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Australia’s recession wasn’t as severe as, and its recovery has been

stronger than, most other ‘advanced’ economies
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.stats.govt.nz/information-releases/labour-market-statistics-june-2021-quarter
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.bls.gov/news.release/empsit.toc.htm
https://www.esri.cao.go.jp/en/sna/sokuhou/sokuhou_top.html
https://www.stat.go.jp/english/data/roudou/index.html
https://ec.europa.eu/eurostat/web/national-accounts/overview
https://www.ons.gov.uk/economy/grossdomesticproductgdp

Though stronger-than-expected overall, the recovery in economic activity
and employment has been very uneven across sectors

Q2 2021 real gross value added by indusiry —
change from pre-pandemic peak
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Sources: ABS, Australian Natfional Accounts: National Income, Expenditure and Product, June quarter 2021; and Labour Force, Australia, Detailed, August 2021.

Q3 2021 employment by industry -
change from pre-pandemic peak
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/aug-2021

Up until very recently Australia has done a better job than most others of

suppressing the virus — and governments have provided more fiscal support

New covid-19 infections per million population, Fiscal policy responses to Covid-19 - selected
Australia compared with other countries and regions ‘advanced’ economies
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Sources: University of Oxford, Our World in Data (data up to 25™ October); IMF, Fiscal Monitor Database of Country Fiscal Measures in Response to the COVID-19
4 Pandemic, October 2021 (data up to 27th September: excludes loan guarantees and other ‘below-the-line’ measures); Corinna. C%Rg‘;fr EDCEOT\;OE%%AES"SOCRE
IN NDEN NOMI



https://ourworldindata.org/coronavirus
https://ourworldindata.org/coronavirus
https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19

Australia (initially and for quite some time) didn’t do nearly so well in
pursuing the alternative (and less costly) strategy of vaccinations

Percentage of major ‘advanced’ economies’ Percentage of major ‘advanced’ economies’
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https://ourworldindata.org/covid-vaccinations
https://ourworldindata.org/covid-vaccinations

Until recently Australia had one of the highest rates of vaccine hesitancy in
the ‘developed’ world — and the Government did nothing about it

Covid-19 vaccine hesitancy, selected ‘advanced’
economies
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Vaccination rates by US states vs vote for Trump at last
November's presidential election
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Sources: Imperial College London and YouGov, Covid 19 Behaviour Tracker Data Hub ; The Cook Polifical Report; Our World in Data; Corinna.
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https://github.com/YouGov-Data/covid-19-tracker
https://cookpolitical.com/2020-national-popular-vote-tracker
https://ourworldindata.org/covid-vaccinations

Australia has had a second recession (albeit a very short one) as a result
of the lockdowns in NSW, Victoria and the ACT

Quarterly growth in Australian real GDP, 1961-2021
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Suppose the bushfires which ravaged south-eastern
Australia in the last few weeks of 2019 and first few
weeks of 2020 hadn't happened —real GDP might

have risen marginally in Q1 last year rather than
declining 0.3% - would it really have made sense to
say that Australia therefore ‘escaped recession’
because there was only one quarter of ‘negative
growth’ (even though that negative was larger than
the sum of the two previous recessions combined?)
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Note: Shaded areas denote recessions. Source: ABS, Australian National Accounts: National Income, Expenditure and Product, March quarter 2021.
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/mar-2021

The ‘effective’ unemployment rate dropped 0.1 pc pt to 10.6% in September
- well above May’s low of 5.7% - but should fall over the next few months

Alternative measures of unemployment
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/sep-2021

The ABS’ new business turnover indicator shows that the same sectors
have been hardest hit during the recent lockdowns in NSW & Victoria

Indicators of business turnover, by industry
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$20mn or more (together with a proportion of smaller businesses which voluntarily report monthly). Source: ABS, Monthly Business Turnover Indicator, August 2021. September CORINNA ECONOMIC ADVISORY

data will be released on 10" November.
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https://www.abs.gov.au/statistics/economy/business-indicators/monthly-business-turnover-indicator/aug-2021

Job losses have been concentrated among the same indusiries, and the
same groups of people, as during last year's lockdowns

Change in payroll jobs between week ended 39 July and week ended 11t September
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Source: ABS, Weekly Payroll Jobs and Wages in Australia. Data refers to the number of payroll jobs at businesses participating in the Australian Taxation Office’s Single Touch
Payroll system, which covers 99% of employers with 20 or more employees and about 71% of smaller employees. People with two or more jobs (about 6% of the total) are double- SA U L ES LAKE
counted; employers and the self-employed are not included. Data are not seasonally adjusted (so at least some of the week-to-week variations could be due to ‘normal’

seasonal factors): and the two most recent weeks are subject to (what have often been large) revisions. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/labour/earnings-and-work-hours/weekly-payroll-jobs-and-wages-australia/week-ending-17-july-2021
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Business confidence has rebounded, especially in NSW, in anticipation of
the lockdowns ending

Business confidence

40 - Net balance (%)

30

20

10

0

-10 -

W
S
|

A
o
\

-60

70 -
89

93

97

Business confidence recovered
strongly in September, to ifs
highest level since May, in
anticipation of the end of
lockdowns in NSW and Victoria
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Business confidence, states and territories

Net balance (%)

There was a
massive turnaround
in business
confidence in NSW
and a smaller one
in Victoria

16 17 18 19

20

21

30

20

10

Net balance (%)

Whereas confidence
deteriorated (albeit not
by much) in each of
the other states

16 17 18 19 20 21

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://business.nab.com.au/wp-content/uploads/2020/12/NAB-Monthly-Business-Survey-June-2021.pdf

Consumer confidence has held up better than business confidence

Consumer confidence index Household finances assessment Buying conditions assessment
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https://www.westpac.com.au/content/dam/public/wbc/documents/pdf/aw/economics-research/er20201209BullConsumerSentiment.pdf

Household incomes have been supported by government payments, but
spending has been curtailed, so households have lots of savings to spend

Household income and spending
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.apra.gov.au/monthly-authorised-deposit-taking-institution-statistics

Household net worth has risen by $2.2irn (192%) since the end of 2019,
while debt service payments have fallen as a pc of income

Sources of gains in household net worth, Q4 2019 Household net debt and interest payments as a
to Q2 2021 percentage of disposable income
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Sources: ABS, Finance and Wealth Accounts, June quarter 2021; RBA, Statistical Tables E1 & E2. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-finance-and-wealth/jun-2021
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-finance-and-wealth/jun-2021
https://www.rba.gov.au/statistics/tables/index.html

Most morigage borrowers have been using high savings and low interest
rates to increase their pre-payments of principal

Change in housing loan pre-payments Owner-occupier mortgage borrowers with high DTI
over the twelve months to August 2021 ratios and low pre-payment ‘buffers’
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Note: Pre-payments are measured in months of repayments and expressed as a share of loans (excluding fixed-rate and investor loans. ‘High debt and low buffer’ households SA U L ES LAKE
are those with a DTl > 6 and less than one month of pre-payments. Source: Reserve Bank of Australia, Financial Stability Review, 8 October 2021. CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS
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Morigage lending standards have deteriorated somewhat over the past

two years - but so far, loan quality hasn’t

Characteristics of new mortgage loans
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https://www.apra.gov.au/sites/default/files/2021-09/Quarterly%20authorised%20deposit-taking%20institution%20property%20exposures%20statistics%20-%20March%202004%20to%20June%202021.xlsx

The rich have gotien a bit richer over the past twenty years — but not by a

lot

Income distribution by income quintiles
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Note: ‘income’ is ‘equivalized disposable household income’ which takes account of differences in the number of people living in different households. ‘Quintiles’ are
17 '20% slices’ of households ranked by income. Sources: ABS, Household Income and Wealth, Australia, 2017-18.
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https://www.abs.gov.au/statistics/economy/finance/household-income-and-wealth-australia/latest-release

What is more siriking is how much richer the old have become, (mostly)
at the expense of young adults

Income distribution by age cohorts Wealth distribution by age cohorts
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Note: ‘income’ is ‘equivalized disposable household income’ which takes account of differences in the number of people living in different households. The percentage of SAUL ESLAKE
households ‘headed’ by people aged 65+ has risen from 20% in 2000-01 to 24%% in 2017-18; the percentage ‘headed’ by people aged 15-34 has declined from 23'4% to 19v2%

8 . i . 3 CORINNA ECONOMIC ADVISORY
over the same period. Sources: ABS, Household Income and Wealth, Australia, 2017-18. INDEPENDENT ECONOMICS



https://www.abs.gov.au/statistics/economy/finance/household-income-and-wealth-australia/latest-release

The home ownership rate at the 2016 census was the lowest since 1954 -
and for some age groups it was the lowest since 1947

Overall home ownership rates at Censuses
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Sources: ABS, Census of Population and Housing: General Community Profile, Australia, 2016 and Historical Census Data; Judith Yates, "Explainer: what's really keeping young

19 and first home buyers out of the housing market", The Conversation, 12" August 2015,
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https://www.abs.gov.au/statistics/people/population/national-state-and-territory-population/latest-release
https://www.abs.gov.au/ausstats/abs@.nsf/PrimaryMainFeatures/2001.0?OpenDocument
https://www.abs.gov.au/websitedbs/D3310114.nsf/Home/2016%20Historical%20Census%20Data
https://www.abs.gov.au/ausstats/abs@.nsf/PrimaryMainFeatures/2001.0?OpenDocument
https://www.abs.gov.au/websitedbs/D3310114.nsf/Home/2016%20Historical%20Census%20Data
https://theconversation.com/explainer-whats-really-keeping-young-and-first-home-buyers-out-of-the-housing-market-45716

20

Employment should recover quite quickly given the high level of
vacancies and the lack of competition for jobs from migrants

Measures of job vacancies
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Sources: Australion Government, Labour Market Information Portal; ANZ Research; ABS, Job Vacancies, Australia.
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https://lmip.gov.au/default.aspx?LMIP/VacancyReport
https://www.anz.com/corporate/our-expertise/anz-research/?adobe_mc=MCMID%253D27361199418806311364588398187284835818%257CMCORGID%253D67A216D751E567B20A490D4C%252540AdobeOrg%257CTS%253D1610500120
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/job-vacancies-australia/may-2021

21

The unemployment rate could fall more quickly, and further, than expected
depending on how long before immigration picks up again

R
Monthly growth in civilian working-age population
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O Over the decade prior to the onset of Covid-19, the civilian
working-age population (people aged 15 and over) grew by
an average of 26K a month - meaning that 162K new jobs a
month, on average, were required to keep the unemployment
rate constant (assuming an unchanged participation rate)
O But so far this year, the working-age population has risen by

an average of just under 10K a month — which means that
anything more than 62K new jobs a month will result in a fall in
the unemployment rate, all else being equal

Source: ABS, Labour Force, Australia, September 2021; Corinna.

Unemployment rates for alternative rate of jobs growth

8.5 1 % of labour force
Assumes lockdowns

75 | JAC“jO" end in October and
50C|J<n/_ U?h displaced
6.5 - ' employees return to
labour force
5.5 - /
4.5
25K / mth
3.5 - /
50K / mth
2.5 \
20 21 22

0 Assuming the working-age population grows at the same
rate as it has over the first nine months of 2021, and that
lockdowns end by end-October, with people displaced
from work during lockdowns returning to the labour force
by November - if employment then grows as the same
rate as in January-June, the unemployment rate would
be down to less than 3% by June next year

O Even if employment grows by half what it did between
January and June, the unemployment rate would be
down to almost 4% by next June SAUL ESLAKE
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/jul-2021

Australia isn’t seeing as much inflationary pressures as other ‘advanced’
economies - but ‘underlying’ inflation is now back in the 2-3% target range

Producer prices ‘Underlying’ consumer prices Wage costs
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Note: ‘Underlying’ consumer prices are, for Australia, the frimmed mean; for New Zealand, the RBNZ's ‘sectoral factor model’; and for the US, euro zone and Canada, the CPI

22 excluding food and energy. Sources: ABS; Statistics NZ; US Bureau of Labor Statistics; Eurostat; Statistics Canada. E%R;:’:Ei?ﬁi“g%ﬁ%’ﬁ?g;



https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.stats.govt.nz/information-releases/labour-market-statistics-june-2021-quarter
https://www.bls.gov/news.release/empsit.toc.htm
https://ec.europa.eu/eurostat/web/national-accounts/overview
https://www.statcan.gc.ca/eng/start

‘Underlying’ inflation may be ‘sustainably’ back in the RBA’s 2-3% target
range before 2024: in which case interest rates might starting rising in 2023

Consumer prices Interest rates
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Note: ‘Underlying’ inflation is the average of the weighted median and frimmed mean CPIs. Sources: ABS, Consumer Price Index, Australia; Reserve Bank of Australia, Statistical
23 Tables F1 and F2. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/jun-2021#key-statistics
https://www.rba.gov.au/statistics/tables/index.html

The Australian Government does now have a lot of debt, by historical

standards

Commonwealth Government net debt
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Note: ‘Net debt’ is the interest-bearing liabilities (mainly government bonds) less the sum of selected financial assets (cash and deposits, advances paid and
o4 investments, loans and placements). Source: Australian Government, 2021-22 Budget Paper No. | - Budget Strategy and Ouflook - Statement 11.
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https://budget.gov.au/2021-22/content/bp1/download/bp1_bs11.docx

So do most state and territory governments - especially Victoria and the
Northern Territory

|
State and Territory Government net debt, 2014-15 to 2024-25

35 1 % of GSP

NSW Vic Qld SA WA Tas NT ACT
SAUL ESLAKE

Note: ‘Net debt’ includes the debft of state and territory public non-financial enterprises (GBEs). Sources: State and Territory Budget Papers.
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Analysis by the Parliamentary Budget Office suggests the debt which the
Government has incurred is sustainable under a wide range of scenarios

PBO projections of Commonwealth Government PBO projections of Commonwealth Government
gross debt interest payments
0 7 % ot GDP 357 % of GoP
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O The PBO derived projections of gross debt and interest payments over the next 40 years based on 27 combinations of
different assumptions about economic growth, interest rates and the budget balance

O Under all of these scenarios (even the ‘worst case’), both total debt and debt-servicing costs remain within the bounds of
historical experience SAUL ESLAKE

2% Source: Parliamentary Budget Office, Beyond the Budget: Fiscal outlook and scenarios, 215t September 2021. CORINNA ECONOMIC ADVISORY
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https://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Budget_Office/Publications/Research_reports/Beyond_the_budget

Ausiralia’s problem is that the Government will be relying solely on rising
personal income tax collections to keep the deficit on a declining path

Commonwealth Government
receipts and payments
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Personal income tax and other
tax receipts as pc of GDP

1% of GDP 14 1% of GDP
SO Forward
EEiEs & Estimates &
projections .
32 projections
13 -
30 A Payments
12 -
28 - /\ /
\/"\z\ N Al /\-/
26
10 -
24
9 . Personal
22 Receipts income tax
20 T T T T T T T T T T 8 I ! I ! I ! I ! I !
82 87 92 97 02 07 12 17 22 27 32 82 87 92 97 02 07 12 17 22 27 3
Fiscal years ended 30™ June Fiscal years ended 30™ June
27 Source: Parliamentary Budget Office, Beyond the Budget: Fiscal outlook and scenarios, 215t September 2021.
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https://www.aph.gov.au/About_Parliament/Parliamentary_Departments/Parliamentary_Budget_Office/Publications/Research_reports/Beyond_the_budget

Australia’s above-average economic growth over the past 20 years owes
a lot to above-average population growth: that's now changed

Australia and OECD population growth
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Australian GDP and per capita GDP growth
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/people/population/national-state-and-territory-population/latest-release
https://www.oecd-ilibrary.org/economics/data/main-economic-indicators/main-economic-indicators-complete-database-edition-2021-10_5947d9dd-en

Australia has come to rely much more heavily on increased labour input
to drive economic growth in recent years — we can’t keep doing that

Labour input and labour productivity contributions to Australian real

GDP growth
6 1 5 change from year earier d Over the five years between
the end of the ‘mining boom’
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29 Note: June quarter 2021 not shown. Source: ABS, Ausiralian Natfional Accounts: National Income, Expenditure and Product. CORINNA ECONOMIC ADVISORY
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
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Australia is now more dependent on China as a market than we have been
on any one country since the 1950s — and that’s now not such a Good Thing

Australia’s major export markets, 1950-2020 Australian exports to China, ten months to August 2021
compared with ten months to August 2020
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https://www.dfat.gov.au/trade/resources/trade-statistics/trade-time-series-data
https://www.dfat.gov.au/trade/resources/trade-statistics/trade-time-series-data
https://www.dfat.gov.au/sites/default/files/country-commodity-pivot-table-monthly-jul-2018-apr-2021.xlsx
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Australia risks being seen as a ‘climate change pariah’ with potentially

adverse consequences for our tfrade

SAUL ESLAKE

Sources: BP, Statistical Review of World Enerqgy 2021.
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https://www.bp.com/en/global/corporate/energy-economics/statistical-review-of-world-energy.html

So, summing up the situation and outlook for Australia

32

d
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Australia has had a (short and sharp) second recession during the September quarter
— but there should also be a strong rebound in the December quarter as NSW, the ACT and Victoria come out of lockdown

— with the only dampening influences being that people may remain a bit more cautious than after last year’s lockdowns
because they know Covid will be circulating in the community; and because some spending will be done overseas

Employment should ‘snap back’ quite quickly as NSW, the ACT and Victoria emerge from lockdowns
— given the large number of job vacancies and the lack of competition for jobs from migrants
— the unemployment rate could fall quite quickly especially if the Government delays re-starting immigration

Households’ capacity to spend will be supported by the build-up in savings and increases in wealth which have
accrued (contrary to initial expectations) over the past 18 months
— although there is some uncertainty around the distribution of those savings and wealth gains across different households

Australia so far isn’t seeing nearly as much inflationary pressure as other ‘advanced’ economies
— and the RBA has a less demanding inflation target than most other ‘advanced’ economy central banks
— soitis under as much pressure to raise interest rates as central banks in some other economies

The RBA will probably end up starting to raise interest rates in the second quarter of 2023
— most mortgage borrowers are reasonably well placed to cope with (modestly) higher interest rates, but some will struggle
— there will also likely be an increase in small business insolvencies as cash resources are exhausted

There has to be a federal election some time before late May next year - most likely in early March
Fiscal policy is likely to be tightened after the election - a fair bit of tightening will occur ‘auvtomatically’

The Australian economy will likely face some ‘headwinds’ from slowing growth in China (as well as on-going

difficulties in the political relationship), and potentially from being seen as a climate change ‘pariah’
SAUL ESLAKE
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Important information

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

Corinna Economic Advisory is a partner (with Liewellyn Consulting, of 1 St Andrews Hill, London EC4V 5BY, United Kingdom) in Independent Economics.

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 fo engage in any kind of financial
or other fransaction, 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. None of Saul Eslake, Corinna
Economic Advisory Pty Ltd nor Independent Economics 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. Saul Eslake, Corinna Economic Adyvisory Pty Lid and Independent Economics 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.
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