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Economic research note

Australia’s labour market will deteriorate over 2009

= In December 2008 annual employment growth was 1.3%. However, between November and December
the number of employed persons actually fell by 2,000.

= The unemployment rate rose to 4.5% from 3.9% in February 2008.

= The unemployment rate is set to rise towards 6.0% over 2009 given the expected falls in employment
across financial services, property and business services and mining.

= Recovery in the labour market will occur in 2010 and be contingent on arebound in investment.

Unemployment, and the general health of the labour market, will be a key determinant in the scale of the current
downturn and the shape of the recovery to follow. As the domestic economy’s expansion slows, and in certain sectors
contracts, the labour deployed within an economy must also shrink. The greater the adverse impact on the labour
market, the longer will be the downturn and more shallow the eventual recovery.

The current state of the labour market

Australia’s labour market has been relatively stable since 1998. Annual employment growth over this period averaged
2.1% and the unemployment rate has fallen from 8.0% to a low of 3.9%. However, in 2008 the labour market has
deteriorated due to a weaker global outlook. Annual employment growth has slowed from 3.0% in February 2008 to
1.3% in December 2008 and unemployment has risen to 4.4%. This is observed in Figure 1.

Figure 1 Figure 2
Employment growth and unemployment Employment shares in selected industries
monthly rests ending December 2008 share of total employment, quarterly rests ending Nov-08
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The labour market is expected to remain weak throughout 2009. Those industries directly impacted by the global credit
crisis are likely to see a contraction in employment while higher unemployment in these industries will slow domestic
demand and indirectly weaken the labour market in other sectors of the domestic economy such as retail and wholesale
trade and construction. The impact of the weaker global economy will also soften employment prospects in the external
sector, despite the depreciating currency.

The labour market outlook

The industries most impacted by the credit crisis and global slowdown will be financial services, property and business
services and mining. Despite mining and financial services having a small share of total employment (refer to Figure 2),
the indirect spill-over effect to the wider economy will be substantial. Property and business services have a significantly
larger share and so, a fall in employment here will have a more substantial direct impact.
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The decline in employment in certain industries provides a useful starting point for forecasting the unemployment rate.
Our forecast model attempts to identify the likely size of the contraction in employment in those industries most
impacted by the current global credit crisis based on three scenarios for economic growth over 2009. From these initial
forecasts of direct job losses the model measures the likely spill-over effect to other areas of the labour market.

Worst case scenario: assumes a recession similar to the 1990s with a substantial contraction across the most impacted
sectors. This implies further declines in asset prices, a higher probability of deflation and very weak external demand,
even from emerging markets.

Best case scenario: assumes a recovery in asset prices and an improvement in emerging market demand. This
scenario is under-pinned by a rapid positive response to the low interest rate environment. This scenario, however, still
implies a relatively large contraction in employment in financial services. Australia would avoid a recession and annual
economic growth would recover to just below trend growth of around 3% in 2009.

Base case scenario: this implies stable asset prices in 1H09 rather than a recovery, and a better outlook for emerging
market demand in 2H09. Again financial services would bear the brunt of job losses. Australia would avoid a recession
and experience annual economic growth of 1-2% over 2009.

Model forecasts for the unemployment rate for the three scenarios are shown in Figure 3. Forecasts range between 5%
and 7% with a most likely estimate of 6%. The largest job losses are likely to occur in 1H09 with a recovery likely to
occur in 2010. These forecasts are broadly in line with consensus forecasts for the unemployment rate which range
between 5.1% and 8.0% with a mean forecast of 5.7%.

Figure 3

Australia's unemployment rate
monthly rests ending December 2009
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Implications

The forecast deterioration in the labour market over 2009 will adversely impact the consumer segment of the economy.
This will see consumers continue to curb discretionary spending and add further to downward pressure on economic
activity.

The decline in financial services and property and business services employment will have the most pronounced
adverse effect on national office markets as space market fundamentals weaken.

The wider investment implications of the unemployment rate rising towards 6-7% have been factored into investment
markets. Indeed, if the rise in the unemployment rate remains limited to the lower end of market forecasts this would
reflect a more positive demand outlook and be a trigger for a stronger recovery in asset prices over 2009.

CFS Research has a global reach and the expertise to tailor research to your needs.

Contact details

Anthony De Francesco Head of Research +612 9303 3598
Mary Bonello Research Assistant +612 9303 3518
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DISCLAIMER

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.

Colonial First State Global Asset Management is the consolidated asset management division of the Commonwealth Bank of Australia ABN 48 123
123 124.

Copyright © CFS 2009

All rights reserved.

First State



