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Australian economy and labour market

e Current drivers of economic growth in Australia

e Current labour market trends:
— Employment growth: where, who and why?
— Part-time work: record high
— Unemployment, underemployment and underutilization
— Inflation, wages and labour costs

e (Qutlook and forecasts
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Current trends and drivers of growth




Latest GDP growth rate = 2.4% p.a. in Q4 2016.
No recession in 25 years, but slower & fragile.
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Presentation Notes
Starting with the big headlines

Yesterday’s GDP numbers showed we strayed dangerously close to the edge of a recession in 2016 but we didn’t fall in.

GDP had a rare fall of 0.5% q/q in Q3, but ended the year up 2.4%. This is better than recession but it is well below our long-run trend rate of around 3 ¼ % and even below our recent average of 2.6%.

2016 confirmed that we are slower than in the distant past, but also still very fragile. 


& 2017 looking okay but still patchy: business
conditions are broadly but mildly positive

Ai Group composite industry conditions and NAB business conditions indexes
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Presentation Notes
So far in 2017, our high frequency indicators of business conditions and confidence suggest many – but not all – sectors are doing okay.

Ai Group and NAB business conditions both show we’re better off now than in the ‘over-parity’ period from 2012-14, or in the GFC and its aftermath. But we still haven’t regained the levels of activity and confidence that were typical before the GFC.

So we’ll say 2017 is looking positive, but not exuberantly so.


“Drivers of growth? Housing investment is peaking.
Mining investment ‘mega-cycle’ is nearly over.

Australian investment spending (inflation-adjusted volumes), per quarter
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What is going well and what is not? What are the drivers?

Investment cycle.
Mining investment boom still reducing
Housing cycle is elevated, may have already peaked
Other forms of business investment are stubbornly flat


Drivers of growth? Commodity prices recovered in

2016. AUD, ToT & mining profits followed prices up
Australian dollar, terms™of trade and commodity prices
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Investment is unlikely to push growth as it needs to do

But we’re getting another spurt from commodity prices

This is taking the terms of trade higher, 

But also supporting the AUD


BDrivers of growth? Lower AUD helps manufactured

goods exports and import replacements
AUstralian dollar Trade Weight Index and Ai Group Australian PMI (trend)
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The dollar rose gently through 2016, bouncing around its long-run average of around 75 US cents. The TWI has stayed well below 70 points.

This has clearly benefited exporters but also those competing with imports.

Our Australian PMI suggests a TWI value of 70 points or less helps to promote exports.



~“Drivers of Australian growth? Lower AUD supports
services exports (e.g. inbound tourism & students)

260 Tourist arrivals & departures - Student arrivals & departures
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The lower AUD and other global factors are also supporting growth in services exports. These are harder to identify.

Tourist arrivals and student arrivals have both jumped markedly

Interestingly we haven’t lost our own huge appetite for overseas holidays, so there’s still room for more ‘import replacement’ in the form of more holidays at home.


“JRebalancing? Finance, mining & healthcare are
strongest. Some (not all) other sectors recovering

Industry output volumes (value-added), Sbn and % growth p.a., Dec Qtr 2016

Finance & Insurance

+4.3

Construction -5.7
Mining +4.6
Health +4.5
Professional services +7.2

Manufacturing

Public Administration &...

Education

Transport, Post &...

Retail Trade
Wholesale Trade

Rental & Real Estate...

IT, Media & Telecomms
Agriculture
Administrative services
Utilities

Food & Accommodation...

Personal & Other Services
Arts & Recreation

Source: ABS National Accounts
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Rebalancing?

Yes and no. the big are getting bigger.


& Rebalancing? Profits up again in mining, weak

recovery in manufacturing & a few other sectors
Aggregaz\;cg corporate profits, nominal S_bn per gtr, to Dec 2016
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Drilling down helps show where it went. And its no surprise that the data confirm it went to the mining companies. 

Q4 wasn’t a record high for them, but it came close.

Looking at our other major private-sector industries, we also saw some recovery in aggregate profits in manufacturing, construction, professional services and transport. In all cases except transport however, we’re not seeing a boom, we’re seeing a partial recovery back towards previous income levels. 

In manufacturing, a rise of 11% in GOP over the year to Dec 2016 was accompanied by that rise of about 7% in workers. Most of the increase in both seems to have been in food & bev.

In wholesale and retail trade, nominal profits have been flat.


Rebalancing? Growth shifted back to NSW in 2015
and Victoria in 2016. Jobs, prices, people, CAPEX

State final demand srowth
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Rebalancing back to the east coast.

The worst of WA’s post-boom period may be over


Current labour market trends

* Employment growth: where, who and why?
e Part-time work: record high
e Unemployment, underemployment and underutilization

* Inflation, wages and labour costs
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Employment growth better in Q1 2017: +1.0% p.a.
Not strong enough to keep unemployment down
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Better spread of jolbs growth in 2016-17, as more
sectors recover or grow, including manufacturing

All Industries

Public Administration & Safety
Manufacturing

Education

Construction

Professional services

Food & Accomodation Services
Personal & Other Services
Administrative services
Mining

Wholesale Trade

IT, Media & Telecomms
Finance & Insurance

Rental & Real Estate services
Utilities

Arts & Recreation

Transport, Post & Warehousing
Agriculture

Health

Source: ABS Labour force
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Healthcare, retall, construction and professions
are our blggest employers (by headcount)

Health L 50
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Manufacturing recovery? welcome but small,
relative to blg Jjob losses over the past decade
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Manufacturing jobs recovery? in food, beverages,
machinery, polymers, building materials, furniture

Food

Beverage & Tobacco

Textile, Leather, Clothing & Footwear
Wood Product

Pulp, Paper & Converted Paper
Printing & Recorded Media
Petroleum & Coal Products
Basic Chemicals

Polymer & Rubber Products
Non-Metallic Mineral Products
Primary Metals

Fabricated Metals

Transport Equipment
Machinery & Equipment
Furniture and Other

Manufacturing not further defined

Source: ABS Labour force
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Part-time workers = 32%. Industry mix helps explain
it, also demographic mix of the workforce

Food & Accomodation Services
Retail Trade

Arts & Recreation

Health

Administrative services
Education

All Industries

Personal & Other Services
Agriculture

Rental & Real Estate services
Professional services

IT, Media & Telecomms

Public Administration & Safety
Transport, Post & Warehousing
Wholesale Trade

Finance & Insurance
Manufacturing

Construction

Mining

Utilities

Source: ABS Labour force
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Big services sectors:
higher rates of part-
time & female workers

W % working part-time
(<35 hours per week)

% female

Big industrial sectors:
lower rates of part-time
and female workers

50 60 70 30

% of workers in each industry, Feb 2017

AustrahanSup‘g




Part-time demographics. 47% of women 18% of
men. Most common part-time week = 3 days

on leave part-time work hours | full-time work hours m Males ® Females

20 -

18 4

2 days 3days 4days

16 4

14 4

12 =+

10 4

% of workforce in each hours bracket, 12 month average

. 0 hours* 1-15 16-29 30-34 35-39 40 41-44 45-49 50-59 60+
Source: ABS Labour force Actual work hours per week, 2014

AustrafianSupg




Part-time demographics: actively and solely
sought by 30% of unemployed people (750k)
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21% since late 1990s.

Part-time work is rising (share and number),

but casual work is not. 20
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Record high part-time is contributing to record
high underemployment, especially among youth.

All labour force (15 years +) Youth labour force (15-24 years)
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Wages growth tracks inflation & labour demand.
Weak profits (ex-mining) also constraining wages.

| RBAtarget band:
2% to 3% p.a. over the cycle

0.0

05 06 07 08 09 10 11 12 13 14 15 16 17
Source: ABS CPl and WPI —WPI private sector —CPI| headline -CPl core —WPI public sector
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Nominal wages growth is weak (1.8% p.a. in Q4),
but it is still positive in real terms in most industries

Source: ABS CPl and WPI

CPI Q4 2016: Headline CPl1=1.5% Core CPl=1.6%

Health Care 2.4
Education & Training ] 2.4
Hospitality | 2.3
Utilities | 2.3
Financial & Insurance
IT, Media & Telecomms. !
Public Administration |
Arts & Recreation Services
Other services
Transport & Warehousing
Retail trade |
All Industries
Manufacturing i
Construction
Wholesale trade
Professional services | |
Administrative services | |
Rental & Real Estate |
Mining . . .1'0 . | . . .
0.0 0.5 1.0 15 2.0 25 3.0

private sector wages growth, % change p.a., Q4 2016

The forum for v

AustrafianSupg




CEOs are more concerned about wage pressures
and skill shortages in 2017 than in previous years

CEO concerns: main impediment to business growth
Percentage of respondents
0O 5 10 15 20 25 30 35 40 45 50 55

Lack of customer demand E

Competition from imports / internet
sellers =

Skills shortages ;
FR—— |

Wage pressures ?

Government regulatory burden ey

High and/or variable exchange rate Fass

Flexibility of industrial relations E

M 2017 H2016 2015 w2014 112013

Source: Ai Group Business Prospects
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Internationally, CEOs are concerned about
Australia’s IR regulations, bureaucracy and tax

WEF Global Competitiveness Indicators: problematic factors for doing business in Australia*

Restrictive labour regulations 23.6
Inefficient government bureaucracy
Tax rates

Complexity of tax regulations
Insufficient capacity to innovate

m2011-12
Access to financing

Policy instability

Poor work ethic in labor force
Inadequate supply of infrastructure
Inadequately educated workforce
Inflation

W 2016-17

Foreign currency regulations .
crime and theft 0.4
Government instability/coups 0.1
Corruption 0.1

Poor public health |p

score (weighted ranking) 0 5 10 15 20 25
* WEF respondents were asked to select the five most problematic factors for doing business in their country and to rank them between 1 (most problematic) and 5 (least
problematic). The score corresponds to the responses weighted according to their rankings.
Source: WEF Global Competitiveness Report, 2016-17 and Ai Group.
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Outlook and forecasts

The fl'.')I"I_JI'T". f'fJI' WO

AustrafianSup‘g




Outlook and forecasts: Australia

RBA and Treasury forecasts for the Australian economy

RBA SoMP (Feb 2017) 2:3':;:'6 2016-17 f 2017-18f| 2018-19p 2019-20p
GDP, % change p.a., year end 3.3 1.5-2.5 2.5-3.5 | 2.75-3.75
Inflation (CPI1), % 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 k5 1.5
Unemployment rate, %, year end 5.8 5.5 55 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

Sources: ABS, RBA, Treasury. f = forecast. p = projection.
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Outlook and forecasts: Australian states

State Treasury and private sector forecasts for Australian states, GSP % change p.a.

W2013-14 W 2014-15 m2015-16 (f)

GSP, 2017-18 State Treasury  DAE NAB

% change p.a. W 2016-17 (f) 2017-18 (f)

NSW 2.75 3.0 2.9 g

VIC 2.75 3.4 2.9 "

QLD 35 4.5 35 A

SA 2.0 2.7 2.0 3

WA 2.5 0.2 2.8 5

TAS 2.0 1.4 2.0

MSW  VIC QLD S5A Wa  TAS NT ACT
Sources: State Treasuries, Deloitte Access Economics, NAB Economics.
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Outlook and forecasts: Australian states

Residential building approvals, by state Actual and expected CAPEX, by state
" e mslrmmy v —ve —as —s —wa $bn, based on previous realisation ratio
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Outlook and forecasts: global economies

IMF estimates and projections for Global Growth, Jan and April 2017

IMF in Jan 2017 IMF in Apr 2017
Change in real GDP, % change p.a. 2016 2017 2018 2016 2017 2018
World 3.1 3.4 3.6 3.1 35 3.6
Advanced economies 1.6 1.9 2.0 1.7 2.0 2.0
US 1.6 2.3 25 1.6 23 2.5
Euro area 1.7 1.6 1.6 1.7 1.7 1.6
UK 2.0 15 1.4 1.8 2.0 15
Japan 0.9 0.8 0.5 1.0 1.2 0.6
Emerging / developing economies 4.1 4.5 4.8 4.1 4.5 4.8
China 6.7 6.5 6.0 6.7 6.6 6.2
India 6.6 7.2 7.7 6.8 7.2 7.7
ASEAN-5 4.8 4.9 5.2 4.9 5.0 5.2
Global trade volumes, % change p.a. 1.9 3.8 4.1 2.2 3.8 3.9

Sources: IMF Global Outlook
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Want more information or a quick update?
Stay up to date with Al Group Economics

e Australian PMI, PSI and PCI (monthly)

e Ai Group Economics Weekly (every Friday)

e Ai Group Economics Factsheets on inflation, wage
trends and other topics (regular)

e Australian Construction Outlook (twice per year)

e Australian CEO Business Prospects (annual, Jan)

e World Economic Forum (WEF) Global
Competitiveness Index (annual in Sep)

* Federal and State Gov Budget updates for business

Free web downloads and email subscription service at:
https://www.aigroup.com.au/policy-and-research/economics/
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