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Key Points
e GDP grew by 0.5% in Q4, weaker than | had anticipated;
e Otherindicators suggest the economy was performing better than that GDP figure at the
end of last year;
e Outlook for economic growth should be decent in the current half year but be below par in
the 2023-24 financial year;
e Wages growth remains low and is not a driver of the current inflation rate.

We found out recently that GDP grew by 0.5% in the December quarter. This was the slowest pace of
growth since September quarter 2021, a time when both Sydney and Melbourne were in COVID lockdown.
That pace is a little under the average quarterly growth rate of 0.6%.

Slowing in the pace of economic growth is consistent with the wider evidence. The growth of credit, new
orders, job vacancies and retail trade (adjusted for inflation) all took a step down in the December quarter.
The unemployment rate was reported to have risen. The slowing in economic momentum was put down to
rising cost of living and increasing interest rates. Flooding played a role. Worker and material shortages
acted to constrain the growth rate (and push up inflation).

But | think the economy was doing better than the reported growth rate. The pace of new orders slowed but
remained above its long-term average. Worker shortages remained firms’ biggest constraint, the lack of
orders was far less of a concern for most. Household spending grew strongest in discretionary areas such
as recreation and accommodation and food services. Capex intentions remain firm.

Although the recorded GDP figures was lower than | (and most of my peers) anticipated, | have not changed
my view about the path of economic growth. The second half of last year was a step down from the first
half. The impact of higher interest rates and cost of living concerns and will see this half year weaker again
although growth rates could still be OK (close to average quarterly growth rates). The second half of this
year will be below-par. The first half of next year could be weaker again.

There are risks both ways around that view. Consumer spending could decline quicker than | anticipate as
indebted households struggle with rising mortgage rates, cost of living concerns and falling house prices.
Australian economic data has tended to be weaker than forecast over recent weeks. But the global
economy has started the year in better shape than most analysts had anticipated. And tough competition
has meant that the mortgage rate has risen by less than the cash rate.

The RBA calculated that non-farm average earnings per hour grew by only 2.5% in the year to December
guarter. That suggests that wages growth is not a cause of the current inflation concerns. The GDP data
indicates that the rate of consumer inflation is less than what is taking place in the wider economy. Profit
margins have risen across a number of sectors of the economy although it was only comfortably above
normal levels in a few sectors (notably mining).

The combination of average GDP growth and strong increase in hours worked implies a very weak
productivity performance (growth in GDP per hour worked was at its weakest since September 1986). That
could reflect a tight labour market pulling in inexperienced workers that take time to develop skills for their
new job. It is also likely to reflect that temporary factors (such as flooding) held back production. More
concerning for the future of productivity growth was that by my calculation consumption reached its highest
ever proportion of economic activity.

Bank of Queensland Limited ABN 32 009 656 740 (BOQ) AFSL and Australian Credit Licence No 244616



The economy is above its pre-pandemic path.
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But the level of employment is not.
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All sectors are now bigger than they were pre-
pandemic.

Industry size relative to pre-pandemic level
(% change Dec 2019 - Dec 2022)
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The GDP measure for consumer inflation is below
that of the CPI.

Different measures of consumer inflation
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Inflation has been high for households. But it has been
even higher in the wider economy.

Inflation indicators
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Spending on both goods and services has been
strong over the past couple of years.
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Consumer spending has been particularly strong for
discretionary items.

Consumer spending
{% change over year)
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Modest income growth and high inflation for non-
discretionary items has hit households.
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And is why they have reduced their saving.

Household saving ratio
25

20

15

2009-19 average=56.5%
10

-5
031950 Q31960 Q31979 Q31930 Q31999 Q32009 Q32019

Wages growth remains low.

Non-farm average earnings per hour
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Consumption is at a record proportion of economic
activity.
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The data has typically been weaker than expected
in recent weeks.

Economic Surprise Indicator Australia
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The amount of work is the least of firms’ problems.
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Growth in new orders has slowed, but is still
above average.

Business view on new orders
(standard deviation from average)
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The terms of trade is near a record high.
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Profit margins are a little wider in most sectors,
only notably so in mining.
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Federal Government consumption spending continues

to grow faster than the wider economy.
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Infrastructure investment has slowed reflecting
people and material shortages.

Federal and State Government Investment

£ GOP
44 o }'

4.0
oo ABS, Bol calodsfos
38
32
28
24

20

16
Jun-60 Jun-G8  Jure76 Jun-B4 Jurk@2  Jun00 Jun08  Jure16

Bank of Queensland Limited ABN 32 009 656 740 (BOQ) AFSL and Australian Credit Licence No 244616

Jun-24



BOQ
GROUP

We live in interesting times.
Regards

Peter Munckton
Chief Economist
Bank of Queensland

BOQ | 255 George Street Sydney NSW 2000

Twitter: @petermunckton

NOT INVESTMENT RESEARCH

This presentation was prepared by Bank of Queensland Limited ABN 32 009 656 740 Australian Credit Licence Number 244616
(Bank).

No Reliance

This presentation is not investment research and does not purport to make any recommendations. This report is for informational
purposes only and is not to be relied upon for investment purposes. You should seek independent advice from a qualified
professional on these matters.

This presentation has been prepared without considering your objectives, financial situation, knowledge, experience or needs. The
content of this presentation is not to be construed as an act of solicitation, or an offer to buy or sell financial products. To the extent
that you choose to make any investment decision after having read this report, you should consider the appropriateness and
suitability to your own objectives and obtain independent professional advice about your particular circumstances.

The Bank makes no representations or warranties about the accuracy or completeness of the content contained in this
presentation. Any opinions, conclusions or recommendations made in this report are subject to change without notice, and may
differ to the opinions, conclusions or recommendation expressed elsewhere by the Bank. The Bank is under no obligation to update,
keep current, the information contained in the report.

Forward-Looking Statements

This presentation may contain forward-looking statements about market conditions. These forward-looking statements may be
identified using forward-looking terminology, including the terms “believe”, “estimate”, “plan”, “target”, “project”, “anticipate”, “expect”,

’ ’ )

“intend”, “likely”, “may”, “will”, “could” or “should” or, in each case, their negative or other variations or other similar expressions, or
by discussions of future events.

Readers should not place undue reliance on any forward-looking statements. To the maximum extent permitted by law,
responsibility for the accuracy or completeness of any forward-looking statements, whether because of new information, future
events, or results or otherwise, is disclaimed. BOQ does not undertake to update any forward-looking statements contained in this
document, subject to disclosure requirements applicable to it.

Liability

The Bank does not accept any liability for any loss or damage arising out of any error or omission in the information provided or
arising out of the use of all or any part of this presentation.

"NOTICE (You must not remove this notice from this email)
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