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How Long Can Consumers Fuel Growth? 

The Australian economy grew 0.6 percent in the fourth quarter which 

represents an annualized growth rate of 2.6 percent. Not only did that 

outturn beat consensus estimates, it also follows upward revisions to third 

quarter growth. 

Australia faced many key pressures in 2015, not the least of which was 

diminished demand for its commodities exports. That is partly attributable 

to slower growth in China, Australia’s top export market. It bears noting 

that exports did eke out a slight positive gain in the fourth quarter, but not 

enough to significantly move the needle on headline growth.  

After years of robust growth in Australia’s once-booming mining industry, 

softer demand has been holding back business fixed investment spending. 

Outlays by Australian businesses fell in three out of four quarters in 2015 

and declined at an annualized pace of 2.5 percent in Q4. 

Consumer spending has been remarkably resilient in Australia and that was 

certainly the case in the fourth quarter as consumer outlays grew at an 

annualized rate of 3.1 percent. Consumer spending was by far the largest 

positive contributor to growth in the fourth quarter, accounting for 

1.7 percentage points of the 2.6 percent headline growth rate.  

It is not clear how long consumers can play this role, however. Labor 

market reports have been hit and miss in recent months, with the 

unemployment rate climbing to 6.0 percent in January after boasting a  

5-handle for the last two months of 2015. An index of hourly wages also 

slowed to a year-over-year growth rate of 2.2 percent in the fourth quarter, 

a far cry from the 3.8 percent average growth rate for wages from 2006-

2012. 

Implications for RBA and Monetary Policy 

In its February monetary policy statement released earlier this week, the 

Reserve Bank of Australia (RBA) cited the divergent paths of other central 

banks in terms of monetary policy as part of a broad justification to remain 

on hold. The RBA also pointed to softer growth in China, which contrasted 

with improving fundamentals in the United States and in Europe. The RBA 

reiterated its concern about the deterioration in Australia’s terms of trade 

and the Australian dollar’s “adjustment” to lower commodity prices.  

On balance, we suspect that the RBA is likely to remain on hold for some 

time. Headline CPI inflation came in at 1.7 percent in the fourth quarter 

and, as the fourth quarter GDP report shows, GDP growth has been 

resilient thanks largely to gains in consumer spending. We would have even 

greater confidence that the RBA would remain on hold if we were to see 

wages pick up and the unemployment rate go back down. Given the 

challenges to the key mining sector, that may not be a likely development in 

the near future. 

 

 

 

Source: IHS Global Insight, Bloomberg LP and Wells Fargo Securities, LLC 
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Despite Business Spending Cuts, Australia GDP Grows in Q4 
A better-than-expected turnout for Q4 GDP was largely a function of strong consumer spending. Business 
spending, now negative in three out of four quarters for 2015, was—once again—a drag on headline growth. 
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