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Growth slows, inflation
doesn't
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From the Chief Economist

The Reserve Bank's attempt to manufacture a slowdown in the economy is working, with GDP rising just
0.2 per cent in the March quarter. But it has not yet translated into a swift enough fall in inflation.

With mortgage repayments rising quickly, retail spending slowed as households reconsidered some of their
discretionary purchases (especially those related to furnishing a house), while house and apartment
building also contracted. But too many households have yet to slow their spending on services, such as
restaurant meals and holidays, to make a big enough difference to the inflation dynamics in the economy.
For many, the strong labour market has resulted in higher take-home pay, and household balance sheets
remain sturdy with house prices rising again. Households also saved a little less this quarter than they have
in recent years.

Adding to the price pressure is a higher wages bill across the economy. Not only are wages rising at a faster
pace than they have in some years, but new entrants to the labour force are also lifting the cost of
employment to businesses. With labour productivity growth falling sharply, employees are not - on
average, across the economy - producing as much per hour worked. This is effectively an indirect cost to
employers and inflationary. Some of this impact is temporary, as a result of the pandemic which saw big
increases in the health and social assistance workforces (which tend to contribute less to productivity
growth and are hard to measure). But some of the slowdown is the result of poorer productivity growth in
the market sector, as it hires lots more workers but doesn’t get an equivalent uplift in output.

Business investment remained relatively positive with commodity producers in mining and agriculture
buying up equipment. Big infrastructure projects with both public and private components continued too,
and there was more investment in renewable energy sources.
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1. Slowest quarterly growth since lockdown-impacted Q3-21
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2. Accommodation, food services and travel, continue to remain
strong, while consumers slow down their retail spend

Gross value added by Industry, % y/y
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3. Imports (especially of cars and mobile phones) grew strongly
and so net exports offset some domestic economic activity

Contributions to Growth
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Source: ABS, Macrobond, EY

4. Unit labour costs increased 7.9 per cent over the year as the
labour market remains tight

Travel exports, chained
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5. Productivity growth has slowed over the past 30 years and has
tumbled in the past year (mainly for pandemic-related reasons)

Labour productivity
GDP per hour worked, average annual growth rate
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6. Domestic inflation looks to have finally peaked, while overseas
price growth continues to normalise

Underemployment and Average Non-farm Earnings Per Hour
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7. For households, labour and other income increased but taxes
and interest payments were sharply higher

Household income flows: March 2023 Quarter
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8. As interest payments on mortgages have risen, the ability for
households to make excess payments has declined

Housing Mortgage Payments*

% share of household disposable income
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9. Households are spending more but getting less for their dollar

Essential Consumption Discretionary Consumption
(Index = 100, Dec-19) (Index = 100, Dec-19)
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10. Households continue to save, but at a much slower pace
compared to the start of the pandemic

Household savings ratio
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EY can help

The future is uncertain, but the path there
doesn’t need to be.

EY Oceania Economics is an economic advisory
practice specialising in applied quantitative
analysis, combining the elements of Economics,
Policy and Strategy to provide insights through
modelling and data visualisation.

We have a deep knowledge of the Australian
economy and the business environment, offering
a unique perspective in a rapidly changing world.
We deliver:

» Economic scenario modelling and
economic impact assessments

» Macroeconomic modelling and
forecasting

» Tailored Economic Insights

» Bespoke economic models and tools

» Deep labour market modelling capabilities
» Economic Policy Development

» Climate change modelling

For updates and analysis, visit
www.ey.com/en_au/economics

Key contacts

-

Cherelle Murphy | Oceania Chief Economist
EY Australia | Canberra
cherelle.murphy@au.ey.com
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Paula Gadsby | Senior Economist
EY Economics | Perth
paula.gadsby@au.ey.com
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Charlotte Heck-Parsch | Senior Economist
EY Economics | Brisbane
charlotte.heck-parsch@au.ey.com

Tom van Buuren | Consultant
EY Economics | Melbourne
tom.van.buuren@au.ey.com
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EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.

© 2023 Ernst & Young, Australia
All Rights Reserved.
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This communication provides general information which is current at the time of
production. The information contained in this communication does not
constitute advice and should not be relied on as such. Professional advice should
be sought prior to any action being taken in reliance on any of the information.
Ernst & Young disclaims all responsibility and liability (including, without
limitation, for any direct or indirect or consequential costs, loss or damage or
loss of profits) arising from anything done or omitted to be done by any party in
reliance, whether wholly or partially, on any of the information. Any party that
relies on the information does so at its own risk. Liability limited by a scheme
approved under Professional Standards Legislation.
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