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Consumer sentiment posts modest lift

• The Westpac Melbourne Institute Index of Consumer
Sentiment rose 2.3% in February, from 97.4 in January to
99.6.
Despite another modest lift this month consumer sentiment
remains below its October-November levels. At just below 100
the Index is in slightly pessimistic territory with consumers
reporting family finances under pressure and a mixed outlook for
the economy.
All components of the headline Index improved this month. The
sub-index tracking views on ‘family finances vs a year ago’ posted
the biggest gain, up 4% but coming from a weak starting point
after a 10.6% slide over the previous three months. The sub-index
tracking expectations for ‘finances over the next 12 months’
has been steadier in recent months, posting a small 1.1% gain
in February. On a combined basis, consumer views on family
finances are still down 6.5% on a year ago and are 5.4% below
their long run average.
Consumers are more positive on the economy. Near term
expectations posted a solid gain, the ‘economic conditions,
next 12 months’ sub-index up 2.8%, recovering all of the ground
lost following the surprisingly weak September quarter national
accounts. Recent commentary from the RBA may have helped
ease concerns with the Bank re-affirming it positive growth
outlook. Consumers are less convinced about medium term
prospects though, the ‘economic conditions, next 5 years’ subindex posting a milder 1.6% gain to be only slightly above its long
run average read.
Consumers are a little more inclined towards making major
purchases. The ‘time to buy major household item’ sub-index
rose 2.2%, building on a 4.9% bounce in January to be back near
November levels. The rebound is a hopeful sign that the soft
patch in retail sales late last year has not extended into 2017.
While sentiment improved in February, the month saw renewed
labour market concerns. The Westpac Melbourne Institute
Unemployment Expectations Index rose 3.1%, the higher read
meaning more consumers expect unemployment to rise in the
year ahead.
Notably, consumers are also wary about the outlook for interest
rates. In our special question around the outlook for mortgage
rates, 60% of respondents rates to be higher in 12 months; 35%
expect rates to be steady; and just 5% expect further rate cuts.
That compares to just 37% expecting higher rates when the
question was last run back in August.
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level since May 2010 when the RBA was near the end of its last
tightening cycle. Victoria, Queensland and WA all recorded 10%
plus declines in the month although the NSW Index remains the
weakest across the states. The fall points to a shaky start to the
new year for housing markets.
Most consumers still expect house prices to move higher. The
Westpac Melbourne Institute Index of House Price Expectations
rose 0.1%, holding on to last month’s 11% bounce. Over 64% of
consumers expect price gains over the next 12 months compared
to just 39% this time last year. In NSW and Victoria, where market
conditions and price gains have been strongest, 70–75% of
consumers expect prices to rise further in 2017 with one in ten
expecting double digit price growth.
The Reserve Bank Board next meets on March 7. We expect the
Board will again decide to keep the official cash rate on hold.
Recent commentary clearly sets out the Bank’s current policy
approach. That is, to hold rates steady in anticipation of a gradual
lift in growth and inflation while imbalances in the housing market
remain contained. We expect this thinking will be sustained
throughout 2017, being supported by a rising terms of trade, a
peaking construction cycle and a gradually falling unemployment
rate with rates remaining on hold.
We expect a similar policy stance in 2018 despite clear
preferences in the market for the beginning of a tightening cycle.
Indeed, Westpac’s view of a slowdown to below trend growth
pitches the risks to the ‘on hold’ call in 2018 to the downside, in
clear contrast to current market views
Matthew Hassan, Senior Economist

Concerns about potential interest rate increases may have
impacted sentiment towards housing. The ‘time to buy a dwelling’
index fell sharply, declining 7.8%. The index is now at its lowest

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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Consumer Sentiment – February 2017
avg*

Feb 2015

Feb 2016

Jan 2017

Feb 2017

%mth

%yr

Consumer Sentiment Index
Family finances vs a year ago
Family finances next 12mths
Economic conditions next 12mths
Economic conditions next 5yrs
Time to buy a major household item

101.5
89.7
107.9
90.5
91.0
127.7

100.7
91.9
104.1
89.9
92.6
125.1

101.3
95.1
104.7
87.8
95.0
124.0

97.4
79.7
102.8
93.9
90.3
120.4

99.6
82.9
103.9
96.6
91.8
123.1

2.3
4.0
1.1
2.8
1.6
2.2

-1.7
-12.8
-0.7
10.0
-3.5
-0.8

Time to buy a dwelling

121.3

125.8

99.3

100.9

93.0

-7.8

-6.4

Unemployment Expectations Index

130.1

147.8

145.3

138.0

142.3

3.1

-2.1

126.1

149.8

110.0

149.6

149.9

0.1

36.2

House Price Expectations Index
Source: Westpac–Melbourne Institute

*avg over full history of the survey, all figures except ‘dwelling’, ‘vehicle’, ‘unemployment’ and ‘house price expectations’ indexes are seasonally adjusted

Survey interviews are conducted by OZINFO Research on the telephone using trained interviewers. Telephone numbers and the household respondent 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 6 February to 11
February 2017. 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.
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v.
vi.

Chinese Wall/Cell arrangements;
physical separation of various Business/Support Units;
Strict and well defined wall/cell crossing procedures;
a “need to know” policy;
documented and well defined procedures for dealing with conflicts of interest;
reasonable steps by Compliance to ensure that the Chinese Wall/Cell arrangements remain effective and that such arrangements are adequately
monitored.

U.S.: 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. 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.
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 on such non-U.S. securities or related
financial instruments may be limited. Non-U.S. companies may not subject to audit and reporting standards and regulatory requirements comparable
to those in effect in the United States. The value of any investment or income from any securities or related derivative instruments denominated in a
currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such
securities or related derivative instruments.
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.

