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A NOTE
FROM KELLY

Nearing the finish line.

For almost two years the economy has been in a "rolling maul” recession where one quarter
of flat or slightly negative growth has merged seamlessly into another. This has been driven
deliberately by a Reserve Bank aiming to bring high sticky inflation back to target.

Some hard yards have been covered in the last three months. Increased pessimism among
households and businesses about when rate relief might come, combined with hawkish RBNZ
rhetoric has prompted more rapid adjustment. We now find ourselves with a noticeably
weaker economy and labour market that looks much more likely to push inflation back towards
2% given time. Population growth will slow as migration inflows fall off sharply due to fewer
opportunities available in the NZ labour market.

These developments now give the RBNZ room to consider tempering restriction. Inflation is now
just a touch above the top of the range and the lowest it has been in three years. That finish line
now looks tantalisingly close.

It's likely to remain tough for businesses and households for the rest of the year but
improvement should be evident as OCR cuts, now expected to begin four months earlier than
previously thought, hit the bloodstream and give some relief.

We don't expect growth in 2025 to be stellar - the global growth environment remains subdued
and fiscal policy increasingly restrictive. But lower rates here and abroad will support better
times ahead. Firmer commodity prices will be a welcome relief for farmers.

Inflation still has a way to fall to 2% - hence we don't see the RBNZ cutting either fast or deep.
But by early 2026 rates should be close to neutral levels. The pace at which we get there will
depend on how rapidly inflation approaches the target midpoint over coming quarters.

Almost there .... finally.

Westpac New Zealand Economics




“The latter part of 2024 will be tough for many New
VERVIEW Zealand households and businesses. However,

a gradual recovery is expected to take hold

from 2025.”
GDP growth
. % yr % yr
Still some hurdles to clear. 8 -8
— Total growth }/;/;SSZ;‘;
- The slow “rolling maul” recession seen over the past two years appears to have 61 _ Per capita growth —> 6

given way to a steeper downturn in recent months. We estimate that economic
activity contracted 0.6% in the June quarter, with a further 0.2% fall in the

September quarter. 2 W M / 2
0 0

- The trend weakness in activity reflects continued high inflation and interest \/
rates, relatively subdued global demand and more restrained government 2 1 \/ b / L2
spending. The weakness in activity through the middle part of this year likely P N S U
reflects the sharper adjustments that households and businesses have made 2006 2009 2012 2015 2018 2021 2024

due to increased pessimism on when interest rates might ultimately fall.

- We now see-the labour market turning down more sharply. Unemployment is set Key economic forecasts
to reach a higher peak of 5.6% next year.

. Inflation is set to re-enter the target band in the September quarter this year 2023 2024() 2025(f) 2026(7)

and move closer to the target midpoint over the course of 2025/26 as domestic GDP growth (% year) -0.2 02 2.0 25
inflation pressures fall. This will allow the RBNZ to begin a gradual easing Inflation (% year end) 47 25 22 21
Unemployment rate (%) 4.0 54 5.6 4.9

cycle from October. Hence recent pessimism about interest rates should

soon dissipate. House prices (% year end) 0.6 0.5 6.4 41
Official Cash Rate (%) 5.50 5.00 4.00 3.75
- Those conditions will lay the groundwork for a gradual recovery in economic
activity from 2025. We also expect to see the housing market turning higher
again over the year ahead, with house prices to rise by 6% in 2025.
Westpac New Zealand Economics 4



“Cost and interest rate pressures are easing, but
the weaker labour market will keep households on

the defensive.”

Private consumption spending

% %
Pressures on household finances to eventually ease. 8" e
— Previous forecast forocncts
Household finances remain under pressure, as ongoing increases in living 61  — Updated forecast T le
costs, high interest rates, and now a quickening downturn in the labour

market constrain demand. Retail sales fell 4% in the first half of the year, with 41 F 4
discretionary spending particularly weak. Despite tax cuts, we expect spending

. . o . o 2 A 2
will remain restrained over the remainder of this year.
- Spending is expected to gradually strengthen over 2025, but the overall profile 0 U 0
for consumer spending is weaker than forecast in May. Lower inflation and | s sz vospac )
mortgage rates combined with income tax cuts and other stimulus measures 2006 2010 2014 2018 2022 2026

will help disposable incomes. But higher unemployment will constrain some.

Mortgage borrowers have shifted to shorter term rates, and as such look better

. . Official Cash Rate and mortgage rates
placed to benefit sooner from the lower interest rates we now expect.

9 " g
— Two-year rate }/c\)l:aesctg;cs
The direction of the labour market and interest rates are key risks. 81— Oneyearrate ke
7 A F7
. . — Official Cash Rate

- Should the labour market weaken more sharply, increased concerns about job 6 - L6
security could see a deeper and more protracted downturn in spending. 5 _'H_‘_LL‘_ 5
. - . . 4 -4
- On the upside, the likelihood of earlier rate cuts from the RBNZ than previously 5 | |,
anticipated will be welcome news for many households, and could lift sentiment 5 | L,
and support a faster recovery in spending. . »
O Source: RBNZ, Westpac 0

2015 2017 2019 2021 2023 2025
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“House prices are set to remain in the doldrums for
2024 but will recover over 2025 and 2026 as lower

interest rates offset weaker population growth.”

Sales-listings versus house price growth

Housing is weak, reflecting a significant supply/demand imbalance. 6o | S7Ies o Listing ratio Flouse prices, %7 35
55 | — Sales to Listing ratio (Left axis) L 30
House sales have dropped away as still-high interest rates and weaker growth 50 | — House prices (Right axis) L 25
and employment prospects have deterred buyers. 45 1 Souce: Realstateconz, - 20
40 | REINZ, Macrobond, Westpac 15
- The number of homes available for sale has remained elevated, leading to a 35 | 10
significant supply/demand imbalance. That’s driven prices backwards, even with 30 1 5
the growth in population and in rents. 25 - 0
20 5
. S . 15 - -10
Weak momentum in 2024 will give way to strength in 2025 and 2026. 10 | | | | | 45
. . . 2017 2018 2019 2021 2022 2023
- The weak economy and supply overhang will keep a lid on prices over the
remainder of 2024. Weaker migration and population growth will also constrain
the market. House price growth vs interest rates
Prospects will improve in 2025 and 2026 as lower interest rates have their 4 Annual change in 1 yr swap rate House prices, %yr
impact. We see 6.25% growth in 2025 and 4% growth in 2026. 3 | Soure REINZ RENZ, Macrobond, Westpac b 125
. - - 20
. . . . . . 2026 r
Upside risks stem from interest rate reductions, downside risks from the 4] M ’\/\’}}J 7 :2
labour market. 0 / W \erl Juf'f &5
Lower interest rates could reignite the market more quickly than forecast - T pore s
especially if the broader economy responds well. 2 s, iarted) T
PR . 3 A . . . L _
- A steeper or more protracted lift in the unemployment rate and weaker income , ~— House prices (right axis) ;2
growth could see a slower recovery if potential buyers are constrained. 2010 2014 2018 2022 2026
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“We expect a pronounced reversal in net migration

M IG RATION flows as departures of New Zealanders remain high
and fewer foreigners arrive or stay, given the weak
NZ labour market.”

Migration flows, annual sum

Net migration set to fall to zero by the end of 2025. 300 200 08 300

250 Inflows forecests |- 250

Net migration has eased substantially from its record highs over the past 200 | Outflows | o0

year, driven by both a slowing in foreign arrivals and rising departures by New 150 | T Netmigration | 150
Zealanders. Annual population growth will fall from 3% to as low as 0.4%. 100 |

+ 100
- The surge in arrivals in 2022-23 reflected a catch-up after the Covid border 50 i /\/\ \/- 50
0 e 7 0

closure. Combined with the slowing domestic economy, most employers are no

o -50 + r -50
longer facing the pressure of worker shortages. 00 100
Departures of New Zealanders to Australia are likely to remain high over the year B L e ek 150
h . . . 2002 2007 2012 2017 2022 2027
ahead. Job prospects are relatively more favourable in Australia, and we expect
the unemployment rate there will rise more gradually than in New Zealand.
- We expect the balance to return to a net inflow of around 40k a year over the Migration by New Zealanders to Australia
longer term. New Zealand remains a relatively attractive destination for much g 0005 % 4,
of the world, and our economic performance should return more in line with our . NZ unemployment rate vs Australia (right axis) | o5
peers once inflation is tamed and interest rates can fall. . — NZ departures to Australia (left axis) - 20
1 F1.5
12 A /\f 1.0
Risk is for a swing towards net outflows, as an echo of recent inflows. 10 - / - 05

i oy

Westpac

Recent migrant arrivals have been heavily weighted towards those on work z | oreosae| 10
visas, leaving them in a relatively insecure position as job opportunities wane. .l "1 as
This could prompt a sharp rise in non-New Zealand outflows, which haven’t ) 2.0
0

been a feature of this cycle so far. 7 jﬁ

Sources: Stats NZ, ABS, Westpac

2004 2007 2010 2013 2016 2019 2022 2025
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“The protracted slowdown in the NZ economy,
and the increased availability of workers, have

significantly shifted the balance of pressures on
MARKET employment and wages.”

Employment growth and unemployment rate

We expect the unemployment rate to peak at 5.6% next year. 10 %Y % g
. . . . Employment, annual change (left axis) gf:ég:é

- The cooling economy over the last couple of years is now being accompanied by 81 _ Unemployment rate (right axis) — 18

a more substantial softening in the labour market. Unemployment began rising 6 - L7

gradually from 2022 but has picked up the pace in recent quarters.

4 A -6
- Employment growth is expected to turn negative in the year ahead as job losses 2 | /\ 5
increase. Slowing net migration will also mean substantially lower growth in the 0 .

working-age population.

2 1 -3
Sources: Stats NZ, Westpac
Easing wage inflation is the last shoe to drop in the cycle. “ooe | 2006 2010 aoa s 20em | 2
- Annual wage growth has now turned down from its peak, although this has
been partly masked by the remaining stages of public sector pay agreements. RBNZ measures of labour market tightness
We expect wage inflation to slow further in the face of a softer jobs market ndex Yoyt
and reducing pressure for cost-of-living increases. Labour costs make up an 1 — Vacancy to unemployment ratio °
important part of the remaining ‘stickiness’ in domestic inflation. o — Labour as the main limiting factor F5

35 4
30 -
Unemployment could go even higher if labour hoarding is unwound. 25 |

— Labour Cost Index, private sector (right axis)

Indicators of labour market balance suggest a significant amount of slack, a
marked turnaround from the worker shortages of previous years. As long as
domestic demand remains subdued, firms may become less inclined to hold on |
to existing workers. T Sous Sl N2 NER, Wesiac caelaons
2001 2004 2007 2010 2013 2016 2019 2022

Westpac New Zealand Economics 8



“Operating cost inflation is slowing, but sluggish
BUSINESS consumer demand means margins and
SECTOR profitability are weak.”

Businesses’ forward orders

Trading conditions have become increasingly tough. 8o ;N9 e g
financial and
Businesses across the economy have reported an increasingly tough operating 70 eeoen L 70
environment in recent months, with falls in sales and forward orders. There has
been notable softness in the construction, retail and hospitality sectors, and 60 1 r 60

an increase in business closures. Many SMEs, who often have smaller financial

buffers, have been doing it particularly tough. ]

r 50

- While operating costs aren’t rising as quickly as they did in recent years, they 40 7 40
are continuing to push higher. And with softening demand, it’s increasingly hard % Soures usinessZ. Westpc | %
to pass on those increases to consumers. That’s resulted in further pressure on 2007 2010 2013 2016 2019 2022

operating margins.

Many businesses have scaled back plans for hiring and we have seen mounting

. . - . . Business profitability and investment
job losses in sectors like construction and parts of the services sector. Plans for

capital expenditure have also been wound back. a0 o We:ptx
— Profitability (advanced 1yr, right axis) forecasts [ 60
30 1 — jnvestment spending, plant and equipment (left axis) |~
Risks centre around the strength of demand. 20 - 30
- With challenging trading conditions, we could see further business closures, 101 M[z‘\\ /\\ / 0
while plans for capital expenditure and hiring could be scaled back by even 0 0
more than assumed. 10 | fs/
- On the upside, interest rates have started to fall and consumer sentiment is -20 1 [0
showing tentative signs of stabilising. That could signal a faster recovery in g | tAER Swenzespee L1 g
trading conditions over the year ahead. o7 2002 2007 2012 2017 2022 2027
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“Building activity is likely to remain weak over the
CONSTRUCTION year ahead with high costs and weak economic

conditions discouraging new development.”

Residential building and consent numbers

. . il Numb
Costs and interest rates remain a handbrake on new development. 6000 *™ Ut 5000
Residential building work (left axis) }Nestpatc
Residential building is set to continue trending down over the coming year as the 5000 | — Building consents (monthly, right axis) — | 4000

existing pipeline of projects is worked off. Weakness in the housing market and Sourees: Macrobond, Stats N2, Westpac
high interest rates mean fewer new projects have been coming to market, with 4000
residential consent numbers down nearly 25% over the past year.

r 3000

+ 2000
- There are large amounts of office space and industrial buildings in development.
However, softness in economic conditions continues to weigh on the amount of 2000 +
retail and hospitality space being developed.

+ 1000

1000 T T T T T T T T T T T T T T T T T T T T
2005 2010 2015 2020 2025

While spending on infrastructure continues to climb at a brisk pace, the
amount of work being completed is rising more gradually because of continued
cost increases. There is a large amount of work planned by central and local

; . : Value of commercial building consents (annual)
government (including maintenance work).

3,000 5™ Sm 3,000
— Factories, industrial, and storage space
Regulatory changes could support faster development activity. 2,500 { — Office - 2,500
. . . . — Sh d rest t:
In the near term, softness in economic activity could see a further downturn 2000 | o opeenaresiatan - 2,000
in the number of residential and commercial projects coming to market. In 500 | 1500
addition, cost increases and funding pressures could also be a constraint on the ’ '
pace of infrastructure work, especially for local authorities. 1,000 - - 1,000
Policy changes allowing for greater housing densification, as well as measures 500 - - 500
aimed at speeding up the planning process for infrastructure projects, could o | SersesNz | | 0
support a faster turnaround in construction activity. 2015 2017 2019 2021 2023
Westpac New Zealand Economics 10



“Achieving a fiscal surplus and the Government’s
FISCAL long-term debt goal will be difficult. Ratings

agencies will be watching.”

Operating balance (OBEGAL)

Operating surpluses remain a distant prospect. 6 1% °fGDPAct 3 % ofGDP -
- u Forecast
4 1 o -4
- Budget 2024 signalled a period of sustained government spending restraint. — Budget 2024
. . . . . . 2 1 — Westpac r2
However, due to personal tax cuts, overall fiscal consolidation (i.e. a decline in . /\ .
operating deficits) will not begin until the 2025/26 year. \/
2 -2
- We expect that mounting pressures, due to recent rapid population growth, will 41 | 4
cause spending to rise a little more quickly than forecast in Budget 2024. 5] | &
- Additionally, our economic view implies that the tax base will grow more slowly 8 Source: NZ Treasury, Wesipac [
than estimated in Budget 2024. Hence, we forecast that the OBEGAL will remain -10 -10

in deficit until 2028/29 - one year later than forecast in Budget 2024. 2008 2011 2014 2017 2020 2023 2026

The Government debt programme is likely to be revised higher. Net core Crown debt
- Our forecasts imply a larger borrowing programme than set out in Budget 2024. 5o % of GDP %ofGDP o
As a result, for the foreseeable future, net core Crown debt will not enter the 45 { — Actual %: - 45
20-40% of GDP range that the Government has set as a long-term goal. 40 1 — Budget 2024 - 40
351 r 35
- Absent more favourable economic conditions than we expect, faster progress 30 | Westpac Lo .
will require the Government to run a tighter policy, through some combination of 25 - deptacel 25
lower spending and new revenue initiatives. 20 1 - 20
15 4 r 15
- Ratings agencies will be watching to see whether the Government sticks to its 10 Forecast L 10

fiscal plan. Further fiscal slippage could see NZ’s credit rating downgraded. 5 1 g ouroes N2 Troasury, Westpas

0

2008 2011 2014 2017 2020 2023 2026

Westpac New Zealand Economics n




“The global backdrop remains generally supportive
GLOBAL although there are some risks on the horizon.”

OUTLOOK

Growth forecasts, major trading partners

Trading partner growth to remain at a slightly subpar pace. 4 s

| Sources: Macrobond, Westpac forecasts L] Average 2009-2019
u Average 2020-2023
m 2024f
m 2025f

New Zealand’s trading partners are forecast to grow 3.3% this year - slightly
less than last year and a little below long-run averages. Growth in most
advanced economies should lift as monetary policy settings normalise.

2026f

- Our assessment of the near-term growth outlook in China has been revised
lower. Chinese growth should continue to slow as consumers are constrained by
unfavourable demographics and a weak property market.

O AN W OO N ©
Ly

T

O AN WM OO N ©

Australia  China United Japan EastAsia Euro Nz
States ex China zone trading

Monetary policy easing is drawing closer in many jurisdictions. partners

- With recent US inflation data more encouraging, the Fed is expected to

commence a policy easing cycle in September, as we forecast previously. Global central bank policy rates
- The ECB and BoE will likely continue the gradual policy easings they began mid- ;% %
Sources: Bloomberg, Westpac Westpac

year, while the RBA is expected to begin easing before year-end. By contrast, a | forecasts

slow tightening cycle will likely continue in Japan. | —red --EcB —8oE —rReA

There are both upside and downside risks to the outlook.

'
7
,
4
4
/
,
,
,
/
T T T T
& w

Lingering services inflation could delay/limit policy easing and undermine
growth. Geopolitical tensions and the outcome of the US election present risks
to inflation, trade and growth.

- Afaster decline in inflation could support a stronger upswing in global demand. 2012 2014 2016 2018 2020 2022 2024 2026

Westpac New Zealand Economics 12




EXPORT
VOLUMES

Growth in merchandise exports is likely to remain subdued.

Merchandise export volumes are on track to be a bright spot this year, posting
growth of close to 5%. In part this reflects a natural rebound in horticultural
exports following last year’s storms.

Looking ahead, New Zealand’s ability to further expand agricultural exports

is constrained by limitations on land-use and environmental considerations.
So, while neither global demand nor the exchange rate are an impediment to
growth, we expect exports will continue to trend down as a share of GDP.

Tourism recovery now proceeding at a slower pace.

- A strong uplift in inbound visitor arrivals in 2023 has given way to a slower pace
of recovery in recent months. Arrivals in the year to May were about 83% of 2019
levels, not least due to continued weak arrivals from China (57%).

- Of New Zealand’s major markets, only the US is operating close to 2019 levels.
Even here, arrivals have declined in recent months following a strong summer.
Australian visitor arrivals are tracking at around 90% of 2019 levels.

Looking ahead, easing financial pressures on households should support further
recovery, although the pre-pandemic peak may not be surpassed until early
2027. While we remain optimistic about the long-term growth potential from the
Chinese market, arrivals could continue to disappoint in the near term.

Westpac New Zealand Economics

“Improved climatic conditions are boosting primary
sector exports, but land-use and environmental
constraints means it's difficult to grow exports as

a share of GDP”

Goods exports - contributions to growth

'
N
I

o
|

' '
[« £
I

N e (o2} [e2)
I

%

%,

Tourist arrivals by citizenship

5,

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

mn
Sources: Stats NZ, Westpac

uNZ

mChina m=mUS
UK Other

m Australia

Westpac
forecasts
R —

| =mDairy mmMeat Westpac
| mmOther food mm Forest products forecasts
Mining/Chemicals Other manufacturing
1 —Total
| L
. . I L
Source: Stats NZ, Westpac
2010 2013 2016 2019 2022 2025 2028

mn
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“New Zealand’s agricultural sector earnings
AGRICU LTURE are set to modestly improve this year. A more
marked improvement depends on a recovery in
Chinese demand.”

Commodity prices - World and NZ dollar denominated

Conditions in the agricultural sector to improve over the coming year. 120 - Index 2024 Q1 =100 Index 2024 QT =100 499
c g g g . 110 + + 110
- Prices are set to improve over the coming year reflecting better demand outside f
0 s e S c S o 100 + r 100
of China. Profitability will remain challenged by still-high costs and for some, a
stronger NZD/USD. 7 Westpao %
80 | N - 80
. . . . 70 . + 70
Stronger demand outside of China will help support prices. — World prices
60 - — NZD prices L 60
- Despite recent softer GlobalDairyTrade auctions, we expect dairy prices to track 50 | L 50
modestly higher. We see balanced risks around our milk payout of $8.40/ kgMS g | oureest ANz Westoae ‘ ‘ ‘ Lo
for 2024/25, with the fortunes of Chinese demand likely being key. 20102013 2016 2019 2022 2025 2028
- Beef prices will continue to be supported by reduced US supply as they rebuild
their beef herd. A firmer medium-term uptrend in prices will require stronger Farmgate milk prices
Chinese demand which we don’t expect to see for a while. Increased supply from S/kGMS S/kaMS
South American producers could limit price increases. ﬁ | soucs: Foner, wesoae. g Farmaate milk price westac | [ ﬁ
. Arecent spike in lamb prices reflects stronger exports into the UK market where b Dividend )
domestic production has fallen. We don’t expect a more protracted increase in 8 8
prices until Chinese demand recovers. ; ;
- Orchardists are likely to benefit from higher export volumes due to improved i i
climate conditions. These will offset the impact of lower kiwifruit and apple 3 3
prices. Log prices are expected to move sideways in coming months, but then 2 2
tilt higher as declining inventories in China are replenished. ; ;

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
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“The current account deficit needs to narrow to
u RRENT reduce the risk of a credit rating downgrade,
Accou NT especially as the fiscal deficit remains large.”

Current account balance, % of GDP

. . % %
NZ’s current account deficit remains very large but should narrow. 4 r4

Sources: Stats NZ, Westpac Westpac
forecasts

- Surprisingly weak services exports meant that the current account deficit 2 m 7 2
narrowed only fractionally to 6.8% of GDP in the year to March 2024. 0 7 0
f i 2

- A pickup in exports and subdued demand for imports will reduce the goods
deficit in the near term, while the services balance will gradually move back into 41

surplus, in part due to the ongoing recovery in foreign visitor arrivals. 6 {  — Balance on goods L6
— Balance on services
In addition, we expect a lift in the terms of trade (although increased incomes -8 1 — Investment income balance -8

= Current account

will also boost real demand for imports). -10

T T T T T T T -10
2010 2012 2014 2016 2018 2020 2022 2024 2026

Twin deficits leave NZ exposed to a future credit rating downgrade.

- With interest rates expected to hold above pre-pandemic levels and Current account balance, ratio of current receipts
accumulated large current account deficits adding to net external liabilities, the o % %
primary income (i.e. investment) deficit will likely continue to widen. Westpec

-5 1 -5

- The overall current account deficit is expected to narrow to a low point of 10 | | 10

around 4% of GDP late next year, before gradually widening again as the 15 | s
economy begins to strengthen and demand for imports recovers. [\

-20 VV\, T -20

Maximum deficit, which if - 25

- Together with New Zealand’s persistent fiscal deficit, a large current account o5 |

deficit leaves New Zealand exposed to the possibility of a credit rating a0 | xceeded on a custaned basis | 2
downgrade, especially in the event of a new negative shock hitting the economy. Souree: Macrobond, Westpac a credit ratings downgrade

-35

T T T T T T T T -35
1987 1992 1997 2002 2007 2012 2017 2022 2027
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“Imported inflation has fallen to low levels,
INFLATI N while domestic price pressures remain strong

and widespread.”

Inflation components

Inflation dropping back, but domestic price pressures remain strong. 10 4% Headline inflation Wt: 10
. . forecasts

- Annual inflation slowed to 3.3% in the year to June, the lowest it’s been in three ® T oriadables naton — |°
years. The drop in inflation has mainly been due to a fall in tradables prices, with 61 r6
soft consumer spending contributing to lower prices for imported retail goods 4 \\ 4
like household furnishings and apparel. 2 | L5
In contrast, non-tradable pressures remain strong. And that’s not just due to the 0 o
cost of items like insurance or council rates - prices for domestic services more . |,
generally are continuing to rise at a solid pace. D i y

2005 2009 2013 2017 2021 2025

Inflation to continue easing over the coming year.
Inflation is set to fall back inside the RBNZ’s 1-3% target band in the September Non-tradables excluding housing, government charges
quarter, with continued low tradables inflation offsetting strength in non- and insurance costs
tradables prices. We expect inflation will continue to trend down over the year o % %
ahead, but that the RBNZ will be content with inflation settling a little over 2%. 8 Quarterly (seasonally adjusted) 8

- Annual |

Significant two-sided risks over the year ahead. 6 - L6

- Upside risks for inflation include the possibility of persistence in domestic 44 -4
inflation, and the potential for higher imported inflation due to higher shipping ) L,
costs or a weaker NZD. Downside risks could stem from weaker domestic
demand and/or a softer labour market which leads non-tradable inflation 0 0
to normalise sooner than expected, as well as the risk of further softness in o | oSN Wespee 2
imported prices 2005 2009 2013 2017 2021

Westpac New Zealand Economics 16



“Weak demand combined with headline inflation
MON ETARY likely inside the target range will finally give the

RBNZ scope to temper the degree of restriction
POLIcv beginning in October.”

Official Cash Rate forecasts

The ground has shifted significantly since May. 7% o BT
— Westpac forecast N
Economic demand has weakened more sharply and opened up excess capacity °1 — RBNZ May 2024 MPS [ ®
more quickly than previously assumed. 5 — Market pricing 27 Jul 2024 =
Headline inflation has surprised to the downside due to weaker tradable good 1 -4
prices and now makes a return to the 1-3% range much more likely in 2024. 31 r3
- At the July Monetary Policy Review, the RBNZ recognised the increased potential 21 2
to reduce restriction. 14 -1
Source: Bloomberg, RBNZ, Westpac
0 . . . . : . . . . — 0
. . . . 2016 2018 2020 2022 2024 2026
We see 50bps of easing by the end of 2024 beginning in October.
Lower medium-term inflation and the weaker economy justifies an easing in o . -
restriction by year end and a 4.5% OCR in May 2025. Risk distribution for the OCR in one year's time
g Probabilit Probability
From May 2025 the RBNZ will tread more carefully and move more slowly 0 oW Aug-24 — May-24  Feb-24 r 30
depending on the data until the terminal rate of 3.75% is reached in 2026. 25 | L 25

Downside risks
« Sharper cyclical

Upside risks
« Persistent inflation

20 4 downturn « Faster housing market | o0
. . . . . « Faster fall in core recover
Progress in reducing non-tradable inflation will be key. o | e . Slower fise n
5 4 + Faster weakening in unemployment rate 15

the labour market « Weaker exchange rate

- Afaster downturn that reduces non-tradable inflation more quickly opens scope
to ease more quickly and/or move the OCR into expansionary territory.

r 10

L5
But if the economy responds well to the initial cuts and/or core inflation remains

sticky then the RBNZ will move more cautiously.

0 AN

250 3.00 350 4.00 450 5.00 550 6.00 650 7.00 7.50
Official Cash Rate
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“New Zealand’s twin fiscal and current account
deficits, lower interest rates and weaker growth

imply the NZ dollar will underperform as the
EXCHANGE US dollar weakens.”

NzD/USD and US dollar index

NzD/USD

The US dollar remains key to NZD/USD direction. 0.90 | index: 70

Westpac
forecasts

—> r 80

- Most of the variation in NZD/USD continues to be explained by broad movements 0.80 1

in the US dollar. 0.70 1 L 90

7’7 100

r 110

- In the near term, the US dollar may be supported by risk aversion associated 0.60 |

with the impending US presidential and congressional elections.
0.50
= NZD/USD (left axis)

- Beyond the near term, the Fed policy easing cycle - expected to begin in

September - argues for a slightly weaker US dollar over time. 0407 — US dollar index (right axis, inverted) 120
. The NZD/USD will likely continue to trade tightly with the US dollar, and so we e v e o A
expect a modest appreciation over the next year or so. The forecast lift in NZD/
USD is slightly smaller than in our previous Overview, reflecting a weaker current
account position and an earlier easing of RBNZ policy settings. NZD/JPY and 2-yr swap differential
~NzD/JPY %

105

NZ dollar will likely underperform against AUD and JPY. 100 {  —NZDWPY

—NZ - JPY 2yr swap differential

95 4
90 +
85 A
80 -
- As RBNZ policy easing reduces New Zealand’s yield advantage, we see scope for 75 1

the NZ dollar to weaken against the AUD and especially the JPY (the latter also 70 1

supported by the gradual tightening of monetary policy settings in Japan). 65 1
60 T T T T T T T
2012 2014 2016 2018 2020 2022 2024 2026

- New Zealand’s large twin deficits - fiscal and current account - and weaker
growth outlook will weigh on the NZ dollar, with the impacts likely to be
observed more clearly on the crosses.

Westpac
forecast

—

Sources: Macrobond, Westpac
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THE ECONOMY
IN EIGHT CHARTS
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THE ECONOMY
IN EIGHT CHARTS conr.

Export commodity prices 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

Mar-24 Jun-24 Sep-24 Dec-24 2023 2024 2025 2026
GDP 0.2 -0.6 -0.2 0.4 -0.2 -0.2 2.0 2.5
GDP (annual average) - - - - 0.6 -0.3 1.3 2.3
Consumer price index 0.6 04 11 0.4 47 2.5 2.9 21
Employment change -0.2 -04 -04 -0.2 2.7 -1.2 0.0 1.5
Unemployment rate 4.3 47 52 54 4.0 54 5.6 4.9
Labour cost index (all sectors) 0.9 0.8 0.7 0.7 4.3 3.2 2.3 1.9
Current account balance (% of GDP) -6.8 -6.5 -6.0 -5.3 -6.9 -5.3 -4.0 -4.2
Terms of trade 51 3.2 1.7 -0.5 -10.7 9.8 24 1.8
House price index 0.6 -04 0.0 0.5 0.6 0.7 6.3 4.0

Mar-24 Jun-24 Sep-24 Dec-24 2023 2024 2025 2026
90 day bank bill 5.66 5.63 5.30 5.00 5.65 5.00 4.00 3.85
2 year swap 4.91 5.01 4.95 415 5.28 415 3.90 4.00
5 year swap 4.40 4.53 3.90 3.90 4.85 3.90 4.00 4.95
10 year bond 4.69 4.74 4.40 4.35 5.09 4.35 4.30 4.35
TWI 71.6 7.4 70.8 711 70.8 711 70.6 69.8
NzD/USD 0.61 0.61 0.60 0.61 0.60 0.61 0.63 0.64
NzZD/AUD 0.93 0.92 0.91 0.91 0.93 0.91 0.89 0.88
NZD/EUR 0.56 0.56 0.55 0.55 0.56 0.55 0.55 0.56
NZD/GBP 0.48 0.48 0.47 0.48 0.49 0.48 0.48 0.49
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ECONOMIC AND
FINANCIAL FORECASTS conr.

New Zealand forecasts

Fiscal indicators June years

2022 2023 2024 2025 2026 2027 2028

Total government revenue ($bn) 141.6 153.0 165.5 166.1 174.0 183.0 1992.7
- % of GDP 38.9 38.7 40.2 39.2 8O .8 9.8
Total government spending ($bn) 151.0 161.8 175.5 1811 186.3 191.2 196.6
- % of GDP 41.5 40.9 49.7 49.7 41.9 40.7 39.7
Operating balance excl. gains and losses ($bn) -97 -9.4 -10.5 -15.4 -12.8 -87 -4.4
- % of GDP -27 -2.4 .5 =38 2.9 -1.9 -0.9
Net core Crown debt ($bn) 128.9 155.3 177.5 188.7 2011 218.6 297.0
- % of GDP 354 S 43.2 44.5 45.4 47.0 46.3

International economic forecasts

Real GDP (calendar years) Annual average % change

2021 2022 2023 2024f 2025f 2026f

Australia 55 39 2.0 1.3 2.9 31

China 8.4 3.0 5.2 5.0 4.9 4.8
United States 5.8 1.9 2.5 2.5 15 1.6
Japan 2.6 1.0 19 0.4 1.0 0.9
East Asia ex China 4.3 4.5 33 4.9 4.9 41

India 97 7.0 7.8 6.9 6.7 6.5
Euro zone 5.9 34 0.4 0.6 1.5 1.3
United Kingdom 8.7 4.3 0.1 0.6 1.3 1.3
NZ trading partners 6.3 3.3 3.4 3.3 3.4 3.4
World 6.5 3.5 3.2 883 383 3.2
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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 NzZD/USD NZD/AUD NZD/GBP NZD/EUR NZD/CNY NzZD/JPY
Jun-24 3.3 5.50 5.63 5.01 4.53 105.2 7.4 0.61 0.92 0.48 0.56 4.38 94.2
Sep-24 2.6 5.50 5.30 4.25 3.90 104.3 70.8 0.60 0.91 0.47 0.55 4.33 95.7
Dec-24 2.5 5.00 5.00 415 3.90 103.2 711 0.61 0.91 0.48 0.55 4.33 96.4
Mar-25 24 475 475 4.05 3.85 102.4 7.4 0.62 0.91 0.48 0.56 4.36 96.4
Jun-25 24 4.50 4.50 3.95 3.85 101.4 71.3 0.62 0.90 0.48 0.56 4.35 95.2
Sep-25 21 4.95 4.95 3.90 3.90 100.3 70.8 0.63 0.89 0.48 0.55 4.31 93.8
Dec-25 2.9 4.00 4.00 3.90 4.00 994 70.6 0.63 0.89 0.48 0.55 4.98 92.6
Mar-26 2.2 375 3.85 3.95 410 99.2 70.0 0.63 0.88 0.48 0.55 4.22 90.7
Jun-26 2.2 3.75 3.85 4.00 4.20 908.8 69.5 0.63 0.88 0.48 0.55 416 88.8
Sep-26 2.2 375 3.85 4.00 4.95 97.8 70.1 0.64 0.88 0.49 0.56 419 88.3
Dec-26 21 3.75 3.85 4.00 4.95 97.5 69.8 0.64 0.88 0.49 0.56 416 86.4
Mar-27 2.1 375 3.85 4.00 4.95 97.2 69.6 0.64 0.88 0.49 0.56 413 85.0
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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.

Westpac New Zealand Economics

DISCLAIMER

Things you should know.

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

Disclaimer.

This material contains general commentary, and market colour.
The material does not constitute investment advice. Certain

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

not constitute an offer, a solicitation of an offer, or an inducement
to subscribe for, purchase or sell any financial instrument or to
enter a legally binding contract. Past performance is not a reliable
indicator of future performance. Whilst every effort has been

taken to ensure that the assumptions on which the forecasts are
based are reasonable, the forecasts may be affected by incorrect
assumptions or by known or unknown risks and uncertainties. The
ultimate outcomes may differ substantially from these forecasts.

Country disclosures.

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

New Zealand: In New Zealand, Westpac Institutional Bank refers
to the brand under which products and services are provided by
either Westpac or Westpac New Zealand Limited (“WNZL"). Any
product or service made available by WNZL does not represent an
offer from Westpac or any of its subsidiaries (other than WNZL).
Neither Westpac nor its other subsidiaries guarantee or otherwise
support the performance of WNZL in respect of any such product.
The current disclosure statements for the New Zealand branch of
Westpac and WNZL can be obtained at the internet address www.
westpac.co.nz.

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

24


https://www.westpac.co.nz/business/tools-rates-fees/economics/

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

Westpac New Zealand Economics

has no obligation to update, modify or amend this Investment
Recommendation or to notify the recipients of this Investment
Recommendation should any information, including opinion,
forecast or estimate set out in this Investment Recommendation
change or subsequently become inaccurate.

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

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

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

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

Individuals who produce investment recommendations are

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

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

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

() Chinese Wall/Cell arrangements;

(i) physical separation of various Business/Support Units;
(iii) and well defined wall/cell crossing procedures;

(iv) a “need to know” policy;

() documented and well defined procedures for dealing

with conflicts of interest;

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

U.S: Westpac operates in the United States of America as
a federally licensed branch, regulated by the Office of the

Comptroller of the Currency. Westpac is also registered with the
US Commaodity 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 0f 1934 (‘the Exchange Act’) and member of

the Financial Industry Regulatory Authority (‘FINRA'). This
communication is provided for distribution to U.S. institutional
investors in reliance on the exemption from registration provided
by Rule 15a-6 under the Exchange Act and is not subject to all

of the independence and disclosure standards applicable to

debt research reports prepared for retail investors in the United
States. WCM is the U.S. distributor of this communication and
accepts responsibility for the contents of this communication.

All disclaimers set out with respect to Westpac apply equally to
WCM. If you would like to speak to someone regarding any security
mentioned herein, please contact WCM on +1 212 389 1269. All
disclaimers set out with respect to Westpac apply equally to WCM.

Investing in any non-U.S. securities or related financial instruments
mentioned in this communication may present certain risks.

The securities of non-U.S. issuers may not be registered with,

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

The author of this communication is employed by Westpac and is
not registered or qualified as a research analyst, representative,

or associated person under the rules of FINRA, any other U.S.
self-regulatory organisation, or the laws, rules or regulations of any
State. Unless otherwise specifically stated, the views expressed
herein are solely those of the author and may differ from the
information, views or analysis expressed by Westpac and/or

its affiliates.

25



Westpac Banking Corporation.



