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The 2022 economic recovery will be strong 
• Consumers are cashed up & are starting to spend

• There are labour & skills shortages – wages growth is poised 
to surge as unemployment falls to multi-decade lows

• Inflation is lifting for the first time in a decade – on track for 3%

• Where inflation goes, interest rates follow: Get set for rate 
hikes in 2022

• The Aussie dollar risks to downside



Global recovery from COVID-19 has been powerful
• The COVID-19 global recession in 

2020 was deep, severe, but relatively 
short-lived

• Huge policy stimulus supported 
growth in 2021 – most central banks 
cut interest rates to near zero & they 
printed money

• 2022 is shaping up as another year of 
solid strong growth around much of 
the world, but interest rates will rise
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China recovered strongly in 2020 but is now slowing
• China’s economy was hit hard by 

COVID, but has recovered strongly 
since the middle of 2020

• The structure of growth is tilting away 
from manufacturing & industrial 
production towards domestic 
consumption

• The export sector remain a key driver 
of China’s economic momentum

have increased investment in response. 

However, power shortages have weighed on 

manufacturing output over the past month or 

so. 

The decline in consumption growth during the 

September quarter compounded the 

dampening effect of longstanding efforts by the 

Chinese authorities to reduce leverage in the 

economy, most prominently in the residential 

property sector. From late 2020, the authorities 

have restricted the capacity of developers to 

finance new projects if those developers cross 

one of ‘three red lines’ – that is, for having 

leverage or gearing ratios that are too high, or 

cash holdings that are too low. This has resulted 

in a decline in both construction starts and the 

pipeline of work under construction (Graph 1.7). 

New home sales have also fallen sharply in 

Tier 2 and Tier 3 cities since late July.[1] This 

policy has had a particularly adverse effect on 

one property developer – China Evergrande – 

and has increased funding costs for a number of 

other highly leveraged property developers (see 

‘Box A: Stress in the Chinese Property Develop-

ment Sector’). While the slowing in China’s real 

estate sector has been moderate to date, there is 

a risk that construction activity could decline 

sharply, particularly if households become 

reluctant to purchase from property developers 

in the current environment. Chinese authorities 
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also appear to be less likely than in the past to 

respond to slowing construction activity by 

easing credit conditions, given the trade-off that 

would imply for leverage in the economy. 

Regulatory restrictions have also slowed growth 

in some other sectors. Restrictions on the ability 

of local governments to commence and finance 

new infrastructure projects have induced a 

steady decline in infrastructure investment over 

the past year. Steel output caps introduced by 

the authorities to reduce air pollution and 

carbon emissions over recent months have also 

contributed to the sharp fall in steel production. 

As a result, iron ore prices have fallen by more 

than 50 per cent since their recent peak in May 

(Graph 1.8). At the same time, Chinese steel 

prices have been elevated. This divergence 

implies that the decline in steel supply has more 

than offset a small decline in domestic steel 

demand. Production of a range of other 

materials, most notably aluminium, has also 

been hampered by power shortages. These 

shortages are the result of strong demand for 

energy from other sources, as well as disruptions 

to energy supply – including because of the 

authorities’ efforts to restrict energy usage. 

Over this year, there has been an increased 

public focus on ‘common prosperity’ goals, 

which has been interpreted as reducing 

inequality and improving living standards for the 
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A simple chart – why China matters to Australia

Export Volumes
Log scale, quarterly
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Australia’s economy has extreme ups and downs
• The Australian economy slumped, 

boomed and slumped again in reaction 
to COVID lockdowns and openings

• After what will be a sharp downward hit 
to GDP in Q3 2021, a strong rebound 
is underway for the remainder of 2021

• 2022 is sharping up as a year of very 
strong growth, driven by a consumer 
spending & a recovery in business 
investment �����������������		� ����
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Higher inflation – transitory or entrenched?

increased across a broad range of other items 

compared with pre-pandemic outcomes 

(Graph 1.19). Consistent with this, underlying 

measures of consumer price inflation have also 

increased and in some cases are above central 

bank targets. 

Supply shortages for energy-related 

commodities are likely to contribute significantly 

to inflation in coming months, particularly in the 

euro area and the United Kingdom. Related 

supply disruptions in downstream industries, if 

prolonged, have the potential to generate 
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second-round inflationary pressures. Housing 

inflation, which tends to be more persistent, is 

also picking up across advanced economies. 

More generally, if wages growth remains 

stronger than expected it would see inflation 

remain high for a prolonged period. 

Most central banks still expect inflation to return 

to target next year, although risks are tilted to 

the upside and developments in inflation expec-

tations and labour markets are being closely 

monitored. Market economists forecast inflation 

in the United States and the United Kingdom to 

be moderately above target next year, but 

forecasts in coming years are consistent with 

targets in most other advanced economies; the 

range of forecasts among economists has 

increased sharply for US inflation, consistent 

with a rise in uncertainty. Financial market 

measures of expected inflation over the next 

three years have risen in a number of advanced 

economies, but most notably in the euro area 

and the United Kingdom, reflecting 

compensation for both higher expected 

inflation and the increase in upside risks to 

inflation. Medium-term inflation expectations 

have also increased, in some cases to their 

highest levels in many years, but are still mostly 

consistent with central bank targets 

(Graph 1.20). 

Inflation in many emerging markets has also 

increased significantly. The increase has been 

most pronounced in countries where inflation 

expectations are not well-anchored, such as 

throughout Latin America, Russia and Turkey. In 

contrast, consumer price inflation has risen only 

modestly throughout Asia. 

Government bond yields have risen 

Yields on longer-term government bonds have 

increased over recent months in advanced 

economies, reaching or surpassing levels 

reached earlier in the year (Graph 1.21). This 

reflects the expectations of market participants 

that inflation will be higher and central banks 
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 Quarterly(a) Year-ended(b) 

 
September quarter 

2021 
June quarter 

2021 
September quarter 

2021 
June quarter 

2021 

Consumer Price Index 0.8 0.8 3.0 3.8 

Seasonally adjusted CPI 0.8 0.8 – – 

– Tradables 0.7 1.4 3.1 3.6 

– Tradables 
(excl volatile items)(c) 

0.0 0.3 0.8 1.2 

– Non-tradables 0.7 0.6 3.2 4.0 

Selected underlying measures 

Trimmed mean 0.7 0.5 2.1 1.6 

Weighted median 0.7 0.5 2.1 1.6 

CPI excl volatile items(c) 0.5 0.6 2.5 3.1 

(a) Except for the headline CPI, quarterly changes are based on seasonally adjusted data; those not published by the ABS are calculated by the 
RBA using seasonal factors published by the ABS 

(b) Year-ended changes are based on non-seasonally adjusted data, except for the trimmed mean and weighted median 

(c) Volatile items are fruit, vegetables and automotive fuel 

Sources: ABS; RBA 

1.6 per cent in the year to the June quarter 

(Graph 4.3). This was the highest year-ended rate 

of inflation in these measures since 2015. 

New dwelling inflation increased 
sharply in the quarter, driving much of 
the increase in aggregate inflation 

Prices for new dwelling construction, which 

make up just under one-tenth of the CPI basket, 
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increased significantly – up by 3.3 per cent in the 

September quarter. This was driven by 

substantial increases in builders’ base prices 

(exclusive of government subsidies) in most 

capital cities (Graph 4.4). Sustained strong 

demand for housing construction, in part 

boosted by the HomeBuilder subsidy and similar 

state government grants, enabled builders to 
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There is a powerful wealth effect – houses & stocks
• There is a lot of focus on Australia’s 

household debt – which is high

• On the other side of the ledger, is an 
incredible lift in assets

• Assets - liabilities = net wealth

• Net wealth has never been higher as 
house prices & the ASX hit record 
highs, which has swamped the rise in 
debt
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Householders debt costs are near record lows
• The decade-long interest rate cutting 

cycle, with mortgage rates now at record 
lows, has seen household debt servicing 
costs slump

• This is despite the surge in house prices 
& near record levels of household debt

• This is a major benefit for household 
cash flows which is positive for future 
consumer spending

Source: AMP



The labour market hit a Delta air-pocket 
• Employment and hours worked have 

followed the COVID lockdown cycles 
– with sharp falls in early to mid 2020 
and then again in Q3 2021

• There was a strong jobs recovery in 
late 2020 and early 2021 as 
lockdowns eased – expect the same 
for late 2021 and through 2022
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Demand for workers booming
• Businesses are gearing up for a robust 

economy & this is showing up in a lift in 
job ads & vacancies

• There is evidence of severe skill 
shortages – business plans are under 
threat without the workers

• International borders are slowly 
reopening – this will help business 
meet labour demand, but the other 
issue to emerge will be a lift in wages
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Labour market – the focus for 2022
• The policy issues for 2022 will be all 

about low unemployment, rising wages 
growth & how these feed into inflation

• The unemployment rate is on track to 
hit 4%, possibly lower, which would be 
a level not seen in over 40 years

• As the economy opens 
underemployment will also fall, which 
will underscore wage increases

�����������������

� ����
��

�	

��

��

�

��

�	

��

��

�
�

	��
��� ��� �������
����� �����

������������� ����

����� ���� �� ����������� ���������� �����

������� �
� ������������ ����
��

���

���

���

����%

��

���

���

���

����%

��
	��
��� ��� ����� �������
���� �#����� 
 ���

��!�� ��"� $�����

�#����� ��"� $�����


����&���!

� ��� �����& ���" !��
��"��� � ���	 ���

���	�������	�������	 ����
�

	

�

��

�

�

	

�

��

�

������ �
������	�
����
 ����

����!���!��

���� �����&���"  �"��

�������&���"  �"�

� �#���"��� %� �� ! ��  ��#��� ��# ! �� ��������  ��!��! ���
�� "�"��� %� �� ! %�� %�#�� ����� ��� � � �$�������� "� %� � �� � ��# !

��# ��� �
�

���	�������
 ����
���

��


���

��


���

��


�

���

��


���

��


���

��


�

��� ������	�� ��� ����
�	��
����
��) ��&+ ' $��',)  ')��

����&�"�*�
���� *,)-�/�

��-�)+"*�%�&+*
���� *,)-�/�

��-�)+"*�%�&+*
�����

� �!"* *,)-�/ .�* *,*(�&��� ��+.��& ��/ ���� �&� �'-�%��) ���

�',)��*� ���� ���� ��+"'&�$ �#"$$* �'%%"**"'& ������ ���

FAC TO R S  O F  P R O D U C T I O N  A N D  L A B O U R  M A R K E T

C H A R T  PAC K  |  N O V E M B E R  2 0 2 1     1 3



Private sector wages are already picking up
• A feature of the economy pre-COVID 

was the steady fall in wages growth

• This continued in the first stage of the 
pandemic when many public service 
wages were frozen & in the private 
sector, wage claims weakened

• There is evidence that private sector 
wages are picking up – skills shortages 
will push wages growth higher in 2022 

Wages growth was subdued across 
most industries in the June quarter 

The Wage Price Index (WPI) grew by 0.4 per cent 

in the June quarter, and 1.7 per cent in year-

ended terms (Graph 4.14). Private sector wages 

increased by 0.5 per cent, with soft growth 

across most industries. Public sector wages 

growth was more subdued, at 0.4 per cent, 

reflecting the prevalence of wage caps and 

freezes across the sector, as well as ongoing 

negotiations of new enterprise agreements, 

some of which were delayed due to the 

pandemic. 

Disaggregated WPI data shows that the share of 

jobs subject to wage freezes remained elevated 

in the June quarter, and was particularly high for 

jobs where wages are set by individual 

agreement (Graph 4.15). 

Based on job-level WPI data, most wage 

increases remained below 3 per cent over the 

year to the June quarter; the share of jobs 

experiencing wage increases above 3 per cent 

remains much lower than was seen in the 2000s 

(Graph 4.16). Information from the Bank’s 

business liaison program suggests that – rather 

than raise base wages – many firms 

experiencing difficulties finding labour have 

been using other strategies to retain and attract 

employees. These strategies include paying 

targeted sign-on and retention bonuses, offering 
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increased workplace flexibility, providing more 

internal training and relying more on less-

experienced staff. Liaison reports suggest that, 

recently, wages growth has been strong for 

specific jobs where labour shortages are acute 

(such as some types of IT professionals, 

tradespersons and chefs). 

Leading indicators suggest wages 
growth is returning to pre-
pandemic norms 

Based on information from the Bank’s liaison 

program, firms report that the prevalence of 

wage freezes declined in the September quarter 

and would decline further in the December 
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Australian house prices versus other countries
• Many Aussies think our house prices 

are crazy

• In this recent period, since 2017, 
house prices increases in Australia 
have been well below those in New 
Zealand, Germany & the US

• Rises are similar to the UK, Sweden 
& Norway

spending on many services has now returned to 

pre-pandemic levels, with air travel a notable 

exception. Nonetheless, goods consumption has 

remained strong even as discretionary services 

consumption has recovered. It is expected that 

the share of consumption spent on goods will 

fall back over time, although the pandemic may 

have prompted some changes in expenditure 

patterns that persist for a while. 

Consumption will be supported in the period 

ahead by the general improvement in 

household balance sheets seen during the 

pandemic and as wages growth picks up; this 

experience stands in contrast to previous 

economic downturns. Overall, household wealth 

has risen because of the increased savings 

during the pandemic and the strong growth in 

housing and equity prices (Graph 1.5). An 

upswing in housing prices has been a feature of 

the recovery globally. Strong housing demand 

has been supported by low interest rates, 

growth in incomes from fiscal support and a 

recovery in labour market conditions, as well as 

changes in household preferences. 

The extent of recovery has been mixed in the 

Asia-Pacific region. The recovery in most 

advanced economies in Asia has continued, 
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underpinned by strong export growth and 

investment in manufacturing capacity, despite 

disruptions caused by COVID-19-related 

restrictions and some supply shortages. Activity 

in India is likely to have recovered strongly 

following a sharp contraction mid year related to 

its Delta wave. In contrast, a tightening in 

COVID-19 containment measures stalled the 

recovery in some economies in the region in 

recent months, including New Zealand, Thailand 

and Indonesia. Mobility data throughout Asia 

has picked up as containment measures have 

eased, which should support consumption and 

overall activity in the December quarter. 

China’s economic growth has slowed 
amid targeted regulatory tightening … 

GDP in China has already returned to its pre-

pandemic path. However, growth slowed 

considerably in the September quarter, in part 

because of authorities’ efforts to reduce leverage 

in the economy. Localised restrictions imposed 

in response to short-lived COVID-19 outbreaks 

also weighed on growth over this period, 

particularly household spending on services 

(Graph 1.6). The weakness was concentrated in 

July and August, with retail sales rising in 

September after activity restrictions were eased. 

Strong global demand for goods has provided 

some offset by continuing to support industrial 

production and exports, and manufacturers 
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Record low interest rates will end soon
• Part of the COVID-19 policy response 

was to cut interest rates to record lows

• These low rates helped underpin the 
recovery via business investment & 
improved cash flows for householders 
who ramped up their spending

• Low rates are set to end soon as 
inflation pressures force the RBA to 
start the first hiking cycle in over a 
decade
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Australia’s exports are mixed – rural volumes rise
• Australia’s exports are heavily reliant 

on the resources sector. 

• In recent times, resources exports have 
edged lower while services exports 
have slumped on the back of a decline 
in international tourism & education

• Rural export volumes were hit two 
years ago by severe drought conditions 
but are now in a strong upswing
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Aussie dollar has been steady – set to edge lower 
• Since the fall in early 2020, the Aussie 

dollar has been in a range of 71-78 US 
cents. The key drivers of the Aussie are 
currently pulling in different directions

• Commodity prices are trending down, 
most notably iron ore, while the interest 
rate gap is widening

• On balance it looks like negative 
influences will prevail – 68 US cents in 
early 2022

appreciation has been broadly consistent with 

an increase in yields on Australian Government 

bonds relative to those of the major advanced 

economies (Graph 3.37). The yield differential on 

Australian Government bonds had declined for a 

time, but this reversed noticeably over the past 

month or so. The RBA Index of Commodity 

Prices remains below its levels in the middle of 

the year. 

Australia continued to be a net lender of 
capital in the June quarter 

Net capital outflows increased in the June 

quarter, consistent with the widening of 

Australia’s current account surplus. Net outflows 
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of capital over recent years have been the result 

of an increase in domestic savings relative to 

investment (Graph 3.38). Private savings have 

risen over the past couple of years, increasing 

notably during the pandemic. At the same time, 

investment has declined as a percentage of GDP 

over a number of years to levels that are similar 

to those in other advanced economies. This 

reflects a decline in private investment following 

the mining investment boom, during which 

capital inflows from overseas were used to help 

finance the expansion of capacity in the mining 

sector.[5] 

In the June quarter, net outflows continued to 

reflect portfolio investment as Australian 

investment funds (such as superannuation 

funds) increased their holdings of foreign 

equities (Graph 3.39). A decline in gross flows of 

foreign investment into Australia over recent 

years has also contributed to the net capital 

outflow. While net capital outflows have 

increased over recent years, Australia’s stocks of 

gross foreign assets and liabilities remain large. 

This reflects flows of both foreign investment 

into Australia and Australian investment abroad. 

Australia’s net foreign liability position remains 

around its lowest level in a number of decades 

as a percentage of GDP.
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WA growing in importance – will overtake QLD soon
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WA doing well in lock down
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restrictions on activity, weighing heavily on the 

tourism sector. 

… as fiscal measures have supported 
household and business incomes 

Household disposable income is expected to 

have increased in the September quarter, after 

declining slightly in the June quarter. Labour 

income declined over this period, driven by a 

decline in employment and hours worked. But, 

in aggregate, this is likely to have been more 

than offset by higher social assistance income 

following the reintroduction of payments 

provided by the Australian Government and 

state and territory governments in response to 
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the lockdowns, similar to those provided in 

2020. The household saving ratio is expected to 

have increased sharply in the September quarter 

as consumption opportunities were limited, 

particularly for discretionary services 

(Graph 2.12). 

As well as disaster payments to support 

household income, government assistance 

packages included direct support to business 

through grants and payroll tax deferrals, which 

have supported the cash flow of businesses. 

The Delta outbreak temporarily 
weighed on business investment 

Non-mining business investment rose strongly 

prior to the 2021 lockdowns. Machinery & 

equipment investment increased to be well 

above its pre-pandemic level, supported by 

strong growth in profits throughout the 

pandemic, the rapid recovery in domestic 

activity and the Australian Government’s tax 

incentives for investment (Graph 2.13). Non-

mining non-residential construction activity had 

also turned around in the first half of the year, 

reflecting growth in investment in renewable 

energy projects and logistics buildings such as 

warehouses. Mining investment was little 

changed in June, as firms did not adjust capital 
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Perth house prices were weak – now recovering

���������
��� ��������������!���
������������	����������
��������
������

October September August July Year-ended 
Past five 

years 

Sydney 1.5 1.8 1.8 2.2 25.2 29 

Melbourne 0.7 1.0 1.5 1.6 16.4 24 

Brisbane 2.4 1.7 2.1 2.1 22.3 28 

Adelaide 1.8 1.9 2.0 1.9 20.1 30 

Perth 0.0 0.4 0.7 0.8 16.4 9 

Darwin 0.4 0.2 0.5 1.4 19.3 0 

Canberra 1.9 1.9 2.1 2.6 25.5 53 

Hobart 1.9 2.4 2.4 2.2 28.1 72 

Capital cities 1.3 1.5 1.7 1.9 20.8 25 

Regional 1.8 1.8 2.0 1.9 24.3 36 

Australia 1.5 1.6 1.7 1.9 21.6 27 
Sources: CoreLogic; RBA 

following the easing of restrictions in Sydney 

and Melbourne. 

Advertised rents have increased strongly over 

the past year. The strongest increases were 

recorded in the smaller capital cities and 

regional areas, where changes in the pattern of 

internal migration during the pandemic have 

contributed to demand (Graph 2.19). The 

weakness in population growth resulting from 

the closure of the international border reduced 

rental demand in large capital cities, and 
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advertised rents for units remain below their 

pre-pandemic level in Sydney and Melbourne. 

However, advertised rents for units in major 

capital cities have increased over recent months 

as vacancy rates have declined. Rental yields 

have fallen over the past year because 

advertised rents growth has been outpaced by 

housing price growth. 
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3 4     R E S E R V E  B A N K  O F  AU S T R A L I A

• House prices have been booming over 
the past year with all cities rising at a 
strong pace

• The situation in Perth has been 
distorted by the near decade long 
period when house prices were flat to 
lower – the end of the mining 
investment boom drove this weakness

• Even now, Perth prices are lower in 
2013



Key issues and risks
• We could see a faster economic pick up – inflation & wages 

even stronger than expected. Unemployment to 4% … or less 

• This would see interest rate hikes in 2022 – watch the labour 
market data & news of skills shortages for clues

• Will housing top out?  That extra supply hitting the market?

• The election – a close run race 

• Links with China?


