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Diverging trends

. Private sector credit continued to Private sector credit, May 2026
expand at a solid pace, rising 0.7%mth %mth %oyr
in May, unchanged from April. Item Apr__ May Apr_ May
Total credit 0.7 0.7 8.0 8.2
« The major components showed Bucinece 07 0 06 99
diverging trends, with housing credit Other personal 0.2 06 43 44
growth slowing to 0.5%mth, likely Housing total 06 05 75 25
the first indication that momentum Owner—occupier 05 04 62 6.2
is beginning to shift following Investor 09 0.8 10.0 10.3
RBA's cash rate hikes this year. Source: RBA, Westpac Economics.

. Business credit remained strong, up
1.0%mth, 9.9%yr, far outpacing the
expansion of the Australian economy.
Strong business investment, particularly

in data-centres and Al, should be May.
°

a tailwind in the medium term.
. Looking ahead, housing credit is likely .l.o 70/ mth
to slow further, with the tax changes ) 0 9

announced in the Federal Budget o
providing additional downward effect. -|-8 2/ r
o /0

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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Diverging trends
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The May private sector credit data released by the RBA
today surprised to the upside, showing that monetary

policy tightening so far this year has done little to alter

its growth trajectory. Growth of 0.7%mth, matching the
average over the past twelve months, was maintained

for a third consecutive month. The annual pace lifted by
0.2ppts to 8.2%yr, a new high in the current cycle. But while
overall momentum was strong and little changed, the major
components have started to suggest diverging trends.

e Housing credit, which accounts for 62% of the total credit
stock, ticked lower to 0.5%mth, a pace not seen for ten
months. Beyond one decimal point, the growth rate was
0.54%, representing a 11bp decline from the prior month.

e The mix of housing credit growth continued to show investor
activity outpacing owner-occupier demand. However,
both components slowed. Owner-occupier credit was up
0.4%mth, the slowest growth in more than a year. Investor
credit growth eased to 0.8%mth after two months at
0.9%mth, which was also the average pace over the past six
months. On a year-ended basis, investor credit continued to
expand at a double-digit pace, rising 10.3%yr, while owner-
occupier growth was unchanged at 6.2%yr.

e Growth in other personal credit, which accounts for 4% of
total private credit, bounced back to 0.6%mth, the top of the
range since the middle of last year. Interestingly, on a three-
month basis, growth was little changed from the prior three
months, at 1.3%, suggesting that stronger price pressures
in recent months have not negatively affected consumers’
willingness to borrow. In fact, it might suggest the opposite
— higher prices mean consumers are borrowing more to
finance the same purchases.

e Business credit, which accounts for 34% of total private
credit, surprised to the upside, rising to 1.0%mth, the
steepest increase in five months. On a year-ended basis,
growth was just below 10%yr, far outpacing nominal GDP,
which rose by just over 5%yr in the March quarter.

Looking ahead, the total private credit growth will be
determined by the dynamics in the housing and business
components. While the slowdown in housing credit growth
was modest, and perhaps should be interpreted with a
significant degree of caution, it is consistent with the view that
higher interest rates are beginning to weigh on housing credit,
particularly as the broader housing market has begun to slow.
There is usually a lag before these effects show up, given the
inertia in credit application processes, and we may now be at
the point where RBA hikes since early February are beginning

to play a larger role in driving credit growth. With higher
frequency indicators suggesting a negative reaction of investor
credit to the tax changes announced in the federal budget,

the downward pressure looks likely to intensify further in the
coming months.

Meanwhile, business credit growth remains particularly
strong, and two factors may be at play. First, with many
businesses facing increasing cost pressures, borrowing

to finance working capital may be on the rise. Second, the
March quarter national accounts showed that the Australian
economy is experiencing a boom in data-centre investment,
and many companies are likely borrowing to keep pace with
technological progress in the Al space. With cost pressures on
businesses easing as oil and fuel prices decline, the first factor
should normalise in the coming months. But the outlook for
business investment remains strong, pointing to medium-term
upside risks to business credit.
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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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