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12 October 2018 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the IMF downgraded its outlook for the global economy amid escalating trade tensions 

and growing financial strains in emerging economies. The IMF is now forecasting that global 

growth will plateau at 3.7% p.a. in 2019, down from its forecast of 3.9% p.a. for 2019 published 

in April. The IMF noted that over the past six months, protectionist rhetoric has increasingly turned 

into action and that higher trade barriers will “disrupt global supply chains and slow the spread of 

new technologies, ultimately lowering global productivity and welfare”.  

For Australia, the IMF expects recently introduced trade measures to have a negative effect on 

economic growth in 2019. As a result, it downgraded its expectations for Australian GDP growth 

in 2019 to 2.8% p.a., from 2.9% p.a. previously (and significantly slower than GDP growth of 

3.4% p.a. achieved in 2017-18). 

Inside Australia, robust business conditions remained evident across most (but not quite all) 

industries in September, according to Ai Group’s Australian PMI®, PSI® and PCI® and NAB’s 

Business Survey. The NAB Business Survey (released this week) suggests business conditions 

remain above their long-run average but have deteriorated since the start of 2018.  

In contrast, confidence amongst both businesses and consumers remain around their long-run 

average. The Westpac-MI Index of Consumer Sentiment rose by 1.0% m/m to 101.5 points in 

early October, indicating a slightly improving mood among Australian consumers (results over 

100 points indicate ‘net optimism’ in this survey). This rise partially offset falls in August and 

September, following the change of Prime Minister and mortgage rate increases by some banks. 

ABS building activity data show the number of new dwellings being built in Australia fell to 228,000 

in the June quarter (Q2) 2018, down from a record high in the March quarter (Q1) 2018. Almost 

three quarters of new dwellings were being built in Victoria and New South Wales.  

Looking ahead, the Bureau of Meteorology (BoM) had more bad news this week for rain-

dependent businesses in New South Wales and Queensland with the BoM declaring an "El Niño 

Alert" for 2018-19. This means the chances of an El Niño event forming during spring is now 

almost three times more likely than usual (at 70%). An El Niño event is typically associated with 

lower rainfall in Eastern Australia and higher day-time temperatures in Southern Australia. 

  

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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IMF downgrades Australian and global outlook due to trade tensions 

In its latest half-yearly outlook, the IMF downgraded its forecasts for Australian GDP growth to 

2.8% p.a. in 2019 (previously 2.9% p.a.) but upgraded its forecast for 2018 to 3.2% p.a. 

(previously 3.0% p.a.). The upgrade in 2018 is largely because of stronger than expected GDP 

growth in the first half of 2018 (3.4% p.a. to June 2018) while the downgrade to expectations for 

2019 partially reflects the negative effect of recently introduced global trade measures. 

The IMF expects the steady global economic expansion evident since mid-2016 to continue in 

2018 and 2019, but at a slower pace than previously forecast (table 1). The US is still growing 

strongly, supported by fiscal expansion, but other advanced economies are showing signs of 

slowing. The IMF expects the US economy to grow by 2.9% in 2018 - its fastest pace since 2005 

– before slowing to 2.5% in 2019 as the benefits of recent tax cuts wear off and trade tensions 

with China start to bite. The IMF has marked down its growth projections for the euro area and 

the UK, following weaker than expected growth in early 2018. China may slow to 6.2% p.a. in 

2019 (previously 6.4% p.a.), which would be the country's slowest growth since 1990.  

Table 1: IMF growth forecasts, selected economies, October 2018 

Real GDP, % change p.a. 2017 2018p 2019p 

World output 3.7 3.7 3.7 

Australia 2.2 3.2 2.8 

Advanced economies 2.3 2.4 2.1 

US 2.2 2.9 2.5 

Euro area 2.4 2.0 1.9 

UK 1.7 1.4 1.5 

Japan 1.7 1.1 0.9 

Emerging and developing economies 4.7 4.7 4.7 

China 6.9 6.6 6.2 

ASEAN-5 5.3 5.3 5.2 

India 6.7 7.3 7.4 

World trade volumes, % change p.a. 5.2 4.2 4.0 

p = projection. Source: IMF World Economic Outlook, October 2018 

Key risks to this outlook include: escalating trade tensions and the fragmentation of multilateral 

rules-based trade systems (based around the WTO); financial instability from tightening financial 

conditions (such as the US Federal Reserve lifting interest rates); and slow implementation of 



 

 

3 

institutional reforms. Separate to these risks, the IMF notes that advanced economies are unlikely 

to regain their pre-GFC per capita growth rates because of ageing populations, lower labour force 

participation and slower productivity growth. In response, the IMF recommends that advanced 

economies rebuild their fiscal buffers and enact structural reforms to boost productivity, labour 

force participation and labour flexibility. Infrastructure investment, as well as reduced barriers to 

entry in services markets, could also help to boost growth in the medium term. 

This latest IMF Outlook also simulated the economic impacts of tariffs that have recently been 

imposed between the United States and several of its trading partners as well as some trade 

measures that have been announced or considered, but not yet imposed. It considered five 

scenarios (chart 1). Based on these, the IMF estimates that US tariffs on foreign cars and auto 

parts could disrupt established business supply chains around the world. Once market reactions 

are factored in, a trade dispute based on this scenario (the orange line in chart 1) could cut global 

growth by nearly 0.8% by 2020 (see chart 2). The impact of the tariffs that have been imposed to 

date (dark blue line) is small with the United States and China bearing the brunt of the costs.  

These tariff actions to date have weakened the outlook for global trade. The IMF expects global 

trade to grow by 4.2% in 2018 (down from 4.8% it expected in July), slowing to 4.0% in 2019. In 

line with an improving global economy in 2017, global trade volumes increased by 5.2% in 2017, 

accelerating sharply from 2.3% p.a. in 2016. In response, the IMF recommends the finalisation of 

pluri-lateral agreements such as the eleven-country Comprehensive and Progressive Agreement 

for Trans-Pacific Partnership (the TPP-11) as a useful platform to more open trade and growth. 

Chart 1: IMF world real GDP in trade tension scenarios* 

 

*per cent deviation from control.  

Source: IMF World Economic Outlook, October 2018 
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Business conditions past peak but remain high in September 

NAB’s monthly survey of business conditions edged up to +15 points in September from +14 

points in August, signalling very positive conditions for Australian business (results above zero 

indicate positive conditions in this survey). Similar to recent results for Ai Group’s Australian PMI®, 

PSI® and PCI® (released last week), NAB business conditions have eased from record highs in 

early 2018 but still remain above their long-term average in September (see chart 2). The NAB 

business survey showed a strong increase in the employment sub-index, which rose 3 points to 

+12 points in September. This is consistent with strong jobs growth in 2018, with over 20,000 jobs 

added per month and further declines in the unemployment rate. NAB’s forward orders index 

eased slightly in September, profitability was unchanged and trading conditions edged lower. 

Across industries, mining showed the strongest conditions and confidence in September. Retail 

was the only sector to record negative conditions in September. Conditions improved in recreation 

& personal services, manufacturing and wholesale trade. Across the states, conditions remain 

highest in Tasmania, Victoria and Queensland and weakest in South Australia. More positively, 

business conditions are now above average again in Western Australia, sustaining the 

improvements in business conditions experienced in late 2017. 

Chart 2: Ai Group composite conditions* and NAB business conditions 

 

* weighted composite of Ai Group Australian PMI®, PSI® and PCI®. Sources: NAB and Ai Group. 

 

In contrast to these elevated indicators of conditions, the NAB business confidence index was 

back around long-term average of +6 points in September. More dramatically, the ANZ-Property 

Council Survey (December quarter) shows that sentiment in Australia’s property sector has fallen 

to its lowest level in two years. The decline in property industry sentiment was evident across all 

states and territories, although NSW and Victoria were weakest. This is consistent with recent 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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results in the Ai Group-HIA Australian PCI® which have shown contracting conditions in both the 

apartment and house building sub-sectors in recent months, in line with lower approvals and sales. 

Residential building activity at a record high in Q1 and Q2 2018 

Building approvals, sales and now sentiment have already passed their peak, but actual building 

activity tends to lag behind these indicators by many months (due to lengthy planning and 

construction times). The ABS estimates the number of new residential dwellings under 

construction during Q2 of 2018 across Australia eased slightly to 227,000 new homes, from the 

record high in Q1 2018 (unadjusted data, Chart 3). This consisted of 70,000 ‘new houses’ and 

157,000 ‘new other residential buildings’ (mostly units and flats). Almost three quarters of new 

apartments were being built in either Victoria and New South Wales; 50,085 new apartments in 

Victoria and 66,511 apartments in New South Wales (see Chart 4). 

Looking at non-residential as well as residential building activity, the volume of all building work 

done in Q2 across Australia fell slightly to $29.3bn in Q2 2018 (-0.2% q/q) but remained 4.4% 

higher than a year earlier. The volume of non-residential building activity fell in Q2, but this was 

partially offset by a rise in residential building activity. The volume of residential construction lifted 

in Q2, while non-residential construction fell by 3.1% q/q, to be up 4.9% over the year (seasonally 

adjusted and inflation adjusted). In addition to this building activity, engineering construction work 

done in Q2 rose by 2.2% q/q to $24.2bn (seasonally adjusted and inflation adjusted). This took 

the total volume of all construction work done in Q2 (residential and non-residential building plus 

engineering construction) to $53.5bn, down 0.1% p.a. (see Table 2). 

 

Chart 3: Number of dwellings currently being built, to Q2 2018 

 

Sources: ABS Building Activity, Jun 2018 

https://cdn.aigroup.com.au/Economic_Indicators/PCI/2018/PCI_September_2018_40726f.pdf
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Chart 4: Number of new apartments being built in NSW and VIC, to Q2 2018 

 

Sources: ABS Building Activity, Jun 2018 

Table 2: Volume of construction activity done in Q2 2018 
Volume of work done (seasonally adjusted) $bn per qtr % change q/q. % change p.a. 

Building 29.3 -0.2 4.4 

Residential 19.0 0.9 3.9 

Non-residential 10.2 -2.2 5.4 

Engineering 24.2 2.2 -5.2 

 Total 53.5 0.9 -0.1 

Source: ABS, Construction Activity: Chain Volume Measures, Jun 2018 

Looking ahead, the ABS estimates that the total value of building work (excluding engineering 

construction) in the pipeline stood at $96.2 billion at the Q2 2018, up 10.7% p.a. but down from a 

record $98.5 billion in Q1 2018 (in nominal dollar values). This includes work yet to be completed 

on the 228,000 new homes being built across Australia and non-residential work yet to be 

completed (totalling $74.3 billion, plus work that is planned but has not yet commenced - $21.9 

billion, +3.9% p.a.). Although somewhat dated (Q2 2018) and in nominal values rather than 

inflation-adjusted volumes, these data confirm the forward pipeline of building activity shrank in 

Q2 2018 but remains large across residential and non-residential sectors (Chart 5). As outlined 

in our Economics Weekly 28 September 2018, the pipeline of future work in engineering 

construction grew in Q2 to $64.4 billion, with future work growing across key project areas 

including transport infrastructure, railways and utilities.  

This is consistent with results in the Ai Group-HIA Australian PCI® which has shown a divergence 

amongst the sub-sectors in recent months. As of September, the residential sub-sectors (housing 

and apartments) in the Australian PCI® are reporting contracting conditions, the commercial sub-

sector (equivalent to the non-residential building data from the ABS) is reporting stable conditions, 

while the engineering sub-sector is reporting record high conditions.  

https://www.aigroup.com.au/policy-and-research/economics/weeklyreports/
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Chart 5: Building activity in the pipeline*, to Q2 2018 

 

* Nominal value of building work yet to be done plus building work not yet commenced. 

Source: ABS Building Activity, Jun 2018 

El Niño alert declared by Bureau of Meteorology 

This week the Bureau of Meteorology (BoM) declared an "El Niño Alert" meaning the chances of 

an El Niño event forming during Spring is now at 70%. El Niño events occur on average every 

three to five years which puts the risk in any given year at around 20-25%. So at around 70%, the 

current probability is roughly three times the normal risk.  

An El Niño event is typically associated with lower rainfall in eastern Australia and higher day-time 

temperatures across southern Australia. It can last anywhere from 6 months to 2 years. This does 

not bode well for the end of drought in NSW and Queensland. NSW has just recorded its 

fifth-driest July on record. About 99% of the state – which accounts for a quarter of Australia’s 

agricultural output by value – is now officially in drought. 

To date, stock feed and transport costs have already risen. The number of cattle and sheep 

slaughtered in August were up 10.6% and 46.1% respectively, from the same time last year. Food 

and beverage manufacturers are already reporting disrupted supply and higher prices for a range 

of agricultural inputs, while manufacturers operating in the metals and machinery & equipment 

sub-sectors who sell into the agricultural sector or its supply chain are reporting reduced sales. 

The BoM reports there have been 27 El Niño events since 1900, with 18 of them bringing drought 

to many areas. Seven of Australia’s 10 driest years on record were during El Niño events. 

Unusually, the last El Niño event in 2015-16 brought wetter than normal conditions to some 

drought-affected parts of NSW, but the 2002 El Nino event was dryer than normal for an extended 

period across most of Australia (see chart 6). 
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Chart 6: El Niño rainfall in 2002 and 2015 

 

Source: Bureau of Meteorology 

Chart 7: Vegetation in Australia, 2016 & 2018 

 

Note: Vegetation density based on Enhanced Vegetation Index (EVI). 

Source: REUTERS 
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This week’s data and events, 8 Oct – 12 Oct 2018 

Day Date Data/event Data period  Result 

Mon 8 Oct ANZ Job Ads Sep (M) -0.8% m/m, +4.7% p.a. 

Tue 9 Oct IMF World Economic Outlook Oct (H) 
Global growth forecast 3.7% in 
2018 and 3.7% in 2019 

  NAB Business Survey Sep (M) 
Conditions +15 points,  
Confidence +6 points 

Wed 10 Aug ABS Building Activity Jun (Q) -0.2% q/q, +4.4% p.a. 

  Westpac-MI Consumer Sentiment Oct (M) +1.0% m/m, 101.5 points 

Thur 11 Aug 
RBA Speech, Assistance Governor 
(Economics), Luci Ellis 

Oct (M) N/A 

Fri 12 Aug ABS Housing Finance Aug (M) TBA 

  RBA Financial Stability Review Oct (H) N/A 

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

Next week’s data and events, 15 Oct – 19 Oct 2018 

Day Date Data/event 
Data period  
due for release 

Result of previous release 

Tue 16 Oct RBA Meeting Minutes Oct (M) Sep (M): Cash Rate 1.50% 

  ABS Lending Finance Aug (M) 
Jul (M): Commercial finance +0.2% 
m/m 

Wed 17 Aug 
ABS Overseas Arrivals and 
Departures 

Aug (M) 
Jul (M): Arrivals 768,100;  
Departures 926,200 

Thur 18 Aug ABS Labour Force Sep (M) 
Aug (M): unemp rate 5.3%,  
emp growth +2.5% p.a. (trend) 

  NAB Quarterly Business Survey Sep (Q) 
Jun (Q): Conditions +15 points, 
Confidence +7 points 

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 (August 2018) 
2016-17 

a 
2017-18 

a 
2018-19 

f 
2019-20 

f 
2020-21 

p 
2021-22 

p 

GDP, % change p.a., year end 1.8 3.4 3.25 3.0   

Unemployment rate, %, year end 5.6 5.4 5.25 5.25   

Inflation (CPI), % change p.a., year end 1.9 2.1 2.0 2.25   

Treasury Budget 2018-19 (May 2018)       

GDP, % change p.a., year average 2.1 2.9 3.0 3.0 3.0 3.0 

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

  Dwelling investment, % p.a., year average 2.8 -0.4 1.5 0.0   

  Business investment, % p.a., year average -4.0 8.7 3.0 4.5   

Terms of trade, % change p.a., year end 14.4 2.1 -5.25 -2.25   

Employment growth, % p.a., year end 1.9 2.7 1.5 1.5 1.25 1.25 

Unemployment rate, %, year end 5.6 5.4 5.25 5.25 5.25 5.0 

Inflation (CPI), % change p.a., year end 1.9 2.1 2.25 2.5 2.5 2.5 

Wages (WPI), % change p.a., year end 1.9 2.1 2.75 3.25 3.5 3.5 

a = actual    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 (Thursday afternoon) 

RBA official cash rate, % Oct (M) 1.50    -   AUD/USD exchange rate US$0.7127      ▲ 

Real GDP, % change p.a. Jun (Q) 3.4%  ▲ 
Oil price  
(WTI light crude, USD/BBL) 

US$71.04        ▼ 

Headline CPI, % change p.a. Jun (Q) 2.1%  ▲ Gold price (USD/OZ) US$1,220.90   ▲ 

Unemployment rate, % trend Aug (M) 5.3%  ▼ 
Copper price  
(USD/tonne, LME spot) 

US$6292.00    ▲ 

 

Australian Industry Group monthly performance of industry indices 
Australian PMI®   Sep (M)                                                                               59.0 ▲ 

Australian PSI®   Sep (M)                                                                               52.5 ▲ 

Australian PCI®   Sep (M)                                                                               49.3 ▼ 
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 indices. 
Sources: ABS various data; Ai Group; Australian Financial Review market prices (as of Fri); London Metals Exchange market prices (as of Fri). 
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