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1 Introduction

During the early 1980s , the economic structure of Australia was fairly homogeneous.
Manufacturing was the primary income generator across most parts of the country. Of course ,

certain areas had specialisations in particular industries, for example, Agricultur e and Mining in
regional areas and advance d business services in the central core of our cities. Examining economic
statistics at the national level would have provide d a reasonable insight into the conditions across

the whole of Australia.

The economic evolution of the past 30 years has resulted in a far more complex picture. The rise of
advance d business services, differentials in government policy and investment, the resources

boom, declining competiveness of Manufacturing and demographic and social changes have created
a patchwork economy.

The Australian Bureau of Statistics (ABS) State Accounts publication provides estimates of

economic activity for each State and Territory  in Australia on an annual basis. Recent

methodological advancements by the ABS have enabled SGS Economics and Planning (SGS) to
develop estimates of economic activity for each major capital city and the regional section  of the
state.

These statistics provide improved insights into the relative economic performance of each of
Australiads maj o8ydney deabouame, Brishanej Aeledaidé and Perth) over the past 20
years. They also highlight the productivity challenge which faces  our cities .

The remainder of thisd  ocument is set out as follows: S ection two provides a brief overvie w of the
methodolog y; Section three provides a summary of the rela tive performance of each region; and
the remaining section s provide summary statistics on each major capital city.
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2 Methodological Overview

There are three approaches to measuring G ross Domestic Product (GDP);

1 the Production approach (the sum of the G ross V alue Added for each of the industries and

taxes less subsid ies on products);

1 the Expenditure approach (measures final expenditure on goods and services) ; and

1 the Income approach (sum of income genera ted by all factors of production).
At the Australian level , the Production, Expenditure and Income approaches are averaged by the
ABS to produce GDP. However, at the state level a lack of data on interstate trade results in the
Expenditure and Income approaches being combined and averaged with the Production approach.
The hybrid Expenditure and Income estimates of Gross State Product (GSP) have been published

since the 1990s. The  Production approach  has only been estimated an  d published as part of the
ABS Australian National Accounts: State Accounts, (Cat. No. 5220.0) since 2007.

In developing the GDP ! for each major capital city (as defined by the capital city statistical
division) , the Production approach is used, firstly because of th e lack of data on intrastate trade. In
addition, the data available to calculate the Production approach is more robust (and hence
requires fewer assumptions to be made) than that available for the Expenditure or Income
approaches. For each in  dustry, wherever possible, the same data sources that have been used to
produce industry Gross Value Added at the state level are used to produce industry Gross Value
Added at the city level. Some of these data sources include:
1 Agricultural Commodities: Sm all Area Data, Australia (  Cat. No. 7125.0);
Business Indicators, Australia (C at. No. 5676.0);
Manufactu ring Industry, Australia (Cat. N 0. 8221.0);
Regional Population Growth, Australia (C at. No. 3218.0);
Household Expenditure Survey, Australia (Cat No. 6530.0);
Education and Training Experience ( Cat. No. 6278.0); and
Labour Force, Australia, Detailed, Quarterly ( Cat. No.6291.0.55.003 ).

=A =4 =4 -4 4 =2

Via the use of the implicit price deflation technique, the Chain Volume Measures of the industry
Gross Value Added are converted into Current Prices. This method overcomes the non -additivity
issue with the Chain Volume Measure and allows the aggregation of industry estimates of GVA to
overall GDP . In order to maintain consistency with the wider National Accounts, the Production

approach estimate of  city GDP is benchmarkedto  GSP.

For deriving labour productivity , the estimates of hours worked are derived from Information

Paper: Implementing New Estimates of Hours Worked into the Australian National Accounts,

2006 (Cat. No. 5204.0.55.003) which provides the total hours worked within the economy for

2004 -05. The index  of total hours worked from the Australian System of National Accounts, 2010 -
11 (Cat. No.5204.0) has been used to advance the 2004 -05 estimate for the years between 2005 -
06 and the mostrecentyear . Thi s Australian 6tot al h our s nallacatdd éd 6
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http://www.abs.gov.au/ausstats/abs@.nsf/PrimaryMainFeatures/6291.0.55.003?OpenDocument

each industry in each capital city based on its share of total hours worked from the Labour Force,
Australia, Detailed, Quarterly ( Cat. No.6291.0.55.003) . The estimates of labour productivity are
still experimental and are the subject o f ongoing research and should be treated with caution.

Other methodological areas which are the subject of ongoing research and development include:
1 Refining of Implicit Price Deflators for each major capital city, especially those where the
State has a large Mining industry;
1 Development of a Supply Use Table to improve editing of the city GDP estimates;

=

Develop a Purchasing Power Parity to allow better comparisons between the relative size of
each major capital city;

Extend r evision analysis to understa  nd the quality of the city GDP estimates;
Further analysis and development related to the city labour productivity estimates;
Development of multifactor p  roductivity estimates for each state and city; and

= —a —a -

Incorporation of additional industry specific data sources as they become available.

SGS ff

Economics & Planning



3 Contribution to Australian GDP Growth

Table 1 presents e ac h r e gontebatibrsto  growth in  Australian GDP. The contribution for the
1990s, 2000s , the most recent financial year and the whole period is presented. During the 1990s ,
Syd ney contributed 26.9 percent oft he gr owt h i n A,unsaking & the laagéss driveDoP

the national economy. Melbourne was the second largest contributor with 16.5 per cent , followed
by Regional Queensland (10.6 per cent ), Brisbane (10.5 per cent ) and Perth (8.5 per cent ).

The 2000s saw some clear changes in the distribution of growth. Melbourne (18.1 per cent )
overtook Sydney (14.5 per cent ) as the main economic contr ibutor to national GDP growth.

Increase d min eral exploration and related invest ment in Regional Queensland (15.5 per cent ) and
Regional Western Australia (10.8 per cent ) increased their share of growth . The contributions of

the remaining regions remained relatively unchanged.

Table 1 Contribution to G ross Domestic Product Growth 1 Volume Measure
Region 19 89 -90 1999 -00 2009 -10 1989-90
1999 -00 2009 -10 2010-11 2010-11
Sydney 26.9% 14.5% 16.6% 19.9%
Regional NSW 7.3% 7.2% 17.6% 7.7%
Melbourne 16.5% 18.1% 20.5% 17.5%
Regional Vic 5.0% 4.1% 7.6% 4.6%
Brisbane 10.5% 10.6% 2.9% 10.2%
Regional QLD 10.6% 15.5% -1.1% 12.7%
Adelaide 3.3% 4.3% 2.9% 3.8%
Regional SA 1.3% 1.6% 4.8% 1.6%
Perth 8.5% 8.3% 20.7% 8.9%
Regional WA 6.0% 10.8% 2.9% 8.5%
Tasmania 1.3% 1.5% 0.7% 1.3%
Northern Territory 1.0% 1.5% 1.0% 1.2%
Australian Capital Territory 1.9% 2.2% 3.0% 2.1%
Australia 100% 100% 100% 100%

Source: ABS Australian National Accounts: State Accounts, Cat. No. 5220.0 and SGS Economics & Planning

In the most recent year, Perth (20.7 per cent) was the main economic contributor, followed closely
by Melbourne (20.5 per cent). The main driver in both of these cities was the Professional Services

industry 2. The large Regional New South Wales contribution was driven by a huge jump in

Agricultural production resul ting from improved rainfall. Following on from a number  of years of
very strong growth, Regional Western Australia experienced more modest levels of growth during

2010 -11. Flooding in Queensland significantly impacted economic activity across the whole Sta te.
Disruptions to mining operations due to flooding resulted in Regional Queensland detracting 1.1 per
cent from GDP growth.
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4 Sydney, New South Wales

Figure 1 presentsthe Volume measure (that is, after accounting for inflation) of GDP growth for
Sydney, New South Wales and Australia. Sydney represents around 70 per cent of the New South
Wales economy. As a result, the Sydney and New South Wales growt h rates track very closely

together . A few points of note in Figure 1 are:

1 The 1991 recession did notimpact Sydneyas greatly as the rest of Australia.

1 Leadinginto 1999 -00 Sydney ha d a high er rate of growth than the rest of Australia .

1 Between2000 -01and2008 -09 Sydneyds growth underperformed relati
Australia .

1 The 2008 -09 economic slowdown resulting from the Global F  inancial Crisis impact ed
Sydney more heavily than the rest of the Australia .

1 2009 -10 saw the highest GDP growth rate in Sydney since 1999 -00.

Figure 1 Sydney GDP Growth - Volume Measure
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Source: ABS Australian National Accounts: State Accounts, Cat. No. 5220.0 and SGS Economics & Planning

Economic growth can be driven by a number of factors including population growth. Figure 2

presents GDP growth per capita  for Sydney, New South Wales and Australia . The overall pattern is

similar to that of the Volume measure GDP growth rate , but in more recent years the per capita

growth has been muchlower . That is, the economic growth hasndt been a
strong population growth experienced in Sydney over two of the past three years.




Figure 2 Sydney GDP Per Capita Growth - Volume M easure
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Source: ABS Australian National Accounts: State Accounts, Cat. No. 5220.0 and SGS Economics & Planning

The decade from2000 -01 coul d be described as Sydmeyds &l ostt decaded
economic prosperity has been related to a number of factors , all of which h ave contributedto a
decline in SydneydsOne &eaendaetori had beem a ebeeakdown in the urban system of
the city. This breakdown has included:
1 Poor housing policies which have generated congestion and have als o had a significant
impact on affordability ;
1 Lack of investment in transport capacity ; and
1 Limited opportunities for advanced business services to locate in strategi c locations at
affordable rents.

Figure 3 presents the industry contribution to Sydney GDP growth for 2010 -11. Construction (0.6

percentage points) was the largest contributor , followed by Electricity, gas, water & waste (0.3

percent age points) and Transport & storage (0.3 percentage points). For a global city with a deep

pool of professional and financial services this distribution of economic growth is concerning. This is

especially so give n the growth in  the P rofessional services industry across mostof Au st r aothera 6 s

major capitalcites. Thi s may be further hi ghcompgtitiveniessg. Sydneyds | ost
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3 Sydney Contribution to Growth, 20

10-11
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4 Sydney Industry  Structure 3
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As shown in Figure 4,the Professional s ervices and Financial & insurance industries represent 27.5
per cent of the economy of Sydney. This is up from 14.8 per cent in 1989 -90. The other major
change in the indus try structure of Sydney over the same period is the decline in Manufacturing

from 16.9 percent t08.3 percent .

In terms of labour productivity (gross value added per hour work ed), Sydney is the most
productive of the major Australian capital cities. Th isis a reflection of two related factors. The first
is the relative concentration of high labour productivity industries located in Sydney. The second

reflects the advantages, in terms of economies of scale and scope , Which are offered to frmsb vy
the vir tue of the size of the Sydney economy.

However, as shown in  Figure 5, the growthin labour p roductivity has slowed over the past decade
when compared to the late 1990s , although this is anissue experienced across the whole of the

Australian economy.

Figure 5 Experimental Labour Productivity, Sydney
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5 Melbourne, Victoria

The points of interest in Figure 6 (which presents GDP growth for Melbourne, Victoria and
Australia) are:
1 Therecession of the early 1990s was much deeper in Melbourne and Victoria than the re st
of Australia.
1  Melbourne experienced a larger boom in 1999 and a larger  bust in 2001 than the rest of
Australia . This period was influence by the introduction of the new taxation system which
caused changes in consumption patterns to avoid the GST. 2001 was also the timing of the
previous recession in the United States.
1  The Melbourne growth rate during 2003 -04 and 2004 -05 was noticeably higher than
Australia. This was drive  n by very strong growth in the Financial & insurance industry .

Melbourne repres ents around 77  per cent of the Victorian economy. Although in some industries ,
such as Finan cial & insurance, Professional s ervices and Information media & telecommunications

over 90 per cent of the economic activity takes places in Melbourne.

Figure 6 Melbourne  GDP Growth 7 Volume Measure
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Source: ABS Australian National Accounts: State Accounts, Cat. No. 5220.0 and SGS Economics & Planning

Figure 7 presents economic growth per capita for Melbourne, Victoria and Australia. The overall
pattern is similar to GDP growth , but in the more recent years the per capita growth has been
more modest. That is, the economic growth has barely been able to keep pace with the strong
population growth experienced in Melbourne over the past three years.




Figure 7 Melbourne GDP Per Capita Growth i Volume Measure
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Figure 8 Melbourne  Contribution to Growth, 20 10-11
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Figure 8 presents the industry contribution to Melbourne GDP growth for 2010 -11. Wholesale trade
(-0.3 percentage points) and Manufacturing (-0.2 percentage points) both detracted from GDP
growth during 2010 -11.

Professional services (1.2 percentage points) represented half of the GDP growth for Melbourne.
Financial & insurance (0.4 percentage points ) and Construction (0.3 percentage points ) were also
large contributors. The growth in these indus tries is a continu  ation of a long term trend as the
economy of Melbourne steady moves away from a Manufacturing base to one driven by knowledge

intensive services.  As shown in Figur e 9, Professional s ervices and Financial &  insurance represent
23.3 per cent of the econo my of Melbourne . Thisisup from 11 .9 percent in 1989 -90. Over the
same period , the share of Manufacturing fell from 1 9.4 per cent to 8.3 percent . Melbourne is on
the verge of overtaking (in terms of the income generated) Sydney as the main hub for

Professional s ervices in Australia.  However, Sydney still maintains a considerable advantage over
Melbourne in the Financial & insurance industry .

Figur e 9 Melbourne  Industry  Structure *
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Much of the growth in Professional services and Financial & insurance industries in Melbourne has

been the result of investments made over the past two decades. Development of  Southbank and
Docklands provided the Central Busin ess District wiottdhaccin@rodate n Signiéidard s
levels of new employment . Road projects , such as the Western Ring Road, CityLink and EastLink ,
helped to improve connectivity across the city. These factors have produced agglomeration

economies which enabled high productivity firms to flourish. However, this employment growth has

* As measured by industry gross value added share of total industry value added (excluding
Ownership of dwellings.
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absorbed /exceeded the public transport capacity to the City of Melbourne. Without addition al
transport in  vestment, Melbourne could follow the trajectory of S ydney 6 gast decade.

There has been no growth of labour productivity ( gross value added per hour worked ) in Melbourne
over the past three years. This has been driven by weakness across a range of indust ries in the
face of weak demand. In particular, | abour productivity in Financial & insurance  industr y has fallen
12 per cent since 2007  -08.

Figure 10 Experimental Labour Productivity, Melbourne
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6 Brisbane, Queensland

As Brisbane is a smaller economy than Sydney and Melbourne, GDP growth rates in Brisbane are

subject to greater volatility . Brisbane al so exhibits more of a 6b®dney and bust
and Melbourne . The Reserve Bank of Australia attempts to smooth growth rates at the nati onal

level. These national growth rates tend to be dominated by New South Wales and Victoria. As a

result , monetary policy is not able to smooth the growth in Brisbane to the same exten t. Market

adjus tments tend to result in high peaks and more dramatic troughs.

Bri sbanedéds GDP growth was much higher than the lmagsd i onal av e
experienced a more pronounced contraction around the time of the introduction of the GST. The

exposure to the Mining boom during the past six years appearsto have increased the severity of

this economic cycle.

In 2010 -11, the Brisbane economy account ed for 46 per cent of the Queensland economy. This was
down from 48 per cent in 2003 -04, as Mining production increased in Regional Queensland.

Figure 11 Brisbane GDP Growth 1 Volume Measure
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Figure 12 highlights the steep contraction  experienced by Brisbane in 2009 -10. Per capita GDP fell
by 3.0 percent (compared to 0.5 per cent increase for Australia ). Brisbane GDP per capita growth
in 2000 -01 fell by 2.5 per cent which was also far greater than the national average.




Figure 12  Brisbane GDP Per Capita Growth i Volume Measure
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Figure 13 Brisbane  Contribution to Growth, 20 10-11
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The flooding in 2011 and the subsequent re-construction impacted a range of industries , as shown
in Figure 13.

As with Sydney and Melbourne,  there has beena shift away from Manufacturing towards

Professional services and Finance & insurance , although the change in Brisbane has notbe en as
large. Manuf ac share of thgetomomy has fallen from 18.2 per cent in 1989 -90to 10.2 per
cent in 2010 -11. Over the same period, Finance & insurance (from 5.3 per cent to 8.9 percent )
and Professional Services (4.9 percent and 7.9 percent ) have increased their share of the

economy .

Figure 14 Brisbane Industry  Structure °
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There has been a steady increase in | abour productivity (  gross value added per hour worked ) in
Brisbane over the past decade. However, the level of | abour productivity is the lowest of the major
capital cities. This is mostly the  result of th e industry mix within Brisbane , Which is more focused
on population serving than the export of knowledge intensive services to the rest of Australia and
globally .

® As measured by industry gross value added share of total industry value added (excluding
Ownership of dwellings.
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Figure 15 Experimental Labour Productivity, Brisb ane
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7 Adelaide, South Australia

In most years , Adelaide (and South Australia) has experienced lower GDP growth than Australia.

As with Brisbane, Adel aide exhibits a ®amegand fMelbourteb.oom and |
The Reserve Bank of Australia attempts to smooth growth rates at the national level, however,

these rates tend to be dominated by New South Wales and Victoria. As a result , Adelaide GDP

growth rates can be more variable.

Figure 16 Adelaide GDP Growth T Volume Measure
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In the most recent year, GDP growth in Adelaide was  driven by Finance & insurance, Electricity
gas, w ater & waste (both 0. 5 percentage points), Health & ¢ ommunity services, Professional
services and ¢ onstruction (all 0.3 percentage points). A range of industries detracted from GDP

growth in Adelaide during 2010 -11 ( Figure 18).

The 2010 -11 growth in the Professional s ervices industry resulted in that industry overtaking
Manufacturing as the largest industry in Adelaide for the first time.
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Economics & Planning



Figure 17

Adelaide GDP Per Capita Growth

T Volume Measure
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Figure 18
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Figure

6

19 Adelaide Industry  Structure
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Figure 20 Experimental Labour Productivity, Adelaide
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8 Perth, Western Australia

As with Brisbane and Adelaide , there have been considerable movements in GDP growth in Per th
over the past decade. In 2002 -03, Perth GDP growth was 7.2 per cent (more than double the
Australian average) . In 2004 -05, GDP growth had fallen to 2.8 per cent below the national average
of 3.0 per cent . Unlike the rest of Australia, Perth avoided a contraction in GDP per capita growth in
2008 -09 (see Figure 22).

In 2010 -11, Perth represented 52 per cent of the Western Australian economy. In 2000 -01, the
Perth share was around 60 per cent . This reflect s the rapid expansion in Mining production (and
associated construction and support services ) in Regional Western Australia.

Figure 21 Perth GDP Growth 1 Volume Measure
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Figure 22 Perth GDP Per Capita Growth i Volume Measure
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Perth (unlike the other major capital cities) has experienced a strong increase in GDP growth in

2010 -11. This was driven by growth in a range of industries ( Figure 23). Professional services (1.2

percentage points), Construction (0.7 percentage points) and Administrative support ( 0.5

percentage points) industries were the strongest performers. Perthds exposure to the Min
means thata key challenge forthe city is to effectively manag e economic and population growth.

Recent investments in public transport capacity will serve Perth w ell, as Professional services

employment continues to grow in central Perth

Figure 24 presents the industry share of the Perth economy. Construction is the largest industry

(16.3 per cent ), although given the difficulties fully accounting for Fly In Fly Out workers who live
in Perth but travel to Regional Western Australia for employment , some caution should be
exercised when interpreting these estimates. Professional s ervices (8.8 per cent ), Transport &
storage (7.3 percent ) and Financial &i nsurance (7.2 per cent ) are also large industries in Perth
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Figure 23

Perth Contribution to Growth, 20 10-11
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Figure 24 Perth Industry  Structure ’
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