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6 October 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% at its monthly board meeting. In its accompanying statement, the RBA remained positive 

about the outlook for the Australian economy amid an improving global backdrop and “more 

consistent signs” of a pick-up in non-mining investment. Against this, the RBA reiterated its 

concern over a higher Australian dollar “weighing on the outlook for output and employment” and 

risks to consumer spending due to high levels of household debt and slow growth in real wages.  

Consistent with the RBA’s largely optimistic view of the domestic economy, Ai Group’s three 

performance indexes for September (released this week) indicated that overall conditions have 

remained positive across the manufacturing, services and construction sectors. This is despite 

signs that conditions are moderating and growth is decelerating. Activity is being supported by 

low interest rates, elevated home building activity and a surge in public investment consistent with 

a ramp-up in infrastructure projects. In the all-important construction sector, ABS building 

approvals data indicate that residential building activity is likely to remain elevated for some time. 

This is also signalled in the Australian PCI®, with activity in the house building sub-sector 

showing a continuation of relatively healthy growth in response to a solid backlog of work. 

Reflecting on-going weakness in consumer spending, retailers saw nominal sales decline in 

August (-0.6% m/m and +2.1% p.a.) and a continuation of poor trading conditions in September 

as evident in the Australian PSI®. 

Business conditions remain positive but retail weakness a concern 

The Australian PMI® fell by 5.6 points to 54.2 points in September. Although this indicated a 

moderation in growth after August’s spike to a recent high of 59.8 points, it marked the twelfth 

consecutive month of growth for the Australian PMI® (results above 50 indicate expansion). New 

orders (55.9 points) and production (56.9 points) maintained relatively solid expansions in the 

month while exports recovered (51.2 points) after a mild contraction in August. Growth was also 

recorded across all eight manufacturing sub-sectors in September (trend) with non-metallic 

mineral products (75.5 points) reaching a new record high in line with the strength of demand for 

building-related products. Other large sub-sectors grew at a decelerating pace in the month. 

Positive sources of local demand for manufacturers of chemicals, metals, machinery and 

equipment included apartment and infrastructure construction, mining (now re-investing as metals 

prices recover), agricultural equipment, renewables and utilities. A longer and colder winter was 
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also reported as contributing to increased demand for heating equipment. A further demand driver 

was a rare spike in exports of construction-related products for emergency relief and 

reconstruction in the US following the recent hurricane damage. However, the loss of automotive 

assembly was a key negative for the manufacturing industry with various businesses operating in 

the auto supply chain reporting ‘last orders’ being processed in September. 

The Australian PSI® fell by 0.9 points to 52.1 points in September, indicating a slightly slower 

pace of expansion for the services sector. Six of the nine services sub-sectors expanded in 

September (trend data), with finance & insurance, personal and recreation services, 

communication services and wholesale trade all recording relatively solid growth rates. In contrast, 

reluctant consumer spending saw activity in retail trade shrink at a faster rate in September (43.1 

points), as did activity in the hospitality sector (accommodation, cafes and restaurants), down by 

3.5 points to a record low of 35.7 points. 

Respondents to the Australian PSI® in the business-to-business sub-sectors noted continued 

positive activity from the construction and mining sectors predominantly in the eastern states. 

However, respondents in retail and hospitality continue to report reduced expenditure by 

consumers due to increased household electricity costs, flat income growth, and relatively poor 

consumer confidence. 

Reflecting recent Australian PSI® results, the latest retail trade turnover data indicate nominal 

sales declined in August. Total Australian retail turnover fell by 0.6% m/m (seasonally adjusted) 

in August 2017 following a fall of 0.2% m/m in July. This equates to a nominal increase of 2.1% 

p.a. in August, which implies real volumes growth of just 0.2% p.a. for retail sales (adjusting for 

the current inflation rate of 1.9% p.a.). 

The Australian PCI® declined by 0.6 points to 54.7 points in September to signal a positive but 

somewhat slower rate of overall growth in the construction industry. Consistent with the strong lift 

in government infrastructure spending, engineering construction activity was again robust in 

September with the sector expanding for a sixth consecutive month. It also follows the 21.7% q/q 

(+19.0% p.a.) seasonally adjusted increase in the value of engineering construction work done in 

Q2 2017 (ABS Engineering Construction Activity). This rise largely reflects the upturn in non-

mining infrastructure as the roll-out of major new road and rail projects gathers pace.  

ABS data shows that the value of work done on roads, bridges, rail and subdivision projects during 

the June quarter 2017 was almost 25% higher than a year earlier. Work yet to be done on 

transport infrastructure projects (that is, the estimated value of work that has moved through from 

planning to construction but has yet to be completed) was valued at around $22 billion in Q2 2017 

– 63% above the level in mid-2015.  

Elsewhere across the construction industry, the house building sector again expanded solidly in 

September and at a rate that was broadly unchanged from the previous month. Commercial 

construction activity remained stable although new orders continued to hold at relatively firm 
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levels. In contrast, apartment building fell further into negative territory with the sector’s activity 

sub-index contracting at is sharpest rate in six months. 

Chart 1: Ai Group PMI®, PSI®, PCI® (seas. adjusted) 

 

Source: Ai Group. www.aigroup.com.au/policy-and-research/economics/economicindicators/ 
 

Building approvals stabilise at elevated levels in August 

The latest ABS monthly residential building approvals data for August (that is, for a month earlier 

than the latest Australian PCI® results discussed above) show that approvals have stabilised at 

high levels. Residential building approvals lifted by just 0.4% in August after falling by 1.2% in 

July. Within this total, private sector house approvals were slightly lower (-0.6% m/m and +3.1% 

p.a.) while approvals for private sector “other dwellings” (which includes apartments, flats and 

multi-units), bounced higher (+4.8% and -29.2%) in the month. 

The stabilisation in building approvals suggests that the downside risks from tightening lending 

standards in March have abated and that residential construction activity is likely to remain 

elevated over the near-term. This is supported by solid housing finance figures and reports from 

businesses responding to the Australian PCI® confirming a continuation of relatively solid 

demand conditions and a high degree of support from on-going projects. 

In value terms, building approvals decreased by 5.0% (seasonally adjusted) in August to be 5.6% 

lower than a year earlier (see chart 2). The value of residential approvals increased by 2.2% m/m 

and -12.7% p.a., including a rise of 2.8% m/m and -14.2% p.a. in the value of new home 

construction. The value of home renovation activity (a smaller but valuable segment) fell by 2.7% 

m/m in August to be 3.4% p.a. higher over the year. 

http://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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Chart 2: Value of building approvals per month (trend) 

 

Source: ABS 

Despite the value of non-residential building approvals dropping by 15.7% m/m (seasonally 

adjusted) in August, approvals across this sector have generally trended higher this year with 

annual growth at a relatively solid 10.5% p.a.. Whilst the pipeline is mixed, rising approvals in 

major building categories including accommodation, offices and industrial buildings will help to 

support commercial construction activity over the coming year or so.  

Building approvals varied across states in August 2017, highlighted by large falls in NSW (-9.5%) 

and Western Australia (-7.3%) and a modest decline in Victoria (-0.5%) In contrast, approvals 

increased in Tasmania (+27.0%), Queensland (+13.2%) and South Australia (+3.7%). 

Job advertisements take a breather in August 

After six straight monthly increases, ANZ Job Advertisements were flat (0.0% m/m) in September. 

However, job advertisements currently sit 12.5% higher than a year ago, and have risen around 

9% since February this year. Job ads have also continued to rise in trend terms (up 1.0% m/m in 

September) consistent with positive business conditions (as discussed above) and encouraging 

developments in the labour market, particularly the strength in full-time employment. 
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This week’s data and events, 2 October – 6 October 2017 

Day Date Data/event Data period  Result 

Mon 2 Oct Ai Group Australian PMI Sep (M) 54.2 points 

Tues 3 Oct ABS building approvals Aug (M) 
Residential approval numbers: 
0.4% m/m, -15.5% p.a. 

  ANZ job advertisements Sep (M) 0.0% m/m, +12.5% p.a. 

  RBA cash rate decision Oct (M) Cash rate: 1.50% 

Wed 4 Oct Ai Group Australian PSI Sep (M) 52.1 points 

Thu 5 Oct ABS international trade Aug (M) trade balance: +$989mn 

  ABS retail trade Aug (M) nominal sales: -0.6% m/m 

Fri 6 Oct Ai Group Australian PCI Sep (M) 54.7 points 

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

 

 

Next week’s data and events, 9 October – 13 October 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Tues 10 Oct NAB monthly business survey Sep (M) 
Sep: conditions: +15 points 
        confidence:  +5 points 

Wed 11 Oct Westpac-MI consumer confidence Oct (M) Sep: 97.9 points 

  ABS building activity volumes Jun (Q) Mar: work done -1.5% p.a. 

  ABS construction activity volumes Jun (Q) Mar: work done -6.6% p.a. 

Thurs 12 Oct ABS housing finance Aug (M) 
Jul: owner occupied: +2.9% m/m 
       investor loans:     -3.9% m/m  

Fri 13 Oct RBA Financial Stability Review       -  

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 
actual 

2017-18  
f 

2018-19 
 f 

2019-20 
p  

2020-21 
p 

GDP, % change p.a., year end 3.1 1.8 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 1.8 2.75 3.0 3.0 3.0 

  Household consumption, % p.a., year average 2.9 2.6 2.75 3.0   

  Dwelling investment, % p.a., year average 10.6 -2.5 1.5 -4.0   

  Business investment, % p.a., year average -10.3 -1.6 0.0 3.0   

Employment growth, % p.a., year end 1.9 2.1 1.5 1.5 1.5 1.5 

Unemployment rate, %, year end 5.8 5.6 5.75 5.5 5.5 5.25 

Terms of trade, % change p.a., year end -10.2 14.9 -2.75 -4.25   

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 2.5 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 (Friday morning) 

RBA official cash rate, % Oct (M) 1.50      - AUD/USD exchange rate US$0.7795      ▼ 

Real GDP, % change p.a. Jun (Q) 1.8%    ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$50.80        ▼ 

Headline CPI, % change p.a. Jun (Q) 1.9%    ▼ Gold price (USD/OZ) US$1,267.40   ▼ 

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

US$6,667.80   ▲ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Sep (M)                                                                             54.2 ▼ 

Australian PSI®   Sep (M)                                                                             52.1 ▼ 

Australian PCI®   Sep (M)                                                                             54.7 ▼ 
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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