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10March 2017

AUSTRALIAN ECONOMIC DEVELOPMENTS

This week, the RBA decided to leave the cash rate unchanged at 1.50%. The RBA noted some
recent improvement in the global economy, in local business activity and confidence. The RBA is
optimistic about global growth prospects, although it is more cautious with respect to China, noting
that medium-term risks to China’s economic outlook remain.

In Australia, growth is being boosted by mining exports (mainly black coal and iron ore) and
stronger household consumption. Low interest rates and a relatively low Australian dollar are key
positives, while higher commodity prices are providing a significant boost to national income.
However, the RBA noted that growth in household income remains slow and labour market
conditions are mixed at best. Growth in house prices remains strong (in Sydney and Melbourne
but not elsewhere) and borrowing for housing investment has picked up again in recent months.

In construction data released this week, Ai Group’s Australian PCI® registered its highest reading
since mid-2016 due to a lift in house building and stronger infrastructure activity. ABS building
approvals are trending lower, but the value and number of approvals remain at relatively high
level levels, suggesting that building activity is likely to hold up well over coming months.

Australian construction recovers in February
Following four months of decline, the Australian PCI® lifted by 5.4 points to 53.1 points in
February, its highest reading since mid-2016 (readings below 50 indicate contraction in activity,
with the distance from 50 indicating the strength of the decrease).

The expansion in February was led by a strong lift in house building activity and backed by gains
in engineering and commercial construction. In contrast, the apartment building sub-sector
contracted for a sixth consecutive month with activity well below the solid growth outcomes
recorded through the middle to latter months of last year.

Across the construction industry, the latest Australian PCI® data for February revealed a solid
increase in the activity sub-index which lifted by 7.4 points to 54.7 points in the month – its highest
reading in 2½ years. Conditions in February were also supported by a return to growth in new
orders (after six months of contraction) driven by a healthy lift in new orders for house builders
and some additional expansion experienced among engineering constructors. These gains offset
a further decline in new orders in the apartment sub-sector and underwrote a solid lift in overall
employment (which expanded for the first time in four months) and capacity.
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Despite the upturn in overall industry conditions in February, construction businesses continued
to indicate that their profit margins remain under pressure due to rises in wages and input costs
amid a highly competitive pricing environment.

For the full report on the Australian PCI®, see:

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

Chart 1: Australian PCI®

Source: ABS and Ai Group

Building approvals slower in January
Also on construction, ABS building approvals rose by 1.8% (seasonally adjusted) in January 2017,
partly offsetting a 2.5% decline in December 2016. Despite this monthly rise, approvals were
12.0% p.a. lower over the year with the downward trend of recent months continuing.

In trend terms, building approvals fell by 2.1% in January (-15.5% p.a.) with approvals for private
sector houses dipping by 1.2% (-8.9% p.a.) and approvals for private sector multi-units down by
2.9%. Building approvals on a trend basis have now been in decline for eight consecutive months,
indicating that the construction cycle is likely to have passed its peak. Nevertheless, approvals
remain firm by historical standards with the annual number of approvals (trend) in the 12 months
to January 2016 totalling 228,110, just 4.3% below the number for the previous 12 months.

Approvals were mixed across states in January with NSW remaining at the forefront of growth
with a significant gain of 24.0% (seasonally adjusted) in the month. This was followed by
increases in South Australia (+6.5%), Tasmania (+6.5%) and Western Australia (+3.5%). In
Queensland, approvals fell by 11.9% m/m in January while approvals in Victoria eased by 5.2%,
but remained 10.0% p.a. higher over the year (see charts 2 and 3).
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Constrained public sector investment as well as subdued investor sentiment saw the value of
non-residential building approvals again track lower with a fall of 14% in January. However,
conditions in this sector are characterised by areas of solid activity reflecting healthy project
pipelines in areas such as entertainment/recreation buildings, hotels and retail/wholesale property
across a range of locations (see chart 3).

Chart 2: Value of residential building approvals, Australian states

Chart 3: Value of non-residential building approvals, Australian states

Source: ABS
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Housing finance
Consistent with recent house price growth, housing finance approvals point to stronger housing
investor demand in January. The value of loans for housing rose by 1.5% (seasonally adjusted)
in January and 11.0% over the year. Growth was driven by investment housing finance which
rose by 4.2% during the month, while annual growth picked-up to +27.5%, the highest pace in 29
months.

In contrast, owner occupier housing debt, fell by 0.2% during January (+1.9% p.a.) reflecting fewer
loans for the construction of new dwellings (-2.3%) and the purchase of new dwellings (-2.1%).
Excluding re-financing, owner-occupier loan approvals fell by 1.5% m/m. Within this group of
buyers, first home buyer commitments continued to decline in dollar terms, with their share of
total commitments falling below 10% again (see chart 4). The value of loans for the purchase of
established houses rose slightly by 0.1% in the month.

Chart 4: Share of housing finance commitments to owners, investors and first
home buyers (excluding refinancing)

Source: ABS and ANZ Research.
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This week’s data and events, 6 - 10 March 2017
Day Date Data/event Data period Previous release

Mon 6 Mar ABS Retail trade Jan (M) +0.4% m/m

Tue 7 Mar RBA board meeting and cash rate
decision Mar (M) Cash rate: 1.50%

Ai Group Australian PCI Feb (M) 53.1 points

Thurs 9 Mar ABS industrial disputes Dec (Q) 48 disputes, 37,200 days lost

Fri 10 Mar ABS Housing finance Jan (M) Jan: +1.5% m/m

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

Next week’s data and events, 13 - 17 March 2017
Day Date Data/event Data period

due for release Previous release

Tue 14 Mar NAB monthly business survey Feb (M) Jan: conditions: +16
confidence: +10

ABS overseas arrivals and departures Jan (M) Dec: arrivals: 707 thousand
departures: 828 thousand

Wed 15 Mar Westpac MI consumer confidence index Mar (M) Feb: 99.6

ABS sales of new motor vehicles Feb (M) Jan: +0.6% m/m; -0.9% p.a.

ABS lending finance Jan (M) Dec: personal: +1.7% m/m
commercial: -10.0% m/m

Thu 16 Mar ABS labour force statistics Feb (M) Jan: empl: +0.8% p.a. (tr)
unemp. rate: 5.7% (tr)

Fri 17 Mar ABS employment in renewable energy
activities 2015-16 (A) -

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 2.0 1.5-2.5 2.0-3.0
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, % Mar (M) 1.50 - AUD/USD exchange rate US$0.7596 ▲

Real GDP, % change p.a. Dec (Q) 2.4% ▲ Oil price (WTI light crude, USD/BBL) US$49.62 ▼

Headline CPI, % change p.a. Dec (Q) 1.5% ▲ Gold price (USD/OZ) US$1,200.40 ▼

Unemployment rate, % trend Jan (M) 5.7% - Copper price (USD/tonne, LME spot) US$5,781.00 ▼

Australian Industry Group monthly performance of industry indexes

Australian PMI® Feb (M)

Australian PSI® Feb (M)

Australian PCI® Feb (M)

59.3▲

49.0▼

53.1▲
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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