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Growth in the number of confirmed cases in Australia has slowed
substantially
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Australia, New Zealand and a number of Asian nations have hade greater
success in containing the virus than North America or Europe
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The virus appears (so far) to have been less infectious, and less lethal, in

Australia than in many other countries
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Comparative isolation and early shutdowns have helped Ausiralia (and
New Zealand) contain the spread of Covid-19

Timing and severity of government restrictions on movement and gathering of people
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Australians have (so far) strongly approved the Government’s handling of
the pandemic

Voter approval of leaders’ performance before
and after the coronavirus outbreak
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Market reactions initially amplified the economic shock, but central bank
actions, easing of restrictions and ‘vaccine optimism’ have eased strains
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Major ceniral banks have done more ‘QE’ than they did during the global
financial crisis

Major central bank policy interest rates Major ceniral bank balance sheets
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The IMF is forecasting the sharpest contraction in the world economy
since the Great Depression, followed by a sharp snap-back in 2021

Growth in global real GDP IMF GDP forecasts - selected
economies
8 71 % change from previous year
2020 2021
6 _
Us -6.1 4.5
Euro area -7.5 4.7
i UK -6.5 4.0
China 1.2 9.2
5 . Japan -5.2 3.0
Korea -1.2 3.4
o | ASEAN -0.6 7.8
Australia -6.7 7.1
NZ -7.2 5.9
-2 -
World -3.0 5.8

4
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Source: IMF, World Economic outlook, April 2020.

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY



After a sharp contraction in Q1, parts of China’s economy are now
rebounding - but households remain cautious
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Japan entered its fourth recession since 2000 after hiking its GST rate last

October, and the pandemic has worsened it

Real GDP Consumer confidence
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The US economy is experiencing its sharpest contraction since the 1930s

Real GDP Consumer sentiment Retail sales
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The impact on the US labour market has been particularly severe
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Europe is also experiencing a sharp downturn although unemployment
probably won't rise as much as in the US

Euro area real GDP
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Mobility data suggest that people around the world are emerging from
lockdown and gradually starting to go back to work

Time spent driving Time spent in work places
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In Australia, consumer and business confidence plunged in March, but

have staged a partial recovery in April

Consumer confidence
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Most of the components of NAB's well-regarded business survey are
worse than during the GFC but not as bad as in the early 1990s recession
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Australians stayed home while restrictions were in force, but are now
starting to get out and about again

Time spent driving, walking and in transit Time spent working, at home, shopping & playing
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A wide range of businesses have been (or expect to be) affected by
government-mandated ‘social distancing’ measures

Reduced demand Staff shortages
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Most businesses are operating under ‘modified conditions’, and around
half have made changes to employment arrangements

How businesses say they have been affected by
government-imposed restrictions
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Nearly 600,000 jobs were lost in April, although more than 80% of job-
losers quit the labour force, limiting the rise in (measured) unemployment

Employment
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Note: The ABS classifies people on JobKeeper who worked zero hours in the survey week as ‘employed’. Had it not done so, the unemployment rate in April would
have been 11.7%. The ‘under-employment ratio’ is the percentage of employed persons who are working fewer hours than they are willing and able to work. The
‘under-utilization rate’ is the proportion of the labour force who are unemployed or underemployed.
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How the Government’s JobKeeper program has helped to reduce
measured unemployment

Alternative measures of unemployment
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Source: ABS; Corinna.
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because they were 'stood down'

The Government’s JobKeeper program pays eligible
employers a subsidy of $1500 per fortnight for each eligible
employee kept on the payroll betiween 30 March and 27
September

Eligible employers are those with
— annual turnover of <$1bn whose turnover has fallen by >30%

— annual turnover of >$1bn (other than major banks) whose
turnover has fallen by >S1bn

— Registered charities whose turnover has fallen by >15%

Eligible employees are Australian citizens who are (or were
at 1 March) permanent full- or part-time employees, or
casuals who had at least 12 months ‘regular employment’

For labour force survey purposes the ABS classifies people
being paid through JobKeeper as ‘employed’ - even if they
have been stood down, or worked no hours during the survey
week

— inthe US and Canada, such people are classified as
unemployed

The Government now estimates about 3'2-mn employees are
receiving subsidized wages through JobKeeper (down from

émn initially forecast) SAUL ESLAKE
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Although 60% of businesses say they will register for JobKeeper payments,
so far fewer than 40% have done so

Number of businesses enrolled in JobKeeper
program Equivalent to 38% of

the number of ‘actively
trading’ businesses as
'000s at 30t June 2019

Businesses expecting to register for participation
in JobKeeper program
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900 A 1
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% of 0 A

businesses
I 1

0 20 40 60 80 100

Mining

Manufacturing

Electricity, gas & water supply
Construction

Wholesale trade

Retail trade

Accomodation & food services
Transport, postal & warehousing
Information, media & telecoms
Finance & insurance

Rental, hiring & real estate
Professional, scientific & tech svces
Administration & support services
Education & training

Health care & social assistance
Art & recreation

Other services

Total

1dv-0g

ldvy-zz

So\va 74

1dv-/2

1dv-6z
AOW-10
ADW-G0
AOW-£0
ADW-60
ADW-1 |

APW-€ |
ADW-G |
ADW-£1
AOW-61
AOW-1Z

O Treasury now thinks that about 3'2mn workers will be supported by JobKeeper, down from the original
estimate of 6'-mn - at a cost of $70bn, down from the original estimate of $130bn

Sources: ABS; Treasury; Australian Financial Review.
SAUL ESLAKE
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Job losses in April were greatest in NSW & Queensland, although hours
worked fell by more in Victoria, SA, WA and Tasmania

Employment Labour force participation rate Under-employment ratio
0 1 0.0 20 - % of total @ Increase in April
18 4 employed = March
-1 4 -0.5 A 16 -
-2 1 -1.0 1 14 -
12 1
-3 1 -1.5 1 10
4 81
4 - -2.0 A 6 -
-5 2.5 - 4 A
. 2 .
-6 4 % change March fo April -3.0 < % pt change March to April 0

NSW Vic Qld SA WA Tas NT ACT Aus NSW Vic Qld SA WA Tas NT ACT Aus NSW Vic Qld SA WA Tas NT ACT Aus
Total hours worked

Unemployment rate ‘Under-utilization’ rate
4 - . % of labour i i
% change March fo Apri 12 4% of the Unemployment rates if labour 25 force _ f I'C‘erecﬂse in April

29 labour force force participation rates has

0 A 10 remained at March levels 20

2 8 15

-4 -

6 1 é 10 A

-8 - 4

10 57
- 2
-12 - 0 -

NSW Vic Qld SA WA Tas NT ACT Aus 0 NSW Vic Qld SA WA Tas NT ACT Aus

NSW Vic Qld SA WA Tas NT ACT Aus

Note: The ‘under-employment ratio’ is the percentage of employed persons who are working fewer hours than they are willing and able to work. The ‘under-utilization S A U L E S L A K E

25 rate’ is the proportion of the labour force who are unemployed or underemployed. Source: ABS.
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The measured unemployment rate is understating the ‘true’ extent of job
losses

Number of people receiving or seeking Newstart/
JobSeeker or Youth Allowance payments

1,800

1,600

1,400 -

1,200

1,000
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200

0

Sources: Department of Social Security; ABS. Nofe: Youth Allowance recipients excludes full-time students. Number of Newstart/JobSeeker and

N
®
it
D

O

'000s

© Unprocessed claims

u Recipients

IOW-90

IOW-€ |

IOW-0C

IOW-/2
1dv-€0
1dvy-0|

Week ended

ldv-/£1

Youth Allowance recipients is not seasonally adjusted.

26

ldvy-yz

These numbers were
tabled by a Dep't of
Social Security officer

at a Senate Committee
hearing in late April.

The Government should
Be publishing them weekly
(like the US initial claims
for unemployment
benefits series — there's no
reason why this should

be a ‘state secret’

-
<

ADW-10
ADW-80
ADW-G |

Alternative measures of the ‘unemployment
rate’

13

12

11

10

% of the labour force
Including
unprocessed claims @

Measure based on

number of Newstart/
JobSeeker & Youth Allowance
payment recipients

‘Official' (ABS Labour
Force Survey) measure

01 02 03

04 05 06 07 08 02 10 11 12 13 14 15 16 17 18 19 20
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Payroll employment has fallen by 7'4% since ‘social distancing’ restrictions

were imposed from mid-March, but the pace of job losses has slowed

Weekly change in number Change in payroll jobs by age & Change in payroll jobs by State &
of payroll jobs gender Territory
2 1 % change from previous week 0 -
1 4
'l -
2
O m
3 -
14 4
5 -
2
6 -
-3 - “ Change at trough 7 -
-20 1 = Net change since 14th March
4 8
8 o ,B ,8 ,91 ~ IT—') ;8 Ig — ® .a .S I% % change since 14th March % ENe’rchongeq’r’rrough
r I S S - I - 25 - -9 4 = Net change since 14 March
oo o o0Q2292%88%8 8 QgQ M F <20 20- 30- 40- 50- 60- 270 NSW Vic Qd SA WA Tas NI ACT Aus
Week ended 29 39 49 59 69

Source: ABS. Data refers to the number of payroll jobs at businesses participating in the Australian Taxation Office's Singe Touch Payroll system, which
covers 99% of employers with 20 or more employees and about 71% of smaller employees. Data are not seasonally adjusted. S A U L E S L A K E
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Employment has fallen much more sharply in services sectors than in
sectors producing or distributing goods

Change in number of payroll jobs between 14t March and 2"d May, by industry

Agriculture, forestry & fishing
Mining

Manufacturing

Electricity, gas & water supply
Construction

Wholesale trade

Retail trade

Accomodation & food services
Transport, postal & warehousing
Information, media & telecoms
Finance & insurance

Rental, hiring & real estate
Professional, scientific & tech svces
Administration & support services
Public administration & saferty
Education & training

Health care & social assistance
Art & recreation

® Net change since 14th March
# Net change at tfrough

. Other services
’ Total
[ l l l |
-35 -30 -25 -20 5
Source: ABS. 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. Data are not seasonally adjusted. S A U L E S L A K E
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Wages have risen since the Government’'s JobKeeper program started, and
teenagers are getting paid more than they were before the shutdown

Weekly change in total wages paid Change in total wages paid by gender and age group
20 1 % change since
3 7 % change from previous week 14th March
15 -
2 -
10
'| -
5 .
O T O T T T T T T T 1
-1 4 -5
-10 A
2 -
215 -
3 - Change at frough
-20 4 Net change since 14th March
-4 -
O = N N O — N N O — — N O O -25 A
@ oMY W xR R - ® AR P
o & o &L LT > > L
S 5o 52828929y gg 30
M F <20 20-29 30-39 40-49 50-59 60-69 >70
Week ended
Source: ABS. Data refers to the wages paid by businesses participating in the Australian Taxation Office’s Singe Touch Payroll system, which covers 99%
of employers with 20 or more employees and about 71% of smaller employees. Data are not seasonally adjusted. S A U L E S L A K E
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Retail sales fell 18% in April after a surge of ‘panic buying’ in March, while
car sales have fallen to their lowest level in at least 26 years

Retail sales

10 -

-10

-15

Sources: ABC; Federal Chamber of Automotive Industries VFACTS (seasonal adjustment of FCAI data by Corinna)

30

% change from
previous month

+8.5% in March,

largest monthly increase
on record back to 1962,
driven by ‘panic buying’
ahead of the shutdown

-17.9% in April,
largest decline
onrecord
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Motor vehicle sales
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Property prices have held up thus far,

cratered

Residential property prices

160 ~

140

120

100

80

60

40

Index (Dec 2009 = 100)

Capital cities

Rest of
Australia

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

but transactions volumes have

Residential property sales volumes

70

60

50

40

30

20

10

000s (not seasonally
adjusted)

Lowest since January 1987;
lowest April since 1983

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

Note: The index of property prices measures the ‘organic’ change in underlying sales values by using a hedonic regression methodology that
takes account of changes in the characteristics of properties being sold from month to month. Latest data are for April 2020. Source: Corelogic.
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Residential building activity will turn down over the next few months and
longer-term will be adversely affected by sharply lower immigration

Housing finance commitments Large builders’ new home sales Dwellings under construction
16 7 A$bn per month 160 1 '000s (annual rate) 180 7 19005
14 Owner- 160 A
occupiers 140 -
12 140 -
10 - 120 - 120 - Other
8 - 100 - Mor|ch QOQTO.IeveI 100 Detached
owest since
6 80 - March 1987 80 - nouses
4 A ) 60 -
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020304050607080921011121314151617181920 0102030405060708091011121314151617181920 0102030405060708091011121314151617181920
Refinancings as pc of total Residential building approvals ‘Pipeline’ of work yet to be done
70 1 % of total 300 7 '000s (annual rate) 40 1 '000s
280 -
35 A
60 - 260 - Other
240 - 30 +
50 1 220 -
25 A
40 - 200 +
Share of total 180 - 20 -
finance commitments
30 - to owner-occupiers 160 - 15 - Detached
houses
140 +
20 - Latest data
120 March 2020 10 -
]O T T T T T T T T T T T T T T T T T T ] ]OO I T T T T T T T T T T T T T T T T T T T 1 5 T T T T T T T T T T T T T T T T T T T 1
020304050607 08091011 1213141516171819 20 0102030405060708091011121314151617181920 0102030405060708091011121314151617 181920
Note: ‘New home sales’ are of detached dwellings only and exclude small-scale builders. Sources: ABS; Housing Industry Association. S A U L E S L A K E

32
CORINNA ECONOMIC ADVISORY



Businesses have cut back their capital expenditure intentions for 2020-21,

which is unusual for this time of year

Capital expenditure intentions - mining

70 - $bn 100
90
60 -
/E 80
50 - 70
60
o1 B A e
. "
20
10
10
0 - 0

2008-09 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

o 1st @ 2nd 3rd £ 4th [0 5th @ éth  m Outcome
ABS capex intentions survey

Capital expenditure intentions — non-mining

- $bn

!
é
g

|-

2016-17 2017-18 2018-19

@ 2nd 3rd = 4th 1 5th
ABS capex intentions survey

2019-20 2020-21

[ 1st B 6th m Qutcome

Note: The ABS conducts six surveys of business’ capital expenditure intentions in respect of each financial year. The first is conducted in January & February prior
to the commencement of the financial year, the second in May & June, the third in July & August of the financial year, the fourth in October & November, the

fifth in January & February of the financial year, and the sixth in May & June. The outcome (actual capital expenditure in the financial year) is determined from
the survey taken in July & August after the end of the financial year. The survey excludes businesses in the agriculture, forestry & fishing; and public administration
and safety sectors, and also superannuation funds. The education & fraining, and health care & social assistance sectors have been included in the surveys since

33 December 2019 but are not included in the above charts (to assist in comparisons). Source: ABS.
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Despite a sharp fall in oil prices, Australian export commodity prices
have proved relatively resilient (unlike during the GFC)

80 - US$ per barrel 250 - US$ per tonne 100 - USc per pound
70 + 90 -
60 — 200 7 80 |
Metallurgical 707
50 + | etallurgica |
150 coal 60 Aluminium
40 ~ 50
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20 B 30 N
10 | Crude ol 30 1 20 7
10 -
O T T T T T I O T T T T T I O T T T T T I
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120 - 20 1750 -
00 | 80 1500 -
70 Thermal 1250 -
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Source: Refintiv Datastream. Data up to 29 May. S A U L E S L A K E
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Australian exports have held up remarkably well, while even the tourism
trade balance has improved

Iron ore and coal exporis Merchandise exports and imports Tourism-related services trade
_ 40 ~ 7 1 A$bn
10 4 A$bn Iron ore A$bn Exports Credits
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LNG and gold exports Merchandise trade balance Tourism services trade balance
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Source: ABS. Data for merchandise frade include preliminary data for April 2020. S A U L E S L A K E
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Tourism and aviation have been severely impacted by the closure of
international and most state borders

Short-term visitor arrivals Airport passenger movements

140 - '000 per month '000 per month [ 800 12 7 Mn Pax Mn Pax 4.5
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36 Note: Visitor arrivals numbers are seasonally adjusted; airport passenger movements are not. Sources: ABS; Bureau of Industry, Transport and Resources Economics. S A U L E S L A K E
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The Ausiralian Government’s policy measures have been very large by

historical and international standards

Policy responses to Covid-19 - G20
countries
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Source: IMF, Fiscal Monitor, April 2020.
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U

Policy measures announced thus far by the Australian
Government total $180bn (allowing for the downward
revision to the cost of JobKeeper), or about 9% of GDP -
which is large by international standards (and double what
was done during the GFC)

Principal objectives of policy measures are to -

— maximize the ‘survival prospects’ of businesses affected by the
shutdown

— minimize the impact of the shutdown on employment

— provide additional income support to those who lose their jobs

— strengthen the capacity of the health care system to cope
with increased demand

Policy measures have been designed to be ‘simple’ to
administer, and to make greatest use of existing systems
rather than having to create new mechanisms

— which has resulted in some anomalies

Policy measures also designed to be readily ‘switched off’
once the need for them has passed
— most of them scheduled to terminate at the end of September

— which does create some risks of a ‘setback’ at that time

SAUL ESLAKE
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The Ausiralian Government’s ‘bottom line’ has begun to deteriorate
sharply, but ...

Australian Government
revenue and expenses
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20 +

15 -

O,

-15 -

Note: Revenue and expenses are accrual accounting items. The ‘underlying’ cash balance is (cash) receipts minus payments, excluding transactions in financial
assets for policy purposes and net earnings of the Future Fund. Net debt is total interest-bearing liabilities (government securities, deposits, loans and other borrowing)

% change from year earlier

Revenue

‘ ’ Expenses
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Australian Government
‘underlying’ cash balance
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April's
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minus cash and deposits, advances paid, and (interest-bearing) loans, placements and investments. Source: Department of Finance.

Avustralian Government net debt
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... there’s no need for undue alarm at the level of debt which will be

incurred by the Australian Government

Australian Government gross public debt General government net debt, 2021
140 -
07 %orcor 180 - % of GDP
120 - 160
. . 140
Estimated additional
100 - debt resulting from 120
Covid-19 policy measures
and revenue losses due to
80 - economic downturn 100
80
60 - As forecast in December
2019 Mid-Year Economic and 60
Fiscal Outlook
40 - 40
20
20 -
O —
g 3 3 & % 5 9 g z & ¢ %
0 g < 3 S E 3 3 g 3
19201 1911 1921 1931 1941 1951 1961 1971 1981 1991 2001 2011 2021 = @ g 8- % g
~<

30 June

Note: The Australian Government will publish updated forecasts of major budgetary aggregates in mid-June.
Sources: Katrina Di Marco, Mitchell Pirie and Wilson Au-Yeung, A History of Public Debt in Australia (Australian Treasury, 2011); Mid-Year Economic and Fiscal Outlook,

2 December 2019; author's estimates; IMF Fiscal Monitor, April 2020.
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With official interest rates as low as they can go, the RBA has
implemented a range of ‘quantitative’ monetary policy measures

Reserve Bank assets
300 1 A$bn

250 - m A% investments
Gold & foreign exchange

200 -
m Other assefts
150 - | Y SOFT
. i t““j.‘..
_I O O 7("\:' 1 i r ; v
50 -
0
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Reserve Bank liabilities
300 1 As$bn
250 - Currency on issue
m Banks' ESA balances
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Source: Reserve Bank of Australia.

d Cash rate cut to 0.25% which for practical reasons is the

‘lower bound’

— and RBA has committed to keeping it at this level for an
extended period

RBA has committed to purchase bonds in the secondary
market with a view to keeping the 3-year yield at 0.25%
— to date the RBA bond purchases amount to $50bn

RBA provided additional liquidity through ‘open market
operations’ to prevent disruption of credit markets

— RBA repo transactions now averaging less than $1bn a day,
down from peak of almost $92bn a day in 3" week of March

‘Term Funding Facility’ to provide up to $90bn at 0.25% pa
to lending institutions for increased lending, especially to
businesses with annual turnover of less than $50mn

— to date $4.8bn has been provided through this facility

Note the RBA is not ‘prinfing money’ (currency) in the
Zimbabwe / Venezuela sense - rather, the credit being
created is ending up on the other side of the RBA'’s
balance sheet in the form of larger bank Exchange
Settlement Account (ESA) balances
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RBA's bond purchases are targeted at keeping the 3-yeard bond yield at

0.25% pa

Interest rates

2.50 1 %pa
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1.50 V\/\’\n«“ ¥
10-year
ff\ bond yield
| 3-year L
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Source: Reserve Bank of Australia. Data up to 29t May.
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RBA open market bond purchases
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For now at least, banks are ‘part of the solution’, not ‘part of the problem’

42

Changes in interest rates since June 2019

0.00
-0.25 4
-0.50 A
-0.75 4
-1.00 A
-1.25 4
-1.50 H
-1.75 -
200 - Pcpoints

Official Small
cash rate  business

rate

Small
business
term loan overdraft

rate

Weighted Standard

average

deposit
rate

Business credit outstanding

3.5 1 % change from
3.0 4 previous month

2.5 A
2.0 A
1.5
1.0
0.5 -
0.0
-0.5
-1.0
-1.5 -

11 12 13 14

Source: Reserve Bank of Australia.
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March’s 3.5%
increase was the
largest increase
since January 1988
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d Banks have cut interest rates on small business loans by more

o U

than the official cash rate since June last year (when the RBA
started cutting rates again)

Supported by the RBA’s Term Lending Facility, lending to
business rose by more in March this year than in any month in
the past 32 years

In addition banks have extended ‘repayment holidays’ of up

to six months to business and home mortgage borrowers who

request it (about 10% of mortgages and 20% of SME loans)

— although it is important to note that under these arrangements
interest payments are deferred and capitalized, not foregone

Major banks have cut or deferred dividends

At end-2019, the Australian banking system had a Common

Equity Tier 1 capital ratio of 11.3% of risk-weighted assets -

well above the 10.5% required for major banks since 2017

— APRA will allow banks CET1 ratios to drop below the 2017
requirements during the Covid-19 period provided they remain
above other minimum prudential capital requirements

Banks will be hit by increased loan impairment charges after

30 September

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY



AS fluctuations have been largely driven by movements in the USS itself
and by changes in investor risk appetite

AS-USS and iron ore prices AS-USS and USS trade-weighted AS-USS and equity market
index volatility
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Note: The VIX index is a measure of the implied volatility of S&P500 options, and is widely interpreted as an indicator of investor risk appetite or aversion. S A U L E S L A K E

Source: Refinitiv Datastream. Data up to 29" May. CORINNA ECONOMIC ADVISORY
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Apart from the Japanese yen, the AS hasn’t fallen as much this year
against other currencies as it has against the US$

AS vs Japanese yen
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80 -
75 A
70 -

65

60 T T T T T I
Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20

AS vs Korean won
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Source: Refinitiv Datastream. Data up to 291 May.
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With ‘social distancing’ restrictions gradually eased from mid-May on,
GDP could fall by about 9% and unemployment peak around 10%

Projected peak-to-trough decline in output,
by sector

Accomodation & food services
Arts & recreation
Other services
Transport, postal & warehousing
Retail frade
Construction
Wholesale tfrade
Education & training
Manufacturing
Rental, hiring & real estate
Professional, scientific & tech svces
Administration & support services
Financial & insurance services
Information, media & telcoms
Utilities
Mining

Health care & social assistance %
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Projected quarterly real GDP profile
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Source: ABS; Corinna.
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GDP forecasts have been constructed using estimates of notional
monthly changes in gross value added by industry, rather than the
conventional approach of quarterly changes in the major
expenditure components of GDP (consumption, housing &
business investment, government spending, net exports etc)

When the lock-down began, governments were indicating that
restrictions would likely remain in force until the end of September

On that basis, real GDP seemed likely to decline by at least 12 %
between Dec qgtr 2019 and the probable trough in Sep qgtr 2020

However with restrictions being eased (gradually) from mid-May
onwards, the peak-to-trough decline in GDP may be 9% or less,
with positive growth resuming in the Sep qgir

That would imply year-average growth of about -3 for FY 2019-20
and -2:% for FY 2020-21; or -4'>% for CY2020 and +3% for CY 2021

Even with an earlier easing of restrictions, a ‘V-shaped’ recovery
looks unlikely (see slide 50) - and some additional fiscal stimulus is
likely to be required to support the recovery that will occur

Projections of the peak in unemployment are very sensitive to
assumptions about labour force participation, but a reasonable
‘guess’ would be about 10% if one-third of job losers are classed
as ‘not in the labour force’

SAUL ESLAKE
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The contraction in real GDP in 2020 will still be the largest since the Great
Depression

Australian real GDP growth since 1901

157 % change

10 -

-10 -

215
1901 1911 1921 1931 1941 1951 1961 1971 1981 1991 2001 2011 2021

Note: From 1901 to 1960 data are for years ended 30" June; from 1961 onwards data are for years ended 315 December. Sources: ANU Source Papers in Economic S A U L E S L A K E
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The RBA’s most recent Monetary Policy Statement presented three
alternative scenarios

GDP Unemployment
e o Forecast coenarios 0 The RBA’s ‘baseline’ scenario assumes that most
index Forecasts _ [ndex % Forecasts % ‘social distancing’ restrictions are lifted by the end of
105 Fey 105 Downside the September quarter, apart from those on large
" K . public gatherings and events, and international
100 = 100 LA . y o
/ // Baseline— \\ borders (which aren’t opened until early 2021)
” 7 e |/ co T Q In this scenario real GDP declines by 5% in 2020 but
50 - il L ko ol rebounds by 4% in 2021, while unemployment peaks
. / L ° f-—fﬂ“"\xﬂ__x i at around 10% in the current (June quarter) and
- declines to 6'2% by Dec qtr 2021
” 204 2018 018 2020 222 ¢ IzuMI Izmal Izmal Izuzul Izuzz * O The RBA's ‘upside’ scenario assumes most restrictions
Emblovment ‘Underlvina’ inflafi are phased out over coming months (which is more
ploy naer Fymg "_‘ a 'odnd in line with the Government’s “Three Step Plan”
- - oreast scenanos, year-ende
index S T announced on 9"May
i
= e, 1\ s O Under this scenario most of the initial decline in real
120 120 [ GDP is reversed by mid-2021, while unemployment
_ o A\ fo " could be back to 5% by mid-2022
e P otal hours worke: e ) \ ‘ . y . . .
T o il ] ”ﬂ”xyﬂ W, i O The ‘downside’ scenario assumes restrictions are
1o T~ | (e \ / retained for longer or need to be reimposed
Average hours worked i Baseling| %,/ . . . .
= e Sownsise] V| Q In this scenario GDP would remain close to its trough
I N B through end-2020, and unemployment would remain
200 a2 2ee S ’ 2008 2010 2014 2018 zuzzn close to 10% until ‘well into 2027’
Source: Reserve Bank of Australia, Statement on Monetary Policy, 8" May 2020. S A U L E S L A K E
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The Government’s “3-Step Framework” for the easing of restrictions
doesn’'t amount to a complete recovery

Step 1

Step 2

Step 3

Sources: Australian Department of Health; Hon. Josh Frydenberg MP, Ministerial Statement on the Economy, 121" May 2020.

ENTERTAINMENT

GATHERINGS & EDUCATION & CAFES & SPORT & DOMESTIC
WORK CHILDCARE e RESTAURANTS VenoEs T RECREATION ACCOMMODATION IErpavel
Mon-work gatherings Child care centres, Retail stores open May open and seat To remain closed: Mo indoor physical Continue current Allow local and
ofuptolo primary and . up to 10 patrons at Indoor movie theatres, activity including gyms arrangements for regional travel for
. secondary schools Retail stores and one time concert venues, Community centres, caravan parks and recreation
Up to 5 visitors at open as per state and shopping centre o stadiums, galleries, qutdoor gyms, camping grounds Refer to state and
home in addition to territory plans managers must MNeed to maintain an MUSEUMS, Z00S, playgrounds and skato (closed to tourists forritory governments
normal residents _ N ) develop COVIDSafe a*.fezrage density of pubs, registerad parks allow up to 10 in some states and o o e
Wark from homa if it %;uersultes,_ftechnlcal plans 4my per person and licensed clubs, people territaries) and biosecurity
worls for you and your mcigﬁmgérﬂﬁe Auctions/open homes | | Food courts are to nightclubs, gaming Outdoor sport Hostels and hotels conditions
) = : - wenues, strip clubs and sp
emplayer possible and pricritise '3?” hatge:lgathen 395 "?""t"ae'g 'CI':ESEd to brothals {up to 10 pecple) are open for
Workplaces develop a hands-on, skills based gu:Fact de'tg?igm ing sedted patrons Exception: Restaurants consistent with the accommedation
learning e AlS Framework for
COVIDSafe plan or cafes in thesa !
wvenues may seat up to Rebooting Sport
Axcid public transport ¢ Poals ith
in peak hour 10 patrons at cne time restrictupgions wi
Mon-work gatherings Child care centres, Retail stores open Cafes and restaurants Indoor movie theatres, Up to 20 people allowed Caravan parks and Allow local and
ofupto 20 primary and ) can seat up to concart venues, to participate in cutdoor camping grounds fully || regicnal travel for
States and territaries secondary schools Srﬁ'éﬁgg;r:g 20 patrons at one stadiurns, galleries, ﬁﬁsc?wstent m}:h open recraation
apen as state and tirme MUSSWMS, ZoCS M rarmework for ) ) )
may allow larger te?ﬁtory Ele;ns managers must have up to 20 patraoyrrs Rebooting Sport All accommaodation Consider allowing
nurnbers in scme develop COVIDSafe Meed to maintain an " in chosad: Up to 20 e al araas open and allow interstate recreational
circumstances Universities/technical plans average density of = rignam ;_?d i - pubs, tc-pparﬁcig.t;piln all gatherings of up to travel depending on
Work from home if it colleges to increase Auctionsfopen hames 4m? per perscn E?L?bs, RSL clubs, indoor sports, including 20 people g:tmtua{}l?n |!: each
wiorks for you and your EODSE;iL?:aElEIEv;riDﬁtiSE can have gatherings Food courts are to casinos, nightciubs, Gyms e and territory
employer hands-on, skills based of up to 20, recording rernain closed to strip clubs and brothels | | Meed to maintain an Refer to state and
Workplaces develop a learning contact details seated patrons Exception: Restaurants | |average density of territory govemments
COVIDSafe plan or cafes in these 4m? per person gﬂ%ﬁ:ﬁ'm
- - venues may seat up to Fool ith
Avoid public transport - 5 open wi
in peaEhour pa 20 patrons at one time restrictions

Mon-work gatherings
of up to 100 people

Larger gatherings to
e considerad

Reaturn to workplace

Workplaces develop a
COVIDSafe plan

Avoid public transport
in peak hour

Child care centres,
primary and
secondary schools
open as per state and
territory plans
Universities,/fechnical
colleges to increase
face-to-face wherg
possible and prioritise
hands-on, skills based
learning

Consider reopening
residential colleges
and intarnaticnal
student travel

Retail stores open

Retail stores and
shopping centre
managers must
develop COVIDSafe
plans

Auctions/open homes
can have gatherings
of up to 100,
recording contact
details

Cafes, restaurants and
food courts can seat
up to 100 people

MNesd to maintain an
average density of
4m? per person

Veanues cpen in Step
2 may have up to
100 patrons
Consideration will be
given to opening bar
areas and gaming
rocims

Exception:
Restaurants or cafes
in thesa venues may
seat up to 100 patrons
at one time

To remain closed: strip
clubs and brothels

All venues allowed
to operate with
gatherings of up to
120 people

Meed to maintain an
average density of
4 per person
Cormmmunity sport
expansion to

be considerad
consistent with the
AlS Framework for
Reboating Sport

All accommodation
araas open and allow
gatherings of up to
120 people

Allow interstate travel

Refer to state and
territory governments
for bicsecurity
conditions

O Treasury expects
250,000 jobs to be
regained, and
$3bn of GDP to be
recouped, from
‘Step 1’

O Fullimplementation
of all 3 steps is
expected to
enable 850,000
people to return to
work, and
generate $9.4bn
per month of
additional GDP

O These figures
compare with job
losses to date of
around 975,000,
and Treasury
estimates of a
S50bn decline in
GDP during the
June quarter
(about $16bn per
month)
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States and Territories are easing restrictions at different rates, so their
economies will recover at different paces

Time spent driving, by State and Territory Time spent working, by State and Territory
120 4 7. i - 20 - 7-day moving average
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Sources: Apple Mobility Trends Reports (data up to 25" May); Google Covid-19 Community Mobility Reports (data up to 215" ay). S A U L E S L A K E
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The path out of the current downturn will be more gradual than the path
into it was

O ‘Social distancing’ requirements will be relaxed gradually rather than ‘all at once’
— and many people may remain wary of exercising all of their newly-regained ‘freedoms’
— new health and safety regulations will likely limit the number of employees and customers who can be ‘on premises’
(which may make it uneconomic for some businesses to re-open until restrictions are relaxed
O At least some businesses won’t have survived the shutdown period, and many of those which do will not
immediately return to pre-outbreak levels of employment
— so employment will remain below pre-outbreak levels for some time rather than ‘snapping back’ quickly
— and those returning to work may work reduced hours (compared with pre-outbreak) for some time

O The recovery in household spending is likely to be gradual, rather than rapid
— if the recovery in employment is only gradual, so too will be the recovery in household disposable income

— most households will have run down discretionary savings to at least some extent, as well as having their superannuation
balances depleted by market movements and/or withdrawals - and so will likely want to rebuild savings

— households with mortgages who have deferred repayments will face higher or longer mortgage repayments, constraining
their spending capacity to some extent

— household spending may also be affected by ‘negative wealth effects’ from lower property prices

O There is some risk of a ‘setback’ when government support programs come to an end, or if restrictions on the
movement or gathering of people have to be re-imposed
d International borders (except with NZ) will likely remain closed until a vaccine is widely available - which is in

turn likely to be at least 12 months away
— implying that there will be no recovery in international tourism or international education

O Businesses are likely to be very hesitant about investment spending for an extended period

(with some exceptions) SAUL ESLAKE
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The factors which helped us achieve almost 30 years of continuous
economic growth may not be so helpful in the post-Covid environment

Australia’s record-breaking run of almost 30 years without two or more consecutive quarters of negative real
GDP growth owed a lot to four factors -

O Population growth

— Australia’s population grew at an average annual rate of 1.5% pa over the 19 years to 2019, compared with 0.6% pa for all
‘advanced’ economies

— net immigration accounted for 58% of this growth - ie, in the absence of immigration Australia’s population would have grown by
only 0.7% per annum, on average, and would have aged more rapidly

O Our unusual (for an ‘advanced’ economy) economic relationship with China

— China’s rapid economic growth, industrialization and urbanization significantly boosted both the volumes and prices of many of
our commodity exports, under-wrote the post-GFC mining investment boom, pushed down the prices of many of the things which
we import, and contributed significantly to the growth of our tourism and education sectors

— By contrast, China’s rapid economic growth undermined the competitiveness of manufacturing industries which account for a
much larger share of most other ‘advanced’ economies, put downward pressure on the prices of their exports and put upward
pressure on the prices of commodities which they import

d The ‘housing boom’

— Australia’s ‘housing boom'’ started earlier (mid-1990s) and ended later (2017, rather than 2007-08) than in most other ‘advanced’
economies (some - such as Japan, ltaly and France - didn’t have a housing boom at all)

— the two-way interaction between rising house prices and rising household debt underwrote stronger growth in household
consumption spending, for longer, than would have occurred otherwise

d (Mostly) good macro-economic policy - especially by comparison with other ‘advanced’ economies
— although we haven't done nearly as well as we once did on the micro-economic front (especially with regard to productivity)

The first three of these are likely to be of less assistance from now on

SAUL ESLAKE
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A sharply lower immigration intake will detract significantly from
Ausiralian economic growth

Sources of Australia’s Australian GDP and per capita Real per capita GDP growth,
population growth GDP growth 2010-2019
350 1 goos (4-gtr moving total) 6 7 % change from year earlier 1.6 1% pa
1.4
300 - 5
Net immigration 1.2 1
250 4 - 1.0 -
0.8 1
200 - 3
0.6 1
_ 2 _
150 04
Naturalincrease H
100 - 1 - i 0.2 1
: 0.0 1
50 - 0
Real GDP per capita 0.2 - . - =
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O Treasury reportedly expects net overseas migration to fall by 30% in 2019-20 (ie to about 168,000) and by
a further ~ 80% in 2020-21 (ie to about 346,000)

Sources: ABS; other national statistical agencies. S A U L E S L A K E
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Australia has benefited enormously from its economic relationship with
China over the past 25 years, but will that continue to be the case?

Merchandise exports to China as
a pc of total
45
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Merchandise imports from China as
a pc of total
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China’s actions against Australian exporis of barley, beef, coal and iron
ore aren't justified, but we aren’t complete innocents either

Number of anti-dumping
measures imposed, 2015-19
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Sources: World Trade Organization; Global Trade Alert
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Australian trade policy
measures since 2009
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Rising property prices and household debt are unlikely to underpin
Australian economic growth as they have done for most of the past 30 years

Australian housing wealth
and household debt
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Sources: ABS; Bank for International Settlements.
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Some other possible longer-term consequences of the pandemic

O An accelerated retreat from ‘globalization’
— prompted by mistrust of international supply chains and desire for greater self-sufficiency in ‘essential’ products
— greater government control over movement of people and capital across international borders likely to persist
O Greater expectations of government

— having done things previously considered ‘unthinkable’ during this downturn, governments may be expected to do more
during future downturns

— there may be heightened demand for hitherto unprecedented government intervention to address other issues (for
example climate change)
O Interest rates likely to be (much) lower for (much) longer
— not least in order to make servicing of elevated government debt burdens more tolerable
— reduced role for conventional monetary policy in managing economic cycles
d Changes in ways of working
— at least some employers and employees are likely to maintain the option of (or preference for) ‘working from home’
— possible implications for demand for commercial office space

1 Accelerated decline in the use of cash for tfransactions

O Re-think of relationships with China
— especially challenging for Australia given our unusual (for an ‘advanced’ economy) economic relationship with China

O Erosion of respect for US leadership and competence
— unless Trump loses the November election and Biden can reverse the damage done to perceptions of the US

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY

57



58

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 o 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.
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