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EDITORIAL

In a world gone bananas, don’t squash the other fruit

When Cyclone Larry hit North Queensland in 2006, most of
Australia’s banana crop was knocked out. Banana prices increased
around 400%. This was enough to add more than 2 a percentage
point to inflation in the June quarter of that year. It was also one
of the cleanest examples of a supply shock that monetary policy
should look through. (And at the time resulted in me uttering the
sentence, “Of course we can see through bananas!”. But that’s
another story.)

Less well known is that prices of other fruit increased in that period,
even though those crops were not damaged by the cyclone. This
happened because, at those prices, people stopped buying bananas
and substituted into other fruit, pushing their prices up. As banana
supply normalised, prices of those fruit normalised too.

The question is, should we interpret the impact on prices of those
other fruit as “demand-driven”? After all, their prices increased and
so did the quantity consumed, the pattern you would expect to see
with a positive demand shock.

Through the pandemic period and following Russia’ s invasion

of Ukraine, supply shocks were prominent. Factories and other
businesses were closed, shipping was disrupted, and domestic
logistics were constrained. But there was also stimulus to demand
coming from the extraordinary fiscal and monetary policy support.
If the prescription for monetary policy is to look through temporary
supply shocks to the extent one can without inflation expectations
rising, but respond to demand-driven inflation, how do you tell the
difference in this situation? This issue becomes especially relevant
given the RBA’s assessment that inflation is becoming “increasingly
homegrown and demand driven”.

One approach to this is simply to follow the logic that if price went
up and gquantity consumed went down, it must be supply-driven,
while if both increased, it was demand-driven. This is the essence
of a methodology developed at the Federal Reserve Bank of San
Francisco and used by the RBA. It implies that about half the surge
in inflation of recent years stemmed from supply shocks, with the
rest coming from strong demand. Different methods using model-
based estimates attribute a bit more of the increase in inflation

to supply shocks, but the conclusions are qualitatively similar.

But is this the right way to interpret recent price moves? Or, with
apologies to Jeanette Winterson, is this another case of bananas not
being the only fruit?

The complicated way to assess this would be to estimate how much
of the price movements in the “demand-driven” components of the
CPI reflected demand shifting from supply-constrained components,
and how much was from stronger underlying demand. This would
become intractable faster than you can say “estimate cross-
elasticities of demand”. Another way would be to estimate how
much of the increase in overall inflation is explained by the usual
drivers of demand, such as income, for example using standard
demand-driven models such as a Phillips Curve. The RBA have done
this calculation using their own models. As noted above, these
exercises do suggest that supply shocks were a bit more important
than the San Francisco Fed approach, with demand-driven inflation
playing a smaller, but still important, role. But these estimates are
only as good as your model.

The simpler way is to remember that inflation is an aggregate
phenomenon that should abstract from relative price shifts. It is the
balance of aggregate demand and supply that matters. One way to
assess aggregate demand for consumption goods and services is by

looking at total consumption. Unlike in some peer economies, it has
been weak of late in Australia, especially in per capita terms. After
initially bouncing back to its pre-pandemic trend when the economy
opened up, more recently consumption has been weaker than many
expected. This is largely because real household incomes have gone
backwards, squeezed by inflation itself, rising taxation and higher
interest rates. There are clearly pockets of strong demand and some
households are still cashed up with pandemic-related extra savings.
But there is always a diversity of experience across households,

and these distributional issues should not entirely overthrow an
assessment of the aggregate situation.

Last week we saw the November monthly CPI indicator surprise a
little on the downside. As our Westpac Economics colleague Senior
Economist Justin Smirk noted, the categories that were lower than
expected included personal services categories that the RBA had
previously been pointing to as evidence of resilient demand.

Slower demand for discretionary services might be a response to
the squeeze on household incomes, including from high inflation.
But it could also be partly an adjustment as overseas travel patterns
normalise. The international borders reopened in 2022, but airline
capacity has taken longer to recover. On some metrics, it has

still not done so completely. As long as supply in this industry is
constrained and airfares higher than pre-pandemic, we should

not be surprised to see domestic holidaying and other domestic
services demand pushed up as a substitute. And just like the other
fruit, we should not be surprised if demand for these services slows
as supply constraints on international travel subside.

One upside surprise in the month was in homebuilding costs, which
reached 35% above their level four years previously in November
2019. Growth in this component actually picked up in the month.
Given the low level of dwelling investment, it is hard to attribute
this to strong demand. But neither can we point to global supply
chain issues as the culprit anymore. In Canada, one of the few
other countries that include homebuilding costs in their CPI, this
component has been falling for some months and is up 24% over the
same four-year period. Rather, the domestic homebuilding industry
remains supply-constrained. The backlog of already approved
projects remains high. Meanwhile some capacity has exited, either
through bankruptcy or the bid from infrastructure and other non-
residential construction projects.

The rapid inflation of rents can, by contrast, be seen as the effect
of strong demand. The population surge has strained this market.
Vacancy rates are low, and it is hard to see how supply could have
kept up, even if the building industry had not been as constrained
as it is. But we do not expect this surge to be repeated in 2024.
While still elevated by historical standards, demand pressures will
gradually subside. Over time this will take some pressure off rental
inflation without further action from monetary policy.

Even if the inflation surge had been driven solely by supply shocks,
central banks would still have needed to raise policy rates. Both
fiscal and monetary policy had been extremely accommodative.
This extraordinary pandemic-era support was no longer needed.
It was also important to demonstrate resolve and prevent inflation
expectations rising. In thinking about how contractionary policy
needs to be - and for how long - this expectations channel is
important, and there is more to say about it. But it is just as
important to be clear on how much of the current inflation is truly
demand-driven. Otherwise, policymakers risk squashing the other
fruit, to no real benefit.

“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.”.

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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EDITORIAL

A Black Friday Technical Aside

This “other fruit” issue is different from the well-known “substitution
bias” issue in CPls. Substitution bias arises because the CPl is
compiled using fixed weights for each category. It does not allow
for shifting spending patterns in response to large price changes, at
least not at first. The spike in banana prices therefore fed through to
the CPI as if people were still buying the same number of bananas.
The ABS does reweight the CPI to account for these changes, and
in recent years it has done so more often than it did back when
Cyclone Larry hit, especially for fruit and vegetables, where it

now has access to supermarket scanner data. But even with this
improvement in data collection methods, measured CPIs tend to
overstate people’s experience of this kind of price spikes.

A similar issue is becoming more prominent recently, with the
increasing shift of pre-Christmas spending from December into the
Black Friday sales in November. This time, the substitution is across
time not fruit: people are buying the cheaper on-sale item instead
of the full-price item the following month. Retail sales data show
that spending is increasingly shifting into the discounted period.
Even if household goods prices were being measured monthly,

a quarterly CPI would miss the dampening effect on prices of
spending being increasingly concentrated in the sales periods. The
situation is even worse than that in Australia, though: many goods
prices are currently only measured in the first month of the quarter,
so Australia’s monthly and quarterly CPI data entirely miss the
discounting in November. Prices come back in December, so longer-
term trends are less distorted. But these measurement issues will
matter for interpretation of December quarter CPI results.

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.”.

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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NEW ZEALAND

Week ahead & data wrap

The data flow over the week ahead will provide important

information on the shape of the economic landscape
year gets underway. We expect that it will show that

as the new
demand has

remained cool. However, there are more questions around what’s

happening to pricing pressures.

Over 2023 we saw the heat coming out of the econo

my, with GDP

growth slowing sharply in the face of high inflation and the related

increases in borrowing costs, as well as declines in ru

ral incomes.

We expect that the December quarter Survey of Business Opinion

(out Tuesday) and Friday’s BusinessNZ PMI will both
trading conditions have remained weak, however we

signal that
don’t expect

them to show a further softening in activity. Other business surveys
have reported a lift in business confidence in recent months, and
we actually expect that GDP will effectively track sideways over
the year ahead (rather than going backwards). Even so, we will

be watching to see what has happened to plans for investment
spending and hiring. With GDP growth having turned down, we do

expect to see weakness on both of these fronts over

GDP and PMI forward orders

2024.
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One area where we expect particular softness is housg¢hold

spending. Our recent survey of household sentiment highlighted

that households are keeping a close eye on their purse
face of continued financial pressures. Consistent with
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expect those trends will be reflected in a soft December retail card

spending report on Wednesday. That’s despite contin
consumer prices and rapid population growth.

This week we’ll also receive some important updates
Stats NZ’s Selected Price Indexes (SPI) for Decembe
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and the December update is expected to highlight fyrther softness
in areas like fuel prices. Those developments mean that the CPI is

on track to fall well short of the RBNZ’s last publishe
expect consumer prices to be up 0.3% in the Decemt
4.5% for the year, compared to the RBNZ’s forecast f
+5.0%yr. We'll update our forecast after this week’s r
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per quarter and
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While swings in the prices of items like petrol and airfares are

pulling down the headline inflation rate, that’s not the main focus for
monetary policy. The RBNZ is more concerned with the underlying
trend in inflation, especially for domestic prices. On this front, the
RBNZ has highlighted the strong rise in housing rents, which we
expect will again be a feature in this week’s SPI. We'll also be keeping
an eye on the various price and cost measures in this week’s business
surveys, along with the gauges of cyclical pressure. While capacity
pressures have eased sharply, especially in the labour market, cost
pressures are taking longer to dissipate, with domestic inflation
softening only very gradually. That’s a key concern for the RBNZ.
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Lastly, the December housing market update from REINZ is
expected this week, together with data on migrant arrivals during
November. The latter part of 2023 saw the housing market finding
a base, with the fall in prices grinding to a halt and sales lifting

off their lows. But while the earlier decline in the housing market
may have been arrested, the market certainly wasn’t roaring away
with sales still very low. We expect that stabilisation in the housing
market will have continued in December but will be watching for
signs that conditions are starting to heat up. We expect that the
housing market will pick up more of a head of steam over the
coming year, boosted by multi-decade highs in population growth.
We also expect that investor demand will be boosted by policy
changes from the new government, such as the full reinstatement
of interest deductibility on rental properties and the reduction in
the ‘Brightline’ holding period for taxing capital gains from 10 years
back down to 2 years. Combined, those conditions are expected to
see house prices rising by about 8% over the year ahead.

Satish Ranchhod, Senior 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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DATA PREVIEWS

Aus Jan Westpac-MI C mer Sentim

Jan 16, Last: 81.2 Consumer Sentiment Index

Consumer sentiment rose 2.7% to 82.1 in December, another ) )

very pessimistic reading that rounds out a very difficult year for 430 _index index 44,
Australian households, the worst in nearly fifty years sentiment-

wise. Concerns around the cost-of-living and interest rates continue 120 4 L 120
to dominate consumers’ headspace. The RBA’s decision to leave

policy unchanged in the month provided little comfort, as household 110 t 110
incomes remain under intense pressure from elevated inflation,

sharply higher interest rates and a rising tax take. 100 + + 100
The January update will not capture any sentiment impact 90 - F 90
associated with an RBA decision, with there being no policy meeting

scheduled for the month. The focus will remain on how households’ 80 - + 80
views on inflation and their family finances has evolved over New Sources: Wesipas Esonomics, Melbourne Instute

Years break, with the decline in the Monthly CPI Indicator to 4.3%yr 70 : : : : . . . — 70
potentially providing some support in that regard. Dec-07 Dec-11 Dec-15 Dec-19 Dec-23

Aus Dec Labour Force - employment change (‘000s)

Jan 18, Last: 61.5k, WBC f/c: +35k Gap between hours and employment has closed
Mkt f/c: +15k, Range: -10k to +35k

index index

In November, employment was stronger than anticipated, rising Jan-20 = 100
+61.5k, to be up approximately +110k over the last three months. 12 1 r 12

108 | —hours worked L 108
Such a result speaks to a lasting resilience in labour demand, employment I\V
as corroborated by this week’s update on job vacancies. While 104 4 ~ L 104
employers are still demonstrating this ability to absorb much of AL /‘\ I‘/
the rise in labour supply, there are underlying elements of slack 100 = 100
developing for those who are employed, including declines in 4 \/-/ V
average hours worked and rising underemployment. 96 - \/ r 96
For December, we have pencilled in an around-trend result for 92 1 92
employment, at +35k. November’s survey continues to suggest 88 ‘ ‘ ‘ S"f"ces ABS, WeS“PﬂcEC‘mm‘CS 88
a solid labour market, at Iea_st in terms of headline employment Jan-20  Sep-20 May-21 Jan-22 Sep-22 May-23 Jan-24
growth, but how the dynamics around hours worked and
underemployment evolve over the near-term will be key to
understanding the extent to which labour market slack is emerging.
Jan 18, Last: 3.9%, WBC f/c: 3.8% Participation returns to a new record high
Mkt f/c: 3.9%, Range: 3.7% to 4.0%

% %
After returning to a high of 67.0% in October, the participation 68 participation rate (Ihs) 12
rate continued to forge ahead, rising to a fresh record of 67.2% in 67 —unemployment rate (ths) F 11
November. That saw the labour force expand by a sizeable +80.2k, L 10
which exceeded the gain in employment, seeing the unemployment 66
rate move up to 3.9% (or 3.86% to two decimal places). 65 Fe
-8
That was consistent with our expectation that the gradual rise in 64 L7
the unemployment rate is being driven by employment growth not 63
keeping up with broader labour force growth, rather than a higher 6
unemployment rate being driven by layoffs and job losses. 62 rb5
61 L

For November, we expect the participation rate will hold at its 60 Sources: ABS, Westpac Economics ;

current rate of 67.2%, resulting in the unemployment rate rounding

down to 3.8%. Nov-87 Nov-93 Nov-99 Nov-05 Nov-11 Nov-17 Nov-23

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 Q4 Quarterly Survey of Business O n

Jan 16, General business confidence, last: -52.7

The NZIER’s September survey of business conditions highlighted
softness in trading activity and an easing in the labour market.

We expect that the December survey will show that economic
conditions have continued to cool through the back part of the year.
Other recent data have pointed to softness in activity, including
slowdowns in retail spending and construction activity. Against that
backdrop, we expect the December survey will also show a further
easing in hiring and investment intentions.

The survey’s price and cost gauges will warrant close attention.
While activity has been softening, businesses have reported ongoing
cost pressures and a squeeze on margins.

NZ Quarterly Survey of Business Opinion

NZ Dec retail card spending

Jan 17, Last: 1.6%, Westpac f/c: -0.2%

Retail spending was stronger than expected in November, rising

by 1.6% as hospitality spending took a step higher. However, the
longer-term trend in spending has been flat - nominal spending has
been running around current levels for most of the past year. That’s
despite strong population growth and continued price increases.

We expect the December update on retail sales will show continued
restraint in spending. Heading into the holiday season, feedback
from retailers has pointed to softness in demand, with consumers
keeping a close eye on their purse strings in the face of ongoing
cost of living pressures. That is expected to be a particular drag on
durables spending, which has fallen in 7 of the last 9 months.

NZ Dec selected price indexes

Jan 18

Stats NZ’s expanded suite of monthly price data covers around 45%
of the CPI. While much of this data relates to non-core categories
(like prices for food and fuel), this information helps to remove much
of the uncertainty around the prices of volatile items that can cause
large swings in the CPI.

We expect that the November update will show a further 5% fall in
fuel prices and a modest 0.1% rise in food prices. A key focus for
the RBNZ will be rents. In line with recent trends, we are expecting
a 0.4% rise over the month. That would leave rents up a solid 4.3%
over the past year. We'll also be keeping a close eye on airfares,
which have been dropping back sharply in recent months, signalling
downside risk for the overall CPI.

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
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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 Dec REINZ house sales and prices

Jan 18 (TBC), Sales* Last: +1.4% mth, +12.2% annual
Jan 18 (TBC), Prices* Last: +0.2% mth, -0.2% annual
* Monthly figures based on Westpac seasonal adjustment

The housing market has stabilised in recent months. Prices are no
longer falling, and sales have picked up off their base. Nevertheless,
the level of sales remains low, with high borrowing costs an
ongoing drag.

We expect the housing market will continue to post modest gains
in December, with real estate agents reporting an uptick in buyer
interest. A more pronounced upswing isn’t expected until the new
year, with demand expected to be boosted by strong population
growth and policy changes from the new government that will help
support investor demand.

REINZ house prices and sales

Sales

NZ Nov net migration

Jan 19, Last: +7,810 (s.a.), annual +129,000

Tightening financial conditions and weak commodity prices weighed
on the economy in 2023. However, an increasingly large migrant
inflow is providing a degree of support to domestic demand and

the housing market, and has become a key issue of concern for

the RBNZ as it seeks to ensure that the disinflation process is

not derailed.

While the annual inflow rose to a record high of 129,000 in October,
monthly net migrant inflows have in fact slowed since peaking in
April. Base effects mean that there is a higher hurdle to be crossed
if the annual inflow is to set a fresh record high in November. That
said, given the recent tendency for historical data to be revised
materially higher, a new record high still seems more likely than not.

China Q4 GDP

Jan 12, GDP %yr, last 4.9%, Mkt f/c: 5.2%, WBC f/c: 5.4%

The market remains downbeat on China’s prospects despite Q3
growth printing above 5% on an annualised basis and the leading
indicators for Q4 suggesting a repeat result is within reach.

Our forecast for Q4 is a touch below Q3, 1.2% versus 1.3%, but would
leave annual growth to Q4 at 5.4% and year-average growth for
2023 around 5.3% -- a win for authorities on either benchmark.

The headline read will be critical for confidence in the economy, but
the partial indicators for the December month will arguably convey
more information about prospects going forward. Sub-sector results
for investment will vary greatly, from extreme weakness in property
to rapid growth in high-tech manufacturing. For the consumer,

we are hopeful, although the pace of growth is anticipated to be
moderate not strong
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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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For the week ahead

Market Westpac

LEEs median forecast

Risk/Comment

Aus Dec ANZ job ads -4.6% - - Large declines into year-end, but still historically elevated.
Eur Nov industrial production -0.7% -0.3% - Weakness persists as demand softens.

Nov trade balance €bn 10.9 - - Surplus continues to widen.
us Martin Luther King Jr. Day - - - Public holiday; markets closed.

Jan Westpac-MI Consumer Sentiment 821 Inflation and interest rate concerns continue to weigh heavily.
Nz Q4 NZIER Survey of Business Opinion -52.7 - - Economic conditions likely cooled into year-end.
Eur Jan ZEW survey of expectations 23.0 - - New year begins with optimism.
UK Nov average weekly earnings %yr 7.2% 6.8% - Coming off its peak, and will continue to do so.
us Jan Fed Empire state index -14.5 -5.0 - Conditions remain soft across the regions.
Fedspeak - - - Waller.

Wed 17

Dec retail card spending 1.6% - -0.2% Spending constrained under intense cost-of-living pressures.
Chn Q4 GDP %yr 4.9% 52% 5.4% Q4 gain likely similar in scale to Q3; wide range of f’casts.
Dec retail sales ytd %yr 7.2% 7.3% - Consumer slowly finding footing...
Dec industrial production ytd %yr 4.3% 4.5% - ... but much depends on services employment g’th...
Dec fixed asset investment ytd %yr 2.9% 2.9% - ... and outlook for investment, housing and other.
Eur Dec CPI %yr 2.9% 2.9% - Final estimate.
UK Dec CPI %yr 3.9% 3.8% - Services remain fairly sticky, as goods drive disinflation.
us Dec retail sales 0.3% 0.4% - Further gains expected after solid Black Friday sales.
Dec industrial production 0.2% 0.0% - Consistent with a subdued picture for manufacturing.
Dec import price index -0.4% -0.5% - Declines set to persist into year-end.
Nov business inventories -0.1% -0.1% - Uncertain outlook limiting inventory accrual.
Jan NAHB housing market index 37 39 - Homebuilder sentiment near historic lows.

Federal Reserve’s Beige Book -
Fedspeak -

An update on economic conditions across the country.
Barr, Bowman, Williams.

Thu 18

Aus Dec employment change 61.5k 35k Labour demand still resilient to the lift in participation...
Dec unemployment rate 3.9% 3.9% 3.8% ... with room for the unemployment rate to round down.
Nz Dec selected price indicators - - - Rents expected to rise in December.
Dec REINZ house sales %yr 12.2% - - Date TBC. Housing market has begun to stabilise...
Dec REINZ house prices %yr -0.2% - - ... as sales pick up and prices level off.
Jpn Nov core machinery orders 0.7% -0.8% - Bouncing around at a weak level.
Nov industrial production -0.9% - - Final estimate.
us Dec housing starts 14.8% -8.7% - Additional capacity is needed...
Dec building permits -21% 0.6% - ... but the pipeline will take time to develop.
Jan Phily Fed index -12.8 -7.0 - Conditions remain soft across the regions.
Initial jobless claims 202k 206k - To remain at a relatively low level.

Fedspeak -

Bostic.

Dec manufacturing PMI 46.7 Set to remain low in the face of intense financial pressures.
Nov net migration 7810 - - Annual inflow at a record high of 129,000 in October.

Jpn Dec CPI %yr 2.8% 2.6% - Tokyo CPI points to further deceleration into year-end.

UK Dec retail sales 1.3% -0.5% - Momentum from a bumper November unlikely to persist.

us Jan Uni. of Michigan sentiment 69.7 70.0 - Inflation will remain a significant driver of sentiment in 2024.
Dec existing home sales 0.8% 0.3% - Struggling to gain solid momentum.

Fedspeak -

Barr, Daly.

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 (15 Jan) Mar-24 Dec-24 Mar-25 Jun-25

Cash 4.35 4.35 4.35 410 3.85 3.60 3.35 310 310
90 Day BBSW 4.36 4.55 4.47 4.22 3.97 3.72 3.47 3.30 3.30
3 Year Swap 3.83 415 410 4.05 4.00 3.90 3.70 3.60 3.50
3 Year Bond 3.66 3.95 3.90 3.85 3.80 3.70 3.50 3.40 3.30
10 Year Bond 4.08 4.35 4.30 4.20 415 410 4.05 4.00 4.00
10 Year Spread to US (bps) 14 10 10 5 5 5 (0] (0] (0]
Fed Funds 5.375 5125 4.875 4.625 4.375 4125 3.875 3.625 3.375
US 10 Year Bond 3.94 4.25 4.20 415 410 4.05 4.05 4.00 4.00
Cash 5.50 5.50 5.50 5.50 5.50 5.25 5.00 475 4.50
90 day bill 5.64 5.85 5.85 5.85 5.75 5.50 5.20 5.00 475
2 year swap 4.69 512 4.95 476 4.58 4.54 4.31 4.26 416
10 Year Bond 4.54 4.95 4.90 4.85 475 4.65 4.55 4.50 4.40
10 Year spread to US 60 70 70 70 65 60 50 50 40

Exchange rate forecasts

Australia Latest (15 Jan) Dec-24

AUD/USD 0.6685 0.67 0.68 0.69 0.70 0.71 0.72 0.72 0.73
NZD/USD 0.6240 0.62 0.62 0.62 0.63 0.63 0.63 0.63 0.64
USD/JPY 144.91 145 144 141 138 135 132 130 127
EUR/USD 1.0950 1.09 1m 113 114 115 116 117 117
GBP/USD 1.2745 1.26 1.27 1.28 1.29 1.30 1.30 1.31 1.31
USD/CNY 71675 710 6.90 6.80 6.70 6.60 6.50 6.40 6.30
AUD/NZD 1.0717 1.08 m m m 113 114 114 115

Australian economic growth forecasts

2022 2023 2024 Calendar years
% change Q4 Q1 Q2 Q3 Q4f Qif 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 21 1.4 1.2 1.0 54 2.3 1.4 1.6
Unemployment rate % 3.5 3.6 3.6 3.7 3.8 41 4.5 4.7 S15) 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 41 41 4.0 2.4 3.3 41 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

New Zealand economic growth forecasts

2023 2024 Calendar years
% change (e )] Q3 Q4f (e} Q2f Q3f Q4f 2022 2023f 2024f 2025f
GDP % qtr 0.5 -0.3 oAl 0.0 01 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 52 5.3
CPI % qtr 11 1.8 0.3 0.9 0.6 0.9 0.6 - - - -
Annual change 6.0 5.6 4.5 41 3.7 2.8 31 7.2 4.5 31 2.5

‘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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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
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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
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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
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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
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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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