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Australian Q2 CPI preview: f/c 0.6%/3.2%yr;

core 0.7%/2.8%yr

Food, housing & health boosting Q2 CPI

® Our Q2 headline CPI forecast is 0.6%qtr/3.2%yr. Core
inflation, as measured by the average of the trimmed
mean and weighted median, is forecast to rise by
0.7%qtr/2.8%yr.

We estimate that the 6 month annualised pace of core
inflation eased back to 2.5%yr in Q2 from 2.8%yr in Q1
and 3.0%yr in 201304. The pulse of core inflation has
eased back from the top of the RBA’s 2-3% target band
and the lack of wage inflation, well anchored low inflation
expectations and a robust AUD suggests that the most
likely outcome is for this moderation to continue.

June is seasonally a softer quarter (pharmaceuticals,
holiday travel, rates & taxes and education lower, offset
to a degree by the annual health insurance premium hike)
with the ABS estimating a historical net contribution of
about -0.14ppts. This seasonality is helping to hold down
the pace of inflation despite a robust contribution from
food, housing and health costs. The seasonally adjusted
CPI is forecast to rise 0.8%qtr.

® Housing, with a weight of 22.3% in the CPl, is key to
understanding headline, core and non-traded inflation.
We expect a bounce in house purchase prices. Rents,
however, are holding their pace at 0.8% in Q2 from
0.7% in Q1. That mix lifts housing 0.7%qtr for a 0.16ppt
contribution. Ex-housing, the CPI is forecast to rise
0.5%qtr. Utilities inflation has moderated and is likely to
ease further over the coming year with the removal of the
carbon tax.

® The most direct impact from the stronger AUD (up 4.1%qtr
against the USD, 3.7% in TWI terms) in Q1 is seen in lower
petrol prices. While very volatile week to week, surveys
suggest the quarterly average pump price fell 1.4%qtr.

Wholesale fruit prices rose in the quarter (7.0%) offset
somewhat by a fall in vegetable prices (-3.0%) but meat
prices have been rising helping to boost food inflation.

Alcohol and tobacco are expected to make a steady
contribution in Q2, but less so than following the tobacco
excise boost in Q1.

Clothing & footwear has a seasonal boost in Q1 as prices
are reset post the New Year sales and prior to June 30
sales. But with a more robust AUD, and disappointing
retail sales reports, we have gone for a below seasonal
par rise of 1.8%.

® Domestic holidays have a seasonal correction in Q2,
confirmed by airfares data, and international holidays also
tend to be softer in this quarter.

® Traded goods are forecast to rise 0.5%qtr/2.9%yr while
non-traded goods are forecast to rise 0.7%qtr/3.4%yr.

June quarter 2014 CPI forecast

Q2 2014 forecast Q1 2014 actual

Item % qtr contrib % qtr  contrib
Food 0.9 0.15 0.3 0.05
of which, fruit & vegetables 2.4 0.07 0.7 0.02
Alcohol & tobacco 1.1 0.08 2.9 0.20
of which, Tobacco 2.1 0.05 6.7 0.16
Clothing & footwear 1.8 0.07 -2.1 -0.08
Housing 0.7 0.16 0.6 0.12
of which, Rents 0.8 0.05 0.7 0.04
of which, House purchases 1.1 0.10 0.1 0.01
of which, Utilities 0.0 0.00 1.4 0.05
H/hold contents & services 1.2 0.11 -1.5 -0.13
Health 2.2 0.12 2.6 0.14
of which, Pharmaceuticals -1.4 -0.02 6.1 0.07
Transportation -0.1 -0.01 1.1 0.12
of which , car prices 0.2 0.01 0.4 0.01
of which, auto fuel -1.4 -0.05 4.1 0.15
Communication 0.6 0.02 0.2 0.01
Recreation -0.7 -0.08 -0.5 -0.06
of which, audio vis & comp -0.6 -0.02 -0.8 -0.02
of which, holiday travel -1.9 -0.09 -2.4 -0.11
Education 0.0 0.00 5.1 0.16
Financial & insurance services 0.7 0.04 0.4 0.02
CPI: All groups 0.64 - 0.57 -
CPI: All groups % year 3.19 - 2.93 -
Core inflation %qtr %qtr %oyr %oyr
Jun-14 Mar-14 Jun-14 Mar-14
CPI seasonally adjusted 0.78 0.48 3.1 2.9
CPI ex housing 0.50 0.46 2.4 2.2
Weighted median 0.70 0.57 2.7 2.7
Trimmed mean 0.71 0.48 2.8 2.6
Average RBA core 0.70 0.52 2.8 2.7
Average RBA core* ex CPM 0.7 0.5 2.8 2.5
Traded good & services 0.6 0.4 2.9 2.6
Non-traded goods & services 0.7 0.7 3.4 3.1

Sources: ABS, RBA, Westpac Banking Corporation.

*Westpac’s estimate. The ABS is not providing an estimate of impact of the carbon tax.

Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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The March quarter surprised with a modest print.

The March quarter headline CPI rose 0.6%, softer than the market
expectation of a 0.8% rise and Westpac’s 0.9% forecast. The ABS
estimated that seasonality was worth 0.1ppts in that quarter with
the seasonally adjusted CPI rising 0.5%qtr. The core measures,
which are seasonally adjusted, rose 0.48%qtr for the trimmed mean
and 0.57%qtr for the weighted median, for an average of 0.52%qtr.
The annual pace of the average of the core inflation measures is
now 2.7%yr. Westpac had been expecting a 0.7%qtr in core inflation
(average of the two) while the market was expecting a 0.6%qtr rise.

There are a number of surprises in any CPI release but for the
March quarter we noted that the surprises were broadly based
across multiple categories in a consistent direction - most coming
in on the low side.

Seasonality is reversed in Q2 and holds down inflation.

The June is a seasonally softer quarter with pharmaceuticals and
holiday travel key here but the ABS has also identified negative
seasonality in fresh fruit & vegetables, other foods, property rates,
utilities and education. On the other hand, annual health insurance
premium hikes feed through in this quarter. The ABS has estimated
that net seasonality contributes about -0.14ppts to the June quarter
CPI. This seasonality would offer something of an offset to the
robust contribution from housing and health costs but in this quarter
our partials suggest that food prices are seasonally much stronger
than usual. Our estimate of the seasonally adjusted CPI, using ABS
seasonal factors, rises 0.8%qtr in Q2.

It is important to note that the ABS conducts concurrent seasonal
adjustment so the seasonal factors, the seasonally adjusted CPI and
the core measures of inflation are all subject to revisions with each
new release.

Bottom up information on fruit, vegies and meat.

Wholesale fruit prices rose in the quarter (7.0%) pointing to another
bounce in fresh fruit prices in the CPI which goes against the
seasonal norm. This is offset, somewhat, by the ongoing fall in
wholesale vegetable prices (-3.0%). But the relationship between
wholesale and retail vegetable prices is not as clear cut with
wholesale prices having almost double the volatility of retail prices.

We also get some broad indicators of wholesale meat prices, from
live cattle markets and meat export prices. These are pointing to a
robust rise in meat and seafood prices driven by gains in beef & veal
and lamb, mutton & goat, which is only partially offset by a seasonal
fall in pork. Wholesale dairy prices have also eased, in part due the
stronger AUD crimping export prices, while rising global grain prices
will be boosting prices for bread and cereal products.

Lamb prices jumped in the June gtr
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Key forecasting indicators of the CPI

Sep-13 Dec-13 Mar-14 Jun-14

CPI %qtr 1.2 0.8 0.6 0.6(f)
CPI %yr 2.2 2.7 2.9 3.2(f)
RBA core %yr 2.3 2.6 2.7 2.8(f)
AUD/USD 0.92 0.93 0.90 0.93
AUD/USD %yr -11.9 -10.7 -13.7 -5.9
TWI 70.5 71.0 69.0 71.6
TWI %yr -9.1 -7.5 -11.6 -5.3
Crude oil, Brent US$bbl 119 117 120 117
Crude oil, Brent %yr 13.6 11.7 11.6 12.1
Output gap, adv. 3qtrs -0.3 -0.5 -0.6 -0.5
Sources: ABS, RBA, Bloomberg, Westpac Economics
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Past performance is not a reliable indicator of future performance. The forecasts given above 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 results ultimately achieved may differ substantially from these forecasts.
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Modest rise in alcohol and tobacco.

Following tobacco’s large 6.8%aqtr rise in in Q1, due to a lift in
tobacco excise, prices will return to a more normal 2.1%qtr in Q2
while alcoholic beverages rise a seasonal 0.6%qtr.

Clothing & footwear more muted than normal.

Clothing & footwear normally rises around 2% in the June quarter

as retailers reset prices post the Boxing Day/New Year sales and
pre the post June 30 sales. However, this year retail sales were
particularly slow though this quarter while the rising AUD would

be lowering the price of imported products. As such, we have
estimated a more modest 1.8% rise for this quarter as we suspect
some discounting may have started earlier this year (intuition that is
backed by our liaison work).

Dwelling purchase price to bounce in Q2.

Housing costs rose a very modest 0.6%qtr in Q1 led by a
surprisingly soft 0.1%qtr rise in new dwelling purchase costs. The Q1
rise was well below the longer-run average rise of 0.8%qtr and was
due in part to a - 1.4%qtr contraction from Melbourne. We note that
dwelling purchase prices have been quite volatile from this city of
late and would expect the negative to be reversed by a positive print
in the June quarter CPI hence our forecast for a 1.1%qtr forecast for
new dwelling purchases. We are assuming a 0.8% for rents, a step
down from an above trend 1.1% in Q1. Overall, housing costs are
forecast to rise 0.7%qtr contributing 0.16ppt to the CPI.

Household furnishings and services get a seasonal bounce.

We tend to see Q2 price resetting for furnishing, household
equipment and services. We expect to see this again in 2014 but
as with clothing, softer retail sales and a strong AUD means we do
expect the rise to be more muted than usual.

Health costs rising despite falling pharmaceutical prices.

Pharmaceutical prices fall in Q2 as households cross the threshold
for medical expenditure which makes them eligible for the
Pharmaceutical Benefits Scheme’s (PBS) rebate for prescription
drugs. The annual health insurance premium hike out-weighs this
impact in Q2 though, which feeds through in the medical and
hospital services category. The 2014 increase of 6.2% is up from
5.6% in 2013, 5.06% in 2012 and 5.56% in 2011. In addition,
changes to the arrangement of the PBS has reduced the magnitude
of both the Q1 rise and the corresponding fall in the following three
quarters. Overall, health will contribute 0.10ppt to the Q2 CPI.

Rising AUD helps to lower fuel prices.

API petrol pump prices have been more volatile than usual this year
but the average for Q2 is 1.4% lower than Q1. This more than offset
the seasonally modest 0.2% rise in motor vehicle prices driving a
0.1% fall in transport costs.

Seasonal fall in holiday travel prices.

The best price airfare data from BITRE suggests we will see the
normal seasonal fall in domestic holiday travel and accommodation.
We also expect that the stronger AUD will also help to continue to
mute international holiday travel and accommodation prices. All up
we expect recreation and culture prices to fall 0.6%qtr contributing
-0.08ppt to the CPI.

Justin Smirk, Senior Economist, ph (61-2) 8254 9336
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Clear seasonality in pharmaceuticals
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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.

U.K.: Westpac Banking Corporation is registered in England as a branch (branch number BRO00106), 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’).
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