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Overview

Australian economy: growth forecasts lowered

States overview: spending decelerates across the states

States

New South Wales: per capita consumer spending contracts
Victoria: significant loss of momentum

Queensland: households under pressure

Western Australia: a relatively soft landing as exports surge
South Australia: variability in growth profile

Tasmania: demand flattens

Summary indicators
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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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AUSTRALIAN ECONOMIC OUTLOOK s

Growth forecasts lowered

In March, when we last revised our economic forecasts, we expected growth of 1% in 2023 to be followed by a tepid 1.5% in 2024. That
was based on an RBA cash rate peak of 4.1% in May with an easing in the cash rate beginning in February 2024. Those growth forecasts
were well below consensus at the time (the RBA had 1.6% growth for 2023) while the cash rate outlook was also above consensus.

Following the release of the March quarter National Accounts early in June, Westpac lowered its growth forecasts for the Australian
economy to 0.6% in 2023 and 1.0% in 2024. The latest Accounts confirmed that a sharp slowdown of the Australian economy is
underway, with output growth of only 0.2% for the March quarter, a marked step down from the 0.6% outcome the period prior. The
Accounts also revealed a significant deceleration of domestic spending from the middle of 2022. Nationally, domestic demand growth
has moderated from 4.5% in the year to June 2022 to 1.5% annualised over the three quarters to March. As highlighted here in this
Report on the state economies, the deceleration in domestic spending is broadly based across the mainland states - albeit with a more
modest adjustment in the mining state of WA.

The key driver of this insipid growth outlook for the Australian economy is household consumption which we now expect to grow by
just 0.3% in 2023 and 0.6% in 2024 (the latter consisting of a -0.3% contraction in H1 and +0.9% lift in H2). This consumption profile is
consistent with the very weak measures of Consumer Sentiment we have seen since the onset of high inflation and rising interest rates
in 2022.

The forecasts mean per capita spending recessions in both 2023 and 2024 of -1.5% in 2023 followed by -1.0% in 2024. It also implies
GDP per capita recessions of -1.2% in 2023 and -0.6% in 2024. This consumption profile is decidedly weaker than consumption growth
during the deep recession years of the early 1990s when annual growth remained positive (+1.2% in 1990 and +1.9% in 1991).

The main difference between the outlook for 2023-24 and the deep recession of 1990-91 is around business investment which
contracted by 13.3% in 1990 and 16.7% in 1991 compared to our forecasts of +4.7% and -3.9% for 2023 and 2024 respectively. The
difference in the business investment profile is attributed mainly to forecasts of solid investment growth in infrastructure; renewables;
and mining investment. However, we do expect businesses to respond to the weakening sales outlook with a 15% reduction in
equipment investment in the year to June 2024.

Following the RBA’s decision to raise the cash rate to 4.1% in June, we lifted our forecast for the cash rate peak to 4.35% on the
expectation of a further immediate 0.25% increase in July while noting that there was “considerable risk” of a follow-on move in August.
Then, strength in the May Labour Force Survey tipped the balance on our August call. This extension of the tightening cycle, with the
ongoing evidence of a tight labour market, has rates peaking at 4.60% (and it is the peak in rates that is of most significance) and now
indicates that the beginning of the easing cycle which we anticipated for February 2024 will be delayed to May.

Next year, with labour markets remaining tight for longer than we expected back in March, the RBA Board will require further
convincing that the inflation path will land within the 2-3% target zone by June 2025. They will have little choice but to hold-off on the
much-needed rate relief by three months. Accordingly, we now expect 25 basis point rate cuts in May; August and November 2024
prior to further cuts in 2025 eventually bringing the cash rate below 3%, our estimate of ‘neutral’, by year-end.

Given the higher interest rate path than we expected in March, it is reasonable to have considered an even larger downside revision to
our growth forecasts. But a number of offsetting factors are at play including: higher population growth than expected back in March;
a much lower AUD (now forecast to be at USDO0.69 by year’s end compared to March forecast of USDO0.74); stability in the housing
market rather than a further year of house price falls; and upsides to household income growth as labour markets remain tighter for
longer, wage setting arrangements are adjusted in favour of higher wage outcomes, and fiscal measures provide some additional
support.

Consistent with our views in March, our forecasts are based on an additional gradual increase in average mortgage rates over the next
year coming from ‘fixed rate roll-offs’ as up to 30% of fixed-rate loans transition to much higher floating rates (increases generally from
2% to 5.5-6.0%). With the RBA’s rate increases from May, June, and (expected) July and August also being passed on, the average
mortgage rate over the next year or so will rise by at least 150 basis points - nearly 40% of the current tightening cycle of 400 basis
points.

This weaker growth profile has also seen us raise our target unemployment rate for end 2024 from 5% to 5.3%.

Do these growth adjustments constitute a recession? The standard definition of a ‘technical recession’ is two consecutive negative
quarters of GDP growth. Our forecasts now contain one negative quarter - the March quarter of 2024 (-0.2%) while our forecasts for
the adjacent quarters - December quarter 2023 (+0.1%) and June quarter 2024 (+0.2%) - are still positive although well within the
range of forecast error. Consequently, on this definition, we are not forecasting a technical recession but recognise the high degree of
uncertainty.

There are a range of other ways to define a recession. An increase in the unemployment rate from 3.5% at the beginning of 2023 to
5.3% at the end of 2024 might fit an alternative definition of a recession although we are unaware of any formal definition. As noted,
our forecasts also imply per capita spending and GDP recessions in 2023 and 2024, which is sometimes used as an alternative measure
of recession.

Bill Evans, Chief Economist Westpac Group
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Australian Economic Outlook
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Australia: the growth mix
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Australian economy: sharp slowdown underway
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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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STATES OVERVIEW

Domestic spending decelerates ...

Domestic demand decelerates Recent data provides confirmation that a sharp slowdown of
the Australian economy in 2023 is underway - the boost from
% ann % ann the reopening post delta has long since faded.

Sources: ABS, Westpac Economics
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The intense headwinds of high inflation and sharply higher
interest rates are triggering a slowing in spending - albeit
cushioned by households’ sizeable savings buffer, current labour
market strength, plus the jump in population growth.
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33 33 The March quarter national accounts reported that output
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0 o ' ' ' - 0 decelerating from 4.5% growth in the year to June 2022.
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As to be expected, the deceleration in domestic demand is
broadly based across the states - albeit less pronounced in the
mining state of WA (slowing from 3.9%yr to 3.3% annualised).

Consumer spendlng per caplta The deceleration in spending since mid-2022 is led by the
consumet, as well as public demand - with the unwinding of the

108 _index Dec 2019= 100_index o0 earlier spike of COVID-related spending.
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104 {—NsW 1% L 104 Consumer spending per capita is contracting nationally,

— Victoria P’ +2.6% declining in each of the past two quarters. This dynamic is
100 ¢ T 2o 1100 particularly evident across the three mainland eastern states
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80 80 delta impacted states of NSW and Victoria, as well as SA. The

Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22 Jun-23 slowing is much less pronounced in the mining states of Qld and
WA (as well as Tasmania), where tax revenue has been boosted

by higher commodity prices.

Growth outlook by state: GSP The economic outlook is a challenging one, as the aggressive
tightening of monetary policy in response to the greatest
% chg Sources: state budget papers, ABS, Westpac Economics % chg inflation challenge in a generation is set to trigger a slowing - a
2021/22 w2022/23f  m2023/24f sharp one at that - of the Australian economy.
® = 54  Forecasls: state governments Westpac ® If correct, then the state budgets are, in aggregate, too optimistic
" on their economic growth forecasts for the 2023/24 financial

43 : year.

In the latest round of state budget updates, growth forecasts for
the 2022/23 financial year were downgraded across the eastern
states, but upgraded in WA and SA (both around exports). The
states now anticipate that output growth for 2022/23 will be
around 3.2%, in line with Westpac’s forecast of 3.1%.

NSW  Vic SA Tas Qld WA Aus For the 2023/24 year, Westpac anticipates that output growth
nationally will slow abruptly, to a well below trend 0.6%
(associated with annual growth for calendar 2023 slowing to
0.6% and with weakness in the first half of calendar 2024). The
view of the states, in aggregate, is that growth will be a relatively
resilient 1.9% (albeit that figure may come down a little when
NSW releases their annual budget in September).

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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STATES OVERVIEW

... led by consumers and public demand

Population trends
105 index Mar 2020 =100  jndex 105
Sources: ABS; Westpac Economics
] 4.3% [

104 1 -~ Australia ex NSW, ACT & Vic T aan | 104
103 | —NSW L 103
, Victoria = L
102 4 —aud ,/’/ 16% [ 102
014 0 > 1.3% | 101
100 — 100
99 . . . —— . . . . . 99
Mar-20 Sep-20 Mar-21  Sep-21 Mar-22 Sep-22 Mar-23

Dwelling approval downturn continues
90 ’000 6 month sum, annualised ’000 90
80 - Latest 2 mths | 80
70 - \ 70
—Qld —WA
60 - 60
50 - 50
40 H 40
30 | / .t 30
20 Latest 2 mths 20
10 ' ‘110
—Vie  —NSW Sources: ABS, Westpac Economics
0 : T : T : : " T 0
Apr-08 Apr-14 Apr-20  Apr-08 Apr-14 Apr-20
Dwelling prices: up off lows in 2023
20 % 6 month growth rates, annualised % 40
--=-Sydney —Melbourne n
i
30 - Brisbane —Perth HC
U
20 - ~
!
1
’
10 4 5
’
’I
0 & /’J
-10 4
*all dwellings, s.a.
20 Sources: CoreL‘oglc, Westpac Economics 20

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
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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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NEW SOUTH WALES

Weak spending growth ...
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As we described previously, the NSW economy is in transition,
moving beyond the post-delta rebound, with a sharp slowdown
in prospect for 2023.

The intensifying headwinds of high inflation and rapid fire
RBA rate hikes are clearly impacting consumers. Against that,
household balance sheet strength (with a very large saving
buffer) and an unemployment rate at historic lows (currently
just 3.0% for the state) will cushion the downturn.

State final demand grew by 3.3% in the year to June 2022, a
result including the 6.3% slump in September 2021 (due to the
delta lockdowns) and the 7.0% rebound the following quarter.

Over the past three quarters to March 2023, state demand grew
by an anaemic 0.6% (0.8% annualised), including a 0.4% rise in
the latest quarter. That is a weak result given that annual state
population growth has spiked to 1.7% with the reopening of the
national border permitting an influx of students.

NSW: contributions to state final demand

Consumption

-0.1

2.1

Housing

0.1

Sources: ABS,
Westpac
Economics

yr to Mar-22
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Investment ) 0.9
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Final demand 20
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Consumer spending, which rose 4.3% in the year to June 2022,
grew by 0.9% over the past three quarters, including outcomes
of flat for the December quarter and +0.2% for the March
quarter. Declines in per capita consumer spending over the past
half year (also recorded in Victoria and Qld) are evidence of the
intense pressure on household income flows from high inflation,
increased debt servicing costs and additional tax payments.

The surge in public demand has given way to a cresting of
public spending at a high level. The spike in COVID-related
spending is unwinding. In the year to June 2022, public demand
grew by 6.8%, over the past three quarters if fell by -0.1%.

Home building is also soft, edging up by only 0.4% over the
past three quarters - with downside risks from here, as interest
rates bite and the boom in renovation work deflates.

Business investment, for now, is a source of resilience, given
some strength in the construction cycles, notably infrastructure.

NSW economy: looming downturn

% chg % chg
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Sources: ABS, NSW government, Westpac Economics
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Ahead of the March 25 state election, the economic forecasts
were refreshed in December and again on March 8 (the pre-
election document). With the change of government, the annual
state budget has been delayed until September 19.

In March, the growth outlook was downgraded, marked lower in
response to a more aggressive RBA tightening cycle. Since then,
the RBA has extended the tightening cycle.

State final demand growth is expected to slow from 4.75% this
year (downgraded from 5.5%) to a well below trend 1% in 2023/24
- with the risks to the 2022/23 view to the downside.

Output growth is a forecast 3.75% this year (down from 4.25%)
slowing to 1.5% next year (from 2.75%) - with exports to be a
positive for growth.

Activity in the state will be cushioned by the ongoing recovery in
international student numbers and international tourists, with the
national border having reopened in February 2022. The Australian
dollar trading below the US70¢ mark is also a positive, making
Sydney and NSW a more attractive, competitive destination.

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.

Westpac Coast-to-Coast June 2023



NEW SOUTH WALES

... as consumer spending per capita contracts

NSW housing activity: a tale of two cycles NSW: employment upward trend stalling
8 $bn $bn 8 46 MmN % g
4.4 —Employed* (lhs) —Unemployment rate* (rhs)
—New dwelling building :  smoothed L7
6 Renovations r6 42
4.0 4 F6
3.8 4
4 r4 5
3.6
/ 3.4 r4
2 b Renovations: spike_postcovid, [ 2 32 | Latest:
Now ey palicing e 1 post covk, 30 | Employment 6.5% above end 2019 3
Sources: ABS, Westpac Economics hit by supply headwinds Sources: ABS, Westpac Economics Unemployment rate at 3.0%
0 T T T T T T 0 2.8 T T T T — 2
Mar-99 Mar-03 Mar-07 Mar-11  Mar-15 Mar-19 Mar-23 May-03 May-07 May-11 May-15 May-19 May-23
NSW population growth rebounds, to above par Sydney dwelling prices: edge up from lows
% ann % ann 40 % 6 month growth rates, annualised % 40
NSW: 1.7% Sources: CoreLogic, Westpac Economics * all dwellings, s.a. P
- - o r - \
20 o 20 30 4 ---Sydney —Melbourne Brisbane \ L 30
16 Australia: 1.9%yr 16

20 -

1240 \// 7777777777777777777777777777777777 F1.2 /
10
0.8 - / 0.8

04 NSW LR avg: 1.1%yr 04 0 L=
4 A (pre covid) o W)
/4
-10 4 Syd ices:
0.0 V 0.0 pgalz‘:dy Jr;rr:c;;, -14% to Feb '23.
Sources: ABS, Westpac Economics +3.4% 3mths to May ’23
-0.4 . T ! | ! | ! | -0.4 -20 T T T T T T -20
Dec-90 Dec-98 Dec-06 Dec-14 Dec-22 May-11  May-13 May-15 May-17 May-19 May-21 May-23
NSW: consumer spending trends Investment cycles
index Dec 2019= 100 index 10 $bn $bn 10
120 | Sources: ABS; Westpac Economics L 120 Public investment
110 A - T T —— 2% | 110 8 —Business: equipment 8
_______ \ .~ +3.5% 1 __Rusi . rac! bl S
100 & \‘ ,/ 100 Business: non-res' building
9 | \ // N 0% | 9
N\ \ r6
80 4 \%4 v - 80
70 A F 70 L4
delt
60 - Ioeckadown - 60
50 1 50 2 Publs mvesiment o4 [ 2
40 + L 40 Equipment: +21% .
--- Recreation & culture —Hospitality — Other goods & services Sources: ABS, Westpac Economics Non-res’ building: -14%
30 L s e T S B e e LA B 30 0 T T T T T T 0
Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22 Jun-23 Mar-99 Mar-03 Mar-07 Mar-11  Mar-15 Mar-19 Mar-23

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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Significant loss of momentum ...

Victorian demand: sharp slowdown
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A strong post-COVID rebound through to the first half of 2022
has given way to a significant loss of momentum for the Victorian
economy. Public demand and housing have been the main
drivers of the slowdown to date. With more declines for dwelling
investment ahead, the full impact of rapid rate rises and cost of
living pressures yet to flow through to consumer spending and
some fiscal tightening from the state government also in the mix,
near term prospects look challenging. That said, a resurgence

in migrant inflows and a large pipeline of infrastructure work
suggest two key growth supports remain in place.

State demand growth has slowed sharply from a rollicking
8.1%yr in mid-2022 to just 1.9%yr in Q1 of 2023, dipping below
population growth which is set to come in a touch above 2%yr.
That said, as we are seeing elsewhere, demand measures are
overstating weakness due to the exclusion of exports, which are
currently rising strongly in Vic (+18.3%yr), led by tourism and
education service exports.

Vic: contributions to state final demand

Consumption
P 24 wmyr to Mar-22
myrto Mar-23

*incl. ownership
transfer costs

Housing* 10

Investment %-é Sources: ABS,

Westpac Economics
Public

Final demand 6.4

-5 0 5 10

Labour market measures suggest the slowing in activity has
been much milder, employment still up 4%yr and annual growth
in hours worked in the 6-7%yr range.

In terms of domestic demand, two thirds of the slowdown is due
to public demand and the remaining third dwelling investment.
The former is unwinding high COVID-related levels of activity.
Dwelling investment is facing into more declines with approvals
off sharply in early 2023 and Vic’s pipeline less supportive (a
backlog of detached housing offset by very low apartment work).

Consumer spending has been fairly resilient in annual growth
terms - the 4.5%yr gain over the year to March comparable to the
4.9%yr a year ago - but this hides the reopening burst that saw
growth hit 15%yr in Q3 last year, and a much weaker 1.2% annual
pace over the last two quarters - tracking behind labour income
growth for the first time since reopening. The latter suggests Vic
consumers are drawing down on savings at a much slower pace.

Vic economic performance & outlook
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The state government is bracing for a substantial slowdown, the
2023-24 budget forecasting state GSP growth to fall from 5.6%yr
in 2021-22 to 2.75% in 2022-23 and 1.5% in 2023-24.

The budget itself included significant measures aimed at
improving the state’s financial position as a precursor to
stabilising the state’s debt levels. A COVID Debt Levy has

been introduced that includes additional payroll tax for large
businesses and increases to land tax - while temporary, these
measures are set to run for the next decade and are expected to
raise $8.6bn in additional revenue over the next four years. This
is projected to deliver a return to surplus by 2025-26, stabilising
the state’s debt to GSP ratio the following year.

The remainder of the state budget has also been re-jigged. On
the one hand, public sector workers and consultants have been
trimmed, saving $2.1bn, and delays to some projects are expected
to prevent cost-driven rises in infrastructure spend. But on the
other hand, the budget provides additional cost-of-living relief
focussed on electricity costs and additional funding for health,
education and roads.

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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... With further slowdown looming

Exports: Vic vs rest of Australia
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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

Victoria: final demand and hours worked
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Vic’s popn growth: outstripping expectations
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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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QUEENSLAND

Households under pressure ...

State final demand: Qld vs Australia
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Queensland’s state economy grew at a modest pace in Q1, with
state final demand advancing 0.4% to be up 2.3%yr, broadly in
line with the national average but still a touch stronger than the
‘delta’ impacted states of NSW and Vic.

Consumption in Queensland is among the weakest in the nation,
having effectively stalled flat over the last nine months, leaving
household spending up only +2.5%yr compared to the national
average of +3.5%yr.

The spending detail highlights the intense pressures facing
Queensland households, chiefly evinced by the near-50% lift
utilities spending in March, offsetting the declines in spending
observed over the prior two quarters.

In response, the Queensland Government recently announced
another cost-of-living rebate on household’s electricity bills as
part of their 2023-24 Budget, going some way to provide relief.

Qld: contributions to state final demand

Consumption

Housing 03
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Investment myrto Mar 23
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. Sources: ABS,
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Economics.
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While the cost of living is as significant a concern in Qld as

it is elsewhere, arguably the broader weakness in consumer
spending is also a consequence of the state fairing well through
the COVID-19 lockdowns and therefore not having the same
degree of catch-up in consumption growth as NSW and Vic.

Indeed, households look to be holding back on big ticket

items, with renovation activity down -6.1%qtr (-15%yr). New
dwelling construction has acted as a partial offset (+2.8%qtr;
+4.7%yr), but the momentum in housing investment is generally
lacklustre, down 5.0% over the year to March.

The sizeable pipeline of residential investment projects can
provide some level of support over the medium-term, especially
given the surge in net migration (see below), but it is unlikely
to generate a substantial lift in activity near-term given the
headwinds facing the sector.

Pop. growth rehound above national average

35 % ann % ann 35

30 —Qld, 2.2%yr 20
' —Aust, 1.6%yr avg: 2.0%yr ’

/

25 4
2.0 - F20
1.5 15
1.0 1.0

0.5 - r 05

Sources: ABS, Westpac Economics
T T

0.0 . | : — 0.0
Dec-87 Dec-92 Dec-97 Dec-02 Dec-07 Dec-12 Dec-17 Dec-22

It was therefore encouraging to see non-housing related
investment act as key contributors to growth. Public investment
lifted by a substantial +6.8%qgtr (+12%yr) upon completions for
several transport infrastructure and building projects.

Business investment was also constructive, up 3.4%qtr (+7.1%yr)
as a result of an ongoing uptrend in equipment investment
(+7.8%yr) and engineering work (+19%yr), although non-
dwelling construction has acted as a partial offset (-4.4%yr).

While the broader outlook for the rest of 2023 is certainly
challenging, the recovery in net migration and should serve as a
key positive for Queensland into the longer-term.

Queensland remains at the front of the pack, annual population
growth of 2.2%yr above the national average of 1.9%yr.
Underlying this is strength in both net overseas migration and
net interstate migration, highlighting the clear opportunities to
be found in Queensland as headwinds fade.

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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QUEENSLAND

... amid broadening headwinds

Qld labour market in robust health Brishane’s housing market is turning
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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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WESTERN AUSTRALIA

A relatively soft landing as exports surge ...

IA: state final demand vs hours worked
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The WA state economy has continued to see growth cool,
albeit with what looks to be a gentler slowing than that

seen nationally. While high inflation and higher interest rates
are clearly biting, activity in WA has several notable offsets
including: buoyant conditions for its large mining sector; the
related boost to state government finances that is allowing for
more substantive fiscal support; a significantly larger backlog
of residential building and a milder correction in dwelling prices
that already looks to be over; and a more benign situation for
some domestic sources of inflation, most notably energy.

While growth in state final demand is now tracking in line with
the rest of Australia, this likely understates conditions in WA due
to the exclusion of exports, which for goods have posted a solid
6.3% rise over the last year and make a much bigger contribution
to GSP growth in WA than in other states. With GSP estimates
only produced annually with a lag, labour market conditions and
hours worked can sometimes be a better proxy than demand.

WA: contributions to state final demand
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Limitations aside, state demand has slowed materially over

the year to March, led by consumers and public demand. Total
demand outperformed with a 0.8% gain in Q1 2023 but is
tracking more in line with the national economy in annual growth
terms (2.8%yr vs 2.2%yr). Some of the gap reflects stronger
population growth in WA, running at 2.5%yr vs 1.9%yr nationally.

Household consumption has slowed from the rampant 5.9%yr
pace a year ago but continues to track a reasonable 3.3%yr
(albeit with a choppy profile over the last four quarters). Labour
income posted a notable acceleration in Q1, a lift in employment
and wage gains taking nominal growth above 5%yr.

Housing activity has also cooled but is better supported than in
the big eastern states. New dwelling investment is down 2.2%yr
but being supported by a very large backlog of unfinished work
(27k dwellings under construction, 2.5 times pre-COVID levels).
Perth house prices barely corrected in 2022 and are now lifting.

WA economic performance & outlook
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The State government booked a $4.2bn surplus in 2022-23,

the better-than-expected result driven by iron ore prices
outperforming assumptions. That said, surpluses are forecast to
continue even with iron ore assumed to drop back to US$66/t.
Key initiatives in the 2023-24 WA state budget include: $715m
in relief for household energy costs; $3bn for decarbonising the
state’s main electricity grid; $5.3bn in additional spending on
health, community support and education; and $750m aimed at
boosting social housing. Government infrastructure investment
is expected to top $39bn over the next four years.

Nevertheless, the government expects GSP growth to slow from
an upwardly revised 4.25% in 2022-23 to 2.25%yr in 2023-24
and 1.75% in 2024-25. Near-term weakness centres on consumer
spending and a smaller boost from net exports. Further out,

a modest recovery in consumer spend is partially offset by a
delayed correction in housing investment.

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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WESTERN AUSTRALIA

... and a range of support cushion domestic slowdown

Exports of goods Commodity prices: iron ore & crude oil
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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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SOUTH AUSTRALIA

Variability in growth profile ...

State final demand: SA vs Australia
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Growth in South Australia fell nearly flat in Q1 2023, state
demand rising only 0.1% to be up 2.1%yr, reflecting yet another
patchy performance across the state’s key sectors.

Consumption in South Australia was the strongest across the
nation in the opening quarter (0.8%qtr; 4.2%yr). With gains
broadly-based and offsets minimal, household spending in SA
outstripped the other ‘delta-insulated’ states of Qld and WA.

One of the reasons for household’s strength likely centres on
SA’s favourable housing affordability setting, with household’s
debt servicing requirements comparably lower than the national
average and well below that seen in NSW and Vic.

Indeed, housing investment was supportive in Ql, albeit in the
context of a broader national softening. Over the year to March
2023, new dwelling construction weakened (-6.3%yr) while
renovation activity was subdued but strong compared to the
rest of the nation (+0.4%yr in SA vs. -8.2%yr in Australia).

SA contributions to state final demand

Sources: ABS,
Westpac
Economics.
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Constructive to the outlook for housing, private dwelling
approvals have held up relatively well so far this year. Approvals
in South Australia are up +1.2% compared to the steep -17%
decline seen nationally on a rolling three-month average basis.

Although new housing construction in South Australia is
currently the weakest across the country, it is encouraging to
see a large existing backlog of work that can provide support to
residential building activity over the medium-term.

Underpinning the variability in South Australia’s growth profile,
however, is the stark contrast between public and private
business investment.

On the more positive side, new business investment has lifted
8.0% in the year to March as a result of persistent strength
across both engineering work (+10%yr) and non-residential
construction activity (+23%yr).

SA economic performance & outlook
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However, public investment has experienced a sustained
period of weakness. The mild 1.0% gain in the March quarter
was unable to offset the six consecutive quarters of declines
observed prior, leaving it down -15%yr but also in complete
contrast with the rest of the nation, at an average of +4.6%yr.

It was therefore encouraging to see the announcement of
an ambitious multi-year investment programme as part of
the 2023-24 Budget, including spending on roads, hospitals,
transport and other essential infrastructure.

Like the rest of the nation, South Australia is facing a tough
outlook given the cumulative impact of the RBA’s rapid
tightening cycle is yet to fully impact. Some level of underlying
support will be found through public investment - an emphasis
on productivity gains will not only allow for a greater retention
in labour market outcomes, but it will also establish a stronger
base for recovery once headwinds begin to fade.

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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SOUTH AUSTRALIA

... highlights opportunities and challenges

SA’s labour market is tight
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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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TASMANIA

Demand flattens...

Tasmania: demand flattens over past half year
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Tasmania experienced a flattening of state final demand over
the half year to the March quarter 2023, after a strong 2.0%
burst in the September quarter 2022. State demand contracted
by 0.4% in the December quarter 2022 and then declined by a
further 0.2% in the March quarter.

The performance of the past half year is against the backdrop
of a slowing of the Australian economy as high inflation and
sharply higher interest rates impact. In part, it also reflects
some volatility - with the strength of the September quarter
2022 inflated by spikes in new home building and equipment
spending, which then subsequently reversed.

Another element is the let down effect post the massive
COVID stimulus - notably in new home building and business
equipment investment. The level of state demand currently is
some 0.4% below that at the high of September 2021, which
was associated with the peak post COVID stimulus.

Tasmania: contributions to state demand
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Households are under intense pressure from higher inflation and
higher interest rates, as well increased tax payments. In Tasmania,
consumer spending - for now - is proving to be a little more
resilient than on the mainland, with labour market strength a
support. Over the past half year, consumer spending in Tasmania
grew by a subdued 0.5%, while on a per capita basis it advanced
by an estimated 0.4% - which is not greatly different from WA,
+0.5%, and in contrast to declines across the three eastern states.

Currently, annual state final demand growth is 1.8%, slowing from
2.8% this time a year ago. Demand from the private economy

is patchy, with annual growth at 1.0% currently. That result for
the private sector includes a 2.1% rise in consumer spending,

a decline in total home building activity, of -2.0%, and a fall in
business investment, a -2.2%. The public sector is supporting
overall activity, with annual growth at 3.4% currently (albeit that
is well down from earlier highs), including a 5.7% increase in
public investment and a 3.0% rise in public consumption.

Tasmania economic performance & outlook
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The state government released their annual budget on May 25,
ahead of the March quarter national accounts and ahead of the
RBA lifting interest rates further at the June meeting.

As discussed previously, the government highlights the
particularly strong performance of Tasmania’s economy over the
past two financial years (2020/21 and 2021/22) - output growth
of 5.0% and 4.3%, which (along with SA) was stronger than any
of the major states.

In the May update, the government trimmed the growth forecasts
for 2022/23 - in recognition of the loss of momentum after the
September quarter 2022. Output growth was downgraded to
1.5% (from 2.75%) and state demand to 1.5% (from 2.25%) - with
the risks arguably still tilted to the downside.

For the 2023/24 year, the state government anticipates that
growth will strengthen - not weaken - with output growth

lifting to 2.0% and state demand to 2.75%. The budget papers
acknowledge and anticipate further weakness in private sector
demand (as is reasonable in the current environment) but assess
that this will be more than offset by a lift in public demand.

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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TASMANIA

... challenging outlook for private sector

Tasmania: population growth slips below par

Tasmanian consumers pessimistic
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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.

Westpac Coast-to-Coast June 2023 19



SUMMARY INDICATORS

Gross State Product Population
% Shares GSP per capita  $'000 g _mn
8.2 Sources: ABS, Westpac Economics
Tas 2 2021/22 67.5 Australia: 89.6 8
SA 710 7 4 6.7 gustzrgzlij: 26.27 million
146.4 6 - e
WA 5 4
Population growth lifts to 1.9%yr,
4 - (above LR avg pre-covid, 1.4%)
Qld Touched 0.1%jyr mid-2021.
3 4
Vic 2 1.8
Sources:
ABS, 1
NSW 86.1 Westpac
Economics 0 |
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Exports of goods & services Dwelling approvals
%  Share of national exports Share of state output % 80 000
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Industry mix share of gross value add
Australia NSW Vic Qld WA SA Tas NT ACT
Agriculture 2.6 1.9 2.4 29 21 5.6 1.2 37 01
Mining 10.6 2.3 11 1.0 42.5 3.6 4.0 25.6 01
Manufacturing 6.0 5.8 7.0 6.4 5.2 7.0 5.8 39 1.0
Construction 7.4 7.8 8.2 7.6 57 7.3 7.0 58 6.8
Transport, utilities 6.8 6.8 7.4 8.1 4.7 VAS) 7.3 5.0 515
Wholesale, retail 8.8 9.6 10.5 8.6 54 10.2 7.7 6.3 4.7
Health, social assistance 8.2 7.6 8.8 9.2 55 1.0 13.9 8.4 9.5
Education 52 53 5.8 55 3.2 6.4 6.2 5.1 6.0
Household services 4.6 4.8 4.5 53 3.4 5.0 4.9 57 4.3
Finance 8.2 1.4 10.2 5.9 3.6 7.2 51 2.4 2.8
Business services 16.3 20.9 18.4 14.1 9.5 12.7 9.8 7.0 20.4
Public administration 5.9 51 5.6 6.0 3.4 6.4 71 12.4 32.0
Ownership of dwellings 9.4 10.8 10.0 9.4 57 9.9 101 8.6 9.0

Sources: ABS, Westpac Economics. For the 2020/21 financial year.

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 investments to which this communication relates are only available to and any invitation, offer or agreement to subscribe,
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