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Uncertainty about US economy policy is pervasive — and while a lot of
that is about trade, it's not all about frade
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Note: The Economic Policy Uncertainty Index is an index of search results from 10 US large newspapers for articles search for articles containing the term 'uncertainty' or SAU L ESLAKE
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https://www.policyuncertainty.com/us_monthly.html

Uncertainty about US economic and trade policies — and reactions by
other countries - is pervasive around the world
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https://www.policyuncertainty.com/all_country_data.html

American households are starting to sense that an economic winter is
coming

Measures of US consumer sentiment Household inflation expectations
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Note: The Conference Board measure gives much greater weight to consumer perceptions of labour market conditions, while the Michigan University measure gives greater
weight to perceptions of inflation. Sources: The Conference Board, US Consumer Confidence; University of Michigan, Surveys of consumers.
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https://www.conference-board.org/topics/consumer-confidence
http://www.sca.isr.umich.edu/

The Trump Adminisiration is tfrashing America’s ‘brand’ - in the financial
markets no less than anywhere else

US Treasury bond yields US dollar vs other major currencies
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The US Budget is already in a fairly dire condition - and Trump’s “One Big
Beautiful Bill” will make it even worse

US Federal budget deficit
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O The Congressional Budget Office estimates that the ‘One Big Beautiful Bill Act’ will add USS$3.8 trillion to deficits

over the fiscal years 2025-34 (on top of the US$21.1 trillion already forecast on unchanged policies)

d The Committee for a Responsible Federal Budget estimates that it will add USS$3.1 trillion to deficits over the next

decade (or as much as USS 5.1 trillion if ‘temporary provisions’ are extended without offsets)

Sources: Congressional Budget Office, The Budget and Economic Outlook: 2025 to 2035, 17t January 2025; The Long-Term Budget Outlook: 2025 to 2055, 270 March 2025; A L E LAKE
and Estimated Budgetary Effects of a Bill to Provide for Reconciliation Pursuant to Title Il of H. Con. Res. 14, the One Big Beautiful Bill Act, 20" May 2025; Committee for a S U s

Responsible Federal Budget, Breaking Down the One Big Beautiful Bill, 215" May 2025.
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https://www.cbo.gov/system/files/2025-01/60870-Outlook-2025.pdf
https://www.cbo.gov/publication/61187
https://www.cbo.gov/publication/61420
https://www.crfb.org/blogs/breaking-down-one-big-beautiful-bill
https://www.cbo.gov/publication/61420
https://www.crfb.org/blogs/breaking-down-one-big-beautiful-bill

The US is on the cusp of having higher interest rates on government debt
than nominal GDP growth — which could lead to exponential growth in debt

Interest rates and nominal GDP growth
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Sources: US Bureau of Economic Analysis, Gross Domestic Product; US Federal Reserve, H.15 Selected Interest Rates; Olivier Blanchard, Public Debt and Low Interest Rates,
American Economic Review, Volume 109, No. 4, April 2019.
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4 In the aftermath of the global financial crisis of 2007-09,

and particularly during the Covid-19 pandemic, the
‘conventional economic wisdom’ began to emphasize
that, in an environment of historically low interest rates,
larger deficits and higher public debt could be sustained

In particular, former IMF Chief Economist Olivier
Blanchard, in his February 2019 Presidential Address to
the American Economic Association, asserted that when
interest rates are lower than [nominal] economic growth
rates (which he said was “historically the rule rather than
the exception”) “the fiscal costs of debt are zero and the
welfare costs of debt are small” — a view which came to
be widely accepted

Now, however, interest rates on US government debt
(which have been rising) are almost equal to the growth
rate of US nominal GDP (which has been falling)

If bond yields were to remain higher than GDP growth for
an extended period, deficits and debt would grow
exponentially
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https://www.bea.gov/data/gdp/gross-domestic-product
https://www.federalreserve.gov/releases/h15/
https://www.aeaweb.org/articles?id=10.1257/aer.109.4.1197
https://www.piie.com/commentary/speeches-papers/public-debt-and-low-interest-rates
https://www.piie.com/commentary/speeches-papers/public-debt-and-low-interest-rates

China - still searching for new drivers of growth
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China’s post-Covid recovery has been very modest
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http://www.stats.gov.cn/english/
http://www.stats.gov.cn/english/
http://www.pbc.gov.cn/en/3688247/3688975/index.html

China’s merchandise frade surplus is being sustained by weakness in
imports as well as in strength in exports ...

China’s merchandise exports and imports China’s merchandise trade surplus
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http://english.customs.gov.cn/Statistics/Statistics?ColumnId=1

... as is even more obvious when you break the data down into volumes

and prices

China’s merchandise export and import volumes
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China’s merchandise export and import prices
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https://www.cpb.nl/en/cpb-world-trade-monitor-march-2025
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In principle, China could sustain stronger growth by lifting household
spending, but that won’t happen while households feel obliged to save

China household consumption as
a pc of GDP
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http://www.stats.gov.cn/english/
http://www.stats.gov.cn/english/
https://www.oxfordeconomics.com/country/china/

Australia — a relatively low-cost victory over
inflation, but significant challenges await
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Australia has succeeded in getting inflation back down to its target
range - with less cost in terms of economic growth or unemployment

8 -

Sources: US Bureau of Labor Statistics and Bureau of Economic Analysis; UK Office for National Statistics; Statistics Canada; Australian Bureau of Statistics; Statistics NZ
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https://www.bls.gov/news.release/empsit.toc.htm
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.ons.gov.uk/releases/ukeconomicaccountsjulytoseptember2024
https://www150.statcan.gc.ca/n1/dai-quo/ssi/homepage/rel-com/theme18-eng.htm
https://www150.statcan.gc.ca/n1/daily-quotidien/241129/dq241129a-eng.htm?HPA=1&indid=3278-1&indgeo=0
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/sep-2024
https://www.stats.govt.nz/news/gdp-decreases-1-0-percent-in-the-september-2024-quarter/

Australia has relied on population growth, and favourable terms of frade
(commodity prices) to obscure an abysmal productivity performance

Population Terms of trade (export/import prices) Labour productivity
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Sources: US Bureau of Labor Statistics and Bureau of Economic Analysis; Eurostat; UK Office for National Statistics; Statistics Canada; Australiaon Bureau of Statistics; Statistics NZ.
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https://www.bls.gov/news.release/empsit.toc.htm
https://www.bea.gov/data/gdp/gross-domestic-product
https://ec.europa.eu/eurostat/web/national-accounts/methodology/european-accounts/productivity-indicators
https://www.ons.gov.uk/releases/ukeconomicaccountsjulytoseptember2024
https://www150.statcan.gc.ca/n1/dai-quo/ssi/homepage/rel-com/theme18-eng.htm
https://www150.statcan.gc.ca/n1/daily-quotidien/241129/dq241129a-eng.htm?HPA=1&indid=3278-1&indgeo=0
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/sep-2024
https://www.stats.govt.nz/news/gdp-decreases-1-0-percent-in-the-september-2024-quarter/

Some industries have much higher labour productivity than others ...

Australian labour productivity (gross value added per hour worked) by industry, 2023-24
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17 Sources: ABS, Australian National Accounts: National Income, Expenditure and Product, September quarter 2024, and Labour Account, Australia, September quarter 2024.



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/labour-accounts/labour-account-australia/sep-2024

The slide in Australia’s overall productivity growth rate is parily due to a
shift towards intrinsically low labour productivity industries ...

Labour productivity growth in “high-", Shares of total hours worked in “high-",
“medium-" and “low-productivity” industries “medium-" and “low-productivity” industries
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Sources: ABS, Australian Nafional Accounts: National Income, Expenditure and Product, March quarter 2025, and Labour Account, Australia, March quarter 2025.
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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/labour/labour-accounts/labour-account-australia/sep-2024
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... but also because productivity growth in three of Australia’s more
important industries has actually been negative over long periods of fime

Labour productivity in mining
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Sources: ABS, Australian National Accounts: National Income, Expenditure and Product, March quarter 2025, and Labour Account, Australia, March quarter 2025.
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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/labour/labour-accounts/labour-account-australia/sep-2024
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Australia is more exposed to a protracted slowdown in China’s economy -
or to frade sanctions against China - than any other ‘advanced’ economy

Exports to China as a pc of total exports
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https://data.imf.org/en/datasets/IMF.STA:ITG

Australia’s long-term structural budget problem should prompt an ‘adult
conversation’ about how to pay for additional spending - but it hasn’t

‘Underlying’ cash payments and receipts O Federal government spending in the post-Covid era
appears to have settled at about 1% pc points of
28 1 9 of GDP GDP higher than the 1975-2019 average
that reflects the Australian public’s evident demand for
27 - Cayments more spending on health, aged, disability and child
/M care ...
26 1 - ... the consensus among the maijor political parties that
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24 - result of the $531bn increase in net debt since 2008
Aver
. 2023.24 1o d I's not at all clear that this additional spending can
%)255;‘)5 be offset by reductions in other areas of the Budget
oo — although scrapping the outrageous GST ‘deal’ done at
the behest of Western Australia would be a good start
Average 1974-75 to
21 - 2018-19 (24.7%) O Neither side of politics appears willing to have an
‘adult conversation’ with the Australian public about
20 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ | ‘ ‘ how this additional spending should be paid for
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— which leaves the ‘default options’ of on-going deficits,

Financial ded 301 J . )
nanciatyedrs ende one and ‘bracket creep’ pushing up personal income tax
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21 Source: Australion Government, 2025-26 Budget Paper No. 1, Statement 3: Fiscal Strateqy and Outlook, and Statement 11: Historical Australian Government Data.



https://budget.gov.au/content/bp1/download/bp1_bs-3.pdf
https://budget.gov.au/content/bp1/download/bp1_bs-11.pdf
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State and territory governments have been larger deficits in recent years
than the Federal Government, and running up more debt

Cash surpluses or deficits
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Sources: Australian Government, 2025-26 Budget Paper No. 1, 2025-26 Budget Papers for Victoria, South Australia, Tasmania and the Norfthern Territory; 2024-25 Mid-Year

budget reviews for New South Wales, Queensland, Western Australia and the Australian Capital Territory.
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https://budget.gov.au/content/bp1/download/bp1_bs-10.pdf
https://www.dtf.vic.gov.au/2025-26-statement-finances
https://treasury.sa.gov.au/__data/assets/pdf_file/0003/1159383/2025-26-Budget-Statement.pdf
https://www.treasury.tas.gov.au/Documents/2025-26 The Budget - Budget Paper No.1.PDF
https://budget.nt.gov.au/__data/assets/pdf_file/0006/1514832/2025-26-bp2-book.pdf
https://www.budget.nsw.gov.au/2024-25/half-yearly-review
https://s3.treasury.qld.gov.au/files/2024-25_Budget_Update.pdf
https://www.wa.gov.au/system/files/2024-12/2024-25-myr.pdf
https://www.treasury.act.gov.au/__data/assets/pdf_file/0006/2792121/2024-25-Budget-Review.pdf
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Ausiralia may be at risk of losing its AAA credit rating

AAA-rated countries - budget balance and
net debt (averages for 2025-2030)
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AAA-rated countries - budget balance and
current account balance (averages for 2025-30)
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https://www.imf.org/-/media/Files/Publications/fiscal-monitor/2025/Data/2025AprFiscalMonitorDatabase.ashx
https://www.imf.org/en/Publications/WEO/weo-database/2025/April

Actuaries
Institute.

Thank you

Actuaries Institute
actuaries.asn.au

Presented at the 2025 All Actuaries Summit



25

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.

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. 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, and Corinna Economic Adyvisory 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.
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