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Economic growth slowed to just 0.2% in seasonally adjusted quarter-on-quarter terms 
in the third quarter of 2010. This was down from 1.1% in the second quarter, and 
represented the weakest performance since the final quarter of 2008. However, the 
economy is currently undergoing a change, as private-sector activity takes over from 
government stimulus spending. Business investment grew by 2.1% in the third 
quarter, following a 0.5% fall in the second. Together with private consumption 
spending, business investment was the main contributor to economic growth in July-
September. It was led by a 6.1% increase in spending on non-dwelling construction, 
up from 2.9% in the second quarter. Spending on equipment fell by 0.9%, but this 
decline was much smaller than the 4.5% fall recorded in April-June. Public capital 
spending remained volatile: although it grew by 1.9% quarter on quarter in July-
September, trend figures show that its growth rate peaked in October-December 2009 
and that it has since slowed markedly. In the third quarter of 2010 spending on 
housing buckled under the weight of interest rate increases. But this was not entirely 
bad news, as weaker housing activity frees up capital for more productive forms of 
investment, reduces the risk of a house price bubble and lessens pressure for future 
interest rate rises. Lower spending on housing subtracted 0.1 percentage points from 
GDP growth in the third quarter. 

Private consumption spending grew by just 0.6% in sequential terms in the third 
quarter, but this followed an unsustainably strong 1.4% increase in the second. 
Uncertainty created by the August election is likely to have contributed to the 
slowdown. More importantly, consumers have responded to the shock of the global 
recession by saving more, and this is hitting consumption. The household saving ratio 
rose to 10.2% in the third quarter, from 8.9% in the second. Putting these figures into 
context, the ratio stood at just 2.1% in 2007/08. A 1.1% fall in retail spending in 
October suggests sluggish consumer spending in the final quarter of 2010. Consumers 
appear to have targeted discretionary spending, as lower sales by restaurants and 
takeaways accounted for the bulk of the decline. In addition, flooding in New South 
Wales and Queensland is likely to result in weak consumer activity in November and 
December. 



The main factors slowing GDP growth in the third quarter were net exports and a 
rundown in stocks, which reduced growth by 0.4 and 0.2 percentage points 
respectively. Exports of goods and services fell by a seasonally adjusted 2.4%, more 
than offsetting a 0.5% fall in imports. Exports were depressed by falls in overseas 
sales of minerals and metals (especially gold), most likely in response to a reduction 
in stocks by large purchasers such as China. However, good harvests saw exports of 
agricultural goods jump to their highest level in over a year. Stocks in the Australian 
economy were reduced virtually across the board, reflecting uncertainty and the 
higher cost of capital. Manufacturers and retailers alike slashed inventories, leaving 
wholesalers with a build-up of stocks. 


