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Inflation reached new heights 
in the September quarter 
and continues to be the main 
economic story. However, there 
are early signs it has peaked and 
will recede in 2023.

Despite this growth, pessimism 
abounds, with business and 
consumer confidence hitting 
their lowest levels since the early 
days of the pandemic.

The RBA has continued to 
increase interest rates to 
tackle inflation but there is an 
increasingly narrow path to do 
so without pushing the economy 
into recession.

The Australian economy 
continued to grow in the 
September quarter driven by 
household spending which held 
up, despite the interest rate rises.

It was the same story in the 
WA economy where growth in 
household consumption continued 
to drive economic growth in the 
September quarter. As rising 
interest rates bite in the coming 
months, it is expected households 
will tighten their belts.

OVERVIEW

2022 has ended in a very different way to which  
it started. 

While the pandemic dominated the first half of the 
year, as WA experienced its first major COVID-19 wave 
and the world continued to open up, the focus quickly 

shifted to combatting inflation and addressing the rising 
cost of living. For local governments in WA there is 
an ongoing challenge in supporting their communities 
while dealing with rising costs and a tricky economic 
climate to balance their budgets. 
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But there are variations in the 
cost increases of different 
components of construction 
materials, equipment, and 
services. Regional variations  
also apply. 

The Local Government Cost 
Index (LGCI) increased in  
2021-22 by 6.4%, the highest  
increase since the index began  
in 2001-02. This has been driven  
by the staggering increases in 
construction, machinery and 
equipment costs, moderated  
only by the small rise in  
employee costs. 

The LGCI is expected to remain 
above recent levels in 2022-23, 
reaching 4.1%, as construction 
costs settle but remain higher 
than average, while wages grow.

NOTE

The significant challenges of forecasting in 
the current economic environment, mean 
the LGCI should be used with caution. 
The LGCI will be subject to revisions in 
coming months, as the impact of major 
economic shocks such as the pandemic, 
war in Ukraine, and the impact of recent 
rate rises become clearer. An increase in 
wage pressures may also see  
the index revised higher. 

It is important that Local Governments 
take into account their own local issues 
and experiences when considering cost 
pressures. It would also be prudent  
for Local Governments to prepare for 
multiple scenarios for cost increases in 
coming years.

Construction costs for local 
governments have been rising at 
record rates for over a year, but 
the September quarter increase 
was the lowest since the surge 
began in late 2020, suggesting 
that capacity constraints that 
have been forcing up prices  
are normalising. 

There has been an uptick in 
wages growth, with the Wage 
Price Index at its highest level in 
a decade. Public sector wages 
growth continues to lag the  
private sector.

This is largely as a result of the 
tight labour market. The  
number of employed people, 
hours worked, and the 
unemployment rate have  
remained stagnant in 2022,  
with WA and the rest of Australia 
effectively at full employment.
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DESPITE GLOBAL CHALLENGES
THE WA ECONOMY CONTINUES  
TO GROW 
In 2021-22 the WA economy grew 3.1%, the  
fifth consecutive year of growth in the Gross 
State Product. 

This was below the national economic growth of 3.6% 
as the rest of the country rebounded from a greater 
impact from COVID-19 in 2020-21, where the national 
growth rate was 2.2%, compared to the WA growth 
rate of 3.3%. 

Key industries contributing to growth were Agriculture, 
Forestry and Fishing, which benefitted from favourable 
growing conditions, and Construction, which was 

supported by high levels of Government stimulus  
and investment.

Looking forward, the OECD has downgraded its global 
growth forecast from 2.8% to 2.2% for 2023. This  
will depend on the impacts of the ongoing war in 
Ukraine, particularly in relation to energy prices, and  
the impact of China beginning to open up to the  
world after COVID-19.

The WA Treasury’s Mid-year Review is more  
optimistic with the State’s economy forecast to  
grow 3% in 2022-23.

WA Gross State Product v Australia Gross 
Domestic Product, Annual % Change

SOURCE: ABS; WALGA
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Consumer confidence has reverted to the low 
levels of 2020 as communities face rising inflation 
and surging interest rates. 

This is replicated in WA as the Chamber of Commerce 
and Industry WA (CCIWA) report a similar fall in 
consumer confidence with 54% of mortgage holders 
stating they’ve reduced spending on recreation and 
eating out. Consumer confidence is a leading indicator 
of economic growth and low levels suggest that 
households are likely to spend less in coming months.

Businesses aren’t as pessimistic, but confidence has 
dropped in 2022 as they also grapple with inflation as 
well as challenges sourcing labour, shipping delays 
and surging power prices. It’s the same story in WA, 
according to CCIWA, as business confidence falls, with 
79% of businesses surveyed struggling to fill a skilled 
position. Falling business confidence suggests that 
businesses will be hesitant to invest and hire.

BUSINESS AND CONSUMER 
CONFIDENCE DOWN 

Consumer and Business Confidence, 
Australian Monthly Index

Source: Roy Morgan; WALGA
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INFLATION HIGH BUT MAY 
HAVE PEAKED 
The Perth Consumer Price Index fell 0.5% in the 
September quarter as the State Government’s 
$400 Household Electricity Credit kicked in. 

Over the last 12 months the Perth CPI increased 6.0%. 
Without the cost of living handout, the Perth CPI would 
be closer to the national rise of 1.8% for the quarter 
and 7.3% for the last year. Most consumer groups are 
impacted by inflation with many components such as 
Food and Non-alcoholic Beverages (+3.42%), New 
Dwellings (+2.7%) and Rents (+2%) increasing above 
the average over the quarter. Automotive fuel dropped 
5.8% for the quarter, but prices remain 18.3% above 
where they were a year ago.

The Australian Bureau of Statistics (ABS) has released 
a monthly CPI series to address the time lag in waiting 
for the quarterly data. Not all components of CPI are 
updated monthly, so this data set is less precise, but 
it does show a flattening out of inflation, both of the 
national CPI figure and the RBA’s preferred Trimmed 
Mean figure. While there is a long way to go until 
inflation returns to the RBA’s target band of two to 
three percent, the flattening out of the monthly CPI 
suggests that the interest rate rises that began in May 
are beginning to have their desired impact.

Monthly Consumer Price Index, 
Australia, Annual % Change

SOURCE: ABS; WALGA
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INTEREST RATES CONTINUE  
TO CLIMB 
On 6 December the Reserve Bank of Australia 
raised the cash rate by 25 basis points to 3.1  
per cent in a continued effort to return inflation  
to its target range of 2-3 per cent over the 
economic cycle.

The cash rate has now increased by 300 basis points 
since May and is at its highest level since December 
2012. The RBA will evaluate the cumulative impacts of 
the rate rises to date when it next meets in February 
2023, with the longer break providing an opportunity to 
ascertain the impact of the interest rate rises to date. 
Major banks expect that it takes three to six months for 
interest rate rises to flow through to debt repayments 
and impact household spending. 

With an increase of the cash rate of 300 basis 
points flowing through to rising mortgage payments 
and increased borrowing costs, it is expected that 
household expenditure will decline, and economic 
growth will ease. The challenge continues to be to  
rein in inflation without crashing the economy.

Local Governments will be impacted by the rising 
interest rates when they take out new loans or when 
they use a short-term loan facility. Conversely, Local 
Governments with cash investments will see higher 
returns. The bulk of Local Government borrowings are 
long-term fixed rate loans through the WA Treasury 
Corporation (WATC) that will not be impacted by the 
recent interest rate rises until the loan matures. 

RBA Cash Rate Target, Australia, %

Source: RBA; WALGA
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Rising construction costs have been a major 
driver of inflation for local governments 
across the last two years as huge amounts of 
government economic stimulus washed through 
the sector. 

2021-22 saw Road and Bridge Construction up  
12.0%, Non-road Infrastructure up 12.2% and  
Non-residential Building up 14.4%. While still elevated, 
it’s expected these components of the LGCI will 
increase around 5% in 2022-23, before returning to 
modest growth thereafter.

There are early signs that the rate of growth in 
construction costs has peaked, with growth in  
Non-residential Building in the September quarter  

at 0.3%, down from the peak of 5.2% in the December 
quarter last year. The Road and Bridge Index increased 
1.7% in the September quarter, down from the peak 
quarterly growth of 3.3% also in December 2021.

While this slowdown in growth is welcome, it’s 
important to note that average construction costs 
in WA are not expected to return to 2020 prices. 
There are variations in the different components of 
construction costs, as capacity constraints and supply 
challenges persist in parts of the construction industry 
and take longer to resolve. Regional differences too 
still apply. Local Governments are encouraged to work 
closely with suppliers to understand where their cost 
pressures lie.

GROWTH IN CONSTRUCTION 
COSTS SLOWING AFTER  
RECORD RISES

Construction Cost Indexes, WA, Annual % Change

Source: ABS; Macromonitor; WALGA
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VARIOUS COMPONENTS OF 
CONSTRUCTION IMPACTED 
DIFFERENTLY
Local governments in WA spend around a quarter 
of their budgets on construction and maintenance 
projects.

The LGCI tracks costs in three categories: Roads  
and Bridges; Non-Residential Building; and Non-Road 
Infrastructure. The high levels of inflation in these 
categories have caused considerable budgetary 
challenges. However, while annual inflation rates  
remain high, recent data suggests that the peak  
may have passed. 

There isn’t one story for all components of construction. 
Some components grew at a slower rate in the 
September quarter such as: Readymixed Concrete 
(+1.91%); Structural Steel (+1.24%); and Wood & 
Wood Products (+2.45%). Other components such 
as Asphalt Supplied (+5.4%); Bitumen (+10.0%); and 
Quarry Products (+6.2%) are seeing costs increase at 
a faster rate. Fuel costs actually dropped 2.9% in the 
September quarter but still increased 75% in the  
last year.

Selected components of construction 
costs, WA, Quarterly v Annual % Change

Source: ABS; Macromonitor; WALGA
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HIGHER WAGES GROWTH IN  
THE CONSTRUCTION SECTOR 
Growth in wages in the construction industry  
is strongly correlated to the boom-bust cycle  
of the WA economy. 

For most of the mining boom, growth in construction 
wages was faster than the state average, and then was 

almost stagnant during the downturn. As construction 
activity increases, and access to skilled and unskilled 
construction labour remains constrained, construction 
wages are expected to again grow above the state 
average wage growth.

Construction Wages WA v Wage Price 
Index WA, Annual % Change

Source: WA Treasury; Macromonitor; WALGA 
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Both in WA and nationally, September saw  
the fastest quarterly rate of growth in wages  
for a decade. 

In WA wages increased 1.44% for the quarter – the 
highest quarterly increase since March 2012. Typically, 
the September imprint is the highest of the year as pay 
increases in the new financial year flow through.  
In annual terms, wages in WA grew 3.30%, in-line with 
the national figure of 3.20%. Broadly speaking the 
increases were driven by the tight labour market and 
the large increase in award wages. 

In WA the public sector continues to be a drag on the 
Wage Price Index, increasing 0.28% for the quarter 
and 0.93% in the last 12 months. It is expected this 
will increase as the State Government pay rises hit 
the system and EBAs are refreshed in other tiers of 
Government. The private sector has responded much 
quicker to the tight labour market with private sector 
wages in WA growing 1.74% in the September quarter 
and 3.85% for the year.

WAGES ACROSS ALL INDUSTRIES 
ARE ON THE MOVE

Wage Price Index, WA,  
Annual % Change

Source: ABS; WALGA
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The labour market in WA remains tight. There has 
been little movement in the number of employed 
people in the State and in the unemployment rate 
throughout 2022. 

There continues to be more job vacancies than 
unemployed people, even as overseas migration 
returns. WA, like the rest of the country is effectively 

operating at full employment, with little spare capacity, 
making it difficult for businesses to hire at the required 
skill level. As a result, the total number of job vacancies 
has dropped slightly but remain elevated. If businesses 
aren’t able to fill their vacancies, there will be a hit to 
economic growth. In the short term it is expected the 
tight labour market will continue to exert upwards 
pressure on wages.

THERE’S NO SPARE CAPACITY 
IN THE LABOUR MARKET 

Source: ABS; WALGA

Job Vacancies v Unemployed Persons,  
WA Public and Private, ’000s
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GROWTH IN LOCAL GOVERNMENT 
COSTS PLATEAU
The acceleration in rising local government costs 
has eased for the first time since 2020, although 
the LGCI is still recording growth of 5.4% per 
annum in the year to September 2022. The LGCI 
continues to track closely to Perth CPI.

The LGCI ended the 2021-22 year at a 6.4% annual 
increase in local government costs, the highest since 

the index began. While growth in construction costs, 
materials and contracts are expected to moderate they 
will remain elevated in 2022-23, with the LGCI forecast 
to increase 4.1% for the year. There is a significant risk 
that the LGCI will continue to be revised upwards if 
inflation persists or if wages rise above the expected 
growth rate. 

New LGCI vs CPI (excluding volatile items) 
Annual % Change

Source: ABS; WALGA
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LGCI TABLE

Component Weighting
2021-22 

(a)
2022-23 

(f)
2023-24 

(f)
2024-25 

(f)

Employee costs 35% 2.7 3.5 3.75 3.5

Materials and contracts 28% 5.7 4.1 2.1 1.9

Furniture 1% 7.5 1.1 1.4 1.3

Non-residential Building 5% 14.4 4.8 2.5 0.7

Machinery and Equipment 5% 12.2 4.7 1.0 1.0

Non-road Infrastructure 9% 12.2 5.3 1.9 1.5

Road and Bridge Construction 10% 12.0 5.2 1.8 2.0

Utilities 3% 1.4 2.5 2.5 2.5

Insurance 1% 7.0 3.8 2.8 2.8

Other costs 3% 5.9 5.25 3.25 2.5

LGCI 100% 6.4 4.1 2.6 2.4
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QUESTIONS
If you have any questions on the contents 
of this report, please direct them to the 
WALGA Economics Team.

Dana Mason

dmason@walga.asn.au  

(08) 9213 2020 

Manager Economics Economist

dthomson@walga.asn.au  

(08) 9213 2015

Daniel Thomson
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ONE70 Level 1,  

170 Railway Parade 

West Leederville WA 6007

08 9213 2000  

info@walga.asn.au
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