
1

7 October 2016

AUSTRALIAN ECONOMIC DEVELOPMENTS

In its latest half-yearly assessment of the global economy1 (see global summary on page 2 below),
the International Monetary Fund (IMF) said it expects the Australian economy to grow by 2.9% in
2016 and to slow to 2.7% in 2017. It expects Australian inflation to drift up to 2.1% in 2017 (from
1.0% now) but the unemployment rate to stay at around the current rate of 5.7% through 2016
and 2017. This assessment is less optimistic than the IMF’s last assessment of the outlook for
Australia in April, with its growth forecast for 2017 cut by 0.3 percentage points. It is also slightly
below the latest detailed forecasts issued by the Australian Treasury (in its Pre-election Economic
and Fiscal Outlook in May) and the RBA (in its quarterly Statement in August) (see page 7 below).

In Australia this week, the Reserve Bank of Australia (RBA) left the cash rate on hold, at a record
low of 1.50%, at its monthly board meeting. In its accompanying statement, the RBA characterised
current Australian growth as ‘moderate’ rather than strong. It identified a further strengthening in
the Australian dollar as the key risk to growth at present. The RBA sought to downplay any risks
arising from the housing market or house prices, segments of which might be overheating.

The latest industry activity indicators confirm the RBA’s view that Australian growth is ‘moderate’
– and somewhat uneven – in August and September, with Ai Group’s Australian PMI®,

Australian PSI® and Australian PCI® all improving in September (see page 3 below).

Parts of the giant mining sector (with output worth around 9% of Australian GDP) are also enjoying
a reprieve of late, due to the recent recovery in global commodity prices and especially coal prices.
Analysts at HSBC this week noted that :“thermal coal prices were up 5% [in September] compared
to August, taking the three-month price gain to around 40%. Coking coal prices have risen by an
even more impressive 130% in three months. Higher prices have been driven by Chinese policy
measures aimed at curbing production and improving profitability of the sector. China has cut
working days on coal mines to 276 days from a typical 330 days, reducing domestic production
and driving rising import demand”.2 This improvement in coal prices and profitability is benefiting
Australian coal miners, with flow-on benefits to their suppliers, contractors, processors,
transporters and their local (mainly regional) economies.

1 IMF October 2016, World Economic Outlook, www.imf.org/external/pubs/ft/weo/2016/02/
2 HSBC, 4 October 2016, “Commodity Prices Snapshot: Holding on to gains in September” (email update).
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IMF: GLOBAL GROWTH TO STAY SLOWER FOR LONGER, AGAIN

In its latest half-yearly assessment of the global economy3, the IMF said that global output and
trade growth are ‘moving sideways’ rather than improving. Global growth is projected to slow to
3.1% p.a. in 2016 before recovering to 3.4 % p.a. in 2017 (both years down by 0.1 percentage
point from the IMF’s last full assessment in April). Global growth of 3.1% would make 2016 the
slowest year since 2009 and the sixth consecutive year of below-average (3.6% p.a.) growth rates.

This latest downgrade reflects a more subdued outlook for advanced economies following the UK
vote to leave the EU (Brexit) and a weaker recovery in the US. The IMF halved its expected
growth rate for the UK to just 1.1% p.a. in 2017 as a result of the Brexit vote. The IMF is also
concerned that deflation could reinforce or prolong weak demand. The IMF notes that continuing
subdued conditions ‘may fuel further political discontent’ and ‘protectionist sentiment’ more widely.

More positively for Australia, the IMF is relatively optimistic about China’s near-term prospects as
of October, following new domestic policy supports to growth and firmer commodity prices. It says
that emerging Asian economies and India are also showing more robust growth, while Japan
(Australia’s second largest trade partner) is expanded to grow, at 0.5% in 2016 and 0.6% in 2017.

IMF: GLOBAL GROWTH THREATENED BY RECORD HIGH GLOBAL DEBT

The IMF is especially alarmed about slowing global trade and (in a separate report4) ballooning
global debt, which it estimates to have reached a record high of US$152 trillion, or 225% of global
GDP in 2015 (excluding debt held within the financial sector). Two thirds of this outstanding debt
is owed by the private sector (companies and households) and a third is owed by Governments.

In response to this risk, the IMF says many countries including China and Australia should begin
to reduce their excessive private-sector debt levels, due to the risk this poses to investment and
financial stability, but that “the current low-nominal-growth environment, however, is making the
adjustment very difficult, setting the stage for a vicious feedback loop in which lower growth
hampers deleveraging and the debt overhang exacerbates the slowdown”. It recommends that
Governments should more actively encourage ‘deleveraging’ or at least discourage further debt.

3 IMF October 2016, World Economic Outlook, www.imf.org/external/pubs/ft/weo/2016/02/
4 IMF October 2016, Fiscal Monitor: Debt, Use it Wisely, www.imf.org/external/pubs/ft/fm/2016/02/fmindex.htm
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AUSTRALIAN INDUSTRY ACTIVITY INDEXES STABILISE IN SEPTEMBER

The Australian Industry Group Australian Performance of Manufacturing Index (Australian PMI®)
increased by 2.9 points to a broadly stable 49.8 points in September (results above 50 indicate
expansion, the distance from 50 points indicates the strength of expansion). The stabilisation in
September was heavily influenced by activity in the food & beverages sub-sector which recovered
after contracting in August. This key sector (now worth around 28% of all manufacturing output)
appears to have rebalanced the factors that drove a contraction in production and sales in August.
In all, five of the eight manufacturing sub-sectors in the Australian PMI® expanded in September.
Comments from manufacturers in September indicate a steady improvement in demand and
exports in some sectors after last month’s dip. Variability in the exchange rate is causing problems
for some manufacturers while oversupply in some markets appears to be persisting.

The Australian Industry Group Australian Performance of Services Index (Australian PSI®) lifted
by 3.9 points to 48.9 points in September. This indicated a second consecutive month of
contraction across the services sector in September, but at a slower rate (results above 50 points
indicate expansion, with higher numbers indicating a stronger rate of expansion). Four of the nine
services sub-sectors in the Australian PSI® expanded in September (three month moving
averages). These included personal and recreational services (57.1), health and community
services (55.9), communication services (55.8) and wholesale trade (52.5). Respondents to the
Australian PSI® said increased infrastructure investment was a positive factor for business-
oriented services sub-sectors, as were record low interest rates. Consumer spending remains
cautious however, so not all of the more consumer-oriented sub-sectors are flourishing.

In line with these recent Australian PSI® results, the latest retail trade turnover data indicate
nominal sales improved in August but continue to perform relatively weakly. Total Australian retail
turnover rose 0.4% m/m in August 2016 following no growth in July (0.0% m/m) and + 0.1% m/m
in June. This equates to a nominal increase of 2.6% p.a. in August, which implies real volumes
growth of just 1.6% p.a. for retail sales (adjusting for the current inflation rate of 1.0% p.a.).

The Australian Performance of Construction Index (Australian PCI®) lifted by 4.8 points to 51.4
points in September. This signalled a mild expansion across the construction industry led by
stronger engineering construction activity. Across the four sub-sectors in the Australian PCI®,
engineering construction continued to expand on the back of higher levels of non-mining
infrastructure work. In contrast, commercial construction activity weakened, falling back into
negative territory after growing in the previous three months. House building activity contracted
for a second consecutive month (albeit at a slower rate) while conditions in the apartment sector
were weaker with activity recording a slight overall contraction in the month.
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The latest building approvals numbers for August (that is, for a month earlier than the latest
Australian PCI® results discussed above) confirmed the latest peak in housing approvals has
passed. The total number of dwellings approved fell by 1.8% m/m but were 10.1% higher than a
year ago. The private non-housing segment (that is, apartments and flats) fell by 3.6% m/m but
remained a whopping 26.3% up from a year ago, while approvals for private sector houses fell by
a further 1.3% m/m to be down 6.5% from a year ago.

For non-residential building approvals, the value of non-residential building approved fell 1.8%
m/m in August and has fallen for two months (trend data).

Chart 1: Australian PMI®, PSI® and PCI®, 3 month moving averages

Source: Ai Group.
The ANZ’s monthly count of Job Ads is also indicating a slower second half for 2016. Job
advertisements fell 0.3% m/m in September after a 1.7% rise in August. Annual growth in job ads
slowed to 3.7% in September, from 8.0% in the previous month. This is consistent with the slower
rates of employment growth that have been evident in recent months.



5

AUSTRALIAN INTERNET ACTIVITY CONTINUES TO GROW

Internet connectivity and activity in Australia is growing rapidly. The number of internet
subscribers grew to 13.3 million by June 2016. Growth has accelerated in recent years, with
annual growth of 4.2% in 2015-2016, up from 2.2% p.a. in 2014-2015 and 1.0% p.a. in 2013-14.

Of the connections in June 2016, 6 million (45%) are mobile connections. The remainder are a
mix of DSL, cable, fibre and other types of connections. The proportion of higher speed
subscribers has been increasing steadily and now dominates the total number of internet
connections. Subscribers to services with advertised connection speeds of 8Mbps (megabits per
second) or greater now amount to 11.1 million subscribers, or 84% of connections. Slower
broadband (15%) and dial-up internet connections (1%) now take up a much smaller proportion
of all connections (see Chart 2).

Chart 2: Internet subscribers, by type

Source: ABS.
Australians have also been downloading significantly more data, with an increase of 141,000
terabytes over the year to June 2016, or a 4.5% increase. With more Australians gaining access
to significantly faster internet connections than just a few years ago, the rate of increase in
connections and data downloaded is easily outstripping population growth (around 1.6% p.a. in
2015-16). On the Internet, Australians are becoming more connected.
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This week’s data and events, 3 October – 7 October 2016
Day Date Data/event Data period Latest

Mon 3 Oct Ai Group Australian PMI® Sep (M) 49.8 points

Tues 4 Oct ABS building approvals Aug (M) dwelling units approved:
-1.8% m/m, +10.1% p.a.

RBA board meeting
and cash rate decision Oct (M) cash rate: 1.50%

ANZ job advertisements Sep (M) -0.3% m/m, +3.7% p.a.

Wed 5 Oct Ai Group Australian PSI® Sep (M) 48.9 points

ABS retail trade turnover Aug (M) +0.4% m/m

ABS internet activity 2015-16 (A) Subscriber connections:
13.3 m; +4.2% p.a.

Thurs 6 Oct ABS international trade Aug (M) balance on goods & services
(trade deficit) : -$2.01bn

Fri 7 Oct Ai Group Australian PCI® Sep (M) 51.4 points

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

Next week’s data and events, 10 October – 14 October 2016
Day Date Data/event Data period

due for release Previous release

Mon 10 Oct ABS overseas arrivals & departures Aug (M)

Jul: short-term visitor arrivals
+12.5% p.a. (trend)
Short-term resident departures
+6.0% p.a. (trend)

Tues 11 Oct NAB monthly business survey Sep (M) Sep: conditions: 7 points
confidence: 6 points

ABS housing finance Aug (M) Jul: commitments: -1.8% p.a.

Wed 12 Oct Westpac-MI consumer confidence Oct (M) Sep: 101.4 points

ABS building activity volumes Jun (Q) Mar: work done +1.7% p.a.

ABS construction activity volumes Jun (Q) Mar: work done -4.9% p.a.

Thurs 13 Oct WBC-MI consumer inflation expectations Oct (M) Sep: +3.3% p.a.

Fri 14 Oct ABS Lending finance Aug (M)

Jul: owner occ. housing finance
-3.1% m/m
Commercial finance
+9.0% 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

2015-16
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$0.7578 ▼

Real GDP, % change p.a. Jun (Q) 3.3% ▲ Oil price (WTI light crude, USD/BBL) US$50.57 ▲

Headline CPI, % change p.a. Jun (Q) 1.0% ▼ Gold price (USD/OZ) US$1,253.96 ▼

Unemployment rate, % trend Aug (M) 5.7% - Copper price (USD/tonne, LME spot) US$4,777.00 ▼

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).
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