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9 February 2018 
AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week, the Reserve Bank of Australia (RBA) left the cash rate at a record low of 1.50% for an 

18th consecutive month. In his accompanying statement, RBA Governor Lowe said a “broad-

based pick-up in the global economy in 2017” is contributing to rising oil and commodity prices. 

In Australia, improving non-mining business investment, conditions and public infrastructure 

investment are supporting local activity and jobs growth. Looking ahead, The RBA’s latest 

forecasts (published this week in its February Statement on Monetary Policy) show that its outlook 

for the economy remains broadly unchanged relative to the last quarterly assessment in 

November.  

Confirming these positive trends, Ai Group’s monthly business surveys accelerated in January 

with the Australian PMI®, PSI® and PCI® all indicating expansion (seasonally adjusted). 

Employment sub-indexes were especially strong in January. Similarly, NAB’s quarterly business 

survey found that labour shortages were a significant constraint on output for 17% of firms in the 

December quarter (Q4) of 2017, the highest such share since September 2008.  

Retail trade continued its weak streak in December. ABS retail trade data indicate the nominal 

value of sales fell in December, despite modest improvements in retail trade volumes and 

consumer sentiment in Q4 2017. In line with reports throughout 2017 from retailers in the 

Australian PSI®, competitive pressures appear to be putting downward pressure on retail prices 

with larger retailers better able to absorb thin profit margins than smaller (single-site) retailers. 

RBA cash rate on hold, economy looking stronger in 2018 

In its quarterly Statement on Monetary Policy for February (the SOMP, published this week) the 

RBA forecasts for GDP growth remained unchanged at 2.75% p.a. in 2017-18 and 3.25% in 

2018-19 (see table on page 7). The RBA sees headline inflation lifting gradually to be at the 

low-end of its 2-3% p.a. target band as spare capacity in the economy is reduced. In the near-

term, higher utility prices in Victoria are likely to increase headline inflation. 

The RBA expects GDP growth to be supported over the forecast period by a continued lift in 

public demand and non-mining business investment as the drag from falling mining investment 

comes to an end. Consumption growth is forecast to rise above the low levels experienced in 

2017, but remain lower than the pre-GFC average. Employment growth is expected to remain 

stronger than the growth of the working-age population, with the RBA revising their unemployment 

forecast slightly lower to 5.25% over the forecast period.  
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A key positive for the economy is the sustained growth expected in public investment over the 

forecast period, led the implementation of the National Disability Insurance Scheme (NDIS) and 

public infrastructure projects. Strength in non-residential construction is expected to continue in 

the near-term and the substantial pipeline of residential construction work to be done is expected 

to keep dwelling investment at high levels for some time. 

Globally, the RBA has upgraded its growth forecasts for Australia’s major trading partners. The 

upgrade is driven by a recovery in investment in major advanced economies and high-income 

economies in Asia. Near-term growth in China is expected to moderate in 2018 as 

accommodative fiscal policy continues to support growth while weaker property-market conditions 

and environmental restrictions are expected to slow growth. In the longer-term, growth in China 

is expected to slow gradually, reflecting structural factors such as the declining working-age 

population. The east Asian economies (other than China and Japan) are expected to continue to 

grow at around their potential rate while accommodative monetary policies are expected to 

support the current growth momentum across the major advanced economies. The RBA 

highlights escalating geopolitical tensions and increased trade protectionism as having the 

potential to derail the current global economic upswing. 

Business activity confirms stronger start to 2018 

Business conditions were broadly positive in January with the Australian Industry Group’s 

Performance of Manufacturing Index (Australian PMI®), Performance of Services Index 

(Australian PSI®) and Performance of Construction Index (Australian PCI®) all indicating solid 

expansion in the month (see Chart 1). Results above 50 points indicate expansion with higher 

results indicating a stronger expansion. 

Chart 1: Ai Group Australian PMI®, PSI® and PCI® (trend) 

 

Sources: Ai Group 
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The Australian Industry Group/Housing Industry Association Australian Performance of 

Construction Index (Australian PCI®) accelerated by 1.5 points to 54.3 points in January, 

indicating industry-wide growth for a 12th consecutive month. Rising investment in commercial 

building developments and major infrastructure projects, particularly on the East Coast, are 

increasing activity for commercial and engineering construction. Apartment building activity 

experienced a second consecutive month of mild growth after falls in activity in 2017. Rising 

numbers of new apartments are being delivered to the rental market, which helped to bring rental 

inflation to a 24-year low during 2017 (0.5% p.a. in Q3 2017 and 0.7% p.a. in Q4 2017 according 

to the latest ABS inflation data, released in January). 

The Australian PSI® lifted by 2.9 points to 54.9 points in January. This was an 11th consecutive 

month of positive results and an accelerating rate of expansion compared with late 2017. 

Considerable variation in activity between sub-sectors remained apparent in January. Three of 

the nine sub-sectors expanded in January (transport, finance, property & business), two were 

approximately stable (hospitality and personal services) and four contracted (wholesale, retail, 

communications and health, education & community services). Businesses across all sub-sectors 

continue to report problems absorbing higher input costs including higher energy and regulatory 

costs. Hospitality respondents in several locations said excessive summer heat in January 

encouraged more demand for (air conditioned) restaurant and hotel services.  

Retail trade sales weaker in December 2017, after a volatile year 

As has been apparent in the Australian PSI® for some time, much of the local retail trade sector 

is struggling to generate growth in sales. The ABS estimates that the nominal value of retail sales 

dropped by 0.5% m/m in December, after the iPhone X release and ‘Black Friday’ sales boosted 

nominal sales by 1.3% m/m in November (seasonally adjusted). Online retail turnover accounted 

for 4.8% of nominal retail turnover in December, up from 3.8% in December 2016 but dropping 

from a record high of 5.5% in November 2017, as more Australians took part in November’s ‘Black 

Friday’ sales (a cultural export from the US, where ‘Black Friday’ is associated with Thanksgiving 

Holiday sales). In real volume terms (inflation adjusted), retail sales grew by 0.9% q/q in the three 

months to December (Q4). Sale volumes rose for household goods (3.4% q/q); clothing, footwear 

and accessory retailing (2.1% q/q); department stores (2.3% q/q); and cafes, restaurants and 

takeaway foods services (1.6% q/q). 

In line with reports throughout 2017 from retailers in the Australian PSI®, competitive pressures 

appear to be putting downward pressure on retail prices. Although sales volumes grew by 

2.6% p.a. in Q4 of 2017, falling prices (-0.2% p.a.) detracted from nominal sales growth over the 

year (see chart 2). This was the second consecutive quarter in 2017 in which falling retail prices 

detracted from sales growth. It reflects competitive pressures and possibly also a higher AUD in 

the second half of 2017 (since a rising AUD decreases the cost of imported goods for retailers). 
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Chart 2: Retail trade growth, contribution from prices and volumes 

 

Source: ABS Retail Trade, Dec 2017 

The ABS data also indicates a recent divergence in nominal sales growth between smaller and 

larger retailers (see chart 3). Larger (multi-site) retailers account for 62% of retail turnover and 

have experienced steady nominal sales growth in 2017, increasing by 4.6% p.a. (unadjusted data). 

In contrast, smaller (single site) retailers’ however, appear to be struggling with nominal sales 

growth falling by 5.2% p.a. in December. 

Chart 3: Nominal retail sales growth, small and large retailers 

 

Source: ABS Retail Trade, Dec 2017 
Note: 'large retailers' = a constant sample of 500 large, multi-site retailer. 'small' = a rotating 
monthly sample of 2,750 small, single-site retailers. 
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Cost of living rises in Q4 2017 

The ABS living cost indexes provide useful supplementary detail to the Consumer Price Index 

(CPI) released in January (see our Economics Weekly 2 Feb 2018). The latest living cost index 

for employee households accelerated to 0.7% q/q and 2.0% p.a. in Q4 of 2017, its strongest 

annual growth rate since 2014. This acceleration was driven by price rises for transport and 

alcohol and tobacco, partially offset by a fall in the price for ‘household textiles’, due to ongoing 

competition and continued discounting in the retail industry (see above). 

This index has grown by less than the Wage Price Index (WPI) for private sector employees in 

every quarter since 2011, indicating that on average, private sector employees have achieved 

real wage growth since 2011, albeit modest. 

Chart 4: Inflation, wages and employee living cost indexes, annual change 

 
Sources: ABS Consumer Price Index, Wage Price Index and Selected Living Cost Indexes 

Trade balance reverses to a deficit in December 2017 

After producing (historically rare) monthly surpluses for much of 2017, Australia’s trade balance 

fell back into deficit in December of $1.36bn due to a large jump in the value of imports (+6.0% 

m/m, seasonally adjusted). The monthly deficit occurred despite a further rise of +2% m/m in 

nominal exports, supported by resource demand in Asia and rising commodity prices. Price rises 

for ‘intermediate goods’ helped drive up the value of imports. This was especially evident in 

imports for fuel and lubricants, which rose by $0.5bn (21% m/m) to $3.1bn in December, driven 

by higher global oil prices.  

Historically, monthly trade deficits have been the prevailing norm for Australia (see chart 5). 

However, recent growth in iron ore and coal export volumes and prices resulted in monthly trade 

https://cdn.aigroup.com.au/Economic_Indicators/Economics_Weekly/2018/Ai_Group_Economics_Weekly_2_Feb_2018.pdf
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surpluses for most of 2017 (except for April and December). Service exports have also grown 

since the Australian dollar fell below parity against the USD in 2013, but they may be starting to 

stabilise again in response to the rise of the Australian dollar throughout 2017 (see chart 6). 

Chart 5: Australia’s monthly trade balance, seasonally adjusted 

 
Source: ABS International Trade in Goods and Services, Dec 2017 

Chart 6: Major exports, by category 

 
Source: ABS International Trade in Goods and Services, Dec 2017  
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This week’s data and events, 5 February – 9 February 2018 

Day Date Data / event Data period Current release 

Mon 5 Feb Australian PSI® Jan (M) 54.9 points 

Tue  6 Feb RBA cash rate decision Feb (M) cash rate: 1.50% p.a. 

  ABS retail trade Dec (M) nominal turnover -0.5% m/m 

  ABS international trade Dec (M) 
exports: $32.5bn;  
imports: $33.8bn 

Wed 7 Feb Australian PCI® Jan (M) 54.3 points 

  ABS selected living cost indexes Dec (Q) employee living costs: +2.0% p.a. 

  ANZ job advertisements Jan (M) +6.2% m/m 

Thurs 8 Feb NAB quarterly business survey Dec (Q) 
conditions: +15 points 
confidence: +6 points 

Fri 9 Feb RBA Statement on Monetary Policy Feb (Q) - 

  ABS housing finance Dec (M) value of dwellings finance: -1.6% m/m 

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

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

Day Date Data/event 
Data period  
due for release 

Previous release 

Tue  13 Feb ABS lending finance Dec (M) Dec: housing finance 2.7% p.a. 

Wed 14 Feb Westpac-MI consumer confidence Feb (M) Dec: 105.1 points 

Thu 15 Feb ABS labour force Jan (M) 
Dec: emp growth 3.3% (trend) 
unemp rate 5.4% (trend) 

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 2018) 
2016-17 
actual 

Dec ’17 
actual 

Jun ‘18 
f 

Dec ‘18 
f 

Jun ’19 
f 

Jun ’20 
f 

GDP, % change p.a., year end 1.8 2.5f 2.75 3.25 3.5 3.0 

Unemployment rate, %, year end 5.6 5.5 5.25 5.25 5.25 5.25 

Inflation (CPI), % change p.a., year end 1.9 1.9 2.0 2.25 2.25 2.25 

Treasury MYEFO (Dec 2017) 
2015-16 
actual 

2016-17 
actual 

2017-18  
f 

2018-19 
f 

2019-20 
p  

2020-21 
p 

GDP, % change p.a., year average 2.6 2.0 2.5 3.0 3.0 3.0 

  Household consumption, % p.a., year average 2.9 2.4 2.25 2.75   

  Dwelling investment, % p.a., year average 10.6 2.6 -1.5 -1.5   

  Business investment, % p.a., year average -10.3 -4.0 2.0 3.0   

Employment growth, % p.a., year end 1.9 1.9 1.75 1.5 1.25 1.25 

Unemployment rate, %, year end 5.8 5.6 5.5 5.25 5.25 5.25 

Terms of trade, % change p.a., year end -10.2 14.5 -2.0 -5.0   

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 2.25 2.75 3.25 3.5 

f = forecast. p = projection. 
Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian Treasury, MYEFO 2017-18 (Dec 2017). 

Australian economy: latest indicators 
Economy FX and commodity prices (Friday morning) 

RBA official cash rate, % Feb (M) 1.50       - AUD/USD exchange rate US$0.7773      ▼  

Real GDP, % change p.a. Sep (Q) 2.8%     ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$60.42        ▼ 

Headline CPI, % change p.a. Dec (Q) 1.9%     ▲ Gold price (USD/OZ) US$1,318.62   ▼ 

Unemployment rate, % trend Dec (M) 5.4%     ▼ 
Copper price  
(USD/tonne, LME spot) 

US$7,005.0     ▼ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Jan (M)                                                                               58.2 ▲ 

Australian PSI®   Jan (M)                                                                               54.9 ▲ 

Australian PCI®   Jan (M)                                                                               54.3 ▲ 
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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