
  

 
1 

 

 
  Daily commentary 
y 

GFC Economics Limited Unit 501, E1 Business Centre, 7 Whitechapel Road, London E1 1DU 

T 020 8981 8085    E info@gfceconomics.com    W www.gfceconomics.com 

 

 

 

 

AUSTRALIA: Stronger employment growth underlines 
potential for technology-led cycle 
  

   November 24th, 2015 

 Australia withstanding slide in commodity prices; strong job 
creation in technology-related sectors 
 

 That said, sharper increase in software and R&D spending may 
be needed to sustain longer-term growth 

 

 Policy focus should be on home-building and macro-prudential 
tools to curb house price increases 

 
Graham Turner 

+44 (0) 20 8206 7703 
graham.turner@gfceconomics.com 

Guillaume Derrien 
+44 (0) 20 8206 7703 

guillaume.derrien@gfceconomics.com 

 

 
There is another side to Australia’s economy. Employment growth in services is rising quickly, more 

than offsetting cutbacks in manufacturing and commodity-related industries. Job creation jumped 

315.0k y/y in October, the largest annual increase since April 2008. The surge in ‘professional, scientific 

& technical services’ suggests the economy is embracing technology. R&D and software investment is 

still low and is lagging the US. Nevertheless, the new Prime Minister Malcom Turnbull has vowed to 

boost productivity: the ‘Innovation Statement’ due in December will be a litmus test for the 

Government. That said, Australia’s services exports have surged and are likely to trend higher in 2016, 

boosted by China’s economic transformation. All of these factors limit the need for the Reserve Bank of 

Australia to lower the cash rate. The onus should be on the Australian Prudential Regulation Authority 

and the housing market. Further 

expansion of macro-prudential tools may 

be necessary to prevent household debt 

from rising to unsustainable levels. 

 

The share of total employment in mining & 

manufacturing was just 9.9% in Q3. This has 

steadily declined since the mid-1980s 

(18.2% in Q4 1984). By contrast, jobs in 

‘professional, scientific & technical services’ 

(PSTS) hit a record 8.8% of total 

employment. This sector has outpaced 

overall employment growth since 2000 (see chart on this page). Indeed, the gap has widened over the past 

year: employment in PSTS was up 10.8% y/y in Q3, compared with 2.0% y/y overall. Table 1 on page 3 shows 

that Australia has also created a substantial number of jobs in ‘healthcare & social insurance’, ‘accommodation 

& food’, ‘administrative & support services’, and ‘education & training’ over the past twelve months. If it were not 

for the rapidly expanding labour force, the jobless rate would have fallen far below the current level of 5.9% in 

October (s.a.). 
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The deterioration in the trade balance is pushing the current account further into deficit. However, there has 

been an offset from services. Indeed, services exports have accelerated sharply since the summer of 2012, and 

hit a new high of AU$54.0bn in September. Table 2 on page 3 shows that most of the increase is coming from 

travel, financial services, and ‘other business services’ (note: the latter category encompasses ‘research & 

development’, ‘professional & management consulting and technical’, and ‘trade-related’ services). Australia is 

running a deficit in services of AU$7.8bn, but this is narrowing quickly: the deficit was the lowest since Q2 2011 

in Q3. Further downward pressure on the Australian Dollar is likely next year, as oil prices continue to fall. 

Nevertheless, China’s rebalancing is not all negative for the Australian currency: opportunities in new sectors 

are likely to emerge. For example, demand 

in the fintech industry – where Australia is a 

world leader – is set to surge (See ‘How the 

innovation statement can spur fintech start-

ups’, Australian Financial Review, November 

8
th
 2015).     

 

The key to sustaining the rapid growth in 

services will be, of course, ‘productive’ 

investment. Australia’s real investment in 

intellectual property products was 2.38% of 

GDP in Q2. This is well below the US 

(4.30% in Q3) and has been trending down over the past year. That said, this entire decline is due to a sharp 

contraction in ‘mineral & petrol exploration’, which reflects the turmoil in the energy sector. Spending on R&D 

and software was 1.16% and 0.84% of real GDP in Q2, respectively. This is also low in comparison with other 

developed economies such as the US, Japan, South Korea, and even China. The so-called ‘Innovation 

Statement’ due next month will be closely 

scrutinised: the Turnbull administration is 

expected to announce reforms on tax policy 

and small businesses, to support innovation. 

The potential for further productivity gains is 

reinforced by a dynamic and young 

population. The labour force grew 2.29% y/y 

in October, the biggest annual rise since 

November 2010.  

 

The demographics tailwind may partly 

explain why Australia is becoming a key 

destination for technology companies.  Technology IPOs amounted to $0.8bn in the year-to-date. Although this 

is far lower than in the US ($8.0bn) and the UK ($7.6bn), Australia is closing the gap with Germany ($1.8bn). 

Indeed, between 2013 and 2015, Australia climbed from 13
th
 to 5

th
 in the world on this measure (see ‘U.S. tech 

startups head to Australia for IPOs’, WSJ, November 18
th
 2015).  
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The ramifications for monetary policy are significant: a strong service sector ought to reduce the necessity for 

the RBA to lower the cash rate, which currently stands at 2.0%. This would allow the Australian central bank to 

focus on taming the housing market, where leverage continues to rise quickly. The household debt-to-

disposable income ratio hit a new high of 185.9% in Q2, compared with a previous cyclical high of 169.8% in 

Q2 2007. The Australian Prudential Regulation Authority has extended macro-prudential tools, introducing a 

non-binding 10% annual cap on property lending in December last year. This may have begun to dampen 

demand: lending commitments for housing dropped 8.5% m/m in September, the biggest monthly decline in 

seven years. This indicator has fallen 12.8% from the record in April. House price growth could begin to slow. 

Nevertheless, the housing shortages issue is likely to intensify further, pushing prices higher.    

 

 

  

 

 

 

Level 

(000s)

Ch y/y 

(000s)

Level 

(000s)

Ch y/y 

(000s)

Total 11,773.5 227.3 Finance & insurance 390.0 -18.0

Manufacturing 918.0 -1.0 Healthcare and social insurance 1,468.0 88.0

Mining 245.7 11.1 Retail trade 1,213.0 -21.0

Non-manufacturing 10,650.0 258.0 Wholesale trade 393.0 3.0

Construction 1,050.0 9.0 Utilities 138.0 -2.0

Accomodation & 

food
832.0 39.0

Professional, scientific & technical 

services
1,034.0 100.0

Art & recreation 232.0 20.0 Public administration & safety 742.0 10.0

Information & 

telecommunication
201.0 -6.0 Transportation & warehousing 614.0 20.0

Administrative & 

support services
413.0 24.0 Other services 485.0 3.0

Rental, hiring, real 

estate
213.0 -12.0 Agriculture, forestry & fishing 302.0 -19.0

Education & training 930.0 20.0

Note: data do not add up due to seasonally adjustment

Source: Australia Bureau of Statistics

Table 1: Australia employment by sector (Q3 2015 data)

AU$, M, 4-QMT

Change since 

Q2 2009 

(cyclical high) AU$, M, 4-QMT

Change since 

Q2 2009 

(cyclical high) AU$, M, 4-QMT

Change since 

Q2 2009 

(cyclical high)

Total 63,635.00 11,789.00 Construction 183.00 80.00
Telecommunications, 

computer & information
2,769.00 690.00

Manufacturing 

services on physical 

inputs owned by 

others

13.00 -32.00 Insurance & pensions 568.00 195.00 Other business services 8,800.00 1,015.00

Transport 6,579.00 -854.00 Financial services 3,473.00 1,888.00
Personal, cultural & 

recreational services 
930.00 130.00

Travel 38,239.00 8,415.00
Charge for the use of 

intellectual property
1,027.00 99.00

Government goods & 

services
976.00 171.00

Source: Australia Bureau of Statistics

Table 2: Australia services exports (Q3 2015 data)


