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of South Australia’s almond production, an CHART R3
industry that has grown by a factor of eight VALUE OF RURAL PRODUCTION BY COMMODITY

across the past two decades.
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The drier weather conditions to be found in
the mid-north of the state — the Yorke and Grapes W Horticulture Livestock and Livestock Product ™ Grains
Eyre Peninsula regions - favour wheat and
grain crops over thirstier horticulture crops.
The remaining source of farm income tends to
be sheep - both for meat and wool - although
the Yorke Peninsula region is also the state’s
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“Finally, while it might
not spring directly

to mind, the region
around Adelaide is still
a key contributor to
South Australia’s rural e et e e e R
production.”

The region is the main producer of egg and
apple output (each worth over $50 million a
year), as well as almost all of the production
in a number of fruit and vegetable crops, as
well as flower production. While less of an
issue at present in South Australia, the long
term expansion of major capital cities (such
as Sydney and Melbourne) is beginning to

key source of poultry meat. Rural activity

in the massive Far North region (covering
over 80% of the state) is even less diverse —
characterised by some of the world’s largest
cattle stations, as the arid conditions limit
production of other rural commodities.

Finally, while it might not spring directly impinge on these types of producers, leading
to mind, the region around Adelaide is still to conflicts between competing land use
a key contributor to South Australia’s rural priorities.

production. Indeed, more than one in every
$10 of rural output is generated in this area.
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Statistics

CHART 1
SECURED HOUSING FINANCE COMMITMENTS - TREND ($M)
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South Australia had been failing to keep pace with the national recovery in
housing construction, but a spurt in late 2015 helped to restore relativities
with national performance. That said, and at both the national and state
levels, the recent leap in secured housing finance commitments appears to
be finally losing steam.

CHART 2
BUILDING APPROVALS - TREND ($M)
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A similar picture is evident in building approvals, where South Australia
achieved a second wind in recent times, with a rising trend in residential
building approvals offsetting something of a softening in commercial
construction approvals in the state. That variation in activity across different
elements of the construction sector has the potential to work in the state’s
favour, though the recent net downtrend across the combined total bears
monitoring.

CHART 3
MEDIAN PRICE OF HOUSES SOLD ($'000)
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Australia has seen a rapid increase in median housing prices in recent
times, and trend values in Adelaide have certainly risen substantially since
mid-2012. However, two things stand out. First, although housing prices

in Adelaide have moved up, the extent of those gains pale alongside the
matching increases in Sydney in particular. That observation holds true in
percentage terms and even truer in absolute dollar terms. Second, and as

is increasingly evident across a range of capital city markets, there is some
indication that Adelaide housing prices have recently levelled off following
four years of solid gains.
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CHART 4
HOME LOAN AFFORDABILITY - INDICATOR STATISTIC
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Home loan affordability in South Australia has been notably better than that
in the nation as a whole for many years. But whereas home loan affordability
in this state is holding relatively steady at high levels, the fastest price
increases evident in some other states have seen national affordability drop
back to levels last seen in early 2013.

CHART 6
RETAIL TRADE - % CHANGE OVER PREVIOUS YEAR - SEASONALLY ADJUSTED
SERIES
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Retail sales in South Australia saw growth that lagged behind the national
level through much of the decade through to late 2014. However, South
Australia has shrugged off the effects of the more modest rates of
population growth in this state to generate growth in retail turnover at, or
close to, the Australian average for a couple of years now.
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CHART 5
INDEX OF DWELLING RENTS - % CHANGE ON PREVIOUS YEAR
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With investors having been enthusiastic participants in the purchasing

of homes and apartments in recent years, the supply of available rental
homes has increased. Add in moderating overall inflation trends, and it's
no surprise that—in both Adelaide and in Australia as a whole - the overall
pace of increase in housing rents has been moderating for a number of
years now.

CHART 7
RETAIL TRADE BY SECTOR - % CHANGE JAN 2015 TO JAN 2016 - SEASONALLY

ADJUSTED
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The solid local outcomes in retail trade cover a relatively wide divergence
of experiences across different retail categories. Over the past year, the
strongest growth in sales has been in hospitality, with rising housing prices
also encouraging families to spend more on household goods. At the other
end of the scale, there's been no growth in sales at department stores over
the past year and only relatively modest growth in the food and clothing
categories.
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CHART 8

NEW MOTOR VEHICLE REGISTRATIONS - SEASONALLY ADJUSTED
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Motor vehicle sales in South Australia have surged relatively sharply over
the past half year. That's also consistent with the greater confidence seen
in some housing investment decisions, with families in this state showing
a degree of willingness to lay out money on big dollar decisions. The surge
in sales of motor vehicles in South Australia over the past six or so months
makes this state a relative standout on the national stage, characterised by
more modest gains in new motor vehicle registrations.
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CHART 10

TREND UNEMPLOYMENT RATE (%)
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The South Australian economy continues to suffer from the earlier

strength in Australian interest rates and exchange rates. It has therefore
benefitted less than state economies with a similar sectoral make up —such
as Victoria — from recent trends in financial markets. That said, the big
phase of weakness in the local economy was probably in the first half of
2015, with the state’s unemployment rate picking up at around that time,
but subsequently easing. However, it remains well ahead of the national
unemployment rate, and that gap shows no sign of narrowing in the near
term.
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CHART 11
EMPLOYMENT - % CHANGE ON PREVIOUS YEAR - TREND SERIES
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Alongside a range of other indicators, employment outcomes in South
Australia made good gains in the second half of 2015. However, that
doesn't change the fact that this state has been a relative underperformer
in employment growth for some years now, with current trend gains in job
numbers running at only half the matching rate evident nationally. Equally,
there are some cause and effect factors in play. Adjusting for this state’s
weaker population growth and older population structure, South Australia’s
employment outcomes have been solid.

CHART 13
TOTAL AVERAGE WEEKLY EARNINGS ($) - PERSONS IN FULL-TIME EMPLOYMENT
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There's long been a gap between average wages available in South Australia
and those evident elsewhere. For a long time that reflected the wage
premiums for working in Australia’s biggest states — New South Wales and
Victoria —and acted as an offset for the higher living costs evident in cities
such as Sydney and Melbourne. More recently, wage gains have been faster
in the sunbelt states selling into China's resources boom. Either way, wages
in this state have been relatively stagnant for a couple of years now, leaving
a gap versus the national average wage rate which has been increasing in
size.
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CHART 12
ROOM OCCUPANCY RATE - TREND SERIES
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The downswing in the Australian dollar in recent years has seen: first, a
trend away from Australians holidaying overseas; and second, towards the
world increasingly visiting Australian shores. The first of these two factors
is consistent with increased domestic tourism. A swing towards holidays
within Australia by Australians usually works to the advantage of room
occupancy rates in South Australia. On the other hand, however, increased
flows of international visitors to our shores tend to be more important for
other states than it is for South Australia. On balance, recent years have
indeed seen some modest gains in average room occupancy rates in this

state, but they are still tracking below the equivalent indicator nationally.

CHART 14
CONSUMER PRICE INDEX, ALL GROUPS - % CHANGE ON PREVIOUS YEAR
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State and national trends in the growth in consumer prices typically run
fairly closely together. But the Australia-wide slowdown in inflation since
the middle of 2014 has been even more evident at the local level. In part
that owes itself to the modest pace of economic growth in this state. As
aresult, South Australian businesses have less pricing power than their
national counterparts, and the overall growth in consumer prices has been
very little for more than a year now.
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CHART 15
SMALL BUSINESS CONFIDENCE - NET BALANCE
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+30 but local small business confidence has lagged the national figure since
mid-2015.
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CHART 16
EMPLOYMENT GROWTH & JOB VACANCIES
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CHART 17

SHARE OF NATIONAL OUTPUT AND POPULATION (%)
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South Australia broadly maintained its share of the Australian economy in
the half a decade prior to 2011. Given that the state’s population growth
lagged the national number across this period, and also that the resources
boom did bigger things in other states than it did in South Australia, that's a
pretty good outcome. Since then, however, the state has lost market share
within Australia on both the economy and population.
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CHART 18
OUTPUT - % CHANGE ON PREVIOUS YEAR

CHART 19
DWELLING INVESTMENT - % CHANGE ON PREVIOUS YEAR

Overall economic growth in South Australia is estimated to have been
close to 2% through the course of 2015. Although that lagged the national
growth across the matching period, it does suggest that South Australia’s
growth has held up relatively well since 2011.

CHART 20
BUSINESS INVESTMENT - % OF OUTPUT

The recent uptick in a number of forward indicators for housing
construction activity point to the potential for some better news ahead for
the local homebuilding sector. That said, to do so would require swimming
against the current tide, given that the pace of building new homes and
renovating old ones in this state recently dropped into negative territory.

CHART 21
PUBLIC SECTOR OUTPUT - % OF TOTAL CONSUMPTION AND INVESTMENT

A surge in business investment spending through to early 2012 has been a
remarkable feature of Australia’s economic landscape over the past decade
and more. However, the so-called ‘construction cliff’ continues to weigh on
the national numbers, whereas the matching downturn in South Australia
has been small, moving the state and national measures closer together.

Public sector spending in this state got a considerable boost during the
global financial crisis, but public sector output has been easing as a share of
the national economy as the big stimulus programs increasingly wrapped
up through the course of 2010. South Australia’s own public sector cutbacks
came rather later, with a rush of writedowns through the course of 2013
and well into 2014. However, public sector spending has regained its
momentum as share of the economy as a whole over the course of 2015.
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CHART 22
MERCHANDISE EXPORTS - % CHANGE LAST TWELVE MONTHS TO PREVIOUS

Although South Australia’s merchandise exports earnings have been flat
over the past year, that is still a strikingly successful performance when
compared to its national counterpart. Nationally, the increase in the volume
of mineral and energy exports has been more than offset by the big falls in
commaodity prices (such as coal and iron ore).

CHART 23
MERCHANDISE IMPORTS - % CHANGE LAST TWELVE MONTHS TO PREVIOUS

With export earnings under pressure, it is no surprise that import growth
has moderated since 2014 —especially for South Australia. However, the
impact of the lower Australian dollar has pushed up a range of import
prices, with a consequent flow on effect to a lift in the value of merchandise
imports over the year.
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