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Business conditions imply a turning point

June NAB business conditions lift to +10.9, best since Oct-14, & well above ave.

NAB's survey of business conditions picked up strongly in June to +10.9 (UBS: 'down’
based on weaker PMIs; mkt: nf) — to the highest level since Oct-14, and is now well
above average (of +4.5 since 1997) — after +6.6 in April. By industry, mining strangely
rebound (-2 after -38); but non-mining (un-weighted) also lifted again (+8 after +4).

However, employment intentions remain the weakest category in June with the
smallest improvement (+0.9 after -1.0), and still suggests moderate jobs growth ahead.
Notably, selling prices remain subdued, and imply ongoing low CPI ahead. However,
the wages bill bounced m/m, albeit after dropping to the weakest trend since the GFC,
so the trend still points to soft household income. Meanwhile, capacity utilisation also
increased to highest level since 2012, despite sub-trend GDP growth, albeit the up-
trend is broadly consistent with the better trend in the unemployment rate.

Business confidence also picked up +9.8 (after +7.7); & now above average
Meanwhile, business confidence also picked up further to +9.8 in June — seemingly
shrugging off worries over Greece/China — to the highest level since Sep-13, and is now
above its average (+5.8 since 1997; after +7.7 in May).

Implications: business conditions (still) suggest a turning point in the economy

Overall, the NAB business survey shows clear improvement in business conditions &
confidence to above average. This implies the sustained fall in the AUD & interest rates
may finally be leading to an upturn of the (non-mining) economy — and provides some
‘confirmation' of the surprisingly resilient jobs data. But, there have been ‘false dawns'
in recent years that subsequently relapsed, and this recent improvement of conditions is
increasingly diverging from actual GDP/domestic demand which has been on a slower
trend (at least up to Q1-2015); and is in complete contrast to the 'recessionary' ABS
capex survey & commencements data. Nonetheless, the RBA historically closely watches
the NAB survey to provide a lead indicator on the economy, and hence it will probably
give them comfort to stay on hold ahead (barring surprisingly low core CPI data ahead).

Figure 1: June business conditions lift to above average
+10.9, showing an uptrend amid the lower AUD/rates
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Figure 2: Employment intentions remain relatively soft,
and still imply moderate jobs growth ahead
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NAB business survey (June 2015)

Figure 3: NAB business survey (index)

Confidence Conditions Trading Profits Employment | New orders Stocks Labour cost (%)  Sell price (%) Cap. Util. (%)
Mar-15 3.0 6.4 11.2 8.5 0.0 -0.5 0.0 0.6 0.4 80.5
Apr-15 3.5 43 10.7 5.0 -2.5 -0.5 1.3 0.6 0.4 80.2
May-15 7.7 6.4 12.3 8.0 -1.0 2.2 0.4 0.6 0.4 80.9
Jun-15 9.8 10.9 19.7 9.9 0.9 4.6 -1.5 1.2 0.2 813

Figure 4: Business confidence >ave (but consumers <ave)

Figure 5: Biz conditions diverging from softer GDP
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Figure 6: Selling prices still indicate relatively low CPI

Figure 7: Wages bounce m/m, but after worst since GFC
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Figure 8: Capacity utilisation 'confirms' unemployment

Figure 9: Non-mining conditions rebound; best since 2010
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