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Analysis and forecasts for this week’s key releases.

In this weel’s edition:

Economic Insight: Events, my dear readers, events.
The Week That Was: waiting for a clear signal.

Focus on New Zealand: Trade update.

For the week ahead:

Australia: a2 CPI, retail sales, housing updates (prices, approvals, finance), credit, trade balance.
New Zealand: monthly employment indicator, building consents, business confidence.

Japan: BoJ policy decision, jobless rate, industrial production.

China: NBS PMls, Caixin manufacturing PMI.

Eurozone: @2 GDP, CPI, unemployment rate.

United Kingdom: BoE policy decision.

United States: FOMC policy decision, ISM manufacturing, Q2 ECI, payrolls, unemployment rate.

Information contained in this report current as at 26 July 2024

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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Events, my dear readers, events

Luci Ellis
Chief Economist, Westpac Group

The past few weeks have been big ones for news.

An assassination attempt, a Presidential withdrawal
and a global cyber-botch. Not to mention a string of
elections in other countries in prior weeks. Aside from
the salutary reminder that we should never attribute to
conspiracy something that could as easily be a stuff-
up, recent events have highlighted that unexpected
events can occur, and that even things that were
well-anticipated can have surprising consequences. As
former UK Prime Minister Harold Macmillan famously
said, the biggest issues he needed to deal with were
‘Events, my dear boy, events’.

It helps to have a framework for thinking through the
events that might come along and surprise us. Some
years ago, in another life, | tried to develop one, dividing
things up into lumps, bumps and waves.

Lumps, bumps, waves ...

Perhaps easiest to understand are the lumps and bumps.

The ‘lumps’ are the single factors that are big enough to
shift the total even though they are not representative.
You can see the role they play when forming a view
about very near-term outcomes. In the broader scheme
of things, inflation is driven by macro-level factors, the
balance of aggregate demand and aggregate supply.
But in working out what you expect the next CPI

result to print, you need to allow for all the individual
components that could shift the total. This is why
Westpac Economics Senior Economist Justin Smirk’s
preview of next week’s CPI release covered specific
factors such as electricity rebates and the timing of end
of financial year sales. In ‘now-casting’, a ‘bottom-up’
view can be very helpful.

The ‘bumps’ are temporary special factors like cyclones
or other disruptions. In a world where supply shocks are
more prominent, thinking through the effects of these
bumps will be something we all need to do more often.

Bumps are not always short-lived. A good example

of a bump that is playing out over several years is the
drop and then surge in population growth resulting
from the closure of Australia’s international borders
during the pandemic and subsequent reopening. The
peak in population growth was last year, partly because

China’s borders had just reopened. It will take a couple
of years before population growth reverts to its pre-
pandemic norm. In the meantime, the housing market

is under pressure. Even allowing for some increase in
average household size back to its pre-pandemic level,
rental vacancy rates will remain low for a while, and rent
growth in the CPI elevated.

A challenge for policy in all of this is that one needs

to recognise where the aggregate numbers are being
pushed around by one-offs and unrepresentative
influences. At the same time, one cannot dismiss these
effects entirely. Simply excluding all the one-off things
that are boosting inflation, for example, can mean one
ends up with an inappropriately sanguine view of the
underlying trend.

We also need to pay attention to the ‘waves’ - the big
shifts that can change the underlying structure of the
economy. Typically these stem from demographic shifts
or regulatory or technological developments.

Sometimes these waves are transitions to a new normal.
The process of urbanisation underway in China is a good
example of such a transition. The end of a transition

can be especially challenging to navigate. People get
used to the way things work during the transition phase,
and do not anticipate that it will not last forever. This

is especially so for the leveraging phase that typically
follows deregulation of the financial sector. The crises
and near-crises in Japan, Scandinavia and Australia

in the early 1990s and in Asia in the late 1990s are all
examples of how that can play out badly. It can also be
hard to stick the landing when converging to a higher
standard of living, as Ireland and Spain found after
joining the Euro Area and converging to Euro Area living
standards.

Another challenge with the truly important waves is that
even when we recognise a wave is occurring, we might
misread its broader implications. As | pointed out in that
speech in 2019, it is often assumed that the ageing of the
population means that participation in the labour force
will decline and the workforces of advanced economies
will shrink. In fact, with the notable exception of the
United States, the reverse is happening. (This trend,

and the US exception to it, is a topic for a future note.)

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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Similarly, it is often assumed that technological change
boosting productivity in one sector more than others
will result in that sector expanding. That may be true for
output, but the history of agricultural and manufacturing
employment shows the opposite.

... and forks

With the benefit of a few more years, it has become
clear that some events are best understood not as
lumps, bumps or waves, but as forks in the road. A
particular threshold event occurs with two or more
possible future outcomes. Once it occurs, it closes

off some potential futures, and sets us on one path.
While this is not the superposition of possible states
of a Schrodinger’s cat, we know that, for example,
come November the cat will either be red or blue. The
reunification of Germany was another good example.

Resolution of this kind of event uncertainty can shift
market pricing considerably. Before the event pricing
needs to cover a range of possible futures. Once some
paths are closed off, the chance they might occur is no
longer priced in.

We must remember, though, that not every big event

is a lasting wave or a fork. Sometimes they are just big
bumps, and things return to where they were before.
And even if something is genuinely a fork, some aspects
of the scenery along the path will be similar. For
example, regardless of whether the November cat is red
or blue, the United States will still be running enormous
fiscal deficits in some form. That has implications for
the global structure of interest rates. And in time,
decisionmakers in that country may well face another
fork in the road as a consequence.

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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Cliff Notes: waiting for a clear signal

Elliot Clarke, Head of International Economics
Ryan Wells & llliana Jain, Economists

In Australia, a scant local data calendar left participants
mulling over the possibilities for next week’s crucial Q2

CPl update. Our preview provides the detail behind our
forecasts. Food, health and housing are expected to be
the main contributors to our headline inflation forecast

of 1.0% (3.8%yr); housing is also expected to be critical

for underlying trimmed mean inflation (0.9%; 4.0%yr).

While market appetite for an imminent rate hike has
waned since the last monthly inflation update - from
a 50% chance of an August increase to circa 20%

currently - market participants’ perspectives are diverse.

In our view, if the data print as we expect, it leaves the
door open for the RBA rate cutting cycle to beginin
November, as has been our forecast for some time.
However, significant uncertainty remains around various
components, particularly with respect to energy rebates
and services inflation. The RBA understands this, hence
any deviation from expectations will need to be closely
assessed to determine its policy implications.

Responding to the run of significant events experienced
in recent weeks and with considerable uncertainty over
local and international developments into year end,
Chief Economist Luci Ellis’ essay this week provides

a framework for assessing the implications of news

and events, from the detail of a given data release to
structural developments across the global economy.

Moving offshore, the Bank of Canada cut rates by
25bps to 4.50% as expected at their July meeting. In
the statement and press conference, there was a clear
focus on the need to balance shifting economic risks,
with inflation pressures abating and downside risks

for activity becoming more evident. The Governing
Council seem confident in inflation’s downtrend, noting
excess capacity in the economy and that the breadth of
price pressures is back ‘near its historic norm’. Inflation
projections were revised down for 2025 and 2026 to
2.0% from 2.1%, but in 2024 inflation is expected to
remain above target at 2.4% (previously 2.2%).

Excess supply is appearing in the labour market as
population growth holds around 3.0%. The BoC also
noted that ‘job seekers [are] taking longer to find work’.
Activity growth is expected to be weak at 12% through
the first half of the year, a downgrade from their prior
forecast. However, it should pick up in 2025 and 2026,
absorbing excess capacity. The Governing Council will
remain data dependent. But, with slack emerging across
the economy and policy still contractionary, additional
rate cuts are anticipated into year end and through
2025.

South of the border, US GDP re-accelerated in Q2,
largely as we had anticipated. Growth came in at 2.8%
annualised in Q2, twice QT’s 1.4% gain. Underlying the
headline result, private demand growth was broadly
the same in Q1 and Q2, respectively 2.5% and 2.7%,
modestly below the 3.0% average of the decade prior to
the pandemic. At 2.3% annualised, consumption growth
was also consistent with its pre-pandemic average of
2.4%; though, for the past six months, growth in this
sector has relied solely on services - a 2.8% annualised
average compared to circa 0% for both durable and
non-durable goods.

Dwelling and structures investment both pulled back
in Q2, but are still roughly 5.5% higher over the year

- robust outcomes given the challenges posed by
construction and finance costs. Equipment investment
was very strong in Q2 at almost 12% annualised,;
however, this follows an extended period of weakness,
with cumulative growth of just 1.1% over the prior two
years. Intangibles investment growth remains robust, but
is sub-par versus the pandemic years and the decade
prior. We continue to expect the FOMC to deliver their
first cut in September and another by year end. Next
week’s July meeting will provide an update on their
assessment of risks.

In China meanwhile, the PBoC eased policy settings
this week. On Monday, they reduced their 7-day reverse
repo rate by 10bps and commercial banks lowered the
loan prime rate moments later. This was followed by a
US$200bn increase to the medium-term lending facility
- the biggest injection since January. Finally, the PBOC
reduced the rate on the MLF by 20bps to 2.3%. These
initiatives are marginal supports for the property sector
and the consumer. Further support is likely coming. But
with confidence as weak as it is, conditions are only
likely to improve slowly, and downside risks will remain.

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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W4 FOCUS ON NEW ZEALAND

Trade update

Darren Gibbs
Senior Economist NZ

Following the excitement created over the previous
fortnight by the RBNZ policy review and CPI release,
the past week has been quiet on the local data front.
Indeed, Monday’s release of merchandise data for
June was the only official report of any note. As usual
this was largely ignored by markets, although it does
provide some insight into activity in some key sectors
of the New Zealand economy.

After allowing for seasonal factors, the monthly trade
deficit (with imports measured including freight

and insurance) narrowed by a larger than expected
$NZ650m in June. Indeed, at $NZ334m, the deficit
was the second smallest recorded over the past three
years. Exports fell around 2% during the month and
were little changed from a year earlier. Meanwhile, after
two months of growth, imports slumped more than 11%
in June and were 7% lower than a year earlier. To some
extent, the decline in both exports and imports may
have been exaggerated by the floating Matariki public
holiday, which occurred in late June this year.

Exports, imports & trade halance
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Looking at the full June quarter, export receipts were
little changed from the March quarter. Considering
that firmer prices for some commodities (such as dairy
products) have likely lifted average prices for New
Zealand’s exports, this points to a decline in export
volumes during the June quarter - this following two
consecutive quarters of solid growth. Volume statistics
provided by Statistics NZ for some commodity exports
give some insight as to what is likely to have driven this
decline. Of special note was a 23% slump in the volume

of logs and wood, with shipments in the June quarter

at their lowest level in four years (i.e., since the Covid
lockdown). This doubtless reflects continued weak
demand from China, which has also weighed heavily on
prices for this commodity in recent months. The tonnage
of milk powder, butter and cheese exports fell 5% during
the quarter, while exports of fruit fell more than 8%.

Selected export volumes
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Those declines were only partially offset by a 4% lift in
exports of meat.

Turning to the other side of the ledger, import values
increased during over 4% during the June quarter.
This marked the first increase in imports since the
September 2022 quarter. At face value that might
suggest some optimism amongst businesses, at least
when these orders were placed - probably late last year,
when business confidence was somewhat firmer than
it is today. But drilling down into the data casts doubt
on that explanation. More than half of the increase in
imports in the June quarter was driven by transport
equipment, almost all of which was due to movements
of aircraft - a key driver of volatility in New Zealand’s
trade data given the small size of the economy. Imports
of plant and machinery increased by just over 1% in
the June quarter, breaking a run of five consecutive
orders of decline. However, that growth appears to

be more than explained by “lumpy” investment in the
utility sector (particularly gas turbines), rather than
any recovery in underlying business capex. Imports of
consumer goods fell just under 1% in the June quarter,
while imports of passenger cars fell 3%.

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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W4 FOCUS ON NEW ZEALAND
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The merchandise trade data also provide some insight
into how the well-publicised increases in container
shipping rates are impacting the cost of New Zealand’s
imports. The short answer, at least as of June, is “not

at all”. As a proportion of total import costs, insurance
and freight stood at just 4.7% in June - around its pre-
pandemic level. However, given the lags that are normally
seen between rises in global shipping costs and their
impact on New Zealand, we do expect to see some
impact begin to emerge over the coming quarter. The
extent to which these costs are likely to be passed on by
importers to the consumer is a matter of debate, given
the difficult conditions presently being faced by retailers.

Shipping costs
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Looking ahead, over the coming week we will

receive several economic reports that will help shape
expectations ahead of the next RBNZ policy review

in mid-August. On Monday, Stats NZ will release the
Monthly Employment Indicator for June. In line with the
recent trend, we expect that the May reading will be
revised lower to show a second consecutive decline in
filled jobs. And based on the partial weekly data, a large
decline in filled jobs appears to have occurred in June.
Following this report, we will publish our preview of the
now much-awaited June quarter labour market surveys
(which will be released on 7 August).

The other key report to watch next week will be the
ANZ Business Outlook survey for July, released on
Wednesday. This survey was one of many indicators
pointing to very weak activity through the June quarter,
and so it will be interesting to see whether this tone

has moderated in the July survey (this week the ANZ
reported an easing in consumer pessimism during July,
which might reflect early reaction to the RBNZ’s dovish
pivot on 10 July). Also of interest will be the various
inflation indicators in the survey. Following a period

in which they moved sideways, the pricing intentions
measure has taken a marked step lower over the past
couple of months to levels that are now not far above
historical average levels. And expectations regarding
future wage growth have moderated sharply over the
past year, with year-ahead wage growth now forecast at
just 2.6% - down from a peak of 6% two years ago.

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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WI# DATA SNAPSHOTS

AUS: Jun Dwelling Approvals (%mth)

Jul 30, Last: 5.5%, WBC f/c: -2.0%
Mkt f/c: -2.5%, Range: -5.0% to 3.0%

Dwelling approvals rose 5.5% in May but continue to
bump around decade lows, holding in a range that has
prevailed since early 2023. While there were some more
promising signs around detached houses, at least some of
the latest gain looks to be a temporary pull-forward effect
associated with state government regulatory change.

HIA new home sales dropped 16% over the two months
to June, as this pull-forward effect reversed. This is likely
to play through to softer detached house approvals,
albeit in a much more muted way. Unit approvals also
surged in May (up 20%), and are much harder to predict
given the tendency for sharp moves due to large
individual projects. Overall we expect total approvals to
decline 2% in June, with units posing a downside risk.

Dwelling approvals
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Source: ABS, Macrobond, Westpac Economics

AUS: 02 CPI (%qtr)

Jul 31, Last: 1.0%, WBC f/c: 1.0%
Mkt f/c: 1.0%, Range: 0.7% to 1.1%

Westpac confirms its June quarter CPI forecast of
1.0%qatr/3.8%yr which we first released on June 18 and
left unchanged at our July 2 update.

With the Monthly CPI Indicator we have two of three
months of data for the June quarter. The monthly data
June will provide critical insights into some services,
including: rates & property charges, water & sewerage,
child care, dental services, veterinary & other services
for pets, and other financial services.

For further details please refer to our more detailed
June Quarter CPI Preview.
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Source: ABS, Macrobond, Westpac Economics

AUS: 02 Trimmed Mean CPI (%qtr)

Jul 31, Last: 1.0%, WBC f/c: 0.9%
Mkt f/c: 1.0%, Range: 0.8% to 1.1%

Westpac has a June quarter now-cast for the Trimmed
Mean of 0.9% - a ‘hard’ 0.9% increase given it is 0.94%
at two decimal places. This is a step down from the 1.0%
increase in the March quarter, which would hold the
annual pace steady at 4.0%yr.

The Weighted Median is forecast to rise 1.0% in the June
quarter, following on from a 1.1% increase in March, which
also holds the annual pace steady but this time at 4.4%yr.

For futher details please refer to our more detailed June
Quarter CPI Preview.

Trimmed mean (core) inflation
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Source: ABS, Macrobond, Westpac Economics

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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WI# DATA SNAPSHOTS

AUS: Jun Retail Trade (%mth) Nominal retail trade
Jul 31, Last: 0.6%, WBC f/c: 0.2% 37360 %mth 5
Mkt f/c: 0.2%, Range: -0.2% to 0.6% ~monthly %chg, trend, rhs
351 —level, lhs

Retail sales rose 0.6% in May, the best monthly gain 33| "monthly %chg, rhs 115
since the start of the year. However the picture is still
subdued with the underlying trend still about flat. 31 v ke 10
Annual sales growth lifted to 1.7%yr, still implying a 29
marked 2.5-3% contraction in real, per capita terms. 7] | 5
June is likely to see a more subdued gain with our 251
Westpac Card Tracker Index suggesting activity softened P 0
again through the June quarter, although this is likely 231
to be milder for retail given the stable, counter-cyclical 21 : : : : : : : -
basic food segment makes up about 40% of sales. On 2017 2018 2019 2020 2021 2022 2023 2024
balance we expect total sales to post a 0.2% gain. SourcerABS, Macrabond, Westpac Economics
AUS: 02 Real Retail Sales (%mth) Quarterly retail volumes and prices
Jul 31, Last: -0.4%, WBC f/c: 0.3% 12 % % 12
Mkt f/c: -0.2%, Range: -0.5% to 0.4% =volumes

) ) ) ) o 101 = prices 110
Retail sales fell 0.4% in Q1, marking the fifth decline in 81 —volumes %yr L8
the last six quarters. Sales volumes were down 1.4%yr 6 L6
and 1.8% below their level in Q3 2022. 4 4
A small gain in the June month should see nominal sales 2] Lo
up 0.4%qtr in Q2. Retail prices are expected to have

. . . . . O+ t O

been relatively flat in the quarter, annual price inflation P
in this segment likely to drop below 2%yr. That should -2 %atr -2
leave a small 0.3% gain for real retail sales in the quarter. -4 -4
With the Q2 CPI not yet available, prices present a } ‘ ‘ ‘ | ‘ .
significant uncertainty to this view - with the potential 2014 2016 2018 2020 2022 2024
for a mix that has a stronger price component giving a Source: ABS, Macrobond, Westpac Economics
weaker result for volumes.
AUS: Jun Private Sector Credit (%mth) Private credit growth
Jul 31, Last: 0.4%, WBC f/c: 0.4% 162" %Y 16
Mkt f/c: 0.4%, Range: 0.3% to 0.5% 141 —Housing —Investor Housing —Total 14
Private sector credit grew by 0.4% in May to be up 12 12
5.2%yr, basically unchanged on April and within the 10 L0
tight range that has prevailed over most of the last year. s 3
Credit continues to expand at a modest pace, restrained
by elevated interest rates and a sluggish economy 6 6
on the one hand but supported by a need to add to 4 4
capacity. Annual credit growth at 5.2% compares with a 2 2
post 2000 average of 7.5%yr but is more in line with the
subdued post-GFC average of 4.6%. 0 0

For June, we expect a very similar picture with credit
growth posting another 0.4% gain for the month.

2010 2012 2014 2016 2018 2020 2022 2024

Source: RBA, Macrobond, Westpac Economics

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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WI# DATA SNAPSHOTS

AUS: Jul CoreLogic Home Value Index (%mth) Australian dwelling prices
Aug 1, Last: 0.7%, WBC f/c: 0.5% % % 35
=monthly, rhs — I Ih '

The CorelLogic home value index rose 0.7% in June, monthiy, ths mannual fhs r 3.0
matching the gain in May and continuing the step-down t 2.5
in momentum since late last year but still tracking a L 20
robust pace. Annual price growth moderated to 8.3%yr, -
down from a peak of 10.8%yr in Feb, gains over the last | 1'0
six months tracking a 7.5% annualised pace. The detail :
shows much stronger gains for Brisbane, Adelaide and r 0.5
Perth with a more subdued result in Sydney and some r 0.0
price slippage in Melbourne. t-0.5

: o _ F-1.0
June will show a very similar pattern. The CorelLogic 10
daily index points to a 0.5% rise for the month, which . 2012 zd]4 2616 2618 20‘20 2622 2624 .
would take annual price growth to just over 8%yr. Price Source: CoreLogic Australia, Macrobond, Westpac Economics
slippage looks to have been a little more pronounced in
Melbourne over the latest month.
AUS: Jun Goods Trade Balance ($bn) Trade in goods bhalance
Aug 1, Last: 5.8, Westpac f/c: 5.2 - $bn $bn 60
Mkt f/c: 5.0, Range: 4.6 to 6.5 18] *Balance, Ihs e
In May, the goods trade balance was little-changed, with 161 :Fxpor:’ rES 50
the surplus narrowing slightly from $6.0bn to $5.8bn. 147 ~IMPOrL, rhs
In the month, a solid showing from exports - largely 121 45
centred on iron ore volumes - was more than offset 101 r40
by a continued strengthening in imports, this time a 8] | 35
consequence of a spike in auto fuel. 6

44 r30

For June, we anticipate the goods trade balance to 21 25
narrow slightly, to $5.2bn, largely reflecting the multi- OW 20
month uptrend in imports. On exports, an improvement 'i' 5

in volumes (suggested by port data) will likely be offset 2014 2016 2018 2020 2022 2024
by another soft month for prices, the RBA’s commodity Source: ABS, Macrobond, Westpac Economics
price index having declined -2.8% in June.

AUS: Jun Housing Finance Approvals (%mth) Housing finance approvals

Aug 2, Last: -1.7%, WBC f/c: 0.5% - $bn $bn 15
Mkt f/c: flat, Range: -1.2% to 3.0% —Total —=Owner Occupier —Investor

The value of new housing finance approvals declined 30
1.7% in May, breaking a run of three consecutive monthly t 25
gains. However, the result looks more like a minor

consolidation rather than the beginning of a sustained 20
down-trend. |15

As such, we expect June to post a slight recovery. 101 L10
Turnover has been a little softer but prices are still M
posting gains. Construction-related loans have been a 51 r5

bit softer as the pull-forward effects mentioned above
have washed through. Overall, we expect total new O 2015 2016 2017 2018 2019 2020 2021 2022 20232024 °
finance approvals to post a 0.5% rise in the month in Source: ABS, Macrobond, Westpac Economics
value terms, a 1.5% rise in investor loans outstripping a

flat result for new owner occupier loans.

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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NZ: Jun Monthly Employment Indicator (%mth) Employment indicator
Jul 29, Last: 0.0%, Westpac f/c: -0.8% 2 45 Jobs, millions jobs, millions ,
The labour market has been steadily softening over the 2.404 . [240
last year. Surveys show that businesses are no longer 2.351 ,osz'fwn t 2.35
struggling to find workers, and job vacancies have fallen 2301 Westpac f/°,2 20
substantially below pre-Covid levels. ' '
2'257 Omicron [ 225
The monthly employment indicator is drawn from 2.20 wave t 2.20
income tax records, making it a comprehensive 2151 covid L 515
measure of the number of people in work. Weekly 2101 lockdown | 210
snapshots provided by Stats NZ have shown a marked : ’
deterioration in recent weeks. We’ve pencilled in an 2.051 2.05

initial print of -0.8% for June, which could be revised 2.00

‘ w w w w w w 2.00
down further in the months ahead. 2017 2018 2019 2020 2021 2022 2023 2024

Source: Stats NZ, Macrobond, Westpac Economics

NZ: Jun Building Consents (%mth) Building consents

Jul 31, Last: -1.7%, Westpac f/c: -1.0% 50 000's NZ$bn 14

While dwelling consent issuance has fallen sharply over 4.51 :Eisr:ijreers]itcljael;]rt]i:rln\?aelzlehsrhs L 12

the past year, the downturn looks like it is finding a base. 4.0] ’ ’

For the past few months, consent issuance has been 35 r 1.0

running a little over 2,800 per month. We expect to see ’

a modest drop in May, but for the flattening trend to 3.07 108

continue. 2.51 L0.6

2.0

Although dwelling consent issuance may be finding 15/ 104

a floor, any material pickup is still a long way off. L0.2
. . . L 1.0+

Developers are likely to remain cautious about bringing nl“m“Nmmmmnmmm

projects to market until the housing market begins to 0'572004 2008 2012 2016 2020 2024’0 Y

recover. Source: Stats NZ, Macrobond, Westpac Economics

NZ: Jul ANZ Business Confidence (pts) Business confidence

Jul 31, Last: 6.1 100 Net % %yr

=Own activity outlook, Ihs

The June business outlook survey continued the themes 801 ~Inflation expectations, rhs 6

of recent months. Activity indicators have softened 601

again after an initial post-election lift in confidence, S

while the inflation gauges remain elevated but are 401 L4

Mg, |

r3

We expect the July survey to show that businesses 0 ‘ h‘ \h‘ Il m‘ ‘“ ‘ H H hu\\\”h\\h ‘H\ ‘u\‘ ““\ H | \H

remain under pressure. The RBNZ’s softer tone in its July -20/1 ‘ 2

policy review could help to bolster confidence, though g

this may not show up fully until the August survey. -401

1996 2000 2004 2008 2012 2016 2020 2024

Source: ANZ, Macrobond, Westpac Economics

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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US: FOMC July Meeting Shelter and ex shelter inflation

Jul 30-31, Fed Funds Rate (midpoint), %yr %yr
Last: 5.375%, WBC f/c 5.375%, Mkt f/c 5.375%

10{ —CPI Shelter 10
Discussion around FOMC policy has changed 8: ~CPlex Shelter I 8
dramatically in recent months as Q1’s inflation surprises 1 i
were neutralised by benign outcomes through Q2. 6: | 6
At the same time, expectations for the labour market 4: I 4
continue to soften, highlighting that risks to the outlook 21 P2
are two sided. 1 [
oi v \’J L‘/V'V U | o
As of July, the FOMC are unlikely to have the confidence Y \} )
necessary to ease, particularly as they continue to 1 F
; ; -4 . . . . . . . . . . . -
express confidence in the growth outlook. However,_ we 5002 2006 2010 2014 2018 2022
expect the communications to signal a high probability cource BLS, Macrobond, Westpac Economice
of a September first cut.
US: Jul Employment Report Payrolls vs. household employment
Aug 2, Payrolls, Last: 206k, Mkt f/c 188k, WBC f/c 170k 5 % % 15
June’s nonfarm payrolls print was strong at 206k, but ~Household employment, 6m'th ann'd
the average of the past three months was brought down 10] ~Nonfarm Payrolls, 6mth ann'd L 10

by -111k in revisions to the prior two months. At 177k,
the three-month average points to balance between

demand and supply. 5] ? ” m o
The household survey remains considerably weaker, the 0 vy W WNM ¥ " 0

"
unemployment rate continuing to slowly trend higher
to 4.1%, O.7ppts above April 2023’s low. Underlying the -5 L 5
result has been an average employment gain of just 17k
per month and no net change in participation.

: ‘ : \ \ \ \ : —-10
1992 1996 2000 2004 2008 2012 2016 2020 2024

Source: BLS, Macrobond, Westpac Economics

Wage growth also points to supply now being in excess
of demand, annual hourly earnings growth having
slowed from 5.9%yr March 2022 to 3.9%yr.

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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14 FOR THE WEEK AHEAD

What to watch

Market Westpac

For Data/Event Unit Last f/c f/c Risk/Comment
Mon 29
NZ Jun Monthly Employment Indicator %mth 0.0 - -0.8 Marked softening in recent weekly snapshots.
us  Jul Dallas Fed Index pts -15.1 -14.2 - Manufacturing is soft across the regions.
Tue 30
Aus Jun Dwelling Approvals %mth 515 -2.8 -2.0 Still at low levels. Some of May rise looks to be temporary.
Jpn Jun Jobless Rate % 2.6 2.6 - Labour market tightness adding pressure to services prices.
Eur Q2 GDP %qtr 0.3 0.2 0.2 Growth recovery to ensue at a gradual pace.
US Jun JOLTS Job Openings 000’s 8140 - - Labour demand and supply are moving into balance...
Jul CB Consumer Confidence pts 100.4 99.7 - ... employment outcomes remain critical to confidence.
Wed 31
Aus Jun Monthly CPI Indicator %yr 4.0 3.8 3.5 Base effects see a 0.3%mth increase, pace moderating.
Q2 CPI %qtr 1.0 1.0 1.0 Housing (electricity) & health boosting the quarter...
Q2 CPI %yr 3.6 3.8 3.8 ... but there is downside risk to electricity due to rebates.
Q2 Trimmed Mean CPI %qtr 1.0 1.0 0.9 Core inflation is expected to be flat at 4% with...
Q2 Trimmed Mean CPI %yr 4.0 4.0 4.0 ... uncertainity around services prices surveyed in June.
Jun  Retail Sales %mth 0.6 0.2 0.2 A softer monthly result. Nominal retail sales tracking...
Q2 Real Retail Sales %qtr -0.4 -0.2 0.3 .. a 0.4% gain for Q2; prices about flat, volumes +0.3%.
Jun  Private Sector Credit %mth 0.4 0.4 0.4 Credit continues to expand at a modest pace.
NZ Jun Building Consents %mth -1.7 - -1.0 Issuance is flattening off after sharp falls over the past year.
Jul ANZ Business Confidence pts 6.1 - - Confidence weak but may benefit from rate cut hopes.
Jpn Jun Industrial Production %mth 3.6 -4.6 - Automobile prod’n recovering after temporary disruptions.
Jul BoJ Policy Decision (Upper) % 0.10 0.10 0.10 Tapering schedule of bond-buying program of interest.
Chn Jul Manufacturing PMI pts 49.5 49.3 - Hovering around long-run average levels for industry...
Jul Non-Manufacturing PMI pts 50.5 50.2 - ... sustained momentum in services still absent.
Eur Jul CPI %yr 2.5 2.4 - All eyes on services as policy treads a cautious path.
uUs Q2 Employment Cost Index %qtr 1.2 1.0 1.0 Momentum to soften as labour market slack builds.
Jul FOMC Policy Decision % 5.375 5.375 5.375 Communications to signal a September rate cut.
Thu 01
Aus Jul CorelLogic Home Value Index %mth 0.7 - 0.5 More gains overall but Syd subdued, Melb prices slipping.
Jun  Goods Trade Balance $bn 5.8 5.0 5.2 Surplus is narrowing on a multi-month uptrend in imports.
Nz  Jul CorelLogic Home Value Index %mth - - - Launch of new, higher-quality price measure for NZ.
Chn Jul Caixin Manufacturing PMI pts 51.8 514 - Level remains consistent with growth objectives.
Eur Jun Unemployment Rate % 6.4 6.4 6.4 Holding firm at a historical low.
UK Aug BoE Policy Decision % 5.25 - 5.00 Rate cut a 50/50 proposition.
us  Jul ISM Manufacturing pts 48.5 49.0 - Subdued demand weighing on production.
Jun  Construction Spending %mth -0.1 0.2 - Elevated costs and uncertainty hinder capacity expansion.
Jul 27 Initial Jobless Claims 000’s 235 - - To remain near its lows, for now.
Int’l Jun S&P Global Manufacturing PMI pts - - - Final estimate for Japan, Eurozone, UK and US.
Fri 02
Aus Q2 PPI %qtr 0.9 - - Can falling oil prices outweigh rising shipping costs?
Jun  Housing Finance %mth -1.7 flat 0.5 Consolidating on recent gains...
Jun  Owner Occupier Finance %mth -2.0 - flat ... turnover vols and construction lending softer...
Jun Investor Finance %mth -1.3 - 1.5 ... but prices still rising, investor lending outperforming.
us Jul Non-Farm Payrolls Change 000’s 206 175 170 Balance returning to labour market...
Jul Unemployment Rate % 41 4.1 41 .. seeing the unemployment rate gradually tick higher...
Jul Average Hourly Earnings %mth 0.3 0.3 0.3 .. and wages growth soften.

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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W14 LOOKING FURTHER AHEAD

Economic & financial forecasts

Interest rate forecasts

Australia Latest (25 Jul) Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26
Cash 4.35 4.35 410 3.85 3.60 3.35 310 310 310 3.10 310
90 Day BBSW 4.48 4.42 419 3.96 3.75 855 3.30 3.30 3.30 3.30 3.30
3 Year Swap 4.05 4.0 4.00 3.85 3.70 3.60 3.50 3.50 3.50 3.55 3.60
3 Year Bond 3.99 3.90 3.80 3.65 3.50 3.40 3.30 3.30 3.30 3.35 3.40
10 Year Bond 4.30 4.30 4.25 4.20 410 4.00 4.00 4.00 4.05 410 415
10 Year Spread to US (bps) 6 -10 -5 (0] (0] (0] (0} [0} 0 5 5
United States

Fed Funds 593775 5125 4.875 4.625 4.375 4125 3.875 3.625 28375 138375 28375
US 10 Year Bond 4.24 4.40 4.30 4.20 4.0 4.00 4.00 4.00 4.05 4.05 4.0
New Zealand

Cash 5.50 5.50 5.25 5.00 4.50 4.25 4.00 3.75 3.75 3.75 3.75
90 day bill 5.48 5.50 525 4.80 4.50 4.25 4.00 3.85 3.85 3.85 3.85
2 year swap 419 4.30 4.20 410 4.00 3.90 3.90 3.95 4.00 4.00 4.00
10 Year Bond 4.39 4.40 4.35 4.30 4.30 4.25 4.30 4.30 4.35 4.35 4.35
10 Year spread to US 15 0] 5 10 20 25 30 30 30 30 25

Exchange rate forecasts

Latest (19 Jul) Sep-24 Dec-24 Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26

AUD/USD 0.6554 0.66 0.67 0.68 0.69 0.70 0.71 0.72 0.72 0.73 0.73
NzZD/USD 0.5890 0.60 0.61 0.62 0.62 0.63 0.63 0.63 0.63 0.64 0.64
USD/JPY 153.65 159 158 156 153 150 147 144 141 138 135
EUR/USD 1.0858 1.09 110 1m 112 113 114 114 114 115 115
GBP/USD 1.2865 1.27 1.28 1.29 1.30 1.31 1.31 1.31 1.31 1.31 1.31
USD/CNY 7.2468 7.20 710 7.05 7.00 6.90 6.80 6.70 6.60 6.55 6.50
AUD/NZD 127 110 110 110 m 112 113 114 114 114 114

Australian economic growth forecasts

2024 2025 Calendar years
% Change Q1 Q2f Q3f Q4f Qif Q2f Q3f Q4f 2023 2024f 2025f 2026f
GDP % qtr 01 0.3 0.6 0.5 0.5 0.6 0.6 0.7 = = = =
%yr end 11 1.0 1.4 1.6 2.0 2.2 2.2 2.3 1.6 1.6 2.3 3.5
Unemployment rate % 3.9 4.0 4.2 4.3 4.4 4.5 4.6 4.6 3.9 4.3 4.6 4.5
Wages (WPI) 0.8 0.8 0.7 0.7 0.7 0.8 0.8 0.8 - - - -
annual chg 4.1 3.9 3.4 3.0 2.9 2.8 2.9 3.0 4.2 3.0 3.0 3.3
CPI Headline 1.0 1.0 01 0.8 0.7 0.8 0.9 0.6 - - - -
annual chg 3.6 3.8 2.7 2.9 2.7 2.4 3.2 31 4.1 2.9 3.1 2.8
Trimmed mean 1.0 0.9 0.8 0.7 0.7 0.7 0.7 0.6 - - - -
annual chg 4.0 4.0 3.6 3.5 3.2 3.0 2.8 2.8 4.2 215 2.8 2.6

New Zealand economic growth forecasts

2024 2025 Calendar years
% Change Q1 Q2f Q3f Q4f Qif Q2f Q3f Q4f 2023 2024f 2025f 2026f
GDP % atr 0.2 -0.2 0.3 0.3 0.5 0.5 0.7 0.7 - - - -
Annual avg change 0.2 -0.2 0.0 0.2 0.4 0.9 1.3 1.8 0.6 0.2 1.8 3.2
Unemployment rate % 4.3 4.6 4.9 52 53 5.4 54 54 4.0 52 54 4.7
CPIl % qtr 0.6 0.4 11 0.4 0.4 0.4 0.8 0.5 - - - -
Annual change 4.0 3.3 2.6 25 2.3 2.3 2.0 21 4.7 25 21 2.2

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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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. 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.

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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