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Private Sector Credit
Losing Momentum

Annual growth in private sector slipped further to 5.3% in October, the weakest in over two
years. It has been below the 10-year average of 6.2% for the last four months. Private sector
credit growth did pick up marginally in October, rising 0.5%. This followed three consecutive
months of 0.4% growth.

The RBA rate cuts in May and August have stimulated activity among property investors. Credit
for investor housing rose 0.7% in October, its strongest pace since August 2015 when APRA was
first applying the brakes on bank lending for investor housing. Over the year to October, credit
for investor housing has risen 5.3%, well within APRA’s ‘speed limit’, but the pace is picking up
again.

Business credit grew 0.5% in October, its strongest result since April. That said, the annual pace
of growth in business credit is now down to 4.4%, its weakest outcome since June 2015. The so-
called ‘animal spirits’ that drive the economy, appear to have moved down a gear in the face of
soft domestic demand.

Weakening momentum in private sector credit growth, soft domestic demand, tepid retail sales
growth, declining building approvals and weaker job growth all point to the possibility of a
further rate cut. The hurdles for a rate cut are high but the economy does not appear to be
sailing gracefully towards stronger economic growth.
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Annual growth in private sector credit slipped further to 5.3% in October, the weakest in over two
years. It and has been below the 10-year average of 6.2% for the last four months. Private sector
credit growth picked up marginally in October, rising 0.5%. This followed three consecutive
months of 0.4% growth.

Despite the soft annual growth in credit, there were some highlights among the results. Business
credit grew 0.5% in October, its strongest result since April. That said, the annual pace of growth in
business credit is now down to 4.4%, its weakest outcome since June 2015. The so-called ‘animal
spirits’ that drive the economy, appear to have moved down a gear in the face of soft domestic
demand.

The RBA rate cuts in May and August have stimulated activity among property investors. Credit for
investor housing rose 0.7% in October, its strongest pace since August 2015 when APRA was first
applying the brakes on bank lending for investor housing. Over the year to October, credit for
investor housing has risen 5.3% - well within APRA’s ‘speed limit’- but the pace is picking up again.

Monthly credit growth for owner occupier housing has been steady at 0.5% for the past five
months and growth has been in the 0.5%-0.6% range throughout 2016. The annual pace has
slipped from a recent peak of 7.7% in July to stand at 7.1% in October.

Other personal credit (which includes credit cards and car loans) remains the major area of
weakness in private sector credit. Other personal credit was static in October after having fallen
for the previous ten months. The annual pace of other personal credit remains negative at -1.1%
for the year to October.

Outlook and Implications for the Cash Rate

Growth in private sector credit remains modest and appears to be consistent with subdued
growth in consumer spending. The pick-up in business credit in the month is to be welcomed but
the annual pace remains anaemic.

Slowing momentum in private sector credit growth, soft domestic demand, tepid retail sales
growth, rapidly declining building approvals and weaker job growth all point to the possibility of a
further RBA rate cut. The hurdles for a rate cut are high but the economy does not appear to be
sailing gracefully towards stronger economic growth.
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The Detail

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 Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne 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 Bank of Melbourne products and details are available. Bank of Melbourne 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. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or 3
transmitted without the written consent of Bank of Melbourne.
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