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Anyone with an above average understanding of 

the investment discipline will openly admit the 

difficulty in achieving outperformance. 

We know it. And we admit it. 

It is this acknowledgment that helps us deliver 

research that outperforms on average and over 

the long-term. We know some research data 

points will fall short, especially in the short-term, 

but a dedication to a validated investment process 

is our key to your investment success over the 

long-term. 

In Austin Donnelly’s time leading this publication, 

he made a habit of possessing conviction in his 

judgements but always stayed humble to the 

market. This is similarly why we would rather focus 

on strengthening the conviction in our investment 

process and letting the results talk for themselves. 

You may have noticed over the past 12 months 

the publication has increasingly focused on 

investment research. This research push was a 

structured decision to offer a better service to our 

readers and create a higher likelihood of making 

outperforming long-term judgements – much the 

same as Austin’s perpetual commitment to 

progressing investment research. 

In recent times, the two most significant 

contributions to this investment research push 

have been the “Science of Investing” and the 

“Recession Tracker”. The feedback regarding 

both of these metrics has been overwhelmingly 

positive and we are pleased to hear you are 

getting value from it. We appreciate your honest 

feedback and encourage more of it. 

STRENGTH BY NUMBERS 

We remain committed to strengthening this 

research focus as we believe it is vital to staying 

ahead of the market and delivering value to you.  

On this note, it is with great pleasure we introduce 

a report in the making for a long time – a 

comprehensive direct share research report. 

 

 

 

This report is an additional tool for your benefit 

and will be for sole distribution to subscribers.  

BUSINESS CHANGES PENDING 

Along with our commitment to perpetually 

strengthen our research credentials, we also 

remain committed to transparency. For this 

reason, we are continually striving to be better at 

what we do.  

In summary, we have committed to a 30th June 

implementation date for the following changes to 

be live:  

1. Report structure to change to 3 reports 

immediately – an Investing Times 

subscription will now entitle you to an Asset 

Allocation Research Report (will include the 

Science of Investing) and the Direct Share 

Research Report. This results in a doubling 

in overall content from a year ago combined 

with greater clarity and deeper insight. 

2. Website structure to change by the end of 

financial year – we are hoping to provide free 

access to the raw data for greater 

transparency, as well as the addition of more 

investment news and articles online.  

3. Back-end processing to change by the end 

of financial year – to include a more efficient 

and clearer renewal process with greater 

consistency. 

4. Communication options to change by the 

end of financial year – we will be removing 

the 1300 telephone number and replace it 

with online member access options. 

5. Time to market to change by the end of 

financial year – we will be paying for express 

delivery of the publication to cut delivery 

times to our hard-copy subscribers. 

Lastly, this publication only survives by having 

our readers as advocates. Thank you for your 

support and we remain as committed as ever to 

helping you achieve financial security. 

We hope you enjoy the edition.    
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“The Investing Times” 

is published eight times a year. 

Publication dates are 15 Feb, 31 Mar,    
15 May, 30 June, 15 Aug, 30 Sept,        
15 Nov, 15 Dec. 

Normally it is released within a few days 
of those dates. 

ABN: 37884594495 

Subscription: $250.00 per year 
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on automatic renewal 
 
Subscription one year only: $275.00 
(including GST) 
 
One-off report: $37.50 (including GST) 
 
 
Disclosure of Interest 

Because the particular situation and 

needs of individual investors may 

vary greatly, decisions on investments 

should not be made solely on the 

basis of material in this newsletter. 

Investors who wish to further consider 

whether suggestions are suitable for 

them may like to discuss the matter 

with a professional adviser who 

works on a fee for service basis. The 

information and comments in this 

publication are based on sources 

which we believe to be reliable, but 

we will not be liable under any event. 

The publishers, its directors and 

representatives may have a financial 

interest, as an investor or otherwise, 

in investments described in this 

publication. 
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TWO MINUTE GLOBAL ECONOMIC UPDATE 

 The global economy is currently growing below expectations, albeit with modest growth. The global 

growth rate is 2.4% according to the World Bank and is expected to grow at 2.9% for 2016, 3.1% for 

2017 and 3.1% for 2018.  

However, there are significant discrepancies. Brazil is in the midst of a crisis, with the economy down 

-5.6% year-on-year and President Dilma Rousseff suspended pending a corruption trial. Venezuela, 

Russia and Greece are also in negative territory.  

At the other end, India is enjoying a 7.3% growth rate as Prime Minister Narendra Modi continues to 

push economic reform. Australia is in relatively good shape at 3.0% (seasonally adjusted), USA at 

2.0%, UK at 2.1%, Eurozone at 1.5% and China at 6.7%. 

     

     

       

 

EUROPE 
 “Brexit” is all the talk in Europe 

at present. Bank of England 

holds interest rates at 0.5%, 

cuts growth expectations to 2% 

for 2016 and warns of a 

recession if they vote to leave 

the Eurozone. 

 The IMF also weighs in, claiming 

Brexit would be “pretty bad to 

very, very bad” for Britain. 

 Otherwise, German data is 

strong, while Greece slips back 

into recession. 

ASIA 
 China meets GDP expectations at 6.7% but 

disappoints in Q1.  IMF expects China to 

deliver 6.3% growth in 2016 and 6.0% in 

2017. 

 India surprises the market and cuts interest 

rates to 6.5% following a drop in inflation.  

 Japan faces setback in ambitions to raise 

inflation. “Helicopter money” is a new 

buzzword.  

 

USA  
 The Nov 2016 election is all but set for a showdown 

between Clinton and Trump. 

 Unemployment continues to look shaky, rising 

mildly to 5.0%. Initial jobless claims are now at a 62-

week high and forecasts show the unemployment 

rate will not improve further through 2016. 

 Economic data remains subdued generally. 

 

AUSTRALIA 
 Reserve Bank cuts interest rates to 

1.75% following low inflation reading of 

1.3%. 

 Federal Election announced for 2nd July. 

 Federal Budget causes stir with 

significant changes to superannuation. 

Changes seen to be the biggest changes 

since the 2007 Costello Budget. 

MIDDLE EAST 
 The much anticipated 

OPEC meeting in April 

disappointed, with no 

agreement on a 

production freeze. 

 Oil price continues to 

rise to $46 a barrel, 

despite Iran increasing 

production. 

 OPEC set to meet 

again on 2/6.  

 

 

There are now three publications issued on a six-weekly basis. These will be structured as follows: 

1. The Investing Times – includes a rounded economic update, strategy pieces and information on legislative changes to tax and/or 

SMSF’s. Also includes the recession tracker as research-backed answer to “how likely is a financial crisis in Australia?” 

2. Asset Allocation Research Report – includes the Science of Investing, the Global Zone System and Interest Rate tables. It is intended 

to help readers make educated decisions on the split between growth and defensive assets and avoid asset class bubbles.  

3. Direct Share Research Report – includes a research-backed investment selection process for bottom-up and top-down analysis of the 

ASX200. The intention is to help readers identify companies and/or sectors that offer more compelling value than the market average.    

       

 

AS A PRECURSOR TO THE NEW REPORT STRUCTURE, YOU SHOULD NOTE: 

 

mailto:newsletter@investingtimes.com.au
http://www.investingtimes.com.au/
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CHINA MEETS EXPECTATIONS. BUT SOMETHING DOESN’T SMELL RIGHT 

  For several months, we had been reporting on the state of the Chinese economy and built a case they would meet GDP expectations on the 

basis that March 2015 was an unusual disappointment that would not be repeated.  

The official figures semi-confirmed what we had expected, meeting expectations for year-on-year growth at 6.7% but falling short in the March 

quarter to report growth of just 1.1% after making a number of revisions to previous quarters. This was a generally disappointing result, only 

offset because industrial production picked up to 5.8% and retail sales were up 10.3%, both ahead of expectations.  

2016 GDP Could Disappoint 

While many saw the 6.7% GDP growth result as a message to the market that China is not in crisis, the disappointment behind the quarterly 

numbers does raise concerns about 2016 forecasts and market expectations. 

More specifically, in the face of the weak Q1 March result, 

we believe Premier Li Keqiang may have over-committed 

in his message that China expects to grow at a range of 

6.5% to 7% for the 2016 calendar year.  

As can be seen right, market expectations for Chinese GDP 

over the next two quarters (as per Trading Economics data) 

are 1.4% in Q2 and 1.3% in Q3. Across the three quarters, 

if expectations transpired it would leave growth at only 

3.8% with Q4 remaining. 

Even the IMF appear to doubt China’s ability to meet this 

target range, with growth expectations of 6.3% in 2016 and 

6.0% in 2017. 

Something isn’t right. Either the Q2 and Q3 market expectations are wrong, which could present potential upside to sentiment in the near-

term, or the 2016 annual target of 6.5-7% is in serious trouble. Either way, the short-term backdrop for GDP in China has turned for the worse.   

 

 

The shift in unemployment in the USA has been nothing short of astounding. Since the depths of the financial crisis in 2008/09, the USA has 

steadily reduced unemployment from 10.0% down to the current level of 5.0%. 

If you agree that the USA unemployment number is important to global sentiment, it is worthwhile adding the chart to the right on your watch-

list. The initial jobless claims seasonally adjusted number acts as a fantastic leading indicator for unemployment.  

What does it say now?  

Applying a long-term perspective, US initial jobless claims continue to enjoy a downward trend (see below right). However, upon closer 

inspection, the year-to-date figures appear to be showing a potential shift (below left).  

In fact, the most recent reading of 294,000 is the highest level for 62 weeks. It is not yet clear whether this is merely a blip or potentially the 

start of a turning point. Either way, it is something we will be watching very carefully going forward.  

 

    

    

 

USA UNEMPLOYMENT – A BLIP OR A TURNING POINT? 

  

Actual Q1 Result 

Disappoints at 1.1% 

Forecast Q2 and 

Q3 set to be 

below 1.50%   



 

4 Issue 381 –15th May 2016 

The Australian Federal Government handed down its Budget for the 2016-17 year where we saw some of the biggest changes to the 

superannuation system since 2007. We are reluctant to provide a comprehensive analysis of the best strategies from the Budget until the 

Federal Election on 2nd July provides clarity on the likely direction of policy. However, with a fair idea on what both parties are offering, we 

share the following two pages dedicated to the outcomes from the Budget. 

 

THE DETAIL ON SUPERANNUATION – 5 BIG CHANGES 

1. Introduce a $1.6 million superannuation transfer balance cap 

A transfer balance cap will be introduced from 1 July 2017 to restrict the total amount of superannuation that can be transferred from 
accumulation to pension phase to $1.6 million. Where an individual accumulates amounts in excess of $1.6 million, they will be able to maintain 
this excess in accumulation phase (where earnings will be taxed at the concessional rate of 15 per cent). 

2. Lifetime cap for non-concessional contributions 

A lifetime non-concessional contributions cap of $500,000 will be introduced and effective from 7.30 pm (AEST) on 3 May 2016.  

The $500,000 lifetime cap will take into account all non-concessional contributions made on or after 1 July 2007. Contributions made before 
7.30 pm AEST on 3 May 2016 cannot result in an excess of the lifetime cap, however those who have exceeded the cap prior to 
commencement will be taken to have used up their lifetime cap.  

Non-concessional contributions made after Budget night that exceed the cap (taking into account all non-concessional contributions since 1 
July 2007) will need to be removed or be subject to the current penalty tax arrangements. The new lifetime non-concessional cap will replace 
the existing annual non-concessional contributions cap of up to $180,000 per year (or $540,000 under the three year ‘bring-forward rule’ for 
individuals aged under 65). 

Moving forward, there will no longer be a ‘work test’. Those aged 65 to 74 who are currently limited to $180,000 per year will have access to 
the $500,000 cap without having to meet a work test. This will simplify the superannuation system for older Australians and allow them to 
increase their retirement savings.  

3. Concessional contribution cap reduced to $25,000  

Effective from 1 July 2017, the concessional contributions cap will reduce to $25,000 per annum for all Australians, regardless of their age. 
Pre-budget, the concessional contributions cap was $30,000 for people under the age of 50, and it was $35,000 for the 50 and over club.  

From 1 July 2017, the Government will include notional and actual employer contributions in the concessional contributions cap for members 
of unfunded defined benefit schemes and constitutionally protected funds. For individuals who were members of a funded defined benefit 
scheme as at 12 May 2009, the existing grandfathering arrangements will continue. 

4. Catch-up concessional contributions  

Unused concessional contribution cap amounts will be able to be carried forward on a rolling basis over 5 consecutive years. This applies to 
unused cap amounts from 1 July 2017. Access to unused cap amounts will be limited to individuals with a superannuation balance less than 
$500,000. The Government states this measure will allow those who take breaks from the workforce the opportunity to ‘catch-up’ if they have 
the capacity and choose to do so.  

5. Transition to retirement pensions: removal of earnings tax exemption 

The tax exempt status of income from assets supporting transition to retirement (TTR) income streams will be removed from 1 July 2017. 
Earnings will then be taxed at 15 per cent. This change applies irrespective of when the TTR income stream commenced, ie. no grandfathering. 

 

   

  

THE BUDGET JUST GOT SUPER PERSONAL  

  

SUPERANNUATION CHANGES KILL THE VIBE 

Only in Australia would the superannuation system be such a hot topic in the lead up to an election. Australians are one of the most self-funded 

retirement nations in the world, and with a large portion of the voting population in the baby boomer bracket, this Federal Budget was always 

going to get personal. Deep down, we probably all needed to acknowledge that the superannuation system was generous, possibly even too 

generous. It was our own little version of a tax-haven and most of us knew it would come in the firing line at some point. From Turnbull and 

Morrison’s eyes, it was an easy target – tell 96% of the population they are unaffected and save the economy. However, it has left the remaining 

4% astute and hard-working Australians facing complexity and frustration.    

Let’s start with the facts and then analyse a few tips and pitfalls. 
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Editor’s note: We urge readers to remain patient on structural changes as much of the detail is not yet clear. Consider your options carefully 

and we look forward to exploring a range of strategies in future editions. Please email if you have any specific questions in mind. 

  

Let’s face it… Hardly anyone saw the “retrospective” nature of the cap changes coming. We all knew negative gearing would be a death wish 

for Turnbull come the next election. And we knew superannuation would be the target in some way. However, for all the talk and speculation 

(such as the talk of scrapping transition to retirement and changing the concessional contribution tax rate) the public was way off the mark.    

Without getting political, Labor’s policy proposal was not much different. To give you an idea on the alternative; “from 1 July 2017, future earnings 

on assets supporting income streams will be tax-free up to $75,000 a year for each individual. Earnings above the $75,000 threshold will attract 

the same concessional rate of 15 per cent that applies to earnings in the accumulation phase. This measure will affect approximately 60,000 

superannuation account holders with superannuation balances in excess of $1.5 million.” 

So with little choice other than to accept higher taxes for large superannuation holders, it is best that we deal with the circumstances and 

optimise our position though the complexity.  

TIPS, TRICKS AND PROBLEMS  

- Tip 1 - It might be wise to refrain from making any further non-concessional contributions until the amount of non-concessional 
contributions made since 1 July 2007 can be verified. To determine how much of the “lifetime non-concessional cap” has been utilised 
with prior non-concessional contributions, you will need to add your non-concessional contributions since 1 July 2007 from all funds to 
determine how much room (if any) you have left in your cap.  

- Tip 2 - The reduced concessional contributions cap of $25,000 will not apply until 2017-18. Therefore, you could consider taking advantage 
of the current higher concessional cap of $30,000 (under age 50) and $35,000 (age 50 and over) in the 2015-16 and 2016-17 financial 
years. 

- Tip 3 – For people aged 60 or over, transition to retirement strategies may still be worthwhile as pension payments are tax free and allow 
tax effective salary sacrifice contributions. However, for people under age 60, the tax changes make TTR strategies potentially redundant. 

- Tip 4 - The ability to carry forward unused concessional cap amounts appears to apply to everyone who has contributed less than the 
concessional cap; not just those who temporarily leave the workforce such as parents and carers.  

Arguably the biggest talking point of the Budget is the $1.6 million cap and what to do if you have already breached it. For many readers of this 

publication, you may already be talking to your accountant and/or advisor about the best strategy. But before you get carried away and take 

drastic action (such as segregating assets in your SMSF, or worse still, cashing out the SMSF), we suggest you obtain a calculation on the 

likely tax implications if you stay ‘as is’. We say this because many case studies show minor tax implications for the vast majority of large 

account holders. 

For ease of numbers, let’s use the example of a wealthy couple happily retired with $4.2 million in an SMSF and even balances. Depending on 

the underlying components (check your member statements within your accounts as a source), this could involve $1.6 million per person or 

$3.2 million per couple that remains tax-free. The question is what happens to the extra $1 million? If you left it in the SMSF, you would be 

required to revert the $1 million component back to “accumulation mode” and go back to paying earnings tax on the income you derive. On a 

$1 million excess, the estimated earnings could be anywhere from $25,000 to $60,000 (assuming a 2.5%-6% yield, plus any capital gains tax 

implications) that gets taxed at 15%, equating to additional tax of approximately $3,750 to $9,000. 

There are a plethora of options and no shortage of strategies being formulated by accountants and advisors around the nation. Whether you 

withdraw the excess component out of super (you will probably pay personal tax anyway, but could be worthwhile once tax rebates and 

franking credits are considered) or keep the assets in super and potentially segregate your assets, it is going to require a timely and skilful 

projection.   

The reality is we have only touched the surface of the dilemmas inherent in the Federal Budget changes to superannuation, and everyone’s 

circumstances will be different. For example, what happens to unsegregated accounts as market values fluctuate? What is the best strategy for 

those who started a transition to retirement strategy before 60? What happens to those who had already purchased lifetime annuities (especially 

if over $1.6 million)? What happens to those who put in place reversionary pension arrangements? What is the ideal way to manage a scenario 

for those that had one significantly higher super balance (i.e. a couple that hadn’t split super)? What about those who own a large commercial 

property in an SMSF worth in excess of $1.6 million? Or those who had planned to transfer property into an SMSF? Or those who were 

undertaking cash-out re-contribution strategies to maximise the tax-free component? What are the tax implications of all of the above in the 

long-term? Should an accumulator bother making additional super contributions or build wealth outside super instead? Is negative gearing really 

the answer? 

The list goes on and on… And Costello’s “simple super” just got a whole lot more complex.  

 

 

HOW TO BEAT THE SUPERANNUATION CHANGES? 
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RECESSION TRACKER – HOW LIKELY IS A FINANCIAL CRISIS IN AUSTRALIA?  

In the pages that follow, we outline 10 economic factors that are closely aligned with precipitating a recession. Using the aggregate of these 

indicators in similar vogue to the scoring system for the Science of Investing, we are able to attribute the approximate prospect of a recession 

based on the number of indicators that are positive versus negative. What we found is that an aggregate score of less than five (0 to 4) has 

very little chance of negative growth at only a 0.8% chance, whilst a score of five or more (5 to 10) has a 63.6% chance.   

To say this simply, we track 10 of the 

strongest links to a recession, then 

consolidate the links into a number 

between 0 and 10; where 0 

represents no chance of a recession 

and 10 represents a very high chance 

of a recession. 

We have comprehensive data on all 10 indicators since 1979, and the link between the indicators and future economic growth is very strong 

(correlation is 0.59 in real time, 0.61 with a 3-month lead time and 0.49 with a 6-month lead time). This gives us statistical confidence that the 

10 indicators are valid measures of recession-risk in the future. 

  

 

 

 

 

 

 

 

 

 

INDICATOR 1: HOUSEHOLD SPENDING 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.48% 0.81%

Probability of Negative GDP in Next Quarter 21.4% 3.8%

Worst Next Quarter GDP Result -1.0% -1.2%

Best Next Quarter GDP Result 1.7% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP -0.13% 0.86%

Probability of Negative GDP in Next Quarter 63.6% 0.8%

Worst Next Quarter GDP Result -1.2% -0.1%

Best Next Quarter GDP Result 1.4% 2.3%

CURRENT STANCE 

Household spending is relatively 

stable at the current time with the 

most recent reading showing growth 

of 2.6%pa. This is a positive signal 

and would not suggest there is a risk 

of an impending recession. 

WHY IS IT AN INDICATOR? 

The amount of money households 

spend on everyday goods and 

services is the number one 

determinant of economic growth. It 

represents more than half of GDP at 

55.7% and is thus a directly 

attributable indicator and of significant 

importance to any GDP insight.  

Household spending changes tend to 

change instantaneously with the rate 

of economic growth, however given 

that consumer confidence tends to go 

in cycles it is still a useful tool to 

foresee future recessionary risks. 

 

The observations have been heavily 

skewed to the left because of 

Australia’s long run of economic growth. 

The link between the leading indicators and 

future economic growth is strong. Low scores = 

higher future GDP. High scores = lower GDP. 
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INDICATOR 2: BUSINESS INVESTMENT 

 

 

INDICATOR 3: DWELLING FORMATION 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.45% 0.87%

Probability of Negative GDP in Next Quarter 15.6% 2.6%

Worst Next Quarter GDP Result -1.2% -0.5%

Best Next Quarter GDP Result 1.4% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.21% 0.90%

Probability of Negative GDP in Next Quarter 22.2% 1.7%

Worst Next Quarter GDP Result -1.2% -0.4%

Best Next Quarter GDP Result 1.1% 2.3%

CURRENT STANCE 

Home building remains strong in 

Australia, although the most recent 

reading has shown a slight 

deterioration in the growth rate to 

8.8%. This is still a strong growth rate 

and does not indicate a recession. 

WHY IS IT AN INDICATOR? 

Dwelling formation refers to the 

activities involved in new and used 

private houses, including alterations 

and renovations.  

It now accounts for 5.3% of the entire 

economy and is thus seen to be 

strongly correlated with the overall 

economic growth rate. Similar to 

household spending, it is seen to be 

an indicator of consumer confidence 

and thus has the ability to act as a 

leading indicator for economic growth. 

An encouraging signal involves a 

positive and/or growing rate. 

 

CURRENT STANCE 

Business investment in Australia has 

deteriorated significantly following the 

mining downturn and is currently at its 

lowest growth rate since the 1983 

recession at -3.9%. This is a 

recessionary signal. 

WHY IS IT AN INDICATOR? 

Technically called ‘private fixed 

capital formation’, business 

investment is a direct line in the GDP 

calculation of the Australian Bureau of 

Statistics (ABS) and thus has a direct 

effect on recessionary conditions.  

Business investment accounts for 

20% of GDP so it’s thus seen to be a 

very important component and 

indicator for future recessions. Apart 

from its direct impact, it is also a clear 

signal of business confidence which 

has flow on effects for future GDP 

results.  
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INDICATOR 4: CORPORATE EARNINGS GROWTH 

 

 

INDICATOR 5: YIELD CURVE CHANGES 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.56% 0.89%

Probability of Negative GDP in Next Quarter 14.0% 1.0%

Worst Next Quarter GDP Result -1.2% -1.0%

Best Next Quarter GDP Result 1.4% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.80% 0.77%

Probability of Negative GDP in Next Quarter 4.8% 5.6%

Worst Next Quarter GDP Result -0.2% -1.2%

Best Next Quarter GDP Result 1.6% 2.3%

CURRENT STANCE 

The bond yield backdrop continues to 

look typical of for an expanding 

economy, with a positive bond yield 

spread. This suggests that the market 

does not foresee a future recession. 

WHY IS IT AN INDICATOR? 

The yield curve simply refers to the 

difference in ‘borrowing rates’ on 10 

year bonds versus 5 year bonds. If the 

10-year bond pays a higher rate than 

the 5-year bond, this is seen to be 

normal, however when the opposite 

occurs it is seen to be the markets 

way of pricing for a recession.  

Across the globe, there has been a 

very strong long-term connection 

between the shape of the yield curve 

and the risk of recession. The link in 

Australia has been relatively weak but 

remains an insightful measure of risk.  

 

CURRENT STANCE 

Corporate earnings are very weak at 

the current time, mostly due to the 

downturn in mining profitability. The 

current growth rate is -10.3% which 

increases the risk of a future 

recession. This is a negative signal. 

WHY IS IT AN INDICATOR? 

Corporate earnings refer to the 

profitability of businesses in Australia 

and is a data series produced by the 

ABS. 

If the average company is highly 

profitable, it makes sense that the 

overall economy will be expanding. 

With this logic, we can see a strong 

correlation between the current status 

of corporate Australia and the future 

growth rate of the country. The risk of 

recession is seen to increase when 

corporate profitability is deteriorating 

on average.  
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INDICATOR 6: HISTORICAL GDP GROWTH 

 

 

INDICATOR 7: WORKFORCE PRODUCTIVITY 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.43% 0.84%

Probability of Negative GDP in Next Quarter 25.0% 1.6%

Worst Next Quarter GDP Result -1.2% -0.2%

Best Next Quarter GDP Result 2.3% 1.9%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.44% 0.86%

Probability of Negative GDP in Next Quarter 24.1% 0.9%

Worst Next Quarter GDP Result -1.2% -0.1%

Best Next Quarter GDP Result 1.8% 2.3%

CURRENT STANCE 

The total number of hours worked in 

Australia is quite strong at the current 

time, up 2.8%. This is the strongest 

growth rate since 2012 and would 

indicate the likelihood of recession is 

low in the short to medium-term. 

WHY IS IT AN INDICATOR? 

The driving force behind an economy 

is the workforce. The more people 

work, or the more efficient they 

become, the stronger the economy 

tends to be. 

There are many useful measures to 

track workplace productivity, however 

the most useful measure tends to be 

the total number of hours worked as 

this factors in population growth and 

demographic changes. A low and/or 

falling work ethic increases the risk of 

recession, whilst a growing rate is a 

positive sign for the future economy.   

 

CURRENT STANCE 

The current annual economic growth 

figure of 3.0% seasonally adjusted or 

2.5% trend is marginally below the 

long-term average but stable. With the 

growth rate above 2.0%, this seems to 

indicate the risk of a recession is low 

in the short-medium term. 

WHY IS IT AN INDICATOR? 

It makes intuitive sense that the risk of 

recession is higher if the economic 

growth rate is off a lower base. For 

example, it would seem highly unlikely 

for a recession to occur from a base 

of 5% or more, but would be far more 

plausible to slide into recession from a 

growth rate of 2% or less.  

This momentum effect is a powerful 

force behind economic growth (both in 

Australia and globally), and for this 

reason the historical GDP growth rate 

can be an insightful measure for 

future recessionary risks. 
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INDICATOR 8: RETAIL SALES 

 

 

INDICATOR 9: NEW HOME BUILDING APPROVALS 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.11% 0.82%

Probability of Negative GDP in Next Quarter 33.3% 3.6%

Worst Next Quarter GDP Result -1.2% -1.0%

Best Next Quarter GDP Result 0.8% 2.3%

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.57% 0.96%

Probability of Negative GDP in Next Quarter 11.8% 0.0%

Worst Next Quarter GDP Result -1.2% 0.0%

Best Next Quarter GDP Result 1.8% 2.3%

CURRENT STANCE 

New housing starts has been a well-

documented theme in recent years 

and has endured volatility. The most 

recent reading is negative which 

would seem to indicate that the risk of 

recession is increasing.     

WHY IS IT AN INDICATOR? 

The process to build a house begins 

with a housing approval or ‘housing 

start’. This commitment is a clear sign 

of confidence that the economy will 

hold up, and marks the 

commencement of a long list of 

transactions that eventually push the 

economy forward.  

The new housing starts data is subject 

to volatility, however, if more people 

are committing to build a new home, 

more people are signalling their 

confidence in the economy. This 

reduces the risk of a future recession.    

CURRENT STANCE 

Retail sales continue to experience 

slow growth, although it remains 

stable. While this is not conducive for 

rapid GDP expansion, it does not 

appear to show any risk of an 

impending recession.    

WHY IS IT AN INDICATOR? 

Retail sales is a vital component of 

household spending and is a very 

useful measure of the future direction 

of the economy. If consumers aren’t 

shopping and money isn’t passing 

through people’s hands, the economy 

is unlikely to be growing with 

conviction.  

If retail sales are falling, there is a 

reasonably high likelihood that a 

recession could be impending as 

consumer confidence becomes 

dented. History has shown that this 

connection with GDP is strong.  
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INDICATOR 10: EMPLOYMENT GROWTH 

 

 

SUMMARY – CURRENT RECESSIONARY RISKS 

 

 

Indicator Summary Recession Signal All Other Times

Average Next Quarter GDP 0.46% 0.82%

Probability of Negative GDP in Next Quarter 29.4% 2.3%

Worst Next Quarter GDP Result -1.2% -0.4%

Best Next Quarter GDP Result 2.3% 1.9%

CURRENT STANCE 

Total employment growth in Australia 

is currently strong with a reported 

expansion rate of 2.6%. This is the 

strongest growth rate in five years and 

would seem to indicate that a 

recession is unlikely in the near-term. 

WHY IS IT AN INDICATOR? 

Similar to the workforce productivity 

indicator, the employment rate is of 

vital importance for the future 

prospects of the Australian economy.  

The total employment growth figure is 

a more useful measure than the 

unemployment rate because it 

accounts for new additions to the 

workforce. While the employment 

growth figure tends to have a strong 

instantaneous correlation with GDP, 

the indicator has also proven to be an 

effective measure for future 

recessionary risks. 

Overall, the current economic backdrop remains conducive for future economic growth. Three of the ten economic indicators are currently 

showing weakness, whilst the other seven are showing stability and/or strength. It is relatively normal for at least one indicator to be negative 

whilst the economy grows, and using the historical analysis since 1979, we can say that the likelihood of a recession in 2016 is quite low. In 

fact, our data suggests the likelihood of a negative GDP announcement in the next quarter is approximately 4.5% with the average result 

showing a positive outcome of +0.6% for the quarter.  

 

 

 

 

 

 

 

Going forward, we can be relatively confident the economy is in good shape and can expect modest growth.  

This is reflective of the current market expectations according to Trading Economics. Current market expectations are for economic growth of 

0.5% in Q1, 0.7% in Q2, 0.8% in Q3 and 0.6% in Q4. The IMF have similar projections, with Australia projected to grow at 2.5% according to 

their calculations.   

 

Recession Measure Typical indicator of a recession if… Current Status

Household Spending Spending growth is less than 0.5% and deteriorating POSITIVE

Property Spending Dwelling formation growth is negative and deteriorating POSITIVE

Business Investment Fixed capital private investment growth is negative and deteriorating NEGATIVE

Corporate Earnings Growth Earnings growth has deteriorated over past six months NEGATIVE

Borrowing Rate Treasury bond yield curve is inverted (negative) and deteriorating further POSITIVE

Historical GDP Growth Past year GDP growth is less than 2% POSITIVE

Workforce Productivity Growth in total hours worked is less than 1%pa and deteriorating POSITIVE

Retail Sales Retail sales have deteriorated over past six months POSITIVE

New Home Building Housing starts have deteriorated over past six months NEGATIVE

Employment Growth Employment growth rate is negative POSITIVE
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Throughout the research, we accessed data from numerous sources. Below is a list of major sources that were considered and are duly 

referenced in no particular order: 

ABS, Reserve Bank of Australia, World Bank  

Our research is proprietary, however if you wish to request more information please send your request to info@investingtimes.com.au. 

 

 

It is our hope that you find the ten indicators useful as a means of understanding the economic risks in Australia. The data has been sourced 

from the most reputable providers (majority from the Australian Bureau of Statistics and Reserve Bank of Australia), which gives us confidence 

that the information portrayed accurately reflects the state of the Australian economy over time. 

However, like any research model, it is also subject to various weaknesses. In this case, the largest weakness is a lack of data during a period 

of regular recessionary conditions. Of course, this is something to be thankful for in Australia as we have all enjoyed the benefits of living in an 

economy that has not had an official economic setback in 25 years. We were also aware of the risks of “data-mining”, an activity used by many 

research houses that fit the data to the model rather than letting the outcome of the model ‘just be’. For example, the link between the bond yield 

curve and recessions was very weak in Australia under our analysis. However, we know in a global context that the relationship between the 

yield curve and recessions is expected to be strong. Therefore, we did not change the model because we have conviction it will help provide 

insight on future recessions if/when they should arise. At present, we have 36 years of detailed observations, which is strong but not infallible. 

 

 

 

As can be seen above, the average 

results of the running scores (0 to 10) 

have proven very useful at predicting 

future economic conditions, with low 

scores (0 to 4) having much more 

economic success than high scores (5 to 

10). However, it is important to remind 

readers that this is an imperfect science. 

We cannot, and will not, guarantee 

readers of our ability to predict future 

recessions as it is simply impossible to do 

so with 100% accuracy. With that said, a 

model that is correct the majority of the 

time should trump judgements with 

no basis at all. We therefore hope you 

can use the information to make more 

informed decisions related to the 

economy. 

 

  

 

INFORMATION BEHIND THE RECESSION TRACKER 

 

Indicator Summary 0 1 2 3 4 5 6 7 8 9 10

Average Next Quarter GDP 1.07% 0.91% 0.92% 0.59% 0.37% 0.47% 0.10% -1.00% -0.73% N/A N/A

Probability of Negative GDP in Next Quarter 0.0% 0.0% 0.0% 4.5% 0.0% 33.3% 50.0% 100.0% 100.0% N/A N/A

Worst Next Quarter GDP Result 0.5% 0.4% 0.2% -0.1% 0.0% -0.4% -0.4% -1.0% -1.2% N/A N/A

Best Next Quarter GDP Result 1.9% 1.8% 2.3% 1.8% 1.0% 1.4% 0.6% -1.0% -0.5% N/A N/A

SOURCES AND DEFINITIONS 

Disclaimer: The advice provided in this newsletter is general advice only and therefore your particular objectives, needs and financial 
position have not been considered. Before making a decision on the basis of the advice, you need to consider, with or without the assistance 
of a financial advisor, whether the advice is appropriate in light of your particular needs, objectives and financial circumstances, and when 
applicable obtain a relevant Product Disclosure Statement and read it.  
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