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As good as it gets”?

Last week was the climax of the New Zealand quarterly
data calendar, with March quarter GDP and current account
data released. Both releases printed close to expectations
and contained relatively little to surprise markets,
confirming that the NZ economy is running along at a
decent clip. But our view is that this may well be as good

as it gets (on a quarterly basis at least), and we expect the
pace of growth to moderate a little from here.

New Zealand’s current account deficit narrowed to 2.8% of GDP in the March
quarter. And there were encouraging signs in the detail of the release, which helped
to reinforce the message that New Zealand’s external finances have improved
significantly since last decade.

The March quarter saw a further improvement in the goods balance, thanks to the
turnaround in the performance of the agricultural sector following last year’s drought.
Since then, not only have agricultural export volumes improved, but export commodity
prices (especially dairy prices) have been particularly strong. There was also a solid
improvement in the services balance. Spending by tourists has risen significantly over
the last year or so (despite ongoing strength in the NZD), after being hit hard during
the global financial crisis. The strong performance of the New Zealand economy was
also reflected in improving profits for offshore owned firms. Arithmetically, this is a
negative for New Zealand’s current account balance, but is another sign pointing to
strength in the local economy.

In quarterly terms at least, this is likely to be as good as it gets for the current account
balance for the near future (although in annual terms, the deficit could narrow a little
further in the June quarter as a percent of GDP). The goods balance in particular

is likely to deteriorate a bit under the weight of falling commodity prices. Yet over

a medium-term horizon, we expect commodity prices to remain at elevated levels
(relative to history) thanks to increased integration and trade with fast-growing Asian
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economies, especially China. Combined with a new, more
cautious attitude by consumers toward their own spending,
this should help the current around deficit to eventually settle
around 4% of GDP - a significantly healthier level than the
deficits of nearly 8% of GDP that were achieved in the 2000s.

The 1% rise in GDP over the March quarter was a touch shy
of forecasts, but certainly not by enough to challenge the

key message relayed by the data — that the NZ economy is
growing strongly, and certainly fast enough to continue to put
upward pressure on inflation. As foreshadowed, the biggest
contribution came from the construction sector. The 12.5%
jump in construction activity accounted for around two-thirds of
the increase in GDP over the quarter. Detail provided in earlier
releases showed that while construction activity in Canterbury
continues to lead the charge, there has been a solid lift in

the regions well, most notably form Auckland. Aside from
construction there were also smaller positive contributions from
a wide range of other sectors.

Only three sectors failed to make a positive contribution to
growth in the March quarter: food manufacturing, business
services and wholesale trade. Of these, it is the contraction

in the business services sector which is most significant (the
other two can be quite lumpy from quarter to quarter). This is a
reasonably diverse category and can arguably be regarded as
something of a bellwether for the general economy. It recorded a
second consecutive fall in the March quarter. Partly this reflects
the slowing housing market. The sharp fall in turnover in the
housing market (house sales are down 19% over the last eight
months) has dented real estate and hiring services. But it is
difficult to pinpoint a reason for the remainder of the weakness.

With annual growth now at 3.8%, the economy is growing
much more quickly than the 2-3% pace we would regard as its
potential. That means pressure on resources is building, and
for the Reserve Bank, that’s inflation pressure it is compelled to
respond to by increasing interest rates.

Indeed, higher interest rates are one reason we expect to see
the pace of growth gradually moderate over the remainder of this

Fixed vs Floating for mortgages

We believe that the current 2-3 year fixed-rate specials offer
good value.

The standard fixed rates from around six months to three years
appear to offer similar value, and are a fair reflection of where

we think shorter-term rates are going to go over the next few
years. However, there are a number of specials currently on offer,
particularly for 2-3 year fixed terms, that are substantially below
our expectation for short-term rates over those horizons. Fixed
rates are more likely to rise than fall over the next few months, so
for those who are looking to fix there is little to gain from waiting.

Fixing for four or five years may result in higher interest
payments over the life of the loan than opting for shorter-term
fixed rates. However, these longer-term fixed rates may still be
preferred by those who are willing to pay for certainty.

Floating mortgage rates usually work out to be more expensive
for borrowers than short-term fixed rates, such as the six month
rate. However, floating may still be the preferred option for those
who require flexibility in their repayments.
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Construction
Communications
Non-food manufacturing
Personal & other services
Retail & accommodation
Mining

Transport

Agriculture & forestry
Finance & insurance
Electricity, gas, water
Public admin & safety
Food manufacturing

Business services

Source: Statistics NZ

Wholesale trade

-0.1 0.0 0.1 0.2 0.3 0.4 0.5 0.6 0.7

year and next. Already higher mortgage rates (combined with
LVR restrictions) are proving a headwind for the housing market.
And while consumer spending remains buoyant, the recent
pace of growth has slowed from late last year. Add to this falling
international dairy prices, a downgrade in the forecast payout

to dairy farmers this season, and the ongoing battle of non-
commodity exporters with the high NZD, and the pace of growth
is likely to decline modestly over the next few years (we're
forecasting annual GDP growth to slow to 3.5% by the end of
this year, and 3.1% by the end of next). But a slowdown of this
magnitude won’t be enough to deter the Reserve Bank from the
substantial interest rate tightening cycle it signalled most recently
in the June Monetary Policy Statement.

Looking ahead to this week’s data, of most interest will be the
migration numbers for May, to be released today. Net migration
has been exceptionally strong, in large part driven by fewer
Kiwis departing across the Tasman. There appears to be little
reason to expect a major change in this trend this month, with
the Australian labour market remaining relatively weak. The
Reserve Bank will also be watching with interest. Stronger
migration was identified as an important upside risk to interest
rates in the June MPS.
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The week ahead

China Westpac MNI Consumer Sentiment
June 25 Last: 121.2

e The headline index rose from 117.3 in April to 121.2 in May, a 3.4%
change over the month and 0.4% over the year. The May outcome
is 0.3% below the long run average. The survey indicates that the
anxieties gnawing away at the Chinese consumer through the first
four months of the year lessened considerably in May. The outlook for
employment took a turn for the better, consistent with the improvement
in responses regarding business conditions and family finances.

e Consumers’ attitudes towards real estate were noticeably firmer in
May, despite weak anecdotes on prices and excess supply. This
indicated that households had taken note of the tentative shift in
policy approach in April and early May. With the move towards growth
support no longer tentative, the June outcome depends upon how
much extrapolation consumers indulged in last time around.

Westpac MNI China CSI: an event map

US existing/new home sales in May

Jun 23, Existing: Last: 1.3%, WBC f/c: 2.2%
Jun 24, New: Last: 6.4%, WBC f/c: 1.5%

e Existing home sales fell 15% between July last year and March before
recovering slightly in April. Pending home sales recovered nearly
4% in March-April, with most of that in March. Given the 1-2 months
between signing and closure (EHS are recorded at closure), most of
those sales would have closed by May; hence, we expect a 2.2% rise.

o New home sales recovered 6.4% in April after falling a revised 6.9% in
March (from —14%). Even so, April's annualised sales pace of 433k was
lower than during the harsh winter earlier this year and lower than most
of 2013. Sales peaked around 450-459k on five occasions between
Jan 2013 and Jan 2014. The recent up-tick in homebuilder confidence
suggests that sales pace might be approached later this year, although
not in May, especially given falling single family house starts.

US housing sales
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US May durable goods orders: mostly firmer signals
Jun 25, Last: 0.6%, WBC fic: 1.0%

e DGOs rose 0.6% in April, buoyed by a 39% increase in defence
orders. Ex defence, orders fell 1.0%, with autos, civilian aircraft and
core capital goods orders ex defence & aircraft all falling, the last by
1.2% after a cumulative gain of 4.8% in the previous two months.

e |ISM factory orders rose to their high for the year so far at 56.9 in May,
but are still well down from the 61-65 readings of Aug-Dec last year.
Boeing orders rose from 70 to 99 in May, unlikely to be much of a rise
after seasonal adjustment. Auto production and business equipment
output were both up sharply in May. These signals suggest a positive
headline, including a renewed gain in core capital goods orders in May.

Apr-90  Apr-94  Apr-98 Apr-02 Apr-06 Apr-10 Apr-14

US May core PCE deflator & personal inc/spending

Jun 26, Core PCE deflator: Last: 0.2%, WBC f/c: 0.2%
Jun 26, Personal income: Last: 0.3%, WBC f/c: 0.4%
Jun 26, Personal spending: Last —0.1%, WBC f/c: 0.3%

e Personal spending fell 0.1% in April, mainly due to a 0.5% fall in durables
spending; services fell slightly after strong gains through the winter, and
spending on non-durables slowed to just 0.1%. Personal income rose
0.3%, slightly below the Q1 average of 0.4%; the core PCE deflator posted
back to back 0.2% gains in March-April after eight months of 0.1% gains.

o Near stalled May retail sales outside of auto sales points to only a
modest recovery in personal spending, though household services
consumption retains the ability to surprise in either direction. Personal
income growth will have picked up a little, with both hourly earnings
and hours worked rising 0.2% in May.

e The core CPI was rounded up to 0.3% in May, but the core PCE
deflator should print another 0.2%. Watch for back revisions.
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Data calendar
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Risk/Comment

Strong immigration trend is being closely watched by RBNZ.
Details favourable, despite downward revision b/w flash & final.
Other Jun surveys have been mixed, with expectations lowered in
some, but ECB policy action should be well-regarded.

Tentative date for Nationwide index due 23-30/6

Tentative date for Hometrack index due 23-27/6

Based on 80 or so data inputs, not a business survey.

Markit PMI has painted different picture of factory sector to ISM.

Pending home sales suggest modest gain.

Economy can't sustain Q1 growth pace in Q2 says Buba.

BBA data covering about 70% of the market.

S&P Case Shiller 20 city index.

FHFA index.

Weekly data suggests gain.

Lost altitude since late last year, in contrast to NY, Philly indices.
Slight upswing resumed.

Plosser

More easing now in the pipeline, and firmer official data in May.
Surveyed early Jun, but labelled Jul. Apr-Jun was highest since 2007.
Reported sales. Recent Easter-related volatility also in ONS data.
Economy went backwards rapidly in Q1.

Underlying story less soft.

Better tracking with ISM services than with factory index.

Core CPI was 0.3% in May but core PCE likely to round down to 0.2%.
Hourly earnings and hours worked rise 0.2% in May.

Near stalled May retail sales outside of auto sales.

Claims downtrend stabilised again.

Steady climb since late last year.

Bullard and Lacker.

Uptrend since late 2013 now well underway.

Solid surplus likely despite some moderation in key export prices.
A modest firming outside of the mining and metals smelting place.
Other Jun surveys have been mixed, with expectations lowered in
some, but ECB policy action should be well-regarded.

EU harmonised measure.

Tentative date.

More detail on above trend growth.

Deficit data volatile and often revised.

Confidence has roared higher over past year, in line with house prices.
Weekly data suggest gain.

Apr saw first fall since Oct last year.



New Zealand forecasts

Economic Growth Forecasts March years Calendar years

% change 2013 2014e 2015f 2016f 2012 2013 2014f 2015f
GDP (Production) ann avg 23 3.3 3.7 3.1 25 2.9 3.8 3.2
Employment 0.4 3.8 2.5 2.0 0.4 29 29 2.4
Unemployment Rate % s.a. 6.2 6.0 53 4.9 6.8 6.0 5.5 4.9
CPI 0.9 1.5 1.9 2.6 0.9 1.6 1.7 2.6
Current Account Balance % of GDP -3.9 -2.8 -4.0 -4.4 -4.1 -3.4 -3.0 -4.6

Financial Forecasts

Cash 3.25 3.50 3.75 4.25 4.25 4.50

90 Day bill 3.40 3.70 4.00 4.30 4.45 4.60

2 Year Swap 4.20 4.40 4.60 4.80 4.90 5.00

5 Year Swap 4.60 4.80 5.00 5.10 5.20 5.30

10 Year Bond 4.50 4.60 4.80 4.90 5.00 5.05
NZD/USD 0.86 0.86 0.85 0.84 0.84 0.84
NZD/AUD 0.93 0.94 0.94 0.93 0.91 0.90
NZD/JPY 87.7 86.4 85.0 84.8 85.7 86.5
NZD/EUR 0.63 0.63 0.64 0.64 0.63 0.63
NZD/GBP 0.51 0.51 0.52 0.51 0.51 0.51

TWI 79.9 79.9 79.9 78.9 78.3 78.1

2 Year Swap and 90 Day Bank Bills NzZD/USD and NZD/AUD
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NZ interest rates as at market open on Monday 23 June 2014 NZ foreign currency mid-rates as at Monday 23 June 2014
Interest Rates Current Two weeks ago  One month ago Exchange Rates  Current Two weeks ago  One month ago
Cash 3.25% 3.00% 3.00% NZD/USD 0.8702 0.8501 0.8542
30 Days 3.42% 3.03% 3.27% NZD/EUR 0.6403 0.6231 0.6270
60 Days 3.49% 3.11% 3.34% NZD/GBP 0.5114 0.5058 0.5074
90 Days 3.57% 3.42% 3.41% NZD/JPY 88.85 87.13 87.10
2 Year Swap 4.15% 3.95% 3.96% NZD/AUD 0.9284 0.9103 0.9249
5 Year Swap 4.53% 4.41% 4.40% TWI 80.98 79.25 79.79




International forecasts

Fconomic and Financial Forecasts

Economic Forecasts (Calendar Years) 2010 2011 2012 2013 2014f 2015f
Australia

Real GDP % yr 2.2 2.6 3.6 24 3.2 3.0
CPl inflation % annual 2.8 3.0 2.2 27 25 2.6
Unemployment % 5.2 5.2 5.3 5.8 6.2 5.9
Current Account % GDP -3.5 -2.8 -4.1 -3.2 -2.5 -2.0
United States

Real GDP %yr 25 1.8 2.8 1.9 1.7 26
Consumer Prices %yr 1.6 3.1 21 1.5 1.6 1.6
Unemployment Rate % 9.6 8.9 8.1 7.4 6.5 5.9
Current Account %GDP -3.0 -2.9 -2.7 -2.3 -2.3 -2.3
Japan

Real GDP %yr 4.9 -0.3 1.5 1.5 1.3 1.3
Euroland

Real GDP %yr 2.0 1.6 -0.6 -0.4 0.8 1.0
United Kingdom

Real GDP %yr 1.7 1.1 0.3 1.8 2.6 2.1
China

Real GDP %yr 10.4 9.3 7.7 7.7 7.2 7.6
East Asia ex China

Real GDP %yr 7.8 4.4 4.0 4.0 4.2 5.0
World

Real GDP %yr 5.2 3.9 3.2 3.0 3.1 37

Forecasts finalised 6 June 2014

Interest Rate Forecasts Latest Jun-14 Sep-14 Dec-14 Mar-15 Jun-15
Australia

Cash 2.50 2.50 2.50 2.50 2.50 2.50
90 Day Bill 2.70 2.60 2.55 2.55 2.55 2.65
10 Year Bond 3.67 3.90 4.00 4.10 4.30 4.50

International

Fed Funds 0.125 0.125 0.125 0.125 0.125 0.125
US 10 Year Bond 2.61 2.60 2.70 2.80 3.00 3.20
ECB Repo Rate 0.15 0.15 0.15 0.15 0.15 0.15
Exchange Rate Forecasts Latest Jun-14 Sep-14 Dec-14 Mar-15 Jun-15
AUD/USD 0.9410 0.92 0.91 0.90 0.90 0.92
USD/JPY 101.85 102 101 100 101 102
EUR/USD 1.3624 1.36 1.35 1.32 1.32 1.33
AUD/NZD 1.0793 1.07 1.06 1.06 1.07 1.10

o
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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.

Disclaimer

Things you should know: Each time someone visits our site, data is captured so that we
can accurately evaluate the quality of our content and make improvements for you. We
may at times use technology to capture data about you to help us to better understand you
and your needs, including potentially for the purposes of assessing your individual reading
habits and interests to allow us to provide suggestions regarding other reading material
which may be suitable for you.

If you are located in Australia, this material and access to this website is provided to
you solely for your own use and in your own capacity as a wholesale client of Westpac
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and access
to this website is provided to you as outlined below.

This material and this website contain general commentary only and 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 and this website
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 and this website 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.
The forecasts given in this material and this website 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.

Transactions involving carbon give rise to substantial risk (including regulatory 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. Statements
setting out a concise description of the characteristics of carbon units, Australian carbon
credit units and eligible international emissions units (respectively) are available at www.
cleanenergyregulator.gov.au as mentioned in section 202 of the Clean Energy Act 2011,
section 162 of the Carbon Credits (Carbon Farming Initiative) Act 2011 and section 61 of
the Australian National Registry of Emissions Units Act 2011. You should consider each
such statement in deciding whether to acquire, or to continue to hold, any carbon unit,
Australian carbon credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of Westpac
Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited can be
obtained at the internet address www.westpac.co.nz. Westpac Institutional Bank products
and services are provided by either Westpac Banking Corporation ABN 33 007 457 141
incorporated in Australia (New Zealand division) or Westpac New Zealand Limited. 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. Download the Westpac NZ QFE Group
Financial Advisers Act 2008 Disclosure Statement at www.westpac.co.nz.

China, Hong Kong, Singapore and India: 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 activity.

Westpac Shanghai and Beijing Branches hold banking licenses and are subject to
supervision by the China Banking Regulatory Commission (CBRC). Westpac Mumbai
Branch holds a banking license from Reserve Bank of India (RBI) and subject to regulation
and supervision by the RBI.

Disclaimer continued overleaf.
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Disclaimer continued

U.K.: Westpac Banking Corporation is registered in England as a branch (branch number
BR000106), and is authorised and regulated by the Australian Prudential Regulatory
Authority in Australia. WBC is authorised in the United Kingdom by the Prudential Regulation
Authority. WBC is subject to regulation by the Financial Conduct Authority and limited
regulation by the Prudential Regulation Authority in the United Kingdom. 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 material and this website
and any information contained therein is directed at a) persons who have professional
experience in matters relating to investments falling within Article 19(1) of the Financial
Services Act 2000 (Financial Promotion) Order 2005 or (b) high net worth entities, and
other persons to whom it may otherwise be lawfully communicated, falling within Article
49(1) of the Order (all such persons together being referred to as “relevant persons”). The
investments to which this material and this website 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 material and this website or any of its contents. In the same
way, the information contained in this material and this website is intended for “eligible
counterparties” and “professional clients” as defined by the rules of the Financial Services
Authority and is not intended for “retail clients”. With this in mind, Westpac expressly
prohibits you from passing on the information in this material and this website to any third
party. In particular this material and this website, website content and, in each case, any
copies thereof may not be taken, transmitted or distributed, directly or indirectly into any
restricted jurisdiction.

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
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