
STRUGGLING THRIVINGTania Waterworth took part in a WorkVentures program, 

received computer and job skills training, and took a giant step. 

She gained computer literacy and a clearer path to her potential. 

Microsoft, partnering with WorkVentures, has helped 

thousands of Australians like Tania since 1986. For the rest of her 

story and more facts, visit www.onmyway.com.au 
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Interest rate cuts have boosted consumers’ confidence despite a gloomy economic outlook, but will Monday’s handouts circulate to stimulate? LYNNE MINION reports

A
s economists worldwide
add their voices to
predictions of a looming
depression, for Matt
Ashton this is a very

uplifting time. With
this week’s interest rate cut
delivering more savings on his mort-
gage repayments, he is in the money
despite all the talk of financial doom.

But Ashton wasn’t always marvell-
ing at his good fortune. The Aust-
ralian Bureau of Statistics analyst
bought his Page house 18 months
ago with a loan of about $265,000 and
before he’d even made his first
repayment the initial rate rise
occurred.

Before long – and another three
rate rises later – he was starting to get
worried and rueing his decision to go
variable. He reined in his spending
by walking to work, eating out less
often and buying fewer takeaway
meals, but even though he’d
budgeted for rate rises of 2 or 3 per
cent, ‘‘it was really getting up to my
comfort level’’.

Now he’s laughing all the way to
the bank with savings of about $500
to $600 a month from the high mark
and is pretty pleased he didn’t take
on a fixed-rate mortgage.

‘‘I just had a little inkling that
wouldn’t be such a good idea,’’ he
says. ‘‘I just didn’t like the idea of
being locked into a number when it
seemed to be so volatile. And even
though it was all going up at the time
I just had this little thought at the
back of my mind that volatile things
go down.’’

And so they have. His bank, ANZ,
hasn’t passed on this week’s full 1 per
cent interest rate decrease, it’s
dropped it by 0.83 per cent, but the
savings are all adding up. Ashton is
even hoping for further windfalls.
‘‘The volatility’s still there. I might
hang around and stick with variable
for the time being. It might creep a
little bit lower.’’

So why the sunny outlook? It
seems awfully positive during a time
of deep economic uncertainty.

With the experts speculating about
‘‘dark clouds’’ and a ‘‘perfect storm’’
on the economic horizon the forecast
seems gloomy, but there are those
who are reaping rewards.

I n t e r e s t r a t e c u t s , t h e
Government’s upcoming stimulus
package payments and lower petrol
prices should have some Canberrans
rejoicing in their providence.

Casual teacher Mary Broom says
she has never had any intention of
sequestering herself in the Hawker
family home, which will cost about
$200 a month less in mortgage
repayments, worrying about the
vagaries of the economy.

‘‘I can’t see the point of stressing
out over it – it’s all cyclical,’’ Broom,
58, says, as Oprah Winfrey beams
from aisles of televisions in Harvey
Norman’s Fyshwick store. ‘‘It’ll come
and go and there’s no point sitting at
h o m e b e i n g m i s e r a b l e a n d
wondering where your next can of
baked beans is coming from.’’

Husband John, 57, agrees. Joining
his upbeat wife to shop for a wide-
screen TV, the consultant to govern-
ment departments says it’s a buyer’s
market, with fierce competition
between stores leading to some
conditional confidence-boosting
discounts. ‘‘This is the third [interest
rate cut] in four months, so it’s all
adding up,’’ he says. ‘‘People are
getting more purchasing power, pro-
viding they’ve still got jobs.’’

But consumer confidence is often a
case of mind over the facts, with
many people still wary of spending.

Rachel Hamson is strolling
through the electrical section with
daughter Ella, 16-months, and her
20-month-old cousin Ruby Turner,
and the usually at-home mum says
the recent financial bonuses don’t
tempt her to indulge in luxuries.

Hamson is celebrating her 28th
birthday by shopping for a television
for her aunt. Rather than lashing out
on a fancy upgrade, however, the
purchase is simply a replacement for

an older model that has blown up.
‘‘It’s more of a positive for mortgages
and home-owners but not really a
huge incentive for us to go and spend
money, no,’’ she says.

Despite having a variable interest
rate on her Jerrabomberra home, she
says the pennies from Kevin are
absorbed by the high costs of every-
day living. ‘‘I guess it’s a saving but
it’s not a huge amount in the great
scheme of things.’’

Gerry Harvey, co-founder and
chairman of the Harvey Norman

chain, says these are curious times.
As the nation faces a possible
recession, credit-card debt sits at its
highest level, and global share
markets contend with free falls, some
people have never had it better. ‘‘You
have got a very unusual financial
crisis, it’s never been seen by the
white man before, or the black man,
or any other man,’’ Harvey says.

Harvey reckons there’s no point in
presuming the worst because
nobody really knows what’s going to
happen and any predictions are

‘‘bullshit’’. In advice that might make
your financial adviser perspire, he
says pessimism isn’t the solution and
encourages territorians to ‘‘attack
each day as though it’s not
Armageddon’’.

It’s an argument for merry
Christmas shopping from the head of
a retail giant. ‘‘Rather than go out
and fret, well it mightn’t happen so
worry about it when it does,’’ he says.

Dr Simon Kelly, of the National
Centre for Social and Economic
Modelling at the University of Can-

berra, says the Government certainly
wants Australians to spend and
bolster the economy. What it doesn’t
want is for additional monies to be
put away for a possible rainy day.

‘‘The Government’s hoping that
they won’t,’’ Kelly says. ‘‘They’re
really hoping that people will spend a
lot between now and Christmas, so
Harvey Norman should do really
well. That’s the idea.’’

Which is all well and good in
economics theory, but many people
are concerned about their 2009

prospects. ‘‘The actual situation of
people at the moment is quite good,
but it’s the threats in the New Year
that people are worried about and so
that’s the problem It’s a bit hard to
think that something bad might not
happen with the economics of the
world going so badly. It’s hard to
think that you should spend up big
on a big holiday or whatever.’’

If Australians do spend then
manufacturing and retailing will ben-
efit and unemployment rates could
remain low, but people don’t tend to

shop in the national interest, just
their own.

Marie Wood, 63, works for a not-
for-profit cultural association that is
facing dire times and staff cuts, and
even though she had prepared for an
easy retirement those plans could be
compromised by the share-market
impact on her super fund. ‘‘Being
older and not being dependant on a
mortgage, we’re not bringing up kids
any more, we’re just not as affected,’’
she says. ‘‘But the kind of notional
superannuation that we had in hand
has more than halved. That must be
true for countless numbers of people
our age.’’

Even though the Government
wants people to spend up on those
Christmas treats, Wood rejects
suggestions that this is a boom time
in Australia. She says people should
be cautious. ‘‘I would have thought
that the volatility of the whole
financial situation over the last six
months was leaving people feeling
very uncertain about the future. And
the only thing that really counts is
having cash in hand. So the only
thing that’s solid is money in the
bank. I presume that anyone who
could would be hanging on to it.’’

Looking around at the many size-
able TVs on Harvey Norman’s shop
floor, she wonders at the wisdom of
such a purchase now. ‘‘You’d have to
be fairly certain that $1600 was well
spent, I would have thought.’’

Indeed, the Salvation Army is
getting ready for a busy time and
expects more people in the territory
to reach out for help than last year.

The charity’s spokesman, Major
Graeme Craig, says Christmas Day
food parcels (of tinned ham,
pudding, custard, canned vegetables,
soft drinks and biscuits) and other
types of assistance (toys, clothes and
bedding) will be handed out to an
estimated 4000 people in the ACT.

‘‘It’s a very complex picture, isn’t
it?‘‘ he says. ‘‘But the fact is you can’t
just look at one thing and say, ‘Oh
people are better off, what are they
whinging about?’ ’’

The stimulus package, which will
provide $8.2 billion to pensioners
and low-income parents on Monday,
is a welcome relief, but it’s ‘‘only a
drop’’, Craig says, with the Salvos
anticipating that the trend of
increased demand for charitable
services over the past six to nine
months will continue.

‘‘It’s a little premature to be saying
that everyone’s going to be well off
because there [are] all these people
getting this benefit, because there are
people that are going to miss out,.
And you also have to acknowledge
the high housing costs, you have to
acknowledge the reduced household
wealth and the significant number of
older Australians who’ve had their
investments decimated and the
existing levels of credit card debt, and
for some of them the worry that the
wage-earner or wage-earners are
going to be unemployed.’’

In addition to emergency help,
those who are doing it tough can
access budgeting advice, as well as
counselling for domestic violence
and relationship breakdowns that are
exacerbated by financial stress.
That’s why Craig advises people to
have a lean Christmas and put any
bonuses into paying off debt.

Meanwhile, billionaire Gerry Har-
vey believes there’s no point in being
a Scrooge. Preparing for the worst –
by handing funds to the banks –
might be an unnecessary dampener
on the merry-making, especially for
the securely employed.

‘‘Well you wouldn’t think any of
those public servants would. Why
would they? Things have never been
better.’’

However, he does concede that
those predictions of Armageddon
may, in fact, turn out to be true down
the track.

‘‘There is a distinct possibility and
there are people all around the world
cal l ing this the next Great
Depression,’’ Harvey says. ‘‘So if that
happens there’ll be all hell to pay.’’

WILL THE STIMULUS WORK?
By DAVID ALEXANDER

On Monday it will start raining dollars in
the suburbs. In fact, it will be an
unprecedented cash deluge for millions
of families and pensioners.

Of the $10.4 billion economic stimulus
package announced by the Prime
Minister in October, $8.7 billion is to hit
mailboxes from Monday in parcels of
$1000 and more. Single pensioners will
receive $1400, with $2100 for
pensioner couples. Carers will receive
$1000 for each person in their care.
Families that receive Family Tax Benefit
A will receive a tidy $1000 per child.

Never before has an Australian
government given away so much cash in
one hit with no strings attached, no
reform pain, in fact with an injunction to
go forth and spend, spend, spend.

Will it work? Can the monster cash
giveaway stave off a recession? Will it
be splurged on booze, gambling and
Christmas presents? Or will people salt
it away for when the real crunch comes?

The point of the giveaway is to have
people spend as much as possible to
keep the economy ticking over. If people
don’t spend it at all then the exercise has
been, in economic terms, a huge waste.

In the United States early this year a
similar stimulus package was mostly
pocketed, did not stop that country
going into recession and, many argue,

simply left the US Government in a
weaker position to tackle the crisis.

It seems the Australian Government
is already revising down the extent to
which its package might hit the target.
When Prime Minister Kevin Rudd
announced the package, Treasury’s view
was that the $10.4 billion should give
about a 1 per cent stimulus to the
economy. A month later in the mid-year
economic and fiscal outlook, Treasury
said the growth stimulus would be
between ‘‘0.5 and 1 per cent’’, a
significantly downgraded parameter.

If the low-end estimate of 0.5 per
cent turns out to be accurate, it will
mean that between $4-$5 billion will
have completely missed the policy
target, and left the Government
significantly poorer in the meantime.

ANZ economist Riki Polygenis says
that ‘‘our view is that the majority will
be saved, that is consistent with
household behaviour the previous few
quarters’’.

The September quarter national
accounts released this week showed
household spending increasing by only
0.1 per cent, despite the large tax cuts

introduced on July 1.
Another major bank economist, who

asked not to be quoted, said that they
now estimate only a 10th of the stimulus
to be spent.

This week Treasurer Wayne Swan
appeared to change the goalposts, so
that if people were not to spend the
money then that would be a good result
too. ‘‘Some people will save and some
people will spend,’’ he said. ‘‘[Either
way] the outcome is to build
confidence.’’

What appears to have happened –
which the Government does not appear
to have anticipated – is that as people
have become more worried they become
less inclined to spend.

The Government is now indicating,
before the cash giveaway has even hit
people’s wallets, that it is preparing for
another fiscal stimulus.

Its rationale for handouts was that
they were timely, targeted and
temporary. That is, they were a quick
way of injecting money into the
economy, that they were limited to

particular target groups, and they had
no continuing budget impact.

A contrasting approach to developing
economic stimuli was given recently by
the Reserve Bank governor Glenn
Stevens, who stressed that any further
spending should be ‘‘worthwhile, and I
emphasise worthwhile’’. He believes that
the quality of spending is important and
useful in bolstering the effectiveness of
stimulus packages.

Prominent US economist John B.
Taylor from Stanford University has
said that to be effective, stimulus
measures should be permanent,
pervasive, and predictable. This is the
view that if people see through a
handout, if they sense that it’s too good
to be true, if they feel that a handout is
a current quid for later tax quo, then
they will not behave like confident
consumers and spend as intended.

ANZ chief economist Saul Eslake says
that it is hard to say exactly how
effective this stimulus will be, but thinks
it will be enough to keep growth positive
in the December quarter.

‘‘If you thought that without this
package December quarter GDP might

have been say, negative 0.75 per cent or
so, then if most if it is spent then that
should be enough to keep it on the
positive side of the ledger,’’ he told The
Canberra Times yesterday.

He points to the targeted groups –
pensioners, low-income families – as
having a high propensity to spend.

While there are reports of expected
higher alcohol sales and gambling
activity, Eslake says that in economic
terms this doesn’t matter so much.
‘‘From a strictly national accounting
point of view it doesn’t really matter
what they spend it on as long as they
spend it,’’ he says.

Of course it will be extremely difficult
to say whether the stimulus has worked
or not as there are so many other
complicating factors, such as rate cuts.

If growth stays positive the
Government will claim that the stimulus
was a crucial success, and if growth
goes negative critics will say that it was
a wasted opportunity.

The Government is now hoping
desperately that consumers go out and
spend all of their handouts. Whether
they will or not is a matter for
psychology rather than economics.

■ David Alexander is Economics
Editor.


