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Shipping rates ease, container rates fall but still very high

iIndex Container rates correcting from extreme high iIndex
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Global input prices - easing as demand slows and supply frees up
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Commodlity prices - second inflation stage now easing
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Short term inflation expectations - over 1year are worrying
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Surging costs leading to price pressures (June)
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Surging costs leading to price pressures (July)
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Australia: Job vacancies pointing to explosive market
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Net migration: major groups
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Primary student visas
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Graph 2.22
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Total overseas arrivals and departures
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Overseas departures - surge in long term departures.
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Rental markets: vacancy rates; Adelaicde a standout
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Population growth: Geelong holding up well
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Confidence: consumers and businesses
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Consumers: Sentiment & unemploy’ expectations

Index* Index
70 —
* inverted Unemployment expectations* (Ihs) 130
—Consumer Sentiment (rhs)
90 - 103.4
- 120
110 S
[ - 110
130 S | 100
150 - - 90
170 - 81. - 80
Sources: Westpac, Melbourne Institute,
Westpac Economics
190 . | . | . | . | . | . | . 70

Aug-96 Aug-00 Aug-04 Aug-08 Aug-12 Aug-16 Aug-20

15 Economic Update ‘I’



Financial and Economic Forecasts

GDP (%pa)

Unemployment rate (%) 3.0 4.2 5.0
Inflation (%pa) 7.6 3.1 2.7
Dwelling prices (%opa) -4.0 -10.0 2.0
Credit growth (%pa) 6.6 2.6 3.4
Wages growth (%pa) 3.25 3.9 3.6
Cash rate (%) 3.10 3.35 2.35
AUD/USD 0.73 0.78 0.80

Sources: Westpac Economics
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Australia workplace mobility: major CBDs
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Annual inflation - can fall sharply next year if stage 3 fades
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Gas sets marginal power prices but regional issues matter
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Household debt servicing ratio vs arrears
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Savings - $250h in excess savings; $25h if rate falls to 6%
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Household saving ratio - liquiclity lift for non horrowers

Graph 9
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Distribution of household debt* (high income/high debt!)

Graph 7
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Consumer spending by state: paths diverge
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Dwelling prices: Victoria
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Australian dwelling prices: 6% H2 ; -10 % 2023

%ann

24

%mth

16 -
12 -

N © N O N ®©
|

FANAYANIFAY
~— Y,

Sources: CorelLogic, Westpac Economics

mmmthly (rhs)

—annual (Ihs)

Jul-10

Economic Update

Jul-12 Jul-14

Jul-16

Jul-18

Jul-20

Jul-22

s




Australian dwelling prices: now turning quickly
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Dwelling prices - Geelong holding up better than others
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Dwelling prices - Geelong closing the gap with Melbourne: best region
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Dwelling affordability - QLD less affordable than Victoria by 2024
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Detailed Forecasts - hond rates lower in 2023 and 2024

RBA Cash

3yr swap rate 3.40 3.25 2.80 2.75
AU10yr bond 3.52 3.40 2.65 2.15
Fed Funds 2.375 3.375 3.125 2.125
US 10yr bond 2.95 3.00 2.30 2.00
AUD/USD 0.69 0.73 0.78 0.78

Sources: Bloomberg, Westpac Economics
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WORLD INFLATION - SOME ISSUES.

« Global shortage of skilled workers — where is China/Eastern Europe for the 2020’s?

* Energy shortages; investment low in fossil fuels; transition to renewables is not smooth.
* Deglobalisation: just in case not just in time.

» Central banks have unleashed massive liquidity through balance sheet expansion.

» RIisks of geopolitical — Taiwan Straits; Eastern Europe.
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AU 10 year - RBA cash rate spread
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Market Expectations for RBA & US Fed - August 19
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Fed funds rate - cut too soon in 1975 - alesson for 2023
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US: Inflation and interest rates have hit consumer sentiment hard
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US real wage growth negative; will take until late - ‘23 to recover
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US consumer economic stagnation - 0.7% growth in 2023

- ppts cont' contributions to GDP growth ppts cont’ .
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China - residential property market indicators

Graph 1.11
China — Residential Property Market Indicators
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China - fiscal impulse
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AUD and commodities - risk on in 2023 if inflation down
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Trade-weighted exchange rates
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Australian dollar*
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Graph 3.31

Australian Dollar*
Against currencies of selected trading partners
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Conclusion

44

Three stages of Great Inflation: supply; war; inflation psychology takes hold.

Material and labour shortages at extreme levels — not seen since 70’s; labour should
ease by 2024; demand and supply shock slowdown key to easing in inflation.

RBA cash rate to rise quickly in 2022 — 3.1% by year’s end; peak at 3.35% by Feb.

High household debt will limit rate increases but offset by high savings — higher peak
Debt Servicing Ratio than previous two peaks.

With tight labour market (unemployment rate falls to 3.0%), inflation control relies on
slowing interest sensitive sectors.

Bond rates to fall in 2023 — lagged increase in property yields but no falls in 2023.

Risk to economy is wage/price spiral; firms also identify scope; RBA should be nervous.
Best chance to avoid spiral will be easing in commodity shocks and slowing demand.
Falling prices in 2022 and 2023 — national; down 16% — SYD/MEL 18%.

Border opening unlikely to see replacement of Covid losses in workforce.
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Conclusion

45

Central banks have erred with money printing during Covid — government support enough.
Inflation must ease globally in 2023 to take pressure off central banks and avoid wage/
price spiral.

Bond rates have peaked (US 10 year Treasuries reached 3.6%) but progress towards
much lower yields will be bumpy — US 10’s @ 2.5% not sustainable yet.

Biggest risk to outlook is if inflation is much stickier than currently expected particularly
precluding FOMC from cutting rates when US consumer flat lines in 2023 and RBA from
easing rates in 2024 (RBA forecast of 4.3% inflation in 2023 is risky)

2023 will mark the weakest consumer spending growth in US since GFC.

China’s prospects are still uncertain, current conditions in property markets are parlous —
stimulatory policy (credit boost; lower rates); easing of restrictions on property and
technology; zero Covid still cause for considerable caution as virus still spreads.

AUD to benefit from easing of “risk aversion” in 2023 as inflation falls; although US FED
and China’s recovery will be critical for the remainder of 2022.
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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(2)(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
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Disclaimer continued

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 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.

i. Chinese Wall/Cell arrangements;

ii. physical separation of various Business/Support Units;

iii.  Strict and well defined wall/cell crossing procedures;

iv. a “need to know” policy;

V. documented and well defined procedures for dealing with conflicts of interest;

vi.  reasonable 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 of 1934 (‘the
Exchange Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). This communication is provided for distribution to U.S. institutional investors in reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not
subject to all of the independence and disclosure standards applicable to debt research reports prepared for retail investors in the United States. WCM is the U.S. distributor of this communication and accepts responsibility for the contents of this communication. 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.
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