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EDITORIAL

The Laptop Warrior, the Barista and the Governor

As the supply disruptions stemming from pandemic and war start
to unwind, and goods inflation eases, attention naturally turns to the
domestic sources of inflation, especially for services. Central to the
questions of how much domestic factors have driven inflation, and
how quickly these might ease, is the pace of growth in labour costs.

Unit labour costs - the amount of labour compensation required

to produce a unit of GDP - is imperfectly measured and volatile,
being the ratio of two other imperfectly measured things. A simple
rule of thumb to approximate its growth rate, though, is to subtract
productivity growth (which to an economist is simply growth in
GDP per hour worked) from the growth rate of average earnings per
hour. (The correct calculation is more complicated, but this simple
approach is usually close enough.)

Average earnings per hour can also be volatile, affected by
compositional changes in the workforce, patterns of overtime work
and other payments. To assess whether a particular rate of wages
growth is consistent with inflation stabilising at the desired rate,
one can also look at the same rule of thumb with other measures of
labour cost growth. The Wage Price Index (WPI), for example, strips
out compositional shifts. It is therefore often considered a better
guide to trends in growth in labour costs, even though it does not
capture all labour costs.

Westpac Economics’ current forecasts see the WPI remaining at its
current peak year-ended growth rate of 4.2% for the first half of the
year, before turning down and reaching the low 3s by the end of
the year. A key reason for the decline is that the outsized increase
in September quarter 2023 drops out of the calculation. We do

not expect the Fair Work Commission to hand down an increase in
award and minimum wages of anywhere near the scale of last year’s
increase. Inflation has declined significantly over the past year, so
the increase needed to compensate for inflation is likewise smaller
this round. Individual wage agreements are also already seeing
some slowdown in wage rate increases.

Wages growth with a 3 in front of the decimal point is consistent
with inflation stabilising around the midpoint of the RBA’s 2-3%
target range, provided trend growth in productivity is in the same
broad range as it was in the years leading up to the pandemic.

Productivity had instead outright fallen in 2022-23, leading to concerns
that it might not return to pre-pandemic trends, and a renewal of the
perennial calls for policy reforms, to reverse the decline.

These concerns are, in our view, misplaced.

The Westpac Economics house view has for some time been that

the necessary upturn in productivity growth is emerging and can
reasonably be expected to continue. This view stems from our analysis
of why productivity fell in 2022 and 2023. Without an explanation for
that decline, you cannot have any confidence in the turnaround.

As Westpac Economics colleague Pat Bustamante explained in

a recent note, there are indeed ready explanations for the recent
decline in productivity. The ripple effects of the COVID-era
compositional shifts in employment, the concentration of recent
immigration in students working in jobs that account for less
output per hour and the surge in population itself are all factors.
Importantly, they are all factors that will inherently unwind, and no
longer drag on measured productivity. This supports a view that
productivity growth will indeed recover, and that wages growth in
the 3s will still be compatible with inflation at target.

To really understand what went on, it helps to build a toy economy
in your head.

Imagine a world where there are only two sorts of jobs: the kinds of
jobs you do using a laptop, and baristas. And imagine that - like in
the more complex real world - the laptop jobs happen to produce
more GDP per hour than the barista-type jobs. (It would be a
misnomer to say the laptop workers are ‘more productive’ than the
baristas. They are just doing different work.)

Now imagine that this toy economy goes through a lockdown.
Everyone goes home; the laptop workers open their laptops and
continue working, while the baristas are at home, not working and
collecting JobKeeper. GDP and total hours worked both fall but hours
worked falls by more. Measured productivity therefore increases.

Then, when the economy opens up again, the baristas can start
working again. GDP and total hours worked both increase, but hours
worked increases by more and measured productivity falls.

The real world is more complex, but this simplified model gets to
the essence of what happened. The compositional shifts in who
was working when go a long way to explain the gyrations in labour
productivity seen in the past few years.

There are two more wrinkles to this story that also help explain
developments. First, when the economy opens up, so do its borders
to the other toy economies. The toy economy we are considering
receives a rush of migrants who happen to mostly be students.
Those students will have laptop jobs one day, but in the initial phase
of their residence, they work as baristas. This change in composition
of the workforce drags down average productivity further.

Second, all those students working as baristas didn’t bring coffee
machines with them. So the workforce overall has less capital per
worker, something economists call ‘capital shallowing’. The capital
stock simply could not keep up with the expansion in the labour
force. This also dragged on measured productivity.

If you are the Governor of the central bank of this toy economy (a
laptop job, of course), you would be aware of these shifts, and of
the likely unwind in population growth after the initial surge. Your
investment forecasts would lead you to a view about whether the
ratio of capital to labour would recover and support a recovery in
productivity. This would in turn affect your view about the inflation
outlook.

In the more complicated real economy you might also point to some
additional factors, as the real-life RBA did in its February Statement
on Monetary Policy. They include supply disruptions in construction
(even though measured gross value added per hour worked in that
industry has not been a particular laggard recently), and training
periods needed after changing jobs (even though job mobility has
largely returned to pre-pandemic rates). These additional factors

are the gravy, though; the real meat of the explanation is that, as

the RBA put it, ‘much of the weakness in productivity has been a by-
product of the pandemic’.

A separate issue is that global productivity trends were also weak
in the years leading up to the pandemic. There are a number of
possible explanations for this, with the economics profession yet
to settle on a consensus view. The important point is that there are
good reasons to expect productivity to continue turning around
from its recent decline, as it has already started to do, and no good
reasons to expect it to continue to fall. Given this, the base case for
the economic outlook should be that domestic inflation pressures
ease in the period ahead.

Luci Ellis, Chief Economist Westpac Group

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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This week, Westpac surveys provided insight into both the current
conditions and outlook faced by consumers and manufacturers.
The Monthly CPI Indictor and job vacancies subsequently provided

more evidence of the persistence of Australia’s disinflationary trend.

Westpac-MI Consumer Sentiment’s March survey signalled that
consumers remain very concerned over their family finances, with
headline confidence 16% below average at 84.4, little changed
from 2023’s average of 80.9. Unsurprisingly, the underlying pulse
of nominal retail sales remains weak and ‘time to buy a major
household item’ assessments from the Westpac-MI| suggests this
trend will persist for some time.

Elements of the survey are showing tentative signs of promise
though. The RBA’s more balanced commentary looks to have had
a positive impact, as evinced by the rise in sentiment between
those surveyed before the policy meeting (79.3) and after (94.9).
Westpac-MI mortgage rate expectations also eased. That said, few
consumers believe rate cuts are imminent.

The Q1 Westpac-ACCI Survey of Industrial Trends provided a timely
perspective on the state of the economy from the perspective

of manufacturers. Respondents were deeply pessimistic on the
general business outlook, a view reinforced by the deterioration

in new orders (from flat to declining) and a corresponding fall in
output in the quarter. In response to a prolonged period of acute
cost pressures over 2022 and 2023, manufacturers are reporting a
reduction in both overtime and employment in 2024. The sector is
keenly awaiting a less restrictive policy stance. Though, as rate cuts
are likely to proceed slowly from September, it may be some time
before manufacturers feel material benefit.

At least the other data released this week was consistent with
steady progress towards the RBA’s inflation goal.

The Monthly CPI Indicator rose a benign 0.2% in February, leaving
the annual rate unchanged at 3.4%yr for a third consecutive month.
Trimmed Mean inflation ticked a little higher, from 3.8%yr to 3.9%yr;
though the headline index excluding volatile items and holiday
travel managed to move lower, from 4.1%yr to 3.9%yr.

Services inflation was a focus as this month’s release provided the
quarterly update on prices in this category of spending, giving an
idea of the risks surrounding the Q1 CPI report. We view these risks
as balanced, the lift in services inflation (3.7%yr to 4.2%yr) due to a
stronger increase in education costs being largely offset by softer
electricity and holiday travel prices (both monthly surveys). Hence,
we have retained our forecast of 0.7% (3.4%yr) for Q1 CPI and
continue to expect inflation to reach the top of the target range by
the end of the year.

On the labour market, job vacancies were reported to have fallen
6.1% between November and February, a pace of decline more

in line with the average seen in the middle of 2022. The survey
was consistent with other data. Labour demand is moderating

in response to the broadening economic slowdown, but there
remains a substantial ‘overhang’ of vacancies relative to pre-
pandemic levels. This is in line with our expectation for a continued
deceleration in jobs growth through 2024, albeit while avoiding
outright national declines in employment. On the labour market,
Chief Economist Luci Ellis’ essay this week explores productivity
dynamics during and after the pandemic.

Offshore, markets took a breather in the absence of top-tier data.

In the US, total durable goods orders rose 1.4% in February thanks to
orders for new non-defence transport equipment, particularly aircraft.
Elsewhere in manufacturing, conditions are much weaker, core goods
shipments and orders only marginally higher year-to-date.

The March regional Fed surveys also point to downside risks for
activity ahead. The Richmond Fed Index declined to -11, with
pessimism in new orders and the order backlog of note, while the
Dallas Fed index fell to -14.4. The Dallas Fed’s ‘average employee
work week’ and employment components point to businesses in the
region dealing with softening demand by cutting hours instead of
laying off staff. Expectations of a soft landing should limit downside
risks for employment over the year ahead.

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

Return to fiscal surplus delayed again

Westpac New Zealand’s data on spending via Westpac issued debit
and credit card data for the three months ending February confirm
that household spending remains weak and that it's a tough time for
the retail sector.

Spending was particularly weak on discretionary items. For example,
spending on furniture, clothing, and restaurants all show consumers
are keeping the purse strings tight. Even in sectors like groceries
which have traditionally been more resilient to economic downturns,
consumers have increasingly opted for value-for-money options over
the nice-too-haves. We do see more resilience in the services sectors
as the past year has seen a sharp rise in spending on airfares and
travel related services reflecting a renewed appetite for travelling
abroad as well as the ongoing recovery in inbound tourism.

Spending seems weak across most of the country. Wellington has
been particularly hard hit, with ongoing nervousness about job
prospects in the region a key driver. Spending in the top of the
South Island, has also been weak with a softer labour market, and
the effects of dry weather conditions on agriculture/horticulture
production likely to be key factors. By contrast, spending in the
Hawke’s Bay and Gisborne was strong, although most of that
reflects positive base effects associated with Cyclone Gabrielle in
early 2023.

A softer tone was also evident in ANZ'’s business outlook survey

for March. Business confidence in the economy and expectations
relating to respondents’ own activity fell. A lower, but significant
proportion of firms still expect to be able to increase their prices
over the coming three months. However, firms’ expectations of year-
ahead CPI inflation have moved lower and at 3.8% are now back to
levels last seen in late 2021.

On a more positive note, the Westpac McDermott Miller
employment confidence Index rose for a second consecutive
quarter, with more New Zealanders feeling optimistic about the
state of the labour market than those that are pessimistic. Not only
are New Zealanders expecting better job prospects and improved
job security, but they are also feeling more optimistic about a lift
in earnings over the coming year as inflation recedes from recent
highs. That said, perceptions about current job opportunities were
again weaker, falling for a sixth straight quarter. This question is of
particular interest to us because it tends to provide a good early
read on unemployment, which in turn has implications for wage
inflation and the future path of interest rates.

Meanwhile, the new Government’s first Budget Policy Statement
(BPS) has confirmed that the upcoming Budget will signal a
markedly weaker fiscal outlook as well as a likely increase in the
Government’s borrowing requirement. The BPS also reaffirmed
Government’s commitment to delivering “meaningful” personal
income tax cuts in the Budget, although no new details were
provided on the magnitude or timing of that relief.

Details on operating spending allowances were similarly light. While

there was confirmation that the allowance to be announced in the
Budget would be less than the $3.5bn for 2024/25 originally set out

Round-up of local data released over the last week

Date Release
Tue 26 Q1 Westpac-MM employment conf
Thu 28 Mar ANZ consumer confidence

Mar ANZ business confidence

in last December’s Half-Year Economic and Fiscal Update (HYEFU),
detail on operating spending allowances for subsequent years will
only be revealed when the Budget is released at the end of May.

The Government has also committed itself to adding up to another
$7bn to the Multi-Year Capital allowance, which is used to fund new
capital investment over the four-year budget time horizon. This
top-up alone could add a further $5bn to HYEFU projections of the
government borrowing requirement over this timeframe.

Meanwhile, the Treasury has revised its own economic growth
forecasts. It now expects real GDP growth of 0.1% for the 2023/24
fiscal year, which is significantly down on the 1.5% growth that was
forecast in the HYEFU. Real growth is forecast to rise by 2.1% in
2024/25 and 3.1% in 2025/26 which although firmer than shown in
the HYEFU, is still not enough to offset the sharply lower growth
forecast for 2023/24. That, together with Treasury’s lower forecast
trajectory for inflation, suggests that nominal GDP will come in
significantly lower across the forecast horizon, reducing cumulative
Crown tax revenue by $13.9bn. Treasury forecasts that Crown tax
revenue will be reduced by about $1.2bn in 2023/24 and that will
ratchet up to $4.2bn by 2027/28.

At first blush, these updated tax revenue forecasts suggests that
the Government will not achieve an operating surplus in 2026/27 or
2027/28. It is important to note, however, that these updates do not
include Government’s proposed personal income tax cuts or other
possible sources of tax revenue. It also doesn’t include spending
cuts and any reprioritisation of expenditures to be announced in
the upcoming Budget, as well as any further changes to Treasury’s
economic forecasts. All told, we expect Government will seek

to forecast a small surplus in 2027/28, but it remains to be seen
whether that will be achievable in Budget 2024.

The Government has also announced that it will adopt a narrower
measure of net core Crown debt that excludes among other things
investment assets held by the New Zealand Super Fund. It has also
set itself the long-term goal of reducing this debt measure from
around 44% of GDP forecast for 2023/24 - a level already relatively
low compared to many advanced countries - to below 40%. Once
there, the Government intends to maintain core net Crown debt in a
range of 20-40% of GDP. The Government has set itself a long-term
goal of achieving an operating (OBEGAL) surplus that is consistent
with these net core Crown debt targets. In part it will do that by
managing core Crown expenses down towards 30% of GDP from
33% at present.

In summary, the BPS confirms that the government borrowing
programme is likely to be significantly increased when the Budget

is released at the end of May. Given the extent of the downgrade

to the tax revenue forecast, this could be as much as $15bn over

the four-year budget time horizon. Much though will depend on
decisions taken between now and the Budget in May, especially with
regards to the magnitude and timing of tax cuts.

Paul Clark, Industry Economist

Previous Actual Westpac f/c
99.7 104.4 -
94.5 86.4 -
34.7 22.9 -

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 Mar CoreLogic home valu dex, %m

Apr 2, Last: 0.6%, WBC f/c: 0.6%

The CoreLogic home value index, covering the eight major capital

Australian dwelling prices

%ann %mth
cities, rose 0.6% in Feb, a slight up-tick on the 0.4% gain in Jan and 24 2 . 8
the 0.2-0.3% gains in Dec and Nov. Annual price growth held around mthly (ths) —annual (Ihs)
10%yr. Momentum has come off since mid-2023, the slowdown 18 4 -6
centred on Sydney, Melbourne and, to a lesser extent, Brisbane, the
RBA’s Nov rate hike likely accentuating the moderation. 12 1 4
The CorelLogic daily index points to another 0.6% gain over the 6 1 F2
March month. Auction market activity has also been slightly firmer
in the first few months of 2024 compared to late last year. 0 ./ 0
-6 F-2
Australia-wide measure
12 Sour?es: Co‘reLogic‘. West‘pac Ec(‘)nomics‘ i : i : i : 4
Feb-12 Feb-14 Feb-16 Feb-18 Feb-20 Feb-22 Feb-24
Aus Feb dwelling approvals, %$mth
Apr 4, Last: -1.0%, WBC f/c: 3.0% Dwelling approvals
Mkt f/c: 3.0%, Range: flat to 5.0%

. X i '000 '000
Dwelling approvals were weaker than expected in Jan, recording 25 | —houses, priv. (Ihs) 300
a 1% decline after a sharp 10.1% fall in Dec. While updates over the —units, priv. (Ihs) . :

Christmas-New Year period should be treated with caution, the 20 | —total annualised (rhs) sy A f 250
absence of a rebound from the Dec fall suggests approvals may be ",
f . ] v r 200
making a new trend move lower after bumping around what looked , <
to be cycle lows through most of 2023. Total approvals are at very 15 1 underlying demand 150
low levels, near the extremes seen during COVID, and prior to that, [
the lowest since 2012 and 50% below they will need to be in order to 10 - L 100
achieve the government’s Housing Accord target in coming years.
5 - i
The Feb approvals update will clarify the situation trend-wise. We <3 v, dotted ines re monthly 50
suspect there is some seasonal noise in the recent updates that will 0 Sources: ABS, Westpac Economics 0
unwind in the month, perhaps with some upward revisions as well. ‘ ‘ ‘ ‘ ‘
L Jan-09 Jan-12 Jan-15 Jan-18 Jan-21 Jan-24
On balance we expect total approvals to post a 3% rise in Feb but
the uncertain situation means there are significant risks either side
of this number.
Aus Feb trade in goods balance, $bn
) .
Apr 5, Last: 1.0, WBC f/c: 9.7 Australia’s trade in goods balance
Mkt f/c: 10.8, Range: 9.7 to 11.5
Australia’s trade surplus for goods is down from the highs of 2022 65 AUDbn AUDbn 20
but is still elevated, averaging $10.3bn per month throughout 2023 60 February f/c: $9.7bn r 18
and beginning 2024 at $11.0bn. 55 | r 16
. X 50 Trade in goods, balance (rhs) : 13
For February, we anticipate a modest narrowing to $9.7bn, led by
c 45 —Exports (Ihs) 10
lower export earnings.
40 A —Imports (lhs) r g
Export earnings are expected to decline, down by 2.1%, $1.0bn. 35 4 I 4
Global commodity prices slipped, falling by about 2% in USD terms 30 | L2
(to be broadly flat in AUD terms). Resource volumes potentially A Iy 1 0
) 8 ) 25 - LAAVLY
weakened. Iron ore shipments were disrupted by cyclone Lincoln F-2
and gold may have eased back from elevated levels. Shipments of 20 1 Sources: ABS, Westpac Economics | 4
coal and LNG may provide a partial offset. 15 ——————— 6
Jan-11 Jan-15 Jan-19 Jan-23

On the import side, we've factored in a rise of 0.9%, +$0.3bn, with
prices higher on the weaker AUD in the month.

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 Feb m ly employmen cator, %m

Apr 3, Last: +0.6%. Westpac f/c: 0.0% NZ monthly filled jObS growth
The monthly employment indicator is drawn from income tax data, % %

i . . oyr oyr
making it a comprehensive record of the number of people in work. 5 — Filed iobs 5
While there are conceptual differences, it generally does a good job )
of predicting the more widely followed quarterly household survey 4 — Working-age population 4
measure of employment. 3 3
The 0.6% rise in jobs in January was stronger than expected. .
However, it may have been a product of shifting seasonal patterns 2 1 Westpac F2
in hiring, resulting in weaker Decembers and stronger Januarys. The
broader picture is that jobs growth remains positive but has now 1 1
fallen behind the pace of population growth, which continues to be
boosted by record net inward migration. 0 0

_1 Sources: Stats NZ, Westpac -1

We expect a flat result for February. The weekly data snapshots
have been soft so far, but these have tended to understate the
monthly result. (Note that this release was delayed by a week, after
Stats NZ identified some issues with the supply of data.)

NZ Feb building consents, %mth

2017 2018 2019 2020 2021 2022 2023 2024

Apr 4, Last: -8.8 %. Westpac f/c: +5.0% NZ blllldillg consents

The number of new dwelling consents fell nearly 9% in January. Consents $m
Under the surface, the number of standalone homes being 5000 = = e 1500
consented remains low. In addition, the number of townhouses and Non-residential (value. riht axi

other medium-density developments being consented has fallen 4000 A on-residential (value, right axis) - 1250
sharply, with developers reluctant to bring new projects to market — Residential (number, left axis)

given high financing costs and a slow market for sales. 3000 | - 1000
We’'re forecasting a modest 5% bounce in consent numbers in - 750
February, with some of January’s sharp drop in the more volatile 2000 ~

consent categories likely to be reversed. However, that won’t - 500
dislodge the longer-term downtrend in consent issuance. In annual 1000 - | 250
terms, we expect consent numbers to slip below 36,000 for the first

time since 2019. 0 0

2003 2006 2009 2012 2015 2018 2021 2024

US Mar employment report

Apr 5, Nonfarm Payrolls, Last 275k, Mkt f/c: 216k, WBC f/c: 180k Surveys point to downside risks for johs
Apr 5, Unemployment Rate, Last 3.9%, Mkt f/c: 3.8%, WBC f/c: 3.9%

points deviation from long-run average 3 mth ann’d
Nonfarm payrolls continued to show strength in February, with 275k 20 —Non-manufacturing ISM employment 20
jobs created in the month. However, a 167k negative revision to 15 1 —Manufacturing ISM employment F 15
the prior two months netted out much of February’s gain and 10 | —Nonfarm payrolls growt| L 10
hours worked also fell over the year. 5 | |5
Household employment (the number of people employed 01 -0
versus payrolls’ number of jobs) also signalled weakness, -5 4 ‘ r-5
averaging a 299k decline per month for the past three. -10 L .10
o -15 4 - -15
This divergence between nonfarm payrolls and the other labour | Sources: Macrobond, Wesipas Economics |
indicators is likely to close in coming months. Softer outcomes -20 -20

for employment will also slowly push the unemployment rate -25 ! -25
higher. The exact timing and scale of the uptrend is set to 2002 2004 2006 2008 2011 2013 2015 2017 2020 2022
depend on participation’s evolution.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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For the week ahead

Market Westpac
median forecast

Risk/Comment

Aus/NZ Easter Monday - - -
Jpn Q1 Tankan large manufacturers index 12 10 -
Chn Mar Caixin manufacturing PMI 50.9 50.7 -
us Mar ISM manufacturing 47.8 48.5 -

Feb construction spending -0.2% 0.5% -

Public holiday; markets closed.

Setting the tone for the year.

Stimulus and global structural growth to buoy in ‘24.
Employment indicator signalling downside for jobs.
A dwindling pipeline sees fewer projects in motion.

RBA Minutes
RBA Assist’ Governor (Financial Mkts) - - -

Mar CorelLogic home value index 0.6% - 0.6%
Mar Ml inflation gauge %yr 4.0% - -
Mar ANZ job ads -2.8% - -
us Feb factory orders -3.6% 1.0% -
Feb JOLTS job openings 8863k - -

Fedspeak - - -

RBA’s commentary becoming more balanced.

Speaking on “The Future for Monetary Policy Implementation”.
Slightly firmer pace than Nov-Jan but still down vs. 2023.
Provides a general view of risks.

Official data points to further declines ahead.

Palsy durable goods to keep print near O.

Businesses taking down the ‘help needed’ sign.

Williams, Mester, Daly.

Wed 03

GlobalDairyTrade auction (WMP) -4.2%

Feb employment indicator 0.6% - 0.0%
Chn Mar Caixin services PMI 525 - -
Eur Mar CPI %yr 2.6% 6% -

Feb unemployment rate 6.4% - -
us Mar ISM non-manufacturing 52.6 52.6 -

FOMC Chair Powell - - -
Fedspeak - - -

GDT Pulse, futures prices down slightly on previous auction.
Surprising strength in Jan, not expected to be maintained.
Full impact of stimulus is yet to be felt.

Sticky services inflation drives most of inflation.

Labour market remains historically tight.

Employment indicator the focus.

Speaking at a Standford Forum.

Goolsbee.

Thu 04

RBA Assist’ Governor (Financial Syst) -

Feb dwelling approvals -1.0% 3.0% 3.0%
Nz Feb building permits -8.8% - 5.0%
Mar ANZ commodity prices 3.5% - 2.0%

Speaking at the COSBOA National Small Business Summit.
Feb to provide a clearer idea on the underlying trend.
Bounce after recent falls, annual downtrend still in place.

Strong lift in beef export prices.

Feb goods trade balance $bn 1.0 10.8
Jpn Feb household spending %yr -6.3% -3.0% -
Eur Feb retail sales 0.1% - -
us Mar non-farm payrolls 275k 216k 180k
Mar unemployment rate 3.9% 3.8% 3.9%
Mar average hourly earnings %mth 0.1% 0.3% -
Feb consumer credit $bn 19.5 - -

Surplus to narrow, lower commodity prices a drag on exports.
Wages growth to support spending, in time.

Tight financial conditions dissuade consumers from spending.
Likely to moderate and narrow gap to other indicators.
Unemployment rate to grind higher in 2024...

.. dampening wage growth.

Some slowing occurring as financial conditions remain tight.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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ECONOMIC & FINANCIAL

Forecasts

Interest rate forecasts

Australia Latest (28 Mar) Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25
Cash 4.35 4.35 410 3.85 3.60 3.35 310 310
90 Day BBSW 4.34 4.37 412 3.92 3.67 3.47 3.30 3.30
3 Year Swap 3.81 3.95 3.85 3.75 3.65 3.60 3.55 3.50
3 Year Bond 3.63 3.75 3.65 3.55 3.45 3.40 3.35 3.30
10 Year Bond 3.97 4.05 3.95 3.85 3.90 3.90 3.95 4.00
10 Year Spread to US (bps) -24 5 5 5 5 (0] (0] (0]
Fed Funds 5.375 5.125 4.625 4.375 4125 3.875 3.625 3.375
US 10 Year Bond 4.21 4.00 3.90 3.80 3.85 3.90 3.95 4.00
Cash 5.50 5.50 5.50 5.50 5.25 5.00 4.75 4.50
90 day bill 5.64 5.60 5.60 5.50 5.25 4.95 4.75 4.50
2 year swap 4.83 4.95 4.75 4.50 4.40 415 410 4.00
10 Year Bond 4.54 4.70 4.65 4.60 4.50 4.40 4.35 4.25
10 Year spread to US 33 70 75 80 65 50 40 25

Exchange rate forecasts

Australia Latest (28 Mar) Jun-24 Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25
AUD/USD 0.6533 0.68 0.69 0.70 0.71 0.72 0.72 0.73
NZD/USD 0.5995 0.63 0.64 0.64 0.64 0.65 0.65 0.65
USD/JPY 151.35 148 145 141 137 133 130 127
EUR/USD 1.0824 m 113 114 115 116 117 117
GBP/USD 1.2631 1.27 1.28 1.29 1.30 1.30 1.31 1.31
USD/CNY 7.2252 710 7.00 6.90 6.80 6.70 6.60 6.50
AUD/NZD 1.0902 1.07 1.08 1.09 m m m 112

Australian economic growth forecasts

2023 2024 Calendar years
% change (e )] Q3 Q4 Qif Q2f Q3f Q4f 2022 2023 2024f 2025f
GDP % qtr 0.5 0.3 0.2 0.3 0.3 0.4 0.5 - - - -
%yr end 21 2.1 1.5 1.3 11 1.3 1.6 2.4 1.5 1.6 25
Unemployment rate % 3.6 3.7 3.9 3.9 4.2 4.4 4.5 3.5 3.9 4.5 4.6
Wages (WPI) 1.0 1.3 0.9 0.9 0.9 0.8 0.5 - - - -
annual chg 3.7 4.1 4.2 4.2 4.2 3.7 3.2 3.3 4.2 3.2 31
CPI Headline 0.8 1.2 0.6 0.7 0.6 0.9 0.8 - - - -
annual chg 6.0 5.4 41 3.4 31 2.8 3.0 7.8 41 3.0 2.7
Trimmed mean 1.0 1.2 0.8 0.8 0.6 0.9 0.7 - - - -
annual chg 5.8 51 4.2 3.8 3.5 3.2 31 6.8 4.2 31 2.8

New Zealand economic growth forecasts

2023 2024 Calendar years
% change Q2 Q3 (e 2] Qif Q2f Q3f Q4f 2022 2023 2024f 2025f
GDP % qtr 0.5 -0.3 -01 0.2 0.2 0.2 0.2 - - - -
Annual avg change 3.0 1.3 0.6 0.2 -0.2 01 0.4 2.4 0.6 0.4 1.6
Unemployment rate % 3.6 3.9 4.0 4.3 4.6 4.9 51 3.4 4.0 51 52
CPI % qtr 11 1.8 0.5 0.8 0.6 1.0 0.4 - - - -
Annual change 6.0 5.6 4.7 4.2 3.7 2.9 2.8 7.2 4.7 2.8 2.3

‘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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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
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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
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branch of Westpac and WNZL can be obtained at the internet address www.westpac.co.nz.
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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
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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
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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
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This communication is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or
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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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