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Confidence hits a seven-year low
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April 23, 2008
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BUSIMESS confidence has nosedived to its lowest level
in seven years, adding pressure on the Reserve Bank * Business conditicnsslump
notto add to its four interest rate rises of the past year
when it meets next week, Adweriisament
The weak outlcok has also hit the construction secter, CIt I ba nl‘n.
with the industry now expecting new housing starts to Ultimate Saver

be subdued until at least the middle of next year,
wiorsening rental shortages and pushing up property
orices.

'With confidence a leading indicator of economic
performance, 8 dip in sentiment shown in the Naticnal
Australia Banks business survey was likely to have a
flow-on effect on investment decisions and employment
lewels, the banks head of Australian economics, Jeff
Oweghten, said.

“fou've seen the hit to confidence, now the hitto
spending will come over the course of this year and, -
with time, youll see fewer hours worked and probably -
some detericration in the labour market,” he said.

Despite last weeks inflation figure of 4 2 per cent being
higherthan expected, most economists say interest
rates are unlikely to move up because the February and
March rises are still working their way through the
EConNomy.

Globsal financial problems and interest rate rises are
being blamed for the drop in the confidence index,

which fell 10 points for the guarter to negsative four
points, indicating an expectaticn thet business
conditions will detericrate. The |atest figure is a drop of
14 points compared with the middle of last year, and
takes confidence to the level itwas at after the dotocom
collapse of 2001

Cespite this, confidence in the mining industry has
proved far more resilient, buoyed by rises in global
commedity prices. Confidence in the sector surged 24

points, with transport, storage and business services
the only other sectors demonstrating rebust sentiment.

The finance and insurance sector has been hit hard by 8 string of brokerage houses in difficulty and big banks are
expected to follow ANES decision to inorease its bad debt provision by almast 81 billicn.

Bigger businesses in the sector reperted a 15-pointdip in confidence although smaller com-panies appeared
somewhat sheltered, with confidence dipping only six points.

The fall in business confidence comes just 8 few weeks after the Westpao-Melbourne Institute consumer
sentiment index fell to its lowest level in almost 15 years.

The housing sector is also suffering the effects of 8 tougher economic cimate, with the Housing Industry
Assocciation predicting that the slowdown in new house starts is unlikely to be reversed until 2010.

The associsticn said the pessimisticoutlock was caused by a sharp inorease in the cost of bomowing, the
continuing labour shortage and the high oost of building materials.

Yesterday Westpac became the third big bank in four days to inorease its mortgage rate.

Homeowners are instead ocpting forrenowvations, with annual investment in home improvements passing 330
billion.





