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2 August 2019 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week Australia’s headline consumer price index (CPI) accelerated to 0.6% q/q and 1.6% p.a. 

in the June quarter (Q2) of 2019. This followed no movement (0.0% q/q) and very weak annual 

price changes (1.3% p.a.) in the March quarter (Q1) of 2019. This acceleration in inflation was 

due to rising global oil prices flowing through to higher local petrol prices, with higher petrol prices 

alone accounting for about half of the 0.6% q/q rise in the quarter. The persistence of very slow 

underlying inflation reflects trends including weak economic growth, spare capacity (in the labour 

market and in local production) and fierce pricing competition. Persistently low inflation means 

the RBA is less likely to increase the cash rate for Australia, which is at a record low of 1.00%.  

For Australia’s businesses, the latest data on producer prices (the ABS’ PPI) show that input 

costs rose, on average, less than output prices for all producers of Australian goods and services 

in Q2 2019. Over the quarter, price growth in preliminary (+0.2% q.q) and intermediate (0.0% q/q) 

producer inputs was outpaced by price growth in producer outputs (+0.4% q/q) in Q2 of 2019 

(table 2). This ‘growth gap’ between price rises for final products versus preliminary and 

intermediate inputs indicates that there was some relief on business margins in Q2 2019, after 

being compressed in recent quarters. However, manufacturing margins were further compressed 

in Q2 2019, with input prices rises faster than output prices. 

In other pricing indicators released this week, the gap between Australia’s export and import 

prices widened in Q2 2019, with export prices rising faster than import prices. Export prices are 

up 17.4% over the year, largely because of higher commodity prices. This indicates the terms of 

trade probably rose again in the first half of 2019. Higher prices for export commodities (especially 

iron ore, coal and LNG) provide upside potential for national aggregate incomes growth and the 

budget bottom line as both are highly dependent on Australia’s export commodity prices. 

The Ai Group Australian Performance of Manufacturing Index (Australian PMI®) rose by 1.9 

points to 51.3 points in July, climbing back into expansion after a contraction in June (the first in 

almost three years). Results above 50 points indicate expansion with higher results indicating a 

stronger expansion. Local demand for Australian manufactured products remains weak with both 

sales and production contracting in July. However, overseas demand is strong, particularly for 

consumable manufactured products such as food, beverages, pharmaceuticals, vitamins and 

cosmetics. The Ai Group Australian Performance of Services Index (Australian PSI®) and the Ai 

Group-HIA Performance of Construction Index (Australian PCI®) will be released next week. 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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Manufacturing index edges higher again in July 

Australian manufacturing edged back into growth in July after contracting in June for the first time 

in almost three years. Three of the six manufacturing sectors expanded in July (trend). The gap 

between the expanding and contracting sectors has been growing in recent months. Food & 

beverages and building materials, wood & furniture are expanding, while heavy industrial sectors 

including metals and machinery & equipment continue to report weak conditions (see Chart 1). 

Production fell in July but export sales were stronger, due to lower exchange rates over the first 

half of 2019 and strong overseas demand for food, beverages, pharmaceutical and cosmetic 

products. Pressure on manufacturers’ margins continued in July due to weak domestic sales and 

selling prices, even though the pace of increases in wages and other input costs eased. In 

encouraging pointers for the months ahead, both new orders and employment expanded in July. 

Chart 1: Australian PMI® sectors in July, trend 

 

Source: Ai Group, July 2019 
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Inflation remains below RBA target range in first half of 2019 

The headline consumer price index (CPI) rose by 0.6% q/q in Q2 2019, largely because rising 

global oil prices flowed through to higher local petrol prices (see below). Annual inflation picked 

up to 1.6% p.a. but remained below the RBA’s forecast of 1.7% p.a. for Q2 2019 (Chart 2). 

Chart 2: Headline and core inflation and RBA forecasts 

 

Source: ABS CPI, Jun 2019; and RBA Statement on Monetary Policy, May 2019. 

Table 1: Key inflation numbers, Q1 and Q2 2019 
  Quarterly % change Annual % change 

 Seasonally adjusted Q1-19 Q2-19 Q1-19 Q2-19 

Headline CPI 0.0 0.6 1.3 1.6 

CPI excluding volatile items 0.2 0.3 1.3 1.5 

trimmed mean 0.3 0.4 1.6 1.6 

weighted median 0.1 0.4 1.4 1.2 

Core CPI (average of trimmed mean and weighted median) 0.2 0.4 1.5 1.4 

Tradable goods and services -0.2 1.1 0.4 1.0 

Non-tradable goods and services 0.2 0.5 1.8 1.7 

Original (not seasonally adjusted)     

Goods -0.2 0.7 1.3 1.5 

Services 0.2 0.4 1.3 1.4 

Sydney -0.1 0.7 1.3 1.7 

Melbourne 0.1 0.5 1.2 1.3 

Brisbane 0.1 0.6 1.5 1.7 

Adelaide 0.1 0.5 1.3 1.4 

Perth -0.1 0.7 1.1 1.6 

Hobart -0.2 0.6 2.1 2.3 

Darwin -0.8 0.8 0.4 0.8 

Canberra 0.1 0.3 1.8 1.7 
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Underlying or ‘core’ inflation is the average of the trimmed mean and weighted median measures 

of inflation. It is the RBA’s preferred measure because it excludes the temporary effects of volatile 

pricing, such as petrol prices. Core inflation rose by 0.4% q/q and 1.4% p.a. in Q2 and remains 

well below the RBA’s target band of 2 to 3% over the cycle. It has been below 2% since Q4 2015. 

The persistence of very slow underlying inflation reflects trends including weak economic growth, 

spare capacity (in the labour market and in local production) and fierce pricing competition. 

Persistently low inflation means the RBA is less likely to increase the cash rate for Australia. 

In Q2, prices fell (deflation) for 24% of the detailed items listed in the ‘basket of goods and services’ 

that the CPI tracks but rose for 76% of the detailed items. Price changes across these detailed 

categories indicate the following factors affected consumer inflation in Q2 2019: 

• Global oil prices increased substantially in Q2, so the retail price of automotive fuel rose by 

10.2% q/q in Q2 2019. Automotive fuel prices returned to levels recorded in late 2018 after 

falling by 8.7% q/q in Q1 of 2019. This rise had a significant impact on the headline CPI 

because automotive fuel is a relatively large item in the CPI’s household spending ‘basket’. 

This meant that higher petrol prices alone contributed half of the 0.6% q/q rise in this quarter. 

• The annual increase in private health insurance premiums pushed health costs up by 1.8% 

q/q and 3.0% p.a. in Q2. Prices for medical and hospital services (+3.5% p.a.) include private 

health insurance premiums, which were the main driver of rising medical prices in Q2. 

• Administered prices (that is, prices linked to or controlled by government regulation) stabilised 

in Q2, after years of sharp increases. Utility prices fell by 0.2% p.a. in Q2, with retail electricity 

prices down by 1.7% q/q and 1.0% p.a. and gas prices down by 0.5% q/q and flat over the 

year. Water prices were flat in Q2 and up by just 1.3% p.a. despite the drought, because water 

rates rise only once per year (usually from 1 July which is in Q3). Child care prices fell by 7.9% 

p.a., reflecting a new Child Care Subsidy package that commenced in July 2018. 

Low inflation in Australia is due to both domestic and international factors (chart 4). Inflation for 

tradable goods and services – things that can be imported like cars, oil, electronics and clothing 

– has been below 2% for most of the past decade. Prices for tradable goods (accounting for 

around 35% of the CPI basket) rose by 1.2% q/q and 1.1% p.a. in Q2 2019, mainly due to rising 

global oil prices. Prices for tradable goods and services are determined by global production costs, 

the exchange rate and commodity prices (agricultural as well as resources). 

Prices for non-tradable goods and services (accounting for around 65% of the CPI basket and 

largely determined locally by labour, rent and other local production costs) increased by 0.2% q/q 

and 1.8% p.a., which is near historically low levels. This reflects weak domestic demand (as has 

been evident in the Ai Group’s Australian PMI, PSI and PCI), slower increases in administered 

prices (such as utilities, child care costs etc.) and slower price growth in housing related items. In 

particular, rent prices growth is now at the equal slowest rate on record (see chart 5). 
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Chart 3: Quarterly inflation for major product categories, Q2 2019 

 

Source: ABS CPI, Jun 2019. 

Chart 4: Tradables and non-tradables inflation, to Q2 2019 

 

Source: ABS CPI, Jun 2019. 
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Chart 5: Rent prices inflation, to Q2 2019 

 

Source: ABS CPI, Jun 2019. 

Manufacturing margins further compressed in Q2 2019 

For Australia’s businesses, the latest data on producer prices (the ABS’ PPI) show that input 

costs rose, on average, less than output prices for all producers of Australian goods and services 

in Q2 2019. Over the quarter, price growth in preliminary (+0.2% q.q) and intermediate (0.0% q/q) 

producer inputs was outpaced by price growth in producer outputs (+0.4% q/q) in Q2 of 2019 

(table 2). This ‘growth gap’ between price rises for final products versus preliminary and 

intermediate inputs indicates that there was some relief on business margins in Q2 2019, after 

being compressed in recent quarters.  

Table 2: Producer price index (PPI) changes for all industries, Q2 2019 
Seasonally adjusted  Quarterly % change Annual % change 

Preliminary producer prices 0.2 2.0 

Domestic  0.1 1.9 

Imported 0.5 2.8 

Intermediate producer prices 0.0 1.6 

Domestic  0.0 1.5 

Imported 0.4 2.3 

Final producer prices 0.4 2.0 

Domestic  0.3 1.7 

Imported 1.4 3.8 

Source: ABS PPI, Jun 2018 
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For manufacturers, the gap between input price increases and output (selling prices) price 

increases was especially large in Q2 2019. Over the quarter to Q2 2019, manufacturing input 

prices rose 2.2% q/q driven by rising metal ore mining manufacturing (+5.9% q/q), due to 

increased iron ore prices affected by limited international supply and strong demand, oil and gas 

extraction (+7.1% q/q), due to global rises in crude oil prices driven by production restrictions and 

agriculture to manufacturing (+3.1% q/q), due to reduced supply of milk during the winter months. 

Output prices rose by less than input prices, indicated further margin compression in Q2. Output 

prices rose for meat processing (+4.3% q/q), due to higher beef prices as a result of increased 

export demand and ‘other basic non-ferrous metal manufacturing’ (+2.3%), due to increases in 

gold prices driven by economic uncertainty and a low Australian dollar. 

In the case of gas and electricity, there was an easing in electricity input prices for manufacturers 

in Q2 2019, which fell by 4.6% in the quarter. However, gas input prices rose slightly in the quarter 

and electricity prices are still 1.3% higher than a year ago. Looking at the past decade, input 

prices for electricity for manufacturing businesses are82% higher than they had been in 2010, 

while gas input prices are 50% higher than they had been in 2010. This compares to price 

increases for all manufacturing inputs of 25% over the same period, and price rises for 

manufacturing outputs (i.e. their selling prices) of 21% over the same period (chart 6). This 

demonstrates a substantial degree of margin compression due to rising energy input costs, for 

manufacturing businesses operating across Australia.  

Chart 6: Electricity and gas input price indexes for manufacturing, 

cumulative change from 2010 to 2019 

 

Note: Producer price indexes rebased to March Quarter 2010 = 100. Source: ABS PPI, Jun 2019. 
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Higher export prices in Q2 2019: good news for Federal Budget revenue 

ABS trade price indices indicate that both imports prices and export prices increased in Q2 2019. 

The depreciation of the Australian dollar against the US dollar helped push up export prices, when 

valued in Australian dollars. Export prices (17.4% p.a.) have risen much faster than import prices 

(+2.8% p.a.), mainly due to higher export commodity prices (see chart 7). This has probably 

boosted the terms of trade and Government budget revenue, via mining royalties and profits. 

 Chart 7: Annual increases in export and import prices indexes, to Q2 2019 

 

Source: ABS International Trade Price Indexes, June 2019. 
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This week’s data and events, 29 July – 2 August 2019 

Day Date Data/event Data period  Result 

Mon 29 Jul ABS motor vehicle census Jan (A) 2019: 19.5mn registered vehicles 

Tues 30 Jul ABS building approvals Jun (M) 
Number of dwelling units approved 
-1.2% m/m, -20.9% p.a. 

Wed 31 Jul ABS Consumer Price Index Jun (Q) +0.6% q/q, +1.6% p.a. 

  RBA financial aggregates Jun (M) 
Total credit outstanding 
 +0.1% m/m, +3.3% p.a. 

Thurs 1 Aug Ai Group Australian PMI® Jul (M) 51.3 points 

  ABS Trade Price Index Jun (Q) 
Export prices: +17.4% p.a. 
Import prices: +2.8% p.a. 

  RBA Index of Commodity Prices Jul (M) 
$AUD commodity price index: 
+2.2% m/m, +21.0% p.a. 

Fri 2 Aug ABS Producer Price Index Jun (Q) 
Final prices +2.0% p.a. 
Intermediate prices +1.6% p.a. 
Preliminary prices +2.0% p.a. 

  ABS Retail Trade Sales Jun (M) Nominal retail sales +0.4% m/m 

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

Next week’s data and events, 5 August – 9 August 2019 

Day Date Data/event 
Data period  
due for 
release 

Previous release 

Mon 5 Aug Ai Group Australian PSI® Jul (M) Jun (M): 52.2 points 

Tue 6 Aug RBA Board Meeting Aug (M) Jul (M): Cash Rate 1.00% 

  
ABS International Trade in Goods 
and Services 

Jun (M) 
May (M): Exports $39.5bn 
Imports $34.5bn 

Wed 7 Aug Ai Group Australian PCI® Jul (M) Jun (M): 43.0 points 

  
ABS Lending to Households and 
Businesses 

Jun (M) 
May (M): Lending to business 
+12.1% m/m, +34.7% p.a. 

  ABS Selected Living Cost Indexes Jun (Q) 
Mar (Q): Employee living cost 
index: 0.0% q/q, 1.4% p.a. 

Fri 9 Aug RBA Statement on Monetary Policy Aug (Q) May (Q): - 

  

Appearance of RBA Governor, 
Philip Lowe, before the House of 
Representatives’ Standing 
Committee on Economics 

Aug (M) 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 indicators 
Economic activity, investment and employment Prices, wages and interest rates 

Real GDP growth, % p.a.  Mar (Q) 1.8% ▼ Headline CPI, % p.a. Jun (Q) 1.6%▲ 

Real Business Investment % p.a. Mar (Q) -1.9%▲ Core CPI, % p.a. Jun (Q) 1.4%▼ 

Employment growth, % p.a. trend June (M) 2.6%  - WPI, % p.a.   Mar (Q) 2.3% - 

Unemployment rate, % trend  June (M) 5.2%  - RBA cash rate, % Jul (M) 1.00 ▼ 

 

Australian Industry Group monthly performance of industry indices 
Australian PMI®   Jul (M)   51.3 ▲ 

Australian PSI®    Jun (M)   52.2 ▼ 

Australian PCI®    Jun (M)   43.0 ▲ 
M = monthly. Q = quarterly. All data are seasonally adjusted unless otherwise noted. 
Arrows represent direction of movement relative to last observation. Sources: ABS various data, Ai Group. 

Australian economy: latest full-year growth rates and government forecasts 

RBA, SoMP (May 2019) 
Dec 18 

e 
Jun 19 

f 
Jun 20 

f 
Jun 21 

f 
  

GDP, % change p.a., year end 2.3 1.7 2.7 2.8   

Unemployment rate, %, year end 5.0 5.0 5.0 4.8   

Inflation (CPI), % change p.a., year end 1.8 1.7 2.0 2.1   

Wages (WPI), % change p.a., year end 2.4 2.4 2.5 2.6   

Treasury, Federal Budget 2019-20 (Apr 2019) 
2017-18 

e 
18-19 

f 
19-20 

f 
20-21 

f 
21-22 

p 
22-23 

p 

GDP, % change p.a., year average 2.8 2.25 2.75 2.75 3.0 3.0 

  Household consumption, % p.a., year average 2.8 2.25 2.75 3.0 - - 

  Dwelling investment, % p.a., year average 0.2 0.5 -7.0 -4.0 - - 

  Business investment, % p.a., year average 6.0 1.0 5.0 4.5 - - 

Employment growth, % p.a., year end 2.7 2.0 1.75 1.75 1.5 1.5 

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

Inflation (CPI), % change p.a., year end 2.1 1.5 2.25 2.5 2.5 2.5 

Wages (WPI), % change p.a., year end 2.1 2.5 2.75 3.25 3.5 3.5 

Terms of trade, % change p.a., year end 1.9 4.0 -5.25 -4.75 - - 

e = estimate. f = forecast. p = projection. Sources: ABS various data; RBA Statement on Monetary Policy (SoMP), latest quarter; Australian 
Treasury, Federal Budget 2019-20 (April 2019). 
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