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3 February 2017 

This is the first Ai Group Economics Weekly for 2017. We will publish an update every Friday. 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

The Australian economy remains fragile and fragmented in early 2017. Ai Group’s 2017 CEO 

survey indicates that Australian CEOs’ outlook for 2017 is cautiously optimistic. Australian 

business is far from exuberant, with expectations tempered by the failure of business conditions 

in 2016 to live up to the expectations of a year earlier (and a similarly disappointing experience in 

2015). In many respects the mantra of ‘slower for longer’ has become the accepted outlook, both 

globally and locally, and is now built into the expectations of much of the local business community. 

On the positive side, many of the foundations needed for stronger growth are in place. These 

include low interest rates; low wage and inflationary pressures; relatively low unemployment 

(albeit with weak jobs growth); an Australian dollar trading in a more comfortable range than a 

few years ago; stronger commodity prices and, importantly, a recovery in real national incomes. 

Global business outlook in 2017 

In its latest assessment of the global economy1, the International Monetary Fund (IMF) says that 

global output and trade are still ‘moving sideways’ rather than improving. The IMF estimates that 

global growth slowed to 3.1% p.a. in 2016, which was well below the 3.4% expected at the 

beginning of 2016 and the slowest year for global growth since 2009 (see Table 1). Global growth 

will recover to 3.4% in 2017 (previously expected to be 3.6% one year earlier) and 3.6% in 2018. 

This latest in a long series of growth downgrades reflects a more subdued outlook for advanced 

economies following the UK vote to leave the EU (Brexit) and a weaker economic recovery in the 

US in 2016 than had been expected. The IMF expects growth of just 1.5% p.a. in the UK in 2017 

and 1.6% in the EU, with weak conditions exacerbated by the Brexit vote. For the US, the IMF 

downgraded its forecasts and noted greater economic risk due to 2016’s election result. The IMF 

notes that subdued conditions ‘may fuel further political discontent’ and ‘protectionist sentiment’. 

More positively for Australia, the IMF remains optimistic about China, following new domestic 

policy supports and firmer commodity prices. Other Asian economies and India are also showing 

more robust growth, while Japan (Australia’s second largest trade partner) is expected to grow 

by 0.8% in 2017 and 0.5% in 2018, instead of shrinking further. 

                                                 
1 IMF January 2017, World Economic Outlook, www.imf.org/external/pubs/ft/weo/2016/02/  

http://www.imf.org/external/pubs/ft/weo/2016/02/
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Table 1: IMF estimates and projections for global growth 
  IMF in Jan 2016 IMF in Jan 2017 

Change in real GDP, % change p.a. 2015 2016 2017 2015 2016 2017 2018 

World 3.1 3.4 3.6 3.2 3.1 3.4 3.6 

Advanced economies 1.9 2.1 2.1 2.1 1.6 1.9 2.0 

US 2.5 2.6 2.6 2.6 1.6 2.3 2.5 

Euro area 1.5 1.7 1.7 2.0 1.7 1.6 1.6 

UK 2.2 2.2 2.2 2.2 2.0 1.5 1.4 

Japan 0.6 1.0 -0.1 1.2 0.9 0.8 0.5 

Emerging / developing economies 4.0 4.3 4.7 4.1 4.1 4.5 4.8 

China 6.9 6.3 6.0 6.9 6.7 6.5 6.0 

India 7.3 7.5 7.5 7.6 6.6 7.2 7.7 

ASEAN-5 4.7 4.8 5.1 4.8 4.8 4.9 5.2 

Global trade volumes, % change p.a. 2.6 2.7 3.9 2.7 1.9 3.8 4.1 

Sources: IMF, World Economic Outlook, January 2016 and January 2017. 
 

Australian business outlook in 2017 

Ai Group’s 2017 CEO Business Outlook Survey shows Australian CEOs are cautiously optimistic 

about conditions in 2017. With 2016 proving to be a tough year for many businesses and the 

optimistic expectations for the year largely unrealised, the optimism around future growth and 

conditions has moderated (Chart 1). On many key indicators Australian CEOs are less optimistic 

than they were in 2016, but are still more likely to expect more expansionary conditions than in 

previous years (Chart 2). 

Chart 1: Expected 2017 conditions  Chart 2: Expectations 2013-2017 

 

Source: Ai Group 

Central to near term growth, the Australian dollar is a key swing factor. Many CEOs remain quietly 

hopeful that the dollar will remain around its long-term average of 75 US cents, despite rising 

gently through 2016 as commodity prices picked up. Other significant risks include energy 

markets (pricing and availability) and business investment. A surge in residential construction 

provided a key support for many businesses in 2016, but this cycle is already turning down. 
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Key findings from the 2017 CEO Business Prospects report include: 

 One third (33%) of CEOs expect to see an improvement in business conditions in 2017, while 

44% expect business conditions to remain stable. 23% of CEOs expect their business 

conditions to deteriorate in 2017. 

 Around half (51%) of CEOs expect their own sales revenue to improve, around one third (34%) 

expect their own sales revenue to be stable, and 15% expect it to fall in 2017. 

 42% of CEOs expect their profitability to improve in 2017, while around third (34%) expect 

their profitability to be stable. 24% of CEOs expect a deterioration in profitability in 2017, a 

slightly higher than the proportion of CEOs who were expecting a deterioration one year earlier. 

 Expectations regarding business investment and employment are in line with this mood, with 

modest rises or no change in investment and staffing levels planned by the majority of CEOs 

for 2017.  

 Input prices are expected to rise for 38% of businesses in 2017, with 51% expecting their 

energy costs to rise. Around 36% will attempt seek to recover these higher costs through 

higher selling prices, while 10.6% of CEOs are planning to cut prices to their customers. 

For more detail, see the full 2017 CEO Business Prospects report here: 

http://cdn.aigroup.com.au/Reports/2017/Business_prospects_Jan2017.pdf 

Confirming the views of Australian CEOs, Deloitte Access Economics (DAE) latest quarterly 

Business Outlook hopes Australian economic growth will strengthen by the end of 2017-18, but 

then ease off again toward 2020-21, reflecting Australia’s trading relationships (with China and 

Japan our largest trade partners). In the longer term, DAE sees the risks to Australia’s outlook as 

very much geared towards China, despite the possibility of global disruption (to trade flows, for 

example) from the recent US election in the short to medium term. 

The boost in 2016 that came from low interest rates and the lower Australian dollar is expected 

to wane in 2017, as the residential construction cycle passes its peak and retail conditions 

continue to cool. State infrastructure projects, together with other government spending will help 

lift activity. Longer term growth impetus should come from growth in household consumption. On 

the down side, business investment is expected to remain tepid, as businesses are expected hold 

on to (or distribute) their earnings instead of investing in capital projects. 

Exports should provide a stronger boost to growth through 2017, as Australia’s LNG exports grow. 

This boost in exports should narrow (or even eliminate) Australia’s current account deficit. Indeed, 

this may already be happening; the latest monthly trade data revealed Australia had its largest 

ever trade surplus in December ($3.5 billion), but with coal and metal ore rather than LNG driving 

the surge in exports (up in both volumes and dollar earnings, due to high commodity prices). 

DAE expects the unemployment rate to remain around current levels for some time. With no 

significant acceleration in inflation on the horizon and sluggish wage and jobs growth, DAE sees 

http://cdn.aigroup.com.au/Reports/2017/Business_prospects_Jan2017.pdf
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no near term incentive for the RBA to lift interest rates (although other private sector forecasters 

are expecting cuts to rates in 2017). DAE predicts the cash rate will rise again in 2018-19. This 

would add downward pressure to the Australian dollar at that time. DAE believes the dollar is 

currently overvalued, relative to commodity prices, the cash rate and current conditions. 

Across the states, DAE expects growth rates to become more uniform from 2018 onwards, as the 

housing stimulus in the eastern states wears off and the negative effects of declining mining 

investment eases off in the mining states. 

Inflation pressures remain weak in Q4 2016 

Headline consumer inflation inched up to 1.5% p.a. in the December quarter of 2016 (Q4) from 

1.3% in Q3, moving closer to the RBA’s target band of 2 to 3%. In quarterly growth terms, headline 

CPI grew by +0.5% which was slower than in Q3 (+0.7%). The main contributors to inflation in 

Q4 were alcohol and tobacco (+2.8% q/q, +5.9% p.a.), transport (+1.7% q/q, -0.3% p.a.) and food 

(+0.6% q/q, +1.8% p.a.), which together lifted consumer prices by +0.6% in the quarter. 

Underlying inflation (the average of the trimmed mean and weighted median measures of inflation, 

and a less volatile measure than headline CPI) moved slightly higher in annual terms in Q4, at 

+1.6% p.a. from +1.5% p.a. in Q3. Core inflation remains around the lowest levels recorded since 

this series commenced in 2003. This suggests that inflation remains structurally weak, despite 

modest increases in both the headline and core inflation measures in Q4 (see Chart 3). 

Chart 3: Prices and wages trends 

 

Source: ABS 
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These sluggish inflation numbers mean that even relatively modest nominal wage rises are still 

delivering a wage increase in real terms, since wage inflation remains stronger than price inflation 

(see Chart 3). Ongoing weakness will allow the RBA to reassess the appropriateness of its current 

monetary policy. The RBA lowered the cash rate by 25 basis points in August 2016 to an historic 

low of 1.50%. The RBA decided to leave the cash rate on hold at 1.50% throughout the remainder 

of 2016 and expects inflation to drift back up into the 2 to 3% p.a. target range during 2017. 

Across the capital cities, annual inflation in Q4 2016 was slowest in Darwin (which experienced 

deflation, at -0.4% p.a.) and was equal highest in Sydney and Canberra (both +1.8% p.a.), 

followed by Brisbane (+1.6% p.a.), Melbourne (+1.5% p.a.), Hobart and Adelaide (both +1.3% 

p.a.). The eastern capitals are experiencing stronger price growth, as the drivers of economic 

activity have shifted back to the south-eastern seaboard and away from the mining-oriented states 

of Western Australia, Northern Territory and Queensland. 

For more detail, see Ai Group’s CPI Fact Sheet for the December quarter here: 

https://www.aigroup.com.au/policy-and-research/economics/economicsfactsheets/ 

 

Producer prices weak but margin pressures remain evident in Q4 2016 

The ABS’s producer price index (PPI) for Q4 2016 remained consistent with the Q4 CPI, but there 

are hints that wholesale pricing growth may be recovering. Prices for final goods were up by 0.5% 

q/q on average (compared to 0.3% in Q3) and 0.7% p.a. (compared to 0.5% p.a. in Q3). Driving 

the price increases for ‘final demand’ goods and services in Q4 were building construction (+0.7% 

q/q), petroleum manufacturing and refining (+12.5% q/q) and accommodation (+5.3% q/q). 

Price rises for preliminary demand (+0.6% q/q, +0.9% p.a.) and intermediate demand (+0.6% q/q, 

+1.0% p.a.) were similar to final goods pricing over the quarter, but were stronger over the year. 

This confirms that margin pressures remained a live issue for Australian businesses in the final 

quarter of 2016. Manufacturing margins are of most concern, with prices for manufacturing inputs 

saw a significant 2.2% p.a. increase in Q4, well outpacing the increase in manufacturing output 

prices (+1.1% p.a.). This has been a recurring theme in Ai Group’s monthly business surveys, the 

Australian PMI®, Australian PSI® and Australian PCI® throughout 2016, as well as in the annual 

CEO Business Prospects surveys (see above). 

Key sources of input price pressure in recent years for manufacturers have included the lower 

Australian dollar (driving imported input costs up) and rising energy prices. The ABS PPI indicates 

that electricity input prices for manufacturers increased by 3.9% p.a. in Q4 and gas prices 

increased by 1.1% p.a. Although gas price increases look relatively modest, the pricing picture 

presented by the PPI is somewhat muddied by the inclusion of ‘industrial gas manufacturing’, 

which is dominated by large LNG producers who use a significant amount of gas as a production 

input (mainly liquefaction) and tend to pay a lower wholesale or imputed price than other gas 

consumers. Gas input costs (in the form of own use gas) for the larger LNG exporters have been 

dampened by subdued international (export) gas and petroleum prices, since the prices are linked. 

https://www.aigroup.com.au/policy-and-research/economics/economicsfactsheets/
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Business conditions looking better in Jan 2017 

Ai Group’s Australian Performance of Manufacturing Index (Australian PMI®) expanded for a 

fourth consecutive month in January, with a reading of 51.2 points (readings above 50 indicate 

expansion in activity, with the distance from 50 indicating the strength of the increase). Coming 

off a strong finish to 2016, January’s result for the Australian PMI® was more modest (4.2 points 

lower). Although patchier demand was evident, exports continued to expand and a build-up of 

inventories was evident. Production was largely steady however the near-term outlook for the 

sector as a whole was boosted by another lift in new orders. 

In trend terms sub-sectors of machinery & equipment and non-metallic mineral products 

quickened their pace of expansion, while food & beverages and petroleum & chemical products 

also continued to grow (if at a slower pace). Wood & paper products and metal products improved 

to more stable conditions while textiles & clothing moved closer to stable conditions but printing 

& recorded media sank further into contraction. A major emerging concern – particularly among 

the more energy-intensive manufacturers – is the deteriorating energy price outlook which 

threatens to stifle the tentative recovery underway in the sector. 

Similarly, the Ai Group’s Performance of Services Index (Australian PSI®) continued to expand 

in January but at a slower pace than in December, with the index dropping 3.2 points to 54.5 

points. This marks a third month of growth following three months of stability or contraction. A 

number of regional businesses noted that good agricultural conditions (crops and prices) are 

having a positive impact on some services sectors. Other positive factors include better customer 

confidence, improving demand and the relatively low Australian dollar. Problems identified by 

services businesses included energy costs, lack of disposable income, auto industry closures and 

lower demand from mining businesses. 

Across the sub-sectors (in trend terms), personal & recreational services continued to grow 

strongly, while finance & insurance also strengthened. Retail trade and wholesale trade both 

improved while property & business services grew at a slightly faster pace, as did transport & 

storage (the first time the sub-sector has grown since September 2011). The health & community 

services sub-sector was stable in January, communication services contracted for a fourth month, 

while the hospitality sub-sector shrank for a thirteenth month. 

For more detail, see Ai Group’s Australian PMI® and Australian PSI® for January here: 

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

Following the same trends as the Australian PMI® and the Australian PSI® (both of which 

finished 2016 strongly), the latest National Australia Bank (NAB) Monthly Business Survey 

indicated significantly better business conditions in December 2016, with the conditions index 

jumping by 5 points to +11 (results over zero indicate ‘net positive’ conditions in this survey). This 

was significantly higher than the long-run average for this index of +5 points (see Chart 4). 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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Chart 4: Composite PMI, PSI & PCI index and NAB business conditions 

 

Source: Ai Group, NAB 

According to NAB, the bounce in conditions is positive but is not necessarily indicative of a more 

durable or broad based improvement in conditions just yet. The improvement in December was 

due to a surge in trading conditions (from 10 to 20 points) and profitability (from 6 to 14 points). 

Conditions remain positive for the construction, finance/business/property and recreation & 

personal sectors. Conditions bounced higher for wholesalers, in a similar manner to the trend that 

is evident in the Ai Group Australian PSI®. Conditions in manufacturing and transport/utilities 

remained stable. Mining conditions continued to be negative and, perhaps in a concerning sign, 

retail business conditions headed into more negative territory. 

The NAB business confidence index was unchanged at +6 points for December, which is 

around the long-term average for this series. Business confidence was remarkably stable 

throughout 2016 (and especially considering the events in the latter half of 2016). It is not moving 

up to stronger levels that would encourage more investment from non-mining businesses, 

according to NAB. In three month moving average terms, confidence across most sectors was 

mildly positive in December. 
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This week’s data and events, 30 January – 3 February 2017 

Day Date Data/event Data period  Previous release 

Tue 31 Jan NAB monthly business survey Dec (M) 
conditions: +11 
confidence: +6 

  RBA private sector credit   Dec (M) 
personal:-0.1%m/m;-1.3% p.a. 
business:+0.6%m/m;+5.6%p.a. 

Wed 1 Feb Australian PMI® Jan (M) 51.2 points 

Thu  2 Feb ABS international trade  Dec (M) 
exports: $32.6bn 
imports: $29.1bn 

  ABS building approvals  Dec (M) -1.2% m/m; -11.4% p.a. 

Fri 3 Feb Australian PSI® Jan (M) 54.5 points 

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

 
Next week’s data and events, 6 February – 10 February 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 6 Feb ABS retail trade   Dec (M) Nov: +0.2% m/m 

Tue  7 Feb Australian PCI® Jan (M) Dec: 47.7 points 

  RBA cash rate decision Feb (M) current: 1.50% p.a. 

Thu 9 Feb HIA new home sales Dec (M) Nov: +6.1% m/m 

  RBA Governor Philip Lowe speech Feb (M) - 

Fri 10 Feb ABS housing finance Dec (M) +2.2% p.a. 

  RBA Statement on Monetary Policy Feb (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 (Nov 2016) 
2015-16 
actual 

2016-17 
f 

2017-18 
f 

2018-19 
p 

2019-20 
p 

GDP, % change p.a., year end 3.3 2.5-3.5 2.5-3.5 -  

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

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, % Nov (M) 1.50      - AUD/USD exchange rate US$0.7659      ▲ 

Real GDP, % change p.a. Sep (Q) 1.8%    ▼ Oil price (WTI light crude, USD/BBL) US$53.64        ▲ 

Headline CPI, % change p.a. Dec (Q) 1.5%    ▲ Gold price (USD/OZ) US$1,215.45   ▲ 

Unemployment rate, % trend Dec (M) 5.7%    - Copper price (USD/tonne, LME spot) US$5,930.00   ▲ 

 

Australian Industry Group monthly performance of industry indexes 

Australian PMI®   Jan (M) 

Australian PSI®   Jan (M) 

Australian PCI®   Dec (M) 

51.2 ▼ 

54.5 ▼ 

47.7 ▲ 

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 Fri); London Metals Exchange market prices (as of Fri). 
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