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Leading Index points to more weakness ahead

Leading Index growth rate lifts slightly to -0.6% in July from
-0.67% in June.

¢ Twelfth month of negative prints, longest run in seven years
(ex-COVID).

* Below-trend growth momentum set to extend into 2024.

* Some support from resilient labour market and end to rate
rises.

¢ But significant hit coming from sharp falls in commodity
prices.

The six-month annualised growth rate in the Westpac-
Melbourne Institute Leading Index, which indicates the likely
pace of economic activity relative to trend three to nine months
into the future, lifted to -0.60% in July from -0.67% in June.

The economy continues to see an extended period of weakness.
Despite a slight improvement in the July month, the Leading
Index growth rate remains firmly in negative territory, the latest
reading of -0.6% broadly in line with the -0.73% average seen
since August last year. The July update is a clear indication

that the weak, below-trend growth momentum we are seeing

in 2023 will extend into 2024. Westpac expects GDP growth to
slow to just 1%yr this year, lifting only marginally, to 1.4%yr, in
2024, most of that coming towards the end of the year.

The Leading Index growth rate has improved marginally since

the start of the year, from -0.78% in January to -0.60% in July,
a lift of 0.17ppts. The net lift conceals some divergent trends in
Index components.

The main improvement has come from: a renewed pick-up

in total hours worked (adding +0.41ppts to the overall index
growth rate); a stabilising yield spread (adding +0.19ppts); and
less pessimistic consumer expectations for unemployment
(adding +0.11ppts).

The shifting contribution from the yield spread reflects the end
of the RBA'’s tightening cycle, short term interest rates largely
unchanged over the last two months, having risen steeply over
the previous year.

The resilience of Australia’s labour markets continues to

be a major source of support. Indeed, without the positive
contributions from hours worked and unemployment
expectations, the six-monthly annualised growth rate in the
Leading Index would be running closer to -1%.
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These supports have been partially offset by a weakening in
other components since the start of the year. The most notable
increased drags have been from: a further decline in commodity
prices (taking an extra -0.26ppts off the Index growth rate);

a renewed decline in dwelling approvals (-0.21ppts); and a
patchier performance for the S&P/ASX200 (-0.16ppts). The

fall in Australia’s commodity prices is particularly striking with
prices now down 18.6% compared to March (measured in AUD
terms), albeit with the pull-back coming from elevated levels.

The Reserve Bank Board next meets on September 5. We
expect the Board to again keep the cash rate unchanged at
4.1%, which we see as the peak of the current tightening cycle.

The RBA Governor’s recent testimony before the House of
Representatives Standing Committee on Economics confirmed
that policy is now in a ‘calibration’ phase with small adjustments
still possible if the data starts to show clear risks of a slower
return to low inflation. However, with growth momentum still
clearly weak - as confirmed by the latest Leading Index update
- and the broader picture around price and wage inflation
continuing to track in line with the RBA’s expectations the
threshold for additional tightening is high and unlikely to be
met.

Matthew Hassan, Senior Economist

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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This communication is being made only to and is directed at (a) persons who have professional experience in matters relating to
investments who fall within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)
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Disclaimer continued overleaf
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The investments to which this communication relates are only available to and any invitation, offer or agreement to subscribe, purchase or
otherwise acquire such investments will be engaged in only with, relevant persons. Any person who is not a relevant person should not act
or rely upon 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”. With this in mind, Westpac expressly prohibits you from passing on the information in this communication to any third party. In
particular this communication and, in each case, any copies thereof may not be taken, transmitted or distributed, directly or indirectly into
any restricted jurisdiction. This communication is made in compliance with the Market Abuse Regulation (Regulation(EU) 596/2014).

Investment Recommendations Disclosure

The material may contain investment recommendations, including information recommending an investment strategy.

Reasonable steps have been taken to ensure that the material is presented in a clear, accurate and objective manner. Investment
Recommendations for Financial Instruments covered by MAR are made in compliance with Article 20 MAR. Westpac does not apply
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U.S.: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller
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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.
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. All disclaimers set out with respect to Westpac apply equally to WCM.

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
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The author of this communication is employed by Westpac and is not registered or qualified as a research analyst, representative, or
associated person 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.
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