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12 May 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the Government released its Federal Budget for 2017-18, proposing a range of new 

policy measures (many of which are subject to Parliamentary approval) and an updated economic 

outlook. The economic outlook is largely unchanged from December’s Mid-Year Economic and 

Financial Outlook (MYEFO) or last year’s Budget. GDP growth in 2016-17 was revised down due 

to adverse weather in Q3 2016 and again in Q1 2017 (Cyclone Debbie). The Government expects 

its operating balance to return to surplus by 2020. Further information and analysis of this year’s 

Federal Budget is available from Ai Group online here: Ai Group Federal Budget 2017-18. 

Elsewhere, the NAB Monthly Business Survey indicated relatively healthy conditions and 

confidence for Australian businesses in April, despite the disruptions of Cyclone Debbie. Stronger 

conditions were evident across most but not all sectors. Ongoing struggles for retailers were 

evident in the NAB survey as well as in latest ABS retail sales data, with pricing and sales volumes 

both growing weakly in Q1. Factors affecting retail sales in 2017 include: reluctant consumer 

spending; a preference for consumer services over consumer goods; more competition from 

online and overseas sellers; and a moderation in the housing cycle from recent peaks. ABS 

building approvals data showed a broad-based decline in March, albeit from historically high 

levels. A significant amount of construction activity is still in the pipeline for 2017. 

Business conditions and confidence strengthen further in April 

The latest NAB Monthly Business Survey gained 2 points to reach +14 points in April (results 

over zero indicate ‘net positive’ conditions in this survey), remaining significantly above the long-

run average of +5 points. The March result was revised down from +14 points to +12 points. This 

aligns with the strong results in Ai Group’s Australian PMI® and positive results for in Australian 

PSI® and Australian PCI® in April (published last week). NAB noted that improving conditions are 

becoming more broad based in its survey and that conditions in Queensland did not deteriorate 

as much as expected due to Cyclone Debbie. Taken together, these surveys indicate improving 

economic activity so far in 2017 for most (but not all) sectors and locations (see chart 1). 

The details of NAB’s business conditions shows that trading conditions eased from very high 

levels in March (down from +21 to +17 points), while profitability remained higher than average 

(+14 points). The employment index improved (from +6 to +8 points), while capacity utilisation 

eased to 81.3%. The capital expenditure index fell in April from recent highs.  

 

https://www.aigroup.com.au/policy-and-research/budget-2017-18/federal-budget-outcomes-for-business/#a
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Across the sectors included in the NAB survey (in three month moving average terms), conditions 

for mining, construction, transport/utilities and wholesale trade were firmly positive (above +10), 

and even higher conditions for finance/business/property and recreation & personal services were 

evident. Conditions for mining eased but remained positive, while conditions for the struggling 

retail sector improved to more neutral conditions after several months of negative conditions.  

Chart 1: Composite PMI, PSI & PCI index and NAB business conditions 

 
Sources: Ai Group and NAB. 

The NAB business confidence measure jumped in April, increasing by 7 points to +13 points. 

This April result is more than double the long-term average (+6 points) and the highest since early 

2010. NAB notes that firms could be putting aside peripheral concerns and focussing more on 

the positive factors that are relevant to their own business and which have been broadly improving. 

Higher levels of confidence were broad-based in April (in three-month moving average terms), 

with construction and mining industry confidence particularly high. 

Retailers’ woes continue in 2017 

On all measures, Australia’s retail sector continues to stand out as an area of particular weakness. 

ABS retail sales data released this week showed a decline of 0.1%m/m in nominal sales in March, 

with an increase of 2.1% over the year to March. Across the states, nominal sales were 

particularly weak in Queensland (-1.3% m/m) and NSW (+0.1% m/m) but stronger in Victoria. 

This underscores the weak performance evident in the retail sector in other measures, such as 

the NAB Monthly Business Survey and Ai Group’s Australian PSI®. 

In quarterly volume terms, retail sales increased by only 0.1% q/q in the march quarter and only 

0.8% over the year, indicating that real sales volumes remain weak (see chart 2). Food retailers’ 

(mainly supermarkets) sales volumes grew by just 0.6% q/q and 0.2% p.a., despite population 
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growth of at least 1.5% p.a. over this period. Take-away food outlets, cafes and restaurants were 

stronger, with 4.0% growth in sales volumes over the year to Q1. Non-food retail sales fell or grew 

very weakly in Q1, including in clothing, footwear and accessories retailing (-1.0% q/q, +0.3% 

p.a.), department stores (+0.0% q/q, -2.5% p.a.) and cafes and other food services (+0.1% q/q, 

+2.4% p.a.). Sales of hardware, building and garden supplies also fell over the year to March. 

Retail prices rose by just 0.1% q/q and 1.5% y/y in Q1 (see chart 2), highlighting the price 

pressures affecting the retail sector. Household goods and department store prices fell in Q1  

(-1.3% p.a. and -0.7% p.a.), while clothing and soft goods prices were up just 0.5% p.a. Prices 

for food retailers (mainly the supermarkets) rose by 0.1% q/q and 3.1% p.a.  

This suggests that households remain cautious with their non-food discretionary budgets and that 

retailers are facing enormous competitive pressures. The contrast with better conditions in other 

areas of consumer spending (such as arts and recreation services or health services) suggests 

consumers are continuing to favour services over goods in their spending. The moderation in the 

housing cycle from recent peaks might also be affecting some parts of retailing. 

Chart 2: retail sales growth, volumes and prices, to Q1 2017 

 

Sources: ABS and ANZ Research. 
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Broad-based decline in building approvals in March 

The latest ABS monthly building approvals data show that the total number of approvals 

(residential and non-residential) fell by 13.4% m/m in March, to be 19.9% lower than a year earlier. 

This is from a recent record high however, so even after this decline, approvals remain elevated 

and above their long-run average. This points to further construction activity ahead.  

Much of the decline in March was in the number of approvals for residential approvals other than 

detached houses, including apartments, flats and units. This category fell by 22.5% m/m to be 

28.4% lower over the year. This fall follows four consecutive months of growth in non-house 

residential approvals. House approvals are also falling, but not as fast, with a 4.3% decline during 

the month to be 12.1% down over the year to March.  

The number of building approvals fell in NSW (-25.8% m/m) and Queensland (-21.3% m/m), 

although this followed large increases in both states in February. There were smaller declines in 

Western Australia (-1.9% m/m) and Victoria (-1.0% m/m). Building approvals rose in Tasmania 

(+13.1% m/m), and were broadly unchanged in South Australia (+0.3% m/m). 

In value terms, building approvals fell by 15.5% (seasonally adjusted) in March to be 3.9% lower 

than a year earlier (see chart 3). The value of residential approvals fell by 20.8% m/m and 15.3% 

p.a., including a fall of -23.3% m/m and -18.0% p.a. in the value of new home construction. In 

contrast, the value of home renovation activity (a smaller but valuable segment) increased by 

2.3% m/m and 10.2% p.a.  

Chart 3: Value of building approvals per month, to March 2017 

 

Source: ABS 
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The value of non-residential building approvals fell by 4.5% m/m (seasonally adjusted) in March, 
but remain well above recent lows, with annual growth at 25.1% p.a. Approvals have received a 
boost from accommodation and hotel developments. Both have pushed significantly higher in 
response to population growth and the lower Australian dollar which is encouraging international 
visitor arrivals and increasing the attractiveness of domestic travel (see short-term arrivals below). 
Beyond these areas, the pipeline is mixed. Rising approvals for offices, retail premises and 
industrial buildings will help to support commercial construction activity over the coming year.  

Short-term arrivals reach another record in March 

There were a record number of short-term visitor arrivals over the year to March 2017, with 8.4 
million short-term arrivals over that twelve-month period. Monthly short-term arrivals were down 
0.7% in March but were up 5.7% from a year earlier. 52% of these short-term arrivals were for 
holiday purposes, 11% for businesses, conventions or conferences and 6% were for education 
purposes. This highlights the growth of services exports of tourism and education for Australia. 
The lower Australian dollar has been boosting Australia’s services exports for the past 18 months, 
as well as growing middle class markets in Asia in the longer term (particularly China).  

Although Australians continue to head overseas (mainly for holidays) in large numbers, this trend 
appears to be reversing, with the number of Australian resident departures tapering off recently. 
This still leaves a tourism ‘deficit’ with more short-term departures than arrivals, which subtracts 
from local discretionary and tourism-related spending  

Chart 4: Short-term visitor arrivals and resident departures, to March 2017 

 
Source: ABS 
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This week’s data and events, 8 – 12 May 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 8 May ABS Building approvals Mar (M) -13.4 % m/m, -19.9% p.a. 

  ANZ job ads Apr (M) +1.4% m/m, +10.1% p.a. 

  NAB business survey Apr (M) 
conditions: 14 points 
confidence: 13 points 

Tue 9 May Australian Federal Government Budget 2017-18 (A) - 

  ABS retail trade sales, nominal value Mar (M) -0.1% m/m 

  ABS retail trade sales, quarterly volumes Mar (Q) +0.1% q/q 

Fri 12 May ABS overseas arrivals and departures Mar (M) 
ST arriv. -0.7% m/m, +5.7% p.a. 
ST dep -3.2% m/m, -4.0% 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, 15 – 19 May 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 8 May ABS housing finance Mar (M) Feb: -2.7% m/m 

Tue 16 May RBA board meeting minutes May (M) - 

  ABS sales of new motor vehicles Apr (M) Mar: +1.9% m/m, -3.0% p.a.  

Wed 17 May ABS wage price index Mar (Q) Dec: +0.5% q/q, +1.9% p.a. 

  ABS lending finance Mar (M) 
Feb: personal -3.8% m/m 
        commercial +1.8% m/m 

  Westpac-MI consumer sentiment May (M) Apr: 99.0  

Thu 18 May ABS labour force statistics Apr (M) 
Mar: unemployment 5.9% (tr) 
     employment +1.0% 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 (May 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 1.5-2.5 2.75-3.75 2.75-3.75   

Unemployment rate, %, year end 5.8 5.75 5-6 5-6   

Inflation (CPI), % change p.a., year end 1.0 2.0 1.5-2.5 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 of Friday) 

RBA official cash rate, % May (M) 1.50      - AUD/USD exchange rate US$0.7374      ▼ 

Real GDP, % change p.a. Dec (Q) 2.4%    ▲ Oil price (WTI light crude, USD/BBL) US$47.80        ▲ 

Headline CPI, % change p.a. Mar (Q) 2.1%    ▲ Gold price (USD/OZ) US$1,225.20   ▼ 

Unemployment rate, % trend Mar (M) 5.9%    ▲ Copper price (USD/tonne, LME spot) US$5,511.50   ▼ 

 

Australian Industry Group monthly performance of industry indexes 

Australian PMI®   April (M)                                                                               59.2 ▲ 

Australian PSI®   April (M)                                                                               53.0 ▲ 

Australian PCI®   April (M)                                                                               51.9 ▲ 
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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