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10 February 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week in its first meeting for 2017, the board of the Reserve Bank of Australia (RBA) left the 

cash rate at a record low of 1.50%. In the accompanying statement, the RBA was relatively upbeat 

about Australia’s economy in 2017 and about improving conditions in the global economy, albeit 

with increased uncertainty. The RBA sees patchy conditions in the labour market but noted that 

full-time employment growth is returning. On the housing market, the RBA noted booming 

conditions in Melbourne and Sydney but declining demand and prices in other cities. Melbourne, 

Sydney (and to a lesser extent Brisbane) are experiencing strong growth in apartments and 

investor activity, but also an increasingly cautious attitude by banks towards investor financing. 

In its updated forecasts for the Australian economy (released this week), the RBA expects GDP 

growth to stay relatively modest, at 1.5% - 2.5% p.a., in 2016-17 (down from an expected range 

of 2.5% to 3.5% in its November forecasts) due to very weak GDP growth in Q3 of 2016. GDP 

growth is expected to pick up to 2.5% - 3.5% in 2017-18 (as previously forecast) and to accelerate 

in 2018-19 (see forecast tables on p. 5 below). CPI inflation forecasts are largely unchanged, with 

the RBA expecting inflation to reach 2% (the lower end of the RBA’s target range) in 2016-17. 

The RBA highlights a number of ‘key uncertainties’ to Australia’s outlook from global and local 

factors, but has not explicitly factored them into these latest forecasts. These uncertainties 

include: policy announcements from the US administration; the strength and structure of demand 

from China; commodity prices and their effects on Australia’s terms of trade and inflation; the local 

labour market; household consumption and savings trends; and local input cost pressures. 

In a separate speech this week, Governor Lowe outlined the gaps that Australia needs to address 

in order to drive future growth in output, incomes and employment to stronger and more 

sustainable levels. He stressed the need for: productivity growth; infrastructure investment 

(especially transport projects that might be reasonably and cheaply funded through public debt); 

and an internationally competitive tax system that is more attractive to foreign investors.  

Governor Lowe’s concerns about Australian economic policy were echoed in an issues paper 

released by the IMF this week which highlighted (1) structural changes in the Australian labour 

market and weak productivity growth and (2) a pressing need for fiscal policy and tax reform that 

can repair the structural deficit in the Federal Government’s Budget but also encourage stronger 

growth and investment over the longer term. On the latter, the IMF finds that budget balance will 

be difficult to achieve in the current, low-growth, environment: 
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“Budget repair is required to return to the Government’s medium-term balance anchor 

although its pace is in question. Overly ambitious budget repair at this juncture poses risks 

to the recovery and future growth, given primary downside risks from the “new mediocre.” 

Construction sector slows 

The national construction industry made a slow start to 2017, with the Australian Industry 

Group/Housing Industry Association Australian Performance of Construction Index (Australian 

PCI®) registering 47.7 points in January (readings below 50 indicate contraction in activity, with 

the distance from 50 indicating the strength of the decrease). This continued the contraction that 

was evident in the later months of 2016.  

Across the four sectors of the construction industry included in the Australian PCI®, house 

building stabilised in January, while apartment building and commercial construction contracted 

further and engineering construction recorded its second-lowest activity reading in 12 months.  

Crucially to the outlook, both activity and new orders contracted at worsening rates in January. 

As a result, overall levels of activity are likely to ease through 2017, even though there is still a 

considerable amount of construction underway, including large transport projects in some states. 

For more detail, see Ai Group’s Australian PCI® for January here: 

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

Chart 1: Australian PCI® and construction output 

 

Source: Ai Group, ABS 
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Aligning with recent trends in the Australian PCI®, the latest ABS building approvals data 

(released this week) showed the number of private dwellings approved in December fell by 1.2% 

m/m and by 11.4% p.a. The number of house approvals fell by 1.6% m/m and 9.6% p.a. in 

December, while the number of apartments and other multi-unit dwelling approvals inched slightly 

higher in December (+0.9% m/m) but were still 13.0% lower than a year earlier. Approvals were 

down in December across all states and territories, with the exception of the ACT. 

Similarly, the HIA New Homes Sales Report for December pointed to a relatively flat finish to 2016 

for the housing sector, with new home sales growth slowing to 0.2% m/m in December (down 

from +6.1% m/m in November). Multi-unit sales rose by 6.4% m/m, but detached house sales fell 

by 1.6% m/m. Detached home sales varied considerably across the states, with Victoria leading 

the way (+5.8% m/m), followed by New South Wales (+2.4% m/m). Declines were evident in 

South Australia (-1.9% m/m), Western Australia (-9.0% m/m) and Queensland (-9.1% m/m). 

ABS data for December shows housing finance also slowed, after stronger growth in previous 

months. Total housing finance commitments inched 0.4% higher (+4.6% p.a.) in December, 

driven by owner occupied housing (+1.3% m/m, -3.4% p.a.). Investor commitments fell during 

December (-1.0% m/m, -9.9% p.a.) after strong growth through much of 2016. 

Retail sales down in December 

The nominal value of retail sales fell by 0.1% m/m in December, following weak growth in previous 

months (November +0.1% m/m, October +0.4% m/m). Household goods retailing fell by 2.3% 

m/m in December, which may have been influenced by the closure of Masters hardware stores 

in this month. In other categories, some heavy discounting in the Christmas sales period may 

help explain the negative monthly sales growth.  

In real volume terms, retail sales grew by 0.9% over the quarter to December. This was better 

than the previous two quarters (0.0% q/q in Sep and +0.3% q/q in June). It suggests a pickup in 

household consumption in the December quarter and reduces the likelihood of a second quarter 

of contraction in the Australian economy in Q4 (following the surprise fall in GDP in Q3 2016). 
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This week’s data and events, 30 January – 3 February 2017 

Day Date Data/event Data period  Previous release 

Mon 6 Feb ABS retail trade   Dec (M,Q) -0.1% m/m; +0.9% q/q (volume)  

Tue  7 Feb Australian PCI® Jan (M) 47.7 points 

  RBA cash rate decision Feb (M) current: 1.50% p.a. 

Thu 9 Feb HIA new home sales Dec (M) +0.2% m/m 

  RBA Governor Philip Lowe speech Feb (M) - 

Fri 10 Feb ABS housing finance Dec (M) +0.4% m/m 

  RBA Statement on Monetary Policy Feb (Q) - 

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

 
Next week’s data and events, 13 February – 17 February 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Tue  14 Feb NAB monthly business survey Jan (M) 
Dec: conditions: +6 
        confidence: +11 

  ABS lending finance Dec (M) 
Nov: commercial:+14.8% m/m 
        personal:+6.4% m/m   

Wed 15 Feb Westpac-MI consumer sentiment index Feb (M) Jan: 97.4 

  ABS sales of new motor vehicles Jan (M) Dec: +0.3% m/m; +0.2% p.a. 

  ABS venture capital and private equity 2015-16 (A) 
2014-15: investor commitments                      
+7.7% p.a. 

Thu 16 Feb ABS labour force Australia Jan (M) 
Dec: unemployment: 5.7% (tr) 
     employment: 0.7% p.a. (tr) 

     
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 (Feb 2017) 
2015-16 
actual 

2016-17 
f 

2017-18 
f 

2018-19 
 p 

2019-20  
p 

GDP, % change p.a., year end 3.3 1.5-2.5 2.5-3.5 2.75-3.75  

Inflation (CPI), % change p.a., year end 1.0 2 1.5-2.5 2-3  

Treasury MYEFO 2016-17 (Dec 2016)      

GDP, % change p.a., year average 2.7 2.0 2.75 3.0 3.0 

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

  Dwelling investment, % p.a., year average 8.3 4.5 0.5   

  Business investment, % p.a., year average -14.7 -6.0 0.0   

Employment growth, % p.a., year end 1.9 1.25 1.5 1.5 1.5 

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

Terms of trade, % change p.a., year end -5.4 14.0 -3.75   

Inflation (CPI), % change p.a., year end 1.0 1.75 2.0 2.5 2.5 

Wages (WPI), % change p.a., year end 2.1 2.25 2.5 3.25 3.5 

f = forecast. p = projection. 

Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian Treasury, Mid-year Economic and Financial 

Outlook 2016-17 (MYEFO) (Dec 2016). 

Australian economy: latest indicators 

Economy FX and commodity prices (as of Friday) 

RBA official cash rate, % Feb (M) 1.50      - AUD/USD exchange rate US$0.7623      ▼ 

Real GDP, % change p.a. Sep (Q) 1.8%    ▼ Oil price (WTI light crude, USD/BBL) US$53.05        ▼ 

Headline CPI, % change p.a. Dec (Q) 1.5%    ▲ Gold price (USD/OZ) US$1,224.57   ▲ 

Unemployment rate, % trend Dec (M) 5.7%    - Copper price (USD/tonne, LME spot) US$5,864.00   ▼ 

 

Australian Industry Group monthly performance of industry indexes 

Australian PMI®   Jan (M) 

Australian PSI®   Jan (M) 

Australian PCI®   Jan (M) 

51.2 ▼ 

54.5 ▼ 

47.7 ▲ 

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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