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First point to observe is how large this level of household debt is versus history.  As you will see, 
this level of household debt/GDP is just way out of whack compared with long-term history (i.e. it 
is at an absolute historical extreme compared to any other time in Australian history. 
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Now keep in mind at this point that household debt to GDP is just the mirror bubble to the Aussie 
house price bubble.

And 90% of Aussie household debt is mortgage debt.
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Professor Warwick McKibbin (who was on the RBA board during the Global Financial Crisis) in 
the article at the link above writes as follows:

Andy Stoeckel and I wrote a paper in mid -2006 
(http://www.economicscenarios.com/files/issue14.pdf ) on why the housing market
collapse in the US could cause a recession. This departed from the view at the RBA 
and in the US Federal Reserve Board that, because the value of housing assets at 
risk from a US housing crash would be relatively small compared with the size of the
US economy, the effects on GDP would be minor.
We based our study on the analysis by Nouriel Roubini, which we implemented in 
our global economic model.
Roubini had worked with me in the 1980s on developing my global economic model 
as fellow PhD students at Harvard. I had a lot of respect for his views and decided to
implement his scenario into our model.
I was surprised at how large the negative impact on US GDP of a housing crash was 
in our model, through the channels of falling equity markets and negative wealth 
effects on investment and consumption spending. Nonetheless, we did not 
appreciate the extent to which the exposure to the securitised assets debt obligations
had created an enormous vulnerability in the global financial system.

The point is a house price crash has a huge negative impact on an economy like Australia. And 
Nouriel Roubini ( https://en.wikipedia.org/wiki/Nouriel_Roubini ) was one of the few people 
outside of the Austrian School of Economics that forecast the 2008-2009 Global Financial Crisis. 

• http://archive.economonitor.com/nouriel/2006/09/25/the-coming-housing-and-economic-  
crash-my-interview-today-with-new-york-magazine/ 

• http://archive.economonitor.com/nouriel/2006/12/02/revisiting-my-julyaugust-2006-  
prediction-of-a-us-recession-in-2007/ 

• https://www.project-syndicate.org/commentary/financial-crisis-in-2020-worse-than-2008-  
by-nouriel-roubini-and-brunello-rosa-2018-09 

• http://puzzlefinancialadvice.com.au/2018/GFC2/  
Recession_global_severe_in_2020_says_Roubini_who_forecast_the_2008_2009_Global_Fi
nancial_Crisis_180917.pdf  

Bottom line: Housing crashes have a huge negative economic impact, and if Nouriel Roubini is 
right, the coming Aussie house price crash (which possibly has already started) will coincide with 
another Global Financial Crisis and global recession, exacerbating a very difficult situation in 
Australia – probably a very deep recession, at least as bad as was experienced in USA and Europe 
during 2008-2009  - and quite possibly worse.
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