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Private Capital Expenditure: Up, Up and Away 30 November 2011

Today’s data confirms that the business investment is taking off and remains a major
area of strength in the Australian economy, despite growing worries about the global
outlook.

Actual capital expenditure surged 12.3% in the September quarter, the strongest
quarterly increase since 1996. Annual growth accelerated to 31.1% in the quarter, the
fastest pace since the data became available in 1987.

Furthermore, spending plans for 2011-12 remain very strong. These were upgraded by
$7.7bn to $158bn, against a backdrop of increased uncertainty over the global
economic outlook and significant turmoil in global financial markets in recent months.
Implied growth was therefore 34.3% in 2011-12, which is slightly up from our previous
estimate of a 33.8% increase.

Taken together with a very strong and surprising increase of 12.5% in construction
work done for Q3, business investment will likely make a very solid contribution to Q3
GDP.

The business investment story is an area of notable strength in the Australian
economy. However, the RBA’s focus is on developments overseas, and it is worried
about the problems in Europe posing downside risks to growth. On balance, we expect
the RBA to cut rates by 25bps in February. But given worries in Europe remain, a rate
cut next week cannot be fully ruled out.

Capex Plans Capital Expenditure
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Capex - Actual Spending

Private capital expenditure (or capex) surged 12.3% in the September quarter, the strongest
quarterly increase since 1996. The outcome also follows two consecutive solid quarterly
rises, while annual growth accelerated to 31.1% in the quarter, the fastest pace since the
data became available in 1987.

Mining capex drove the increase surging by 22.1%, as high commodity prices continue to
attract business investment in the resource sector. On an annual basis, mining capex was
60.2% higher, the fastest annual rate in over six years. That said, capex in manufacturing
and other industries (including services) also had solid increases in the September quarter.
Manufacturing capex rose by 9.8% taking the annual rate to 29.0%, the strongest annual
pace in nearly six years, despite the sector’s struggles with the high Australian dollar.
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Meanwhile, capex for other industries rose by 4.1% in the quarter, and 10.4% over the year.

By asset class, capex in buildings and structures led the increase, surging 17.1%.
Nonetheless, machinery, plant and equipment also rose by a strong 6.3% in the quarter. In
terms of annual growth, buildings capex rose by 39.5%, the fastest pace in more than five
years and machinery, plant & equipment capex rose by 21.1%, also the fastest pace in more
than five years.

Today’s data confirms that the business investment is taking off and remains a major area
of strength in the Australian economy, despite growing worries about the global outlook.
Taken together with a very strong and surprising increase of 12.5% in construction work
done for Q3, business investment will likely make a very solid contribution to Q3 GDP.

Capex - Spending Plans

More importantly for gauging the outlook for capex is the spending plans by firms. The data
shows that investment intentions remained very strong for 2011-12. We received the fourth
estimate for spending plans for 2011-12. This was upgraded by $7.7bn to $158bn, against a
backdrop of increased uncertainty over the global economic outlook and significant turmoil
in global financial markets in recent months.

This fourth estimate is 5.1% higher than the third estimate, and is 26.9% higher than the
fourth estimate a year ago, reflecting the large amount of investment in the pipeline.

Typically, there can be some variation between the third estimate and what the final actual
outcome will show. Based on past outcomes and plans, we estimate that capital
expenditure will increase by 34.3% in 2011-12, which is slightly up from our previous
estimate of a 33.8% increase.

Spending plans are particularly strong in the mining sector, and imply an increase of more
than 70% in 2011-12. Manufacturers are also looking for an increase in investment
spending of about 7% in 2011-12. Also of note was an encouraging upgrade to spending
plans for other industries of $4.6bn, implying a 5% increase in spending in 2011-12.

Interest Rate Outlook

The business investment story is an area of notable strength in the Australian economy,
which will continue to help support economic activity and jobs. However, there remain areas
of weakness in the economy. The RBA's focus is on developments overseas, and is worried
about the problems in Europe posing downside risks to growth. On balance, we expect the
RBA will prefer to wait to see the next release of CPI before cutting rates once more by
25bps in February. But given worries in Europe continue, a rate cut next week cannot be
fully ruled out.

Janu Chan, Economist
Ph: (02) 9320-5892
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Contact Listing

Chief Economist Besa Deda dedab@stgeorge.com.au (02) 9320 5854
Senior Economist Josephine Heffernan heffernanj@stgeorge.com.au (02) 9320 5751
Economist Janu Chan chanj@stgeorge.com.au (02) 9320 5892
State Manager SA Mark Goldsmith goldsmithm@banksa.com.au (08) 8424 5597

The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in
Australia. The information may not comply with the laws of another jurisdiction. The Information is general in
nature and does not take into account the particular investment objectives or financial situation of any potential
reader. It does not constitute, and should not be relied on as, financial or investment advice or recommendations
(expressed or implied) and is not an invitation to take up securities or other financial products or services. No
decision should be made on the basis of the Information without first seeking expert financial advice. For persons
with whom BankSA has a contract to supply Information, the supply of the Information is made under that contract
and BankSA’'s agreed terms of supply apply. BankSA does not represent or guarantee that the Information is
accurate or free from errors or omissions and BankSA disclaims any duty of care in relation to the Information and
liability for any reliance on investment decisions made using the Information. The Information is subject to change.
Terms, conditions and any fees apply to BankSA products and details are available. BankSA or its officers, agents
or employees (including persons involved in preparation of the Information) may have financial interests in the
markets discussed in the Information. BankSA owns copyright in the information unless otherwise indicated. The
Information should not be reproduced, distributed, linked or transmitted without the written consent of BankSA.

Any unauthorised use or dissemination is prohibited.

Neither BankSA - A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL 233714 ACL 233714, nor
any of Westpac's subsidiaries or affiliates shall be liable for the message if altered, changed or falsified.
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