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Australian GDP picks up

Growth is rebalancing

Australian GDP
rises

+2.8%

y-0-y in Q4

Today's GDP numbers were positive. They showed
that growth has picked up and that Australia’s great
rebalancing act is underway. GDP rose by +0.8% in
Q4 to be +2.8% higher y-o-y (market had +2.5%).
Mining investment fell in the quarter, but this was
more than offset by a rise in household consumption
and exports. Overall domestic demand picked up
and the household saving rate has started to fall.
More timely indicators suggest this rebalancing of
growth has continued into Q1 2014, with business
conditions and housing activity rising further. We
expect the RBA to remain on hold for now, but for
rates to rise before year-end.

Facts

- Real GDP rose by +0.8% in Q4, to be +2.8% higher for the year (market expected +2.5% y-o-y,
HSBC had +2.7%).

- Household spending was a key driver of growth, with household consumption rising +0.8% qg-o-
q, to be +2.6% higher for the year. Dwelling investment picked up modestly, rising by +1.0% in
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Q4 and by +1.4% y-o-y. Mining investment was a drag, with engineering investment falling -1.5%
in the quarter to be -4.9% lower for the year. Machinery and equipment investment fell by -18% y-
o-y. Overall, gross national expenditure rose +0.3% in the quarter, to be +0.9% higher for the year.

- The external sector made a solid contribution to growth. Exports increased +2.4% g-0-q to be
+6.5% higher over the past year, as rising capacity in the resources sector continued to come on

line. Imports were -0.6% lower in Q4, to be -4.6% lower y-o-y.

- Nominal GDP rose by +1.6% q-0-q (+4.8% y-0-y). The terms of trade picked up by +0.6% in the

quarter, to remain -1.2% lower y-o-y.

- Productivity improved in the quarter, with GDP per hour worked rising by +1.2% g-0-q, to be
+1.9% higher over the past year.

Implications

Today's GDP numbers for Australia were an all-round positive result. GDP growth picked up in

Q4 and accelerated to +2.8% y-o-y, which we see as close to trend.

Perhaps more importantly, the composition of growth was also favourable, as it provided evidence
that monetary policy is working, with activity lifting in the non-mining sectors, as mining

investment begins to fall. Australia's great rebalancing act is finally underway.
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Mining investment fell in the quarter, with both engineering construction and machinery & equipment
investment falling. Importantly though, the impact of this decline on GDP is being partly offset by a fall
in imports, as much of the equipment used in mining investment has been from offshore. The fall in
engineering and equipment investment y-o-y subtracted -1.3 percentage points from growth in Q4, but
this was offset by a fall in imports worth 1.0 percentage point of GDP over the same period. The net drag
on the economy from the fall in mining investment will be reduced by the high-import share. This theme

will continue to play out this year and next as mining investment continues to fall.

Further offsetting the mining slowdown is the ramp up in resources exports. Overall exports rose
strongly, to be 6.5% higher y-o-y. Again, this ramp up in exports has a long way to run as new capacity

in iron ore, coal and LNG production continues to come on-line.

Outside of mining, today's GDP numbers were quite positive. Household consumption growth picked up
in the quarter and is running at +2.6% y-o-y, which is its fastest pace since early 2012. In line with this
move, the household saving rate edged down, after a long period where it has remained fairly high and
stable. Somewhat disappointingly, dwelling investment was still weak in Q4 and y-o-y. However, the
forward-looking indicators of dwelling investment are now very positive, with building approvals having
risen by +34% y-o-y in January. This implies that a significant rise in residential construction is likely in

coming quarters.

The RBA will be comforted by this set of GDP numbers as it provides evidence that their strategy to
rebalance growth from being mining-led to driven by the non-mining sectors is underway. Monetary

policy is working. Timely indicators also generally suggest these trends continued in more recent months.

We see the RBA as unlikely to cut rates further and, if our central case plays out and growth continues to
rebalance, we expect they may have to lift rates before the end of the year.

Bottom line

GDP surprised modestly to the upside and the components suggest that growth is rebalancing, which is

favourable.

We continue to expect that the RBA's easing phase is done and expect that they may have to lift interest
rates before year-end.

Figure #1: GDP is picking up pace Figure #2: Exports continued to be a key support
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Figure #3: Incomes rising despite falling commodities due
to lower AUD
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Figure #5: Household consumption is picking up
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Figure #4: Household saving falling as economy rebalances
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Figure #6: Mining investment falling, dwelling investment
rise yet to come
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