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14 October 2016 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the NAB Monthly Business Survey for September aligned with the latest results of 

Ai Group’s monthly surveys, the Australian PMI®, the Australian PSI® and the Australian PCI®, 

with business conditions improving marginally while confidence remained steady. While the 

overall results were positive, the NAB Monthly Business Survey confirms that conditions remain 

mixed across industries. Some sectors such as retail are facing tough conditions, despite the 

general improvement. In contrast to stable business confidence, the Westpac Melbourne 

Institute Index of Consumer Sentiment improved in October and continues a trend of improving 

consumer sentiment in recent months. Consumer confidence has remained remarkably stable 

through much of 2016, despite a number of unsettling global economic events. Consumers 

remain cautious about the outlook for the economy. 

As an example of the benefits of the lower Australian dollar to non-mining industries, ABS data 

tracking short-term visitor arrivals and resident departures confirm steady growth in overseas 

visitor numbers, with an increasing number of inbound tourists (particularly from China). The 

additional spending they bring benefits the tourism sector and local economies more generally. 

Housing construction is showing more signs of slowing, with data from the ABS confirming that 

construction activity and housing finance approvals are both slowing, particularly for owner 

occupiers. Slower growth in owner-occupier finance is being largely driven by fewer purchases of 

established dwellings. Financing for the construction of new dwellings as well as new dwelling 

purchased is still accelerating. 

Business conditions deteriorate in September, but confidence is stable 

The latest National Australia Bank (NAB) Monthly Business Survey indicates a slight recovery 

in business conditions in September 2016, with the conditions index inching one point higher 

to +8 points (results over zero indicate ‘net positive’ conditions in this survey), which is above the 

long-run average for this index of +5 points. This confirms the stabilisation in business conditions 

that was evident in September in Ai Group’s monthly businesses indexes, all of which increased 

during September (see Chart 2 and our Economics Weekly of 7 October). In September, the 

Australian PMI® stabilised after contraction in August, the Australian PSI® moved closer to 

stable and the Australian PCI® expanded. 

 



 

 

2 

According to NAB, momentum became more concentrated in a few services industries in 

September. Trading conditions and profitability have been the main drivers of better businesses 

conditions in recent months, while employment demand appears to be slower. Capacity utilisation 

also appears to be dropping, with the capacity utilisation rate declining to 80.6%. NAB suggests 

these results indicate a ‘multi-speed economy’, with very different conditions apparent across 

non-mining industries. NAB also cautions that weak retail conditions represent a risk to continuing 

growth, because the sector acts as a bell-weather for household consumption (which in turn 

accounts for over 50% of GDP). Similar trends are evident in Ai Group’s Australian PSI®. 

In other sectors in the NAB survey (in three month moving average terms), the construction and 

manufacturing sectors were both largely unchanged and mildly positive, as were finance, 

business & property services and recreation & personal services. Wholesale trade deteriorated 

into negative conditions, transport & utilities conditions were stable.  

Chart 1: Composite PMI, PSI & PCI index and NAB business conditions 

 
Source: Ai Group and NAB 

 

The NAB business confidence index was unchanged at +6 points for September, which is the 

long-term average. Influences on business confidence include a mix of global and local risks plus 

the RBA’s cash rate cut in August. Although business confidence has been remarkably stable 

recently, it is not moving up to stronger levels that would encourage more non-mining investment 

from businesses, according to NAB. In three month moving averages, confidence in 

manufacturing and construction remained positive, while the confidence of miners improved to 

more positive levels. Confidence in retail, wholesale and transport & utilities remained mildly 

positive, as it did for finance, business & property services and recreation & personal services. 
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In separate data from the ABS for August, personal finance (the total value of loans to individuals 

for non-housing purposes, including credit cards and other unsecured loans) fell by 0.1% during 

the month to be down by 4.3% over the year. This aligns with recent evidence of lacklustre retail 

sales from the ABS, Ai Group’s Australian PSI® and the NAB business survey. For businesses, 

commercial finance was down by 0.4% in the month of August and -2.9% over the year. Notably, 

the total value of outstanding fixed commercial loans (non-revolving credit) was down by 0.3% in 

August (-3.8% p.a.), suggesting that businesses are not increasing capital spending or at least, 

are not borrowing to fund it. This aligns with the NAB business survey which suggests that 

business capacity utilization has been falling and confidence levels are not yet high enough to 

encourage more non-mining business investment.  

Consumer confidence remains mildly positive, despite lacklustre retail sales 

In contrast to flat business confidence for September, the Westpac MI Index of Consumer 

Sentiment increased by 1.1% to 102.4 points in October, indicating that more optimists are 

outnumbering pessimists than in previous months (100 divides the optimists from the pessimists 

in this survey). Consumer confidence has been relatively stable over much of 2016. October 

marks the third month of improvement (albeit at subdued levels) and possibly points to an 

emerging trend of improving consumer confidence as 2016 draws to a close. 

The more detailed consumer sentiment data for October reveals that consumers are generally 

optimistic regarding their own finances in the near term, although they consider themselves worse 

off than a year ago. They are somewhat less pessimistic about the near term prospects for the 

economy. As evidenced in recent retail trade data (see above), consumers are less enthusiastic 

about spending on major items and purchasing property. They are also less keen on buying 

houses. Key indexes for October include (100 divides optimists from pessimists in these indexes): 

 ‘family finances compared to a year ago’ fell by 0.4% to 89.1 points; 

 ‘family finances over the next 12 months’ increased by 0.9% to 105.2 points;  

 ‘economic conditions over the next 12 months’ improved by 5.8% to 96.0 points; 

 ‘economic conditions over the next 5 years’ was unchanged at 95.3 points;  

 ‘time to buy a major household item’ declined by 0.4% to 126.5 points;  

 ‘time to buy a dwelling’ sub-index declined by 3.3% to 105.7 points; and 

 ‘unemployment expectations’ fell by 0.1% (indicating more confidence about job security) to 

138.2 points, which is still relatively elevated and indicating concern about job security; 

A separate survey from the Westpac-Melbourne Institute indicated that consumers now expect 

inflation to accelerate over the next year, with the expected inflation rate increasing to 3.7% in 

October, up from 3.3% in September.  
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Housing construction slower in Q2 2016, house financing slower in August 

ABS building activity data for the June quarter (Q2) released this week confirms decelerating 

growth in residential construction and construction activity generally, with the value of total 

building work done increasing by 1.2% in the quarter (down from 1.4% in the March quarter) and 

6.6% over the year. The strongest growth in Q2 was in housing alterations and additions (+3.5% 

q/q; +2.7% p.a.) and non-residential building (+3.5% q/q; +0.6% p.a.) while new residential 

building activity was relatively stable after growing rapidly in previous quarters (+0.2% q/q; 

+11.1% p.a.). 

More recent ABS data on housing finance show total financing for housing (all outstanding loans) 

fell by 4.9% in the month of August and 1.0% over the year. Leading the decline was owner 

occupier housing debt, with a 1.6% decline during the month (-4.9% p.a.). Investment housing 

finance rose slightly by 0.1% during the month but was also significantly lower over the year to 

August (-5.0% p.a.). The decline in owner occupier financing was due to fewer purchases of 

established dwellings, with the value of finance for this purpose falling by 2.4% during the month 

(-6.6% p.a.). The value of loans for the construction of new dwellings (3.0% m/m and 5.5% p.a.) 

and the purchase of new dwellings (3.2% m/m and 6.9% p.a.) both increased. 

Chart 2: Value of housing finance, owner occupiers and investors 

 

Source: ABS 

  



 

 

5 

Short term visitor arrivals continue to climb in August 

The number of short-term visitor arrivals to Australia (visas of less than 12 months’ duration) hit 

a new record in August, with 696,700 short-term visitors arriving during the month (0.5% higher 

over the month, 11.7% higher over the year, trend data). Tourism-related arrivals have increased 

especially strongly, with inbound tourist numbers up 26% over the year. Tourism arrivals 

represent over half of all short term arrivals. 

Looking at source countries, the number of short-term visitor arrivals from China was up 9.6% 

over the year to August (seasonally adjusted), reaching 1.18m or 15% of the annual total. Chinese 

visitor arrivals were only surpassed by short term arrivals from New Zealand (1.32m or 17% of 

the total). If short-term visitor arrivals from Hong Kong are added to those from mainland China, 

then China is now the single largest source country for short-term visitor arrivals into Australia 

(1.42m over the year or 18% of the total). 

Countering this inflow of tourists (and tourism spending), Australians are still heading overseas in 

record numbers. August marked a new record high number of short-term departures (for trips of 

less than 12 months’ duration) by Australian residents of 834,300 (trend). Around 60% of short-

term resident departures are holiday-related, with Indonesia (Bali), Thailand, Singapore and New 

Zealand among the most popular destinations. 

Chart 3: Short-term arrivals and departures 

 

Source: ABS 
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This week’s data and events, 10 October – 14 October 2016 

Day Date Data/event Data period  Latest 

Mon 10 Oct ABS overseas arrivals & departures Aug (M) 
short-term arrivals +11.7% p.a.; 
departures +5.7% p.a. (trend) 

Tues 11 Oct NAB monthly business survey Sep (M) 
conditions: 8 points 
confidence: 6 points 

  ABS housing finance Aug (M) commitments: -4.9% p.a.  

Wed 12 Oct Westpac-MI consumer confidence Oct (M) 102.4 points 

  ABS building activity volumes Jun (Q) work done +6.9% p.a. 

  ABS construction activity volumes Jun (Q) work done -10.9% p.a. 

Thu 13 Oct WBC-MI consumer inflation expectations Oct (M) Sep: +3.7% p.a. 

Fri 14 Oct ABS Lending finance Aug (M) 
owner occ. housing: -0.9% m/m 
personal: -0.8% m/m  
commercial: -0.7% m/m 

     
M = monthly. Q = quarterly. H = half-yearly. A = annual. All data are seasonally adjusted unless otherwise noted. 

 

Next week’s data and events, 17 October – 21 October 2016 

Day Date Data/event 
Data period 
due for release 

Previous release 

Tue 18 Oct ABS sales of new motor vehicles Sep (M) Aug: +0.1% m/m; +2.9% p.a. 

  RBA board meeting minutes Oct (M) - 

  RBA Governor Phillip Lowe speech - - 

Thu 20 Oct ABS labour force statistics Sep (M) 
Aug: unemployment rate 5.7%; 
employment +1.6% p.a.(trend) 

     

M = monthly. Q = quarterly. H = half-yearly. A = annual. All data are seasonally adjusted unless otherwise noted. 

  



 

 

7 

Australian economy: latest full-year estimates and government forecasts 

RBA (Aug 2016) 
2014-15 
actual 

2015-16 
actual 

2015-16 
f 

2016-17 
f 

2017-18 
f 

2018-19 
p 

2019-20 
p 

GDP, % change p.a. 2.2 3.3 2.5-3.5 2.5-3.5 3.0-4.0 -  

Inflation (CPI), % change p.a. 1.5 1.0 1.5 1.5-2.5 1.5-2.5 -  

Treasury (May 2016)        

GDP, % change p.a. 2.2 3.3 2.5 2.5 3.0 3.0 3.0 

  Household consumption, % p.a. 2.7 2.9 3.0 3.0 3.0   

  Dwelling investment, % p.a. 7.9 8.3 8.0 2.0 1.0   

  Business investment, % p.a. -6.2 -14.7 -11.0 -5.0 0.0   

Employment growth, % p.a. 1.6 1.9 2.0 1.75 1.75 1.25 1.5 

Unemployment rate, % 6.1 5.8 5.75 5.5 5.5 5.5 5.5 

Terms of trade, % change p.a. -10.3 -5.4 -8.75 1.25 0.0   

Inflation (CPI), % change p.a. 1.5 1.0 1.25 2.0 2.25 2.5 2.5 

Wages (WPI), % change p.a. 2.3 2.1 2.25 2.5 2.75 3.25 3.5 

Sources: ABS various data; RBA Statement on Monetary Policy; and Australian Treasury, Federal Budget 2016-17. f = forecast. p = projection. 

Australian economy: latest indicators 

Economy FX and commodity prices (as of Friday) 

RBA official cash rate, % Oct (M) 1.50      - AUD/USD exchange rate US$0.7566      ▼ 

Real GDP, % change p.a. Jun (Q) 3.3%    ▲ Oil price (WTI light crude, USD/BBL) US$50.61        ▲ 

Headline CPI, % change p.a. Jun (Q) 1.0%    ▼ Gold price (USD/OZ) US$1,257.45   ▲ 

Unemployment rate, % trend Aug (M) 5.7%     - Copper price (USD/tonne, LME spot) US$4,804.00   ▲ 

Australian Industry Group monthly indexes 

Australian PMI®   Sep (M) 

Australian PSI®   Sep (M) 

Australian PCI®   Sep (M) 

 

49.8 ▲ 

48.9 ▲ 

51.4 ▲ 

M = monthly. Q = quarterly. All data are seasonally adjusted unless otherwise noted. 

Arrows represent direction of movement relative to last week for prices, and last observation for growth rates and indexes. 

Sources: ABS various data; Ai Group; Australian Financial Review market prices (as of Fri); London Metals Exchange market prices (as of Fri). 

Ai Group Economics and Research Team 

Julie Toth   Chief Economist     (03) 9867 0124 
David Richardson  Senior Economist     (02) 9466 5456 
Jesse Oliver   Economist      (03) 9867 0231 
Colleen Dowling  Senior Research Analyst    (03) 9867 0251 
Elle Spyropoulos  Research Assistant     (03) 9867 0108 


