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Editor’s Note

As well as the fourth quarter GDP data and commentary this issue also con-
tains a look at what’s been happening in the currency markets recently. We dig
into the state of the Queensland economy to see what our new Treasurer has
to work with.

Our Economics Blog is freely available and will keep you up-to-date with all the
latest news as it relates to the FNQ economy. Comments on the blog are often
the catalyst to further analysis and discussion, so if there are subjects that you
would like to see covered in more depth in The CONUS Quarterly please let me
know either by email or via the comments section of the blog.
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Today's release of the fourth quarter 2014 GDP data has
come in broadly in line with market expecta-
tions. Quarterly growth was +0.5% for an annual in-
crease of 2.5% (seasonally adjust-
ed). This compares with +0.4% q/q in Q3 (revised up
from +0.3%) and +2.7% ann.

The main drivers of growth this quarter were net exports
(largely on the back of weaker imports) which added 0.7ppts
and household consumption which added 0.5ppts; the main
negative was inventories which deducted 0.6ppts.

If there is a bright point in this data it is from the household
consumption figures. The quarterly increase of 0.9%
was the fastest rate of growth since the first quarter in 2012.
This seeming (modest) improvement in household confi-
dence is also reflected in a fall in the household saving rate
which dropped to 9.0%; its lowest level since Q2 2010.

Household consumption in QLD actually held up reasonably
well (+0.8% q/q) but it was a sharp fall in Private Fixed In-
vestment (down 2.8% q/q) that dragged the state's figures
down. This is disappointing but not surprising given the
much discussed mining investment slowdown and it's dra-
matic impact in such a mining dependent state as QLD.

As we have noted before, when we consider the make-up of
SFD in Queensland we can see that the State Government
can play only a relatively minor role in terms of actual activi-
ty. Household Consumption accounts for 55% of SFD and
Private Investment another 23%; all up the private sector
accounts for fully 78% of State Final Demand.

Public sector consumption, by comparison, makes up just
17% of SFD while Public Investment accounts for the re-
maining 5%.

If Queensland is to see a turn-around in its fortunes then we
need to see that coming from the private, rather than the
public, sector. As private mining investment slows it is at
least encouraging to see moderate growth in household
consumption; without it the state would be in dire straits.

However, with unemployment seemingly stuck around 6.5%
we certainly cannot expect to see the household sector
moving ahead much faster than currently...and that simply
isn’t fast enough to compensate for the decline in private
investment.

Of course when we consider Gross State Product (which
includes net exports) we do still see growth. The latest  fig-
ures (which are only produced annually rather than quarterly
like the SFD) show GSP grew by 2.3% in 2013-14 with 2012
-13 revised down to 3.1%. These rates of growth are well
below those projected in the most recent state Budget Pa-
pers (see out later article on the Queensland Economy on
page 5 for more details).

4th Quarter Australian GDP

The Implied Price Deflator (perhaps the broadest measure
of price pressures in the economy) confirms what
we already know; inflation is of no concern at present. The
GDP IPD fell by 0.7% over the year after a flat result in Q4.
The Gross National Expenditure IPD (which removes the
impact of foreign trade prices) was up just 1.6%, broadly in
line with the CPI at 1.7%.

Clearly national GDP growth remains well below the long-
term trend of about 3.25%. This will have serious implica-
tions for the Federal Budget and we can expect to see yet
further downgrades to projections of growth (and therefore,
revenues) when the next Budget is released.

In Queensland things look even less rosy. The quarterly
State Final Product data (which does not account for net
exports and therefore downplays QLD's performance since
we are such a major source of foreign exports) shows a
decline of 1.0% for the quarter and is the second consecu-
tive quarter of falls (Q3 was down 1.7%). Annually SFD is
down 3.4% which is the fastest rate of decline since Q3
2009.
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Back in June 2012, with the Aussie $ toying with (and
eventually breaking) parity with the US$, we wrote a
piece considering the long term trends in the currency
against not just the US$ but the broader Trade Weighted
Index.

Almost 3 years on, and with the A$ having weakened
against the Greenback by more than 20%, it’s time to recon-
sider the currency issue.

For some time we, along with many other commentators,
has been talking about the almost inevitable devaluation of
the Aussie once the US economy started to recover, re-
source prices fell and the pressure begins to build for rates
in the US to start the long slow grind back to more “normal”
levels. Although Fed Funds in the States are yet to move
from zero we are starting to see an acceptance from the
market that the hikes are likely to commence in the second
half of this year as unemployment improves.

Focus has tended to be on the A$/US$ rate but in reality we
would do better to look at a basket of currencies in which we
conduct our trade. The most commonly used such basket is
the Trade Weighted Index (TWI) as calculated by the Re-
serve Bank of Australia. The TWI is “a weighted average of
a basket of currencies that reflects the importance of the
sum of Australia’s exports and imports of goods by coun-
try” (RBA). The TWI currently consists of 20 currencies
which account for around 90% of Australia’s trade. The Chi-
nese Renmindi, Japanese Yen, US$ and Euro together ac-
count for 59% of the entire TWI.

The TWI is constantly being redefined by the RBA based
upon the weighting of the value of our imports and exports.
At its most recent revision in November 2014 the TWI  saw
the weighting for the Chinese Renmindi increase by over 3%
to 27.87% (it was 22.54% when we last wrote of the TWI
back in June 2012). At the same time the weighting attached
to the US$ fell slightly to 9.77%

As the Chinese market has become more and more im-
portant to Australia, so the weighting of the Renmindi has
increased; in 2006 it was just 16%.

However, with the Renmindi so closely tied to the US$,
these changes have not significantly changed the relation-
ship between the A$ and the US$. As the graph above
makes clear,  movements in the TWI (which uses May 1970
as the index base of 100)  are matched almost precisely by
movements of the A$/US$ exchange rate.

While this analysis tells us something about movements of
the A$ relative to both the US$ and our main trading part-
ners’ currencies, it tells us very little about the strength of
the US$ per se. Within the US$ TWI the Aussie $ figures
only as a small component (currently just 1.26%).

The graph below plots the US$ TWI, which uses a base of
Jan 1997 as 100, and shows the rate of appreciation in it’s
value that we’ve witnessed over the past few months as the
US economy has recovered and speculation about Fed
Fund rate increases grow. Comparing the two graphs we
see that, although the US$ on a Trade Weighted basis has
now returned to the highs last seen in the depths of the GFC
(as funds flooded into the Greenback as a “safe haven”), we
are nowhere near those relative lows when it comes to the
A$/US$.

At the lows for the A$ we saw the Aussie at just US$0.64
and just over 53 on the TWI.

Clearly, the weakness we are seeing in the A$ is nowhere
near as dramatic as the strength in the US$, as witnessed
by that currency’s TWI. Part of the reason for that is proba-
bly the relatively high level of Australian interest rates; de-
spite the recent cut in the Cash Rate to 2.25% rates here
remain well in excess of those available in other developed
nations.

With US rates yet to rise (although many commentators are
expecting them to start in the second half of this year) we
should not be surprised to see further strength in the US$
and that being reflected, at least in part, by a further decline
in the A$. An Aussie $ trading around the US$0.70 level
cannot be discounted and would certainly provide a further
boost to the Australian tourism industry.

The Aussie $
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The Queensland Economy

A new Labor Government in Queensland has an-
nounced a delay in the release of their first Budget.
Clearly the new Treasurer, Curtis Pitt, has a challenging
task ahead of him; which has not been made any easier
by the impact of TC Marcia last month. We therefore
thought it a good time to take a look at where the
Queensland economy currently sits.

Building Apps

The construction sector has been one of the brighter stars
for Queensland over the past few years. Having witnessed
a dramatic collapse on the back of the GFC we saw a
healthy recovery throughout 2012 and 2013 which, on the
back of figures released yesterday, appears to be once
again picking up steam. Building Approvals data is notori-
ously volatile on a month-by-month basis since unit approv-
als can swing the monthly totals around wildly. Therefore a
focus on the Trend series is required.

Employment

In common with the national situation, employment growth
in Queensland has been relatively weak over recent years.
A decline in the Participation Rate has held the official un-
employment rate down somewhat lower than might other-
wise have been the case. However, as we see in the chart
below, employment growth has been unable to keep up with
the growth in the working age population. Indeed it is only in
the last few months that Trend employment growth in
Queensland has actually turned (modestly) positive.

The slide in the Participation Rate has seen the headline
unemployment rate start to show some signs of improve-

ment. Although this will potentially provide some political
succour to the new Government it is increases in employ-
ment that will actually help with the Budget bottom-line. In
order to get Trend employment back in line with the growth
in the working age population we would need to see over
102,000 new jobs in the next year (remember the LNP
were promising 209,000 new jobs in the next 6 years be-
fore the election).

CAPEX

Capital Investment Expenditure (CAPEX) has been weak-
ening nationally as the mining investment boom begins to
unwind. The effects of this have been felt particularly hard
in Queensland where mining has played such an important
role for so long. The recent ABS CAPEX data for the final
quarter of 2014 saw actual CAPEX fall by 24.6% from a
year earlier with mining CAPEX down 38% (although
measured on a slightly different basis to the total figure).

Construction Work Done data for the fourth quarter show-
ing Queensland saw $3.4bn less work done in the quarter
than in the peak quarter of Sept 2013; this equates to
about 4% of State Gross Product.

Just this week a report from the Queensland Major Con-
tractors Association and Construction Skills Queensland
showed a drop in major project work from $10.5bn this
financial year to just $5bn in 2015-16. Major projects
reached a peak in Queensland in 2012-13 at $17.5bn.
These kind of contractions have massive implications for
State revenues and jobs.

Tourism

Tourism is obviously a very important element within the
Queensland economy (particularly so for those of us in
FNQ). Nationally we have been witnessing a solid period of
tourism growth with international arrivals topping 6.25 mil-
lion per annum. Domestic travel too has been at record
high levels. The recent declines in the value of the A$ have
certainly been a significant help in this regard, but it is
worth noting that the post-GFC recovery started well before
the A$ began to weaken.

However, so far as QLD is concerned we have witnessed a
significant decline in the state’s share of the international
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The Queensland Economy cont..

visitor market. This despite the surge in Chinese visitors,
many of whom are travelling to FNQ and the Gold Coast.

The chart below should make sobering viewing for Tourism
Queensland. (note that Q4 tourism data in the Intl Visitor
Survey was not yet available at the time of writing)

Budget

The 2014-15 Queensland Budget papers forecast a gradu-
al improvement in the fiscal position of the State. The pre-
vious LNP government were forecasting a fiscal surplus in
2015-16 of some $862 million with similarly small surplus-
es forecast in the next two years.

Of course any hope of a return to fiscal surplus for the
state relied heavily on a number of major assumptions
embedded into Treasuries calculations. Primary amongst
those was the projected growth in the state’s economy.
The table below, taken from the 2014-15 Budget Papers,
lays out the projections regarding Gross State Product and
a number of other crucial aggregates.

As we can see, Treasury have been forecasting GSP
growth of some 3% for this financial year increasing to 6%
next (largely on the back of LNG exports coming on-line).

The ABS only produces GSP data on an annual basis (the
quarterly available State Final Demand does not take into
account net exports; see earlier article for details). The
most recent data for 2013-14 shows an increase of just
2.3% while the 2012-13 growth was revised down to +3.1%
(from the 3.6% shown above). It would appear very likely
that we will see further downgrades in forecasts for growth
when the new Budget is released.

In addition, the state’s unemployment rate is forecast to be
6% through 2014-15. At present it is 6.5% (Trend) and has
averaged 6.6% over the first 7 months of this fiscal year. It
would appear optimistic (to say the least) that the target of
6% can be reached this year and indeed that 5.75% looks
unlikely next. Overshooting the unemployment rate will
inevitably have negative implications for financial forecasts
in the Budget.

The graph below, also taken from the 2014-15 Budget Pa-
pers, looks at the anticipated make-up of GSP growth in
Queensland. What it shows is that although household
consumption (the main driver of GDOP nationally) is fore-
cast to only grow slowly, and business investment to de-
cline sharply in the next few years (as mining investment
unwinds), the main engine iof growth for the state will be
overseas exports as LNG exports come on-line.

This highlights the crucial importance of this particular in-
dustry for the outlook of the state. If, for whatever reason,
LNG exports disappoint then we can expect to see signifi-
cant downgrades to GSP projections and with that further
downgrades to fiscal balance calculations.

The new Treasurer will no doubt have a tough job on his
hands over the next few years!
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