
 

 

1 

8 February 2019 

AUSTRALIAN ECONOMIC DEVELOPMENTS 

This week the Reserve Bank of Australia (RBA) left the cash rate at a record low of 1.50%. In the 

accompanying statement and in a separate speech this week, RBA Governor Lowe indicated that 

the cash rate is increasingly likely to stay on hold (instead of rising) due to slowing business and 

employment conditions in 2019. Given the riskier outlook for jobs and inflation, the RBA might 

even consider another cut to the cash rate, should these indicators deteriorate. Dr Lowe said: 

“In the event of a sustained increase in the unemployment rate and a lack of further 

progress towards the inflation objective, lower interest rates might be appropriate at some 

point. We have the flexibility to do this if needed.” 

Looking ahead, the RBA revised down its official forecasts for 2019 and 2020 - and by a significant 

margin - compared to the forecasts it had published in November (in its quarterly Statement on 

Monetary Policy). The RBA now expects Australian GDP growth to stay at or below 3.0% p.a. 

until at least June 2021. This is for a range of local and global reasons including: local house price 

corrections; ongoing weakness in household incomes and spending; tighter credit conditions; and 

global trade disruptions.  

Australian inflation and wage growth will also stay slower for longer, due to this weaker outlook. 

Despite picking up during 2018, wage inflation looks set to accelerate very gradually from here, 

but only if spare capacity in the labour market (that is, unemployment and underemployment) falls 

further. This will be more difficult to achieve if demand for labour slows (or drops) in the larger 

employing industries such as construction, retail trade and healthcare. With retail trade already in 

the doldrums and the residential construction cycle steadily turning south, weaker labour demand 

is becoming a real risk for 2019 and 2020. The RBA now expects the unemployment rate to stay 

at around its current level of 5.0% until June of 2020, instead of falling toward 4.75% as expected 

previously (as published by the RBA in November 2018). It still expects the unemployment rate 

to fall to 4.75% six months later, by December 2020. The unemployment rate is already around 

this low level in NSW and Victoria (under 5%), but it remains significantly higher in all other states. 

This week’s Ai Group’s monthly business surveys confirm softening business conditions at the 

start of 2019. The Australian PCI® show another contraction in activity in January (43.1 points) 

while the Australian PSI® signalled the first contraction in the services sector since February 

2017, at 44.3 points. Results below 50 points indicate declining activity in these indicators.  

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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Monthly international trade, building approvals and retail sales data (released by the ABS this 

week for the month of December) all indicate a similar slowing in domestic demand at the end of 

2018. In December, Australia’s trade balance widened to $3.7 billion due to a sharp fall in imports, 

while the total number of residential building approvals declined to 14,875 (trend terms), the 

lowest number since mid-2013. Meanwhile, the nominal value of total retail sales decreased by 

0.4% m/m in December, to be up just 2.8% p.a. After adjusting for inflation, real sales volumes 

for retailers were up by just 0.1% q/q and 1.6% p.a., for the whole of Q4 2018. 

Construction sector retreats further from 2018’s residential building boom 

The national construction industry began 2019 at a slower pace, with the Australian Industry 

Group/Housing Industry Association Australian Performance of Construction Index (Australian 

PCI®) indicating a second month of contraction in January, at 43.1 points (readings below 50 

indicate contraction in activity, with the distance from 50 indicating the strength of the decrease). 

All four sectors of the Australian PCI® contracted in January. In the house and apartment building 

sectors, the decline in activity and new orders were the steepest in over six years. Commercial 

construction was subdued while engineering construction declined for a second month. 

Chart 1: Australian PCI® and construction output volumes 

 

Source: Ai Group, January 2019; ABS National Accounts, Sep 2018 

For more detail about Ai Group’s Australian PCI® see: 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/ 

 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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The monthly building approvals data provide an excellent indication of future conditions across 

the construction industry. In December 2018, the number of residential building approvals fell by 

4.1% m/m and 24.7% p.a. to 14,875 (trend), which was the lowest number since June 2013. This 

downturn was driven by the apartments sector, with multi-unit dwelling approvals dropping by 

18.8% m/m and 38.0% p.a. in December (trend). The number of high-rise apartment approvals 

dropped by 14.8% m/m and 50.7% p.a. in December (original data). Detached house approvals 

dropped by 1.1% m/m and 9.4% p.a. in December (trend), to their lowest number since mid-2013. 

On a state basis, declines in the total number of residential building approvals were evident over 

the year to December across most states with Queensland (-29.6%), Western Australia (-27.7%), 

Victoria (-24.7%), NSW (-19.5%) and South Australia (-14.6%) all experiencing double-digit falls. 

Tasmania (+10.6%) was the only state to experience growth over the year. The value of 

residential building approvals follows a similar pattern across all states (chart 2). 

Trends in non-residential building approvals are more mixed. The total national value of non-

residential approvals fell by 14.2% over the year with weaker approvals in all states except NSW 

(chart 3). NSW bounced back from a dip in 2018 to reach a record high value of non-residential 

building approvals in December. Approvals in Victoria also picked up in December, following a 

lull in 2018 (trend, chart 3). A relatively healthy pipeline of work in projects including tourist 

accommodation, offices and aged care will continue to support activity in these states. 

Chart 2: Value of residential approvals per month by state, to Dec 2018 

 

Source: ABS Building Approvals, December 2018 
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Chart 3: Value of non-residential approvals per month by state, to Dec 2018 

 

Source: ABS Building Approvals, December 2018 

Services sector slumps in January 2019 

The Australian Industry Group Australian Performance of Services Index (Australian PSI®) fell 

by 7.8 points to 44.3 points in January 2019, indicating a sharp contraction across the services 

sector. It marked the sector’s first contraction since February 2017 and the lowest result since 

October 2014. Sales, new orders and supplier deliveries all fell more sharply in January (after a 

mild decline in December), while employment recorded a slower pace of decline. Business-

oriented respondents are now facing tighter conditions than consumer-facing businesses, 

although expansion in the consumer sectors has weakened. Retail trade contracted sharply in 

January with negative (and deteriorating) results for sales, new orders and employment. 

For more detail about Ai Group’s Australian PSI® see: 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/ 

Retail sales slumped in December 2018 

Consistent with results in the Australian PSI® through 2018, nominal retail sales fell by 0.4% m/m 

in December 2018 after growth of 0.5% m/m in November. Annual growth in nominal retail sales 

growth remained sluggish at 2.8% p.a. in December 2018, well below the decade average of 

3.7% p.a. (2008 to 2017, see chart 4). This indicates real sales growth of just 1.0% p.a. in 

December, after allowing for inflation (1.8% p.a. in Q4 2018). With population growth running at 

https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
https://www.aigroup.com.au/policy-and-research/economics/economicindicators/
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around 1.6% p.a., this means real retail sales per capita probably fell during Q4 2018, as 

consumers reduced their discretionary spending. 

Across the retailing sectors, declines were concentrated in household goods retailing (-2.8%), 

clothing and soft goods retailing (-2.4%) and department stores (-1.1%) - aligning with the 

Australian PSI® which shows that the retail sub-sector recorded its weakest monthly result in 

January 2019 for over six years. Across the states, retail sales were particularly subdued in NSW, 

falling by 0.6% m/m, followed by Victoria (-0.5% m/m), South Australia (-0.3%), Tasmania (-0.2%) 

and Queensland (-0.1%). Western Australia (+0.1%) was the only state to experience a rise in 

retail sales in December. 

This month’s retail sales data release from the ABS also included estimates for real volumes 

(inflation adjusted) for the December quarter (Q4) of 2018. These data indicate that retail sales 

volumes grew by just 0.1% q/q in Q3, while annual growth slowed to 1.6% p.a. in Q4 from 2.3% 

p.a. in Q3. This was the slowest annual growth rate for real sales volumes in almost two years. 

Sale volumes declined in all retailing sectors except for clothing and soft goods retailing (+2.7% 

q/q) and department stores (+0.7% q/q). These two segments might have benefited from ‘Black 

Friday’ and ‘Cyber Monday’ discounting, which boosted sales for these categories in November. 

Chart 4: Nominal retail sales growth, trend 

 

Source: ABS Retail Trade, December 2018. 
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Trade balance widened in December, as imports fall sharply 

Australia’s trade surplus widened to $3.7 billion in December 2018, which was the largest monthly 

surplus in two years. This was driven by a large 5.7% m/m fall in the value of imports, which was 

evident across consumption, intermediate and capital goods imports. Over the year to December, 

imports were down by 0.9% p.a. 

Export earnings were slightly weaker in the month of December, dropping by 1.6% m/m 

(seasonally adjusted). Export growth remained solid over the year however, at +16.2% p.a. This 

reflected strength in key commodity prices and the higher output capacity of the resources and 

minerals sector. Over the year to December, there were increases in mineral and resources 

exports (+18.4%), manufacturing goods (+18.8%), services (+12.7%) and rural goods (+9.1%). 

(see chart 5). 

Chart 5: Nominal export values per month, by category, to Dec 2018 

 

Source: ABS International Trade in Goods and Services Australia, December 2018 
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This week’s data and events, 4 Feb – 8 Feb 2019 

Day Date Data/event Data period  Result 

Mon 4 Feb ABS building approvals Dec (M) 
No. of dwellings approved -4.1% 
m/m, -24.7% p.a. (trend) 

  Westpac-MI inflation gauge Jan (M) -0.1% m/m 

  ANZ job advertisements Jan (M) -1.7% m/m 

Tues 5 Feb Ai Group Australian PSI® Jan (M) 44.3 points 

  RBA Board Meeting Feb (M) Cash rate 1.50% 

  
ABS International trade in goods and 
services 

Dec (M) trade balance +$3.7bn 

  ABS retail trade Dec (M) (Q) 
 
nominal sales: - 0.1% m/m 
real sales: +0.1% q/q 

Wed 6 Feb ABS Selected Living Cost Indexes Dec (Q) Employee LCI +2.1% p.a. 

  
RBA Governor Lowe, Speech at the 
National Press Club, Sydney 

- - 

Thur 7 Feb Ai Group Australian PCI® Jan (M) Dec (M): 43.1 points 

  ABS Schools Australia 2018 (A) - 

Fri 8 Feb RBA Statement on Monetary Policy Feb (Q) - 

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

Next week’s data and events, 11 Feb Nov – 15 Feb 2019 

Day Date Data/event 
Data period  
due for release 

Result of previous release 

Tues 12 Feb ABS Housing Finance Dec (M) 
Nov (M): Value of total dwelling 
commitments -1.1% 

  ABS water account 2016-17 (A) - 

  NAB Business Survey Jan (M) 
Dec (M): conditions +2 points, 
confidence +3 points 

Wed 13 Feb Westpac-MI Consumer Confidence Feb (M) Jan (M) 99.6 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 (Feb 2018) 
Jun 17 

e 
Jun 18 

e 
Jun 19 

f 
Jun 20 

f 
Jun 21 

f 
 

GDP, % change p.a., year end 1.8 3.1 2.5 2.75 2.75  

Unemployment rate, %, year end 5.6 5.4 5.0 5.0 4.75  

Inflation (CPI), % change p.a., year end 1.9 2.1 1.75 2.0 2.25  

Treasury MYEFO 2018-19 (Dec 2018) 
2016-17 

e 
2017-18 

e 
18-19 

f 
19-20 

f 
20-21 

p 
21-22 

p 

GDP, % change p.a., year average 2.1 2.8 2.75 3.0 3.0 3.0 

  Household consumption, % p.a., year average 2.6 2.8 2.5 3.0   

  Dwelling investment, % p.a., year average 2.8 0.1 1.0 -4.0   

  Business investment, % p.a., year average -4.0 6.0 1.0 5.0   

Employment growth, % p.a., year end 1.9 2.7 1.75 1.75 1.5 1.5 

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

Inflation (CPI), % change p.a., year end 1.9 2.1 2.0 2.25 2.5 2.5 

Wages (WPI), % change p.a., year end 1.9 2.1 2.5 3.0 3.5 3.5 

Terms of trade, % change p.a., year end 14.4 1.9 1.25 -6.0   

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

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

RBA official cash rate, % Jan  (M) 1.50    -   AUD/USD exchange rate US$0.7069      ▼ 

Real GDP, % change p.a. Sep (Q) 2.8%  ▼ 
Oil price  
(WTI light crude, USD/BBL) 

US$52.57        ▼ 

Headline CPI, % change p.a. Dec (Q) 1.8%  ▼ Gold price (USD/OZ) US$1,310.53   ▼ 

Unemployment rate, % trend Dec (M) 5.0%  ▼ 
Copper price  
(USD/tonne, LME spot) 

US$6209.00    ▲ 

 

Australian Industry Group monthly performance of industry indices 
Australian PMI®   Jan (M)                                                                                52.5 ▲ 

Australian PSI®   Jan (M)                                                                                44.3 ▼ 

Australian PCI®   Jan (M)                                                                                43.1 ▼ 
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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