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• The March ANZ-Property Council Survey shows that firms in the property sector remain 
upbeat as we start the new year. While confidence dipped slightly from last quarter’s peak, we 
are encouraged by the convergence being seen across all of the states and territories, as the 
business environment continues to improve in the mining areas. 

• The construction outlook is increasingly positive. Several industries are reporting the 
strongest outlook on record for construction activity, in line with recent data. It’s not just 
housing any more – the pipeline of commercial property is also significant. 

• Property businesses still report solid demand for staff, albeit slightly less than through the 
second half of 2017. This is consistent with our view that we will continue to see employment 
growth, but perhaps not at the same rapid pace as experienced recently. 

• Firms are not convinced that interest rates will rise this year. This is understandable given 
that inflation still sits below the RBA’s target band, and wages growth has remained sluggish. 
But we forecast the RBA will lift the cash rate twice, around the middle of the year, as they 
become more confidence that we are past the trough in both wages and inflation. 

DETAILS OF AUSTRALIAN PROPERTY CONFIDENCE REMAIN ENCOURAGING 

We view the March ANZ-Property Council survey results in a positive light, despite the small 
dip in confidence in the quarter.  

Within the details of the report, we continue to see further evidence that the gap between the 
mining and the non-mining parts of the economy is closing. Western Australia was once again 
the biggest mover in the quarter, with sentiment leaping to the strongest level since 2013. It’s 
important to note that this isn’t a one-off result. After sentiment in the western state settled 
at low levels through 2016, it has steadily increased over the past 12 months.  

There are a number of factors behind this improvement. The decline in the mining sector is 
past the worst, and in 12 months’ time will most likely be entirely behind us. We are slowly 
seeing an increase in activity outside of the mining sector, with an increase in construction in 
the tourism sector in particular. The upshot is that survey respondents’ views on Western 
Australia’s economic growth prospects over the next 12 months are the strongest on record.  

However, we would caution against getting too carried away with the good news just yet. 
Parts of the state will still suffer as the remaining mining investment projects wind up, and 
these regions are likely to see further job losses. Further, the improvement in sentiment is 
only useful if it translates into actual activity. The early signs are encouraging, but there is still 
a long way to go.  

Victoria was the only other state to post an increase in sentiment in the quarter, and has now 
overtaken New South Wales as the most optimistic state or territory. Although the other 
regions posted declines, they were only mild, and confidence still sits at elevated levels. This 



 

ANZ RESEARCH 
 

supports our view that the growth outlook is positive, and the economy should continue to 
expand at around its long-term average rate. 

OUTLOOK IS POSITIVE, BUT FIRMS DON’T EXPECT RATE HIKES 

Survey respondents continue to suggest that the construction outlook is particularly positive. 
Each of the tourism, aged care and industrial property segments are reporting the strongest 
outlook for construction since this survey began. The industrial sector has seen the largest 
improvement in sentiment over the past year, with 50% of firms now expecting an increase in 
construction work over the next 12 months, compared to 40% in March 2017.    

The optimism around the construction sector is being supported by solid data flow. 
Commercial building approvals are trending around the highest levels on record, led by the 
offices and tourism segments. In addition, CAPEX data show that non-mining firms expect 
2017-18 to post the strongest investment growth in a decade. The vast majority of this 
growth is set to come in the form of buildings and structures, supporting the positive 
construction outlook.  

In line with the strong construction pipeline, firms report that they will have solid demand for 
staff over the next 12 months. While staffing expectations remain elevated, they did pull back 
slightly in the March survey, from the previous record level. 2017 was one of the strongest 
years of employment growth in recent history, and it is not surprising that we may see some 
cooling in the labour market through 2018. Leading indicators such as business conditions and 
job advertisements suggest that we will continue to see solid employment outcomes, but the 
rapid pace of 2017 is unlikely to be sustained. 

Despite the positive outlook for economic growth and the labour market, property businesses 
are not convinced that interest rates will rise this year. A majority (70%) of respondents 
believe interest rates will remain the same over the next 12 months, compared to 40% as 
recently as June 2017. This likely reflects wages growth remaining subdued, and inflation 
which is still below the RBA’s target.  

GROWTH SOLID, INFLATION WEAK 

This is in direct contrast to ANZ’s view. We believe that the RBA will hike the cash rate twice 
this year, as the Bank becomes more comfortable that wages appear to be trending higher. 
However, this view is certainly not without challenges. 

Although Australia continues to enjoy solid growth and an improving labour market, wage and 
price inflation remain weak. On the one hand, firms are reporting some of the strongest 
business conditions on record, as well as increasing difficulty in finding labour, while at the 
same time wage growth is languishing at record lows, and ongoing strong retail competition is 
holding inflation down. 

Elevated business conditions are being supported by solid profit growth. Company profits are 
20% higher than a year ago, and this is supporting a promising recovery in non-mining 
business investment. A solid improvement in CAPEX expectations as well as ongoing strength 
in non-residential building approvals suggest that there is a substantial pipeline of private 
investment ahead. Public sector investment is also providing a solid lift to demand, with a 
record pipeline of infrastructure spending set to support spending over the next few years. 
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Along with a much-reduced drag from falling mining investment, this suggests that investment 
will be an important driver of growth over the next couple of years. 

On the other hand, the consumption outlook is not as positive. Consumption has benefitted 
over recent years from the sharp rise in house prices, but the cooling housing market will 
remove one of the supports to consumer spending. Income growth will likely pick up in line 
with strong employment gains, but we expect this will only be enough to support consumption 
growth at around current levels, rather than drive a pick-up.  

In our view, the risks to the growth outlook are relatively balanced, although the risks to the 
wage and price inflation outlook appear to be on the downside. This is a challenge for our 
expectation that the RBA will tighten in 2018. While we don’t think that the Bank requires 
materially higher inflation before it lifts the cash rate off the low of 1.5%, we do think the 
Bank will need to be quite confident that inflation is set to move back toward the 2-3% target 
band. Hence the trajectory of the unemployment rate and wage inflation will remain critical for 
the Bank’s deliberations. 

 

 

 

 


