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A NOTE
FROM KELLY

Back in the band!

Inflation has slowed significantly in the last six months such that it now looks likely to be
comfortably near 2% for the first time since 2021. While domestically generated inflation
remains high, the RBNZ now has more degrees of freedom to manage future challenges.

The RBNZ has rightly stepped up the pace of easing as there’s no need for high interest rates
when the task ahead is to stabilise rather than reduce inflation. The OCR can move closer to
neutral more quickly and we expect another 50bp cut before Christmas. We expect further
cuts early next year, with the OCR to fall slightly into stimulatory territory to 3.50% by May
2095. However, the pace of easing should slow in 2025 as the OCR moves closer to neutral.
This will also allow time to assess the impact of the significant cuts in 2024.

The labour market is set to continue softening as past weakness in output plays through.
The adjustment in wage pressures will be a key factor that helps to finally bring down
stubbornly high non-tradables inflation.

It’s looking more likely that the OCR will spend some time modestly below neutral levels in
the year ahead. But the economy seems well placed to recover as lower interest rates and
improving export incomes provide support. Stronger business and consumer sentiment and
stirrings in the housing market point to better times ahead.

Significant uncertainties remain. Geopolitical tensions and the upcoming US election could
significantly impact financial markets and global trade. The RBNZ is well positioned to adjust
policy if required. Such is the benefit of having the OCR close to neutral levels.

New Zealand’s large twin current account and fiscal deficits mean that adjustment is still
needed. If those adjustments can't or won't happen, then the exchange rate will likely do the
adjustment for us. But for now, we should enjoy being “Back in the band!”

Westpac New Zealand Economics




“Financial conditions have eased significantly and
will support a recovery in both economic growth
and the housing market over 2025.”

OVERVIEW

GDP growth to return to pre-pandemic trends
. . . $b %
It looks like the worst is behind us. 80 - -8

Annual % change (right axis)

75 |
— Level (left axis) / 6
70 | >

65 M
60 + -2
- In addition, the RBNZ has cut the OCR earlier and faster than previously

assumed, and there have been related falls in borrowing costs. We expect 5 v/,./ p— 0
further rate cuts over the coming months, with the OCR to fall from 4.75% a5 | i
currently to 3.50% in the first half of 2025.

- Financial conditions have eased significantly since our last update in August.
Inflation has fallen faster than expected and is set to track close to 2% over the
coming year.

Sources: Stats NZ. Westoac

- Economic growth is expected to remain subdued in the near term. However, 2008 2012 2016 2020 2024 2028

the easing in financial conditions is expected to support a gradual recovery in
growth over 2025, with a pickup in household spending and a related firming in

. . . Key economic forecasts
capital expenditure by businesses.

. . . . f f f
- We also expect the housing market to recover with prices to rise by 8% over R s
2025. That will help to support an eventual recovery in construction activity. GDP growth (% year) 0.0 00 2.3 27

. . . . Inflation (% year end) 4.7 21 2.0 21

- Export earnings are expected to firm over the coming year, underpinned by Unemployment rate (%) w0 o3 e 16
improved demand and supply conditions in the primary sector, along with a House prices (Yoyearend)  -06 -06 8.2 51
continued, albeit gradual, lift in international visitor numbers. Official Cash Rate (%) 550 495 3.50 375

- Unemployment is expected to rise from 4.6% currently to 5.6% in the early part
of next year. However, it is expected to drop back again as growth strengthens.

Westpac New Zealand Economics




“The squeeze on household finances is easing, and
H U EH LD spending will recover gradually as interest rates

become less restrictive.”

Household spending growth

% yr %o yr

The ﬁnanCial Squeeze iS eaSing. 10 4 Global financial crisis Pandemic r 10
Westpac
. . . . 8 4 forecast - 8
- The powerful financial headwinds that squeezed households’ finances over the ) .
past few years are now easing. Inflation has slowed to around average levels.
4

In addition, borrowers are gradually rolling off earlier high fixed mortgage ] I
rates and a large number will see their debt servicing costs fall over the 21 % 2
coming months. 0 0

-2 1 U — Per-capita spending H \—‘/ F -2

Recent fiscal measures, like personal tax cuts, changes to the independent .
-4 — Total spending F -4

earner tax credit and the FamilyBoost package, are also supporting e e

incomes modestly. 2005 2008 2011 2014 2017 2020 2023 2026

-6

Easier financial conditions have helped lift consumer sentiment. However,
for now sentiment remains relatively weak, and spending is likely to remain
subdued through the remainder of 2024 before beginning to strengthen over

2025. Per capita spending growth is likely to remain below trend for some 12 % Westpas %% r 12
time yet. 10

Official Cash Rate and mortgage rates

— Official Cash Rate forecast

— One-year rate - 10

New Zealand’s labour market is softening, with unemployment expected to
rise above 5% before the end of this year and wage growth to continue slowing
in 2025. That downturn in the labour market will impact many households’
finances. And for as long as households remain concerned about job security, it 4]
will likely moderate the recovery in overall spending.

— Two-year rate | g

L L

Sources: RBNZ, Westpac
T

P 7"+
Jan-05 Jan-09 Jan-13 Jan-17 Jan-21 Jan-25
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“Lower interest rates are laying the basis for a solid
recovery in the housing market.”

House price growth vs interest rates

The housing market has likely troughed. -4 [ Change In 1yr swap rat, ppts yly House prices, %yr_ 3

Sources: Macrobond, Westpac Westpac
q . . . -3 A forecast + 25
Sentiment in the housing market has improved as the RBNZ has reduced the — |20
-2 i
OCR and mortgage rates have fallen. M j 202 |- 15
1 L 10
For now, the momentum in house prices remains limited, with prices moving 0 A \/\@\l

= 5
sideways in most parts of the country. The average number of days to sell is 1] / W N s / -0

rising as properties that have been on the market for a while are now selling. 5 28 5
. . .. . .. —Change in 1 yr swap rate, y/y (left axis) r-10
Still high levels of listings compared to buying activity means buyers have plenty 34 House prices, %yr (right axis) L 15
of choice and face little urgency to buy. a1l
2010 2014 2018 2022 2026

Concerns about rising unemployment and the still weak economy are also
constraining house prices.

House price momentum
Lower interest rates are laying the basis for a solid recovery.

10 % % 10
X . . . Rolling quarterly % change in house prices }’(‘J’fesctap:f
We have increased our forecasts for house price growth over 2025, with easier 8 1 wgoth percentie — 8
financial conditions to boost activity and prices. 6 -6
. . . . . . 4 L 4
- We expect solid but not exceptional price gains given unemployment will be at
cycle highs and population growth at cycle lows in 2025 and 2026. 21 ‘” “‘ “ H ‘ ‘ 2
0 0
2 F -2
4 L4
Sources: REINZ, Westpac calculations
-6 -6

1992 1997 2002 2007 2012 2017 2022 2027
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“Migrant inflows and outflows both remain high
M IG RATION compared to pre-Covid levels, but the balance
is easing and is on track to fall to around zero
next year.”

Migration flows, annual sum

000s 000s

Net migration on track to slow to zero over 2025. 300 - 300
250 1 Inflows forecnais | 250

Net migration has slowed as expected, with the monthly pace now falling below 200 Outflows | 200
pre-Covid levels. Our view remains that the balance will fall to around zero over 150 | — Net migration | 150
2025, largely due to a further slowdown in arrivals. 100 | | 100

- The previous surge in foreign arrivals was concentrated in sectors such as 50 Tl /\/\ \ Wil %0
0 N e 0

construction and hospitality. However, these inflows slowed significantly over

o o . . . . -50 + - -50
2024 as activity cooled and the previous labour shortage was eliminated. The mix 00 00
of arrivals has tilted towards more skilled workers, where demand remains high. 1 | Soees st 2 s 50
2002 2007 2012 2017 2022 2027

Departures of New Zealanders remain elevated, though there are early signs
that they may have peaked. We expect them to stay high over the year ahead,

reflecting the relative strength of the Australian labour market. Migrant arrivals by stated occupation

- We expect the balance to return to a net inflow of around 40,000 a year over 1omth sum 12mth sum

the longer term. New Zealand remains an attractive destination for much of the "0 17 Chets, cooks, bakers [ 7000
world, and our economic performance will return more in line with our peers. 6.000 1 — Bricklayers, carpenters, joiners | 6.000
5,000 1 — Construction and mining labourers L 5,000
— Schoolteachers

Risk of higher departures if job prospects remain soft. 4,000 1 — Engineering professionals - 4,000
Migrant arrivals remain highly weighted towards those on work visas, leaving 3,0001 [ 3,000
them in a relatively insecure position as job opportunities wane. This could 2,000 1 r 2,000
prompt a sharp rise in non-New Zealand outflows, which have not been a 1,000 - L 1,000

feature of this cycle to date. o | SuesssNz === 0

2015 2017 2019 2021 2023
Westpac New Zealand Economics 7



“The economy’s prolonged slowdown is now
LABOUR catching up on the labour market, with

employment expected to fall and wage inflation to
MARKET moderate in the year ahead.”

Employment growth and unemployment rate

Job losses rising, unemployment to peak in mid-2025. 10 - ¥ % 9
Employment, annual change (left axis) }’(\)’;SC‘;’;CS
- The economy’s prolonged slowdown is now more clearly weighing on the labour 81 Unemol —— |8
ployment rate (right axis)
market. While hiring has been subdued for some time, it’s only in recent months 6 L7

that we’ve seen a shift to outright job losses. Lower net migration has also 4l | 6
reduced the rate of growth in the workforce compared to last year. , :
- We expect the unemployment rate to rise further, reaching a peak of 5.6% by 0 \ /\ .
mid-2025. With lower interest rates helping to revive economic growth by this

point, the labour market is likely to respond with a lag, bringing unemployment o St N2, Wostoe

& 4 - 0 -4 T T T T T T T T T T T T T T T T T T T T T 2
back down towards a ‘neutral’ level of around 4-4.5 % over the long term. o 2008 2010 ao1a | 2018 20es | 2008

Businesses have tended to hold on to workers as demand slowed, perhaps
having been caught out by labour shortages in the previous years. This creates

. ) . . . ) Wage growth forecasts
a risk of a wave of delayed layoffs if their ability to retain these workers is put

under pressure. 5.0 " — Labour Cost Index " 50
iz i — Excluding health and education | :2

Wage growth to ease on softer jobs market and lower inflation. a5 | | 55
- Average wage growth has been held up to an unusual degree by phased pay 22 | | Zg
agreements in health and education. Excluding these sectors, we’re now seeing 0 | | 50
an easing in wage inflation, in keeping with the growing slack in the labour 15 | L 15
market and the reducing pressure for cost-of-living increases. 1.0 - Westpac 1 1.0

0.5 1 Sources: Stats NZ, Westpac - r 05

0.0 — T ————- 0.0

2002 2005 2008 2011 2014 2017 2020 2023 2026
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“Many businesses continue to report tough trading
BUSI N Ess conditions but there is a growing sense that

the worst is behind us now that interest rates
SECTOR are dropping.”

Changes in business conditions

. . . . . . Net % Net %
Businesses holding on, with signs the worst is behind us. 40 - 40

Businesses across the country have continued to report tough trading 20 -
conditions. Retail sales have been weak, and the hospitality sector is especially
downbeat. The construction and manufacturing sectors are also weak.

Many businesses have been reducing staffing levels in recent months. Similarly, 20 1
businesses remain cautious about capital expenditure, with investment
spending expected to remain weak over the coming months.

— Investment spending r -20

— Staffing levels

— Trading activity

40 -

But while conditions are still tough, feedback from businesses indicates that the P 60
downturn in trading activity over the past year is now levelling off. 2005 2010 2015 2020
In addition, there has been a sizeable lift in business sentiment in recent months
with many businesses telling us they’re optimistic that the fall in interest rates Business profitability and investment spending
will help to stoke demand over the year ahead. PRCY index
) - . . Westpac
. Although we haven’t seen widespread falls in operating costs, reports of large | Proftabllty (advanced Ty, right axte) | orecasts
30 — Investment spending, plant and equipment (left axis) |~ | 30

increases and the related pressure on margins have become less prevalent
(though there are clearly some ongoing pain-points, like the cost of insurance
and local council rates). 101

0 a

1 F -30
-10 A

r -60

20 4
Y

-20

Sources: NZIER, Stats NZ, Westpac

-30 -90

1997 2002 2007 2012 2017 2022 2027
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“Construction is likely to remain subdued in
CONSTRUCTION the near term, but lower interest rates and
government policy changes will support a

recovery over the year ahead.”

Residential building and dwelling consent numbers

Residential building finding a base. 6000 " Number 500
Residential building work (left axis) }/c\)/:;sct;):tc
Residential building is set to remain soft in the near term. However, housing 5000 | — Building consents (monthly, right axis) — 1 4000

Sources: Macrobond, Stats NZ, Westpac

development is expected to begin turning higher over 2025. Interest rates are
dropping and the housing market will pick up over the year ahead. Government
initiatives to encourage multi-unit developments in larger centres will also
support new development to some degree.

4000 - + 3000

- 2000

2000 - - 1000

Non-residential development remains mixed across sectors.

1000 —— T
Businesses are likely to remain cautious about developing large amounts of new 2005 2010 2015 2020 2025
commercial space for some time yet. However, trends are mixed across sectors.
There is a large amount of office and industrial space in development (including

. . . " . Infrastructure work (annual)
refurbishments). In contrast, softness in economic conditions continues to

weigh on the amount of retail and hospitality space being developed. 17500 ;5™ $m 17500
Spending up 45%

15000 - — Nominal spending over past S years 1. 15000

Infrastructure work continuing to trend higher. 12500 1 — Volume of work completed | 12500

Spending on infrastructure projects has continued to trend higher, though much 10000 + - 10000
of that has been due to higher costs. There is a large amount of work planned by 7500 | e | 7500
central and local government (including maintenance work), and policy changes 5000 | et e | 5000
aimed at streamlining the planning process may help to speed up that work. 2500 2500

Sources: Macrobond, Stats NZ
0 0

2000 2005 2010 2015 2020

Westpac New Zealand Economics 10



“Expenditure restraint and a recovering economy
FISCAL should improve the government accounts,
but achieving a surplus as soon as "27/28 will
be challenging.”

Operating balance (OBEGAL), % of GDP

No immediate need for a material lift in government borrowing. 5 % ofGDP g
- The “core Crown” cash position in *23/24 was $2.6bn above the Budget 2024 ‘1 i
forecast, as tax revenue was stronger than expected and some pre-funding 1 /\ 2
of the ’24/25 deficit was undertaken in June. This is despite the final OBEGAL 0 —1°
deficit of $12.9bn being $1.8bn larger than forecast, largely due to higher 21 , 2
spending outside of the core Crown sector (e.g. SOES). 1 T Aca -

6 ----Budget 2024 r -6

- We expect a ’24/25 OBEGAL deficit of 3.4% of GDP, slightly exceeding the Budget 5 — Westpac |

2024 forecast. But ahead of new tax data on 7 November, the stronger opening 1o
core Crown cash position means we don’t expect a material revision to this 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028
year’s $38bn borrowing programme in the 17 December HYEFU.

Achieving a surplus in *27/28 still looks like a struggle, however. Net core Crown debt

- Our economic forecasts imply slightly higher spending (in part due to higher jg Jeereer % of GDP. io
financing costs) and slightly lower revenue in coming years compared to the o] e o | 42
Budget 2024 forecasts. As a result, we continue to forecast a small OBEGAL o U
deficit in ’27/28 - rather than the small surplus forecast in Budget 2024 - and 30 | Westpac onglmnet | 30
that net core Crown debt will remain slightly above the 20-40% of GDP level 25 4 L 25
targeted by the Government. ?Z 1 - ?2

- Our forecasts imply some upward revision to borrowing in future Budgets, 10 | Foecasts | 49
although the scale of revision is likely to be much smaller than in recent years. z T souces: Nz Troasuy, Wostpae

2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028
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“Global monetary policy settings are becoming
GLOBAL more supportive, although there are still risks on

OUTLOOK the horizon.”

Growth forecasts, major trading partners

. . . Y%oyr Y%oyr
9 - r9
Global monetary policy normalisation has stepped up a gear. g —r— wAverage 20092015 2
- With most central banks making good progress towards meeting their inflation . Juerage 2020-2023 |
targets, the pace of global policy normalisation has picked up in recent months. 6 m 2025¢ 6
2026f
- We expect the US Fed to ease policy by a further 50bps this year and by 100bps > o
in 2025. The RBA, which is less advanced in its inflation battle, is expected to ;‘ ‘3‘
ease policy by 100bps next year, beginning in February. ) ] |,
14 L1
Despite policy easing, trading partner growth remains slightly subpar. T e YT ——— Lo
. . . . tates hina partners
- Less restrictive monetary policy should support global growth. Even so, in the
near term we expect trading partner economies to grow at a similar pace to the
current year, i.e. around 3.2% to 3.3% - below the long-term average. Global central bank policy rates
- Growth in China is expected to continue to gradually slow, and growth in the 7. % %
US is expected to slow towards its long-term trend. Fiscal policy is likely to be a . Sourees: Boambers, Westpee Wespze |
constraint in those economies with pandemic-inflated debt levels. -
5 4 —Fed ----ECB —BoE —RBA 5

Global risks are a key source of overall risk to our New Zealand forecasts.

- Recent stimulus announcements have reduced (but not eliminated) downside
risks in China due to local government debt and property sector worries.

- Other risks include geopolitical developments in Europe and the Middle East and :
two-sided risks that might flow from the upcoming US election. 02015 0017 2019 2021 2023 2025 0

Westpac New Zealand Economics 12




EXPORT
VOLUMES

Export volumes likely to remain relatively subdued.

- Merchandise export volumes are on track to grow around 3% this year, largely
due to a rebound in horticultural exports following last year’s storms. We expect
growth of around 2% in 2025, assisted by stronger dairy production.

- Looking further ahead, New Zealand’s ability to significantly expand primary
sector 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 in non-primary sector exports, we expect that overall
exports will continue to grow more slowly than the overall economy.

Tourist arrivals still rising, but now only slowly.

- The strong uplift in inbound visitor arrivals upon the reopening of the border has
evolved into a much slower pace of growth over the past year. Arrivals in August
rose just 3%y/y and were still just 84% of that seen in August 2019.

- All major markets remain below pre-pandemic levels, with arrivals from China
and Europe especially soft. By contrast, arrivals from Australia - by far the
largest market - are tracking at over 90% of 2019 levels. The gains in NZ’s share
of global tourism in the late 2010s may prove to have been temporary.

- Easing financial pressures on global households should support long-haul travel,
although the 2019 arrivals peak may not be surpassed until 2027.

Westpac New Zealand Economics

“The Government has set a goal to double exports

in 10 years but doing so
recent trends are sustai

will be challenging if
ned.”

Goods exports - contributions to growth

'
N
I

5 -

mm Dairy mm Meat
4 == Other food mm Forest products }’Xr‘?ctﬁ,’;i
Mining/Chemicals Other manufacturing —
4 —Total
. . i i L
Sources: Stats NZ, Westpac
2010 2013 2016 2019 2022 2025 2028
Tourist arrivals by citizenship
Millions Millions
Sources: Stats NZ, Westpac Westpac
forecasts
uNZ m Australia —
mChina ®=mUS
m UK Other
—

o
I

' '
[« £
I

2019 2020 2021 2022 2023

N e (o2} [e2)
I

%
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2024 2025 2026 2027 2028
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“Chinese demand and the effectiveness of
A RI ULTURE stimulus measures will be a key swing factor for

commodity prices.”

Commodity export prices

o o o Index 2024 Q2 = 100 Index 2024 Q2 = 100
Commodity export prices to push higher over 2024. 130 NI 2024 ox 2028 Q22100430

. 9 ong q 120 4 = World prices L 120
Export prices for most agricultural commodities are expected to lift over the

’ . . 110 4 — New Zealand dollar prices L 110
coming year, reflecting more favourable demand and supply fundamentals.

r 100
Prices have risen in recent GDT auctions, and we have recently revised our

forecast milk payout for the 2024/25 season higher to $9.00/kgMS. Gains have
been stronger for butter, cheese and anhydrous milkfat, while powder prices
have trended sideways.

Westpac L 90
forecasts

r 80

+ 70

r 60

Sources: ANZ, Westpac
T

- Our forecast assumes a modest fall in dairy prices as increased NZ and US 50 : : : : : 50
supply combined with the end of restocking by Chinese buyers plays out. China 20100 2013 2016 2019 2022 2025 2028

continues to experience an oversupply of milk which may weigh on prices.

- Apple and kiwifruit growers are set for better orchard gate returns, with Commodity prices by category
increased production following last year’s adverse weather events expected to Index Index
o o o . o 600 - ) r 600
offset an eventual drop in prices over the coming year. Average prices continue — ge?tv skins and wool Wesipac
. . = Dai orecasts
to ratchet higher because of strong demand in key export markets. 500 - — For;ystry forecast - 500
— Horticulture
Recently announced stimulus measures targeting property development in 400 - / 400
China are expected to lift demand for logs, and that should result in slightly 200 I~ | 300
higher prices over the coming year.
200 + r 200

P
™~ |
100 W L 100

Sources: Macrobond, ANZ, Westpac

0 ; T ; T ; T ; T ; T ; T ;
2010 2013 2016 2019 2022 2025 2028
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“Expect farmgate prices to pull back from
FARMGATE current levels.”

Farmgate to export price ratio*

. o o . Rati Rati
Farmgate prices have been rising faster than export prices. 0.90 |~ 2o,

— Lamb (Left axis) Source: AgriHQ
0.80 4

— Beef (Right axis)

Processing margins have been squeezed in 2024 as increases in slaughter prices 00
.70 4 F

for both lamb and beef have outpaced export prices. o6

History suggests that these tight margins are unlikely to be maintained, with 0.50
further gains in farmgate prices probably requiring even stronger growth in
export prices.

Reduced global production and ongoing demand to lift meat prices. SFamgaepreesoeportpries N V]
. . 2013 2015 2017 2019 2021 2023
In the short term, seasonal factors point to weaker lamb farmgate prices,

especially given that they are unusually high compared to export prices for this

time of year. We forecast a fall of about 20% over the next six months. Lamb: forecast farmgate to export price ratio*

Lamb export prices more generally are likely to reflect still-firm demand in the 0.5 Ratio Ratio oo
. . . . — A

EU and the US and a slowdown in production in both Australia and New Zealand. 0.80 | _  oeae | 0.80
Much like lamb, seasonal factors suggest that beef slaughter prices are likely to 0.75 - ™ : 2823/25«) - 0.75
fall in coming months. 0.70 - L 0.70
- Over the medium term, export prices for beef should tilt higher, with 065 1 065
constrained production out of the US, China and the EU likely to more than 060 1 060
offset increased volumes out of Australia and Brazil. 0.55 1 - 0-55
0.50 4 . T 0.50
0.45 Sources: AgriHQ, Westpac Farmgate prices to export prices 045

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May June
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“Both the household and government sectors
cu RRENT need to lift their savings performance if the

current account deficit is to cease to be a credit
ACCOUNT ratings risk.”

Current account balance

New Zealand’s current account deficit remains very large. 4 e yg;{g:gGDP 4

- The current account deficit was 6.7% of GDP in the year to June - wider than 2 m 7 M2
expected and unchanged from the March quarter. While exports of services 0 v \'“/\/J 0
were revised higher, so were investment income outflows. 2 1 /\ 2

- Over the coming year, increased goods and services exports - driven by growth 41 I~
in both volumes and prices - should narrow the current account deficit to a 6 - - E::::EZ o SZ:’V‘I’;S /\_ -6
four-year low of around 4% of GDP. However, as the economic recovery gathers 8| __ Investment income balance | &
pace and import volumes rebound, the current account deficit is likely to begin ol TCuremtaccot OV | | .
to widen back towards 5% of GDP. 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028

- Given the growing net external liabilities generated by accumulating deficits, the

investment income deficit is likely to remain close to 3.5% of GDP. Net lending by major sector

o o Q A 6 % of GDP March years % of GDP
Increased savings are required to lower the deficit sustainably. Westpac

forecast

- The bulk of the current account deficit reflects combined savings by households 2
that are inadequate to fund residential investment needs. In the wake of the 0

. . o . 2 2
pandemic, government savings have also fallen short of its investment needs, so N )
are contributing to the current account deficit. 5| = Households -
. . . o . o 8 | C It -
- A persistent fiscal deficit and a large current account deficit leaves New Zealand 8 General government 8
i e S -0 - o -10
exposed to the possibility of a credit rating downgrade, especially if a new 2 | — Current account (right axis) 5
negative shock were to suddenly strike the economy. g | SourcesiMecrobond StasNz Wespee | 4
2008 2012 2016 2020 2024
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“We expect the New Zealand dollar to gain against
FOREIG N a generally weaker US dollar, although the

outcome of the US election poses a significant risk
EXCHANG E to this view.”

NzD/USD and US dollar index

The US dollar is key to the NZ dollar’s overall direction. 090 | NZPIUSP Index: 7

Westpac
forecasts

— 80

- Our base case is for a modest fall in the trade-weighted index over the year 0.80 1
ahead, with the NZ dollar seen as an underperformer in the context of a 0.70 |
generally weakening US dollar.

)
=1 100

+ 110

0.60 4
- The US dollar has already fallen in recent months as the Fed has started its

easing cycle. We expect a further decline as US interest rate cuts proceed at 0:50

— NZD/USD (left axis)

a steady pace, lifting NZD/USD to 0.64 by the end of 2025. However, there is 0.40 | — US dollar index (right axis, inverted) L 120
significant risk around this view stemming from the US presidential election and I -
whatever policies the next administration can enact (see page 23). 2000 2004 2008 2012 2016 2020 2024

NZD to underperform the most against AUD and JPY. , :
NZD/AUD and relative policy rates

- We expect the NZ dollar to soften against the Australian dollar and the Japanese bpe NZD/AUD

yen, while largely holding its ground against the euro and the British pound. | sources: Macrobond, westoac
r 0.95

- The OCR is set to drop below the RBA cash rate in the year ahead. We expect
this to open the door to a more substantial fall in NZD/AUD, to reflect Australia’s b‘“ﬁ 090
- 0.85

stronger economic performance and more favourable current account position. 01

- We expect the yen to strengthen as Japan continues to gradually tighten -100 | ol

monetary policy, leaving it as an outlier among the general trend towards policy -200 + - 0.75

easing in the major economies. -300 - — Cash rate differential (left axis) L 0.70

— NZD/AUD (right axis)
-400 . . . . . . . . 0.65
2002 2005 2008 2011 2014 2017 2020 2023 2026
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“While imported prices have fallen sharply,
INFLATI N ‘stickiness” in some domestic costs is limiting the

fall in overall inflation.”

Inflation components

7%yr %yl’ - 10
Headline inflation Westpac

Back in the band, but big differences under the surface. 10
forecasts

8 4 — Non-tradables inflation 8
—

Inflation fell to 2.2% in the year to September. That’s down from 3.3% in the year
to June and the first time it’s been in the RBNZ’s target band since 2021. 61

— Tradables inflation

- We forecast that inflation will track close to the midpoint of the RBNZ’s target
band over the year ahead. However, under the surface there are some big 2 1
differences in cost pressures across the economy. 0

- Around three-quarters of the fall in inflation over the past couple of years has 2
been due to lower prices for imported consumer goods (i.e., tradables inflation). A
That’s in part due to falls in global prices as international supply conditions have 2005 2009 2018
improved over the past couple of years. Onshore, the downward pressure on
retail prices has been reinforced by weakness in discretionary spending, and
perhaps competition from imports.

Sources: Stats NZ, Westpac

2017 2021

Non-tradable components

%yr %oyr
o o . . c o 12 4 r12
- Weakness in tradables prices means overall inflation is set to dip below 2% for a — Non-tradables less housing, insurance and govemment charges

period. However, that dip down is expected to be modest and temporary. 1 — Central and local govemment charges

8 1 — Housing costs

- At the same time, domestic (non-tradables) inflation remains elevated. While
inflation in the services sector is cooling, there continues to be large increases

in some costs, like local council rates and insurance. The ‘stickiness’ in those 4 -4
prices means total non-tradables inflation is only easing gradually, which is 2 | Lo
limiting the downside risk for overall inflation. 0 0
Source: Stats NZ, Westpac D
-2 T T T T T T T T T T T T T T T T T T T T -2
2005 2009 2013 2017 2021 2025
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“Now that inflation is around 2%, the RBNZ’s focus
MONETARY will be on keeping it there.”

Official Cash Rate forecasts

% 0/0

Inflation close to 2% allows the RBNZ to normalise rates. 7 . o7
orecasts

Headline inflation is now forecast to settle around 2%, considerably reducing ® — Westpac forecast 8

the risks to inflation expectations. 5 1 — RBNZ Aug 2024 MPS -5

- Still-high domestically generated inflation requires restrictive conditions for a
while longer to ensure no resurgence occurs. 31

- The OCR has been reduced by a large amount since May 2024.

But there’s no need for real interest rates to remain high, hence the RBNZ can

Sources: Bloomberg, RBNZ, Westpac

safely ease 50bps at the November Monetary Policy Statement meeting. 2016 2018 2020 2022 2024 2006

A short period of below-neutral interest rates is in the offing.
. . L Frequency of OCR changes over four meetings
- The current weakness in economic activity implies further downward pressure

Q Q . Frequency Frequency
on inflation for some time to come. R DN _ r 100
ources: an estpac calculations
- This implies much better-balanced inflation risks - especially if tradables 80 - - 80
inflation remains low. o0 | | 6
- The OCR will likely spend a short period below neutral levels in mid 2025-26 to Global Current
o o o H 40 1 Financial projection based - 40
balance inflation risks before returning to neutral. P on 500
. . . . 20 November cut L 20
- We see the OCR bottoming at 3.5% from mid-2025 and returning to neutral in m |
mid-2026. 0 : — )
oOULOLLOLOLOLOLOLOLOLOWLOWOLWw
SEBHERENgEEdenra Ao rSdir
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(13 b b “We think the OCR will remain higher than levels
THE NEUTRAL seen post GFC and cycle around 3.75%.”

Central bank policy rates and differentials to New Zealand

% Percentage points_

The OCR is set to remain higher than seen post-GFC. 10 —NZOCR

——RBA Cash Rate

——US Federal Funds rate

8
- The neutral OCR is the level at which the OCR is neither stimulatory or 6 | N2 lows Australia (et axis)
restrictive. It is unobservable and variable over time, and so subject to a4\ /S AN\ NZ less US (right axis) -
uncertainty. We will learn about its current level by seeing how the economy 21 /\
0

responds to cuts to the OCR. I ;2
- We expect global interest rates to remain higher than seen over the 2015-20 1 . e — 25
period. Westpac’s global interest rate forecasts are for US and Australian policy i N e T 00
interest rates to remain above 3% in coming years. The OCR needs to maintain a | sources: Macrobond, westpac I 22
premium over alternative markets to support the NZD. 2000 2003 2006 2009 2012 2015 2018 2021 2024

- We assume New Zealand’s neutral OCR is around 75bp over US rates and 25bp
over Australian rates. As a result, we assume the neutral OCR is 3.75%. Hence,

. . Long-term trend in real NZ short rates vs recession periods
we expect short-term interest rates to cycle around a higher average than seen

% %
from 2009'2022. +2-3% +2% Sources: Stats NZ, rs
10 - 7 Qtrs each 701:5 \I?VBNtZ, I\)Iaclroblo?dl, L 4
- The response of the economy to the tightening cycle suggests policy, while tight 2 1 10 o R
and impacting households, may not have been as tight as in past cycles. The fall 4] "o N\, | 2
in GDP since 2022 isn’t large compared to past recessions. 2 1 -1
04 0
- The slow fall in non-tradables inflation also suggests that recent slower growth -2 v \'\/ -
. . . 4 | -0.9% -0.8% L0.9%
also partly reflects weaker potential growth, as opposed to simply very tight g s% M,
policy settings. 8 | 31% -3
-10 -3‘5%\ T T T T T T -4
1987 1992 1997 2002 2007 2012 2017 2022
GDP Loss (right axis) == Real 90 Day Rate — Interpolated Trend
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“The inflation outlook is subject to two-sided
IN FLATION risks, including uncertainty about exactly how

the economy will respond to forecast monetary
RISKS policy easing.”

Risk distribution for the OCR in 12 months’ time

Probability Probability

Upside risks to the inflation outlook include: B0 e riske Upside risks - 30
25 7- Sharper cyclical + Persistent inflation | o5
. A stronger cyclical upswing in the housing market, especially if accompanied by + Fastor fal n coro ooy e
a larger lift in prices, that leads to a bigger pick-up in consumer spending. 20 1. Factr deterioraton " inemploymentrate | 29
in the labour market « Weaker exchange rate
9 0 . . 15 4 ue to increased risk - 15
- Global policy easing that triggers a stronger recovery in the global economy and remia o
key export commodity prices, boosting domestic incomes and spending. 107 10
o o 9 5 5
- A weaker trajectory for the exchange rate, reflecting NZ’s large current account
H s H H H 0 — T T 0
and fIS?a..l def|C|ts, weak gr-owth,' r.elatlvely low interest rates, or changes in 900 250 300 350 400 450 500 550 600 650 700
geopolitical risks or US tariff policies that strengthen the US dollar. Official Cash Rate
— Nov-24 — Aug-24 — May-24

Downside risks to the inflation outlook include:

. Sustained weakness in the price of traded goods, perhaps due to ongoing Chinese export prices and NZ tradables prices

producer price deflation and excess capacity in China. 20 - %Y %Y 100
— China export prices, manufactured goods (left axis)

- A geopolitical event that dampens global growth, trade and key export 15 | — NZ CPI tradables (right axis) L 75

commodity prices, leading to weaker domestic confidence and spending.
10 +
- Adelayed recovery in the labour market despite a lift in activity, as firms focus

on boosting productivity and potential labour-saving Al technology.

- A weak response of the economy to lower interest rates - perhaps due to the
neutral interest rate proving to be closer to 2% than 4%. 5 |

Sources: Stats NZ, GAC, Macrobond, Westpac

-10

— 11— -5.0
2005 2008 2011 2014 2017 2020 2023
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ALTERNATE
SCENARIOS

Forecasts of the evolution of the economy and the OCR are uncertain.

- Our forecasts are our best judgement of how the economy will perform.
However, different outcomes are likely if the economy reacts differently to the
conditions we assume or if shocks occur.

- Two possible alternative scenarios are shown here to illustrate the uncertainty.

The upside scenario assumes a stronger demand response to the OCR cuts we
are forecasting, whereas the downside scenario assumes a weaker response.

- The upside scenario sees quarterly GDP growth rates quickly rise towards 1%
and the unemployment rate peaking earlier and falling back below 5% by the
end of 2025. This would lead to more non-tradable inflation than expected, a
period of tighter monetary policy and a higher exchange rate.

- The downside scenario sees quarterly GDP growth rates remain below trend
throughout 2025, causing the unemployment rate to rise to a higher peak of
around 6% next year. Non-tradable inflation would be weaker than in our
baseline scenario and a period of lower interest rates would be required to
reverse a more negative output gap. The exchange rate would likely be weaker
for a period, temporarily adding to tradables inflation.

- The range of outcomes for the OCR is significant, implying the OCR could peak
near 5% or fall towards 2% in the next couple of years.

Westpac New Zealand Economics

“Uncertainties about how the economy will
respond to easier financial conditions imply a
potentially wide range of possibilities for the

future OCR.”

GDP and unemployment rate

Y%yr

%

8 r 6.5
GDP Unemployment rate
6 | — Baseline - 6.0
--- Upside
— Downside r 55
41 L 5.0
2 r 4.5
r 4.0
0 4
+ 3.5
Sources: Stats NZ, Westpac
2+ —+—F+ 3.0
2019 2022 2025 2028 2019 2022 2025 2028
CPI inflation and OCR
8 - Yoyr . . %7 8
CPl inflation OCR
— Baseline
6 - --- Upside
— Downside
5 4
4 4
3 4
5 ] -
1 4
Sources: RBNZ, Stats NZ, Westpac
0 T T 0

2019 2022

2025 2028 2019

2022 2025 2028
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“The outcome of the US election could be
us ELECTION IMPLICATIONS disruptive for global trade and financial markets,
and that could flow through to conditions in
FOR NEW ZEALAND New Zealand

Share of total merchandise exports, year ended Sep 2024

Sources: Stats NZ, Westpac

The US election is a tight race and could generate a change in policy.

China, 25.1%
- A Harris/Democrat administration is likely to generate more continuity in US

economic policy. Fiscal expansion would continue, but domestic policy priorities Others, 36.2%
would shift towards increased taxation and greater social spending.

A Trump/Republican administration represents greater uncertainty. Fiscal policy

could be more expansionary, and increased tariffs could add to US inflation.

‘wus 12.7%
- Foreign and trade policy differences are large. A Trump win looks more likely Singapore, 2.5%

US interest rates may rise as a result. UK, 2.3%
South Korea, 3.1% Australia, 12.6%

to increase pressure on the West’s relationship with China. There would also Japan, 5.5%
be greater uncertainty about how the US will respond to developments in the

Middle East and Russia’s war with Ukraine. Change in exchange rates vs the USD 2 weeks post election

N i . % ch % ch
Implications for conditions in New Zealand. 10 179 e
m2016 m2020

- In the short term, financial market volatility could be significant as questions 51 i
around the ultimate winner persist. The NZD could weaken as a result. o | Lo

- In the medium term, a Trump presidency looks more likely to boost the USD, | ;
US inflation and interest rates, and could weaken the NZD.

- The trade environment could become more difficult with increased tariffs and 7101 10
tensions with China and the Middle East. New Zealand is very exposed to these Al SoucesiBombem adebond WeseRe | g

o o o . . . . . x - > L QONnx XY L ¥ QO X o Qo

policies, with important income and exchange rate implications. g <K 585 >8> g ctzgou % rza
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THE ECONOMY
IN EIGHT CHARTS

Westpac New Zealand Economics

GDP growth
4 N % r
Sources: Stats NZ, Westpac Westpac
forecasts
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THE ECONOMY
IN EIGHT CHARTS conr.

Westpac New Zealand Economics

Official Cash Rate, 2-year and 5-year swap rates

% %

Westpac
forecasts
—

— Official Cash Rate
— 2 year swap rate

— 5 year swap rate

Sources: Bloomberg, RBNZ, Westpac

0 . . T : : T . : T ; ; T
2014 2017 2020 2023 2026
Non-tradable inflation
g, %
Quarterly % change Westpac
forecasts
— Annual % change -
6 Sources: Stats NZ. Westpac
4
2
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Consumer price inflation
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ECONOMIC AND
FINANCIAL FORECASTS

New Zealand forecasts

Economic indicators Quarterly % change Annual % change

Jun-24 Sep-24 Dec-24 Mar-25 2023 2024 2025 2026
GDP -0.2 -0.2 0.3 0.4 0.0 0.0 2.3 27
GDP (annual average) - - - - 0.7 0.0 15 2.8
Consumer price index 04 0.6 0.4 0.5 4.7 21 2.0 21
Employment change 0.4 -0.6 -0.3 -0.2 2.9 -0.7 0. 21
Unemployment rate 4.6 5.0 5.3 5.5 4.0 5.3 5.5 4.6
Labour cost index (all sectors) 1.2 0.7 0.7 0.5 4.3 35 2.0 1.8
Current account balance (% of GDP) -6.7 -6.3 -5.7 -5.0 -71 -5.7 -3.9 -4.5
Terms of trade 2.0 2.0 4.9 1.4 -10.7 14.8 0.8 11
House price index -04 -1.0 0.2 2.0 -0.6 -0.6 8.2 51
Financial forecasts End of quarter End of year

Jun-24 Sep-24 Dec-24 Mar-25 2023 2024 2025 2026
90 day bank bill 5.63 5.31 4.95 3.80 5.65 4.25 3.60 3.85
2 year swap 5.01 4.06 3.50 3.60 5.28 3.50 3.95 4.00
5 year swap 4.53 3.81 3.70 3.75 4.85 3.70 415 4.25
10 year bond 4.74 4.31 4.20 4.20 5.09 4.20 4.40 4.35
TWI 7.4 70.9 70.3 70.7 70.8 70.3 69.8 69.1
NzD/USD 0.61 0.61 0.62 0.63 0.60 0.62 0.64 0.64
NZD/AUD 0.92 0.91 0.90 0.90 0.93 0.90 0.87 0.86
NZD/EUR 0.56 0.56 0.56 0.56 0.56 0.56 0.56 0.56
NZD/GBP 0.48 0.47 0.47 0.47 0.49 0.47 0.47 0.47

Westpac New Zealand Economics
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ECONOMIC AND
FINANCIAL FORECASTS conn.

New Zealand forecasts

Fiscal indicators June years

2022 2023 2024 2025 2026 2027 2028
Total government revenue ($bn) 142 153 167 168 176 185 195
- % of GDP 38.9 38.7 40.5 391 391 39.2 39.2
Total government spending ($bn) 151 162 180 182 186 191 197
- % of GDP 41.5 41.0 43.6 429 41.3 40.1 39.0
Operating balance excl. gains and losses ($bn) -97 -94 -12.9 -14.5 - -6.5 -1.8
- % of GDP -2.7 -24 =31 -3.4 .5 -1.4 -04
Net core Crown debt ($bn) 129 155 175 186 197 212 218
- % of GDP 354 8O 42.5 43.3 43.8 44.9 437

International economic forecasts

Real GDP (calendar years) Annual average % change

2021 2022 2023 2024f 2025f 2026f
Australia 5.5 3.9 2.0 1.3 2.9 24
China 8.4 3.0 5.2 5.0 4.8 4.5
United States 5.8 19 2.9 27 1.8 1.7
Japan 2.6 1.0 19 0.1 11 0.9
East Asia ex China 4.3 4.5 3.3 4.9 41 41
India 9.7 7.0 7.8 7.0 6.8 6.5
Euro zone 59 34 0.4 0.6 1.5 1.5
United Kingdom 8.7 4.3 0.1 1.0 1.3 1.4
NZ trading partners 6.3 3.3 3.3 3.2 3.3 3.2
World 6.5 3.5 3.2 B3 883 3.2
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ECONOMIC AND
FINANCIAL FORECASTS conn.

Interest rates and exchange rates

T o | et S

Annual % 90-day bill 2yearswap 5yearswap | USD Index NZ TWI NzZD/USD NZD/AUD NZD/GBP NZD/EUR NZD/CNY NZD/JPY
Sep-24 2.2 5.95 5.31 4.06 3.81 102.7 70.9 0.61 0.91 0.47 0.56 4.38 9.3
Dec-24 21 4.95 4.95 3.50 3.70 100.9 70.3 0.62 0.90 0.47 0.56 4.34 88.0
Mar-25 1.9 4.00 3.80 3.60 3.75 100.7 70.7 0.63 0.90 0.47 0.56 4.36 88.4
Jun-25 1.8 3.50 3.60 3.75 3.90 99.9 70.5 0.63 0.89 0.47 0.56 4.35 88.2
Sep-25 21 3.50 3.60 3.85 4.05 99.0 69.8 0.63 0.88 0.47 0.56 4.28 876
Dec-25 2.0 3.50 3.60 3.95 415 98.4 69.8 0.64 0.87 0.47 0.56 4.95 87.6
Mar-26 1.9 3.50 3.70 4.00 4.95 98.2 69.6 0.64 0.87 0.47 0.56 4.23 871
Jun-26 2.0 3.75 3.85 4.00 4.95 97.5 69.5 0.64 0.87 0.47 0.55 4.21 86.8
Sep-26 2.0 3.75 3.85 4.00 4.95 97.3 69.3 0.64 0.86 0.47 0.56 419 86.4
Dec-26 2.1 3.75 3.85 4.00 4.95 971 69.1 0.64 0.86 0.47 0.56 416 85.8
Mar-27 21 3.75 3.85 4.00 4.95 97.2 68.9 0.64 0.86 0.47 0.55 410 83.8
Jun-27 2.2 3.75 3.85 4.00 4.95 97.0 68.6 0.64 0.86 0.47 0.55 4.06 82.6
Westpac New Zealand Economics 28



CONTACT

Westpac Economics Team
westpac.co.nz/economics
economics@westpac.co.nz

Kelly Eckhold, Chief Economist
+64 93489382 | +64 21786 758
kelly.eckhold@westpac.co.nz

Satish Ranchhod, Senior Economist
+64 9336 5668 | +64 21710 852
satish.ranchhod@westpac.co.nz

Darren Gibbs, Senior Economist
+64 9367 3368 | +64 21794 292
darren.gibbs@westpac.co.nz

Michael Gordon, Senior Economist
+64 9336 5670 | +64 21749 506
michael.gordon@westpac.co.nz

Paul Clark, Industry Economist
+64 9336 5656 | +64 21713 704
paul.clark@westpac.co.nz

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

29


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.

30



Westpac Banking Corporation.



	A note from Kelly
	Overview
	Households
	Housing
	Migration
	Labour market
	Business sector
	Construction
	Fiscal
	Global outlook
	Export volumes
	Agriculture
	Farmgate price outlook
	Current account
	Foreign exchange
	Inflation
	Monetary policy
	The “neutral” Official Cash Rate
	Inflation risks
	Alternate scenarios
	US Election implications for New Zealand
	The economy in eight charts
	Economic and financial forecasts

