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Private Sector Credit: A Turning Point? Monday, 31 October 2011

Private sector credit growth gained 0.5% in September, its largest monthly gain since
March. After months of subdued results, this could possibly mark a turning point in
private sector credit, with the likelihood of a rate cut from the Reserve Bank of
Australia (RBA) this year boosting borrower sentiment. The annual rate of credit
growth rose to 3.4% in September, which, despite an improvement, still reflects a
subdued pace of credit growth.

Business credit rose by 0.4% in September, taking the annual rate to 0.2%, the first
annual increase in over two years. The pick up is in line with an improvement in
business confidence in September.

Other personal credit, which includes purchases on credit cards and personal loans
partially rebounded, gaining 0.4% in September, after falling 1.1% in August, its third
consecutive monthly decline.

Housing credit rose a solid 0.5% in September, however, this still left the annual rate
unchanged at a 5.8% increase, its equal lowest since 1976, when the data became
available.

Today’'s data add to a range of partial indicators that provide a tentative sign of
economic activity picking up. However, these same indicators are still showing a weak
trend. Further, a much weaker than expected underlying inflation outcome for Q3
should allow the RBA some room to lower interest rates. We expect the RBA to lower
rates by 25bps to 4.50% when it meets tomorrow, although its decision will likely be a
close one.

Private Sector Credit

H'hold Credit & Cash Rate

% pa
P (By Key Components) %pa (change over past 3 months)
30 30 25 3
Business 2
20 b
20 - f---\-—"""""“""“"“"“"“"“"-"-"-——- 20 Cash Rate,

Personal

Housing

07 08

09 10 n

Household Credit
(3 mth, annual rate, lhs)

ppt (rhs)

0
Jan-01

Jan-04 Jan-07 Jan-10

Private sector credit rose by 0.5% in September, stronger than consensus expectations for a
0.3% rise and the strongest monthly increase in six months. Annual growth lifted to 3.4% from
3.0% previously, but still reflects a slow pace of growth. After months of subdued results, this
could possibly mark a turning point in private sector credit, with the likelihood of a rate cut
from the RBA this year boosting borrower sentiment.
reflects a pick up in growth of business and other personal credit, although credit growth for
all sectors still remain subdued.

The better than expected outcome

Business credit rose by 0.4% in September, taking the annual rate to 0.2%, the first annual
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increase in over two years. The pick up is in line with an improvement in business confidence
in September. Further, the Australian dollar fell 10.5% over September, which would have
boosted exporters’ confidence. In addition, interest rates for fixed rate loans have fallen over
the past few months. However, it is probably too early to confirm that business credit growth
is making a turnaround given firms are overall still pessimistic. In addition, the Australian
dollar, which has since rebounded from its lows in September, is still likely to weigh on
manufacturers and other exporters outside of mining.

Household credit (housing and other personal) showed more vigour in September, as the RBA
softened its stance and the media increasingly began to focus on the possibility of an interest
rate cut from the RBA this year. Housing credit rose 0.5% in September, well below the
monthly average increase of 1.0% seen in the past ten years. The annual rate held at 5.8%, its
lowest since 1976, when the data became available. Owner-occupied housing rose 0.5%,
taking the annual rate up to 6.4% in September. Meanwhile, investor housing credit gained
0.4%, and edged down to 4.6% in the year to September, compared to a ten-year average
annual growth rate of 13.6%.

Other personal credit, which includes purchases on credit cards and personal loans rose 0.4%
in September, following a large decline of 1.1% in August. Over the year to September, other
personal credit growth fell 0.9%, equalling its August result, which was the lowest in more
than 1% years.

Westpac consumer sentiment rose 0.4% in October, after jumping 8.1% in September,
however, it is at a level consistent with the Australian consumer remaining pessimistic (at a
reading of 97.2, it is still below the 100-level, indicating more consumers are pessimistic than
optimistic.) The still weak level of consumer sentiment and softness in dwelling prices are
likely to continue to weigh on credit growth, however, a rate cut from the RBA would be
expected to provide a boost to consumer sentiment and credit growth.

Reserve Bank Outlook:

Today's data add to a range of partial indicators that provide a tentative sign of economic
activity picking up. Along with today’'s private credit data, retail sales, employment and
building approvals data all improved recently. Further, confidence in financial markets has
partially recovered on the announcement of the EU plan to tackle its sovereign debt issues.
However, these domestic indicators are still showing a weak trend, and concerns about Euro
zone sovereign debt remain. Further, a much weaker than expected underlying inflation
outcome for Q3 (released last week) should give the Reserve Bank of Australia (RBA) some
room to lower interest rates. We expect the RBA to lower rates by 25bps to 4.50% when it
meets tomorrow, although its decision will likely be a close one.
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The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom St.George has a contract to supply Information, the supply of the Information is made under that
contract and St.George’s agreed terms of supply apply. St.George does not represent or guarantee that the
Information is accurate or free from errors or omissions and St.George disclaims any duty of care in relation to the
Information and liability for any reliance on investment decisions made using the Information. The Information is
subject to change. Terms, conditions and any fees apply to St.George products and details are available. St. George
or its officers, agents or employees (including persons involved in preparation of the Information) may have
financial interests in the markets discussed in the Information. St.George owns copyright in the information unless
otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the
written consent of St.George.

Any unauthorized use or dissemination is prohibited.

Neither St.George Bank - A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL 233714 ACL
233714, nor any of Westpac's subsidiaries or affiliates shall be liable for the message if altered, changed or
falsified.
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