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Southern rata

The heavy rainfall in Auckland and parts of the upper North Island has left many people with a major recovery
job in the months ahead. While we don’t think this will meaningfully alter the outlook for the wider economy,
there will be some effects to watch for in the upcoming data.

It’s still early days in terms of gauging the scale of the damage,
and we’ll review our numbers as we go. Based on what has
been reported so far, we estimate that it could be in the range
of $500m, and potentially higher.

This makes it New Zealand’s most expensive weather-related
event by quite some margin. However, it’s well short of the cost
of repairs that followed the 2010-11 Canterbury earthquakes,
which came in at around $40bn (spread over many years). Repairs
following the 2016 Kaikoura earthquake cost around $2bn.

To put these numbers in perspective, nationwide building
activity (including infrastructure) is currently running at over
$50bn a year. Moreover, the industry is already stretched to
capacity, especially in the residential building sector. Thisis a
major contrast with the Canterbury earthquake rebuild, when
the industry was starting from a depressed state in the wake of
the GFC recession.

As a result, we suspect that flood recovery work won’t end

up being much of a boost to building activity - rather, we may
see some projects delayed or shelved while the repair work
takes priority. The additional pressure is instead likely to be

channelled into prices. There were signs that construction cost
inflation was starting to slow at the end of 2022, but it may now
take longer to recede.

We are also likely to see food price inflation hold up for longer.
Vegetable growers were already contending with poor growing
conditions that saw prices rise by 23% over 2022, and this
year’s flooding has caused major damage to some crops in the
Auckland region.

Both of these effects should be temporary, as the repair work
is completed and as the new growing season begins. They
are not a source of sustained inflation that might warrant a
response from the central bank. However, they will require
some patience to look through as they feed into the inflation
data over the coming months.

Delayed downturn

The additional work created by the flood recovery doesn’t
detract from the broader issues that the homebuilding industry
faces. The level of activity remains very high for now, but the
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financial incentives for housing development have turned a lot

less attractive. Interest rates have risen sharply, building costs Ch f h k

are rising rapidly, and existing house prices have fallen. ?his is art o t e wee

leading to hesitancy among both developers and purchasers.

As a result, we expect to see building consents easing back Wage growth is typically a lagging element of the

from their current elevated levels over the next few years. economic cycle, and that has proven to be the case this
time - despite the mounting evidence of a tight labour

That doesn’t mean that a crash in construction activity is market and rising inflation pressures over 2021, wage

imminent. Indeed, over the past year, the number of new growth didn’t really start to pick up until 2022. But now

consented projects has risen much faster than actual that it has taken off, wage growth has charged higher,

construction activity. As a result, there still is a substantial with average hourly earnings rising by 8.2% over the

existing pipeline of planned work. The construction sector is past year. While some of the steam is now coming out

continuing to grapple with stretched capacity and shortages of of the economy, we suspect that wage growth has a few

skilled staff. Those conditions are acting as a handbrake on the quarters to go before it reaches its peak. That in turn

pace of building activity. We expect an easing in construction means that consumer price inflation is likely to stay

activity over the next few years as fewer new projects come to stubbornly above the RBNZ’s target in the year ahead.

market. But that is likely to be a gradual easing from high levels.

Average hourly earnings growth (private sector)
Even a gradual downturn will prove challenging for some

operators. As our recent report notes, the homebuilding ey g
industry is dominated by small players, often weakly 8 | L g
capitalised and with little oversight of their finances. Even in 7] L7
the best of times, construction firms account for an outsized 6 L6
proportion of business failures. Those that can tightly control 5 | L5
their costs and diversify their sources of income will be best 4] "
placed to ride out the downleg of the cycle. 3] |5
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L] L] Source: Stats NZ
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Last week’s employment figures for the December quarter
were close to what was expected by market forecasters and
the Reserve Bank, if anything fractionally on the softer side. The
labour market is still very tight, but there are signs that we’ve

passed the very peak. Fixed VS ﬂOﬂting fOr

The unemployment rate rose slightly to 3.4%. That’s still close mortgages
to its recent record low of 3.2%, and it’s held around these
levels for the last year and a half - as good a sign as any that We expect the Reserve Bank to lift the Official Cash

the economy has effectively reached full employment. Labour
shortages remain top of the list of businesses’ concerns,
although the number of job vacancies has receded from its
highs in recent months.

Rate to 5.25% in the early part of this year, a move that
has also been factored into wholesale interest rates.
However, we see more scope for reducing the OCR over
the longer term as inflation pressures recede.

The greater story will be around what happens in the year
ahead, as higher interest rates increasingly weigh on people’s
spending, and in turn what that does to the demand for
workers. We’re expecting the unemployment rate to rise over
the next couple of years to a peak of 4.8% - not that high
compared to history, but consistent with a much lower rate of
wage and price inflation than we have today.

As aresult, we believe that there is value in fixing for

terms of up to two years. We would still regard fixing for
terms longer than this as expensive, but this option may
suit those who want more certainty in their repayments.

NZ interest rates

% %

Market forecasts and pricing now seem to have converged :i il L Zi
around a 50 basis point increase in the OCR at this month’s 52 - 52
review, reaching a peak of 5.25% within the next few months. 5.0 1 50
That matches the call that we made last week after the inflation 48 1 P48
figures. We’re also seeing some of the popular one- and two- ::i —31 Jan 23 Z:i
year fixed mortgage rates being trimmed, reflecting the slightly 42 | —7Feb 23 | 42
lower expected peak in the OCR for this cycle. 40 1 - 4.0

338 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 3.8
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24 michael.gordon@westpac.co.nz

90 days
180 days
1yr swap
2yr swap
3yr swap
4yr swap
5yr swap
7yr swap

10yr swap

Westpac Weekly Economic Commentary 7 February 2023 2



https://www.westpac.co.nz/assets/Business/tools-rates-fees/documents/economic-updates/2023/Bulletins/Research-Papers_Residential-building_bulletin_03Feb23.pdf

The week ahead

NZ GlobalDairyTrade auction, whole milk Whole milk powder prices
powder prices USS/tonne USS/tonne
3600 - - 3600
Feb 8, Last: +o_1°/°, Westpac; +5_o°/° Source: GlobalDairyTrade, NZX, Westpac
. . . 3500 + 3500
We expect whole milk powder prices (WMP) to jump 5% at the
upcoming auction. This follows essentially no price change at the
. . 3400 - r 3400
previous auction.
Our pick is similar to futures market pricing (as at 12pm Friday 3300 4 L 3300
3February). /
—18J i i
The rapid easing of Covid restrictions in China is likely to boost global 3200 4 an auelon prices - 3200
demand and thus lift dairy prices. —Current WMP futures (Contract 2)
3100 ‘ ‘ ‘ ‘ ‘ ‘ 3100
Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23  Aug-23
NZ Jan retail card spending NZ retail card spending
Feb 10, Last: -2.5%, Westpac: +1.0% $m $m
7000 - - 7000
Retail spending fell by 2.5% in December with declines across a 6000 - t 6000
range of discretionary spending categories. That fall was particularly 5000 5000

notable as for most of 2022, households were continuing to dial up
their spending on discretionary items despite large price increases. 4000 - L 4000
Spending was also boosted by the return of international tourists to
our shores. However, with increases in inflation and interest rates, the
pressure on households’ finances has been growing. And it now looks 2000
like spending appetites are starting to falter.

3000 - r 3000

—Retail spending r 2000

1000 - —Core (ex-fuel) spending + 1000
We’re forecasting a 1% rise in spending in January, underpinned Source: Stats NZ
by the sharp rise in food prices and a partial recovery in durables 0 ‘ ‘ ‘ ‘ ‘
spending after last month’s sharp fall. However, the recent flooding in JanA7 - Jan-18 - Jan-19 - Jan-20 - Jan-21 - Jan-22
Auckland over the holiday weekend will be a drag on spending.

Aus Q4 real retail sales Aus quarterly retail volumes and prices

Feb 6, Last: 0.2%, WBC f/c: -0.3% % %

Mkt f/c: -0.5%, Range: -0.1% to -0.9% 27 _ [
10 mmprices r 10

mmvolumes coviD

Real retail sales slowed materially in Q3, rising just 0.2%qtr after back —vols, ann% lookdowns

to back gains of 1% gain in Q1 and Q2. The main dynamic was around a
sharp spike in retail prices eroding purchasing power with the 2.5%qtr
gain in nominal spend comparable to the 2.5-3% gains in the previous
two quarters.

8

6

4

2

o LI !;|| !.I”.l!lulll.ll [N .
Preliminary estimates show nominal sales slowed abruptly in Q4 with 2 atly%ch \‘ |

-4

6

asharp fall in the final month leaving sales up just 0.9%qtr. The Q4
CPI showed prices continued to rise at a rapid pace, albeit with more
of that pressures starting to emanate from ‘non-retail’ segments
(slower gains in food prices a particularly important component given
food accounts for about half of retail sales). Overall we expect retail
prices to have risen by about 1.2%qtr, pointing to a 0.3% dip in real
retail sales ‘volumes’. Note that wider measures of spending suggest
this weakness in retail has been largely offset by a surge in non-retail
spend, services in particular.

Source: ABS, Westpac Economics

Sep-10  Sep-12  Sep-14  Sep-16  Sep-18  Sep-20  Sep-22
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The week ahead

Aus Dec trade balance, AUDbn Aus trade balance
Feb 7, Last: 13.2, WBC f/c: 13.5 AUDbn AUDbn
Mkt f/c: 12.4, Range: 11.5 t0 15.0 % [
124 E 60 4 Dec flc: $13.50n — 16
o 14
Australia’s trade surplus remains sizeable with commodity prices %51 G&S trade balance (ths) L 12
still elevated (albeit the terms of trade is down a little from the June 50 1 —Exports (Ihs) L 10
quarter record high). 45 1 —Imports (Ihs) -8
40 - -6
The surplus printed at $13.2bn for November - only the fourth 35 4 L4
occasion the surplus has exceeded the $13bn mark. We expect the 30 | L2
surplus to edge higher in December, rising to $13.5bn. 25 VR O 0
i F-2
The import bill is forecast to be little changed, up by 0.2%, +$0.1bn. 20 - _ _ L 4
Lower prices (falling oil and freight costs) broadly offset a rise in 45 | Source ABS, Westpac Economics R R I
overseas travel and a potential modest lift in goods volumes. Nov-09 Nov-13 Nov-17 Nov-21
Export earnings are forecast to rise modesty, up 0.7%, +$0.4bn. Coal
shipments rebounding from flood disruptions, gold lifting off a low
base and rising tourism numbers are all positives. Fuel exports likely
fell on lower global oil prices, while metal ores (dominated by iron ore,
including lithium) may ease from November’s record high with softer
volumes more than outweighing the higher iron ore price.
Aus RBA policy decision RBA cash rate and 3 year bonds
Feb 7, Last: 3.10%, WBC f/c: 3.35% % %
Mkt f/c: 3.35%, Range: 3.10% t0 3.35% 407 Source: RBA, Westpac Economics r40
3.5 - 35
At the February Board meeting, Westpac anticipates that the RBA 3.0 1 L 3.0
will lift the cash rate by 25bps, to 3.35%. The RBA, in responding to 25 | —3 year bond*  gaily | o6
a significant i.nflatiorT cha}lenge and the tightest labour market in 50 ’ —RBA cash rate target ’
years, has quickly raised interest rates. 2.0 4 Macrobond benchmark yield 20
Rates have lifted from a record low of 0.1% in May 2022, with moves 157 r1s
at each monthly Board meeting, including 50bp hikes for the four 1.0 - F1.0
meetings July to September. The RBA slowed the pace of tightening at 05 | L 05
the October meeting, back to 25bp increments, with policy arguably

moving into the contractionary zone. 0.0 ‘ ‘ w : w —L 0.0
g y Jan-20 Jul-20 Jan-21 Jul-21 Jan-22 Jul-22 Jan-23

The Q4 CPI report revealed that annual trimmed mean (underlying)
inflation reached 6.9%, significantly higher than the RBA’s November
forecast for 6.5%. Inflation is still clearly too high, and more work
needs to be done in our view.

The RBA will also release its Feb Statement on Monetary Policy on Feb
9 including updated forecasts.
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New Zealand forecasts

Economic forecasts Quarterly Annual
2022 2023

% change Sep Dec Mar Jun 2021 2022f 2023f 2024f
GDP (Production) 2.0 0.5 0.4 0.0 6.1 2.9 2.2 0.0
Employment 1.3 0.1 0.0 0.0 3.3 1.3 0.1 -0.1
Unemployment Rate % s.a. 3.3 3.4 3.5 3.6 3.2 3.4 3.9 4.8
CPI 2.2 1.4 1.4 1.0 5.9 7.2 4.7 2.4
Current Account Balance % of GDP -7.9 -7.3 -5.9 -5.2 -6.0 -7.3 -4.4 -3.4

Financial forecasts Jun-23 Dec-23 Mar-24 Jun-24
Cash 4.75 5.25 5.25 5.25 5.00 4.50 4.00
90 Day bill 5.25 5.35 5.35 5.25 4.80 4.30 3.80
2 Year Swap 4.80 4.60 4.30 4.00 3.80 3.60 3.45
5 Year Swap 4.20 4.10 4.00 3.90 3.80 3.70 3.65
10 Year Bond 4.00 3.90 3.85 3.80 3.70 3.60 3.55
NZD/USD 0.64 0.65 0.66 0.67 0.68 0.68 0.68
NzZD/AUD 0.93 0.93 0.92 0.91 0.90 0.89 0.89
NZD/JPY 87.0 87.8 88.4 88.4 87.8 86.4 85.1
NZD/EUR 0.60 0.61 0.61 0.60 0.60 0.60 0.59
NZD/GBP 0.52 0.53 0.54 0.54 0.54 0.54 0.53
TWI 73.3 73.6 73.2 73.2 73.0 72.4 71.9
2 year swap and 90 day bank bills NZD/USD and NZD/AUD
6.00 - r 6.00 0.72 - r 0.98
5.00 5.00 0.70 1 —NZD/USD (left axis) | 0.96
0.68 —NZD/AUD (right axis)
4.00 4.00 0.66 r 0.94
0.64
3.00 3.00 + 0.92
0.62
2.00 2.00 0.60 r 0.90
=90 day bank bill (left axis) 0.58
1.00 —2 year swap (right axis) r1.00 0.56 088
0.00 T T T T T — 0.00 0.54 T T T T T — 0.86
Feb-22  Apr-22 Jun-22  Aug-22 Oct-22 Dec-22 Feb-23 Feb22  Apr22 Jun22  Aug 22 Oct 22 Dec 22 Feb 23
NZ interest rates as at market open on 7 February 2023 NZ foreign currency mid-rates as at 7 February 2023
Interest rates Current Two weeks ago One month ago Exchange rates Current Two weeks ago One month ago
Cash 4.25% 4.25% 4.25% NZD/USD 0.6305 0.6489 0.6383
30 Days 4.54% 4.46% 4.32% NZD/EUR 0.5873 0.5973 0.5945
60 Days 4.73% 4.68% 4.55% NZD/GBP 0.5238 0.5268 0.5244
90 Days 4.89% 4.88% 4.77% NZD/JPY 83.51 84.45 84.24
2 Year Swap 4.73% 5.02% 5.19% NZD/AUD 0.9148 0.9238 0.9258
5 Year Swap 4.11% 4.35% 4.56% TWI 7112 72.54 71.94
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Data calendar

Last ::;'i(:: ‘:o’:r::zasi Risk/Comment
Mon 06
NZ Waitangi Day public holiday - - - Markets closed.
Aus Jan Ml inflation gauge 5.9% - - It leads the monthly CPI but provides a general view of risk.
Q4 real retail sales 0.2% -0.5% -0.3% Price gains to outstrip nominal spend with declining volumes.
Eur Feb Sentix investor confidence -17.5 - - Robust economy should support gains hence.
Dec retail sales 0.8% - - Consumer impacted by high inflation; but jobs secure.
Tue 07
Nz Jan ANZ commodity prices -0.1% - - Meat prices falling on earlier weakness in Chinese demand.
Aus Dec trade balance $bn 13.2 12.4 13.5 Another sizeable surplus expected.
RBA policy decision 3.10% 3.35% 3.35% Tightening cycle continues, responding to inflation challenge.
Chn Jan foreign reserves $bn 3127.7 3154.0 - Little pressure on reserves.
us Dec trade balance $bn -61.5 -68.5 - Deficit should narrow as consumer demand weakens.
Fedspeak - - - Chair Powell to speak. Barr too.
Wed 08
NZ GlobalDairyTrade auction (WMP) 0.1% - 5.0% Easing Chinese Covid restrictions boosting dairy prices.
us Dec consumer credit $bn 27.96 25.00 - Demand for credit likely to continue to decline.
Dec wholesale inventories 0.1% 0.1% - Volatile times ahead.
Fedspeak - - - Williams, Cook, Barr, Bostic, Kashkari and Waller.
Thu 09
Aus Dec weekly payrolls Yomth 0.7% - - Will the summer holiday collapse be larger than usual?
Chn Jan M2 money supply %yr 11.8% 11.6% - Credit will remain freely available...
Jan new loans, CNYbn 1398 4000 - ... as authorities support recovery.
us Initial jobless claims 183k - - To remain at low level for time being.
Fri10
NZ Jan manufacturing PMI 47.2 - - Set to remain weak, new orders contracting.
Jan card spending -2.5% - 1.0% Boosted by higher food prices and some lift in durables.
Aus RBA Statement on Monetary Policy - - - Forecast update.
Chn Jan CPI %yr 1.8% 2.3% - Inflation to remain a benign force for consumers...
Jan PPl %yr -0.7% -0.5% - ... and likely also for most businesses.
Q4 current account balance US$bn 144.3 - - Trade surplus showing resilience as Asia gives support.
UK Dec trade balance £bn -1802 - - Weaker consumer should narrow deficit in 2023.
Q4 GDP -0.3% - - A lengthy recession is beginning.
us Feb Uni. of Michigan sentiment 64.9 - - A base is beginning to form.
Jan monthly budget statement $bn -85.0 - - Budget figures in focus as debt ceiling looms (again).

Fedspeak

Waller and Harker.
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International forecasts

Economic Forecasts (Calendar Years) 2019 2020 2021 2022f 2023f 2024f
Australia

Real GDP %yr 1.9 -1.8 5.2 3.6 1.8 1.2
CPI inflation %yr 1.8 0.9 3.5 7.5 3.9 3.0
Unemployment rate % 5.2 6.8 4.7 3.3 4.6 5.1
Current account % of GDP 0.7 2.4 3.1 0.5 -1.0 -1.5

United States

Real GDP %yr 2.3 -3.4 5.7 2.0 0.5 1.3

CPI inflation %yr 1.9 1.2 5.1 7.4 2.3 2.1

Unemployment rate % 3.7 8.1 5.4 3.7 4.8 5.5
Current account % of GDP -2.6 -2.5 -2.4 -2.4 -2.4 -2.4
Japan

Real GDP %yr -0.4 -4.6 1.7 1.6 1.5 1.0

Euro zone

Real GDP %yr 1.6 -6.1 5.2 3.2 0.4 1.5

United Kingdom

Real GDP %yr 1.7 -9.3 7.4 4.0 -0.7 1.5
China
Real GDP %yr 6.0 2.2 8.1 3.5 6.0 5.5

East Asia ex China

Real GDP %yr 3.8 -2.3 4.2 4.5 4.3 4.4
World
Real GDP %yr 2.8 -3.0 6.0 3.3 2.9 3.2

Forecasts finalised 12 December 2022

Interest rate forecasts Latest Mar-23 Jun-23 Dec-23 Mar-24 Jun-24 Sep-24

Australia

Cash 3.10 3.60 3.85 3.85 3.85 3.60 3.35 3.10 2.85
90 Day BBSW 3.34 3.97 4.05 4.05 3.97 3.72 3.47 3.22 2.97
10 Year Bond 3.38 3.45 3.30 3.10 2.90 2.70 2.55 2.50 2.50

International

Fed Funds 4.625 4.875 4.875 4.875 4.875 4.375 3.875 3.375 2.875

US 10 Year Bond 3.37 3.40 3.30 3.20 3.10 2.90 2.70 2.60 2.50

Exchange rate forecasts Latest Mar-23 Jun-23 Sep-23 Dec-23 Mar-24 Jun-24 Sep-24 Dec-24
AUD/USD 0.7060 0.69 0.70 0.72 0.74 0.75 0.76 0.76 0.77
USD/JPY 128.58 136 135 134 132 130 128 126 124
EUR/USD 1.0894 1.06 1.07 1.09 1 112 113 114 115
GBP/USD 1.2212 1.22 1.22 1.23 1.24 1.25 1.26 1.27 1.28
USD/CNY 6.7440 6.90 6.80 6.60 6.50 6.40 6.30 6.20 6.10
AUD/NZD 1.0910 1.08 1.08 1.09 1.10 11 113 113 113

Westpac Weekly Economic Commentary 7 February 2023 7




Contact the Westpac economics team

Michael Gordon, Acting Chief Economist
¢, +64 93365670

Satish Ranchhod, Senior Economist
€, +64 9336 5668

Nathan Penny, Senior Agri Economist
Q +64 9348914

Disclaimer

Things you should know
Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141 (‘Westpac’).

Disclaimer

This material contains general commentary, and market colour. The material does not constitute
investment advice. Certain types of transactions, including those involving futures, options and high
yield securities give rise to substantial risk and are not suitable for all investors. We recommend that you
seek your own independent legal or financial advice before proceeding with any investment decision.
This information has been prepared without taking account of your objectives, financial situation or
needs. This material may contain material provided by third parties. While such material is published
with the necessary permission none of Westpac or its related entities accepts any responsibility for
the accuracy or completeness of any such material. Although we have made every effort to ensure the
information is free from error, none of Westpac or its related entities warrants the accuracy, adequacy
or completeness of the information, or otherwise endorses it in any way. Except where contrary to
law, Westpac and its related entities intend by this notice to exclude liability for the information. The
information is subject to change without notice and none of Westpac or its related entities is under
any obligation to update the information or correct any inaccuracy which may become apparent at a
later date. The information contained in this material does not constitute an offer, a solicitation of an
offer, or an inducement to subscribe for, purchase or sell any financial instrument or to enter a legally
binding contract. Past performance is not a reliable indicator of future performance. 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 ultimate outcomes may differ substantially from these forecasts.

Country disclosures

Australia: Westpac holds an Australian Financial Services Licence (No. 233714). This material is provided
to you solely for your own use and in your capacity as a wholesale client of Westpac.

New Zealand: In New Zealand, Westpac Institutional Bank refers to the brand under which products
and services are provided by either Westpac or Westpac New Zealand Limited (“WNZL”). Any product or
service made available by WNZL does not represent an offer from Westpac or any of its subsidiaries (other
than WNZL). Neither Westpac nor its other subsidiaries guarantee or otherwise support the performance
of WNZL in respect of any such product. The current disclosure statements for the New Zealand branch of
Westpac and WNZL can be obtained at the internet address www.westpac.co.nz. For further information
please refer to the Product Disclosure Statement (available from your Relationship Manager) for any
product for which a Product Disclosure Statement is required, or applicable customer agreement.

China, Hong Kong, Singapore and India: This material has been prepared and issued for distribution
in Singapore to institutional investors, accredited investors and expert investors (as defined in the
applicable Singapore laws and regulations) only. Recipients in Singapore of this material should contact
Westpac Singapore Branch in respect of any matters arising from, or in connection with, this material.
Westpac Singapore Branch holds a wholesale banking licence and is subject to supervision by the
Monetary Authority of Singapore. Westpac Hong Kong Branch holds a banking license and is subject
to supervision by the Hong Kong Monetary Authority. Westpac Hong Kong branch also holds a license
issued by the Hong Kong Securities and Futures Commission (SFC) for Type 1 and Type 4 regulated
activities. This material is intended only to “professional investors” as defined in the Securities and
Futures Ordinance and any rules made under that Ordinance. Westpac Shanghai and Beijing Branches
hold banking licenses and are subject to supervision by the China Banking and Insurance Regulatory
Commission (CBIRC). Westpac Mumbai Branch holds a banking license from Reserve Bank of India (RBI)
and subject to regulation and supervision by the RBI.

UK: The contents of this communication, which have been prepared by and are the sole responsibility
of Westpac Banking Corporation London and Westpac Europe Limited. Westpac (a) has its principal
place of business in the United Kingdom at Camomile Court, 23 Camomile Street, London EC3A 7LL,
and is registered at Cardiff in the UK (as Branch No. BR0O0106), and (b) authorised and regulated by the
Australian Prudential Regulation Authority in Australia. Westpac is authorised in the United Kingdom by
the Prudential Regulation Authority. Westpac is subject to regulation by the Financial Conduct Authority
and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation
by the Prudential Regulation Authority are available from us on request. Westpac Europe Limited is
a company registered in England (number 05660023) and is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.

This communication is being made only to and is directed at (a) persons who have professional experience
in matters relating to investments who fall within Article 19(5) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the “Order”) or (b) high net worth entities, and other persons
to whom it may otherwise lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order
(all such persons together being referred to as “relevant persons”). Any person who is not a relevant
person should not act or rely on this communication or any of its contents. The investments to which
this communication relates are only available to and any invitation, offer or agreement to subscribe,
purchase or otherwise acquire such investments will be engaged in only with, relevant persons.
Any person who is not a relevant person should not act or rely upon this communication or any of its
contents. In the same way, the information contained in this communication is intended for “eligible
counterparties” and “professional clients” as defined by the rules of the Financial Conduct Authority
and is not intended for “retail clients”. With this in mind, Westpac expressly prohibits you from passing
on the information in this communication to any third party. In particular this communication and, in
each case, any copies thereof may not be taken, transmitted or distributed, directly or indirectly into
any restricted jurisdiction. This communication is made in compliance with the Market Abuse Regulation
(Regulation(EU) 596/2014).

Paul Clark, Industry Economist
¢, +64 93365656

Any questions email:
¥4 economics@westpac.co.nz

Investment recommendations disclosure

The material may contain investment recommendations, including information recommending an
investment strategy. Reasonable steps have been taken to ensure that the material is presented in
a clear, accurate and objective manner. Investment Recommendations for Financial Instruments
covered by MAR are made in compliance with Article 20 MAR. Westpac does not apply MAR Investment
Recommendation requirements to Spot Foreign Exchange which is out of scope for MAR.

Unless otherwise indicated, there are no planned updates to this Investment Recommendation at
the time of publication. Westpac has no obligation to update, modify or amend this Investment
Recommendation or to notify the recipients of this Investment Recommendation should any
information, including opinion, forecast or estimate set out in this Investment Recommendation change
or subsequently become inaccurate.

Westpac will from time to time dispose of and acquire financial instruments of companies covered in
this Investment Recommendation as principal and act as a market maker or liquidity provider in such
financial instruments.

Westpac does not have any proprietary positions in equity shares of issuers that are the subject of an
investment recommendation.

Westpac may have provided investment banking services to the issuer in the course of the past 12
months.

Westpac does not permit any issuer to see or comment on any investment recommendation prior to its
completion and distribution.

Individuals who produce investment recommendations are not permitted to undertake any transactions
in any financial instruments or derivatives in relation to the issuers covered by the investment
recommendations they produce.

Westpac has implemented policies and procedures, which are designed to ensure conflicts of interests
are managed consistently and appropriately, and to treat clients fairly.

The following arrangements have been adopted for the avoidance and prevention of conflicts in interests
associated with the provision of investment recommendations.

(i) Chinese Wall/Cell arrangements;

(if)  physical separation of various Business/Support Units;

(iii) and well defined wall/cell crossing procedures;

(iv) a“need to know” policy;

(v) documented and well defined procedures for dealing with conflicts of interest;

(vi) steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and that
such arrangements are adequately monitored.

U.S: Westpac operates in the United States of America as a federally licensed branch, regulated by the
Office of the Comptroller of the Currency. Westpac is also registered with the US Commodity Futures
Trading Commission (“CFTC”) as a Swap Dealer, but is neither registered as, or affiliated with, a Futures
Commission Merchant registered with the US CFTC. Westpac Capital Markets, LLC (‘WCM’), a wholly-
owned subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of
1934 (‘the Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). This
communication is provided for distribution to U.S. institutional investors in reliance on the exemption
from registration provided by Rule 15a-6 under the Exchange Act and is not subject to all of the
independence and disclosure standards applicable to debt research reports prepared for retail investors
in the United States. WCM is the U.S. distributor of this communication and accepts responsibility for the
contents of this communication. All disclaimers set out with respect to Westpac apply equally to WCM. If
you would like to speak to someone regarding any security mentioned herein, please contact WCM on +1
212 389 1269. All disclaimers set out with respect to Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments mentioned in this communication
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject
to the regulations of, the SEC in the United States. Information on such non-U.S. securities or related
financial instruments may be limited. Non-U.S. companies may not subject to audit and reporting
standards and regulatory requirements comparable to those in effect in the United States. The value
of any investment or income from any securities or related derivative instruments denominated in a
currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or
adverse effect on the value of or income from such securities or related derivative instruments.

The author of this communication is employed by Westpac and is not registered or qualified as a research
analyst, representative, or associated person under the rules of FINRA, any other U.S. self-regulatory
organisation, or the laws, rules or regulations of any State. Unless otherwise specifically stated, the
views expressed herein are solely those of the author and may differ from the information, views or
analysis expressed by Westpac and/or its affiliates.

Past performance is not a reliable indicator of future performance. The forecasts given in this document 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 ultimate outcomes may differ substantially from these forecasts.



