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Consumer pessimism lifts slightly

¢ Westpac Consumer Sentiment Index up 1.7% to 83.6.

¢ Assessments of finances and buyer sentiment less
negative.

* But inflation, interest rate, and growth fears weighing
more heavily.

¢ Half of consumers expect mortgage rates to rise over the
next 12mths.

¢ Unsettled outlook eroding confidence around jobs.

The Westpac-Melbourne Institute Consumer Sentiment Index
rose 1.7% to 83.6 in June from 82.2.

Despite the improvement, consumer sentiment remains below
its March level and still firmly in deeply pessimistic territory.

At 83.6, the Index remains well below the ‘neutral’ level of 100,
meaning pessimists outnumber optimists by nearly 20ppts. The
survey detail suggests positives from fiscal support measures
are being negated by increased concerns about inflation and
the outlook for interest rates”, Mr Hassan commented.

This shows through clearly in consumer assessments of recent
news coverage. Our March, June, September and December
surveys include additional questions about which news topics
consumers recall and how favourable this was.

Two topics stood out in June: ‘budget & tax’ and ‘inflation’, with
nearly half of consumers recalling news on each of these. On
the former, the news was viewed as less unfavourable than in
March, reflecting the well-received Commonwealth budget, the
cost-of-living measures delivered by both Federal and state
governments, and the stage 3 tax cuts set to commence on July
1. However, the news on inflation was viewed as less favourable
than in March, with assessments retracing most of the way back
to the levels seen in December, when the RBA had just raised
the cash rate in response to persistently high inflation.

Notably, the wider news backdrop is still viewed as broadly
unfavourable. Across the fifteen detailed news topics covered,
there has not been one ‘net favourable’ assessment in two and
a half years now - the longest run of broadly negative news
sentiment since we began running the survey in the mid-1970s.

The headline Consumer Sentiment Index is a composite that
combines five sub-indexes that are in turn based on responses
to five specific questions. These sub-indexes point to a mix

of pressures impacting consumers, improved assessments

of family finances and buyer sentiment offset by renewed
concerns about the economic outlook.

The ‘family finances vs a year ago’ sub-index recorded a
particularly strong 9.7% lift in June. However, at 69.3 it remains
at a very weak, deeply negative level. This sub-index would
need to rise by another 20% just to reach its long-run average
level, and by over 40% to get back to the ‘neutral’ level of 100.
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Similarly, the ‘time to buy a major item’ sub-index also recorded
a solid 4.2% rise but remained at a very weak level of 79.7, well
below its long-run average of 124.

The main takeaway here is that while pressures on family
finances and purchasing power may be starting to ease, it
would require much bigger, double-digit gains in these sub-
indexes, before we could start to say that these issues have
convincingly subsided.

At the same time, consumers are becoming more uneasy about
the economy, especially over the next year. The sub-index tracking
assessments of the ‘economic outlook, next 12 months’ fell 5.7% to
78.5, the lowest level since October last year. Consumers were less
rattled about the longer-term view, the ‘economic outlook, next 5
years’ sub-index nudging up 2.1% to 94.1.

Responses over the course of the survey week show sentiment
deteriorated materially following the June RBA decision.
Sentiment amongst those surveyed prior to the decision came
in at a much stronger 90 compared to 80.1 amongst those
surveyed post-decision. The implication is that some consumer
hopes of a more positive message on inflation and the interest
rate outlook were again dashed.

That also flowed through to consumer expectations for

interest rates. The Westpac-Melbourne Institute Mortgage Rate
Expectations Index, which tracks consumer expectations for
variable mortgage rates over the next 12 months, surged 6.2% to
141.2, the highest reading since the start of the year. Responses
show about half of consumers expect mortgage rates to rise
over the next year.

The more unsettled picture around the economy also eroded
consumer confidence around jobs. The Westpac-Melbourne
Institute Unemployment Expectations Index rose 2.5% to 133.1
in June, pushing further above its long run average of 129 to be
slightly above the levels seen mid-way through 2023, marking
the highest reading since September 2020 (recall that higher
index reads mean more consumers expect unemployment to
rise over the year ahead). Overall, sentiment around jobs is
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more neutral than weak - consistent with a softening in labour
market conditions rather than a sharp weakening. However, the
shift bears monitoring closely in the months ahead.

Housing-related sentiment showed a further widening in the
already stark disconnect between weak buyer sentiment and
upbeat price expectations.

The ‘time to buy a dwelling’ index fell 4.8% to 72.8, returning
to recent lows and in the bottom 5% of readings recorded
since the mid-1970s. The biggest declines in buyer sentiment
were in Western Australia (-20.5%), Queensland (-15.5%) and
South Australia (-14.5%), where capital city markets have
recorded strong price gains over the last year. The associated
deterioration in affordability has taken buyer sentiment to
extreme lows with ‘time to buy a dwelling’ index reads in the
60-70 range. In contrast, the NSW index rose 12.7% to 81, a
somewhat surprising gain but still leaving buyer sentiment well
below its long run average of 117.4.

Despite the weakening in buyer sentiment, price expectations
rose to a new cycle high. The Westpac Melbourne Institute
Index of House Price Expectations rose 1.7% to 163.8, on par
with the peak recorded in early 2021. Interestingly, the biggest
gain was in Victoria (+6.4%) where prices have been slipping
lower since mid-2023, the declines clearly doing little to deter
expectations, possibly even adding to them.

Consumer risk aversion eased between March and June but was
coming off extreme highs over the last two years. Updates on
our ‘wisest place for savings’ questions, run every three months,
show ‘safe-haven’ options are still heavily favoured with 30%

of consumers nominating ‘bank deposits’ and a further 26%
nominating ‘pay down debt’ -suggesting many will opt to save
any additional income from next month’s tax cuts. Consumers
were a little more favourable towards ‘riskier’ options, with 10%
nominating ‘real estate’ and 10% nominating ‘shares’, but both
of these are still a distant third in terms of preferred options.

The Reserve Bank Board next meets on August 5-6. We
expect it to again leave the official cash rate unchanged. In the
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decision statement and press conference following the June
meeting, the RBA Governor described the outlook as highly
uncertain, saying the Board was alert to potential upside risks
and needed to remain ‘vigilant’. Much of this uncertainty relates
to the consumer - both the extent to which current weakness
in demand is guiding inflation back to the RBA’s 2-3% target;
and the extent to which consumers may lift spending as real
disposable incomes improve in coming quarters.

On current conditions, the June quarter CPI update due on July
31 will be key. While recent revisions mean consumer spending
has not been as weak as previously indicated, it has still

been demonstrably weak, broadly consistent with the dismal
consumer sentiment reads since mid-2022. Moreover, the extent
of that weakness is already embedded in the inflation data

to date. While it is uncertain and there are, as always, upside
risks, we expect the June quarter inflation update to confirm
that weak demand is still exerting disinflationary pressure.

That in turn should provide the RBA with enough comfort that
potential upside risks are not materialising, meaning a rate rise
is not needed.

The consumer response to improving disposable incomes will
be harder to judge. The evidence from our consumer sentiment
survey, including responses to an additional question run last
month on the stage 3 tax cuts, suggests consumers will be more
inclined to save than spend any additional income. Revised
estimates of spending also imply that household savings buffers
have been more substantially run down over the last two years

- again suggesting many consumers will look to use additional
income to rebuild their reserves.

How this is actually playing out will only become clear as the
September quarter spending information gets released through
October-November. Until then, the Westpac-Melbourne Institute
Consumer Sentiment survey will continue to provide early clues
to any shifts in consumer psychology and behaviour.

Matthew Hassan, Senior Economist, Westpac Group

Item Jun 2022 Jun 2023 May 2024 Jun 2024 %mth

Consumer Sentiment Index 100.6 86.4 79.2 82.2 83.6 17 5.6
Family finances vs a year ago 88.3 74.0 65.4 63.2 69.3 9.7 6.0
Family finances next 12mths 106.7 86.2 84.0 96.1 96.5 0.4 14.8
Economic conditions next 12mths 90.7 83.8 77.2 83.2 78.5 -5.7 1.7

Economic conditions next 5yrs 92.0 98.1 92.7 92.2 941 21 1.5

Time to buy a major household item 124.4 89.5 76.4 76.5 79.7 4.2 4.2
Time to buy a dwelling 120.6 751 72.0 76.5 72.8 -4.8 11

Unemployment Expectations Index 129.2 108.5 131.3 129.8 13311 2.5 1.3

House Price Expectations Index 126.5 1.1 146.7 161.1 163.8 1.7 1.6
Interest Rate Expectations Index 152.4 186.1 178.9 133.0 141.2 6.2 =211

Source: Westpac-Melbourne Institute.
*avg over full history of the survey, all indexes except ‘time to buy a dwelling’, ‘unemployment expectations’ and ‘house price expectations’ are seasonally adjusted

The survey is conducted by OZINFO & DYNATA. Respondents are selected at random. This latest survey is based on 1200 adults aged 18 years and over, across Australia. It was
conducted in the week from 17 June to 21 June 2024. The data have been weighted to reflect Australia’s population distribution. Copyright at all times remains with the Melbourne
Institute of Applied Economic and Social Research.
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Author(s) disclaimer and declaration: The author(s) confirms that no part of his/her compensation was, is, or will be, directly or
indirectly, related to any views or (if applicable) recommendations expressed in this material. The author(s) also confirms that this
material accurately reflects his/her personal views about the financial products, companies or issuers (if applicable) and is based on
sources reasonably believed to be reliable and accurate.
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in her capacity as a member of ASAC.
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either Westpac (NZ division) or Westpac New Zealand Limited (company number 1763882), the New Zealand incorporated subsidiary
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subsidiaries (other than WNZL). Neither Westpac nor its other subsidiaries guarantee or otherwise support the performance of
WNZL in respect of any such product. WNZL is not an authorised deposit-taking institution for the purposes of Australian prudential
standards. The current disclosure statements for the New Zealand branch of Westpac and WNZL can be obtained at the internet
address www.westpac.co.nz.

Singapore: This material has been prepared and issued for distribution in Singapore to institutional investors, accredited investors and
expert investors (as defined in the applicable Singapore laws and regulations) only. Recipients of this material in Singapore should
contact Westpac Singapore Branch in respect of any matters arising from, or in connection with, this material. Westpac Singapore
Branch holds a wholesale banking licence and is subject to supervision by the Monetary Authority of Singapore.

US: 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. The services and products referenced
above are not insured by the Federal Deposit Insurance Corporation (“FDIC”). 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. Transactions by U.S. customers of
any securities referenced herein should be effected through WCM.
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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 regu-
lations 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
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UK and EU: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is
subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number:
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BROOO0106). Details about the extent of the regulation of Westpac’s London branch by the PRA are available from us on request.
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to as “relevant persons”). Any person who is not a relevant person should not act or rely on this communication or any of its contents.
In the same way, the information contained in this communication is intended for “eligible counterparties” and “professional clients” as
defined by the rules of the Financial Conduct Authority and is not intended for “retail clients”. Westpac expressly prohibits you from
passing on the information in this communication to any third party.

This communication contains general commentary, research, and market colour. The communication does not constitute investment
advice. The material may contain an ‘investment recommendation’ and/or ‘information recommending or suggesting an investment’,
both as defined in Regulation (EU) No 596/2014 (including as applicable in the United Kingdom) (“MAR”). In accordance with the rele-
vant provisions of MAR, reasonable care has been taken to ensure that the material has been objectively presented and that interests or
conflicts of interest of the sender concerning the financial instruments to which that information relates have been disclosed.

Investment recommendations must be read alongside the specific disclosure which accompanies them and the general disclosure
which can be found here: https:/www.westpacig.com.au/terms-and-conditions/investment-recommendation-disclosure. Such disclo-
sure fulfils certain additional information requirements of MAR and associated delegated legislation and by accepting this communica-
tion you acknowledge that you are aware of the existence of such additional disclosure and its contents.

To the extent this communication comprises an investment recommendation it is classified as non-independent research. It has not been
prepared in accordance with legal requirements designed to promote the independence of investment research and therefore constitutes
a marketing communication. Further, this communication is not subject to any prohibition on dealing ahead of the dissemination of invest-
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