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Where we are

OECD Economic Outlook September 2020

World GDP, index 2019-Q4=100 ® Play the story <: 0 E c D o u t I o 0 k

Compare with June forecasts:

b — Global GDP has fallen about 10% in H1 2020
forecasts
102 \ Upside scenario S
- = ______,..-.-----"“"" . .
P Q3 will see some recovery, but still well below trend
Downside scenario
Forecasts see growth revertingto trend, but no V-
* E—— o 2020.04 202103 shaped recovery, even in their upside scenario
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Where we are

Figure 1. Global output contracted sharply in the first half of 2020

GDP and private consumption in 202002
% change from 2019Q4
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OECD outlook
Global GDP has fallen about 10% in H1 2020
Q3 will see some recovery, but still well below trend

Forecasts see growth revertingto trend, but no V-
shaped recovery, even in their upside scenario
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Where we are

Real GDP Growth
%, year-on-year

Search in table

Country 2019 2020 2021

= Argentina .-2_1 _ .3_2

88 australia . 18 m .2_5

& Brazil .1.1 m E

[#] canada . 17 m m

H china m .1.8 m

1 France .1.5 _ m

B Germany Io.ﬁ m m

T nda =B r— —
=
|54

™ \ndonesia m --3.3
11 italy |0 o5
® Japan ID.? m
'®) Korea .2.0 I|1 0
H Mexico o3 02 |
= Russia .1.4 _
HE saudi Arabia '0.4 m
B2 South Africa |C.‘I |
Turkey 'D.? --2.9
& United Kingdom .1.5 _
= United States . 22 m
World .2.6 m
Euro area .1.3 _
G20 .2.9 m

Forecasts are highlighted by the light grey background
Source: OECD (2020), "0ECD Eccnomic Outlook, Interim Report September 20207, OECD Econemic Outlook: Statistics and Projections (database). - Created with Datawrapper
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Australia — no growth in two years

Most countries go backwardsbetween Q4 2019 and Q4
2021

China one of few countries predicted to growin
2020/2021

Australia sees modestrecoveryin 2021, but GDP
remains around 5% below trend at end 2021 (implying
unemploymentaround 8%)
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Unemployment hit not as bad as expected

Where we are

— Projections by country: Two.core scenarios

The economic impact of strict and relatively lengthy lockdowns in Europe will be particularly harsh. Emerging economies face the challenge of strained

health systems adding to difficulties caused by a collapse in commodity prices.
Select countries and indieator: | [ gy ctralia Unemployment rate, % of labour force - <
* United States
I
United States:
Double-hit
scenario
‘: 2021-04
5 ‘/\ Australia -
j' / \ Single-hit scenario: \'iJ‘-'n‘
.. \ / .\ Double-hit scenario: 8.4%
AV \\ United States
Single-hit scenario: 8.2%
Double-hit scenario: 10%
N""--..
.‘.mn....
.ﬂ

US unemploymentjumped to over 14 percentin 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%, butin
August hours worked were down 5.1% on a year previously.
Don’t read too much into the monthly numbers this year.

20.0%
18.0%
16.0%
14.0% r
i i
: Australia:
12.0 T :
. ! Double-hit
r scenario
10.0% 7
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— ]
8.0% ". " --------- - -l
[ / ;
6.0 ;f'
.0%
7
4.0% —
2018-Q2 2019-Q1 2019-Q3 2020-Q2 2020-Q4 2021-Q3
Source: OECD [2020), Real GDP forecast and Unemployment rate forecast (indicators). @ QECD Terms & Canditions
Divergences for 2019-04 are due to data revisions and changes in the base years in country national accounts,
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Where we are
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A. Total hours worked
% change from 202001
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Unemployment hit not as bad as expected

US unemploymentjumped to over 14 percentin 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%, butin
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

Full-time employment rate of men aged 25-64 Unemployment hit not as bad as EXPECtEd

US unemploymentjumped to over 14 percentin April, but
1990
" has declined to 8.4% in August. However 2 million persons
have left the labour market.

1980s
recession

Australia’s unemployment rate has only risen to 6.8%, butin
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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Chart Greg Jericho » Source: ABS 62020, Table 13 & 18 derived = Get the data » Created with Datawrapper
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Where we are going

Very uncertain 2021

Figure 7. Considerable uncertainty surrounds the baseline projection

A. World GDP B. GDP growth in 2021

indox 201904 = 100 year.an-year % changes It is simply very hard to know what 2021 looks like
108 4 . . .
106 :2 o without knowingthe course of Covid.
b 0 .
b 8 s A o © The bigger questionis what economies look like at
% ©® the end of 2021 and beyond.
o4 4 o
oz 2 A A
9 ) A A
® lI!mli’ﬂQiI'.EIQEIﬂﬂmlmﬂdlhﬂ‘llﬁﬂilﬁmlﬂml -2 A

e November 2019 projection s Cyrrent projection BRA CHN EAtT IND PN Usa WLD

..... Upside scenario Downside scenarie Prajection » Upzide scenario 4 Downside acenarie

MNote: See Box 1 for full details of the shocks applied in the upside and downside scenanios.
Source: OECD Economic Outiook database; and OECD calculations using the NiGEM global macroeconomic model.
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Where we are going

How many zombies are out there?

Statistics for April to June 2020

Mortgage deferrals and changesin insolvencyrules are
4239 35.1%

probably sensible, but potentially storingup a lot of
new personal insolvencies in Australia co:ﬁupaarrétrj;%#;ne problems in 2021

The big questionis how many SMEs (and others) survive
2020 and what does this mean for jobs beyond 20217

State and territory level
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business
L. BECBINSIGHTS
Source: CB insights

27/09/2020 Source: Australian Financial Security Authority
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Policy Responses

Figure 8. Substantial fiscal support has been announced since the pandemic began
Official estimates of fiscal support, % of 2019 GDP
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Dirzct support for workera, firma & heatthears B Tax deferrals ¥ Guarantees and loans
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Fiscal supportfor economies has already
been much greater than 2009

Australia’sresponse has been relatively small
Countries that can least afford stimulushave gone wild!

The IMF expects advanced economy gross publicdebtto
reach 132.3% of GDP atend 2021 (Australia 64.3%)
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Policy Responses

Fiscal supportfor economies has already

Annex F 2. Change in Gobal Government Debt and

Ol e Bl been much greater than 2009
(Fercent of @O

T o { ee djcbally, more o hen aurg Australia’s response has been relatively small

200810 falowing the global finandia crisis.

25- -

: | Countries that can least afford stimulushave gone wild!
20- 187 |

| The IMF expects advanced economy gross publicdebtto
" ] reach 132.3% of GDP at end 2021 (Australia 64.3%)

-
-10- 00
Do os 10 18 20 21 | 20809 10 | 19 20 2
Gobd financial D19 Goba financia 019
arisis pandemic crisis pandenic
Govemiment deixt Overdl fiscal balance

Sources IMF AT estimates.
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Policy Responses

Japan, U.S. and Italy among major world economies where public debt exceeded Th e o n Iy Ce rt ai n ty

GDP before coronavirus downturn

Gross government debt as a share of gross domestic product (most recent year available
as of April 2020)

050%  501100% 1001-150% 150.1200%  200% Significantincreasesin publicdebt by end 2021.
[

Many advanced economieslook like Greece in 2009.

Public debt projections, 2019-21
Change in % points of GDP

@ Single-hit scenario @ Additional impact from double-hit scenario
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Policy Responses

turns? | Charts that Count

The monetary response has been very
significant

ART IN THE WORLD Z

cH
THE MosT IMPORTANT smy FORWARD RATE(H)

(0-YEAR , 10-YEAR TREAS 3
Y Countries have tried negative rates, QE, and other forms of
monetary stimulus.

Despite significant monetary stimulus expected inflation remains
incredibly low.

e E—— " | don’t expect anyinflationin the next 2-3 years, but the
expectationimpliedin the graph top left is extraordinary.

US MoNEY SUPRLY SPIKES ON
CENTRAL. BANK STIMULUS
YEAR -oN- YEAR CHANGE (%)
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Policy Responses

8 economist.com/finance-and-economics/2019/03/14/is-moderm-monetary-theory-nutty-or-essentia

The
. Tod. Weekly editio =
Economist [l yEern S

Free exchange

Finance &

economics Is modern monetary theory nutty
or essential?

Mar 14th 2019 edition »

Some eminent economists think the former

27/09/2020

VS MONEY SUPRLY SPIKES ON
CENTRAL. BANK STIMULLS
YEAR -on- YEAR CHANGE (%)

PRgTaAT TR e

200 W

Modern Monetary Theory

The idea behind MMT is that the central bank buys public debt
to allow the governmentto keep issuing debt until you reach
full employment.

The risk is that the governmentabuses this lack of a constraint
on bondissue, and money growth and inflation get out of
control.

Note that we are already seeinga little of this with QE in some
countries, but money growth remains relatively subdued.

Be suspiciousofthe free lunch implied by MMT.
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Policy Responses

27/09/2020

WHERE ARE THE WORLD'’S
MOST INNOVATIVE ECONOMIES?

WHICH COUNTRIES TOP THE CHARTS IN 20207
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Source: Business Insider, Bloomberg

What will the recovery look like in Australia

The governmentstill has plenty of fiscal ammunitionto get through
the next 2-3 years.

Whatelse can the governmentdo to supportthe economyintoand
beyond 20217

A chanceto ignite the innovation agenda —Australia does poorly on
commercialisationand a number of other dimensions relating to
innovation.

Note that wealth creation and innovationdo not depend on being a
large country — Singapore, South Korea, Denmark, Switzerland.

Policy responses mustfocus on the SUPPLY sideand not just the
demand side (Mr Keating).
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Geopolitics and globalisation

JEFERAREE. REGSAHBESRASE
China-EU Leaders' Meeting via Video Conference

L Y 0 LT R The fracturing of globalisation since 2016/18
ol Vo MY e has been accelerated by Covid

The backlash againstglobalisation has been significantsince
2008.

The Trump — China disputes have raised the heat.

China’s policies since 2012 under Xi Jinping have continued
mercantilisttendencies (Madein China 2025).

China has sidelined Australia, the EU, US, Japan, Canada...
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Geopolitics and globalisation

27/09/2020

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

27/09/2020

China’s policies

Especially since 2018 Xi has been more authoritarian and
aggressive in pursuing China’s interests.

China’s tactics arerisky.

China has many problems — high debt, technological/military
inferiority (?), inflation.

Interestingthat China’s isolationist policies were the root causes
of China’s “hundred years of humiliation”.

Despite all of that it is dangerousto bet against China’s continued
economicand political rise.
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Geopolitics and globalisation

Chart 2: Trade balance
seasonally-adjusted & trend, $ million

Implications for Australia
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- . _—— Australia hasrelied heavily on international trade...
6,000
e it andon China
-ty ik
s I Expect trade with China to become more difficult

But China needs Australianiron ore (for the moment) and

Australia needs that market (80% of iron ore sales).
fdustralia = Key Trading Parimers
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Other issues

27/09/2020

DEMAND FOR PROPERTY FROM FOREIGN
BUYERS (% OF TOTAL)

Foreign buying activity broadly steady in new
and established markets...
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Source: Business Insider

Property markets

Immigrationhas been a majordriver of property
prices and construction activity in Australia

Construction normallyabout9 percentof GDP
and 13 percent of employmentin Australia— high
sharesinternationally.

Falling property demandare a big risk to prices
and construction activity in 2021 and potentially
beyond.

MELBOURNE BUSINESS SCHOOL | 21



Other issues

Property markets

16 16
14 14
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Other issues

S&P 500 Index

Bernanke | °
ernanke | o, Equity markets
Market QE3 [1.700
QE1 anticipates / - 1,600
ends g.ﬁdzs end of Twist 1500
~ / 1,400 _ Driven by liquidity and QE
Market Operation | =3
anticipates - Twist 1,300 ¢
end of QE1 extended 1,200 E;
- 1 ™\ operation [ 1190 Low returns elsewhere
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\ Bernanke hints 900
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~ OF1 expanded res Boompers k700 But P/E ratios historically high
O08AJOODAJOMAUJIOMALJIOI2AJOMBA JC

www . stansberryresearch.com

How to prepare for a pandemic
The Shoot-to-illinthe Philppines
E C 0 n 0 m i S t ‘Why the Bundesbank should relax
Progress in the search for ET
FeaaAR 22T 2030

Big tech’s
$2trn bull run
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Conclusions

Decline in small business start-ups A |Ong recovery beglnnlng 202 1/2022
between 2003-05 and 2012-14
Canada Australia
0% - o ., L
0% . . | am usually optimistic about Australia’s economy. This time | am
200 - concerned
-30% * Too much reliance on China
-40% -
50% . * Too much reliance on housing
Source: Fraser Institute, IPA * Policy can only do so much to support the economy
Going forward it is human capital, not physical capital that will
ropel us forward.
Australians have a strong start up culture p p
Proportion of adult population starting or running a new business
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Source: Business Insider, 20%5

MELBOURNE BUSINESS SCHOOL |




