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8 December 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week, the Reserve Bank of Australia (RBA) left the cash rate on hold at a record low of 

1.50%, for a 16th consecutive month. The accompanying statement remained positive about the 

outlook. Improved non-mining business investment, business conditions and public infrastructure 

investment are supporting the economy. The RBA expects further employment growth and mildly 

better wages growth in 2018, if the labour market tightens. For 2018, the RBA is mainly concerned 

that an appreciating Australian dollar could “result in a slower pick-up in economic activity and 

inflation than currently forecast” and/or weaker consumer spending due to high levels of 

household debt and slow incomes growth. 

Confirming these positive developments in business conditions, Ai Group’s monthly business 

surveys accelerated in November with the Australian PMI®, PSI® and PCI® all indicating 

expansion. The ABS estimates that Australian GDP grew by 0.6% in the September quarter (Q3) 

of 2017 (down from 0.8% in the June quarter). Growth in Q3 was largely driven by an increase in 

business and government investment, while consumer spending was relatively weak. All major 

industries except agriculture expanded their output over the year to Q3 2017. 

PSI and PCI accelerate in November 

Business conditions remained positive in November with the Australian Industry Group’s 

Performance of Manufacturing Index (Australian PMI®), Performance of Services Index 

(Australian PSI®) and Performance of Construction Index (Australian PCI®) all indicating solid 

expansion (see Chart 1). In all three surveys, results above 50 points indicate expansion with 

higher results indicating a stronger expansion. 

The Australian PSI® lifted 0.3 points to 51.7 in November (seasonally adjusted). Differences 

between services sectors remain apparent, with conditions better in the business-oriented sub-

sectors than in the consumer-oriented sub-sectors. Business-oriented sub-sectors are noting 

good levels of demand from the construction and mining sectors, while consumer-oriented sub-

sectors are still reporting hesitant spending by consumers. This mismatch between business 

conditions and consumer conditions was also evident in the ABS National Accounts data for Q3 

released this week (see below). 

The Australian PCI® recorded its tenth consecutive month of expansion climbing 4.3 points to 

57.5 in November. The engineering construction sub-sector recorded an 11½-year high on the 

back of rising momentum in the roll-out of large-scale infrastructure projects. The wages sub-
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index (up 2.4 points to 62.3 points) remained elevated in November and provides further evidence 

of a steady pick-up in wages. Apartment building activity declined, albeit at a slower pace, for the 

fourth consecutive month with builders citing soft new orders and reduced investor activity.  

Chart 1: Ai Group Australian PMI®, PSI® and PCI® 

 

Economy grows by 0.6% q/q in September quarter (Q3) 2017 

The ABS National Accounts data indicate that Australian GDP grew by 0.6% q/q in the September 

quarter (Q3) of 2017, accelerating the annual growth rate to 2.8% p.a. from a revised 1.9% p.a. 

in the June quarter (Q2). This acceleration in the annual growth rate was expected due to the 

lower base (and negative growth) in the September quarter of 2016.  

On the expenditure side, growth in Q3 was buoyed by an increase in private business investment 

(+8.6% q/q) while consumption growth (0.1% q/q) was subdued again (see table 1 and chart 2). 

Business investment made a 1.0% contribution to quarterly growth and was driven by new 

engineering construction (up 6.3% q/q and 12.7% p.a.), which included new LNG platforms 

installed in the NT and WA and high levels recorded by the engineering construction sub-sector 

over these months in the Australian PCI®. New machinery and equipment investment also 

expanded in Q3 (1.1% q/q).  

Public investment declined during the quarter but was up strongly over the year to Q3. This was 

mainly due to the timing of the South Australian state government buying back the Royal Adelaide 

Hospital from the private sector in Q2. NSW is continuing significant public construction including 

the Sydney Metro and Westconnex projects. 

Real household consumption increased by just 0.1% q/q and 2.2% p.a. in Q3 (despite relatively 

strong population growth at present), which continued a pattern of weak household consumption 

over the past two years. This was the weakest consumer consumption growth rate since the 
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Global Financial Crisis. In nominal terms, household final consumption expenditure (HFCE) rose 

by 3.4% p.a., with expenditure growing the fastest for electricity, gas and fuel (+11.5% p.a.). 

These sharp rises in essential energy bills may be having an effect on consumer sentiment. 

Table 1: Key components of GDP, Q3 2017 

seasonally adjusted % q/q % p.a. ppt, contribution to growth 

Real GDP 0.6  2.8  0.6  

Household consumption 0.1  2.2  0.1  

General government consumption 0.2  2.4  0.0  
Total investment 1.8  6.0  0.4  

Dwelling investment -1.0  -2.3  -0.1  
Private Business investment 8.6  7.9  1.0  

New building 0.1  11.0  0.0  
New engineering construction 6.3  12.7  0.2  

New machinery and equipment 1.1  2.9  0.1  
Intellectual property investment 0.1  4.8  0.0  

Public (government) investment -7.5  12.2  -0.4  

Domestic final demand 0.6  3.2  0.6  
Change in inventories na na 0.2  

Exports 1.9  6.4  0.4  
Imports 1.9  7.7  -0.4  

Net exports     0.0  

Terms of trade -0.4  9.7   

Real gross domestic income 0.5  5.0   

Real net national disposable income 0.8  4.5   

Real GDP per capita 0.2 1.3  

Nominal GDP 0.6  5.9    
  Compensation of employees (wages & incomes) 1.2  3.0   
  Private profits - total 1.0  15.5   

  Private profits financial corporations 1.3  8.8   
  Private profits non-financial corporations 1.2  19.7   

Source: ABS, National Accounts, Sep 2017. 
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Chart 2: Investment spending, to Q3 2017 

 

Source: ABS, National Accounts, Sep 2017 

Output growth is spreading across more industries 

In Q3, industry output grew in 17 out of the 20 major industry groups. The three main industries 

that contributed to the increase in GDP were manufacturing (1.5% q/q), health care (1.3 % q/q) 

and mining (1.1% q/q). This was partially offset by decreases in three industries: agriculture (4.1% 

q/q); rental, hiring and real estate services (-1.6% q/q); and information media and 

telecommunications services (-1.3% q/q).  

In absolute terms, the largest increases in real value-added output were in the finance and 

insurance sector, which added $38.1bn in output (seasonally adjusted and inflation adjusted), 

followed by construction (+$31.9bn q/q) and health services (+$30.6bn q/q).  

On an annual growth basis, industry output grew in 19 of the 20 industries, with only the 

agricultural sector decreasing (-0.8% p.a.) Professional services had the strongest annual growth 

(+6.0% p.a.), followed by mining (+5.2% p.a.) and health services (+4.6% p.a.). (see chart 3). 

This was the best ‘spread’ of growth in many years. It indicates that the benefits of growth are 

reaching into more industries and communities than has generally been the case over the past 

decade. 
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Chart 3: Industry output, size and annual growth rates, Q3 2017 

 

Source: ABS, National Accounts, Sep 2017 

Manufacturing output in Q3 reflected the positive results in the Australian PMI® over the same 

period. The growth in manufacturing output was mainly driven by food and beverage products 

(6.7% q/q) and other manufacturing1 (5.0% q/q). This was partially offset by decreases in output 

in the quarter in chemicals (-3.8% q/q), metal products (-1.9% q/q) and machinery and equipment 

(-1.0% q/q). (chart 4). 

Although the machinery and equipment sector shrank in Q3, output from the sub-sector was up 

by 0.7% p.a.. This was despite passenger car assembly finally leaving Australia in October and 

confirms growth in the non-automotive parts of this segment over the past year. Non-automotive 

respondents from this sub-sector in the Australian PMI® noted increased demand for specialist 

equipment from food processing, agriculture, mining, transport utilities and construction 

customers in 2017. 

  

                                                 
1 It should be noted that the ABS has consolidated four manufacturing sub-sectors: non-metallic mineral products; 
wood and paper products; textile clothing and other manufacturing; and printing and recorded media – into the 
‘other manufacturing’ sub-sector. 
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Chart 4: Manufacturing output, $bn per quarter, Sep 2016 to Sep 2017 

 

Source: ABS, National Accounts, Sep 2017 

National income flat and company profits mixed 

The terms of trade (the ratio of import prices to export prices) fell by 0.4% q/q in Q3, but it was 

still 9.7% higher than one year earlier. (see table 1). This helped to push real and nominal national 

income up over the year, despite another weak income growth performance in the quarter. 

In nominal terms, national aggregate compensation of employees (that is, total wages and 

salaries paid to all employees) increased by 1.2% q/q and 3.0% p.a. It was up in all state and 

territories, due to a combination of higher employment numbers and small wage rises. Across 

industries, employee income growth was strongest in professional services, construction and the 

financial and insurance services. Wages as a share of total factor income increased to 52.8%. 

In contrast, nominal profits for private non-financial corporation (private sector corporations that 

are not in the financial sector), increased by a modest 0.1% q/q to be up 19.5%. p.a. This relatively 

large annual movement was primarily due to a temporary spike in mining company profits in Q1 

2017, which added to the total income earned by private-sector non-financial corporations in that 

quarter (see Charts 5 and 6).  

More detail on the timing and location of company profits was provided earlier this week in the 

ABS Business Indicators publication. Based on a subset of the industries covered in the National 

Accounts, these data indicated that total nominal company profits (for the industries included) fell 

by 0.2% q/q but increased by 20.0% p.a. in Q3 2017 (nominal and seasonally adjusted). The 

mining sector accounted for half of this increase in company profits in year to Q3, despite profits 

in the sector falling by 12.0% from a peak of $29.5bn in Q1 2017 to $26.0bn in Q3 2017. The 
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spike in Q1 and subsequent decline in mining profits was related to the fall in the terms of trade. 

Profits in other industries were flat or even declined in Q3. The recent recovery in manufacturing 

profits (evident earlier in 2017) was halted in Q3, with nominal profits declining by 6.4% q/q. This 

was the first quarterly decline in manufacturing profits since Q3 2016 (see Chart 6). 

Chart 5: Nominal aggregate income, major categories, % change p.a. 

 

Source: ABS, National Accounts, Sep 2017 

Chart 6: Nominal company profits, major industries, $bn per quarter 

 

Source: ABS, Business Indicators, Sep 2017 



 

 

8 

All states growing or recovering in Q3 

State final demand (the equivalent of national ‘domestic final demand’ or total expenditure net of 

exports) increased in all states except for Tasmania and the ACT in Q3. All states experienced 

growth over the year to Q3. (table 2) 

The standout anomaly this quarter was a 63.1% decline in government investment and 113% 

increase in private investment in South Australia. The ABS explained that these numbers were 

affected by the transfer of the recently constructed Royal Adelaide Hospital from private to public 

ownership in Q2. Government investment increased 205.6% and private investment decreased 

53.8% in Q2 in South Australia as a result. 

New South Wales grew by 1.0% q/q and experienced broad growth across consumption and 

investment. There was strong growth in government consumption (+1.7% q/q) and private 

investment (+1.4% q/q) in NSW, driven by non-dwelling construction.  

Victoria’s growth slowed to 0.4% q/q, following a 1.5% increase in Q2. Government and private 

investment contributed strongly. The growth in private investment was driven by non-dwelling 

construction but was offset by a fall in dwellings. 

The resource rich states – Queensland and Western Australia – are showing signs of recovery 

after the commodity price boom, growing at 0.2% q/q and 0.9% q/q respectively. This is the 

strongest quarterly growth for Western Australia since the June quarter in 2015. 

Tasmania’s state final demand contracted by 0.8% q/q, following a small 0.2% rise in the June 

quarter. Government consumption, household consumption and government investment all 

detracted from growth. Private investment increased by 3.0%, driven by machinery and 

equipment and dwelling investment. 

Table 2: state final demand, Q3 2017 

seasonally 
adjusted, real 

Government 
consumption 

Household 
consump-
tion 

Private 
invest-
ment 

Government 
investment 

state 
final 
demand 

state final 
demand 

 
% q/q % q/q % q/q % q/q % q/q % p.a. 

NSW 1.7  0.4  1.4  4.6  1.0  2.8  

Victoria 0.1  0.2  0.7  3.2  0.4  4.7  

Queensland 0.9  0.0  0.8  -3.1  0.2  2.7  

South Australia -0.3  -0.3  113.0  -63.1  0.2  3.9  

Western Australia -1.6  0.1  4.4  2.0  0.9  1.3  

Tasmania -3.4  -0.6  3.0  -0.6  -0.8  2.2  

NT 1.5  -0.3  0.7  9.7  0.9  5.9  

ACT -4.2  -0.4  0.2  13.2  -1.0  1.7  

Australia (domestic 
final demand) 

0.2  0.1  4.5  -7.5  0.6  3.2  

* State Final Demand plus net exports is a proxy measure of State Domestic Product (the state equivalent of 
GDP) but is not exactly equal to it. 
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This week’s data and events, 4 December – 8 December 2017 

Day Date Data / event Data period Current release 

Mon 4 Dec ABS business indicators Sep (Q) Sep: corp. profits -0.2% q/q 

Tue 5 Dec ABS balance of payments   Sep (Q) Sep: current account -$9.1bn 

  ABS retail trade Oct (M) Oct: nominal value of sales 0.5% m/m 

  RBA interest rate decision Dec (M) Cash rate: 1.50% 

  Ai Group Australian PSI® Nov (M) 51.7 points 

Wed  6 Dec ABS national accounts (GDP) Sep (Q) Sep: GDP +0.6% q/q; +2.8% p.a. 

Thu 7 Dec ABS international trade Oct (M) 
Oct: Exports $31.9bn;  
Imports $31.8bn 

  Ai Group Australian PCI® Nov (M) 57.5 points 

Fri 8 Dec ABS housing finance Oct (M) - 

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

 

Next week’s data and events,11 – 15 December 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 11 Dec 
ABS barriers and incentives to labour 
force participation 

2015-16 (A) 2014-15  

Tue 12 Dec ABS lending finance   Oct (M) Sep: housing finance -2.1% m/m 

  ABS residential property prices indexes Sep (Q) Jun: price index +1.9% q/q 

  NAB business confidence Nov (M) 
Oct: conditions +21  
confidence +8 

Wed  13 Dec Westpac-MI consumer confidence Dec (M) Nov: 99.7 points 

Thu 14 Dec ABS overseas arrivals and departures Oct (M) 
Sep short term visitor arrivals: 
+1.6% m/m +6.7% p.a. (trend) 

  ABS tourism satellite account 2016-17 (A) 2015-16 tourism GDP +6.1% 

  ABS labour force Nov (M) 
Sep: emp growth 3.9% p.a. (trend) 
Unemp rate 5.5% (trend) 

     
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 growth rates and government forecasts 

RBA SoMP (Nov 2017) 
2015-16 
actual 

2016-17 
actual 

Jun ‘18 
f 

Jun ‘19 
f 

Dec ’19 
p 

 

GDP, % change p.a., year end 3.1 1.8 2.75 3.5 3.25  

Unemployment rate, %, year end 5.8 5.6 5.5 5.5 5.25  

Inflation (CPI), % change p.a., year end 1.0 1.9 2.0 2.25 2.25  

Treasury 2017-18 Budget (May 2017) 
2015-16 
actual 

2016-17 
actual 

2017-18  
f 

2018-19 
f 

2019-20 
p  

2020-21 
p 

GDP, % change p.a., year average 2.6 2.0 2.75 3.0 3.0 3.0 

  Household consumption, % p.a., year average 2.9 2.6 2.75 3.0   

  Dwelling investment, % p.a., year average 10.6 -2.5 1.5 -4.0   

  Business investment, % p.a., year average -10.3 -1.6 0.0 3.0   

Employment growth, % p.a., year end 1.9 2.1 1.5 1.5 1.5 1.5 

Unemployment rate, %, year end 5.8 5.6 5.75 5.5 5.5 5.25 

Terms of trade, % change p.a., year end -10.2 14.9 -2.75 -4.25   

Inflation (CPI), % change p.a., year end 1.0 1.9 2.0 2.25 2.5 2.5 

Wages (WPI), % change p.a., year end 2.1 1.9 2.5 3.0 3.5 3.75 

f = forecast. p = projection. 
Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian Treasury, Budget 2017-18 (May 2017). 

Australian economy: latest indicators 
Economy FX and commodity prices (Friday morning) 

RBA official cash rate, % Dec (M) 1.50       - AUD/USD exchange rate US$0.7512      ▼  

Real GDP, % change p.a. Sep (Q) 2.8%     ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$56.62        ▼ 

Headline CPI, % change p.a. Sep (Q) 1.8%     ▼ Gold price (USD/OZ) US$1,249.10   ▼ 

Unemployment rate, % trend Oct (M) 5.5%      - 
Copper price  
(USD/tonne, LME spot) 

US$6,538.0     ▼ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Nov (M)                                                                              57.3 ▲ 

Australian PSI®   Nov (M)                                                                              51.7 ▲ 

Australian PCI®   Nov (M)                                                                              57.5 ▲ 
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 Thu); London Metals Exchange market prices (as of Fri). 
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