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South Australian Economic and Labour Market Developments
South Australian Economy
South Australia’s recent economic performance has been sound, with State Final Demand (SFD) increasing by 2.7 per cent over the year to the September quarter 2018, well above the State’s five year annual average growth rate of 2.1 per cent. This recent improvement is in stark contrast to the performance of the South Australian economy over the five years to the September quarter 2013, when SFD in the State was sluggish, increasing at an annual average rate of just 1.5 per cent, well below the annual average growth rate of 2.8 per cent recorded for Australia.
Table 1: State Final Demand, September quarter 2018
	 
	Change in SFD over the September quarter 2018 (%)1
	Change in SFD over the year to the September quarter 2018 (%)1
	Change in GSP in 
2017-18 (%)2

	New South Wales
	1.1
	3.7
	2.6

	Victoria
	0.2
	4.3
	3.5

	Queensland
	-0.4
	2.2
	3.4

	South Australia
	-0.2
	2.7
	2.0

	Western Australia
	0.4
	-0.6
	1.9

	Tasmania
	0.7
	4.1
	3.3

	Northern Territory
	-4.0
	-13.8
	1.7

	Australian Capital Territory
	1.0
	3.8
	4.0

	Australia
	0.3*
	2.7*
	2.8**

	1Source: ABS, Australian National Accounts: National Income, Expenditure and Product, September 2018 (Cat. No. 5206.0), seasonally adjusted data, with the exception of the Northern Territory and the ACT which are in trend terms. Note that as SFD excludes the trade sector, it is not comparable with the GSP figures.
*For comparability purposes, the figures for Australia for the September quarter 2018 refer to Domestic Final Demand and are in seasonally adjusted terms.
2Source: ABS, Australian National Accounts: State Accounts, 2017-18 (Cat.No. 5220.0), chain volume measures, original data.
**The figure for Australia refers to Gross Domestic Product, chain volume measures and is in original terms.


The improvement in economic conditions in the State has been driven, primarily, by strong private sector non-dwelling construction (up by 20.8 per cent over the year to the September quarter 2018) and a 
pick-up in public infrastructure spending (which rose by 5.0 per cent over the year).
· [bookmark: _GoBack]According to Deloitte Access Economics, more than $11 billion will be spent on infrastructure in the State over the next four years, with $3.3 billion going towards transport projects, while 
$1.3 billion will be spent on water infrastructure.
· There is currently $9 billion worth of electricity projects under consideration or under construction listed in the Deloitte Access Economics Investment Monitor (including $8 billion in renewables).
· The $450 million Lincoln Gap Wind Farm and $400 million Bungala Solar Project are both underway in the renewables sector, while the pipeline includes the $1.5 billion Ceres Wind project and the $1 billion Riverland Solar project. 
Encouragingly, the State’s trade and tourism sectors have also been providing solid support to the economy.
· The South Australian Tourism Commission’s latest report shows that total tourism expenditure increased by 10 per cent over the year to September 2018 (above the national growth rate of 
9 per cent), to reach a record high of $6.9 billion. 
· International student enrolments in South Australia have also increased, up by 6.4 per cent over the year to November 2018.
· While exports in goods and services in the State fell by 2.2 per cent over 2017-18, they remain relatively high compared with longer-term trends.
The recent pick-up in economic conditions has occurred despite South Australia recording population growth of less than half the national average rate (or an increase of just 0.7 per cent over the year to June 2018, compared with 1.6 per cent nationally) and the lingering effects from the end of car manufacturing in the State.
· The weak population growth in South Australia has been due, in part, to large numbers of people moving interstate. Over the year to the June quarter 2018, interstate departures outstripped interstate arrivals in South Australia by 5,151. Indeed, net interstate migration in South Australia has been negative every quarter since the September quarter 2002.
· Net interstate migration has contributed to South Australia having a relatively low proportion of its population aged 25 to 44 (25.7 per cent compared with 28.2 per cent for Australia).
It is also worth noting that residential construction in the State may have peaked, with dwelling approvals down by 5.5 per over the year to December 2018, while retail trade remains relatively soft (up by 0.9 per cent over the year to December 2018, compared with 2.8 per cent nationally). Further, the drought has taken a significant toll on winter crop production, with the Australian Bureau of Agriculture and Resource Economics and Sciences estimating that winter crop production in the State has declined by 24 per cent to date in 2018-19.
South Australian Labour Market 
Labour market conditions in the State have also been reasonably sound. As illustrated in Chart 1, while the State initially recorded a similar pattern of employment growth as Australia following the Global Financial Crisis, from around mid-2010, South Australia’s rate of employment growth fell behind that of Australia’s. It was not until 2015 that employment in South Australia began to increase consistently, with the rate of growth accelerating from mid-2016.

Chart 1: Indexed employment and the unemployment rate, South Australia and Australia, 2009 – 2019
[image: ]
Source: ABS, Labour Force, Australia, January 2019 (Cat. No. 6202.0), trend data.
More recently, though, the pace of employment growth in South Australia has plateaued. Indeed, over the year to January 2019, employment in the State rose by just 0.2 per cent (or 1,600), the slowest annual rate of growth recorded since April 2017. The slowdown in employment growth has contributed to a rise in the State’s unemployment rate, from 5.8 per cent in January 2018, to 6.3 per cent in January 2019. In addition, the participation rate has fallen slightly over the year, down by 0.1 percentage points to 62.6 per cent, the second lowest participation rate of any State or Territory.
· The small rise in employment in South Australia over the past year was driven entirely by an increase in full-time employment (up by 10,100 or 1.9 per cent) while part-time employment in the State declined by 8,600 or 2.9 per cent.
· While labour market conditions have improved significantly in recent years, the State continues to lag behind the national labour market, with annual employment growth of 2.2 per cent, a lower unemployment rate (5.0 per cent) and a higher participation rate (65.7 per cent).
· Reflecting the relatively softer labour market in South Australia, the proportion of the working age (15 to 64 year old) population receiving income support[footnoteRef:1] stood at 
13.3 per cent in Adelaide and 18.6 per cent in the rest of South Australia in January 2019, compared with just 11.2 per cent for Australia. [1:  The category ‘income support’ encompasses Newstart Allowance, Parenting Payment, the Disability Support Pension, and Youth Allowance (other).] 

While South Australia’s overall participation rate (62.6 per cent) is three percentage points below that for Australia (65.7 per cent), this is been driven, primarily, by the age distribution of the population in the State, rather than because of any one age cohort having a very low participation rate. By way of example, South Australia’s working age (15 to 64 year old) participation rate[footnoteRef:2] in January 2019 stood at 77.6 per cent, much closer to the 78.0 per cent for Australia. South Australia, however, has a significantly higher proportion of its civilian population in the 65 and over cohort (22.5 per cent of persons aged 15 and over, compared with 19.4 per cent for Australia), which tends to have a low participation rate, and a significantly lower proportion in the 25 to 44 cohort (31.1 per cent[footnoteRef:3] compared with 34.7 per cent), which tends to have a high participation rate. [2:  The working age participation rates and proportions of the civilian population in this paragraph are 12-month averages of original data. ]  [3:  Please note that the proportion of the civilian population in South Australia aged 25-44 stated in this section (31.1 per cent) differs from the proportion of the overall population aged 25-44 mentioned on page 2 (25.7 per cent) as the civilian population refers to people aged 15 and over.] 

Youth
South Australian youth (aged 15-24) have benefited from the State’s improved economic and labour market performance over recent years, with youth employment rising by 9,500 (or 8.0 per cent) over the year to January 2019, while the level of youth unemployment has fallen by 3,800 (or 16.9 per cent). This has resulted in a substantial decline in the youth unemployment rate, down by 3.2 percentage points over the year, to 12.7 per cent in January 2019. At the same time, the youth labour force participation rate has increased by 2.8 percentage points over the year, to stand at 67.9 per cent in January 2019, the highest rate recorded since May 2012.
· These improvements have helped push the proportion of youth in South Australia who were disengaged (i.e. neither in employment nor in full-time education) down to 9.6 per cent in January 2019, below the national rate of 10.6 per cent.
Regional Labour Market Developments
Seasonally adjusted data are not available below the State level so 12-month averages of original estimates have been used in this section.
There is some disparity in labour market conditions across South Australian regions. For instance, in Greater Adelaide employed increased by 10,800 (or 1.7 per cent) over the year to January 2019. This occurred in conjunction with a fall in the unemployment rate, of 0.6 percentage points, to 5.9 per cent, and a small increase in the participation rate, up by 0.1 percentage points, to 63.3 per cent. As could be expected, however, there was a range of results for the regions within Adelaide, with Adelaide - West recording the largest increase in employment (up by 8,300 or 7.3 per cent) while employment in Adelaide – Central and Hills declined by 3,900 or 2.4 per cent.
Labour market conditions also strengthened in the broader ‘Rest of South Australia’ region (all of South Australia outside of Greater Adelaide). Employment increased by 5,600 (or 3.2 per cent) over the year to January 2019, while the unemployment rate fell by 0.5 percentage points to 5.2 per cent, and the participation rate rose by 1.2 percentage points to 60.4 per cent. Two of the three regions that comprise the Rest of South Australia, South Australia – Outback and South Australia – South East, recorded an increase in employment (of 3,600 and 3,000, respectively). Barossa – Yorke – Mid-North, however, recorded a fall in employment (down by 1,000 or 2.1 per cent) and a 0.6 percentage point rise in its unemployment rate, to 6.2 per cent in January 2019.
Employment by Industry
The largest employing industry in South Australia in November 2018 (latest available data) was Health Care and Social Assistance (comprising 14.9 per cent of employment or 125,600 workers), followed by Retail Trade (10.2 per cent or 85,700 workers), Manufacturing (8.8 per cent or 73,900 workers) and Construction (8.4 per cent or 70,700 workers).
Just seven of the 19 broad industries in South Australia recorded an increase in employment over the year to November 2018. The largest rise was recorded in Accommodation and Food Services (up by 11,700, or 22.2 per cent), followed by Manufacturing (up by 5,900, or 8.6 per cent) and Construction (up by 5,700, or 8.8 per cent).
· The increase in employment in Accommodation and Food Services is likely to be due, at least in part, to the increase in tourism activity in South Australia, while the strength in Construction is related to the buoyant activity in both residential and engineering construction over the last year. 
· Growth in Manufacturing employment, on the other hand, has been supported by Food Product Manufacturing, in which employment rose by 8,500 (or 67.6 per cent) over the year to November 2018.
Health Care and Social Assistance recorded the largest decline, with employment in the industry falling by 7,300 (or 5.5 per cent), followed by Retail Trade (down by 6,400 or 7.0 per cent) and Transport, Postal and Warehousing (down by 3,600 or 8.4 per cent). Despite the decline in Health Care and Social Assistance over the last year, employment in the industry is 13,300 (or 11.8 per cent) higher than five years ago.
Outlook
The South Australian Mid-Year Budget Review forecasts Gross State Product (GSP) to grow by 1¾ per cent in 2018-19 (down from 2¼  per cent that was forecast at the time of the State Budget, due to reduced winter crop production). Over the longer-term, GSP in the State is projected to grow by 
2¾ per cent in 2019-20, when winter crop production is expected to return to normal. Against this backdrop, employment is projected to increase by 1½ per cent in 2018-19, and by 1 per cent (per year) out to 2021-22.
· Encouragingly, the Department of Jobs and Small Business’ Vacancy Report shows that the number of online job advertisements in South Australia rose by 2.6 per cent over the year to January 2019, compared with a rise of 3.3 per cent rise nationally.
For South Australia’s economy more broadly, the medium-term outlook remains reasonably positive. A competitive Australian dollar is supporting manufacturing, tourism and education services exports, while public and private investment in engineering construction, buoyed by robust business confidence (the latest NAB Business Survey and Bank SA Monitor both report that business confidence in South Australia remains high), has helped support demand within the State. These factors have, to date, more than outweighed the negative impact of the drought on the South Australia’s economy.
However, a number of downside risks in the South Australian economy and labour market remain. The global economic environment could be disrupted by a number of factors, including uncertainty around global trade, due to increasing tariffs and tightening financial conditions in emerging economies, which could impact negatively on exports, tourism and international student numbers. This has the potential to impact negatively on business confidence and further investment, reducing domestic demand. Further, if drought conditions persist well into 2019, it is likely to reduce exports by more than currently expected and the forecast recovery in GSP may not be realised. In addition, continued slow population growth is likely to limit South Australia’s potential rate of economic growth over the longer term.
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