
Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141. Information current as at date above. This information has been prepared without taking account of your objectives, financial situation 
or needs. Because of this you should, before acting on this information, consider its appropriateness, having regard to your objectives, financial situation or needs. Westpac’s financial services guide can be obtained by calling 132 
032, visiting www.westpac.com.au or visiting any Westpac Branch. The information may contain material provided directly by third parties, and while such material is published with permission, Westpac accepts no responsibility for 
the accuracy or completeness of any such material. Except where contrary to law, Westpac intends by this notice to exclude liability for the information. The information is subject to change without notice and Westpac is under no 
obligation to update the information or correct any inaccuracy which may become apparent at a later date. Westpac Banking Corporation is registered in England as a branch (branch number BR000106) and is authorised and regulated 
by The Financial Services Authority.  Westpac Europe Limited is a company registered in England (number 05660023) and is authorised and regulated by The Financial Services Authority. If you wish to be removed from our e-mail, fax 
or mailing list please send an e-mail to economics@westpac.com.au or fax us on +61 2 8254 6934 or write to Westpac Economics at Level 2, 275 Kent Street, Sydney NSW 2000. Please state your full name, telephone/fax number and 
company details on all correspondence. © 2010 Westpac Banking Corporation. Past performance is not a reliable indicator of future performance. The forecasts given in this document 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 ultimate outcomes may 
differ substantially from these forecasts. 

1

Consumer Sentiment resilient to higher 
rates – for now

This is a solid result given the backdrop of a fourth official rate rise. 
However the previous rate hike cycle and the March sentiment reading 
suggests mortgage rates have not reached the point where increases have 
a major impact on confidence. 

Since the last survey the Reserve Bank raised the overnight cash rate 
by 0.25% from 3.75% to 4.0% and the banks increased their variable 
mortgage rates by an equivalent amount. The variable mortgage rate is 
now averaging around 6.9%.

History suggests 7% is a significant threshold mortgage rate for 
consumers. When the RBA raised the overnight cash rate in December 
2003 from 5.0% to 5.25% the average variable mortgage rate increased 
to a comparable 7.05%. The Westpac Melbourne Institute Index of 
Consumer Sentiment was reasonably stable falling by only 1.9%. When 
the Bank next increased the cash rate, by 0.25% in March 2005, the 
variable mortgage rate rose to 7.3% and confidence plummeted by 
15.5%. Over the 2006–2008 period the Bank increased the overnight cash 
rate on seven further occasions in tranches of 0.25% with the variable 
mortgage rate reaching 9.35% in March 2008. The average fall in the 
Index following each of those rate hikes was 8.5%. 

Based on this evidence alone we may be nearing the point where 
Confidence becomes much more sensitive to increases in interest rates.

Of course households are holding significantly more debt than during that 
last period. Debt to income ratios are around 20% higher today than they 
were in 2003. And that may make them more sensitive to rises this time 
around.

Other factors would have contributed to the muted response to the 
March rate hike. In particular the labour market has been having a positive 
impact on confidence. Since the last survey it was reported that Australia’s 
unemployment rate had surprisingly fallen from 5.5% to 5.3% with nearly 
53,000 new jobs being reported. Our survey found “economic conditions” 
is the most widely recalled news item with assessments being solidly 
positive. Not surprisingly “interest rates” are the next most recalled news 
item although sentiment is slightly less unfavourable in March than it was 
in December following the three consecutive rate hikes. 

Other positive impacts on sentiment have been the Australian dollar and 
respondents’ assessments of “international conditions”. Since the last 
survey the Australian dollar has increased by 3.8% while, globally, share 
markets have reversed much of the weakness in January. In particular the 
Australian share market has risen by 4.9%. Petrol prices have increased by 
a modest 2.5% with little likely influence expected on confidence. 

Despite confidence being up around 16% over the long term average, 
households continue to be quite risk averse. The proportion of households 
who see the “wisest place for savings” as a bank deposit or “paying 
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down debt” increased from 49.7% in December to 53.8% in March. The 
proportion of respondents who favour real estate or shares as the wisest 
form of savings fell from 29% to 25.3%. This conservative approach to 
risk is consistent with the more modest recovery in growth in consumer 
spending than would have been expected given the strong print for the 
Consumer Sentiment Index. 

Some observations are relevant with respect to the components of the 
Index. Consumers are slightly more positive with respect to their family 
finances with responses to “family finances compared to a year ago” 
increasing by 1.4% while responses to “family finances over the next 12 
months” increasing by 5.5%. The economic outlook deteriorated a little: 
views on “economic conditions over the next 12 months” fell by 1.9% 
while expectations for “economic conditions over the next 5 years” were 
down by 2.7%. There was little change in spending intentions. Opinions on 
“whether now is a good time to buy a major household item” were down 
by 0.5%. 

The Reserve Bank Board next meets on April 6. We expect that the 
Board will decide to pause at that meeting. We assess that the Bank 
now believes that rates are only around 50bp’s below neutral and the 
urgency associated with the three consecutive moves between October 
and December last year has passed. However, we are forecasting a further 
25bp rate hike following the next board meeting on May 4. The resilience 
of confidence and the continuing improvement in the labour market 
will be key factors emphasising to the Board that policy still needs to be 
normalised reasonably quickly. However we expect that once rates have 
risen by another 50bp’s the Bank will opt for a longer pause. A key to that 
decision will be in the expected greater sensitivity of households to rate 
hikes. As we saw in the last cycle, once the variable mortgage rate reached 
7.25% households’ responses to rate hikes became much sharper. How 
consumer sentiment reacts in the months ahead will be a critical guide to 
whether policy tightening has passed this important threshold
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• The Westpac–Melbourne Institute Consumer Sentiment 
Index increased by 0.2% in March from 117.0 in February 
to 117.3 in March.


