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EDITORIALEDITORIAL

Coordinated policy should not be a drag

The RBA Board must be glad that they did not follow up 
November’s rate rise with another in December. The September 
quarter national accounts confirmed the narratives that Westpac 
Economics has been highlighting: the household sector is being 
squeezed by inflation, a rising tax take and higher interest rates; 
earlier resilience in equipment investment faded as tax incentives 
expired; and the productivity slump began to reverse as the 
population surge began to recede.

The data were view-changing in that the consumer sector was 
shown to be even weaker than we expected. The squeeze on real 
household disposable income has been extraordinary. And as 
we have been highlighting, more of that squeeze has come from 
tax payments, not monetary policy. Total tax payments by the 
household sector were the highest share of household gross income 
(17¾%) ever previously recorded since the quarterly national 
accounts were first compiled in 1959. The consequences of this 
squeeze include weak consumption and rock-bottom consumer 
sentiment. 

Some of the additional tax take has occurred because the bonus 
low and middle-income tax offset expired. However, we estimate 
that the bulk of the increase in the tax-to-income ratio has come 
from bracket creep.

Other countries, including the United States and Canada, are not 
currently seeing the same fiscal drag on income from bracket creep, 
because their federal tax brackets are indexed to inflation. This 
might seem like an advantage, because the tax burden does not 
increase automatically as nominal incomes rise. There is therefore 
less need for periodic one-off adjustments, which can become 
politicised. However, it means that in those economies, the average 
tax take only rises with real income growth. It does not increase 
faster when inflation is high. More of the burden of combating 
inflation then falls to monetary policy. 

Indexing tax brackets in Australia would therefore mean giving up 
an automatic stabiliser – and, most likely, having significantly higher 
interest rates during inflationary periods than is currently required. 
This is the logic behind the inflation-fighting rhetoric surrounding 
yesterday’s release of the Mid-Year Economic and Financial 
Outlook. If the government had not banked as much of the revenue 
windfall from high rates of nominal (not real) income growth 
(and high commodity prices), it would be contributing less to the 
countercyclical stance of macroeconomic policy.

Shifting even more of the weight of macroeconomic management 
to monetary policy in this way can be sustainable if mortgages 
are predominantly at fixed rates, as they are in both the United 
States and Canada (albeit with different average tenors). If they are 
instead mostly variable rate, as in Australia, policymakers would 
simply be substituting a tax squeeze on the incomes of most people 
for an effect that would be even more targeted on the narrower 
group of people with mortgages than it already is. Given our tax 
and regulatory systems, the mortgage market is likely to remain 
mostly variable rate except when there have been extraordinary 
policy interventions – such as those during the pandemic. So this 
is a trade-off that cannot be easily avoided. The lesson here is that 
there is a silver lining to fiscal drag.

Instead of the polar choices of no indexation or indexation to 
inflation, policymakers may want to consider a third choice of 
automatic indexation at a fixed rate of 2.5%, the midpoint of the 
RBA’s inflation target. The average tax take would still increase 
when inflation is high. The real value of the bracket thresholds 
would rise when inflation is below 2.5%, reducing the average 
tax take. This design would preserve the automatic stabilisation 
properties of Australia’s non-indexed system. But it would deliver 
the same amount of indexation over long periods as a CPI-indexed 
system. Anchoring tax indexation consistently with the RBA’s target 
might even help anchor people’s inflation expectations. 

There would still be some fiscal drag as real incomes increase over 
time, but it would be smaller. Any periodic adjustments of tax 
brackets to this could also be less frequent. An alternative would 
be to index to trend income growth. However, that would require 
policymakers to take a view on the trend rate of real growth, which 
is uncertain. Indexing at a fixed 2.5% rate avoids the need to make 
this judgement.

A similar redesign could also work for capital gains tax. The capital 
gains could be discounted by a constant index of 2.5%, and the 
full marginal rate applied to the remainder. This would preserve 
the simplicity of the current system relative to the pre-1999 
arrangements, while eliminating the distortion of taxing capital 
gains at a lower marginal rate than rental or labour income. 

The broader point here is that policy coordination can be a matter 
of good design rather than real-time decision-making – and less 
prone to potential accusations of political interference. The usual 
assumption is that discretionary fiscal policy is too slow to adjust 
to be useful for countercyclical macroeconomic management. This 
is why monetary policy has been assumed to be the primary tool 
in this space. If countercyclical features are baked into the design 
of the tax and transfer system, though, fiscal policy’s response will 
not depend on discretionary decisions and the lags inherent in the 
legislative process. 

There is probably more ‘joined-up’ thinking that can be done to 
find a better balance for macroeconomic management, beyond this 
simple idea. It need not even require new institutions or governance. 
Australia’s unique arrangements for the governance of monetary 
policy, with the Secretary of Treasury being a member of the RBA’s 
policy board, might be a uniquely conducive space to do some of 
that thinking.

Luci Ellis, Chief Economist Westpac Group

“Luci Ellis is a member of the Australian Statistics Advisory Council (ASAC) which is a key advisory body to the Minister and the Australian Bureau of Statistics on statistical services.  Luci does not have access to 
sensitive data/ reports in her capacity as a member of ASAC.”.
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THE WEEK THAT WAS

The latest edition of the Westpac-Melbourne Institute survey pointed 
to consumer sentiment remaining near its historic lows in December, 
the index rising just 2.7% to 82.1 compared to a long-run average of 
100.8. The probability of further rate hikes may be dwindling, but 
consumers find themselves under considerable financial pressure 
as a result of the tightening experienced to date; the cumulative 
hit to real incomes from inflation; and a rising tax take, the latter 
principally a consequence of bracket creep and a topic discussed in 
depth by Westpac Chief Economist Luci Ellis. From the survey, the 
persistence of these factors is as significant as their scale: 2023 being 
the second weakest year ever for consumer sentiment overall; and 
assessments of family finances versus a year ago and for the year 
ahead respectively 23% and 15% below average. 

The consequence for spending of this entrenched weakness is 
not only apparent in our consumer sentiment survey, but also the 
spending data. Last week’s Q3 GDP report estimated that real 
consumption was essentially flat over the six months to September 
and down around 2% over the year on a per capita basis. Available 
data for the current quarter is also poor, Westpac’s Card Tracker 
reporting a 5.9pt fall over the fortnight to December 9, unwinding 
the prior boost from Black Friday and taking the index back to its 
lowest reading since July 2022.

Challenges for the financial position of households were also on 
display in the November labour force survey, which showed a well 
above trend gain for employment of 61.5k but also a further lift in 
the unemployment rate from 3.8% to 3.9%, the mix made possible 
by a further rise in the participation rate to a new record high. While 
the cost of living squeeze appears to be encouraging those outside 
the labour force to join and those already engaged to remain, weak 
end-demand is starting to see businesses reduce hours worked 
by individual staff. The pattern would be consistent with workers 
seeking additional hours having to look for a second position rather 
than taking up overtime offers from their primary employer. 

The improving availability of labour argues for limited upside risks 
to wages growth and the totality of the report points to upside 
risks for unemployment should the economy disappoint through 
2024 and 2025. Our baseline expectation remains a gradual lift in 
the unemployment rate to 4.7% at end-2025 as population growth 
outpaces job gains. In assessing the risks for employment, it is 
important to closely assess the evolution of business conditions and 
confidence. While the NAB survey again reported robust conditions 
in late-November, business confidence fell to its third weakest 
reading for the monthly series back to 1997, outside the GFC and 
the 2020 covid outbreak. Highlighting businesses’ growing concern 
over the outlook, the capital expenditure index from the survey has 
fallen 8pts over the past four months to +4, the lowest reading since 
the delta outbreak.        

The benefit of record employment was on display this week in the 
Government’s Mid-Year Economic Update, with a $66bn upgrade to 
expected receipts over the four years to 2026-27 and a consequent 
$40bn benefit to the Budget’s bottom line. The Government’s 
expectations for the labour market are relatively similar to our own, but 
the combination of population growth; bracket creep; and commodity 
price outperformance points to additional upside for receipts. 

Over in New Zealand, two data releases indicated the economy is 
in a much weaker state than previously estimated. GDP not only 
contracted 0.3% in the September quarter, but heavy downward 
revisions to prior quarters left the annual rate at -0.6%yr and the 
level of GDP 1.8% lower than the RBNZ estimated for the November 
Monetary Policy Statement. Given population growth of 2.7%yr, 
per capita GDP has declined more than 3% over the 12 months to 
September – a very weak result. Statistics NZ’s update on consumer 
price movements in November was also softer than anticipated and 
resulted in our NZ economics team lowering their Q4 CPI forecast 
from 0.6% to 0.3%, a long way off the RBNZ’s forecast of 0.8%. If 
our team is correct, annual inflation will be 4.5%yr at December. 

There remains a degree of uncertainty about the persistence of 
disinflation. And so, with inflation still a long way from target, a need 
for careful monitoring of inflation dynamics. However, the case for a 
last hike in February now looks too thin (see p3). 

Further afield, the FOMC’s December meeting was the highlight for 
market participants. The communications did not disappoint, with 
the Committee responding to success with inflation and balance in 
the labour market by not only removing the additional hike forecast 
at September for 2023, but also adding a cut to their 2024 view – 
75bps of cuts are now projected by the Committee for 2024 to 4.6% 
followed by 100bps to 3.6% in 2025 and another 75bps to 2.9% in 
2026. To end-2025, the revised FOMC view is broadly in line with 
our established view of 100bps of cuts in both 2024 and 2025 to 
3.375% at end-2025.

During the post-meeting press conference, Chair Powell was 
balanced in his assessment of the risks noting that, despite the 
revisions to their forecasts, the Committee is willing to tighten 
policy further if appropriate (i.e. demand and inflation surprise 
materially to the upside). However, he also recognised the risk of 
recession with the full effects of monetary tightening still to be 
felt. Late in the press conference, he also cited a belief that the 
Committee needed to be “reducing restriction well before [inflation 
reaches] 2%”. Contrasting our own forecasts for the US economy 
as set out in the December/January edition of Market Outlook, we 
see downside risks to the FOMC’s activity views, forecasting two 
years of modestly below-trend growth in 2024 and 2025 and a lift 
in the unemployment rate to 4.7%. But we also expect inflation to 
surprise to the upside from H2 2024, with a 2.5% annualised pace 
anticipated on average to end-2025. This anticipated imbalance 
between growth and inflation is a consequence of enduring capacity 
constraints in the housing sector and the limited breadth of the 
business investment upswing. 

The European Central Bank (ECB) and Bank of England (BoE) 
delivered their December decisions a day after the FOMC. Both 
sets of communications highlighted lingering inflation risks despite 
recognising success-to-date in bringing inflation towards their 
medium-term 2.0%yr target and with the activity outlook clouded. 
Given the rhetoric and assuming their forecasts prove accurate, both 
the ECB and BoE are set to follow the FOMC into rate cuts with a 
lag. This is part of the reason why we project a sustained uptrend 
in Euro and, to a lesser extent, Sterling over both 2024 and 2025. It 
is worth noting that both currencies have already jumped ahead to 
trade at levels we did not expect until mid-2024. There is therefore 
room for volatility around a steady uptrend. Full detail of our FX and 
interest rate forecasts can be found in Market Outlook.    

https://www.westpaciq.com.au/economics/2023/12/lucis-note-13-dec-2023
https://www.westpaciq.com.au/economics/2023/12/australian-gdp-sep-quarter-2023
https://www.westpaciq.com.au/economics/2023/12/westpac-card-tracker-14-12-2023
https://www.westpaciq.com.au/economics/2023/12/labour-force-november-2023
https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/aus/2023/12/er20231212BullBusinessConditionsNovember.pdf
https://library.westpaciq.com.au/content/dam/public/westpaciq/secure/economics/documents/aus/2023/12/er201213BullMYEFO.pdf
https://www.westpaciq.com.au/economics/2023/12/nz-first-impressions-gdp-q3-2023
https://www.westpaciq.com.au/economics/2023/12/nz-first-impressions-gdp-q3-2023
https://www.westpaciq.com.au/economics/2023/12/nz-first-impressions-monthly-price-series-november-2023
https://www.westpaciq.com.au/economics/2023/12/nz-first-impressions-monthly-price-series-november-2023
https://www.westpaciq.com.au/economics/2023/12/us-fomc-14-december-2023
https://www.westpaciq.com.au/economics/2023/12/westpac-market-outlook-december-2023-january-2024
https://www.westpaciq.com.au/markets/2023/12/marketresponsesto-dec2023boeandecbpolicymeetings
https://www.westpaciq.com.au/economics/2023/12/westpac-market-outlook-december-2023-january-2024
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NEW ZEALAND

Week ahead & data wrap
No further RBNZ tightening looks likely. 
This week has not disappointed in terms of the importance of the 
data, both locally and internationally. For a while, markets have been 
speculating that central banks globally might shift tack towards 
interest rate cuts in 2024. This speculation reached a crescendo 
this week with the United States Federal Reserve indicating that 
US rates have likely reached their peak and that 75bps of cuts are 
possible in 2024. 

Locally, we saw data on elements of the Consumers Price Index and 
GDP which pushed in the same direction – i.e., towards expectations 
of weaker inflation pressures both now and over the medium term. 
This data suggests to us that the further 25bp increase in the OCR 
that we had expected to be delivered at the time of the February 
Monetary Policy Statement (MPS) is now much less likely, and 
instead it’s more likely we see the OCR remain at 5.5% for 2024. As 
we discussed in our review, the GDP data tell us that the economy 
is in a much weaker position than we (and even more so, the RBNZ) 
thought even a few weeks ago. The implication for the RBNZ seems 
clear as the new data will tell them that the more positive output 
gap they included in their November 2023 MPS forecasts has 
been revised away. And with those revisions, much of the upward 
pressure on medium term inflation pressures and the need for a 
higher OCR will have been reversed. 

We think it’s likely, absent any further surprises, that the RBNZ will 
revert to something like their August 2023 MPS view that the OCR 
will remain at 5.5% until the latter part of 2024. We continue to 
see them as remaining much more cautious than markets on the 
prospects for lower rates. While the recent data provides a decent 
basis for revising down forecasts of inflation this is not the same as 
being confident those forecasts will be borne out. The RBNZ’s new 
Remit requires a sole focus on inflation, and we are sure that they 
will need to be confident they can hit 2% CPI inflation in the second 
half of 2025 and meet the new Remit. All going well, we can see a 
path to where they get that confidence by the time of the August 
2024 MPS – but there is a lot of water to go under the bridge before 
that happens. We think the analysis in our recent note remains 
relevant. We continue to see the strongest case for a gradual 
reduction in the OCR from the beginning of 2025. 

Turning to this week’s dataflow, the most important news was 
contained in the Q3 GDP report. While we had expected a modest 
contraction in GDP in the quarter, and downward revisions to earlier 
quarters, the scale of both the contraction and revisions was greater 
than we had expected. GDP fell 0.3% in Q3 – a sharp contrast to the 
0.3% increase that the RBNZ had forecast – and growth in the June 
quarter was revised down by 0.4ppts to 0.5%. Moreover, downward 
revisions to growth in earlier quarters means that the level of GDP 
in the September quarter was 1.8ppts lower than the RBNZ had 
estimated in the November MPS. As noted above, some of this 
difference is likely to flow through to the RBNZ’s estimate of the 
output gap, leading the Bank to estimate less inflationary pressure 
than was previously the case (essentially reversing the hawkish 
revision made in the November MPS). 

Elsewhere this week, the remaining news was more mixed. On the 
strong side, another large net migrant inflow in October, and further 
upward revisions to earlier months, lifted annual growth to a fresh 
record high of almost 129,000. This growth is expected to support 
stronger GDP outcomes over the coming year, not least through its 
impact on activity and prices in the housing market. That said, data 
released this week indicated that nationwide house sales remained 
subdued in November, and house prices have essentially moved 
sideways over the past three months. 

Less positively, short-term overseas visitor arrivals took a backward 
step in October, declining 8% to just 80% of the pre-pandemic level 
seen in October 2019. The Business NZ manufacturing PMI, which 
accurately signalled the weakness in the manufacturing sector seen 
in the Q3 GDP report, improved from an upwardly revised 42.9 to 
46.7 in November. However, the index has remained below the key 
50 level for a ninth consecutive month, with the new orders and 
employment indexes also remaining in contractionary territory. 

Finally, the monthly CPI indicators for November pointed to further 
downside risk to the near-term outlook, mostly due to weaker than 
expected news regarding airfares. As a result, we revised down our 
Q4 CPI forecast to 0.3%, which would lower annual inflation from 
5.6% in the September quarter to 4.5% at the end of 2023 – 0.5ppts 
below the forecast made by the RBNZ in the November MPS. We 
have also modestly revised down our forecast for the key non-
tradables component of the CPI by 0.1ppts to 0.7% for the quarter 
– 0.2ppts below the RBNZ’s November forecast. 

Next week a key focus will be the government’s Half Yearly 
Economic and Fiscal Update (HYEFU).

Kelly Eckhold, Chief Economist

Round–up of local data released over the last week

Date Release Previous Actual Westpac f/c
Tue 12 Nov retail card spending –0.6% 1.6% 0.6%

Oct net migration 10010 7810 –
Wed 13 Nov REINZ house sales %yr 6.6% 12.2% –

Nov REINZ house prices %yr –2.3% –0.2% –
Q3 current account balance –7.6% –7.6% –7.7%

Thu 14 Q3 GDP 0.5% –0.3% –0.1%
Fri 15 Nov manufacturing PMI 42.9 46.7 –

https://www.westpaciq.com.au/economics/2023/12/nz-first-impressions-gdp-q3-2023
https://www.westpac.co.nz/assets/Business/tools-rates-fees/documents/economic-updates/2023/Bulletins/Economic-Data_RBNZ-policy-considerations_bulletin_22Nov23.pdf
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DATA PREVIEWS
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Nov 22, Last: –0.40%

The Leading Index growth rate dipped slightly –0.4% in October, 
maintaining the below-trend growth signal that has been in place 
since August 2022, implying weak conditions will carry throughout 
the first half of 2024.

The November will include some more positive updates including 
a 4.5% rally in the ASX200, a 4.5% rise in commodity prices in AUD 
terms, and an 8.2% bounce in dwelling approvals (albeit one that is 
unlikely to sustain) and a less negative read on consumer sentiment. 

Notably, the headline growth rate, which is a six month annualised 
measure, will also be cycling out of some of the more meaningful 
declines that were happening in the first half of the year (especially 
for equities, consumer expectations and dwelling approvals). This 
effect could see the growth rate ‘pop’ higher in November although 
the magnitude and extent to which this is sustained is uncertain.

Aus Q4 ACCI-Westpac business survey

Dec 19, Last: 51.3

The ACCI-Westpac business survey for the December quarter, 
conducted through November into December, will provide a timely 
update on manufacturing and insights into economy wide trends.

Conditions within Australia’s manufacturing sector are near stalling 
speed in 2023, with the Actual Composite Index around the break-
even mark of 50. This mirrors the flat-lining of consumer spending, 
as high inflation and higher interest rates impact.

The previous survey reported broadly flat new orders for a second 
consecutive quarter, a decline in employment, and only a modest 
rise in output in the September quarter.

Some of the hallmark challenges facing the manufacturing sector 
have begun to ease. Amid the soft demand backdrop, cost pressures 
took a material step-back in September (albeit still to an above 
average level) and labour was reportedly much less difficult to find. 
How these trends continue to evolve, in the context of an emerging 
downturn, remains a key question.

Dec 22, Last: 80.2 

The Westpac McDermott Miller Consumer Confidence Index fell 2.9 
points in September to 80.2, leaving it close to the lows we have 
seen over most of the past year. Weighing on sentiment has been the 
continued pressure on households’ finances and concerns about the 
outlook for economic activity.

Our upcoming survey was in the field during the early part of 
December. Recent months have seen signs that inflation is cooling 
and there has been some related easing in interest rates. We have 
also had a change in government.

NZ Q4 Westpac McDermott Miller Consumer Confidence
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Nov 19, Last: 30.8 

Business confidence took another step higher in November’s ANZ 
Business Outlook survey. The headline confidence index rose to 30.8 
in November, taking it back to levels we last saw in 2015. Business 
confidence has tended to be much stronger when New Zealand has 
a centre-right government (whose policies tend to be more business 
friendly), so this post-election bounce was to be expected. 

With the election behind us and signs that economic activity is 
cooling, we will be watching for signs of a softening in the survey’s 
gauges of trading activity, hiring and investment spending. We will 
also watch to see if the easing in inflation pressures seen over the 
past few months will continue.

NZ Nov ANZBO business confidence 

Dec 20, Last: 2.1%, Westpac: 2.5%

We expect whole milk powder prices (WMP) to rise by 2.5% at the 
upcoming auction. WMP prices had risen 2.1% at the previous GDT 
auction. Our prediction is based on a 1.9% lift in WMP prices at the 
recent mini auction when compared to the previous GDT auction 
and a 3.1% increase in prices as indicated by the futures market. 

Global dairy prices have edged higher recently following on from a 
sluggish November. Key factors are likely to be a strengthening in 
demand from the Middle East and growth from Southeast Asia, with 
tentative signs of an improvement in Chinese demand also a factor. 
Looking forward, all eyes will be on the key Chinese market to see 
whether demand can build on recent gains in 2024.

NZ GlobalDairyTrade auction, whole milk power prices

Dec 20 

We expect little change in the Government’s books at the Half-
Year Update. The OBEGAL and bond programme forecasts will be 
broadly unchanged. 

Also, we do not expect many fresh policy announcements on top of 
what has been agreed and announced by the Coalition Government. 

That said, we expect the Minister Finance to signal a clear 
commitment to fiscal discipline, with more detail to follow in 
Budget 2024.

NZ Half-Year Economic and Fiscal Update
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For the week ahead
Last Market 

median
Westpac 
forecast Risk/Comment

Mon 18
NZ Q4 WBC–MM Consumer Confidence 80.2 – – Confidence has remained low through 2023 to date.

Nov BusinessNZ PSI 48.9 – – Businesses have reported soft trading conditions.

Ger Dec IFO business climate survey 87.3 – – Stabilising at low level, but optimism to take time.

US Dec NAHB housing market index 34 38 – Decline in term interest rates should aid housing in time.

Tue 19
Aus RBA Minutes – – – More colour around the Board’s sensitivity to risks.

Q4 ACCI–Westpac business survey 51.3 – – Conditions weakest in a decade (ex covid shock), & rising costs.

NZ Nov trade balance $mn –1709 – – Exports increasing as imports cool.

Dec ANZ business confidence 30.8 – – Confidence has lifted, but signs demand is cooling. 

Jpn BoJ policy decision –0.10% –0.10% –0.10% BoJ cautious on sustainability of CPI/wage growth.

Eur Nov CPI %yr 2.4% – – Final estimate.

US Nov housing starts 1.9% –0.9% – Additional capacity needed ...

Nov building permits 1.8% –2.5% – ... but pipeline will take time to build.

Fedspeak – – – Bostic.

Wed 20
Aus Nov Westpac–MI Leading Index –0.40% – – Stuck below trend but may post an improvement.

NZ GlobalDairyTrade (WMP) 2.1% – 2.5% Dairy prices edge higher, but outlook depends on China

Dec ANZ consumer confidence 91.9 – – Off its lows, but still weak.

Half–year economic and fiscal update – – – OBEGAL and bond programme to be broadly unchanged. 

Eur Dec consumer confidence –16.9 – – Easing inflation and policy pause should stabilise sentiment.

UK Nov CPI %yr 4.6% – – Services remains sticky; goods driving disinflation.

US Nov existing home sales –4.1% –0.3% – Supply and demand are both negatives for market.

Dec consumer confidence index 102.0 103.3 – Sentiment fragile heading into Christmas period.

Thu 21
US Q3 GDP, annualised 5.2% 5.2% 5.2% Final estimate.

Dec Phily Fed index –5.9 –3.0 – Regional indicators suggest manufacturing sector...

Dec Kansas City Fed index –2 – – ... is in a fragile state.

Initial jobless claims – – – To remain at a low level for the foreseeable future.

Nov leading index –0.8% –0.4% – Suggests growth is tracking at a below–trend pace.

Fri 22

Aus Nov private sector credit 0.3% – 0.4% Subdued growth - interest rates elevated, economy soft.

Jpn Nov CPI %yr 3.3% – – Tokyo CPI points to a loss of momentum in inflation.

UK Nov retail sales –0.3% – – Discretionary spending to remain under pressure.

Q3 GDP 0.0% – – Final estimate.

US Nov personal income 0.2% 0.4% – Wage growth still solid...

Nov personal spending 0.2% 0.2% – ... but real income growth limited. 

Nov PCE deflator 0.0% 0.0% – Inflation downtrend broadening; on track to return to target.

Nov durable goods orders –5.4% 2.4% – Headline orders volatile; core orders subdued.

Nov new home sales –5.6% 0.9% – Affordability to remain a significant headwind.

Dec Uni. of Michigan sentiment 69.4 69.4 – Final estimate.
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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.

Forecasts

ECONOMIC & FINANCIAL

Interest rate forecasts

Australia Latest (15 Dec) Mar–24 Jun–24 Sep–24 Dec–24 Mar–25 Jun–25 Sep-25 Dec-25
Cash 4.35 4.35 4.35 4.10 3.85 3.60 3.35 3.10 3.10

90 Day BBSW 4.35 4.55 4.47 4.22 3.97 3.72 3.47 3.30 3.30

3 Year Swap 3.95 4.15 4.10 4.05 4.00 3.90 3.70 3.60 3.50

3 Year Bond 3.79 3.95 3.90 3.85 3.80 3.70 3.50 3.40 3.30

10 Year Bond 4.14 4.35 4.30 4.20 4.15 4.10 4.05 4.00 4.00

10 Year Spread to US (bps) 20 10 10 5 5 5 0 0 0

US
Fed Funds 5.375 5.125 4.875 4.625 4.375 4.125 3.875 3.625 3.375

US 10 Year Bond 3.95 4.25 4.20 4.15 4.10 4.05 4.05 4.00 4.00

New Zealand
Cash 5.50 5.50 5.50 5.50 5.50 5.25 5.00 4.75 4.50

90 day bill 5.62 5.85 5.85 5.85 5.75 5.50 5.20 5.00 4.75

2 year swap 4.80 5.12 4.95 4.76 4.58 4.54 4.31 4.26 4.16

10 Year Bond 4.57 4.90 4.85 4.80 4.75 4.65 4.55 4.45 4.40

10 Year spread to US 62 65 65 65 65 60 55 45 40

Exchange rate forecasts

Australia Latest (15 Dec) Mar–24 Jun–24 Sep–24 Dec–24 Mar–25 Jun–25 Sep-25 Dec-25
AUD/USD 0.6713 0.67 0.68 0.69 0.70 0.71 0.72 0.72 0.73

NZD/USD 0.6204 0.62 0.62 0.62 0.63 0.63 0.63 0.63 0.64

USD/JPY 142.01 145 144 141 138 135 132 130 127

EUR/USD 1.0996 1.09 1.11 1.13 1.14 1.15 1.16 1.17 1.17

GBP/USD 1.2762 1.26 1.27 1.28 1.29 1.30 1.30 1.31 1.31

USD/CNY 7.1195 7.10 6.90 6.80 6.70 6.60 6.50 6.40 6.30

AUD/NZD 1.0807 1.08 1.11 1.11 1.11 1.13 1.14 1.14 1.15

Australian economic growth forecasts

2022 2023 2024 Calendar years
% change Q4 Q1 Q2 Q3 Q4f Q1f Q2f 2021 2022 2023f 2024f
GDP % qtr 0.9 0.5 0.4 0.2 0.2 0.3 0.3 – – – –

%yr end 2.3 2.4 2.0 2.1 1.4 1.2 1.0 5.4 2.3 1.4 1.6

Unemployment rate % 3.5 3.6 3.6 3.7 3.8 4.1 4.5 4.7 3.5 3.8 4.7

Wages (WPI) 0.8 0.9 0.9 1.3 0.9 0.9 0.8 – – – –

annual chg 3.3 3.6 3.6 4.0 4.1 4.1 4.0 2.4 3.3 4.1 3.2

CPI Headline 1.9 1.4 0.8 1.2 0.8 0.7 0.8 – – – –

annual chg 7.8 7.0 6.0 5.4 4.3 3.5 3.5 3.5 7.8 4.3 3.2

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 3.2

Start receiving your usual Westpac research and strategy reports from Westpac IQ.
https://www.westpaciq.com.au/subscribe

New Zealand economic growth forecasts

2023 2024 Calendar years
% change Q2 Q3 Q4f Q1f Q2f Q3f Q4f 2022 2023f 2024f 2025f
GDP % qtr 0.5 –0.3 0.1 0.0 0.1 0.2 0.3 – – – –

Annual avg change 3.0 1.3 0.7 0.3 0.0 0.2 0.3 2.4 0.7 0.3 1.6

Unemployment rate % 3.6 3.9 4.3 4.5 4.8 5.0 5.2 3.4 4.3 5.2 5.3

CPI % qtr 1.1 1.8 0.3 0.9 0.6 0.9 0.6 – – – –

Annual change 6.0 5.6 4.5 4.1 3.7 2.8 3.1 7.2 4.5 3.1 2.5



© 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). 

Note: Luci Ellis, Westpac Chief Economist is a member of the Australian Statistics Advisory Council (ASAC) which is a key advisory body to the 
Minister and the Australian Bureau of Statistics on statistical services. Luci does not have access to sensitive data/ reports in her capacity as a 
member of ASAC.

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.

US: 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

9Westpac weekly

DISCLAIMER



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. BR000106). 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.westpaciq.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. 

10Westpac weekly

DISCLAIMER

https://www.westpaciq.com.au/terms-and-conditions/investment-recommendation-disclosure

