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9 June 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the Reserve Bank of Australia (RBA) left the cash rate on hold at a record low of 

1.50% for a ninth consecutive month. In its accompanying statement, the RBA said non-mining 

business conditions and investment have improved in recent months, but economic growth is 

slow and labour market outcomes remain mixed. The lower cash rate and lower Australian dollar 

seem to be helping, but the RBA expects output and incomes to improve only gradually from here. 

Incomes will however get an immediate boost for some but not all workers, as a result of the Fair 

Work Commission’s decision this week to raise Australia’s minimum wage by 3.3% from 1 

July 2017. This is a much larger increase than last year (2.4%) and well above recent inflation 

rates (2.1% p.a. for the headline CPI and 1.5% for the employee living costs index in Q1 2017). 

It will result in a real wage increase of around 1.25% for an estimated 2.3 million workers, due to 

the flow-on effects in awards that are linked to the minimum wage. With the unemployment rate 

approaching 6% and an underemployment rate of 8.5%, there is real concern that if this outsized 

wage increase cannot be passed on to customers or absorbed by (thin) profit margins, it will 

dampen labour demand and reduce employment opportunities for low-paid workers. 

Business indicators released this week suggest May was a relatively good month for some 

but not all industries, with Ai Group’s Australian PSI® and Australian PCI® both showing broadly 

positive conditions across a range of sectors in services and construction. In May, businesses 

across a broad sweep of industries were increasingly concerned about their input costs and 

especially the recent rises in their energy costs. This year’s large minimum wage rise will come 

as an extra shock to those businesses that are already struggling with other input cost increases. 

The ABS National Accounts data confirmed real Gross Domestic Product (GDP) growth 

slowed in Q1 2017, at 0.3% q/q and 1.7% p.a.. This saw Australia achieve a new record for the 

longest period of uninterrupted GDP growth among OECD countries, with 26 years since the last 

recession (commonly defined as two consecutive quarters of shrinkage in real GDP). Despite this 

achievement, Q1’s annual growth rate was the slowest since 2009. In per capita terms, real GDP 

actually shrank by 0.1% q/q, to be up just 0.2% p.a. in Q1. This was the slowest annual growth in 

real output per capita since 2013. Australia’s drivers of growth remain vulnerable; mining output 

and exports were weaker in Q1, but government spending partly offset this, providing an extra 

boost to activity in Victoria and other states. Abstracting from these one-off ‘lumps’, modest growth 

appears to be slowly spreading to a greater range of industries and states. 
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Parts of the services and construction sectors expanded mildly in May 

Business conditions appear to be broadly positive in May for many but not all industries, with the 

Australian Industry Group Australian Performance of Services Index (Australian PSI®) and the 

Australian Industry Group/Housing Industry Association Australian Performance of Construction 

Index (Australian PCI®) both indicating expansion in May. This follows an expansionary result in 

the Performance of Manufacturing Index (Australian PMI®) for May (released last week). (see 

composite of these three indexes in Chart 1 below).  

The Australian PSI® declined 1.5 points to 51.5 points in May, indicating a modest expansion for 

the services sector. Gains in the hospitality, property & business and wholesale services sub-

sectors were largely offset by falls in the personal & recreational, communication and health & 

community services sub-sectors, while the remainder of the services sector was broadly stable. 

New orders lifted again in May but at a slower pace. Combined with the patchiness in conditions 

across the services sector, this suggests the momentum evident in Q1 may be fading already. 

The national construction industry expanded for a fourth consecutive month in May, with the 

Australian PCI® increasing by 4.8 points to 56.7, its fastest pace since September 2014. Although 

house building activity was down in May, the gap was more than filled by apartment and multi-

unit dwelling construction. Building approvals trends plus the forward orders series in the 

Australian PCI suggest this boom in apartment construction activity still has some way to run. In 

the engineering and commercial construction sectors, a stronger flow of work from big transport 

infrastructure projects and from commercial projects relating to tourism, healthcare and 

manufacturing seems to be countering the down-swing in mining-related projects. 

Chart 1: Ai Group composite index and NAB index of business conditions 

 

Sources: Ai Group and NAB monthly business survey 

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

http://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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GDP slows in Q1: slowest growth since 2009 

Real GDP growth slowed to 0.3% q/q and 1.7% p.a. in Q1 2017 (inflation-adjusted and seasonally 

adjusted). This was the slowest annual growth since Q3 2009. In per capita terms, real GDP 

shrank by 0.1% q/q in Q1, to be up just 0.2% over the year (see Chart 2). Output and export 

volumes were weaker, possibly being disrupted by Cyclone Debbie. This underscores (again) the 

vulnerability of Australian economic activity to relatively small shocks and regular disruptions. 

Chart 2: Australian GDP and GDP per capita, growth rates to Q1 2017 

 

Source: ABS, National Accounts 

On the expenditure side of the National Accounts, further declines in total investment and the 

disruption to exports detracted from growth in Q1 (see Table 1 and chart 3). Total investment 

declined by 0.6% q/q and 0.4% p.a., but interestingly, most of this decline came from the 

previously strong housing investment sector, rather than from the business investment sector. 

Indeed, housing investment declined by 4.4% q/q in Q1 (down in all states except Victoria), while 

the engineering construction sector increased by 4.3% q/q. This signals a possible peak in the 

housing cycle but also a possible turning point for engineering-related investment and for 

business investment more generally. Although the quantum remains relatively small, the increase 

in intellectual property investment by business (up 1.9% q/q and 6.1% p.a.) is especially promising 

as a forward indicator of industrial growth and productivity improvement. 

More immediately for expenditure, household consumption remains tepid, with growth slowing to 

0.5% (2.3% p.a.), despite a further decline in the savings ratio to 4.7% from 5.1% in Q4. This was 

countered somewhat by a 1.0% q/q increase in government consumption (that is, spending on 

goods and services by all levels of government) after flat spending in Q4. 

Export volumes fell in Q1, after growing strongly through much of 2016 (-1.6% q/q, +5.6% p.a.) 

while imports picked up modestly (1.6% q/q, 7.9% p.a.). As a result, net exports detracted 0.7 

percentage points from growth in Q1. Exports of goods fell 2.6%, with non–rural exports down 

4.1% and non–monetary gold exports down 10.2% in the quarter. Rural exports increased 8.0% 

while services exports increased 2.5% in Q1. 
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Other data released by the ABS this week show that exports contracted in April in the wake of 

Cyclone Debbie, with the nominal value of exports contracting 8.3% in the month. Non-rural goods 

fell 11.8% and were driven down by a 45.0% decline in coal exports due mainly to the cyclone. 

Overall, the pattern of weaker exports is continuing into Q2 and may weigh on Q2 GDP growth. 

Despite the disruption to export volumes in Q1, stronger commodity prices meant that export 

earnings increased. The terms of trade recovered another 6.6% q/q in Q1 to be 24.8% higher 

than a year earlier. This saw Australia’s key measures of aggregate national income recover, with 

real net national disposable income (the ABS’ preferred measure of national income performance) 

rising by 1.2% q/q and 5.6% p.a. In nominal terms, the National Accounts confirm that this income 

recovery is initially flowing through in the form of profits to private corporations (mainly the mining 

companies) rather than to financial corporations or as wages and incomes. 

 

Table 1: Australian GDP key aggregates, Q1 2017 

Real GDP (expenditure), seasonally adjusted % q/q % p.a. q/q ppt contribution 

Household consumption 0.5  2.3  0.3  

General government consumption 1.0  2.9  0.2  

Total investment -0.6  -0.4  -0.1  

Dwelling investment -4.4  -2.5  -0.3  

Private Business investment 1.3  -5.3  0.2  

New building 0.2  -4.6  0.0  

New engineering construction 4.3  -11.4  0.1  

New machinery and equipment -2.2  -0.6  -0.1  

Intellectual property investment 1.9  6.1  0.0  

Public (government) investment -2.7  15.3  -0.1  

Domestic final demand 0.3  1.7  0.3  

Change in inventories na na 0.4  

Exports -1.6  5.6  -0.4  

Imports 1.6  7.9  -0.3  

Net exports     -0.7  

Terms of trade 6.6  24.8   

Real gross domestic income 1.7  6.5   

Real net national disposable income 1.2  5.6   

Real GDP 0.3  1.7  0.3  

Nominal GDP (income) 2.3  7.7   

  Compensation of employees (wages & incomes) 1.0  1.6   

  Private profits – total 6.2  22.6   

  Private profits financial corporations 2.3  6.8   

  Private profits non-financial corporations 7.8  30.5   
Source: ABS, National Accounts 
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Chart 3: Components of investment 

 

Source: ABS, National Accounts 

On company profits, data published separately in the ABS Business Indicators series confirms 

that the growth in nominal profits was largely concentrated in the mining sector again in Q1, just 

as it was in 2016. In other industries, smaller improvements in gross operating profits were evident 

in most industries except wholesale trade (-4.3% p.a.), hospitality (-23.4% p.a.) and other services 

(-5.4% p.a.). In manufacturing, nominal aggregate company profits recovered further in Q1, to be 

up 26.3% p.a., but they remain well below the previous nominal peaks achieved in 2010 and 2008. 

Gross profit margins for manufacturers (in original terms) averaged 9% in Q1, down from 11% in 

Q4, but slightly improved from earlier in 2016 (8%). This reflects comments from manufacturers 

in the Australian PMI® that margins have remained relatively tight for manufacturers. 

Chart 4: Company profits by major sector, nominal dollars per quarter 

 

Source: ABS, Business Indicators 
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National production growth subdued and mixed  

In value-added output terms, production from primary industries (agriculture and mining) and 

parts of construction and manufacturing (e.g. food processing) were lower, potentially being 

disrupted by Cyclone Debbie. An unrelated decline was also evident in the small personal 

services sector (see chart 5). The strongest growth areas in Q1 were: 

 Utilities output volumes from increased 3.1% q/q and 2.7% p.a.. This was the largest increase 

since Q4 2009. Electricity supply (3.1% q/q) and water and waste services (3.4% q/q) both 

increased. This was mirrored on the consumption side by a 2.9% q/q increase in household 

final consumption expenditure on electricity, gas and other fuels in Q1; 

 Transport, post & warehousing services increased by 2.0 q/q and 3.6% p.a. This was the 

largest increase since Q1 2013, with road, rail and air transport contributing to Q1 growth;  

 Wholesale trade increased by 1.9% q/q and 9.1% p.a., despite ongoing weakness in retail 

trade. The ABS noted that good grain yields and higher agricultural output volumes are 

supporting growth in this sector;  

 Administrative services grew by 1.9% q/q and 0.4% p.a., while professional services outputs 

were up by 7.7% over the year; and 

 The giant healthcare sector also kept growing, with outouts up by 1.3% q/q and 5.2% p.a.. 

Chart 5: Industry value-added output and growth, Q1 2017 

 

Source: ABS, National Accounts 

Manufacturing output volumes declined by 1.0% q/q and 2.4% p.a. in Q1. This was affected by 

the ogoing exit of the auto industry from Australia, with output from the macinery and equipment 

sector that incudes auto manufacturing down by 8.9% p.a.. The decline in Q1 was also driven by 

output reductions in the large food & beverage and metal products sectors. This may have been 
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due to disruptions caused by Cyclone Debbie. Other parts of manufacturing continued to recover 

or grow (see chart 5 and table 2). 

Table 2: manufacturing sectors, value-added output, Q1 2017 
seasonally adjusted                
real value added output volumes 

$bn per qtr 
% of 

manufacturing 
% per qtr % p.a. 

Food, beverage and tobacco                  6,520  27.1 -3.5  1.7  

Textile, clothing and other                  1,153  4.8 -6.9  -14.4  

Wood and paper products                 1,470  6.1 -6.3  -11.8  

Printing and recorded media                    793  3.3 7.9  -3.6  

Petroleum, coal, chemical, rubber                 4,434  18.4 1.6  1.7  

Non-metallic mineral products                 1,572  6.5 1.8  3.6  

Metal products                 3,753  15.6 -2.4  0.5  

Machinery and equipment                 4,337  18.0 2.5  -8.9  

Manufacturing               24,033  5.7 -1.0  -2.4  
Source: ABS, National Accounts 

Victoria outperforms other states in Q1 2017 

Across the states, growth in ‘state final demand’ (the equivalent of national ‘domestic final demand’ 

or total expenditure net of exports) was mixed across the states and territories in Q1. Growth was 

strongest in Victoria and South Australia (see table 3 and chart 6). Growth was flat in NSW and 

Queensland although NSW’s performance appears to be related to an especially ‘lumpy’ 

government investment profile that produced a big dip in Q1. WA continued to contract, albeit at 

a milder pace than in 2016.  

Table 3: state final demand, Q1 2017 

seasonally adjusted, real     
Government 
consumption 

Household 
consumption 

Government 
investment 

Private 
investment 

 % q/q % p.a. Percentage point contribution to growth in Q4 

NSW 0.0  1.9  0.1  0.4  -1.1  0.6  

Victoria 1.4  4.5  0.2  0.4  0.8  0.1  

Queensland 0.0  1.6  0.3  0.1  0.2  -0.6  

South Australia 1.4  3.3  0.3  0.3  -0.2  1.1  

Western Australia -0.2  -6.6  0.1  0.2  0.0  -0.5  

Tasmania 0.9  3.3  0.1  0.2  -0.1  0.7  

NT 0.1  10.0  0.3  0.1  -0.1  -0.3  

ACT 0.5  5.0  0.4  0.0  0.3  -0.3  

Australia (domestic final 
demand) 

0.3  1.7  -0.1  0.6  0.6  0.0  

Source: ABS, National Accounts 
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Growth in Victoria was driven by both consumption and investment in Q1, with relatively strong 

growth in government investment and spending. South Australia’s saw a strong quarter for private 

investment. Other states and territories experienced declining government and private sector 

investment in Q1 (both of which can be ‘lumpy’ from quarter to quarter). Recessionary conditions 

continue in WA due to declining private sector investment (see chart 6).  

 

Chart 6: quarterly change in state final demand, by state 

 

Source: ABS, National Accounts 
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This week’s data and events, 5 June – 9 June 2017 

Day Date Data/event Data period  Result 

Mon 5 Jun Ai Group Australian PSI May (M) 51.5 points 

  ABS business indicators Mar (Q) 
nominal company operating 
profits +1.2% q/q, +2.5% p.a. 

  ABS mineral & petroleum exploration Mar (Q) minerals +5.2% q/q 

Tues 6 Jun ABS balance of payments Mar (Q) current account -$3.108 bn 

  ABS government finances Mar (Q) 
GFS net operating balance 
-$716 m 

  RBA board meeting and cash rate May (M) cash rate 1.50% 

Wed 7 Jun Ai Group Australian PCI May (M) 56.7 points 

  ABS National Accounts Mar (Q) 
real GDP +0.3% q/q, +1.7% 
p.a. 

Thurs 8 Jun ABS international trade Apr (M) trade balance $555 m 

Fri 9 Jun ABS lending finance Apr (M) 
owner-occupied housing 
finance: -1.1% m/m 

    commercial finance: -4.8% m/m 

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

 
Next week’s data and events, 12 June – 16 June 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Tue 13 Jun ABS short-term arrivals and departures Apr (M) Mar: arriv: 710,00, dep: 803,900 

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

Wed 14 Jun Westpac-MI consumer confidence index Jun (M) May: 98.0  

Thu 15 Jun ABS labour force statistics May (M) 
Apr: empl. +1.3% p.a. unempl. 
5.7% (trend) 

  ABS IT use and innovation 2015-16 (A) - 

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$0.7534      ▲ 

Real GDP, % change p.a. Mar (Q) 1.7%    ▼ Oil price (WTI light crude, USD/BBL) US$47.80        ▼ 

Headline CPI, % change p.a. Mar (Q) 2.1%    ▲ Gold price (USD/OZ) US$1,274.26   ▲ 

Unemployment rate, % trend Apr (M) 5.8%     - Copper price (USD/tonne, LME spot) US$5,540.25   ▼ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   May (M)                                                                              54.8 ▼ 

Australian PSI®   May (M)                                                                              51.5 ▼ 

Australian PCI®   May (M)                                                                              56.7 ▲ 
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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