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Key Points

Wages growth is picking up;

But not as quickly as the financial markets or the RBA had forecast;

This should increase confidence that inflation will not get out of hand;

But there will be at least another two quarter percentage point rate hikes on the way.

Everyone is interested in what is happening to wages

For financial markets and economists understanding the size of wage rises matters. Wages is the major
source of income for most households. So the higher wages growth the more money consumers have to
spend. Wages growth is also the largest cost for many firms. Any rise in labour costs must either be
absorbed by business or passed onto customers.

On both counts, movements in wages growth can have a significant influence on inflation. The difficulty
is that movements of inflation can also influence wages growth. Workers would like compensation for
price movements. Further, periods of rising inflation typically signal that demand in the economy is rising
more strongly than supply. Typically, this demand-supply imbalance will not only impact the market for
goods and services but also the jobs market. So the factors that lead to higher inflation also can drive
higher wages growth.

So movements in wages growth can have significant macroeconomic implications. And for this reason
they are one of the most watched pieces of economic data, particularly during periods of rising inflation.
This was patrticularly the case with the Q4 Wages Price Index (or WPI, the best measurement of wage
movements) given the RBA has become more concerned about the inflation outlook.

The outcome was that wages growth is rising but not at the rate that the RBA and financial markets had
been anticipating. The quarterly growth rate of 0.8% is only modestly stronger than it was at the end of
2021. The annual wages growth rate of 3.4% is consistent with a return of inflation of 2-3%. One reason
that wages growth has not been stronger has been the lid being kept on public-sector salaries. But wages
growth in the private sector still only rose by 3.6% over the year to December 2022 (and 0.9% in the
quarter). And wages growth was above 4% in only two sectors in 2022 (wholesale trade and
manufacturing).

The best guess is that wages growth will head higher. Partly because stronger wage rises are likely in
the public sector. It is in recognition that the jobs market will remain tight for this year and inflation will
still be relatively high. It is also because movements in wages growth lag developments in the jobs market
that in turn lag changes in the wider economy.

Nonetheless, the lack of workers has been the biggest problem facing firms’ since the end of 2021. But
wages growth in 2022 was only 3.6%. Why the WPI data was less than what had been suggested from
non-ABS indicators (such as the Seek Wage data) is unclear. Perhaps it was because the other data
included bonuses. But the WPI growth including bonuses was still only 3.8%. Maybe it is because the
other data is biased towards larger firms that have the potential to pay higher salaries. It is notable that
the wage growth expectations of full-time workers has remained moderate despite the strength of the
jobs market.

To me it does not look like we have the conditions for a wage breakout. Profit margins are up but that
largely reflects the high commodity prices earned by mining (and related) firms. Strong demand has
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enabled firms to pass on higher prices. But there are growing signs that demand will be slowing over the

course of this year (particularly consumer spending).

All of the RBA talk over the first couple of weeks of February indicates that there are at least two more
guarter percentage point rate hikes on the way in coming months. My view is that should be more than
enough to keep inflation in check. The coming months will determine whether that is also the view of the

RBA.

Wages growth is picking up albeit not as fast as
expected.

Wages growth excl bonus
50 (annual % change)
45
40
35
3.0
25
20
15
10
05

0.0
Sep-98

e P rivate seCtor
m— P yblic-sector

Sep-04

Sep-10 Sep-16 Sep-22

Wages growth is between 3-4% in most sectors.

Wage increase by industry
(excluding bonus, annual % change to Dec 2022)
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Worker expectations for wage rises have not picked
up substantially.

Full-time worker expected wage rise over the

next year
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More jobs than usual received pay rises although
it is about the same proportion as last year.

Proportion of jobs that received a pay rise
(4-quarter average)
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Sometimes wages growth leads and other times it
lags movements in the inflation rate.

Average earnings per employee and CPI
(annual % change over year)
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Outside of mining (and other services) profit
margins in most sectors are not unusually wide.

Industry profit margins
{Gross operating profit to sales,
Sept qtr 2022 minus industry long-term average)
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This is consistent with feedback from firms’ that profit
margins are only a little above average.
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Firms have been surprised about how much they
have been able to raise prices.

Difference between firms expected and actual
price change
(d-quarter average)
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The high level of demand has allowed firms to pass
on increased prices.

Proportion firms indicating lack of
orders limiting production
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In time this will end as consumers are becoming
less keen to spend.

Proportion consumers think they intend to
spend any saving
(4-quarter average)
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And remain keen to pay down debt.
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Proportion of households use savings to
repay debt
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High wages growth in the 1970s occurred when
consumers thought conditions were good. That is
currently not the case.

Consumers' view on current conditions
(Standard deviation from average)

uM ki

W

sowrce: Datssream,
‘WespasMabone
Fefinn, BoQ caodsions

||l

Oct-1974 Oct-1984 Oct-1994 Oct-2004 Oct-2014

A key reason for consumer pessimism is the sharp
decline in their available cash flow.
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Households views about inflation have declined
(although remain high).

Consumer inflation expectations
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They remain confident about the jobs market (albeit The US labour market is a different beast to
less so than in mid-2022). Australia.
Consumer unemployment concerns Australian and US wage growth
(5t Dev from average, 3-month average) {annual % change)
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We live in interesting times.
Regards

Peter Munckton
Chief Economist
Bank of Queensland

BOQ | 255 George Street Sydney NSW 2000

Twitter: @petermunckton
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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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