
An Australian recession: 
possible, but not probable

Australian Technology Park, Sydney
19th August 2015

Saul Eslake

Presentation to the Portfolio Construction Forum
2015 Conference

www.bettercallsaul.com.au



19th August 2015|2

Australia hasn’t had a recession since 1991

Note: Shaded areas designate periods of consecutive quarters of negative growth in real GDP. Source: Australian Bureau of Statistics. 
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We’ve been through the biggest ‘commodities boom’ i n our 
history

Sources: ABS; Australian Treasury. 

Australia’s ‘terms of trade’
(ratio of export to import prices)
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The ‘resources investment boom’ is over – and althou gh resources 
exports are rising, they are at falling prices and create fewer jobs

Sources: Australian Bureau of Statistics; Reserve Bank of Australia.
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Previous commodities booms ended in double-digit in flation –
making recessions almost inevitable: the latest one  didn’t

Note: Shaded areas denote commodities booms. Sources: Global Financial Data; Australian Bureau of Statistics. 
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A sharp slowdown in the Chinese economy could possi bly push 
Australia into recession – but that’s not the most l ikely scenario

Sources: China National Bureau of Statistics; Ciaxin/Markit Economics; Sufun; Thomson Reuters Datasrtream.. 
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China’s contribution to growth in the world economy  is increasing 
despite slower growth in its real GDP

Source: International Monetary Fund World Economic Outlook, April 2015.
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Past recessions have been preceded by periods of hi gh interest 
rates (by standards of the day) – yet rates are now at record lows

Note: Shaded areas denote recessions. Source: Reserve Bank of Australia 
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Record low interest rates have certainly boosted th e demand for 
housing – and housing prices

Sources: Australian Bureau of Statistics; RP Data – CoreLogic. 
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Housing activity is at an all time high – and there’ s no reason to 
expect an imminent sharp downturn

Note: figure for 2014-15 is first three quarters at seasonally adjusted annual rate. Sources: Australian Bureau of Statistics. 
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It’s true that Australia now has very high house pr ices, and high 
household debt, by historic

Sources: Australian Bureau of Statistics; US Bureau of Economic Analysis; UK Office for National Statistics; Statistics Canada; Statistics 
NZ; RP Data-CoreLogic; US Federal Home Financing Agency; Bank for International Settlements. 
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However that of itself doesn’t mean that a housing price crash, or 
a wave of debt defaults, is either imminent or like ly

Sources: Australian Bureau of Statistics; Reserve Bank of Australia; author’s calculations. 
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Lower interest rates haven’t done much to stimulate  other types of 
investment

Sources: Australian Bureau of Statistics.
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The A$ has now fallen quite a long way – but will fa ll further as US 
interest rates begin to rise and commodity prices f all further

A$ and US$ effective exchange rate

Sources: Reserve Bank of Australia; Australian Bureau of Statistics; US Federal Reserve; Thomson Reuters Datastream. 
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The lower A$ is already had a significant positive impact on the 
tourism sector

Source: Australian Bureau of Statistics.
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Employment growth is picking up in some of the more  labour-
intensive sectors of the economy

. Source: ABS. 
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Employment growth is picking up, and the unemployme nt rate may 
have peaked already despite ongoing slow GDP growth

Source: ABS. 
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Business confidence and forward-looking expectation s are also 
showing some improvement

Source: National Australia Bank Monthly Business Survey
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Australia has considerable scope to use fiscal poli cy to ameliorate 
the effects of any significant negative economic sh ocks

Source: International Monetary Fund, Fiscal Monitor. April 2015..
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Source: Australian Treasury, ‘Statement No. 4 – Sustaining Strong Growth in Living Standards’, in 2014-15 Budget Paper No. 1 – Budget Strategy and Outlook, May 2014, p. 4-6. 
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Summary – an Australian recession is distinctly poss ible, but it’s 
not the most probable scenario

� In a purely chronological sense, Australia is ‘overdue’ for a recession

− but the business cycle doesn’t behave according to the dictates of the calendar

� Every previous Australian ‘commodities boom’ has been followed by a recession, 
and the most recent ‘resources boom’ was the biggest of them all

− but every previous ‘commodities boom’ led to double-digit inflation, whereas the most 
recent one didn’t

� Australia is much more exposed to a sharp slowdown (or recession) in China than 
ever before

− it would be foolish to discount that possibility entirely, but it’s not the most likely scenario

� Previous Australian recessions have all been preceded by a period of high interest 
rates (by the standards of the time)

− whereas Australian interest rates are currently at record lows, and are unlikely to rise to 
high levels (by recent standards) in the foreseeable future

� Record-low interest rates and (belatedly) a lower exchange rate are helping to offset 
the effects of the end of the resources boom – especially on employment

� Australia has room to use fiscal policy, and to allow the A$ to fall further, in response 
to further adverse economic shocks

� The most likely medium-term scenario for Australia is an extended period of sub-par 
economic growth – not a recession
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Important information

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 165 668 058 69, whose registered office is located 
at Level 11, 114 William Street, Melbourne, Victoria 3000 Australia. 

This document has been prepared for the use of the party or parties named on the first page hereof, and is not to be further circulated or distributed without 
permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of financial 
or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.  The views expressed in this document 
accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein.  Neither Saul Eslake nor Corinna 
Economic Advisory Pty Ltd however makes any representation as to its accuracy or completeness and the information should not be relied upon as such.  All 
opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without notice. The author and Corinna 
Economic Advisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability, proceedings, cost or expense 
(“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity or otherwise) out of or in connection with the contents of 
and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated. 


