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FORECAST UPDATE:

THE STATES

Mining resilient while consumer-led states under pressure

Key points

- After a relatively strong finish to 2025,
our updated outlook points to an abrupt
slowdown in the Australian economy
through 2026 and into 2027 (see here).
Here, we flow these aggregate changes
through to the state level forecasts
published in our March quarter Coast-
to-Coast (see here), ahead of our June

quarter Coast-to-Coast (due in late June).

- State performances are set to diverge
again as national growth slows. Mining
based states of Queensland and WA
are expected to once again lead the
pack, supported by elevated energy
prices delivering sizeable income
windfalls. SA is also relatively well
positioned, underpinned by strength
across both public and private activity.

- Consumption-led states set to slow
sharply. NSW and Victoria are expected
to underperform, with Victoria
standing out as the only state where
consumption per capita is expected to
fall below FY2019 levels by FY2028.
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« On our forecasts, consumption per
capita in Victoria declines by around
3.5% cumulatively over the five years to
FY2028, one of the largest and longest
lasting contractions on record. However,
Tasmania is expected to remain the
laggard overall reflecting the state’s
much weaker population growth.

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based are reasonable,
the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.
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States to diverge as the household squeeze returns

Pat Bustamante, Senior Economist
Ryan Wells, Economist

The strong finish to 2025 was reflected in a broad based lift

in activity across the states, as private demand rebounded
more quickly than expected. The Australian economy is now
heading into a sharp slowdown, as a re-tightening in monetary
conditions over recent months collides with a large global
supply shock centred on energy.

This shock now appears both larger and more persistent than
initially anticipated, intensifying domestic inflationary pressures.
As a result, we expect the RBA to deliver two additional 25bp
rate hikes beyond the widely anticipated 25bp move in May,
aimed at preventing a sustained lift in inflation expectations.
Against this backdrop, GDP growth is forecast to slow to just
1%yr in 2026, pushing the unemployment rate towards 5%, with
the trimmed mean inflation rate rising to around 4% by year end.
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As national growth slows, state performances are set

to diverge once again. Differences in industry structure,
population dynamics and exposure to interest sensitive
demand will reassert themselves through 2026 and into 2027.

The mining based states of Queensland and WA are expected
to once again lead the pack, benefiting from elevated energy
prices delivering sizeable income windfalls alongside still solid
population growth. Dwelling price growth is also expected

to remain firm, as strong demand continues to run up against
limited supply, supporting consumption through wealth
effects. SA is also relatively well positioned, supported by
strength across both public and private activity, including
public infrastructure investment and defence related spending.

By contrast, the consumer led states of NSW and Victoria are
set to slow sharply, consistent with patterns seen in previous
tightening cycles. This is already becoming evident, with
housing market conditions deteriorating in both states, which

will weigh on household spending via negative wealth effects.
Over the quarter to April 2026, house prices fell by 1.5%

in Melbourne and 0.9% in NSW, compared with a national
average increase of 1.6%. By contrast, strength continues

in Brisbane, Adelaide and Perth, which should help support
consumption through positive wealth effects (see here).

Per capita consumption in both states has largely moved
sideways since 2019, underperforming the rises seen
elsewhere. In stark contrast to the mining based states,
population growth in NSW and Victoria is expected to
outstrip gains in both GSP and consumption. On our forecasts,
consumption per capita in Victoria is set to record a
cumulative decline of around 3.5% over the five years

to FY2028. The post COVID cost of living squeeze, now
compounded by the recent spike in global energy prices, is
delivering one of the largest and most prolonged contractions
on record, extending back to the early 1990s.

Victoria stands out as the only state where consumption per
capita is expected to fall below FY2019 levels by FY2028,
underscoring the depth and persistence of the adjustment
now underway.

However, Tasmania remains the laggard overall. Softer
population growth is constraining momentum in housing
construction and consumer demand, leaving the state more
exposed to the broader slowdown.
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Further ahead, as inflation moderates back towards target
and interest rates eventually begin to ease in 2028, household
spending should recover and growth conditions gradually
converge. However, this adjustment will take time, and
downside risks increase the longer global supply disruptions
and geopolitical tensions persist.

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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Commodity windfalls will see the mining states outperform
Mining exposure remains a clear positive, particularly as
energy-related investment and exports benefit from higher
global prices stemming from the conflict in the Middle East.
These income windfalls should help cushion households
against tighter financial conditions, keeping overall activity
relatively resilient through the slowdown.

Queensland is expected to remain one of the stronger
performers. GSP growth is forecast to slow from a
year-average pace of 2.6%yr in FY2026 to 1.8%yr in FY2027,
before picking up again to around 2.0%yr in FY2028.
Consumption growth is expected to remain solid, easing only
modestly from 2.5%yr in FY2026 to 2.1%yr in FY2027, before
rebounding to 2.6%yr in FY2028. Momentum will be further
reinforced by Olympics-related infrastructure investment and
associated activity. Employment growth is forecast to average
around 1.5% in FY2027 and 2.0% in FY2028.

WA is also expected to perform relatively strongly. GSP
growth is forecast to moderate from around 2.4%yr in FY2026
to 1.8%yr in FY2027, before re-accelerating to 2.4%yr in
FY2028. Consumption growth should remain resilient, easing
from 2.8%yr in FY2026 to around 2.1%yr in FY2027, before
lifting back to 2.6%yr in FY2028. As in Queensland, higher
dwelling prices are expected to support demand near term
through wealth effects. On this basis, employment growth is
forecast at around 1.8% in FY2027 and 2.2% in FY2028.
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Consumption led states to slow sharply

By contrast, the consumer-led states of NSW and Victoria are
set to underperform as higher interest rates and cost of living
pressures weigh directly on households.

In NSW GSP growth is forecast to slow from around 1.9%

to just 0.8% in FY2027, as tighter financial conditions and
elevated inflation dampen demand. The downturn is consumer
led, with household consumption growth expected to fall to
below 1% in FY2027 from around 2.0% in FY2026. Private
investment should provide a partial offset, particularly in
structural growth areas such as renewables and data centres.
Higher costs will continue to place pressure on the state
budget, though policy settings are likely to remain largely
unchanged heading into the election early next year.

This slowdown is expected to weigh materially on labour
demand. Coming off a weak base of 0.6% in FY2026,
employment growth is forecast to recover only modestly,
rising to 1.1% in FY2027 and 1.6% in FY2028—below the
national average in each year.

In Victoria, GSP growth is expected to fall from around 2.0%
in FY2026 to 0.7% in FY2027, broadly mirroring the slowdown
in NSW. Consumption growth is also expected to ease sharply,
from around 2.0% in FY2026 to just 0.7% in FY2027. Risks

are more elevated in Victoria. Private investment has been
noticeably weaker, particularly in dwelling construction, with
forward indicators such as approvals lagging those in most
other states (aside from Tasmania). While public demand should
provide short term support ahead of the election, there is a risk
that post election fiscal consolidation weighs on activity. We
also expect some pause in private sector investment decisions
as the November 2026 election approaches.

Employment outcomes are forecast to be like NSW in FY2027
and FY2028, though with greater downside risk, given
employment growth had already begun to slow sharply even
prior to the Middle East conflict.

Gross State Product per capita
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SA continues to punch ahove its weight

As highlighted in our March Coast to Coast report (see here), the
SA economy is firing on all cylinders. Both private and public
activity have firmed, supported by a substantial pipeline of

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


https://www.westpaciq.com.au/economics/2026/03/westpac-coast-to-coast-march-2026

infrastructure and defence related spending. In per capita terms,
defence investment and employment are among the strongest
in the country, delivering a durable lift to incomes. Housing
approvals are also relatively strong on a per capita basis,
pointing to ongoing demand growth. Expansion in strategic
industries, particularly defence and advanced manufacturing,
provides a solid medium term foundation for growth.

That said, some slowing in employment growth is expected. After
an exceptionally strong 3.7% in FY2026, employment growth is
forecast to ease to 1.6% in FY2027 and 1.7% in FY2028.

Tasmania to continue to be the laggard

Tasmania continues to lag, with softer population growth
limiting momentum in housing construction and consumer
demand, leaving the state more exposed to the broader
slowdown. The state also has the softest labour market and
weakest consumer sentiment nationally, which is likely to weigh
further on private demand. Employment growth is expected

to remain subdued, easing from 1.1% in FY2026 to 0.9% in
FY2027. Household consumption per working age population.

Bottom line

The period of state growth convergence seen in 2025 is over.
As households are squeezed by higher rates and inflation,
state outcomes will diverge sharply, led by the mining states
and SA, and dragged by consumption heavy NSW and Vic.
While rate cuts in 2028 should eventually stabilise conditions,
the longer the global shock persists, the deeper and more
uneven the adjustment across states is likely to be.

One liner: A slowing national economy, persistent inflation
and higher interest rates will lead to state level divergences,
with mining states resilient and the consumer-led states under
pressure.

GSP Expenditure Components by State
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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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Forecasts

2024/25 2025/26 2026/27 2027/28
Variable State Actual Westpac f/c Westpac f/c Westpac f/c
GSP Aust 1.4 2.3 11 1.8
year-average growth NSW 0.9 1.9 0.8 15
Vic 1.1 2.0 0.7 1.6
Qud 2.2 2.6 17 2.0
WA 1.3 2.4 1.8 2.1
SA 1.0 2.3 13 1.9
Tas 1.0 1.4 0.8 1.1
Household Consumption  Aust 1.1 2.2 1.3 2.3
year-average growth NSW 0.8 2.0 0.8 19
Vic 0.9 2.1 0.7 1.8
Qud 1.3 25 2.1 2.6
WA 2.4 2.8 2.2 25
SA 0.7 1.9 1.5 2.2
Tas 0.6 1.7 0.6 1.1
Employment Aust 2.2 14 13 18
year-average growth NSW 15 0.9 1.1 1.6
Vic 25 15 11 1.6
Qud 3.1 1.1 1.5 2.0
WA 3.1 1.4 1.8 2.2
SA 1.4 3.7 1.6 1.7
Tas -1.0 1.1 0.9 13
Population Aust 16 15 1.4 14
year-average growth NSW 12 13 11 1.0
Vic 1.8 1.7 17 1.6
Qud 1.9 1.7 1.6 1.6
WA 2.4 2.1 1.8 1.7
SA 11 1.2 13 1.2
Tas 0.2 0.5 0.8 0.7
Dwelling Prices Aust 8.6 3 3 -
through-the-year growth,  Sydney 6.2 1 2 -
calendar years Melbourne 5.1 1 5 -
(2024/25 = Dec-25) Brisbane 14.7 6 3 -
Perth 16.7 8 5 -
Adelaide 8.3 5 4 -
Hobart 7.4 1 3 -
Shares of GSP Employment shares and population ratios
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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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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.

European Economic Area (“EEA”): This material may be distributed
to you by either: (i) Westpac directly, or (ii) Westpac Europe GmbH
("WEG”) under a sub-licensing arrangement. WEG has not edited or
otherwise modified the content of this material. 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. Any product or service made available by WEG does not
represent an offer from Westpac or any of its subsidiaries (other than
WEG). All disclaimers set out with respect to Westpac apply equally
to WEG.

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 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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