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8 June 2018 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

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

where it has been since August 2016. The RBA’s accompanying statement was generally upbeat 

about Australia’s outlook, but highlighted downside risks including China’s financial stability and 

growth, international trade tensions, developments in the UK and eurozone (e.g. Brexit and Italy). 

Inside Australia, the RBA expects positive business conditions, business investment and public 

infrastructure spending to support further growth in activity and jobs in 2018. RBA Governor Dr 

Philip Lowe will speak to Ai Group members next week about Productivity, Wages and Prosperity. 

Confirming recent positive trends in domestic business conditions, Ai Group’s monthly business 

surveys (the Australian PMI®, PSI® and PCI®) enjoyed a strong end to autumn with all three 

indices indicating expansion in May. The ABS National Accounts data released this week 

estimates that Australian GDP growth accelerated to 1.0% q/q in the March quarter (Q1) of 2018 

and 3.1% p.a., with strong support from exports, government spending and business investment. 

Household consumption remained disappointing in Q1, as did national productivity improvements. 

Services and construction stay on track in May 2018 

Business conditions remained positive in May 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 reasonable rates of expansion. 

In all three surveys, results above 50 points indicate expansion with higher results indicating a 

stronger expansion. 

The Australian PSI® rose by 3.8 points to 59.0 points in May (seasonally adjusted), extending its 

run of positive conditions to a 15th month on the back of strong growth in new orders. The 

Australian PSI® indicated expansion in six of the nine services sub-sectors in May (trend) with 

buoyant activity in the business-facing sectors but weaker trends in the predominantly consumer-

facing sub-sectors including retail, hospitality and personal & recreational services. 

The Australian PCI® fell by 1.4 points to 54.0 points in May, indicating a slight moderation in 

industry growth. This was a sixteenth consecutive month of expansion. House building 

respondents were generally positive in their assessment of business conditions while apartment 

building activity continued to contract from recent highs. Engineering construction is benefiting 

from a strong and expanding pipeline of publicly funded infrastructure investment. 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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GDP accelerates in Q1 2018 to fastest quarterly rate since 2011 

The ABS National Accounts data indicate that Australia’s real GDP grew by 1.0% q/q in the March 

quarter (Q1) of 2018. This was the largest quarterly increase since the December quarter (Q4) of 

2011. Annual growth rate accelerated to 3.1% p.a. from (a revised) 2.5% p.a. in Q4 of 2017 (Chart 

1 and Table 1). This was the fastest annual growth rate since the June quarter of 2016. 

Chart 1: Real GDP growth, annual and quarter to Q1 2018 

 

Source: ABS, National Accounts, Mar 2018. 

On the expenditure (real demand) side of the National Accounts, growth in Q1 was mainly driven 

by exports and government spending. Commodity export volumes recovered by 2.4% q/q after 

production problems in the latter half of 2017, adding half of the growth in GDP in Q1. Government 

consumption spending increased by 1.6% q/q and 5.1% p.a., driven by continued spending on 

health, aged care and disability services, adding a third of the growth in GDP in Q1 (see table 1). 

Private business investment also contributed to real GDP growth in Q1, increasing by 1.3% q/q 

and 5.4% p.a. (table 1 and chart 2). A welcome recovery in non-mining business investment was 

partially offset by a fall in mining investment. Private non-mining investment rose 3.6% q/q and 

14.0% p.a., driven by a rise in machinery and equipment investment, but private mining sector 

investment fell by 6.0% q/q and -16.4% p.a. Investment in new buildings by all private sector 

businesses fell by 3.8% q/q, reversing the 3.3% q/q gain in Q4 of 2017. Even after this latest 

wrinkle however, new non-residential building investment remains at a high level (above $11bn 

per quarter), consistent with the high number of non-residential building approvals observed in 

recent months.  
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Headline government investment fell in Q1, although the ABS noted this was largely the result of 

a large ‘one-off’ asset transfer in the previous quarter. 

Less positively, real household consumption grew by just 0.3% in Q1, although annual growth 

accelerated to a relatively strong rate of 2.9% over the year, following a strong rise of 1.0% q/q in 

Q4 2017. This has a large effect on headline GDP because household consumption accounts for 

59% of GDP (on the expenditure side). The RBA is concerned that household consumption is a 

“continuing source of uncertainty” to an otherwise positive economic outlook for the Australian 

economy. To fund their consumption spending in Q1, Australian households collectively reduced 

the amount of income that they saved, with the estimated household savings ratio (the proportion 

of income saved) falling to 2.1%, which was its lowest level since December 2007. 

Table 1: Key components of GDP, Q1 2018 
seasonally adjusted % q/q % p.a. ppt, contribution to growth 

Real GDP 1.0  3.1  1.0  

Household consumption 0.3  2.9  0.2  

General government consumption 1.6  5.1  0.3  

Total investment 0.5  2.5  0.1  

Dwelling investment 0.9  -1.0  0.1  
Private business investment 1.3  5.4  0.2  

New building -3.8  1.9  -0.1  
New engineering construction 0.7  -4.2  0.0  

New machinery and equipment 1.4  9.3  0.1  

Intellectual property investment 1.2  4.0  0.0  

Public (government) investment -2.0  1.1  -0.1  

Domestic final demand 0.6  3.2  0.6  

Change in inventories na na 0.2  

Exports 2.4  4.6  0.5  

Imports 0.5  4.7  -0.1  

Net exports     0.4  

Terms of trade 3.3  -2.6   

Real gross domestic income 1.8  2.6   

Real net national disposable income 1.9  2.5   

Real GDP per capita 0.7  1.5   

Nominal GDP 2.2  3.9    

  Compensation of employees (wages & incomes) 1.2  5.2   
  Private profits - total 5.2  5.2   

  Private profits financial corporations 2.2  7.2   
  Private profits non-financial corporations 6.0  4.9   

Source: ABS, National Accounts, Mar 2018. 
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Chart 2: Investment spending, to Q1 2018 

 

Source: ABS, National Accounts, Mar 2018. 

Output growth spreads across more industries in Q1 2018 

On the production (real supply) side of the National Accounts, industry output1 grew in 17 of the 

19 major industries with only agriculture (-13.1% p.a.), and transport and warehousing (-0.9% 

p.a.) decreasing in Q1 (see chart 3). Indeed, stripping out the contractionary effects of the 

agricultural sector, parts of which have been hit by drought, the non-farm economy grew by 3.6% 

p.a. Agriculture was a significant contributor to GDP this time last year because of a record jump 

in crop production, but has now returned to a more average level.  

Across the non-farm industries, healthcare had the strongest annual growth in Q1 (6.6% p.a.), 

followed by manufacturing (6.4% p.a.) and personal and other services (5.7% p.a.). Finance and 

insurance has been Australia’s single largest sector since 2014. It added a further $38.6bn in Q1, 

construction added $32.4bn and healthcare added $32.1bn in real value-added output. 

Manufacturing output recovered by a further 2.4% q/q and 6.4% p.a. in Q1 2018 (chart 4). 

Manufacturing contributed 0.1 percentage points to total GDP growth of 1.0% in the quarter. 

Manufacturing has now contributed to GDP growth in three of the last four quarters. This is the 

longest such run in expansion in manufacturing output growth since 2011. This latest recovery 

has taken manufacturing output volumes in Q1 2018 back to the same level as 2014 (just under 

$26bn). It remains well below the all-time peak of $30bn in 2008. 

 

                                                 
1 Industry ‘output’ is measured in the National Accounts as real ‘value-added output’ volumes (that is, total outputs 
minus total inputs and inflation adjusted). 
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Chart 3: Industry output, size and annual growth rates, Q1 2018 

 

Source: ABS, National Accounts, Mar 2018. 

Chart 4: Ai Group Australian PMI® and ABS manufacturing real output 

 

Source: ABS, National Accounts, Mar 2018. 

This very welcome recovery in manufacturing activity and output has been evident in Ai Group’s 

Australian Performance of Manufacturing Index (Australian PMI®) over an extended period. As 

of May 2018, it has shown expansion in 20 consecutive months, the longest run of continuous 

growth since 2005. Ai Group’s Australian PMI® provides an accurate real-time indicator of activity 
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in Australian manufacturing and is a 'leading indicator' of these ABS numbers (chart 4). 

This nascent recovery in manufacturing was also evident in the ABS’ industry sales data (released 

earlier this week), which showed that manufacturing sales grew by 2.4% q/q and 7.8% p.a. in Q1 

2018 (nominal sales) (see chart 5). Most positively, this represented a real sales increase and not 

just a price rise: in (inflation-adjusted) terms, manufacturing sale volumes grew by 1.6% q/q and 

4.9% p.a. This was the strongest real sales growth since the GFC and up for a third consecutive 

quarter (for the first time since the GFC). 

Chart 5: Manufacturing sales growth: prices and volumes 

 

Source: ABS, Business Indicators, Mar 2018. 

Both the ABS value-added output data and the Ai Group Australian PMI® confirm that this recent 

recovery has been especially strong in the food and beverages sector, which accounts for 27.6% 

of manufacturing output volumes and grew by 9.6% p.a. in Q1 2018 (see table 2). Employment 

in this sector grew by 13,400 to 246,000 in the year to Feb 2018 (up 5.5% p.a.). This sector is 

benefiting from excellent export growth (supported by the lower dollar and growing appetites in 

key Asian markets) and solid sales within Australia. 

Recovery has also been evident in the ABS’ ‘other manufacturing’ category, in which output grew 

by 6.6 q/q and 15.2% p.a. in Q1 2018 (see table 2). This segment accounts for 21.8% of 

manufacturing output and includes a diverse range of product categories, from building materials 

(in strong demand due to Australia’s building boom), paper and printed products (e.g. packaging 

for the food and groceries segments), furniture, furnishings, textiles, clothing and footwear. 

Weaker growth rates have been evident for chemicals, metals and machinery and equipment 

over the year to Q1 2018 in the ABS output data. These sectors have been more directly affected 

by the end of automotive assembly in Australia during 2017. They are now focussed on other 
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types of transport, engineering equipment, advanced manufacturing and specialist equipment, all 

of which are growing. 

Table 2: Manufacturing sub-sector output, Q1 2018 

Manufacturing Size of output per quarter Rate of change 
seasonally adjusted, inflation adjusted $bn % of manufac % q/q % p.a. 

Food, beverage and tobacco products 7,166  27.6 2.0  9.6  
Chemicals 4,818  18.6 -2.2  0.5  
Metal products 3,866  14.9 2.2  6.2  
Machinery and equipment 4,433  17.1 3.3  -1.3  
Other manufacturing 5,670  21.8 6.6  15.2  
Manufacturing  25,955  5.9% of GDP 2.4  6.4  

GDP 437,246  100.0 1.0  3.1  

Source: ABS, National Accounts, Mar 2018. 

Broad-based improvement in nominal incomes and profits in Q1 2018 

In per capita terms, real net national disposable income (the ABS’ preferred measure of living 

standards) increased by 1.9% q/q and 2.5% p.a. in Q1 of 2018. This mainly reflected stronger 

export earnings due to a rise in the terms of trade at the start of 2018 (+3.3% q/q). At a national 

aggregate level, Australian incomes are heavily exposed to the terms of trade. 

Aggregate incomes growth was distributed reasonably evenly across the various ‘sources’ of 

nominal income in the National Accounts in Q1 (table 1). In nominal terms, national aggregate 

compensation of employees (that is, total wages and salaries paid to all employees) increased 

by 1.2% q/q and 5.1% p.a., consistent with strong employment growth over the preceding year. 

This was the largest increase since Q2 2012. On a per capita basis however, average 

compensation per employee was up by just 1.6% for all employees in Q1, or 1.7% p.a. for non-

farm employees.  

Wages as a share of total factor income fell slightly to 52.4% in Q1, but it remains higher than the 

recent low in March 2017 of 51.9% (which was associated with a spike in mining industry profits 

due to resurgent commodity prices, see charts 6 and 7). 

Nominal profits for private non-financial corporation (private sector corporations that are not in the 

financial sector), increased by a hefty 6.0% q/q and 4.9% p.a. in Q1. Growth in this type of income 

is extremely volatile from quarter to quarter, largely due to big swings in commodity prices and 

exports that affect nominal gross profits in mining (see table 1). Improvements in nominal profits 

were evident in most but not all non-mining industries included in these data (see chart 7). 

Gross operating surplus (gross profits) for financial corporations (including banks, insurance, 

finance providers and all superannuation funds) rose by 2.2% q/q and 7.2% p.a. in Q1, accounting 

for 6.6% of total factor income in Q1 2018. The share of nominal national income derived from 

this category has been rising over a very long period, in line with industry and demographic 

changes (e.g. the growth of superannuation funds and our ageing population) (Chart 6).  
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Chart 6: Shares of nominal total factor income, % share to Q1 2018 

 

Source: ABS, National Accounts, Mar 2018. 

Chart 7: Nominal company profits, major industries, $bn per quarter 

 

Source: ABS, Business Indicators, Mar 2018. 
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Productivity growth remains weak in 2018 

In the absence of another terms of trade boom, the best way to support broad-based income 

growth is through stronger productivity growth. Productivity growth has remained weak in 

Australia this century (and in most other advanced economies) and dampened real income growth. 

Total GDP per hour worked is a rough proxy for labour productivity that is derived from the 

National Accounts data. It confirms that productivity growth has been slow in recent years. At a 

national level, total GDP per hour worked rose by 0.6% p.a. in Q1 2018. This was the first annual 

increase in this measure of labour productivity since Q1 2017 (see chart 8). This improvement 

may have occurred because total hours worked fell by 0.2% q/q in Q1, even as output was rising. 

Looking at the ‘market sector’ sections of the economy only (that is, excluding public and non-

tradeable services), the National Accounts indicate that GDP per hour worked improved by 1.0% 

q/q in Q1 2018. This was the first improvement since Q1 2017 and the best quarterly improvement 

since June 2016, but it was partially due to a fall of 0.2% q/q in hours worked in the market sectors 

in Q1, even as output was rising (as also happened in June 2016). These ‘gaps’ between hours 

and output can indicate changes in actual productivity rates or they can simply be a legacy of 

differences in the timing of inputs (e.g. labour) versus outputs recorded in the National Accounts. 

The slow pace of national productivity growth is also evident in Australia’s real GDP growth per 

capita. Over the past decade, growth in real GDP per capita has averaged only 0.9% p.a. In Q1 

2018, real GDP per capita accelerated to 0.7% q/q and 1.5% p.a., its best quarterly rate since 

2011. The difference between this per capita GDP growth (1.5% p.a. in Q1 2018) and the headline 

growth rate (3.1% p.a. in Q1 2018) is indicative of the contribution of population growth to GDP, 

output and incomes. Population growth has averaged 1.6% p.a. in Australia over the past decade. 

Chart 8: Total GDP per hour worked, % change to Q1 2018 

 

Source: ABS, National Accounts, Mar 2018. 
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Eastern states grow fastest in Q1 2018 

Quarterly state final demand (the state equivalent of national ‘domestic final demand’ or total 

expenditure net of exports) increased in the eastern states but fell in SA, WA and the two 

territories in Q1 2018 (table 3). Over the year, growth ranged from -7.9 % p.a. in the NT to 4.9% 

in Victoria. The NT was negatively affected by a 7.7% decrease in private investment in Q1, which 

was down by 29% p.a. Private investment in the resources-based states can be especially volatile 

due to the timing and nature of large ‘lumpy’ mining and related projects. Across the states in Q1: 

• NSW grew by 0.7% q/q, with growth in household and government consumption partially offset 

by a fall in government investment. 

• Victoria grew by 1.9% q/q in Q1 and 4.9% p.a. Private investment jumped to 8.1%, driven by 

non-dwelling construction. Household and government consumption contributed strongly to 

growth, while government investment fell by 5.0% q/q after rising by 11.9% q/q in Q4. 

• Queensland slowed to 0.5% q/q in Q1 from 1.1% q/q in Q4. A fall in private investment 

detracted from growth due to lower dwelling construction and expenditure on machinery and 

equipment. This was partially offset by rising expenditure in non-dwelling construction. 

• SA fell by 0.2% q/q in Q1 due to a large fall in government investment. Private investment also 

contracted while government and household consumption rose in Q1. 

• WA fell by 1.1% q/q, following (revised) growth of 0.5% q/q in Q4. The fall in Q1 was driven 

mainly by a decrease in non-dwelling investment and machinery and equipment spending. 

• Tasmania grew by 2.0% q/q to be up 3.9% p.a. Private investment (mainly in machinery and 

equipment) was the major contributor to growth in Q1. Government spending also contributed 

to growth, but household consumption fell by 0.4% q/q. 

Table 3: State final demand, Q1 2018 

Seasonally 
adjusted, real 

Government 
consumption 

Household 
consumption 

Private 
investment 

Government 
investment 

State final 
demand 

State final 
demand 

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

NSW 2.6  0.4  0.3  -1.1  0.7  3.7  

Victoria 2.2  0.5  8.1  -5.0  1.9  4.9  

Queensland 1.2  0.3  -0.2  2.5  0.5  3.1  

South Australia 1.4  0.2  -0.8  -9.4  -0.2  2.1  

Western Australia 0.1  -0.1  -4.0  -2.1  -1.1  0.8  

Tasmania 3.1  -0.4  9.9  3.8  2.0  3.9  

NT 1.4  0.3  -7.7  -3.9  -2.0  -7.9  

ACT -2.1  0.2  -0.8  1.1  -0.8  1.6  

Australia (domestic 
final demand) 

1.6  0.3  1.2  -2.0  0.6  3.2  

* State Final Demand plus net exports is a proxy measure of State Domestic Product (the state equivalent of GDP) but is 
not exactly equal to it. Source: ABS, National Accounts, Mar 2018. 
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This week’s data and events, 4 May – 8 Jun 2018 

Day Date Data/event Data period  Previous release 

Mon 4 Jun ABS Business Indicators Mar (Q) 
Gross operating profits +5.9% q/q, 
+5.8% p.a. 

  ABS Retail Trade Apr (M) Nominal turnover +0.4% m/m 

  ANZ Job Ads May (M) +1.5% m/m, +11.5% p.a. 

Tue 5 Jun Australian PSI® May (M) 59.0 points 

  RBA Board Meeting May (M) Cash rate 1.50% 

  ABS Balance of Payments Mar (Q) Current account -$10.5bn 

Wed 6 Jun ABS National Accounts Mar (Q) GDP +1.0% q/q, +3.1% p.a. 

  RBA Chart Pack Jun (M) - 

Thu 7 Jun Australian PCI® May (M) 54.0 points 

  
ABS International Trade in Goods and 
Services 

April (M) imports $33.2bn, exports $34.1bn 

  ABS Industrial Disputes Mar (Q) Working days lost 137,700 

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

Next week’s data and events, 11 Jun – 15 Jun 2018 

Day Date Data/event 
Data period  
due for release 

Previous release 

Tue 12 Jun ABS Housing Finance Apr (M) 
Mar (M): value of dwelling finance -
4.4% m/m 

  ABS Lending Finance Apr (M) 
Mar (M): commercial finance -1.6% 
m/m 

  NAB Business Survey May (M) 
Apr (M): conditions +21 points, 
confidence +10 points 

Wed 13 Jun 
RBA Speech by Governor Philip Lowe 
to the Ai Group, Melbourne 

May N/A 

Thu 14 Jun ABS Labour Force May (M) 
Apr (M): emp growth: +2.9% p.a., 
unemp rate: 5.5% (trend) 

  
ABS Summary of IT Use and 
Innovation in Australian Business 

2016-17 (A) 
2015-16 (A): 95.3% of businesses 
with internet access 

Fri 15 Jun 
ABS Australian Environmental-
Economic Accounts 2018 

2018 (A) 2017 (A): Natural capital $6.1bn 

  
RBA Speech by Assistant Governor 
Luci Ellis 

May  N/A 

M = monthly. Q = quarterly. H = half-yearly. A = annual. B= Biennial. 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 2018) 
2016-17 
actual 

2017-18  
f 

2018-19 
f 

2019-20 
f 

2020-21 
p 

2021-22 
p 

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

Unemployment rate, %, year end 5.6 5.5 5.25 5.25   

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

Treasury Budget 2018-19 (May 2018)       

GDP, % change p.a., year average 2.1 2.75 3.0 3.0 3.0 3.0 

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

  Dwelling investment, % p.a., year average 2.8 -3.0 1.5 0.0   

  Business investment, % p.a., year average -4.0 4.5 3.0 4.5   

Employment growth, % p.a., year end 1.9 2.75 1.5 1.5 1.25 1.25 

Unemployment rate, %, year end 5.6 5.5 5.25 5.25 5.25 5.0 

Terms of trade, % change p.a., year end 14.4 1.5 -5.25 -2.25   

Inflation (CPI), % change p.a., year end 1.9 2.0 2.25 2.5 2.5 2.5 

Wages (WPI), % change p.a., year end 1.9 2.25 2.75 3.25 3.5 3.5 

f = forecast. p = projection. 
Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian Treasury, Budget 2018-19 (May 2018). 

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

RBA official cash rate, % May (M) 1.50       - AUD/USD exchange rate US$0.7621      ▲ 

Real GDP, % change p.a. Mar (Q) 3.1%     ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$65.97        ▼ 

Headline CPI, % change p.a. Mar (Q) 1.9%      - Gold price (USD/OZ) US$1,297.11   ▼ 

Unemployment rate, % trend Apr (M) 5.5%      - 
Copper price  
(USD/tonne, LME spot) 

US$7146.00    ▲ 

 

Australian Industry Group monthly performance of industry indexes 
Australian PMI®   May (M)                                                                              57.5 ▼ 

Australian PSI®   May (M)                                                                              59.0 ▲ 

Australian PCI®   May (M)                                                                              54.0 ▼ 
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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