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VOLUME IV YEAR 2009 

Financial 
MARKET WATCH 

WHAT’S THE RISK OF A DOUBLE DIP? 

The first thing to note is that talk of a double dip is common towards the end of most recessions. For example, such talk arose after the 
early 1990s recession and was also rife in 2003 as the world emerged from the ‘tech wreck’. Usually it doesn’t happen, but of course 
there are notable exceptions to this, for example:  
 
• the early 1980s traced out a W-shaped pattern in the US, with recession in 1980 followed by a brief recovery in 1981, only to return to 
recession in 1982;  
• the 1990s saw back-to-back recessions in Japan; and  
• the US went back into recession in the late 1930s after recovering from depression in 1934, 1935 and 1936.  
 
All of these situations had one thing in common - premature tightening. In 1981, the US Federal Reserve (the Fed), led by Paul Volker, 
raised interest rates aggressively to squeeze out inflation. In the 1990s, Japan tightened fiscal and monetary policy before recovery 
became sustainable. Similarly, in the mid 1930s, US authorities moved to raise tax rates and tighten monetary policy (via tighter bank 
reserve requirements) before a sustainable recovery had taken hold.  
 
Normally fears of a double dip prove unfounded. A range of factors are being cited this time around as potential drivers of a double dip 
in the US economy next year including: monetary and fiscal policy tightening too early; a US dollar crisis; rising unemployment cutting 
into consumer spending; the banking system being too weak to lend and potentially being hit by more shocks; households being too 
weak to borrow; the potential for another oil-price-driven energy crisis; and the ‘mother of all carry trades’ that will soon come crashing 
down.  
 
“Monetary and fiscal policy will be tightened too early”  
 
This one is easy. The International Monetary Fund (IMF) and key governments have stressed the danger of premature tightening after 
studying the 1930s depression and Japan in the 1990s. With underlying inflation continuing to fall and unemployment very high, there 
is neither the inclination nor necessity to embark on premature tightening. This was most recently restated at the G20 finance ministers 
meeting where they “agreed to maintain support for the recovery until it is assured.” Therefore, premature tightening seems unlikely.  
 
There is a related concern that the recovery is solely due to monetary and fiscal stimulus and will quickly fade once stimulus is 
removed. This concern arises in most recoveries, but it’s invariably the case that once stimulus has primed the pump, stronger 
confidence helps take over to make the recovery self sustaining. A turn in the inventory cycle is also playing a role in driving this 
recovery, which can also help fuel better confidence.  
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“A US dollar crisis will force premature tightening”  
 
Talk of a US dollar (US$) crisis is common, but it’s hard to see a 
collapse occurring. The two most traded alternatives (the yen and 
euro) are no more attractive than the US$. Both have similar or 
worse public debt problems and, arguably, worse economic 
prospects. Additionally, the Chinese won’t allow a sharp rise in 
the Renminbi. Regardless, it’s doubtful that the Fed is overly 
concerned about a weak US$ given the absence of inflation in the 
US. (While some observers fret about the Fed ‘printing money’, 
the reality is that until banks start lending more, and economic 
activity and capacity utilisation return to more normal levels, 
inflation will remain a non issue.)  
 
“Unemployment will drag the US back into recession”.  
 
Unemployment is undoubtedly a serious problem in the US and 
Europe, but it’s worth noting that unemployment invariably lags 
the economic cycle. In the US, the unemployment rate peaked 
two months after the 1982 recession ended, 15 months after the 
1990-91 recession ended and 21 months after the 2001 
recession ended. The reason it lags is that just as companies are 
slow to fire staff when heading into downturns, they are slow to 
hire in upturns, as it takes a while for companies to regain 
confidence. The key point is that rising unemployment doesn’t 
keep economies mired in recession or trigger double dips – it is 
just normally one of the last indicators to turn.  
 
Moreover, a range of indicators suggest that the US labour 
market may be on the mend. Leading labour market indicators 
such as falling unemployment claims, falling announced layoffs, 
rising temporary employment and rising employment intentions in 
business surveys, suggest that US employment will be growing 
again early next year. This, in turn, suggests we may be close to 
the peak in unemployment (although it could still go a bit higher).  
 
“Bank lending is continuing to weaken”  
 
Bank lending is continuing to weaken in the US and the US 
banking system is still far from robust. Even in Australia, lending 
to the corporate sector is continuing to fall. However, there are 
several points to note:  
 

• As with unemployment, private sector credit growth normally 
lags the economic cycle. This was the case in both the US and 
Australia after the early 1990s recession, with credit growth only 
picking up again a couple of years into the recovery.  
• Medium to large corporates have been able to issue equity 
capital or access the corporate bond market to make up for 
reduced bank lending. It has been a lot tougher though for small 
business.  
• Surveys by both the Fed and the European Central Bank 
suggest that banks’ willingness to make loans is improving.  
• Consumers do appear to be responding to fiscal stimulus and 
lower interest rates. This is clearly evident in Australia. Even in 
America there are signs of life, with weekly chain store sales 
picking up, car sales showing signs of improvement and housing 
indicators bottoming out.  
 
What about the risk of another shock to the banking system?  
 
There are three main risks on this front.  
 
First, many fret about a further collapse in the commercial 
property market in the US. However, it increasingly looks like 
commercial property markets are bottoming. In fact, commercial 
property price indices for both the US and UK showed modest 
gains in values in the September quarter. Therefore, while bank 
losses are still rising on commercial property loans, they are likely 
getting close to their peak rather than set for another big leg 
higher.  
 
Second, there are concerns about another wave of mortgage 
delinquencies as sub-prime mortgages issued in 2006 and 2007 
come up for mortgage rate loan resets in the next couple of 
years. This is where the low honeymoon rate ends and borrowers 
have to start paying a higher market rate. While it’s hard to get a 
handle on how big this problem is, it’s likely the market rate may 
not be that much above the honeymoon rate given the fall in 
mortgage rates in the last two years.  
 
Third, there are ongoing concerns about financial problems in 
Eastern Europe dragging down Western European banks. This is 
another issue that is hard to get a handle on, but a serious default 
crisis in such countries seems to have been headed off by IMF  
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assistance. In fact, some countries, such as Lithuania, appear to be growing again. 
 
“There will be another energy crisis”  
 
This is always possible, but it is hard to see the oil price returning to last year’s highs unless there is a much stronger recovery in growth 
in advanced countries than currently expected.  
 
“It’s the mother of all carry trades”  
 
Finally, it has been argued that equities, commodities, credit markets and other risky assets have only surged higher because the Fed 
and other central banks have pushed interest rates to very low levels which can’t last. This is true to a degree, but it is exactly what the 
Fed and other central banks have been hoping to achieve and is how monetary policy works. By cutting interest rates to very low levels, 
central banks have forced people into either spending or investing in more risky assets which has helped finance the recovery (for 
example by making equity capital raisings easier) and has added to confidence and perceptions of wealth as asset prices have 
increased. This is precisely what happens in most economic recoveries. It is also how most cyclical bull markets initially get underway 
before profit growth then kicks in and helps lead to a more sustainable phase in the recovery. In this sense, there is nothing unusual 
about the current surge in asset prices. While some asset prices may eventually be pushed to bubble-like levels, with shares, 
commodities and other risky assets still being below previous peak levels we believe we are currently a long way from that.  
 
Concluding comments  
 
After the worst financial crisis and worst global economic slump in the post-war period, it is natural to worry about aftershocks that could 
trigger a return to recession. While the risk cannot be ignored, we believe that a double dip back into recession next year might be 
unlikely, particularly in the absence of premature monetary or fiscal tightening in the US. 
 
NEW RESEARCH SUPPORTS THE VALUE OF FINANCIAL ADVICE 
 
New research has demonstrated the positive savings effects for Australians who receive advice from financial planners. The independent 
research, conducted for industry representative body, IFSA, reveals that those who have a financial planner save an additional $2,457 
each year, compared to similar individuals who do not have a financial planner.  
 
Economy-wide modelling was undertaken to estimate the impact of more Australians receiving financial advice, with a finding that if an 
extra five per cent of Australians were to receive financial advice, there would be a 0.5 per cent of GDP gain in national savings by 
2014/15, compared to the status quo. 
 
IFSA CEO, John Brogden said that Australia is at a critical point concerning the regulation of financial advice, observing that the research 
findings are”… a timely reminder of the significant value of financial advice - for individuals, families and the national economy.” 
 
“It is now beyond doubt that the receipt of financial advice is a key component in the national savings equation,” said Mr Brogden, who 
concluded by making a call for a joint campaign between industry and government: “Indeed, it is time that the wealth management 
industry in Australia, in partnership with government, better explains the practical value of financial advice and explores ways to make 
quality financial advice more widely accessible to Australians.” 
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WHAT’S NEW AT SECURITY NATIONAL? 
 
 
 

�  We would like to take this opportunity to remind you that during the 
upcoming Christmas holidays, our office will be closed from midday 
the 23rd December 2009 and operations will resume on the 18th 
January 2010. All advisers will be checking email. If you have any 
urgent issues please phone our office there will be a voice message 
with contact instructions 

 
�  From all of us at Security National, we wish a Merry Christmas and 

a Safe New Year to you and your families.  
 

Your Privacy 
Your privacy is important to us. If you do not wish  to receive information of this kind in the 
future, please contact your local office located at the back of this document.  
 

DISCLAMER 
The information contained is of a general nature only, does not take into account your 
particular objectives, financial situation or needs . Accordingly the information should not be 
used, relied upon or treated as a substitute for specific financial advice. Whilst all care has 
been taken in the preparation of this material, no warranty is given in respect of the 
information provided and accordingly neither Securi ty National nor its employees or agents 
shall be liable on any ground whatsoever with respe ct to decisions or actions taken as a result 
of you acting upon such information. 

Contact our office for further information: 
 
Security National Financial Services Pty Ltd 
ABN 54 007 375 420 
Holder of an Australian Financial Services License 244565 
Level 2, 608 St Kilda Road 
MELBOURNE VIC  3004 
Ph: (03) 9510 – 5400 Fax: (03) 9510 – 5405 
Email: secnat@secnat.com.au 
www.secnat.com.au 
 

SECURITY NATIONAL’S NEWS  
 

Source:  AMP Oliver’s Insight – Edition 32 
  Risk Info’s News  
 


