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Overview

KEY ISSUES
1. Initial Omicron wave has 

peaked, cases are rising 
again but economic  
spillover limited

2. High commodity prices 
and domestic pass-through 
lifting inflation

3. Labour market continues to 
beat expectations

4. Inflation, rate rises and 
natural slowing in growth 
will dampen H2 2022  
and 2023

5. Fiscal policy settings also 
tightening as pandemic 
supports come to an end 

RISKS TO THE  
OUTLOOK
1. Emergence of a new  

COVID-19 variant

2. Uncertain geopolitical 
environment

3. Faster pace of rate rises to 
combat inflation

4. Uncertain recovery in 
migration and services 
exports

5. Population permanently 
smaller and older post-
COVID-19

Omicron impacts contained in Q1

With vaccination rate targets achieved across states and lockdowns easing, GDP 
rebounded by 3.4 percent in Q4 2021. Household consumption led the way, but 
the impact of the Delta wave was seen in housing construction and machinery 
and equipment investment, which both underperformed. The Omicron wave 
put a further drag on momentum in early 2022, but a relaxing of restrictions 
has enabled a recovery since. Recent floods in Queensland and NSW has also 
disrupted activity, but we expect the drag to be temporary and partly offset by 
reconstruction efforts.

The current situation in Ukraine, rising inflation and the potential emergence 
of another variant are significant downside risks, but underlying momentum 
remains positive. KPMG forecasts GDP growth of 3.8 percent in 2022, before a 
moderation to 2.2 percent in 2023 as the re-opening easy wins are exhausted and 
the headwinds build.

Geopolitical situation pushing up  
commodity prices
Commodity prices across the board have been elevated for some time, with 
the recovery in demand running ahead of supply. This trend has been most 
pronounced in oil and European natural gas markets, with the current conflict in 
Ukraine adding further upward pressure. But there are now spillovers to other 
industrial commodities and food, as concerns about future supply mount. 

Prices are likely to remain elevated in the near term, which will add further fuel to 
headline inflationary pressures.

Quarterly GDP Growth by Component, Australia, SA
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Economy shook off Delta in Q4
before Omicron struck.
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Brent crude oil spot rate
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Global oil prices have been extremely 
volatile, as geopolitical tensions, 
China’s lockdown and tight supply all 
flow into market positions

Supply chain and logistics disruptions have 
eased, but could re-emerge

Although Omicron has resulted in some further disruptions 
in global supply chains (particularly in China), there are 
tentative signs that pressures are easing; global shipping 
costs have plateaued in recent weeks and congestion in 
key ports is falling back. But the cost of many products 
and inputs is set to remain elevated while conditions 
normalise, and there is a risk that shipping rates rebound 
as the fallout from the conflict in Ukraine disrupts freight 
routes between Asia and Europe. 

Labour market remains buoyant

Omicron’s impact on the economy is clear in the labour 
market data, with hours worked falling by 8.8 percent 
in January (the majority of which was explained by 
significantly more sick leave absences than usual). But 
there was a sharp rebound in February, with employment 
rising to 13.4mn and the unemployment rate falling to 
4.0 percent. The tightening of labour markets has started 
to raise wages growth, with average pay increasing 0.7 
percent q/q in Q4 2021. Those workers in sectors that are 
performing best, such as construction and financial and 
professional services, are seeing the strongest growth. 
And the WPI measure hides some of the increase in labour 
costs businesses are facing, with payroll wages per worker 
growing by around 5 percent y/y in February.

Labour market
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Transitory impact from Omicron, 
underlying fundamentals remain positive.

We expect first rate rise in August 2022

With the data continuing to beat the RBA’s expectations, 
Governor Lowe and other Bank officials are now signalling 
that a first cash rate rise this year is now “plausible”. 
Headline inflation will rise further as the most recent 
increase in petrol prices feeds through. Underlying inflation 
is also expected to pick-up as domestic firms adjust prices 
in the face of rising input costs and wages. 

Consumer price and wage inflation

Global shifts have pushed up headline inflation, 
while building domestic prices are driving an 
underlying acceleration.

Financial markets continue to expect the RBA to begin 
raising rates in early Q2 2022. But inflationary pressures 
are less pronounced here than elsewhere (particularly the 
US). Notwithstanding the shift in the narrative to a 2022 
lift-off, the RBA still want the data to confirm a sustained 
pick-up in inflation. Given this, we expect the cash rate to 
remain on hold until August 2022.
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Near term  
fundamentals  
solid

Pandemic disruption fades, exposing 
positive underlying momentum

In line with the experience globally, the Omicron wave has 
faded quickly in Australia (although cases are now rising 
again). Cases have fallen back sharply, and with vaccination 
rates in Australia amongst the highest in the world (and 
the booster program rolling out), the health outcomes have 
been generally better than anticipated.

The re-opening of the economy has revealed that 
underlying momentum remains positive:

 – Eased restrictions, pent-up demand and a cushion 
of savings accumulated over the last two years are 
underpinning a rebound in household spending. Spending 
on services is the main beneficiary, with the services PMI 
rebounding into positive territory in February.

 – Although COVID-related disruptions weighed on business 
investment in Q4 2021, the latest capex survey suggests 
firms remain optimistic. Spending in FY22 is set to grow 
by over 10 percent y/y.

 – While the emergency pandemic supports are unwinding, 
government spending on infrastructure and maintenance 
projects is continuing, with activity rising by 0.9 percent in 
2021 despite pandemic-induced disruptions.

COVID-19 Daily Cases - Australia vs World
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Case numbers have fallen back from
their January peak, although there are 
signs of a second wave emerging

 – Residential construction activity is being underpinned by 
the HomeBuilder program. Supply chain disruptions and 
the floods in QLD and NSW are a near-term headwind, 
but activity will remain elevated as the pipeline of work is 
completed.

Labour market continuing to tighten, skills 
shortages becoming more pronounced

With all parts of the domestic economy currently firing on 
full throttle, demand for labour remains strong. Employment 
has now moved well beyond its pre-COVID level. With the 
participation rate at a record-high 66.4 percent and the 
number of job adverts still elevated, we expect the economy 
to approach full employment in very soon.

The anecdotal reports of shortages of skilled labour are 
confirmed in the data. The largest increase in job adverts in 
recent months has been seen in professional and financial 
services, construction and manufacturing. 

These trends have also been reflected in wages growth 
with stronger growth in sectors with a concentration of 
highly skilled labour. Furthermore, businesses have often 
opted to reward their staff through discretionary bonuses, 
to avoid baking in a permanently higher cost base.

Wages growth

Ordinary Time Hourly Rates of Pay Including Bonuses
Total Hourly Rates of Pay Excluding Bonuses, All 

Source: KPMG, Australian Bureau of Statistics, Macrobond

Remuneration has relied on 
discretionary bonuses, in line 
with trends seen pre-pandemic. 
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Momentum will moderate  
after easy wins
Inflationary pressures are building, rate rises 
are around the corner

International and domestic cost pressures are building, and 
the headline inflation rate has risen, to 3.5 percent in the 
December quarter.

Some of the momentum in imported prices is expected 
to ease as supply chain issues normalise further, although 
elevated commodity prices will keep headline inflation above 
target for longer. Domestic businesses are now moving to 
pass on increases in their cost base, in the face of higher input 
prices and rising wages.

Overall, we expect inflation to cycle over the next 12 months, 
peaking in mid-2022 before falling back through H2 2023. But 
within this time horizon we expect the RBA to begin raising 
rates with the data through H1 2022 confirming that wage and 
price inflation will sustain their upward trajectory.

Inflation measures
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Households are already showing some 
signs of strain

While the near-term outlook for household spending is 
robust, growth momentum will cool through H2 2022 and 
into 2023. 

The easy wins from re-opening will have been exhausted, 
and although wages growth is picking up, households are 
being squeezed by higher living costs - in real terms wages 
are currently declining. Uncertainty about the situation in 
Ukraine is further dampening confidence.

Government and private sector  
investment set to plateau

Momentum in other key components of domestic demand 
is also set to moderate. The end of emergency pandemic 
supports coupled with smaller incremental increases in 
investment expenditure will result in government spending 
putting a drag on momentum.

Private sector investment activity is also expected 
to plateau moving into FY23. The boost to residential 
investment from the HomeBuilder subsidy will peak in 
late 2022, and after a bumper year, the first estimate for 
business investment in FY23 suggests a modest decline. 
While this may be a conservative assumption, incremental 
spending will be limited.

Consumer spending

Historical Data KPMG Forecast
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RBA is expected to increase the cash 
rate by H2 2022 in response to domestic 
price pressures.

Source: KPMG, RBA
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Open border will have 
mixed impact on GDP  
Return of migrants will ease skills shortage

The re-opening of the international border and return of 
overseas migrants should provide some welcome relief for 
the most acute skills shortages, although businesses are 
reporting some delays in the issuing of visas. Furthermore, 
migration inflows are likely to recover steadily over 
2022; there is a stock of visa holders currently overseas, 
but beyond this it will take time for overseas links with 
Australia to be re-established.

More broadly, population growth in the economy effectively 
ground to a halt in 2021, with natural increase (births minus 
deaths) being offset by negative net overseas migration. The 
absence of migration and a decline in the birth rate, which 
is often seen in times of economic hardship, means the 
pandemic has aged Australia’s population. 

And will be welcomed by service exporters

The return of overseas visitors will provide a welcome 
boost to many tourism operators (particularly in Sydney, 
the country’s international gateway) and universities. 
Service exports were just 55.4 percent of their pre-COVID 
levels in Q4 2021, we expect this to rebound strongly 
through 2022 as these flows return.

Overseas departures and arrivals
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Arrivals
Departures

The border reopening has helped to lift 
migration but there is still a long way to go

Consumers returning to overseas travel

On the other side of the ledger, the removal of restrictions 
has enabled Australian residents to return to international 
travel. The latest data suggests that there has been 
a stronger rebound in outbound travel than inbound; 
services imports rose 4.6 percent in Q4 2021, resulting in 
a deterioration in the services balance.

We expect the services balance to further worsen in 
the near term, dampening GDP growth. The recovery in 
tourism outflows will continue to outpace inflows, given 
Australian households’ pent-up demand for travel. 

Additionally, services imports fell by much more than 
exports at the start of the pandemic as the switch to 
online learning allowed universities to retain most of their 
income from international students. 

Short-term gains limited, but long-run 
benefits are significant

In the long run the re-opening of the border will provide 
a boost to economic capacity. This will manifest itself 
through the expansion of the labour force and through 
technology and skills transfer enabled by reconnecting 
with the world.

Services Trade Balance, AUD

Source: KPMG, Australian Bureau of Statistics, Macrobond

Pent up demand at home for 
overseas travel means that 
imports will recover more quickly 
than exports
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Long run constrained  
by fundamentals
Broad determinants

Over the long run, non-mining economic activity is 
constrained by supply side capacity. This is determined by 
three broad factors:

Labour supply, which is determined by population trends 
and the participation rate

Physical capital stock, which is determined by business 
investment

Productivity, which is driven by a number of factors 
including workforce education and skills, technology, the 
institutional environment, links with other countries etc. 

 

These three factors generally improve over time but this is 
not guaranteed. Over the last 20 years, the pace of GDP 
growth has slowed, through moderating population growth 
and a slowdown in productivity gains. But Australia has still 
outperformed most other developed economies.

COVID-19’s impact on potential output

Typically an economy’s supply side potential evolves slowly 
over time; most of the cyclical changes in output do not have 
a permanent impact. But the pandemic is an exception to this 
general rule, particularly with respect to migration.

The closure of the border has permanently reduced the size of 
the workforce (compared to forecasts pre-pandemic), with the 
Treasury estimating a 1.5 million reduction in the population  
by 2030-31.

Forward view

Looking ahead, growth in supply side potential will 
slow further largely as a result of the population ageing. 
Increased participation will only partially slow this decline.

Productivity growth can potentially act as an offset, but it 
has slowed over the last decade. Research has identified 
a number of causes for this; the easy wins from current 
technologies and the increase in globalisation in the 
2000s have been exhausted, and cautious behaviour in 
businesses has dampened capital investment.

Assuming the current pace of technological progress is 
maintained, the pace of annual growth is set to slow to 
below 2 percent over the next 20 years. Notwithstanding 
the moderation in the pace of growth, Australia’s 
economy is still expected to outperform other developed 
countries, where stagnating (and in some cases shrinking) 
populations could result in GDP growth falling to zero.
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Labour 
supply 
growth

Instment Average 
# years of 

education in 
laboure force

WB  
institution 

quality

R&D  
spending

Avg last 
decade

% of GDP; 
2019

Years Percentile 
ranking

% of GDP;  
Avg last 
decade

Australia 1.6% 22.7% 14.0 90.7 2%

OECD  
(avg) 0.7% 22.9% 13.4 78.1 1.8%
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Forecasts  
FISCAL YEAR CALENDAR YEAR

2019-20 2020-21 2021-22 2022-23 2020 2021 2022 2023

Consumption -3.1% 1.0% 3.3% 6.8% -5.8% 4.8% 6.3% 4.3%

Business investment -1. 1% -1.4% 4.5% 3.9% -4.6% 5.8% 2.1% 4.0%

Housing investment -6.4% 8.0% 6.9% 2.7% -2.8% 15.1% 1.7% 2.3%

Government 5.7% 5.8% 6.0% 1.4% 5.8% 5.8% 4.3% -0.9%

Exports -1.7% -8.3% 0.8% 6.2% -9.8% -1.6% 3.4% 7.1%

Imports -7.7% -2.9% 3.6% 12.8% -13.1% 5.4% 9.1% 9.7%

GDP 0.0% 1.5% 3.5% 3.6% -2.2% 4.6% 3.8% 2.2%

Headline CPI (%Y/Y) 1.3% 1.6% 3.6% 2.8% 0.8% 2.9% 3.7% 1.9%

Average earnings (%Y/Y) 5.0% 3.7% 2.0% 2.7% 6.0% 1.0% 3.2% 2.7%

Real wage growth 3.7% 2.1% -1.6% -0.1% 5.2% -1.9% -0.5% 0.8%

Current account balance (% of GDP) 1.9% 3.4% 4.3% 3.2% 2.6% 4.0% 4.3% 2.1%

Government budget (% of GDP) -6.3% -8.9% -5.8% -1.6% -12.5% -5.5% -3.6% -0.3%

RBA Cash Rate† 0.25% 0.1% 0.1% 1.0% 0.1% 0.1% 0.5% 1.0%

10 year government bond 0.9% 1.6% 2.3% 2.8% 0.9% 1.7% 2.7% 2.9%

$AUD/USD 0.67 0.75 0.73 0.73 0.69 0.75 0.73 0.73

Terms of Trade 1.0% 10.2% 8.6% -2.9% -0.2% 17.3% 1.7% -7.8%

Employment 0.5% 0.6% 2.3% 2.3% -1.5% 3.0% 2.3% 1.5%

Unemployment rate 5.6% 6.2% 4.4% 4.0% 6.5% 5.1% 4.1% 3.9%

Dwelling price (%y/y) 3.0% 9.5% 14.8% -2.0% 6.0% 18.6% 2.4% -1.3%

† End period
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