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The World is Fighting an Inflation Problem

Headline Consumer Price Index
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And It's Easy to See Why... eBT

Major Central Bank Balance Sheets General Government Expenditure
Index, 2010 = 100 % of GDP
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Now Central Banks are Trying to Reign the Stimulus Back In

Major Central Bank Policy Rates
Cumulative Rate Increases, Months Following First Hike
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And the Supply Curve is Shifting Back

Global Supply Chain Pressure Index US Supplier Delivery Times Commodity Prices

Index Index Monthly % Change from Recent Peak
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The Two Key Questions For Markets QBT

1.Have central bank’s done enough to tame inflation?

2. What will be the cost of bringing inflation down”? Recession?




RBA vs Fed

Central Bankers Trying the Up and Hold Approach

Policy Rates & Market Expectations

=——=RBA ==Fed
L iR
~
5¢ Mo
47 -----
3,
2,
1,
e ]
20 21 22 23 24

Sources: RBA, Federal Reserve Bank of New York, CME Group, Macrobond

¢8T




The Battleground has Shifted — Services are Key

AUS Consumer Price Index
Contribution to Annual Growth
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Wages Watch — Resilience is a Double-Edged Sword QBT

Unemployment Rate Compensation of Employees
% % Annual % Change
81 18 % %
1251 1125
10.0 110.0
7r 17
7.5 175
6+ 16 5.0 150
25 125
5 15
0.0 1 0.0
-2.5 1-25
4r 14 )
m Compensation Per Hour
-5.0 - mHours of Work 1-5.0
— Total Compensation of Employees

3 1L 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 3 -7. 1 1 1 1 1 1 1 1 1 1 1 1
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 00 02 04 06 08 10 12 14 16 18 20 22
Sources: ABS; Macrobond Sources: ABS, Macrobond




Supply and Demand are Converging

Working Age Population
Annual Change
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A Wage-Price Spiral Unlikely QBT

Wage Price Index Job Ads & Applicants
% Change Index, SA
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The Last Mile is Always Hardest — Inflation Risks? QBT

Housing Ex. Energy CPI Energy Inflation
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The Cost is Yet to be Borne QBT

GDP GDP per Capita
Quarterly % Change Quarterly % Change
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Inflation and Rates Double Whammy

Nominal vs Real Wages Growth
Annual % change
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And There is More to Come Even Without Additional Hikes QBT

Housing Lending Rates vs Cash Rate Graph 3.22
Change Since April 2022
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Savings and Wealth Working the Other \Way
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Household Excess Savings
Accumulated Since March 2020
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So Too is Population and Income Growth QBT

Australia, Population Change Wages & Salaries
Rolling annual change Annual % Change
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The Global Experience is Slightly Different
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The Global Experience is Slightly Different

IMF Global GDP Growth Forecasts
Annual % Change
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Purchasing Managers' Index (PMI)
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What Does this Mean for Rate Cuts?
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The Elephant in the Room — China QBT

China Purchasing Managers' Index (PMl) China Inflation
Monthly Annual % Change
Index Index % %
601 _services PMI 160 1507 _Consumer Price Index 1150
— Manufacturing PMI — Producer Price Index
12.5 12.5
55 WM\W 155
AN 10.0 10.0
50 -\,‘ \-JA\./VV 50
7.5 7.5
45 140 5.0 5.0
40! 140 25 25
0.0 0.0
35+ 135
-2.5 -2.5
30+ 130
-5.0 -5.0
25— 25 -7.5" -7.5
15 16 17 18 19 20 21 22 23 15 16 17 18 19 20 21 22 23

Sources: CFLP; Macrobond Sources: NBS, Macrobond

21




Reopening Boost Was Short-Lived
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China Retail Trade
Monthly % Change
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Residential Property Drag
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Aussie Dollar Taking a Beating
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AUD vs AU-US 2-Yr Yield Spread
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But It's Unlikely to Phase the RBA
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Disclaimer

This document has been created by Westpac Financial Services Limited (ABN 20 000 241 127). This document may contain financial product advice and has been prepared for use by advisers only. It must not be made available to any retail
client and any information in it must not be communicated to any retail client or attributed to Westpac. It provides an overview or summary only and it should not be considered a comprehensive statement on any matter or relied upon as such.
Information in this document that has been provided by third parties has not been independently verified and Westpac Financial Services Limited is not in any way responsible for such information. 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 and needs. Projections given above
are predicative in character. While every effort has been taken to ensure that the assumptions on which the projections are based are reasonable, the projections may be based on incorrect assumptions or may not take into account known or
unknown risks and uncertainties. The results ultimately achieved may differ materially from these projections.
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