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11 August 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week, Ai Group’s Australian PCI® showed a boost in conditions for construction businesses 

in July, with the index at its highest level since the survey’s inception in September 2005. In other 

construction data from the ABS, the total value of housing finance remained resilient in June. 

Despite modest growth in total lending volumes in the month, there was on-going strength in 

construction-related housing finance and a pick-up in lending to investors. 

In alignment with Ai Group’s monthly performance indexes, the July NAB Monthly Business 

Survey showed business conditions increasing to their highest level since the GFC. Business 

confidence also increased in July to be double the long-run average. However, households 

remain pessimistic, as highlighted by a fall in the Westpac MI Index of Consumer Sentiment for 

August reflecting consumers’ concerns about their current finances and longer term prospects for 

the Australian economy. 

Construction surges in July  

The seasonally adjusted Australian Industry Group/Housing Industry Association Australian 

Performance of Construction Index (Australian PCI®) increased by 4.5 points to 60.5 points in 

July. This was the strongest pace of overall industry growth since the start of the survey in 

September 2005 (readings above 50.0 points indicate expansion with higher numbers indicating 

a faster pace of expansion). 

Across the construction industry growth in new orders and activity accelerated in July to rates that 

were among the strongest in the survey’s 12-year history. This led to solid expansions in deliveries 

from suppliers and employment. Survey respondents to the Australian PCI® generally attributed 

this month’s pick-up to an improvement in demand conditions citing a lift in new orders and an 

increase in tendering opportunities. 

The continued strength in industry conditions reflected expanding activity across all four major 

construction sectors. Commercial construction and house building were the major drivers of 

growth in July. The rate of expansion in commercial construction lifted to its highest level in 12 

years amid an increase in the number of projects entering the work pipeline. House building 

recorded its fastest pace of growth in 3½ years on the back of a solid backlog of work and on-

going strength in demand. 
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Chart 1: Ai Group PCI®, change in construction output 

 

Source: Ai Group 

More robust conditions were also evident in engineering construction activity in July, with the 

sector’s sub-index rising solidly in line with reports of increased levels of non-mining infrastructure 

work. In addition, the apartment building sector returned to modest growth after contracting in 

June, supported by a fourth consecutive month of expansion in new orders. 

For the full report, see www.aigroup.com.au/policy-and-research/economics/economicindicators/ 

Growth momentum continues in construction-related lending  

ABS data released this week showed that the total value of housing finance increased by 0.8% 

(seasonally adjusted) in June following a 1.4% rise in May. Annual growth moderated to 2.9% 

p.a. from 4.9% p.a. in the previous month and a peak rate of 10.7% p.a. in the year to January 

2017. 

The easing in total housing lending commitments was due to slower growth in the value of owner 

occupied loans which was up by just 0.3% in June and 3.1% over the year. In contrast, investor 

home lending lifted by 1.6% in June in value terms after falling in three of the previous four 

months. Reflecting these previous declines, annual growth in investor lending slowed to 5.7% 

p.a. in June from 8.0% p.a. in May.  

The weaker growth in total owner occupier lending in June was largely due to soft financing for 

the purchase of established dwellings which was down by 0.1% in June and 6.4% over the year 

to June. However, there was on-going growth in owner-occupied lending for the construction of 

dwellings (+3.2% m/m, +14.8% p.a.) and for the purchase of new dwellings (+4.4% m/m, +14.4% 

p.a.). This builds on the improvement of recent months and points to a continuation of relatively 

file://///MEFP01/DEPARTMENT/AiGROUP%20NATIONAL/ECONOMICS/Economics%20Weekly/2017/www.aigroup.com.au/policy-and-research/economics/economicindicators/
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solid levels of residential construction activity. 

The proportion of loans to First Home Buyers (FHB’s) lifted to 15.0% in June 2017 from 14.0% in 

May 2017, the highest in over two years. This reflected higher proportions of FHB's in NSW, 

Victoria, Queensland and South Australia. Recent Budget announcements by the NSW and 

Victorian Governments to reduce stamp duty for first home buyers from 1 July is likely to further 

lift first home buyer activity in these states over the months ahead. 

Across states, growth in the number of loans to owner occupiers in June was led by Queensland 

(+2.8% m/m), Tasmania (+1.7% m/m) and Victoria (+0.9% m/m). Owner occupied lending 

softened in New South Wales (-0.9% m/m) and South Australia (-0.7% m/m) and Queensland (-

0.2%) while the number of loans were stable in Western Australia for a second consecutive 

month. 

Business conditions highest since GFC, confidence increases 

The latest National Australia Bank (NAB) Monthly Business Survey increased by 1 point to 

+15 points in July (results over zero indicate ‘net positive’ conditions in this survey), the highest 

level for this series since January 2008 and three times the long run average of +5. This aligns 

well with Ai Group’s Australian PMI®, Australian PSI® and Australian PCI® for July, with all 

performance indicators showing firmly expansionary results (see Chart 2). However, NAB noted 

some divergence across industries in July and was ‘apprehensive’ about the apparent disconnect 

between the business and consumer sectors, and how this will be resolved.  

 

Chart 2: Composite PMI, PSI & PCI index and NAB business conditions 

 
Source: Ai Group and NAB 

 

Within the NAB conditions index, trading conditions eased back 1 point but remained high at +20. 

Profitability jumped, increasing 4 points to +18. Employment was unchanged (+7 points), as was 
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capacity utilisation (81.9%). Capital expenditure, appears to be moderating after higher levels in 

early 2017. Across industries (in three-month moving average terms), recreation & personal 

services, finance/business/property, wholesale and transport/utilities were the best performers in 

July. Conditions were also positive for manufacturing and construction, while mining and retail 

were closer to neutral in the month.  

The NAB business confidence index bounced 4 points to reach +12 in July and double the long-

term average (+6). With confidence returning to pre-GFC levels, businesses appear to be 

decidedly more optimistic in July than in previous months. However, as noted above, this 

confidence does not appear to be translating into higher capital investment.  

Business confidence remained positive for all industries (three-month moving averages) in July, 

with construction businesses the most optimistic, followed by transport/utilities, manufacturing, 

finance/business/property, retail, mining and wholesale. Confidence remained muted (albeit 

moderately positive) for recreation & personal services. 

Consumers turn more pessimistic in August 

The Westpac MI Index of Consumer Sentiment headed further below 100 points in August, 

decreasing 1.2% to 95.5, with the balance of pessimists and optimists leaning further toward 

pessimists. This marked the ninth consecutive month that the index has been below the 100 

points level that divides pessimists from optimists.   

This is the longest succession of readings below 100 since 2008. Worries around interest rates 

and housing affordability (particularly in Sydney and Melbourne) appear to have more than offset 

increased confidence in the labour market. The detailed consumer sentiment data for July reveals 

that households are increasingly pessimistic about their current finances (compared to a year 

ago), and remain concerned about the longer term prospects of the economy. Key consumer 

sentiment indexes for July include: 

• “family finances compared to a year ago” fell by 5.1% (78.1); 

• “family finances over the next 12 months” increased by 2.1% (100.4); 

• “economic conditions over the next 12 months increased by 0.4% (93.3); 

• “economic conditions over the next 5 years” increased by 2.3% (89.3); 

• “time to buy a major household item” fell by 4.9% (116.1); 

• “time to buy a dwelling” increased by 0.8% (94.5) and; 

• “unemployment expectations” fell by 2.6% (132.5), indicating more confidence about 

job security.   
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This week’s data and events, 7 August – 11 August 2017 

Day Date Data/event Data period  Current release 

Mon 7 Aug Ai Group Australian PCI® Jul (M) 60.5 points 

Tue 8 Aug NAB monthly business survey Jul (M) 
conditions +15  
confidence +12 

Wed 9 Aug Westpac-MI consumer confidence index Aug (M) 95.5 

  ABS housing finance Jun (M) +0.8% m/m 

Fri 11 Aug ABS lending finance Jun (M) 
personal +1.5% m/m 
commercial +13.7% 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, 14 August – 18 August 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Tue 15 Aug ABS overseas arrivals and departures Jun (M) 
May: ST arriv. -1.9% m.m 
         ST dep. +1.8% m/m  

  ABS sales of new motor vehicles Jul (M) Jun: +1.2% m/m, +3.6% p.a. 

  RBA meeting minutes Aug (M) - 

Wed 16 Aug ABS wage price index Jun (Q) Mar: +0.5% q/q, +1.9% p.a. 

Thu 17 Aug ABS labour force statistics Jul (M) 
Jun:unemployment rate 5.6%(tr) 
       employment +1.9% p.a.(tr) 

  ABS average weekly earnings May (H) Nov: +1.6% 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 (Aug 2017) 
2015-16 
actual 

2016-17 
 f 

2017-18  
f 

2018-19 
 f 

2019-20 
p  

2020-21 
p 

GDP, % change p.a., year end 3.1 1.75 2.5-3.5 3.0-4.0   

Unemployment rate, %, year end 5.8 5.6 5.0-6.0 5.0-6.0   

Inflation (CPI), % change p.a., year end 1.0 1.9 1.75-2.75 2.0-3.0   

Treasury 2017-18 Budget (May 2017)       

GDP, % change p.a., year average 2.6 1.75 2.75 3.0 3.0 3.0 

  Household consumption, % p.a., year average 2.9 2.5 2.75 3.0   

  Dwelling investment, % p.a., year average 10.6 4.5 1.5 -4.0   

  Business investment, % p.a., year average -10.3 -6.0 0.0 3.0   

Employment growth, % p.a., year end 1.9 1.0 1.5 1.5 1.5 1.5 

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

Terms of trade, % change p.a., year end -10.2 16.5 -2.75 -4.25   

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

Wages (WPI), % change p.a., year end 2.1 2.0 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 (as at 8.00 am Friday) 

RBA official cash rate, % Aug (M) 1.50      - AUD/USD exchange rate US$0.7887      ▼ 

Real GDP, % change p.a. Mar (Q) 1.7%    ▼ 
Oil price (WTI light crude, 
USD/BBL) 

US$48.6          ▼ 

Headline CPI, % change p.a. Jun (Q) 1.9%    ▼ Gold price (USD/OZ) US$1,286.30   ▲ 

Unemployment rate, % trend Jun (M) 5.6%    ▼ 
Copper price (USD/tonne, LME 
spot) 

US$6,352.30   ▲ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Jul (M)                                                                               56.0 ▲ 

Australian PSI®   Jul (M)                                                                               56.4 ▲ 

Australian PCI®   Jul (M)                                                                               60.5 ▲ 
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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