The ‘multiple mindsets’ that is the Australian economy

Justin Smirk, Chief Economist, St.George Bank, provides family businesses with an update on Australia’s ‘multiple-mindset’ economy.
I was talking to my Dad recently about the nature of an economic recovery. He runs an electrical contracting business in Perth and experienced a significant slowdown last year. He works in the commercial and retail maintenance space and during the GFC, activity in this sector almost dried up completely.

As we talked he observed that prior to the GFC, while he may have been quite busy, his biggest problem was finding and retaining staff. A significant number of electricians, and even potential apprentices, were been draw to the higher wages on the mines. He lamented on the “curse of a mining boom” – staff and material shortages resulting in higher wages, delayed projects or possibly higher final prices. 

As we talked Dad noted that the mining sector looks to be recovering as workers have started to drift back to the mines and yet his business is yet to recover. We debated why Perth’s commercial property sector may be more linked to the credit cycle and as credit and investment to this sector remains constrained, a full recovery is likely to be some way off. 

To some extent we decided that this is more like a mini economy, within the booming WA economy, being driven more by events in Europe and the US, due to the ongoing banking issues, than China. If you look at these factors, then it becomes a little clearer how an economy can have many sub-economies working at different speeds and possibly even be at different stages of the business cycle.

For a Sandgroper, my Dad was a little frustrated that the sector he operates in may have more in common with the Eastern States than the West. 

This conversation came back to me as I was reviewing the recently released Business Outlook by St.George Bank. This survey found that businesses were mindful of the fact that there are various versions of economic recovery across the country.

For me, this was intriguing as for some time I have been emphasising the evolving “duality” in the Australian economy. That is: the recovery will have many faces, run at different paces and have even different timing depending not just on location, but also sector and/or industry. 

I have been emphasising “duality”– to describe the economy, as having ‘two speeds” I think simplifies it to the point where it is almost meaningless. It is not just simply the West, and the North, versus the rest but rather it is one economy with inter-linkages between sectors and regions. To do a simple split you miss some of the opportunities, and risks, the current environment present (need to tweak this sentence – doesn’t quite make sense). 

A two-speed economy does not explain why Dad’s business, based in booming WA, is still waiting for a recovery. 

I think a better way to describe the Australian economy as it having multiple mindsets within the same economy. And I get the feeling from the St.George Business Outlook that many business leaders agree with this. 

A key finding from the survey was that larger businesses, who are more likely to cross industries as well as regions, are more likely than smaller businesses to believe different states are recovering at different speeds. 
And the survey also highlighted that business leaders agree the individual sectors are also painting a very different recovery picture with the majority believing that different sectors of the economy are recovering at different speeds.

Overall, the survey had an upbeat tone with firms forecasting revenue to lift by 8.3% over the 2010/2011. However, this is below their reported long-term average growth rate of 9.0% so despite a once in a hundred years mining boom, businesses appear relatively considered in their expectations. I suspect that many firms are feeling the lagged effect of last year’s downturn as stimulus from cash handouts, government spending and earlier significant rate cuts fade away. 

If you successfully avoid a recession by stimulating, then quite naturally you don’t get a recovery (once/as the stimulus fades away?) and as the old adage goes, there is no such thing as a free lunch. Right now some businesses, in particular those in retailing and tourism, may feel they are experiencing softer demand than they did during the downturn.

So the industry results are quite enlightening. From the survey, industries ranked by average forecast growth in revenue (highest to lowest) for FY 2010/11 where:

· Property development (13.2%)

· Aged care, health and community services (9.6%)

· Education, Cultural and personal services (9%)

· Finance and insurance (8.6%)

· Professional and business services (8.6%)

· Manufacturing and wholesale (8.5%)

· Retail trade (8.1%)

· Construction (8%)

· Primary industries and infrastructure (7.8%)

· Hotels, hospitality & tourism (7.7%)

· Transport and storage (3.9%).

Some may be surprised to see such an upbeat tone in property development, as this sector is perhaps the one that still most constrained by a lack of credit. But then, if you remember that the question is a relative one, it is possible for the level of activity in this sector to be significantly better than last year and yet still remain well below average.

So yes Dad, the overall outlook for property development is more positive this year but the results do not dispute the possibility that demand for your business may take some time to return to pre-GFC levels.

It is also interesting to note what is at the bottom – tourism and very last, by a significant margin, transport and storage. Tourism is being hit by the higher Australian dollar and the global slowdown and softness in domestic demand as households spend a little less and save a little more.

I think that transport and storage may be highlighting just how soft domestic demand is. This sector is quite exposed to domestic activity and consumption and these businesses are telling us they don’t think the outlook is so great. 

And remember, transport and storage is an industry that is spread across this vast nation with feelers into every region so it too should be getting some flow-on benefits from the mining boom.

If you keep the industry results in mind, they may help to explain why the state results were a mixture of what you may expect and some startlingly unexpected outcomes. 

There is no surprise that WA businesses believe they are leading the way out of the recession. But what may be of surprise to some is that Victorian businesses, the state with the smallest exposure to mining, are also confident that they are helping to lead the nation’s recovery. In fact, WA is second to Victoria in regards to the numbers of business who believe that the recovery is underway.

Queensland businesses had a much more cloudy outlook, which is surprising given they are only second to WA for mining, and are more likely than any state to believe that we are still experiencing a slowdown. 

Given that NSW is the national average in terms of resources, and had a more modest housing upswing compared to Victoria, I was not surprised that businesses felt that their economic recovery was lagging the national average. It is also the state with the highest proportion of businesses that thought that their employees’ wage expectations were reasonable. 

And diving into the state data again highlights that it is not just a simple “two-speed” economy. While the states do differ significantly the survey also revealed a greater complexity within them.

WA businesses are the most likely to encounter what they consider to be unreasonable wage expectations as they also have the highest proportion of businesses reporting staff shortages. But what may surprise is that businesses there are more likely than in any other state to have a worse cash flow since the GFC and have a worse level of bad debts.

So much for the expectations in some quarters that WA would sail though the GFC relatively unscathed.

It was in Queensland, however, that the multifaceted nature of the economy is most strongly highlighted. Not only were businesses there most likely to believe the economy is still in a slowdown, but they were also the most pessimistic about the outlook and most likely to forecast a decline in revenue. They were also more likely than any other state to report no shortage of quality candidates but they were the second most likely to encounter unrealistic staff expectations. 

We suspect that the fortune of many Queensland businesses are tied to what is happening in domestic activity and tourism while wage expectations of employees are being underpinned by robust demand from the mining sector. 

So the argument for just how robust our economy really is all depends to some extent on your point of reference. For the economy overall, the next few years are going to be very strong as the once in a lifetime income boost from record high commodity prices, and strong migration inflows, wash through our economy.

But it is also clear that the past year has had a significant impact to businesses and the way they are operating both now and into the future. Despite the complexities and vagaries in market conditions, many businesses are maintaining their confidence. Even those experiencing a lag-effect softening of conditions are doing the best they can to continue to hang in there and making positive plans to capture a gathering recovery.

So Dad, the recovery is here but not as we know it (apologies to Dr McCoy). It all depends on your starting point, which to some extent, is more about the sector you are working in than the state in which you live. 
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