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Highlights 
 

The Melbourne Institute’s most recent macroeconomic 
forecasts are presented in Table 1. As we foreshadowed in 
the last issue of the Mercer – Melbourne Institute Quarterly 
Bulletin of Economic Trends, our forecasts of Australian 
GDP growth have improved over the intervening weeks. 
Table 1. Melbourne Institute forecasts of economic activity, 
September quarter 2003 to June quarter 20051 

 2003 2004 2005 

 Sep Dec Mar Jun Sep Dec Mar Jun

United States 
GDP 3.3 4.1 4.8 5.1 4.4 4.3 4.2 4.1
Inflation 2.2 2.1 1.6 1.9 1.8 1.9 2.0 2.1
Federal funds 1 1.1 1.2 1.4 1.5 1.6 1.7 1.8

Australia 
GDPa 1.8 2.3 2.5 3.3 3.3 3.4 3.4 3.4
Inflationa 2.7 2.9 2.6 2.9 2.9 2.9 3 3
Consumptiona 3.6 4 4 3.7 3.7 3.7 3.8 3.8
Unemploymentc 5.9 6 6 6 6 6.1 6.1 6.1
Employmenta,e 1.8 1.2 0.3 1 1.5 1.5 1.5 1.5
90-day bill ratef 4.8 4.8 4.8 4.8 4.8 4.8 4.8 4.9

 
As this issue of the Quarterly Bulletin goes to press, the 

initial estimate of September quarter US GDP growth has 
just been released. The result was stronger than expected; 
the world’s largest economy expanded at an annualised rate 
of 7.2 per cent, driven by a rise of 6.6 per cent (annualised) 
in household consumption. The outlook for the United 
States given in Table 1 (and discussed in more detail in 
section 2) thus continues to improve rapidly. Despite the 
predicted growth rates in excess of 4 per cent, our inflation 
forecasts suggest that the Federal Reserve will not need to 
begin thinking about increasing interest rates until the 
March quarter next year. 

No new National Accounts data for Australia have been 
released since the last issue of the Quarterly Bulletin. Our 
discussion of the Australian outlook therefore focuses on 
recent developments regarding inflation and the labour 
market. In the remainder of this introductory section, we 
want to expand on some aspects of the inflation and interest 
rate outlook, using the information in the October issue of 
the TD Securities–Melbourne Institute Experimental 
Monthly Inflation Gauge. 

The Inflation Gauge was developed with the aim of 
providing a timely and accurate measure of Australian 
inflation on a monthly basis. Although its history is short, it 
has performed extremely well, as we discuss in the next 
section.  Given that level of accuracy, the October reading 
is particularly interesting. The Inflation Gauge measure 
dropped slightly between September and October; that is, 
the implied general price level fell. Over the twelve months 
to October, the rate of inflation measured by the Inflation 
                                                           
1 See notes to Table 2. 

Gauge was 2.2 per cent. The drop in the Inflation Gauge 
was driven in large part by a drop in rents in Sydney and 
Melbourne. 

This result is particularly interesting given the view 
among most economists that the Reserve Bank will increase 
official interest rates in the near future.2 If the recent trend 
in the Inflation Gauge (and its accuracy in predicting 
movements in the Consumer Price Index) persists, then the 
case for an interest rate increase must be re-examined. 

The decease in rents measured by the Inflation Gauge 
provides some evidence that the current strength of 
Australia’s residential housing market may not last much 
longer. To the extent that the decline in rents is an 
indication of excess supply of rental housing, we would 
expect potential investors to begin looking for potentially 
higher returns from other assets, if indeed they are not 
already doing so.  

In order to further assess the implications of the 
Inflation Gauge data, we included its value in the 
Melbourne Institute forecasting model as an estimate of the 
December quarter CPI, and compared the resulting set of 
forecasts to those in Table 1. Doing so produces 
dramatically lower short-term inflation forecasts than those 
in the table, of around 2 per cent for each of the next three 
quarters. Our GDP and employment growth forecasts are 
also slightly higher, by about 0.1 per cent. Our interest rate 
forecasts are essentially unchanged. 

The evidence in the Inflation Gauge suggests that the 
Reserve Bank should be in no hurry to increase official 
interest rates. Our baseline forecasts (in Table 1) imply that 
underlying inflation will remain within the Bank’s target 
band until mid-2005, even with unchanged interest rates.  

One way to interpret the lower forecasts implied by the 
Inflation Gauge is that the exchange rate appreciation we 
have experienced over the past few months will continue to 
have a moderating influence on Australian prices in the near 
term. If this is the case, then a monetary policy tightening 
now would reinforce this effect. If our baseline inflation 
forecasts are the more accurate measure of price pressures 
over the coming year, then having monetary policy adding 
to the effect of exchange rate appreciation would not do 
much harm. On the other hand, if the Inflation Gauge 
proves more accurate, and in particular if the October 
decline in prices is in fact more widespread, then tighter 
monetary policy now could actually produce deflationary 
pressures. At the very least, the information presented here 
argues in favour of caution rather than action. Our view is 
that the Reserve Bank should leave the cash rate alone for a 
little while yet. 

 
                                                           
2 This issue of the Quarterly Bulletin went to press just prior to the 
November 4 meeting of the Reserve Bank board. 
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1. Australia: Outcomes and Outlook 
Lei Lei Song, Peter Summers and Anne Leahy 

 
1.1 Outcomes 

Since publication of the last Quarterly Bulletin in 
September, no new National Accounts data have been 
released. Thus in this issue we focus on economic 
developments in other areas, where new data have been 
made available. For a discussion of the June quarter 
National Accounts results, see Mercer – Melbourne 
Institute Quarterly Bulletin of Economic Trends 3.03. 

The Westpac–Melbourne Institute Indexes of Economic 
Activity provide a useful guide to post-June quarter 2003 
growth in Australia. Notably, the coincident index of 
economic activity rose strongly by 1.6 per cent in August 
following a slight fall in July. As a result, the annualised 
growth rate of this index had almost recovered to the trend 
rate by the middle of the September quarter. While the level 
of the leading index fell slightly in August, the annualised 
growth rate of this index now appears to have fluctuated 
around its trend rate of 3 ½ per cent during the nine months 
to August (see Figure 1 and Figure 2). 
Figure 1. Westpac–Melbourne Institute Coincident Index of 
Economic Activity 
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Figure 2. Westpac–Melbourne Institute Leading Index of Economic 
Activity 
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Taken together the two indexes currently suggest that the 
Australian economy has been strengthening since the June 
quarter  and this recovery is likely to be sustained in the 
coming quarters. Having said this, the failure of tentative 

positive signs of recovery in the international economy to 
become more widespread would undermine somewhat the 
economic outlook for Australia suggested by these indexes. 
The stronger-than-expected US GDP growth in the 
september quarter should help allay these concerns.  

With the economy recovering, labour market conditions 
have improved in recent months. In the 12 months to 
September employment grew by 2.1 per cent, exactly in line 
with the average growth rate of the past two decades. 
Meanwhile, the participation rate fell from 64.7 per cent at 
the beginning of the year to 63.5 per cent in September. As 
a result of average employment growth combined with 
falling participation, the unemployment rate fell to 5.8 per 
cent in August and September, the lowest recorded rate 
since early 1990.  

Helped by the appreciation of the Australian dollar 
during the past year, the inflation outlook in Austrlaia 
remains benign, with various measures of inflation currently 
in the middle of the RBA target band. Consumer prices 
increased by 0.6 per cent in the September quarter to be 2.6 
per cent higher than a year earlier. The various measures of 
underlying inflation were also around this level. The 
weighted median inflation rate, used in the Melbourne 
Institute Forecasting Model, was 2.7 per cent over the year 
to September, down slightly from 3.0 and 2.9 per cent 
respectively in the previous two quarters.1 With the 
Australian dollar expected to remain strong in the near 
future, inflation may fall further in the coming quarters. 

The Australian dollar has appreciated by more than 15 
per cent in trade-weighted terms (to its highest level since 
early 1997) and almost 25 per cent against the US dollar 
since the beginning of this year to the end of October. 
Meanwhile, during the same period the US dollar has 
depreciated against its major trading partners’ currencies by 
more than 10 per cent. In other words, a large part of the 
Australian dollar’s appreciation can be attributed to the 
fundamental weakness of the US dollar in the past year or 
so.  The interest rate differential between Australia and the 
United States, currently at the highest level since late 1992, 
has also contributed to Australian dollar strength. As shown 
in Figure 3, the movement of the Australian dollar TWI 
since 2000  has fairly closely tracked the interest rate 
differential. 
                                                           
1 The RBA’s weighted median measure of underlying inflation is 
calculated using the quarterly price changes of all CPI components, with 
the annual rates based on compounded quarterly calculations. From the 
September quarter 2000, this series is calculated using the previous 
quarter’s CPI expenditure weights; prior to this period, the calculations 
used base-period CPI expenditure weights. As reported in the 4.00 issue 
of the Quarterly Bulletin, our forecasts assume that underlying inflation 
net of transitional GST effects was 2.5 per cent in the September quarter 
2000.  
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Figure 3. Australian dollar (1994/95=100), RBA Index of commodity 
prices (1994/95=100) and interest rate differential (3-year Treasury 
Bonds) between Australia and the US 
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A  recovery in commodity prices has also added to 

Australian dollar strength in recent months, although the 
benefit to Australian producers of rising prices in US dollar 
terms has been offset by the sharp rise in the A$/US$ 
exhange rate2.  While the RBA Commodity Price Index has 
risen this year by a relatively modest 2.6 per cent in US 
dollar  terms (compared with a fall of 3.0 per cent in 
Australian dollar terms) commodity prices have risen quite 
strongly by 5 per cent in US dollar terms since their 2003 
low in April. In particular, base metals prices have rise by 
almost 11 per cent in US dollar terms since April. Given the 
Australian dollar’s historical correlation with commodity 
prices, rising US dollar commodity prices will continue to 
play a role in recent Australian dollar strength. Figure 3 also 
plots the RBA Index of Commodity Prices since 1993. 

During 16 consecutive months to October 2003 the 
Reserve Bank of Australia has held its official interest rate 
steady at 4.75 per cent. While the recent further 
strengthening of the Australian  dollar  arguably provides a 
case for maintaining this policy or even lowering rates 
(because of the implications for inflation and the 
competitiveness of local producers),  in recent weeks there 
has been a growing consensus that monetary policy 
tightening will occur sooner than previously thought.  This 
view  reflects widespread concerns about ongoing rapid 
credit growth, in large part related to housing activity,  
combined with signs  of improvement in the global 
economic outlook. The RBA’s stated view is that monetary 
policy should be directed towards ensuring that inflation 
remains within the target range in the medium term, not at 
fine-tuning economic outcomes. 
                                                           
2 The prices of most raw commodities are quoted in US dollars for 
international trade purposes. A fall in the trade-weighted value of the US 
dollar tends to push up the US dollar price of commodities over time.  

Figure 4. Westpac–Melbourne Institute and University of Michigan 
Consumer Sentiment Indices, seasonally adjusted 
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The Westpac–Melbourne Institute Consumer Sentiment 

Index rose by 1.5 per cent in October, following a rise of 
3.2 per cent in September. Consumer sentiment has risen by 
almost 21 per cent since March this year and is now at its 
highest level since July 1994. The index is currently 14.7 
per cent higher than its level of one year ago. The latest rise 
in sentiment follows the release of favourable economic 
news in the form of labour market data for the month of 
September, as well as renewed strength in the value of the 
Australian dollar and further gains in the Australian stock 
market.  Other factors that may have played a part in 
supporting confidence include the decision by the Reserve 
Bank of Australia to leave official interest rates unchanged 
in October. The Westpac–Melbourne Institute Consumer 
Sentiment Index, as well as the University of Michigan 
Index of Consumer Sentiment for the United States, are 
shown in Figure 4. 

The recently created TD Securities–Melbourne Institute 
Experimental Monthly Inflation Gauge has continued to 
demonstrate its usefulness as a timely and accurate guide to 
inflation pressure in the Australian economy. The Inflation 
Gauge estimate of 102.64 for the September quarter 
consumer price index, made on 1 September 2003, was 
accurate to a margin of four hundredths of one per cent. 
Released on 22 October, the ABS CPI for the September 
quarter, adjusted to the same base quarter (September 
quarter 2002=100) as the Inflation Gauge, was 102.6. On 
average over the past four quarters the Inflation Gauge has 
been accurate up to sixteen thousandths of one per cent, 
with a standard deviation of twelve hundredths of one per 
cent. This level of accuracy means that the Inflation Gauge 
is not only highly accurate as a measure of the inflation rate 
(as indicated below) but also as a measure of the level of 
consumer prices. 

The TD Securities–Melbourne Institute Experimental 
Monthly Inflation Gauge fell by 0.1 per cent in the month of 
October, to a level 2.2 per cent higher than a year earlier. 
Through the course of 2003, the six-month change in the 
trimmed mean Inflation Gauge, a measure of underlying 
inflation, has eased from 2.8 to 1.7 per cent (annualised 
rate), suggesting that inflation is moderating. Over the year 
to October, the trimmed mean rose by 2.3 per cent. Figure 5 
shows the three-month changes of the Inflation Gauge and 
its underlying measure. 
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Figure 5. TD–MI Experimental Inflation Gauge, three-month change, 
annualised rate 
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The recent performance of the Australian economy 

through to the June quarter 2003 is summarised in Table 2. 
The newly released labour force, inflation and financial 
markets data are shown in bold in Table 3. 
Table 2. Australian economic activity 

 2002 2003 

 Jun Sep Dec Mar Jun

Activity and inflation     
GDPa 3.8 3.8 2.5 2.7 2
Inflationa,I 2.5 2.7 2.6 3 2.9
Investmenta,b 13.4 17.3 23.8 21.9 15
Consumptiona 4.1 4.6 4.2 3.5 3.6
Labour market     
Unemploymentc 6.3 6.2 6.1 6.1 6.1
Participationd 63.6 63.6 63.8 64.4 63.9
Employmenta,e 1.5 1.9 2.5 3 2.4
Finance     
90-day bill ratef 4.8 5 4.9 4.8 4.8
Exchange rateg 52.7 50.9 52 53.8 57.2
Real share pricea,h -2 -4.9 -9.6 -16.2 -9.4

 
1.2 Outlook 

Economic activity is predicted to pick up in the second 
half of this year. Starting from mid-2004, GDP growth 
should accelerate to around the long-term trend rate of 3.5 
per cent per annum. At a time when the global outlook is 
improving, projected robust household consumption and 
modest employment growth suggest more upside potential 
                                                           
a Per cent change from same quarter in previous year. 
b Business investment, measured as machinery plus other buildings and 
structures, excluding net 2nd hand purchases. 

c Unemployment rate, per cent of labour force, average for quarter. 
d Participation rate, labour force as per cent of population aged 15 and 
over; mid-year population forecasts from ABS linearly interpolated. 

e Growth rate in employed persons, per cent change from previous year. 
f Per cent per annum, average for quarter. 
g Trade weighted index of exchange rates, May 1970 = 100.0. 
h All Ordinaries Index deflated by weighted average of implicit price 
deflators for machinery and other buildings and structures, (weights 
given by shares of these components in business investment) 
1996/97=1.0. 

i  RBA weighted median inflation rate adjusted to remove the transitional 
effects of the GST.  

for the economy than we predicted last quarter, though 
business investment is still expected to be stagnant. 

Forecasts for the next two years are summarised in 
Table 3, and are based on the June quarter Australian 
National Accounts and the advanced estimates of 
September quarter US National Accounts data. 

Household consumption expenditure is expected to 
remain strong, growing by around four per cent over the 
next two years. The outlook for new business investment, 
however, is for a substantial slowing by the end of this year. 
A forecast further strengthening of the Australian dollar will 
lead to moderating inflation pressures, but may also 
exacerbate the current account position. The overall impact 
of the forecast appreciation of the trade-weighted exchange 
rate on Australia’s external accounts will also depend on 
whether the emerging recovery in the United States spills 
over to the major European economies.  

 
Table 3. Melbourne Institute forecasts of Australian economic 
activity, September quarter 2003 to June quarter 20053 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Activity and inflation 
GDPa 1.8 2.3 2.5 3.3 3.3 3.4 3.4 3.4
Inflationa 2.7 2.9 2.6 2.9 2.9 2.9 3 3
Investmenta,b 8 -2.2 -0.5 -1.9 -0.7 -0.1 0.4 0.9
Consumptiona 3.6 4 4 3.7 3.7 3.7 3.8 3.8
Labour market    
Unemploymentc 5.9 6 6 6 6 6.1 6.1 6.1
Participationd 63.5 63.5 63.5 63.5 63.7 63.7 63.6 63.7
Employmenta,e 1.8 1.2 0.3 1 1.5 1.5 1.5 1.5
Finance    
90-day bill ratef 4.8 4.8 4.8 4.8 4.8 4.8 4.8 4.9
Exchange rateg 58.5 59.1 59.7 60.3 60.9 61.5 62.1 62.7
Real share pricea,h -2.5 -0.8 4.1 -0.3 0.3 -0.3 -0.7 -1.1

 
The strengthening of the Australian economy, however, 

is unlikely to be reflected in strongly improved labour 
market conditions. Employment growth is forecast to 
moderate in the next few quarters, resulting in a relatively 
steady unemployment rate throughout the forecast period. 
This lack of improvement may reflect changes to labour 
force data that were introduced by the ABS early this year. 
Since the September Quarterly Bulletin went to press, 
stronger than expected labour market figures for the months 
of August and September have been published by the ABS, 
pointing to the higher GDP growth outcomes than 
suggested by the forecasts in that Bulletin. Labour force 
data seem to have adversely affected the GDP forecasts in 
the September Quarterly Bulletin.  

In line with accelerating economic growth, inflation is 
projected to rise slightly towards the high end of the 
Reserve Bank’s target band by mid 2004. This is despite 
softness in the labour market and a continuing appreciation 
                                                           
3 See notes to Table 2. Bold figures are actual data for the September 
quarter 2003. 
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of the Australian dollar, both of which will limit any such 
rise in inflation. The Melbourne Institute Forecasting Model 
predicts that the Reserve Bank will leave the official cash 
rate unchanged over the next 12 months. Having said this, if 
inflation did approach 3 per cent in the next two quarters, 
the RBA could raise interest rates sooner rather than later. 
 
1.3 Detail of Melbourne Institute Forecasts 

Turning to the detail of the Melbourne Institute 
forecasts, GDP growth is forecast to pick up to 2.3 per cent 
by the final quarter of 2003 before accelerating to 3.3 per 
cent by mid next year, that is, in line with the average of the 
past three decades. Figure 6 shows forecasts for GDP 
growth. 
Figure 6. GDP, actual and forecast (year-ended percentage change) 

 
 

The outlook for new business investment, as shown in 
Figure 7, is not as bright as that for aggregate economic 
activity. Business investment is projected to decelerate in 
the second half of this year before stagnating for the rest of 
the forecast period. Figures from the June quarter capital 
expenditure survey are consistent with these forecasts. The 
first estimates of expenditure for the 2003-04 financial year 
show a drop of 3.1 per cent in investment in current price 
terms.  
Figure 7. Business investment, actual and forecast (year-ended 
percentage change) 

 

 
Household consumption growth is forecast to strengthen 

from its current rate of about 3.5 per cent to 4.0 per cent by 
late this year and early next year, before falling back to 
about 3.7 per cent by the middle of next year. Continuing 
low interest rates should help sustain household income 
growth and therefore consumption growth. Ongoing 
strength in the household sector will contribute to higher 
GDP growth in the next two years. 
Figure 8. Household consumption expenditure, actual and forecast 
(year-ended percentage change) 

 
 

The volatility of share markets makes predicting real 
share movements hazardous. The forecasts presented in 
Figure 9 suggest broadly equal upside and downside risks 
for real share prices. A lack of robust and sustained growth 
in real share prices could be one factor dampening future 
business investment. Conversely, a stronger than expected 
performance in this area could act as a spur to further 
business investment and hence GDP growth. Anecdotal 
evidence from recent corporate earnings announcements 
suggests that this latter scenario may have become more 
likely in recent months (but would not yet be evident in 
published data). 
Figure 9. Real share price, actual and forecast (year-ended 
percentage change) 
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Inflation is forecast to rise towards the high end of the 
Reserve Bank’s target band in the next two years (see 
Figure 10). This forecast suggests that the rise in the 
Australian dollar and the softness in the labour market will 
not be sufficient to curtail inflationary pressures induced by 
rising GDP growth. Underlying inflation, as measured by 
the Reserve Bank’s weighted median CPI, is forecast to rise 
to 3.0 per cent by early 2005.  
Figure 10. Weighted median inflation, actual and forecasta 

 
a. Excludes the effect of GST on prices from the September quarter 2000 

to June quarter 2001. Forecasts assume 2.5 per cent underlying 
inflation for September quarter 2000. 

 
With inflation remaining within the RBA target band 

and the labour market relatively weak, the official interest 
rate is likely to remain unchanged in the next few quarters, 
as Figure 11 suggests. As recently as June the RBA 
indicated that continuing global uncertainty and the effects 
of the drought were such that further monetary easing might 
be necessary. This was widely interpreted as signalling cuts 
of up to 50 basis points by the end of this year. It now 
seems that the uncertainty that may have justified this 
easing has dissipated. If GDP growth and inflation turn out 
to be higher than forecast here in the next few quarters, the 
RBA may raise official interest rates, rather than holding 
them unchanged.  
Figure 11. 90-day bank bill and cash market interest rates, actual and 
forecast 

 

 
High yields on Australian dollar denominated assets and 

rising metals prices have helped push the Australian dollar 
higher in recent months. As relative interest rates in 
Australia are forecast to remain high, the Australian dollar 
is expected to remain strong through the forecast period. 
The forecasts for the trade-weighted index of the Australian 
dollar shown in Figure 12 suggest that this upward trend 
will continue in the next two years. This appreciation is 
forecast at around 7 per cent over two years, which could 
mean that net exports will continue to detract from GDP 
growth over the coming quarters. The forecast level of the 
TWI, at 62.7 in early 2005, is the highest since early 1989. 
Figure 12. Trade-weighted exchange rate, actual and forecast 

 
 

Employment growth is forecast to slow sharply in the 
next three quarters, before recovering to about 1.5 per cent 
by late 2004. It should remain at that level throughout the 
forecast horizon. Figure 13 shows actual and forecast 
employment growth. 
Figure 13. Employment, actual and forecast (year-ended percentage 
change) 

 
 

As a result, the unemployment rate should rise slightly 
late this year and remain fairly stable for the rest of the 
forecast period. As shown in Figure 14, the jobless rate is 
forecast to be around 6.0 per cent throughout the forecast 
period.  

RBA Target Band 

Cash rate 
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Figure 14. Unemployment rate, actual and forecast 

 

Appendix 1A: Precision of Melbourne Institute 
Forecasts for Australia 

Measures of precision for the various forecasts for 
Australia are reported below. Table 4 gives the standard 
deviation of the indicated forecast, based on 1,000 
simulations of the Institute’s forecasting model. 
Table 4. Precision of Melbourne Institute forecasts of Australian 
economic activity for 2003, 2004 and 2005* (percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Activity and inflation 
GDPa 1.1 1.5 2 2.3 2.3 2.2 2.2 2.3
Inflationa 0 0.6 0.9 1.2 1.5 1.6 1.7 1.8
Investmenta,b 5.2 6.5 7.9 8.8 9.2 9.5 9.7 9.8
Consumptiona 0.7 1 1.2 1.4 1.4 1.4 1.4 1.5
Labour market     
Unemploymentc 0.3 0.4 0.4 0.5 0.6 0.6 0.7
Participationd 0.2 0.3 0.4 0.5 0.5 0.6 0.6
Employmenta,e 0.5 0.7 0.8 1 1 1 1.1
Finance     
90-day bill ratef 1.3 1.8 2.1 2.4 2.6 2.7 2.9
Exchange rateg 2 2.9 3.7 4.2 4.9 5.4 5.9
Real share pricea,h 7.9 11.7 15.2 16.6 17.3 17.6 17.5 17.8
* See notes to Table 2. 

 

Appendix 1B: Data  
The forecasts presented in this Bulletin are conditional 

on ABS National Accounts data through to the June quarter 
2003; the September quarter 2003 Consumer Price Index 
(weighted median); monthly data to September 2003 for 
total employed and unemployed persons; and monthly data 
to September 2003 for the 90-day bank bill rate and the 
trade-weighted index of the Australian dollar.  

The forecasts use data through to September 2003 for 
US GDP, US consumer prices, M2 money supply, the 
unemployment rate, the Federal Funds rate and commodity 
prices. US GDP, consumer prices, Federal Funds rate, M2 
and unemployment rate data were obtained from the Federal 
Reserve Economics Databank (FRED) at the Federal 
Reserve Bank of St. Louis (www.stls.frb.org/fred/). All 
other data were obtained from Datastream. The commodity 
price index is the Commodity Research Bureau (CRB) spot 
raw industrial index (www.crbindex.com). 

Seasonally adjusted data are used where available. 
Monthly data are converted to quarterly by averaging 
observations within each quarter. 
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2. United States 
Lei Lei Song, Peter Summers and Anne Leahy 

 
2.1 Outcomes 

According to the advance estimates of US National 
Accounts, in the September quarter of 2003 the US 
economy performed much stronger than expected, growing 
by 1.8 per cent in real terms. This is the highest rate of 
growth since early 1984 and more than double the 0.8-
percent rate in the second quarter of this year. The year-to-
September GDP growth rate of 3.3 per cent is significantly 
higher than the growth rates recorded in the first half of 
2003. Accommodative monetary and fiscal policy 
contributed to the better result and should continue to 
support the US economy in the coming quarters.  

The acceleration mainly reflected stronger growth in 
consumer spending and an improvement in the trade 
balance, but fixed investment was also stronger than in the 
second quarter. Over the year to September 2003 private 
consumption rose by 3.5 per cent while business investment 
increased by 3.9 per cent. Compared to the same quarter a 
year ago, the trade balance was almost the same, positively 
contributing to strong growth in the September quarter 
2003. 

Recent labour market outcomes are only partially 
consistent with accelerating economic growth. While the 
unemployment rate fell to 6.1 per cent in July from 6.4 per 
cent in June, employment growth seems to have slowed in 
recent months, falling from about 1.0 per cent in the first 
half of this year in year-end terms to 0.2 per cent in 
September.  

While economic growth in the United States has picked 
up, inflation remains low, with the annual inflation rate 
staying at about 2.2 per cent in the past six months, down 
from 3.0 per cent in March this year. The core measures of 
inflation, such as the CPI less food and energy and the 
median CPI, have been declining since late 2001 (see 
Figure 15).  These core measures of inflation are designed 
to reflect movements in the underlying inflation trend and 
therefore are closely followed by policy makers.  
Figure 15. US inflation measures (year-ended percentage change) 
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Falls in the US inflation rate have raised concerns about 

the possibility of deflation in the United States. In recent 

months the Open Market Committee of the Federal Reserve 
continued to reiterate that “the risk of inflation becoming 
undesirably low remains the predominant concern for the 
foreseeable future”. Due to this risk, the Federal Reserve 
also suggested that an accommodative monetary policy 
would be maintained for “a considerable period”.  

A weakening US dollar will help reduce such a risk. 
From its peak in early 2002 the US dollar has fallen by 22 
per cent against its major trading partners’ currencies to its 
lowest level since the end of 1996. This should alleviate 
deflationary pressures and increase the competitiveness of 
US producers.  

In the mean time, the US government and the Congress 
have also been pressuring some Asian economies, China 
and Japan in particular, to revalue their currencies as a 
means of reducing the ever growing US trade deficit. The 
US trade deficit with China has risen rapidly in recent years 
such that it has become the largest component of America’s 
trade deficit. From virtually nothing in the 1980s, the US 
trade deficit with China rose to more than US$100 billion 
by 2002. The exchange rate of the Chinese Renminbi 
against the US dollar has barely changed since mid-1995. 

Having been bolstered in late 2002 and early 2003 by 
improved economic outcomes, then falling sharply in line 
with mounting concerns about instability in the Middle 
East, US consumer confidence recovered following the Iraq 
war. The University of Michigan index has been fairly 
steady at around 90 from June to October, as shown in 
Figure 4. Consumer activity is vital to economic growth. 
This improvement in confidence combined with a boost to 
personal incomes from tax cuts and mortgage re-financing 
should help support private consumption in the short term at 
least. 

As the economy recovers the manufacturing sector has 
reversed its earlier downward trend, growing during July for 
the first time in five months. The Institute of Supply 
Management measure of manufacturing activity (the PMI) 
rose to around 54 per cent in August and September, its 
highest level so far this year. If the annual average PMI for 
2003 finished up around the September level (53.7 per 
cent), this would correspond to a 4 per cent increase in 
GDP, which is the growth rate widely expected by financial 
markets. 

The recent performance of the US economy is 
summarised in Table 5, which indicates that the economy 
started to show signs of sustained recovery in the June 
quarter 2003.  
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Table 5. United States economic activity 
 

2002 2003 

 
Sep Dec Mar Jun Sep

GDP 3.3 2.9 2 2.5 3.3
Inflation 1.6 2.2 2.9 2.2 2.2
Commodity prices1 3 12 14.7 8.7 10.1
Unemployment2 5.8 5.9 5.8 6.2 6.1
Federal funds 1.7 1.4 1.3 1.3 1

 
2.2 Outlook 

The latest Melbourne Institute forecasts suggest that US 
economic growth should continue to accelerate over the 
coming three quarters, to above 5.0 per cent by mid-2004. 
For the remainder of the forecast period, year-ended GDP 
growth is expected to be around 4.0 per cent. 

US inflation is forecast to remain at or below 2.0 per 
cent over the forecast horizon. Higher economic growth is 
projected to result in strong labour market outcomes, with 
unemployment falling steadily by a full percentage point 
through the forecast horizon. As the economy accelerates, 
the Federal Reserve is predicted to raise its key interest rate 
by up to 50 basis points during 2004 and another 25 basis 
points over the first half of 2005. The forecasts suggest that 
this tightening will occur in three stages, with three 
increases of 25 basis points each, roughly six months apart.  
Table 6. Melbourne Institute forecasts of United States activity3 

 2003 2004 2005 

 
Dec Mar Jun Sep Dec Mar Jun 

GDP 4.1 4.8 5.1 4.4 4.3 4.2 4.1
Inflation 2.1 1.6 1.9 1.8 1.9 2 2.1
Commodity prices 10.7 6.8 9.3 8.3 8.3 8.1 8
Unemployment 6 5.8 5.6 5.5 5.4 5.2 5.1
Federal funds 1.1 1.2 1.4 1.5 1.6 1.7 1.8

 
Figure 16 shows the predicted growth acceleration in US 

GDP. In the next three quarters, GDP growth should 
continue to accelerate to be above 4.0 per cent, reaching a 
peak of 5.1 per cent in the June quarter 2004. The current 
settings of monetary and fiscal policy are unquestionably 
supportive of a pick-up in the US economy in the next two 
years, although the consequences of the resultant budget 
deficits have yet to be fully assessed. 
                                                           
1 Spot raw industrial sub index, Commodity Research Bureau. 
2 Unemployment as per cent of labour force, average for the quarter. 
3 See notes to Table 5. Bold figures are actual data for the September 
quarter 2003. 

Figure 16. United States GDP growth, actual and forecast (year-
ended percentage change) 

 
 

US inflation is forecast to remain at around 2.0 per cent 
during the next two years, ignoring the forecast drop early 
next year (see Figure 17). This relatively benign outlook for 
inflation, in the face of an acceleration in growth and 
substantial fall in the unemployment rate, provides an 
indication of the degree of spare capacity in the US 
economy at present. If the economy recovers as the 
Melbourne Institute model suggests, inflationary pressures 
will be emerging by mid-2004 and the Federal Reserve 
would almost certainly begin the process of monetary 
policy tightening, as discussed above and depicted in Table 
6.  
Figure 17. United States inflation, actual and forecast (year-ended 
percentage change) 
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Figure 18. United States unemployment rate, actual and forecast 

 
 

Figure 18 indicates that US unemployment is forecast to 
fall by one percentage point to 5.1 per cent by the end of the 
forecast horizon in June 2005. This decline is expected to 
occur fairly quickly as excess capacity is absorbed, but we 
believe that wage inflation in the coming quarters should be 
moderate. 
Figure 19. CRB commodity price index, actual and forecast (year-
ended percentage change)  

 
 

The CRB industrial commodity price index is a measure 
that reflects the price movements of 22 key commodities, 
whose markets tend to be among the first to be influenced 
by changes in economic demand. As such, the index 
provides an early indication of impending changes in 
business activity and particularly likely inflation pressures.  
Our forecasts for solid economic growth as well as the 
weakening of the US dollar suggest that the CRB industrial 
commodity price index is likely to rise by between 8 and 10 
per cent over the next two years. (Oil is not included in the 
CRB index so recent volatility in the oil price associated 
with developments in the Middle East is not reflected in the 
index shown in Figure 19 above.) 

Appendix 2A: Precision of Melbourne Institute 
Forecasts for the United States 

Measures of precision for the various forecasts for the 
United States are reported below. Each of the tables in this 
section gives the standard deviation of the indicated 
forecast, based on 2,000 simulations of the Institute’s 
forecasting model. 
Table 7. Precision of Melbourne Institute forecasts of United States 
activity (percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun 

GDP 0.6 1 1.3 1.5 1.6 1.6 1.6 1.6
Inflation 0.5 0.8 1 1.2 1.2 1.2 1.3
Commodity prices 4.6 6.3 7.9 9 9 9.1 9.2
Unemployment 0.3 0.4 0.5 0.6 0.6 0.6 0.7
Federal funds 1 1.4 1.7 2 2.2 2.3 2.5
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3. Forecasts for the States and Territories 
 Lei Lei Song and Michael Chua 

 
3.1 New South Wales1 

Since publication of the last issue of the Quarterly 
Bulletin no new National Accounts data have been released. 
Consequently, for all states and territories we have omitted 
the usual discussion of recent consumption, investment and 
final demand. Instead, we will be focusing on labour market 
developments, in particular the September labour force data 
from the ABS. 

After three consecutive months of above 2.0 per cent 
year-end growth, NSW employment growth fell to 1.4 per 
cent in September. Nevertheless, this growth was enough to 
ensure a decline in the unemployment rate (see Table 9).  
Table 8. NSW economic activity 

 2002 2003 

 Jun Sep Dec Mar Jun

Consumptiona 2.7 3.8 3.6 3.1 3.5
Investmenta 4.8 10.8 11.8 15 8.1
Final demanda 5.1 5.2 5.5 5.3 4.2
Unemploymentb 6.1 5.9 5.8 5.9 6
Participationc 62.5 62.5 62.7 63.6 63.1
Employmenta 0.7 1.3 2.3 2.7 2.2

 

3.1.1 Forecasts 
Consumption growth is expected to remain around 3.5 

per cent throughout the forecast period. With moderating 
growth in business investment, we should see state final 
demand moderating to just over 3.0 per cent in the first half 
of 2004 (see Table 9). 

Employment growth is projected to turn negative by the 
first quarter of next year before recovering to around 1.0 per 
cent (see Figure 21).   The unemployment rate is expected 
to rise gradually throughout the forecast period (see Figure 
20).   
                                                           
1 All state forecasts in this section are based on the Melbourne Institute’s 
state forecasting model.  A summary of this model is provided in 
Appendix C of the 1.00 Mercer-Melbourne Institute Quarterly Bulletin 
of Economic Trends.  

a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 

Table 9 Forecasts of economic activity, New South Wales 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 3.6 3.5 4 3.5 3.5 3.6 3.6 3.6
Investmenta 8 0.4 1.3 1.3 1.7 2.1 2.8 3.3
Final demanda 4.4 2.6 3.1 3.1 3.4 3.4 3.5 3.6
Unemploymentb 5.8 5.8 5.8 5.9 5.9 5.9 5.9 6
Participationc 62.5 62 62.1 62.2 62.2 62.2 62.2 62.2
Employmenta 1.4 0.6 -0.4 0.7 1.3 1.4 1.2 1.1

 

Figure 20. Employment growth, New South Wales 
 

 

 
Figure 21. Unemployment rate, New South Wales 
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3.2 Victoria 

Labour market conditions in Victoria have been 
favourable for the past 12 months, with the unemployment 
rate below the national rate since June 2002.  In September 
the unemployment rate shown in Table 11 dipped to 5.5 per 
cent, while employment growth fell to 1.5 per cent. 
Table 10. Victorian economic activity 

 2002 2003 

 Jun Sep Dec Mar Jun

Consumptiona 4.6 4.1 3.3 2.6 2.3
Investmenta 15.3 26.3 17.7 19.4 6.6
Final demanda 6.8 6.4 5.8 5.1 2.7
Unemploymentb 6 5.7 5.7 5.4 5.9
Participationc 63.6 63.5 63.8 64.1 63.7
Employmenta 1.5 1.8 2.5 3 1.8

 

3.2.1 Forecasts 
Business investment is projected to be weak throughout 

the forecast period, with an expected contraction in the next 
two quarters. Consumption growth is forecast to remain 
healthy. State final demand is predicted to be stronger 
during the second half of the forecast period (see Table 11). 
Table 11. Forecasts of economic activity, Victoria 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 2.5 3.3 3.2 3.3 3.3 3.3 3.4 3.4
Investmenta 2.3 -1.7 -2.7 0.5 -0.6 1.7 1.9 2.2
Final demanda 2.8 2.1 2.6 3.1 3 3.3 3.4 3.4
Unemploymentb 5.5 5.5 5.6 5.6 5.6 5.6 5.7 5.7
Participationc 63.2 63.8 63.8 63.9 63.9 64 64 64
Employmenta 1.5 0.9 -0.1 1.2 1.3 1.2 1.3 1.2

 
The unemployment rate is predicted to remain around its 

current level for the next few quarters. Consistent with the 
expected weakness in employment growth in the next two 
quarters and a projected gradual rise in the participation 
rate, we expect a 0.2 per cent rise in the unemployment rate 
by the end of the forecast period (see Figure 22 and Figure 
23). 
                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 

Figure 22. Employment growth, Victoria 

 

 
Figure 23. Unemployment rate, Victoria 

 

 
3.3 Queensland 

Strong growth in business investment and consumption 
contributed to improved labour market conditions over 
recent quarters. As shown in Table 12 and Table 13, the 
unemployment rate continued to decline and employment 
growth was well above 3 per cent.   
Table 12. Queensland economic activity 

2002 2003 

Jun Sep Dec Mar Jun

Consumptiona 4.2 5.6 5.9 5 5.5
Investmenta 8.9 2.1 34.4 26.4 22.1
Final demanda 7.7 8 9.5 6.2 6
Unemploymentb 7.5 7.2 7 7.1 6.8
Participationc 64.8 64.8 65 65.6 64.7
Employmenta 2.7 2.8 3.3 3.9 3.4

 
                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 
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3.3.1 Forecasts 
Consumption growth is forecast to remain robust for the 

next eight quarters. Meanwhile, a slowdown in business 
investment is predicted. These changes should see state 
final demand growth moderating to below 5.0 per cent 
towards the end of the forecast horizon (see Table 13). 
Table 13. Forecasts of economic activity, Queensland 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 5.2 6 6.3 5.6 5.3 5.1 5.1 5.1
Investmenta 7.5 0.9 1.2 2 3.5 3.2 4.4 4.9
Final demanda 5.3 4.8 5.6 4.4 4.4 4.5 4.7 4.7
Unemploymentb 6.6 6.6 6.6 6.7 6.7 6.7 6.7 6.7
Participationc 64.7 65.2 65.2 65.2 65.2 65.2 65.2 65.3
Employmenta 3.5 3 1.8 2.4 2 1.8 1.9 2

 
 
The projected economic slowdown is expected to 

translate into weaker labour market conditions. The 
unemployment rate is forecast to rise steadily to 6.7 per 
cent.  Employment growth is expected to slow, stabilising at 
around 2.0 per cent during the second half of the forecast 
period (see in Figure 24 and Figure 25).  
 
Figure 24. Employment growth, Queensland  

 

Figure 25. Unemployment rate, Queensland 

 

 

3.4 Western Australia 

Recent favourable labour market conditions in Western 
Australia seem to have come to an end. The latest labour 
force data indicate that employment growth has slowed 
sharply, from between 2.5 to 3.0 per cent in the first half of 
2003 to 1.0 per cent in the September quarter. As a result, 
the unemployment rate has increased from 5.1 per cent in 
the June quarter to 6.1 per cent in September (see Table 15). 
Table 14. Western Australian economic activity 

2002 2003 

Jun Sep Dec Mar Jun

Consumptiona 6 5.6 5.1 3.4 3.3
Investmenta 12.1 7.8 21.7 32.7 35.7
Final demanda 5.3 5.6 7.5 8.2 9.3
Unemploymentb 6.2 6.2 6.2 5.7 5.7
Participationc 66.5 66.4 66.6 66.7 66.6
Employmenta 1.9 2.2 2.2 3 2.5

 

3.4.1 Forecasts 
A weaker economy is projected for Western Australia in 

the coming quarters. While consumption growth is forecast 
to remain healthy, a sharp weakening in business 
investment should contribute to a significant slowing in 
state final demand. As shown in Figure 26, employment 
growth is forecast to fall below its current level of 1.0 per 
cent in the next three quarters before recovering to around 
1.5 per cent. This outcome combined with a flattening in the 
participation rate point to further increases in the 
unemployment rate (see Figure 27 and Table 15).   
                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 
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Table 15. Forecasts of economic activity, Western Australia 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 3.6 3.4 4 3.6 3.7 3.7 3.7 3.8
Investmenta 18.4 6.8 2.8 -8.3 -2.2 -4.8 -2.6 -2.7
Final demanda 6.5 3.9 4.8 1.8 2.7 2.5 3 3
Unemploymentb 6.1 6.2 6.2 6.3 6.3 6.4 6.5 6.6
Participationc 65.8 65.4 65.4 65.4 65.4 65.4 65.4 65.4
Employmenta 1 0.7 0.2 0.2 1.7 1.6 1.5 1.5

 
Figure 26. Employment growth, Western Australia  

 

 
Figure 27. Unemployment rate, Western Australia 

 

 
3.5 South Australia 

As in Queensland, robust growth in business investment 
and consumption has contributed to improved labour market 
conditions in South Australia. As shown in Figure 29, since 
March 2000 the unemployment rate in South Australia has 
been on a downward trend. Meanwhile, as Figure 28, 
indicates, employment growth has rebounded since the 
second half of 2001. 

Table 16. South Australian economic activity 

2002 2003 

Jun Sep Dec Mar Jun

Consumptiona 5.9 5.5 6.1 4 4.4
Investmenta 27.7 37.5 26.1 30.9 28.8
Final demanda 8.2 7.9 7.6 6.6 7.1
Unemploymentb 6.7 6.6 6 6.1 6.2
Participationc 61 60.6 60.6 61.6 62.2
Employmenta 2.7 2.5 2.4 3.4 3.5

 

3.5.1 Forecasts 
Forecasts shown in Table 17 indicate that state final 

demand growth is expected to moderate throughout the 
forecast period. This slowdown will be driven by weaker 
growth in business investment and consumption. Business 
investment is predicted to contract from mid-2004 onwards.   

The recent downward trend in the unemployment rate is 
forecast to continue in the current quarter before it stabilises 
at around 5.8 per cent for the rest of the forecast period. A 
marked slowdown in employment growth is forecast, before 
it recovers slightly to about 1 per cent by the end of the 
forecast period. 
Table 17. Forecasts of economic activity, South Australia  

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 4.5 4.9 4.6 3.5 3.2 3 3.1 3.1
Investmenta 27 6.6 4.2 -7.6 -8.9 -1.5 -1.2 -0.7
Final demanda 6.1 5 4.6 1.9 2.4 2.4 2.8 2.9
Unemploymentb 6 5.7 5.7 5.8 5.8 5.8 5.8 5.8
Participationc 61.8 61.6 61.5 61.6 61.7 61.7 61.8 61.9
Employmenta 3.5 2.9 1.1 0.2 0.7 0.7 1 1.1

 
Figure 28. Employment growth, South Australia  

 

                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 
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Figure 29. Unemployment rate, South Australia 

 

Appendix 3A: Forecasts for Tasmania and the 
Territories 

Tasmania 
Table 18. Tasmanian economic activity 

2002 2003 

Jun Sep Dec Mar Jun

Consumptiona 4.1 4.2 4.6 3.9 3.9
Investmenta 71.2 29.9 60.6 -18.5 -27.4
Final demanda 17.8 5.7 5.7 2 -6.6
Unemploymentb 8.4 8.6 8.5 9.1 8
Participationc 57.9 58 58.2 58.8 58.7
Employmenta -0.8 0.2 0.1 1.4 2.9

 
Table 19. Forecasts of economic activity, Tasmania  

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 3.9 3 2.9 2.7 2.9 2.8 2.9 2.9
Investmenta 0.1 -18.7 -3.3 -4.6 -3.4 -2.4 -0.8 -0.7
Final demanda 2.8 2 2.3 1.3 1.7 1.9 2.2 2.2
Unemploymentb 6.8 7.1 7.5 7.6 7.5 7.5 7.5 7.6
Participationc 58.8 59.8 59.9 59.8 59.8 59.9 60 60
Employmenta 4.6 4.1 3.2 1.6 -0.1 0 0.5 0.7

Australian Capital Territory 
Table 20. Australian Capital Territory economic activity 

2002 2003 

Jun Sep Dec Mar Jun

Consumptiona 2.7 3.6 3.4 2.2 3.5
Investmenta 31.2 31.6 28 28.6 7.6
Final demanda 5.6 4.1 5 4 4.3
Unemploymentb 4.7 3.9 3.6 5.1 4.1
Participationc 72.4 73.3 73.2 72 71.8
Employmenta 1.8 4.4 4.4 2.7 1

 
 
                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 
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Table 21. Forecasts of economic activity, Australian Capital Territory  

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 3.5 4.2 5 4.3 4.4 4.3 4.2 4.2
Investmenta 21.9 -8.7 2.2 2.2 -0.7 0.4 0.8 0.9
Final demanda 5.5 3.6 4.6 4 3.8 4.1 4.3 4.3
Unemploymentb 4.1 4 4.8 4.4 4.2 4.2 4.6 4.5
Participationc 71.4 69.9 69.9 70 70.1 70.3 70.3 70.3
Employmenta -1.6 -1.6 1 0.7 1.6 1.5 1.9 1.4

Northern Territory 
Table 22. Northern Territory economic activity 

 2002 2003 

 Jun Sep Dec Mar Jun

Consumptiona 6.6 8.9 5.3 4.8 4.3
Investmenta 66.1 64.3 66.2 -4.5 23.7
Final demanda 17.4 12.6 7.3 -1 3.4
Unemploymentb 5.1 4.1 5.2 6.6 7
Participationc 74.4 73.5 74.1 72.4 72.9
Employmenta 4.8 1.4 2 -1.1 -4.4

 
Table 23. Forecasts of economic activity, Northern Territory* 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 2.3 4.7 5.3 4.6 4.7 4.7 4.5 4.6
Investmenta 10.5 -5.8 45.2 2.8 1 12.4 9.7 8
Final demanda 6.5 5.6 13.1 4 4.4 5.5 5.2 5
Unemploymentb 5.1 5.1 5.1 5.9 5.8 5.8 5.6 5.8
Participationc 70 65.8 65.8 65.2 64.8 64.9 64.9 64.7
Employmenta -5.9 -3.1 1.3 -0.4 1.8 -0.1 0.1 1.5
* There is a change in the population projection for Northern Territory, 

and as a result the projected participation rate falls starting from the 
June quarter 2001. 

 

Appendix 3B: Precision of Melbourne Institute 
Forecasts for the States and Territories 

Measures of precision for the state and territory 
forecasts are presented in Tables 24 to 31. Each of the 
tables in this section gives the standard deviation of the 
indicated forecast, based on 2,000 simulations of the 
Institute’s forecasting model. 

 
 
 
 
 

                                                           
a Per cent change from same quarter of previous year. 
b Unemployment rate, per cent of labour force, average for the quarter. 
c Labour force as per cent of population aged 15 and over. 

State and Territory Forecasts 
Table 24. Precision of forecasts of economic activity: NSW 
(percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.4 0.6 0.7 0.8 0.8 0.8 0.8 0.8
Investmenta 4.6 5.7 6.9 7.8 7.8 7.9 8.1 8.2
Final demanda 0.9 1.1 1.4 1.5 1.6 1.5 1.5 1.6
Unemploymentb 0.2 0.3 0.3 0.4 0.4 0.4 0.5
Participationc 0.2 0.3 0.3 0.4 0.4 0.4 0.5
Employmenta 0.5 0.7 0.7 0.7 0.7 0.8 0.9

 

Table 25. Precision of forecasts of economic activity: Victoria 
(percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.5 0.7 0.8 0.9 0.9 0.9 1 1
Investmenta 9.1 10.3 12.3 14.2 13.6 14.3 14.1 14.2
Final demanda 1 1.3 1.5 1.7 1.7 1.7 1.8 1.8
Unemploymentb 0.3 0.4 0.4 0.5 0.5 0.6 0.6
Participationc 0.3 0.3 0.4 0.4 0.5 0.5 0.6
Employmenta 0.6 0.7 0.8 0.8 0.8 0.8 1

 
Table 26. Precision of forecasts of economic activity: Queensland 
(percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.5 0.8 1 1.1 1.1 1.1 1.2 1.1
Investmenta 9.7 10.7 12.4 13.9 14.6 14.8 15 15
Final demanda 1.4 1.6 2 2.2 2.2 2.2 2.2 2.2
Unemploymentb 0.3 0.4 0.4 0.5 0.5 0.6 0.6
Participationc 0.4 0.5 0.5 0.6 0.7 0.7 0.8
Employmenta 0.8 1 1.1 1.1 1.1 1.2 1.3

 

Table 27. Precision of forecasts of economic activity: Western 
Australia (percentage points) 

2003 2004 2005 

Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.6 0.9 1 1.2 1.2 1.2 1.2 1.2
Investmenta 15.4 17 18.5 18 19.7 19.2 19.6 20.5
Final demanda 1.9 2.3 2.6 2.8 3 3 3 3
Unemploymentb 0.3 0.4 0.5 0.5 0.6 0.6 0.7
Participationc 0.4 0.4 0.5 0.5 0.6 0.6 0.7
Employmenta 0.6 0.8 0.9 0.9 0.9 0.9 1.1
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Table 28. Precision of forecasts of economic activity: South Australia 
(percentage points) 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.9 1.3 1.6 1.8 1.8 1.8 1.8 1.8
Investmenta 19.4 20.8 23.3 22.9 23.4 25.8 26.2 26.5
Final demanda 1.5 1.8 2.2 2.4 2.3 2.3 2.3 2.4
Unemploymentb  0.3 0.4 0.4 0.5 0.5 0.6 0.6
Participationc  0.4 0.5 0.6 0.7 0.7 0.8 0.9
Employmenta  0.8 1 1.2 1.2 1.2 1.2 1.2

 
Table 29. Precision of forecasts of economic activity: Tasmania 
(percentage points) 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 0.8 1.1 1.2 1.4 1.4 1.4 1.4 1.4
Investmenta 14.4 14.2 19 20.6 22 22.3 23.2 23.6
Final demanda 2.2 2.6 2.9 3.1 3.4 3.3 3.3 3.3
Unemploymentb  0.6 0.7 0.7 0.8 0.9 0.9 1
Participationc  0.6 0.8 0.9 1 1 1.1 1.2
Employmenta  1.4 1.7 1.9 1.9 2 2 2

 
Table 30. Precision of forecasts of economic activity: ACT 
(percentage points) 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 1 1.4 1.7 1.9 2 2 2 2
Investmenta 30.4 26.3 31.3 34 35.4 36.9 36.7 37.4
Final demanda 2.1 2.8 3.4 3.6 3.8 3.8 3.7 3.7
Unemploymentb  0.7 0.7 0.7 0.8 0.9 0.9 0.9
Participationc  1.1 1.3 1.4 1.5 1.7 1.9 2
Employmenta  1.9 2.2 2.4 2.4 2.5 2.6 2.6

 

Table 31. Precision of forecasts of economic activity: Northern 
Territory (percentage points) 

 2003 2004 2005 

 
Sep Dec Mar Jun Sep Dec Mar Jun

Consumptiona 1.3 1.8 2.3 2.6 2.6 2.6 2.6 2.6
Investmenta 28.8 33.3 61.6 50 50.2 59.1 58.5 59
Final demanda 4.3 5.4 6.7 6.9 7 7.1 7.3 7.3
Unemploymentb  1.1 1.2 1.2 1.3 1.3 1.4 1.5
Participationc  2.5 2.9 3.3 3.6 4 4.4 4.6
Employmenta  4.3 4.9 5.6 5.6 5.8 6.1 6.3

 
 
 
 
 
 
 


