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GDP what it really means
There is one thing in life we should never do: ask an economist
what tomorrow will bring! This is not being unkind to or critical
of the noble profession, it is just that they are invariably playing
catch up with their modelling. Real time events can and often
do quickly overwhelm the data modern day soothsayers have
at their disposal. Even at the best of times, the data at their
disposal is either out of date, incomplete or plain wrong. No
wonder economic forecasting is a hazardous occupation.
In the end, to make the task of forecasting for statisticians well nigh impossible, we as a society insist on doing whatever we
like with our hard earned money, no matter how irrational or silly. As stakeholders in this society this is for all of us after all,
a basic right. In short, spending and saving patterns often don’t easily translate into modelling used by the Reserve Bank or
Treasury to predict likely movements in inflation and interest rates, unemployment and consumer confidence levels. These
performance indicators are the harbingers of economic performance and are in effect the tell tale signs of how well we are
living.
Notwithstanding the above, we as individuals are increasingly required to take greater responsibility for our own affairs. To
be able to do this more effectively I think investors need to develop a better understanding of key economic information
that is trumpeted by the media on a daily basis. It is just as well to have a more informed sense of when we need to worry
and act, and when to stay calm and committed.

The sum of all productive effort through the deployment of available capital and
labour results in the Gross Domestic Product (GDP) of the economy.
This measure is the most often used indicator of economic activity and is used to define the way the economy is behaving
at a macro level. Quite simply, positive GDP growth is usually a signal that the economy is healthy or at least growing, while
negative GDP growth may point towards turbulent waters ahead.
Any talk of recession and negative sentiment by consumers and opinion makers is potentially a dangerous development
and investors should keep a wary eye on it. The definition of a recession is experiencing two consecutive quarters of
negative economic growth. This is potentially serious because it can directly impact on people and their ability to meet
ongoing commitments, and their capacity to plan ahead. It can result in rapidly rising unemployment, falling stock markets,
increase in dole queues, rise in bankruptcies, and decline in tax revenues, etc. This situation is inevitably associated with
an unwelcome rise in property foreclosures, which further fuels the downward spiral of economic collapse and social
dislocation. With a highly geared property market at the moment this is not an insignificant consideration.
Clearly, we should take more notice of some readily available data that is regularly published to be able to appreciate
developing trends and their likely consequences. >>>
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>>> In a broad sense systemically published economic data fall into three categories: leading, coincidental and lagging
indicators. Once we understand these terms, and they are simple concepts, the information we come across seemingly
daily, will become much more meaningful and relevant to the understanding of key indicators such as inflation, interest
rate movements, GDP figures, unemployment statistics, house price affordability and in particular the performance of
investments on the stock exchange.
If we can think of a car passing on a road, the lagging indicator is where the car has already passed - it’s like looking at the
world in the rear view mirror; coincident indicator is where the car is travelling now; and the leading indicator is where the
car is heading that may not be known and may be smooth, potholed or serpentine.
Unfortunately, although there is evidential data available on any number of economic indicators and statistical models
abound, two of the most often and critically important figures used by policy makers to steer the economy, are lagging
indicators, namely inflation, GDP trending and unemployment data. Central Banks, such as our Reserve Bank typically have
to steer the economy by using old/out of date and sometimes inaccurate data to gauge and understand where the economy
is heading, that is, while staring in the rear view mirror.
There are other leading indicators that could be used, and to be fair, are being used in tandem with crucial leading
indicators, such as building approval numbers. Strong building activity and high property clearance rates at auction, for
example, suggests favourable bank lending policy, low / falling interest rates, improving property ‘affordability’, a mid-term
commitment to spending by consumers that translates as a knock on effect to the local economy, and a confident spending
environment.
One of the main reasons economists have trouble forecasting economic trend and vitality is that it is extremely
difficult to pick turning points and so they normally just extrapolate current trends.
To do this they rely on spending, output and prices not moving around too much. The difficult task is really separating out
all the statistical noise from the data that reflects reality. It may well be that because too much focus is placed on lagging
indicators it is difficult, for example, to appreciate that the unemployment rate is usually at its lowest level when a recession
is starting and, inflation usually peaks in a recession and troughs in the expansion phase.
It is instructive to reflect on how rapidly the fall in the price of oil and commodity prices has distorted and spurned
international and local economic activity and sentiment. The fall in petrol prices put extra money in our pockets, the fall in
iron ore sales has had the opposite effect and has severely impacted government revenues. And then some! At the same
time interest rates are at an all time low, and still falling, and inflation is quite low; the Australian dollar is weaker so our
exports are becoming more competitive and local producers are at an advantage domestically against more expensive
imports. It is wise to keep an eye on all these factors and not be blinded by doomsayers and other generators of negative
sentiment.
We are constantly reviewing developments in the local and international market place and are taking long term decisions
with our clients’ interests in mind. I encourage all of you to keep in mind the sort of information reviewed above so we can
go forward confidently, together.

As Malcolm Fraser once said “life wasn’t meant to be easy”. He was right, but we still need to press on.
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