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Australian CAPEX plans: a preview

Est 5 for 2014/15:

($153bn - neutral; $148bn - soft; $158bn - good)

Risk that service sector capex disappoints

The ABS survey of private business investment plans, the CAPEX
survey, will provide some further guidance to growth prospects.
The December quarter edition will be released on February 26, with
responses received over January and February. This update will
include the 5th estimate of capex plans for 2014 /15, as well as the
initial estimate of plans for 2015/16.

Business capex is set to decline in 2014 /15, as suggested by
Estimate 4 of plans for this financial year. Capex spending will be
led lower by a sharp investment downturn in the mining sector, with
only a partial offset from the service sectors.

These broad themes are likely to be restated. That said, we see
the risk that the modest improvement to date in service sector
capex looses momentum and that plans for 2015/ 16 are softer
than suggested by our central case forecasts. This is in the wake
of disappointing economic conditions in recent months, following a
significant negative income shock to Australia from the sharp drop
in global commodity prices. This downside risk to service sector
investment will be a key focus for policy makers.

The RBA does take note of the capex survey, but is mindful of
its shortcomings, stating that: "the expectations component of
the ABS capital expenditure survey ... tends to be a relatively
imprecise guide to firms' realised spending".

A recap of the September capex survey

2014 /15: Estimate 4

Est 4 for 2014 /15 is $153bn, 8% below Est 4 for 2013/ 14.
By industry, Est 4 vs Est 4 a year ago are:

mining, -17% (up from -21%, as reported 3 months earlier);
manufacturing, - 11%; and services, +11%.

Alternatively, applying average realisation ratios (RRs), we
estimate that Est 4 implies a final outcome for 2014 /15 of
$147bn. That is 7% below the result for 2013/ 14. By industry,
average RR's suggest: mining, -16%; manufacturing, -14%; and
services, +9%.

Quarterly figures report that the service sectors have
increased capex so far in calendar 2014, as follows: +3.3%

in Q1, +4.6% in Q2 and +5.5% in Q3. The upshot, service sector
capex spend in 2014 Q3, the initial quarter of 2014 /15, was 10%
above the quarterly average for 2013/ 14.

Interpreting Est 4: implications for business investment

What to make of the capex survey, what does it imply for overall
business investment? Firstly, we would note that the capex survey
provides only partial coverage of business investment and hence
has its limitations. In Q3, capex was $38bn, while business
investment in the national accounts was $63bn.

We calculate that Est 4 implies a decline in business investment
in 2014 /15 of 3% in nominal terms and a near 5% decline in
real terms (based on applying industry weights from the national
accounts). That is broadly consistent with our forecast for
business investment to decline by 4% in real terms in 2014 /15.

Scenarios for 2014 /15: risk of a softer result

2014 /15: Estimate 5

Here we set our three scenarios for Est 4 of 2014 /15 capex.
The approach is based on applying average RR's.

Recall that Est 4 was $153bn, implying an outcome of $147bn,
some 7% below the 2013/ 14 result.

Scenario 1, 2014/15: - a restatement of Est 4 (implied -7%)
Est 5 of $153bn.

Implies a final outcome of $147bn, -7% on 2013/ 14
Mining, -16%; manufacturing, - 14%; services, +9%

Scenario 2, 2014 /15: - a softer result

Est 5 of $148bn.

Implies a final outcome of $142bn, -10% on 2013/ 14
Mining, -19%; manufacturing, -17%; services, +6%

Scenario 3, 2014/15: - a more positive result

Est 5 of $158bn.

Implies a final outcome of $152bn, -4% on 2013/14
Mining, -13%; manufacturing, -11%; services, +12%

2015/16, initial estimate

We will receive Estimate 1 for 2015/16 capex spending. We note
that Est 1 and Est 2 of capex plans have the advantage of being
timely but are not always reliable.

An Est 1 of $123bn would be a robust result

(but risk is that we see a softer print)

Est 1 printing at $123bn would arguably be a robust result.

We estimate that such a number generates a figure for business
investment broadly in line with our central case forecast. This
analysis is on the assumption that Est 5 for 2014 /15 is
$153bn and our analysis is sensitive to the industry mix.

Est 1 of $123bn would be -2% on Est 1 for 2014 /15, a figure that
is flattered by weak base effects. Note that Est 1 for 2014/15
was particularly soft at -17% on Est 1 for 2013/ 14. Prospects for
2014 /15 have improved somewhat from this initial take.

We estimate that Est 1 of $123bn would imply an outcome of
$137bn, based on applying average RRs. That would be 7% below
the likely 2014 /15 outcome (assuming that Est 5 is $153bn).

Importantly, for this exercise, we've assumed that by industry, Est
1 on Est 1 would be as follows: mining, -8%; manufacturing -1%;
and services +8%. The rationale is that applying realisation ratios
yields the following, arguably plausible, combination:

mining -16%; manufacturing -8% and services +4%. Then, using
national accounts weights, points to business investment in
2015/16 declining by 4% in nominal terms, a figure not greatly
different from our forecast for a 3% fall in real terms.

We emphasise, these scenarios are calculated for the overall
growth in investment. The industry mix could be quite different.

Andrew Hanlan Senior Economist, ph (61-2) 8254 9337
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