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My partners in Independent Economics
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Covid-19 threw the world economy into its deepest recession since the 
1930s, from which it has recovered quite quickly over the past 18 months

World and OECD area real GDP growth
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Note: Estimates of global GDP growth compiled by Corinna using data for 100 countries accounting for 94% of 2019 world GDP as measured by the IMF, weighted in 

accordance with each country’s share of global GDP at purchasing power parities in 2019; excludes constituents of the former USSR before 1993, the former 

Czechoslovakia before 1995, and the former Yugoslavia before 1998. Sources: national statistical agencies and central banks; Eurostat; OECD; IMF; Corinna.   
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Almost all developed economies, and many ‘emerging’ economies, are 
confronting the highest inflation in decades
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United States

Note: ‘PPIs’ are producer price indexes, measuring prices of items produced by (in most cases) manufacturing firms. CPI is the consumer price index.  

Sources: US Bureau of Labor Statistics; UK Office for National Statistics; Eurostat; Statistics Canada; Statistics Bureau of Japan; Statistics Korea; Australian Bureau of Statistics; 

Statistics New Zealand.   
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Monetarists would say, “I told you so” about the inflation – but they would 
also now have to say that inflation will come down again
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US M2

Sources: US Federal Reserve; Bank of Japan; European Central Bank; Bank of England; Bank of Canada; Reserve Bank of Australia.   
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Two IMF researchers have provided a helpful stylized depiction of the 
sources of upward pressure on inflation over the past 15 months

An aggregate supply- aggregate demand (AS-AD) curve illustration of the factors behind the rise in inflation over 

the past 15 months
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Source: Ruchir Agawal and Miles Kimball, Will inflation remain high?, International Monetary Fund, 7th April 2022.   

1. Supply chain bottlenecks reducing supply of 
durable goods – aggregate supply curve shifts 
to left (AS → AS′)

2. Shift in demand from services to goods 
(prompted by public health restrictions), with 
opposite effects on demand for services and 
goods – aggregate demand curve for goods 
shifts to right, for services shifts to left (AD → 
AD′)

3. Policy stimulus, followed by economic 
recovery, shifts aggregate demand curve (for 
both goods and services) to the right 
(increased demand)

4. Labour shortages (prompted by Covid-19, 
immigration restrictions, etc) shift aggregate 
supply curves to the left (AS → AS′)

5. Supply shocks to energy and food due to the 
war in Ukraine shift aggregate supply curves to 
the left (AS → AS′)

– all resulting in upward movements in prices      
(P → P′)

https://www.imf.org/en/Publications/fandd/issues/2022/03/Future-of-inflation-partI-Agarwal-kimball
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Tight labour markets and rising labour costs have contributed to rising 
inflation in some economies – though not (so far) in Australia
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US

Sources: US Bureau of Labor Statistics; Federal Reserve Bank of Atlanta; Statistics Canada; Statistiches Bundesamt; UK Office for National Statistics; Australian Bureau of 

Statistics; Statistics New Zealand.     
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Commodity prices, apart from gas, are now falling
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Shipping freight costs

Sources: International Monetary Fund; UN Food and Agriculture Organization.

Global supply chain pressure index
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Commodity prices, apart from gas, are now falling – and supply chain 
pressures are easing too

Sources: International Monetary Fund; UN Food and Agriculture Organization; Freightos; Drewry; The Baltic Exchange.Sources: International Monetary Fund; UN Food and Agriculture Organization; Freightos; Drewry; The Baltic Exchange; Federal Reserve Bank of New York.

https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html
https://www.imf.org/en/Research/commodity-prices
https://www.fao.org/worldfoodsituation/foodpricesindex/en/
https://fbx.freightos.com/
https://www.drewry.co.uk/supply-chain-advisors/supply-chain-expertise/world-container-index-assessed-by-drewry
https://www.balticexchange.com/en/data-services/market-information0/dry-services.html
https://www.newyorkfed.org/research/policy/gscpi#/interactive
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A range of US surveys are now hinting that ‘upstream’ inflation may have 
peaked

Sources: Federal Reserve Bank of Philadelphia. 
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ISM survey – prices paid‘Philly’ Fed survey – prices paid
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A range of US surveys are now hinting that ‘upstream’ inflation may have 
peaked  – while longer-run household inflation expectations have fallen

Sources: Federal Reserve Bank of Philadelphia; Federal Reserve Bank of Kansas City; Federal Reserve Bank of Dallas.Sources: Federal Reserve Bank of Philadelphia; Federal Reserve Bank of Kansas City; Federal Reserve Bank of Dallas; Institute of Supply Management.Sources: Federal Reserve Bank of Philadelphia; Federal Reserve Bank of Kansas City; Federal Reserve Bank of Dallas; Institute of Supply Management; Michigan University Survey 

Research Center.

https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
https://www.philadelphiafed.org/surveys-and-data/regional-economic-analysis
https://www.kansascityfed.org/surveys/manufacturing-survey/
https://www.dallasfed.org/research/surveys/tmos/data.aspx
https://www.ismworld.org/supply-management-news-and-reports/reports/ism-report-on-business/
http://www.sca.isr.umich.edu/


With the benefit of hindsight (always 20-20), governments and central 
banks did ‘too much’ stimulus
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‘Advanced’ economies general 

government balances 
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https://www.rba.gov.au/


The ‘policy mistake’ wasn’t in doing ‘too much’ initially –
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❑ With the benefit of hindsight, governments and central banks provided ‘too much’ fiscal and 
monetary policy stimulus in response to the economic downturns wrought by the restrictions imposed 

to deal with Covid-19

− but when Covid-19 first struck, and no-one knew what effects it might have or how long it would take to 

develop safe and effective vaccines, the economic outlook was almost universally expected to be dire

− the probability that they could have calibrated exactly the ‘right’ amount of stimulus in these circumstances 

was zero

− So the ‘right mistake’ to have made, at least initially, was to err on the side of doing ‘too much’

The ‘policy mistake’ wasn’t in doing ‘too much’ initially – it was in not 
starting to wind it back, once it was clear that it was no longer needed

❑ The ‘big’ mistake was in failing to wind back the stimulus once it was clear – as it should have been 

by around this time last year – that governments and central banks had provided more stimulus than 
was needed 

− unfortunately, most of them didn’t



It’s hard to fault the RBA’s policy responses to the initial onset of Covid-19
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Unemployment

Real GDP ‘Headline’ inflation

‘Underlying’ inflation

Note: Darker shading represents the RBA’s 2-3% inflation target range. Sources: ABS; RBA, Statements on Monetary Policy. 
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It’s hard to fault the RBA’s policy responses to the initial onset of Covid-19 –
but it should have realized things hadn’t turned out so bad a year later
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By November last year, the RBA’s forecasts should have prompted a re-
think of monetary policy settings 
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Unemployment

Real GDP ‘Headline’ inflation
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Note: Darker shading represents the RBA’s 2-3% inflation target range. Sources: ABS; RBA, Statements on Monetary Policy. 

By November last year, the RBA’s forecasts should have prompted a re-
think of monetary policy settings – and certainly by February this year

https://www.rba.gov.au/publications/smp/


The continued strength (through June) in a wide range of ‘discretionary’ 
spending indicates how strong aggregate demand has been (and is)
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Sources: ABS, Retail Trade, Australia, June 2022; and International Trade in Goods and Services, Australia, June 2022.
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❑ Putting a date on how long interest rates would remain at record lows

− most other central banks stipulated economic criteria which would need to be met before they would start 

‘normalizing’ monetary policy settings

− and nearly all of them emphasized that achieving those criteria would “take patience and time” (or words to 

that effect)

− but no other central bank sought to put a date on how long interest rates would remain at record lows

− or sought to underscore that time-specific commitment with targeted asset purchases

Leaving aside forecasting errors (where they were hardly Robinson Crusoe), 
the RBA made two significant mistakes

❑ Having a ‘model’ of inflation which (implicitly) assumed that a ‘sustainable’ rise in inflation could only 

come from faster wages growth 

− which led the RBA into failing to appreciate the consequences of the various sources of inflationary pressure 

which did emerge during 2021

− and seems to have been a major reason why they were slow to respond to the rise in inflation



The RBA’s latest SoMP forecasts seem plausible, although GDP growth may 
slow more, and unemployment rise further, than they expect

Source:  Reserve Bank of Australia, Statement on Monetary Policy, 5th August.
19
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https://www.rba.gov.au/publications/smp/2022/aug/
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still 
considerable room for improvement

❑ Why doesn’t the RBA publish the data behind all the charts in its Statements on Monetary Policy in 
spreadsheet form on its website – as many other central banks do? 
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still 
considerable room for improvement

❑ Why doesn’t the RBA publish the results of its ‘business liaison program’ – as many other central banks 
do with their equivalents?
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still 
considerable room for improvement

❑ Why does the RBA publish so little (timely) information about the composition of its balance sheet 
compared with other central banks?

Published each Friday afternoon 

Published with a lag of more than 

3 months

❑ The RBA does publish details of its holdings of Commonwealth and State & Territory government securities once a month
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still 
considerable room for improvement

❑ Other central banks such as the Fed publish much more detail about their balance sheets every week
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Although the RBA is a lot more ‘transparent’ than it used to be, there is still 
considerable room for improvement

❑ Other central banks such as the ECB publish much more detail about their balance sheets every week



The RBA’s ‘QE’ has left it exposed to much higher interest payments on the 
banks’ ESA balances

25

RBA assets RBA liabilities RBA interest receipts & payments

Sources: RBA Statistical Table A1.
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❑ From the standpoint of the public sector as a whole, ‘quantitative easing’ has entailed the substitution of floating- rate debt 

(the banks’ ESA balances at the RBA) for fixed-rate debt (bonds)

❑ When the cash rate was 0.1%, the banks ESA balances were in effect ‘free money’ for the RBA (which ‘created’ it)

❑ But with the cash rate at 1.85% pa the RBA would be paying the banks ~ $8bn pa in interest on $459bn of ESA balances

❑ If the cash rate gets to (say) 3% then the RBA could be paying upwards of $10bn pa to the banks in interest, depending on 

how rapidly its balance sheet (and hence the banks’ ESA balances) shrink

❑ Whereas the interest the RBA receives on its holdings of bonds won’t be going up

The RBA’s ‘QE’ has left it exposed to much higher interest payments on the 
banks’ ESA balances – which may wipe out its capacity to pay dividends

Sources: RBA Statistical Table A1, and Annual Reports.  

https://www.rba.gov.au/statistics/tables/xls/a01whist-summary.xls?v=2022-08-08-09-19-19
https://www.rba.gov.au/statistics/tables/xls/a01whist-summary.xls?v=2022-08-08-09-19-19
https://www.rba.gov.au/publications/annual-reports/rba/2021/


The RBA Review will look at the interaction between monetary and ‘macro-
prudential’ policy – but not at who should conduct it

Sources: APRA, Quarterly authorised deposit-taking institution statistics; ABS, Lending Indicators.
26

High-LVR mortgages ❑ The Terms of Reference for the Review of the RBA 

“include Australia’s macroprudential governance 

arrangements, but exclude APRA’s statutory role or 

functions”

❑ Was the RBA unwilling to cut interest rates between 

mid-2016 and mid-2019 – despite inflation being 

persistently below its target range, and 

unemployment remaining stubbornly above 5% -

because of ‘financial stability’ concerns?

− ie that cutting interest rates during this period might 
have resulted in another surge in house prices?

❑ Why did APRA do nothing to moderate or dampen 

the impact of ultra-low interest rates on ‘risky’ 

lending (eg at high LVR or DTI ratios), or to restrain 

growth in lending to property investors – as it had 

successfully done in the first half of the 2010s?

❑ Does APRA have the same independence from 

government in deploying ‘macro-prudential’ 

policy instruments as the RBA does in 

implementing monetary policy?

❑ Unfortunately the Review seems to have been 

precluded from revisiting the separation of APRA 

from the RBA
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https://rbareview.gov.au/terms-reference


The new Federal Government has a significant medium-term challenge in 
putting the budget on a more sustainable footing

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

Source: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29th March 2022. Return to "What's New“.
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Current projections of declining debt-to-GDP rely solely on interest rates 
being less than GDP growth, with no contribution from budget surpluses
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Sources of reductions in Federal Government gross debt as a pc of GDP during previous episodes of debt 

reduction, compared with projections for the period 2025 (when debt is currently forecast to peak) and 2033

Note: Data are in financial years. Debt excludes issuance for the states. The contribution of interest rates less growth captures the combined direct effect of the former 

increasing debt and of the latter growing GDP, but not their effects on the headline primary balance (the budget balance excluding interest payments). Source: 

Steven Kennedy (Secretary to the Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8th June 2022.
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Federal Government spending seems likely to be around 1½ pc pts of GDP 
higher over the next decade than over the five decades

29

‘Underlying’ cash payments as a pc of GDP Changes in payments between 2018-19 and 2025-26

Sources: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29th March 2022.
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Sources: Australian Government, 2022-23 Budget Paper No. 1, Statement No. 3 and Statement No. 10, 29th March 2022 ; and Steven Kennedy (Secretary to the 

Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8th June 2022.

https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://treasury.gov.au/sites/default/files/2022-06/220608-drkennedy-abeaddress.pdf


Much of the ‘budget repair’ task will need to be accomplished from the 
revenue side 

30

Taxation receipts as a pc of GDP
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Treasury), Post-Budget economic briefing - opportunities and risks, address to Australian Business Economists, 8th June 2022.

Much of the ‘budget repair’ task will need to be accomplished from the 
revenue side – ideally through tax reform, not via ‘bracket creep’

https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/2022-23/content/bp1/download/bp1_bs10.pdf
https://treasury.gov.au/sites/default/files/2022-06/220608-drkennedy-abeaddress.pdf


A useful contribution to the budget repair task would ideally come from 
unpicking one of the worst public policy decisions of the past 20 years
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Successive estimates of the cost to the Federal Budget of 

the ‘transition’ to the new GST revenue-sharing 

arrangements ‘agreed to’ in 2018

❑ The 2022-23 Budget Papers put the cost to the 

Federal Budget of the ‘deal’ imposed on the states 

and territories in 2018, in order to appease Western 

Australia’s demands for  larger share of GST revenues 

than it was ‘entitled’ to under the long-standing 

principles hitherto used by the Grants Commission to 

recommend how that revenue should be distributed 

among the states and territories, at $18.6bn over the 

six years to 2025-26

− this is four times the original estimate of $4.6bn

− because the iron ore price has stayed much higher than 

assumed when the original estimate was made,

− so the ‘guarantee’ that no other state would be worse off 

while WA never gets less than 70% of what it would have 

obtained under a notional ‘equal per capita’ distribution 

has become much more expensive

❑ It’s simply scandalous that the Federal Government 

has to add almost $20bn to its deficits in order to 

transfer a similar amount to the only government in 

Australia which is running budget surpluses
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Sources: Australian Government, Interim response to Productivity Commission inquiry into horizontal fiscal equalization, 5th July 2018; and 2022-23 Budget Paper No. 3: 

Federal Financial Relations, 29th March 2022. 

https://treasury.gov.au/publication/p2018-308096
https://budget.gov.au/2022-23/content/bp3/download/bp3_2022-23.pdf
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WA GST revenuesRevenue-raising capacity, 2019-20

WA mineral royalty revenues
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WA is Australia’s richest state, by a bigger margin than NSW or Victoria 
ever were – it’s swimming in revenue
WA is Australia’s richest state, by a bigger margin than NSW or Victoria 
ever were – it’s swimming in revenue, and running budget surpluses

https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.cgc.gov.au/reports-for-government/2022-update
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-state-accounts/latest-release
https://www.cgc.gov.au/reports-for-government/2022-update
https://www.ourstatebudget.wa.gov.au/2022-23/budget-papers/bp3/2022-23-wa-state-budget-bp3.pdf
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Sound advice from the Bank for International Settlements’ (the “central 
bankers’ central bank”) latest Annual Report

“For far too long, there has been a temptation to turn to fiscal and 

monetary policy to boost growth, regardless of the underlying 

causes of weakness. For fiscal policy, in particular, loosening 

during contractions has not given way to consolidation during 

expansions. The temptation to postpone adjustment has been too 

strong. Such a strategy has arguably generated unrealistic 

expectations and demands for further support …

[T]he only way of promoting robust long-term growth is to 

implement ambitious structural reforms. Unfortunately, such 

reforms have been flagging for too long”. 



In Australia’s case, we’ve become increasingly dependent on population 
growth (through immigration) as a driver of economic growth

34

Population growth Real GDP growth Real per capita GDP growth

Sources: International Monetary Fund, Fiscal Monitor, and World Economic Outlook, April 2022.Sources: OECD; ABS.  
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Australia’s productivity performance over the past decade has been very 
disappointing

35

Australian labour productivity growth Australian and G7 labour productivity growth

Sources: ABS, Australian System of National Accounts, 2020-21. 
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Australia’s productivity performance over the past decade has been very 
disappointing – although we’re not alone in that

Sources: ABS, Australian System of National Accounts, 2020-21; The Conference Board, Total Economy Database, April 2022. 

https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2020-21
https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2020-21
https://www.conference-board.org/data/economydatabase/total-economy-database-productivity


Contrary to widely-held beliefs, small business is not the ‘engine room of 
the Australian economy’

36

Employment by business size Small business share of employment 

Sources: ABS, Australian Industry, 2020-21 and previous issues.  
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Small businesses have lower labour productivity than medium-sized or 
large businesses

37

Gross value added per person employed, 2020-21 Innovation activity by business size

Sources: ABS, Australian Industry, 2020-21 and previous issues.  0

20

40

60

80

100

120

140

160

180

Small Medium Large All

 All sectors

 Excluding mining

$ '000

20

30

40

50

60

70

80

90

07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

% of businesses with 
any innovative activity

Year ended 30th June

Small (<20 employees)

Medium (20-199 employees)

Large (≥ 200 employees)

Sources: ABS, Australian Industry, 2020-21.

Small businesses have lower labour productivity than medium-sized or 
large businesses – and they are less innovative

Sources: ABS, Australian Industry, 2020-21; Innovation in Australian Business, 2020-21.  

https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/technology-and-innovation/innovation-australian-business/2020-21


What small business is really good at is avoiding tax

Share of total income-based ‘tax gap’ by class of 

taxpayer, 2018-19 

Note: ‘small’ businesses are those with income of up to $10mn; medium businesses are those with income of up to $250mn; and large corporates those with income of over 

$250mn. ‘High wealth’ individuals are those who (with associates) control wealth of more than $50mn. Source: Australian Taxation Office, Annual Report 2020-21. 38

Share of theoretical tax liability paid voluntarily and 

after ATO amendments, 2018-19

❑ Small businesses account for 49% of the total ‘gap’ 

between what the ATO collected in 2018-19 from various 

income-based taxes and what it estimates it would have 

collected given 100% compliance with the tax law – cf. 

large corporates 10% and high wealth individuals 3%

❑ Small businesses pay a smaller proportion of the tax which 

the ATO estimates they ‘should’ than either large corporates 

or high net worth individuals – contrary to the popular 

perception that the latter two are the groups least likely to 

be paying their ‘fair share’ of tax
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Where did this inflation, all of a sudden, come from?
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