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KEY POINTS:

South Australia expericncing a modest eyclical recovery

CHART 1: STATE GSP GROWTH FORECASTS

Annual average growth (%), see last page for table
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CHART 2: STATE FINAL DEMAND
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South Australia is experiencing a cyclical recovery at present, with infrastructure spending providing
support and a more competitive AUD (despite appreciation this year) assisting international education and
tourism, as well as manufacturing (outside of auto and steel, including wine). State final demand expanded by
2.6% in 2016-17 following growth of just 1.1% in 2015-16, with the latest figures for Q2 even faster at a year-
ended rate of 4.0% yoy (and above national domestic final demand growth of 2.4% yoy). Real gross state
product is estimated to have increased by 1%-2 % in 2016-17 following growth of 1.9% in 2015-16, although
these annual average figures do not fully capture the strengthening momentum in recent quarters.

The recent economic upswing has been reflected in a particularly large surge in business conditions in
recent months, with the improvement relatively broad-based across all sectors except mining and retail.

The labour market has improved, with employment growth picking up to 2.0% yoy and the trend
unemployment rate dropping to 6.1% in Aug-17 from a peak of almost 8% in mid-15. This has supported
housing construction, and helped sustain moderate growth in household consumption in the face of falling
average wages, although it has so far been insufficient to stem the slowdown in population growth and
negative interstate migration. Encouragingly, there has been a large lift in manufacturing and construction
jobs, and in male full-time employment this year, although the closure of Holden’s Elizabeth plant in
October will weigh (~1K direct jobs to be lost with estimates up to 24K jobs through the supply chain at
risk). Employment growth for females has also picked up more recently, largely in part-time work.

Despite recent momentum, there are some key challenges ahead. The closure of Holden’s Elizabeth plant
is imminent, dwelling construction has likely peaked, and uncertainty remains around energy supply (and
prices). Construction of the Royal Adelaide Hospital has reached technical completion, and government
infrastructure spending overall is forecast to peak in 2017-18 at a record $2.2bn (largely roads, public
transport, hospitals and education), and ease off thereafter. That said, attempts to re-purpose and
modernise the manufacturing industry, especially via the National Shipbuilding Plan will add significantly to
growth in coming years - the redevelopment of the Osborne naval shipyard starts in late 2017, construction
of 2 of the 12 offshore patrol vessels commences in 2018, major surface combatants (9 frigates) are to start
in 2020 and 12 submarines are to commence in 2022-23 at Osborne. The state government has committed
$550m in new spending on energy security, and $50m to ensure the survival of the Arrium Steelworks in
Whyalla. Despite strong community opposition, a proposal to store nuclear waste in SA has also not been
ruled out. The expansion of BHP’s Olympic Dam was put on hold in 2013, although strength in copper prices
may support exports values and state government royalties if sustained. Seasonal conditions are mixed so
far in 2017-18, with winter crop production to be lower, although the outlook for wine exports remains
bright. Net services exports (international students and tourism) will likely to continue to expand solidly.

Meanwhile, the structural challenges facing the state remain. These include a more rapidly ageing
population than the rest of Australia, negative interstate migration (particularly of young workers), and a
more narrow industrial base (although policy is moving in the right direction here). Overall, we forecast
real GSP growth to pick up to 2%% in 2017-18 (partly due to the higher base) following estimated
growth of ~2% in 2016-17, before easing back to 1%% in 2018-19. The unemployment rate is A
forecast at 6.5% on average through 2017-18, with softer employment outcomes offset to
some extent by slow population growth, before holding steady in 2018-19. National
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Dwelling prices in Adelaide are forecast to grow modestly overall (see within). Bank




IN FOCUS:

A relatively broad-based, recovery, for now

The pick-up in economic momentum in South Australia so far in 2017 appears
relatively broad-based across industries, with all industries except for retail trade
and mining reporting positive business conditions. Large improvements have been
evident in wholesale, transport/utilities, manufacturing, construction and
finance/business/property services, while recreational and personal services have
remained strong. This has translated through to better labour market conditions,
with employment growth surging to 2% yoy, although, employment growth has
been more concentrated in manufacturing, construction and admin services.

CHART 3: SA BUSINESS CONDITIONS BY INDUSTRY
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Construction activity has also picked up in SA. This has been most evident in public
investment figures, while dwelling construction has been steady at a high level. These
are both likely to be peaking soon, as discussed on page 2. Meanwhile, household
spending has continued at a moderate rate. Net exports are likely to have subtracted
from growth in 2016-17, largely due to declines in wheat, meat, copper & automotive
parts. These aggregate trade figures mask strength in services exports (international
education and tourism). While Victoria and NSW appear to be capturing the greatest
share of this growth, international student enrolments are growing rapidly, while
domestic and international visitor nights are also picking up (Chart 6). Data on exports by
commodity is also likely to show strength in wine exports in 2016-17 (as per the national
trend).

CHART 5: COMPONENTS ESTIMATED STATE FINAL DEMAND
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CHART 6: TOURISM AND INTERNATIONAL EDUCATION INDICATORS
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CONSUMER AND HOUSEHOLD SECTOR:
SA household spending solid, in the face of neqative growth in wages income

Consumer spending has continued to grow at a relatively moderate clip in SA, with  The resilience in consumer spending has occurred despite subdued growth in house
nominal consumer spending growth at 4% and retail sales growth at 3.3% y/y. This  prices (less impetus from the “wealth effect” than in other states, although SA

is notwithstanding negative growth in wages income across the state, as measured households may also have a higher percentage of disposable income outside of

by total compensation of employees, which suggests a decline in the states mortgage repayments available for spending on other goods/services (Chart 8).
household savings rate (Chart 7). (The decline in wages income is in turn a function
of negative growth in average wages, likely driven by a shifting composition in
employment towards jobs with lower pay, fewer hours or reduced bonuses and
other benefits, and is despite the pickup in employment this year.)

Despite the pickup in employment, weak income growth overall is likely to remain a
constraint on consumption growth going forward, both in SA and nationwide. Higher
utilities prices going forward may also weigh on discretionary spending, with the NAB
Consumer Anxiety Survey suggesting a shift in preference towards spending on
utilities at the expense of paying down debt, entertainment and eating out. (This is
despite the latter categories of spending growing strongly in SA to date (see page 5).

CHART 7: AVERAGE WAGES AND HOUSEHOLD CONSUMPTION GROWTH CHART 9: NAB CONSUMER ANXIETY SURVEY - CONSUMER SPENDING
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NAB CUSTOMER SPENDING BEHAVIQURS:
Spending qrowth subdued, but faster in reqional areas

NAB’s customer transaction data allows for a more granular look at consumer spending behaviour across regions in SA. In the Adelaide metro area, growth in the value of
spending was soft at 1.9% yoy. It was fastest for Arts & Recreation (33.9%), Accommodation & Food Services (10.2%) and Other Services (6.8%), but contracted for
Wholesale Trade (-16.0%), Financial & Insurance Services (-11.9%), Education & Training (-6.8%) and Electricity, Gas, Water & Waste (-6.0%). By postcode, overall customer
spending growth was fastest in Gepps Cross, Mallala, Virginia and Kangarilla. Spending growth was faster for regional SA (at 6.0% yoy), although average spend was lower
at $1,785 compared with $2,143 for Adelaide Metro. By postcode, growth was fastest in Truro, Booleroo Centre, Owen and Edithburgh.

CHART 10: GREATER ADELAIDE METRO AREA CHART 11: REGIONAL SA (EX METRO)
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BUSINESS SECTOR:

SA business conditions and capacity utilisation have increased notably

According to the monthly NAB Business Survey, SA business capacity utilisation has
strengthened over the 18 months to the June quarter, and is well above the recent
trough in 2015 (Chart 14) and above the national average, which bodes well for
business investment and employment.

Business conditions have also improved sharply in the state through 2017 following
a soft spot in late 2016. SA business conditions are now higher than the national
average in NAB’s monthly and quarter business surveys.

CHART 14: NAB BUSINESS SURVEY — CAPACITY UTILISATION
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The improvement in business conditions appears relatively broad-based across
industries, with all industries with the exception of retail and mining reporting
positive conditions in Q2. This is in contrast to just six months earlier when 6 out of 8
industries were reporting negative business conditions. Confidence is also positive in
all industries except manufacturing.

SA capex expectations for the next 12 months remain strong in the NAB business
survey, but this is not evident in non-residential building approvals data or ABS capex
expectations data (although the latter excludes many key industries such as health
and education, page 7).

CHART 16: NAB SURVEY CAPEX EXPECTATIONS & UNDERLYING
PRIVATE BUSINESS INVESTMENT GROWTH
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CHART 17: BUSINESS CONDITIONS AND CONFIDENCE BY INDUSTRY
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COMMERCIAL PROPERTY/NON-RESIDENTIAL INVESTMENT:
Construction activily tracking at low levels, bul retail resilient

Non-residential building approvals have fallen further, and overall are consistent The decline of automotive manufacturing will also weigh on machinery & equipment
with a weak outlook for building activity in the state. The drop off has largely been investment in the state going forward. Consequently, capital expenditure

in “other” - this category includes health and may relate to the technical completion expectations for 2017-18 are lower than in 2016-17, although we note that these do
of the Royal Adelaide Hospital (which has now been transferred from the private to  not include key industries such as health, education and agriculture. Chart 16).

the public sector). Retail/wholesale building approvals meanwhile have been

resilient, despite weak business conditions for retailers. Office approvals are also at

low levels, and the recent tick up in the vacancy rate does not bode well for further

construction.
CHART 18: NON-RESIDENTIAL BUILDING APPROVALS CHART 20: SA CAPITAL EXPENDITURE & EXPECTATIONS
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RESIDENTIAL PROPERTY:

//owsing market slow overally, but price 3rowtﬁz has picked, up in some places

Growth in Adelaide dwelling prices remains relatively subdued overall at 2% growth
y/y, increasingly lagging behind the 8-capital-city average (Chart 21). This is largely a
function of weaker growth in housing demand as a result of slow population growth
and population ageing. There has however been a pick up in price growth for
Adelaide detached houses to 6% y/y. Price growth for units/apartments is very low
at 1% (Chart 22), and varies significantly across suburbs with prices declining in
Northern Adelaide but growing strongly in Eastern Adelaide (Chart 23).

CHART 21: ADELAIDE HOUSE PRICES
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CHART 22: SA RESIDENTIAL PROPERTY PRICE GROWTH (Y/Y%)
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Meanwhile, regional house prices have accelerated to 5.1% y/y or an average $279K.

The latest NAB Property Survey suggests industry participants expect only very
modest price rises for SA/NT in the next two years (Chart 24).

NAB Group Economics’ forecasts for Adelaide houses is for growth of 3.4% in 2017
and 1.7% in 2018. Growth in prices for units/apartments is forecast to be 0.5% in
both 2017 and 2018.

CHART 23: ADELAIDE - MEDIAN PROPERTY PRICE GROWTH
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CHART 24: NAB PROPERTY SURVEY - HOUSE PRICE EXPECTATIONS
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DEMOGRAPHICS:

Neﬂa,tu'/e nterstate m{gmﬂom continues to we{gﬁ/ on SA’ s population 3rowt/b

South Australia’s population growth has slowed sharply since 2014 and is now at
0.6% y/y (Chart 25). National population growth by contrast has picked up to 1.6%
y/y as at Mar-17. The slowdown in SA is largely due to more negative interstate
migration (or outflow to other states), while net overseas migration has been
broadly stable at a moderate positive rate (Chart 26).

CHART 25: SA AND AUS POPULATION GROWTH
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SA’s population remains older on average than the national population, and has also
aged more quickly, rising to a median age of 40 in 2016 from less than 36 years a
decade earlier. SA has the second oldest population after Tasmania. (Chart 27).

SA’s share of the national population continues to decline, as national population
growth picks up while SA population growth slows (Chart 28).

CHART 27: MEDIAN AGE OF POPULATION BY STATE
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CHART 28: SA SHARE OF AUS POPULATION AND GROWTH IN
MIGRATION
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LABOUR MARKET:
Employment has accelerating, including in traditional areas

Employment growth has picked up strongly in South Australia in the four months to The drop in the unemployment rate has been experienced across Adelaide, Greater
August. This has largely been driven by a pick up in employment for males (largely =~ Adelaide and the Rest of SA, with the unemployment rate broadly similar.
full-time), although female employment has also picked up.

In the 12 months to August, employment has been strong in the manufacturing

As a consequence, there has been a notable decline in the SA’s unemployment rate  sector, as well as construction and administration services. Job losses over the period
t0 6.1% in trend terms in August (compared with the national rate of 5.6%. (SA’s were largest in business services, hospitality, agriculture and retail trade (see chart on
unemployment rate did drop to 5.7% in seasonally adjusted terms in August, to be  page 3).

just above the national rate of 5.6%, but can be volatile from month to month).

CHART 29: SA UNEMPLOYMENT & PARTICIPATION RATES CHART 31: EMPLOYMENT GROWTH
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ECONOMIC STRUCTURE AND TRADE

Health is the largest sector, and SA’s largest trading partners are in Asia

The health sector continues to dominate in terms of output and (particularly)
employment. The traditional industry pillar of manufacturing has declined as a share
of output over time, although as at Q2-17 was the third largest employer, and
actually increased marginally as a share of total employment to 10% in the past
year, although will face a significant challenge as auto manufacturing shuts down in
the coming year. Retail trade remains the second-largest employer, although is the
gth largest industry in terms of output. In 2015-16, finance & insurance services
overtook manufacturing as the second largest industry by gross value added
production, but remains a relative small employer overall (Chart 32).

CHART 32: COMPOSITION OF EMPLOYMENT & GVA
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The ASEAN bloc and China are SA’s main export and import partners (Chart 33 & 34),
followed by the EU and the US, and non-ASEAN countries in Asia such as India, Japan
and Singapore.

SA’s top commodity exports in 2015-16 included copper as well as copper ores &
concentrates, alcoholic beverages, wheat and meat. SA imports top imports are
refined petroleum, passenger motor vehicles, vehicle parts and accessories and
goods vehicles (Charts 35 & 36).

TABLES 33 & 34: TOP SA EXPORT DESTINATIONS AND IMPORT
SOURCE COUNTRIES

Million ($m)

1 ASEAN 2363 1 ASEAN 2075
2 China 2270 2 China 1691
3 US 1295 3 EU 1490
4 EU 1203 4 US 872
5 India 961 5 Singapore 810
6 Japan 655 6 Japan 655
7 New Zealand 412 7 Korea 361
8 UK 368 8 Germany 281
9 Korea 246 9 New Zealand 203
10 HK 242 10 UK 157

TABLES 35 & 36: TOP SA MERCHANDISE EXPORTS AND IMPORTS

Copper 1382 Refined petroleum 949
Alcoholic beverages 1359 Passenger motor vehicles 714
Wheat 1242 Vehicle parts & accessories 373
Copper ores & concentrates 763 Goods vehicles 355
Meat (excl beef) 732 Alcoholic beverages 256
Beef 536 Other ores & concentrates 246
Lead 471 Furniture, mattresses & cushions 187
Iron ore & concentrates 419 Heating & cooling equipment & parts 176
Vegetables 288 Fertilisers (ex crude) 173
Passenger motor vehicles 275 Rotating electric plant & parts

141
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FISCAL OUTLOOK

Slimmer surpluses amidst subdued revenue 3rowt/b

The SA government revised down its estimates of net operating surpluses in coming
years in the 2017-18 State Budget, with marginal surpluses of $72m and $132m
expected for 2017-18 and 2018-19 respectively, and then increasing to $462m by the
end of the forward estimates. The trajectory is lower over the three years to 2019-20
by a cumulative $865m.

Average revenue growth is forecast at a modest 2.6% over the four years to 2020-21.

SA attributes slow revenue growth to slow growth in GST and Commonwealth
National Partnership grants. Policy decisions are also impacting the revenue profile
in both directions. On a net basis, new policy measures are forecast to lift revenue
by $87-94m per year, with the largest portion coming from a new South

CHART 37: SA NET OPERATING BALANCE
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Australian major bank levy (estimate at a cumulative $370m), which at the time of
writing has not yet been passed through the state’s parliament. In addition, SA has
introduced a surcharge on foreign buyers of residential property (total impact
+$49m).

Offsetting revenue measures are lowering of the payroll tax rate for small
businesses (total impact -$45m) and extending stamp duty concessions for off-the-
plan apartments (-$8m). Average expense growth is forecast at 2.3% over four years,
slightly below average revenue growth. New initiatives include $195m to fund
additional hospital services and $100m for a future jobs fund.

CHART 38: SA COMPOSITION OF STATE REVENUE
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SEMI GOVERNMENT AND CREDIT OUTLOOK
Some budget slippage, but funding needs remain light

South Australia’s Budget projects slimmer general government surpluses over the SAFA’s term funding requirement for FY17-18 is $2.8bn, which includes $0.1bn of new
next few years. New policy measures have been introduced to increase revenue, funding, $2.0bn of maturities and $0.7bn in pre-funding.

including a bank levy, which at the time of writing hasn’t yet passed parliament.
Total state net debt is now forecast to rise instead of flattening out in the coming
years.

SAFA is rated Aa1/stable by Moody’s and AA/positive from S&P. The latest budget
slippage suggests S&P is unlikely to act on its positive outlook and upgrade SA'’s
rating for the foreseeable future.

CHART 33: SA NON-FINANCIAL PUBLIC SECTOR NET DEBT EIII?EA[HB? S&P CREDIT METRIC: BUDGET PERFORMANCE
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FORECASTS BY STATE AND TERRITORY
Base effects to drive SA Growth higher in 2017-18, before moderation in 2018-19

NAB’s economic forecasts by state and territory are below. For a summary of the outlook by state, please see the States Handbook — Overview which contains links to the
detailed handbook for each state and territory.

REAL GROSS STATE PRODUCT AND UNEMPLOYMENT RATE FORECASTS

Annual average

NAB growth and unemployment rate forecasts for the states

NSW 3.5 2.2 3.1 2.5 5.4 5.0 4.7 4.7

VIC 3.3 2.9 3.3 2.7 6.0 5.9 5.8 5.4

QLD 2.0 2.2 3.2 2.5 6.2 6.2 6.0 5.9

SA 1.9 1.8 2.7 1.7 7-3 6.7 6.5 6.5

WA 1.9 0.3 3.2 3.0 6.0 6.2 6.2 5.9

TAS 1.3 1.0 2.2 1.8 6.5 6.1 6.0 6.0

NT 2.7 1.5 1.5 5.0 4.2 3.5 4.0 4.2

ACT 3.4 3.0 3.1 2.6 4.5 3.8 4.8 4.8

Australia 2.7 2.0 3.2 2.5 5.9 5.7 5.4 5.3

HEDONIC HOUSE PRICE FORECASTS™ HEDONIC UNIT/APARTMENT PRICE FORECASTS ™

Through the year growth to Q4 Through the year growth to Q4

2015 2016 2017f 2018f 2019f 2015 2016 2017f 2018f 2019f

Sydney 15.5 10.7 5.1 3.7 3.0 Sydney 13.1 5.8 5.9 0.5 0.6
Melbourne 15.8 9.5 8.6 5.5 3.4 Melbourne 7.5 4.7 6.4 1.2 2.4
Brisbane 6.9 2.7 3.1 1.9 1.2 Brisbane 1.1 3.0 -1.1 -1.8 -1.2
Adelaide 3.8 3.8 3.4 1.7 1.7 Adelaide 2.4 0.6 0.5 0.5 0.5
Perth -4.2 2.9 3.0 0.7 1.2 Perth 2.8 6.3 -1.9 0.4 0.7
Hobart 7.0 9.6 10.0 4.9 1.7 Hobart 1.1 6.4 5.7 2.4 0.6
Cap City Avg 11.2 7.3 4.6 3.4 2.5 Cap City Avg 8.2 3.5 4.7 05 03 National

Australia

14 Bank

Source: ABS, Corelogic, NAB Economics


https://business.nab.com.au/wp-content/uploads/2017/10/states-overview_oct17.pdf
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