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Despite the resistance displayed by the Ukrainian military and civilians, the
Russians seem likely to end up geiting whatever it is they want in Ukraine
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Sources: Institute for the Study of War, Ukrainian conflict updates, 14" March.

Holding on to it whatever territorial gains
Russia makes, and maintaining a ‘puppet
government’ in Kyiv, may prove very
(perhaps ruinously) expensive (for Russia
as well as Ukraine)

And Russia will pay a very high on-going
cost as a result of Western sanctions

No-one has any idea whether Putin will
stop at Ukraine

Nor does anyone have any idea what
might happen if, perchance, Putin fails to
achieve a military victory
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https://www.understandingwar.org/backgrounder/ukraine-conflict-updates

Markets have reacted in more-or-less predictable ways to the war in
Ukraine although initial surges have been wound back
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Note: Data up to 14" March. Source: Refintiv Datastream.
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Higher energy and food prices will exacerbate the rise in inflation which
was already occurring in ‘advanced’ economies
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Sources: US Bureau of Labor Statistics; Statistics Bureau of Japan and Bank of Japan; Eurostat; UK Office for National Statistics; Statistics Canada; Statistics Sweden.



https://www.bls.gov/bls/inflation.htm
https://www.stat.go.jp/english/data/cpi/1581-z.html
https://www.boj.or.jp/en/research/research_data/cpi/index.htm/
https://ec.europa.eu/eurostat/web/hicp
https://www.ons.gov.uk/economy/inflationandpriceindices
https://www.statcan.gc.ca/eng/subjects-start/prices_and_price_indexes
https://www.scb.se/en/finding-statistics/statistics-by-subject-area/prices-and-consumption/consumer-price-index/consumer-price-index-cpi/

The US labour market has become very tight, even without unemployment
falling to its pre-pandemic low, and wage inflation has picked up sharply
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Sources: US Bureau of Labor Statistics, Employment Situation; Job Openings and Labor Turnover Survey; and Employment Cost Trends.
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https://www.bls.gov/news.release/empsit.toc.htm
https://www.bls.gov/news.release/empsit.toc.htm
https://www.bls.gov/jlt/
https://www.bls.gov/news.release/empsit.toc.htm
https://www.bls.gov/jlt/
https://www.bls.gov/ncs/ect/
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Covid-19 hasn’'t gone away either: indeed, a new ‘wave’ may be starfing
(although seemingly not as serious as ‘delta’ or earlier variants)

New Covid-19 infections — global total

New ‘official’ Covid-19 deaths - global total
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Sources: University of Oxford, Our World in Data (data up to 14th March).
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https://ourworldindata.org/coronavirus

Central banks in all of the major ‘advanced’ economies except Japan will
be raising interest rates and shrinking their balance sheets

Maijor central bank policy interest rates
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Sources: US Federal Reserve; European Central Bank; Bank of Japan; Bank of England; Bank of Canada; national statistical agencies; Corinna.
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https://www.federalreserve.gov/releases/H41/default.htm
https://www.ecb.europa.eu/press/pr/wfs/html/index.en.html
https://www.boj.or.jp/en/statistics/boj/other/ac/index.htm/
https://www.bankofengland.co.uk/weekly-report/balance-sheet-and-weekly-report
https://www.bankofcanada.ca/rates/banking-and-financial-statistics/bank-of-canada-assets-and-liabilities-weekly-formerly-b2/

Australia’s ‘Covid’ recession wasn’t as severe as, and its recovery has been
stronger than, most other ‘advanced’ economies
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.stats.govt.nz/information-releases/labour-market-statistics-june-2021-quarter
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/news.release/empsit.toc.htm
https://www.esri.cao.go.jp/en/sna/sokuhou/sokuhou_top.html
https://www.stat.go.jp/english/data/roudou/index.html
https://ec.europa.eu/eurostat/web/national-accounts/overview
https://www.ons.gov.uk/economy/grossdomesticproductgdp
https://www.statcan.gc.ca/en/start

That was because Australia did a better job than most other countries of
keeping the virus at bay - and its fiscal response was larger than most

Cumulative Covid-19 cases per mn population Fiscal policy responses to Covid-19
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Sources: University of Oxford, Our World in Data (data up to 14 March); IMF, Fiscal Monitor Database of Country Fiscal Measures in Response to the COVID-19 Pandemic, CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS
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https://ourworldindata.org/coronavirus
https://ourworldindata.org/coronavirus
https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19

Australia’s economy rebounded strongly in the December quarter last year
from its second recession in two years (after 29 years without one at all)
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/sep-2021

The December quarter rebound was largely driven by post-lockdown surges
in consumer spending in New South Wales, Victoria and the ACT
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Note: all data in chain-volume terms. Business investment and public spending exclude transactions in second-hand public sector assets. Sources: ABS, Australian National
1T Accounts: National Income, Expenditure and Product, December quarter 2021; Balance of Payments and International Investment Position, Australia, December quarter 2021.



https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/sep-2021
https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia/mar-2021

Some sectors of the economy remain considerably smaller than they were
on the eve of the pandemic

Q4 2021 real gross value added by industry — Q4 2021 employment by indusiry -
change from pre-pandemic peak change from pre-pandemic peak
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/aug-2021

Business conditions remain reasonably positive, with hiring and capex
intentions both above their long-run averages
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https://business.nab.com.au/wp-content/uploads/2020/12/NAB-Monthly-Business-Survey-June-2021.pdf

Consumer confidence has been affected by concerns over housing
affordability, and more recently by rising inflation and the floods

Consumer confidence index
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https://www.westpac.com.au/content/dam/public/wbc/documents/pdf/aw/economics-research/er20201209BullConsumerSentiment.pdf

Nonetheless households have, in aggregate, considerable latent spending

capacity

Household income and spending
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15 Deposit-taking Institution Statistics.
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.apra.gov.au/monthly-authorised-deposit-taking-institution-statistics

Household net worth has risen by $2.7trn (23%:%) since the end of 2019,
while debt service payments have fallen as a pc of income

Sources of gains in household net worth, Q4 2019 Household net debt and interest payments as a
to Q3 2021 percentage of disposable income
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Sources: ABS, Finance and Wealth Accounts, September quarter 2021; RBA, Stafistical Tables E1 & E2.
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-finance-and-wealth/jun-2021
https://www.rba.gov.au/statistics/tables/index.html

Australians have splurged on durable goods - and on alcohol! - fo make
up for not being allowed to spend on services (including overseas travel)
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https://www.abs.gov.au/statistics/industry/retail-and-wholesale-trade/retail-trade-australia
https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/latest-release

The Australian labour market has tightened more rapidly than expected
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Source: ABS, Labour Force, Australia, January 2022; Australian Government, Labour Market Information Portal; ANZ Research; ABS, Job Vacancies, Australia. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/sep-2021
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/sep-2021
https://lmip.gov.au/default.aspx?LMIP/VacancyReport
https://www.anz.com/corporate/our-expertise/anz-research/?adobe_mc=MCMID%253D27361199418806311364588398187284835818%257CMCORGID%253D67A216D751E567B20A490D4C%252540AdobeOrg%257CTS%253D1610500120
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/job-vacancies-australia/may-2021

Job vacancies for occupations typically filled by people who have
acquired their skills through apprenticeships are at their highest in 15 years

Job vacancies for occupations which commonly call for skills acquired through apprenticeships
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SAUL ESLAKE
Source: Australian Government Labour Market Information Portal, Vacancy Report, January 2022. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/sep-2021
https://lmip.gov.au/default.aspx?LMIP/GainInsights/VacancyReport

Some of these vacancies reflect likely long-term demand for particular

skills, others are more short-term

Projected increases in employment over the five years to November 2025: occupations with skill levels

commensurate with Certificate lll or IV including at least two years on-the-job training
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Source: National Skills Commission, Employment Projections, August 2021.
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https://labourmarketinsights.gov.au/our-research/employment-projections/

Another reason for the tight labour market has been the loss of migrants,
and in particular young migrants (including students)

Migrants who have arrived in past 5 years
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ABS, Labour Force, Australia, Detailed, January 2022.
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https://www.rba.gov.au/statistics/tables/xls/f01hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f06hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/e02hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f01hist.xls?v=2021-11-18-18-37-07
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed

Australia’s inflation rate has clearly picked up, but largely due to a smali
number of factors and the RBA is as yet unsure it's “sustainable”

Consumer prices - annual change

7 % change from year earlier
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Note: ‘Underlying’ inflation is the average of the weighted median and frimmed mean CPIs. Source: ABS, Consumer Price Index, Australia, December; Wage Price Index
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/jun-2021#key-statistics
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/jun-2021#key-statistics
https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/wage-price-index-australia/latest-release

Neither wage nor price inflation in Australia has risen nearly as much as
in the US, the UK, Canada or New Zealand

‘Headline’ consumer price

inflation

8 -

% change from year earlier

Japan Aust-
ralia

Can-
ada

NZ

Euro
area

UK

UN

‘Underlying’ or ‘core’ consumer
price inflation

6 % change from year earlier S

Wage inflation

% change from year earlier

Japan Euro  Aust- NZ Can- UK us Japan Aust-  Euro  Can- NZ UK us
area ralia ada ralia  area ada

‘Core’ inflation is CPIl excluding food & energy for the US, UK and Canada; timmed mean for Japan and Australia; and ‘sectoral factor model’ for NZ. Wage inflation is
average hourly earnings for Japan, the UK and Canada (and hence affected by changes in workforce composition), and wage price index or equivalent for the US, euro SAUL ESLAKE

area and Australia. Sources: ABS; US Bureau of Labor Statistics; Eurostat; Statistics Bureau of Japan and Bank of Japan; UK Office for National Statistics; Statistics Canada;
23 Statistics New Zealand and Reserve Bank of New Zealand.
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation
https://www.bls.gov/cpi/
https://ec.europa.eu/eurostat/web/main/data/database
https://www.stat.go.jp/english/data/cpi/index.html
https://www.boj.or.jp/en/research/research_data/cpi/index.htm/
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/latest
https://www150.statcan.gc.ca/n1/daily-quotidien/220119/dq220119a-eng.htm?HPA=1&indid=3665-1&indgeo=0
https://www.stats.govt.nz/indicators/consumers-price-index-cpi
https://www.rbnz.govt.nz/statistics/m1

The RBA will probably start raising rates in August — but it won't have to
raise them much to have a noticeable impact on household spending

Australian interest rates Ausiralian household debt & interest payments
25 7 % pa 200 7' % of annual household % of annual household [ 16
disposable income disposable income
- 14
175 A
20 -
- 12
[
15 - 1 | - 10
125 A - 8
By
10 - |
1 - 6
100 A
Interest payments 4
(right scale)
5 -
75 A
Debt - 2
(left scale)
RBA cash rate
O I I I I I I I I I I I ! 50 T T T T T T T T T O
62 67 72 77 82 87 92 97 02 07 12 17 22 86 90 94 98 02 06 10 14 18 22

. - SAUL ESLAKE
Sources: Reserve Bank of Australia, Statistical Tables F1.1, Fé6 and E2.
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https://www.rba.gov.au/statistics/tables/xls/f01hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f06hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/e02hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f01hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f01hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/f06hist.xls?v=2021-11-18-18-37-07
https://www.rba.gov.au/statistics/tables/xls/e02hist.xls?v=2021-11-18-18-37-07

Most (though not all) mortigage borrowers will have some ‘buffers’ against
increases in interest rates

Change in housing loan pre-payments Owner-occupier mortgage borrowers with high DTI
over the twelve months to August 2021 ratios and low pre-payment ‘buffers’
T %
M Decreased @ Jznuary 2020
Unchanged B 2ugust 2021

B Increased

=3 =>3to12 =12 to 24 =24 ' VIC QLD NSW & WA SA Other
Prepayments (months) at August 2020 ACT

Note: Pre-payments are measured in months of repayments and expressed as a share of loans (excluding fixed-rate and investor loans. ‘High debt and low buffer’ households SAU I- ES LAKE
are those with a DTl > 6 and less than one month of pre-payments. Source: Reserve Bank of Australia, Financial Stability Review, 81 October 2021. CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS
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Financial Stability Review
Financial Stability Review

Australia’s population growth probably won’t return to as rapid a pace as
experienced over the first two decades of this century

Australia and OECD population growth Sources of Australia’s population growth
2.5 1 % change from year earlier 1.50 7 % point contribution fo popyigtion growth
from year earlier
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SAUL ESLAKE
26 Sources: ABS, Australian National Accounts: National Income, Expenditure and Product and National, state and territory population; OECD, Main Economic Indicators. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/people/population/national-state-and-territory-population/latest-release
https://www.oecd-ilibrary.org/economics/data/main-economic-indicators/main-economic-indicators-complete-database-edition-2021-10_5947d9dd-en

Australia almost certainly won’t enjoy a ‘free ride’ from improvements in
the relative prices of our exporits over the next two decades

H H 1 H ege ° ° L]
Prices of Australia’s exports and imports Additions to Australia’s national income from terms
of goods and services of frade gains
200 ~ = -
Year 2000 average = 100 200 Year 2000 average = 100
175 - Exports Increment to real gross domestic income
180 - attributable to ‘terms of frade gains’ (ie,
increases in prices received for Australia’s exports
relative to prices paid for Australia’s imports)
150 -
160
125 -
140
100 -
120 Real gross domestic
75 - Imports product (GDP)
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Sources: Australian Bureau of Statistics, Balance of Payments and International Investment Position, September quarter 2021 and Australian National Accounts: National
Income, Expenditure and Product, September quarter 2021.
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https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia/latest-release
https://www.abs.gov.au/statistics/economy/international-trade/balance-payments-and-international-investment-position-australia/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release

Australia has gained enormous economic benefits from its relationship with
China over the past two decades - but that’s unlikely to be repeated

Australia’s major export markets, 1921-2021 Australia’s major import sources, 1921-2021
40 _% of tfotal merchandise exports 40 _% of total merchandise imports
UK UK
50 A 50 -
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40 - 40 A 'J
30 A t Japan 30 + V China

20 A 20 -

10 A 10 -
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SAUL ESLAKE

Sources: Australian Department of Foreign Affairs and Trade, Trade fime series data; Australian Bureau of Statistics, Infernational Trade in Goods and Services, September CORINNA ECONOMIC ADVISORY
2021. INDEPENDENT ECONOMICS
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https://www.dfat.gov.au/trade/resources/trade-statistics/trade-time-series-data
https://www.abs.gov.au/statistics/economy/international-trade/international-trade-goods-and-services-australia/latest-release

Whoever wins the Federal election due before 215t May this year will be
under some pressure to reduce the budget deficit and public debt

‘Medium-term’ projections of the ‘underlying cash balance’ and net debt

‘Underlying’ cash balance
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Source: Australian Government, 2021-22 Mid-Year Economic and Fiscal Outlook, 16" December 2021. Forward estimates and projections will be updated in the 2022-23
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https://budget.gov.au/2021-22/content/myefo/download/02_part_2.pdf

Most of whatever ‘budget repair’ is undertaken should, and will in the end
almost certainly have to, come from the revenue side

‘Medium-term’ projections of Budget ‘underlying’ payments and receipts

‘Underlying’ payments
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Source: Australian Government, 2021-22 Mid-Year Economic and Fiscal Outlook, 16" December 2021. Forward estimates and projections will be updated in the 2022-23
Federal Budget to be presented on 29" March.
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https://budget.gov.au/2021-22/content/myefo/download/02_part_2.pdf
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Some states and territories — especially Victoria and the Northern Territory -
also have significant budgetary challenges ahead of them

States and territories - ‘net operating balances’
2 -

% of GSP

States and territories — net debt

35
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25

1 % of GSP

-5
NSW ACT NSW Vic Qld SA WA Tas NT ACT
Note: Estimates are for the ‘general government’ sector, ie excluding GBEs, etc. ‘Net operating balance’ is the difference between ‘operating expenses’ (ie excluding net SAU L ES LAKE
purchases or leases of non-financial assets). Estimates of nominal gross state product (GSP) for states and territories other than NSW and Victoria are derived from State or
Treasury estimates of real GSP growth combined with Federal Treasury estimates of the (national) GDP price deflator. Sources: State and Territory 2021-22 Mid-Year Reviews. CORINNA ECONOMIC ADVISORY
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Australia risks being seen as a ‘climate change pariah’ with potentially

adverse consequences for our tfrade
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Source: BP, Statistical Review of World Energy 2021.
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https://www.bp.com/en/global/corporate/energy-economics/statistical-review-of-world-energy.html

In any event Australia has a greater challenge than most ‘advanced’
economies in reducing its dependence on fossil fuels for energy generation
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'Emerging' economies
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'Advanced' economies


https://ember-climate.org/project/global-electricity-review-2021/

If Australia is o sustain the growth rates to which we'd become
accustomed before Covid we’ll need to lift our productivity performance

Labour input and labour productivity contributions to Australian real

GDP growth O Over the five years between
the end of the ‘mining
boom’ and the onset of the
10 1 Covid-19 pandemic, 72% of
g Australia’s real GDP growth
came from increased
labour input, and only 28%
from labour productivity
growth

127 « change from year earlier

0 By conirast, between the
end of the early 1990s
recession and the onset of
the global financial crisis,
46% of Australia’s real GDP

m Labour productivity

-6 1 growth came from
. Flours worked increased labour input and
—— Real GDP 54% from productivity
101 growth
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34 Source: ABS, Ausiralian National Accounts: National Income, Expenditure and Product. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release

Australia’s productivity performance has been pretty ordinary (to put it
mildly) over the past decade or so

Labour productivity growth ‘Multi-factor’ productivity growth
3.0 1 % pa (5-yearroling average) 1.6 1 % pa (5-yearroling average)
1.4 -
2.5 - 19 |
‘Market sector'
1.0 -
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O Labour productivity growth averaged 1.3% pa between Q ‘Multi-factor’ productivity (which measures the efficiency
the GFC and the onset of Covid-19, down from 2.0% pa with which labour & capital are combined) grew at an
between the end of the early 1990s recession and the average rate of 0.5% pa over the decade to 2019-20, down
beginning of the GFC from 1.0% pa over the 12 years to 2007-08
Note: the ‘market sector’ excludes the public administration & safety, education & training, and health care & social assistance sectors, where productivity is much harder SAU L ES LAK E

. fo measure dlrec’rly: ‘Produc’rlvn‘y is measured on an ‘hours worked’ basis. Sources: ABS, Australian System of National Accounts, 2020-21 and Estimates of Industry CORINNA ECONOMIC ADVISORY
Multifactor Productivity, 2020-21. INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts
https://www.abs.gov.au/statistics/industry/industry-overview/estimates-industry-multifactor-productivity

