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Themes

» The US labour market continued to add jobs at pace in September,
with 248k positions created in the month and back revisions of +69k.

* The unemployment rate fell to just 5.9% as the participation rate
continued to trend lower; 62.7% is a new 36-year low for participation.

» Despite the strong payrolls outcomes of 2014, substantial slack
remains in the labour market; continued robust gains are necessary for it
to dissipate over the coming 12 to 18 months.

» Labour market slack is an amorphous concept, but it is most clearly
seen in: the prevalence of part-time and temporary work; the skew in job
creation towards low-paid positions; and historically-low participation
amongst prime-aged and young workers.

* Inflation remains benign at present, and this is expected to remain the
case hence; discretionary price pressures are limited.
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Themes

» Despite the strength apparent in job creation, the housing market
remains in a fragile state.

» Mortgage approvals continue to trend down, with net mortgage credit
creation at banks and the GSE’s limited. Key to this weakness is
previously incurred debt (mortgage; student; and auto loans) and the
underutilisation of workers.

 Financial markets continue to benefit from the liquidity provided by the
Federal Reserve: equities have held onto gains and volatility remains low.

 But the direct benefit received by households has been limited; by and
large, this sector has chosen to not increase their market exposure.

 For the FOMC, further healing is necessary before rate normalisation
can begin. The lower bound is not a comfortable place, but the
consequences of an over-zealous tightening cycle would be much greater.
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US GDP
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Historical overview: pre and post 2014 revisions
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Revisions quarter by quarter
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Year-average US GDP growth by sector

ppts cont’ contributions to GDP growth ppts cont’
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Labour market conditions indices
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Kansas City Fed version
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US jobs: cumulative improvement continues
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US private payrolls by industry
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Significant hiring in low-paid sectors
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Net jobs growth mainly due to firing downtrend
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Transition in and out of labour force key

mn labour fl mn
5 gross labour flows 5
End of
recession
/)
4 M \p 4,""*“ 'd ‘v', 4
V\'\A“,P > ’ www»w’r f/'“""‘ |
—Unemployed to employed
3 1 —Notin labour force to employed - 3
—Employed to unemployed
—Employed to not in labour force
2 - - 2
Sources: Ecowin, Westpac Economics
1 I I I I I I 1
2001 2003 2005 2007 2009 2011 2013
Institutional
Bank Widestpac

16



Prevalence of part-time workers persists

mn mn

125 30
—Full time (lIhs)
—Part time (rhs)
120 - ‘ - 28
115 - - 26
110 - - 24

Sources: Ecowin, Westpac Economics

105 ! ! ! | | | |
2000 2002 2004 2006 2008 2010 2012 2014

Institutional
Bank Widestpac

17

22




1200
1000
800
600
400

200

-200

Temp hires: lower job security and less benefits
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Fall in unemployment driven by part rate decline
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Participation rate for prime workers near lows

ppt post-recession (since June 2009) change by age; monthly ppt
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US employment to population ratio still near low
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Employment to pop’n ratio, weak among young

0 0
100 -2 % 100

—16-24 —25-34 —35-44 —45-54 —55+

k Wﬁ 0
v ‘nr/NN&”/Jw\ﬂ\“K”vMMwM\\wwwﬁhwwmw*\“\w-w“\\*wam_ k

40 _W _ 40
20 . | | | | Sour(I:es: Ecowinl, Westpac Elconomics 2 O
1970 1980 1990 2000 2010

Institutional
Bank Widestpac

22



Long-term unemployment trending down
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Employment indicators jumped after payrolls
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Consumers still uncertain about job prospects
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US retall sales: continue to struggle to get going
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Consumption: durables remain driving force
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Durables personal consumption
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Non-durables personal consumption
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Services personal consumption
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Household income supported by investment income
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Nominal wages and benefits for civilian workers
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Growth In total compensation by industry
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Wages by industry
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Benefits by industry
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Real wages growth weak
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Discretionary income, starting to pick up
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Savings rate ticking higher again
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Household income expectations
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Consumer sentiment trending higher
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Consumer confidence: weaker amongst lower paid

index conference board; by income cohort index
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Who make up bulk of wage earners
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Having flow-on benefit for Federal revenue
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Household debt stock remains substantial
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Household debt decomposition
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Refi demand weak; purchases trending down
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Banks lending to Households still limited
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GSE conventional loan growth flat in Q2
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Student and auto loans key driver of HH credit

1.4 $trn non-revolving consumer credit level $trn 14
’ Sources: Federal Reserve, Westpac Economics '
12 - —Total student loans L 19

—Auto loans
1.0 - 1.0
0.8 - 0.8
0.6 - 0.6
0.4 - 0.4
0.2 - - 0.2
O-O | | | | | | | | 0.0
1990 1993 1996 1999 2002 2005 2008 2011 2014

Institutional
Bank

Wilestpac
55



Government support for student loans key
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Change in debt by age group in 2013
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Change in debt by credit score in 2013
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Total auto loans by credit score
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Delinquency rate by debt type
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New delinquent balances by loan type
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New seriously delinquent balances by loan type
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Housing activity concentrated in existing market
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Existing home sales across the nation
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Existing home sales by price bracket
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Pending home sales across the nation

iIndex Index

150 150
—Northeast —South —Midwest —West

125 - - 125

Y
100 Wyl W - 100
P J

75 A N - 75

*pase 2001 = 100
Sources: Ecowin, Westpac Economics
50 . . . . 50
2001 2004 2007 2010 2013

Institutional
Bank Widestpac

67



700

600

500

400

300

200

100

0

New home sales across the nation

000s, ann. 000s, ann 200
—Northeast
—South - 600
—Midwest L 500
—West
- 400
- 300
- 200
- 100
¥ P R
Sources: Ecowm Westpac Economlcs O

1990 1993 1996 1999 2002 2005 2008 2011 2014

Institutional
Bank

Wilestpac
68



US housing starts & permits, uptrend has slowed
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Volatile multiples, supported by investors
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House prices continue to rise

% 20-city S&P Case-Shiller Index %
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Price gains much larger in distressed areas

% S&P Case-Shiller price indices %

Hm Peak to trough ] Trough t0 NoOW Sources: Westpac Economics,
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US Industrial sector activity firming
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G3 industrial production volume
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Business conditions differ by firm size & industry

points deviation from long-run average
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Small firms at competitive disadvantage

points deviation from long-run average points
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Global reach a substantial benefit of scale

points deviation from long-run average
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Inventory cycle
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Sources: Ecowin, Westpac Economics
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Firms continue to accrue cash
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Corporate profits — share of total
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US equipment investment lacks momentum
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US durable goods stabilising, but no rapid growth

Yoqtr Yoqtr

* 3mth average Sources: Ecowin, Westpac Economics

10 10

\v'"' AV
N |
-D - l - -2
10 4—Equipment and software investment L .10
—non-defense capital goods ex air shipments* {
15 —non- defense capital goods ex air orders | 15
1994 1998 2002 2006 2010 2014

Institutional
Bank Wilestpac

84



Inflation

Back to contents

WlJestpac



Inflation trending higher

6mth %chg annualised 6mth %chg
—Core CPI
S —Core PCE - O
—Dallas Fed PCE TM
4 - 4
3 - ', - 3
[ y( J" \ / A\ ,J\
2 - ./~ M\ ‘/ ' ) \n V" - 2
y \,’ !
)‘ 1 \ \
1 - -1
Sources: Ecowin, Westpac Economics
O T T T 0
1990 1995 2000 2005 2010
Institutional
Bank Widestpac

86



CPI: key components
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Services Inflation and durables deflation (PCE)
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Durables deflation (PCE)
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Non-durables inflation relatively restrained (PCE)
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Services Inflation driven by non-discretionary PCE
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Uptrend in tenant occupied rent, a watching brief

% 6 month change annualised %
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Non-discretionary items driving inflation (PCE)

10 % 6 month change annualised % 10
—Non discretionary* Sources: Ecowin, Westpac Economics
8 - —Discretionary - 8
6 H - 0
4 - 4
2 , -2
o) ‘ ‘ 0
2 - - -2
*includes food, clothing, energy, housing and health care;
4 weighted using average nominal consumption shares. u A
2001 2003 2005 2007 2009 2011 2013
Institutional
Bank Widestpac

93



The fiscal position

Back to contents

Wilfestpac



800

600

400

200

Deficit improvement nearing end

$bn

$bn

800

2013 2014

Institutional
Bank

2015

2016

Source: CBO

2017 2018

- 600

- 400

- 200

Wldestpac
95



Contributions to FY13 $407bn deficit reduction
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Contributions to FY 14 $166bn deficit reduction

Tax changes [
Household receipts** _

Corporate receipts**

GSE dividend* ]

| *Repayment from GSEs expected
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Mandatory outlays will make cuts difficult
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CBO expects output gap to close
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Revenue burden to rest on households

0 4) 0
12 ) Yo of GDP Y0 12
—Social insurance tax Source: CBO
10 - —Income tax - 10
—Corporate tax
8 - 8
61— T - 6
4 - - 4
5 W -2
0 0

1974 1979 1984 1989 1994 1999 2004 2009 2014 2019 2024

Institutional
Bank Widestpac

100



Strong household income growth necessary
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Debt stock sensitive to revenue growth
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UST supply to public investors to rise
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Developed world policy interest rates
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North Atlantic — central bank balance sheets
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Fed balance sheet — by security type
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QE funds largely became excess reserves
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Holders of US Treasury securities

% share of total stock %
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Foreign demand for USTs subdued
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Near-term rate expectations dormant
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Price of risk has declined in credit markets
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Liquidity provision suppresses volatility
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US share markets: tech and small caps lead
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US share markets: real return
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US forward Price to Earnings ratios
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US forward Price to Sales ratios
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US equity holdings of key sectors
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Households net sellers of equities
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Household deposits continue to grow
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Mutual funds primarily investing in debt assets
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Pension funds demand debt focused

$bn quarterly change; SAAR $bn
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The USD, current
account & other
global linkages
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US dollar: real and nominal indexes

170 index January 1997 = 100 Index 170
—Nominal TWI, major currencies
1 —Nominal TWI, broad index 1
50 1 —Real TWI, major currencies - 150
—Real TWI, broad index
130 - 130
110 - - 110
90 - - 90
Sources: Ecowin
70 I I I I I I I I 70
1973 1978 1983 1988 1993 1998 2003 2008 2013
Institutional
Bank Widestpac

125



10

Year to date moves for USD
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US external trade by country (2013)
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US external trade by commodity group (2013)
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Net exports uptrend persists on services & fuel
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US equity demand from ROW and financials
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Credit market flows
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The state of global imbalances
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Growth spillovers between systemic economies
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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 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 do 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.

U.K.: Westpac Banking Corporation is registered in England as a branch (branch number BR0O00106) and is authorised and regulated by The Financial Services Authority. Westpac Europe Limited is a company registered in England
(number 05660023) and is authorised and regulated by The Financial Services 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 on 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. 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. 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.

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.
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