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Students and tourists
boost GDP as locals face
rates reality
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From the Chief Economist

Students and tourists flocked back to Australia in 2022 boosting GDP, while domestic spending slowed in
response to the Reserve Bank's rate hikes.

Households - which are at the frontline of the Reserve Bank's manufactured slowdown - lifted their
consumption by just 0.3 per cent in December quarter, much slower than in the previous four quarters.
Returning students and holiday makers spent up on transport, hotels and restaurants. Exports of travel
services were more than double levels of a year ago and the highest since March 2020, although still below
pre-pandemic levels.

There was a pullback in purchases of clothing and footwear, and furnishings and household equipment, with
home renovations proving to be ‘so 2021'. But the rate of price increases in consumer purchases pushed
higher, rising 6.7 per cent. This is the strongest rate of growth since 1990, and in line with the worryingly
high Consumer Price Index (CPI) in the December quarter.

This means that even though the domestic economy slowed down in the December quarter, price and wage
growth didn't. The Reserve Bank needs that slower growth to translate into disinflation, and until it does,
rate hikes and the threat of more won't stop.

Exports were the hero of the quarter, with services exports rising 9.8 per cent. The resources sector
benefited from stronger production and commodity prices, with this sector helping push the total profits
share of factor income to a new high. Mining production - particularly iron ore mining - was by far the
strongest, contributing 0.3 percentage points to the 0.5 per cent quarterly rate of growth of GDP. Oil and
gas extraction also bounced back, after maintenance slowed down production in the September quarter.
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1. Growth has slowed as domestic spending softens
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2. Net exports were the driver of growth in Q4 2022

Contributions to Growth
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3. Service exports were particularly strong as travel gets closer

to pre-pandemic levels
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4. The accommodation and food services industry plus transport
lifted growth, as visitor activity played a key role

Gross Value Added by Industry
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5. Wages rose less strongly than a tight labour market might
suggest

Underemployment and Average Non-farm Earnings Per Hour
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6. Household interest payments have risen very sharply over the
past two quarters
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7. Mortgage offset and redraw accounts get less of a top up,
savings are back to pre-pandemic levels

Household saving rate and excess mortgage repayments
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8. Consumers and tourists eat out, as Australia passes peak-

cushion

Final consumption expenditure by component
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9. Uncomfortable inflationary pressure continues, with domestic
prices rising faster and overseas price growth only slightly
lower

Domestic and import prices
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10. The terms of trade remained healthy and exports rose

Terms of Trade, RBA Commodity Price Index and Exports
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EY can help

The future is uncertain, but the path there
doesn’t need to be.

EY Oceania Economics is an economic advisory
practice specialising in applied quantitative
analysis, combining the elements of Economics,
Policy and Strategy to provide insights through
modelling and data visualisation.

We have a deep knowledge of the Australian
economy and the business environment, offering
a unique perspective in a rapidly changing world.
We deliver:

» Economic scenario modelling and
economic impact assessments

» Macroeconomic modelling and
forecasting

» Tailored Economic Insights

» Bespoke economic models and tools

» Deep labour market modelling capabilities
» Economic Policy Development

» Climate change modelling

For updates and analysis, visit
www.ey.com/en_au/economics
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Bonnie Barker| Senior Economist
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EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.
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separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
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via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.
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