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• This cycle is different. Rate hikes around the world have not tipped 

economies over the edge 

• Balance sheet discipline in the private sector means the debt shock is 

greatest for the government sectors, not corporates 

• Australia is our canary in the coalmine: it has experienced one of the 

largest rate shocks…and yet the economy has continued to grow 

• In 2024 rate cuts are now coming into view globally meaning the riskiest 

period for global earnings is now behind us  

 

Across 2023 we had been using Australia as our “canary in the coalmine” to highlight 

why this cycle is different. Despite some of the shortest maturity mortgages in the world, 

Australia’s economy has hummed along nicely. Our canary remains singing and shows 

why meaningful recessions are unlikely. 

If you were a client last year, the chances are you would have heard us talk about the 

significance of the Australian economy. We highlighted the country as an example to the world 

and why that meant global growth was intact.  

Our rationale was simple: before the rate hikes started in 2022, many sell-siders highlighted 

Australia as a country particularly vulnerable to a rate shock. It had some of the world’s highest 

house price-to-income ratios and the shortest maturity debt stock.  

The fact the Australian economy did not react as many northern hemisphere experts believed 

was something we talked about a lot. It was a key demonstration for us that this cycle is 

different and illustrated why forecasts of rate hikes pushing the world into recession were 

wrong. 

http://www.columbiathreadneedle.com/
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Recapping our view – private sector discipline means this cycle is different 

Typically, two conditions are required for a recessionary earnings per share (EPS) shock. 

Firstly, a boom time with wasted spend. Examples include corporates getting overexcited and 

ill-disciplined with wasted capex or an M&A spree that stretches balance sheets. Secondly, a 

change in conditions brings the boom times to an end. Typically this is via an interest rate 

shock. This starts the process of write-offs that show up as “non recurring and discontinued 

operations” in income statements and is the usual culprit behind big falls in EPS. 

But this cycle has been different. In the lead up, global corporates were generally well 

disciplined. They did not go on shopping sprees or buy loss making companies at huge 

premiums. Instead, corporates did the sensible thing and termed out their bonds, stretching 

their debt profiles and limiting any impact from future rate rises. 

Even households were generally fairly well behaved, with many using Covid windfalls to pay off 

debt. So when the hikes eventually happened not much went wrong (beyond a few headline 

names such as Silicon Valley Bank). 

The difference this time is that the misallocation of capital has been on government balance 

sheets. Most countries, with the possible exception of Germany, have seen government debt 

levels increase with little improvement in infrastructure or economic output as a result. In 

contrast to the private sector, with ever more debt to service it is on government balance sheets 

that much of the pain from higher rates will be felt. 

 

Australia as a microcosm 

Australia encapsulated how a reasonably disciplined private sector can withstand even hefty 

rate shocks. We use it as an example due to the fact that mortgages tend to be floating rate or 

at most involve one-, two- or three-year fixes. There are no US-style 30-year mortgages to 

protect households and delay the pain. Effective mortgage rates therefore follow the Reserve 

Bank of Australia (RBA) policy rate very quickly.  

As a result, far more of the transmission from rate hikes has been felt in Australian households 

than in their US, UK or European counterparts (Figure 1 - upper chart). So those expecting long 

lags from monetary policy partly from the slow moving effective rates on legacy mortgages can 

simply press the fast forward button and look at what has happened in Australia.  

So when the rate hikes came, many were surprised that the macro impact on the Australian 

economy was fairly muted. A reader would have to use a magnifying glass to see substantive 

impact on indicators such as employment, output or real estate (Figure 1 - lower charts). 
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Figure 1: Australia has already absorbed the rate hike pain … 

(Effective mortgage rate on all outstanding mortgages, %) 

 

Source: Bloomberg, Haver Analytics, Goldman Sachs 

 

…without showing obvious impact 

 

Source: Bloomberg, 2023 

 

For us, a good part of the explanation comes down to the lack of a private sector credit boom 

over the preceding years. According to Bank for International Settlements (BIS) data, over the 

past 10 years private sector debt as not grown as a percentage of Australian GDP, and on 

some measures has been falling. By contrast, government debt has been expanding (Figure 2). 
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Figure 2: Australia debt as % of GDP 

 

 Government debt Non-financial corp debt Household debt 

June 2013 26% 68% 112% 

June 2023 51% 60% 111% 

% change 25% -8% -1% 

 

Source: Bloomberg, 2023 

 

Global relevance of the Australian story  

While other countries are all slightly different, in general our observation of private sector 

discipline versus government profligacy is broadly true around the world. Most famous is the 

case of the US, where government debt has grown from 96% to 110% of GDP since 2013, 

while private sector debt has remained unchanged at the aggregate level. Another example is 

the UK, where government debt has grown from 85% to 102% over the past decade, while the 

private sector has deleveraged really quite significantly (by around 30% of GDP).  

Private sector discipline means corporates and households can – even in extreme cases such 

as Australia where the transmission is swift – absorb the pain from rate hikes in a reasonable 

fashion. 

Many commentators failed to appreciate this shift in dynamics. They remain wedded to 

projections based on prior cycles where the misallocation of capital took place in the private 

sector. For us, the Australian economy has been a perfect illustration of why we do not think 

interest rate shocks – even after waiting for the transmission to kick in – will push economies 

over the edge. This was a big reason we stayed positive for 2023. 

Of course, this is meant as a general statement. There are exceptions. Around the world 

government sectors will be under pressure. Governments grew used to low rates and let the 

debt pile grow. On top of this, certain parts of the private sector economy did have a boom and 

are indeed vulnerable to shifting patterns of consumer spending. 

For example, smaller unlisted sectors often servicing highly discretionary spend is an example 

of an area feeling the pain from higher rates. Examples where we expect continued soft or weak 

data include home renovations and furnishings or certain types of domestic tourism – many of 

which typically tended to boom during the Covid pandemic. For those involved, this feels like a 

recession. But such sectors tend to be poorly captured in economic data releases and have low 

weights in listed markets. 

In other words, for the headline indices the mix effect is still likely to work in equity indices favour. 

 

Updating the view for 2024 

Certain high profile commentators are still expecting meaningful labour market weakening, both 

in the US and the UK. They believe in the delayed impact of rate hikes. If they are right, 

corporate profitability would come under pressure, with sales volumes declining and knock-on 

effects to margins. 
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We think this is unlikely. The Australian canary is still singing and interest rates have not 

knocked that economy into a tailspin. So it is probably unlikely that other economies, which 

have the protection of longer-term mortgage profiles, will be knocked off course either.  

While it is true that certain economies – Germany being the most obvious – have fallen into 

recession, for the most part these are technical reccessions that have no relevance for 

corporate earnings. Forward earnings on the DAX index, for example, are up over 10% on the 

year to 31 December 2023. 

With the prospect of rate cuts growing in 2024, the riskiest phase is behind us. Globally our 

preference remains for larger companies less likely to be exposed to the sectors that remain 

vulnerable – even if we end up with more technical recessions.  

This remains an unusual cycle but one which is good news for investors. Around the world, 

companies have been disciplined, with reasonable debt levels termed out in many cases. 

Consumers have remained employed and spending patterns have not changed much. So we 

are content to believe markets are in a sweet spot of falling inflation, decent sales volumes and 

high enough margins to sustain earnings across 2024. For now, we remain positive. 
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Important Information 
For use by professional clients and/or equivalent investor types in your jurisdiction (not 
to be used with or passed on to retail clients). This is a marketing communication. The 
mention of stocks is not a recommendation to deal. 
This document is intended for informational purposes only and should not be considered 
representative of any particular investment. This should not be considered an offer or solicitation 
to buy or sell any securities or other financial instruments, or to provide investment advice or 
services. Investing involves risk including the risk of loss of principal. Your capital is at 
risk. Market risk may affect a single issuer, sector of the economy, industry or the market as a 
whole. The value of investments is not guaranteed, and therefore an investor may not get back 
the amount invested. International investing involves certain risks and volatility due to potential 
political, economic or currency fluctuations and different financial and accounting standards. The 
securities included herein are for illustrative purposes only, subject to change and should 
not be construed as a recommendation to buy or sell. Securities discussed may or may 
not prove profitable. The views expressed are as of the date given, may change as market or 
other conditions change and may differ from views expressed by other Columbia Threadneedle 
Investments (Columbia Threadneedle) associates or affiliates. Actual investments or investment 
decisions made by Columbia Threadneedle and its affiliates, whether for its own account or on 
behalf of clients, may not necessarily reflect the views expressed. This information is not intended 
to provide investment advice and does not take into consideration individual investor 
circumstances. Investment decisions should always be made based on an investor’s specific 
financial needs, objectives, goals, time horizon and risk tolerance. Asset classes described may 
not be suitable for all investors. Past performance does not guarantee future results, and no 
forecast should be considered a guarantee either. Information and opinions provided by third 
parties have been obtained from sources believed to be reliable, but accuracy and completeness 
cannot be guaranteed. This document and its contents have not been reviewed by any regulatory 
authority. 
 
In Australia: Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600 
027 414. TIS is exempt from the requirement to hold an Australian financial services licence under 
the Corporations Act and relies on Class Order 03/1102 in marketing and providing financial 
services to Australian wholesale clients as defined in Section 761G of the Corporations Act 2001. 
TIS is regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of 
Singapore under the Securities and Futures Act (Chapter 289), which differ from Australian laws. 
 
In Singapore: Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, 
#07-07, Winsland House 1, Singapore 239519, which is regulated in Singapore by the Monetary 
Authority of Singapore under the Securities and Futures Act (Chapter 289). Registration number: 
201101559W. This advertisement has not been reviewed by the Monetary Authority of Singapore. 
 

In Hong Kong: Issued by Threadneedle Portfolio Services Hong Kong Limited 天利投資管理香

港有限公司. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed 

by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities 
(CE:AQA779). Registered in Hong Kong under the Companies Ordinance (Chapter 622), No. 
1173058. 
 
In Japan: Issued by Columbia Threadneedle Investments Japan Co., Ltd. Financial Instruments 
Business Operator, The Director-General of Kanto Local Finance Bureau (FIBO) No.3281, and a 
member of Japan Investment Advisers Association and Type II Financial Instruments Firms 
Association. 
 
In the UK: Issued by Threadneedle Asset Management Limited. Registered in England and 
Wales, Registered No. 573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United 
Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. 
 
In the EEA: Issued by Threadneedle Management Luxembourg S.A. Registered with the Registre 
de Commerce et des Societes (Luxembourg), Registered No. B 110242, 44, rue de la Vallée, L-
2661 Luxembourg, Grand Duchy of Luxembourg. 
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In Switzerland: Issued by Threadneedle Portfolio Services AG, Registered address: 
Claridenstrasse 41, 8002 Zurich, Switzerland 
 
In the Middle East: This document is distributed by Columbia Threadneedle Investments (ME) 
Limited, which is regulated by the Dubai Financial Services Authority (DFSA). For Distributors: 
This document is intended to provide distributors’ with information about Group products and 
services and is not for further distribution. For Institutional Clients: The information in this 
document is not intended as financial advice and is only intended for persons with appropriate 
investment knowledge and who meet the regulatory criteria to be classified as a Professional 
Client or Market Counterparties and no other Person should act upon it. 
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