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Current Forecasts — July 2017

-

RBA Cash 1.50 1.50 1.50 1.50 1.50
FED FUNDS 1.125 1.375 1.375 1.625 1.875
3 year swap 2.10 2.20 2.40 2.40 2.60
AUD/USD 0.80 0.76 0.74 0.70 0.65
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Current forecasts — August 2018

RBA Cash

Aus 10yr 2.72 2.75 2.95 3.00 3.15
Fed Funds 1.875 2.125 2.375 2.875 2.875
US 10yr 3.00 3.00 3.25 3.40 3.20
3yr swap 2.21 2.30 2.40 2.40 2.50
AUD/USD 0.74 0.74 0.74 0.72 0.70

Source: Westpac Economics.
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October 20, 2017
Rate outlook (first hike) - 21 forecasters

6 forecasters
5 forecasters

4 forecasters

WBC
Market pricing : 3 hikes

Current market pricing

Source: Bloomberg; Westpac Economics.

2Q 2018 (or earlier)
3Q 2018

4Q 2018

No move 2018 or 2019
by end 2019

50% of one hike by end 2019



Westpac: rate differential negative (July)
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Westpac: rate differential negative
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S&P 500 PE ratio and US 10yr bond
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Australian GDP growth outlook

RBA, GDP

Westpac GDP 2.40
RBA consumer 2.9
Westpac consumer 2.9

Source: ABS, RBA Statement on Monetary Policy, Westpac Economics
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Dwelling approvals
000 000
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Dwelling approvals: NSW
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Dwelling approvals: Vic
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Vic housing stock deficiency
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Australia: consumer spending vs labour income
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Household labour income: decomposed
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Household savings rate
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Election uncertainty & employment
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Newspoll: recent leads hold for multiple years
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Marginal seats* by state

Source: ABC.

NSW VIC QLD
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*Marginal Seats being defined as margin of
<= 3%, Data may change pending
finalisation of new electoral boundaries in
Victoria, SA and ACT in June.
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ALP Policy Shifts

(savings over 10 years)
Company Tax:
Franking Credits:
Negative Gearing/Capital gains:
Trusts/Income splitting:

Budget deficit levy:

$35 hillion
$56 billion
$49 billion
$17 billion

$22 billion

Source: Westpac Economics
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China debt: developed world scale

200 X of GDP June 2017 % of GDP 200
®m government m household = corporate

*China government is nominal value
150 B Source: BIS, Westpac Economics
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Value of finance approvals by segment
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Housing: investor credit stalls
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Credit outlook: slowing in 2018 & 2019
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Population growth — international

EU 0.28
Developed 0.33
UK 0.76 Source: AFR
US 0.80
Canada 1.08
NZ 1.15
World 1.20
Developing 1.37
Australia

m 2006 - 2016, avg
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% ann 0.0 0.5 1.0 1.5 2.0
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Population growth: NSW lags VICTORIA
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Population growth: Aus, Vic, Geelong
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Housing affordability: Vic
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Australian dwelling prices: major cities
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Australian dwelling prices: major capital cities
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Dwelling prices: Geelong holding up
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Dwelling prices: Geelong ahead of the Rest
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Dwelling prices: Geelong tops Regionals
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Dwelling prices: Vic
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Sydney prices: by property value
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Melbourne prices: by property value
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Auction clearance rates
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Rental markets: vacancy rates
% %
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Interest only housing loans
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Short term funding spreads (3 month)
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Loan versus deposit growth: majors

% 6-month annualised %
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Deposit growth: total vs households
25 % ann % ann oL

Data, quarterly :
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Deposit growth( total) — offshore leakages
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Bills/OIS forward curves-to remain elevated

bps bps
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It has been dry, little chance of improvement

80
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Australian Government I &
Bureau of Meteorology
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{65
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Chance of exceeding median rainfall (%)

25
Chance of exceeding the median Rainfall
August to October 2018 20
Product of the Bureau of Meteorology 9 %
e
Issued: 12/07/2018
http://www.bom.gov.au/climate Model Run: 08/07/2018
& Commonwealth of Australia 2018, Australian Bureau of Metecrology Base Period: 1981-2010
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US tariffs primarily target China

$USbnN value of trade tariffs imposed on $USbnN

45

® Announced ®mImplemented = Retaliation
Source: Westpac Economics
*Steel & aluminium affect all; other
measures are bilateral against China

China Canada Europe Mexico



China debt: developed world scale
% of GDP June 2017 % of GDP

200 200
®m government mhousehold mcorporate
*China government is nominal value
150 — Source: BIS, Westpac Economics - 150
100 100
50 50
0 0

Australia us China
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China credit in 2018: a wholesale change

RMB trn

year-to-date lending

RMB trn

Total finance
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Source: CEIC
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China’'s Shadow Banking System

Funded by wealth products; banks; insurance

=lplperis o Offshore investments

e Property investors

* Property developers

e Commodity investors

* Local Government (80% of Infrastructure)
« Corporates, outside banking system

Source: Westpac Economics
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Equity markets jittery but sell off contained

150 Index Major stock indexes Index 150
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Number of foreign real estate approvals
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Source: FIRB, Westpac Economics
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Service exports, Australia

$bn Rolling annual, nominal $bn
30 - Sources: ABS, Westpac Economics Total service exports: +7% yr Education F
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International students numbers by state

Index* Commencements, higher education Index*
280 4 —VIC Education exports (revenue) - 280
. 3yrs to 2016/17 VIC
NSW Australia 51% NSW
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Total Infrastructure: work done, by state

| Westoas Economics —NSW —Vic —SA _
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Office approvals: take-off, led by Victoria

4 $bn 12 month sum $bn 4
—NSW —Victoria —WA —QIld

- 3

- 2

-1
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CBD office markets: vacancy rates

7 % 35
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Employment by major sector
Growth in the 2 years to May 2018

Education & health 165
White collar 149
Construction

Production employment

Leisure & hospitality

Retail & wholesale distribution -6 Sources: ABS, Westpac Economics

-50 0 50 100 150 200

_ 000 change in employment 200 ‘ s



Conclusion

58

RBA on hold in 2018 and 2019; markets and RBA still expect rate hikes.
House and unit prices in Melbourne to fall further; Geelong holding up.
Headwinds: household sector; housing; market rates; tight credit; election.
No RBA rate relief ; banks?; affordability; regulation;

Bright spots: infrastructure; service exports; population growth; lower AUD.
RBA/FED margin to peak at 137.5 basis points by June 20109.

AUD to USD 0.70; bond spread to —40 bp’s.

US bond rates likely to reach 3.5% in 2019 H1 drag on equity market.

US yield curve to go inverse by 2021 signalling US recession.

China to slow more than anticipated through 2019 - credit; equities.

Global growth slows in 2019/2020 even without trade war. 200 ‘ \\ J }



Important Disclaimers

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 pro ing with any ir isi This

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

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
itin 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 client of Westpac.

For XYLO Foreign Exchange clients: This information is provided to you solely for your own use and is not to be distributed to any third
parties. XYLO Foreign Exchange is a division of Westpac Banking Corporation ABN 33 007 457 141 and Australian credit licence 233714.
Information is current as at date shown on the publication. This information has been prepared without taking account of your objectives,
financial situation or needs. Because of this you should, before acting on this information, consider its appropriateness, having regard to your
objectives, financial situation or needs. XYLO Foreign Exchange's combined Financial Services Guide and Product Disclosure Statement can
be obtained by calling XYLO Foreign Exchange on 1300 995 639, or by emailing customercare@XYLO.com.au.

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 . For further information please refer to the Product Disclosure Statement (available
from your Relationship Manager) for any product for which a Product Disclosure Statement is required, or applicable customer agreement.
Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure Statement at .
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