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Key themes for economy and interest rates

Supply-demand:

= Demand higher: rundown of excess savings to satisfy pent-up demand; policy settings still loose despite tightening
= Demand lower: tighter policy settings; higher energy prices; past peak goods consumption

Inflation:

= Both to normalise such that inflation heads back towards central bank targets
= Unlikely to get there though and could end next year above-target

Monetary policy:
= Removing extraordinary policy support (phase 1)
= Get policy settings to neutral (phase 2)
= Tighten policy to contain medium-term inflation (phase 3) _
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GLOBAL ECONOMY
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Global economic activity

JP Morgan global PMis
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Global economic momentum faded in 2021:
= COVID

Supply chain disruptions

Recovery had reached maximum velocity
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Supply pressures

Global Supply Chain Pressure Index Supply Shortages (Global)
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Supply chains globally are under unprecedented pressure... ...but there are signs this could be fading
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Inflation

US inflation Global inflation
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Transitory factors to weigh on inflation for longer than

. o ...with these already having a big impact on global inflation
previous thought...

QUEENSLAND
58 TREASURY

‘waems  CORPORATION
Source: Goldman Sachs

Source: QTC Economic Research, Bloomberg, Refinitiv

Jan 22



Monetary policy (global)

Global central bank policy rates (actual)

Implied chance of a 100bps change (global policy rate, 3Y ahead)
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Source: QTC Economic Research, Bloomberg, Refinitiv
Note: Displays the probability implied by market pricing of a 100bps rate change
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Russia-Ukraine

The invasion of Ukraine will see higher oil prices and global inflation

Energy

= 12% of global oil production rﬂ}
= 16% of global natural gas production j

Food/agriculture

= Russia and Ukraine account for 25% of global wheat production

= Ukraine accounts for 13% of global corn production i
= Russia is the largest producer of ammonium nitrate, a critical component in fertiliser

Impact on inflation (source: Deutsche BankB)
" |n ‘moderate scenario’ (gas & oil prices increase by 50% & 20% respectively) =
= EU inflation to increase 1 ppts & GDP growth slow 1.0 ppt

.
.
------

= |n ‘severe scenario’ (gas & oil prices increase by 100% & 50% respectively)
= EU inflation to increase 2 ppts & GDP growth slow 2.5 to 3.0 ppt
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AUSTRALIAN ECONOMY




Supply-demand

Estimates of Demand & Supply (Australia)

Input & Output Prices
3 Australian businesses purchase costs & product prices
Both axes are quarterly % change
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It’s not just constrained supply that’s the issue, it’s the

combination of this with strong demand...

Source: QTC Economic Research, Westpac-ACCl, Refinitiv

...this is evident in both inflation in firm’s purchase costs and
selling prices
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Inflation

Simple scenarios — QOQ trimmed-mean inflation assumptions
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It is easy to make the case for above target inflation across all of 2023
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PER CENT

Monetary policy

Cash Rate Outlook
D D
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20
% These inflation outcomes should prompt RBA hikes
2 2 4
Scenarios run using the RBA’s MARTIN model suggest
1 1 170-180bps of cash rate hikes over the next two years
0 0 This is broadly in line with market pricing
10 12 14 16 18 20 22 24 26
Futures® Consensus” MARTIN
Neutral rate Actual
* As of 23 February 2022 Sources: Bloomberg, QTC, RBA
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Australia — Labour markets

Unemployment rate Wages outlook
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How low could the unemployment rate go? What could it mean for wages?
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Labour markets

Labour market conditions in Emerald
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Labour market conditions in Emerald are very strong QuERNLAND
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Metallurgical Coal

Australian metallurgical coal exports

Australia’s metallurgical coal export values
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Met coal export volumes to rise but prices fall... ...as Australia continues to diversify its customer mix
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https://www.industry.gov.au/data-and-publications/resources-and-energy-quarterly-december-2021
https://www.industry.gov.au/data-and-publications/resources-and-energy-quarterly-december-2021

Thermal Coal

Australian thermal coal exports Thermal coal exports
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Aussie thermal coal export volumes to remain steady... ...but we are by no means alone on this
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https://www.industry.gov.au/data-and-publications/resources-and-energy-quarterly-december-2021
https://www.industry.gov.au/data-and-publications/resources-and-energy-quarterly-december-2021
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https://www.awe.gov.au/abares/research-topics/agricultural-outlook/beef-veal#australian-production-to-increase-with-larger-herd-drier-conditions

Crops

For Central Queensland:

o Rainfall:
o “Above average rainfall is expected across summer cropping regions over

the coming months, which will support continued crop development and
yield potentials in central Queensland.”

o Sorghum:
» “..planting of the sorghum crop mostly started in late December but a

particularly dry January has resulted in average to below average soil

moisture levels.”
» “The challenge ahead will be exporting the large sorghum crop, given the

current disruptions to supply chains.”

o Cotton:
o “...above average rainfall over the past 18 months has replenished on- and

off-farm water storage levels. Along with strong international prices and
good soil moisture availability, cotton planted area is expected to have

increased significantly.”
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Bond yield outlook

Outlook for long-term interest rates?

TIME HORIZON DIRECTION COMMENTS
QTC 1 — 3 months m Strong momentum in global inflation and central banks looking to combat this by tightening policy should see yields continue
to rise in the near-term.

ECOnomIC — 12 months+ There is scope for yields to move higher but by how much is hard to tell given the prospect that inflationary pressures will
ease at some point and that investors may start to price weaker future economic conditions after central bank rate hikes.
Research
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Bond yield outlook

Australian Government 3 year bond yields and the RBA cash rate

Per cent Australian Government 3 year bond vs Cash Rate (and RBA policy cycles) Per cent
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Source: Refinitiv Datastream, QTC

Australian Government 10 year bond yields and the RBA cash rate

Both short and long-term yields will typically rise less than
the cash rate in a tightening cycle
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Bond yield outlook

Base case Risk case

Yields rangepbound

Expected real rates
Expected inflation exp
Uncertainty over real rates
Uncertainty over inflation

Expected real rates
Expected inflation
Uncertainty over real rates
Uncertainty over inflation

Our base case is that yields will rise a The risk case (a reasonable probability) is

little, though remain within broad ranges that yields rise by more than we expect

Catalyst: Demand-supply imbalances Catalyst: Demand-supply imbalances

normalise, inflation moderates (but to remain more acute and for longer,

higher levels), central banks don’t need inflation remains higher, interest rates

to do more than priced need to rise by more than markets expect QUEENSLAND
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QTC Economic Research
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Economic research

Filter research

Hear from QTC’s economists about topical issues important to the global and Australian economies, and Inflation
financial markets. QTC’s economists write a broad range of articles on the macroeconomy, monetary policy and Labour market
markets, drawing insights from key resources and economic models. We share research in these areas for our
public-sector clients and the investor community.

This is what we’ve
written about (so far...)

Interest rates
Forecasts
To receive an alert when a new article is published, sign up here. Monetary policy

Economic cycle
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ALMOST
THERE!

SUMMARY

Global economic conditions
have moderated

An imbalance between
demand and supply is
constraining production and
boosting inflation

For Australia, labour markets
should tighten, wages rise and
inflation stay firm

The outlook for Central
Highlands key industries is
reasonable over coming years




Disclaimer

QTC has prepared this presentation for use solely by Central Highlands Development Corporation.

The recipient shall not use the presentation for any purpose other than the purpose for which the presentation was expressly provided. The presentation
contains confidential information. None of its contents may be provided or disclosed to any other party without QTC’s express written consent.

The information in this presentation is provided by QTC in good faith in relation to the information available at the time of its preparation and on the basis of
information supplied to QTC by third parties. QTC has not independently verified the information supplied to it and accordingly does not represent that the
information provided to QTC is accurate or complete and it should not be relied upon as such. QTC is under no obligation or duty to notify anyone if there is any
change in any information or any new information or if it forms a different opinion at any time after the date of this presentation.

Neither QTC nor any of its employees or agents accepts any liability for any loss or damage suffered by any person as a result of that person or any other person
placing any reliance on, or acting on the basis of, the contents of this presentation. To the extent permitted by law, QTC expressly excludes any representation or
warranty in relation to the accuracy, currency and completeness of the presentation. To the extent permitted by law, QTC limits its liability to the amount of any
fees paid to QTC for this presentation.

The recipient acknowledges that QTC is not a legal, tax or accounting advisor and that independent expert advice from practitioners in the relevant disciplines
should be obtained on those matters before acting upon the information contained in this presentation.

© Queensland Treasury Corporation 2022
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