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—Summary from last year.

— Growth risks to present themselves in 2018

* The year started strongly but is set to moderate as rates rise in the US, liquidity
tightens in Europe & Japan and growth slows in China.

* The unwinding the mining boom has faded while the growth in exports
associated with that investment continues, lower AUD supportive.

» Housing prices, and household debt, hit record highs. House price inflation to
disappear by year’s end. Slow growth in wages means consumption continues
below trend.

« Inflation well contained so energy shocks more of a potential risk to business
activity than underlying inflation.

« Construction cycle is very mature & growth set to slow next year.

* Business confidence soft, sales are modest and political risks remain but
population growth has picked up a little.

* RBA on hold, market rates being dragged higher, AUD heading down to US65¢.
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The global economy

US powers ahead with Trump
Energy & resources
Rural commodities

Domestic economy

Housing & market interest rates
Forecasts
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The global economy had
a solid start in 2018
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Global trade: average tariffs, long history

30 % % 30
EEC/EU
WW1 WWwW2 formed
i China L
25 joins WTO 25
20 - - 20
15 - - 15
1 O | US ‘Smoot i 1 O
Hawley’ NAFTA
tariffs
S - - 5
Sources: World Bank, Westpac Economics
O | | | O

1870 1910 1930 1950 1970 1990 2010

200 years proudly supporting Australia

6 THRIVING IN THE FACE OF DISRUPTION

2008 TARLTOR & ACHNER SSOCATIONCNFERENCE - SYNBY



World growth firmer holding in 2018

2014 2015 2016 2017 2018(H) 2019(P

Australia 2.6 2.5 2.6 2.2 2.7 2.5
New Zealand 3.6 3.9 4.0 2.8 2.6 3.2
UsS 2.6 2.9 1.5 2.3 2.8 2.5
Euro 1.3 2.1 1.8 2.3 2.1 1.6
Japan 0.4 1.4 0.9 1.7 1.2 1.0
China 7.3 6.9 6.7 6.9 6.3 6.1
India 7.4 8.2 7.1 6.7 7.2 7.2
NIE’s* 3.9 2.1 2.3 3.1 2.8 2.6
World 3.6 SES 3.2 3.8 3.8 3.7

*NIE are Newly Industrialised Economies — Republic of Korea, Hong Kong SAR, Taiwan Province of

China, and Singapore.
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Size of the global middle class
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US has powered ahead
in the age of Trump
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Little slack in US labour market
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Tax and spending hit deficit

% of nominal annualised GDP

%
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B CBO alternative forecast (April 2018)*
B CBO baseline forecast (July 2017)

Source: CBO, Westpac Economics

*assumes tax and spending policies extended
to end of forecast horizon.
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Chinese growth momentum
to slow in 2018 & 2019
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China real GDP to decelerate slowly
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China’s growth transition
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China debt: developed world scale
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Energy & Resources
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Australian commodity prices outlook

index index
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Japanese LNG & Brent crude oil
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Rural Commodities

200 | \I#

200 years proudly supporting Australia




Farm commodities in Australian dollars
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Beef prices in 2016 dollars
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Wheat price in 2017 dollars

4000 US¢/bus US¢/bus 4000
1855A 1867 1917
h \ 1935 t_o 1974 the Green
3000 - \ 1885 t0 191 1947 reemoncs to riing demand - 3000
2000 M J\N 1974 L 2000
1000 - 2000 | 1000

Sources: Westpac Economics, USDA, CBOT, Bloomberg

O T T T T T T T T T O
881 1901 1921 1941 1961 1981 2001

200 years proudly supporting Australia

22 THRIVING IN THE FACE OF DISRUPTION

TUESORY, 17 ULY



Inflation adjusted sugar prices
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Technological advances continue

Driverless tractors next? Farms fire up
automation

ﬁ Merran White = 06:00am January 19 2018

i .?"' & ¥ A Y, N f
The futuristic prototype driverless tractor by Case IH on display at an AgQuip Field Day in Gunnedah. (Supplied) : !m
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And it is not just tractors

From P2P to agbots, farmers tackling tech head on
Driverl

automa

’3 Danny John = 02:30am September 12 2017

The rise of "ag-tech” is seeing new financial products emerge, not just mechanical innovations like drones and robots, to improve the way
Australian famers do business. (Getty Images)
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Source — Westpac Wire
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WestpacWire|

> PODCAST: Inside
housing correction of 2018

Posted 2 hours ago
By Michael Bennet

. . . > GOOD PAIR: The deaf
> How Allbirds grew a shoe into a global business CEO and her student

Tim Brown, the co-founder of a NZ shoe business loved by US tech entrepreneurs and world
leaders, says “clarity of focus” has been one of a handful of its key drivers of success.

#technology

Posted 2 days ago P
v 'osted 8 days ago
3 o By Michael Bennet ©2 min read By Emma Fc:'s(e.-J
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Of course, this means little with no rain

Australian Government 80
Bureau of Meteorology
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Issued: 12/07/2018
http://www.bom.gov.au/climate Model Run: 08/07/2018
© Commonwealth of Australia 2018, Australian Bureau of Meteorology Base Period: 1981-2010
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Domestic economy
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Electricity futures
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Service exports: a bright spot, for now

Sbn Rolling annual, nominal Sbn
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Aus: consumer spend vs labour income
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Unemployment and participation rates
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Australian participation rates by gender
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Sources: ABS, Westpac Economics.
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Population growth
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Population growth: NSW lags VICTORIA
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Housing & market
interest rates

200 years proudly supporting Australia




Australian dwelling prices: capital cities
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Mortgage interest rates: ‘tiering’
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Big 4 bank funding pre-GFC and now

00 o Liabilities + Equity o 00
® Short wholesale
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Short term funding spreads (3 month)
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Forecasts
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Federal Budget: $14.5bn deficit in 2018/19

% of GDP underlying cash balance $bn
3 +16.6 30
m$bn (ths) —% of GDP (lhs) +11.0
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Current Forecasts — June 2018

At time
of Sep-18 | Dec-18 | Jun-19
forecast

RBA Cash  1.50 1.50 1.50 1.50
Aus 10yr 2.58 2.75 3.05 3.10

3yr swap 2.03 2.40 2.50 2.50
Fed Funds 1.875 2125 2125 2625
US 10yr 2.83 3.00 3.35 3.50
AUD/USD 0739  0.74 0.74 0.72

Source: Westpac Economics

1.50
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2.70
2.625
3.20
0.70
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AU model breakdown

Fair Value US¢

AUD/USD

forecasts r4¢ r4¢ r4¢ 70¢
Cash rate spread -38ppt -63ppt -63ppt -113ppt
Commodities latest 100 97 8 93 5 83 2

=100

Source: Westpac Economics
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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 sglely those of the

author and may differ from the information, views or analysis expressed by Westpaczwtes ‘I’

Information in this presentation correct as at July 2018

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 200 years proudly supporting Australia




We are living in interesting times.

« US is starting out from a robust position, China tightening credit &
continues to focus on environmental and structural improvements.

» US interest rates are rising and tighter liquidity driving a strong US
dollar narrative.

» QOverall, slower Chinese growth and a higher US dollar will see
lower commodity prices. But watch out for shifting trade relations.

Domestically in Australia

* Weak income growth to contain consumption.

Housing will continue to correct in Sydney & Melbourne.

Political uncertainty will weigh on business.
RBA on hold in 2018 and 2019 but market rates to move higher.
US rates to 112 basis points above RBA in 2019.

» Higher USD combined with weaker AUD. Zm
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