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4 August 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the RBA left the cash rate unchanged at 1.50% in its August board meeting, as widely 

expected. The cash rate has been at 1.50% since August 2016. The RBA pointed to improving 

global conditions and stronger growth in China (Australia’s largest trading partner). Within 

Australia, elevated construction activity is currently supporting growth and the labour market is 

looking stronger. The RBA is concerned that household consumption is being held back by slow 

real incomes growth and high levels of household debt. The RBA is also concerned that the 

recently appreciating Australian dollar could keep dampen inflation, economic growth and 

employment if it remains elevated. This week, the Australian dollar has been trading at around a 

two-year high of 80 US cents.  

In its latest forecasts (published in the RBA’s quarterly Statement on Monetary Policy), the RBA 

left its outlook for the economy and for inflation largely unchanged from its last publication (see 

charts 1 and 2). The RBA revised down its forecast for Australian GDP growth for 2017-18 by 

0.25% from 2.75-3.75% p.a. to 2.5-3.5% p.a.. However, its forecast for GDP growth in 2018-19 

was revised up by 0.25% from 2.75-3.75% p.a. to 3.0-4.0% p.a. This suggests Australian GDP is 

taking longer to pick up, but will grow more strongly in later years.  

Despite weak inflation in the June quarter (1.9% p.a.) and a higher Australian dollar in July (which 

generally causes inflation to weaken because prices for imported goods and services fall), the 

RBA revised up its forecasts for inflation (CPI) in 2017-18 by 0.25% to 1.75-2.75% p.a.. This 

underscores the RBA’s hope that inflation will soon return to its 2-3% target band, as inflationary 

pressures start to build up in a ‘busier’ (and more fully occupied) economy later this year. These 

latest forecasts from the RBA assume an Australian dollar exchange rate of around 80 US cents; 

any significant changes to the Australian dollar (up or down) alters the likelihood of meeting them. 

Looking ahead, the RBA expects resource exports (including LNG) will continue to support growth 

and non-mining activity will continue to improve, as will household consumption (but noting the 

risks mentioned above). A strong pipeline of construction activity is assisting growth in the short-

term, while gradual recovery in non-mining business investment should assist longer term growth. 
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Chart 1: RBA GDP growth forecast  Chart 2: RBA CPI inflation forecast 

 

Business activity continues to improve in July  

Conditions for key segments of Australian business continued to improve in July, with Ai Group’s 

monthly performance indexes for manufacturing and services posting solid results. The 

Performance of Manufacturing Index (Australian PMI®) increased by 1.0 point to 56.0 in July – a 

tenth consecutive month of expansion for the manufacturing sector (readings above 50 indicate 

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

Production, sales, exports and employment all grew during the month, partly due to the strength 

of demand coming from construction, agriculture and the mining sector. These growth 

opportunities are helping to offset the exit of automotive assembly.  

Less positively, manufacturers across all sub-sectors reported growing pressure from energy 

price rises and a higher dollar. The recently rising dollar is significant because exports have been 

driving much of the growth in manufacturing over the past year. In recent ABS trade data, 

Australia’s balance of trade in goods and services declined to $856 million in June (from $1,168 

million in May), driven both by a decrease in exports and an increase in imports. Export earnings 

decreased by 1% to $31.8 billion, mainly due to a decline in non-rural goods exports (down 4% 

m/m), which includes manufacturing exports. Despite this monthly decline in exports, non-rural 

goods exports were 29% higher than in the same time in 2016, helping explain much of the growth 

in the Australian PMI® over the previous year.  

The Ai Group Performance of Services Index (Australian PSI®) rose by 1.6 points to 56.4 in July, 

recording a fifth consecutive month of expansion for the services sector. July marked a fifth month 

of expansion for the services sector and the strongest monthly result since December 2016. 

Business-oriented services are experiencing reasonably good conditions, with finance and 

insurance, communications services and business services all registering an expansion in 

demand and activity. Wholesale trade and transport services also expanded modestly in July. 
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Despite the overall expansion in the sector the trading environment remains patchy for the more 

consumer-oriented services.  And while personal and recreational services businesses reported 

strong conditions in July, local retailers are still suffering from weak demand and tough 

competition and the very large health and community services and hospitality (food and 

accommodation) services sectors are reporting stable conditions at best. As in manufacturing, 

high energy costs are negatively affecting business margins in 2017. At near 80 cents and 

possibly rising, the higher dollar could soon start to bite into margins and into demand for local 

goods and services as well. Another mildly negative result for the Australian PSI® selling prices 

sub-index (49.1 points) in July indicates that services businesses are finding it difficult to pass on 

these higher input costs (including energy costs) to their customers. 

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

Chart 3: Ai Group PMI® and PSI® 

 

Source: Ai Group 

Building approvals increased in June 

The total number of building approvals (residential and non-residential) bounced up by 10.9% 

m/m in June but remained 2.3% lower than a year earlier. Despite a recent slowing in activity, 

building approvals remain elevated, suggesting a solid pipeline of construction activity ahead. 

Residential approvals increased in June for both houses (+4.0% m/m, +2.0% p.a.) and other 

dwelling units (+20.1% m/m, -6.8% p.a.) including apartments. 

The number of building approvals increased in NSW (+24.8% m/m, +5.2% p.a.), Victoria (+6.1% 

m/m, -11.4% p.a.), and Western Australia (+19.6% m/m, +7.4% p.a.) in June. Approval numbers 

were largely unchanged in Queensland (+0.5% m/m, -8.7% p.a.) and declined in South Australia 

(-20.1% m/m, -9.1% p.a.).    

file://///MEFP01/DEPARTMENT/AiGROUP%20NATIONAL/ECONOMICS/Economics%20Weekly/2017/www.aigroup.com.au/policy-and-research/economics/economicindicators/
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In value terms, building approvals increased by 2.2% (seasonally adjusted) in June to be 0.6% 

higher over the year. The value of residential approvals fell by 2.6 % p.a., while non-residential 

approvals increased by 6.1% p.a. (see chart 4). The value of non-residential approvals is growing 

in Victoria, Queensland and Western Australia (see chart 5). If non-residential construction 

approvals grow further from here, this could signal the beginnings of a (very welcome and long 

overdue) period of stronger business investment spending in Australia.  

Chart 4: Value of building approvals per month, to June 2017 

 
Chart 5: Value of non-residential building approvals per month by state,  

to June 2017 

 

Source: ABS 
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Australian exporters confidence growing 

The latest data from the Export Finance and Insurance Corporation (Efic) bi-annual Exporter 

Sentiment Index1 points to growing confidence among Australia’s exporting businesses, with over 

half (57%) of small to medium sized (SME) business exporters believing they are in a better 

financial position than they were one year ago and nearly two-thirds (63%) confident they will be 

in a better financial position in one year’s time. Positively, around half (49%) of business exporters 

expect to increase their own staff numbers over the next year.  

In July 2017, sentiment among Australian SME exporters lifted to 145 points (from 138 points in 

February). Results above 100 points indicate ‘net optimism’ in this survey. Businesses in IT & 

media showed high levels of confidence (160), as did businesses with relatively high levels of 

exports ($10m to $100m revenue) at 156 points. Businesses in New South Wales were also quite 

optimistic (151).   

Key results from the recent survey include: 

• economic climate in the next 12 months: net balance up 10% to +31%;  

• financial position compared to 12 months ago: net balance up 17% to +57%;  

• expected financial position over the next 12 months: net balance up 7% to +56%;  

• expected employee growth over the next 12 months: net balance up 6% to +40%;  

• expected overseas revenue over the next 12 months: net balance up 7% to +52%; 

• expected profitability over the next 12 months: net balance up 10% to +48%; and 

• expected direct investment into overseas markets: net balance up 5% to +43%. 

Efic found that the main barrier to finance for exporting SME’s was the cost of credit, with 17% 

citing this as an issue. Exchange rates and economic uncertainty also continue to be major 

challenges for exporting SME’s, as is dealing with international partners.  

  

                                                 
1 Efic conducts a bi-annual research program to track sentiment among Australian SME exporters with 1 to 200 full-
time equivalent employees. Survey data was collected in April and May 2017, with a sample of 1,233 exporting 
SMEs. The Sentiment Index is expressed as 100.0 plus the unweighted average of the difference between the 
percentage of respondents who give favourable answers and those who give unfavourable answers to key business 
sentiment questions covering financial position, economic conditions, export revenue, profitability and employment. 
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 This week’s data and events, 31 July – 4 August 2017 

Day Date Data/event Data period  Current release 

Mon 31 Jul HIA new home sales Jun (M) -6.9% m/m 

  RBA private sector credit Jun (M) 
May: pers. -0.1%m/m -1.4%p.a. 
         bus.+0.9%m/m, +4.4%p.a.  

  Ai Group Australian PMI® Jul (M) 56.0 points 

Tue 1 Aug RBA interest rate decision Jul (M) Cash rate: 1.50% 

Wed 2 Aug ABS living cost indexes Jun (Q) - 

  ABS building approvals Jun (M) +10.9% m/m, -2.3% p.a. 

Thu 3 Aug ABS international trade  Jun (M) 
imp. -1% m/m 
exp. +2% m/m  

  Ai Group Australian PSI® Jul (M) 56.4 points 

Fri 4 Aug ABS retail trade Jun (M) +0.3% m/m 

  RBA statement on Monetary Policy Jun (Q) - 

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

 

Next week’s data and events, 7 August – 11 August 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon 7 Aug Ai Group Australian PCI® Jul (M) Jun: 56.0 points 

Tue 8 Aug NAB monthly business survey Jul (M) 
Jun: conditions +15  
        confidence +9 

Wed 9 Aug Westpac-MI consumer confidence index Aug (M) Jul: 96.6 

  ABS housing finance Jun (M) May: +1.3% m/m 

Fri 11 Aug ABS lending finance Jun (M) 
May: personal +2.9% m/m 
        commercial -6.4% m/m 

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 of Friday) 

RBA official cash rate, % Aug (M) 1.50      - AUD/USD exchange rate US$0.7958      ▼ 

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

US$49.05        ▼ 

Headline CPI, % change p.a. Jun (Q) 1.9%    ▼ Gold price (USD/OZ) US$1,269.63   ▲ 

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

US$6,297.50   ▲ 

 

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

Australian PSI®   Jul (M)                                                                               56.4 ▲ 

Australian PCI®   Jun (M)                                                                              56.0 ▼ 
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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