Ten signs we're heading for economic Armageddon
By Liam Dann, Herald News Business Editor, 11 February 2018
This week's global share market bloodbath was "a small tremor before the big earthquake" as
the world moves "ever closer to economic Armageddon", a former Australian government
economist has warned.
John Adams, a former Coalition policy adviser who last year identified seven signs that the
global economy was heading for a crash — later warning the window for action had closed —
believes the US$4 trillion wipe-out was just the opening act of his apocalyptic prophecy
playing out.
"When the economic earthquake hits, don't be surprised to see soaring interest rates, massive
falls in asset prices [like] shares, real estate and bonds, higher unemployment and widespread
bankruptcies," he said.
Adding to previously identified economic indicators such as household debt and record lowinterest rates, Mr Adams has expanded his list of warning signs to 10, including rising inflation
— fear of which had a hand in the latest sell-off.
"Against a whole range of economic and financial metrics, the Australian and international
bubble which I warned about in 2017 has continued to grow larger over the past 12 months,"
he said.
"Australian household debt has never been higher — now at nearly 200 per cent as a proportion
of disposable income — household savings have slumped, the US share market is now in a
bigger bubble than 1929, risky derivatives are now being sold in significant quantities and
global debt is $US80 trillion more than it was in 2008."
Adams said those born after 1973 — people under the age of 44 — had never experienced a
major economic downturn as a working adult and hence needed to ensure they didn't succumb
to "normalcy bias".
"Australians should be concerned about what lies ahead for themselves and the country as a
whole," he said, predicting a collapse likely to be more severe than the 1991 recession and
which may potentially rival both the 1890 and 1929 depressions.
Those concerned can take some precautions for hard economic times, he added, by reducing
their personal spending, increasing savings and having more cash on hand, paying down debt,
reducing their exposure to risky or overvalued assets and managing the risk of rising prices,
including interest rate payments.

"We all must assume personal responsibility and take pre-emptive action to ensure that we are
able to ride out harsher economic times that are coming to our shores."
SIGN 1: RECORD HOUSEHOLD DEBT
"According to the Reserve Bank of Australia, Australian household debt as a proportion of
disposable income continues to soar and reached an all-time high in September 2017 of 199.7
per cent as the Australian Bureau of Statistics recently included debt from self-managed
superfunds into this statistic," Adams said.
This has parallels in the local market, where New Zealand national debt topped half a trillion
dollars at the end of last year, up 7.3 percent from a 12 months earlier.
The Reserve Bank figures (for the year to April 30) show household debt has topped $250b,
driven by rising property prices and an increase in consumer borrowing.
That's an increase of more than 60 per cent in 10 years.
SIGN 2: DECLINING HOUSEHOLD SAVINGS
"Coinciding with the rise in household debt, Australian household savings have fallen to their
lowest level since the 2008 GFC," Adams said.
"According to the ABS, the Household Saving Ratio (seasonally adjusted) has fallen from a
high of 10.1 per cent in the December quarter of 2008 to 3.0 per cent and 3.2 per cent in the
June and September quarters of 2017 respectively."
Comparatively, New Zealanders have fared better in this regard with improved savings helping
to offset total volume of debt.
However, the risks remain high.
For New Zealand households, the ratio of debt to income has now reached a record - 168 per
cent, well above the pre-financial crisis peak of 159 per cent.
SIGN 3: CONTINUED RECORD LOW INTEREST RATES
"Despite foreign central banks raising interest rates, the RBA has continued to keep the official
cash rate at 1.5 per cent," Adams said.
"However, in December 2012 former RBA Governor Glenn Stevens warned that interest rates
kept too low for too long would prove macroprudential controls ineffective in controlling
systemic financial risk as people would be driven to over borrow given the cheap rates."
Last week, the Reserve Bank of New Zealand (RBNZ) held the official cash rate steady at 1.75
per cent, saying monetary policy will "remain accommodative for a considerable period".

However, following the market uncertainty over the last seven days, acting Reserve Bank
governor Grant Spencer warned that there could be more volatility to come.
SIGN 4: GROWING HOUSING BUBBLE
"Concentration of credit in the Australian housing market continued to grow by 7.23 per cent
from June 2016 to June 2017. As of June 2017, Credit to Housing as a proportion of Australian
Gross Domestic Product reached a 26-year high of 95.33 per cent compared to 21.07 per cent
in June 1991," Adams said.
"Over the same period, credit which has been directed at the business sector or to other personal
expenses have remained relatively steady as a proportion of GDP."
New Zealand has benefitted from a cooling housing market (particularly in Auckland), which
saw the rate of credit growth ease last year.
In terms of housing credit growth, things "have definitely improved", Spencer told the
Herald last year.
SIGN 5: CONTINUED INCREASE IN GLOBAL DEBT
"Global debt continues to grow, driven especially by rapid growth of debt in emerging
economies," Adams said.
"According to the Institute for International Finance's January 2018 Global Debt Monitor
Report, global debt reached a record high of $US233 trillion in the third quarter of 2017 or 318
per cent of global GDP, representing growth in global debt of 8 per cent through the first three
quarters of 2017.
"Global debt is now $US80 trillion higher than the end of 2007 with current interest rates
substantially lower relative to the pre-GFC period."
SIGN 6: MAJOR INTERNATIONAL ASSET BUBBLES KEEP GROWING
"The past 12 months has seen significant growth in major asset class values (particularly
shares) across the world which has been fuelled by the significant increase in global debt,"
Adams pointed out.
"For example, according to the PE Shiller Index, the US share market (as measured by the price
of a company's share relative to average earnings over the past 10 years for US companies in
the S&P 500) is now at its second highest valuation level in history at 32.62, with the highest
being the 1999 dotcom bubble."
According to the PE Shiller Index, Adams said, the bubble in US share market is now bigger
than the peak reached in September 1929 which was 32.54.

SIGN 7: INCREASING INFLATION
"In late 2017, inflation started to emerge in developed economies, beating the targets set by
national governments and central banks," Adams said.
"This emerging inflation was driven in part from rising global oil prices which increased by 51
per cent, along with increases in other commodities, over the past seven months."
This has had a significant impact on a number of developed economies int he world.
"In 2017, the US Producer Price Index hit an annual rate of 3.1 per cent (a six-year high) and
the US Consumer Price Index grew by an annual rate of 2.1 per cent whereas in the UK,
inflation reached an annual rate of 3.1 per cent. In both the US and UK cases, inflation as
measured by the CPI is above the stated 2 per cent target of the US Federal Reserve and the
Bank of England."
The impact stretches well beyond the US and the UK, Adams warned.
"Other developed countries such as Canada and Japan also saw a notable pick-up in inflation
during 2017. Higher rates of inflation will put pressure on the value of bonds and currencies,
placing countries that do not deal with inflation through higher interest rates at a competitive
disadvantage as investors make lower returns."
SIGN 8: TIGHTENING MONETARY POLICY AND RISING GLOBAL INTEREST
RATES
"Many foreign governments in the past year have been tightening monetary policy (either
through reducing or ending quantitative easing or through 'quantitative tightening') as well as
raising interest rates," Adams said.
"During late 2016 and all of 2017, interest rates were raised in both developed economies such
as the US (four times, or 1 per cent), Canada (three times, or 0.75 per cent), or the UK (one
time or 0.25 per cent) as well as smaller and emerging economies such as the Czech Republic,
Mexico, Malaysia and Romania."
Adams added that interest rates are expected to continue to rise in 2018 as global economic
growth and inflation continue to rise.
"Higher interest rates will make the ability to service global debt increasingly more difficult."
SIGN 9: INVERTED AND FLATTENING YIELD CURVES
"The US Government bond yield curve has continued to significantly flatten over 2017. In
early 2018, the difference between the two-year and the 10-year bond yield reached
approximately 0.5 per cent, which is the smallest difference since 2007.

"The Chinese bond yield curve (i.e. the difference in interest rates between the five-year and
the 10-year bond) briefly inverted twice in 2017 and is now approximately less than 0.1 per
cent.
"Inverted yield curves (i.e. where long-term debt instruments have a lower yield than shortterm debt instruments of the same credit quality) are known as a market predictor of a coming
market crash or broader economic recession."
SIGN 10: RETURN OF RISKY DERIVATIVES
"According to the Bank for International Settlements, the value of the over-the-counter
derivatives market (notional amounts outstanding) remained high between June 2016 and June
2017 to stand at $US542 trillion," Adams said.
"Many of these derivatives contracts (which are agreements that allow for the possibility to
purchase or sell some other type of financial instrument or non-financial asset) are concentrated
on the balance sheets of leading global financial and banking institutions, are bought and sold
privately, involve significant complexity and carry significant counter-party risk that many
institutions and government regulators struggle to understand."
Adams' concern is supported by research out of a major bank.
"In November 2017, a research report from Citibank reported that 'Synthetic Collateral Debt
Obligations', which were one of the main financial instruments responsible for the 2008 GFC,
were now back and are being sold to investors in significant quantities and is expected to top
$US100 billion by the end of 2017, up from $US20 billion in 2015."

