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Where we are
OECD outlook
Global GDP has fallen about 10% in H1 2020
Q3 will see some recovery, but still well below trend
Forecasts see growth reverting to trend, but no Vshaped recovery, even in their upside scenario
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Where we are
Australia – no growth in two years
Most countries go backwards between Q4 2019 and Q4
2021
China one of few countries predicted to grow in
2020/2021
Australia sees modest recovery in 2021, but GDP
remains around 5% below trend at end 2021 (implying
unemployment around 8%)
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Where we are
Unemployment hit not as bad as expected
US unemployment jumped to over 14 percent in April, but
has declined to 8.4% in August. However 2 million persons
have left the labour market.
Australia’s unemployment rate has only risen to 6.8%, but in
August hours worked were down 5.1% on a year previously.
Don’t read too much into the monthly numbers this year.
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Where we are going
Very uncertain 2021
It is simply very hard to know what 2021 looks like
without knowing the course of Covid.
The bigger question is what economies look like at
the end of 2021 and beyond.
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Where we are going
How many zombies are out there?
Mortgage deferrals and changes in insolvency rules are
probably sensible, but potentially storing up a lot of
problems in 2021
The big question is how many SMEs (and others) survive
2020 and what does this mean for jobs beyond 2021?
US retail bankruptcies in 2020

Source: CB insights
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Policy Responses
Fiscal support for economies has already
been much greater than 2009
Australia’s response has been relatively small
Countries that can least afford stimulus have gone wild!
The IMF expects advanced economy gross public debt to
reach 132.3% of GDP at end 2021 (Australia 64.3%)
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Policy Responses
The only certainty
Significant increases in public debt by end 2021.
Many advanced economies look like Greece in 2009.
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Policy Responses
The monetary response has been very
significant
Countries have tried negative rates, QE, and other forms of
monetary stimulus.
Despite significant monetary stimulus expected inflation remains
incredibly low.
I don’t expect any inflation in the next 2-3 years, but the
expectation implied in the graph top left is extraordinary.
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Policy Responses
Modern Monetary Theory
The idea behind MMT is that the central bank buys public debt
to allow the government to keep issuing debt until you reach
full employment.
The risk is that the government abuses this lack of a constraint
on bond issue, and money growth and inflation get out of
control.
Note that we are already seeing a little of this with QE in some
countries, but money growth remains relatively subdued.
Be suspicious of the free lunch implied by MMT.
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Policy Responses
What will the recovery look like in Australia
The government still has plenty of fiscal ammunition to get through
the next 2-3 years.
What else can the government do to support the economy into and
beyond 2021?
A chance to ignite the innovation agenda – Australia does poorly on
commercialisation and a number of other dimensions relating to
innovation.
Note that wealth creation and innovation do not depend on being a
large country – Singapore, South Korea, Denmark, Switzerland.
Policy responses must focus on the SUPPLY side and not just the
demand side (Mr Keating).
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Geopolitics and globalisation
The fracturing of globalisation since 2016/18
has been accelerated by Covid
The backlash against globalisation has been significant since
2008.
The Trump – China disputes have raised the heat.
China’s policies since 2012 under Xi Jinping have continued
mercantilist tendencies (Made in China 2025).
China has sidelined Australia, the EU, US, Japan, Canada…
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Geopolitics and globalisation
Understanding China’s approach to globalisation
The Chinese Communist Party (CCP) have rejected any demands for
democratic reforms, most notably in 1989 but again in 2011 during the Arab
Spring.

Xi took power in 2012. Xi’s policies have focused on strengthening CCP control
•

More information control

•

Values driven (the Chinese dream)

•

Nationalist (less shy about ambition)

•

More centralised controls, but CCP argues still market driven

But there is criticism of China’s approach from groups including entrepreneurs
and in recent days some back down from “Wolf Warrior” diplomacy.
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Geopolitics and globalisation
China’s policies
Especially since 2018 Xi has been more authoritarian and
aggressive in pursuing China’s interests.
China’s tactics are risky.
China has many problems – high debt, technological/military
inferiority (?), inflation.
Interesting that China’s isolationist policies were the root causes
of China’s “hundred years of humiliation”.
Despite all of that it is dangerous to bet against China’s continued
economic and political rise.
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Geopolitics and globalisation
Implications for Australia
Australia has relied heavily on international trade…
and on China
Expect trade with China to become more difficult
But China needs Australian iron ore (for the moment) and
Australia needs that market (80% of iron ore sales).
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Other issues
Property markets
Immigration has been a major driver of property
prices and construction activity in Australia
Construction normally about 9 percent of GDP
and 13 percent of employment in Australia – high
shares internationally.
Falling property demand are a big risk to prices
and construction activity in 2021 and potentially
beyond.

Source: Business Insider
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Other issues
Equity markets
Driven by liquidity and QE

Low returns elsewhere
But P/E ratios historically high
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Conclusions
A long recovery beginning 2021/2022
I am usually optimistic about Australia’s economy. This time I am
concerned
•

Too much reliance on China

•

Too much reliance on housing

•

Policy can only do so much to support the economy

Going forward it is human capital, not physical capital that will
propel us forward.

Source: Business Insider, 2015

