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13 October 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week’s Australian data showed that business conditions surged higher through the 

September quarter, but business confidence continues to indicate a lingering mood of caution. 

Better conditions and employment prospects are seeing a slow improvement in consumer 

confidence, with the first mildly ‘net optimistic’ result in October since November 2016.  

All data are pointing to construction as a key driver of local growth. The volume of work in the 

construction pipeline is now looking larger than previously expected. Housing finance approvals 

grew strongly again in August, particularly for new dwellings rather than existing ones. Reflecting 

these developments, the latest ANZ-Property Council quarterly survey reports a ‘significant jump’ 

in confidence about construction activity over the next 12 months, with “several sectors reporting 

the strongest outlook on record”. 

For Australia’s approaching summer season, the Bureau of Meteorology’s latest climate outlook 

indicates that most of Australia can expect average rainfall (with a 50% chance of above-average 

rainfall) but warmer than average temperatures from November to 2017 to January 2018. Above-

average temperatures are more likely to occur in Tasmania, Victoria and the tropical north zones. 

IMF optimistic about the global economy but downgrades Australia for 2017 

The global economy is looking stronger in 2017, as cyclical recoveries gain pace in Europe, China, 

Japan and the US. In its latest half-yearly outlook, the IMF upgraded its global growth forecasts 

to 3.6% p.a. in 2017 and 3.7% in 2018 (up by 0.1 percentage points from its forecasts of six 

months ago), compared to just 3.2% p.a. in 2016. 2016 had been the slowest year of global 

growth since the GFC. (table 1). 

In contrast to the upgrade given to most other advanced economies, the IMF reduced its growth 

expectations for Australia to just 2.2% p.a. in 2017, although it notes that this year is a temporary 

slow patch because “housing investment and mining exports in the first half of the year were 

undermined by bad weather.” (i.e. Cyclone Debbie and other smaller weather events). Growth 

will then recover to 2.9% p.a. in 2018. These growth expectations for Australia are below those 

of the Australian Treasury (at the time of the Federal Budget in May) and the RBA (in August) 

(see Tables on p. 8 below). The IMF expects Australian inflation (CPI) of 2.0% p.a. in 2017, rising 

modestly to 2.2% p.a. in 2018. Headline CPI is currently 1.9% p.a. so this implies a mild 

improvement in demand to generate stronger pricing pressures. 
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Table 1: IMF growth forecasts, selected economies, October 2017 

Real GDP, % change p.a. 2016 2017 2018 

World output 3.2 3.6 3.7 

Australia 2.5 2.2 2.9 

Advanced economies 1.7 2.2 2.0 

US 1.5 2.2 2.0 

Euro area 1.8 2.1 1.9 

UK 1.8 1.7 1.5 

Japan 1.0 1.5 0.7 

Emerging and developing economies 4.3 4.6 4.9 

China 6.7 6.8 6.5 

ASEAN 4.9 5.2 5.2 

India 7.1 6.7 7.4 

World trade volumes, % change p.a. 2.4 4.2 4.0 

Source: IMF World Economic Outlook, October 2017 

The IMF notes that growth remains patchy and uneven within many countries, with slow growth 

in real wages and incomes fuelling rises in inequality and political unrest in parts of Europe and 

the Americas. In some countries, “technological advances and trade have had uneven effects, 

lifting some up but leaving others behind in the face of structural transformation.” Muted inflation 

is also contributing to weak nominal growth in wages and incomes, even as asset prices rise. 

The IMF notes that weak productivity growth remains a structural problem across most countries, 

which makes real incomes growth all the more challenging. The IMF estimates that across 

advanced economies, per capita output growth is projected to average only 1.4% p.a. during 

2017–22, compared with 2.2% p.a. during 1996–2005. This is an average so some countries will 

achieve less than this. The precise causes of this structural stagnation are complex and varied. 

Many emerging and developing economies are achieving even slower rates of output growth per 

capita at present due to strong population growth and/or civil unrest, which reduces their ability 

to generate higher living standards and ‘catch up’ to the advanced economies. The IMF estimates 

that about a quarter of all countries saw negative per capita income growth in 2016, and despite 

the current upswing, nearly a fifth of countries are projected to do the same in 2017. This is 

contributing to an increase, rather than a decrease in income inequality between countries, with 

the Middle East, Africa and South America generally falling further behind the rest. 
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Business conditions strengthen in September but cautious mood lingers 

Business conditions appear to have strengthened through the September quarter, with both Ai 

Group’s composite index of business conditions* and the NAB monthly business survey index 

bouncing around their highest levels since the GFC (chart 1). NAB’s index of conditions rose to 

14.3 points in September, from 14.1 in August and 14.7 in July. Relatively high results were 

recorded for capacity utilisation, profitability and labour demand in the NAB survey in September. 

Conditions were strongest in the construction sector in the NAB survey in September, reflecting 

the large pipeline of work that is currently under way in the residential (mainly apartments) and 

engineering segments (mainly transport infrastructure) in the eastern states. Conditions improved 

from an already positive position in mining, manufacturing, finance and transport. Of concern, 

retail trade continued to experience firmly negative conditions in September, with negative results 

in both the NAB business survey and Ai Group’s Australian PSI®. ABS retail sales data also 

indicated a lack of growth in retail sales to August (as noted in our Economics Weekly 6 Sept). 

Business confidence improved in the NAB survey in September, but at 7.4 points it continues to 

drag along at a lower level than actual reported conditions. This suggests that despite recent 

improvements, businesses remain wary about the risks that might lie ahead (such as rising 

interest rates or a stronger Australian dollar). This lingering caution is tempering an otherwise 

positive environment for business investment, with NAB economists noting that businesses 

appear to be using any recent improvements in profits to pay down debt and strengthen their 

balance sheets rather than to commence new investment projects. 

Chart 1: Ai Group composite conditions* and NAB business conditions 

 

* weighted composite of Ai Group Australian PMI®, PSI® and PCI®. Sources: NAB and Ai Group. 
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Consumer sentiment lifts into ‘mild optimism’ for first time in a year 

The Westpac-MI Index of consumer sentiment rose by 3.6% m/m to 101.4 points in October, 

indicating that optimists outnumbered pessimists for the first time since November 2016 (results 

above 100 points indicate ‘net optimism’ in this survey). Westpac economists noted that 

consumers are probably reacting to improvements in the local and global economies and appear 

to be feeling less anxious about unemployment, local property markets and the possibility of 

interest rate rises. Interestingly, they noted that confidence recovered more strongly among 

“tradies, paraprofessionals and labourers”, which suggests buoyant conditions and activity in the 

housing construction industry are lifting the mood of those working in it or attached to it.  

Even after this month’s lift, considerable concerns linger about respondents’ own family finances, 

relative to one year ago and over the next 12 months. Consumer optimism about ‘time to buy a 

major household item’ or ‘time to buy a dwelling’ remain well below average, which helps to 

explain the poor conditions still evident in the retail trade sector, despite a better mood elsewhere. 

Construction outlook indicating a larger pipeline of work 

ABS housing finance data revealed a surprisingly big increase in the number and value of new 

finance commitments in August 2017. The total value of new finance commitments for dwellings 

grew by 1.9% m/m and 12.3% p.a. (excluding refinancing). Investors surged back into the market 

in August, with new commitments for housing by investors up 4.3% m/m and 6.5% p.a. Owner-

occupier finance commitments were flat in the month but remained 17.6% higher over the year 

(by value). Within the owner-occupier category, first home buyer commitments are up 40% p.a. 

The number of finance commitments grew strongly for owner-occupier’s purchases of new 

dwellings (+1.5% m/m) and are up strongly over the year. Finance for the purchase of new 

dwellings fell 2.4% m/m (following August’s record peak), but remain close to record highs. These 

categories are especially significant because finance commitments for new housing are closely 

correlated to approvals and actual construction of new housing, with finance typically being one 

of the first steps required in the long process of buying or building a new home (chart 2). This 

suggests a new peak in residential building approvals - and eventually construction - is still 

possible, even though dwelling approvals data to date has suggested the peak is already past. 

The strength of this forward pipeline of work – which is now looking larger and longer than it did 

previously – is reflected in the latest ANZ-Property Council quarterly survey of the construction 

outlook. This shows construction businesses’ expectations for activity over the next 12 months 

are “increasingly positive, with several sectors reporting the strongest outlook on record”. 

Confidence about the housing construction pipeline (work in planning over the next 12 months) 

has eased from its recent peaks, but remains relatively elevated. In contrast to previous quarters, 

improvement in outlook was evident across all states and territories, including previously 

depressed WA. In the non-residential construction sectors, expectations about the outlook over 

the next 12 months are strongest in aged care and tourism construction and weakest in retail 

(chart 3). This aligns closely with the performance of these respective industries during 2017. 
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Chart 2: Housing finance commitments and residential building approvals 

 

Sources: ABS and ANZ Research. 

Chart 3: Expectations in non-residential construction, by sector 

 

Source: ANZ Research and Property Council. 
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The ANZ-Property Council report also provides rare quarterly estimates of the number of foreign 

investments in each type of property market in Australia. These suggest support for local 

construction from foreign investment has fallen from recent peaks but remains significant. In NSW 

where foreign investment is highest, foreign investors purchased in the September quarter 2017: 

• 21.5% of residential sales (by number), down from 25.4% one year earlier; 

• 21.4% of office sales, up from 21.1% one year earlier;  

• 17.3% of retail sales, down from 17.8% one year earlier; 

• 15.3% of industrial sales, down from 16.2% one year earlier; and 

• 23.8% of tourism sales, down from 24.9% one year earlier. 

ANZ-Property Council estimates of foreign property purchases in the September quarter of 2017 

across other states and major segments are shown in chart 4 below. 

Also on this topic, Credit-Suisse estimated this week that one quarter of new homes in Sydney 

are being purchased by foreign (non-resident) buyers, based on stamp duty and surcharge data 

from NSW’s State Revenue Office. Credit-Suisse conclude that “We calculate foreigners are 

buying the equivalent of 26% of the value of new supply in NSW, 17% in Victoria and 8% in 

Queensland." Within this total, Chinese buyers (including buyers from China, Hong Kong, Taiwan 

and Macau) accounted for 87% of the value of foreign purchases in NSW in the first six months 

of 2017, with a similar proportion in other states. 

Chart 4: Foreign investor purchases, share of total sales, Sep Qtr 2017 

 

Source: ANZ Research and Property Council. 
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This week’s data and events, 9 October – 13 October 2017 

Day Date Data/event Data period  Result 

Tues 10 Oct NAB monthly business survey Sep (M) 
Sep: conditions: +14.3 points 
        confidence:  +7.4 points 

Wed 11 Oct Westpac-MI consumer confidence Oct (M) Oct: 101.4 points 

  ABS building activity volumes Jun (Q) 
Jun: work done  
-0.6% q/q, -3.0% p.a. 

  ABS construction activity volumes Jun (Q) 
Jun: work done 
+9.0% q/q, +6.4% p.a. 

Thurs 12 Oct ABS housing finance Aug (M) 
Aug: value of total dwelling 
commitments: +2.1% m/m 

Fri 13 Oct RBA Financial Stability Review Sep (Q) - 

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

 

 

Next week’s data and events, 16 October – 20 October 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 16 Oct ABS lending finance Aug (M) 
Jul: housing finance +0.9% m/m, 
commercial finance -6.3% m/m 

  ABS overseas arrivals & departures Aug (M) 
Jul: visitor arrivals: +7.1% p.a. 
resident returns: +6.5% p.a. 
(trend) 

Tues 17 Oct ABS sales of new motor vehicles Sep (M) Aug: number of sales +1.7% p.a. 

  RBA minutes of board meeting Oct (M) Oct cash rate: 1.50% 

Wed 18 Oct ABS life expectancy tables 2014-16 (A) - 

Thurs 19 Oct ABS labour force Sep (M) 
Aug: jobs growth: +2.7% p.a. 
unemployment rate: 5.6% 

  NAB business survey quarterly detail Sep (Q) - 

     

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 
actual 

2017-18  
f 

2018-19 
 f 

2019-20 
p  

2020-21 
p 

GDP, % change p.a., year end 3.1 1.8 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 1.8 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, % Oct (M) 1.50      - AUD/USD exchange rate US$0.7820      ▲ 

Real GDP, % change p.a. Jun (Q) 1.8%    ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$50.74        ▼ 

Headline CPI, % change p.a. Jun (Q) 1.9%    ▼ Gold price (USD/OZ) US$1,293.40   ▲ 

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

US$6,683.00   ▲ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Sep (M)                                                                             54.2 ▼ 

Australian PSI®   Sep (M)                                                                             52.1 ▼ 

Australian PCI®   Sep (M)                                                                             54.7 ▼ 
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 Thu); London Metals Exchange market prices (as of Fri). 
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