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WA Economic Outlook
Summary


Western Australia has been a powerhouse of growth for the Australian economy for several
years. However, the growth drivers of Australia are shifting away from mining investment and
Western Australia is seeing the impact.



Underscoring the turnaround in fortunes for WA, annual growth in State final demand in WA
slowed from a peak of 16.8% in the year to the September quarter 2011 to -2.2% in the year to
the September quarter 2013.



We expect growth in Western Australia to weaken in coming years as mining investment starts
to decline more significantly. There should however, be support to growth from exports and
dwelling investment.



After being a formidable driver of growth in Western Australia, business investment has started
to detract from growth. Intention surveys and the pipeline of mineral and resource projects
point to a gradual decline in mining investment this year, but this decline accelerating in
following years. There remains a risk of a much sharper decline in WA mining investment as
mega projects approach completion in 2015-16.



The slowdown in mining investment activity has impacted negatively on retail sales growth in
WA, although more recently there have been signs of gradual improvement. This slight uptick in
retail spending provides a positive sign that lower interest rates are providing support to the
WA economy.



As the transition from mining investment to mining production takes hold, Western Australia’s
capacity for exports will be greatly increased. Iron ore, gold and LNG export volumes are set for
strong growth in coming years. According to BREE, Australian export revenues in resources are
expected to increase 17% in 2013-14, supported by solid growth in export volumes and a
weaker Australian dollar.



Dwelling prices in Western Australia have recovered and have hit a record high. The lift in
dwelling prices is supportive of stronger growth in residential construction, which should help
mitigate the impact of slower mining investment. An undersupply of housing, healthy
population growth and a lengthy period of low interest rates should continue to support house
prices and dwelling investment in Western Australia.
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Percentage Shares of the Economy*
Industries

WA

Australia

Mining

38.1

11.2

Construction

13.3

8.8

Professional, scientific and technical services

5.6

7.7

Manufacturing

5.2

7.9

Transport, postal and warehousing

4.9

5.6

Health care and social assistance

4.5

7.4

Retail trade

3.6

5.3

Wholesale trade

3.2

4.9

Financial and insurance services

3.2

9.3

Public administration and safety

3.1

6.0

Education and training

3.0

5.3

Administrative and support services

2.6

3.4

Electricity, gas, water and waste services

2.3

2.9

Rental, hiring and real estate services

1.9

3.0

Other services

1.5

2.0

Accommodation and food services

1.4

2.7

Information media and telecommunications

1.3

3.1

Agriculture, forestry and fishing

1.1

2.4

Arts and recreation services

0.5

0.9

* Share of gross value added less ownership of dwellings 2012-13; Source: ABS, St.George

Economic Growth
Western Australia has been a powerhouse of the Australian economy for several years. As one
of the big beneficiaries of the rapid expansion of the Chinese economy, gross State product
(GSP) grew by a solid 5.1% in 2012-13, following growth of 7.3% in 2011-12.
The State, however, is starting to feel the impact of slowing mining investment as a number of
large-scale mining projects approach completion. This slowdown is evident in more recent
economic indicators, such as State final demand. State final demand in Western Australia fell
2.2% in the year to the September quarter, a far cry from the 16.8% annual growth recorded in
the September quarter 2011. Unsurprisingly, a sharp decline in business investment was the
major driver for the weakness in final demand. However, growth in household consumption has
also slowed significantly, likely reflecting weaker income growth and softer job prospects.
The fall in State final demand points to tougher times for Western Australia, but State final
demand data ignores the traded sector, which is a large component of Western Australia’s
economy. As the mining boom transitions from the investment phase to the export phase,
stronger exports and production capacity will contribute more significantly to Western
Australia’s growth. Export volumes in goods grew 5.7% in the year to the September quarter,
well outpacing the 5.8% decline in import volumes in goods over the same period.
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The slowdown in mining investment is set to weigh on growth in Western Australia, after being
a major driver of growth for several years. However, there should be further strong
contributions to growth from net exports. Demand for capital imports should ease, while
greater production capacity should boost export volumes. There are also growing signs that low
interest rates are boosting consumption, and residential investment is expected to assist in
offsetting the gap in growth left by slowing mining investment.
On balance, we expect growth to slow from 5.1% in 2012-13 to 3.5% in 2013-14 (see page 9 for
further details on our forecasts).
The pace of the decline in mining investment in coming years and the impact on Western
Australia’s growth is highly dependent upon the outlook for China and the global economy.
There remains significant uncertainty regarding growth in China as its authorities seek to
rebalance growth away from investment to consumption. A number of hurdles remain, which
will need to be addressed by policy reform. Nonetheless, an improving outlook for advanced
economies including Europe and the US will be supportive of global growth and the prices of
commodities. Commodity prices, which have fallen from their peaks in 2011, are still expected
to continue to drift lower this year, reflecting a large increase in global supply. That said, a
weaker Australian dollar is boosting the values of commodity exports, which are denominated
in US$ terms.
The longer-term outlook for Western Australia is still promising. Export growth should
strengthen further as the capacity for commodity production increases, including iron ore, gold
and LNG.
Consumer Spending
Household consumption growth has softened considerably in recent times. After annual growth
hit a peak of 6.7% in the year to the March quarter 2012, annual growth in household
consumption weakened to 1.0% in the year to the September quarter 2012, a four-year low.
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Household spending has been dampened by a weakening jobs market as demand for labourintensive mining investment wanes.
More recent data, however, spell out better news for consumer spending. Retail sales, which
comprise a large proportion of consumer spending, have improved gradually. After reaching a
low point of just 0.3% annual growth in October 2013, a weakening trend has reversed with
annual growth in retail spending lifting to 3.0% in the year to December. While this latest
pickup holds some promise, the annual growth rate of 3.0% in December is still substantially
below WA’s long run average of 6.4%. Retail spending growth in WA was dwarfed by the
national average growth rate of 5.7% in the year to December.
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Other areas of consumer spending continue to show some weakness. The sales of motor
vehicles fell 9.0% in the year to December. Sales have yet to recover from a peak in late 2012.
According to a Curtin Business School survey, consumer sentiment in Western Australia picked
up in the December quarter following bouts of weakness in June and September. The outlook
for the next three months is positive with the index rising from 74 to 104 where 100 is a neutral
outlook. The twelve month index rose from 81 to 122 suggesting a significant degree of
consumer confidence.
In contrast, the Westpac – Melbourne Institute index of consumer sentiment for Western
Australia has weakened to 94.5 in February, below the 100 mark, signaling that pessimists
outweigh optimists. It was the first time the index has fallen below 100 since November 2012.
A lengthy period of low interest rates and rising house prices, which are driving an increase in
household wealth should provide further support in consumer spending, and will help mitigate
the impact of slower mining investment. However, as the mining boom continues to transition
from the investment phase to the production phase, job prospects are expected to weaken,
and could dampen consumption growth. A further pick-up in both consumer sentiment and
consumer spending may require ongoing improvement in the labour market and a good news
flow regarding employment and project development.
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Housing
The housing market is one of the bright spots
in the Australian economy, and in Western
Australia, it is assisting in filling some of the
gap in growth left by fading mining investment.
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According to RP Data-Rismark, Perth dwelling
prices hit a record high in December 2013. For
the year to February, dwelling prices grew a
healthy 7.6%, although annual growth has
softened from a peak of 9.9% in the year to
December. Growth in Perth dwelling prices
was the third strongest behind Sydney and
Melbourne. In the year to February, unit price
growth of 13.1% in Perth outpaced house price
growth of 7.2%.

Data from the Australian Bureau of Statistics (ABS) tells a similar story. Perth residential
property prices have increased for nine consecutive quarters and in the year to the December
quarter, they rose 8.7%. On this measure, Perth had the second highest growth among the
State capitals, and was surpassed only by Sydney where house prices rose 13.8%. The average
price rise among the capital cites was 9.3%.
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Rental Markets

There has been strong demand for rental property in Perth, and residential rents continue to
witness solid growth. Median weekly rents for a three-bedroom house grew 5.6% in the year to
the September quarter and for a two-bedroom “other dwelling”, rents grew 4.7% over the
same period. Growth in rents is the second strongest among capital cities, second behind
Darwin.
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However, there is growing evidence that rental markets are loosening. Vacancy rates in Perth
increased 1.3 percentage points over the year to 3.1% in the September quarter, and point to a
more balanced rental market (vacancy rates at 3.0% are considered the benchmark for a
balanced rental market).This lift in vacancy rates suggests that growth in rents will likely
moderate.
-

Dwelling Investment

Dwelling investment has strengthened notably in Western Australia, and is providing some
welcome support to growth while mining investment is softening. For the year to the
September quarter, dwelling investment in WA grew 10.4%, the second consecutive quarter of
double-digit annual growth.
Building approvals are pointing to further strength in housing construction in Western Australia.
The number of building approvals has exceeded their long-run average for over a year. Annual
growth in building approvals was a solid 29.1% in the year to December.
Despite the pickup in residential construction, a dwelling shortage is expected to exist given
strong population growth.
No. of Building Approvals WA

WA Population & Housing

(Thousands, Trend Data)

(rolling annual total, thousands)
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Outlook

Low interest rates, relatively high incomes and strong population growth have been supportive
of housing demand in Perth and Western Australia.
However, as the large-scale mining projects in the State approach completion, there will be
implications for the housing market, as the labour-intensive phase of the mining boom fades.
Weaker labour demand has already resulted in rising unemployment, and is beginning to affect
migration flows. Population growth in Western Australia has slowed, although the annual
growth rate in Western Australia remains stronger than any other State or territory in the
country at 3.3% in the year to the June quarter.
The ongoing strong inflow of new residents will help underpin further gains in dwelling prices.
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Additionally, although wage growth in WA has slowed significantly, incomes in WA are among
the highest in the country. We expect further modest gains in dwelling prices this year given
interest rates are expected to remain low for an extended period, although the shifts within the
mining sector suggests that Perth dwelling prices could underperform other capital cities. The
upswing in residential construction, however, should provide a solid contribution to Western
Australian growth.
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Business Investment
Business investment was a significant driver of economic growth in Western Australia until
recent quarters. After annual growth in business investment peaked at 50.9% in the year to the
September quarter 2011, business investment has slowed and declined 9.4% in the year to the
September quarter 2013.
As one of the biggest winners of the mining investment boom, Western Australia is one of the
more vulnerable States to a decline in mining investment. The recent completion of major
projects including Woodside’s $5bn North Rankin LNG project, the $1.2bn expansion of BS4
Pilbara mine and the lack of new major projects point to a further decline in mining investment.
According to the Bureau of Resource and Energy Economics (BREE), there remain 24 projects
worth an estimated $121.8bn at the “committed stage” in Western Australia, as of October
2013. These are projects which have received the final go ahead from the owner and are either
currently under construction or preparing to commence construction. This is down from 28
projects at the “committed stage” in Western Australia reported in April last year.
Of the 24 committed resources and energy related projects, nine are associated with LNG, gas
and oil and valued at $98.5bn. A further eight, valued at $17.2bn are associated with iron ore
and four, valued at $4.5bn, involve infrastructure (ports and railways).
Despite the decline in committed projects, there remain significant mega projects driving
activity, particularly in LNG. These include the $54bn Gorgon project, the $29bn Wheatstone
project and the $12bn Prelude project, and should keep activity at a high level in coming years.
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According to the ABS, mining investment across Australia is expected to decline gradually in
2013-14 and to a larger extent in 2014-15. Nonetheless, there is a risk of a sharper decline in
WA investment in 2015-16 when these mega-projects approach completion.
Among other areas of business investment, non-residential construction activity witnessed
strong growth in 2011-12, supported by demand for accommodation camps and operations
buildings in mine-related areas. While the outlook for commercial construction is weakening in
step with a decline in mining investment, lower interest rates and a weaker Australian dollar
are beginning support other areas of the economy. Non-residential approvals in Western
Australia are pointing to a healthy level of activity in the near-term. There remain some notable
projects underway, including the $5.6bn Perth City Link urban renewal project and the $1.6bn
Elizabeth Quay development. Healthcare is being led by the $2bn Fiona Stanley teaching
hospital. For this year, non-residential commencements are being led by the AFL Stadium worth
$700mn and work beginning on Crown Towers Perth.
Labour Market
Conditions in the Western Australian labour market have softened, reflecting the impact of
weaker domestic demand in the State. Over the year to January, Western Australia added 8.0k
new jobs, which was the lowest annual job gain since May 2010.
A breakdown by industry revealed that employment in mining is weakening. The industry lost
2.6k jobs in the year to November, well down on the 28.1k jobs added in the year to May 2012.
However, in the year to November, most jobs in WA were lost in agriculture, forestry and
fishing (-12.9k), administration and support (-9.2k) and retail (-7.2k). Adding jobs over the same
period were construction (16.5k), transport, postal and warehousing (16.2k) and
accommodation and food services (10.0k).
The slowdown in job creation in Western Australia is reflected in its rising unemployment rate.
In January, WA’s unemployment rate hit 5.1%, the highest in a nearly three years. Despite
lifting over the past 1½ years, WA’s unemployment rate remains the lowest across States,
although that gap is likely to close.
The acid test for the Western Australian labour market (and the economy as a whole) will come
when the current phase of mega-project construction ends. Liquid natural gas (LNG) projects
such as Gorgon, Wheatstone and Prelude are all scheduled to be complete within the next few
years. The Roy Hill iron ore project has the potential to create new jobs and expansion of
existing mines cannot be ruled out and there are also a number of ongoing urban renewal and
hospital projects underway in Perth.
On balance, we expect the unemployment rate to rise further, as job prospects within mining
weaken. Employment gains are unlikely to keep pace with WA’s strong population growth.
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WA Employment Growth
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St.George Banking Group Forecasts
Economic Indicators, % Change
Gross State product
State Final Demand
Employment
Unemployment Rate
Perth CPI
Wage Price Index

2012-13
5.10
7.00
3.50
4.50
2.20
4.00

2013-14 (f)
3.50
-0.60
1.30
4.80
2.80
2.90

2014-15 (f)
2.30
0.10
1.40
5.30
2.40
2.80

2015-16 (f)
2.90
0.80
1.70
5.30
2.50
2.80

Source: St.George Banking Group

The Western Australian Treasury expects growth of 3.25% in 2013-14, slowing from growth of
5.1% in 2012-13. Our forecast for growth in 2013-14 is marginally higher at 3.5%, as weaker
business investment is partially offset by strong contributions to growth from net exports and
dwelling investment. We expect growth to soften further in 2014-15 and 2015-16 as mining
investment declines more sharply, although export volumes are expected to remain solid and
low interest rates will support other areas of WA’s economy, including dwelling investment and
consumption. These will provide some means to bridge the gap as investment slows.

9

State Report – WA

Contact Listing
Chief Economist

Senior Economist

Senior Economist

Economist

Besa Deda
dedab@stgeorge.com.au
(02) 8254 3251

Hans Kunnen
kunnenh@stgeorge.com.au
(02) 8254 8322

Josephine Horton
hortonj@stgeorge.com.au
(02) 8253 6696

Janu Chan
chanj@stgeorge.com.au
(02) 8253 0898

The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be
made on the basis of the Information without first seeking expert financial advice. For persons with whom St.George has a contract to supply
Information, the supply of the Information is made under that contract and St.George’s agreed terms of supply apply. St.George does not represent or
guarantee that the Information is accurate or free from errors or omissions and St.George disclaims any duty of care in relation to the Information and
liability for any reliance on investment decisions made using the Information. The Information is subject to change. Terms, conditions and any fees
apply to St.George products and details are available. St.George or its officers, agents or employees (including persons involved in preparation of the
Information) may have financial interests in the markets discussed in the Information. St.George owns copyright in the information unless otherwise
indicated. The Information should not be reproduced, distributed, linked or transmitted without the written consent of St.George.

Any unauthorised use or dissemination is prohibited. Neither St.George Bank - A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL
233714 ACL 233714, nor any of Westpac's subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.

10

