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KEY POINTS

Economic Growth by Expenditure

Seasonally adjusted, GDP fell 0.5% in the December quarter 2008 to be up only 0.3% in annual terms. The outcome
was weaker than market expectations of growth of 0.3% in the December quarter.

The only significant drivers of growth in the quarter were net exports and business investment. The main detractors
from growth were business inventories as firms ran down stocks in the face of weak domestic and global demand.

Household consumption and non-dwelling investment made marginal contributions to growth in the December quarter.
Domestic final demand grew more slowly, by 0.1% in the quarter and by 2.6% in annual terms.

In the year to December, seasonally adjusted GDP rose by 0.3%, down considerably from the revised 1.8% outcome in
the year to September quarter 2008. Growth over the year to December reflected household and government
consumption, and business investment.

In the December quarter, exports fell by 0.8%; however, imports fell by 6.8%, with the net impact a contribution of 1.5
percentage points to GDP growth. Business investment rose by 1.1% contributing 0.2 percentage points to growth.

The key negative contributor to growth was a 1.7 percentage point contribution from changes in inventories.

Modest growth/contraction in household consumption (0.1%); non-dwelling investment (1.9%); government
consumption (-0.8%); and government investment (-1.5%) resulted in insignificant contributions to growth in the
quarter.

Chart: Contributions to Economic Growth
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Contribution by Industry

On an industry basis, the key negative contributors to growth were manufacturing (detracting 0.5 percentage points);
property & business services (detracting 0.3 percentage points); and wholesale trade (detracting 0.2 percentage
points).

Agriculture, forestry & fishing (contributing 0.2 percentage points) and ownership of dwellings (contributing 0.1
percentage points) were the only positive contributors in the December quarter 2008, with all other sectors providing no
contribution to growth in GDP.

Manufacturing production fell by 4.7% in the quarter to be 3.4% lower over the year.

The fall in manufacturing in the December quarter 2008 was driven by declines in other manufacturing (down 8.6%);
machinery & equipment (down 6.5%); petroleum & coal products (down 6.2%); and metal products (down 5.5%).

Production also fell in wood & paper products (down 5.1%); printing publishing & recorded media (down 4.0%); textiles,
clothing, footwear & leather (down 2.5%); and food beverages & alcohol (down 2.1%).

Non-metallic mineral products was the only sub-sector of manufacturing to report growth in the quarter (up 1.8%).
The construction sector contracted by 0.3% in the December quarter 2008, to be only 3.5% higher over the year.

Supported by the Government’s initial $10.4 billion fiscal stimulus package, retail trade managed to expand by 0.4% in
the quarter, but the sector made no contribution to overall GDP growth.

Other measures

The household consumption chain price index, the national accounts measure most comparable to the CPI increased
by 4.0% over the year, down from 4.2% in the September quarter 2008.

Labour productivity measures deteriorated further. Trend GDP per hour worked in the market sector fell 0.2% in the
December quarter 2008, to be 0.2% lower over the year.

Policy implications

The December quarter national accounts are old data so have limited bearing on changes in economic policy looking
forward.

However, the magnitude of the easing in domestic economic growth in the December quarter, the weakness in
household spending and the further deterioration in global economic prospects since late last year suggests that the
Reserve Bank will continue to retain a bias to reduce interest rates further. Whether rates are cut below current levels
will depend on the evolution of more timely partial economic data over the next few months.

A positive to come out of today’s accounts was the fact that much of the decline in economic growth was driven by a
run down of inventories. If the economic stimulus from lower interest rates and fiscal policy is effective in supporting
consumer demand, then given the limits to further reductions in inventories, in part, reflecting the prevalence of just-in-
time inventory management practices, production would be likely to respond reasonably quickly to increases in
domestic demand.
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Table: Economic Growth by Sector

Growth Rate (%) Percentage Point
Dec quarter Year to Dec quarter  Contribution to growth

2008 2008 Dec quarter 2008
Agriculture, forestry and fishing 104 13.9 0.2
Mining 0.4 1.7 0.0
Food, beverage and alcohol -2.1 -3.5 0.0
Textile, clothing, footwear and leather -2.5 -8.5 0.0
Wood and paper products -5.1 0.9 0.0
Printing, publishing and recorded media -4.0 -7.6 0.0
Petroleum, coal, chemical -6.2 -9.9 -0.1
Non-metallic mineral products 1.8 5.7 0.0
Metal products -5.5 -2.9 -0.1
Machinery and equipment -6.5 -0.2 -0.1
Other manufacturing -8.6 -3.3 0.0
Manufacturing -4.7 -3.4 -0.5
Electricity, gas and water -15 3.1 0.0
Construction -0.3 3.5 0.0
Wholesale trade -3.3 -1.5 -0.2
Retail trade 0.4 0.5 0.0
Accommodation, cafes and restaurants 0.0 -1.9 0.0
Transport and storage 0.3 2.7 0.0
Communication services 1.6 2.8 0.0
Finance and insurance -0.3 -3.4 0.0
Property and business services -2.4 15 -0.3
Government administration and defence -0.9 -2.3 0.0
Education 0.4 15 0.0
Health and community services 0.4 35 0.0
Cultural and recreational services -1.3 0.9 0.0

Personal and other services -0.3 1.9 0.0



