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Professor Alan Duncan

WA still needs to navigate some choppy waters in the voyage to sustained growth
The latest State Final Demand (SFD) figures don’t paint the best picture for WA as the State looks to
chart a course towards sustained economic growth. In the quarter to March 2018, the WA economy
remained flat, with SFD falling by 0.1%. This is disappointing, particularly coming after a revised
growth figure of 0.2% in the previous quarter. Growth across all states has been lower in the latest
quarter, but WA was the only state to show negative growth. The lower value of asset acquisitions
may be putting a brake on WA’s growth performance, with private and public fixed capital
formation both contracting over the last quarter.
Household consumption in WA rose by only a modest 0.2%, reflecting lower wage growth and a
weaker labour market. This growth was not enough to head off the State’s negative SFD outcome.
WA household consumption growth over the March 2018 quarter remained well below that of
its closest neighbour SA, its mining cousin Qld, and the two most populous states Vic and NSW.
Consumer confidence is closely linked to labour market optimism, with the latter currently held
back by more part-time job offers and less full-time work. The WA labour market will need to pick
up notably if we are to see stronger gains in household consumption over the coming quarters.
The recent change in GST arrangements provides WA with a $2 billion injection into government
revenues over the next three years. WA Treasurer Ben Wyatt sees the extra cash as an opportunity
to speed up the State’s return to budget surplus, and is understandably cautious in overcommitting elsewhere. Yet with the WA economy recovery remaining fragile, it will be interesting
to see how much scope exists to release funds to boost the State’s capital works program.
Twitter: @Alan_S_Dunc		
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What goes up must come down
The WA economy has been on a roller-coaster ride for the last fifteen years. There have been
many highs, and many lows, and some would say this is to be expected when you live in a
state with such a high dependency on export commodities. Like everything that goes up –
well it must eventually come down.
Wages, Prices, Business Investment, State Output, Household Consumption, Population and
the Labour Market have all grown at rates well above national figures during the mid-2000s
and early 2010s. In the early 2010s, everything started falling as the mining-construction
boom finally came to an end and people left the state in their thousands, heading back home
as work and wages dried up. The downturn in business investment was especially noticeable
between 2015 and 2016, where investment was falling each quarter by between 5% and
10%.
But 2014 marked a turning point – major economic indicators began to fall below national
trends and have struggled to keep up since. Has WA now come too far the other way and
how do we move the West to a steadier state? Diversification of the WA economy has to be
the way forward to ensure a smoother ride for the West over the coming years.
Twitter: @BeckCassells		
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Better times ahead for WA’s Construction sector?
The Construction sector in WA has endured a bumpy ride over the last fifteen years. It grew
steeply in the mid-2000s as the mining-construction boom escalated, eased rapidly with the
onset of the global financial crisis, peaked during 2010-11, before zig-zagging its way towards
a dramatic fall in 2016. The good news in the most recent Construction figures, is that growth
has now jumped back into the black and is currently close to national figures, with the value of
Construction work done increasing by 1.2% in the March 2018 quarter. The number of dwelling
approvals, while still in negative growth territory, appear to be entering a steadier state, as
demonstrated by the latest monthly figures to May 2018.
However, dwelling commencements and housing finance commitments remain weak,
with commencements falling by 2.8% relative to the previous quarter and housing finance
commitments down 10.3% over the last year. The steady state emerging in dwelling approvals is
likely to find its way through to commencements in coming data releases and better times may
lie ahead for WA’s Construction sector.
Twitter: @Daniel_F_Kiely		

Email: daniel.kiely@curtin.edu.au
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ECONOM IC GROWTH

How is our
economy
doing?

GSP

2.7%

Year-on-year change
(June 2017)

Gross State Product and State Final Demand
As noted in previous BCEC commentaries, while Gross State Product (GSP) is the most comprehensive indicator of the economic
value of goods and services produced within a State, it is only published on an annual (FY) basis. The first BCEC QEC released
in December 2017 interrogated the most recent GSP data in some detail. In summary, WA’s GSP fell by 2.7% (see Figure 1, LHS),
Australia’s only state to report a decline in growth that year. A key driver of that decline was a drop in business investment, which fell
by 28.6%. Improvements in household consumption (0.5%), public consumption (3.1%) and exports (6.7%) coupled with a decline in
imports (down 3.7%) were insufficient to offset the sizeable decline in business investment.
On a quarterly basis, State Final Demand (SFD) is the best available measure of the demand for goods and services in the economy
(refer to BCEC QEC, December 2017 for discussions on the limitations of this measure). While SFD amplifies the swings of economic
cycles, annual growth rates in SFD and GSP follow a similar trajectory (Figure 1, LHS).
In real terms, annualised SFD to March 2018 stood at $203,999m, down 14.1% from the peak reached in March 2013 ($237,466m).
While SFD in WA grew by only 0.2% year-on-year (Y-o-Y) to March 2018, this is very welcome in the context of seventeen previous
quarters of negative annual Y-o-Y growth. Positive annual Y-o-Y growth was last seen in September 2013 (Figure 1, LHS).
In our previous quarterly update (BCEC QEC, March 2018) we pointed to an expectation that annual SFD would return to positive
territory in WA in the first or second quarter of 2018. This has now materialised. On a four-quarter-ended basis, WA has now had three
quarters of positive growth (Figure 1, RHS). However, such growth remains modest relative to other states, and below WA’s ten year
average of 1.9%.
Figure 1: Gross State Product and State Final Demand, WA, 2003 to 2018

Notes: Chain volume; Reference year is 2015/16.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5220, Table 6; ABS Cat 5206, Table 25.
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State Final Demand
While the latter points to a modestly optimistic projection, looking at SFD on a quarter-on-quarter basis reiterates that the WA
economy remains fragile. In the quarter to March 2018, the WA economy remained reasonably flat, with a slight decline of 0.1%.
On trend terms, growth across all states was lower in March 2018 compared to the December 2017 quarter. However, WA was the
only state to report negative growth. SFD for NSW, Vic and Qld has remained stable for the previous four quarters, with greater
fluctuations evident for SA and WA.
For WA, there is a continued need to nurture new growth and continue to source new growth opportunities. Mining will remain
a primary sector for WA, a fact we reemphasised in our March QEC release. The potential of the lithium industry, across all stages
of the value chain, is rightly receiving focus. However, there are other opportunities for growth, and irrespective of scale, all play
an important role and need to be nurtured in the context of the overall trajectory of the economy. As an example, a recently
released BCEC report (Are we China Ready?) focused on the growth opportunities for Chinese tourists to WA, and highlights policy
improvements that could enhance growth in the sector, including extending trading hours during the week.
Figure 2: State Final Demand by state, 2003 to 2018

Notes: Chain Volume; Trend; Australia refers to the average percentage change for all states in Australia.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 2 and Table 25.
Figure 3: State Final Demand, Australian states and territories, March 2018

Notes: Chain Volume; Trend; Quarter-on-quarter percentage change.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 25.
The BCEC Quarterly Economic Commentary is based primarily on ABS data. Various ABS data is subject to sampling variability and revisions.
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Components of State Final Demand
So, what are the key components lying behind the headline SFD growth figure of -0.1% for the quarter to March 2018? Table
1 shows the quarterly percentage change in the key components of SFD for the five most populous states.
For Australia, Gross National Expenditure increased by 0.8% in the quarter to March 2018, up from the December quarter,
which registered a +0.6% improvement.
An interesting feature across the states is that general government expenditure is above 1% for all states, with the exception of
WA. WA’s General Government expenditure grew by only +0.6% in the last quarter, demonstrating the fiscal constraint currently
being shown by the McGowan Government. However, this does represent an increase in expenditure for WA relative to the previous
quarter, which registered 0.0% growth. Increases in General Government expenditure for the March Quarter were highest for Qld
(+1.7%) and NSW (+1.3%).
Household expenditure constitutes more than 53% of WA’s State Final Demand, and while positive growth (+0.2%) has been
recorded in the most recent March quarter, it remains lower than the previous December quarter (+0.6%).
Expenditure on both private and public capital formation is dragging WA’s State Final Demand down, with both components
recording negative growth and the Final Consumption Expenditure components not large enough to offset these patterns.
Again, the large decrease in Public Gross Fixed Capital Formation (-2.1%) reflects the conservative approach of the McGowan
Government in reigning back government expenditure.
Table 1: Components of State Final Demand by state and territory, quarterly percentage change, March 2018

Notes: Chain Volume; Trend; Australia data refers to Gross National Expenditure and its various components.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 2 and Table 25.
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Business Investment
Changes in business investment in WA have typically been more variable than national trends, growing by well above national
growth rates during the 2000s, and well below national trends in the post mining-boom period. The downturn in business
investment was especially noticeable between 2015 and 2016, where investment was falling each quarter by between 5% and 10%.
Nationally, business investment was also falling during this period, but changes were below 5%.
This volatility has since been subdued as WA moves to a more steady-state, with the magnitude of quarterly changes narrowing. The
recent March 2018 quarter points to a 1.3% decrease in business investment, a deterioration compared to the December quarter
(-0.61%). Nationally, business investment has picked up, but the latest figures show a small improvement in the March quarter – up
0.5%.
Most major components of total Business Investment have fallen in value in real terms since 2012. At this point, Business Investment
peaked at $21.7bn, driven by non-dwelling construction, which reached $14.4bn and machinery and equipment, which jumped to
$5.5bn. Since then business investment in non-dwelling construction has fallen to around $1bn, and has maintained this level for the
last seven quarters. Investment in machinery and equipment has picked up lately and has risen by 27.5% over the last 12 months and
currently stands at $3.2bn. This is a positive sign for the West and signals that there may be better times ahead.
Figure 4: Business Investment, WA and Australia, quarterly, 2003 to 2018

Notes: Chain volume; Trend. Business investment is Private Gross Fixed Capital Formation, excluding Dwellings and Ownership transfer
costs. Others includes Intellectual Property products and Cultivated biological resources.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 2 and Table 30.
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Household Consumption
Household consumption is a key component of WA’s economic growth, comprising more than 50% of State Final Demand and
around 40% of Gross State Product. The latest March quarter figures show WA household consumption remains positive, growing by
+0.22% since December 2017. Nationally, household consumption growth during this same period has measured +0.64%.
The gap between WA and other states is noticeable. WA recorded the weakest household consumption growth in the March 2018
quarter, well below its closest neighbour SA, its mining cousin Qld, and the two most populous states Vic and NSW.
These weak household consumption patterns are linked with the weakness we are also seeing in the WA labour market, which
is currently being held up by part-time job offers. Consumer confidence has been rising, but the labour market will need to
pick up markedly if we are to see any gains in this indicator over the coming quarters.
Figure 5: Household Consumption Growth, WA and Australia, 2003 to 2018

Notes: Chain volume, Trend.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 25.
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Components of Household Consumption
Components of household consumption and their relative weight and growth reveal more information about where consumption
is receding.
Rent and dwelling services holds the largest share at 20.6%, followed by food (10.2%), insurance and other financial services (9.4%),
recreation and culture (8.7%) and health (7.6%) (Figure 6 LHS). Such shares generally do not change substantially over the short,
and in many cases, longer term.
The March 2018 growth for these components are displayed in Figure 6 (RHS), ranked in order of share. Furnishings and household
equipment continue to decline (-1.7%) for the quarter to March 2018, with seven quarter-on-quarter declines now evident. It
is evident that the latter are deemed as luxury items, and demonstrate the continued lack of confidence by WA households. Of
course, it is also tied to the subdued housing and labour markets. Alcoholic beverages also reported negative growth to March
2018, on the back of negative growth also reported in the December quarter (-0.7%). This is due to decline in both off-licences and
public houses.
Hotels, cafes and restaurants showed growth of 0.5%, but this is lower than the three previous quarters which had growth levels
averaging 1.4%. In fact, while the top six (by share) components saw positive growth (Figure 6, RHS), all showed less growth than in
the December quarter.
Figure 6: Components of Household Consumption in WA, % share and quarterly % change, March 2018

Notes: Chain volume; Trend. Shares based on current prices. Components are ranked based on percentage share.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5206, Table 30.
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Retail Trade/Turnover
While retail trade growth was down across all states for the quarter to March 2018, WA continues to be the only state to report
negative quarter-on-quarter growth in retail trade (Figure 7, RHS). WA’s retail trade growth in the quarter to March 2018 was -0.4%,
and, on trend terms, is now the third consecutive quarter of negative growth. Vic and SA continue to report growth rates above their
ten year average (qtr.-on-qtr.) growth rates.
The WA-Aus gap in retail trade growth is now negative (that is, average retail trade growth for Australia is higher than in WA) for
over five years (21 quarters). There is, therefore, a continuation of lower consumer confidence in WA, relative to the sentiment
nationally. For WA, continuing low interest rates are clearly not sufficient to offset low wage growth, low population growth and the
employment uncertainties that prevail.
Figure 7: Retail Trade, WA and Australia, 2003 to 2018

Notes: Chain volume, Trend.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 8501, Table 9.
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Value of Construction Work Done
The Construction sector in WA has had a bumpy ride over the last fifteen years, growing steeply in the mid-2000s as the
mining-construction boom escalated, growth then eased quickly with the on-set of the global financial crisis, peaked again
during 2010-11 before zig-zagging its way to a dramatic fall in 2016. The good news in the most recent figures, is that
construction growth has now jumped back into the black and is currently close to national growth, increasing by 1.2% in the
March 2018 quarter.
Compared to other states and territories, the quarterly change in the value of Construction work for WA is sitting just above NSW and
well above Qld. Vic recorded the highest growth in the March quarter, with construction work increasing by 2.7%, followed by 2.0%
for SA.
Figure 8: Value of Construction Work Done by state, quarterly % change, 2003 to 2018

Notes: Chain volume; Trend. Preliminary data. The value of building work done includes the construction of new buildings and alterations and
additions to existing buildings.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 8755, Table 8.
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Dwelling Units Approved
In line with the positive growth in the value of construction work over the latest quarter, total number of dwelling approvals, while
still in negative growth territory have shown some improvements in the latest monthly figures to May 2018.
The total number of dwellings to be approved were still down compared to the same time last year – from 20,151 to 18,377
(-8.8%), but this is an improvement compared to the previous period. WA is tracking relatively closely with national trends and
expectations are that in the coming months, growth in dwelling units approved should move to positive figures.
With the exception of SA, all other states have seen negative or very weak growth in dwelling units approved in 2018. NSW
has kept its head above water, with growth just above zero. Qld has deteriorated in recent figures, while Vic and SA show a
relative improvement in May compared to April figures. For the month of May, growth in dwelling approvals was -0.8%, but
this is an improvement compared to previous months.
Figure 9: Total Number of Dwelling Units Approved by state, May 2003 to May 2018

Notes: Trend.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 8731, Table 7.
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Dwelling Commencements
Dwelling unit commencements have also had a similar bumpy ride to dwelling units approved in the last 15 years and
unsurprisingly track relatively close together as indicators.
WA had been making ground on this indicator of economic activity, but has since deteriorated in the latest March 2018 data,
with a decrease of 2.8% relative to the previous quarter. The momentum building in dwelling approvals is likely to find its way
through to improved dwelling commencements in coming data releases.
Compared to other states, this downward trend is not unusual, with NSW, SA and Qld all seeing a deterioration in the
commencement of dwelling units in the March quarter. Vic has seen a marked increase in dwelling units commenced in the
latest two quarters, increasing by 9.9%.

Figure 10: Dwelling Units Commenced, WA and Australia, 2002 to 2018

Notes: Trend.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 8752, Table 35.
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Housing Finance Commitments
Housing finance commitments are a lead indicator of real estate activity and housing construction, and an important
indicator of activity in the financial services sector. WA has tracked relatively closely in annual changes in housing finance
commitments, but a divergence between WA and national trends is noticeable since 2015. Housing finance commitments
from May 2017 to May 2018 have decreased by 10.3% for WA, while national growth has been weak, hovering around +0.2%.
Compared to other states, WA has seen the greatest deterioration in housing finance commitments over the last four years. The most
recent May 2018 data has seen Vic housing finance commitments increase by 6.6%, NSW by a smaller degree (1.2%) and Qld and SA
have both experienced negative growth.

Figure 11: Housing Finance Commitments, WA and Australia, 2003 to 2018

Notes: Trend.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5609, Table 5.
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Residential Property Price Index
Perth’s Residential Property Price Index (RPPI) provides a summary measure of the relative affordability of housing in WA’s
capital compared to national and state capital trends. As noted in our previous commentaries, what is striking in Figure 12
(LHS) is the divergence in property prices between Perth and the average of Australian capital cities since 2014.
While Australia’s RPPI declined by -0.7% in the quarter to March 2018 (Figure 12, RHS), Perth’s RPPI declined by an even
larger amount (-0.9%). Of the major cities, there were also declines for Sydney (-1.2%), Melbourne (-0.6%) and Brisbane
(-0.6%). However, Adelaide continues to see positive growth, with the last RPPI decline for the city seen in March 2013.

Figure 12: Residential Property Price Index, Australia by state, 2005 to 2018

Notes: Index, Base 2011-12. Major cities.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 6416, Table 1.
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Change in Rents and New Dwelling Purchase by Owner-Occupier
The CPI for the Perth rental market has continued to fall over time, with rents decreasing by 1.6% in the March 2018 quarter.
Nationally, rental prices continue to rise, up 0.2% in the quarter to March 2018.
Prices for owner-occupied new dwelling purchases have also fallen in the latest March quarter, and considerably so, compared
with previous quarters – down by 1.8%.
This recalibration of the Perth housing market is not unexpected, given the considerable growth rates of both rental and
house prices during the boom and while it may ease pressure on renters and home owners, property investors may feel
differently.
Figure 13: Change in Rents and Owner-Occupier New Dwelling Purchase, WA and Australia, 2017 to 2018

Notes: Index, Base = 2011-2012.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 6401, Table 9.
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Trade
WA is an export state. Exports account for 53% of Gross State Product and net exports 35%, making net exports second only
to household consumption in terms of share of GSP.
In the twelve months to April 2018, WA’s merchandise exports contributed $126.2bn to the Australian economy. WA
accounted for 41.0% of Australia’s merchandise exports, followed by Qld (23.6%), NSW (15.2%), and Vic (8.7%). WA’s share
of merchandise exports hit a high of 48% in April 2014, driven by China’s growth and WA’s high quality iron ore and other
minerals.
As outlined in the previous BCEC QEC, China continues to be WA’s primary trading partner, accounting for 47.6% of export
value and 10.8% of imports. This is followed by Japan (13.8%), Hong Kong (7.1%), Korea (5.7%) and the UK (3.5%).
Figure 14: State Share of Merchandise Exports, 2003 to 2018

Notes: Share of Nominal $ value. Others includes Tas, NT, ACT, State not available and re-exports.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 5368, Table 15.
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Population
An additional 21,395 people were added to the West Australian population between December 2016 and December 2017,
with the population remaining stable at around 2.6 million people. Population growth rates have been extraordinarily high
during the course of the mining boom, growing at more than twice the rate of the long-term average of the State (2.4%).
During this time, interstate and overseas migration numbers grew rapidly, with workers keen to take advantage of the labour
market opportunities in the West. However, since 2014, growth rates have fallen well below both national and longer-term
state trends as WA recalibrates into a new steady-state.
Natural increases are keeping WA’s population growth in positive figures and are expected remain relatively consistent over
each quarter. Net interstate migration continues to record a deficit, with more people exiting the State than arriving. Net
overseas migration is still recording a positive overall change, but this is much lower than the levels seen in previous years.
Figure 15: Annual Population Growth and Components of Population Change

Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 3101.0, Table 2, 4.
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Labour market
WA has received the wooden spoon again in the latest labour market figures drawn from the monthly ABS Labour Force survey.
Employment growth for WA (+1.3%) has been half the rate of national growth over the last 12 months (+2.6%), and entirely driven
by part-time jobs (+6.2%), with full-time employment contracting (-0.9%) in the year to June 2018. A positive sign between May and
June 2018 is the greater increase in full-time jobs compared to part-time – increasing by 2,400 and 500 respectively.
Other states and territories continue to have strong positive employment growth over the last year, with the exception of Tassie. But
as highlighted in the most recent BCEC Monthly Labour Market Update, these positive employment signs have not yet been met
with commensurate wage growth.
Table 2: Employment changes – full and part-time

Source: BANKWEST CURTIN ECONOMICS CENTRE | Australian Bureau of Statistics Cat No 6202.0
Notes: Trend values are used. Numbers may not sum to totals due to rounding.
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LABOUR MARKET

Other labour market indicators also point to continued difficulties for WA, with unemployment some 0.8ppts higher than the
national figure and the highest across all states and territories, currently reaching 6.2%. As shown in Figure 16 (RHS), male
unemployment is driving this trend, increasing from 5.5% in June 2017 to 6.6% on latest June 2018 figures. Female unemployment
on the other hand has remained unchanged across this same period.
Labour force participation is picking up for the West (Figure 16 LHS), particularly among women, growing by 1.2ppts over
the last 12 months, which is higher than national growth (+0.7ppts). Male participation rates have also been increasing above
the national average over the last 12 months (+0.5ppts), compared to +0.1ppts for Australia. This could point to renewed
optimism in the labour market, but for this optimism to flourish, it needs to met with falling unemployment – especially among
men.
Figure 16: Labour force participation and unemployment rate, WA and Australia, June 2018

Source: BANKWEST CURTIN ECONOMICS CENTRE | Australian Bureau of Statistics Cat No 6202.0

The BCEC Quarterly Economic Commentary is based primarily on ABS data. Various ABS data is subject to sampling variability and revisions.

20

LABOUR MARKET AND EARNINGS

Earnings
Wage growth in Western Australia has remained sluggish over the last few years. Our State is not unique in this respect, with slow
wage growth also evident in Australia and many advanced countries across the globe. Earnings in WA are responding to the weak
labour market, with year-to-date wage growth remaining below the national rate in every quarter since March 2014 (Figure 17 LHS).
There is evidence of a very slight uplift for WA on latest data for March 2018, but at 1.5%, the State’s annual (Y-o-Y) earnings growth is
still well below the 2.1% average for Australia.
The latest quarterly hourly wage increases for WA since June 2017 again demonstrate the slow progress in earnings growth,
with increases of 0.3% for three of the last four quarters. Indeed, WA has been pretty much the poorest performer over each
of the last four quarters in terms of wage growth compared with other state and territory jurisdictions. It is the case that
rates of pay for WA remain higher in dollar terms, and also that wages have been tracking above prices since the start of the
millennium, as shown in the first BCEC QEC in December 2017. The latest figures show that this trend has continued, with
wages growing at +0.3% and prices +0.1% in the latest March quarter.
Figure 17: Wages growth, WA and Australia, 1998 to 2018

Notes: The base year for the WPI and CPI has been reset to 2002-03.
Source: BANKWEST CURTIN ECONOMICS CENTRE | Authors’ calculations from ABS Cat 6401, Table 9 and 6345, Table 2b
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About the Bankwest Curtin
Economics Centre
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