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What does the drop in net overseas migration mean for the economy? 

 Net overseas migration and in turn population growth is forecast to decline significantly due to the COVID-19 pandemic. 

 Lower net overseas migration will have a material negative impact on aggregate growth rates in the economy, but per capita 
outcomes will be less affected. 

 The drop in net overseas migration due to COVID-19 is an opportunity for policymakers to review the long term strategy 
related to population growth and immigration in Australia. 

 

Overview 

One of the profound short to medium term impacts of the COVID-19 pandemic 
on the Australian economy will be lower net overseas migration (NOM).  Indeed 
there will be a lot less migration and emigration taking place globally.  But 
Australia will feel the impact more than most other jurisdictions because we have 
been more dependent on NOM as a growth driver over recent years.  The more 
reliant you are on something the more you feel its absence.  Residential 
construction and some parts of the education sector in particular will be hit hard.   
But it’s not all one way.  There will be some benefits to the resident population, 
like stronger growth in public investment per capita. 

The bottom line is that lower NOM has both an impact on the supply and demand 
sides of the economy.  A large drop in population growth will have significant 
negative impacts on aggregate measures of the economy like GDP growth and 
employment.  But it will have a much more muted impact on per capita measures 
of the economy like GDP per capita and the unemployment rate.  It is per capita 
outcomes which ultimately matter for living standards.     

In this note we take a look at what the drop in NOM because of COVID-19 means 
for the economy in the near term.   And we also bring into the discussion what a 
lower level of NOM more generally would mean for the economy over the longer 
run.  

The context 

Australia’s population grew by a strong 1.5% (i.e. 373k) over the year to Q3 19 
(latest available).  NOM accounted for 62.5% of that increase.  NOM differs from 
the permanent migrant intake although it is a big driver of immigration.  NOM 
arrivals are international travellers, overseas students and temporary workers who 
stay in Australia for 12 months or more over a 16-month period (charts 1 & 2).  
Many travellers, students and temporary workers go on to be permanent migrants 
so there is a strong relationship between NOM and immigration.     

Australia’s strong rate of NOM means that our population growth rate has been 
significantly higher than most other OECD countries (chart 1).  As we have 
remarked in the past, a high population growth rate means that making 
comparisons of economic performance between Australia and other OECD 
countries using aggregate growth rates like GDP can be misleading.  As Governor 
Philip Lowe commented in 2017, “our strong population growth has flattered our 
headline growth figures.” 

Having a strong population growth rate for a sustained period of time has had   
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implications for the industry composition of the economy.  More specifically, 
Australia has a larger construction sector relative to other developed economies 
that have slower rates of population growth.  Strong growth in the number of 
people means that more needs to be built – dwellings, roads, schools, hospitals, 
ports etc.  This means that a greater proportion of the workforce in Australia is 
employed in the construction sector than would otherwise be the case.         

The Government recently announced that it expects NOM to fall by ~30% in 
2019/20 and by ~85% in 2021/22.  The 2019 Budget assumed NOM of ~270k 
so applying the Government’s expected reduction in NOM to its previous 
forecasts leaves NOM of ~190k in 2019/20 and ~40k in 2020/21.  This means 
that there is an expected shortfall of around ~310k in NOM over the next 18 
months compared to original estimates.  Population growth will slow sharply from 
1.5% to 0.7%/yr over that period (chart 4). 

What does lower NOM mean for the economy 

A material drop in NOM has both short and longer term economic impacts.  
These primarily relate to GDP, the labour market and the housing market.  We 
cover each below.  

GDP  

Lower NOM means less people spending and less economic activity than would 
otherwise be the case.  This lowers potential GDP growth, which is a function of 
population growth, participation and productivity.  Put simply, GDP will be lower 
than otherwise with a reduction in NOM.   On our estimates we are looking at a 
reduction in GDP of 0.75%-1.0% over 2020/2021 due to the sudden drop in 
NOM (note that we are forecasting overall GDP to fall by 2.8% in 2020/21).  
Things don’t look as bad, however, on a per capita basis. 

The drop in NOM over 2020/21 is only expected to shave 0.2% off GDP per 
capita.  The reason that GDP per capita falls in the short run is primarily due to the 
big demand shock to residential construction (see below).  But in the medium to 
longer term a permanent reduction in NOM each year should have no impact on 
GDP per capita once the economy has rebalanced.  For example, NOM could be 
halved without any impact on GDP per capita over the medium to longer term. 

It is often argued that that a higher rate of NOM helps to offset the impacts of the 
growth in the dependency ratio (the age-to-population ratio of those typically not 
in the labour force). And this should lead to higher GDP per capita.  That is true in 
the short run.  But it makes no difference in the long run.  As the Productivity 
Commission argued in April 20161, “the continuation of an immigration system 
oriented towards younger working-age people can boost the proportion of the 
population in the workforce and, thereby, provide a ‘demographic dividend’ to the 
Australian economy. However, this demographic dividend comes with a larger 
population and over time permanent immigrants will themselves age and add to 
the proportion of the population aged over 65 years.”  In other words everybody 
gets old and so a higher rate of NOM cannot boost GDP per capita in the 
medium to longer term (chart 6). 

Housing  

Lower NOM will have an impact on the demand for housing.  Lower growth in the 
population means less demand for new housing and less residential construction 
than would otherwise be the case.  In Australia’s case the impact of lower NOM 
on new dwelling construction will be very significant.  Australia’s population has 
grown by ~380k per annum over the past two years.  That means underlying 

 

                                                      
1 Productivity Commission Inquiry Report – Migrant Intake into Australia – No. 77, 13 April 2016 - http://www.pc.gov.au/inquiries/completed/migrant-intake/report/migrant-
intake-report.pdf 
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demand for new housing has been running at ~185k dwellings per year (i.e. on 
the assumption of 2.1 persons per dwelling).   

But with population growth set to drop to 185k in 2020/21 the underlying 
demand for new housing plummets to 90k.  As such, we recently materially 
downwardly revised our forecasts for dwelling commencements in 2020 and 
2021 (see here and charts 7 and 8).  This means that we expect a big drop in 
residential construction (down ~9% in 2020/21) and we do not expect dwelling 
investment to return to pre-COVID-19 levels until Q1 22 when NOM is assumed 
to lift towards the budget assumption.  Over this period the fall in dwelling 
construction will have a big impact on the number of people employed in the 
residential construction sector. 

We also downwardly revised our outlook for dwelling prices and expect a 10% fall 
in prices over the next 6 months.  While lower NOM is not the primary reason we 
did that, it did feed into our view on house prices because everybody needs a 
roof over their head.  Strong NOM keeps a lid on vacancy rates as well as puts 
upward pressure on rents and prices.  As the Productivity Commission also noted 
in their April 2016 report, “high rates of immigration put upward pressure on land 
and housing prices in Australia’s largest cities. Upward pressures are exacerbated 
by the persistent failure of successive state, territory and local governments to 
implement sound urban planning and zoning policies.” 

Labour market and wages 

A drop in NOM slows the rate of demand for labour, while also lowering the 
growth in the supply of labour.  It means that a lower level of employment growth 
is required to keep the unemployment rate from rising because growth in the 
labour force is slower than otherwise.  A drop in NOM means that headline 
employment growth will be lower, but the impact on the unemployment rate is 
negligible in the long run.  In Australia’s case, however, there is likely to be a 
negative short run impact on the unemployment rate coming from job losses 
related to residential construction and some parts of the education sector that are 
impacted by lower NOM (students who stay more than a year a counted in NOM 
but not those that stay less than a year.  Note that we do not include tourism here 
as most tourists do not stay for more than a year - NOM and short term arrivals 
are two different things).   

From a wages perspective, a high level of NOM augments the supply of labour 
beyond what would have naturally occurred.  That intensifies the competition for 
existing jobs, while of course also adding to the demand for labour.  The bigger 
the supply side shock, the more that the competition for existing jobs intensifies.  
This puts downward pressure on wages initially, but its effect should only be 
temporary.  However, if the supply side shock continues when slack is elevated 
the temporary impact may not prove to be so short lived.  This has been the pre-
COVID-19 case in Australia since the end of the mining boom.  We have 
essentially run a high immigration program via elevated NOM based on the notion 
of skills shortages even when there has been plenty of slack in the labour market 
(chart 9).    

In 2018/19, the “Skill Stream” accounted for ~70% of the total migration 
programme outcome.  From the perspective of an employee, working in an 
industry that has a skills shortage means that the labour market in that profession 
should be tight.  In industries with skills shortages, bargaining power between the 
employee and employer should move more favourably in the direction of the 
employee and higher wages should be forthcoming.  But in Australia’s case there 
has been a lack of evidence of widespread skills shortages based on the broad-
based weakness in wages growth (chart 10 & 11).  The relatively high intake of 
skilled workers in the past looks to have been a pre-emptive strike on the 
expectation that there will be skills shortages in the future.   

If NOM is lowered on a permanent basis then “skills shortages” are likely to 
manifest themselves over time because employees will find it harder to hire from 
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abroad.  This means that employees may see a boost in their bargaining power 
that is independent of the level of slack in the local labour market.  Essentially 
talent is a scarce resource if firms cannot hire from a global pool of labour as they 
may have previously done.   

Wages growth is going to very weak in Australia for several years now regardless 
of the drop in NOM because of the big increase in the unemployment and 
underemployment rates and resultant increase in labour market slack.  But we 
wouldn’t be surprised to see some pockets of wages growth due to the sudden 
drop in NOM as firms cannot hire workers from abroad.  Fruit picking is an 
obvious example that illustrates the point.  It may be the case that local primary 
food producers will need to offer higher wages for fruit picking to attract local 
workers to the jobs.  The bottom line is that there will be opportunities for local 
workers to push for higher wages if the demand for labour exceeds its supply.  

Public Investment 

Public investment has risen as a share of GDP in recent years as many state 
governments as well as the federal government have focussed on relatively large 
infrastructure programs (chart 12).  The COVID-19 pandemic is not expected to 
result in any material changes to the public works programs.  This means that as 
NOM declines public investment per capita will rise (chart 13).  This should be 
considered a positive development for all Australians as more public investment 
per person means a lift in living standards, all else equal. 

As a basic rule of thumb, public investment should at least be sufficient in size to 
both replenish the capital stock and match the lift in population.  If the population 
is growing rapidly then underinvestment in the number of schools and hospitals, 
as well as public transport and a host of other vital public facilities, leaves 
households worse off.  The drop in NOM will allow infrastructure to partially “catch 
up” to the growth in population.   

Time for reflection? 

Australia is one of the most desirable places in the world to live, work, holiday, 
retire and raise a family.  The major cities of Australia are almost always near the 
top of the various lists that rank cities by “quality of life” metrics.  Australia usually 
scores very well on measures that relate to the political and social environment, 
economy, healthcare, education, public services and climate.  In addition, 
Australia is blessed with an endowment of natural resources that is second to 
none.  It is indeed the ‘lucky country’ and policymakers should seek to preserve 
the things that make Australia such a great place.  

There has been a lot of discussion around policy reforms that may result from the 
COVID-19 pandemic – the phrase ‘never waste a good crisis’ has been thrown 
around frequently over the past two months.  The push for productivity enhancing 
reforms is the correct one because improvements in productivity raise living 
standards.  Indeed living standards should take centre stage in the policy debate.     

The drop in NOM due to COVID-19 is an opportunity for policymakers to review 
the long term strategy related to population growth and immigration in Australia.  
The targeted level of NOM and immigration over the medium to longer term 
should strike the right balance between fostering growth in the economy while 
preserving and indeed enhancing living standards of the existing population.  A full 
appraisal of the benefits and costs of various levels of NOM and by extension 
immigration should be undertaken to determine the optimal level of NOM for 
Australian residents.         
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This report provides general market-related information, and is not intended to be an investment research report. This report has been prepared without taking into account your objectives, 
financial situation (including the capacity to bear loss), knowledge, experience or needs. It is not to be construed as a solicitation or an offer to buy or sell any securities or financial 
instruments, or as a recommendation and/or investment advice. Before acting on the information in this report, you should consider the appropriateness and suitability of the information 
to your own objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice, including tax and legal advice.  
Commonwealth Bank of Australia (the “Bank”) believes that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness 
of any statement made in this report. Any opinions, conclusions or recommendations set forth in this report are subject to change without notice and may differ or be contrary to the 
opinions, conclusions or recommendations expressed elsewhere by the Bank or any member of the Commonwealth Bank of Australia group of companies. Any valuations, projections and 
forecasts contained are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions and estimates could result in 
materially different results. The Bank does not represent or warrant that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met. 
Past performance is not a reliable indicator of future performance. 
Where ‘CBA data’ is cited, this refers to the Bank proprietary data that is sourced from the Bank’s internal systems and may include, but not be limited to, credit card transaction data, 
merchant facility transaction data and applications for credit. The Bank takes reasonable steps to ensure that its proprietary data used is accurate and any opinions, conclusions or 
recommendations are reasonably held or made as at the time of compilation of this report. As the statistics take into account only the Bank’s data, no representation or warranty is made 
as to the completeness of the data and it may not reflect all trends in the market. All customer data used, or represented, in this report is anonymised and aggregated before analysis 
and is used, and disclosed, in accordance with the Group’s Privacy Policy Statement.  
The CBA Spotlight Series does not contain any recommendations but provides commentary on Australian macroeconomic themes. As the CBA Spotlight reports are based on CBA Data, 
the IB&M Portfolio & Client Analytics (PCA) team provide raw data that may directly or indirectly relate to the themes that have been selected for coverage by the Chief Economist. The 
PCA team are subject to the same personal conflict requirements and trading restrictions as research, and individuals are wall-crossed per report. CBA Spotlight reports may be viewed 
in advance of publication by CBA Marketing and Communications in order to produce infographics. Reports are only provided to Marketing and Communications team members under 
strict wallcrossing and during this period their individual trading is monitored. 
We are under no obligation to, and do not, update or keep current the information contained in this report. Neither the Bank nor any of its affiliates or subsidiaries accepts liability for any 
loss or damage arising out of the use of all or any part of this report. All material presented in this report, unless specifically indicated otherwise, is under copyright of the Bank. None of 
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior written permission of the Bank.  
In the case of certain products, the Bank or one of its related bodies corporate is or may be the only market maker. Financial markets products have an element of risk. The level of risk 
varies depending on a product’s specific attributes and how it is used. The Bank will enter into transactions on the understanding that the customer has: made his/her own independent 
decision to enter into the transaction; determined that the transaction is appropriate; ensured he/she has the knowledge to evaluate and capacity to accept the terms, conditions and 
risks; and is not relying on any communication (including this report) from the Bank as advice.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where 
such distribution, publication, availability or use would be contrary to law or regulation or that would subject any entity within the Commonwealth Bank group of companies to any 
registration or licensing requirement within such jurisdiction. 
Unless agreed separately, we do not charge any fees for any information provided in this report. You may be charged fees in relation to the financial products or other services the Bank 
provides, these are set out in the relevant Financial Services Guide (“FSG”), relevant “PDS”, relevant Terms & Conditions, and/or relevant contract. If you have a complaint, the Bank’s 
dispute resolution process can be accessed on 13 22 21 when in Australia, and +61 2 9841 7000 from overseas. Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 
and its subsidiaries, including Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 (CommSec), Commonwealth Australia Securities LLC and CBA Europe Ltd., are 
domestic or foreign entities. Global Economic & Markets Research is a business division of the Commonwealth Bank group of companies. 
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