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28 April 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week, a range of data sources indicate that prices and wages inflation is finally picking up 

again in 2017, after bottoming out in 2016. 

Quarterly consumer price index (CPI) data from the ABS show headline consumer inflation for 

the March quarter rising to 2.1% p.a. and moving back within the RBA’s target band of 2 to 3%. 

While inflation appears to have bottomed out, core inflation is still relatively low (1.8% p.a.) which 

points to ongoing sluggishness in key elements of consumer inflation. 

On the input costs (producer) side, ABS producer price index (PPI) data also confirm a lift in price 

growth. However, the picture is mixed for Australian businesses, with price growth in preliminary 

demand (+2.1% p.a.) and intermediate demand (2.2% p.a.) (that is, producer inputs) outpacing 

price growth in final demand (+1.3% p.a.) (that is, producer outputs). This suggests that Australian 

businesses remain limited in their ability to fully pass on input cost increases (likely due to intense 

competition) and to improve their margins. This pressure may keep a lid on the pace of inflation. 

In other price data for Q1 2017, Australia’s export prices surged higher in the March quarter 

(+9.4%) and over the year (+29.1% p.a.), thanks to higher prices for steel and other globally 

traded commodities. This increase in commodity prices is benefitting Australia’s terms or trade, 

balance of trade and aggregate national income. Import prices increased modestly in the quarter, 

mainly driven by higher global oil prices. 

Wages growth tends to track inflation quite closely but with a time lag, reflecting the time it takes 

for employers and employees to adjust their expectations to reflect recent price movements. 

Average annual wages increased by 3.1% p.a. in the December quarter for employees 

commencing new Enterprise Bargaining Agreements (EBAs) in Q4 2016. As has been evident in 

other recent wages data (e.g. the ABS wage price index series), EBA wage rises were higher for 

public sector employees (3.3% p.a.) than for private sector employees (2.8% p.a.) in Q4. 

Consumer inflation heading higher 

The latest CPI data show headline consumer inflation rose to 2.1% p.a. in the March quarter of 

2017 (Q1), up from 1.5% in Q4 2016. Quarterly headline CPI grew by +0.5%, which was the same 

as in Q4 2016I. nflation remains modest but appears to be recovering after an extended period 

weak growth. Q1 is the first quarter of inflation above 2% - and within the RBA’s target band of 2 

to 3% p.a. (on average, over the economic cycle) - since September 2014. 
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Underlying inflation (the average of the trimmed mean and weighted median measures of 

inflation, and a less volatile measure than headline CPI) was lower than headline inflation in 

annual terms in Q1, at +1.8% p.a., up from +1.5% p.a. in Q4 2016. This suggests that key 

elements of inflation remain sluggish, even though it looks to have bottomed out.  

These latest inflation numbers will likely remove pressure on the RBA to lower the cash rate 

further in the short term. After lowering the cash rate to a record low of 1.50% in late 2016, the 

RBA has kept rates on hold and has reiterated that it expects inflation to drift back into the 2 to 

3% p.a. target range in 2017. This now appears to be happening.   

Looking across the categories of goods and services that are included in the CPI ‘basket’, 

housing-related prices were one of the main drivers of the increase in CPI in Q1 (+2.0% q/q and 

+3.8 %p.a.). This category included price increased for new dwelling purchases by owner 

occupiers (+1.0% q/q, +2.8% p.a.), electricity (+2.5% q/q, +7.5% p.a.) and gas and other 

household fuels (+3.8% q/q, +2.7% p.a.) (see chart 1). The recent rise in electricity and gas prices 

has been driven by surging wholesale gas and electricity costs. Transport prices (+1.5% q/q, 

+3.8% p.a.) also helped drive up prices in Q1, mainly due to automotive fuel prices (5.7%, +16.2% 

p.a.), with global oil prices rising over the last year and flowing through to pump prices for fuel. 

Dampening price growth in Q1 were declines in prices for recreation and culture services (-0.7% 

q/q, -0.2% p.a.) and household equipment and services (-1.0% q/q, -0.1% p.a.). Within these 

product categories, international holiday travel and accommodation prices declined in Q1 (-3.8% 

q/q, -4.2% p.a.) due to winter off-peak seasons in Europe and America, and furniture prices 

declined (-3.5% q/q, -1.5% p.a.) due to post-Christmas specials. 

Chart 1: Annual Increase in headline CPI, electricity and gas CPI 

 

Source: ABS 
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Prices for tradable goods and services (accounting for 35% of the CPI basket) fell by -0.2% q/q 

in Q1 (down from -0.1% q/q in Q4) but were modestly higher (+1.3%) in annual terms. Prices for 

tradable goods and services are largely determined globally and are affected by movements in 

the exchange rate and commodity prices (agricultural as well as resources). The decrease in 

tradable prices in Q1 was driven by lower fruit prices (-6.7% q/q, +12.2% p.a.) and lower 

international travel and accommodation prices (-3.8% q/q, -4.2% p.a.), which may reflect an 

increased supply of summer fruits in Australia due to stronger agricultural conditions and the 

relatively higher Australian dollar in Q1 compared to Q4 2016. 

Prices for non-tradeable goods and services (accounting for 65% of the CPI basket) increased in 

Q1 and continued to drive the increase in headline inflation. Prices for this group increased by 

+0.9% q/q in Q1 and by +2.6% over the year to Q1. This was a stronger price rise than in Q4 

(+0.8% q/q, +2.1% p.a.). Prices for non-tradeable goods and services are largely determined 

locally by labour, rent and other local costs. They include large categories of consumer services 

spending such as housing, healthcare and education. The increase in non-tradable prices in Q1 

was driven by new dwelling purchases by owner occupiers (+1.0% q/q, +2.8% p.a.), electricity 

(+2.5% q/q, +7.5% p.a.), medical and hospital services (+1.6% q/q, +5.4% p.a.), secondary 

education (+4.1% q/q, +4.1% p.a.) and tertiary education (+2.4% q/q, +2.6% p.a.). 

Chart 2: Price changes for major categories of goods and services, Q1 2017 

 

Source: ABS 

Across the capital cities, annual inflation in Q1 2017 remained slowest in Darwin (+0.5% p.a.) and 

was highest Melbourne (+2.5% p.a.), followed by Sydney (+2.4% p.a.) and Hobart and Canberra 

(both +2.3% p.a.). Melbourne, Sydney and the other eastern capitals continue to experience 

stronger price growth, reflecting their stronger economic and population growth compared to the 

now-weaker mining states of Western Australia, Northern Territory and Queensland. 
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Table 1: CPI key numbers, March quarter (Q1) 2017 

  
Quarterly change  

(% q/q) 
Annual change  

(% p.a.) 

  Mar-17 Dec-16 Mar-17 Dec-16 

Headline CPI 0.5  0.5  2.1  1.5  

Trimmed mean 0.5  0.5  1.9  1.6  
Weighted median 0.4  0.4  1.7  1.4  
Core CPI 
(average of trimmed & weighted) 

0.5  0.5  1.8  1.5  

Tradable -0.2  -0.1  1.3  0.1  
Non-tradable 0.9  0.8  2.6  2.1  
Goods 0.5  0.7  2.5  1.3  
Services 0.3  0.4  1.6  1.7  

Capital cities     
Sydney 0.4  0.5  2.4  1.8  
Melbourne 0.9  0.7  2.5  1.5  
Brisbane 0.3  0.5  1.8  1.6  
Adelaide 0.4  0.3  2.0  1.3  
Perth 0.0  0.4  1.0  0.4  
Hobart 0.8  0.8  2.3  1.3  
Darwin -0.1  -0.1  0.5  -0.4  
Canberra 0.6  0.6  2.3  1.8  

 
Producer prices picking up in Q1 2017 

The Producer price index (PPI) showed a modest pickup in Q1 2017, although like the CPI data, 

price growth remains modest. Final producer prices (that is, output prices) for all Australian 

producers increased by 0.5% in the March quarter and were 1.3% higher over the year.  

Intermediate prices (that is, output prices) rose (+0.8% q/q, +2.2% p.a.), as did preliminary prices 

(+0.9% q/q, +2.1% p.a.), with both outpacing the growth in final producer prices. Prices fell in the 

quarter for imported inputs (-0.1%q/q and -3.5% p.a.) and rose for domestic inputs (+0.5% q/q 

and +1.9% p.a.). 

This ‘gap’ between final price rises and input price rises suggests that input prices are picking up 

for Australian businesses but this is yet to flow through completely to final prices. It may be that 

intense competition (including from overseas firms) is continuing to limit the ability of Australian 

businesses to fully pass on increased costs to consumers.  

For manufacturers, higher energy input prices are making life difficult. For the March quarter, gas 

prices climbed 4.4% over the year and electricity prices surged by 11.7% over the year (chart 3). 

The pricing picture for gas is muddied by the inclusion of ‘industrial gas manufacturing’ in the PPI 

data series. Gas production has been significant in recent years and some large LNG export 

terminals have come online during this period. LNG prices, which are linked to oil prices, have 

plummeted at around the same time as this increase in LNG production and exports. Therefore, 

it is possible that the input costs (in the form of own use gas) for these large LNG exporters have 

decreased significantly. With the huge production volumes involved in the LNG trains, gas as an 

input for these producers has possibly ‘crowded out’ traditional manufacturers gas data. 
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In total, manufacturing input prices increased 3.9% over the year, while output prices grew at a 

more moderate pace over the year, at 3.5% p.a.. This pricing gap confirms the pricing trends that 

are evident in the Australian PMI® and points to ongoing pressure on manufacturers’ margins. 

Chart 3: Manufacturing input costs, energy input costs and selling prices 

  

Source: ABS 

Export prices surge in Q1 2017 

ABS trade prices data confirm that in Q1 2017, imports were modestly more expensive while 

Australian exporters were receiving significantly more for their exports. The import price index 

increased 1.2% q/q in Q1 but was 0.6% lower over the year, while the export price index surged 

by 9.4% q/q to be 29.1% higher over the year. This price jump for exports is very positive for 

Australia’s balance of trade, terms of trade and national income. 

The largest import price increases in Q1 was for mineral fuels and lubricants, as global oil prices 

generally increased through the year to March 2017. Prices for other crude materials (including 

rubber) increased significantly, as did animal and vegetable oils prices. Specific increases include: 

 Petroleum and petroleum products (+9.7% q/q, +40.4% p.a.); 

 Crude rubber (+21.4% q/q, +9.0% p.a.); and 

 Fixed vegetable fats and oils (+6.2% q/q, +12.7% p.a.). 

The largest export price increases in Q1 were for crude materials and mineral fuels and lubricants. 

Significant increases in export prices for manufactured goods were also apparent. Specific 

increases include: 

 Oil seeds and oleaginous fruits (+12.8% q/q, +12.9% p.a.); 
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 Metalliferous ores and metal scrap, including iron ore (+18.8% q/q, +51.3% p.a.); 

 Coal, coke and briquettes (+12.8% q/q, +85.5% p.a.); 

 Petroleum and petroleum products (+13.1% q/q, +48.5% p.a.); 

 Manufactured non-metallic mineral products (+16.1% q/q, +17.7% p.a.); 

 Manufactured iron and steel products (+18.7% q/q, +64.6% p.a.); and 

 Manufactured non-ferrous metals (+9.3% q/q, +22.1% p.a.). 

 

Chart 4: Annual increases in export and import prices indexes 

 

Source: ABS 

 

Enterprise Bargaining Agreement wage outcomes mixed 

Data published by the Department of Employment this week indicate that the number of 

Enterprise Bargaining Agreements (EBA’s) approved in the December quarter decreased to 

1,359, from 1,686 in the September quarter. Most of these agreements were for the private sector 

(95%). The average duration of new private EBA’s in Q4 2016 was 2.8 years and the average 

annualised wage increase (AAWI) per employee was 2.8%. In the public sector (5% of EBAs), 

the average duration of new EBA’s was 3.3 years, with an AAWI of 3.3%.  

As is also evident in the ABS wage price index (WPI) data, public sector EBA’s now have average 

wage increases higher than private sector EBA’s. Private sector EBA wage increases have been 

trending downwards amid a weak inflationary environment (see chart 5). 
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Chart 5: Average wage increases of EBA's approved in each quarter 

 

Source: Department of Employment 

Table 2: AAWI for all new EBA’s, Sep & Dec quarters 2016 

Average Annualised Wage Increase per Employee 
Agreements Approved in each quarter Quarter 

ANZSIC Division Sep-16 Dec-16 

Agriculture, Forestry and Fishing  2.4 3.0 

Mining  1.6 2.3 

Manufacturing  2.9 2.7 

Non-metal manufacturing  2.8 2.6 

Metal manufacturing  3.0 2.8 

Electricity, Gas, Water, Waste Services  3.0 3.0 

Construction  5.9 5.2 

Wholesale Trade  3.0 2.7 

Retail Trade  4.2 2.7 

Accommodation and Food Services  2.2 2.5 

Transport, Postal, Warehousing  3.1 3.0 

Information, Media, Telecomm’s  2.4 2.0 

Financial and Insurance Services  2.1 2.8 

Rental, Hiring, Real Estate  6.0 3.7 

Professional, Scientific, Technical Services  2.7 2.5 

Administrative and Support Services  3.4 2.3 

Public Administration and Safety  2.9 2.2 

Education  2.6 3.3 

Health and Community Services  2.9 3.5 

Arts and Recreation Services  2.7 2.7 

Other Services  3.0 2.7 

All sectors  3.3 3.1 
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Across industries, new EBA’s in the construction industry had the highest increase in wages for 

new agreements approved in the December quarter, at 5.2% p.a., followed by property services 

(+3.7% p.a.), health services (+3.5% p.a.), education (+3.3% p.a.), transport services and 

agriculture (both 3.0% p.a.). The smallest increases in wages for new EBA’s was in information 

media and telecommunications (+2.0% p.a.), public administration and safety (+2.2% p.a.), 

mining (2.3% p.a.) and administrative and support services (2.3% p.a.). New manufacturing 

EBA’s had average wage increases of 2.7% p.a., down from 2.9% p.a. in the previous quarter. 
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This week’s data and events, 17 - 21 April 2017 

Day Date Data/event Data period  Previous release 

Tue 25 Apr National Public holiday: ANZAC Day   - - 

Wed 26 Apr ABS consumer price index Mar (Q) +0.5% q/q, +2.1% p.a. 

  Dep. of Employment skilled vacancies Mar (M) IVI  -0.6% m/m, +0.9% p.a. (tr) 

  RBA Governor Lowe speech Apr (M) - 

Thu 27 Apr ABS international trade price indexes Mar (Q) 
imp.+1.2% q/q, -0.6% p.a.  
exp. +9.4% q/q, +29.1% p.a. 

  ABS government finance statistics 2015-16 (A) Net GFS -$62.5bn 

  ABS taxation revenue 2015-16 (A) Total $464.7bn 

Fri 28 Apr RBA private sector credit Mar (M) +0.3% m/m, +6.4% p.a. 

  ABS producer price indexes Mar (Q) 
final demand +0.5% q/q,                            
+1.3% 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, 1 - 5 May 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 1 May Ai Group Australian PMI®   Apr (M) Mar: 57.5 points  

Tue 2 May ABS characteristics of employment Aug 2016 (A) - 

Wed 3 May Ai Group Australian PSI®   Apr (M) Mar: 51.7 points  

  ABS selected living cost indexes Mar (Q) 
Dec: employee index: 
+0.3%q/q, +1.0%p.a. 

Thu 4 May ABS international trade statistics Mar (M) 
Feb: imports $28.8bn,  
exports $32.4bn 

Fri 5 May Ai Group Australian PCI®   Apr (M) Mar: 51.2 points  

  RBA statement on monetary policy May (Q) - 

  HIA new home sales Mar (M) Feb: +0.2% m/m 

  ABS Australian environmental accounts 2015-16 (A) 2014-15: natural capital $5.8tn 

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, % Apr (M) 1.50      - AUD/USD exchange rate US$0.7467      ▼ 

Real GDP, % change p.a. Dec (Q) 2.4%    ▲ Oil price (WTI light crude, USD/BBL) US$49.16        ▼ 

Headline CPI, % change p.a. Mar (Q) 2.1%    ▲ Gold price (USD/OZ) US$1,263.11   ▼ 

Unemployment rate, % trend Mar (M) 5.9%    ▲ Copper price (USD/tonne, LME spot) US$5,677.00   ▲ 

 

Australian Industry Group monthly performance of industry indexes 

Australian PMI®   Mar (M)                                                                              57.5 ▼ 

Australian PSI®   Mar (M)                                                                              51.7 ▲ 

Australian PCI®   Mar (M)                                                                              51.2 ▼ 
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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