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Consumer Confidence
Consumers Remain Wary

e Consumers remained cautious heading into the holiday period, according to the latest Westpac-
MI consumer confidence survey.

¢ The index of consumer sentiment declined 2.0% to 95.1 in December from 97.0 in November. It
has now been below the 100 neutral level for six consecutive months and is down 8.9% over the
year

e Consumer confidence has reacted negatively to rate cuts from the Reserve Bank (RBA).
This suggests that consumers are focussing on the negative outlook for economic growth, and
appear to have been spooked by the ultra-low level of interest rates.

e The sub-components of the survey point to the reluctance of consumers to spend. The index
measuring time to buy a major household item declined 2.1% in December, leaving it 3.7% down
over the year. Weak readings in this index has been consistent with the poor outcome for retail
sales at the start of the December quarter.

e The reluctance of consumers to spend in the September quarter was a key factor limiting GDP
growth. The weak finish to 2019 in confidence suggests that the RBA’s three rate cuts in 2019
are yet to have a meaningful impact on household consumption. We continue to expect that
consumer spending will eventually improve, but any recovery is likely to remain muted. We
forecast further monetary easing will be required in 2020.
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The latest Westpac-Melbourne Institute Consumer Confidence Survey shows that consumers
remained wary in December. Consumer confidence has declined significantly in 2019, despite
three rate cuts from the RBA and tax breaks to low- and middle-income households.

The index of consumer sentiment declined 2.0% to 95.1 in December from 97.0 in November. It
has now been below the 100 neutral level for six consecutive months and is down 8.9% over the
year.

Further detail in the survey suggests that consumers remained hesitant to spend in December. The
index measuring time to buy a major household item declined 2.1% in December, leaving it 3.7%
down over the year. Households reported worsening family finances compared with a year ago,
and downgraded their expectations for how their finances would fare in the year ahead. Both
indicators are below the 100 level, signalling that pessimists outnumber optimists.

On the housing market, there was a notable decline in the time to buy a dwelling index, which fell
5.6% to 112.3 in December.

Outlook

The reluctance of consumers to spend in the September quarter was a key factor limiting GDP
growth. The weak finish to 2019 in confidence suggests that the RBA's three rate cuts in 2019 are
yet to have a meaningful impact on household consumption. We continue to expect that
consumer spending will eventually improve, but any recovery is likely to remain muted.

We forecast further monetary easing will be required in 2020. This includes two more cuts to the
cash rate, before the RBA is forced to more seriously consider unconventional monetary policy.
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