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What is CommBank data telling us?

The insights uncovered by analysis of our data by Chief Economist,
Michael Blythe, have implications for policymakers, individuals and
industries from industrials and logistics through to real estate.
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The big
picture

Households are the dominant part of the Australian economy:

5 6 O/ Over the past decade consumer spending accounted
0 for 56% of all economic activity.

5 0/ Household dwelling investment accounted for a further
0 5% of economic activity.

7 3 0/ Household primary income (excluding transfers such as
0 taxes and welfare payments) represents 73% of national income.

Households provide 70% of all income tax revenues and make a

7 O O/ significant additional contribution via other taxes such as the GST,
0 stamp duties and council rates.

The household capital stock is equivalent to 44% of the total and

z I l I 0/ households are, arguably, the ultimate owners of the business
0 and government capital stock as well.

(Source: ABS)

Households are traditionally net savers. They are an important source of funding for the
government, business and the financial system:

e Bank deposits now represent 60% of o Australian superannuation fund assets
overall bank funding and within that are equivalent to 148% of GDP. They
mix household deposits are 42% of are the world’s sixth-largest pool of
the total. (Source: APRA) pension fund assets. (Source: RBA)
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Households are also an important influence
on economic policy. The Reserve Bank of
Australia (RBA), for example, is required to
run monetary policy “to ensure that the
monetary and banking policy of the Bank
is directed to the greatest advantage

of the people of Australia”. The impact

of interest rate changes on household
cash flows is one of the main transmission
mechanisms for monetary policy.
Governments like to hand out tax cuts.
And personal benefits payments account
for some 27% of government spending.

Households are a source of stability in the
Australian economy. Consumer spending is
one of the least variable components of GDP
growth. The tendency of households to
“smooth” consumption through variations

in savings rates helps. A reduction in the
household savings rate over the past few
years, for example, has allowed consumer
spending to defy the weakness in household
income growth.

“Getting the household
story right is critical
to determining the
direction of the
Australian economy
and understanding
the risks and issues

we face.”

Michael Blythe
Chief Economist, CommBank
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Insights from
CommBank data flows

Clearly what is happening in the household sector is crucial
to understanding the economy more broadly and in
assessing any emerging risks.

The Commonwealth Bank is particularly well
placed to obtain in-depth insights into a range
of economic and financial issues. We are one
of the largest financial services organisations
in the country, with over 16 million customers
trusting us with their banking needs.

While we don’t cover the entire economy,
Commonwealth Bank of Australia has visibility
over a large share of all financial transactions
in the Australian economy every day. We
generate a vast array of data on financial
transactions, savings and spending patterns.
Our combined data sources give us a unique
perspective on areas of topical interest.
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We have already used our data to analyse
household debt risks and issues (see The
household debt “crisis” — what is CommBank
data telling us?). We are now broadening out
that analysis into what that data can tell us
about Australian household incomes,
spending and wealth. And we look at how
satisfied Australian households are with

the quality of life over and above the base
financial calculations.

Our analysis is drawn from a sample of more
than 2.5 million Commonwealth Bank of
Australia households and information on
spending through credit cards, EFTPQS, direct
debit and BPAY transactions.



The average
household

Our sample data shows that the
average Australian household is
composed of 2.40 people. Most
(1.80 people) are in the productive
group aged 18-64 years that drives
economic activity and generates
income.

The data also highlights an emerging
demographic risk. The number of
people aged over 65 years (0.31
people per household) now exceeds
those aged less than 18 years (0.29
people). A rising dependency ratio
highlights the need to boost
productivity, labour participation,
income and savings over the medium
term. And the need to ensure that
our fiscal position is sound.

Beyond the demographics,
Australian households, on average,
are in a position that would please
the fictional Mr Micawber. His recipe
for happiness was to keep spending
below income.

And Australian households are
achieving this:

e The average household has a
gross income of close to $90,000
per annum, pays tax of $14,500
and spends (excluding rent and
mortgage payments) around
$57,000 each year.

e Rent (56,000 per annum) or
mortgage payments (54,900 per
annum) take part of the surplus
but the average household
remains a net saver overall.

Note that housing costs are much
higher for those that rent or have

a mortgage than for the average
household. The average payment

for those who actually rent is $21,000
per annum while payment for those
that actually have a mortgage is
$23,500 per annum.

The average
Australian
household...

i

is composed of

2.40

people

has a gross income of close to

$90,000

per annum

and spends around

$57,000

each year (excluding rent
and mortgage payments)
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Sources of
household income

Salaries remain the major source of income for the

average household.

That share of households receiving a salary
has edged higher over the past few years to
71% due to the improvement in the labour
market. Government benefits and investment
income are significant income drivers but their
importance has declined in recent years:

e Astrong labour market has reduced
unemployment benefit payments.

e A government focus on containing welfare
payments has also contributed.

e Low interest rates have reduced the
importance of investment income.

The reduced importance of government
benefits has contributed to the improvement
in the Budget bottom line. The underlying
Budget deficit for 2017/18 was $8 billion lower
than expected as recently as May 2018.

Most of that improvement came from

an undershoot on the spending side of

the equation — notably in the social security
and welfare function.
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Some income sources have increased in
importance. Investor interest in the housing
market means more households now receive
rental income. “Other” income has also lifted.
This lift reflects the growing importance of the
“gig economy” (as proxied by transactions
through Uber, Airbnb, PayPal etc).

Sources of Household Income
(% of households receiving)

75f 75

50 ke Governmenibeefis - 50

Government benefits

Investment income

25 25

Other income
0 T T 0
Sep-15 Sep-16 Sep-17 Sep-18

Source: CommBank




Household

wealth

The housing market is also a significant driver of household

wealth:

e Housing accounts for 74% of wealth
(based on deposits, housing, equities).

e The average household has assets of
$274,000.

Rising house prices meant that growth in
CommBank’s wealth proxy outstripped income
and spending for much of the period since
2015. However, falling house prices now mean
that wealth is declining.

Part of that housing wealth is funded by debt.
And the average household has $103,000
worth of debt on the liabilities side of the
balance sheet. Higher borrowing means that
the household debt:income ratio has lifted.

But rising house prices mean that the ratio of
household assets:liabilities is also higher.

Changes to household balance sheets have

produced some negative developments as well.

Rising household debt has increased the
sensitivity of the household sector to interest
rate changes.

Higher debt levels mean that any given change
in interest rates will have a bigger impact on
household cashflows than previously. A proxy
for the household debt service ratio based on
our sample remains low. But the ratio has crept
a little higher over the past couple of quarters.
So there is a downside risk for consumer
spending as interest rates move higher.

CommBank Household Indicators
(annual % change)

% %

Spending

Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18

Source: CommBank
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“We spend muc.h tlm‘e debatmg
fiscakand monetarypolicy.’ %

But wages policy should

be on the'agenda as we]l

Michael Blythe
Chief Economist, CommBank

The other spending-related issue is the risk of a
negative “wealth effect” from falling house
prices. Borrowing to buy “big ticket” items
(such as cars) should give an indication of any
wealth effect.

As shown in the chart below, there was some
evidence of a positive wealth effect in 2015-16.
But this did not continue through the latter
stages of the housing price boom. A turn down
in borrowing commenced well before the turn
in the dwelling price cycle. This limited
borrowing response on the way up and early
retracement means the risks of an accelerating
negative wealth effect now are reasonably low.

A bigger risk may come from the rollover of
Interest-only loans into Principal & Interest
loans. This rollover means the typical loan
repayment increases by 30-40%. In an
environment of subdued income growth, any
rise in mortgage payments reduces household
spending power.

CommBank’s Consumer Lending & Wealth
(smoothed annual % charge)

Dwelling
prices (rhs)

-20 -10
Jan 1 Jan 13 Jan 15 Jan 17

Source: CommBank / CoreLogic
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Salaries may be the dominant contributor to
household income. But they have grown at a
subdued pace over the past few years.
Combined with the squeeze on government
benefits, our data presents a pretty modest
picture of household spending power.

These observations underline the critical
importance of getting the economic and policy
backdrop right and why the recent personal
income tax cuts should be welcomed.

The correct environment will see jobs growth
continue, labour market slack diminish and
wages eventually respond. Tax cuts, while
small, will help at the margin.

But more action would help. The tax cut
agenda could be brought forward. And we have
argued for some time now that we should be
thinking about wages policy as well as the more
traditional monetary and fiscal policies.

The Fair Work Commission has taken a step in
that direction via above-average increases to
the minimum wage over the past two years.
Increases of about 3.5% per annum in 2017 and
2018 were notably above the 2.5% rises of
preceding years and well above economy-wide
wages growth closer to 2% per annum.



Household
spending

These recent increases in the minimum wage are delivering
additional spending power to the group most likely to use
that benefit. Households in the lower part of the income
distribution spend a larger share of their income.

Another potential approach with some attractive
features is offered by the reported Japanese
proposals to cut company taxes. But only for
those companies lifting wages and capex.

CommBank’s indicators confirm the relatively
weak consumer spending pulse of recent
years. But there are some other features

of interest:

e Itis difficult to define what “essential”
spending is. Many, for example, would
argue mobile phones are essential! But the
traditional essentials of food, clothing and
shelter remain a significant share of the
average household spend. That share
stands at around one-third.

e Beyond the essentials, the next largest
share of spending (around 17%) is on
recreation. This large share, second only to
food, underlies the relatively comfortable
position occupied by the average household.

» Nevertheless, our earlier report on household
debt revealed households had a negative
view of their personal circumstances. The gap
between perception and reality at least partly
reflects the largish share of the “pain” spend
within the overall mix. The pain spend
consists of any items we have to buy but not
necessarily enjoy paying for such as petrol,
school fees, health insurance and utilities. It
represents 17-18% of the overall consumer mix.

e Spending shares have remained relatively

constant over the past few years. A slightly
larger share of spending is going on food,
transport and recreation. The offsetting
reduction was in retail-related spending.

The ‘Average’ Household
(spending shares as at Q3 2018)

Food 22.7%
Alcohol 2.9%
Clothing 4.0%
Fuel & power 3.5%
Communications 3.3%
Education 2.8%
General retail 4.6%
H/h furniture 0
& equipment 4.9%
H/h servlices 1.0%
& operations
Insuran;e & 7.4%
fin services
Health & 4.8%
medical care
Other goods 8.5%
& services
Personal care 1.6%
Recreation 17.2%
Transport 10.9%

% of total spending

Source: CommBank
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Have households

missed out?

The general message from the traditional
economic indicators — income, wealth and
spending — is that the average Australian
household is travelling quite well. But surveys
here, and overseas, reveal that many
households think they have missed out.

A recent CEDA (Committee for Economic
Development of Australia) study on attitudes
to economic growth and development, for
example, shows that 44% of individuals
believe they have not gained anything from
Australia’s exceptional 27-year run of
uninterrupted economic growth. And a further
40% think they have gained only a little.

One implication is that household satisfaction
depends on more than just the hard-edged
financials.

Who has benefited by 26 years of growth?

You personally 5% 40%

Gainedalot |l Gainedalittle [l Notgained atall

Source: CEDA
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“There is a disconnect between
Australia’s strong economic track
record and the community’s
sense of having shared in this
growth. The results remind us
that the community assesses the
benefits of sustained economic
growth based largely on their
current circumstances and
whether they feel like they are
getting ahead.”

Jarrod Ball
Chief Economist, CEDA

44% 1%

M Don’t know



The CommBank

Household

Satisfaction Index

The Organisation for Economic Co-operation and
Development (OECD) has conducted surveys on what
individuals actually value in driving their level of

satisfaction. (You can add your preferences to the OECD’s

database by clicking here).

The surveys show that material conditions
are part of the mix. So income, wealth, jobs
and housing do matter. But a range of other
influences are important in determining the
quality of life. These include health, work-life
balance, education, social connections and
civic engagement.

The chart shows what is important for
Australians. At the top of the list is work:life
balance, health, education and life satisfaction.
It is only after that point that the traditional
wellbeing measures of housing, income and
jobs start to register.

There are many similarities between what
Australians see as important for satisfaction
with other countries and regions. But what
does stand out on a global comparison is how
we value work:life balance more highly. Land
of the long weekend indeed!

There are also some variations within the
average picture:

e Men tend to give a higher weight to income.
Women see community ties and work:life
balance as more important.

e QOlder respondents value health, safety,
housing and civic engagement relatively
more highly. Younger respondents value life
satisfaction, work:life balance, jobs and
incomes more highly.

Australia: What’s important

(% of total ratings)

Civic engagement
& governance

Social
connections

Education
& skills

Environmental
quality

Health
status

Housing
conditions

Income
& wealth

Jobs &
earning

Subjective
wellbeing

Personal
security

Work:life
balance

Source: OECD

6%

7%

9%

8%

10%

9%

8%

8%

9%

9%

12%
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“Household satisfaction depends on much more

than the traditional hard-edged economic and financial
data. A range of other factors such as education, the
environment and work:life balance are just as important.”

Michael Blythe
Chief Economist, CommBank

Knowing what drives satisfaction is important.
Trying to quantify satisfaction is a more difficult
task. Nevertheless, the very granular data that
we obtain on income, wealth and spending
from CommBank household flows and other
CommBank surveys provide a framework. The
results are shown in the chart alongside. An
approximate seasonal adjustment has been
applied to allow for the fact that we appear to
be more satisfied in “summer” than in “winter”.

CommBank’s Household Satisfaction Index
(HSI) slowly improved up to early 2017 and has
tracked sideway since. Readings a little above
0.5 suggest Australian households tend to be of
the “glass half full” variety when assessing their
level of satisfaction.

How could satisfaction be improved? Areas
with low satisfaction scores include civic
engagement, environment and education. So
policies targeting improvements in those areas
would help. But there is also a degree of
self-validation evident. Scores for life
satisfaction are low. Perhaps we should step
back and smell the roses!
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CommBank Household Satisfaction Indicator
(0= completely dissatisfied, 1=completely satisfied)

0.65 0.65

/\/\/ 050

035~ Approximately 0.35

seasonally
adjusted t
Increasing
satisfaction

0.50

0.20

. . 0.20
Sep-15 Sep-16 Sep-17 Sep-18

Source: CommBank



Sources &

methodology

Our analysis of household activity is drawn from a sample
of more than 2.5 million households who are CommBank

customers.

This sample provides information on
household structure, incomes and assets and
liabilities. The spending activities of this group
is tracked through credit card, EFTPQOS, direct
debit and BPAY transactions. Additional
information is derived from other sources
such as Corelogic.

The hard economic data is leavened by
information from a CommBank survey on
consumer perceptions and sentiment.

Note that the data reflects the structure of
CommBank’s customer base and may differ
from that of the population as a whole.

The CommBank HSI reflects measures of
what Australian households view as important
in determining their overall level of
satisfaction. Proxies for these components

are derived from CommBank’s sample of
household customers. The proxy measures are
normalised in a way that gives a range of O-1.
A reading of “zero” indicates complete
dissatisfaction. A reading of “one” means
completely satisfied.
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Important Information
and Disclaimer

This report provides general market-related
information, and is not intended to be an
investment research report. This report has
been prepared without taking into account
your objectives, financial situation (including
the capacity to bear loss), knowledge,
experience or needs. It is not to be construed
as a solicitation or an offer to buy or sell any
securities or financial instruments, or as a
recommendation and/or investment advice.
Before acting on the information in this report,
you should consider the appropriateness and
suitability of the information to your own
objectives, financial situation and needs, and,
if necessary seek appropriate professional or
financial advice, including tax and legal advice.

Commonwealth Bank of Australia (the “Bank”)
believes that the information in this report is
correct and any opinions, conclusions or
recommendations are reasonably held or
made, based on the information available at
the time of its compilation, but no
representation or warranty, either expressed
or implied, is made or provided as to accuracy,
reliability or completeness of any statement
made in this report. Any opinions, conclusions
or recommendations set forth in this report
are subject to change without notice and may
differ or be contrary to the opinions,
conclusions or recommendations expressed
elsewhere by the Bank or any member of the
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Commonwealth Bank of Australia group of
companies. Any valuations, projections and
forecasts contained are based on a number of
assumptions and estimates and are subject to
contingencies and uncertainties. Different
assumptions and estimates could result in
materially different results. The Bank does not
represent or warrant that any of these
valuations, projections or forecasts, or any of
the underlying assumptions or estimates, will
be met. Past performance is not a reliable
indicator of future performance.

Where ‘CBA data’ is cited, this refers to the
Bank proprietary data that is sourced from the
Bank’s internal systems and may include, but
not be limited to, credit card transaction data,
merchant facility transaction data and
applications for credit. The Bank takes
reasonable steps to ensure that its proprietary
data used is accurate and any opinions,
conclusions or recommendations are
reasonably held or made as at the time of
compilation of this report. As the statistics
take into account only the Bank’s data, no
representation or warranty is made as to the
completeness of the data and it may not
reflect all trends in the market. All customer
data used, or represented, in this report is
anonymised and aggregated before analysis
and is used, and disclosed, in accordance with
the Group’s Privacy Policy Statement.



We are under no obligation to, and do not,
update or keep current the information
contained in this report. Neither the Bank nor
any of its affiliates or subsidiaries accepts
liability for any loss or damage arising out of
the use of all or any part of this report. All
material presented in this report, unless
specifically indicated otherwise, is under
copyright of the Bank. None of the material,
nor its content, nor any copy of it, may be
altered in any way, transmitted to, copied or
distributed to any other party, without the
prior written permission of the Bank.

In the case of certain products, the Bank or
one of its related bodies corporate is or may
be the only market maker. Financial markets
products have an element of risk. The level of
risk varies depending on a product’s specific
attributes and how it is used. The Bank will
enter into transactions on the understanding
that the customer has: made his/her own
independent decision to enter into the
transaction; determined that the transaction is
appropriate; ensured he/she has the
knowledge to evaluate and capacity to accept
the terms, conditions and risks; and is not
relying on any communication (including this
report) from the Bank as advice.

This report is not directed to, or intended for
distribution to or use by, any person or entity
who is a citizen or resident of or located in any
locality, state, country or other jurisdiction
where such distribution, publication,
availability or use would be contrary to law or
regulation or that would subject any entity
within the Commonwealth Bank group of
companies to any registration or licensing
requirement within such jurisdiction.

Unless agreed separately, we do not charge
any fees for any information provided in this
report. You may be charged fees in relation to
the financial products or other services the
Bank provides, these are set out in the
relevant Financial Services Guide (“FSG”),
relevant “PDS”, relevant Terms & Conditions,
and/or relevant contract. If you have a
complaint, the Bank’s dispute resolution
process can be accessed on 13 22 21 when in
Australia, and +612 9841 7000 from overseas.
Commonwealth Bank of Australia ABN 48 123
123124 AFSL 234945 and its subsidiaries,
including Commonwealth Securities Limited
ABN 60 067 254 399 AFSL 238814
(CommSec), Commonwealth Australia
Securities LLC and CBA Europe Ltd., are
domestic or foreign entities. Global Markets
Research is a business division of the
Commonwealth Bank group of companies.
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