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Down, up...
then down again

In this week’s report we take a look at what's been
happening with inflation, and what key forward indicators
are currently pointing towards. Inflation in New Zealand

is already low. And as we've highlighted in recent weeks,
strengthening headwinds for the New Zealand economy are
expected to result in a marked slowdown in GDP growth
over the coming year. It's a combination of conditions

that means the Reserve Bank will have its work cut out to
achieve a sustained pick-up in inflation back to 2%.

In the year to June consumer price inflation was 0.3%. That's only a touch above the
15 year low it reached in early-2015, and still well below the Reserve Bank’s 1 to 3%
target inflation band.

In large part the current low level of inflation is a result of earlier falls in global oil
prices. But that’s certainly not all that's going on. Excluding petrol prices, inflation in
the year to June was just 0.7% - the lowest it's been in more than 15 years. And that
picture of low inflation is echoed across the range of core inflation measures produced
by Statistics NZ and the Reserve Bank (core inflation measures strips out noisy
movements in prices, giving us a better feel for the trend in inflation).

Dampening inflation over the past year has been broad based softness in import
prices. Over the coming months, the fall in the NZD will see some of this softness
reverse, driving a pick-up in overall inflation. However, this will provide only a
temporary boost to inflation. Also, with petrol prices pushing down again in recent
weeks, it’s likely to be a more modest pick-up than previously anticipated.



Down, up...then down again continued

Looking past the volatility in import prices, a greater concern
for the Reserve Bank is the continued softness in the domestic
components of inflation. Despite firm growth over the past year,
domestic inflation has failed to pick up. In fact, the Reserve
Bank’s sectoral model of core non-tradables inflation has been
trending down for around five years, leaving it at very low
levels. Similarly, wage inflation (as measured by the Labour
Cost Index) hasn’t shown any material pick-up since falling
during 2009’s financial crisis.

There are some areas where we are seeing domestic inflation
lifting. These are mainly related to housing and construction,
with pressures increasingly centred on Auckland. However,
this doesn’t change the more general picture of soft inflation in
New Zealand.

Contributing to the subdued domestic inflation environment in
recent years have been low input costs. In addition, there has
been strong growth in the economy’s productive capacity as a

result of population growth and capital spending by businesses.

This combination of factors has meant that the economy has
been able to grow without generating a significant increase
in inflation.

Looking forward, we expect that the Reserve Bank is going to
have to its work cut out for it in order to get inflation back to
2% on a sustained basis. On top of a rocky global economy,
dairy prices have fallen sharply and the Canterbury rebuild

is levelling off. Given these headwinds, we expect GDP
growth to slow from rates over 3% over the past year, to a
below-trend 1.8% by the end of 2016. The resulting softening
in demand will make it harder for business to push through
price increases. Consistent with this, business surveys have
highlighted that only a very low proportion of firms are currently
planning on increasing prices.

The latest surveys of inflation expectations have reinforced
this soft medium-term outlook for inflation. Expectations play a
key role in determining wage and price setting decisions. And
while we did see some modest pick-up in inflation expectations

Fixed vs Floating for mortgages

With short-term interest rates likely to fall further, borrowers
should feel in no hurry to fix.

Longer-term fixed rates do offer the benefit of stability, but even
those looking to fix may want to wait a while longer.

For borrowers with a deposit of deposit of 20% or more, the

best value probably continues to lie in the two-year ahead and
three-year ahead terms. Four- and five-year rates still seem high
relative to where we think shorter-term rates are going to go over
the next four or five years.

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.

RBNZ sectoral factor model of core inflation
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in the Reserve Bank’s most recent surveys of households
and businesses, this follows very sharp falls over the past
year. Households and businesses continue to expect very low
inflation over the next one to two years.

The above conditions have already seen the Reserve Bank cut
rates by 50bps over recent months, and they have signalled
that some further reduction is likely. Market pricing is currently
consistent with just under 50bps of easing by March 2016.
However, in light of the headwinds for growth and already soft
inflation, we expect that they will need to cut by more, and
more rapidly. We continue to expect that the OCR will drop to a
low of 2% over the coming year.

There will be a number of key data releases over the coming
week. First up will be August business confidence on Monday.
On Wednesday morning we’ll receive the results of the latest
GlobalDairyTrade auction. We'll also receive updates on the
construction sector with building consent numbers for July on
Monday and building work put in place figures for the June
quarter on Thursday.
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The week ahead

NZ Jul building consents
Aug 31, Last: -4.1%

Residential building consents are expected to edge up slightly, as
Auckland continues to expand delivery of housing. This is likely to
include an increasing proportion of multi-unit developments (terraced
housing and apartments) as land value drives higher densities
although there is a lot of variation in multi-unit consents from month
to month.

Growth in Auckland will be offset by declining residential activity as
part of the Canterbury residential rebuild.

NZ housing activity
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NZ Q2 terms of trade
Sep 1, Last: 1.4%, Westpac fic: 1.1%

We estimate that New Zealand’s terms of trade recorded its second
straight increase over the June quarter. No, that’s not a typo.

World dairy prices spiked in Feb/Mar this year in response to short-
lived concerns about drought. Given the typical three-month lag
between pricing and shipment, this meant that prices for dairy exports
were about 8% higher over the June quarter.

Elsewhere, there were modest price increases for wood, wool and
fish, against a small decline in meat prices. Overall, we expect a 2.4%
rise in export prices.

Import prices rose an estimated 1.3%, largely due to a 10% rebound
in oil prices. The NZD was down only slightly on a trade-weighted
basis, suggesting little in the way of imported inflation this quarter.
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NZ Aug business confidence

Aug 31, Last: -15.3%

e Business confidence has fallen sharply in recent months. Notably,
businesses in both the agricultural and construction sectors have

signalled that they expect sharp declines in activity over the
coming year.

Given the magnitude of recent falls in confidence, and the recent
recovery in dairy prices, it wouldn’t be surprising to see a modest
bounce in confidence in August. Nevertheless, business confidence is
expected to remain at low levels.

We'll be closely watching the survey'’s inflation gauges to see how
businesses’ pricing intentions are being affected by the combination
of a lower NZD and a deteriorating demand outlook.

NZ business confidence and inflation expectations
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NZ Q2 building work put in place
Sep 3, Last: 1.5%, Westpac fic: 1.9%

o Residential construction is expected to have been broadly flat over
the June quarter. However, underlying the aggregate numbers is a
shift in the geographic centre of activity. Residential reconstruction
activity in Canterbury is now well advanced and building levels have
levelled off. At the same time, we are seeing strengthening demand
in Auckland.

There is a significant pipeline of non-residential building work in both
Canterbury and elsewhere. We expect growth of around 5.7% over
the June quarter.

NZ real building work put in place
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The week ahead

Aus Q2 company profits

Aug 31, Last: 0.2%, WBC f/c: —1.5%
Mkt fic: —1.8%, Range: —4.5% to 2.0%

e Company profits trended lower in 2014 and are set to take a further
step down.

e For Q2, profits are forecast to decline by 1.5%.

e Miners have been hit by plunging global commodity prices. This was
again the case in the June quarter, with commodity prices in AUD
terms falling —8%aqtr, —16%yr.

e Profits across the broader economy have been mixed, reflective of
uneven conditions. On balance, we anticipate a broadly flat result
for the quarter. Profitability has improved in the consumer related
sectors, as well as construction and finance. By contrast, profits in the
goods distribution sectors have come under pressure.

Aus Q2 inventories

Aug 31, Last: 0.4%, WBC fi/c: 0.5%
Mkt fic: 0.2%, Range: —0.5% to 1.5%

e Private non-farm business inventories are expected to be neutural for
growth in Q2. We anticipate a 0.5% increase in inventory levels in the
quarter, in line with the outcome for the opening months of 2015.

e Firms have responded to the strengthening of household demand by
expanding inventories. Over the past year, inventories ex mining and
ex manufacturing grew by 2.9%, following a flat period in the year to
March 2014.

e However, total inventories rose by a more modest 1.3% over the past
year. The manufacturing sector has been reducing inventories since
2008 and in mining, inventories consolidated over recent quarters.
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Aus Jul private sector credit
Aug 31, Last: 0.4%, WBC fi/c: 0.5%

Aus Jul dwelling approvals
Sep 1 Last: —8.2%, WBC fic: 3.0%

Mkt f/ic: 0.5%, Range: 0.3% to 0.7%

e Credit to the private sector grew 0.5% per month on average over
2015 HA1, to be up 5.9% from the middle of 2014.

e For July, credit growth is forecast to be 0.5%, following a 0.4% rise
in June.

e Business credit has been choppy over recent months, following a
strong six months to February. With new lending, commercial finance,
rebounding of late we expect business credit to advance in July, up
0.3%, after a flat June, to be 4.1% higher than a year ago.

e Housing credit grew by 0.6%, 7.3%yr in June. Low and falling interest
rates and strong investor interest are driving the sector forward.
A similar outcome is likely in July.

Credit momentum
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e Dwelling approvals fell sharply in June, the 8.2% drop driven by a big
reversal in previously strong high-rise approvals. An apparent pull-
forward in Victoria ahead of a new levy on metro area approvals from
July 1 had been expected to hold approvals at a higher level but failed
to do so. Ex high-rise, approvals were actually up in the month, a
testimony both to the steepness of the June high-rise decline and the
sizeable portion this segment now accounts for in total approvals.

e Further weakness is likely in July as the Victorian pull-foward
unwinds. That said, the June drop looks a little overdone — the sharp
fall in high-rise in particular looks like an ‘air pocket’ that should post
a partial reversal. On balance we expect July approvals to lift 3% but
the underlying trend story still looks to be of a strong upswing cycle
that has now passed its peak.

Dwelling approvals, high rise vs the rest
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The week ahead

Aus Q2 net exports, ppt cont’n

Sep 1, Last: 0.5, WBC f/c: -0.4
Mkt f/ic: —0.3, Range: 0.5 to flat

e Net exports have been making a sizeable positive contribution to growth
of late, led by rising resource exports as new projects begin production.
This was evident in Q1, with a +0.5ppt result. However, for Q2, we
expect a sizeable subtraction, forecasting a —0.4ppts contribution.

e Export volumes gave back some of Q1’s surge, down an estimated
2.5%, following a 5% jump. Fewer weather disruptions than usual
early in the year resulted in stronger Q1 shipments of coal and iron
ore. This was partially reversed in Q2.

e Import volumes fell an estimated 0.8% in Q2, following a sizeable
3% rise in Q1. Imports have generally been soft of late, as mining
investment returns to earth, the lower AUD makes overseas travel
less affordable and given the mixed domestic demand backdrop.

Net exports: f/c —0.4ppts in Q2
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Aus Q2 public demand
Sep 1, Last: 0.2%, WBC f/c: flat

e Public demand, representing just over 20% of the economy, has
stalled. A focus on budget repair and a lack of urgency around public
infrastructure are key constraints.

e For Q2, we expect a flat quarter, following a 0.2% rise in Q1. That
would see public demand 1% lower over the year.

e Public consumption is running at around a 2% annual pace, which is
below the long-run average of 3%.

e Public investment, which accounts for a little less than 20% of public
demand, is the key source of weakness. Investment fell 10% over
the past year and a further fall in the June quarter is a risk. Public
construction work slumped 8% in the period. Going forward, an
improvement is likely, as state governments begin to lift spending on
key transport projects.

Public demand: declined over the past year
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Aus Q2 current account, AUDbn

Sep 1, Last: -10.7, WBC f/c: -16.2
Mkt f/c: —15.8, Range: -17.2 to -13.5

e Australia’s current account deficit widened sharply in the June
quarter, to $16.2bn, a $5.5bn deterioration on the March quarter.
This represents —4.0% of GDP, up from —2.7% in Q1.

e The trade deficit blew out to $9.6bn from an originally reported $3.7bn
deficit, revised to —$4.7bn. The slump in the terms of trade continued,
down an estimated 4.3% to be 17% lower than at the end of 2013.

In addition, net exports were a negative in the quarter.

e The net income deficit is expected to continue to narrow, to a forecast
—-$6.6bn, down from —$7.0bn in Q1 and from —$9.2bn a year earlier.
Notably, the returns for overseas investors in Australia have been
under performing those for Australia’s investments abroad.

Current account: f/c —$16.2bn in Q2
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Aus RBA policy announcement

Sep 1, Last: 2.00%, WBC f/c: 2.00%
Mkt f/c: 2.00%, Range: 2.00% to 2.00%

e The Reserve Bank Board is expected to leave interest rates
unchanged in September, for the fourth consecutive month.

e The Bank lowered rates in February and May, taking the cash rate to
2.00% from 2.50%, having been on hold since August 2013. The RBA
is in “watch and see mode”, assessing the impact of this additional
policy stimulus.

e The most recent statement from the RBA was relatively balanced.
The Bank highlighted that the unemployment rate has stabilised of
late and argued that this will continue, ahead of a decline during 2017.

e \We expect rates to be hold on for the remainder of 2015 and in 2016.
As to the risks, they are tilted to the downside, with economic growth
below par and the terms of trade in decline.
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The week ahead

Aus Q2 GDP

Sep 2, Last: 0.9%qtr, 2.3%yr, WBC f/c: 0.4%qtr, 2.2%yr

Mkt fic: 0.4%, Range: -0.1% to 0.7%

e Overall conditions in the Australian economy are lacklustre, with

growth uneven. For Q2, GDP growth is forecast to be 0.4%, with
annual growth edging lower to 2.2% from 2.3%.

e A dip in exports, partially reversing a surge in Q1, will see net exports
subtract 0.4ppts from Q2 growth.

e Domestic demand is forecast to rise by 0.7%qtr, 0.9%yr in Q2, after
stalling in Q1. A late cycle burst of infrastructure work on mining projects
has inflated activity in the quarter, adding 0.5ppts to domestic demand.

e Consumer spending grew a modest 0.5%qtr, 2.6%yr in Q1. We
anticipate a 0.6% rise in Q2, with households lowering their saving
rate to partially offset weak wage incomes.

Australian economic conditions
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Aus Jul trade balance, AUDbn

Sep 3, Last: —2.9, WBC f/c: -3.2
Mkt f/c: -3.1, Range: -3.7 to -2.0

e Australia is running sizeable trade deficits as plunging commodity
prices dent export earnings.

In July, the trade deficit is expected to deteriorate a little further,
widening to $3.2bn from $2.9bn in June.

e Export earnings fell a forecast 1% in the month. Iron ore was hit by lower
prices and fewer shipments, while oil prices also declined in the month.

e Imports are forecast to be broadly flat in the month. The ABS advise
that goods imports edged 0.2% higher and we anticipate that services
will be little changed.

o Note, the Australian dollar slumped in July, down 4% against the US
dollar and 3% lower on a TWI basis. This acts to raise the cost of
imports and boost AUD export earnings.

Australia’s trade position
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Aus Jul retail trade

Sep 3, Last: 0.7%, WBC fic: 0.4%
Mkt f/ic: 0.4%, Range: 0.1% to 0.5%

e Retail sales posted a 0.7% gain in June, driven by a solid 2.2%
rise in household goods retail. Some of this directly linked to new
construction. However we suspect part of the lift also related to
Budget measures encouraging small business investment ahead of
the end of financial year. A similar modest lift in June vehicle sales
retraced in July.

July will see any Budget-related spending lift reverse. Consumer
sentiment also fell quite sharply following renewed instability in
Europe and a slump in China’s sharemarket. However, the evidence
from private sector business surveys and anecdotal reports suggests
Q2 sales momentum has been sustained. Housing-related spending
in particular should remain a solid positive. On balance we expect a
decent 0.4% gain in July.
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US August nonfarm payrolls & unemployment

Sep 4, nonfarm payrolls Last: 215k, WBC f/c: 230k
Sep 4, Last: 5.3%, WBC fic: 5.3%

e Nonfarm payrolls rose 215k in July, following gains of 231k and 260k
in June and May respectively. Three-month average growth stands at
235k; and six-month average growth is 213k.

e In the household survey, the unemployment rate remained steady at
5.3%, thanks to moderate job gains and a steady participation rate.

e In August, we expect to see further robust growth in employment, with
a nonfarm payrolls gain circa 230k likely. Initial claims data continues
to point to a low pace of firing; and the business surveys are
supportive of continued robust hiring. Participation may tick higher,
but the unemployment rate will likely remain unchanged.

US labour market: full employment on horizon

5 ppt Kansas City Fed version ppt
11 1
0 - ro
-1 4 - -1
2] —Momentum M2
-3 1 —Level F-3
-4 L -4
Source: Kansas City Fed, Westpac Economics

'5 T T T T '5
1992 1997 2002 2007 2012

6



Data calendar

Mon 31
Nz Jul building consents
Aug business confidence
Aus Q2 company profits
Q2 inventories
Jul private sector credit
Aug TD inflation gauge, %yr
Eur Aug CPI %yr
us Aug ISM Milwaukee
Aug Chicago PMI
Aug Dallas fed manufacturing survey
Can Q2 current account balance
Tue 01
NZ Q2 terms of trade
Aug QV house prices %yr
Aus Aug Corelogic-RP Data home value index
Jul dwelling approvals
Q2 net exports, ppts cont'n
Q2 current account, AUDbn
Q2 public demand
Aug AiG PMI
RBA policy announcement
Chn Aug manufacturing PMI
Aug non-manufacturing PMI
Aug Caixin PMI manufacturing - final
Aug Caixin PMI services
Eur Aug Markit manufacturing PMI (final)
Jul unemployment rate
Ger Aug Markit manufacturing PMI (final)
UK Jul net lending secured on dwellings
Jul mortgage approvals
Aug Markit manufacturing PMI
us Aug Markit manufacturing PMI (final)
Aug ISM manufacturing
Jul construction spending
Fedspeak
Can Q2 Jun GDP, % annualised
Manufacturing PMI
Wed 02
Nz GlobalDairyTrade auction
Aug commodity prices
Aus Q2 GDP
Eur Aug Markit services PMI (final)
UK Aug Markit construction PMI
us Aug ADP employment change
Aug New York ISM
Jul factory orders
Federal Reserve Beige Book
Thu 03
NZ Q2 building work put in place
Aus Jul retail trade
Jul trade balance, AUDbn
Eur ECB policy meeting
UK Aug Markit services PMI
Ger Aug Markit services PMI (final)
us Initial jobless claims
Jul trade balance
Aug Markit services PMI (final)
Aug ISM non-manufacturing

Fri 04

Ger Jul factory orders

us Aug non-farm payrolls
Aug unemployment rate
Fedspeak

Can Aug Ivey PMI
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Risk/Comment

Demand is being driven by strengthening activity in Auckland.
Following recent sharp falls, confidence is expected to remain low.
Profits hit by lower commaodity prices and uneven conditions.
Inventories rise to meet a lift in household demand. Neutral for Q2 GDP.
Housing supported by lower rates. Business choppy month to month.
Inflation benign consistent with current economic backdrop.

Headline inflation still non-existent; core at 1.0%yr.

Has fallen to low levels in recent months.

Has picked up, but remains moderate.

Remains a little below average.

US demand has been supporting exports.

Temporary drought-induced spike in dairy export prices.

Signs of housing strength spreading beyond Auckland.

Daily index slowed in Aug after big gains June-July. Sydney prices >15%yr.
June's big fall in high-rise looks overdone. Underlying cycle has peaked.
A negative in Q2 as exports dip following surge in Q1.

Current account deteriorates as trade deficit blows out. ToT down sharply.
Public demand has stalled. Declining investment key weakness.
Manufact'g index avg'd 48.7 since April - pluses are housing & lower AUD.
Rates to be unchanged for a 4th consecutive meeting, following 2 cuts.
Flash Caixin scared the horses, manufacturing still under pressure.
Similar level to Caixin version - sub trend but not alarmingly so.

Level close to Krw/Twd reflecting common factor of weak global trade.
Under new mgt release date brought forward to compete with NBS.
Decent, albeit not spectacular, momentum.

Unemployment still very high; a major hindrance for policy.

German manufacturers continue to benefit from EUR.

Lower mortgage rates have boosted the housing market.

Housing market conditions have been strengthening.

Domestic demand has firmed, but export orders remain weak.

Has come back into line with ISM of late.

USD impacting sector, but growth persists.

Revisions to Q2 GDP point to better momentum in construction.

Fed's Rosengren to speak on economic outlook.

Canadian activity is being dampened by fall in oil prices.

RBC measure; momentum lacking, but positive.

Anticipated cutbacks in milk production have lifted dairy prices.
Recent dairy price bounce likely to show through next month.
Net exports swing from +0.5ppts in Q1 to -0.4ppts.

Final read for month; composite at 54.1.

Remains at firm levels.

Undershooting nonfarm payrolls of late.

Businesses reported improved conditions in recent months.
Revisions to durables welcome; overall trend still soft.

Fed reviews regional economic conditions.

Activity is shifting from Canterbury to Auckland.

Budget effects & sentiment hit a drag in July but other indicators +ve.
Deficit widens. Exports -1%, led lower by iron ore. Imports flat.

No change, in stance or in tone of communications.

Remains at firm levels; composite measure at 56.6.

Composite measure at 54.0.

Claims remain at very low levels, consistent with firm jobs growth.
Jul to see slightly wider deficit; USD supportive of imports.

Final release for month; composite at solid 55.0.

Startling strength in Jul; pullback seems assured.

Activity likely dipped in Jul after strong June.

Hiring robust and firing limited; another strong employment print.
Participation may tick higher, but unemp rate to remain unchanged.
Fed's Lacker gives speech "The case against further delay".
Conditions have softened in recent months.



New Zealand forecasts

Economic Growth Forecasts March years Calendar years

% change 2014 2015 2016f 2017f 2013 2014 2015f 2016f
GDP (Production) ann avg 25 3.2 2.1 2.0 2.2 3.3 22 1.8
Employment 3.8 3.2 0.5 2.1 29 3.6 0.9 1.8
Unemployment Rate % s.a. 6.0 5.8 6.5 6.3 6.1 5.7 6.4 6.3
CPI 1.5 0.1 1.6 1.3 1.6 0.8 0.7 1.7
Current Account Balance % of GDP -2.6 -3.6 -5.4 -4.4 -3.3 -3.3 -4.8 -4.8

Financial Forecasts

Cash 2.75 2.25 2.00 2.00 2.00 2.00
90 Day bill 2.70 2.20 2.10 2.10 2.10 2.10
2 Year Swap 2.60 2.30 2.20 2.10 210 2.10
5 Year Swap 2.90 2.70 2.70 2.60 2.60 2.70
10 Year Bond 3.10 2.90 2.90 3.00 3.10 3.20
NZD/USD 0.64 0.63 0.62 0.63 0.65 0.67
NZD/AUD 0.90 0.90 0.89 0.91 0.92 0.92
NZD/JPY 77.4 77.5 76.3 78.7 81.3 84.4
NZD/EUR 0.59 0.59 0.58 0.59 0.60 0.61
NZD/GBP 0.42 0.42 0.41 0.42 0.42 0.43
TWI 69.2 68.9 67.8 69.4 70.7 72.0
2 Year Swap and 90 Day Bank Bills NzZD/USD and NZD/AUD
4.20 - r 420 0.90 - r 1.00
4.00 L 4.00 g::g L 0.98
3.80 - + 3.80 0.84 7 [ o
082 - 0.94
3.60 b 3.60 0.80 L 092
3.40 1 L 3.40 0781 L 0.90
0.76
3.20 L 3.20 0.74 + 0.88
0.72 t 0.86
3.00 - ——90 day bank bill (left axis) t 3.00 0.70 - —NZD/USD (left axis) Yy
250 | —2 year swap (right axis) | 280 222 : —NZD/AUD (right axis) | 082
2.60 ; ; ; ; ; ; 2.60 0.64 : : : : : : 0.80
Aug-14  Oct-14  Dec-14  Feb-15  Apr-15  Jun-15  Aug-15 Aug14  Oct14 ~ Dec14  Feb15  Apr15  Jun15  Aug15
NZ interest rates as at market open on Monday 31 August 2015 NZ foreign currency mid-rates as at Monday 31 August 2015
Interest Rates Current Two weeks ago  One month ago Exchange Rates  Current Two weeks ago  One month ago
Cash 3.00% 3.00% 3.00% NZD/USD 0.6458 0.6539 0.6605
30 Days 3.04% 3.09% 3.13% NZD/EUR 0.5781 0.5883 0.6014
60 Days 2.93% 3.03% 3. 1% NZD/GBP 0.4192 0.4178 0.4223
90 Days 2.92% 2.94% 3. 1% NZD/JPY 78.56 81.26 81.85
2 Year Swap 2.79% 2.88% 2.86% NZD/AUD 0.9028 0.8868 0.9032
5 Year Swap 3.13% 3.18% 3.23% TWI 69.95 70.24 70.41




International forecasts

Fconomic and Financial Forecasts

Economic Forecasts (Calendar Years) 2011 2012 2013 2014 2015f 2016f
Australia

Real GDP % yr 2.7 3.6 21 2.7 24 3.0
CPl inflation % annual 3.0 22 27 1.7 2.2 2.2
Unemployment % 5.2 5.3 5.8 6.2 6.5 6.2
Current Account % GDP -2.8 -4.4 -3.3 -2.8 -3.7 -4.2
United States

Real GDP %yr 1.6 2.3 1.5 24 22 2.8
Consumer Prices %yr 3.1 21 1.5 1.6 0.2 2.0
Unemployment Rate % 8.9 8.1 7.4 6.2 5.4 5.1
Current Account %GDP -2.9 -2.9 -2.2 -2.2 -2.4 -2.4
Japan

Real GDP %yr -0.5 1.8 1.6 -0.1 1.0 1.7
Euroland

Real GDP %yr 1.6 -0.8 -0.3 0.9 1.3 1.1
United Kingdom

Real GDP %yr 1.6 0.7 1.7 3.0 2.5 25
China

Real GDP %yr 9.3 7.8 7.8 7.4 7.0 6.8
East Asia ex China

Real GDP %yr 4.4 4.5 4.3 4.1 3.7 4.0
World

Real GDP %yr 4.2 3.4 34 34 3.1 3.6
Forecasts finalised 7 Aug 2015

Interest Rate Forecasts Latest Sep-15 Dec-15 Mar-16 Jun-16 Sep-16
Australia

Cash 2.00 2.00 2.00 2.00 2.00 2.00
90 Day Bill 213 2.20 2.20 2.20 2.20 2.20
10 Year Bond 2.74 3.00 3.10 3.25 3.40 3.60
International

Fed Funds 0.125 0.375 0.625 0.875 1.125 1.375
US 10 Year Bond 2.19 2.60 2.80 3.00 3.20 3.40
ECB Repo Rate 0.05 0.05 0.05 0.05 0.05 0.05

Exchange Rate Forecasts Latest Dec-15 Mar-16

AUD/USD 0.7180 0.71 0.70 0.70 0.70 0.71
USD/JPY 120.97 121 123 123 124 125
EUR/USD 1.1240 1.09 1.07 1.07 1.07 1.08
AUD/NZD 1.1070 1.11 1.11 1.13 1.11 1.09
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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
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. 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 be 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.

For the purposes of Regulation AC only: Each analyst whose name appears in this
report certifies that (1) the views expressed in this report accurately reflect the personal
views of the analyst about any and all of the subject companies and their securities and (2)
no part of the compensation of the analyst was, is, or will be, directly or indirectly related to
the specific views or recommendations in this report.



