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9 September 2016

AUSTRALIAN ECONOMIC DEVELOPMENTS

This week the Reserve Bank of Australia (RBA) kept its cash rate on hold at a record low of 1.5%,
as was widely expected. In explaining its decision, the RBA noted that economic growth is
continuing, despite “the very large decline in business investment” and “somewhat mixed” labour
market indicators. Low interest rates, low wage inflation and the lower exchange rate (relative to
past years) are all helping to promote growth and adjustment following the mining boom, but the
RBA remains concerned that recent appreciations in the dollar “could complicate” this recovery.

ABS National Accounts data for the June quarter (Q2) of 2016 confirmed that economic growth
is improving, with GDP accelerating to an annual growth rate of 3.3%. Q2 2016 marked 25 years
of continuous real GDP growth for Australia, which is a record for Australia and second only to
the Netherlands (at 26 years) among OECD countries. Of particular note in Q2, the terms of trade
and net national disposable income per capita both recovered some ground, possibly ending the
‘income recession’ (i.e. falling income) that has been evident since 2012. As has been the pattern
for some time however, some of the other details beneath the GDP number paint a more mixed
– and somewhat less positive – picture regarding the outlook and especially investment in 2016.

The most recent activity data suggests that business conditions may have moved lower in August,
with the Australian Industry Group Australian Performance of Services Index (Australian PSI®)
and Performance of Construction Index (Australian PCI®) both dropping into contraction (see
www.aigroup.com.au/policy-and-research/economics/economicindicators/ for these Ai Group
reports). Consumer confidence also declined towards the end of August, with the weekly ANZ-
Roy Morgan confidence index falling for two consecutive weeks, to its lowest level in three months.

Australian GDP accelerates and incomes recover in Q2 2016
Real output from the Australian economy grew by 0.5% in Q2 2016, slowing from (a revised) 1.0%
in Q1. In annual growth terms however, the economy accelerated to 3.3% in the year to Q2. On
the expenditure (or demand) side of the economy, the strongest drivers of growth in Q2 were
government consumption (up 4.4% p.a.), government investment (up 9.6% p.a.), dwelling
investment (up 8.3% p.a.) and export volumes (up 9.6% p.a.). All forms of business investment
fell (down by 14.7% p.a.) and detracted from growth over the year to Q2 (Table 1 and Chart 1).
The ABS notes that the unusual surge in government investment in Q2 was due to a one-off
transfer of (unnamed) new private assets to the public sector, which pushed up state and local
government investment by 21% q/q but cut into business investment in Q2 (a net neutral effect).
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Table 1: Key aggregates and components of GDP growth, Q2 2016
Q1 2016 Q2 2016 Q2 2016 Q2 2016

% q/q % q/q % p.a. ppt contribution
Household consumption 0.8 0.4 2.9 0.2
General government consumption 1.0 1.9 4.4 0.3
Total investment -0.8 -0.0 -4.5 0.0

Dwelling investment 2.1 1.6 8.3 0.1
Private Business investment -2.8 -5.7 -14.7 -0.7

New building -4.2 -1.1 -4.4 0.0
New engineering construction -3.6 -7.4 -27.4 -0.3
New machinery and equipment -0.8 1.4 -2.3 0.1
Intellectual property investment 0.5 -0.3 -0.8 0.0

Public (government) investment 0.9 15.5 13.9 0.7
Domestic final demand 0.4 0.6 1.2 0.5
Change in inventories 0.3

Exports 3.1 1.3 9.6 0.3
Imports -1.9 2.7 -0.5 -0.5

Net exports -0.2
Terms of trade -2.1 2.4 -5.4
Real net national disposable income 2.0 0.6 2.3
Real GDP 1.0 0.5 3.3 0.5
Nominal GDP 0.7 1.3 3.4

Compensation of employees (wages & incomes) 0.9 0.5 3.1
Private profits - total -1.9 2.5 1.5

Private profits financial corporations 1.1 1.3 5.4
Private profits non-financial corporations -3.3 2.9 0.3

Chart 1: Public and private sector investment (real expenditure)

Source: ABS, National Accounts, Q2 2016.
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On the income side of the National Accounts, Q2 2016, the terms of trade (that is, the ratio of
export prices to import prices) recovered by 2.4% q/q due to a partial recovery in some key export
commodity prices, but it remained 5.4% lower than a year earlier. This was enough to drive real
gross domestic income (GDI) up by 0.9%q/q and 1.9% p.a., its strongest rise since Q4 2013.

The recovery in the terms of trade also contributed to a stronger rise in nominal GDP (+1.3% q/q
and 3.4% p.a.) and to a welcome rise in real net national disposable income (+ 0.6% q/q), and in
real net national disposable income per capita (+0.2% q/q), for a second consecutive quarter. The
turnaround in these income indicators is significant, because it ends the ‘income recession’ that
had been apparent since 2011 and which had implied a fall in aggregate national purchasing
power per person, despite the ongoing growth in output volumes (see chart 2).

Chart 2: Terms of trade, GDP and net national income per capita

In nominal terms, incomes continued to grow for employees, with aggregate wages and salaries
up by a further 0.5% q/q to be 3.1% higher over the year. The National Accounts estimate that
the number of employees grew by 0.3% q/q in Q2 and that average compensation per employee
grew by 0.2% q/q, but that aggregate hours worked fell by 0.1% q/q, to be up just 1.0% over the
year. This weak growth in worker numbers and in work hours – even as real GDP expanded -
meant that the trend measures of GDP per hour worked (a rough proxy for labour productivity)
improved by 0.8% q/q and 2.1% p.a. across the whole economy and by 0.9% q/q and 2.3% in the
market sectors (that is, the tradeable private sectors) of the economy. Real non-farm unit labour
costs (the average cost of labour per unit of output) also improved in Q2. It fell by 0.1% q/q (a
third quarter of improvement in trend terms) to be just 0.1% higher than a year earlier. After this
latest improvement, they remain 3.0% higher than their lowest points in 2010 and 2009.

For corporations, profits surged higher for financial corporations (banks and others), up 1.3% q/q
and 5.4% p.a. in Q2. Profits made a partial recovery for non-financial corporations to be broadly
flat over the year (+2.9% q/q but just +0.3% p.a. in Q2, due to a fall of 3.3% in Q1) (Table 1).
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On the production side of the National Accounts, only a handful of industries suffered falls in their
value added output in Q2. These included agriculture (-3.8% q/q), mining (-3.5% q/q but still up
9% from a year earlier) and construction (-0.8% q/q). The pause in mining output growth saw the
finance industry regain the top spot as Australia’s largest industry, in value-added output terms.

In line with improved results in the Australian Performance of Manufacturing Index (Australian
PMI®) during 2015-16, manufacturing output recovered by 1.0% q/q in Q2, but it remained 2.1%
lower than a year earlier. The sector-level details confirm that recovery in output occurred in the
larger sectors producing food & beverages, petroleum, coal, chemicals & rubber (including
pharmaceuticals, toiletries and health products), metal products and non-metallic mineral
products (mainly building materials such as bricks, glass, cement and tiles) (chart 3 and table 2).

Chart 3: value added output by major industries, size and growth, Q2

Table 2: value added output by manufacturing sectors, size and growth, Q2

Size of output Q2 2016 2010-15 2000-09

seasonally adjusted real value added
$mn per

qtr
% of

manufac % q/q % p.a.
average

% p.a.
average

% p.a.
Food, beverage & tobacco products 6,556 26.8 0.4 -0.8 0.5 0.8
Petroleum, coal, chemical & rubber 4,511 18.4 7.5 3.1 -0.6 -0.5
Machinery and equipment 4,482 18.3 -3.3 -3.9 -1.3 2.7
Metal products 3,635 14.9 2.9 -6.6 -0.3 2.3
Non-metallic mineral products 1,659 6.8 4.1 -1.4 0.1 5.4
Wood and paper products 1,638 6.7 -5.0 -4.9 -0.0 -0.6
Textile, clothing and other products 1,175 4.8 -5.3 -9.1 -1.7 -3.9
Printing and recorded media 795 3.3 5.3 6.9 -4.5 -0.6
Manufacturing 24,451 5.8 1.0 -2.1 -0.6 0.9
GDP 421,725 100.0 0.5 3.3 2.6 3.2
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This week’s data and events, 5 – 9 September 2016
Day Date Data/event Data period

released Latest

Mon 5 Sep Ai Group Australian PSI Aug (M) PSI: 45.0 points

ABS Business Indicators Jun (Q) Company profits: +6.9% q/q;
+0.0% p.a.

ABS mineral and petroleum exploration Jun (Q) Value of mineral exploration
expenditure: +1.0% q/q

Tue 6 Sep ABS balance of payments Jun (Q) Payments balance: -$15.5bn

ABS Government finance Jun (Q) General government net
operating balance: +$273mn

RBA Board Meeting and Monetary
Policy Decision - RBA cash rate: 1.5%

Wed 7 Sep Ai Group Australian PCI Aug (M) PCI: 46.6 points

ABS National Accounts Jun (Q) GDP growth: +0.5% q/q,
+3.3% p.a.

Thu 8 Sep ABS international trade Jul (M) Trade balance: -$2.4bn

Fri 9 Sep ABS Housing Finance Jul (M)
Value of dwelling finance

approvals: $31.8 bn
(-1.8% m/m)

ABS overseas arrivals & departures Jul (M)

Short-term arrivals: 692,800
(+12.5% p.a.)

Short-term departures: 836,300
(+6.0% p.a.)

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

Next week’s data and events, 12 – 16 September 2016

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

Day Date Data/event Data period due for
release Latest

Mon 12 Sep ABS Lending finance Jul (M)
Jun: owner occupier housing finance:

+1.8% m/m
commercial finance: -8.7% m/m

Tue 13 Sep NAB monthly business survey Aug (M) July: conditions: 4 points
confidence: 8 points

Wed 14 Sep Westpac-MI consumer confidence Aug (M) July: 101.0 points

Thu 15 Sep ABS Labour force Australia Aug (M) July: emp growth: +26,200
Unemp. rate: 5.7%

ABS sales of new motor vehicles Aug (M) July: -1.3% m/m

Westpac-MI inflation expectations Aug (M) July: 3.5% p.a.
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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 (July 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, % Sep (M) 1.50 - AUD/USD exchange rate US$0.7648 ▼

Real GDP, % change p.a. Jun (Q) 3.3% ▲ Oil price (WTI light crude, USD/BBL) US$47.32 ▲

Headline CPI, % change p.a. Jun (Q) 1.0% ▼ Gold price (USD/OZ) US$1336.25 ▲

Unemployment rate, % trend Jul (M) 5.7% - Copper price (USD/tonne, LME spot) US$4,643.00 ▲

Australian Industry Group monthly indexes

Australian PMI® Aug (M)

Australian PSI® Aug (M)

Australian PCI® Aug (M)

46.9▼

45.0▼

46.6▼
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).
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