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Welcome to the latest edition of
BankSA’s economic bulletin,
Trends. This issue paints a picture
of a state at the crossroads.

In this issue, we look closely at
ramifications of the recent 
announcement by Holden that 
it will cease manufacturing in 
Australia by 2017.

The main article tackles numerous 
questions, including:

•  Will the move knock the economy 
notably off course?

•  Will the loss of skilled jobs prove 
problematic for the prospects for 
South Australian workers?

• Are many of the fears overblown?

•  Can we refine future economic 
opportunities? 

The main article examines these
questions by assessing the likely scale 
of the difficulties posed by Holden
ceasing its local manufacturing.

Conducted in conjunction with 
Deloitte Access Economics, this
edition also examines Australian living 
standards, South Australia’s housing 
sector and prospects for the State’s
rural sector.

When it comes to living standards, 
the bulletin suggests developments in 
the broader economy gave national
incomes a boost in past years that 
may not continue across the next
decade. South Australia’s employment
levels are decreasing, and the State’s 

population and output growth is 
falling below the national average. 

In the rural sector, the BankSA Rural 
Price Index shows that a moderating
Australian dollar is reducing one 
source of pressure on local farmers.

Sitting in the middle of these 
indicators is the local housing sector, 
where news is broadly good across a 
range of leading gauges.

Naturally, the announcement by 
Holden that it would no longer 
manufacture in Australia past 2017 
was a blow.

As the main article says, Holden’s role 
as a car manufacturer based in 
Adelaide has been one of the jewels 
in the crown of the State’s economy 
for more than half a century.

Holden’s announcement has led to
numerous questions and, with the
more recent announcement that
Toyota will also follow suit with
ceasing its manufacturing in 2017,
concerns have been further
exacerbated.

As with any step into the unknown,
there’s a lot of uncertainty – and in 
some cases fears – as to what lies 
ahead.

It’s worth remembering that South 
Australians have been aware for a 
long time that there was a risk that
Holden would no longer continue to 
make cars at its Elizabeth plant in 
Adelaide.



Mitsubishi called a halt to its 
manufacturing operations at Tonsley 
Park back in 2008, and a series of big 
picture trends have made it harder for 
all Australian car manufacturers over
the past decade, including rising fuel 
prices and smaller families popularising
small and medium size cars, the
strength of the Australian dollar,
growth of lower cost locations and the 
proliferation of options for buyers. 

This development is not ideal for the 
State’s economic outlook, but Trends
asks, just how bad is it?  Will it undo 
years of economic growth and threaten 
loss of critical mass, not just in 
manufacturing but a range of other 
industries?

Will the loss of skilled jobs prove 
particularly problematic for South 
Australian workers’ job prospects?

In brief, Trends suggests the answerss
are likely to range somewhere between
a best case, where the only jobs lost 
are those already announced by
Holden, Ford and Toyota totalling 
around 7,000 jobs nationally and 2,000
jobs in South Australia, and a worst 
case, where wider losses within the 
auto sector are realised and flow on 
effects to other industries swell these
losses up to around 70,000 jobs
nationally and 9,000 jobs in this State.

The bulletin benchmarks these issues 
against recent and prospective
experience elsewhere in Australia, such
as public sector job losses in Canberra 
expected in 2014 and 2015, the recent
experience in Brisbane’s CBD amid lost 
jobs in the State Government, and the 
impact of the then BHP’s withdrawal
from Newcastle on that city’s economy.

Trends then goes on to consider thes
loss of skilled jobs associated with an 
effective end to car manufacturing in
South Australia, and weighs up claims 
that this loss of skilled employment
opportunities will be a heavy blow to
the career prospects of future South 
Australians.

Finally, we consider where the jobs 
growth of the future will come from, 
including prospects for future 
developments in the makeup of South 
Australia’s employment base.

The conclusion is simple. Although the 
loss of car manufacturing operations
and associated jobs will be a blow to

South Australia, the size of those 
challenges are easy to exaggerate. The 
car industry is just one part of a 
broader South Australian economy, and 
it is important not to forget the good 
news for jobs wrapped up in the 
downshift in the Australian dollar and 
interest rates in recent years.

Where is future jobs growth going to 
come from?

And there’s a larger question here. In
fact, it has been a common question 
posed to the Federal Treasurer 
following the recent Cabinet decisions 
around support for Holden and SPC 
Ardmona: if manufacturing is losing 
jobs, then where will the new jobs 
appear to replace them?

In the midst of headline grabbing 
‘horror stories’, we forget there are still
many success stories, both small and 
large (and many of these are profiled
regularly in our BankSA Business Focus 
publication). As this issue of Trends
states, in South Australia and the 
nation as a whole, the longer run 
experience has been one of jobs 
growth.

Yes, there will be challenges for the 
State as it sheds manufacturing jobs 
through 2016 and 2017, while our 
economy is already softer than usual. 
But there is great potential for South 
Australia to capitalise on a number of
developing opportunities over the next 
decade:

•  Foreign students in South Australia 
are already a billion dollar business.
This State, with its world class
universities and education
institutes, has been generating a 
rising share of the earnings of the 
Australian international education 
sector.

•  Similarly, the State’s ‘wine lake’ 
came of age when the Australian 
dollar was riding high. But the
latter is already off its peaks and
Asia’s rapidly growing middle
classes will be increasingly able to
afford the good things in life. That
includes South Australia’s food and
wine.

•  In addition, although the Olympic 
Dam expansion hasn’t yet received
the go ahead, it will do so at some
stage. This is a world class asset
and demand for its potential

production will continue to rise
over time. Moreover, initial 
exploration completed in the
Arckaringa Basin suggests that 
there may be an enormous shale oil 
gas opportunity in the area
surrounding Coober Pedy.

•  Other industries too will be adding
jobs in response to the 
opportunities arising from
emerging Asia – as a growing 
middle class leads to new export
markets in the likes of agribusiness
and food processing. Sectors such 
as healthcare and tourism are also 
areas with significant potential for
growth in South Australian exports
and jobs.

•  Finally, the State’s potential will 
include high-skilled jobs in 
manufacturing too.  A simple
example is instructive here:  
Australia’s medicines industry is
already our most valuable high tech 
export industry, chalking up $4 
billion in exports each year. By way
of comparison, that’s three to four
times this nation’s exports of 
electronics, office machinery and 
computers, and it also ranks ahead 
of our exports of cars and wine.

At the same time, let’s not
underestimate the innovation and
entrepreneurship driven by the State’s
small to medium-sized business sector.

Yes, the end of car manufacturing will
be a blow to South Australia.

How important that blow proves to the
State in the short term will depend
both on the speed with which the job 
losses occur, and the ability of
component manufacturers and others
to adapt to a new environment.

We must remember that, the car
industry is just one part of a broader
South Australian economy. The good 
news for jobs is wrapped up in the
downshift in the Australian dollar and
interest rates in recent years, as well as
opportunities identified in other
sectors.sectors.

Nick Reade

Chief Executive
BankSA
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Introduction

Holden’s role as a car manufacturer
based in Adelaide’s north has been 
one of the jewels in the crown of
this State’s economy for more than 
half a century.

However, the company’s
announcement late last year that it
would cease manufacturing in
Australia by 2017 has led to
numerous questions and, with the
more recent announcement that 
Toyota would follow suit, those
concerns have been heightened.

As with any step into the unknown,
there’s a lot of uncertainty – and in 
some cases fears – as to what lies
ahead.

It’s clear this development is bad for
South Australia’s economic outlook. 
But just how bad?  Is this something
that will knock the State’s economy 
notably off course, undoing years of 
economic growth and threatening a 

loss of critical mass, not just in
manufacturing, but a range of
industries?

And will the loss of skilled jobs prove
particularly problematic for the 
prospects for South Australian 
workers – are we stuck with lower
skills jobs amid a higher skilled 
Australia?

Or are these fears overblown, the
product more of talk back and
tabloids in the run up to the
decisions by Holden and Toyota, with
the likely impact rather more 
measured than that?

This article tackles these and other
questions head on, assessing the
likely scale of the local economic
difficulties posed by Holden no
longer manufacturing cars in
Adelaide.

In brief, the answers are likely to
range somewhere between:

“We’ll all be rooned.”
– Hanrahan, in the poem 

by John O’Brien

“These jobs are going 
boys, and they ain’t 

coming back.”
– Bruce Springsteen

“Don’t worry, be happy.”
– Bobby McFerrin

South Australia: The future 
beyond Holden
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•  A best case, where the only jobs
lost are those already announced 
by Holden, Ford and Toyota as 
going, adding to around 7,000
jobs nationally and 2,000 jobs in
this State; and

•  A worst case, where wider losses
within the auto sector and flow-
on effects to other industries
swell these job losses up to
around 70,000 nationally and 
9,000 in this State.

Having sorted through just what that
might mean by way of job losses, we
benchmark that against recent and
prospective experience elsewhere in 
Australia, such as public sector job
losses in Canberra expected in 2014
and 2015, the recent experience in
Brisbane’s CBD amid Queensland 
Government job losses, and the
impact of the then BHP’s withdrawal 
from Newcastle on that city’s 
economy.

We then go on to consider the loss
of skilled jobs associated with an
effective end to car manufacturing in
South Australia, and weigh up the
claims that this loss of skilled
employment opportunities will be a
heavy blow to the career prospects
of future generations.

Finally, we consider where the job
growth of the future will come from, 
considering prospects for future 
developments in the makeup of
South Australia’s employment base.

Our conclusion is simple. Although
the loss of car manufacturing
operations and associated jobs will
be a blow to South Australia, the 
size of those challenges is easy to
exaggerate. The car industry is just
one part of a broader South 
Australian economy, and it is 
important not to forget the good
news for jobs wrapped up in the
downshift in the Australian dollar
and interest rates in recent years.

The pressures on Australian car 
manufacturers

Recent years have seen some bad
news for the prospects for South
Australia’s economy. For example, it 
was big news a while back – and 
understandably so – when BHP 
Billiton decided that it wouldn’t be
expanding its Olympic Dam mine in
the near future.

That $20 to $30 billion hole in the
outlook for the State’s construction 
sector sent a shudder through South
Australia, with many observers
noting that the State – which has 
long been a shrinking share of the
Australian economy, as Chart 1 
shows, could benefit from a larger 

resource sector so as to help it sell 
into the rapid growth in emerging
Asia that is expected to continue to
be evident over the next decade or
two.

And now, there has been the 
announcement from Holden – a 
second blow.

Then again, South Australians have
been aware for a long time that
there was a risk that Holden would 
no longer continue to make cars at
its Elizabeth plant in Adelaide. After
all, Mitsubishi called a halt to its 
manufacturing operations at Tonsley 
Park back in 2008, and a series of 
big picture trends have made it 
harder for all Australian car
manufacturers over the past decade
and more including:

•  Rising fuel prices and smaller
families have popularised small
and medium size cars (which
have been a traditional strength
of Asian manufacturers), at the
expense of the big rear wheel 
drive cars that once dominated
Australia’s car sales.

•  The growing strength of the
Australian dollar over the past
decade on the one hand and
falling rates of tariff protection
over the past three decades
(since the ‘Button plan’ to
rationalise the car sector was
introduced) on the other hand
have substantially swung the
buying equation between
imports and domestically
produced cars.

Source: Australian Bureau of Statistics.
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Chart 1:
South Australia as a share of Australia’s economy and population.

Chart 2:
Australian car production (000s). 
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•  Related to that, car production 
around the globe has shifted 
towards lower cost locations,
whereas Australia has high
wages (as indeed we should – 
we have a very high standard of
living).

•  At the same time there has been 
a proliferation of options for 
buyers. There are now 65 
carmakers selling their vehicles
into the Australian market, and
the range of vehicles that they
are selling is proliferating. For
example, recent years saw a 
surge in the popularity of sports
utility vehicles (SUVs), meaning
that, in order to maintain market
share in Australia, local makers
had to increasingly do battle on a
growing number of fronts. 

Against that backdrop, it is no
surprise that Australian car output – 
which peaked at around half a 
million cars a year in the 1970s and 
was over 400,000 as recently as a 
decade ago – fell back of late.

In turn, that led to additional
problems around a lack of scale.
Production runs in Australia were 
becoming smaller, making it ever 
harder for local producers to be cost
competitive.

Just as importantly, local car 
manufacturers weren’t only making 
fewer cars, they were doing so at a
time when the local market for car
sales was growing strongly.

The upshot, as Chart 3 shows, has 
been a sharp fall in the share of 
Australian car sales going to
domestic production. Today just one
in every 10 cars sold in Australia was
manufactured here. (Note that

export sales mean that is a difference
between the domestic sales of those
who produce in Australia and their 
total sales.)

The flip side of a falling domestic
share of sales has been rising import 
penetration of the Australian car
market, with the latter being
turbocharged by a rapid fall in the 
relative cost of vehicles. For example, 
Chart 4 shows that the number of 
weeks of pre-tax average earnings 
required to buy a four door
BMW318i virtually halved between
1996 and 2012.

In turn, Holden has been a part of
this story. As recently as 2002, one in
every nine cars sold in Australia was
a Commodore. That was pretty
remarkable, yet it ultimately proved
to be unsustainable. By 2013

Commodore sales were down to one
in every 40 new cars sold here.

So there was an element of
inevitability to Holden’s 
announcement that it was going to
stop making cars in Australia by
2017. And nor is it alone:

•  Ford has also indicated that it will 
be ceasing production in
Australia by 2016, a decision that 
it announced before Holden’s.

•  And now Toyota has completed 
the set, saying that it too will
withdraw from manufacturing in 
Australia by 2017.

Indeed, the Australian story is merely
part of a global phenomenon. As 
one example among many, General 
Motors – the parent company of 
Holden – is cutting Chevrolet
production in Europe.

The likely scale of the job losses

So just how bad might this be for
the Australian and South Australian
economies?

Big numbers have been thrown
around, with some observers 
suggesting that the closure of their
manufacturing operations by Holden,
Ford and Toyota – and the potential
for a knock on effect from that to 
parts makers and related sectors – 
“is a devastating, catastrophic blow 
to the manufacturing heartland of
this country” that could threaten
200,000 jobs, and that the effect on 
South Australia and Victoria “may
even bring on recessions in those
states”.

Then again, the companies
themselves – Holden, Ford and 
Toyota – have only nominated direct 

Chart 3: 
Australian-made cars as a share of all car sales in Australia.

Source: :  DIISR, ABS, VFACTS.
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job losses of around 7,000 between
them, of which some 2,000 may be
based in South Australia.

Or, in other words, the known job
losses in a nation which employs 
more than 11 million people is less 
than one in every 1000 workers,
with the equivalent number in South
Australia running at one in every
400 jobs.

On the other hand, that will clearly
be a best case, given the likelihood
of flow on job losses to parts makers
and elsewhere in the economy, as 
well as the potential for these
associated losses to be more 
concentrated in South Australia and
Victoria than elsewhere.

So it makes sense to start with the
basic benchmarks. One solid
indicator is the latest Census, which
was held in 2011. As Table 1 shows:

•  19,901 people recorded 
themselves as being employed in
car manufacturing; and

•  A further 29,102 people 
recorded themselves as being
employed in the manufacturing
of car parts.

The majority of the people directly
employed in the broader car 
manufacturing sector were located in 
Victoria (54%), with South Australia 
(13%) also accounting for a notable 
share of the total.

That said, a better way to consider 
regional impacts is relative to the size 
of the State’s employment base. 
Chart 5 shows relative State
exposure to car sector job losses, 
with the Australian average exposure 
set to 100 per cent. Other things
equal, that shows that both Victoria
and South Australia have roughly 
twice as many people employed in
the car manufacturing sector than
you’d expect given their size.

Note that these are 2011 job figures,
and the subsequent two-and-a-half
years have not been kind to this
sector, with a more up to date 
estimate somewhere in the region of 
45,000 jobs.

And although only around 7,000 
people are known to be losing their
jobs from the trio of car 
manufacturers set to close their
operations in 2016 and 2017, the
end of the road for car 
manufacturing as we know it in
Australia will have wider
ramifications.

Around 150 companies make up the
overall supplier group to Holden, 
Ford and Toyota, and they all face
significant challenges as a result of 
the recent decisions regarding
closures.

Some of these suppliers also have
significant export sales, while others
have the potential to create them or 
to widen their customer base within
Australia outside the auto sector, 

Table 1: 
Direct employment in the car and car parts manufacturing 
sectors in 2011.

Source: Australian Bureau of Statistics.

Car 
manufacturing

Parts 
making

NSW 1,753 4,383

VIC 12,292 14,096

QLD 1,930 5,038

SA 3,119 3,401

WA 639 1,866

TAS 114 219

NT 42 73

ACT 12 26

Total 19,901 29,102



though that may also require
mergers to create the scale and 
capability that will be required to
stay in business.

Yet, for most of this group, the
departure of the key car makers is a
bitter blow that may well mean their
businesses are no longer sustainable.

Or, in other words, many people 
within the overall total of 45,000
directly employed in the sector could
lose their jobs.

In addition, there would be jobs lost
outside the car manufacturing sector
as a result of tough times within it. 
Assuming a short term multiplier of 
1.5, the latter group may take the 
total number of jobs at risk in this
‘worst case’ scenario from the 
45,000 in the wider car
manufacturing sector up to
something closer to 67,500 jobs.

The combination of direct and
indirect effects – car manufacturing
and parts makers taken together,
plus those jobs indirectly dependent
on the wider car manufacturing
sector – is a notable part of the
Australian industrial landscape, and
an even bigger share of South 
Australia’s economy.

Adding together the car 
manufacturing and parts makers, as
well as those jobs indirectly at risk,
that group accounts for around two 
to three per cent of Australian jobs.

For South Australia, however, the
stakes are higher still. Yet even here,
where as many as 9,000 jobs may go
in this ‘worst case’ scenario, that
points to the potential loss of over
one per cent of the State’s 
employment base.

Both these figures – some 67,500 
nationally, and 9,000 in this State 
alone – are cause for major concern.

That’s all the more true when you 
consider that, in an average year
over the past decade, this State’s 
economy has only generated an
extra 8,800 jobs.

Or, in other words, expected closures 
and their knock on effects could
range from as small as three months
of average jobs growth in this State,
up to a worst case with the 
equivalent of a year’s worth of
average jobs growth in the State.

Benchmarking that against 
recent and prospective 
experience elsewhere

But how do these potential job
losses stack up against what has
been seen elsewhere around 
Australia, both recently and in
prospect?

•  The best case scenario (already 
announced job losses only)
would mean that just one in
every 400 jobs in the South
Australian economy disappears;
and

•  The worst case scenario 
(essentially all the jobs in car and
parts manufacturing plus half as
many again from associated
losses) would mean that one in
every 90 jobs in the South
Australian economy disappears.

The best case scenario, while
undoubtedly devastating for those
workers who lose their jobs, would
not be a notable problem for a State 
economy employing 800,000
workers.

Yet the worst case scenario is a 
different kettle of fish. How does
that scenario stack up against other
Australian examples?

 Consider the case of Canberra. The 
public service cuts announced by the
previous Federal Government mean 
that 14,500 job losses are already on
the cards across 2014 and 2015.
Given Canberra is home to about
two out of every five workers in the 
Federal public service that, says
Canberra, may lose 5,800 jobs, or
about one in every 37 workers in the
nation’s capital.

 Or what of Brisbane’s CBD, where an 
unsustainable large State Budget
deficit saw public service cutbacks
that took 2,500 public sector jobs
out of the Brisbane CBD through the
course of 2013, or about one in
every 45 jobs?

 An even better known example 
would be Newcastle, where the end 
to steelmaking in that city saw more 
than 2,000 steelworkers and 1,000

Chart 5:  
Relative State exposure to car sector job losses.

Source: ComSec.
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contractors collect their final pay
cheques in 1999. Yet Newcastle’s 
jobs growth promptly rebounded (in 
fact the overall level of jobs jumped,
albeit partly aided by State and
Federal Government support at the
time), and the double digit
unemployment rates that were 
typical, even while the steelworks
were operating, have since been 
replaced by rather lower rates.

Newcastle is a particularly apt 
example, as it is a reminder that, as 
economists are quick to point out, it 
is wrong to assume that, once
they’re lost, jobs never return.

Those specific jobs may not come
back, but other job opportunities do
arise.

The difference is that the coming
losses in the car and associated
sectors in South Australia are highly 
visible – people know that their
neighbour or their cousin may lose
their current job.

Yet new jobs are being created all
the time; they simply don’t attract
the same amount of media
attention. (Or, to quote the famous 
media adage, “If it bleeds, it leads”
– bad news will always garner more
attention.)

For example, at the same time that
the outlook for Holden and the
other car manufacturers worsened,
the Australian dollar fell.

The latter is particularly good news
for the outlook for jobs in South
Australia. Indeed, arguably it has
been the dollar which has been the
biggest job destroyer in the State for
some years, so the good news on
that front is very welcome.

The loss of skilled jobs

Then again, as many people note,
the jobs being lost in the auto sector
are skilled.

That is, of course, a sword that cuts
both ways. The greater the skills
among the workers who lose their
jobs, the greater the chance that
they’ll get the next job. Indeed, that
has been the experience in times

past around the world, as well as 
here in Australia.

Yet, the key concern is that, even if 
the skills base of the workers does
increase their chance of getting the
next job, both Australia and South
Australia will be losing a key nursery 
for skills development.

Is that true? Some certainly see it
that way. For example, Phillip Toner,
a honorary senior research fellow at 
Sydney University argues that “the
car industry is a critical part of 
Australia’s science and technology
base. This Australian sector spends
$600 million a year on research and
development, and another $800
million on buying inputs from the 
computing, engineering and
consulting industry. So it’s a major
producer and user of knowledge. It
also supports an incredibly diverse
array of technologies, such as light
metals, computerised machining,
electronics, chip manufacture,
plastics, chemicals, metallurgy, and a 
diverse range of robotics – 
technologies involved in assembling
cars or making the components in
cars. All that will be lost with
complete shutdown of the industry.”

(https://theconversation.com/losing-
the-car-industry-means-we-risk-our-
technology-23082)

Not everyone agrees with that view, 
however, with Ross Guest, an 
economics professor at Griffith
University, noting that ”The same
arguments could be applied to just
about any industry such as tourism,
higher education or health. They all
invest in skill formation and are 
linked to a long supply chain”.
(http://theconversation.com/car-
manufacturing-numbers-just-dont-
stack-up-23093)

Further, it is clear that some of the
higher skilled jobs in these sectors
will stay put. For example, Holden
won’t only keep a local sales force in 
Australia, but also a global design 
studio.

Luckily there is one arm’s length
measure which indicates that the 
latter view may be right. There is no 
perfect way to judge relative skills
across sectors, but one way is to let
markets help to do the assessment.
Chart 6 shows weekly wages earned
in different sectors in South
Australia.

Chart 6:  
Weekly wages in different sectors in 
South Australia, including overtime, 2012.

Source: Australian Bureau of Statistics.
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Interestingly, wages earned in the
machinery and equipment
manufacturing sector in this State – 
a sector which includes the car 
manufacturers – is actually below the 
South Australian average (by 13%)
rather than above it:

•  At the bottom end of that chart
(there are too many sectors to 
show them all) are the likes of 
food and beverage sectors, food
retailing, food manufacturing, 
grocery wholesaling, residential 
care, as well as cleaning and pest
control; and

•  At the other end of the earnings 
scale are the likes of miners and
those who work in the utilities
(such as electricity supply).

Or, in other words, although there 
are some unique benefits of the skills
generated in vehicle making in
Australia, by and large markets have
not been rewarding those.

Equally, that same wage data
indicates that both Australia and
South Australia have a number of 
high skill sectors.

Moreover, the number of skilled jobs 
in the State has advanced
considerably over the years, with the

auto sector accounting for an
increasingly small proportion.

Rather, skills in the digital age are
spread across many occupations in
this State, and they stand up well
when compared to those in the auto
sector.

Further, the State’s economy is larger
and more resilient than many realise,
and it is important not to exaggerate
the risks here. After all, at the same
time as the car companies were
announcing job losses, the same was
also true of businesses as diverse as
those in mining services,
telecommunications and airlines.

Yet the publicity associated with the
latter group was rather less,
testament to the iconic status of car
manufacturers.

On the other side of the ledger, the
rapid retirement of the State’s baby 
boomers means that its workforce
growth is now less than it used to
be, while population growth is again
moderating.

Where is future job growth 
going to come from?

There’s a larger question here. In fact 
it has been a common question 
posed to the Federal Treasurer 

following the recent Cabinet
decisions around support for Holden 
and SPC Ardmona: if manufacturing 
is losing jobs, then where will the 
new jobs appear to replace them?

The answer to that question is too
complex to compete with the horror
headlines of the moment on talk
back radio or in the tabloid press.
After all, job losses are easy to point
out, job gains less so.

When a new business opens its 
doors in the suburbs of Adelaide, or
small businesses add staff, there are 
no journalists waiting with
microphones poised to interview the
excited new employees.

Yet many of these success stories, 
both small and large, are part of the 
South Australian economy, and there 
will be many more to come. After all, 
jobs get lost all the time and reports 
of impending doom aren’t that
uncommon. Yet for both this State
and the nation as a whole, the 
longer run experience has been one
of jobs growth.

That said, the State’s current
economic report card is a mixed one, 
and there will be challenges for the 
State as it sheds manufacturing jobs
through 2016 and 2017.
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Moreover, unemployment in South
Australia has already gone up. The
State article in this issue of Trends
notes that the unemployment rate is
now the highest in a decade amid 
job losses over the latter part of
2013.

Or, in other words, the State’s
economy is already softer than usual.
Other things being equal, that will
increase the pain from lost jobs in
the auto sector in the next few years.

Yet, even so, some perspective is 
handy here.

Manufacturing jobs have been a
shrinking share of the total in all the
developed world – not just Australia 
or this State – for many decades.

There are two main reasons for that:

•  First, as global incomes have
risen, the share of our incomes
that goes to services (haircuts,
doctors, takeaway meals,
someone to mow the lawn) has
risen rapidly. Other things being
equal, that increase in the share 
of services in the economy has
squeezed the share going to
manufacturing.

•  Second, global manufacturing 
production has been seeking out 
the lowest cost places to
produce. Given that labour costs 
are a big part of the total cost of
doing business in much of
manufacturing, that has sent
manufacturing jobs from
developed nations such as
Australia and the United States
and even Japan to developing
nations such as China and India.

As Chart 7 shows, manufacturing’s
share of all jobs in South Australia 

has halved over the past three
decades, and the pace of that
decline accelerated with the arrival
of the Global Financial Crisis.

At least in part the culprit wasn’t
only that crisis, but also the fact that
Australia’s relatively stronger 
performance than its peers in recent 
years raised the value of the
Australian dollar. In turn, that
worsened the ‘two speed economy’
pressures on this State and indeed 
on the nation as a whole.

In that sense the end to Holden’s 
local manufacturing operations will
be part of a longer running story of
adjustment in the manufacturing
sector. However, given the changing
tides affecting the Australian dollar,
the woes in the car sector are 
unlikely to mark a major new down 
trend in the wider manufacturing
sector.

That is because the economic drivers
of stories such as the Holden closure 
– strong interest and exchange rates 
– are already changing. Indeed, as 
the last issue of Trends noted, the 
State has the potential to capitalise
on a number of developing 
opportunities over the next decade:

•  Foreign students in South 
Australia are already a billion
dollar business. This State, with
its world class universities and
education institutes, has been
generating a rising share of the 
earnings of the Australian
international education sector.

•  Similarly, the State’s ‘wine lake’ 
came of age when the Australian
dollar was riding high. But the
latter is already off its peaks, and 
Asia’s rapidly growing middle

classes will be increasingly able to
afford the good things in life, 
including South Australia’s food 
and wine.

•  In addition, although the
expansion at Olympic Dam hasn’t 
yet got the go ahead, it will do
so at some stage. This is a world 
class asset, and demand for its
potential production will 
continue to rise over time.
Moreover, initial exploration
completed in the Arckaringa
Basin suggests that there may be
an enormous shale oil gas
opportunity in the area 
surrounding Coober Pedy.

•  Other industries too will be
adding jobs in response to the
opportunities arising from 
emerging Asia – as a growing 
middle class leads to new export
markets in the likes of
agribusiness and food processing.
Sectors such as healthcare and 
tourism are also areas with 
significant potential for growth in 
South Australian exports and
jobs.

•  Finally, the State’s potential will 
include high-skilled jobs in
manufacturing too. A simple
example is instructive here:  
Australia’s medicines industry is
already our most valuable high
tech export industry, chalking up 
$4 billion in exports a year. By 
way of comparison, that’s three 
to four times this nation’s exports 
of electronics, office machinery
and computers, and it also ranks
ahead of our exports of cars and
wine.

Final words

Will the effective end of car
manufacturing in Australia be a blow 
to South Australia? Clearly the
answer to that question is yes.

Yet many are overstating the risks, 
some notably so. How important
that blow proves to the State in the 
short term will depend both on the
speed with which the job losses
occur, and the ability of component
manufacturers and others to adapt
to a new environment.

Having said that, the car industry is
just one part of a broader South 
Australian economy, and it is 
important not to forget the good
news for jobs wrapped up in the
downshift in the Australian dollar
and interest rates in recent years.

Chart 7:  
Manufacturing jobs as a share of all jobs in South Australia.

Source: Australian Bureau of Statistics.
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This issue of Trends paints a picture 
of a State at the crossroads. As this 
issue’s article on Australia’s living
standards sets out, developments in
the broader economy gave 
Australian incomes a boost in times 
past that may not be there across 
the next decade. Similarly, the main
article in this issue, covering the 
troubles of the car makers, points to 
challenges ahead for the State’s 
employment base.

Yet some of the pressures that have
been placed on the economy over 
the past five years – particularly 
currency pressures – are starting to 
unwind, promising better results in 
some areas.

The chart set at the back of this 
publication shows the impact of 
these mixed signals. On the plus 
side, export levels have hit a new
high, business confidence and, more 
importantly, business investment are 
at record levels and the retail sector 
is enjoying its strongest showing for
some time. But, more worryingly,
employment levels are falling, the
tourism sector is struggling 
(although those results are more 

reflective of the period when the
Australian dollar was higher than it
is now), and South Australia’s 
population and output growth is 
falling further behind the national 
average.

Sitting in the middle at present
among those indicators is the local
housing sector – a sector that faces
a number of drivers that are seen 
nationally, but also a number of key 
factors that are specific to South
Australia.

Here there is broadly good news
across the full range of leading 
indicators. Housing finance, building 
approvals, and dwelling investment 
(actual spending on building new 
homes and renovating old ones) are
all rising.

The people problem

Even when things are going well,
South Australia will tend to lag 
behind in national housing growth, 
due to the relatively slower rate of 
population growth in this State, 

The swing factor – can South 
Australia’s housing sector 
spur the State?

Chart S1:  
Population growth by age - 1998-2013 (%).
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particularly in the age groups in
which people usually set up a home
of their own. Chart S1 shows a 
comparison of State and national 
population growth across the past
five years overall, as well as for
particular age groups. The data bear 
out that Australia has seen three 
different sources of population 
growth over this time – an increase
in births (both due to higher birth 
rates, but also due to a rise in the 
number of women of child-bearing 
age), an increase in migration of
working age people, and an 
increase in older Australians as the 
post-war baby boomers live longer 
lives than their parents.

South Australia has lagged behind 
across all groups, but particularly in
the middle-aged area, with this
State still tending to lose large
numbers of people to other states. 
That would have been an even
bigger problem for the local home
building industry if it weren’t for the
fact that the trend has been partly 
offset by a period where South 
Australia attracted a greater share 
of Australia’s migration intake (rising
from just two per cent of the total 
in 2001 to more than seven per
cent in 2010 – although the share 
has eased back to five per cent 
more recently). South Australia has 
also seen a strong rise in births – 
quite strong, given this relative
shortfall in growth in thirty-
somethings.

The overall impact on various 
measures of housing is shown in
Chart S2. The past 12 months have
obviously been good ones, both 
nationally and in South Australia, 
where growth has outpaced the
national average in some cases. 
However, South Australia is coming
off a rather low base here, so part 
of that success is reflecting the poor
results of 2012.

During the past five years (which 
have been fairly weak for housing 
construction in general) the State 
has consistently lagged behind the 
national average. The five year 
average growth figures show that, 
in general, housing demands are 
not much different to what they 
were just before the Global Financial 
Crisis – and that is before the effects
of price inflation are considered.

The outlook for State housing

While population growth lags in
South Australia, population still rises
by around 15,000 people per year.
That, combined with replacement of 
older housing stock and the 
changing housing requirements of 
the State’s population, provides the
demand for housing construction in 
South Australia.

Yet new housing demand is also 
affected by other key factors, and it 
is here that there is some notably 
good news. The key is the current 
low interest rate environment, with 
housing affordability at its best since 
interest rates were cut to emergency 
lows in the aftermath of the Global 
Financial Crisis. State Government 
assistance is also driving growth in
this area – and it shows up in the 
performance of first home buyers, a 
key category of housing demand, 
and one in which South Australia is
clearly doing better that the rest of 
the country.

The positive trends are relatively
recent. Chart S3 shows the share of 

housing finance that is going to first 
home buyers. South Australia 
traditionally lags the nation on this
measure, mainly because slower 
population growth (and an older 
population) means first home buyers 
are generally fewer than in faster 
growing states such as Queensland.
Yet the past year has seen South
Australia do better than the national 
average, with the State’s share 
lifting even as first home buyers in 
the rest of the country dry up.

That may also be helped by the 
tightening rental vacancy market –
with vacancy rates in the State now 
pushing back towards the two per 
cent level, where rental pressures 
generally begin to rise.

So the overall outlook for the State’s 
housing sector is promising. As we
note elsewhere in this issue of
BankSA Trends, there are reasons to
be optimistic about the State’s 
future even with the uncertainty 
that car manufacturing faces at 
present. Housing is one area that
may sustain the State’s economic 
future into the medium term.

Chart S3:  
First home buyers - % of total housing finance over previous 12 months.
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Chart S2:  
Building sector growth - annual change in nominal terms.
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What drives living standards?  

For you and your family, the answer 
is obvious – it depends on how 
much work you do, how much you 
already earn for that work, and 
whether you’ve received a pay rise.

Yet that isn’t just the case for 
families. Much the same could be 
said for entire nations.

There are only three real drivers of 
Australia’s living standards, either:

•  The world gives us a pay rise;  

•  A bigger share of our population 
works; or 

•  Our workers become more 
productive. 

So what has been happening to 
Australian living standards?  While 
the rest of the world has struggled,
Australian living standards have 
continued to power ahead.

We were able to take advantage of 
some favourable tailwinds to 
achieve that, and our past 
performance is no guarantee of 
future performance.

In fact, there are sufficient 
challenges afoot in the decade 
ahead so that Australians have been
treated to some tough love by the 
‘official family’ – the nation’s key 
bureaucrats. 

Within two weeks, the Federal 
Treasury, the Reserve Bank and the 
Productivity Commission went out 
of their way to note the risk of 
stagnant living standards in 
Australia. 

Why was that and what can we do
about it?

Thanks for the pay rise

The past decade saw the world give 
Australia Pty Ltd a huge pay rise. In 
very simple terms, think of Australia
as a business that sells commodities 
such as iron ore, coal and wheat to
the world, and then uses the money 
it earns to buy back manufactured 
products such as big screen TVs.

If the world starts to pay higher 
prices for the commodities that the 
Lucky Country sells and charges 
lower prices for the manufactures 
that we buy, then it has given us a 
pay rise.

That is exactly what has happened
with the acceleration in growth in 

The productivity challenge to 
Australian living standards

Chart A1:  
The terms of trade.
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emerging economies such as China
firing up world commodity markets 
over the past decade.

That’s why ‘the terms of trade’ – a 
measure of export versus import 
prices which rises when the world 
gives us a pay rise and falls when 
our pay is cut – has been on a roller 
coaster ride.

Chart A1 shows the terms of trade. 
Having risen enormously as the 
emerging economy boom roared 
ahead, recent years have seen prices 
fall as Chinese growth eased and 
the pace of world mineral 
production lifted.

More challenging still, Federal 
Treasury expects that the decade to 
come will see those trends – 
changing patterns of Chinese 
growth and rising global mineral 
supply – will lead to further falls in 
the terms of trade.

In other words, what has been a 
tailwind for Australian living 
standards has become a headwind.

Demography is destiny

Ditto for demography. The large 
number of people born in the 
aftermath of World War II and 
through to the start of the 1960s 
are collectively called ‘baby
boomers’.

And boom they did – when this 
group moved into the workforce in 
the 1970s and 1980s, it meant that 
the share of the nation’s population 
who were working hit new highs.

However, the share of the working 
population peaked back in late 
2010 as Chart A2 shows. And with 
more baby boomers taking the 

handshake and the gold watch, this 
demographic-driven boost to 
Australian living standards has 
become a drag.

As was true of world commodity 
prices, what has been a tailwind for 
Australian living standards has now 
become a headwind.

The productivity challenge

The remaining element of what 
drives living standards is the extent 
to which our workers become more 
productive.

However, Australia’s productivity 
performance over the past decade 
has been pretty poor. 

Accordingly, Federal Treasury and 
others in the ‘official family’ have 
been spelling out a compelling 
message. With commodity prices 
easing and baby boomers retiring, 
the maths is simple:  either 

productivity booms or the growth in
living standards will trail well behind
our past performance.

Chart A3, produced by Federal
Treasury, lays that out. Demography 
– which shows up in the chart 
labelled as ‘participation’ – added to 
our living standards in the 1980s, 
and was mildly positive thereafter, is 
expected to go the other way in the 
current decade.

And the same is true of what the 
world pays us. The ‘terms of trade’ 
hurt the national standard of living 
in the 1980s and 1990s, but not 
substantially so. And then the 
period from 2000 to 2013 proved 
to be a bonanza as the likes of coal 
and iron ore prices surged.
However, here too the glory days 
have passed, and the next decade 
may bring some rather bad news.

Therefore much rides on a sharp 
improvement in productivity gains. 
The chart here assumes that 
Australia can improve on its recent 
performance, with productivity 
gains in the next decade matching 
the average of the past thirty years.

That of itself would be an 
improvement on the past decade. 
Yet it would see growth in living 
standards fall to less than half of 
what we have been used to 
receiving.

That points to a national challenge. 
Although technological trends can
help make our workers more 
productive, chances are that 
Australians will see little growth in 
living standards until we see 
politicians who are willing to tackle 
some much needed economic 
reforms. 

Chart A2:  
Employment to population ratio.

Source: The Australian Bureau of Statistics.
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Chart A3:  
Drivers of living standards.

Source: Federal Treasury.
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A moderating Australian dollar 
reduces one source of pressure 
on local farmers

Last year was a year of slowly 
improving news for South Australia’s 
farmers – at least in part because it
was a year that saw the Australian 
dollar finally peak and begin to fall. 
As Chart R1 shows, while prices in 
Australian dollars (those received by
local producers) have remained on a
very moderate upward trend during 
the past two years, prices in foreign 
currency terms (paid by buyers) have 
declined sharply. Throughout the
past year, the foreign currency value 
of the index has fallen by 13 to 16 
per cent (depending on the exact 
‘basket’ of currencies used to 
determine the index), while the local 
value has remained essentially 
unchanged.

In effect, the gap between the two 
lines in Chart R1 is a measure of the
pressure that the value of the 
Australian dollar is placing on local

producers. While world prices for 
farm products have been falling, the
falling Australian dollar has acted as 
a giant bumper bar around the
prices received by farmers at home.

Much of the commentary 
surrounding dollar-driven pressures 
has focused on their effects on the 
manufacturing sector (which is 

discussed in the main article in this 
issue of Trends). Yet farmers have 
also been affected by the swings
in the value of the Australian dollar, 
both in terms of selling products 
overseas, but also when competing 
against imports.

At present however, dollar-driven 
pressures are at their lowest level 

BankSA Rural Price Index

Are pressures easing?

Chart R1:  
The BankSA Rural Price Index - January 2000 = 100.

Prepared by Deloitte Access Economics.
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since the middle of 2010, and some 
economists are pointing to the
potential for further falls in the 
Australian dollar in the years ahead. 
Were that to happen it would mean 
further good news for farmers, 
particularly as the level of currency 
pressure is still quite high when 
compared against the average 
across the past two decades.

Adding to the continuing positive 
trends in prices, the performance of
a number of key agricultural 
commodities remained strong across 
the latter part of 2013. While 
weather conditions began to 
deteriorate as temperatures rose 
across summer, the good winter
rains meant crop yields were well up 

on previous years, lifting the
season’s wheat production to 38 
per cent better than the previous
years, with barley production up by 
24 per cent.

The hot summer proved to be more
of a negative for the crop farmers of
New South Wales and Queensland, 
while the latest rainfall outlook for 
autumn suggests a moderately 
positive outlook for South Australian 
farmers in 2014.

Price outlook mixed but most 
movements moderate

Chart R2 looks at movements for 
different commodity groups within
the broader agricultural sector. The
largest component is livestock and 
livestock products. It accounts for

nearly half of the State’s agricultural 
production, with sheep-meat
production leading the way, ahead
of solid contributions from wool, 
beef, poultry, pigs and dairy
production – each of which
produced more than $200 million in 
value to South Australia.

BankSA Rural Price Index

    January 2014
Index base: January 2000 = 100   % change since

  Level Sept 2013 Jan 2013 Jan 2012

AUSTRALIAN DOLLAR INDEX

Grains 184.5 -3.9% -2.7% +17.4%

Livestock and Livestock Product 173.1 +0.6% +3.4% -7.5% 

 Livestock Only 178.2 +0.0% +4.3% -9.3%

Horticulture 133.6 +4.3% -4.6% +22.1%

TOTAL ($A Based) 168.3 -0.4% -0.2% +4.5% 

SDR INDEX

Grains 223.7 -9.7% -17.9% -2.2%

Livestock and Livestock Product 209.8 -5.4% -12.7% -22.9% 

Horticulture 162.0 -1.9% -19.5% +1.8%

TOTAL (SDR Based) 204.0 -6.4% -15.8% -12.9% 

TOTAL (TWI Based) 203.4 -5.3% -13.0% -9.2%

Construction of the Index

The BankSA Rural Price Index 
informs the State’s farmers and 
farm industries as to how prices
are faring for South Australia’s 
farm products, rather than merely 
how prices are faring across 
Australia as a whole. The Index
aggregates price movements across 
17 products which make up more
than 80 per cent of South Australia’s 
farm output.

There are three groups of products – 
grains (wheat and barley), livestock 
and related products (dominated by 
wool, milk and beef), and 
horticulture (dominated by grapes).

The total and each sub-index are
indexed so as to equal 100 as at
January 2000. The index itself shows 
prices in Australian dollars (thereby
reflecting the prices received by
South Australian farmers), as well as 
in terms of the prices paid by 
foreign buyers (that is, prices in 
foreign currency).

Chart R2:  
Components of the BankSA Rural Price Index.

Prepared by Deloitte Access Economics.
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Overall, prices across this sector 
have flattened for livestock, but 
price rises have been recorded for 
wool and dairy products.

The key to both sectors is the 
increasing level of exports – 
particularly to China. The Federal 
Government’s official farm
forecaster projects total Australian 
beef and veal exports to China to 
reach an impressive 160,000 tonnes
in 2013-14 (compared to just 8,000 
tonnes sent in 2011-12); a 
favourable development given the 
recent decline in exports to Japan. 

Similarly, China is rapidly becoming 
Australia’s key export market for 
both lamb (surpassing exports to the 
United States) and mutton (now a
bigger market than the Middle 
East).

While relatively volatile, grains prices
have generally been on an upward 
trend since 2010, although they 
have eased over recent months. And
there are big bucks in play here:
wheat contributes more than $1
billion to the South Australian 
economy, accounting for more than
a quarter of all agricultural 
production from the State.

In fact, the strong results of the
latest season mean that share could 
rise sharply in 2013-14.

Yet the best may be passing. World 
prices for wheat are expected to 
continue their current moderation. 
Not only is Australia producing
more, but so too are other key 
suppliers, with rising production
levels from the Black Sea region, as
well as the European Union, 
Argentina and Canada. The 

northern winter saw growing 
regions across the United States 
remain constrained by a severe 
drought, although the better spring
outlook has provided a source of
optimism.

Similarly, world barley prices should
continue to fall thanks to rising
production levels, although strong
global consumption increases may 
see export volumes rise.

After falling sharply across the 
middle of 2013, horticulture prices 
have shown signs of recovery. This 
has been most significant in the 
case of potatoes (South Australia’s 
key vegetable crop), where prices 
have rebounded solidly. Other prices
have been more stable, particularly
apples, although prices for onions 
have eased steadily over the past 
year.

Overall, the trends that dominated
in 2013 are expected to continue 
through 2014. The good news is 
that the Australian dollar is now 
well off its highs, and it has the 
potential to fall further still. The 
United States Federal Reserve has 
already begun to slow the pace at 
which it is ‘printing money’, which
means that eventually (perhaps in
2015 or 2016) United States’ 
interest rates will begin to rise. 

That will tend to put downward 
pressure on the Australian dollar. If
that’s the case, it would be 
particularly good news, as it has 
been estimated that every cent that 
the Australian dollar drops against
the United States dollar adds some 
$400 million to annual farm revenue
(more than one per cent) across 
Australia.

Grains exports to fall, but others 
take up the slack

Chart R3 shows the latest outlook 
across the State’s key agricultural 
products from the Federal 
Government’s official farm
forecaster. While global prices may 
ease slightly – particularly in grains – 
a falling Australian dollar is likely to 
offset these effects.

Even the key negatives in the data – 
the fall in export prices for grains in 
general and wheat volumes in
particular – are worse than they 
appear, as both these developments 
follow on from large rises in the 
2012-13 results.

In fact, the value of Australia’s farm 
exports has risen by more than $10
billion across the past three years, 
with grain exports more than
doubling to $12.5 billion over that 
period.

While global prices may edge down 
overall, average returns to farmers 
(measured in Australian dollars) 
should move in the opposite 
direction. Even better for local
farmers, the strongest outlooks are
tipped for South Australia’s two 
biggest market segments – wheat 
and sheep.

Chart R3:  
Outlook For 2013-14 - % Change on 2012-13.

Prepared by Deloitte Access Economics.
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Chart 1 
SECURED HOUSING FINANCE COMMITMENTS - Trend ($m) 

SA Aust (right scale) Source: ABS Cat No.
5609.0.
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Chart 1 After a long period of stagnation, 
cuts to mortgage interest rates began to 
tempt more buyers into the local housing 
market and have generated a solid rise in 
local lending levels. Nationally, the picture has 
been slightly stronger for longer, but that 
largely reflects the gradual recovery of the 
New South Wales market which had been
weak for almost a decade. While total
lending levels are heading in the same
direction, South Australia is doing far better 
in terms of attracting first home buyers –
nationally the share of new buyers in the 
market has slumped to a record low, but 
South Australia’s share has risen sharply to its
highest share since late 2009, a good news 
story for young families.

Chart 2 The value of new house building 
approved in South Australia has been rising 
gradually but impressively – up 50 per cent 
over the past 18 months. The key has been a
recovery in demand for detached houses that 
was seen across 2012. While that has begun 
to ease back, there has been a recent period
of strength in apartment and unit construction 
to keep overall growth going. Nonresidential 
approvals – such as office blocks and
shopping malls – have been weakening since
late 2012, which has seen overall State 
performance stagnate even as the national 
market continues to rise.

Chart 3 A reasonable economic
performance has combined with moderate 
population growth and low interest rates to 
help put a floor under Adelaide house
prices following a decline in 2011.
Although earlier peaks are yet to be 
recovered, trend prices have been edging
up for over a year, with the median 
Adelaide house price currently just shy of
$400,000. Further growth in prices will be
assisted by low mortgage rates.
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Chart 4 
HOME LOAN AFFORDABILITY - indicator statistic 

SA Australia 

Less affordable 

More affordable 

Source: Real Estate Institute of
Australia.
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Chart 5 
RENTAL ACCOMMODATION VACANCY RATE  

Rate (%) 12 month moving average 

Source: Real Estate Institute of
Australia: "Market Facts".
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Chart 6 
INDEX OF DWELLING RENTS - % change on previous year     

Adelaide (%) 8 Capital Cities (%) 

Source: ABS Cat No. 6401.0. Chart 6 As rental vacancy rates pushed
higher through 2012 the pressure on
dwelling rents began to ease off, although 
even at their most modest rental costs still 
tended to rise faster than the overall 
consumer price index (and they outpaced 
some markets, such as Canberra, where 
dwelling rents have actually been falling). 
With the rental market heading back
towards that 2 per cent vacancy mark, 
growth in rents in South Australia may start 
to rises again. Indeed, the latest data is 
pointing in that direction.

Chart 5 Improvements in underlying 
demand and affordability will tend to boost 
demand for housing, but so will a lack of
supply of the main alternative to home 
ownership – renting. After a surge in
vacancy rates from early 2011, Adelaide’s 
residential vacancy rates have begun to 
ease across the past 18 months. In good 
news for housing investors, vacancy rates 
are now pushing back towards the 2 per 
cent level which is generally considered to 
indicate a ‘tight’ rental market.

Chart 4 Even though house prices have 
been rising for a while now, the pace of
that growth has been less rapid than the
improvement in the ability of people to 
service a typical new loan. That ability to 
pay has been boosted by both the 
moderate interest rate environment, as well
as by steady increases in wage levels (and, 
more broadly, in household incomes). This
trend in affordability has been evident both
locally and nationally, with local
affordability levels ahead of the national
average thanks to lower average prices of 
typical homes.
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Chart 7  

RETAIL TRADE - % change over previous year - Seasonally adjusted series 

SA (%) Australia (%) 

Source: ABS Cat. No.
8501.0.
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Chart 8 
RETAIL TRADE BY SECTOR - % change December 2012 to December2013 - Trend 

Source: ABS Cat.
No. 8501.0.
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Chart 9 
NEW MOTOR VEHICLE REGISTRATIONS - Trend 

SA Australia - right scale Source: ABS Cat. No.
9314.0.

Chart 9 After a positive 2012, last year saw 
little change in the level of new vehicle 
sales nationally, and some declines in the
South Australian market despite the good 
news for car sales contained in the low 
interest rates of the moment. Cars sales 
may see some pressure as the falling 
Australian currency increases the cost of 
imported vehicles, as well as the cost of 
running those vehicles. The high value of 
the currency has insulated Australia 
somewhat from developments in world oil
prices. However, the demise of much of the
local vehicle industry in coming years, while 
bad news for local jobs, could drive further 
reductions in motor vehicle tariffs in the
medium term, which would cut the costs of 
vehicles and lead to higher sales in the
medium term.

Chart 8 The strength in local retail results is
due to a combination of a strong rebound
in the demand for household goods 
(boosted by new housing demand and low 
interest rates) as well as in hospitality 
(which has been strong for quite a while).
There has also been solid news in ‘other 
retailing’ (a group which includes
pharmaceuticals, cosmetics, newspapers 
and sporting goods). That suggests a fair 
level of confidence in the local economy, as
these goods broadly lie at the more
‘discretionary’ end of the spending 
spectrum. Food retailing is the most stable 
area of growth and is continuing to grow in
line with usual patterns, but the State’s
department store sales continue to 
struggle. Interestingly, national growth has 
been much stronger for food and clothing 
sales, with far less strength in the 
hospitality sector.

Chart 7 Historically, South Australia has 
seen relatively slower population growth,
which generally leads to slower retail 
growth than that seen. Yet, despite
concerns over the employment outlook, 
currently the local retail sector is seeing 
growth in line with the national average.
That is a considerable turnaround after a 
very weak period across the end of 2012 
and into 2013. The growth in housing 
demand is a strong underlying contributor 
to the turnaround, as has been an 
extended period of low interest rates and, 
more recently, rising housing prices. Retail 
sales are currently rising at their fastest rate
in five years.
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Chart 11 
TREND UNEMPLOYMENT RATE (%) 

SA (%) Australia (%) 

Source: ABS Cat. No. 6202.0.
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Chart 12 
EMPLOYMENT - % change on previous year - trend series 

SA (%) Australia (%) 

Source: ABS Cat. No. 6202.0.

Chart 12 There won’t be any downward 
movement in the unemployment rate while 
employment levels are actually falling – 
close to 17,500 jobs have been lost from 
the State across the past 10 months. That’s 
60 jobs lost a day. While the month-to-
month data suggests those declines in 
South Australia are easing, the nationally 
results show losses intensifying, adding to 
the risk that the national slowdown will
weigh further on the State’s employment 
performance.

Chart 11 The past two years have seen the 
local unemployment rate move from being 
in line with the national figure to close to
one percentage point higher, and to its
highest rate since late 2002. That reflects 
the relatively large impact that the high 
Australian dollar has had on the State’s key 
manufacturing sectors, as well as the 
smaller local participation in the mining 
boom that has boosted employment levels
in other states (which would have helped 
not only in direct mining jobs, but also in 
related work in other sectors). Some of the
exchange rate and interest rate pressure 
has lessened of late, but so far only enough 
to stop the unemployment rate rising.

Chart 10 The gap between local and 
national population growth rates is 
beginning to open up again, and is 
approaching the largest seen since the 
challenging days of the mid-1990s. The key
to the problem is the increased flow of 
South Australians to other States. Around
11 people are lost from this State to others
each day at present. South Australia is also
failing to attract the same share of
international migrants as it did late last
decade. To make matters more complex, in 
each case the loss to the State tends to be 
of young working-age people who would 
otherwise contribute solidly to driving 
economic growth in the State.
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Chart 10 
POPULATION TRENDS - % change on previous year and local level ('000s) 

SA (%) Aust. (%) SA ('000s) - right scale 

Source: ABS Cat No. 3101.0.
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CONSUMER PRICE INDEX, ALL GROUPS - % change on previous year 

Adelaide (%) 8 Capital Cities (%) 
Source: ABS Cat No.
6401.0.

Chart 15 

59.0 

60.0 

61.0 

62.0 

63.0 

64.0 

65.0 

66.0 

67.0 

68.0 

Jun-08 Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 

Chart 13 
ROOM OCCUPANCY RATE - trend series 

SA (%) Australia (%) Source: ABS Cat. No. 8635.0.
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Chart 14  

TOTAL AVERAGE WEEKLY EARNINGS ($) - Persons in full-time employment 

SA Australia 

Source: ABS Cat No. 6302.0.

Chart 15 Inflation remains well contained 
within the general target of 2-3 per cent 
per year, even with a surprise lift in the 
pace of price gains both locally and 
nationally in late 2013. Inflationary 
pressures remain rather more modest in
Adelaide than in most capitals (although 
Perth is having a particular effect on the
overall rate at present). Inflation is one area 
that may suffer with a falling currency as
the price of imported goods rises in
response.

Chart 14 While much has been said about 
the impact of the loss of skilled jobs from
manufacturing on local wage levels, the 
biggest take-home pay packets are found
in other sectors – notably mining, finance
and professional services. That is key to 
why South Australia’s wage levels lag the
national average. The national figure has
been boosted by the better employment 
performance of the mining sector (and to 
an extent mining-related construction) and 
public sectors – where wages tend to be
higher, hence lifting the average as they 
account for more of the total.

Chart 13 South Australia’s tourism sector 
appears to be struggling, with occupancy 
rates slipping notably across the past year 
or so. Declines have been most dramatic 
for motels (which are losing share of the 
overall tourist accommodation market) and 
for serviced apartments (a key growth area 
over recent year), whereas hotels have been
relatively unaffected. Those trends, plus the 
strength in the number of international 
tourists (in both Australia and South 
Australia) over the past two years, suggests 
it is a lack of domestic tourists (possibly
tempted overseas by a high Australian
dollar) and falls in business travel that has 
dragged the results downward.
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Chart 18 While much has been made of 
how the strong performance of the mining 
states has cut into South Australia’s share
of the national economic pie, the 
underlying driver of the decline is really 
more fundamental – it is people. Indeed,
during any extended period of time the 
two shares tend to move together. In fact
South Australia has lost 0.5 percentage 
points of the national share in both
population and the economy over the last
decade. South Australia also has a relatively 
low level of output per person, reflecting 
both the State’s relatively low employment 
rate, as well as the relatively low level of 
mining exports which boost the economic 
performance of Queensland and Western
Australia.

Chart 17 The number of job advertisements 
in metropolitan newspapers is a less reliable
indicator than it was in the past (levels are
down 80 per cent since 2007 and, while 
internet advertisements are collected 
nationally, this is not as useful at the State
level). However, it is still a reasonable
pointer for the short term employment 
outlook. The bad news here is that falls 
have accelerated recently, pointing to some 
potential concerns for coming months.

Chart 16 The jump in confidence seen in 
the latest small business report (the largest 
in the 20-year history of the series) was
largely attributed to the result of the 
Federal election – both in terms of the
installation of an avowedly ‘open for 
business’ government, but also over hopes 
that the perceived stall in economic action 
during the protracted campaign would be
over. The leap was even larger in South 
Australia, where confidence levels are at
their highest since 2010, and are now at
the highest levels outside Western 
Australia.
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Chart 16 
SMALL BUSINESS CONFIDENCE - Net balance 

SA Australia Source: Sensis "Business
Index".
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Source: ABS Cat. No. 6202.0, ANZ Bank.
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Chart 18 
SHARE OF NATIONAL OUTPUT AND POPULATION (%) 

Share of national output Share of national population 

Source: ABS Cat. No. 3101.0, 5206.0
and Deloitte Access Economics.
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Economics.
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Chart 20 
DWELLING INVESTMENT - % change on previous year 

SA (%) Australia (%) 

Source: ABS Cat No.
5206.0.
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Chart 21 
BUSINESS INVESTMENT - % of output 

SA (%) Australia (%) 

Source: ABS Cat No. 5206.0,
Deloitte Access Economics.

Chart 21 Longer term growth in the South 
Australian economy relies on investment in
the State’s business infrastructure, and
because of that the chart is very 
encouraging at present, particularly given
the concerns surrounding the State’s 
manufacturing base. After slipping in the 
second half of last decade, investment 
levels have lifted solidly as a share of the 
State’s economic output and are close to 
record levels at present. The national result 
is higher still, boosted by the astonishing 
level of mining investment in some parts of 
the country. That national story will end as 
the mega-mining construction projects of
the moment reach completion, but
continued strength at the local level will
provide a solid base for future growth in
South Australia.

Chart 20 The South Australian economy is 
doing well at present in terms of housing
construction, with leading indicators of
demand in the early charts in this section all
pointing to growth at rates close to the
national average. The chart shows that 
dwelling investment levels (spending on 
new homes and renovating old ones) have 
recovered as well, although in part the
strength of the current recovery arises 
because the 2012 results were bad. The
local growth is broadly based, with solid 
levels of expenditure growth seen in both 
residential and nonresidential construction, 
and from both the public and private
sectors.

Chart 19 South Australia’s falling
importance to the national economy is 
reflected in a tendency to lag behind in
terms of overall economic growth. Since
the Global Financial Crisis hit in 2008, 
bringing a period of strong local growth to 
a rapid halt, South Australia has tended to
grow at just 1-2 per cent per year, with the 
moribund manufacturing sector and slow 
population growth unable to keep pace 
with the mining-fuelled expansion of some 
other states. Even if the effects of
population growth are removed (giving a 
measure of economic growth per person), 
South Australia is now lagging behind 
national growth rates.
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Chart 24 
MERCHANDISE IMPORTS - % change last twelve months to previous 

SA (%) Australia (%) 

Source: ABS Cat No.
5368.0.
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Chart 23 
MERCHANDISE EXPORTS - % change last twelve months to previous 

SA (%) Australia (%) 

Source: ABS Cat No.
5368.0.
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Chart 22 
PUBLIC SECTOR OUTPUT - % of total consumption and investment 

SA (%) Australia (%) 

Source: ABS Cat No. 5206.0.

Chart 24 Australia has two separate 
appetites for imports; the first for consumer 
goods not produced in this country, and
the second for imports to help construct 
the mines and other facilities needed to get 
our exports from under the ground to
overseas buyers. While the first continues 
unabated, the second is beginning to ease 
as we have now built those facilities (and
exports are lifting as a result). So import 
levels have stabilised, but rising exports 
should help increase our merchandise trade
surplus in the long run. The latest data 
showed the highest trade surplus in history, 
the first time it has exceed $5 billion in a 
month.

Chart 23 Exports surged through 2011 as 
the global economy looked to recover from
the Global Financial Crisis and Australia 
exported to a resurgent China. Yet the
resultant impact on the Australian dollar
(which cut sharply into our competitiveness) 
combined with one-off weather events 
(which blocked ports and flooded mines) to
see growth rates ebb away and even head
into reverse. Those twin problems have
eased, with the Australian dollar falling 
further from parity with the United States
dollar, and new mining capacity coming on 
stream, leading to return in export growth, 
with the latest monthly results for both 
Australia and the State finally surpassing 
the previous peaks recorded in late 2011.

Chart 22 Public sector expenditure lifted 
ahead of the private sector following the
Global Financial Crisis – in part to insulate
Australia from the worst of the economic 
headwinds that the world faced at the 
time. Now, with the Federal and State
budgets across the country coming under 
pressure, it is not surprising that the public
sector’s share of economic output has
begun to come back down again. However,
the bulk of the cuts so far have been in
public sector investment, indeed the last 
year saw both national and South 
Australian public sector spending on the 
likes of wages and salaries for the public
sector rise faster than overall expenditure.
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Conditions apply. Fees and charges apply and are available on request. BankSA’s normal lending criteria applies. *The variable rate of 5.85% p.a. is current as at 28 January 2014. This is
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With a variable rate of 5.85% p.a*. on business loans residentially secured, it’s time to put your new year 
business plans into action.
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