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Going nowhere fast

As expected, the RBNZ left rates on hold last week and
struck a more dovish tone. With inflation stubbornly low, we
think the RBNZ will keep the OCR on hold until September
next year.

The RBNZ sat on its hands last week, leaving the OCR on hold at 3.5%.The
accompanying statement, as expected, struck a more dovish tone by removing
any reference to future hikes. Instead, the RBNZ reiterated that it's appropriate to
continuing watching how inflation evolves.

Looking at inflation, it's not hard to see why the RBNZ'’s stance has softened. Headline
inflation in the year to September was just 1%, right at the bottom of the RBNZ'’s target
band. Some of this is a result of temporary factors, like declines in food prices, which
the RBNZ will largely look through. But the more general inflation picture is also soft.
Core measures of inflation, which look at the underlying trend in prices, haven’t picked
up, and in some cases came down in the September quarter. Businesses are reporting
that cost pressures remain low. Finally, recent declines in international commodity
prices are threatening to push headline inflation below 1% in the near term.

New Zealand isn’t the only economy experiencing soft inflation. Many of our trading
partners are in a similar basket (the notable exception being Australia). But what
makes New Zealand an outlier is that our economy has been growing at a solid pace.
Through the year to June the economy expanded at a blistering pace of 3.9%. In
recent months some of the drivers of growth have moderated, with falls in commodity
prices and the earlier tightening by the RBNZ. Nevertheless, the outlook for growth
over the coming year is still robust, underpinned by strong construction and population
growth. Historically, this sort of growth has presaged strong increases in inflation. But
not so this time.

Low inflation and robust GDP growth is an enviable position for an economy to be in.
But following four hikes this year, and with inflation at the bottom of its target band, the
RBNZ is likely to be nervous.
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So, where to next for the RBNZ and the OCR? Reading The OCR and core inflation

between the lines of last week’s statement, the RBNZ does
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inflation of 1.7%.

Financial market pricing is already consistent with a very delayed
OCR hiking cycle. However, while there is virtually no chance

of an OCR hike over the next six months, we are surprised that
financial market pricing has not yet factored in the risk of an
OCR reduction over this period. Although this is not our central

(released on Wednesday). With growth continuing apace,

we expect employment increased by 0.8 percent in the
September quarter, to be up 3.2% for the year. This would
push unemployment down from 5.6% to 5.4% - its lowest level

call, there is a small chance that some unexpected downside since 2009.

event might give the RBNZ reason to reduce the OCR. Market But despite strong employment growth and falling

pricing ought to reflect this risk, but currently does not. unemployment, wage inflation has not shown any material

On the exchange rate the RBNZ reiterated its earlier acceleration since the financial crisis. We expect this to remain
warning that the level of the exchange rate is “unjustified the case in the near term, with the LCI expected to show a 2%
and unsustainable” and that it expects a further significant increase annual private sector wage inflation.

depreciation. We see a heightened risk of intervention in It's important to put current low wage inflation in context,

the near future. Hawkish comments from the Fed, combined
with the RBNZ’s dovish statement have created conditions
under which the RBNZ actually has a reasonable chance of
catalysing a drop in the NZD.

however. When New Zealand experienced high rates of wage
inflation in the late 2000s we also experienced high rates of
generalised inflation, eroding households’ purchasing power.
Recently, although we’ve had low wage inflation, we’ve had
The next key pieces of information on the New Zealand even lower consumer price inflation. Consequently, cost of
economy will be the September quarter labour market data living adjustments to wages have been modest.

) . NZ interest rates

Fixed vs Floating for mortgages % o

46 4.6
Fixed mortgage rates have been falling recently, and may 4.5 1 ——= 28-Oct-14 - 45
have further to fall in the weeks ahead. Those looking to fix 4.4 Lo L44
their mortgage might find it is worth waiting a few weeks for 43 | ——3-Nov-14 - | 43
better rates.

4.2 4 r4.2
Floating mortgage rates usually work out to be more expensive 41 | L 44
for borrowers than short-term fixed rates, such as the six-month
rate. However, floating may still be the preferred option for those 4.0 1 40
who require flexibility in their repayments. 3.9 F 3.9
Among the standard fixed rates, the best deal for borrowers 38 1 38
with a deposit of 20% or more is the two-year term, which offers 3.7 A F3.7
substantial value relative to where we expect shorter-term rates 36 36

to go over the next two years. There is little point in fixing for just
one year, given that these rates are higher than the two-year
rate in most cases. Four- and five-year rates seem rather high
relative to where we think shorter-term rates are going to go over
the coming four or five years, but they do offer stability.
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The week ahead

NZ Q3 household labour force survey

Nov 5, Employment: Last: 0.4%, WBC f/c: 0.8%, Mkt f/c: 0.6%
Unemployment rate: Last: 5.6%, WBC f/c: 5.4%, Mkt f/c: 5.5%

e With the economy growing at a healthy pace, we're expecting the
Household Labour Force Survey (HLFS) to show that employment
increased by 0.8% in the September quarter, to be up 3.2% for the
year. This would push the unemployment rate down from 5.6% to
5.4% - its lowest level since 2009.

What could throw the headline numbers around, however, is the
participation rate. We're expecting this to increase to 69%, with the
strong economy and demographic factors both encouraging people

to enter the labour force. However, the participation rate has been
volatile over the past year, and another sharp move can’t be ruled out.
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Aus Sep dwelling approvals

Nov 3 Last: 3.0%, WBC f/c: -2.0%
Mkt f/ic: —1.0%, Range: —4.0% to 5.0%

e Dwelling approvals posted a better than expected gain in Aug, rising
3%. An unwinding spike in WA unit approvals was more than offset
by very strong gains in unit approvals in NSW and Vic. Within this
segment, both ‘high rise’ and medium density approvals posted rises
so the gain cannot be entirely written off as a one-off due to several
large projects. It could instead mark a ‘second wind’ to the housing
construction upswing.

e On balance we think this is unlikely to be the case and that activity
will instead move into a gentle slowdown. Supporting this to some
extend is data on construction-related finance approvals — including
those given to investors — which have flattened out since the start of
the year. Accordingly, we expect approvals to retrace much of last
month’s gain, declining 2% overall.

Dwelling approvals
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NZ Q3 labour cost index
Nov 5, Private sector wages: Last: 0.6%, WBC f/c: 0.6%, Mkt f/c: 0.5%
e \We expect private sector ordinary time wages, our preferred measure

of labour cost inflation, to pick up to a still modest 2% in the year
to September.

Despite falling unemployment and solid employment growth, labour cost
growth has been subdued, with no material pick-up since the financial
crisis. In part this is due to lingering unemployment in the economy.

But the more significant factor has probably been subdued inflation
which has meant that cost of living adjustments to wages have been
limited. We expect that this will be the case for some time.

LCl and CPI
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Aus Sep retail trade

Nov 4, Last: 0.1%, WBC f/c: 0.3%
Mkt f/c: 0.3%, Range: -0.1% to 0.8%

o Retail sales came in under expectations in Aug, recording slight 0.1%
gain following a 0.4% rise in Jul, a 0.6% increase in Jun and a flat
four months prior to that. The detail was also disappointing with the
rise centred on basic food and non-food sales declining, including
household goods which had previously shown a promising pick-up.
The overall mix suggests a cyclical loss of momentum consistent with
a shift back to more conservative consumer spending behaviour.

e Consumer sentiment posted a promising gain in Aug but retraced all
of that in Sep. Monthly business surveys and anecdotes both point to
patchy conditions for retailers through the quarter. Overall we expect
a lacklustre 0.3% gain for Sep retail sales.
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The week ahead

Aus Q3 real retail sales
Nov 4, Last: —0.2%, WBC fic: 0.4% Mkt f/c: 0.5%, Range: 0.1% to 0.8%

e Real retail sales posted a 0.2% decline in Q2, an abrupt slowdown
after cracker gains of 1.3% in Q1 and 1.2% in Q4, and a decent 0.7%
rise in Q3 last year.

e The Q2 decline was actually smaller than had been feared at the time
with aggressive price discounting accounting for more of the softness
apparent in nominal sales. The detail from the Q3 CPI suggests retail
prices were again soft in the third quarter. A pick-up in food prices will
offset declines in non-food with the retail deflator expected to show a
0.5% gain overall in Q3, up only slightly on Q2’s 0.3%.

e With nominal sales set to be up 0.9%qtr vs just 0.2%qtr in Q2, that
points to a decent 0.4%qtr Q3 gain in real sales. Note that retail has
become a less useful guide to spending in recent years. Business
surveys suggest services spending has been tracking considerably
better than retail in 2014.

Quarterly retail volumes and prices
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Aus RBA policy decision

Nov 4, Last: 2.50%, WBC f/c: 2.50%
Mkt f/c: 2.50%, Range: 2.50% to 2.50%

e The RBA’s annual Melbourne Cup day meeting has often been the
scene of policy moves in the past — since 1993, 9 of the 21 Nov
meetings have resulted in a rate change. While that’s an impressive
strike rate its unlikely to count for much in 2014 with the Bank making
it clear that rates are still set for “an extended period of stability”.

e Even some evolution of the language in the decision statement looks
unlikely. While the Governor has flagged this as something that will
eventually occur, if only to acknowledge that some of the ‘extended
period’ has now passed. However, now seems an inopportune time
to make changes that could be misconstrued as a shift in stance. The
Bank may instead choose to provide a more complete, and nuanced,
update to its views in Friday’s Statement on Monetary Policy.

RBA cash rate, 3 year swap
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Aus Sep trade balance, AUDbn
Nov 4, Last: -0.8, WBC f/c: —2.6 Mkt f/c: —1.8, Range: —2.6 to —0.2

e Australia’s trade account has been in deficit for the five months
to August, on weaker commodity prices as well as some adverse
volatility in import and export volumes.

e In September, we anticipate a sharp widening of the trade deficit, in
part due to a corrective rebound in fuel imports.

e Imports are expected to increase by 5.5%, with goods up 6.9% (as
advised by the ABS). Fuel imports slumped 20%, $744mn, in August,
a fall that has been fully reversed.

e Export earnings are forecast to decline by 1.1%, down $0.3bn, with
weakness centred on the lower iron ore price.

e The Australian dollar fell 2.6% against the USD in September and fell
1.3% on a TWI basis, which acts to boost import costs and lift export
earnings in AUD terms.

Australia’s trade balance: —$0.8bn in August
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Aus Oct employment
Oct 6, Last: —29.7k, WBC f/c: n/a Mkt f/c: 10k, Range: —65k to 35k

e The Labour Force survey remains problematic. Due to changes
in survey methodology, the seasonality in the survey changed
significantly in Aug & Sept and the ABS decided to set the seasonal
factors to 1.0 for Jul, Aug and Sep. This resulted in significant
revisions to the Aug survey in particular.

e Total employment fell 29.7k in Sept, taking the annual pace back to
1.1%yr which is in line with our preferred near-term leading indicator,
the Westpac Jobs Index.

e For Oct, the unknowns in regards to how the ABS will handle
seasonality are just too great to generate a central tendency forecast.
We are releasing a full preview this month which includes a number
of scenarios on how the ABS may handle these changes. These
produce a range of estimates from —59.3k to +17.5k for the monthly
change in total employment.

Employment growth is back to Jobs Index
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The week ahead

Aus Oct unemployment rate

Oct 6, Last: 6.0%, WBC fi/c: n/a
Mkt fic: 6.1%, Range: 5.8% to 6.2%

e In Sep, the participation rate fell from 64.7% in Aug (originally reported
as 65.2%) to 64.5%. This was due to an 18.7k fall in the labour force
which was enough to hold the unemployment rate flat at 6.0% (from
a revised 5.95% in Aug to 6.05% at two decimal places). Following
revisions the unemployment rate has now been around 6.0% so far this
year due, in part, to an ongoing trend decline in participation.

e As noted, there is an extreme level of uncertainty in Oct in how the
ABS will handle the problems associated with changing seasonality in
the survey. If you assume that Oct behaves in much the same way it
had for the last decade, then the final number will depend on just how
the ABS handles seasonality. For that reason, we can’t confidently
generate a central tendency forecast for unemployment.

Unemployment and participation rates
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US Oct non-farm payrolls
Nov 7, Payrolls: Last: 248k, WBC f/c: 200k

e Sep payroll jobs jumped 248k, but were it not for a resolved grocery
chain dispute and changed shutdown arrangements which impacted
auto factory hiring, the payrolls profile through the quarter would have
been 243k, 200k, 228k: a slight moderation for a Q3 average of 224k
jobs per month vs 267k in Q2 (and 228k in H1 2014). Moderating jobs
growth in H2 2014 makes sense given the weak output growth that
accompanied those H1 hires, i.e. H2 is seeing productivity growth
recover somewhat, at the expense of hiring.

Specifically, with Q3 GDP growth slowing from the post-winter boosted
Q2, and Q4 likely to see pockets of caution in housing, business
investment, consumer spending and the export sector, hiring is forecast
to average closer to 200k per month. Record low unemployment
insurance claims show that layoffs are not a concern however.
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US Oct ISM surveys

Nov 3, Manufacturing: Last: 56.6, WBC f/c: 56.0
Nov 5 Non-manufacturing: Last: 58.6, WBC f/c: 57.0

e The ISM factory survey fell from 59.0 to 56.6 in Sep a still solid
outcome that indicated manufacturing was in good shape, according
to the ISM spokesman. The early Q3 unsustained spike may have
been due to surging auto production over the summer. We expect
further moderation in October reflecting respondent concerns about
the stronger USD and slowing global growth. The alternative PMI
factory index from Markit was 1.4 pts lower in the preliminary Oct
report, regional surveys were mixed.

e The ISM non-manufacturing shed 1.0 pt to 58.6 in Sep. Markit's PMI
services was down for the fourth month running in Oct, and we note
that H2 surges in the ISM index have tended not to be sustained in
recent years, hence our 57.0 forecast for October.

US ISMs

index index

Sources: Ecowin, ISM, Westpac Economics
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ECB and Bank of England

Nov 6, ECB repo rate: Last: 0.05%, WBC f/c: 0.05%
Nov 6, BoE rate: Last 0.5%, WBC fic: 0.5%

e Slow TLTRO take-up, modest ECB purchases of covered bonds,
the ABS program yet to start, potential for corporate bond purchases
uncertain and 3yr LTROs still being repaid: all make ECB chief Draghi’s
intended trillion € balance sheet expansion unachievable unless the
ECB embarks on sovereign bond based QE. Without further policy
easing of that scale, falling inflation expectations will beget more
widespread deflation and do irreparable harm to ECB credibility.
Ultimately resistance within the ECB Council will weaken giving Draghi
the green light — we'll judge progress at the Nov press conference.

o Inflation averaged 0.4ppts lower in Q3 than BoE forecast three
months ago. European and global growth risks are also crystalising.
The case for near-term policy hikes has diminished, maybe enough
for the two dissenters to back down for now.
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Risk/Comment

Strong rise in NSW & Vic units led the way in Aug.

Manufacturing index @ 50.7 in July, softened since, down 0.8pts in Sep.
Another solid gain, holding annual price growth at around 9%jyr.
Inflationary pressures eased with falling oil prices & carbon tax removal.
Job ads have lifted and are now running at a 7.9%yr pace to Sep.
Orders-stocks ratio favourable, but out of synch with flash on the latter.
Flimsy detail with inventories rising, downside risk for next print.
Surprise rise in factory PMI led by Germany.

Recent survey strength has not been reflected in official IP data.
Halifax index due 3-7 Nov.

Some moderation as USD strengthens, global economy slows

Housing market is growing in fits and starts, spending on same too.
Sales fell in Sep from 17.45 mn annualised peak in Aug.

Dairy prices fell sharply in early October.

Nominal sales still subdued but Jun lift and signs aggressive pricing ...
... is partly behind recent softness mean Q3 vols should post okay gain.
Deficit to widen. Imports +5.5% & exports —1.1%.

Rates on hold. Statement unlikely to change.

Weaker euro may moderate PP| deceleration

2014 growth forecast needs to be virtually halved.

First read on confidence in Nov.

Durable orders down 1.3% in Sep, non-durable prices likely down
Exports and imports both about flat in Aug.

Dairy prices have almost halved since their February peak .

Solid GDP growth is supporting ongoing employment gains.

Growing employment is pushing unemployment downwards.

Wage inflation to remain subdued, dampened by low CPI inflation.
Services index down 4pts in Sep, from 49.4, as health sector weakened.
Detail more resilient than headline in Sep, expectations up 1.6pts.
German retail sales and French consumer spending likely fell in Sep.
Useful guide to direction of change of annual CPI.

Steady growth but off the pace of earlier this year.

Second half of year survey gains typically unsustainable.
Kocherlakota and Lacker.

June quarter data confirmed mid-year recovery in NZ housing market.
Given the high degree of uncertainty in regards to how the ABS will ...
... seasonally adjust the Oct data Westpac is not providing a forecast.
Will Draghi indicate that the APP needs to be expanded?

Down three months in four but German PMI picked up in Oct.

Will one or both of the dissenters drop their rate hike call?

UK industrial sector has lost some oomph of late.

Challenger series.

Running close to lows for the century so far.

Productivity growth slower as GDP growth slower than hours worked.

RBA's 2015 f/c's stand at 2'4-3%% (underlying CPI) & 2%2-3'2% (GDP).
PMI suggests Aug fall over done, despite orders weakness.

Large swings of late but trend sluggish.

Payrolls growth slower as productivity improves and GDP moderates.
Jobless rate in downtrend but at risk of participation-driven blips.
Student and auto loans the main drivers still.

Mester and Evans.

Jobs rise then fall every month so far this year.

Imports bounced in Sep, export over-invoicing rumours are back.



New Zealand forecasts

Economic Growth Forecasts March years Calendar years

% change 2013 2014 2015f 2016f 2012 2013 2014f 2015f
GDP (Production) ann avg 23 3.2 35 3.1 25 2.8 3.6 3.2
Employment 0.4 3.8 2.8 2.6 0.4 29 3.0 2.7
Unemployment Rate % s.a. 6.2 5.9 5.2 4.8 6.8 6.0 54 4.9
CPI 0.9 1.5 1.3 2.2 0.9 1.6 1.0 2.2
Current Account Balance % of GDP -3.8 2.7 -4.6 -5.8 -4.1 -3.3 -3.4 -5.9

Financial Forecasts

Cash 3.50 3.50 3.50 3.75 4.00 4.25
90 Day bill 3.70 3.70 3.75 4.00 4.25 4.50
2 Year Swap 3.80 3.90 4.10 4.50 4.70 4.80
5 Year Swap 4.10 4.20 4.40 4.70 4.90 5.00
10 Year Bond 3.90 4.00 4.20 4.50 4.70 4.80
NZD/USD 0.79 0.77 0.78 0.79 0.80 0.81
NZD/AUD 0.88 0.86 0.85 0.85 0.85 0.85
NZD/JPY 86.9 85.5 87.4 89.3 91.2 93.2
NZD/EUR 0.63 0.61 0.61 0.62 0.62 0.62
NZD/GBP 0.49 0.48 0.47 0.46 0.45 0.45
TWI 76.8 74.9 75.3 75.9 76.5 77.2
2 Year Swap and 90 Day Bank Bills NzZD/USD and NZD/AUD

3.80 4.40 0.90 0.96

3.60 r 4.20

3.40 - r 4.00

3.20 A r 3.80

3.00 - r 3.60

—90 day bank bill (left axis) —NZD/USD (left axis)
2.80 A —2 year swap (right axis) r 3.40 0.78 —NZDJ/AUD (right axis) - 0.84
2.60 ; ; ; ; ; ; 3.20 0.76 \ \ \ \ \ \ 0.82
Oct-13  Dec-13  Feb-14  Apr-14  Jun-14  Aug-14  Oct-14 Oct13 ~ Dec13  Feb14  Apr14  Jun14  Aug14  Oct14
NZ interest rates as at market open on Monday 3 November 2014 NZ foreign currency mid-rates as at Monday 3 November 2014
Interest Rates Current Two weeks ago  One month ago Exchange Rates  Current Two weeks ago  One month ago
Cash 3.50% 3.50% 3.50% NZD/USD 0.7757 0.7922 0.7769
30 Days 3.66% 3.66% 3.66% NZD/EUR 0.6203 0.6214 0.6210
60 Days 3.68% 3.67% 3.68% NZD/GBP 0.4861 0.4919 0.4869
90 Days 3.70% 3.68% 3.69% NZD/JPY 87.57 84.91 85.21
2 Year Swap 3.87% 3.97% 4.08% NZD/AUD 0.8878 0.9056 0.8949
5 Year Swap 4.16% 4.22% 4.36% TWI 76.34 76.93 76.26




International forecasts

Fconomic and Financial Forecasts

Economic Forecasts (Calendar Years) 2010 2011 2012 2013 2014f 2015f
Australia

Real GDP % yr 2.2 2.6 3.6 2.3 3.2 3.2
CPl inflation % annual 2.8 3.0 2.2 27 2.2 2.8
Unemployment % 5.2 5.2 5.3 5.8 6.1 5.8
Current Account % GDP -3.5 -2.8 -4.4 -3.3 -3.3 -2.0
United States

Real GDP %yr 25 1.6 2.3 2.2 22 25
Consumer Prices %yr 1.6 3.1 21 1.5 1.9 1.9
Unemployment Rate % 9.6 8.9 8.1 7.4 6.3 5.8
Current Account %GDP -3.0 -2.9 -2.9 -2.4 -2.4 -2.4
Japan

Real GDP %yr 4.9 -0.3 1.5 1.5 1.0 1.4
Euroland

Real GDP %yr 2.0 1.6 -0.6 -0.4 0.7 0.9
United Kingdom

Real GDP %yr 1.7 1.1 0.3 1.7 2.6 2.1
China

Real GDP %yr 10.4 9.3 7.7 7.7 7.4 7.5
East Asia ex China

Real GDP %yr 7.7 4.5 4.5 4.3 4.1 5.1
World

Real GDP %yr 54 4.1 34 3.3 29 37
Forecasts finalised 10 October 2014

Interest Rate Forecasts Latest Dec-14 Mar-15 Jun-15 Sep-15 Dec-15
Australia

Cash 2.50 2.50 2.50 2.50 2.75 3.00
90 Day Bill 2.73 2.65 2.55 2.65 3.00 3.25
10 Year Bond 3.30 3.50 3.80 4.00 4.50 4.60
International

Fed Funds 0.125 0.125 0.125 0.125 0.250 0.500
US 10 Year Bond 2.34 2.55 2.70 2.80 3.20 3.30
ECB Repo Rate 0.05 0.05 0.05 0.05 0.05 0.05
Exchange Rate Forecasts Latest Dec-14 Mar-15 Jun-15 Sep-15 Dec-15
AUD/USD 0.8800 0.90 0.90 0.92 0.93 0.94
USD/JPY 110.85 110 11 112 113 114
EUR/USD 1.2575 1.26 1.26 1.27 1.28 1.29
AUD/NZD 1.1239 1.1 1.1 1.10 1.12 1.15
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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.

Disclaimer

Things you should know: Each time someone visits our site, data is captured so that we
can accurately evaluate the quality of our content and make improvements for you. We
may at times use technology to capture data about you to help us to better understand you
and your needs, including potentially for the purposes of assessing your individual reading
habits and interests to allow us to provide suggestions regarding other reading material
which may be suitable for you.

If you are located in Australia, this material and access to this website is provided to
you solely for your own use and in your own capacity as a wholesale client of Westpac
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and access
to this website is provided to you as outlined below.

This material and this website contain general commentary only and 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 and this website
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 and this website 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.
The forecasts given in this material and this website 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.

Transactions involving carbon give rise to substantial risk (including regulatory 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. Statements
setting out a concise description of the characteristics of carbon units, Australian carbon
credit units and eligible international emissions units (respectively) are available at www.
cleanenergyregulator.gov.au as mentioned in section 202 of the Clean Energy Act 2011,
section 162 of the Carbon Credits (Carbon Farming Initiative) Act 2011 and section 61 of
the Australian National Registry of Emissions Units Act 2011. You should consider each
such statement in deciding whether to acquire, or to continue to hold, any carbon unit,
Australian carbon credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of Westpac
Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited can be
obtained at the internet address www.westpac.co.nz. Westpac Institutional Bank products
and services are provided by either Westpac Banking Corporation ABN 33 007 457 141
incorporated in Australia (New Zealand division) or Westpac New Zealand Limited. 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 www.westpac.co.nz.

China, Hong Kong, Singapore and India: 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 1 and Type 4 regulated activity.

Westpac Shanghai and Beijing Branches hold banking licenses and are subject to
supervision by the China Banking Regulatory Commission (CBRC). Westpac Mumbai
Branch holds a banking license from Reserve Bank of India (RBI) and subject to regulation
and supervision by the RBI.

Disclaimer continued overleaf.
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Disclaimer continued

U.K.: Westpac Banking Corporation is registered in England as a branch (branch number
BR000106), and is authorised and regulated by the Australian Prudential Regulatory
Authority in Australia. WBC is authorised in the United Kingdom by the Prudential Regulation
Authority. WBC is subject to regulation by the Financial Conduct Authority and limited
regulation by the Prudential Regulation Authority in the United Kingdom. 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 material and this website
and any information contained therein is directed at a) persons who have professional
experience in matters relating to investments falling within Article 19(1) of the Financial
Services Act 2000 (Financial Promotion) Order 2005 or (b) high net worth entities, and
other persons to whom it may otherwise be lawfully communicated, falling within Article
49(1) of the Order (all such persons together being referred to as “relevant persons”). The
investments to which this material and this website 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 a relevant person
should not act or rely upon this material and this website or any of its contents. In the same
way, the information contained in this material and this website is intended for “eligible
counterparties” and “professional clients” as defined by the rules of the Financial Services
Authority and is not intended for “retail clients”. With this in mind, Westpac expressly
prohibits you from passing on the information in this material and this website to any third
party. In particular this material and this website, website content and, in each case, any
copies thereof may not be taken, transmitted or distributed, directly or indirectly into any
restricted jurisdiction.

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 Commodity 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. 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 be 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.

For the purposes of Regulation AC only: Each analyst whose name appears in this
report certifies that (1) the views expressed in this report accurately reflect the personal
views of the analyst about any and all of the subject companies and their securities and (2)
no part of the compensation of the analyst was, is, or will be, directly or indirectly related to
the specific views or recommendations in this report.



