
the just released quarterly data reports volumes rose 0.2% in Q3
following a 0.6% decline in Q2. Our Westpac Card Tracker suggests
that through October, retail card activity partially retraced some of
the gradual improvement experienced through Q3.

Turning to the housing data, the CoreLogic home value index posted
another broad-based gain in October (0.9%) with solid increases
reported in most of the major capital cities. Despite ongoing
momentum in prices, housing finance approvals still imply a shaky
recovery in transaction volumes, the total value of new loans up
just 0.6% in September with the detail of the report very patchy,
owner-occupier loans down 0.1% as investor loans gained 2.0%.
Construction-related lending’s flat result in September and dwelling
approvals 4.6% decline in the month also showcases lingering
fragility for construction. Costs pressures and capacity constraints
will act as a drag on building activity in the near-term, providing
support for house prices and rents.

Australia’s goods trade surplus subsequently surprised to the
downside in September, slipping from $10.2bn to $6.8bn. This was
largely a consequence of a surprise surge in imports, up 7.5%, due to
a spike in transport equipment. Exports meanwhile exhibited some
softness in the month, falling -1.4%, as volatility in gold exports
persisted. According to this data, the goods trade balance was soft
in the quarter overall, with goods exports declining -1.4% and goods
imports rising 3.0%. The Balance of Payments will provide an update
on services trade in a few weeks’ time.

With a view to the medium term, Westpac Chief Economist Luci Ellis
spoke this week at the Melbourne Institute 2023 Economic & Social
Outlook Conference on sustaining full employment and low inflation.
A copy of her presentation is now available on Westpac 1Q.

First cab off the rank offshore was the Bank of Japan who changed
the 1% upper bound for 10-year Japanese Government Bond

(JGB) yield from a hard cap to a “reference”, potentially allowing

the 10-year JGB yield to trade modestly above that level if market
conditions warrant. However, their overall commitment to Yield Curve
Control and the -0.1% policy rate are unchanged. While markets

took the upper bound decision to mean the BoJ may be readying

for a substantial policy shift, we believe the BoJ is instead planning
to remain ultra accommodative for the foreseeable future. Revised
forecasts show upward revisions to inflation in FY23 and FY24 to
above the 2% target, but inflation is still expected to be back below
target in FY25. Importantly, the BoJ attributed the upward revisions
to stronger pass through of import prices. But, as import price growth
dissipates, consumer prices are also expected to ease. Evidence of
demand-driven inflation meanwhile remains scant.

Committee members would have taken into consideration the
trade union confederation RENGO’s ‘above 5%’ wage demands

for 2024 when they made the assessment that “if the behaviour
and mindset based on the assumption that wages and prices will
not increase easily remain deeply entrenched, there is a risk that
moves to increase wages will not strengthen as much as expected
from next year and prices will deviate downward from the baseline
scenario.” Overall, the BoJ’s decision reflects a desire to keep policy
accommodative as long as necessary to encourage expectations to
strengthen and inflation to hold sustainably at target.

The FOMC subsequently chose to keep rates steady and reaffirmed
they believe the US economy is cooling sufficiently to meet the

2% inflation target in time. In the statement, changes to language
were marginal and in response to recent data, economic activity
“expanded at a strong pace” replacing “expanding at a solid

pace” following Q3’s outsized 4.9% annualised gain. The tense

of the revised statement is significant: yes Q3 was “strong”, but
momentum ahead is uncertain.

Into 2024, the balance of risks will likely shift against growth,
requiring the FOMC to make real-time judgements over the
appropriate degree of policy restrictiveness. This is a determination
that will depend not only on the right level of the real fed funds
rate but also on an assessment of the stability of term premiums
and credit conditions. The US release of the week is still to come,
with the October employment report due tonight. With the Q3
Employment Cost Index benign and other partial data softer than
expected, the market is likely hoping for a partial reversal of last
month’s payrolls strength.

In the UK, the Bank of England kept rates steady at 5.25% in a

6-3 vote. The lower-than-expected inflation print resulted in a
downward revision for 2023 inflation. However, 2024 and 2025 were
revised up reflecting upside risks for inflation from energy prices
and a longer-than-expected unwinding of second-round effects.
This likely means policy will remain restrictive for longer in line with
the global narrative. Concerns about growth remain ever-present as
the BoE revised down its forecast for 2024 to be flat.

In Europe, headline inflation eased to 2.9%yr in October helped by
base effects with 2022’s soaring energy prices falling out of the
annual inflation calculation. Core inflation held above 4% (4.2%yr from
4.5%yr last month), confirming the ECB’s view that there would be a
late but steep deceleration for core. These inflation outcomes were
paired with a 0.1%qgtr contraction in Q3 GDP following an upwardly
revised 0.2% gain in Q2. While France, Italy, and Spain saw an
expansion in Q3, likely fuelled by strong tourism spending, Germany
posted a decline due to manufacturing sector weakness. Together
these outcomes point to the ECB remaining on hold into 2024.
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NEW ZEALAND

Week ahead & data wrap

Over the past week we have published our latest quarterly Economic
Overview. The broad outlook for the New Zealand economy has not
changed much in recent months. In short, we continue to think that
sustained tight monetary policy settings - which are necessary to
ensure that inflation returns to the RBNZ’s target range - will mean
that economic growth is relatively weak over the year ahead (and
negative in per capita terms). That said, we have slightly revised up
our forecast for growth, reflecting our assumption that the current
large inflow of migrants will persist for longer than previously
foreseen. We have also slightly revised up our forecasts for inflation
and now no longer expect that it will return to the RBNZ’s target
range next year. This reflects our taking a more cautious view of

the speed at which inflation might fall in parts of the service sector,
rather than a significant change to our forecast of the real economy.
As previously highlighted, we continue to forecast that the RBNZ will
most likely need to lift the OCR further in 2024 while at this stage we
don’t see scope for policy easing until early 2025. But as always, the
path taken by monetary policy will hinge on the flow of economic
data and other developments over the months ahead.

Turning to this week’s economic data, with prospects for continued
disinflation tied inextricably to forecasts of increasing economic slack,
most interest centred on the labour market surveys. In summary,
these provided some good news for the RBNZ. As we had expected,
the unemployment rate increased by a further 0.3ppts to 3.9% in

the September quarter, marking the highest reading in more than

two years. Also of note, the so-called underutilisation rate - which
amongst other things also captures those people that would like
more work - increased by 0.5ppts to 10.4%. In the detail, employment
fell 0.2% during the quarter, which was a weaker outcome than
suggested by the tax-based Monthly Employment Indicator (MEI).
While this could reflect conceptual and coverage differences between
the MEI and household survey, we are inclined to think that rotation of
the survey sample may explain much of the unexpected weakness in
employment in the September quarter, especially as the labour force
participation rate also surprised to the downside.

Most importantly, there were further signs that the uplift in the
unemployment rate is beginning to take some of the heat out of
wage growth. In particular, the private sector Labour Cost Index
increased by a less than expected 0.9% in the September quarter. This
marked the second consecutive quarter in which growth has printed
0.2ppts lower than in the same quarter a year earlier, and so annual
growth has declined to 4.1% from a peak of 4.5% in the March quarter.
Wage growth in the public sector was very strong, in part reflecting
large settlements in the education sector. However, looking ahead,
we expect wage growth to weaken in the public sector, lagging the
private sector has it usually does. This is especially so given that

the parties that will form the incoming centre-right government

have pledged to focus on tight control of spending, which will likely
include some job losses in the bureaucracy. Coming on top of the
recent downside surprise in CPI inflation, this week’s labour market
news will almost certainly allow the RBNZ to remain on the sidelines
at this year’s final meeting on 29 November. But further significant
progress in reducing inflation pressures will be required to keep the
RBNZ on the sidelines next year.

Round-up of local data released over the last week

Date Release
Tues 31 Sep building consents

Oct ANZ business confidence
Wed 1 Unemployment

Employment

Labour cost index (Private, incl. overtime)

This week’s other key economic data concerned building activity
and business confidence. Somewhat disappointingly, the number
of consents for dwellings fell by a further 5% in September and are
now more than 30% lower than a year earlier. In addition, consents
for commercial buildings were also weak, with the with the amount
of floor-space consented over the past 12 months down 13% on
the previous year. More positively, the ANZ’s Business Outlook
Survey pointed to a sharp lift in business confidence, while firms’
assessment of their own trading outlook also improved significantly.
That said, it remains to be seen to what extent this is simply a
kneejerk reaction to the success of centre-right parties in last
month’s General Election. Elsewhere in the survey, key inflation
indicators eased only modestly, and over coming months will need
to make substantial further progress to arrive at levels consistent
with inflation inside the RBNZ’s target range.

This week the RBNZ released its six-monthly Financial Stability
Report. Unsurprisingly, the RBNZ concluded that New Zealand’s
banking system remains well placed to handle potential external
shocks and a downturn in the economy, with banks’ liquidity
positions viewed as “strong” and asset quality described as “high”.
The RBNZ noted that pockets of stress are likely to grow in the
medium term as highly-indebted households continue to be tested
by higher debt servicing burdens. In the farm sector, it was noted
that a prolonged downturn in dairy prices could see a material
pickup in loan losses for banks, and that farmers in some areas also
face increased risk of drought conditions. None of these comments
would have been a surprise to market participants.

In other local news, the formation of a new government moved a step
closer with the release today of the final results of this year’s General
Election. As history had suggested, following the counting of special
votes, the centre-right National Party has lost 2 seats since election
night, finishing with 48 seats. As a result, the combined seat-holding
of National and its preferred coalition partner ACT is 59 seats -
insufficient to command a majority in what will become a 123-seat
parliament following the Port Waikato by-election on 25 November
(even allowing for the fact that National will almost certainly gain

a further seat at the by-election). So as had seemed probable, the
support of the NZ First party (which gained 8 seats) will be required
to form a stable government. Coalition talks will now move beyond
the preliminary discussions that have been held to date. Although it
could still be a couple of weeks before a formal coalition agreement
is signed, the respective parties have indicated a desire to move as
fast as possible. And a quick agreement will be required if the new
government is to release a mini-budget before the end of the year, as
desired by PM-elect Christopher Luxon.

Turning to the week ahead, on Wednesday the RBNZ’s Survey of
Expectations will reveal whether the gradual downtrend in inflation
expectations has remained intact. Earlier that day, the latest GDT
dairy auction will also be of interest to see if the recent recovery in
prices has been sustained. On Thursday, the Treasury will release
the Government’s Financial Statements for the three months to
September. Finally, on Friday we’ll get October’s Business NZ
manufacturing PMI, which has slumped in recent months.

Darren Gibbs, Senior Economist

Previous Actual Westpac f/c
-7.0% -4.7% 0.0%
1.5 23.4
3.6% 3.9% 3.9%
11% -0.2% 0.4%
11% 0.9% 1.0%
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DATA PREVIEWS

Aus RBA policy dec

Nov 6, Last: 4.10%, WBC f/c: 4.35% RBA cash rate and 3 year honds
Mkt f/c: 4.35%, Range: 4.10% to 4.35%

% %
At the November Board meeting, Westpac anticipates that the RBA 5.0 ;umes: RBA, Westpao Economics °r 5.0
will raise the cash rate by 25bps to 4.35%. Such an outcome would 'Macrobondb’enchmarkyield
follow four consecutive ‘on-hold’ decisions, from July to October. 4.0 L 4.0
Last week, Michele Bullock stated in her first speech as Governor that 30 4 3 year bond*  gaily | 30
the Board “will not hesitate to raise the cash rate further if there is a : RBA :
K L . R X — cash rate target
material upward revision to the outlook for inflation”. In our view, the
Q3 CPI report highlighted that the pace of disinflation was not as fast 2.0 r 20
as the RBA were hoping for, and the risk of a longer return to target -
relative to the RBA’s current forecasts - is therefore material. 1.0 4 L 1.0
The resilience of the household sector, alongside lingering capacity [~
constraints amid strong population growth, supports the decision O-g ' o ' ' o ' ' o ' 0.0
to raise rates as well. However, the Board will also recognise that the ct-20  Apr-21 ct-21  Apr-22 ct-22  Apr-23 ct-23
labour market has turned and the risk of a price-wage spiral is receding.
In essence, November’s rate hike decision will be finely balanced.
For more detail, see last week’s note from Chief Economist Luci Ellis.
NZ GlobalDairyTrade auction, whole milk powder prices
Nov 8, Last: 4.2%, Westpac f/c: -1.0% Whole milk powder prices
We expect whole milk powder prices (WMP) to fall 1% at the US$/tonne US$/tonne
upcoming auction. Note WMP prices jumped by 4.2% at the previous 3400 ] 3400
auction. Our pick is between the circa 3% fall at the recent mini (GDT Sources;: GlobalDairyTrade, N2X, Westpac
pulse) auctions and the flat prices as indicated by the futures market. 3300 A L 3300
Global dairy prices lifted off their lows over September and October. 3200 | | 3200
The likely drivers of the improvement were a lift in demand from
Middle East buyers alongside increased drought risk over summer _
and/or autumn stemming from the El Nino weather pattern. In the 3100 - —18 Oct auction r 3100
short term, New Zealand spring production has been firm and this
may explain the likely price fall at this auction. 3000 | — Current WMP futures | 3000
2900 T T T T T T 2900
Nov-23 Dec-23 Jan-24 Feb-24 Mar-24 Apr-24 May-24
NZ Q4 RBNZ survey of expectations
Nov 8, Expected inflation 2 years ahead, last: +2.83% RBNZ survey of expectations
The RBNZ’s September survey showed that expectations for %yr %yr
inflation over the next few years are, on average, continuing to 6 6
soften. However, that easing has been gradual, and expectations —Expected inflation 1 year ahead
remain above the 2% midpoint of the RBNZ’s target band. 51 —Expected inflation 2 years ahead 5
Inflation has continued to ease since the time of the RBNZ’s last 41 P4
survey, with headline inflation dropping 5.6%. In addition, borrowing
costs have continued to push higher. Against that backdrop, 39 RBNZ target band 3
expectations for inflation are set to fall again in the December
quarter survey. Even so, inflation expectations are likely to remain 2 1 P2
above 2%.
11 F
Source: RBNZ
0 — 0

Mar-05 Mar-09 Mar-13 Mar-17 Mar-21
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For the week ahead

Market Westpac
median forecast

Risk/Comment

Aus Oct Ml inflation gauge %yr 5.7% - -

Oct ANZ job ads -01% - -
Nz Oct ANZ commodity prices 0.0 - -
Eur Nov Sentix investor confidence -21.9 -20.7 -
Global Oct S&P Global services PMI - - -

Provides a general view of risks.

Broadly stable over last three months.

Dairy prices jumped over October.

Gloomy outlook as the impact of rate hikes materialise.

Final estimate for Japan and Eurozone.

RBA policy decision 410% 4.35% 4.35%
Melbourne Cup - - -
Jpn Sep household spending %yr -2.5% -2.7% -
Chn Oct trade balance US$bn 77.8 84.2 -
Oct foreign reserves US$bn 3151 - -
Eur Sep PPI %yr -11.5% -13.0% -
us Sep trade balance $bn -58.3 -60.5 -
Sep consumer credit $bn -15.6 10.0 -

Fedspeak - - -

RBA to respond to upside risks to inflation outlook.

Public holiday (Vic); Vauban favoured by bookies.

Real income pressures constraints spending momentum.
Asian demand has held up surplus through 2023.
Authorities focused on stability of TWI not USD/CNY.

Last year’s energy inflation has almost fully cycled out.
Likely to remain volatile given swings in demand and prices.
Interest rates to grow as a headwind for demand.

Logan and Schmid.

Wed 08

GlobalDairyTrade auction (WMP) 4.2% - -1.0%
Q4 RBNZ inflation expectations 2.83% - -
Eur Sep retail sales -1.2% - -
us Sep wholesale inventories 0.0% 0.0% -

Dairy prices taking a breather after rising since August.
Above target, but set to continue easing back.
Broad-based weakness highlights fragility of consumption.
Final estimate.

Thu 09

Sep current account balance ¥bn 2279.7 2988.9 -
Chn Oct CPI %yr 0.0% -0.2% -
Oct PPI %yr -2.5% -2.8% -
Oct new loans, CNYbn 2311.8 650.0 -
Oct M2 money supply %yr 10.3% - -
us Initial jobless claims 217k - -

FOMC Chair Powell - - -
Fedspeak - - -

Primary income supporting surplus through weak ¥.

Soft demand and capacity to limit consumer inflation...

.. while growing capacity holds back upstream price gains.
Government support for credit growth building...

.. though gains likely limited until property support increases.
Low and will remain so for foreseeable future.

IMF Panel, “Monetary Policy Challenges in a Global Economy”.
Bostic and Paese.

RBA Statement on Monetary Policy

Nz Oct manufacturing PMI 45.3 - -
UK Q3 GDP 0.2% 0.0% -
us Nov Uni. of Michigan sentiment 63.8 63.5 -

Fedspeak - - -

Forecast update; inflation outlook in focus.

Set to remain low in as demand continues to cool.

Growth faltering under the weight of interest rate tightening.
Expectations weak, likely to weigh on demand hence.

Bostic and Logan.

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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Forecasts

Interest rate forecasts

Australia Latest (3 Nov) Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25
Cash 4.0 4.35 4.35 4.35 410 3.85 3.60 3.35
90 Day BBSW 4.35 4.55 4.55 4.47 4.22 3.97 3.72 3.47
3 Year Swap 4.49 4.40 4.30 4.20 410 4.00 3.80 3.60
3 Year Bond 4.29 4.20 410 4.00 3.90 3.80 3.60 3.40
10 Year Bond 4.74 4.70 4.60 4.50 4.40 4.30 415 4.05
10 Year Spread to US (bps) 8 -10 -10 -10 -10 -10 -5 -5
Fed Funds 5.375 5.375 5125 4.875 4.625 4.375 4125 3.875
US 10 Year Bond 4.66 4.80 4.70 4.60 4.50 4.40 4.20 4.10
Cash 5.50 5.50 5.75 5.75 5.75 5.75 5.50 5.25
90 day bill 5.63 5.85 5.85 5.85 5.85 5.75 5.50 5.20
2 year swap 5.38 5.79 5.67 5.50 5.29 5.08 4.86 4.65
10 Year Bond 5.22 5.45 5.45 5.40 5.30 515 4.90 4.80
10 Year spread to US 57 65 75 80 80 75 70 70

Exchange rate forecasts

Australia Latest (3 Nov) Dec-23 Mar-24 Jun-24 Sep-24 Dec-24 Mar-25 Jun-25
AUD/USD 0.6430 0.66 0.67 0.68 0.69 0.70 0.71 0.72
NZD/USD 0.5889 0.60 0.61 0.62 0.62 0.62 0.63 0.63
USD/JPY 150.34 147 145 143 141 138 135 132
EUR/USD 1.0626 1.08 1.09 m 113 114 115 116
GBP/USD 1.2201 1.23 1.24 1.25 1.26 1.27 1.28 1.30
USD/CNY 7.3153 7.20 710 6.90 6.80 6.70 6.60 6.50
AUD/NZD 1.0908 1.08 1.09 110 m 112 113 114

Australian economic growth forecasts

2022 2023 2024 Calendar years
% change Q4 Q1 Q2 Q3f Q4f Qif Q2f 2021 2022 2023f 2024f
GDP % qtr 0.7 0.4 0.4 0.3 0.2 0.2 0.3 - - - -
%yr end 2.7 2.4 21 1.7 1.2 11 1.0 4.6 2.7 1.2 1.6
Unemployment rate % 3.5 3.6 3.6 3.7 3.8 41 4.5 4.7 3.5 3.8 4.7
Wages (WPI) 0.8 0.8 0.8 1.3 0.8 0.8 0.8 - - - -
annual chg 3.4 3.7 3.6 39 3.8 3.8 3.8 23 3.4 3.8 3.2
CPI Headline 1.9 1.4 0.8 1.2 11 0.8 0.7 - - - -
annual chg 7.8 7.0 6.0 5.4 4.6 4.0 3.9 3.5 7.8 4.6 3.4
Trimmed mean 1.7 1.2 1.0 1.2 0.9 0.9 0.8 - - - -
annual chg 6.8 6.6 5.9 5.2 4.4 4.0 3.8 2.6 6.8 4.4 3.3

New Zealand economic growth forecasts

2022 2023 2024 Calendar years
% change (e 2] Q1 Q2f (eki} Q4f Qif Q2f 2021 2022 2023f 2024f
GDP % qtr -0.5 0.0 0.9 -01 01 0.2 0.2 - - - -
Annual avg change 2.7 2.9 3.2 1.6 1.2 1.0 0.6 6.0 2.7 1.2 0.9
Unemployment rate % 3.4 3.4 3.6 3.9 4.3 4.6 4.9 3.2 3.4 4.3 5.3
CPI % qtr 1.4 1.2 11 1.8 0.9 0.9 0.7 - - - -
Annual change 7.2 6.7 6.0 5.6 51 4.7 4.3 5.9 7.2 51 3.2

‘I’ | I Q Start receiving your usual Westpac research and strategy reports from Westpac IQ.
https:/www.westpacig.com.au/subscribe

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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© 2023 Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141, AFSL233714 (‘Westpac’). References
to the “Westpac Group” are to Westpac and its subsidiaries and includes the directors, employees and representatives of Westpac and its
subsidiaries.

Disclaimer

This information has been prepared by the Westpac Institutional Bank and is intended for information purposes only. It is not intended to reflect
any recommendation or financial advice and investment decisions should not be based on it. This information 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 into a legally binding contract.

To the extent that this information contains any general advice, it has been prepared without taking into account your objectives, financial
situation or needs and before acting on it you should consider the appropriateness of the 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 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 this information is free from
error, none of Westpac or its related entities warrants the accuracy, adequacy or completeness of this information, or otherwise endorses it in
any way. Except where contrary to law, Westpac Group intend by this notice to exclude liability for this information. This information is subject
to change without notice and none of Westpac or its related entities is under any obligation to update this information or correct any inaccuracy
which may become apparent at a later date. This information may contain or incorporate by reference forward-looking statements. The words
“believe”, “anticipate”, “expect”, “intend”, “plan”, “predict”, “continue”, “assume”, “positioned”, “may”, “will”, “should”, “shall”, “risk” and other
similar expressions that are predictions of or indicate future events and future trends identify forward-looking statements. These forward-looking
statements include all matters that are not historical facts. Past performance is not a reliable indicator of future performance, nor are forecasts
of future performance. Whilst every effort has been taken to ensure that the assumptions on which any 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 any forecasts.

Conflicts of Interest: In the normal course of offering banking products and services to its clients, the Westpac Group may act in several
capacities (including issuer, market maker, underwriter, distributor, swap counterparty and calculation agent) simultaneously with respect to

a financial instrument, giving rise to potential conflicts of interest which may impact the performance of a financial instrument. The Westpac
Group may at any time transact or hold a position (including hedging and trading positions) for its own account or the account of a client in any
financial instrument which may impact the performance of that financial instrument.

Author(s) disclaimer and declaration: The author(s) confirms that no part of his/her compensation was, is, or will be, directly or indirectly, related
to any views or (if applicable) recommendations expressed in this material. The author(s) also confirms that this material accurately reflects his/
her personal views about the financial products, companies or issuers (if applicable) and is based on sources reasonably believed to be reliable
and accurate.

Additional country disclosures
Australia: Westpac holds an Australian Financial Services Licence (No. 233714).

New Zealand: In New Zealand, Westpac Institutional Bank refers to the brand under which products and services are provided by either Westpac
(NZ division) or Westpac New Zealand Limited (company number 1763882), the New Zealand incorporated subsidiary of Westpac (“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. WNZL is not an
authorised deposit-taking institution for the purposes of Australian prudential standards. The current disclosure statements for the New Zealand
branch of Westpac and WNZL can be obtained at the internet address www.westpac.co.nz .

Singapore: 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 of this material in Singapore 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.

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. The services and products referenced above are not insured by

the Federal Deposit Insurance Corporation (“FDIC”). 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. Transactions by U.S. customers of any securities referenced herein should be effected through WCM. 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. 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 be 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.

Disclaimer continued overleaf
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Disclaimer continued

The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or associated
person of WCM or any other U.S. broker-dealer 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.

UK and EU: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject
to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number: 124586). The
London branch of Westpac is registered at Companies House as a branch established in the United Kingdom (Branch No. BROO0106). Details
about the extent of the regulation of Westpac’s London branch by the PRA are available from us on request.

Westpac Europe GmbH (“WEG”) is authorised in Germany by the Federal Financial Supervision Authority (‘BaFin’) and subject to its regulation.
WEG'’s supervisory authorities are BaFin and the German Federal Bank (‘Deutsche Bundesbank’). WEG is registered with the commercial
register (‘Handelsregister’) of the local court of Frankfurt am Main under registration number HRB 118483. In accordance with APRA’s Prudential
Standard 222 ‘Association with Related Entities’, Westpac does not stand behind WEG other than as provided for in certain legal agreements

(a risk transfer, sub-participation and collateral agreement) between Westpac and WEG and obligations of WEG do not represent liabilities of
Westpac.

This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or
use would be contrary to local law or regulation. This communication is not being made to or distributed to, and must not be passed on to, the
general public in the United Kingdom. Rather, this communication is being made only to and is directed at (a) those persons falling within the
definition of Investment Professionals (set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(the “Order”)); (b) those persons falling within the definition of high net worth companies, unincorporated associations etc. (set out in Article
49(2)of the Order; (c) other persons to whom it may lawfully be communicated in accordance with the Order or (d) any persons to whom it may
otherwise lawfully be made (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. 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”. Westpac expressly prohibits you from passing on the information in this communication to any third party.

This communication contains general commentary, research, and market colour. The communication does not constitute investment advice.
The material may contain an ‘investment recommendation’ and/or ‘information recommending or suggesting an investment’, both as defined
in Regulation (EU) No 596/2014 (including as applicable in the United Kingdom) (“MAR”). In accordance with the relevant provisions of MAR,
reasonable care has been taken to ensure that the material has been objectively presented and that interests or conflicts of interest of the
sender concerning the financial instruments to which that information relates have been disclosed.

Investment recommendations must be read alongside the specific disclosure which accompanies them and the general disclosure which can
be found here: https://www.westpacig.com.au/terms-and-conditions/investment-recommendation-disclosure. Such disclosure fulfils certain
additional information requirements of MAR and associated delegated legislation and by accepting this communication you acknowledge that
you are aware of the existence of such additional disclosure and its contents.

To the extent this communication comprises an investment recommendation it is classified as non-independent research. It has not been prepared
in accordance with legal requirements designed to promote the independence of investment research and therefore constitutes a marketing
communication. Further, this communication is not subject to any prohibition on dealing ahead of the dissemination of investment research.
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