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Slow road to recovery

The Australian consumer is starting the
new year in better shape than the last two
with an upturn underway and an RBA that
looks poised to provide additional rate cut
support. Despite this, there is still plenty
of caution about, suggesting it will be a
slow road to recovery. With an unsettled
geopolitical backdrop abroad and a Federal
election due locally, there may be a fair few
bumps along the way as well.

Our first Red Book for 2025 surveys the
scene. After a shaky start, consumer
spending is now clearly firming, helped
along by tax cuts and slower inflation.
Sentiment has also shown a decisive shift,
lifting out of the deep ‘cost of living’ hole it
has been stuck in since mid-2022. Overall,
consumers are still not positive but the
mood has shifted from ‘overwhelmingly’ to
‘cautiously’ pessimistic.

That mostly reflects a material easing in
the pressure on family finances. Shifting
interest rate expectations have been
another important support. Six months
ago consumers were bracing for more

rate hikes. Expectations in early January
are consistent with a material easing over
2025. More recent developments around
inflation suggest that easing will beginin a
matter of weeks.

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

This is consistent with the view set out
in our last report back in October, that
inflation and interest rate developments

would drive a further recovery in sentiment.

However, we also warned that the
monetary easing would be “gradual and
modest”. Indeed, a closer look at easing
cycles shows the sentiment impact of rate
cuts can be quite ambiguous, depending
crucially on what was already ‘priced in’ to
consumer expectations (see p9).

We also warned that there were risks of
turbulence around the US election. These
risks have fully materialised, the second
Trump Presidency already proving to be a
very unsettled one for the global economy.
While their direct exposure is low, the
backdrop will contribute to a more general
sense of unease amongst Australian
consumers.

So where does that leave us? A return

to the deep pessimism that prevailed
through 2022-24 is unlikely. The severe,
broad-based cost-of-living problems that
were behind this, and the global supply
chain disruptions that set the episode off,
are unlikely to repeat under reasonable
scenarios. But equally, even if we see a
return to outright optimism, it is likely to be
hard to sustain.

or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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1. Consumer spending: starting to lift again
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“A return to the deep pessimism that prevailed
through 2022-24 is unlikely ... [but] a return to

outright optimism ... looks like it will be hard to
sustain.”



Quick run-down

The Westpac—Melbourne Institute
Consumer Sentiment Index rose 2.6%
over the three months to January, to 92.1
from 89.8 in October and 82.7 in July.

Sentiment remains cautiously pessimistic
overall but has improved markedly

on a year ago. The main gains have

come from reduced pressure on

family finances, and more positive
expectations as slowing inflation has
made consumers more confident about
the prospect of interest rate cuts.

Risk aversion remains very high, largely
unchanged since mid 2024 but off the
extremes seen in 2023 and early 2024.
The Westpac Risk Aversion Index
nudged up slightly to 49 in December
from 47 in September, holding well above
the long run average of 18. Consumers
continue to heavily favour ‘safe’ options
such — bank deposits and debt repayment
— as the ‘wisest place for savings’.

The sentiment mix continues to point

to a gradual improvement in consumer
spending. CSl+, a modified indicator
that correlates well with per capita
spending, has risen a further 4.3% since
October but remains consistent with
contracting per capita spend overall.
Actual spend has been somewhat firmer.

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

Consumer expectations for interest rates
swung sharply lower through the middle
of 2024 and have held on to that move
over the last three months. The Westpac-
Melbourne Institute Mortgage Rate
Expectations Index dipped slightly, by a

further 0.7% between October and January.

At 105.7, it remains near previous cycle
lows seen when the RBA was actively
easing policy. The reading pre-dates the
Q4 CPI result which has bolstered market
expectations for a rate cut in February.

Consumer expectations for inflation
have held steady in recent months,
down sharply on recent peaks but at
the top end of the range seen in the
years prior to COVID. Wage growth
expectations have crept a little higher.

Consumer attitudes towards major
purchases continue to improve, consistent
with some slight improvements in
purchasing power. The ‘time to buy a
major item’ index posted a strong 6.7%
rise over the three months to January.
At 90.8, the index compares favourably
to the sub-80 lows in 2023-24 but is
still well below the long run average

of 123. The ‘cost of living’ backdrop

is becoming less toxic for consumer
attitudes but is clearly still a factor.

or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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Homebuyer sentiment continues to show

a strong recovery from historical lows.

The ‘time to buy a dwelling’ index surged
15.3% over the three months to January
but remains in pessimistic territory overall,
at 89.9. Buyer sentiment is firmer in Vic and
SA but markedly weaker in Qld and WA.

Consumer house price expectations

are cooling off quickly. The Westpac-
Melbourne Institute Consumer House
Price Expectations Index dropped a
further 12.8% over the three months to
January, to 133.7, only marginally above
the long run average of 128. Expectations
look to be mainly responding to the
observed slowing in actual house price
growth. The latest pull-back has been
more pronounced in Qld and SA.

Consumers remain comfortable about the
risk of job loss. The Westpac—Melbourne
Institute Unemployment Expectations
Index improved slightly between
October and January to be slightly better
than long run averages. Readings are
comparable to this time last year, and

are consistent with consumers expecting
the stable labour market conditions over
the 2024 continuing through 2025.



\l# THE CONSUMER MOOD

Relief rally continues, mostly

* The improved consumer mood has * These drivers were apparent through 2. Consumer sentiment: getting back on track
carried into late 2024 and early 2025, year-end. Component-wise, the sub- : :
albeit with a bit of a wobble and indexes tracking assessments of family 130 ndex ndex 130
confidence still downbeat overall. The finances continued to lift over the three 120 120
Westpac Melbourne Institute Index of months to Jan. The ‘finances vs a year
Consumer Sentiment dipped 2.6% over ago’ sub-index gained another 5.3% 110 110
Dec-Jan but is still up 2.6% since Oct to be up 23% since May. The ‘finances, 100 100
and 13.8% vs a year ago. next 12mths’ sub-index also pushed
higher, up 4.7% but with a milder 8.6% 90 90
* At 92.1 the Index level shows rise since May (noting that the prospect 80 80
pessimists outnumber optimists but of tax cuts was already lifting this
with sentiment much less pessimistic Component in the first half of 2024) 70 A *;hm dott;d i:es sho‘w +1 standard deviation 70
than it was over the two and a bit years 60 B Westpac fconom‘cg ‘ ‘ ‘ ‘ 60
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year ago with both the year-ahead and the shifting outlook for interest rates Y
five-year-ahead view on the economy since mid-2024, a shift that remained 1 | Teeonomy :
holding above long-run averages. intact through year-end (see p13). 0 |
* As noted previously, the gains  This aspect of the sentiment rally is -1 4
since mid-2024 reflect two main well-placed to sustain with recent
developments: 1) fiscal boosts, the inflation updates, in our view, clearing 2 1 i
‘stage 3’ tax cuts in particular; and 2) the way for an RBA easing cycle to 3 ] s *shown as standard deviations | 5
an improving inflation situation that begin in Feb (see here for more). Do e e gggeéoager:grzvremrjr?t?ljrgttlz e
has led to an associated easing in rate Secondary influences (fuel prices: -4 ; . . -4
rise fears. dwelling prices, jobs) have been mixed. Jan-16 Jan-21 Jan-16 Jan-21 Jan-16 Jan-21

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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¢ Component-wise, the last 3mths has
also seen more solid gains in the ‘time
to buy a major item’ sub-index, rising a
further 6.7% to a 2%2 year high. While
buyer attitudes have not swung back
to positive, the shift in this component,
which has been the main one to capture
the hit to purchasing power from
sharply higher prices, is another sign
that moderating inflation is taking the
sting out of ‘cost-of-living’ pressures
(see pl5 for more).

* Where the rally in sentiment looks
shakier is around expectations for the
economy. The ‘economy, next 12mths’
and ‘economy, next byrs’ sub-indexes
were at the centre of the Dec-Jan
‘wobble’, retracing 9.6% and 7.2%
respectively from what was a rare set
of outright positive reads in Nov.

* The weakening likely reflects a mix of
factors. Domestically, a disappointing
Q3 national accounts and renewed
doubts about the pace of disinflation
and the scope for RBA rate cuts likely
contributed in Dec. A more unsettled
global backdrop also likely played a
part, although the US election result
would have been known when the Nov
survey was in the field.

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

* Responses to additional questions
on news recall run in Dec showed
consumers did not view ‘international
conditions’ as overly negative. In
contrast, news-based measures point
to a sharp rise in uncertainty into year-
end, particularly around US trade policy
(Chart 5).

* The Feb survey should provide a
better gauge of the influence of these
developments. It will be the first
reading since President Trump was
inaugurated. It will also be relatively
clear of interest rate influences as the
survey will be completed before the
RBA'’s policy decision is announced on
Feb 18 (although sentiment may be
influenced by expectations of a cut).

* Returning to the survey detail, the
sub-group breakdown provides more
compelling evidence of a sustained
shift in sentiment. Most notably,
sentiment reads are much more diverse
than the closely-clustered negativity that
prevailed a year ago. Chart 4 shows the
distribution of index reads across the
various sub-groups covered. Whereas
optimists were rare a year ago, nearly
one in five sub-groups were outright
optimists over Nov-Jan.

or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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4. Consumer sentiment: distribution across sub-groups
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5. Uncertainty: news-hased measures
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Christmas wash-up

* The Christmas—New Year period shaped
as something of a ‘litmus test’ for
the Australian consumer, particularly
around the extent to which they would
opt to spend some of the recent fiscal
boosts to income. Early reads point to
a muted response and the continuation
of subdued, albeit slightly improved,
consumer demand.

* Responses to additional questions
run in May last year indicated that
consumers were likely to save the bulk
of the income boost from the Stage 3
tax cuts. Responses suggested that as
much as 80¢ in the dollar would remain
unspent (see here for more).

* That looked to have been the case
when the Q3 data started to roll in, our
Westpac-DataX Card Tracker detecting
only a modest, and erratic, lift in the
spending pulse, confirmed by preliminary
reads from our newly-launched
Westpac-DataX Consumer Panel which
went on to suggest Australians had
saved closer to 84¢ in the dollar in the
first three months of the tax cut boost
(see here). The Q3 national accounts
concurred, total consumer spending
stalling flat in the quarter and the
household savings rate rising materially.

* The main question at this point was
whether consumers were being savvy
with their finances, holding off on
spending their tax cash so that they
could take full advantage of the
bargains that would be on offer during
the major sales events later in the
year — the Black Friday, cyber-week and
Boxing Day sales in particular.

* Updates to our annual question on
‘Christmas spending intentions’, run in
Nov, also suggested consumers were
planning to be a little less frugal this
festive season (see Chart 6). While 36%
still planned to spend less on gifts than
a year ago, that compares to just over
40% last year, the result in line with
the avg observed going back to 2007.

* So what does the more recent data
show? The Westpac-DataX Card Tracker
found a strong showing during the big
discount sales periods, particularly
for durable goods, but more mixed
conditions in other periods and for
services spend. Looking through this,
quarterly measures show growth in
total activity tracking around 0.9%qtr,
an improved pace compared to previous
years but not overly strong (see here
for the latest update).

6. Consumer sentiment: Christmas spending intentions
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1. Westpac-DataX Card Tracker Index
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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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* It's a similar picture from the Westpac—

DataX Consumer Panel. Recall, that
the Panel is a new dataset that links
transaction activity with balance sheet
information to give a more complete
view of income, spending, saving

and borrowing flows. All information
is de-identified and aggregated to
ensure the privacy of customers. With
the sample covering over 1 million
customers, it provides a clear, detailed
picture of consumer behaviour.

e Chart 8 shows estimated quarterly
growth in average income (after
tax) and spending across the Panel,
adjusted for seasonal patterns. The
tax cut boost is clear, average income
rising 2.7%qtr and average spending
up 1.8%qtr in Q3. Both have tracked a

more sedate pace in Q4, rising 0.8%qtr.

In dollar terms, households received
an average cumulative tax benefit

of roughly $830 over the second

half of 2024. Our estimates suggest
around $205 of this was spent and the
remaining $625 saved. That equates
to average saving of around 75¢ in the
dollar. Flows into savings and offset
accounts rose by an average 6.4% over
the same period, a clear step-up.

The more granular detail shows this
restrained response has been fairly
similar across different sub-groups.
Chart 9 shows the average post-tax cut
increase in income and spending and the
estimated average tax benefit across
states, income quintiles and for those
with and without a mortgage.

Spending-wise, growth has been a
little slower in NSW and Vic and a little
stronger elsewhere. It has also been

a little stronger for those with high
incomes. Interestingly, the increase

in savings flows has been most
pronounced across the mortgage belt,
amongst low income earners (many
of whom will be in retirement), and

in Qld (where there have been more
substantive state government fiscal
supports). See here for more details.

All up, the Christmas ‘wash-up’ to date
gives a consistent message: consumers
appear to have largely followed through
on their plans, saving a relatively high
proportion of the tax relief to date. While
spending has lifted, growth remains
subdued. Indeed, the response suggests
there are downside risks to the 2025
outlook, especially we see a similarly
restrained response to rate cuts.

8. Westpac Consumer Panel: income, spending growth
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9. Westpac Consumer Panel: income, spending, selected sub-groups
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or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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Interest rates and confidence

* Interest rate cuts are typically a * This fleeting support is (‘touch wood’) 10. Consumer sentiment: impact of interest rate cuts

positive for consumer sentiment but unlikely to be the pattern of responses index csl family finances economy index
they are by no means a guarantee of a this time around. The main real world 115 115
rally. Historically, sentiment responses driver of the current monetary policy 110 | avg avg ‘f’ir_st 110
have depended on the wider context cycle is inflation, with the easing move’ in cycle
of central bank actions and the extent reflecting a moderation in inflation 105 A l l 105
to which moves were anticipated. In rather than a sudden deterioration in A /-/ | /\ /
the context of the current policy cycle, growth prospects. However, the exact 100 A/\Q SY_7 100
where easing is linked more closely timing of the sentiment boost may also \/_\

. . . . . 95 4 95
to inflation outcomes than growth be coming a little earlier. shaded area shows range
concerns, the expectations effect may 90 S e nd et * 1990-2025, indexed to 90
be more pronounced — the main boost e Chart 11 shows how the consumer Source: RBA, Melbourne 100 mhmobmfh pror to cut
to Sentiment coming in response to mood in Australia and across our main 85 \nstwtute‘\‘/\estpacEc‘omor‘“\cs montl S‘ e orea‘ter cut ‘ ‘ 85
improved inflation results rather than peers ab'road has tracked' leading into -3 0 3 6 -3 0 3 6 -3 0 3 6 monthA
the subsequent easing in policy. the first interest rate cut in the current

cycle (assuming the RBA chooses to cut
e Chart 10 shows how variable the as expected at its Feb meeting).

sentiment response has been omst. On* Alljurisdictions have seen some 11. Consumer sentiment: selected countries and regions
average, sentiment lifts 2-3ppts over improvement, albeit with paths often 115 index index 115
the three months following a rate cut, quite erratic. Notably, some, but not all, A ! s - UK N7
but the ranges around this are wide. sentiment rallies appear to have begun 110 4 — ustralia — uro area —uUR — 110
Notably, the response to the first cut in well before official interest rates start
a new easing cycle appears to be more to move lower. This seems to start at 105 4 105
positive to begin with — consistent with the point at which it become clearer A
the idea that this comes as more of a that inflation is coming back under 100 7~ / /—’ 100
surprise and a bigger associated shift control (markers show when trimmed 95 Y/ * deviation in sentiment vs 12mth 95
in expectations — but often reverses CPl inflation measures drop below avg prior to first rate cut; markers
sharply a few months later, likely 4%). Prior to this, there is also a likely 90 4 isr:}z\;i:lnhz?otr;n;r;ic‘iﬂrr;e;nrf?*’l 90
reflecting the impact of the real-world boost to sentiment when rate hikes S I A A beforolatter first rate cut
shocks the policy move is responding end, although the point at which this 85 \ \ \ \ \ \ \ \ 85
to, i.e. recessions, GFCs and pandemics. becomes apparent is a little unclear. -12 -10 -8 -6 -4 -2 0 2 4 6 monthsA

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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e Clearly consumers’ interest rate
expectations play an important role in
how policy changes impact sentiment
more generally. Fortunately we have
some measures that track this directly.
Our survey has been running specific
questions on mortgage interest rate
expectations for fifteen years now

(monthly since 2022 and less frequently

prior to that). The University of
Michigan and Bank of England also run
similar questions in surveys of US and
UK consumers. The results are shown
in Chart 12.

e Not surprisingly, US and UK consumers
have seen a slightly earlier and much
more decisive shift in interest rate
expectations than their Australian
counterparts. The swing towards lower
rates accelerated sharply in the first half
of 2024, in stark contrast to Australia,
where consumers started to think rates
might rise further.

* While that expectation reversed again
in the second half of 2024, interest rate
expectations in the US and the UK took
a further sharp step lower as official

easing cycles commenced. That suggests

Australian expectations will also move
lower once the RBA starts easing.

e Exactly how this plays through to wider
sentiment is still not straightforward.
International comparisons may offer
limited guidance, particularly for the US
where fixed rates dominate mortgage
borrowing (and where actual borrowing
rates are not as closely linked to
monetary policy rates, although that
may not be the consumer perception).

* At a high level, there does appear
to be at least some weak residual
links between consumer interest
expectations and the consumer mood.
Chart 13 plots all observations for the
US, the UK and Australia. A simple
regression shows a slight downtrend,
with higher rate expectations
associated with lower sentiment (and
vice versa). However, the significance
is low. Clearly there are many other
substantial overriding factors that
mean this effect, to the extent that it is
present, is not often dominating.

e Overall, there’s enough to suggest that
sentiment in Australia should see some
support from rate cuts but that this
could easily be offset by other factors.
With an unsettled global backdrop and
a Federal election due, the consumer
mood may track an uneven path in 2025.

12. Consumer interest rate expectations: Australia, US, UK
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Spending: slow recovery forms

e Our CSI* composite combines sub— * The Q3 national accounts showed 14. CSIt vs total consumer spe“dmg
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. h al, per capita; note that annual growth rates are shown in L -6
extent to which the shock to sentiment to lower out-of-pocket costs for -40 4 rolling year average terms to reduce COVID-related volatilit
is flowing through to spending. As households following increased L5 | _ource Metboume Institute, AR, Westeac Feonomics ‘ ‘ ‘ ‘ 9
sych, the CSI* |{1d|cator should be . government subsidies for electricity Sep-96  Sep-00 Sep-04 Sep-08 Sep-12 Sep-16 Sep-20 Sep-24
viewed as a guide to where per capita (and, to a lesser extent, transport and
spending growth momentum may land rent). The decline in consumer spending
once these buffer effects drop out of on electricity alone took 0.4ppts off
the picture. total spending in the quarter (with 15. CSI= vs retail sales

a corresponding rise in government

The LatiSt u::dates i.howc;utnd.erlying’ consumption offsetting the impact on 30 _index ann% o
momentum has continued to improve, ; . : :
the index rising a further 4.3% over total domestic demand). 20 —CSI% (ths)* —real retail sales per capita (rhs) fv!rizpic -7
the three months to Jan. At 81.1, the e The quarter also saw small drags from 10 L 5
measure is still very weak, well below lower spending on vehicles (-0.9%qtr, 0 | 3
the long run average of 100, but it has —7.8%yr); alcohol & tobacco (-1.1%qtr,
now risen by over 20% from the low —9.6%yr); and transport (-0.4%qtr, -10 /"L 1
in mid-2023. As Chart 14 shows, the +0.4%yr — some of which will reflect -20 , |
signal is still consistent with declining increased public transport subsidies 30 L 3
per capita spend, but with contractions in Qld. Spending on food, household 40 | o 5
running at a 2% annual pace, implying goods and cafes & restaurants also ;Odufcve‘%ggozfrggnls‘i{t‘ﬁe“ggVv%veiga‘ﬁtc:ﬁgmm
flat a 0-0.5% rise in total spend given dipped slightly (-0.1%qtr, -0.2%yr on a -50 — T T T T -/
population growth of just over 2%yr. combined basis). Dec-04 Dec-08 Dec-12 Dec-16 Dec-20 Dec-24

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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WB# SENTIMENT INDICATORS

* The Q3 update on incomes was also
a little disappointing. Labour incomes
posted a decent 1.3%qtr gain but
other income sources dipped slightly.
Tax cuts provided a welcome boost,
but were partially offset by a rise in

interest payments (suggesting fixed
rate roll-offs and other factors may be
seeing average mortgage rates push
higher).

The net effect saw a 1.5%qtr gain for
disposable income in nominal terms,
with real, inflation-adjusted disposable
income up just 0.8%qtr, 2.3%yr. This
still marks a clear improvement, annual
growth lifting to a 2% year high and a
touch above the average recorded over
the five years prior to COVID. However,
it was disappointing in the context of
tax cuts and stable interest rates.

The quarterly data implies nearly all
of the income boost from tax cuts

was saved. The aggregate household
savings ratio (the proportion of income
unspent) rose to 3.2% in Q3 from 2.5%
in Q2, the picture broadly consistent
with the message coming the Westpac
Consumer Panel, which, as discussed
on p7-8, also suggests this pattern of
restraint carried into Q4.

* Monthly ABS indicators show spending

firmed in Q4. The monthly household
spending indicator has seen the
quarterly pace of growth quicken from
0.5%qtr in Sep to 1.7%qtr in Dec. The
monthly business turnover indicator
(MBTI) has also improved, albeit from a
weaker -1.1%qtr to a still soft -0.1%qtr
as at Nov.

The ABS retail survey also showed
nominal sales growth lifting from
1.1%qtr in Q3 to 1.4%qtr in Q4.
Growth in real retail sales, adjusted
for inflation, rose from 0.5%qtr in Q3
to 1.0%qtr in Q4 (see here). Note that
this is a narrower subset of consumer
spending that includes components
that have tracked a little more strongly
than total spend.

Consumer sector responses to private
sector business surveys also suggest
conditions have lifted a little, again with
the improvement concentrated in retail
rather than consumer services. Retail
respondents to the NAB survey showed
conditions lifting into modest positive in
the Dec month with consumer service
sector firms holding steady, but coming
from a firmer starting point (see here for
more).

16. Household disposable income changes decomposed

Sbn  2023Q4 202401 2024Q2 2024Q3  Sbn

20 *grey indicates net boost| 1. labour income
to incomes & spending, | 2. other income
15 dredindicates a netdrag | 3.interest payments L
4. tax & other payments
5. change in savings
10 4 ". 6. change in spending tax cut r
e I “m_ boost ... ...saved
. l ] _I".""""‘ I ‘I A
r . NP Ja~w 1
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reat\irl l \ :}u
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Source: ABS,
Westpac Economics
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17. Business conditions: retail and consumer services
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30 Source: NAB, 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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WB# SENTIMENT INDICATORS

Interest rates: ready for cuts

» Consumer expectations for interest » As discussed on p9, there appears 18. Mortgage interest rate expectations
rates have been relatively stable over to be scope for a further move lower _ _
the three months to Jan, having seen a in interest rate expectations judging 210 index index_ 710
dramatic move lower over the previous by similar survey measures in the US 190 190
three months. The Westpac-Melbourne and UK, where consumer interest rate long run
. . . . 170 -+ average 170
Institute Mortgage Rate Expectations expectations have swung to a point
Index, which tracks consumer where an outright majority expect rates 150 A____\_f_\_’_*\___- 150
expectations for variable mortgage to fall. The current mix in Australia still 130 4 2 \‘ 130
rates over the next 12mths, dipped shows more consumers expect rates to 110 4*/‘ ¥ 110
slightly by 0.7% between Oct and Jan, rise rather than fall. 90 | Y
having fallen by a third between Jul e
and Oct. * The Q4 CPI, released after the Jan 70 4 annual. Feb, Jun, and Aug obs from 2011-17. 70
consumer survey was completed, has 50 ‘ ‘ Source:Met{boume\nst\tute, We?tpac Economics ‘ ‘ 50
* At 105.7, the Index continues to hold bolstered expectations for RBA rate Jan-13 Jan-15 Jan-17 Jan-19 Jan-21 Jan-23 Jan-25
around the cycle lows seen when the cuts. As noted, Westpac now expects
RBA was actively lowering interest the RBA to commence easing at its
rates. Note that Chart 18 presents the February 17-18 meeting. Financial
measure in seasonally adjusted terms, markets are giving a 96% chance of a .
which is up a touch over the last few move with 1lppt of rate cuts priced-in 19. Consumer expeCtatlons fOI' mortgage rates
months. by Feb 2026. The February consumer 100 - %responses  Mrise >1% mrise 0-1%  no change mfall 0-1% mfall >1% %responses oo
sentiment survey will be in the field
* The detailed responses show 34% of over the first week of the month and 904 r 9%
consumers expect mortgage rates to provide a gauge of whether consumer 80 1 - 80
rise over the next year. Just over 23% expectations have also shifted. 70 4 - 70
expect no change and just over 29% 60 4 - 60
expect declines, 15% reporting ‘don’t e The sub-group detail may also be a 50 4 Ty AR EAEEE =l 1 1 - 50
know’. This is barely changed from a pointer to further moves as well. The 40 4 - 40
34%/24%/28% mix back in Oct. Notably, last three months have seen notably 30 4 - 30
the proportion expecting a sharp rise of larger declines in rate expectations 20 4 - 20
over lppt has fallen from 17% to 15%, across the mortgage belt, i.e. those 10 4 r 10
while the proportion expecting falls of with most on the line. The index for this 0 4 -0
over 1ppt rose from 4% to 7%. sub-group is down 8.9% to just 85. Jan-22Apr-22Jul-22 Oct-22Jan-23Apr-23Jul-23 Oct—23Jan—24ApSrO—u?C§JWuelS—$i Seﬁkt)oii{isr;ti?

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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WB# SENTIMENT INDICATORS

Inflation: expectations re-anchored

e Consumer inflation expectations have
held steady at benign levels over the
last three months, well down on recent
peaks but slightly above average pre-
COVID levels. In contrast, consumer
wage expectations have continued to
creep higher and are yet to peak. Wage
views may ‘roll over’ in coming months
with the Q4 wage cost index expected

to show a sharp deceleration in growth.

¢ The Melbourne Institute’s ‘symmetric
mean’ measure of consumers’ year-
ahead inflation expectations dropped
ever-so-slightly from 3.97% in Oct to
3.95% in Jan, marking a new cycle low.
That compares to 4.48% this time last
year and 5.58% at the start of 2023.
The average read over the five years
prior to COVID was 3.69%.

* The Q4 CPIl update provided welcome
confirmation of continued progress
on disinflation, the 0.2%qtr, 3.4%yr
headline result and the 0.5%qtr,
3.2%yr trimmed mean result both
undershooting expectations slightly
(see here for more).

e Consumer inflation expectations
abroad have been a little unsettled in
recent months, in the US especially
where incoming President Trump has

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

committed to tariff increases that will
likely affect a range of domestic goods
prices. While worth keeping an eye on,
these moves should have little bearing
on inflation expectations in Australia.

The Melbourne Institute’s ‘symmetric
mean’ measure of consumers’ year—
ahead wage growth expectations lifted
from 1.26% in Oct to 1.52% in Jan, a
relatively strong read by historical
standards (the average over the five
years prior to COVID was just 0.8%).
The survey measure of actual changes
also rose from 1.40% to 1.57% (pre-
COVID five year average 1.1%).

It should be noted that the ‘actual’
measure here asks about ‘total pay’
whereas the ‘expectations’ measure is
with respect to hourly rates. Depending
on how this is interpreted, the ‘actual’
measure may capture some variation in
total hours worked.

As Chart 21 shows, actual wage growth
has significantly outstripped the

signal from consumer perceptions and
expectations over the last year. That

is expected to reverse in 2025 with
wages growth expected to slow, quite
abruptly to begin with and to below
3%yr by year-end.

or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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20. CPI Inflation: actual vs expected
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https://www.westpaciq.com.au/economics/2025/01/inflation-Q4cpi-2024

WB# SENTIMENT INDICATORS

Durables: price pressures ease

¢ As noted previously, the ‘time to buy
a major item’ sub-index has captured
the full extent of the inflation hit to
purchasing power over the last two
years, with a prolonged period of very
negative reads. That negativity is now
clearly lifting, albeit with a long way to
go before attitudes get anywhere near
historic norms.

* The sub-index has risen a further 6.7%
over the last three months, climbing
to 90.8. That compares favourably to
the sub-80 lows registered in 2023
and 2024 but is still well below the
long run average of 123, the latest
reading still firmly in the bottom 10%
of observations historically.

e The continued weakness is despite a
clearer improvement in prices over the
year to Q3 2024. The Q4 CPI detail
suggests prices for durables were
more mixed into year-end, furniture
and furnishings prices rising 1.9%qtr,
1.1%yr; major household appliance
prices also flat in the quarter, lifting
annual growth to 1.3%yr. Against this,
vehicle prices have continued to move
lower, down 0.3%yr while renovation-
related price inflation has slowed into
the 2.5-3%yr range.

e For some time now, we have flagged
that buyer sentiment may respond
asymmetrically to prices, deteriorating
sharply when they spike but only
improving slowly when they stabilise
or fall, particularly when the price level
is still well above its original starting
point. So far this looks to be the way
the recovery is playing out.

Latest figures suggest per capita
demand for durables is still soft,
declining 1.4% in Q3 after signs earlier
in the year that it might be stabilising.
The weakness has been most
pronounced for vehicles and ‘small
renovations’ with other sub-categories
a little firmer.

* The demand picture may have improved
in Q4, with signs that tax cut boosts
have generated a little more traction
despite the mixed moves in prices and
softness in sentiment. The detail from
the ABS retail survey shows a notable
firming in household good retailing,
with the ABS household spending
indicator and Westpac Card Tracker
showing similar gains across durables
segments. Motor vehicle sales also
posted a solid 0.9%qtr rise in Q4, but
they are still down about 4.5%yr.

22. ‘Time to buy a major item’ vs prices

40 index* %ann avgA
—time to buy a major item (lhs)* —'major items' — prices (rhs)A atest
e
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WB# SENTIMENT INDICATORS

Dwellings: cycle lifts

e The gradual thawing in homebuyer * The sub-group detail shows the latest 24. ‘Time to buy a dwelling’
sentiment has continued over the last move higher has been particularly . .
three months although optimism, let strong amongst those in regional Vic index index
alone the relatively widespread buyer and WA, tradies and paraprofessionals; 160 A - 160
confidence that more often prevails, is those aged 50-64; and high income long run
still a long way off. The ‘time to buy a earners. 140 1 average - 140
dwelling’ index surged another 15.3% \
over the three months to Jan but at Those last two categories may be 120 A--/-‘-\-/[\n\-'; -------- P A ¥ ¥y | Y " A N - 120
89.9, remains well below the ‘neutral’ a sign that prospective investors 100 ) 100
level of 100 and over 30pts below the are starting to warm to the market. v
long run average of 120. Notably, those consumers that 80 :3mth avg,do;ted L 80
already hold an investment property S‘Suei:@gprim:zumemmute ’
The easing in rate rise fears has clearly are outright optimistic and the most 60 : : : : : : : 60
sparked a revival. Dwelling prices also optimistic sub-group covered in the Jan-04  Jan-07  Jan-10  Jan-13  Jan-16  Jan-19  Jan-22  Jan-25
look to have played a part with price survey with an index read of 116.8.
growth slowing materially over the Only four other sub-groups are
course of 2024 and buyer sentiment recording outright optimism. That
rising more materially in Vic and NSW includes those in the 18-34 age group, o o 9,
where prices have been slipping lower. which typically captures sentiment 25. Time to buy a dwe“mg : selected sub-groups
amongst prospective first home buyers. index state property investor age group index
History shows homebuyer sentiment 170 NSW —Vic —Qld —yes —no —18-34 —35-50 —50+ 170
is linked to affordability. Interest rate By state, buyer sentiment is just above 150 | L 150
moves are typically a dominant driver the neutral level in Tas (100.6), a
of shifts but price growth and levels are touch below neutral in Vic (98.0), more 130 4 L 130
also factors. That suggests there may downbeat in SA (94.5) and NSW (91.1) o )
be something of a limit to the current and still extremely weak in WA (81.6) 110 m latest I'/\ /\ AA / \ . | 110
revival, especially if an eventual easing and Qld (79.6) where price growth 90 - ¢ Y WSV \Y "\ L 90
in interest rates leads to a further lift remains strong and market supply very . . \w\/o
in prices from what are still relatively tight. The relatively firm homebuyer 70 4 L 70
high levels to start with. The rally in sentiment in SA may partly relate to DL eoume S *smoothed
sentiment has further to run, but may increased state government assistance 50 T T T T T T 50
be ‘capped’ by affordability constraints. since mid-2024. Jan-20 Jan-22 Jan-24 Jan-20 Jan-22 Jan-24 Jan-20 Jan-22 Jan-24
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House prices: cooling off

Consumer house price expectations
continue to weaken materially. The
Westpac Melbourne Institute House Price
Expectations Index dropped a further
12.8% over the three months to Jan. At
133.7, the index is now only marginally
above the long run average of 129.

The detailed responses show just 53%
of consumers expect prices to rise over
2025, 22% expect no change and 20%
expect prices to decline. That compares
to a 64%/22%/20% mix in Oct and a
70%/18%/8% mix in Jul.

Actual price growth has continued to
slow materially, annual growth tracking
at 3.8%yr as at the start of 2025, down
from a peak of over 11%yr at the start
of 2024. See here for the full run-down
as at Jan.

Prices nationally have recorded small
declines over the last four months.
The weakness has been longer and
more pronounced in Melbourne which
has seen declines in 12 of the last 14
months, price down -3.3%yr. Sydney
has seen slight declines and momentum
has also come off sharply in Perth
where prices had risen 24.6% over the
year to Jun. Seasonal variations may
have amplified the recent softness.

e The current slowdown provides an
opportunity to assess some of the
questions we often have about how
consumers form their house price
expectations. Specifically: to what
extent are they are backward-looking;
and to what extent to they represent
local rather than national conditions.

e Chart 26 shows the current weakening
in expectations is largely backward-
looking. The profile is similar to that
seen in during previous slowdowns in
2015-16, 2018-19, 2020 and 2022 but
with more of a lag this time around
suggesting consumers have been a
little caught off-guard by the current
softening. That in turn may reflect the
surprising strength of the previous price
surge, the magnitude of which also
caught consumers by surprise.

* State responses suggest expectations
reflect a mix of national and local
conditions. While average index reads
have been higher in states that have
seen stronger price growth (i.e. Qld, WA
and SA) they have held up better than
might be expected where prices have
been seeing outright declines (Vic and
NSW). Notably, the latest decline has
been somewhat sharper in Qld and SA.

26. Westpac-MI House Price Expectations Index
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WB# SENTIMENT INDICATORS

Risk aversion: intense

e Consumer risk aversion remains
intense, consistent with households
prioritising saving over spending.

The Westpac Consumer Risk Aversion
Index nudged up slightly from 47.4

in September to 48.6 in December.
That remains several points below the
extremes in 2022-2023 but very high
by any other measure, the long run
historical average being 18.

* Recall that the index is based on
responses to questions on the ‘wisest
place for savings’. These ask consumers
to nominate from a range of options, the
risk index being the difference between
the share nominating ‘safe’ options such
as ‘deposits’ and ‘repay debt’ and the
share nominating ‘risky’ options such as
‘shares’ and ‘real estate’.

* The component mix was largely
unchanged over the final quarter of
2024. Safe options remain heavily
favoured, 54% nominating either
‘bank deposits’ or ‘pay down debt’,
in line with responses in September.
Just 8% of consumers nominate ‘real
estate’, which has been out of favour
for a decade now. Just 10% nominate
‘shares’, which have been out of favour
since 2007, just before the GFC.

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

e The sub-group detail shows risk
aversion is markedly higher across the
mortgage belt, amongst those aged
50-64 and amongst middle-income
earners. Index reads in these segments
are still well over 60, although some
of this is structural rather than cyclical
(mortgage-holders and those nearing
retirement are always more risk averse
than peers).

At the other end of the spectrum,

risk aversion is lower amongst lower
income earners, renters and those

aged over 65 with index reads in the
20-35 range. Some of this may reflect
consumers in retirement seeking
enhanced income flows as interest
rates start to move lower (deposit rates
have already started to edge lower).

* The pattern by state shows risk
aversion is marginally higher in NSW
and Vic with index reads around 52 and
50, and noticeably lower in WA (index
read of 40.5). The more granular detail
shows WA consumers are, currently at
least, more disposed towards investing
in shares than their interstate peers.
‘Real estate’ is out of favour across the
board, although this may shift a little
as interest rates start to come down.

or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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28. Westpac Consumer Risk Aversion Index vs saving rate
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Joh security: sitting comfortably

* Job-loss fears remain low amongst * More specific measures of the incidence 30. unemployment expectations
consumers but the last few months of job loss show both actual and ) o
have seen some of the relative expected retrenchments remain low. 200 index 2= 09
confidence that was emerging last year —Consumer Unemployment Expectations (lhs) -e=expecting to be retrenched (rhs)A
unwind. ¢ Just under 0.9% of employees reported 180 H - 08
being retrenched in December quarter, 160 | L 0.7
* The Westpac-Melbourne Institute Index up very slightly from the 0.8% average o L 06
of Unemployment Expectations improved in 2022 and 2023 but below the 1.2% 140 4 af:::;es )
slightly over the three months to average historically. Just under 0.4% F======zfdgt==zzzssssz222ss23220yes szz=zzszzszsgessafks===g 0.5
January, declining 2% to 127.2 (recall of employees expect to be retrenched 120 + /\?%Sofreemfg[or?eﬂxopnet:ﬁqﬂ be L 04
that lower reads mean more consumers over the next year, again up slightly 00 e damine seasonelly '
expect unemployment to decline over on recent lows but still comfortably . ) - 0.3
the year ahead). The latest index read below the long-run average of 0.5% 8O | Sources ASS Wedtbac Helooume ‘ ‘ ‘ ‘ 0.2
is slightly bel.on the long-run average (Chart 30). Nov-09 Nov-12 Nov-15 Nov-18 Nov-21 Nov-24
of 129 and within the 125-133 range
that has prevailed since mid-2023. * The consumer survey detail shows some
variation in unemployment expectations
* The latest readings are consistent with across sub-groups. Confidence is .
a continuation of the steady labour markedly higher amongst professionals 31- U“emp|0yme“t expecmtlom: seIeCted SUb'QTOUPS
market conditions'seen over the last and consumers in WA (index reads in - index  industry location labour status  index 150
six m'ont'hs. ABS figures show a robust the 1'09—110 range). Expectations are 1 —constrn/mig —Sydney —employed
97k rise in employment over the last shakier amongst labourers and unskilled —consumer services —Melbourne —retired
quarter of 2024 with participation rates workers, and retirees (index reads in the 160 - educ/health rest of Aus. other - 160
pushing back up to historic highs and 138-142 range).
the unemployment rate holding around 140 + o 140
4% (see here for more). * Industry variations have been relatively [,-AJFV\ /:\"‘Vm - w%
minor in recent months, the most 120 4 w’\./ ‘hi L\ \ /4 \(’ \\ f * L 120
* The latter is basically unchanged on notable move being an improvement \X\&M n “\I\\\A/\f/ \,\‘\f\,\/\f
a year ago, essentially in line with in labour market confidence amongst 100 \vf TG ¥ / 100
surveyed consumer expectations at the finance and hospitality workers - Source: Melboure Institute, \JV\/
end of 2023, the index read of 128.9 at clearly linked to expectations of gQ |lesteac Feonomics : : : : smeothed | 8o
the time almost directly in line with the lower interest rates and an improving Jan-21  Jan-23  Jan-25  Jan-22  Jan-24  Jan-21  Jan-23  Jan-25
long-run historical average read. consumetr.

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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WB# STATE SNAPSHOT

New South Wales

* The last time our snapshot checked e Certainly, the sub-index detail shows 32. Consumer sentiment, finances, economy. NSW vs rest of Aus
in on NSW, at the start of 2024, a markedly wider wedge around index  sentiment financesA economyA  index
the state’s consumers were deeply assessments of ‘finances vs a year ago’ 140 ~avg OF Tamily finances Ravg eonomic utlook” 140
pessimistic but less so than their inter- which is 14.5pts higher in NSW than in 130 4 —NSW —rest of Aus vs a year ago’ and family next 12mths and next Syrs L 130
state peers — a pattern that had already the rest of Australia. It's possible that *smoothed finances next 12mths’
been evident for well over a year. the Stage 3 tax cuts made a bigger 120 ~ - 120
splash in the state as well, although 110 4 latest L 110

The wedge closed up in the second half our estimates suggest the average A\ \ A
of last year but returned in the first boost to incomes has been comparable 100 - - - 100
month of 2025 with sentiment in the to that nationally (see here). 90 A » R ¢ 90
state lifting to 98.8, just shy of ‘neutral’.

* Notably, the survey detail shows 80 A Source: Melbourne Institute, - 80
One—mont.h reads shou%d alway§ be sentiment is even stronger amongst 70 | WestpacEconomics : : 70
treated with some caution, particularly Sydneysiders, at 102.6 in January as Jan-16  Jan-21  Jan-16  Jan-21  Jan-16  Jan-21
given the smaller sample sizes involved compared to 90.5 for consumers in
with state estimates. The January regional NSW.
month also sees a seasonal lift that we
can adjust for at a national level but * There is also an interesting wedge cas ,
not across states and sub-groups. around homebuyer sentiment which is 33. Consumer ‘time to buy unemp expns: NSW vs rest of Aus
Caveats noted, the January read still g;fg lceosrigaergea;:f tfﬁ; fg’insgtskliesr:ate Lgg _index_major item dwelling unemp expns index g
looks ta have some veracity to it. (80.6) and the nation as a whole (89.9). 170 | —NSW—restof Aus L 170
Components show, as at early January, However, unemployment expectations Tsmoothed
NSW consumers are less anxious about are very similar across all three groups. 150 1 150
both family finances and the economic The state’s labour market is slightly 130 A latest ¢ 130
outlook but broadly comparable in tighter than the rest of Australia, with 110 WJ’\‘ \ /AA 110
terms of attitudes towards major the unemployment rate at 3.8%. ) \ V\\v v \ i
purchases, house purchases and labour 90 A \ * V\//' Y L 90
market risks. The mix may in part e See our most recent Coast to Coast 70 | W L 70
reflect the higher debt levels NSW report for a more detailed discussion Source: Melbourne Institute,
consumers tend to have compared to of the broader state economy 50 {esteeconomics x x 50
inter-state peers. performances. Jan-16 Jan-21 Jan-16 Jan-21 Jan-16 Jan-21

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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Economic and financial forecasts

Interest rate forecasts

Australia Latest (31 Jan) Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Dec-26
Cash 435 4.10 3.85 3.60 3.35 3.35 3.35 3.35 3.35 3.35
90 Day BBSW 4.25 4.43 4.20 3.72 3.50 3155 3155 3155 355 3155
3 Year Bond 3.79 3.75 3.75 3.80 3.80 3.85 3.90 3.95 4.00 3.60
3 Year Swap 3.82 3.70 3.70 3.70 3.70 35 35 3.80 3.80 3.40
10 Year Bond 4.42 4.35 4.35 4.45 455 4.65 4.75 4.85 4.85 4.15
10 Year Spread to US (bps) -12 5 5 5 5 5 5 5 5 5
us
Fed Funds 4.375 4.125 3.875 3.625 3.375 3.375 3.375 3.625 3.875 3.375
US 10 Year Bond 4.54 4.30 4.30 4.40 4.50 4.60 4.70 4.80 4.80 4.10
Exchange rate forecasts

Latest (31 Jan) Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Dec-26
AUD/USD 0.6222 0.65 0.65 0.66 0.66 0.67 0.68 0.69 0.70 0.74
NZD/USD 0.5643 0.58 0.58 0.57 0.57 0.58 0.58 0.59 0.60 0.64
USD/IPY 154.24 151 150 149 148 146 144 142 141 134
EUR/USD 1.0389 1.06 1.07 1.08 1.09 1.10 1.10 1.11 1.11 1.15
GBP/USD 1.2422 1.28 1.29 1.30 131 1.32 1.33 1.33 1.33 1.35
USD/CNY 7.2446 7.30 7.25 7.20 7.15 7.10 7.05 6.95 6.85 6.50
AUD/NZD 1.1027 1.12 1.12 1.15 1.16 1.16 1.17 1.17 1.16 1.16

Sources: Bloomberg, Westpac Economics.

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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Economic and financial forecasts

Australian economic growth forecasts

2024 2025
Q1 Q2 Q3f Q4f Qif Q2f Q3f Q4f
GDP %qtr 0.2 0.2 0.6 0.5 0.5 0.5 0.6 0.6
%yr end 13 1.0 1.2 15 1.9 2.2 2.2 2.4
Unemployment Rate % 39 4.1 4.2 4.3 4.4 4.5 4.5 4.6
Wages (WPI) %qtr 0.9 0.8 0.8 0.7 0.7 0.7 0.7 0.7
%yr end 4.1 4.1 315 3.2 3.0 29 2.8 29
CPI Headline %qtr 1.0 1.0 0.3 0.4 0.6 0.9 1.2 0.8
%yr end 3.6 3.8 2.9 2.6 23 2.2 3.2 3.6
CPI Trimmed Mean %qtr 1.0 0.8 0.7 0.7 0.7 0.7 0.7 0.8
%yr end 4.0 3.9 35 33 3.0 29 28 29
Calendar years
2023 2024f 2025f 2026f
GDP % yr end - - - -
%yr end 1.8 -0.5 0.8 2.8
Wages (WPI) annual chg 4.0 5.1 5.4 4.6
CPI Headline annual chg - - - -
Trimmed mean annual chg 4.7 2.2 2.1 2.1

Calendar year changes are (1) period average for GDP, employment and unemployment, terms of trade (2) through the year for inflation and wages.

* GDP & component forecasts are reviewed following the release of quarterly national accounts.

** Business investment and government spending adjusted to exclude the effect of private sector purchases of public sector assets.

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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WB# CONSUMER DATA AND FORECASTS

Consumer demand

2023 2024 2025
% change Q2 Q3 Q4 Q1if Q2f Q3f Q4f Qif
Total private consumption* 0.5 -0.1 0.2 0.6 0.2 0.6 0.4 0.6
annual chg 2.2 13 0.8 1.2 0.9 1.6 1.8 1.8
Real labour income, ann chg 19 2.2 3.2 2.1 1.8 1.7 2.1 2.3
Real disposable income, ann chg** -3.6 -3.7 0.2 13 1.0 2.3 2.3 2.0
Household savings ratio 1.8 15 2.6 2.5 2.4 3.2 3.1 3.4
Real retail sales, ann chg -1.4 -1.5 -0.8 -1.1 -0.4 0.2 0.8 2.0
Motor vehicle sales (‘000s)*** 859 972 927 904 886 916 946 925
annual chg 146 219 15.6 11.7 3.1 -5.8 2.0 2.3

Calendar years

2022 2023 2024f 2025f
Total private consumption, ann chg* 7.1 2.1 14 2.1
Real labour income, ann chg 3.4 2.4 19 1.7
Real disposable income, ann chg** -0.2 -3.0 1.7 2.6
Household savings ratio, % 7.8 2.0 2.8 3.8
Real retail sales, ann chg 5.1 -1.0 -0.1 2.8
Motor vehicle sales (‘000s) 781 892 913 937
annual chg 33 14.3 2.3 2.6

Notes to pages 23 and 24:

* National accounts definition.

** | abour and non-labour income after tax and interest payments.

*** Passenger vehicles and SUVs, annualised

A Average over entire history of survey.

AASeasonally adjusted. # Net % expected rise next 12 months minus % expecting fall (wage expectations is net of % expecting wages to rise and % expecting flat/decline).
Note that questions on mortgage rate and house price expectations have only been surveyed since May 2009.

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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WB# CONSUMER DATA AND FORECASTS

Consumer sentiment

2024 2025
% change avgAh Apr May Jun Jul Aug Sep Oct Nov Dec Jan
Westpac—-MI Consumer Sentiment Index 100.5 82.4 82.2 83.6 82.7 85.0 84.6 89.8 94.6 92.8 92.1
family finances vs a year ago 87.7 65.5 63.2 69.3 63.5 709 718 73.8 78.8 84.2 77.7
family finances next 12 months 106.2 95.5 96.1 96.5 92.1 96.8 97.0 99.7 104.1 103.2 104.4
economic conditions next 12 months 90.2 82.7 83.2 785 81.4 83.3 81.2 92.8 100.9 91.2 91.2
economic conditions next 5 years 91.6 89.8 92.2 94.1 94.5 91.5 90.6 97.8 104.2 95.9 96.6
time to buy major household item 1233 78.7 76.5 79.7 82.1 82.6 82.6 85.1 85.2 89.2 90.8
time to buy a dwelling 120.1 5% 76.5 72.8 75.7 71.4 76.1 78.0 86.8 81.6 89.9
Westpac—MI Consumer Risk Aversion IndexAA 17.7 - - 47.0 - - 47.4 - - 48.6 -
CSl+ 100.1 718 715 74.6 72.7 75.8 76.0 77.7 80.0 82.0 81.1
Westpac—MI House Price Expectations Index# 128.1 161.2 161.1 163.8 161.2 157.8 150.5 153.2 150.1 142.0 133.7
consumer mortgage rate expectations# 40.5 22.8 33.0 41.2 59.2 35.5 23.8 6.4 3.0 5.8 5.7
Westpac—-MI Unemployment Expectations 129.2 124.6 129.8 133.1 128.6 133.5 138.4 129.8 120.5 123.7 127.2
Ml inflation expectations (trimmed mean) 4.4 4.6 4.1 4.4 4.3 4.5 4.4 4.0 38 4.2 4.0
MI wage expectations (trimmed mean) 13 1.0 1.2 13 1.4 15 14 13 15 1.4 1.5

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 ECONOMICS 24



s
Corporate directory

Westpac Economics / Australia Westpac Economics / New Zealand

Sydney

Level 19, 275 Kent Street
Sydney NSW 2000
Australia

E: economics@westpac.com.au

Luci Ellis
Chief Economist Westpac Group
E: luci.ellis@westpac.com.au

Matthew Hassan
Head of Australian Macro-Forecasting
E: mhassan@westpac.com.au

Elliot Clarke
Head of International Economics
E: eclarke@westpac.com.au

Sian Fenner
Head of Business and Industry Economics
E: sian.fenner@westpac.com.au

Justin Smirk
Senior Economist
E: jsmirk@westpac.com.au

Pat Bustamante
Senior Economist
E: pat.bustamante@westpac.com.au

Mantas Vanagas
Senior Economist
E: mantas.vanagas@westpac.com.au

Ryan Wells
Economist
E: ryan.wells@westpac.com.au

LIFET ERET
Economist
E:illiana.jain@westpac.com.au

Jameson Coombs
Economist
E: jameson.coombs@westpac.com.au

Neha Sharma
Economist
E: neha.sharmal@westpac.com.au

Westpac Economics / Fiji

Suva
1 Thomson Street
Suva, Fiji

Shamal Chand
Senior Economist
E: shamal.chand@westpac.com.au

Auckland

Takutai on the Square
Level 8, 16 Takutai Square
Auckland, New Zealand

E: economics@westpac.co.nz

Kelly Eckhold
Chief Economist NZ

E: kelly.eckhold@westpac.co.nz

Michael Gordon
Senior Economist
E: michael.gordon@westpac.co.nz

Darren Gibbs
Senior Economist
E: darren.gibbs@westpac.co.nz

Satish Ranchhod
Senior Economist
E: satish.ranchhod@westpac.co.nz

Paul Clark
Industry Economist
E: paul.clark@westpac.co.nz



W14 DISCLAIMER

©2025 Westpac Banking Corporation ABN 33
007 457 141 (including where acting under any
of its Westpac, St George, Bank of Melbourne
or BankSA brands, collectively, “Westpac”).
References to the “Westpac Group” are to
Westpac and its subsidiaries and includes the
directors, employees and representatives of
Westpac and its subsidiaries.

Things you should know

We respect your privacy: You can view our
privacy statement at Westpac.com.au. 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.

This information, unless specifically indicated
otherwise, is under copyright of the Westpac
Group. None of the material, nor its contents,
nor any copy of it, may be altered in any way,
transmitted to, copied of distributed to any other
party without the prior written permission of the
Westpac Group.

Disclaimer

This information has been prepared by Westpac
and is intended for information purposes only. It
is not intended to reflect any recommendation
or financial advice and investment decisions
should not be based on it. This information 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 into

a legally binding contract. To the extent that
this information contains any general advice, it
has been prepared without taking into account
your objectives, financial situation or needs

and before acting on it you should consider the
appropriateness of the 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 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 this information is free from error,
none of Westpac or its related entities warrants
the accuracy, adequacy or completeness of this
information, or otherwise endorses it in any
way. Except where contrary to law, Westpac
Group intend by this notice to exclude liability
for this information. This information is subject
to change without notice and none of Westpac
or its related entities is under any obligation to
update this information or correct any inaccuracy
which may become apparent at a later date.

This information may contain or incorporate

by reference forward-looking statements.

The words “believe”, “anticipate”, “expect”,
“intend”, “plan”, “predict”, “continue”, “assume”,
“positioned”, “may”, “will”, “should”, “shall”, “risk”
and other similar expressions that are predictions
of or indicate future events and future trends
identify forward-looking statements. These
forward-looking statements include all matters
that are not historical facts. Past performance

is not a reliable indicator of future performance,
nor are forecasts of future performance. Whilst
every effort has been taken to ensure that the
assumptions on which any 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 any forecasts.

Conflicts of Interest: In the normal course of
offering banking products and services to its

clients, the Westpac Group may act in several
capacities (including issuer, market maker,
underwriter, distributor, swap counterparty
and calculation agent) simultaneously with
respect to a financial instrument, giving rise to
potential conflicts of interest which may impact
the performance of a financial instrument. The
Westpac Group may at any time transact or
hold a position (including hedging and trading
positions) for its own account or the account
of a client in any financial instrument which
may impact the performance of that financial
instrument.

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.

Further important information regarding
sustainability-related content: This material may
contain statements relating to environmental,
social and governance (ESG) topics. These are
subject to known and unknown risks, and there
are significant uncertainties, limitations, risks
and assumptions in the metrics, modelling,
data, scenarios, reporting and analysis on
which the statements rely. In particular, these
areas are rapidly evolving and maturing, and
there are variations in approaches and common
standards and practice, as well as uncertainty
around future related policy and legislation.
Some material may include information derived
from publicly available sources that have not
been independently verified. No representation
or warranty is made as to the accuracy,
completeness or reliability of the information.
There is a risk that the analysis, estimates,
judgements, assumptions, views, models,
scenarios or projections used may turn out to be

incorrect. These risks may cause actual outcomes
to differ materially from those expressed or
implied. The ESG-related statements in this
material do not constitute advice, nor are they
guarantees or predictions of future performance,
and Westpac gives no representation, warranty
or assurance (including as to the quality, accuracy
or completeness of the statements). You should
seek your own independent advice.

Additional country disclosures:

Australia: Westpac holds an Australian Financial
Services Licence (No. 233714). You can access
Westpac's Financial Services Guide here or request
a copy from your Westpac point of contact. To the
extent that this information contains any general
advice, it has been prepared without taking into
account your objectives, financial situation or needs
and before acting on it you should consider the
appropriateness of the advice.

New Zealand: In New Zealand, products and
services are provided by either Westpac (NZ
division) or Westpac New Zealand Limited
(company number 1763882), the New Zealand
incorporated subsidiary of Westpac (“WNZL”").
Any product or service made available by WNZL
does not represent an offer from Westpac or any
of its 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

Disclaimer continues overleaf »

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 ECONOMICS

26


https://www.westpac.com.au/privacy/privacy-statement/
https://www.westpac.com.au/privacy/privacy-statement/
https://www.westpac.com.au/content/dam/public/wbc/documents/pdf/pb/FSR_WestpacGeneralFSG.pdf
www.westpac.co.nz

W14 DISCLAIMER

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.

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. 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.

All disclaimers set out with respect to Westpac
apply equally to WCM. If you would like to speak
to someone regarding any security mentioned
herein, please contact WCM on +1 212 389
1269. Investing in any non-U.S. securities

or related financial instruments mentioned

in this communication may present certain

risks. The securities of non-U.S. issuers may

not be registered with, or be subject to the
regulations of, the SEC in the United States.
Information on such non-U.S. securities or
related financial instruments may be limited.
Non-U.S. companies may not be subject to

audit and reporting standards and regulatory
requirements comparable to those in effect in the

United States. The value of any investment or
income from any securities or related derivative
instruments denominated in a currency other
than U.S. dollars is subject to exchange rate
fluctuations that may have a positive or adverse
effect on the value of or income from such
securities or related derivative instruments. The
author of this communication is employed by
Westpac and is not registered or qualified as a
research analyst, representative, or associated
person of WCM or any other U.S. broker-dealer
under the rules of FINRA, any other U.S. self-
regulatory organisation, or the laws, rules or
regulations of any State. Unless otherwise
specifically stated, the views expressed herein
are solely those of the author and may differ from
the information, views or analysis expressed by
Westpac and/or its affiliates.

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:
124586). The London branch of Westpac is
registered at Companies House as a branch
established in the United Kingdom (Branch No.
BR000106). Details about the extent of the
regulation of Westpac’s London branch by the
PRA are available from us on request.

Westpac Europe GmbH (“WEG”") is authorised

in Germany by the Federal Financial Supervision
Authority (‘BaFin’) and subject to its regulation.
WEG's supervisory authorities are BaFin and the
German Federal Bank (‘Deutsche Bundesbank’).
WEG is registered with the commercial register
(‘Handelsregister’) of the local court of Frankfurt
am Main under registration number HRB 118483.
In accordance with APRA's Prudential Standard
222 ‘Association with Related Entities’, Westpac
does not stand behind WEG other than as provided
for in certain legal agreements (a risk transfer, sub-
participation and collateral agreement) between
Westpac and WEG and obligations of WEG do not
represent liabilities of Westpac.

This communication is not intended for
distribution to, or use by any person or entity

in any jurisdiction or country where such
distribution or use would be contrary to local
law or regulation. This communication is not
being made to or distributed to, and must

not be passed on to, the general public in the
United Kingdom. Rather, this communication

is being made only to and is directed at (a)
those persons falling within the definition of
Investment Professionals (set out in Article 19(5)
of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “Order”));
(b) those persons falling within the definition

of high net worth companies, unincorporated
associations etc. (set out in Article 49(2)of the
Order; (c) other persons to whom it may lawfully
be communicated in accordance with the Order
or (d) any persons to whom it may otherwise
lawfully be made (all such persons together
being referred 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 relevant 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. Such disclosure fulfils
certain additional information requirements of
MAR and associated delegated legislation and by
accepting this communication 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
investment research.

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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