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Consumer sentiment lifts off lows

¢ Westpac Consumer Sentiment Index up 6.2% to 86, a
twenty-month high.

¢ Lift driven by sentiment towards major purchases and
year-ahead expectations.

¢ Cooling inflation and improving outlook for rates look to
be underlying drivers.

¢ Rally ‘checked’ by cautious RBA comments following its
February meeting.

¢ Re-jigged Stage 3 tax cuts also a positive but a more
uneven one.

¢ Consumer mood remains pessimistic despite latest gain.

The Westpac Melbourne Institute Consumer Sentiment Index
rose 6.2% to 86 in February, from 81 in January. This is the
biggest monthly gain since April last year, when the RBA
paused its rapid series of interest rate rises, and takes the
Index to its highest level since June 2022.

While sentiment is still firmly pessimistic there finally looks to
be some light at the end of the tunnel for Australian consumers.
Moderating inflation and shifting expectations for interest

rates appear to be the main factors behind the lift, with some
additional support coming from the prospect of broader income
tax cuts later in the year. That said, responses over the course
of the survey week suggest the rally is still very tentative with

a sharp pull-back amongst those surveyed after the RBA’s
February policy decision.

All five component sub-indexes recorded gains in February, led
by big improvements in buyer sentiment and expectations for
the economy over the year ahead.

The ‘time to buy a major household item’ sub-index surged
11.3% to 86.8. This sub-index has been the main one to capture
the impact of intense cost-of-living pressures over the last two
years, with six of the weakest monthly reads on record. While
the sub-index remains a long way below its historical average
of 124.7, the February gain is the most promising sign yet that
these pressures are finally starting to ease.

The component detail also shows a clear improvement in the
near-term outlook.

On the economy, the ‘economic outlook, next 12 months’ sub-
index rose 8.8% to 88.9, the highest reading since May 2022.
Medium to longer term expectations also improved, with the
‘economic outlook, next 5 years’ sub-index rising 4.4% to 93.

Expectations for family finances also rose but the picture

here looks to be more nuanced. Overall, the ‘finances, next 12
months’ sub-index only posted a fairly muted 2.4% rise to 95.3.
However, the sub-group detail suggests the mixed result was
due to differing reactions to recently announced changes to
the Stage 3 tax cuts. It shows solid gains amongst consumers
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in middle income bands that will now see tax relief, contrasted
with declines amongst consumers in higher income bands that
are set to see smaller gains than had previously been planned.

Meanwhile, current conditions still point to intense pressures
bearing down on family finances. The ‘finances compared to a
year ago’ sub-index posted a 4.9% gain but at 66.1 remains at
extremely weak levels.

Responses over the survey week show a sharp turnaround mid-
week, following the announcement of the RBA Board’s February
policy decision. Those surveyed prior to the decision recorded a
sentiment index read of 94.1. Those surveyed post the decision
recorded a sentiment read of just 80. The 15% swing is on a par
with some of the biggest pre and post-RBA deteriorations seen
when the Bank was still actively raising interest rates in mid-2023.

While the RBA Board’s decision to leave the cash rate unchanged
in February was widely expected, the pull-back in sentiment
suggests many consumers were hoping for a more positive tone -
perhaps a clearer indication that inflation was coming back under
control and that interest rates may, in time, move lower. Instead, the
RBA Governor’s decision statement and subsequent commentary
described the inflation situation as still evolving and was explicit in
not ruling out the possibility of further interest rate increases.

Interestingly, despite this sharp retracement in sentiment
amongst those surveyed after the RBA decision, consumers’
interest rate expectations for the year ahead were relatively
unchanged and significantly more benign than in January. The
Westpac-Melbourne Institute Mortgage Rate Expectations
Index, which tracks consumer expectations for variable
mortgage rates over the next 12 months, declined 17.3% to
121.6 - the lowest reading since August 2020, when the COVID
pandemic was still in full swing. Just under 44% of consumers
expect rates to be the same or lower over the year ahead, up
from 33% in January, 25% in December and 17.5% in November,
when the RBA last delivered an interest rate increase. Around
42% expect rates to move higher with the remaining 14%
reporting “don’t know.

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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Consumers remain relatively calm about the outlook for jobs.
The Westpac-Melbourne Institute Unemployment Expectations
Index declined 2.9% in February to 126.9, a nine month low
(recall that a lower index means more consumers expect
unemployment to fall in the year ahead). The index continues to
hold just below its long run average of 129, consistent with the
softening in labour market conditions seen over the second half
of 2023 but suggesting consumers have few fears of job loss.

Housing-related sentiment also improved in February but
continues to show a stark gap between negative buyer attitudes
and positive price expectations.

The ‘time to buy a dwelling’ index rose 3% to 74.2, the gain
reversing a similar-sized dip last month and leaving the index in
what is still a very weak 72-76 range. Buyer sentiment posted a
bigger rally in Victoria (+13.9% to 78.1) and in Western Australia
(+21% to 87.2) but weakened sharply across regional areas (-14%
to 64). Consumers the own investment properties are the only
sub-group that have an outright positive view on ‘time to buy

a dwelling’ with a reading of 106 compared to sub-100 reads
across all of the other 54 sub-groups we track.

House price expectations rose to a new cycle high in February.
The Westpac Melbourne Institute Index of House Price
Expectations nudged 2.1% higher to 161.4. Just under 69% of
consumers expect prices to continue rising in the year ahead.

Notably, housing-related sentiment showed a bigger pull-back
over the course of the survey week, with buyer sentiment
dropping 12% and house price expectations declining 3.4%
between pre and post-RBA samples.

Consumer Sentiment - February 2024

Item avg* Feb 2022
Consumer Sentiment Index 100.7 100.8
Family finances vs a year ago 88.4 86.8
Family finances next 12mths 106.8 106.4
Economic conditions next 12mths 90.7 971
Economic conditions next 5yrs 92.0 105.2
Time to buy a major household item 124.7f 108.6
Time to buy a dwelling 120.9 84.9
Unemployment Expectations Index 129.0 102.8
House Price Expectations Index 126.5 155.8
Interest Rate Expectations Index 153.9 177.2

Source: Westpac-Melbourne Institute.

The Reserve Bank Board next meets on March 18-19. We expect
the Board to again leave the official cash rate unchanged,
provided inflation continues to track in line with expectations.

The continued weak level of sentiment, especially around
assessments of current finances, points to consumer demand
remaining weak in the near term. However, the detail shows
tentative signs that cost-of-living headwinds may be starting
to ease. It also suggests that sentiment could bounce back
quite strongly if an expected pivot to rate cuts is ‘franked’ by
RBA messaging. All up, this is quite a positive mix for the Bank,
suggesting that demand will continue to assist in bringing
inflation down and that, if and when it eventually sees scope to
ease policy, rate cuts will be effective in restoring sentiment and
supporting demand.

Matthew Hassan, Senior Economist, Westpac Group

Feb 2023 Jan 2024 Feb 2024 %mth
78.5 81.0 86.0 6.2 9.6
621 63.0 66.1 4.9 6.6
86.8 93.0 95.3 2.4 9.7
751 81.8 88.9 8.8 18.5
90.3 891 93.0 4.4 3.0
78.0 78.0 86.8 n.3 n.2
73.9 72.0 74.2 3.0 0.4
19.4 130.7 126.9 =229 6.3
102.9 158.1 161.4 21 56.8
187.0 147.0 121.6 =7 53510

*avg over full history of the survey, all indexes except ‘time to buy a dwelling’, ‘unemployment expectations’ and ‘house price expectations’ are seasonally adjusted

The survey is conducted by OZINFO & DYNATA. Respondents are selected at random. This latest survey is based on 1200 adults aged 18 years and over, across Australia. It was
conducted in the week from 5 February to 9 February 2024. The data have been weighted to reflect Australia’s population distribution. Copyright at all times remains with the

Melbourne Institute of Applied Economic and Social Research.

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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Disclaimer
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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
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Additional country disclosures
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WNZL in respect of any such product. WNZL is not an authorised deposit-taking institution for the purposes of Australian prudential
standards. The current disclosure statements for the New Zealand branch of Westpac and WNZL can be obtained at the internet
address www.westpac.co.nz.

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

US: Westpac operates in the United States of America as a federally licensed branch, regulated by the Office of the Comptroller of the
Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap Dealer, but is neither
registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. The services and products referenced
above are not insured by the Federal Deposit Insurance Corporation (“FDIC”). Westpac Capital Markets, LLC (‘WCM?"), a wholly-owned
subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the Exchange Act’) and member

of the Financial Industry Regulatory Authority (‘FINRA’). This communication is provided for distribution to U.S. institutional investors in
reliance on the exemption from registration provided by Rule 15a-6 under the Exchange Act and is not subject to all of the independence
and disclosure standards applicable to debt research reports prepared for retail investors in the United States. WCM is the U.S.
distributor of this communication and accepts responsibility for the contents of this communication. Transactions by U.S. customers of
any securities referenced herein should be effected through WCM.

Disclaimer continued overleaf
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Disclaimer continued

All disclaimers set out with respect to Westpac apply equally to WCM. If you would like to speak to someone regarding any security
mentioned herein, please contact WCM on +1 212 389 1269. Investing in any non-U.S. securities or related financial instruments mentioned
in this communication may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the regu-
lations of, the SEC in the United States. Information on such non-U.S. securities or related financial instruments may be limited. Non-U.S.
companies may not be subject to audit and reporting standards and regulatory requirements comparable to those in effect in the United
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UK and EU: The London branch of Westpac is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is
subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA (Financial Services Register number:
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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 rele-
vant provisions of MAR, reasonable care has been taken to ensure that the material has been objectively presented and that interests or
conflicts of interest of the sender concerning the financial instruments to which that information relates have been disclosed.

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