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Economic research note

Weak sentiment to subdue retail sales in 2009

= Consumer sentiment, as measured by the Westpac-Melbourne Institute Consumer Sentiment Survey,
fell 2.2% in January 2009 from its level in December 2008 falling 12.8% over the last year.

= The survey shows consumers are increasingly concerned over the outlook for economic growth and
the labour market in Australia over 2009.

= With the labour market expected to deteriorate over the next six months there is unlikely to be any
further substantial improvement in sentiment until 2H09.

Consumer sentiment measures households’ expectations about current and future economic conditions. As such it
offers an insight into the likely strength of household consumption and retail sales. If the index is greater than 100 the
outlook for households is positive.

The data

In January 2009, the consumer sentiment index (as measured by the Westpac-Melbourne Institute Consumer
Sentiment Survey) fell by 2.2% from 92.0 to 89.9. Over the year to January 2009, the index has fallen 12.8%. This is
part of a longer decline in sentiment that began when the index peaked at 123.9 in May 2007. Since July 2008
sentiment has steadied though it remains well below the ten year average level of 107. This is seen in Figure 1.
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Analysis

The collapse in consumer sentiment throughout 2007 and into 1HO8 was due to aggressive monetary tightening by the
Reserve Bank of Australia (RBA) and the onset of the global credit crisis. However, sentiment stabilised during 2HO08, at
least temporarily, despite ongoing falls in equity markets, as households reacted to dramatic cuts in interest rates and
fiscal stimulus.

A strong positive correlation between retail sales and consumer sentiment appears to have emerged over the past ten
years. This suggests that the current stability in sentiment should provide some support for retail sales in early 2009.
This is shown in Figure 2. The weaker relationship between the two variables in the early to mid nineties reflects greater
volatility in economic conditions characterised by pronounced interest rate cycles and substantial adjustments in the
labour market.

The likelihood of further improvement in sentiment over the first quarter of 2009 seems low. Households will remain
nervous as the labour market deteriorates CFS Research expects the labour market deterioration to result in a rise in
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the unemployment rate in Australia to between 5% and 6% over 2009. (Please see Labour market to deteriorate in 2009
for details.). This will offset the improvement in household finances associated with interest rate cuts. This is likely to
result in subdued retail sales over 1H09.

CFS Research has a global reach and the expertise to tailor research to your needs.
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Product Disclosure Statements (PDS) and Information Memoranda (IM) for the funds issued by Colonial First State Investments Limited ABN 98 002
348 352, Commonwealth Managed Investments Limited ABN 33 084 098 180, and CFS Managed Property Limited ABN 13 006 464 428 (collectively
CFS) are available from Colonial First State Global Asset Management. Investors should consider the relevant PDS or IM before making an
investment decision. Past performance should not be taken as an indication of future performance.

No part of this material may be reproduced or transmitted in any form or by any means without the prior written consent of CFS. This material contains
or is based upon information that we believe to be accurate and reliable. While every effort has been made to ensure its accuracy we cannot offer any
warranty that it contains no factual errors. We would like to be told of any such errors in order to correct them.

This material has been prepared for the general information of clients and professional associates of CFS. You should not rely on the contents. To the
fullest extent allowed by law, CFS excludes all liability (whether arising in contract, from negligence or otherwise) in respect of all and each part of the
material, including without limitation, any errors or omissions.

This material is intended only to provide a summary of the subject matter covered. It does not purport to be comprehensive or to render specific
advice. It is not an offer document, and does not constitute a recommendation of any securities offered by CFS. No person should act on the basis of
any matter contained in this material without obtaining specific professional advice.
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123 124.

Copyright © CFS 2009

All rights reserved.

First State



