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Company Profits
A Difficult Transition

Gross company operating profits fell 4.7% in the March quarter following a downwardly revised
3.6% decline in the December quarter. Company profits have declined in three out of the past
four quarters.

Weak mining profits have weighed on corporate profits over the year to the March quarter.
Mining sector profits, which comprise almost one quarter of all corporate profits, fell 9.6% in the
March quarter and by 21.7% in the year to the March quarter.

Non-mining profits were also disappointing, falling 3.1% in the March quarter. Non-mining
profits have now fallen for three successive quarters. For the year to the March quarter, non-
mining profits fell 3.3%.

Wages and salaries growth was disheartening, rising just 0.6% in the March quarter and 3.5% in
the year to the March quarter.

Inventories were rebuilt in the March quarter, rising 0.4%, suggesting inventories will add 0-0.1
percentage points to GDP growth in the March quarter.

The income components in today’s release (profits and wages) suggest potential downside risks
for our GDP forecasts. We expect growth of 0.7% in the March quarter, and an annual rate of
2.7%. We will finalise our forecast tomorrow following government spending and net exports.
GDP will be released on Wednesday.
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Gross Company Operating Profits

Gross company operating profits fell 4.7% in the March quarter following a downwardly revised
3.6% decline in the December quarter. Company profits have declined in three out of the past four
quarters. For the year to the March quarter, company profits were down 8.4% after falling 2.9% in
the year to the December quarter. In annual terms, company profits have declined in six out of the
last seven quarters.

Weak mining profits have weighed on corporate profits over the year to the March quarter.
Mining sector profits, which comprise almost one quarter of all corporate profits, fell 9.6% in the
March quarter and by 21.7% in the year to the March quarter.

While mining export volumes may have picked up, a further decline in commodity prices in the
March quarter weighed on profits in the mining sector. Commaodity prices fell 3.2% in the March
quarter, after falling 7.1% in the December quarter. The Australian dollar was little changed, on
average, between the December and March quarters and was therefore unable to cushion the
impact of lower commaodity prices.

Non-mining profits were also disappointing, falling 3.1% in the March quarter. Non-mining profits
have now fallen for three successive quarters. For the year to the March quarter, non-mining
profits fell 3.3%.

In the quarter, non-mining profits were dragged down by declines in manufacturing (-14.5%),
information, media & telecommunications (-4.1%) and the highly volatile financial & insurance
services sector (-69.4%). However, it was not all bad news in the non-mining sector during the
March quarter. Profits were up in arts & recreation (6.3%), transport, postal & warehousing
(5.3%), accommodation & food (3.8%), wholesale trade (1.8%), construction (0.6%) and retail
trade (0.6%). Apart from the decline in mining profits, the second largest contributor to the
decline in company profits was the manufacturing sector. Profits from this sector account for just
over 10% of total profits.

On an annual basis, the strongest gains were in wholesale trade (9.6%), transport, postal &
warehousing (8.7%) and accommodation & food (7.1%). The weaker sectors, apart from mining
included construction (-15.6%), professional, scientific & technical (-11.5%), manufacturing (-
9.6%) and information, media & telecommunication (-4.4%).

The company profit results were disappointing. Despite a weaker currency and a low interest rate
environment, the non-mining sector failed to produce convincing profit growth in the quarter.
Weak profit outcomes do not bode well for further business investment and future growth. That
said; business surveys have been solid, reporting reasonable business conditions and positive
sentiment. It is also possible that commodity prices are stabilizing and will not act as a further drag
on mining profitability.

Inventories

Inventories were rebuilt in the March quarter, rising 0.4%. This was a touch stronger than our
expectations (0.2%) and market expectations (0.0%). It followed an upwardly revised flat result in
the December quarter (previously reported as a 0.4% decline). This suggests inventories will add 0-
0.1 percentage points to GDP growth in the March quarter. The rebuild in inventories was driven
by the mining sector (1.2%) and wholesale trade (0.9%). Inventories were flat in retail trade, edged
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lower for manufacturing (-0.4%) and fell sharply for electricity, gas, water and waste (-9.5%).

GDP Forecasts

Income growth was disappointing in the March quarter. Company profits were weaker than
expected and company profits for the previous quarter were revised lower. In addition, growth in
wages and salaries was soft in the March quarter.

Subdued incomes in the March quarter suggest potential downside risks for our GDP forecasts. We
expect GDP growth of 0.7% in the March quarter, and 2.7% growth in the year. We will receive
government spending and net exports tomorrow, before finalising our GDP forecast for
Wednesday.

Hans Kunnen, Chief Economist
Ph: 02-8254-8322
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The Detail

The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information may not
comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular investment objectives
or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or
recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or services. No decision should be
made on the basis of the Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to supply
Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms of supply apply. Bank of Melbourne
does not represent or guarantee that the Information is accurate or free from errors or omissions and Bank of Melbourne disclaims any duty of care in
relation to the Information and liability for any reliance on investment decisions made using the Information. The Information is subject to change.
Terms, conditions and any fees apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in the Information. Bank of
Melbourne owns copyright in the information unless otherwise indicated. The Information should not be reproduced, distributed, linked or
transmitted without the written consent of Bank of Melbourne.

Any unauthorized use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 457 141
AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or falsified
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