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5 August 2016 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the Reserve Bank of Australia (RBA) lowered the cash rate to 1.50%, a record low 

for Australia (but still higher than the official cash rates in many other developed economies). In 

explaining its decision, the RBA Board pointed to slower global economic growth, trade and 

inflation, weaker emerging market economies and slower growth in the US and China. All of 

these international factors are putting upward pressure on the Australian dollar and downward 

pressure on the RBA’s cash rate. 

In Australia, economic growth continues at a moderate pace, despite further declines in mining 

investment. Domestic demand and exports are stronger. Commodity prices have recovered 

modestly but are still much lower than during the recent boom years. The RBA expects inflation 

to remain low for some time yet, with weak wages growth and weak inflation locally and globally. 

The RBA noted that housing market indicators suggest housing activity and prices are cooling. 

Together, low interest rates and a relatively lower Australian dollar are assisting Australia’s 

economic ‘rebalancing’ away from resources-reliant growth, however the fluctuating Australian 

dollar remains a key risk to the stronger recovery of non-mining exporters and import-replacing 

sectors.  

The RBA provided more detail on its current outlook in its quarterly Statement on Monetary 

Policy for August (published this week). The RBA did not alter its forecasts for GDP growth or 

headline inflation in its August statement. Underpinning these forecasts, the RBA expects low 

interest rates and gains in employment will support household demand over the next two years. 

In aggregate, household disposable income will increase. Resources export volumes are 

expected to be stronger than previously forecast, reflecting higher LNG exports. Local 

manufacturers and services businesses will continue to benefit from the lower Australian dollar, 

with exports growth set to continue. The outlook for non-mining business investment remains 

subdued. Employment growth is expected to pick up, along with an increase in the participation 

rate, leaving the unemployment rate only a little lower over the next two years. 
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Latest activity indicators suggest a stronger recovery in July 

In positive news, all three of Ai Group’s performance indexes were positive in July, indicating 

net expansion in the manufacturing, services and construction industries. The results are an 

encouraging sign that the Australian economy is moving towards a more diversified range of 

sectors for growth. 

Firstly in manufacturing, the Australian PMI® strengthened in July, increasing by 4.6 points to 

56.4 points and extending its period of unbroken growth to 13 months (readings above 50 

indicate expansion in activity and the distance from 50 indicates the strength of the 

increase).This represents the longest phase of expansion since August 2004. Key sub-indexes 

of new orders, deliveries, production, sales, exports and employment recorded gains during 

July.  The lower value of the Australian dollar has been a key driver behind these gains and the 

strong lift in new orders augers well for the near term.  Expansion in July was led by strong 

results in the wood & paper products, printing & recorded media, petroleum & chemical products 

and non-metallic mineral products sub-sectors. 

Inthe services sector, the Australian PSI® lifted 2.6 points to 53.9 points in July, indicating a 

stronger rate of expansion and the third consecutive month in positive territory. Robust results in 

the retail sub-sector and healthy expansion in finance & insurance and communications 

services, together with a broadly stable health services sub-sector, boosted the pace of growth 

in July. Conditions were less buoyant in some smaller sub-sectors including transport & storage, 

hospitality and personal & recreation services, which all went backwards in the month.    

Contributing to this improved performance in services, Australian tourism has been growing 

strongly, with ABS arrivals and departures data revealing a record 693,200 short-term visitor 

arrivals (for all purposes) in June, up  12.0% from a year earlier.. This was the fastest annual 

growth in visitor arrivals since 2005. It reflects stronger arrivals for tourism and other purposes 

(e.g. education and business) in response to the lower Australian dollar.  

In the construction industry, the Australian PCI® indicated expansion for a second consecutive 

month in July, albeit at a slightly slower rate, with a fall of 1.6 points to 51.6 points.  The 

construction sector grew despite drags from the engineering construction and apartment sub-

sectors, due to expansion in house building and a modest lift in commercial construction. 

Encouragingly, new orders were higher in July in all sub-sectors except engineering 

construction.  Apartment building is falling from record levels. The share of new home building 

accounted for by apartments should decline to more long-term average levels over the next few 

years.  New orders and employment expanded in construction (but at softer rates) in July, while 

the activity sub-index contracted marginally.  

Confirming these trends in the construction sector, the latest HIA new home sales data showed 

that new home sales increased by 8.2% in June. Sales of detached houses grew by 7.2% in the 

month and ‘Multi-unit’ sales grew by 11.5% after a lift of 4.9% in May. Looking ahead however, 

ABS building approvals fell by a further 2.9% m/m (and 5.9% p.a.) in June, pointing to softer 

construction numbers ahead. Approvals for both houses (-2.3% m/m) and apartments fell in 

June (-2.4% m/m). 
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Chart 1: Composite PMI, PSI & PCI index and NAB business conditions 

 

Source: ABS 

Read Ai Group’s latest reports on the Australian performance indexes here:  

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/ 

Trade deficit widens in June 

ABS trade data for June show Australia’s trade deficit heading higher, at $3.2 billion (up from 

$2.4 billion in May). After shrinking from late 2015 to early 2016, the last few months have seen 

the trade deficit widen again. 

The increasing deficit was mainly due to increasing goods imports (up 2.9% or $585 million).  

Increases in consumption goods (up 7.4% or $588 million) and capital goods (up 2.9% or $147 

million) drove the lift in imports. On the exports side, a reduction in exports of non-monetary 

gold (-15.5% or $270 million) also helped to widen the trade deficit.  

 
  

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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This week’s data and events, 1 August – 5 August 2016 

Day Date Data/event Data period Latest 

Mon 1 Aug Ai Group PMI  Jul (M) 56.4 points 

  HIA new home sales Jun (M) +8.2% m/m 

Tue 2 Aug 
ABS international trade in goods & 
services  

Jun (M) 
exports: $25.8 bn 
imports: $29.0 bn  

  ABS building approvals Jun (M) -2.9% m/m 

  RBA interest rate decision Aug (M) Cash rate: 1.50% p.a. 

Wed 3 Aug Ai Group PSI  Jul (M) 53.9 points 

Thu 4 Aug ABS overseas arrivals & departures Jun (M) 
arrivals:+1.7%m/m  
departures: +3.7% m/m         

  ABS retail trade Jun (M) +0.1% m/m 

Fri 29 Jul  Ai Group PCI  Jul (M) 51.6 points 

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

 

Next week’s data and events, 8 August – 12 August 2016 

Day Date Data/event 
Data period 
due for release 

Latest 

Mon 8 Aug ANZ job advertisements  Jul (M) Jun: +0.5% m/m 

Tue 9 Aug NAB monthly business survey  Jul (M) 
Jun: confidence: +6 
        conditions: +12  

Wed 10 Aug Westpac-MI consumer confidence  Aug (M) Jul: 99.1 points 

  ABS housing finance Jun (M) May: +1.0% m/m 

  RBA Governor Glenn Stevens speech  Aug (M) -          

Fri 12 Aug  ABS lending finance  Jun (M) 
May: personal: -4.6% m/m 
         commercial: -4.1% m/m 

M = monthly. Q = quarterly. H = half-yearly. A = annual. All data are seasonally adjusted unless otherwise noted. 
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Australian economy: latest full-year estimates and government forecasts 

RBA (Aug 2016) 
2014-15 
(actual) 

2015-16 
(actual) 

2015-16f 2016-17f 2017-18f 
2018-19 

p 
2019-20 

p 

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

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

Treasury (May 2016)        

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

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

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

  Business investment, % p.a. -6.2  -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  -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  2.25 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, % Aug (M) 1.50     ▼ AUD/USD exchange rate US$0.7646      ▲ 

Real GDP, % change p.a. Mar (Q) 3.1%    ▲ Oil price (WTI light crude, USD/BBL) US$41.75        ▲ 

Headline CPI, % change p.a. Jun (Q) 1.0%    ▼ Gold price (USD/OZ) US$1,360.80   ▲ 

Unemployment rate, % trend Jun (M) 5.7%     - Copper price (USD/tonne, LME spot) US$4,786.50   ▼ 

Australian Industry Group monthly indexes 

Australian PMI®   Jul (M) 

Australian PSI®   Jul (M) 

Australian PCI®   Jul (M) 

 

56.4 ▲ 

53.9 ▲ 

51.6 ▼ 

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 Economics Research Coordinator (03) 9867 0251 
Elle Spyropoulos  Economics Research Assistant   (03) 9867 0108 


