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The European economy including the UK 
(23% of Global GDP) 

Europe has also slid into recession 
surprisingly quickly, resulting in the 
European Central Bank (ECB) slashing the 
cash rate by 125 basis points to 2.0% 
over December 08 and January 09. 
European growth is widely expected to 
come in at an annualised rate of -2.0% in 
the Dec 08 quarter. Inflation fell to 2.1% in 
November 2008 and the ECB expects it to 
fall to 1.1-1.7% over 2009. The European 
Commission recommends a $200bn 
stimulus package (1.5% of GDP) but 
individual countries continue to debate the 
details. It seems the member states 
outside France and Germany have deeper 
economic troubles particularly Ireland, 
Spain and Greece. Hood Sweeney 
Securities expects European growth to 
decline by -1.3% over 2009.

The UK seems to be in a deeper recession 
than Europe because debt levels are 
higher and the decline in the housing and 
financial sector has been greater.
The Bank of England (BOE) has slashed the 
cash rate to 1.5% while the Government 
has been busy providing support for the 
Banking sector and recently announced a 
$20bn stimulus package. The 
Government’s Budget deficit is set to rise 
to $118bn (8% of GDP) over the year. 
Hood Sweeney Securities expects the UK 
economy to shrink by 1.6% over 2009. 

The Asian economy (21% of Global GDP) 

Asia is still heavily reliant on US and 
European demand and capital. 

Japan entered recession during 2008 
meaning the G7 are now in a 
synchronised recession making it very 
hard for any one country to export their 
way out of the slowdown. Japanese 
machinery orders fell a record 16.2% in 
November 08, while factory output 
dropped 8.1% and exports fell 26.7%. 
Japan looks to be headed for a deep 
recession with some analysts predicting 
the economy will shrink by 3% (12% on an 
annualised basis) over the Dec 2008 
quarter. The Nikkei sank 59% over 2008. 
The Bank of Japan has cut interest rates 
to 0.1% from 0.3% and the Government is 
mulling a stimulus plan, although with a 
public debt to GDP ratio of 158%, its 
options are limited. Deflation will probably 
re-emerge as a problem for the Japanese 
economy during 2009. Hood Sweeney 
Securities expects the Japanese economy 
to shrink by 1.5% over 2009.

China’s economy was also exposed during 
2008 with exports slumping and its 
property boom ending abruptly. Foreign 
capital is retreating as US and European 
Banks withdraw funding. GDP is expected 
to grow by an annualised rate of 6.8% 
over the Dec 2008 quarter down from 
9% in September. The Chinese 
Government has announced a 4 trillion 
yuan ($585bn) stimulus package that is 
focused on developing new infrastructure 
over the next three years. However, the 
immediate impact on growth is likely to be 
minimal so GDP is likely to fall further over 
2009. Hood Sweeney Securities expects 
China’s growth rate to fall to 6% over 2009.
––––––––––––––––––––––––––––––––––––––––––––––––

Domestic 
Economic 
Outlook 
The Australian economy is 
expected to slow sharply 
with the major risks being 
global recession, gradual 
withdrawal of foreign 
capital and falling 
commodity prices.

The Australian economy grew by 0.4% in 
the June 2008 quarter and a tiny 0.1% in 
the September 2008 quarter.
The economy is clearly slowing sharply 
with the last two results equivalent to an 
annualised growth rate of just 1.0% pa. 

The Reserve Bank of Australia (RBA) has 
moved swiftly to cut the cash rate from 
7.0% to 4.25% since September 2008 
while the Government implemented an 
$8.4bn stimulus package over the 
Christmas period. Earlier in the year, the 
Government continued to lower income 
tax rates and moved to effectively 
guarantee the Australian Banking system. 
The RBA has also been active in providing 
increased liquidity for the Banking system. 

Will Australia enter recession?

Australia seems to be well 
positioned relative to most 
developed economies. Consider 
these positive points:

• The Banking system is stable and 
functioning

• Monetary policy has been more 
effective in Australia – mortgage rates 
have come down with cash rate

• The Government is in a relatively strong 
financial position to provide stimulus 
given a Budget surplus and no net debt 

• The unemployment rate remains low
at 4.5%

• House prices have proven fairly
resilient to date
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• The oil price decline has led to cheaper 
petrol prices and inflation is now 
declining 

• The lower Australian dollar helps 
exporters remain competitive

During 2009 it is likely the RBA will 
continue to cut the cash rate given the 
deteriorating global outlook (including 
Asia) and the rapid retreat in inflation. 
Hood Sweeney Securities expects the 
cash rate to fall to 3.25% by June 30 and 
to 2.75% by year end. The Government is 
also likely to materially increase spending 
to help buffer the fall in consumption and 
business investment that is expected. 
Hood Sweeney Securities expects the 
Budget will move into deficit as tax 
revenues decline from slower growth and 
spending increases. Note the Government 
will be going into deficit from a position of 
relative strength (relative to most 
developed countries) in that current public 
debt levels are negligible.

2009Feb

What then are the negatives that could tip 
the Australian economy into recession 
during 2009? The global credit crisis has 
led to tight credit market conditions, falling 
asset and commodity prices and a sharp 
fall in consumer and business confidence. 
Consumer spending has slowed sharply 
while business investment also shows sign 
of falling sharply. The Banks have reduced 
mortgage rates but business lending 
rates still remain relatively high as the 
Banks seek to increase margins. This 
could be self-defeating if business 
investment slumps.

The Australian share market fell 43% 
during 2008 wiping $700bn in value 
(hence investor wealth) from market 
capitalisation. And with house prices falling 
in the UK and US, Australians would be 
worried that the Australian housing 
market could be next. Concern about 
falling wealth is obviously having a major 
negative impact on consumer spending. 

But if consumers don’t spend, business 
suffers and jobs are eventually shed which 
worsens the situation further.
Rising unemployment could be the straw 
that breaks the back of the Australian
housing market. 

So the key is for Government to try and 
keep spending at high enough levels to 
contain job losses. The trouble is 
commodity weakness has already seen
job losses in the mining sector while the 
finance sector is also shedding jobs 
rapidly. If business investment falls rapidly 
more jobs will be lost because one 
company’s capital expenditure is another 
company’s revenue. The decline in 
consumption and business expenditure 
could swamp any increase in Government 
expenditure and the economy would 
shrink. 

Another area where the Australian 
economy is vulnerable lies in the current 
account deficit; most of the current 
account deficit relates to interest 
payments on net foreign debt totalling 
$657bn. Australian Banks and Companies 
have borrowed most of this debt and it will 
need to be refinanced or repaid in coming 
years. The global financial crisis has made 
this task much harder and the 
Government has already had to lend its 
AAA rating to the Banks to help them roll 
their debt while Australian companies will 
increasingly need support from Australian 
debt and equity markets to replace their 
foreign debt. 

All in all, it seems that Australia’s exposure 
to the global economy, via commodity 
exports and foreign debt, means the 
economy may not grow over 2009.
Two key sectors of the economy – mining 
and finance – will be under great stress.
–––––––––––––––––––––––––––––––––––––––––––––––

Hood Sweeney Securities view 
––––––––––––––––––––––––––––––––––––––––––––––––––––––

• Cash rate to decline to 2.75%
by year end

––––––––––––––––––––––––––––––––––––––––––––––––––––––
• Unemployment rate to climb to 7% 

during the year
––––––––––––––––––––––––––––––––––––––––––––––––––––––

• House prices to decline by 10%
over 2009

––––––––––––––––––––––––––––––––––––––––––––––––––––––

Key local issues to watch  
––––––––––––––––––––––––––––––––––––––––––––––––

> Cash rate

––––––––––––––––––––––––––––––––––––––––––––––––
> Unemployment

––––––––––––––––––––––––––––––––––––––––––––––––
> House Prices

––––––––––––––––––––––––––––––––––––––––––––––––
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Sector Updates

Cash 
Cash rates are falling rapidly but with 
deflation a real threat, capital protection 
has become a priority as asset prices 
continue to fall. Hood Sweeney Securities 
expects the cash rate to fall to 3.25% by 
June 30 and to 2.75% by year end. 
However, inflation is also likely to fall 
significantly over the year as the economy 
slows and commodity prices tumble. 

Australian
Fixed Interest 
Government bond yields have fallen rapidly 
meaning bond prices have firmed but 
corporate bond yields have blown out, 
negating some of this upside for those 
following benchmark based portfolios. 
Hood Sweeney Securities believes that 
investors will continue to flock into the 
safety of cash and bonds until the global 
financial system is stabilised and 
economic growth returns. 

International 
Fixed Interest 
Hood Sweeney Securities finds the 
investment case for global bonds to be 
unattractive given yields range from 1.5% 
on 5 year notes to 3% on 30 year issues. 
The return seems inadequate given the 
supply of most issues will increase 
dramatically as Governments issue debt 
to finance ballooning Budget deficits. 

Australian 
Property
(LPT or A-REIT) 
The ASX Top 200 Property accumulation 
index fell 54% during 2008. The sector is 
down nearly 70% from its 2007 highs on 
a variety of negative themes set in motion 
by the global financial crisis. These themes 
include: very tight debt market conditions; 
falling property asset values; volatile currency 
& equity markets; and rapidly slowing 
global economic growth. These related 
events forced most of the trusts to raise 
equity capital to reduce gearing levels, cut 
distributions back to operating income, 
write-down asset values and retreat back 
to a traditional rental income model, 
based on an Australian property portfolio.

Hood Sweeney Securities stresses a bias 
to ‘plain-vanilla’ trusts with low gearing and 
largely domestic portfolios. 

Australian 
Equities 
The ASX Top 100 Accumulation Index fell 
37.2% over 2008. Many investors expect 
a rebound over 2009 given the market has 
historically rallied after such a major fall. 

Since 1993 there has been a gradual 
leveraging of the global banking system 
which in turn has leveraged global 
economic growth and company earnings. 

The global financial crisis represents the 
spectacular collapse of this cycle and a 
new period of de-leveraging and deflation. 
This means that company earnings are 
very unlikely to return to the heights of 
2007 for some time. 

All in all, the market could have further 
downside if earnings decline by more than 
expected over 2009 and 2010 and more 
equity capital is raised thereby diluting 
Earnings Per Share even further. Much 
depends on how far earnings have to fall 
to find a stable base. Hood Sweeney 
Securities believes that the February 
2009 reporting season, the near 
completion of capital raising and new lows 
in the S&P 500 may see the Australian 
market find a bottom. 

International 
Equities 
The international outlook is obviously 
heavily weighted to the outlook for the US 
market. Clearly, if the fall in Earnings Per 
Share is greater than expected and 
continues well into 2010, the market could 
have further downside. 

Given the deterioration in the US economy 
over the last quarter, it would seem that 
broker expectations for earnings are still 
too high thus upcoming reporting seasons 
are likely to disappoint. 
–––––––––––––––––––––––––––––––––––––––––––––––
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IMPORTANT NOTICE: The following Warning and Disclaimer relate to material presented in this document published by Hood Sweeney Securities Pty Ltd 

ABN 40 081 455 165 ("Hood Sweeney Securities") and should be read before making any investment decision.    

––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Warnings: Past performance is not a reliable indicator of future performance Any express or implied recommendation or advice presented in this document 

is limited to “General Advice” and based solely on consideration of the investment and/or trading merits of the financial product(s) alone, without taking into 

account the investment objectives, financial situation and particular needs (“financial circumstances”) of any particular person. Before making an investment 

decision based on the recommendation or advice, the reader must consider whether it is personally appropriate in light of his or her financial circumstances 

or should seek further advice on its appropriateness.  

Disclaimer: This document is for the exclusive use of the person to whom it is provided by Hood Sweeney Securities and must not be used or relied upon by 

any other person. No representation, warranty or undertaking is given or made in relation to the accuracy or completeness of the information presented in 

this document, which is drawn from public information that has not been verified by Hood Sweeney Securities.  The conclusions, recommendations and advice 

contained in this document are reasonably held at the time of completion but are subject to change without notice and Hood Sweeney Securities assumes no 

obligation to update this document following publication. Except for any liability which cannot be excluded, Hood Sweeney Securities, its directors, employees 

and agents disclaim all liability for any error or inaccuracy in, or omission from, the information contained in this document or any loss or damage suffered, 

directly or indirectly by the reader or any other person as a consequence of relying upon the information. 
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