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Executive Summary
Global economy • The global economy is in the late stages of the current cycle with GDP growth expected to increase marginally, driven mainly by emerging 

market and developing economies. World economic growth is now forecast to be around mid-3%’s towards 2023.

• Although experiencing a better-than-expected real GDP growth in Q1, the US economy is still facing some headwinds, including reduced 
fiscal stimulus, uncertainty around the US-China trade tensions and declining exports due to a weakening in global growth.

• With the appointment of Boris Johnson as the UK Prime Minister there is now an increased likelihood of a ‘hard’ Brexit given his election 
pledge that the UK will leave the EU by the end of October “deal or no-deal”.

• The International Monetary Fund’s (IMF) Managing Director Christine Lagarde has been nominated to replace the outgoing ECB President, 
Mario Draghi, in October 2019. 

• The trade tensions have taken a toll on the Chinese economy with both exports and imports declining in the first half of 2019, while 
domestic demand has also weakened. 

• Japan experienced subdued growth and weak inflation despite very low levels of unemployment. However, the BoJ announced in June that 
it continue to keep interest rates at current levels and continue with its program of QE for the foreseeable future.  

Australian economy • The Australian economy continued to remain weak into the first quarter of 2019 with GDP growth dropping to 0.4% q/q and 1.8% y/y. 

• Aggregate gross fixed capital formation declined in real terms between the December 2018 and March 2019 quarters by 0.7%, with private 
gross fixed capital formation declining by 1.0% q/q.

• The centrepiece of the Budget 2019-20 is an additional $158 billion tax cut for low and middle income earners, which has now been 
legislated following the recent Federal election.

• The labour market in Australia remains healthy with nearly 300,000 new jobs (seasonally adjusted) added to the economy over the 12 
months to June 2019. However, forward indicators signal soft labour demand while spare capacity remains. 

• As the minutes of the RBA’s latest meeting showed ongoing concern over the job market conditions and low wage growth, it is anticipated 
the RBA will cut its cash rate by at least 25bp by the end of this year.

Australian forecasts Jun-19 Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22

GDP (Real) 1.4% 1.9% 2.1% 2.3% 2.4% 2.5% 2.6% 2.6%

Inflation 1.7% 2.0% 2.0% 2.1% 2.0% 1.8% 1.8% 1.8%

Unemployment, % 5.0% 5.1% 5.2% 5.3% 5.3% 5.4% 5.2% 5.0%

$A/US$ 0.703 0.691 0.686 0.702 0.709 0.711 0.712 0.714 
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Recent indicators suggest the global economy is in the late stages of the current cycle with 
GDP growth expected to trough in 2019. Beyond 2019 Global GDP growth is expected to 
increase marginally, driven mainly be emerging market and developing economies. Following 
the G20 summit in June, the resumption of the US-China talks has temporarily halted the 
trade dispute. However, prospects for a long-term deal between the two countries look 
difficult at this stage. Similarly, the recent appointment of Boris Johnson as the Prime 
Minister of the UK means the likelihood of a ‘hard’ Brexit at the end of October 2019 has 
increased significantly. These geo-political uncertainties are likely to continue being a drag on 
business investment and global growth and to increase downside risks to the global 
economy.

Even if the US does not follow through with its tariff threats, the existing tariffs have 
weighed on global trade. At the end of Q2, the trend in world trade continued to slow down 
with weaker merchandise trade. The global manufacturing sector continues to contract as 
the headline manufacturing Purchasing Managers’ Index (PMI), often seen as a forward 
indicator of manufacturing activity, reached its lowest level since 2012. Operating conditions 
also worsened in the intermediate and investment goods industries. The PMIs in June 
indicate a modest expansion in US manufacturing activity but contractions in China, the UK, 
Eurozone, Japan, Taiwan, South Korea, Russia and several members of ASEAN. 

Policy makers have turned more dovish to fight off risks of an upcoming recession and falling 
inflationary expectation. Central banks across advanced economies and emerging market 
economies are expected to loosen policy. This has already occurred in a number of 
economies, such as China, India, Australia. The European Central Bank (ECB) has provided 
guidance that policy will loosen. In the US, further monetary tightening is much less likely 
given the trade tensions and the fading impacts from last year’s fiscal stimulus. Indeed we 
anticipate a 25bp rate cut by the Federal Reserve Bank in July or September 2019 as 
signalled by the Fed’s Chairman Jerome Powell’s congressional testimony and another one 
in Q1 2020. We also expect the ECB deposit rate to be cut and there is a real possibility of a 
resumption in quantitative easing. 

The effectiveness of monetary easing at this point is questionable, especially in light of the 
US-China trade impasse. Whether businesses are optimistic enough to increase investment 
in response to lower rates remains a question. 
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The US economy is in its tenth year of consecutive growth. Real GDP grew by 0.8% in 
Q1, to be 3.2% higher y/y, the fastest year-on-year rate since early 2015. However, this 
was largely driven by inventory ramp-up and trade strength, with domestic demand 
relatively weak. 

Survey results in June indicate strong labour market conditions with 224,000 jobs added 
to the economy, up from 72,000 in May. Over the same period, the unemployment rate 
rose marginally by 0.1 ppt to 3.7% in June, and the labour force participation rate 
increased to 62.9%. Despite the signs of a tighter labour market, wage gains were not 
substantial, growing at the same rate as in May, to be up 3.1% y/y. In his congressional 
testimony, Powell dismissed the prospect of a “hot” US labour market as wages were 
not really responding and noted the risk of persistent low inflation. Headline CPI inflation 
decelerated by 0.2ppt to 1.6% in June, while core inflation, excluding food and energy, 
rose slightly by 0.1ppt to 2.1% in June. The Fed’s preferred inflation metric, the 
Personal Consumption Expenditure index, has remained well below the 2% target, 
coming in at 1.5% in May. 

A number of headwinds to growth, including reduced fiscal stimulus, uncertainty around 
the US-China trade tensions and weakening global growth, are still lurking. Adding to 
the downside risks, relations between the US and its traditional allies, such as the EU 
and Japan, may sour with the US government having imposed or threatened significant 
tariffs on these countries. These headwinds appear to be weighing on business 
confidence, which remains low. Operating conditions in the manufacturing sector 
continue to be nearly stagnant with the manufacturing PMI growing marginally from 
50.5 in May to 50.6 in June. In contrast, the household sector continues to be resilient 
with real consumption in the first five months of 2019 2.7% higher than in the 
corresponding period in 2018. 

Powell’s testimony and the Fed’s dot plot signalled a dovish stance as lingering low 
inflation, uncertainty around trade disputes between the US and China and gloomy 
global economy are clouding the US economic outlook. We anticipate a 25bp rate cut in 
July or September this year and forecast US economic growth to slow down to 2.1% in 
2019 and to 1.9% in 2020.
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The UK was due to leave the EU on 29 March 2019, but the withdrawal agreement reached 
between the EU and UK has been rejected three times by the UK Parliament. The Article 50 
exit process has been extended until October 2019. The exit path is still uncertain with an 
increased risk of a no-deal Brexit as Boris Johnson, the UK’s new prime minister, has pledged 
the UK will leave the EU by the end of October with or without a deal. While Johnson wants 
to restructure the whole negotiation, the likelihood of the EU engaging in significant 
renegotiations is low. Most MPs in the UK Parliament remain opposed to a no-deal Brexit.

The prospect of Brexit has damped FDI in the UK. The number of foreign investment projects 
in the UK has plunged by 14% to 1,782 in the fiscal year ending in March 2019. This marked 
the lowest level in six years and a second consecutive annual decline since March 2017. 
Meanwhile, foreign investment in the rest of the EU experienced an increase during this 
period. The number of jobs created by foreign investment projects has also dropped by 29% 
in the year ending in March 2019 with marked declines in knowledge-intensive industries 
such as financial services, automotive, software and advanced engineering. Commentators 
have pointed out that global companies had perceived the UK as a gateway to Europe – the 
near-term risk of a no-deal Brexit would reduce the attractiveness of investing in the UK.  

Macroeconomic data suggests the UK economy is continuing to weaken. Rolling three-month 
GDP growth in the period ending May 2019 slowed for the second consecutive month after 
growth of 0.5% in Q1 2019. The manufacturing PMI indicates a significant downturn in 
manufacturing activity. It dropped from 49.4 in May to 48 in June, hitting a six-year low. There 
was also a steep decline in output, new export orders and employment. 

Despite the weak data, it is likely the Bank of England (BoE) will keep its Bank Rate 
unchanged if the UK exits the EU with a deal. In the event of a no-deal Brexit, BoE Governor 
Mark Carney suggested the central bank might ease its policy as the no-deal would be a 
significant shock to demand and would not even clear the cloud of uncertainty looming over 
business and investor sentiment. 

In the absence of any confirmed policy position we continue to forecasts for the UK economy 
on the basis of a ‘soft-Brexit’ scenario.  On this basis UK economic growth will stay around 
1.2% in 2019 then rise gradually over the following three years reaching around 1.9% in 2022. 
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Chart 5
Official Interest Rates
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While a no-deal Brexit will negatively impact both the EU and UK, its impact on the EU 
countries is anticipated to be more moderate. This is reflected, for example, in FDI flows 
where the UK experienced a decline, while foreign investment increased in the rest of 
Europe (EU27) with the total amount of capital invested in the EU27 surging 43% in the 
three years ending in Q1 2019.

In the Eurozone (EU19), the manufacturing PMI hit a 6-year low at 47.6 in June 2019. This 
signals significant reduction in activity with manufacturing operating conditions deteriorating 
for a fifth consecutive month during June across the single currency area, except for France. 
France’s PMI posted its highest reading for nine months (51.9), albeit at a modest growth. In 
contrast, although having plummeted to its lowest level for 19 months, Greece’s PMI 
remained the highest of all Eurozone countries, at 52.4. 

In the major Eurozone economies, Spain continues to experience the highest GDP growth at 
0.7% in Q1 2019, followed by Germany. After two successive quarters of negative and no 
growth in the second half of 2018, German GDP grew by 0.4% in Q1 2019. France 
continued to grow at a moderate rate of 0.3%, while the Italian economy picked up from a 
recession period (-0.1% in both Q3 and Q4 2018) to record 0.1% growth in Q1 2019. Recent 
weak performance in the Eurozone has been mainly caused by the downward trend in 
industrial production, which normally underpins economic growth in Europe. The services 
PMI, on the other hand, was above 50 and recorded solid growth in Q2. 

In addition to the uncertainty looming the global economic and political picture, the Eurozone 
has faced its own challenges. These include leadership transition in Germany, social unrest 
in France causing disruption to the supply chain for most businesses and the rise of 
nationalists in central Europe. The pervasive uncertainty and fear factor are likely to drag on 
investment and economic growth in the short and longer term. 

Although official interest rates have been kept at historically low levels, we anticipate a 
further cut to the ECB deposit rates. The International Monetary Fund’s (IMF) Managing 
Director Christine Lagarde has been nominated to replace the outgoing President, Mario 
Draghi, in October 2019. While the announcement came as a surprise it was welcomed by 
investors as they expect Lagarde will broadly continue with the current easy monetary 
policy settings.
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The Chinese economy has faced weak domestic demand with GDP growth dropping by 
0.2ppt to 6.2% y/y in Q2. Growth in fixed asset investment in the first six months of 2019 
rose slightly to 5.8% y/y from 5.6% y/y in the first five months. Growth in investment by 
domestic enterprises was modest at 6% y/y in the first six months. Consumption also 
picked up after a few months of weakness. However, weakness in car sales continued, 
falling by 9.6% y/y in June, the twelfth consecutive month of decline. 

The hikes in US tariffs on Chinese goods have taken a toll on the Chinese economy. In H1 
2019, exports increased by only 0.1%, well below the 12.8% recorded in H1 last year. 
Particularly in June, exports fell by 1.3% y/y (measured in US dollars) with exports to the 
US down by 7.8% in June and 8.1% in H1. Imports also fell in the first half of 2019 (down 
4.3%) with imports from the US down by 29.9%. The decline of imports reflects weak 
domestic demand. 

China’s PMI dropped from 50.2 in May to 49.4 in June, suggesting contracting activity in 
the manufacturing sector. Business sentiment continues to fall, albeit remaining in 
expansionary territory, amidst the trade disputes. The trade truce gave China some relief 
but export pressure remains as resolution of the dispute does not appear to be imminent. 

Policy makers have taken action to stimulate the economy. In June, the government 
announced new rules on using proceeds from local government special bonds to fund 
infrastructure investment. The People’s Bank of China is poised to ease monetary policy to 
counter the negative effects of trade tensions. 

As trade with the US market remains uncertain, China have turned to other trading 
partners. Its Belt and Road Initiative has received more support since Q1 2019, especially 
from Western countries, such as Italy, followed by its neighbours Luxembourg and 
Switzerland, despite concerns over security threats posed by China’s 5G technology. 

Global Outlook

-8%

-6%

-4%

-2%

0%

2%

4%

6%

Chart 9
Output Gap by Country

US Japan Germany UK Australia Canada
Source: KPMG Economics, IMF



10© 2019 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. 
All rights reserved.  The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

Document Classification: KPMG Public

The Japanese economy grew by 0.6% during the first quarter of 2019, up from the 0.5% 
growth rate recorded in the final quarter of 2018. Growth is expected to remain subdued 
throughout the remainder of this year driven in part by soft business investment, lower 
global demand in the technology sector, and the negative impact of the forthcoming rise 
in consumption taxes. The June 2019 Tankan Survey by the BoJ show business 
sentiment fell for large and small enterprises, but was flat for medium enterprises. The 
sectors experiencing the largest decline in sentiment include business orientated 
machinery, electrical machinery and motor vehicles.  

Inflation remains well below the BoJ’s 2% target rate, despite very low levels of 
unemployment. Declining wage inflation has been a key influence in this outcome, with 
wage earnings down by 1.3% in April.  This is unlikely to change in the near term, with 
companies like Toyota – the largest motor vehicle manufacturer in the country – proposing 
an average pay increase for 2019 lower than the equivalent 2018 wage adjustment.

In recognition of the challenges facing the Japanese economy the BoJ announced in June 
that it will continue to keep interest rates at current levels and continue with its program 
of quantitative easing for the foreseeable future.  

Indian Prime Minister Narendra Modi was returned to office in the May 2019 election, the 
largest democratic  election ever held with more than 600 million people voting. The new 
Finance Minister, Nirmala Sitharaman, presented the second term fully-fledged Union 
Budget 2019 and aimed to boost infrastructure and foreign investment against the 
backdrop of a slowing economy, weak consumption demand, rural distress, high 
unemployment, and lack of private investment. 

In addition to the fiscal stimulus proposed in the Union Budget, India’s central bank 
reduced the Repo Rate by 25bp at the beginning of June, the third consecutive monthly 
reduction leaving the Repo Rate at 5.75%. The Governor of the Reserve Bank of India has 
indicated that the bank has changed its monetary policy stance from “neutral” to 
“accommodative”. The minutes of the last meeting show that all six members of the 
RBI’s monetary policy committee (MPC) recommended a rate cut, which is notable 
because historically MPC decisions have rarely been unanimous.
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Global Outlook
Growth in Real GDP

Year End December 2018 2019 2020 2021 2022 2023

OECD 2.2% 1.9% 1.8% 1.8% 1.8% 1.8%

Americas

Brazil 1.2% 1.4% 2.2% 2.4% 2.3% 2.4%

Canada 1.7% 1.7% 1.6% 1.9% 1.8% 1.7%

Latin America 0.5% 1.1% 2.0% 2.1% 2.4% 2.6%

Mexico 1.6% 1.7% 2.0% 2.2% 2.3% 2.5%

USA 2.9% 2.1% 1.9% 1.9% 1.8% 1.8%

Europe

EMU 1.8% 1.4% 1.5% 1.6% 1.4% 1.4%

France 1.2% 1.3% 1.3% 1.7% 1.5% 1.5%

Germany 0.6% 1.4% 1.2% 1.5% 1.3% 1.2%

Greece 2.1% 1.7% 2.1% 1.9% 0.9% 0.7%

Ireland 6.5% 4.5% 3.1% 3.0% 3.0% 3.0%

Italy 0.0% 0.4% 0.8% 0.9% 0.9% 0.9%

Russian Federation 2.9% 1.9% 1.3% 1.6% 1.8% 1.8%

UK 1.4% 1.2% 1.4% 1.7% 1.9% 1.9%

Africa 3.2% 2.9% 3.3% 3.4% 3.5% 3.7%

South Africa 0.8% 1.0% 1.6% 1.6% 1.7% 1.7%

Middle East 2.7% 1.5% 2.8% 3.3% 3.2% 3.0%

Asia

China 6.4% 6.2% 6.2% 5.8% 5.5% 5.5%

East Asia 4.2% 4.1% 4.0% 3.9% 3.8% 3.8%

Hong Kong (S.A.R.) 3.1% 2.7% 2.9% 2.8% 2.6% 2.5%

Indonesia 7.2% 6.9% 7.4% 7.1% 6.8% 6.8%

India 5.8% 7.6% 7.0% 6.9% 6.8% 6.8%

Japan 0.3% 0.3% 1.2% 0.5% 0.6% 0.9%

Singapore 3.2% 2.6% 2.8% 3.5% 3.4% 4.0%

South Korea 3.0% 2.5% 2.8% 3.0% 2.9% 3.2%

Taiwan 2.6% 2.3% 2.5% 2.5% 2.4% 2.4%

Vietnam 6.1% 6.6% 6.6% 6.2% 6.1% 6.0%

Oceania

New Zealand 3.0% 2.6% 2.8% 2.8% 2.8% 2.8%

World 3.6% 3.3% 3.4% 3.5% 3.5% 3.5%

Annual Inflation
Year End December 2018 2019 2020 2021 2022 2023

OECD 2.1% 1.5% 2.0% 2.0% 1.9% 1.9%

Americas

Brazil 3.5% 3.5% 4.1% 4.0% 3.8% 3.8%

Canada 2.3% 1.7% 2.0% 1.8% 1.8% 1.9%

Latin America 6.0% 6.2% 5.0% 3.5% 3.5% 3.4%

Mexico 5.0% 4.1% 3.2% 3.2% 3.0% 3.0%

USA 2.4% 1.9% 2.3% 1.9% 2.0% 2.0%

Europe

EMU 1.7% 1.4% 1.8% 1.8% 1.8% 1.7%

France 1.3% 1.6% 1.8% 1.9% 1.9% 1.8%

Germany 1.9% 1.4% 1.8% 2.0% 1.8% 1.9%

Greece 0.7% 0.9% 1.4% 1.6% 1.5% 1.5%

Ireland 0.7% 1.0% 1.4% 1.7% 1.7% 1.8%

Italy 1.1% 0.7% 1.2% 1.5% 1.5% 1.5%

Russian Federation 2.8% 5.1% 4.1% 3.6% 3.9% 3.9%

UK 2.4% 1.8% 2.1% 1.9% 1.9% 1.9%

Africa 8.3% 7.4% 6.7% 6.3% 6.0% 4.0%

South Africa 4.5% 4.9% 5.2% 5.3% 5.4% 5.4%

Middle East 10.2% 9.5% 9.0% 8.3% 8.0% 7.9%

Asia

China 2.1% 2.3% 2.5% 2.6% 2.5% 2.5%

East Asia 2.7% 2.5% 2.9% 3.3% 3.4% 3.4%

Hong Kong (S.A.R.) 2.5% 2.4% 2.3% 2.2% 2.2% 2.3%

Indonesia 3.2% 3.4% 3.5% 3.4% 3.1% 3.1%

India 3.5% 4.0% 4.0% 4.2% 4.1% 4.0%

Japan 1.0% 1.0% 1.3% 1.2% 1.2% 1.2%

Singapore 0.4% 1.4% 1.4% 1.5% 1.5% 1.5%

South Korea 1.5% 1.5% 1.6% 1.8% 1.9% 2.1%

Taiwan 1.5% 1.0% 1.2% 1.4% 1.4% 1.3%

Vietnam 3.5% 3.0% 3.2% 3.5% 3.6% 3.8%

Oceania

New Zealand 1.5% 2.0% 1.9% 1.9% 2.1% 2.2%
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The Australian economy remained weak in the first quarter of 2019 with GDP growth 
falling to 1.8% y/y. On a quarterly basis GDP growth increased by 0.2ppt to 0.4% q/q 
in Q1 2019. Contributors to the fall in year-on-year GDP growth include a 3.1% y/y 
decline in dwelling investment, 0.6% y/y decline in defence spending and a 8.3% y/y 
decline in investment by public corporations. Meanwhile, the trade balance improved 
in the March quarter as exports grew by 1.7% y/y (compared to 4.8% in Q4 2018) and 
imports fell by 0.5% y/y (compared to +0.4% in Q4 2018).  

Growth in household consumption is expected to remain soft due to low employment 
growth, negative wealth effects associated with falling house prices and marginal real 
wage growth. These negatives will be offset to an extent by the recent interest rate 
cuts and fiscal stimulus measures, including tax cuts. Housing investment is expected 
to continue falling until the middle of 2022 when growth turns positive. Business 
investment is expected to turn around in 2020 with growth turning positive and rising 
as business confidence regains momentum. Government consumption and 
investment will continue to support growth but unless new programs are announced 
will dissipate towards the end of 2022. 

Although current economic conditions are weak KPMG remains optimistic that 
growth will pick up gradually over the outlook period. The recent easing of monetary 
policy and the fiscal stimulus in the form of tax cuts and public spending are predicted 
to support economic growth and inflation (1.3% as at the March quarter 2019) as the 
year progresses. Further easing in monetary policy is expected in the second half of 
the year with the RBA likely to reduce the cash rate by 25 bp to 0.75%. 

Annual GDP growth is projected to rise to 1.9% in the second half of 2019 and 
continue to increase gradually through to 2022, where it reaches 2.6%. 
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Chart 13
GDP Growth by Component
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Government expenditure grew by 0.7% q/q (seasonally adjusted) in Q1 2019, down from 
1.8% q/q (seasonally adjusted) in Q4 2019. This was driven by an increase in expenditure 
exclusive of Defence spending and investment by public corporations (1.3% q/q). National 
government expenditure increased by 0.7% q/q in Q1 2019 (down from 2.5% q/q in Q4 2018) 
and State and local government spending grew by 0.9% q/q (down from 2.1% q/q in Q4 
2018).

Budget 2019-20 was released on 2 April 2019 ahead of the Federal election. An underlying 
cash surplus of $7.1 billion was predicted for 2019-20, the first in more than a decade of 
deficits. That being said, the latest Commonwealth Monthly Financial Statement has the total 
YTD to May 2019 underlying cash balance at only -$115 million, an outcome nearly $4.1 billion 
better than April’s Budget estimate. The centrepiece of the Budget is an additional $158 
billion tax cut for low and middle income earners, which has now been legislated through both 
Houses of Parliament. Assistance is also provided to small and medium businesses in the 
form of increased and expanded access to the instant asset write-off. The government also 
announced a significant $100 billion spend on infrastructure projects over the next 10 years, 
which includes fast rail in Victoria, the Western Sydney North-South Rail Link, several City and 
Region Deals, nationwide road projects and road safety initiatives. Another key recipient of 
increased funding is the health sector with the government health expenditure estimated to 
rise from $81.8 billion in 2019-20 to $89.5 billion in 2022-23.

To partly offset the fiscal stimulus, the government aims to improve the integrity of the tax 
system by investing $1 billion to extend the ATO’s Tax Avoidance Taskforce. This is projected 
to raise $4.6 billion over the forward estimates to 2022-23. This estimated net gain of $3.6 
billion together with an additional $2.1 billion from streamlining the Single Touch Payroll 
system comprise the two biggest revenue contributors for 2019-23 since the 2018-19 
MYEFO. Even with unallocated spending arising from measures that the government has 
decided on, the underlying cash balance is predicted to be in surplus for every year from 
2019-20 through to 2028-29. Moving towards a budget surplus, the government is on track to 
eliminate net debt by 2029-30.

The Federal Government net debt was equivalent to 19.2% of GDP in 2018-19. According to 
the Australian office of Financial Management (AOFM), Gross Treasury Bond issuance in 
2018-19 totalled $55 billion. Gross Treasury Bond issuance in 2019-20 is expected to be 
around $54 billion. 
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Commonwealth Government Tax Receipts by Type, $'000m

FYTD May 2019 FYTD May 2018
Source:  KPMG Economics, Dept of Finance

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

0

10,000

20,000

30,000

40,000

50,000

60,000

Chart 16
Australian Treasury Bonds on Issue by Maturity ($m) 
and Average Coupoun Rate (% pa)

Outstanding face value, $m (LHS) Average coupon rate for debt maturing in year, % (RHS)
Source:  KPMG Economics, AOFM



16© 2019 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. 
All rights reserved.  The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

Document Classification: KPMG Public

Growth in Industry Gross Value Added, excluding Ownership of Dwellings, improved slightly 
by 0.2ppt in Q1 2019 (0.4% q/q). In this quarter, the sector with the largest negative 
quarterly decline was the construction industry (-0.9% q/q). Seven industry sectors recorded 
positive quarterly growth of more than 1% over the same time period include electricity, 
gas, water and waste services (1.2%), financial and insurance services (1.2%), professional, 
scientific and technical services (1.8%), administrative and support services (1.7%), health 
care and social assistance (1.2%), arts and recreation (2.1%) and other services (1.8%). 
Although broader private consumption and consumer confidence remains subdued, the 
healthy growth in the production of arts and recreation, mostly dependent on discretionary 
spending, can be attributable to the lower Australian dollar that has boosted tourism activity 
in the country.

From an industry output perspective, the structure of the economy has not changed 
significantly since last year. Financial and insurance services (10.4%); mining (9.2%); health 
care and social assistance (8.7%); construction (8.6%); and professional, scientific and 
technical services (8.1%) generated 45% of the gross industry value added (excluding 
ownership of dwellings) for the March quarter. 

Gross value added in the agriculture, forestry and fishing industry sector continues to fall, 
dropping 0.2% in May. This was mainly driven by declines in output of grains and other 
crops given the ongoing drought conditions in the eastern states. Persistent poor seasonal 
conditions for crop production will increase the risk of a lack of grain availability in 2019-20. 
The latest ABARES outlook for commodities suggests the value of farm production is 
expected to fall by 3% during 2019-20 due to lower production of livestock (-6.5%). More 
favourable seasonal conditions since March 2019 have encouraged herd and flock rebuilding; 
therefore, in 2019-20, declines are forecast for live animal exports (-11%), slaughter (-9%) 
and wool production (-7%).

Due to strong demand and tight supply, prices of major commodities have remained 
elevated. For instance, supply disruptions due to mine closures in Brazil have tightened the 
seaborne iron ore market and are likely to keep prices up to at least 2021. However, going 
forward, factors such as easing growth in Chinese steel production or global economic 
slowdown caused by uncertainty from the US-China trade disputes will likely offset the 
short term supply shocks. 
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Chart 17
Quarterly Growth in Gross Value Added, March Quarter 2019
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Chart 18
Share of Gross Value Added by Industry, CY2008 vs. CY2018

2018 2008



17© 2019 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. 
All rights reserved.  The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

Document Classification: KPMG Public

Household final consumption expenditure grew by 0.3% q/q (seasonally-adjusted) in Q1 2019, 
dropping off from the 0.4% q/q in the previous quarter. Consumption expenditure in 
‘Cigarettes and Tobacco’ continued to experience the sharpest decline (-0.9% q/q; -6.3% y/y). 
’Clothing and footwear’ and ‘Recreation and culture’ saw the next largest decline in spending 
this quarter (-0.6% q/q and -0.5% q/q respectively), dragging their annualised growth down to 
3.7% y/y (from 5.6% y/y last quarter) and 1.1% y/y (from 2.6% y/y last quarter). 

Despite the decline in house prices, the proportion of household expenditure allocated to rent 
and other dwelling services has not moderated and continues to represent just over one-fifth 
of total household final consumption expenditure.

The May 2019 retail sales data shows a continuation of weakness in consumer expenditure, 
with sales growth of 0.1% m/m in May, reversing from a 0.1% m/m fall in April 2019. Retail 
sales over 12 months to May 2019 experienced a slower growth of 2.4% as compared to 
annualised growth data in 2018. Food retailing; clothing, footwear and personal accessory; 
and department store retailing saw a slight monthly decline in sales of 0.3%, 0.2% and 0.4% 
respectively. 

Other sales data also show a consistent trend. Data from the Federal Chamber of Automotive 
Industries reveals the sales of new vehicles during H1 2019 decreased by 9.6% to 117,817 
compared to 130,300 in H1 2018, with the Passenger Vehicle market experiencing a fall in 
demand by -18.5%, Sports Utility Vehicles by -4.7%, Light Commercial vehicles by -7% and 
Heavy Commercial vehicles by -3.8%. 

Despite recent cash rate cuts and fiscal stimulus from the Federal government, consumer 
sentiment, as measured by the Westpac-Melbourne Institute Index of Consumer Sentiment, 
fell 4.1% in July to 96.5, down from 100.7 recorded in June. This result was largely influenced 
by growing concerns about the Australian economic outlook and prospects for family 
finances. In contrast, housing-related sentiment reacted positively to interest rate cuts with 
stark increases in readings of ‘time to buy a dwelling’ index (up 5.4%m/m; 19.5% y/y to 
123.2) and house price expectations (up 8.9% m/m; 6.1% y/y to 119.4).

Going forward, as further monetary easing is on the horizon and the personal income tax cuts 
from the government come into effect, we expect consumer sentiment to lift up and private 
consumption growth to be stronger in the following years, reaching 2.3% at the end of 2022.
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Aggregate gross fixed capital formation declined in real terms between the December 
2018 and March 2019 quarters by 0.7%, with private gross fixed capital formation declining 
by 1.0% q/q, while public gross fixed capital expenditure grew by a modest 0.4% over the 
quarter.

The largest falls in private capital formation were associated with the housing sector, with 
investment in dwellings down by $661m. New engineering construction activity remains 
weak, contracting by 9.3% y/y. The fall off in real spending on R&D activity continues to 
persist with a decline of 0.2% q/q and 0.7% y/y. As a driver of innovation the reduction in 
R&D investment is not a good sign for an economy already struggling for productivity 
growth.

General government gross fixed capital expenditure by State and Local Government was 
up by $383m in the March quarter. In contrast Federal Government investment 
expenditure continued to fall by nearly $240m as a result of a fall away in both defence and 
non-defence spending. Federal public corporations increased their fixed capital spending by 
$72m, while State and Local public corporations continued to pare back their fixed capital 
spending by $131m.

After positive signs at the start of 2019, the number of dwelling approvals across Australia 
has dropped again in March (-13.4%) and April (-3.4%). The main driver of this downturn 
was the private sector dwelling approvals, contributing more than 100% and 85% of the 
monthly decline in the number of dwelling approvals in March and April. Data in May show 
a slight rebound of 0.7%. We expect lower interest rates will temper this downward trend. 

The June 2019 Corelogic national house price index fell 0.2% over the month, which 
represents a slight deceleration compared to the price declines experienced towards the 
end of last year. The Corelogic analysis shows dwelling values in Sydney and Melbourne 
have now fallen 9.9% and 9.2% respectively over the past 12 months; while Hobart and 
Canberra have ‘bucked the trend’ and achieved a 2.9% and 1.4% increase in dwelling 
values over the same period.
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Chart 21
House Prices and Household Debt
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The labour market in Australia remains healthy with more than 296,000 new jobs 
(seasonally adjusted) added to the economy over the 12 months to June 2019. However, 
while there were nearly 120,000 jobs added from January 2019 to June 2019, the 
unemployment rate has risen by 0.2 ppt over the same period to be 5.2% in June. 

On the labour supply side, the participation rate has increased from 65.7% in January 
2019 to 66.0% in June 2019. The proportion of full-time to total employment dropped by 
0.1ppt from 68.59% in January 2019 to 68.49% in June 2019. This is consistent with the 
upward trend in the seasonally adjusted underemployment rate from January 2019 to 
June 2019, which is up by 0.8%. 

The ANZ Job Advertisements series has trended down in recent months but bounced 
back in June 2019. As of June 2019, the number of job ads has fallen 9.1% y/y (in 
seasonally adjusted terms). Wage growth remains relatively subdued. The Wage Price 
Index rose by 2.3% y/y (seasonally adjusted) in the March quarter of 2019. These 
indicators together signal spare capacity in the labour market. 

In the six months to May quarter 2019, the private sector employment rebounded, 
accounting for most (95.2%) of the 195,100 new jobs were created over this period. This 
reverses the recent trend where the majority of new jobs were generated in the public 
sector. Over the 12-month period ending in May 2019 85.2% of the new jobs were in the 
public sector. 

Most of employment growth of the public sector over this 12-month period occurred in 
the ‘public administration and safety’ (83,000 jobs or 26.8%). On the other hand, the 
private sector grew fastest in the ‘professional, scientific and technical services’ industry 
(87,200 jobs or 38.1%). 

Forward indicators suggest labour demand will be soft. With spare capacity persisting in 
the labour market we expect the unemployment rate to rise peaking around 5.4% in 2021 
before moderating in 2022 when the economy regains momentum. 
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The Australian economy posted a current account deficit of $2.9 billion in the March quarter of 
2019, representing about 0.6% of GDP. This indicates an improvement of more than $3.4 billion 
from the previous quarter. The trade balance has improved from $8.8 billion in Q4 2018 to $13.6 
billion in Q1 2019, which is the highest quarterly trade surplus since the commencement of the 
ABS data series in July 1971.

The value of metal ores, minerals, coal, coke, briquettes, metals and other mineral fuels 
combined represented about 73% of all the merchandise exports from Australia in May 2019. 
The importance of natural gas to Australia’s overall trade balance has been increasing 
dramatically over the past 12 months, and will continue to rise with the recent commissioning 
of the Ichthys and Prelude LNG mega-plants. The Department of Industry, Innovation and 
Science (DIIS) forecasts the value of Australia’s LNG exports to rise to $54 billion in 2019-20 and 
fall back to $50 billion in 2020-21 when oil-linked contract prices slide down and the Australian 
dollar appreciates. Volumes of LNG exports are anticipated to remain stable in 2020-21. 

KPMG expects Australia’s overall trade balance, which has been positive since March 2017, will 
continue to strengthen during the remainder of 2019 helped by iron ore prices, which have been 
boosted by disruption to the world seaborne iron ore supply due to mine closures in Brazil. 
Partially offsetting this positive will be a pull-back in agriculture commodity exports caused by 
unfavourable seasonal conditions. 

Australia’s Terms of Trade (ToT) have remained at elevated levels with the seasonally adjusted 
terms of trade up 6% to 110 in the March quarter of 2019. As supply shortage issues for iron 
ore are resolved and growth in Chinese steel production eases, the ToT is expected to decline 
over the outlook period. 

The Australian dollar has continued to depreciated against both the U.S. dollar and on a TWI 
basis, down from US$0.715 and 60.7 at the end of February 2019 to US$0.701 and 60.1 by the 
end of June 2019. Towards the end of the outlook period, the AUD is anticipated to appreciate 
to US$0.714 in 2022 when growth in export volumes are forecast to accelerate (4.4% in 2022).
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Chart 25
Rolling Annual: Exports by Type
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Over the past 30 years China’s importance as an export destination for Australian goods 
and services has grown.  In 1990 China accounted for less than 3% of the value of 
Australian  exports. By 2018 nearly 1 in every 3 dollars of export sales was to China. 

Our analysis for the period from 1990 until the end of 2018 shows three distinct phases 
in our export relationship which coincide with the 8th and 9th 5-year plan (phase 1), the 
10th and 11th 5-year plan (phase 2) and the 12th and 13th 5-year plan (phase 3).

During phase 2 exports to China started to have a more pronounced effect on Australia’s 
economic growth rate.  During the 10 years to 2009, KPMG has estimated that exports 
to China contributed about 10% of Australia’s economic growth, and importantly this 
contribution was relatively steady across years.  Australia particularly benefitted from the 
response by the Chinese Government to the GFC adopted in 2009; a RMB4 trillion 
stimulus package that was equivalent to 14% of the Chinese economy at the time.  The 
impact of this package on the Australian economy was significant; during 2010 total 
exports from Australia declined by 13%, while exports to China grew by 18% for that 
same year.    

The adoption of the 12th year plan saw the Chinese government seek to adopt policies 
that rebalance their economy from investment to consumption.  Since 2011 Australia has 
faced the effect of this change in focus by the Chinese government through greater 
variability in annual exports of merchandise trade and services.  For example, in FY2014 
we estimate that exports to China contributed around 1% of Australia’s 2.5% GDP 
growth for that year, while in the following year we saw exports to China decline by 
nearly 10% which had the effect of pulling down our net economic growth for that year.    

The impact of the current trade tensions between the US and China has had a 
moderating effect on Australia’s rate of economic growth, with China’s influence now 
back to levels experienced during the 2000’s.  Our recent history shows China can have a 
major effect on the Australian economy, with growth effects swinging between around 
40% of our GDP growth in one year to having a negative effect in the next.  This analysis 
shows that while Australia should maintain its major trading partner trade relationship 
with China, the volatility associated with this relationship reiterates the benefits to 
diversifying our trading partners to maintain a greater degree of independence in our 
future economic prosperity. 
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Exports of Goods and Services to China by Calendar Year ($m)
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Australian Outlook
Year ending Dec-18 Jun-19 Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22

GDP (Real) 2.3% 1.4% 1.9% 2.1% 2.3% 2.4% 2.5% 2.6% 2.6%

Private Consumption 2.0% 1.5% 1.5% 1.8% 2.1% 2.2% 2.3% 2.3% 2.3%

Investment

Business 0.9% -0.9% -1.0% 1.0% 2.9% 3.5% 4.3% 3.9% 3.1%

Housing -0.7% -8.9% -8.9% -8.1% -7.3% -4.1% -0.2% 2.0% 4.0%

Government

Consumption 5.6% 5.7% 5.2% 4.4% 3.7% 3.6% 3.5% 2.6% 1.8%

Investment 4.7% 9.7% 6.4% 5.5% 4.4% 4.2% 4.0% 3.0% 2.1%

Total domestic demand 1.7% 1.2% 1.4% 1.7% 2.0% 2.3% 2.7% 2.6% 2.4%

Exports 4.7% 0.6% 2.7% 3.4% 4.1% 3.6% 3.1% 3.8% 4.4%

Imports 1.5% -0.7% 0.4% 1.7% 3.0% 3.6% 4.1% 3.8% 3.4%

Inflation (1) 1.6% 1.7% 2.0% 2.0% 2.1% 2.0% 1.8% 1.8% 1.8%

Real Personal Disposable Income 0.4% 0.8% 1.7% 2.8% 2.9% 2.8% 2.6% 2.2% 1.9%

Unemployment, % (1) 5.0% 5.0% 5.1% 5.2% 5.3% 5.3% 5.4% 5.2% 5.0%

Government Balance as % of GDP -1.1% -1.2% -1.4% -1.7% -2.0% -2.0% -2.0% -2.0% -2.0%

Govt. debt as % of GDP 42.7% 43.2% 43.3% 43.6% 44.0% 44.2% 44.5% 44.7% 44.9%

Current account as % of GDP -1.5% -1.0% 0.0% 0.2% 0.2% 0.1% 0.0% -0.2% -0.3%

$A/US$ (1) 0.718         0.703         0.691         0.686         0.702         0.709         0.711         0.712         0.714         

Terms of Trade (1) 106.7         108.3         115.2         115.9         111.8         110.1         109.5         108.6         107.9         

(1) = Value at end of the period
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KPMG Economics & Tax Centre

KPMG does not make any statement in this report as to whether any forecasts or projections included in this 
report will be achieved, or whether the assumptions and data underlying any prospective economic forecasts 
or projections are accurate, complete or reasonable. KPMG does not warrant or guarantee the achievement of 
any such forecasts or projections. Any economic projections or forecasts in this report rely on economic inputs 
that are subject to unavoidable statistical variation. They also rely on economic parameters that are subject to 
unavoidable statistical variation. While all care has been taken to account for statistical variation, care should be 
taken whenever considering or using this information. There will usually be differences between forecast or 
projected and actual results, because events and circumstances frequently do not occur as expected or 
predicted, and those differences may be material. Any estimates or projections will only take into account 
information available to KPMG up to the date of this report and so findings may be affected by new 
information. Events may have occurred since this report was prepared, which may impact on it and its findings. 

The information contained herein is of a general nature and is not intended to address the specific 
circumstances of any particular individual or entity
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