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A NOTE
FROM KELLY

Doing the hard yards.

Households and businesses will feel uncomfortable this year. Growth is not at disastrous levels
but is weak, and the labour market will do a greater share of the required adjustment. The
Government will also begin fiscal consolidation which will aid economic adjustment. It’s going
to be a long grind to fiscal balance. The global economy is still weak, but some green shoots
suggest promise down the track, and plenty of risks remain from China and geopolitics.

Past interest rate increases are now having their peak effect, which means we all can look
forward to better inflation outcomes this year and next.

But for now we find ourselves with inflation still too high and with the easy inflation wins behind
us. Tailwinds from weaker foreign-driven prices should ease from here. But local inflation
remains sticky, which means the RBNZ will keep the pressure on to reduce inflation despite
weak growth. Those looking for large, front-loaded OCR cuts will be frustrated.

The inflation outlook will gradually improve, but 2% inflation will remain elusive. It's likely that
the RBNZ will conclude that inflation slightly above 2% will be close enough, and we have
revised our medium-term inflation view accordingly.

Policy easing is still likely in early 2025. However, sticky domestic inflation means the chance
of larger OCR cuts in 2025 seems smaller than seen in February. Policy tightening can’t be
ruled out but looks unlikely while growth remains weak. It’s more likely the RBNZ will respond
to higher medium-term inflation by slowing OCR cuts in 2025 and accommodating above 2%
inflation for longer.

Spring will come - but we need to do the hard yards through winter first.

Westpac New Zealand Economics




“Economic growth is set to remain subdued over
2024. An eventual easing in borrowing costs is

expected to see a recovery in growth taking hold

from 2025.”
GDP growth
. . % andemic and recover %
Grinding out the hard yards back to balance. 10 V" e Wemzr - 10
forecast
- Economic growth stalled over the past year, and GDP is only expected to grow 81 adenily — |8
by 0.7% over 2024. Growth will be weak in the first half of 2024 but pick up 6 - e Forecast | ©
modestly later in the year. Unemployment is expected to gradually rise to 5.4% 4 w2ite | 4
in mid-2025. 5 ? ,
- Growth is being restrained by tight financial conditions and sub-par demand 0 [ L 0
in our key trading partners’ economies. Despite weak growth inflation o] L,
remains Sticky, 4 Sources: Stats NZ, Westpac 4
- The ongoing recovery in tourism and strong net migration continues to put a 2012 2015 2018 2021 2024
floor on growth, although per capita growth is weak.
- The current slowdown is balancing the unsustainable growth seen in the wake Key economic forecasts
of the pandemic, which had resulted in strong inflation pressures. The economy ) )
is now moving back into a position of better balance with easing capacity R HEE MR e
pressures as demand has cooled. GBbP growth (Vo year) . -03 07 24
. . . . . . Inflation (% year end) 7.2 47 2.9 2.2
- Lingering dOﬁ:leStIC price pressures mean that OCR reduc:‘tlons are.stlll not Unemployment rate (%) ” 10 oo o2
expected until early 2025. The eventual easing in borrowing costs is expected to House prices (%oyearend) 108 -0.9 58 67
see a recovery in economic growth taking hold from 2025. Official Cash Rate (%) 495 5.50 5.50 450
- Key areas of uncertainty include the resilience of household spending, the health
of the global economy, and the persistence of inflation pressures.
Westpac New Zealand Economics 4



“Household debt is likely to remain manageable,
H u EH LD even with the labour market weakening.”

Household spending growth

q q q % % yr
Household spending to remain weak as financial pressures mount. 10 Y el osie Pandemic weeea] 1
lestpac
8 forecast|- 8

High inflation, increases in borrowing costs and a cooling labour market will

keep household spending weak in 2024. Income tax reductions will provide ° °
some offset, boosting spending in the second half of the year. ‘ %f\ -

2 + 2

- The average mortgage rate has risen from a low of 3.2% in 2022 to around 6.0% 0 % 0

currently. Even though we don’t expect further OCR hikes, a further modest o | — Per-capita spending \:/ |
30bp rise in the average mortgage rate is still to flow through over the next 12 N — Total spending i
months as borrowers migrate to current interest rates. | Seoes s s )

Households’ debt servicing costs likely remain manageable, even with the 2005 2008 2011 2014 2007 2020 2023 2026

labour market weakening. While mortgage rates have risen from low levels,
debt servicing costs relative to disposable incomes have returned to long term

) Interest costs (households with mortgages)
average and the unemployment rate is expected to settle moderately above

trend levels. 30 % of disposablg income % of disposable income 30
Source: Westpac estimates
Westpac
25 - forecast 25
The strength of the labour market is the key risk for household spending. 0 ”
7 Pre-pandemic
Nervousness about financial pressures and the softening in the labour market . Moo 2 e s
could result in a more pronounced downturn in spending.
Sy N 10 - 10
- On the upside, if New Zealand sees a more gradual cooling in the labour
market (as we’ve seen in other countries), spending appetites could prove to 51 5
be resilient. R LU UL UL L L L 0
2005 2010 2015 2020 2025
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“House price growth is expected to pick up through
HOUSING the back half of the year, with prices set to rise

around 6% in 2094 and 7% in 2095.”

House prices and net migration

House prices to outperform inflation due to push and pull factors. 60 -r1ouse Prices %oyt Net migration (000,450
Annual net migration (advanced one year)
Prices to rise 5.8% in 2024 and 6.7% in 2025. 40| —aVhouse prices 100
Prices are being restrained by continued high interest rates and below
trend growth. 20 | | 50

Prices will be supported by strong population growth, rental demand and
investor demand later in 2024. Westpac estimates 125,000 more houses are 0 \/\v 0
needed in the next five years.

Westpac
forecasts

Sources: Stats NZ. Westpac >

-20

——r 71—+ -50
2001 2005 2009 2013 2017 2021 2025

The housing market has been flat recently.

House sales are weak and available listings are high reflecting a standoff

between buyers and a growing seller base. House sales and prices

o 9. na 0 9 Q % %
Prices rose in line with expectations in Q1 2024. 07 4 e R S Yo 40
ources: , Stats NZ
0.6
Risks balanced but significant. 05 -
- Upside risks for house prices stem from population growth, rents, and the 0.4 -
investor reaction to a more favourable tax regime. 0.3
Downside risks may eventuate if GDP growth doesn’t improve in H2 2024 or if 0.2 | _ ' | 20
. . .. .. . — House sales % of housing stock (left axis)
interest rates rise due to offshore developments or stickier domestic inflation. 014 _ House price growth (right axis) | 30
0.0 — T -40
Jan-05 Jan-09 Jan-13 Jan-17 Jan-21
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“The evolution of wages, and business margins,
will be critical in determining inflation and
M ARKET interest rates.”

Unemployment and wage growth

Unemployment to rise further while job growth remains subdued. g % %yr g
— Unemployment rate (left axis) }Nestpatc
- We expect the unemployment rate to rise further while economic growth 7 — Labour cost index (right axis) e L5
remains sluggish, reaching a peak of 5.4% next year. . )
- While we expect modest growth in employment, this is in the context of still- ] ,
strong population growth. Net inward migration has passed its peak but
remains historically high, as aspiring migrants catch up on delayed plans. 4 1 -2
- We expect annual net migration to slow to around 75,000 this year as our 31 -1
relatively softer economy (particularly against Australia) makes New Zealand a p | SvesswsNzWespee | |,
less desirable place to move. 2008 2012 2016 2020 2024 2028
- Wage growth will moderate in the year ahead, albeit gradually, due to increasing
slack in the jobs market and reduced cost-of-living pressures. Migration flows, quarterly annualised
300 000s 000s 300
Wage pressures are a key risk factor for domestic inflation. 050 | Inflows Westpee |
Outflows —_—
- Wage growth could be slow to moderate if businesses look to hold on to workers 200 1 — Net migration 200
despite the slowing economy. 1501 150
100 + - 100
Downside risks stem from a sharper than expected downturn in hiring or a 50 1 /\/\ \/_ 50
continued surge in net migration despite diminishing job prospects. 0 N N 0
-50 + r -50
-100 A + -100
Sources: Stats NZ, Westpac
-150 ———— ——— -150
2001 2006 2011 2016 2021 2026
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“Businesses across the country have highlighted
Bu INE increasingly tough trading conditions, including
SECTOR pressures on margins.”

Operating costs and margins

% %

Demand softening, margin pressure continuing. 80 - , o o - 80
% of firms reporting increases in profits Above

Businesses across the country have highlighted increasingly tough trading 60 1 o of firms reporting increases in costs average |- 60
conditions. Most firms are reporting sluggish demand and a fall in forward 40 1 - 40
orders, though service sector conditions have been more resilient. 20 - /\ NJ\\/\ /\\q L 20
Bl.Jsmesses in all sectors have (.:ontlnlfed Fo report pressqre on opere.ltlng costs, 0¥ \;\/ T NN v 0
with related pressure on margins. This will constrain capital expenditure. -20 | - 20
With economic growth cooling, hiring has slowed and businesses have reported -40 1 N
a fall in staff turnover. Businesses have also reported that it’s become easier to 60 L ‘ ‘ e | g
find staff and that the pressure on wages has eased. 2000 2005 2010 2018 2020

Risks centre around the resilience of confidence and demand. Business profitability and investment
With businesses increasingly nervous about the economic outlook, plans for 40 V" % 40
capital expenditure (including maintenance and replacement spending) could wl ” Profitability (advanced 1yr, right axis) Westpac | 39

— Investment spending, plant and equipment (left axis) |—— | oo

be delayed or scaled back by more than assumed.

20 A - 10
Business may be more willing to invest if we see resilience in domestic demand, o0 -0
or if conditions in export markets strengthen. f [

o] -

+-30
-10 L -40
20 4 r -50
- -60

Sources: Stats NZ, NZIER, Westpac
-30 +————— — -70

1997 2002 2007 2012 2017 2022 2027
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“A downturn in home building is now in train and
CONSTRUCTIGN will continue until the housing market picks up.”

Residential building and consent numbers

Tougher financial conditions weighing on new development. eoo0 *™ _ NUmOST 5000
Residential building work (left axis) }lgreesct:satc
- Sluggish house sales and limited price growth are discouraging new 5000 { — Building consents (monthly, right axis) — | 4000
development, with housing consent numbers down 25% over the past year. The Sources: Stats N2, Wesipac
existing pipeline of projects is moderating the extent of the downturn for now. 4000 1 - 3000
- Commercial construction is turning down in response to slowing economic 3000 | - 2000
growth. Weak household spending will continue to weigh on the amount and
type of retail space being developed, and that could also affect the storage 2000 1 - 1000
sector. Resilience in the services sector is supporting spending on office space. 1000 .
Infrastructure spending has risen 60% since 2017. However, much of that rise Jan-05 - Jand0 o Jands o Jan20 - Jan-25
was related to cost increases, with the actual amount of work being completed
. o . .
rising by only 20%. A large amount of work is planned over the coming years. Infrastructure
4000 Sm sm 4000

Population growth, housing market trends and cost increases are key risks.

—Nominal spending

Residential construction levels will depend on housing market trends, which
could be weaker than forecast. However, if changes to investor taxation rules
and strong population growth spur a resurgence in house prices, new home
building is likely to follow.

3000 - —Volume of work completed - 3000

2000 - r 2000

Rapid population growth could result in increased demand for infrastructure 1000 1 L 1000
spending over the coming years. However, cost pressures - and efforts to limit
further increases - could be a handbrake on the pace of work. o Sources: Macrobond, SN2 |
2000 2005 2010 2015 2020
Westpac New Zealand Economics 9



“The fiscal outlook is challenging with a prolonged
FISCAL tight fiscal stance required to return the books to
surplus at a time when rapid population growth is

lifting the demand for services.”

OBEGAL
Slow fiscal consolidation to begin. 6 0P oreEP 6
’ Y. Westpac Forecasts
c . . 4 ket L4
- The Government is expected to cut expenditure and implement tax cuts largely , \ ,
as foreshadowed. Tax cuts might be scaled back given fiscal pressures. ] |
g g p 0 ) 0
- We expect that mounting spending pressures due to population growth will see 2| | 2
spending increase from 2026 causing total spending to rise more quickly than 2| | 4
forecast in the Half Year Economic and Fiscal Update (HYEFU). % — HYEFU | &
— West
- Additionally, we forecast the nominal tax base to be significantly lower than in -8 - eepee L -8
the HYEFU. Hence, we forecast that OBEGAL will remain in deficit throughout the -10 : : : : : : : -10
forecast horizon, ending the period at just over 1% of GDP. 2005 2008 2011 2014 2017 2020 2023 2026
Achievement of Government debt target will require tighter policy. Net core Crown debt
- Our forecasts imply a much larger borrowing programme than depicted in the 5o % of GDP %ofGDP
HYEFU - perhaps around $25bn higher over the next four years. Budget 2024 will
likely be more optimistic than Westpac’s forecasts. 40 1 —HYEFU  — Westpac : - 40
- Averting this outcome will require the Government to run a tighter policy than 30 | cownment | 5
we have assumed - either through lower spending or new revenue initiatives.
Budget 2024 will likely assume tighter spending control than we have assumed. 20 - - 20
- Our forecasts imply that in the near term, net core Crown debt will not enter the 10 | i | 10
20-40% of GDP range that the Government has set as a long-term goal. o
0 : NZ Treasury, Westpac 0

2005 2008 2011 2014 2017 2020 2023 2026
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“Sub-par growth and weakening inflation is bringing
L BAL policy rate cuts closer for some economies.”

OUTLOOK

Trading partner growth

. . . Y%yly %y
Trading partner growth to remain steady at a slightly subpar pace. : T e s o e 201020 vy Z
In aggregate, New Zealand’s trading partner economies are forecast to grow by 7 _25;;‘99 20202023 | 4
around 3.4% over 2024 - similar to 2023 and a little below long-run averages. 6 1 2025 -6
- Weaker-than-trend growth in most advanced economies will be largely offset i ]
by solid growth elsewhere, including in South-East Asia. Growth in China’s 31
economy is expected to slow, with consumer demand constrained by weak 21
confidence (amidst falling asset prices) and unfavourable demographics. ; |
Australia  China United Japan EastAsia Euro Nz
States ex China  zone trading
Monetary policy easing is drawing closer in some jurisdictions. partners
- Stickier inflation means the Fed and RBA are expected to ease policy slightly
later than forecast previously (September and November respectively). Mid-year Global central bank policy rates
policy easing is still expected in the euro area, the UK and Canada. By contrast, . %
a slow tightening cycle has begun in Japan. 7 Souces: Bonber, Wespac wospar [ !
6 - 6

Risks to the global outlook are two-sided. 51 —Fed -—ECB —BoE —RBA

- Stickier services inflation could delay policy easing and present downside risks
to growth. If inflation risks subside, a stronger upswing in global demand can’t 3
be ruled out. Ongoing geopolitical tensions (such as the conflicts in the Middle 2 1
East and Ukraine), as well as elections in major economies such as the US 1
present significant risks to inflation, trade and growth.

'
7
%
,
%
-
%
,
,
4
4
/

T T T T

& w

2012 2014 2016 2018 2020 2022 2024 2026
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“Export volumes remain constrained by sub-par
demand and environmental considerations.”

EXPORT
VOLUMES

Export volumes

% annual total
— Goods volumes (left axis) — % of GDP (right axis)

% of GDP

-
o

r 23
F 22
F 21
r 20
r 19
r 18
r 17
r 16
r 15
14

Growth in merchandise exports is likely to remain subdued.

Westpac
forecast

Merchandise export volumes have picked up of late. Exports of dairy, meat and
forest products have increased over the past year, while horticultural exports
are beginning to rebound following last year’s storms.

—

Looking ahead, New Zealand’s ability to expand agricultural exports is
constrained by limitations on land-use and environmental considerations. So
while we expect merchandise exports to grow over the period, it seems likely
that they will continue to trend down as a proportion of GDP.

S A M O N b O ©
T

Sources: Stats NZ, Westpac

2000 2005 2010 2015 2020 2025

Tourism rebound slowing but recovery continues.

- Over the past year inbound visitor arrivals have continued their post-pandemic Short term visitors by citizenship

recovery, rising to around 80% of 2019 levels.

- The pace of recovery has slowed over the past six months, with arrivals from

5 -

mn
Sources: Stats NZ, Westpac

m Australia

Forecasts
—

mn

China (around 50%) and much of Europe (around 70%) remaining well below 4] =NZ

pre-pandemic levels. A rebound in arrivals from the US has been a bright spot. 'S:”a 'gi
er

Looking ahead, we expect the recovery to continue with the pre-pandemic peak
in visitor arrivals to be surpassed in 2026. An easing of financial pressures on 2 |
households in key visitor markets will be a key driver of that trend, while we
remain optimistic about the growth potential from the Chinese market. 1 B 1

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
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“Primary sector earnings are set to modestly
A RI U LTU RE improve this year, supported by a rise in global

prices, and a recovery in local production.”

Commodity prices - World and NZD denominated

Farmers to see a small improvement in operating conditions. 120 - Index 2024 Q1 =100 Index2024 QT =100 49
. . 5 . 110 | L 110
- Earnings in New Zealand’s agricultural sector are expected to modestly 00 f 00
improve this year, supported by a recovery in global commodity prices and ] |
increased production in weather impacted sectors. Operating cost inflation has % bt 9
moderated but interest rates remain a significant constraint on profits. 801 - 80
70 A F 70
60 — World prices 60
Chinese demand remains a constraining factor for prices. ] — NZD prices |
50 A + 50
- Dairy prices will rise modestly reflecting still constrained global (particularly g | oureestANE Westpae ‘ ‘ ‘ L0
European) supply and somewhat improved demand in key export markets. We 2010 2014 2018 2022 2026 2030
have pencilled in a milk payout of $8.40kg/ms for 2024/25.
- Beef prices are set to tilt higher because of strong demand out of the US. Weak Commodity prices by category
consumption in China though will continue to cap price increases, with major sep e index_
exporters looking to redirect some product out of that market. s0g | 2o ot 2 Wesn Westpao 100
- Record levels of lamb production out of Australia and still tepid demand from 350 - 7_ 350
China should keep a lid on lamb prices over the coming year. 300 - — | a0
250 A + 250

- Orchardists should benefit with a big harvest and increased volumes for export "o "o
set to offset lower prices, particularly for kiwifruit and apples. ] |

150 \/\/\_/-W\—/_ 150
- Log prices to move sideways due to a lack of demand from the moribund —

100 + 100

Chinese housing sector. Curtailed supply from New Zealand should provide a 50 —Daiy ~ —Meat  — Forestry L 50
price floor. o+ 1o
2008 2012 2016 2020 2024 2028
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“As the economy moves back into better balance,
TERM F TRADE the external deficit should narrow.”

Terms of trade and net exports

o . Ind bi
The goods and services balance should narrow in the near term. 1300 ;"¢ $on 15

Four quarter running totals

- The overall current account deficit narrowed to 6.9% of GDP in 2023, from a 1200 |
peak of 8.8% in 2022.

Looking ahead, the balance on goods and services should improve considerably
over the coming year or so.

. 9 . g o —SNA t f trad r -20
- A pickup in exports at a time of subdued demand for imports will reduce the et expont volumes (ths)

goods deficit in the near term, while the services balance will move back into —Net exports nominal (ths)

surplus as it benefits from the ongoing recovery in foreign visitor arrivals. g0 e Stae e Tesore : : : -35
2000 2005 2010 2015 2020 2025 2030

Forecast
—_—

In addition, we expect a lift in the terms of trade. However, an uptrend in the
terms of trade tends to be accompanied by a trend deterioration in net export

volumes, as increased incomes boost real demand for imports. Current account balance, % of GDP
4 P %f 4
Current account to narrow but remain wider than pre-pandemic level. , Sourees: SIS\ forechate ,
- With interest rates expected to hold above pre-pandemic levels, the primary o m

income (i.e. investment) deficit will likely continue to widen somewhat.

Even so, the overall current account deficit is expected to narrow to a low point
of around 4% of GDP next year, before gradually widening as the economy
begins to strengthen and demand for imports recovers.

— Balance on goods
— Balance on services

-8 1 — Investment income balance
— Current account

'10 T T T T T T T
2010 2012 2014 2016 2018 2020 2022 2024 2026

Westpac New Zealand Economics 14



“We think the RBNZ will be content with ‘almost
INFLATION A

Inflation
Further falls in headline inflation will mainly be related to a gradual easing 10 4% Headline inflation Wt: 10
in non-tradables inflation. 8 - — Non-tradables inflation et | g
. . . . . . — Tradables inflation
- Tradables inflation has largely normalised and is forecast to remain slightly 61 M8
below long-term averages. Non-tradables inflation is falling more slowly and will 4 \__ 4
need to do much of the work to bring inflation closer to 2%. 2 f/\ L5
. . . TWW
We have revised up our forecasts for non-tradables inflation. 5 L\/J\N\/ .
Pricing intentions and costs indicators look consistent with a slow decline in 7 i BN I
non-tradables inflation. A pattern of correlated surprises point to a stickier 200520092013 2017 2021 2025
disinflation process than seen post the Global Financial Crisis.
- We expect non-tradables inflation to settle slightly above long-term average, and RBNZ and Westpac non-tradable inflation forecasts
hence overall inflation won't settle at 2%. Inflation expectations will reflect this. % yr % yr
8" 8
- We think the RBNZ will be content with an ‘almost 2% CPI outcome. S e .
6 - L L6
Risks significant but balanced. 5 NN 5
- Upside risks include a faster than expected recovery in demand and the 4 - - Westpac forecast N
possibility that price pressures are stickier than assumed. Downside risks 3 --- RBNZ Feb 2024 MPS R
include the possibility that tradables inflation weakens below long-term o RBNZ May 2023 MPS r2
averages (e.g. weaker oil prices, Chinese deflation or an earlier NZD recovery) or 11 — Actual M1
if the domestic economy underperforms expectations. 0 ‘ ‘ ‘ ‘ ‘ 0
2020 2022 2024 2026
Westpac New Zealand Economics 15



“Monetary policy will force New Zealand to do the
M NETARY hard yards in 2024 but provide modest easing
Pollcv in 2025.”

Official Cash Rate forecasts

Monetary policy will force New Zealand to do the hard yards in 2024 but 7% o 7
provide modest easing in 2025. g | T estacioreoadt e
— RBNZ February 2024 MPS

- The OCR will remain unchanged this year even though the economy is weak. 57— Market pricing 13 May 2024 m 5
- We see the OCR remaining at 5.5% until February 2025 when it should be clear ] 4
that inflation will settle below 2.5%. 31 r3

2 F2

We have revised up our terminal OCR to 3.75%. 11 L1

Source: Bloomberg, RBNZ, Westpac
- US interest rates are assumed to remain higher for longer given recent inflation T

and growth trends.

New Zealand interest rates will correspondingly need to settle higher to ensure
the NZD is not unduly weakened. The RBNZ is assumed to respond to slowly
falling domestic inflation by partially accommodating it. The additional inflation 30 | robability Probability

Risk distribution for the OCR in May 2025

N . . . — May-24 --- Feb-24 - Oct-23
premium will be built into interest rates.
25 1 Downside risks /‘\(‘"\ Upside risks 25
« Sharper cyclical LAY « Persistent inflation
. - N » F. housi ki L
Risks are evenly balanced. 2071, Feser i core L ey e 20
15 i:flattion i \ . Slowerlriseint . 15
. . . . . . . . - + Faster weakening in A unemployment rate r
Further tightening or delayed easing is feasible if inflation stalls around 3% or if the labour mariet N, peaker exchange ate due
demand picks up sooner/more strongly. 191 N e
o g . 5 F5
Easing could be brought forward to November 2024 if inflation and the labour o
market cool adequately. 0 e 0
3.50 4.00 4.50 5.00 5.50 6.00 6.50 7.00 7.50

Official Cash Rate

Westpac New Zealand Economics 16



“A resilient US dollar and weak New Zealand
economic growth implies a flat NZD/USD
EXCHANG E performance in 2024.”

NzD/USD and US dollar index

The US dollar to remain resilient in the near term. 0.90 | N4DIUSD Index 7o

Westpac
forecasts

— | 80

- The ongoing strength of the labour market and recent higher than expected 0.80 1

inflation outcomes have delayed the Fed’s policy easing cycle. 0.70 | | 90

fwoo

+ 110

- The repricing of the outlook for the Fed has provided broad support to the US 0.60 |

dollar, which now seems likely to remain in place until later this year.
0.50
— NZD/USD (left axis)

NZD/USD to begin strengthening later this year. 040 — US dollar index (right axis, inverted) - 120
. TR . . . 0.30 S“’“'TBSZ‘RB"“Zv‘We‘S‘Pa‘C - R R R L 130
The NZD/USD will likely continue to trade tightly with the US dollar. 000 2008 2008 2018 2o 2020 200a

- We expect the US dollar will begin to soften once the Fed begins easing policy,
likely in September. This suggests that NZD/USD will appreciate over 2025 from

levels that are at the lower end of the range seen over the past two decades. NZD/AUD and 2-yr swap differential

bps NZD/AUD

200 ~ 1.00
NZ dollar will likely underperform against AUD and JPY. 150 | roreeasts
r 0.95
- We see scope for the NZ dollar to underperform on some of the crosses, 100 1
including against the AUD and especially the JPY. 501 - 0.90
0 4
- New Zealand’s large twin deficits - fiscal and current account - provide a 50 | | 0.85
negative point of difference, while the yen is likely to appreciate from historically 00 | oo ;yr swap differential
weak levels as monetary policy in Japan gradually normalises. 5o - 0.80
200 Sources: Macrobond, Westpac 0.75

2010 2013 2016 2019 2022 2025 2028
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“Demand for NZUs remains weak as
hedgers continue to lack certainty on the
PRICES policy framework.”

Westpac New Zealand carbon unit price (NZU mid)

NZU prices continue to be volatile. 100 3 Pertonne $pertonne 4o

Source: Westpac

90 4 r 90

- The first auction of 2024 was partially cleared at a price of $64.
80 + r 80
- This result was a significant improvement on the declined auctions of 2023.
70 + r 70

60 - r 60

Confidence in the NZU market remains fragile.

50 - r 50

Demand for NZUs remains weak as hedgers continue to lack certainty on
the policy framework that the new government will apply to the Emissions
Trading Scheme.

40 - - 40

30

T T T 30
2021 2022 2023 2024

- Additionally, the market lacks clarity on how the Government plans to meet

New Zealand’s emissions targets and the role that the ETS and carbon prices will

play in that effort. Notes:

o . - . . . 1. NZUs trade at high of $88.50
- A significant surplus of NZUs exists (169 million NZUs) that is adding uncertainty s trade at high of $

around the future NZU price path 9. Government announces NZU limit and price control

settings, does not accept CCC recommendations.
- The Climate Change Commission has recommended reducing NZU auction

volumes by around 20 million units over 2025-28. The market is awaiting the

Government’s decisions on these recommendations. This decision is due by
30 September. 5. 13th July - High Court orders Government to reconsider ETS
auction settings.

3. 22 March - Government announces review of ETS.

4. 19 June - Government releases consultation on ETS Review.

Market participants indicate a need for multi-year policy certainty before

. 6. 25th July - Government changes ETS auction price controls
confidence can be fully restored to the NZU market. / & P

and unit volumes more in line with CCC recommendations.

7. 5th Dec ETS auction declined, ETS review cancelled.

Westpac New Zealand Economics 18



THE ECONOMY
IN EIGHT CHARTS

GDP growth House prices
0 % o %
4" 8 35 % .35
Sources: Stats NZ. Westoac Westpac 9 Westpac

3 | forecasts L 6 30 Quarterly % change forecasts - 30
25 1 — Annual average % change r 25

2 1 P4 20 A - 20

1] L 15 L 15
10 A 10

SRV y o S~
1 4 Quarterly % change 0
(left axis)
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THE ECONOMY
IN EIGHT CHARTS conr.

New Zealand commodity prices - world terms Official Cash Rate, 2 year and 5 year swap rates
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ECONOMIC AND
FINANCIAL FORECASTS

New Zealand forecasts

Economic indicators Quarterly % change Annual % change

Dec-23 Mar-24 Jun-24 Sep-24 2022 2023 2024 2025
GDP -0.1 0.1 -0.1 0.3 2.2 -0.3 0.7 2.4
GDP (annual average) - - - - 24 0.6 0.2 1.8
Consumer price index 0.5 0.6 0.8 11 7.2 4.7 2.9 2.9
Employment change 04 -0.2 0.2 0. 17 2.7 0.1 0.9
Unemployment rate 4.0 4.3 4.6 4.9 34 4.0 5.9 54
Labour cost index (all sectors) 1.0 0.9 0.9 0.8 4. 4.3 34 2.5
Current account balance (% of GDP) -6.9 -6.2 -5.7 -51 -8.8 -6.9 -4.4 -4
Terms of trade -7.8 4.6 1.9 1.3 -4.2 -10.6 81 0.8
House price index -0.1 0.7 1.0 2.0 -10.8 -0.9 5.8 6.7

Dec-23 Mar-24 Jun-24 Sep-24 2022 2023 2024 2025
90 day bank bill 5.65 5.67 5.60 5.60 4.26 5.65 5.50 4.50
2 year swap 5.28 4.92 510 5.00 510 5.28 4.80 415
5 year swap 4.84 4.40 4.75 4.65 4.67 4.84 4.55 4.30
10 year bond 5.09 4.69 5.00 4.90 4.31 5.09 4.80 4.50
TWI 70.8 71.6 70.3 70.4 70.8 70.8 70.8 72.0
NzZD/USD 0.60 0.61 0.60 0.60 0.60 0.60 0.61 0.65
NzZD/AUD 0.93 0.93 0.91 0.91 0.92 0.93 0.91 0.91
NZD/EUR 0.56 0.56 0.55 0.55 0.59 0.56 0.55 0.57
NZD/GBP 0.49 0.48 0.47 0.47 0.51 0.49 0.48 0.49
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ECONOMIC AND
FINANCIAL FORECASTS conr.

New Zealand forecasts

Fiscal indicators June years

2021 2022 2023 2024 2025 2026 2027

Total government revenue ($bn) 129.3 141.6 153.0 165.4 169.9 1777 1871
- % of GDP 37.7 38.9 38.7 40.0 8.5 39.7 39.6
Total government spending ($bn) 133.7 151.0 161.8 175.8 178.7 185.4 1931
- % of GDP 39.0 41.5 40.9 49.6 421 41.9 41.0
Operating balance excl. gains and losses ($bn) -4.6 -97 -94 -10.9 -9.2 -81 -6.4
- % of GDP =1.3 -2.7 -2.4 -2.6 =21 -1.8 -1.4
Net core Crown debt ($bn) 1021 128.9 155.3 184.3 191.8 199.8 213.6
- % of GDP 29.8 354 9.3 44.6 44.6 44.6 45.2

International economic forecasts

Real GDP (calendar years) Annual average % change

2020 2021 2022 2023 2024f 2025f
Australia -21 5.6 3.8 21 1.3 2.9
China 2.2 8.4 3.0 5.2 5.2 5.0
United States -2.8 5.9 21 2.5 2.5 15
Japan -4.2 2.2 1.0 2.0 0.7 1.0
East Asia ex China -2.3 4.3 4.5 34 41 4.2
India -5.8 9.1 7.2 7.7 6.5 6.7
Euro zone -6.1 5.6 3.3 0.4 0.5 1.5
United Kingdom -11.0 7.6 41 0.4 0.5 1.3
NZ trading partners -1.5 6.3 3.3 3.4 3.4 3.4
World -2.8 6.3 3.5 883 3.3 3.1
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ECONOMIC AND
FINANCIAL FORECASTS conr.

Interest rates and exchange rates

CPI Interest rates Exchange rates
Annual % OCR 90-day bill 2yearswap 5yearswap | USD Index NZ TWI NzD/USD NzZD/AUD NzZD/GBP NZD/EUR NZD/CNY NzZD/JPY

Mar-24 4.0 5.50 5.67 4.92 4.40 103.0 71.6 0.61 0.93 0.48 0.56 4.4 90.9
Jun-24 3.7 5.50 5.60 510 4.75 1051 70.3 0.60 0.91 0.47 0.55 4.31 93.3
Sep-24 3.0 5.50 5.60 5.00 4.65 104.4 70.4 0.60 0.91 047 0.55 4.30 93.3
Dec-24 2.9 5.50 5.50 4.80 4.55 103.3 70.8 0.61 0.91 0.48 0.55 4.33 93.9
Mar-25 2.8 5.95 5.25 4.55 4.50 1021 71.0 0.62 0.91 0.48 0.56 4.36 992.7
Jun-25 2.3 5.00 4.95 4.40 4.40 100.9 71.4 0.63 0.91 0.48 0.56 4.39 91.5
Sep-25 2.1 4.75 475 4.95 4.35 99.7 7 0.64 0.91 0.49 0.56 4.40 911

Dec-25 2.2 4.50 4.50 415 4.30 98.7 72.0 0.65 0.91 0.49 0.57 4.39 90.4
Mar-26 2.2 4.25 4.25 4.05 4.30 97.9 71.4 0.65 0.90 0.49 0.57 4.33 89.3
Jun-26 2.1 4.00 3.95 4.00 4.95 97.6 711 0.65 0.90 0.49 0.57 4.98 88.1

Sep-26 2.2 3.75 3.85 4.00 4.95 96.7 70.7 0.65 0.89 0.50 0.56 4.95 87.0
Dec-26 2.2 3.75 3.85 4.00 4.95 96.5 70.5 0.65 0.89 0.50 0.57 4.23 85.8
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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.
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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.

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 1and 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. BRO0106), and (b) authorised
and regulated by the Australian Prudential Regulation Authority

in Australia. Westpac is authorised in the United Kingdom by the
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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(9)(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
arelevant 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).

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
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forecast or estimate set out in this Investment Recommendation
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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
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Westpac does not permit any issuer to see or comment on
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and prevention of conflicts in interests associated with the
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