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EXECUTIVE SUMMARY

Over the past month, the global dataflow has showed economic 
trends are unfolding gradually. How this is shaping views on 
the outlook varies distinctly across the major economies.

For the US, Chair Powell’s Jackson Hole address set out the 
delicate balancing act facing the Fed: walking a tightrope 
with upside inflation risks on one side and downside labour 
market risks on the other (never mind the political crosswinds). 
Markets have largely focussed on the latter, taking their cue 
from a slowing in jobs growth that is coming from an even 
weaker starting point following recent revisions. This has 
bolstered expectations for a quicker and deeper rate cutting 
cycle – with six cuts now pencilled in by 2027 – seeing the 10-
year yield drop around 30bps back toward the 4% mark.

We think this is significantly under-weighting the risks 
around inflation. The US average effective tariff rate doubled 
in August, and while inflation measures have not ‘ jumped’ 
there is clear evidence of unwanted momentum and building 
upside risks. The tariff pass-through and inflation lift may 
be more of a ‘slow burn’ than a sudden surge. Add capacity 
constraints to the mix and the US inflation outlook looks 
firmly skewed to the upside. As such, we see the FOMC 
moving more cautiously, with just 50bps of cuts provided 
until there is more comfort about inflation. 

The situation is less precarious elsewhere but the theme 
of gradual change is also a common thread. In China, trade 
continues to be the centrepiece for growth amid a lacklustre 
recovery in the consumer and soft housing sector. In Europe, 
inflation back at target and growth moving slowly moving 
towards trend is seeing the ECB continue to take a patient 
approach to policy setting. 

Back in Australia, a consumer-led bounce in economic activity 
during mid-year has been a welcome surprise. But the extent to 
which this marks a sustained acceleration in household spending 
growth remains unclear with a variety of one-off factors likely at 
play in the recent data. Meanwhile the labour market has more 
clearly moved back into a gradual softening. All of which is to 
say that risks have tilted from favouring the downside towards 
something more two-sided rather than outright positive.

Australia: The Australian economy grew a solid 0.6%qtr 
in the June quarter 2025 and 1.8% in year-ended terms, the 
first per capita annual gain in just over two years. Even with 
one-off factors at play, the consumer recovery looks to be on 
a firmer footing. However, investment is tracking more slowly. 
Net-net, our GDP forecasts have been revised up 0.2ppts in 
both 2025 and 2026, 1.9%yr and 2.4%yr respectively.    

Commodities: August was a solid month with Westpac’s 
Commodity Export Price Index gaining around 3% since our 
last report. The gains were reasonably broad based but the 
most significant was a 7½% surge in gold. We see little 
reason to call a top for gold at this stage for while the extent 
of further upside is uncertain, current momentum suggests 
gold can continue to push into record territory in the near term.

Global FX Markets: The US dollar DXY index has this 
month held a tight range just below its 10-year average. We 
see this as consistent with the market pricing a growing chance 
of growth stalling. Persistently weak but positive growth is 
expected to result in the US dollar drifting lower to end-2027. 
Risks are to the downside, if the US labour market lets go.  

New Zealand: The main development over the past month 
has been the RBNZ’s dovish pivot, with the Bank indicating 
an intention to reduce the OCR to 2.5% by year-end. This will 
further support the recovery and makes it more likely that 
policy will reverse course before the end of 2026. Meanwhile, 
New Zealand’s current account deficit appears to have been 
slightly overstated. 

United States: Economic expectations and market pricing 
currently conflict. Consensus forecasts point to an expectation 
the US will grow at or above trend in 2026–2027 and see 
persistent above-target annual inflation. Despite these 
expectations, 150bps of rate cuts are priced to January 2027.

China: Participants remain concerned over China’s excess 
capacity. Yet through trade it continues to provide significant 
dividends. Financial stability is also being managed effectively. 
Housing and its effect on consumers’ appetite to spend 
remains the key risk for growth.  

Japan: Despite long-standing concerns about high 
government debt levels (currently 235% of GDP) and new 
sources of political uncertainty, Japan’s fiscal fundamentals are 
improving and are unlikely to materially impact debt stability 
for the foreseeable future.

Europe & UK: Credit growth remains subdued, with demand 
for business credit struggling to pick up, as previous interest 
rates cuts are feeding into the economy slowly. While the ECB 
appears to be content with the current monetary policy stance, 
we see downside risks to the euro area inflation outlook, and, 
therefore, we think that another ECB interest rate cut is probable.

Balancing acts
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The RBA cut the cash rate as expected in August and 
acknowledged that further cuts will be needed to keep 
inflation at target. Domestic data since then has been on 
the positive side of expectations, essentially ruling out a 
September move and confirming our view that the next 
cut in the cash rate will be in November at the earliest. 
However, risks have become more ‘two sided’ locally. 
Meanwhile markets continue to take a mostly sanguine view 
of policy developments overseas, including fresh attacks on 
the independence of the US Federal Reserve.

Offshore, an uneasy calm 
Around trade, the news over the last month has sporadic 
rather than helter-skelter. The US introduced more country-
specific tariff measures and ended the ‘de minimis’ exemption 
for goods imports valued at under US$800 in late August. 
However, many tariff measures that came into effect on 
August 1 are now subject to a court challenge that will require 
a Supreme Court ruling on their constitutionality. The case is 
(understandably) being fast-tracked. But even so, a decision 
will not be made until November. If the lower court rulings are 
upheld, most ‘liberation day’ tariffs will be invalidated, likely 
requiring large refunds to be paid out.

US President Trump has also tested more boundaries with a 
recent attempt to sack Federal Reserve Governor Cook. The 
move has been blocked by a temporary injunction, allowing the 
Governor to continue operating as a member of the FOMC, with 
the legality to be decided by courts at an as yet unspecified date.

Markets have taken most of these developments in their stride. 
Some of this likely reflects the economic news flow which is 
showing a marked slowing in employment growth but without 
an overly worrying picture on the inflation front, a mix that 
should allow for some policy easing with or without political 
pressure. That data mix may become more uncomfortable in 
coming months though as more post-tariff-change inflation 
updates are released (see p16 for more).  

Markets may have been relatively settled but the spread 
between US 30-year and 10-year bond yields has widened 
noticeably. While it remains within the range of historical 
experience, the shift suggests some disquiet among market 
participants about the outlook for Fed independence, inflation 
and fiscal policy. More broadly, with equity markets richly-
valued, credit spreads narrow and the USD still about 14% 
overvalued on standard metrics, markets are susceptible to 
a sudden repricing if they were to become spooked by some 
trigger event.

Domestic risks become more ‘two-sided’ ...
Luci Ellis, Chief Economist, Westpac Group
Matt Hassan, Head of Australian Macro-Forecasting
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... but balance still favours further RBA easing

Locally, a change of tone
The policy situation in Australia is a little more mundane. The 
RBA cut the cash rate by 25bps to 3.6% at its August meeting, 
as widely expected. Perhaps more surprising was the change 
in its tone and key views. The post-meeting communication 
now acknowledges that further cuts are needed to ensure that 
inflation remains sustainably in the 2–3% target range. The 
Bank’s views on productivity have also seen an important shift. 
It is more confident that recent weakness will unwind and while 
it expects the near-term trend to be slightly lower, the RBA 
now sees this as having no implications for monetary policy. 

The domestic data flow since the August RBA meeting has 
been mostly a bit stronger than expected. 

Following a benign Q2 CPI, the monthly CPI indicator came 
in higher than expected for July. However, most of this 
stemmed from a faster unwind of electricity rebates. Thus 
while the quarterly CPI now looks a little stronger for Q4 this 
is a pull-forward from Q4 meaning our inflation forecasts for 
calendar year 2024 are unchanged and below the mid-point 
on an underlying basis (2.4%yr trimmed mean versus 2.9%yr 
headline).

Consumption growth was also stronger than expected 
in the Q2 national accounts (0.9%qtr, 2.0%yr), driving a 
modest upside surprise in GDP growth (0.6%qtr vs 0.4%qtr). 
As discussed on p4, some of the unexpected strength in 
consumption looks to be due to temporary factors that will 
unwind in Q3 (our Westpac Card Tracker showing a notable 
slowing in July-August). With the rest of the accounts fairly 
downbeat on public demand and private investment, the 
net effect has been a small upward revision to our year-end 
forecasts for spending and growth.

To be clear, the picture is still of a consumer recovery: real 
disposable incomes are benefiting as the interest rate declines 
from restrictive levels build on the boost from last year’s tax 
cuts and assisted by moderating inflation. However, evidence 
suggests the pace of the recovery remains gradual.

The growth mix is also become less ‘ job-rich’. Labour market 
updates continue to show a gradual softening trend coming 
through again, jobs growth slowing in the June quarter and the 
unemployment rate drifting a little higher to 4.2% in July. We 
continue to expect a further drift higher from here. 

Overall, risks to the Australian outlook have become more 
‘two sided’. With the RBA pursuing a cautious approach to 
policy easing, it will almost certainly opt to wait for more 
information, leaving policy on hold at its September meeting. 
We continue to expect the next cut in the cash rate to be at the 
November meeting, with two more cuts in 2026. The view is 
predicated on underlying inflation moderately undershooting 
the RBA’s forecasts for year-end and early 2026.

https://www.westpaciq.com.au/economics/2025/09/westpac-card-tracker-8-september-2025
https://www.westpaciq.com.au/economics/2025/09/labour-account-Q2-2025
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The Australian economy grew a solid 0.6%qtr in the June 
quarter 2025 and 1.8% in year-ended terms. This was the 
first time since the March quarter 2023 that GDP per capita 
increased in year-ended terms. Other measures of living 
standards also showed signs of improving after falling over 
the past two years.    

Stronger than expected consumer spending underpinned the 
upside surprise to growth across the economy. Household 
consumption grew an impressive 0.9%qtr – the strongest 
increase since the December quarter 2022. Further, it was the 
first time in two years that consumption per person grew on a 
year-ended basis.  

While consumers had a tentative start to the year, this turned in 
the June quarter, a shift that coincides with improving consumer 
sentiment. It’s becoming more apparent that households are 
increasingly spending their improving incomes, which rose 
4.1%yr over the year to the June quarter – the strongest pace 
since 2011 outside of the COVID period. Tax relief and interest 
rate cuts are now supporting growth in disposable income, 
while disinflation means price rises are not eroding purchasing 
power the way they were in 2022 and 2023.  

That said, there were some unusual features in the quarter: 
retailers discounting more heavily, inventories run down but 
profits also falling (despite the lift in sales volumes). The quarter 
reportedly saw a bigger than usual response to End of Financial 
Year sales. There may have been some tariff-related shifts as well. 
There was a sizeable lift in consumer goods imports (+3.9%qtr), 
driven by vehicles, clothing and other leisure goods which may 
have been delayed deliveries due to exporters redirecting supplies 
to the US earlier in the year in order to beat tariff increases.  

This may explain why spending on goods (clothing, cars, 
sporting equipment) grew 1.0%qtr – the strongest quarter 
since June quarter 2018 outside of COVID – slightly outpacing 
the 0.8%qtr growth in services. 

Despite growing a touch slower than goods, at 0.8%qtr 
demand for services was also solid. The proximity of Easter 
to Anzac Day meant an unusually high number of households 
took holidays over that period, boosting spending on 
discretionary services. Figures up to August from our Westpac 
Card Tracker suggests this effect has unwound. 

The unusually high number of individuals taking holidays may 
also explain some other areas of softness. The June quarter 
saw a smaller than expected lift in housing construction 
(+0.4%qtr, 4.8%yr) despite a still elevated project pipeline.  

While the consumer looks to have awakened, some other key 
expenditure components remain subdued. New business 

Australian economy accelerates ...
Pat Bustamante, Senior Economist

investment declined in the quarter with capex intentions 
suggesting the softness will continue in the near term. 
‘Intangibles’ (intellectual property products covering software, 
R&D, the creation of copyrighted material and mineral 
exploration) was the only major private investment segment to 
record a lift in Q2.  

Meanwhile we have now clearly passed the peak in terms 
of the contribution public spending will make to economic 
growth. Public investment has fallen around 7.0% over the 
past three quarters. This is having a negative impact on 
downstream industries such as professional construction 
services and the rental, real estate and hiring industries.  

Slightly faster recovery, risks more balanced   
Public demand drove most of the growth in the economy and 
jobs over 2023 and 2024. Given this, there was always a risk 
that a more pronounced slowdown in public spending would 
see the underlying growth impulse more sluggish, and a 
weaker labour market. 

The June quarter National Accounts suggest these risks are 
receding as growth in consumer spending moves on to a firmer 
footing. Indeed, ABS revisions to household consumption 
suggests spending was softer than initially estimated back in 
2023 and the early part of 2024, but since then the recovery 
has been firmer. This has more than offset the slowdown in 
public investment, which has seen new public demand fall by 
0.2% over the past six months.   

While there are one-offs at play, underlying momentum to 
consumer spending looks a little stronger. ‘Positive feedback 
loops’ are forming a little more quickly with household 
disposable income rising, stronger gains in household net 
worth and consumers becoming more optimistic about the 
future. As such, we have lifted our household consumption 
growth profile 0.2ppts higher in both 2025 and 2026 to 
2.2%yr and 2.6%yr, respectively, and left calendar 2027 
unchanged at 2.8%yr. This should see consumption per person 
increase by around 0.8%yr in 2025, the first annual increase 
in three years. Per capita consumption is expected to grow 
around 1.2%yr in 2026 and 1.5%yr in 2027, improving but still 
slightly below the 20-year pre-pandemic average of 1.8%yr.    

Against this, it’s become clearer that business investment is 
taking longer to pick up, the latest surveyed private CAPEX 
expectations suggesting this sluggishness will continue 
into the 2025-26 financial year. In addition, we have pushed 
out the boost from a further pick up in investment in energy 
generation and transmission given uncertainty around 
approvals and reported delays in some large-scale renewable 
projects. The combined effect has lowered our new business 
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... as consumer spending lifts

investment forecasts by 0.7ppts to 1.6%yr in 2025, by 0.5ppts 
to 4.1%yr in 2026, and by 0.2ppts to 4.7%yr in 2027.   

We have left our profile for new public demand broadly 
unchanged after accounting for the recent falls in public 
infrastructure – that is, we are not expecting to see a ‘payback’ 
though stronger growth in future quarters. We expect new 
public demand to grow just 1.3%yr in 2025, 2.6%yr in 2026 and 
2.5%yr in 2027. This is well down on the average annual growth 
of 5.0% since 2020 and 3.5%yr in the pre-pandemic decade.  

Putting this all together, our GDP forecasts have been revised 
0.2ppts higher in 2025 and 2026 to 1.9%yr and 2.4%yr, 
respectively. Forecasts for 2027 remain unchanged at 2.6%yr. 

Notably, there are now some upside risks to the outlook. Growth 
could accelerate more quickly if consumer spending continues 
to power ahead, perhaps supported by stronger than expected 
population growth, and if businesses in consumer-facing 
sectors respond more quickly with increases in investment and 
employment. On the other hand, a further slowdown in public 
demand which spills over into the labour market could see 
the recovery in household spending stall, further delaying the 
expected recovery in private business investment.  

What about the supply side and inflation?
The Q2 National and Labour Accounts showed productivity 
growth is normalising as the drag from mining and the 
expansion in the non-market sector fades. Outside of these 
sectors, productivity in the market (ex-mining) sector is 
running at 0.9%yr – in line with the pre-pandemic decade 
average. The market ex-mining (or ‘domestically-oriented 
market’) sector accounts for around 70% of hours worked 
across the economy and is the primary driver of underlying 
domestic inflationary pressures. 

This is seeing growth in the economy’s cost base (or unit 
labour costs) moderate. For the domestically-oriented market 
sector, this has slowed to around 3.8%yr – in line with 2019 
levels and down from a high of 7.7%yr recorded in Q4 2022. 

The weak demand environment has also meant that 
businesses have not been able to fully pass on higher costs 
to final consumers. With labour costs rising, this has seen an 
increase in the share of income going to labour. The share in 
the domestically-oriented market sector is approaching the 
peaks seen during the terms of trade boom in the 2000s, when 
labour market conditions were extremely tight. 

Moderating growth in the economy’s cost base coupled with 
a reduced ability to pass on costs in higher prices is, from a 
central bank’s perspective, a sweet spot. It means costs are 
coming down and demand is soft enough so that these lower 
costs are passed on, reducing inflationary pressures.  
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August delivered a solid month across key commodities with 
Westpac’s Commodity Export Price Index gaining around 3% 
since our last report. The gains were reasonably broad based 
underpinned by an almost 2% increase in iron ore an copper 
and a 1½% increase in crude oil but with the most significant 
move being a 7½% surge in gold. We see little reason to 
call a top for gold at this stage. While the extent of further 
upside is uncertain, current momentum suggests gold 
should push further into record territory in the near term.    

Gold’s bullish momentum continues
Gold surged to fresh all-time high above US$3,600/oz 
(A$5,500/oz) in early September and breaking the previous 
all-time high in inflation-adjusted terms set in 1980. And yet 
we are still reluctant to call this the top. Near term upside 
risks remain driven by a widening investor base and growing 
portfolio allocations. The renewed interest is coming from a 
confluence of macro factors, including:
•	 Rising expectations of imminent Fed rate cuts;
•	 Concerns over the Fed’s independence and credibility;
•	 Declining real yields; and
•	 A US dollar hovering near the lower end of its recent range.

These dynamics are reinforcing gold’s strategic appeal. 
Investor sentiment remains resilient, viewing periods of 
consolidation as part of a broader upward trajectory rather 
than a sign of structural weakness.

While the current breakout cannot be attributed to a single 
catalyst, we suspect a growing anticipation of Fed easing, amid 
signs of softening US economic data, and lingering uncertainty 
around trade policy are key. Gold’s inverse correlation with 
the US dollar continues to provide a tailwind, with recent ETF 
inflows coinciding with falling US real rates.

Looking ahead, political developments and macroeconomic 
risks remain fluid making strong convictions difficult to hold. 
However, we expect that with expanding investor interest gold 
will continue making new highs. Uncertainty around US trade 
and international policy settings only adds to gold’s appeal.

Iron ore firms but risks remain
Iron ore prices lifted to around US$105/t in July, buoyed by 
optimism around potential China stimulus and supply-side 
reforms. They were holding steady at approximately US$102/t 
but have popped back up to US$105/t as we go to press. 
While the rally appears to have found its peak, key market 
signals suggest a complex but resilient backdrop. That said, 
we still expect prices to ease later this year as additional 
supply comes online. 

Gold rallies to record highs on Fed fears ...
Justin Smirk
Senior Economist

COMMODITIES

That shift has yet to manifest. Iron ore inventories at Chinese 
ports edged down in recent weeks and while steel inventories 
are ticking higher for both traders and steel mills, they are 
still down on a year ago suggesting the market is in a more 
balanced position supported by steady Chinese hot metal 
output and strong export volumes. 

However, seasonal and structural headwinds are emerging 
as we move into the second half of the year. Historically, iron 
ore prices tend to peak around August, followed by month-
on-month declines through September and October, driven by 
seasonal drops in steel production during China’s wet season.

Property and infrastructure sectors in China showed signs 
of a deeper slowdown in July, driven by constrained local 
government funding and a lack of new infrastructure projects. 
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... while crude oil facing down a supply surge

COMMODITIES

Manufacturing remains a bright spot, supported by strong 
exports of vehicles and home appliances, which may help 
offset weakness in construction-related steel demand.

Australian exports for August are estimated at 71.5Mt, down 
–1%mth/–5%yr, Brazilian exports totalled 41.0Mt in July, the 
strongest July in 10 years while Chinese imports from non-
traditional sources (mostly Chile and Mongolia) rose to 10.8Mt, 
up 2% in the month. In total, imports from Australia, Brazil, 
and South Africa reached 91.2Mt to be up 3% in the year. Year 
to date, Chinese iron ore imports stand at 697Mt, down –2%yr.

LNG: Asia is buying but oversupply threatens 
Japan, China and South Korea all have reported robust imports 
of LNG reflecting regional energy needs but this has not been 
enough to support prices. 

Looking ahead, the medium-term outlook points to a potential 
global LNG oversupply from 2027 as a wave of new export 
projects comes online. According to IEEFA, global LNG 
liquefaction capacity is expected to reach 666.5 million tonnes 
per annum by 2028, exceeding projected demand under most 
scenarios. 

The US is going to remain a key source of new LNG supplies. 
Other than Qatar, the other global heavyweight in LNG 
production, the rest of the world lacks scale and most 
producers face ongoing challenges to lift output including 
regulatory approval, limited resources and higher costs. We 
should also not underestimate the political considerations 
with US LNG offering a barter potential for some critical trade 
disputes with the US administration. 

Asian demand is expected to trend upward but high prices, 
currently around $11/MMBtu, constrain industrial and power 
sector uptake. Analysts suggest demand could accelerate if 
prices fall below $8/MMBtu, a threshold seen as more viable for 
switching to LNG as a transitional fuel to a low carbon economy.

By 2030, LNG demand is forecast to rise by 39% compared to 
2024, led by Asia’s push to reduce carbon emissions and its 
reliance on coal fired generation. However, supply is projected 
to grow even faster at 42%, raising the risk of more significant 
oversupply and increased price volatility.

Crude oil: OPEC+ signals market shift
The eight members of OPEC+ recently agreed to increase 
production by 137kbpd from October, a smaller step-up 
compared to the 555kbpd increase for September and August, 
and 411kbpd in July and June. This marks the beginning of an 
early unwind of the second tranche of production cuts – totalling 
1.65 million bpd –more than a year ahead of schedule. The first 
tranche of 2.5 million bpd has already been fully reversed since 
April, equivalent to roughly 2.4% of global demand.

While the scale of the increase may appear modest, the 
messaging is significant: OPEC+ is now prioritising market 
share over price stability. The decision to add barrels despite 
warnings of a potential global surplus suggests a strategic 
pivot away from supply management aimed at defending prices.

Even prior to this announcement, many analysts were 
forecasting downward pressure on crude prices heading 
into late 2025. The additional supply now raises the risk of a 
market glut, potentially accelerating the decline in prices.

Westpac forecasts Brent crude to fall to US$60/bbl by June 
2026, reflecting expectations of an oversupply and softer 
demand growth.
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The US dollar DXY index has essentially marked time over 
the past month, trading an extremely tight range between 
98.6 and 97.5 with the low seen this week. Of note, this 
range sits below the 10-year average of 98.5, signalling a 
growing unease about the outlook for the US economy. 

To us, it is fitting that the US dollar has found some stability 
around the 10-year average as, to date, the loss of momentum 
in job creation has been consistent with the stalling out of 
economic growth not recession. Further, as detailed on page 
17, this turn in the labour market could be as much about 
the loss of labour supply as demand, with President Trump’s 
reforms clearly having an effect on migrant worker availability. 

It is important to highlight though that this policy is not just 
an impediment for growth today but also an issue into the 
medium-term. Limited access to workers with the right skills 
and experience will, all else equal, hold up wage rates and 
create capacity concerns, capping activity growth.

To stoke GDP growth back to or above trend, substantial 
easing will be required. Arguably this is why the market has a 
further 150bps of rate cuts priced in by January 2027, a move 
that would take the Fed funds rate back to a ‘neutral’ 3.00%. 
Against around 50bps of easing in Australia, Canada and 
the UK (all market expectations) and with the ECB’s easing 
cycle almost done, pricing for the policy rate outlook is firmly 
against the US dollar.   

In such circumstances, it is difficult for the elevated inflation 
the US economy currently faces to counterbalance the weight 
of immediate growth and policy expectations. Instead, the 
way this is shaping the steepness of the curve is creating 
an additional medium-term headwind as it feeds through to 
mortgage interest rates and suppresses housing investment.

We see greater risk to inflation and therefore to the chance 
of a more measured policy easing in coming months. But this 
comes at the cost of more persistent weakness in growth and 
fiscal uncertainty further out. 

This leads us to expect the US dollar DXY index to slowly 
retreat to roughly half way between its 10-year and 20-year 
averages, respectively 98.5 and 90.3, with a low of around 
93.5 forecast for the second half of 2027.

Underlying this trend decline are steady gains for EUR/USD, 
from USD1.17 today to USD1.20 end-2026 and USD1.21 end-
2027, and for GBP/USD, from USD1.36 currently to USD1.38 
end-2027. 

The US dollar should also lose ground consistently against 
the weak Canadian Dollar and Japanese Yen; we forecast 

US dollar at risk ...
Elliot Clarke
Head of International Economics

GLOBAL FX



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.

12WESTPAC ECONOMICS

from CAD1.38 to CAD1.29 and JPY147 to JPY131. However, 
the uncertainties each of these nations face mean future 
appreciation against the US dollar is not assured. Other Asian 
currencies are expected to see varied outcomes based on their 
starting valuations and the spectrum of risks each nation faces.

Being a safe-haven of sorts and at the heart of regional 
manufacturing, Singapore’s dollar has already rallied strongly, 
USD/SGD moving from SGD1.37 in January to SGD1.27 in 
June, now holding at SGD1.28. Over the past twenty years, 
the only period the Singaporean dollar has been materially 
stronger than today was between 2011 and 2014, when it 
(briefly) neared SGD1.20. That was a time when the fed funds 
rate was at the lower bound and Chinese growth was above 
7% – circumstances that are unlikely to repeat. Still, conditions 
favour a further move to around SGD1.26 by end-2027.

China’s Renminbi is becoming a stronger prospect versus US 
dollar as markets recognise that China has diversified its export 
base away from the US (see page 15), is passively reducing its 
US dollar exposure, and as downside risks for the economy 
recede. From CNY7.12 today, we look for USD/CNY to move 
to CNY6.90 at end-2026 and CNY6.50 by end-2027. If China’s 
authorities expedite additional stimulus while the US is weak 
over the coming year, the Renminbi could appreciate further. 
That said, the average of the decade prior to the pandemic was 
CNY6.50, making it a challenging level to break.

It is important to emphasise though that we do not expect 
this bilateral appreciation to materially reduce China’s 
competitiveness in Asia as gains against the US dollar are 
expected across Asia and to follow Euro/Sterling appreciation.

In part this is due to the lingering fears financial markets have 
over risks to China’s outlook. Economic developments also 
support China’s Renminbi trading in line with other major 
Asian currencies, however. This is because China remains in 
the middle of a multi-decade build-out of production and 
logistics outside its borders. Doing so requires the investment 
of considerable financial capital in other jurisdictions as well as 
a comparatively aggressive approach to market competition as 
capacity comes online. The net effect is an outflow of capital 
and a slow normalisation of today’s outsized trade surplus, 
trends that will hold back the Renminbi for a time.         

India meanwhile finds itself in a challenging situation. The 
underlying growth potential of the economy justifies a marked 
appreciation, which is factored into our baseline profile. 
However, facing an outsized tariff for exports to the US and 
having to compete with the likes of Indonesia and Vietnam for 
capital investment by China and South Korea, the timing and 
scale of appreciation is at material risk. 

... of a sustained decline

GLOBAL FX



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.

13WESTPAC ECONOMICS

The New Zealand economy has moved off the lows in 
activity seen last year, supported by high export commodity 
prices and the beginnings of the pass-through of monetary 
policy easing. However, the recovery has been patchy and 
is yet to translate into improving conditions in the labour 
market. So, while CPI inflation is likely to challenge the top 
of the 1-3% target band over the remainder of this year, the 
RBNZ last month indicated an intention to further support 
the recovery by lowering the OCR to 2.5% by year-end. 

The dovish pivot at the RBNZ’s August Monetary Policy 
Statement (MPS) meeting is the main domestic development 
since the last Market Outlook. In common with most other 
commentators, we had anticipated that the RBNZ would 
reduce the OCR by 25bps to 3.0% at this meeting. What we 
did not anticipate was that the Bank would so quickly lose 
patience with the speed of the recovery and thus signal an 
intention to move the OCR towards stimulatory territory. The 
dovish signal was reinforced by the revelation that two of the 
six Monetary Policy Committee (MPC) members had voted for 
a 50bp easing at this meeting, with those members arguing 
that this action was needed to send clearer signals that 
support consumption and investment. 

The RBNZ’s change of heart largely reflects the run of softer 
high-frequency activity indicators since the previous meeting. 
These have reinforced the concerns of some MPC members 
that global policy uncertainty could dampen the willingness of 
households and businesses to spend and invest. At the time of 
the May MPS meeting, the RBNZ’s new ‘nowcast’ measure of 
June quarter GDP growth stood at around 0.5%qtr. But given 
the run of softer indicators, this had slipped to -0.3%qtr by 
the time of the August MPS meeting. For some MPC members, 
unexpected softness in house prices in recent months also 
appears to have been influential in driving the dovish pivot. 
A large downward revision to the RBNZ’s forecast for house 
prices means that wealth effects will offer less support to 
household spending than the Bank had previously assumed. 

Given these indicators, the RBNZ revised down its formal 
estimate of June quarter GDP growth to -0.3%qtr in the 
August MPS from 0.3%qtr in the May MPS (our own estimate, 
following the release of the final partial indicators, is -0.4%qtr). 
So, despite growth in the March quarter being slightly firmer 
than anticipated, the RBNZ’s revised projections implied more 
spare capacity in the economy and a delayed recovery in the 
labour market. This has encouraged the RBNZ to look through 
the near-term lift in annual inflation – which will rise to a peak 
of 3.1% this year if our forecasts are correct – and instead 
focus on the likelihood that inflation will fall back towards the 
midpoint of the target range next year. 

OCR is set to fall to 2.5% this year ...

The moderation of inflation will be supported by slow growth 
in labour costs and an expected easing of recent upward 
pressures on food prices. At the same time, sharply rising local 
authority and utility prices will continue to exert a significant 
positive influence on inflation. However, the RBNZ argues that 
this largely unavoidable inflation in administered prices will 
put downward pressure on inflation in areas of discretionary 
spending, and that the risks to inflation expectations are 
therefore modest. Against this backdrop, and given the clear 
intent of the RBNZ, we have revised our own forecast for the 
OCR. We now expect 25bp rate cuts at both the October 8 and 
November 26 policy meetings, lowering the OCR to 2.50%. 

We think that the rate cut on October 8 is highly probable. The 
impending June quarter GDP report and the September quarter 
QSBO business survey are unlikely to cause the RBNZ to revert 
to its previous stance. Even if the June quarter GDP proves to 
be not as weak as the RBNZ’s recent estimate, this will also 
imply stronger productivity growth given that employment 
during the quarter was weaker than the RBNZ had expected. 
Meanwhile, the RBNZ will not want to undermine any lift in 
sentiment that may be seen in the QSBO survey. 

However, there is considerably more water to go under the 
bridge before the November 26 MPS meeting. An easing at 
that meeting could become less likely if hard data over the 
next month or two were to suggest that the economy was 
rebounding strongly from its June quarter pause even before the 
additional easing that was signalled at the August MPS. Perhaps 
for this reason, markets are pricing a terminal OCR of close to 
2.50% but with only 39bps of that occurring by year end. 

When thinking about the monetary policy outlook, it is also 
worth noting that there will likely be a new external member 
of the MPC in place at the October OCR review (replacing 
Professor Bob Buckle, whose term ended with the August 
meeting). We may also have a new RBNZ Governor – recent 
comments by the Prime Minister suggesting an announcement 
is imminent – although it is perhaps more likely that this 
would happen between the October and November meetings. 
New personnel with potentially different perspectives and 
judgments mean that the policy outlook could shift somewhat 
even if the data flow largely falls in line with the projections in 
the August MPS.

Assuming that the OCR is reduced in line with the RBNZ’s 
guidance, at the very least we can have greater confidence that 
the patchy recovery that has been in train since late last year 
will grow stronger legs over the course of 2026. 

If the economy responds with more vigour to easier monetary 
conditions, leading to a more rapid closure of the output gap 

NEW ZEALAND

Darren Gibbs
Senior Economist NZ
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(or reduction in the unemployment rate) than expected, this 
may also create the conditions for RBNZ policy to reverse 
course sooner. 

This will be especially so if the inflation persists near the top 
of the 1-3% target band for longer than the RBNZ is currently 
assuming. A flatter yield curve can be expected once markets 
gain confidence that a durable economic recovery is in train. 

Aside from the RBNZ’s pivot, the other domestic news of late 
stemmed from revisions that accompanied the publication 
of international trade data for the June quarter. Specifically, 
Stats NZ now think that it has overestimated recent growth in 
the value of imports of low value goods (goods valued at less 
than $1,000, excluding GST). This is especially so since the 
arrival of Temu to New Zealand in 2023. Indeed, the revised 
estimates suggest that low value imports in the March 2025 
quarter were just over half as big as estimated previously. This 
is because its previous methodology, largely based on the 
volume of parcels arriving in New Zealand, did not factor in the 
sharply lower average value of those parcels in recent years.

These revisions will have implications for the impending 
release of the Balance of Payments and National Accounts for 
the June quarter. 

On its own, the reduction in imports will lower the annual 
current account deficit by around 0.5ppts of GDP (it stood at 
5.7% of GDP in the March quarter). Positive revisions to net 
exports of services (of much smaller magnitude) will push 
in the same direction, while impending annual benchmark 
revisions to investment income flows could go either way. 

... as the RBNZ seeks to spur the recovery

NEW ZEALAND

Confirmation of a smaller deficit would be greeted positively 
by the rating agencies, which have continued to note that a 
narrowing of the current account and fiscal deficits is required 
to support New Zealand’s present credit rating. 

With household consumption to be revised down by the 
same magnitude as imports, there will be no net impact 
on the level of GDP because of these changes. However, 
estimates of recent growth in household spending will be 
revised downwards and, at the margin, this may play to the 
RBNZ’s narrative concerning ongoing weakness in households’ 
spending appetites.

2024 2025

Monthly data Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
REINZ house sales %mth 2.6 3.3 2.0 –3.5 –0.8 7.2 1.6 1.2 –2.6 –4.0 –2.5 –
Residential building consents %mth 2.9 –5.1 4.9 –5.5 3.1 0.4 9.9 –14.9 10.3 –6.4 –6.4 –
Electronic card transactions %mth –0.1 0.9 0.0 2.9 –2.0 0.1 –1.4 0.0 –0.1 0.5 0.2 –
Private sector credit %yr 2.8 2.6 3.1 3.1 3.2 3.0 2.9 3.0 3.0 3.2 3.5 –
Commodity prices %mth 1.8 1.4 2.9 0.1 1.8 3.0 –0.4 0.0 1.9 –2.4 –1.8 0.7
Trade balance $m –780 –506 –303 –312 127 –215 –170 16 –265 –511 –279 –

Quarterly data Q1:23 Q2:23 Q3:23 Q4:23 Q1:24 Q2:24 Q3:24 Q4:24 Q1:25 Q2:25
Westpac McDermott Miller Consumer Confidence 77.7 83.1 80.2 88.9 93.2 82.2 90.8 97.5 89.2 91.2
Quarterly Survey of Business Opinion –13 –11 –17 7 –28 –27 –28 –24 –21 –23
Unemployment rate % 3.5 3.7 3.9 4.0 4.4 4.7 4.9 5.1 5.1 5.2
CPI %yr 6.7 6.0 5.6 4.7 4.0 3.3 2.2 2.2 2.5 2.7
Real GDP %yr 3.5 4.0 2.4 1.8 1.4 0.6 0.0 –0.6 –1.1 –
Current account balance % of GDP –8.6 –7.9 –7.7 –6.9 –6.6 –6.6 –6.5 –6.1 –5.7 –

Sources: Government agencies, Bloomberg, Macrobond, Westpac Economics. Some data omitted from certain series due to Lunar New Year distortions. *4qma
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CHINA

Many market participants continue to show heightened 
concern over China’s excess capacity. However, through trade 
it continues to pay dividends and, in contrast to prior decades, 
financial stability risks are increasingly being managed 
dynamically to maximise national income and wealth.

Highlighting the immediate success of the investment 
undertaken, through 2025 the trade surplus has remained 
at record highs, averaging US$98bn a month and printing at 
US$102bn in August. Underlying this string of surpluses is 
persistent strength in export growth, the annual rate peaking 
around 12% in March then decelerating to 4.4% in August. 
Import growth has meanwhile remained weak, the value of 
goods brought into China growing by just 1.3% over the year. 

Here we see how China has doubled up on the benefit from 
investment across manufacturing and infrastructure, growing 
its capacity to produce competitively-priced goods for the 
world while also reducing the need to import.

The trade surplus by region is arguably more telling than 
the headline result. For all the talk of tariffs and production 
chains being upended, China’s cumulative twelve-month trade 
surplus with the US has only edged down between August 
2024 and August 2025, from US$346bn to US$321bn. Over 
the same period, China’s trade surplus with Asia has continued 
to race ahead, from US$330bn to US$435bn (+32%), its 
surplus with Europe has widened further, from US$230bn 
to US$281bn (+22%), and its surplus with Latin America has 
more than tripled to US$53bn (+231%). 

Importantly, the relationships being formed through these 
trade flows are mutually beneficial and long-term in nature, 
involving investment in the mining, manufacturing and 
logistics sectors of each nation in line with competitive or 
natural advantage. Both sides of the relationship consequently 
have a vested interest in continuing to deepen and scale these 
trade and financial flows.

It is evident that the funding behind recent investment is being 
structured to minimise financial stability risks in China. While a 
threat to consumer sentiment and spending, the weak housing 
sector has resulted in a marked reduction in the cost of debt 
capital and an increase in the available supply of new funds to 
productive industry. 

Moreover, existing debt is being refinanced at historically-low 
rates and the duration of new issuance extended, compounding 
the benefit of low borrowing costs. Involving both the private 
and public sector, these developments are set to significantly 
reduce financial risks related to China’s debt stock and maximise 
the cash flow of both private and public enterprise, freeing up 
funds for investment and employment. 

Mutual benefit and ...
Elliot Clarke
Head of International Economics
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Chinese equity markets are also building a strong foundation 
for long-term gains, trending higher as risks dissipate and with 
the Government increasingly focusing attention on improving 
profitability and productivity versus scale. 

Housing then is the chief risk that remains for China’s outlook. 

Unfortunately, evident in both the price and activity data to 
August is that policy remains ineffective in sparking a recovery. 
A much heavier hand in clearing excess supply is therefore 
necessary, along with efforts to build confidence amongst 
households. 

Critical here is a belief that the past decade’s reforms were a 
one-off and that employment and income opportunities will 
build. The latter support is as much about the development 
of the domestic services industry as it is continued growth in 
manufacturing. 

All the success with industry and trade notwithstanding, 
growth in the mid-4% range from 2026, as we currently 
forecast, will prove an extremely challenging ambition without 
a definitive turn in the housing market. This view is based as 
much on the impact of housing’s hit to confidence as it is on the 
potential contribution of residential investment to GDP. 

Crucially, the longer these risks permeate, the more 
entrenched the hit to confidence becomes, and the higher 
the probability that households will continue to hold back on 
discretionary spending, choosing instead to save marginal 
dollars in low-returning cash savings for a rainy day which may 
never eventuate.

... financial stability are critical for prosperity

2024 2025
Monthly data %yr Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
Headline CPI %yr 0.4 0.3 0.2 0.1 0.5 –0.7 –0.1 –0.1 –0.1 0.1 0.0 –0.4
M2 money supply %yr 6.8 7.5 7.1 7.3 7 7 7 8 7.9 8.3 8.8 –
Manufacturing PMI (official) 49.8 50.1 50.3 50.1 49.1 50.2 50.5 49 49.5 49.7 49.3 49.4
Fixed asset investment ytd %yr 3.4 3.4 3.3 3.2 3.2 4.1 4.2 4 3.7 2.8 1.6 –
Industrial production %yr 5.4 5.3 5.4 6.2 6.2 5.9 7.7 6.1 5.8 6.8 5.7 –
Exports %yr 2.3 12.6 6.6 10.7 5.9 –3.1 12.2 8.1 4.7 5.8 7.2 4.4
Imports %yr 0.2 –2.3 –4 0.9 –16.3 1.6 –4.3 –0.3 –3.4 1.1 4.1 1.3
Trade balance USDbn 81.8 95.7 97.3 105.2 138.1 31.3 102.2 96.0 103.1 114.6 98.2 102.3

Quarterly data Mar–24 Jun–24 Sep–24 Dec–24 Mar–25 Jun–25
Real GDP %yr 5.3 4.7 4.6 5.4 5.4 5.2
Nominal GDP %yr 4.2 4.0 4.1 4.6 4.6 3.9

Sources: Government agencies, Bloomberg, Macrobond, Westpac Economics. Some data omitted from certain series due to Lunar New Year distortions. *4qma

CHINA
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Economic expectations and market pricing for the US 
currently conflict. The most recent Bloomberg consensus 
forecasts point to an expectation that the economy will 
grow at or above trend in 2026 and 2027, see little change 
in the unemployment rate, and experience persistent 
above-target annual inflation. Despite these expectations, 
participants have priced 150bps of fed fund rate cuts to 
January 2027 to the FOMC’s longer-run ‘neutral’ estimate of 
3.0%. These policy rate expectations have also been flowed 
through to long-term yields, the US 10-year yield down 
more than 20bps to 4.05% since mid-August.

While our growth forecasts are modestly below the 
Bloomberg economist consensus, we are more concerned over 
inflation’s persistence and price risks. This leads us to show 
caution over the policy rate outlook, calling for just 50bps of 
easing to year end compared to the market’s 150bps of cuts 
by January 2027. The FOMC’s own consensus opinion has 
recently shown a similar degree of caution over the immediate 
outlook, with little clarity on the timing of full tariff pass-
through or second-round effects. With such disparate views, a 
thorough understanding of underlying data trends is critical. 

Beginning with the US labour market: while the month-
average pace for jobs growth has slowed from 168k in 2024 
(or an estimated 92k if you take into consideration the initial 
2025 annual revision) to just 29k in the three months to 
August, the US is yet to see a marked increase in spare labour 
capacity, the unemployment rate increasing just 0.1ppts to 
4.3% in August having averaged 4.1% over the prior year. A 
constant-participation-rate-assessment of the unemployment 
rate suggests there has been a more material increase in slack 
over the past year, likely to around 4.6%. However, it is not 
clear how much of the 0.4ppt reduction in the participation 
rate is due to individuals leaving the workforce because they 
cannot find suitable employment, or because they have chosen 
or been forced to leave due to immigration reforms (changes 
that may also have affected survey responses). 

Another way to assess the current pulse of employment is to 
compare it to a breakeven rate of job creation. In April, the St 
Louis Federal Reserve estimated that around 150k jobs would 
be needed per month in 2025 to balance labour demand and 
supply (given expected population growth and participation). 
But in an August update, which took into consideration the 
abrupt change in migration currently underway, the estimate 
was lowered to as little as 32–82k jobs per month. On available 
information, the published pace of employment growth is best 
considered consistent with a stalling economy, not recession. 
The robust pace of wage inflation supports this view. 

FOMC faces a tricky balancing act ...
Elliot Clarke 
Head of International Economics

UNITED STATES
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For inflation, not only is there clear evidence of unwanted 
momentum but also of upside risks. 

At August, annual core inflation stood at 3.1%yr and three-
month annualised inflation was stronger still at around 3.5%. 
This is partly due to core goods inflation accelerating from 
flat at December 2024 to near 3.0% in August on a three-
month annualised basis. But this is only the beginning of tariff 
pass-through given the US effective tariff rate nearly doubled 
this month (to almost 20%) and, as the Federal Reserve’s 
September Beige Book made clear, businesses are being 
forced to stagger or offset tariff pass-through in response to 
weak consumer demand. 

While not yet a concern for the FOMC, we believe it is also 
important to highlight that services inflation remains stuck at 
an above-average rate. Along with the effect of the tariffs, 
this makes a return to the 2.0%yr inflation target within the 
forecast period highly unlikely. 

Indeed, if the current weak trends in business investment and 
residential construction continue, once the effect of tariffs 
fully pass through, the US economy may find itself still stuck 
with annual inflation near 3.0%yr as a result of accelerating 
services inflation stemming from capacity constraints. 

Such an outturn would suppress economic growth and 
employment opportunities in the medium-to-long run, but 
not necessarily lead to outright economic contraction. The 
FOMC and fiscal authorities are therefore at risk of being 
caught between entrenched lacklustre economic growth 
and the erosion of living standards via high inflation and 
contractionary interest rates. Needless to say, this is also not 
a conducive environment for public sector budget repair or the 
productive development of industry. US economic growth and 
the fiscal position are therefore not only at risk now but also 
into the long run.          

... as assessing underlying data trends becomes critical

2024 2025
Monthly data Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
PCE deflator %yr 2.1 2.3 2.5 2.6 2.6 2.7 2.3 2.2 2.4 2.6 2.6 –
Unemployment rate % 4.1 4.1 4.2 4.1 4 4.1 4.2 4.2 4.2 4.1 4.2 4.3
Nonfarm payrolls chg ‘000 240 44 261 323 111 102 120 158 19 –13 79 22
House prices* %yr 4.6 4.2 4.3 4.5 4.7 4.5 4.1 3.4 2.8 2.1 – –
Durables orders core 3mth %saar 5.2 0.1 3.1 0.6 14.5 6.9 6.5 –6.9 2.6 –0.9 10.2 –
ISM manufacturing composite 47.5 46.9 48.4 49.2 50.9 50.3 49.0 48.7 48.5 49.0 48.0 48.7
ISM non–manufacturing composite 54.5 55.8 52.5 54.1 52.8 53.5 50.8 51.6 49.9 50.8 50.1 52.0
Personal spending 3mth %saar 6.1 5.3 6.8 7.5 5.0 4.0 3.4 5.0 3.6 2.2 3.6 –
UoM Consumer Sentiment 70.1 70.5 71.8 74.0 71.7 64.7 57.0 52.2 52.2 60.7 61.7 58.2
Trade balance USDbn –81.5 –74.3 –79.8 –96.9 –128.8 –120.3 –136.4 –60.2 –71.1 –59.1 –78.3 –

Quarterly data Jun–24 Sep–24 Dec–24 Mar–25 Jun–25 Sep–25(f)
Real GDP % saar 3.0 3.1 2.5 –0.5 3.3 3.1
Current account USDbn –286.3 –326.2 –312.0 –450.2 – –

Sources: Government agencies, Bloomberg, *S&P Case–Shiller 20–city measure.

UNITED STATES
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There have long been concerns about the Japanese fiscal 
landscape given its very high stock of government debt 
– currently equivalent to 235% of GDP. Uncertainty has 
compounded recently following several weak auctions 
of ultra-long government bonds and another abrupt and 
uncertain leadership change. Despite these pressures, 
Japan’s fiscal fundamentals remain relatively sound and 
are unlikely to materially impact debt stability for the 
foreseeable future.

Central to this view are the fiscal tailwinds that are now 
starting to come from a return to positive inflation. This is 
giving a direct boost to Japan’s consumption tax revenues. 
With wages rising but tax brackets unchanged, households are 
also facing bracket creep – a new issue for Japan but common 
in other economies like Australia. Companies’ willingness to 
raise prices has also improved profits and hence corporate tax 
revenue. As a result, tax revenue is projected to reach nearly 
70% of total funding (which includes tax revenue and the 
proceeds from bond issuance), up from 41% in 2010. This is the 
highest share since 1998 and may result in the first primary 
surplus since then as well.

The added support from tax revenue has also allowed the 
government to be less reliant on bond issuance to cover 
shortfalls. At 16.2%, the share of total bond issuance for FY25 
made up by newly issued bonds, i.e. bonds to fund a current 
year budget deficit, has been falling since 2020 and is currently 
the lowest it’s been since data became available in 2006.

It is also worth noting that, despite a many challenges 
requiring fiscal support – including demographics, increased 
defence spending and the spike in rice prices – government 
spending remains relatively contained compared to history. 
Indeed, relative to many of its peers, the current dynamics look 
quite favourable. Japan spent 1.6% less in Q2 than the 10-year 
pre-COVID trend would have predicted. In contrast, South 
Korea spent an additional 4%, the UK another 17%, the US 
14% more and Australia a further 18%.

With the combination of inflation effects and conservative 
spending already helping Japan improve its fiscal position, we 
believe that, absent large fiscal packages, it is unlikely that 
future growth in the stock of debt will pose a meaningful fiscal 
challenge akin to those looming in the US and the UK.

While growth in the stock of debt may not be a concern, 
the level still has some investors worried, particularly those 
that factor in the prospect of higher interest rates which, in 
time, will result in an extended uptrend in interest payments. 
However, as long as nominal GDP growth persists, the burden 
on the economy and budget should remain manageable. 

Japan’s fiscal outlook is improving ...
Illiana Jain
Economist

JAPAN
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Indeed, the Japanese Ministry of Finance does not expect 
interest payments to exceed 1.6% of GDP in 2025, roughly half 
the estimates for the US and UK (3.2% and 3.7% respectively).

Further, most Japanese government debt is held by domestic 
participants, reducing the risk of capital flight. The most recent 
data suggests around 13% of Japanese government debt is 
held by foreigners compared to 22% in the US and 32% for 
Australia. Domestic appetite for JGBs also remains robust. 
Large Japanese pension funds must match the duration of their 
defined benefit liabilities and, more broadly, the increasingly 
attractive yields and weak Yen should boost investor appetite.

Future fiscal priorities remain a point of uncertainty due to 
fragmented leadership and public discontent over rising 
living expenses and modest wage growth. It is anticipated 
that policy will eschew active fiscal tightening. Nevertheless, 
with inflation acting as a fiscal tailwind, prudent expenditure 
management and robust demand for Japan’s bonds should 
keep risks of fiscal instability low. Consequently, uncertainty 
over government finances is expected to play only a limited 
role in determining government bond yields.

The same cannot be said for the political backdrop. Prime 
Minister Ishiba’s abrupt resignation means the incumbent Liberal 
Democratic Party is now set to elect a new leader on October 4. 
Uncertainty over political priorities and the evolving monetary 
policy stance is expected to steepen the yield curve before then. 
In our view, questions about the new government’s approach 
and expectations of further rate hikes should push the 10-
year bond yield to 1.5% by year-end. After rate hikes end, we 
anticipate a further modest rise in the 10-year yield as the BoJ’s 
share of ownership of the Japanese bond market is reduced and 
the drift higher in US yields affects global markets.

... despite political and market concerns

JAPAN
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One of the most notable aspects of the current economic 
cycle in Australia is the unexpectedly robust growth in 
private sector credit. Since its low point in 2023, private 
sector credit growth has accelerated markedly, hitting 
7.2%yr in July, significantly higher than the 4.3% annual 
average recorded in the decade prior to the pandemic. 

Strikingly, monetary policy settings in the pre-pandemic period 
were considerably more accommodative – the average cash 
rate sat at around 2.6%, compared to 3.6% currently. This is 
in addition to stronger GDP growth also, at around 2.6%yr 
compared to 1.8%yr or less in recent quarters.

In stark contrast, the euro area finds itself at the opposite 
end of the spectrum, not only relative to Australia and other 
advanced economies, but also to its own pre-pandemic 
benchmarks. At the end of 2024, euro area credit growth was 
just around 1.0%yr. Despite geopolitical tensions and ongoing 
economic uncertainties – including the war in Ukraine and US 
tariffs – it has since accelerated to around 2.0%yr, but that is 
still below the pre-pandemic average of 2.9%yr.

The divergence becomes even more pronounced upon 
examining credit growth relative to the size of each economy. 
Australian households and businesses have undertaken 
significant deleveraging since the 2016 peak, but the trend 
has recently reversed. As the economy emerged from the 
pandemic, stronger household balance sheets and competition 
for housing amid rapid population growth fuelled borrowing. 
Conversely, euro area households and businesses have 
generally reduced their credit exposures since the GFC, and 
outside of the temporary interruption associated with the 
pandemic, this trend has resumed in recent years.

Compositionally, credit growth in Australia has been broad-
based, though the main driver has been business credit, which 
expanded 10%yr in July. In contrast, euro area business credit 
growth remains at around 2½%yr. Insights from the ECB’s 
Bank Lending Survey (BLS) reveal that credit standards for 
business loans shifted from net tightening to net loosening in 
Q2 2025 – the first such move in nearly four years. 

Despite this, demand for new loans remains broadly stable. 
The survey also detailed major factors influencing credit 
demand: while interest rates had a dampening effect during 
2023-2024, it impact turned positive towards the end of last 
year. Notably, there remains limited appetite for borrowing to 
invest, which is a key prerequisite for lifting the euro area’s low 
potential growth rate.

Euro area credit growth is lagging behind ...
Mantas Vanagas
Senior Economist

EUROPE & UKEUROPE & UK
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On the housing front, the BLS indicates a significant recovery 
in demand for housing credit in the euro area. Rising property 
prices are supporting this trend, so too declining interest rates. 
This recovery provides a cause for optimism over the housing 
market outlook.

Looking at how monetary policy has evolved in the euro area 
and Australia, the ECB began cutting interest rates in June 2024, 
roughly nine months ahead of the Reserve Bank of Australia 
(RBA). Since then, the ECB’s deposit rate has dropped by 200 
basis points to 2.0%, whereas the RBA’s cash rate has, so 
far, decreased by only 75 basis points. Lending rates on new 
business loans in the euro area have fallen by around 180 basis 
points, but the average rates on new housing loans have declined 
by just 80 basis points, suggesting that structure of mortgage 
market is playing an important role in slowing monetary policy 
transmission, with a significant proportion of euro area loans 
being fixed-rate with multiple years of duration. The fragmented 
nature of the European banking sector across different member 
states is another barrier to a more rapid pass through.

What are the implications of slow euro area credit growth for 
the broader economy? Despite subdued demand for business 
loans, historical correlations suggest that investment growth 
could accelerate in the period ahead. As lower policy rates 
gradually filter through to housing credit rates, additional 
support for the housing market can also be anticipated, albeit 
on a protracted timeline. 

For the time being, with the inflation outlook broadly aligned 
with the ECB’s target, the Governing Council appears content 
with the wait-and-see approach in its assessment of downside 
risks, including the slow recovery in credit growth, particularly 
given that the US-EU trade agreement seems to have 
eliminated some of the downside scenarios.

According to the latest ECB forecasts, euro area inflation is 
expected to ease from 2.1%yr this year to 1.7%yr next year, 
before rising to 1.9%yr in 2027, a touch below the ECB target. 
Admittedly, the annual 2027 number masks the fact that 
inflation returns to the target at the end of the year, which is 
the main reason President Lagarde downplayed its importance 
in the recent policy considerations.

Our view is that the euro exchange rate is likely to be stronger 
than the ECB assumed in its forecasts, and oil prices in 2026 
are likely to be slightly lower. For that reason, and with the 
effect of previous interest rate cuts feeding into the economy 
quite slowly, we see a significant probability that euro area 
inflation might start drifting below the ECB forecasts. As the 
Governing Council remain committed to a data-dependent, 
meeting-by-meeting approach to interest rate decisions, we 
continue to think that another rate cut is probable before the 
end of this year, or in the first half of 2026.

... despite a monetary policy head start

EUROPE & UK
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FINANCIAL FORECASTS

Australia
Interest rate forecasts 

Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Cash 3.60 3.35 3.10 2.85 2.85 2.85 2.85 2.85 2.85 2.85

90 Day BBSW 3.58 3.30 3.05 2.95 2.95 2.95 2.95 2.95 2.95 2.95

3 Year Swap 3.35 3.40 3.45 3.50 3.60 3.70 3.80 3.90 3.95 4.00

3 Year Bond 3.43 3.45 3.50 3.55 3.65 3.75 3.85 3.90 3.95 4.00

10 Year Bond 4.20 4.35 4.45 4.55 4.60 4.65 4.70 4.75 4.80 4.85

10 Year Spread to US (bps) 18 15 15 15 10 5 0 -5 -5 -5

Currency forecasts
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

AUD vs

USD 0.6664 0.68 0.69 0.70 0.71 0.71 0.72 0.72 0.73 0.73

JPY 98.11 99 99 99 99 97 97 96 96 96

EUR 0.5680 0.58 0.58 0.59 0.59 0.59 0.60 0.60 0.60 0.60

NZD 1.1151 1.12 1.13 1.13 1.14 1.14 1.14 1.14 1.14 1.14

CAD 0.9221 0.92 0.93 0.94 0.94 0.93 0.94 0.94 0.94 0.94

GBP 0.4910 0.50 0.51 0.51 0.52 0.52 0.52 0.52 0.53 0.53

CHF 0.5305 0.54 0.55 0.56 0.56 0.56 0.57 0.57 0.57 0.57

DKK 4.2399 4.31 4.34 4.38 4.42 4.41 4.46 4.44 4.50 4.50

SEK 6.2055 6.31 6.35 6.40 6.47 6.45 6.52 6.50 6.59 6.59

NOK 6.5709 6.68 6.73 6.78 6.86 6.83 6.91 6.88 6.98 6.98

ZAR 11.57 11.7 11.8 11.9 11.9 11.9 12.0 12.0 12.1 12.1

SGD 0.8542 0.87 0.88 0.90 0.90 0.90 0.91 0.91 0.92 0.92

HKD 5.1908 5.30 5.37 5.44 5.51 5.50 5.58 5.58 5.66 5.66

PHP 37.82 38.1 38.3 38.5 38.7 38.3 38.5 38.2 38.3 38.3

THB 21.14 21.5 21.7 21.8 22.0 21.9 22.0 21.7 22.0 22.0

MYR 2.8084 2.84 2.86 2.87 2.88 2.84 2.84 2.81 2.81 2.81

CNY 4.7425 4.83 4.86 4.90 4.93 4.90 4.90 4.82 4.82 4.75

IDR 10970 10948 10902 10920 10934 10792 10800 10656 10658 10658

TWD 20.21 20.3 20.4 20.4 20.5 20.4 20.7 20.6 20.8 20.8

KRW 926 932 932 938 948 944 954 950 960 960

INR 58.42 59.8 60.0 60.2 60.4 58.9 58.3 56.9 56.9 56.2
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Australia
Activity forecasts

2025 2026 Calendar years

%qtr / %yr end Q1 Q2 Q3f Q4f Q1f Q2f Q3f Q4f 2024 2025f 2026f 2027f

Household consumption 0.4 0.9 0.4 0.5 0.7 0.7 0.7 0.7 0.9 2.2 2.6 2.8

Dwelling investment 2.1 0.4 1.4 1.2 1.3 1.6 1.7 1.7 3.5 5.1 6.5 5.5

Business investment * 0.3 –0.4 0.9 0.9 0.8 0.9 1.2 1.2 0.4 1.6 4.1 4.7

Private demand * 0.5 0.6 0.6 0.6 0.8 0.8 0.9 0.9 1.0 2.4 3.4 3.5

Public demand * –0.3 0.2 0.7 0.7 0.8 0.7 0.5 0.6 5.4 1.3 2.6 2.5

Domestic demand 0.3 0.5 0.6 0.7 0.8 0.8 0.8 0.8 2.3 2.1 3.2 3.2

Stock contribution 0.3 –0.1 –0.1 –0.0 0.0 0.1 0.0 0.0 0.1 0.1 0.1 0.0

GNE 0.5 0.4 0.6 0.6 0.8 0.8 0.8 0.8 2.4 2.1 3.3 3.2

Exports –0.7 1.7 0.1 0.3 0.4 0.4 0.4 0.5 1.4 1.5 1.7 2.5

Imports 0.1 1.4 0.5 0.5 1.3 1.3 1.3 1.3 6.2 2.5 5.3 4.9

Net exports contribution –0.2 0.1 –0.1 –0.0 –0.2 –0.2 –0.2 –0.2 –1.0 –0.2 –0.8 –0.5

Real GDP %qtr / %yr avg 0.3 0.6 0.5 0.6 0.6 0.6 0.6 0.6 1.0 1.8 2.3 2.5

%yr end 1.4 1.8 1.9 1.9 2.2 2.2 2.4 2.4 1.3 1.9 2.4 2.6

Nominal GDP %qtr / %yr avg 1.4 1.3 1.0 1.0 0.9 1.0 1.0 1.1 3.8 4.7 4.0 4.4

%yr end 3.7 4.7 5.4 4.8 4.3 3.9 3.9 4.0 3.6 4.8 4.0 4.5

Real household disp. income 1.5 –0.0 0.5 0.5 0.9 0.6 1.8 –0.5 2.2 2.5 2.8 2.5

Other macroeconomic variables
2025 2026 Calendar years

% change Q1 Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2024 2025f 2026f 2027f

Employment %qtr ** 0.4 0.6 0.3 0.1 0.2 0.2 0.4 0.4 – – – –

%yr end ** 2.3 2.3 1.7 1.3 1.2 0.8 0.9 1.3 2.3 1.3 1.3 1.8

Unemployment rate % ** 4.1 4.2 4.3 4.4 4.4 4.5 4.5 4.5 4.0 4.4 4.5 4.3

Wages (WPI) (sa) %qtr 0.9 0.8 0.7 0.7 0.8 0.8 0.6 0.8 – – – –

%yr end 3.4 3.4 3.3 3.2 3.0 3.0 2.9 3.0 3.2 3.2 3.0 3.1

Headline CPI %qtr 0.9 0.7 1.1 0.2 0.6 0.8 0.6 0.5 – – – –

%yr end 2.4 2.1 2.9 2.9 2.6 2.8 2.3 2.6 2.4 2.9 2.6 2.5

Trimmed Mean CPI %qtr 0.7 0.6 0.7 0.4 0.6 0.5 0.5 0.7 – – – –

%yr end 2.9 2.7 2.5 2.4 2.3 2.2 2.1 2.3 3.2 2.4 2.3 2.5

Current account $bn, qtr –14.1 –13.7 –10.0 –8.2 –9.6 –10.9 –11.5 –12.0 – – – –

% of GDP –2.0 –1.9 –1.4 –1.1 –1.3 –1.5 –1.5 –1.6 –2.3 –1.1 –1.6 –1.8

Terms of trade %yr avg –4.1 –3.8 –2.4 –0.9 0.3 1.2 0.5 –0.1 –4.8 –0.9 –0.1 0.2

Population %yr end 1.6 1.5 1.5 1.4 1.4 1.4 1.4 1.4 1.7 1.4 1.4 1.3
Calendar year changes are annual through–the–year percentage changes unless otherwise specified.
* Business investment, private and public demand are adjusted to exclude the effect of private sector purchases of public sector assets. ** Quarter–averages.

ECONOMIC FORECASTS

Macroeconomic variables – recent history
2024 2025

Monthly data Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep

Employment ’000 chg 1.8 19.0 59.3 33.4 –54.8 25.6 86.5 –3.0 1.0 24.5 – –

Unemployment rate % 4.1 3.9 4.0 4.1 4.1 4.1 4.1 4.1 4.3 4.2 – –

Westpac–MI Consumer Sentiment 89.8 94.6 92.8 92.1 92.2 95.9 90.1 92.1 92.6 93.1 98.5 95.4

Household spending %mth 1.2 0.6 0.2 0.7 0.2 0.2 –0.1 1.0 0.3 0.5 – –

Dwelling approvals %mth 6.2 –3.9 0.6 9.8 –2.1 –6.6 –4.1 2.5 12.2 –8.2 – –

Private sector credit %mth 0.6 0.6 0.6 0.5 0.6 0.5 0.7 0.6 0.6 0.7 – –

Trade in goods balance AUDbn 5.1 6.2 4.2 4.5 2.6 6.0 4.8 2.1 5.4 7.3 – –
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FORECASTS

New Zealand
Interest rate forecasts 

Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Cash 3.00 2.50 2.50 2.50 2.50 2.75 3.00 3.25 3.50 3.75

90 Day Bill 2.98 2.60 2.60 2.60 2.70 2.95 3.20 3.45 3.70 3.85

2 Year Swap 2.85 3.00 3.20 3.35 3.55 3.70 3.80 3.95 4.00 4.00

10 Year Bond 4.26 4.45 4.60 4.70 4.80 4.85 4.90 4.95 4.95 4.95

10 Year Spread to US 24 25 30 30 30 25 20 15 10 5

10 Year Spread to Aust 6 10 15 15 20 20 20 20 15 10

Sources: Bloomberg, Westpac Economics.

Currency forecasts 
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

NZD vs

USD 0.5977 0.61 0.61 0.62 0.62 0.62 0.63 0.63 0.64 0.64

JPY 87.98 88 88 87 86 86 85 84 84 84

EUR 0.5094 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.53 0.53

AUD 0.8968 0.89 0.89 0.88 0.88 0.88 0.88 0.88 0.88 0.88

CAD 0.8269 0.83 0.83 0.83 0.83 0.82 0.83 0.82 0.83 0.83

GBP 0.4403 0.45 0.45 0.45 0.45 0.46 0.46 0.46 0.46 0.46

CNY 4.2516 4.31 4.31 4.33 4.32 4.31 4.28 4.23 4.22 4.16

Sources: Bloomberg, Westpac Economics.

Activity forecasts 
2025 2026  Calendar years

% change Q1 Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2024 2025f 2026f 2027f

Private consumption 1.3 0.0 0.9 1.0 1.1 1.1 1.0 0.9 0.0 1.9 3.9 3.3

Government consumption 1.1 –0.7 0.0 0.0 0.0 0.0 0.5 0.5 –0.1 0.5 0.1 2.1

Residential investment 2.0 –0.5 0.0 0.2 0.8 1.5 2.3 2.5 –11.4 –4.9 3.8 9.9

Business investment –0.1 0.0 1.8 2.1 2.4 2.0 1.8 1.6 –2.3 0.9 7.9 5.9

Stocks (ppt contribution) –0.3 1.5 –0.6 0.2 –0.1 –0.1 –0.1 0.0 0.2 0.7 0.1 –0.1

GNE 0.3 1.2 0.3 1.2 1.1 1.0 1.0 1.0 –1.1 1.8 4.0 3.7

Exports 0.1 –2.5 2.7 0.7 0.8 0.7 0.7 0.7 4.1 1.6 3.2 2.8

Imports 0.4 –2.1 1.6 2.0 1.8 1.7 1.4 1.4 1.9 0.5 6.1 4.6

GDP (production) 0.8 0.0 0.5 1.1 0.8 0.7 0.8 0.8 –0.6 1.0 2.9 3.2

Employment annual % –0.7 –0.9 –0.2 0.2 0.7 1.5 2.1 2.5 –1.2 0.2 2.5 1.9

Unemployment rate % s.a. 5.1 5.2 5.3 5.3 5.2 5.0 4.8 4.6 5.1 5.3 4.6 4.2

LCI, all sect incl o/t, ann % 2.9 2.4 2.3 2.2 2.2 2.1 2.1 2.2 3.3 2.2 2.2 2.2

CPI annual % 2.5 2.7 3.1 3.1 2.6 2.3 2.0 2.0 2.2 3.1 2.0 2.1

Current account % of GDP –5.7 –5.1 –4.6 –4.5 –4.4 –4.6 –4.9 –5.0 –6.1 –4.5 –5.0 –4.8

Terms of trade annual % 10.3 16.3 12.4 7.5 4.7 –2.7 –1.2 0.7 13.7 7.5 0.7 1.4

Sources: Statistics NZ, Westpac Economics.
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FORECASTS

Commodity prices
End of period Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Australian commodities index# 335 320 310 306 302 304 305 305 306 306

Bulk commodities index# 387 360 350 350 340 340 340 350 350 350

iron ore finesTSI @ 62% US$/t 106 92 87 85 83 84 84 85 85 86

Premium low vol met coal (US$/t) 187 180 180 179 178 178 179 180 181 182

Newcastle spot thermal coal (US$/t) 110 110 107 110 111 111 112 113 113 114

crude oil (US$/bbl) Brent ICE 66 62 60 62 65 67 70 71 72 72

LNG in Japan US$mmbtu 12.06 11.5 10.2 9.6 9.6 9.8 9.7 9.8 9.9 10.1

gold (US$/oz) 3,672 3,600 3,580 3,530 3,450 3,430 3,400 3,350 3,330 3,300

Base metals index# 210 211 210 208 208 214 223 226 229 231

copper (US$/t) 9,915 9,900 9,850 9,800 9,750 10,100 10,610 10,790 10,960 11,050

aluminium (US$/t) 2,621 2,680 2,700 2,700 2,680 2,750 2,860 2,890 2,930 2,940

nickel (US$/t) 15,072 15,200 15,000 14,500 15,050 15,420 15,960 16,140 16,320 16,410

zinc (US$/t) 2,882 2,800 2,750 2,700 2,670 2,720 2,790 2,810 2,830 2,840

lead (US$/t) 1,961 1,960 1,930 1,920 1,990 2,030 2,090 2,110 2,130 2,140

Rural commodities index# 116 117 119 122 124 126 126 128 130 131

NZ commodities index ## 391 379 380 383 387 391 394 396 398 400

dairy price index ## 353 330 328 333 338 344 348 351 353 356

whole milk powder USD/t 3,809 3,700 3,770 3,850 3,920 4,000 4,030 4,060 4,090 4,120

skim milk powder USD/t 2,620 2,550 2,570 2,600 2,650 2,700 2,720 2,740 2,760 2,780

lamb price index ## 592 595 595 593 588 583 579 576 573 570

beef price index ## 328 325 328 331 333 335 336 335 334 333

forestry price index ## 152 153 154 156 158 161 163 166 169 172

levels %change

Annual averages 2024 2025(f) 2026(f) 2027(f) 2024 2025(f) 2026(f) 2027(f)

Australian commodities index# 311 317 307 305 –3.4 1.9 –3.2 –0.6

Bulk commodities index# 433 377 351 351 –13.4 –12.9 –6.9 0.0

iron ore fines @ 62% USD/t 109 99 85 85 –8.5 –9.2 –14.2 –0.6

LNG in Japan $mmbtu 13.0 12.1 9.9 9.9 –10.7 –7.1 –17.9 –0.9

ave coking coal price (US$/t) 206 160 143 141 –4.1 –22.2 –11.1 –0.9

ave thermal price (US$/t) 136 119 112 115 –27.6 –12.8 –5.6 2.8

iron ore fines contracts (US¢ dltu) 163 142 126 122 1.3 –12.5 –11.6 –2.9

Premium low vol met coal (US$/t) 241 184 179 180 –18.6 –23.6 –2.9 0.8

crude oil (US$/bbl) Brent ICE 78 68 63 71 –1.7 –13.1 –6.8 12.4

gold (US$/oz) 2,410 3,324 3,508 3,354 22.8 37.9 5.6 –4.4

Base metals index# 210 210 210 226 –1.0 0.2 –0.4 7.9

copper (US$/t) 9,200 9,600 9,900 10,800 8.1 4.3 3.1 9.1

aluminium (US$/t) 2,700 2,800 2,700 2,900 –1.4 3.7 –3.6 7.4

nickel (US$/t) 16,900 15,300 15,000 16,100 –21.8 –9.5 –2.0 7.3

zinc (US$/t) 2,800 2,800 2,700 2,800 5.6 0.0 –3.6 3.7

lead (US$/t) 2,100 2,000 2,000 2,100 –1.4 –4.8 0.0 5.0

Rural commodities index# 126 119 121 127 –10.3 –6.0 2.0 4.9

NZ commodities index ## 357 390 385 397 8.4 9.1 –1.2 3.1

dairy price index ## 318 351 336 352 10.9 10.7 –4.4 4.8

whole milk powder USD/t 3,439 3,970 3,856 4,063 11.6 15.4 –2.9 5.4

skim milk powder USD/t 2,686 2,713 2,615 2,743 1.8 1.0 –3.6 4.9

lamb price index ## 439 561 591 576 –4.6 27.7 5.3 –2.5

beef price index ## 283 324 331 335 4.4 14.4 2.0 1.2

forestry price index ## 159 152 157 168 –0.1 –4.6 3.4 6.5
# Chain weighted index: weights are Australian export shares. * Australian export prices fob – ABS 5432.0 Merchandise Trade Exports. ** WCFI – Westpac commodities futures index. *** Weekly averages except 
for the Bulks Index. ^ AWEX market prices. Sources for all tables: Westpac Economics, Bloomberg ##ANZ NZ commodity price index ^^ GlobalDairyTrade
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United States

Currency forecasts
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

USD vs

DXY index 97.53 96.9 96.2 95.6 95.1 94.6 94.1 93.6 93.4 93.4

JPY 147.21 145 143 141 139 137 135 133 132 131

EUR 1.1732 1.18 1.19 1.19 1.20 1.20 1.21 1.21 1.21 1.21

AUD 0.6664 0.68 0.69 0.70 0.71 0.71 0.72 0.72 0.73 0.73

NZD 0.5977 0.61 0.61 0.62 0.62 0.62 0.63 0.63 0.64 0.64

CAD 1.3837 1.36 1.35 1.34 1.33 1.32 1.31 1.30 1.29 1.29

GBP 1.3574 1.36 1.36 1.37 1.37 1.37 1.37 1.38 1.38 1.38

CHF 0.7960 0.80 0.80 0.80 0.79 0.79 0.79 0.79 0.79 0.79

ZAR 17.37 17.2 17.1 16.9 16.8 16.8 16.7 16.7 16.6 16.6

SGD 1.2817 1.28 1.28 1.28 1.27 1.27 1.27 1.27 1.26 1.26

HKD 7.7888 7.79 7.78 7.77 7.76 7.75 7.75 7.75 7.75 7.75

PHP 57.21 56.1 55.5 55.0 54.5 54.0 53.5 53.0 52.5 52.5

THB 31.72 31.6 31.4 31.2 31.0 30.8 30.6 30.2 30.1 30.1

MYR 4.2141 4.18 4.15 4.10 4.05 4.00 3.95 3.90 3.85 3.85

CNY 7.1185 7.10 7.05 7.00 6.95 6.90 6.80 6.70 6.60 6.50

IDR 16461 16100 15800 15600 15400 15200 15000 14800 14600 14600

TWD 30.33 29.9 29.5 29.2 28.9 28.8 28.7 28.6 28.5 28.5

KRW 1390 1370 1350 1340 1335 1330 1325 1320 1315 1315

INR 88.44 88.0 87.0 86.0 85.0 83.0 81.0 79.0 78.0 77.0

FORECASTS

Interest rate forecasts
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Fed Funds* 4.375 4.125 3.875 3.875 3.875 3.875 3.875 3.875 3.875 3.875

10 Year Bond 4.03 4.20 4.30 4.40 4.50 4.60 4.70 4.80 4.85 4.90

Sources: Bloomberg, Westpac Economics.  * +12.5bps from the Fed Funds lower bound (overnight reverse repo rate).

Activity forecasts
2025 2026  Calendar years

% annualised, s/adj Q1 Q2 Q3f Q4f Q1f Q2f Q3f Q4f 2024 2025f 2026f 2027f

Private consumption 0.5 1.6 1.1 1.2 1.3 1.6 1.6 1.8 2.8 2.0 1.4 1.8

Dwelling investment –1.3 –4.7 1.6 0.0 0.8 1.2 1.6 1.6 4.2 –0.8 0.6 1.6

Business investment 10.3 5.7 1.7 1.5 1.2 1.6 2.3 2.7 3.6 4.1 1.9 2.6

Public demand –0.6 –0.2 0.8 0.8 0.8 0.4 0.4 0.4 3.4 1.4 0.6 0.4

Domestic final demand 1.6 1.7 1.1 1.1 1.2 1.4 1.5 1.7 3.0 2.1 1.3 1.7

Inventories contribution ppt 2.6 –3.3 2.2 –0.3 0.0 –0.2 0.0 0.0 –0.2 0.3 0.0 0.1

Net exports contribution ppt –5.2 5.6 –0.3 –0.3 –0.6 –0.3 –0.4 –0.3 –0.5 –0.1 –0.4 –0.1

GDP –0.5 3.3 3.1 0.5 0.6 1.0 1.2 1.5 2.8 1.9 1.3 1.6

%yr annual chg 2.0 2.1 2.1 1.6 1.9 1.3 0.8 1.1 – – – –

Other macroeconomic variables
Non–farm payrolls mth avg 174 93 25 15 0 40 70 90 161 101 60 115

Unemployment rate % 4.1 4.2 4.4 4.6 4.8 4.9 5.0 5.0 4.0 4.3 4.8 4.9

CPI headline %yr 2.7 2.6 3.0 3.2 3.2 3.0 2.8 2.5 3.0 2.9 2.9 2.5

PCE deflator, core %yr 2.8 2.7 3.0 3.1 3.1 2.9 2.7 2.4 2.8 2.9 2.8 2.3
Sources: Official agencies, Factset, Westpac Economics.
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FORECASTS

Interest rate forecasts 
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Euro Area

ECB Deposit Rate 2.00 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75 1.75

10 Year Bund 2.66 2.75 2.80 2.85 2.90 2.95 3.00 3.05 3.10 3.15

10 Year Spread to US –137 –145 –150 –155 –160 –165 –170 –175 –175 –175

United Kingdom

BoE Bank Rate 4.00 3.75 3.50 3.50 3.50 3.50 3.50 3.50 3.50 3.50

10 Year Gilt 4.61 4.70 4.75 4.80 4.85 4.90 4.95 5.00 5.00 5.00

10 Year Spread to US 58 50 45 40 35 30 25 20 15 10

Sources: Bloomberg, Westpac Economics.

Europe & the United Kingdom

Currency forecasts 
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

euro vs

USD 1.1732 1.18 1.19 1.19 1.20 1.20 1.21 1.21 1.21 1.21

JPY 172.72 171 170 168 167 165 163 161 160 159

GBP 0.8643 0.87 0.87 0.87 0.88 0.88 0.88 0.88 0.88 0.88

CHF 0.9339 0.94 0.94 0.95 0.95 0.95 0.95 0.95 0.95 0.95

DKK 7.4642 7.46 7.46 7.46 7.46 7.46 7.46 7.46 7.46 7.46

SEK 10.92 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9 10.9

NOK 11.57 11.6 11.6 11.6 11.6 11.6 11.6 11.6 11.6 11.6

sterling vs

USD 1.3574 1.36 1.36 1.37 1.37 1.37 1.37 1.38 1.38 1.38

JPY 199.82 197 195 193 190 188 185 183 182 181

CHF 1.0805 1.09 1.08 1.09 1.09 1.09 1.08 1.08 1.09 1.09

AUD 0.4910 0.50 0.51 0.51 0.52 0.52 0.52 0.52 0.53 0.53

Sources: Bloomberg, Westpac Economics.

Activity forecasts 
Annual average % chg 2021 2022 2023 2024 2025f 2026f 2027f

Euro area GDP 6.3 3.7 0.5 0.8 1.3 1.1 1.5

 private consumption 4.6 5.3 0.5 1.2 1.2 1.2 1.4

 fixed investment 3.7 2.1 2.0 –2.1 2.1 1.1 2.4

 government consumption 4.3 1.3 1.5 2.3 1.6 2.0 2.3

 net exports contribution ppt 1.4 0.0 0.3 0.4 –0.3 0.0 –0.2

Germany GDP 3.9 1.9 –0.7 –0.5 0.3 1.2 1.9

France GDP 6.8 2.8 1.6 1.1 0.7 1.0 1.4

Italy GDP 8.8 5.0 0.8 0.5 0.5 0.8 0.9

Spain GDP 6.7 6.2 2.7 3.2 2.6 1.9 1.8

Netherlands GDP 6.2 5.0 –0.6 1.1 1.4 1.2 1.4

United Kingdom GDP 8.6 4.8 0.4 1.1 1.4 1.2 1.5
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China activity forecasts
Calendar years 2020 2021 2022 2023 2024 2025f 2026f 2027f

Real GDP 2.3 8.6 3.1 5.4 5.0 5.0 4.6 4.5

Consumer prices %yr 0.2 1.5 1.8 –0.3 0.1 0.2 1.1 1.5

Producer prices %yr –0.4 10.3 –0.7 –2.7 –2.3 –2.2 0.4 1.0

Industrial production (IVA) 2.8 9.6 3.6 4.6 5.8 5.4 4.5 4.2

Retail sales –3.9 12.5 –0.2 7.2 3.5 5.0 5.2 5.0

Money supply M2 %yr 10.1 9.0 11.8 9.7 7.3 8.3 7.7 7.5

Fixed asset investment 2.9 4.9 5.1 3.0 3.2 4.2 4.5 4.5

Exports %yr 18.1 20.9 –9.9 –2.3 10.7 3.0 2.0 2.5

Imports %yr 6.5 19.5 –7.5 0.2 0.9 0.0 1.0 1.5

Source: Macrobond, Bloomberg. Year–to–date growth unless otherwise noted.

FORECASTS

Asia

Chinese interest rates & monetary policy
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Required reserve ratio %* 9.00 8.75 8.75 8.75 8.75 8.75 8.75 8.75 8.75 8.75

Loan Prime Rate, 1–year 3.00 2.80 2.80 2.80 2.80 2.80 2.80 2.80 2.80 2.80

* For major banks.

Currency forecasts
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

JPY 147.21 145 143 141 139 137 135 133 132 131

SGD 1.2817 1.28 1.28 1.28 1.27 1.27 1.27 1.27 1.26 1.26

HKD 7.7888 7.79 7.78 7.77 7.76 7.75 7.75 7.75 7.75 7.75

PHP 57.21 56.1 55.5 55.0 54.5 54.0 53.5 53.0 52.50 52.50

THB 31.72 31.6 31.4 31.2 31.0 30.8 30.6 30.2 30.1 30.1

MYR 4.2141 4.18 4.15 4.10 4.05 4.00 3.95 3.90 3.85 3.85

CNY 7.1185 7.10 7.05 7.00 6.95 6.90 6.80 6.70 6.60 6.50

IDR 16461 16100 15800 15600 15400 15200 15000 14800 14600 14600

TWD 30.33 29.9 29.5 29.2 28.9 28.8 28.7 28.6 28.5 28.5

KRW 1390 1370 1350 1340 1335 1330 1325 1320 1315 1315

INR 88.44 88.0 87.0 86.0 85.0 83.0 81.0 79.0 78.0 77.0

Source: Bloomberg, Westpac Economics.

Japanese interest rates & monetary policy
Latest (12 Sep) Dec–25 Mar–26 Jun–26 Sep–26 Dec–26 Mar–27 Jun–27 Sep–27 Dec–27

Policy Rate 0.50 0.50 0.75 1.00 1.00 1.00 1.00 1.00 1.00 1.00

10 Year Bond Yield 1.58 1.50 1.50 1.55 1.60 1.65 1.70 1.75 1.80 1.80
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GLOBAL SUMMARY

Worldwide
Economic growth forecasts (year average) # 
Real GDP %ann 2020 2021 2022 2023 2024 2025f 2026f 2027f

World –2.7 6.6 3.6 3.5 3.3 3.2 3.1 3.2

United States –2.2 6.1 2.5 2.9 2.8 1.9 1.3 1.6

Japan –4.2 2.7 0.9 1.5 0.1 0.9 0.8 0.8

Euro zone –6.0 6.3 3.5 0.4 0.9 1.3 1.1 1.5

Group of 3 –3.9 5.8 2.7 1.8 1.8 1.6 1.2 1.4

United Kingdom –10.3 8.6 4.8 0.4 1.1 1.4 1.2 1.5

Canada –5.0 6.0 4.2 1.5 1.5 1.3 1.2 1.8

Australia –2.0 5.4 4.1 2.1 1.0 1.8 2.3 2.5

New Zealand –1.3 5.7 2.9 1.8 –0.6 0.7 2.8 3.2

OECD total –4.2 6.1 3.1 1.9 1.7 1.5 1.4 1.5

China 2.3 8.4 3.1 5.4 5.0 5.0 4.6 4.5

Korea –0.7 4.6 2.7 1.4 2.0 1.1 1.8 1.9

Taiwan 3.4 6.7 2.7 1.1 4.3 3.8 2.5 2.7

Hong Kong –6.5 6.5 –3.7 3.2 2.5 2.5 2.2 2.2

Singapore –3.8 9.8 4.1 1.8 4.4 2.3 2.1 2.4

Indonesia –2.1 3.7 5.3 5.0 5.0 4.7 5.0 5.2

Thailand –6.1 1.5 2.6 2.0 2.5 2.1 2.2 2.5

Malaysia –5.5 3.3 8.9 3.6 5.1 4.2 4.2 4.4

Philippines –9.5 5.7 7.6 5.5 5.7 5.6 5.7 5.8

Vietnam 2.9 2.6 8.5 5.1 7.1 6.5 6.5 6.4

East Asia 0.9 7.1 3.6 4.7 4.8 4.6 4.4 4.3

East Asia ex China –2.2 4.4 4.6 3.3 4.3 3.7 3.8 4.0

NIEs* –0.5 6.0 2.3 1.5 3.0 2.2 2.1 2.2

India –5.8 9.7 7.6 9.2 6.5 6.7 6.4 6.3

Russia –2.7 5.9 –1.4 4.1 4.1 1.2 1.2 1.2

Brazil –3.3 4.8 3.0 3.2 3.4 2.2 1.8 2.2

South Africa –6.2 5.0 1.9 0.7 0.6 1.0 1.3 1.6

Mexico –8.4 6.0 3.7 3.3 1.5 –0.3 1.4 2.1

Argentina –9.9 10.4 5.3 –1.6 –1.7 5.5 4.5 4.0

Chile –6.1 11.3 2.2 0.5 2.6 2.0 2.2 2.3

CIS^ –34.0 23.0 –6.4 –8.4 10.0 11.0 11.0 11.0

Middle East 3.2 2.8 2.8 2.8 2.9 2.9 2.9 2.9

C & E Europe –5.5 9.0 4.2 3.2 2.9 2.5 3.0 3.4

Africa –1.5 4.7 4.1 3.6 4.0 3.8 4.2 4.3

Emerging ex–East Asia –3.7 6.9 3.7 4.3 4.2 4.0 4.0 4.1

Other countries 1.4 5.9 4.3 3.6 2.9 2.4 3.0 3.3

World –2.7 6.6 3.6 3.5 3.3 3.2 3.1 3.2

#Regional and global groupings are weighted using PPP exchange rates updated to reflect ICP 2011 benchmark revisions.* “NIEs” signifies “Newly Industrialised Economies” as defined by the IMF, 
viz; Republic of Korea, Hong Kong SAR, Taiwan Province of China, and Singapore. ^ CIS is the Commonwealth of Independent States, including Mongolia. Sources: IMF, Westpac Economics.
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