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8 September 2017 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the Reserve Bank of Australia (RBA) left the cash rate at 1.50% at its monthly board 

meeting. It has been at this record low level since August 2016. The RBA’s statement 

accompanying this decision noted that inflation is benign and non-mining business investment is 

improving. The RBA expects stronger labour demand to push the unemployment rate lower. The 

RBA expressed concern about risks to growth arising from the appreciating Australian dollar and 

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

Confirming this view of an improving economy, Ai Group’s monthly business surveys indicated 

good rates of growth in August, with the Australian PMI®, PSI® and PCI® all indicating expansion. 

The ABS estimates that Australian GDP growth accelerated to 0.8% in the June quarter (up from 

just 0.3% q/q in Q1), taking annual growth to 1.8%. Growth in Q2 was driven by a good recovery 

in export volumes (after the Cyclone Debbie disruptions of Q1), plus stronger local consumer 

spending by households and government. Nominal company profits sagged (-4.3% on a weaker 

terms of trade (-6.0%) in Q2, but employee incomes recovered a touch (+0.7%), as did total hours 

worked (+1.1%). GDP per hour worked (a rough proxy for productivity) fell by 0.3% and non-farm 

unit labour costs rose by 1.4%, signalling no improvement in productivity across the economy. 

This failure to generate any meaningful productivity improvement (over a very long period now) 

is contributing to the persistent weakness in incomes growth for both employees and businesses. 

Growth in national output in Q2 came from a bumper year for agricultural livestock and crops plus 

good recoveries in manufacturing, construction and professional services. The giant finance 

industry also continued to grow rapidly. In manufacturing, seven of the eight sectors increased 

their output volumes in Q2, contributing to the industry’s strongest quarter of growth since 2011. 

Business conditions looking brighter in August (for many not all sectors) 

Business conditions remained broadly positive in August 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 (see Chart 1).* Differences across states seem to be evening out, but differences 

between sectors remain apparent, with the more discretionary and consumer-oriented services 

sectors looking decidedly sluggish. Nominal retail trade sales were flat in July (zero growth), with 

sales falling across most non-food categories, including department stores, household goods and 

clothing retailers. This confirms weak results for the retail trade sub-sector in the Australian PSI®. 
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Chart 1: Ai Group Australian PMI®, PSI® and PCI® 

 

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

Economy accelerates to 0.8% q/q in June quarter (Q2) 2017 

Australian GDP growth accelerated to 0.8% q/q in the June quarter (Q2) of 2017, from a lacklustre 

0.3% in Q1. Annual growth remained stuck at 1.8% p.a. due to the fall in GDP in Q3 of 2016 and 

weak growth in Q1 of 2017 (due in part to trade and production disruptions from Cyclone Debbie). 

In Q2, the largest sources of demand in our economy came from (see table 1 and chart 2): 

• export volumes (+2.7% q/q and contributing 0.6 percentage points to growth) which boosted 

growth despite a fall in export prices from Q1’s peaks (the terms of trade fell 6.0% q/q); 

• household consumption (+0.7% q/q and contributing 0.4 percentage points to growth) which 

was partly funded by weak rises in hours worked and nominal employee incomes (+0.7% q/q) 

and partly by a fall in the household savings rate (down to 4.6% in Q2 from 5.3% in Q1). The 

ABS notes that household spending growth was strongest for food (+1.5% q/q), financial 

services (+1.3% q/q) and rent and dwelling costs (0.5% q/q) while spending on cars was down. 

This suggests households are spending more on essential rather than discretionary items; 

• government consumption (+1.2% q/q and contributing 0.2 percentage points to growth); and 

• government investment (+11.9% q/q and contributing 0.6 percentage points to growth) due to 

large public sector purchases including the Royal Adelaide Hospital. 

Offsetting these rises in spending, private sector investment fell (-2.1% q/q) due to a further fall 

in mining-related engineering construction (-1.9% q/q). Other types of business investment grew 

in Q2, with promising rises in non-residential buildings, machinery and equipment and intellectual 

property (see table 1 and chart 3). Housing investment spending (construction and renovation) 

was about the same as in Q1 and seems to have peaked for the current housing cycle. 

http://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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Table 1: Key components of GDP, June quarter (Q2) 2017 
seasonally adjusted % q/q % p.a. ppt, contribution to growth 

Real GDP 0.8  1.8  0.8  

Household consumption 0.7  2.6  0.4  

General government consumption 1.2  2.7  0.2  

Dwelling investment 0.2  -2.5  0.0  

Private Business investment -2.1  -1.6  -0.3  

New building 0.3  -0.1  0.0  

New engineering construction -1.9  -4.1  -0.1  

New machinery and equipment 3.2  2.2  0.1  

Intellectual property investment 2.2  7.9  0.1  

Public (government) investment 11.9  14.7  0.6  

Domestic final demand 1.0  2.4  1.0  

Change in inventories na na -0.6  

Exports 2.7  4.3  0.6  

Imports 1.2  6.5  -0.2  

Net exports     0.4  

Terms of trade -6.0  14.9   

Real gross domestic income -0.5  4.7   

Real net national disposable income -1.0  4.0   

Nominal GDP -0.1  6.3   

  Compensation of employees (wages & incomes) 0.7  2.0   
  Private profits - total -2.6  16.8   

  Private profits financial corporations 2.2  8.7   
  Private profits non-financial corporations -4.3  21.6   

Chart 2: Contributions to GDP growth per quarter, 2016-17 

 

Source: ABS, National Accounts, June Quarter 2017. 
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Chart 3: Investment spending, to June quarter 2017 

 

Across the states, growth in household consumption spending was spread reasonably evenly, 

with spending growth a touch higher in the territories, Victoria and Queensland (see Table 2). 

Investment spending was particularly ‘lumpy’ in some states in Q2 2017. In particular, the ABS 

notes that investment in South Australia was boosted by “the acquisition of the recently completed 

Royal Adelaide Hospital from the private sector”. Private sector investment in NSW was mainly 

driven by dwelling construction while Victoria’s private sector investment included a mix of 

dwelling and non-dwelling construction. Machinery and equipment spending was up across all 

states except Western Australia, with particularly strong equipment spending in Queensland. 

Western Australia is still experiencing a drop in total state final demand due to lower private sector 

investment (dwellings and business investment), partly offset by rises in government spending. 

Table 2: Key components of state final demand, June quarter (Q2) 2017 

seasonally adjusted, 
inflation adjusted 

Government 
consumption 

Household 
consumption 

Private sector 
investment 

Government 
investment 

State final 
demand 

 % q/q % q/q % q/q % q/q % q/q % p.a. 

NSW 1.3  0.6  2.1  5.2  1.2  2.4  

Victoria 2.1  0.8  4.4  -6.8  1.3  4.7  

Queensland 0.1  0.8  3.5  -0.3  1.1  2.8  

South Australia 1.0  0.7  -50.5  223.1  1.7  4.0  

Western Australia 1.8  0.5  -4.6  7.4  -0.3  -4.3  

Tasmania 1.4  0.8  0.9  5.2  1.2  3.1  

NT 0.8  1.2  -1.5  -24.6  -1.1  9.6  

ACT 0.7  0.9  -3.1  -8.1  -0.2  1.3  

Australia (domestic 
final demand) 

1.2  0.7  -1.1  11.9  1.0  2.4  
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In Q2, the largest sources of real output growth (measured by the ABS as gross value-added 

output volumes on the ‘production’ side of the National Accounts) came from (see chart 4): 

• agricultural output (+0.4% q/q and 22.6% p.a.) with rises in livestock outweighing slightly 

smaller grains and crops in Q2. Strong annual growth is primarily due to large crops in Q1; 

• manufacturing output recovered by 1.8% q/q, in line with recently strong results in Ai Group’s 

Australian PMI®. This was the strongest quarterly rise in manufacturing output since June 

2011. Rises were apparent in Q2 in seven of the eight sub-sectors (see charts 4 and 5). Output 

growth was largest in food and beverages (+0.4% q/q), metal products (+3.0% q/q) and 

machinery and equipment (+2.5% q/q, despite this sector including the auto industry which is 

in the last stages of exiting from Australia). Only non-metallic mineral products (mainly building 

materials) saw a fall in output in Q2, after rising steadily in the three previous quarters; 

• construction output recovered 1.4% q/q but remained 2.0% lower than a year earlier; 

• professional services (including legal, accounting, consulting and designing) grew by a further 

2.5% q/q to be up 7.7% from a year earlier and contribute 0.2 percentage points to growth; 

• IT, media and telecommunications grew by 2.1% q/q (and 4.3% p.a.) due to growing activity 

in the telecommunications sector; and 

• the giant finance and insurance industry (our largest industry and including banks, insurance, 

finance and super funds) grew by another 1.4% q/q and 4.5% p.a. 

Strong growth in these major business-to-business services segments are in line with recently 

strong results in the business-oriented sub-sectors in Ai Group’s Australian PSI®. They appear 

to be benefiting from Australia’s stronger industrial, construction, investment and export activity. 

Chart 4: Industry output, size and annual growth rates, June quarter 2017 
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Chart 5: Manufacturing sectors’ output per quarter, 2016-17 

 

Even though expenditure and production accelerated in Q2 in real terms, the nominal value of 

Australian GDP fell in Q2 (-0.1% q/q). This was primarily due to a 6% fall in the terms of trade in 

Q2, from its recent peak in Q1. This price fall dented our national nominal income, but was also 

strong enough to dampen real (inflation-adjusted) gross domestic income (-0.5% q/q) and real 

net national disposable income (-1.0% q/q). On a per capita basis (that is, real national income 

earned per person), the effect on net national income is larger still (chart 6). This neatly illustrates 

our economy’s heightened sensitivity to fluctuations in commodity prices and the terms of trade. 

Chart 6: terms of trade, real output and real income per capita, to June 2017 
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In Q2 this fall in nominal net national income was manifested in a fall in profits rather than a fall 

in wage incomes. Nominal compensation of employees (wages and salaries) grew by 0.7% q/q 

and ticked up to 51.9% of total factor income (table 1 and chart 7). In contrast, profits for private-

sector non-financial corporations fell by 4.3% q/q and ticked down to 19.6% of total factor income. 

Another 8.9% of total factor income was earned by residential landlords (rent on dwellings owned 

by individuals) and 6.2% was earned by financial corporations (chart 7). Most of the spike in profits 

in Q1 and subsequent fall in Q2 occurred in mining and was related to the fall in the terms of trade. 

A smaller recovery in nominal profits occurred in manufacturing during 2016-17 (chart 8). 

Chart 7: distribution of total factor income, to June 2017 

 

Chart 8: nominal company profits for major industries, to June 2017 
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This week’s data and events, 4 September – 8 September 2017 

Day Date Data/event Data period  Result 

Mon 4 Sep ABS business indicators Jun (Q) 
company gross operating profits 
-4.5% q/q, +21.2% p.a. 

  ABS minerals exploration Jun (Q) 
Minerals exploration 
expenditure: +9.9% q/q 

  ANZ job advertisements  Job ads +2% m/m, +13.3% p.a.  

Tues 5 Sep  Ai Group Australian PSI Aug (M) 53.0 points 

  ABS balance of payments Jun (Q) current account -$9.6 bn 

  ABS Government finances Jun (Q) 
General gov operating balance: 
+$7.8bn 

  
RBA Board Meeting and Monetary 
Policy Decision 

Sep (M) cash rate 1.50% 

Wed 6 Sep ABS National Accounts Jun (Q) real GDP +0.8% q/q, +1.8% p.a. 

Thurs 7 Sep Ai Group Australian PCI Aug (M) 55.3 points 

  ABS international trade Jul (M) 
imports -1.0% m/m 
exports -2.0% m/m 

  ABS retail sales Jul (M) Nominal sales 0.0% m/m 

  ABS industrial disputes Jun (Q) 
47 disputes, 27,800 employees, 
40,200 working days lost   

Fri 8 Sep ABS Housing Finance Jul (M) - 

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

Next week’s data and events, 11 September – 15 September 2017 

Day Date Data/event 
Data period 
due for release 

Previous release 

Mon  11 Sep ABS lending finance Jul (M) Jun: house finance: +0.3% m/m 

Tue 12 Sep NAB monthly business survey Aug (M) 
Jul:  conditions: +15 points 
        confidence: +12 points 

  ABS arrivals and departures Jul (M) 
Jun: short term visitor arrivals: 
+0.3% m/m + 6.3% p.a. (trend) 

Wed 13 Sep Westpac-MI consumer confidence index Sep (M) Aug: 95.5 points 

  ABS household income and wealth 2015-16 (A) - 

Thurs 14 Sep ABS labour force statistics Aug (M) 
Jul:  emp. growth +2.0% p.a.  
Unemp. rate 5.6% (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 (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 (Friday morning) 

RBA official cash rate, % Aug (M) 1.50      - AUD/USD exchange rate US$0.8043      ▲ 

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

US$49.13        ▲ 

Headline CPI, % change p.a. Jun (Q) 1.9%    ▼ Gold price (USD/OZ) US$1,348.00   ▲ 

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

US$6,863.00   ▲ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   Aug (M)                                                                             59.8 ▲ 

Australian PSI®   Aug (M)                                                                             53.0 ▲ 

Australian PCI®   Aug (M)                                                                             55.3 ▼ 
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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