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THERE IS A MAJOR STRUCTURAL SHIFT TAKING PLACE IN
THE GLOBAL ECONOMY. In the context of business modelling,
this structural shift is the economic equivalent of a start-up enterprise,
albeit on a momentous scale. If Australia were a business – and in many
respects it exhibits similar fundamental features to any ordinary business –
success could be highly dependent on whether or not
sufficient time had been invested in planning its strategy
and clearly defining its market position, goals and objectives.

FOREWORD
When you look at where Chartered
Accountants are positioned in relation
to the economy and society, they touch
every aspect of business and government
in different ways – in their key roles
as practitioners and advisers, and as
advocates for business and policy. Late
last year, we (the Board) decided to carry
this collective knowledge forward to equip
future decision-makers with an appropriate
mix of analysis and thought leadership.
What we decided to do is to stimulate a
more lively debate around what’s on the
horizon for our nation and the best ideas
to position our economy for success in
the future.

I am now pleased to present future[inc],
a series of thought leadership initiatives
aimed at filling a void that we believe exists
in our current public policy debate.

The future[inc] series kicks off with this
first paper, Developing a plan for Australia’s
economic prosperity, which delivers a
SWOT analysis of the current state of the
Australian economy and maps out the key
strategies that need to be the anchor point
for all major policy decisions taken over
the next decade. With this initial paper, we
have created a platform to develop a twoyear-long program of thought leadership
work across a wide array of economic
policy dimensions.
I’d like to thank the team at the Lowy
Institute for contributing to our work and
bringing the right mix of policy-makers and
business sector experts to the discussion
table at the start of this initiative. Their
collective knowledge and expertise
provided the very foundation for this paper.
The Institute would also like to thank the
many individuals who have been involved
in various consultations throughout the
development of this paper.
Welcome to the conversation.

Tim Gullifer FCA, President
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DEVELOPING A PLAN FOR AUSTRALIA’S ECONOMIC
PROSPERITY DOES NOT PROPOSE TO PROVIDE
ALL THE ANSWERS.
In fact, many of the challenges confronting
us in the future require long-term solutions.
Instead, the future[inc] series seeks to be
thought-provoking and to stimulate discussion
around how Australia can adapt to effectively
manage those challenges and take advantage of
the opportunities the next few decades present.
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STRUCTURAL CHANGE refers to compositional shifts
in the economy — that is, changes in the relative size
of industries, in the characteristics of the workforce and
in the size and mix of activities within regions.

EXECUTIVE
SUMMARY
There is much discussion about structural
change in Australia, and why it is occurring.
At the centre of a number of the changes that
are taking place is the industrialisation and
growth of Asia and advancements in the rate
of technological change. The challenge that
Australians face is to make the best of the
fundamental changes that are taking place.
Public policy can help in the adjustment process
by promoting flexibility in the economy and by
reducing some of the costs of change for citizens.

future[inc] is a series of thought leadership
initiatives that provides our perspective on
Australia’s current public policy frameworks
and what can be done to meet the challenges
ahead. This paper, Developing a plan for
Australia’s economic prosperity, the first in the
future[inc] series, identifies the critical changes
needed to the country’s current policy-making
framework to support our economy in the right
way. It also analyses the strengths, weaknesses,
opportunities and threats that will collectively
shape how the Australian economy needs to
approach and embrace the challenges and
opportunities presented by structural change.
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STRONG LEADERSHIP UNDERPINS
GOOD PUBLIC POLICY
Fundamentally, good public policy is about
leadership: leadership of vision, leadership
of thinking, and leadership of communication.
Many would agree that Australia’s current publicpolicy framework may be well equipped to
deal with current challenges. But the framework
must be strengthened in order to appropriately
deal with the unaccustomed challenges of the
next few decades. Some of these challenges
will involve a major shift in the way our political
institutions work and are necessary to ensure
Australia is well placed to take advantage of the
opportunities presented by this new era that
are covered in the SWOT analysis in this paper.

OVERCOMING THE BARRIERS TO
EVIDENCE BASED POLICY-MAKING
The need for evidence-based public policy
remains as important today as it has ever been,
yet there are new barriers. Communication is
far more critical now than it was in the past.
A fast pace of change, together with the ‘round
the clock’ news cycle, has made the policymaking process an exercise in public relations as
much as in effective decision making. The focus
should be directed, in part, to how a stronger and
more collaborative public policy-making process
can be embedded across all key stakeholders
in the community.

There are a number of important steps that are
needed to adapt and prepare Australia’s policy
making environment for the next few decades.
Recommendations include:
• Developing processes to deal with the
short-term demands of the ‘round the clock’
news cycle on decision making
• Investing in and enhancing the roles of the
Productivity Commission and COAG to bridge
the gap in policy momentum caused by the
three year electoral cycle as well as crossing
the boundaries between state and federal
jurisdictions
• Creating an effective role for policy think
tanks, operating outside the political sphere
• Enhancing programs to bring public
and private sector experts together.
By any measure or comparison, Australia is
performing well. But it is clear that we are living
through a period of great global economic,
technological, political and social change.
Examining the state of the Australian economy
from the perspective of a SWOT analysis
reveals that we can strive for an even stronger
economy that maximises the advantage from the
opportunities that are ahead of us, while at the
same time, sheltering us from the threats that
could impact on our future standard of living.
The challenge for us right now is to focus our
attention on the things that really matter; after all,
the decisions we take today will have the biggest
bearing on the type of Australia we will hand to
the next generation.
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A SWOT ANALYSIS FOR THE AUSTRALIAN ECONOMY
BY ANY MEASURE OR COMPARISON, AUSTRALIA IS PERFORMING WELL.
But Australians are living through a period of great global economic, technological,
political and social change. The approach in this paper of analysing the outlook for
Australia is somewhat novel: it applies a SWOT analysis, commonly used in business,
to the whole of the nation. The following table summarises our high level perspectives.

STRENGTHS

01

Page 23

SOUND
ECONOMIC POLICY
• Important policy shifts
from mid-1980s to
turn of the century
• Labour market reform
resulting in low
unemployment
• Strong public sector
balance sheet
• Effective management
of monetary system.

02

Page 24

STRONG AND
RESILIENT ECONOMY
• Strong macroeconomic
fundamentals
• Demonstrated resilience
to external shocks.

OPPORTUNITIES

01

Page 33

02

Page 36

03

Page 25

GEOGRAPHY,
NATURAL RESOURCES
AND EMERGING ASIA
• Natural energy resources,
commodities and the ability
to produce high value food
• Increasing global demand
for these products
• Geographic proximity
to Asia.

03

Page 37

GLOBAL ECONOMIC
STRUCTURAL CHANGE

OPPORTUNITY
FOR REFORM

OPPORTUNITY FOR A
GREATER DIPLOMATIC ROLE

• Increased global demand
for commodities used in
steel production, necessary
for urbanisation and
infrastructure development
• Increasing demand for
high value added products,
luxury goods, tourism
and education
• Australia’s neighbourhood
is key growth engine
of the world.

• Recently Australia has
transitioned from policy
reform implementer to
discusser
• Leadership is required for the
journey back to implementer
• The timing is right
to embark upon reform.

• Rise of Asia is central to this role
• Technology is continuously being
developed that promotes global
economic integration
• The twenty-first century will
see greater spread of power
and increase complexity
• Opportunity for Australia
to be a smart negotiator
and savvy strategist.
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THE CHALLENGES AUSTRALIA’S POLICY MAKERS MUST TACKLE
will position Australia well to take advantage of the opportunities
and shelter it from the threats that the next few decades will present.

WEAKNESSES

01

Page 28

PRODUCTIVITY
GROWTH
• Lack of structural reform
related to productivity
enhancements
• Inadequate policy
environment to enable
productivity growth
• Ultimately productivity
growth will need to be
driven by business.

THREATS

01

Page 39

02

Page 29

STATE AND FEDERAL
GOVERNMENT
RELATIONS AND THE
TAX TRANSFER SYSTEM

• The federal system is mature
but not without problems
• The single biggest point of
contention is a workable tax
transfer system.

02

Page 41

03

Page 31

INFRASTRUCTURE
DEFICIT

• Back log in infrastructure
spending equivalent to
half of GDP
• Ailing infrastructure has
negative productivity impact
• Many policy solutions are
available but not being
implemented.

03

Page 42

EXTERNAL
ECONOMIC THREATS

FISCAL
SUSTAINABILITY

CLIMATE
CHANGE

• International contagion
• Foreign shocks can be
transmitted to Australia
via trade
• Global investment downturn
• Falling international
investment flows and
rising capital costs
• Falling commodity prices.

• Narrowing tax base
and ageing pressures
• Pressure to spend
on ageing population
and education
• Henry review
recommendations
not followed through.

• Climate change policy viewed
as an insurance problem
• Significant costs if climate
change is not insured against
• Early impacts of climate
change could also lead to
international conflict.
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INTRODUCTION
IF AUSTRALIA WERE A BUSINESS – and in many respects it
exhibits similar fundamental features to any ordinary business –
SUCCESS COULD BE HIGHLY DEPENDENT ON WHETHER OR NOT
SUFFICIENT TIME HAD BEEN INVESTED in planning its strategy
and clearly defining its market position, goals and objectives.
It is particularly timely to gather different perspectives on Australia’s current
public policy arena and stimulate thinking and conversations on what can
be done to meet the challenges that lie ahead. This paper, Developing a
plan for Australia’s economic prosperity, the first in the future[inc] thought
leadership series, identifies some of the changes that are needed in relation
to Australia’s policy-making processes and how these must evolve from
the framework that has applied to policy-making over the last two decades.
It also provides analysis of the strengths, weaknesses, opportunities and
threats that collectively shape and determine how the Australian economy
copes with global demands and developments.
Developing a plan for Australia’s economic prosperity does not propose
to provide all the answers. In fact, many of the challenges confronting
us in the future require long-term solutions. Instead, it seeks to be thoughtprovoking and to stimulate discussion around how Australia can adapt for
the new challenges and take advantage of the opportunities the next few
decades present.

11

future[inc]

Governments will always play a huge part in solving big problems.
They set public policy and are uniquely able to provide the resources
to make sure solutions reach everyone who needs them. They also
fund basic research, which is a crucial component of the innovation
that improves life for everyone.
BILL GATES, THE DAILY BEAST, JANUARY 24, 2010

PUBLIC POLICY
IN THE 21ST CENTURY
AUSTRALIA NEEDS TO ESTABLISH
A WELL-INFORMED MARKETPLACE
FOR PUBLIC POLICY IDEAS.
It does not have one right now.
We need a marketplace where good ideas
outsell bad ones – a marketplace where good
ideas are converted to great ideas. But the shift
from ‘good to great’ will not happen overnight.
It takes the right combination of elements to
effect change. These include long-term planning,
detailed execution, and competent people to
deliver. It entails a cultural change which can
only come about if it is driven by strong
leadership guided by a sound strategic vision.
This leads us to an important question:
how do we get high-level conceptual thinking
to hone in on the long-term positioning of
Australia as a strong economy and global player?

Public policy-making is first and foremost about
determining objectives or societal goals1. These
societal goals refer to ‘big ticket’ issues: such
as how to promote internal social cohesion and
how best to meet citizens’ needs during major life
cycle changes. Goal setting in public policy must
be long-term in perspective.

WHY IS A MAJOR SHIFT IN POLICYMAKING STRUCTURE NEEDED?
Australia’s public policy-making process,
currently, is conventional and meets most
of the nation’s present day needs. There is a
decent policy infrastructure, timely reviews
occur and governments increasingly turn to
more independent sources for policy advice.
But is this enough to meet the challenges
and capitalise on the opportunities confronting
the nation?
During the ‘reform era’ of the 1980s and 1990s,
Australia earned a reputation internationally for
a policy approach based on independent advice,
interrogation of evidence, consultation, and
building constituencies to support structural
reforms (OECD 2005). This paid dividends,
with those reforms lifting productivity and
living standards substantially, reversing
a decline in Australia’s international ranking2.
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WE NEED A MARKETPLACE WHERE GOOD IDEAS OUTSELL BAD ONES –
a marketplace where good ideas are converted to great ideas.
It would be wrong to purely reflect on successes
from the past and say they should be recreated.
Recently, there have been numerous public policy
reviews undertaken in Australia covering almost
all corners of our economy. Many were good
examples of broad public consultation. What was
missing in most cases, however, was the political
will and effective communication to take the
recommendations forward. For example, we only
need to look at the Productivity Commission’s ‘to
do list’ as outlined by Gary Banks3: – how many
of those recommended reforms have we taken
forward? Further, there are other big public policy
decisions, which remain off the agenda, despite
their importance to Australia’s future.

What is evident is public policy has to be
effective to achieve its goals and efficient
to do so in a way that achieves the greatest
possible benefit at the least possible cost.
Perhaps what is lacking is an underlying strength
and vigour around our public policy-making
processes in Australia. New processes need to
be developed that address and deal with the
unique set of challenges facing the nation.

LEADERSHIP OF:

Vision

Thinking

Communication
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EVIDENCE-BASED POLICY-MAKING

STRONG LEADERSHIP UNDERPINS
GOOD PUBLIC POLICY
Fundamentally, good public policy-making is
about leadership: leadership of vision, leadership
of thinking, and leadership of communication.
These components must come together and
amalgamate into a cohesive and compelling
argument or rationale for the need to change;
this is then followed by identifying the best
options for change; and concludes with the
ability to articulate clearly the vision for the
broader community to buy into.
Good public policy-making requires equal
doses of all three components. Specific policy
issues sometimes require a greater focus on a
particular component over others, but on the
whole all three elements need to work together
in harmony.
Over many decades, the Australian public policy
landscape has been shaped and influenced
by episodes of strong and decisive policy
leadership. Some of the most critical economic
reforms that represent the foundations of the
type of society and standard of living we enjoy
today were delivered in the face of the most
strident opposing forces. Many governments
in Australia’s history have identified that an
unwavering commitment to deliver better
outcomes for society as a whole has almost
always served as the best platform upon
which to build a case for change.
But while a strong belief in delivering better
outcomes for society is an admirable and noble
endeavour to pursue, the naked reality is that
‘best intentions’ are not sufficient to drive
the agenda for better public policy outcomes.
Other components must come into play.

Evidence-based decision making principles
apply equally to the nation in the context of
policy-making as they do in other areas of
the business sector. Improving the capacity
to develop, assess and critique policy options
through a robust evidence-based approach will
undoubtedly help to drive better overall public
policy outcomes for society.

‘WHAT MATTERS is what works‘.
Evidence-based policy-making has its roots
way back into the fourteenth century, and was
placed front and centre in modern day public
policy debate when the British Blair Government
some years ago championed the philosophy once
again. Their slogan at the time was ‘what matters
is what works’. This philosophy was underpinned
by a belief that modern governments need to
move away from ideologically-based decisionmaking, in preference for a more robust and
supportable evidence-based model.
Applying the evidence-based approach in
Australia means that we need to address
a few key barriers.
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KEY BARRIERS TO EVIDENCE-BASED
POLICY-MAKING:

01

T HE THREE YEAR ELECTORAL CYCLE
FOR FEDERAL GOVERNMENT
The existing three-year electoral cycle for federal
government presents a key constraint on our
capacity to build the case for policy change, sell
the virtues of policy change, develop and refine
details of policy change, enact policy change and
undertake sufficient post-implementation review
of policy change.

THERE NEED TO BE PROCESSES
TO DEAL WITH the short-term
public demand for information.

In almost every aspect of significant economic
policy, attempting to commence and conclude
all facets of that process would be highly unlikely,
or in certain cases impossible, within the
constraints of three years. All state and territory
governments, with the exception of Queensland,
currently have four-year electoral cycles. Processes
need to be developed that deal with the impact
of a three-year cycle on the policy-making process.

02

THE ‘ROUND THE CLOCK’ NEWS CYCLE
In the world of the ‘round-the-clock’ 24-hour
news cycle, government policy announcements
are seen as a critical ingredient in both the
formation and reporting of public opinion. It is
commonplace, nowadays, for our political leaders
to feel pressured to make public announcements
with a regularity that befits the public demand
for 24-hour news information.
This circular ‘policy-news-policy-news’ approach
sometimes results in the announcement of
under-developed policy positions that perhaps
would benefit from further debate and analysis.
There need to be processes to deal with the
short-term public demand for information,
while ensuring sufficient time to achieve
the best policy outcomes.

03

POLICY CAPABILITY AND TALENT
Decision-making processes within public
service agencies must be structured in a way
that supports the attainment of high quality
outcomes. Pressure points within government
agencies include sufficiency of resources, skills
and ‘real world’ experience of departmental
officials and policy officers, as well as the ability
to attract and retain the best talent. All of these
factors present their own unique challenges
in relation to the development of public policy
proposals.
Greater focus should be placed on the crossfertilisation of skills between public and private
sector enterprise. Structured programs that foster
a better understanding of the challenges faced
by both sectors would help achieve this, which
would undoubtedly assist in the development
of better informed policies that strike the right
balance between public policy theory and real
world practice.
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04

LACK OF INFORMATION SHARING
The best thinking in public policy does
not always reside within the public sector.
Knowledge institutions often have capacity to
explore public policy issues in isolation of many
vested interests and in full consideration of the
broader context in which certain issues must
be progressed. However, to achieve the best
results, they often require a degree of assistance
and support from the public sector, as in certain
cases that information is not publicly available.
By working in collaboration with research
and subject matter experts from knowledge
institutions, public sector agencies could have
the capacity to more fully explore ideas with
the safety of knowing that no final positions
would need to be reached until all of the
relevant considerations have been taken
into account in the appropriate way.

TO MEET THE DEMANDS OF
A DEMOCRACY, a greater
prominence should be placed on
INSTITUTIONS THAT CONTINUE TO
FUNCTION IRRESPECTIVE OF WHICH
GOVERNMENT IS IN POWER.

05

CONSTITUTIONAL BOUNDARIES
AND LIMITATIONS
The existence of boundaries between
jurisdictions within the Australian federation
presents unique challenges in the context of
public policy-making. Many examples can be
seen over recent years where the distinction
between the role of the states and territories
and the federal government has been used as a
political lightning-rod. This has served as a barrier
to progressing the adoption and implementation
of policy pathways that would deliver improved
outcomes for business and broader society.
To meet the demands of a democracy, a greater
prominence should be placed on institutions
that continue to function irrespective of which
government is in power.
For example, deep structural economic policy
challenges should be progressed over time
through appropriate institutions such as the
Productivity Commission and the Council of
Australian Governments. A more prominent
ongoing role for the Productivity Commission in
key areas within its policy expertise, along with
COAG, would help to balance the weighting of
responsibility between the federal and state and
territory governments.
Investing in, developing and making greater
use of the Productivity Commission and COAG
would also serve the purpose of enabling a
more robust consultative approach towards the
development, assessment and critique of public
policy proposals. Making progress and adapting
to the major structural challenges confronting
our nation in the future necessitates a better
sharing of responsibilities between the federal
government and the states and territories.
Implicitly, a greater sharing of responsibilities also
requires a level of consistency and symmetry in
policy thinking to avoid any risk of misalignment
of policy outcomes. COAG, in particular, must
start to rise above the political debate and focus
more on achieving better outcomes for all state
and territory jurisdictions, and in doing so, realise
better outcomes for the nation as a whole.
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PUBLIC POLICY-MAKING CRITERIA
There is a range of criteria that should be used to assess good public policy-making. These criteria are
not unique to Australia alone, but in fact they would apply in largely the same way in other developed
and developing economies around the world also. Conceptually, the key criteria for good public
policy-making foundations have been described as4:

01

03

02

04

Societal objectives or goals need to be
determined. These are the ‘big ticket’ issues that
impact on our community or the economy and
they need to be identified at the outset to assist
with clarity of purpose down the track.

Public policy options that are being considered
have to be effective (in their ability to achieve the
goals) and efficient (being able to achieve the
goals in a way that delivers the greatest possible
benefit for the least possible cost).

THIS PAPER INCLUDES A SWOT
ANALYSIS FOR AUSTRALIA starting
on page 19 identifying some of the
key strengths, weaknesses,
opportunities and threats of the
nation. Broad holistic analysis of this
kind provides a blueprint to ensure
opportunities are explored and the
impact of potential threats is minimised.

Good public policy should follow a pre-defined
process, which pays close attention to detail
but allows sufficient room for creativity and
innovative ideas to flourish.

Policy decisions need to be outcome-focused,
by identifying carefully how the policy will deliver
the desired changes in the real world. A variety
of information sources should be used to fully
understand the practical implications of specific
policy proposals.
History suggests that policy-making and
regulation has sometimes been viewed from a
‘one-size-fits-all’ perspective. The transformation
in business activities that has taken place over
the last decade or two has brought with it
additional levels of complexity for policy-makers
and regulators alike. The impact of new policies
and new regulations across the community
are vast and varied. This complexity presents
an additional level of difficulty in assessing
and implementing policies that seek to target
particular motivations or objectives.
Policy-making principles should seek to address
this challenge by identifying solutions that cater
for as broad a group of the impacted population
as possible, without looking to envelop all
possibilities and all permutations in ‘one
fell swoop’.
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05

Good process necessitates the involvement of
people outside of government. Consulting with
the right people (at the right time) is critical to
taking what would otherwise be ‘good ideas’
and converting them into ‘great ideas’.

06

Proper risk assessment of relevant considerations
should be undertaken, and the results of that
assessment work communicated and socialised
across key stakeholders and the broader
community where appropriate.

07

Finally, good public policy-making should
foster an environment that encourages learning
from past experiences: not repeating the same
mistakes. Having the courage to say that
something has been done wrong, but that a
lesson has been learned and it will be done
better next time, is an important element of
promoting greater trust and confidence in the
transparency of the policy-making process.
The Australian National Audit Office (ANAO) has,
through the work that it carries out in the course
of financial statement and performance audits,
a broad range of experience in the assessment
of the effectiveness of policy programs and
of certain policies in achieving the broader
objectives set by the government.

WE NEED TO EXPLORE HOW THE ANAO’S
INSIGHTS INTO PUBLIC POLICY OUTCOMES
CAN BE WOVEN BACK THROUGH THE
POLICY DEVELOPMENT LIFE CYCLE.
With increasing pressure on governments
to fund large-scale expenditure programs
on a recurring basis, even greater importance
must be placed on ensuring that best
practice learnings from past policies can be
incorporated into future public policy thinking.

These criteria lay the foundations for good
public-policy formulation. However, there are a
number of important steps that are needed to
ensure Australia’s policy-making environment is
ready for the next few decades. These will involve
a major shift in the way our political institutions
work and will require significant structural and
political changes.
Recommendations to ensure Australia is well
placed to capitalise on the opportunities and
meet the challenges that lie ahead include:
• Developing processes to deal with the
short-term demands of the ‘round-the-clock’
news cycle on decision making
• Investing and enhancing the roles of the
Productivity Commission and COAG to bridge
the gap in policy momentum caused by the
three year federal electoral cycle as well as
crossing the boundaries between state and
federal jurisdictions
• Creating an effective role for policy think
tanks, operating outside the political sphere
• Enhancing programs to bring public
and private sector experts together.
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POLITICS IS A STRONG AND SLOW BORING OF HARD BOARDS.
It requires passion as well as perspective. Certainly all historical
experience confirms – that man would not have achieved the
possible unless time and again he had reached out for the
impossible. But to do that, A MAN MUST BE A LEADER,
AND MORE THAN A LEADER, HE MUST BE A HERO AS WELL,
IN A VERY SOBER SENSE OF THE WORD. And even those who
are neither leaders nor heroes must arm themselves with that
resolve of heart which can brave even the failing of all hopes.
This is necessary right now, otherwise we shall fail to attain
that which it is possible to achieve today. Only he who is
certain not to destroy himself in the process should hear the call
of politics; he must endure even though he finds the world too
stupid or too petty for that which he would offer. In the face of
that he must have the resolve to say ‘and yet’, — for only
then does he hear the call of politics.
MAX WEBER, POLITIK ALS BERUF (POLITICS AS A VOCATION), 1919. 5
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A SWOT
ANALYSIS
OF THE AUSTRALIAN ECONOMY
AS AUSTRALIA MOVES FURTHER INTO THE 21ST CENTURY,
by all appearances with a strong wind still in its sails, curiously there seems
to be a pervasive sense of impending doom in the eyes of some.
BY ANY MEASURE OR COMPARISON, AUSTRALIA IS PERFORMING WELL:
as a society, a fair and just social system administered by a well-functioning
bureaucracy and backed by a healthy and stable democracy; and as an
economy, a mature and well-managed economic system that continues
to perform well by global standards.
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Australia’s social and economic systems continue
to display comparative stability and strength,
and its people generally display admirable levels
of tolerance and acceptance.
The entire socioeconomic system revealed
great resilience to external shocks in the Global
Financial Crisis, although it is fair to say some of
that resilience was founded in good fortune and
cannot continue in perpetuity.
On the international stage, Australia has a
prominent role in world political, diplomatic and
economic affairs, with its recent appointment
to the UN Security Council, membership of the
G20 and growing recognition in financial markets
(and support from the International Monetary
Fund) for the Australian dollar achieving informal
reserve-currency status. This is a far cry from
the days when the then Treasurer Paul Keating
infamously used the phrase ‘banana republic’
in relation to the currency’s future.
Australia has an enviably stable democracy.
Even with a current minority government and
the unfortunate decline in the tenor of political
discourse that has resulted, Australians would
do well to reflect on how strikingly stable the
governance of the country has been during
recent times.

On the international stage, AUSTRALIA
HAS A PROMINENT ROLE in world political,
diplomatic and economic affairs.
But we are living through a period of great global
economic, technological, political and social
change. It is perhaps understandable that many
feel anxious about where it all might lead, and
harbour concerns for what sort of world our
children and grandchildren may inherit as the
century comes to a close.

The central theme of this paper is a high-level
discussion of the outlook for Australia over the
next century. The approach is somewhat novel:
we’ll frame the analysis with tools commonly
applied to business, and ask what such an
analysis can tell us about Australia, now and in
the future, and the range of policy responses
that might be appropriate.
Business plans often contain a Strengths,
Weaknesses, Opportunities and Threats analysis,
generally applied as a means to summarise the
characteristics of a business or project in terms
of both the internal and external environment.
Such an assessment can lead to the formation
of a set of objectives, and a strategy to inform
the pursuit of these objectives.

APPLYING BUSINESS
TOOLS TO A NATION
A SWOT analysis is framed by the roles of
objectives and constraints in decision making –
quite familiar concepts for economists: as such,
a SWOT analysis is not inappropriate a priori as
a framework for assessing a national economic
system. Clearly, though, a nation and a business
are quite different animals in important ways,
pursuing distinctly different objectives, facing
different constraints and working on different
timelines.
The primary (but not sole) objective of a business
has been to maximise a stream of profit over
a planning horizon. Businesses can, with a
reasonable degree of clarity and certainty, define
an objective like a ‘profit function’ to pursue, and
make reasonable assessments of the constraints
that define the environment in which they pursue
those profits. Current profit can be measured and
future profit can be estimated, explicitly linked
to a set of levers controlled to a large extent by
decision makers. Constraints imposed by market
conditions, competitive pressures, legal and
regulatory frameworks, policy reform and so on
can be measured and assessed, as they regularly
are in the normal course of business.
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Businesses face great uncertainty in their
strategic planning process, but the analytical
tools they apply in assessing the potential
consequences of their decisions are widely
accepted and applied. The risks inherent in these
choices can frequently be hedged, passed on
to insurance companies or minimised through
diversification. Shareholder groups typically
exhibit a degree of homogeneity, the result of
self-selection bias, and the welfare of nonshareholders has not been an important factor
for management. Importantly, businesses face
a market test, and as their objectives are related
to market performance, there is a clear and
appropriate metric against which performance
can be assessed.

The interaction between moral frameworks
and social, political and economic ideologies is
inevitably complex. Political systems face practical
and theoretical difficulties as they seek to reveal and
reconcile preferences across millions of individuals.
The inertia inherent in social and economic change
and the limitations of political systems often
combine to frame the feasible objective in terms
of doing something ‘better’ rather than doing
it ‘best’. Once determined, how do we choose
between various ‘better’ options? Under these
circumstances, improvement equates with success
but comes in small increments that are hard fought
and won.

As larger businesses show leadership in this area,
THE DISTINCTION BETWEEN THE OBJECTIVES FOR A LARGE GLOBAL
BUSINESS AND A NATION ARE MORE DIFFICULT TO DISTINGUISH.

For a nation, objectives are harder to define.
From an economic perspective, the concept
of ‘social welfare’ is the general starting point,
as a measure of the welfare or wellbeing of the
individuals within an economy. This concept has
been the subject of a long tradition of scholarly
debate and has motivated much research in
economics and other disciplines, despite its
exact meaning being still a matter of
disagreement.
However, businesses are now considering the
needs of a wider group of stakeholders as part
of their licence to operate and embracing the
concepts of corporate social responsibility and
creating shared value6. As larger businesses
show leadership in this area, the distinction
between the objectives for a large global
business and a nation are more difficult to
distinguish. Furthermore, many not-for-profit
organisations would already argue their
objectives and constraints have a great deal of
similarity to certain specific aspects of a nation.

Governments often face a choice between taking
action or not: will the action that flows from an
assessment result in more public sector intervention
or less? On such questions, and given the same set
of facts, it is possible for two reasonable people to
disagree. How then, do we reconcile two mutually
exclusive views on a solution to the same problem,
and how do we do so when the strength of these
preferences varies so greatly even between
individuals who may qualitatively agree? Perhaps
most importantly, when is the appropriate time for
technical analysis and political debate to end and
action to begin?
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STRENGTHS
01

SOUND
ECONOMIC POLICY

02

STRONG AND
RESILIENT ECONOMY

03

STRENGTH / strɛŋθ / (say STRENGTH) noun
1. THE QUALITY OR STATE OF BEING STRONG
2. P
 OWER BY REASON OF INFLUENCE, AUTHORITY,
RESOURCES, NUMBERS, ETC.

GEOGRAPHY,
NATURAL RESOURCES
AND EMERGING ASIA
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01

SOUND ECONOMIC POLICY
While popular thinking has it that the
mining sector has driven the success of
the Australian economy in the last eight
to 10 years, it would be more accurate to
point at sound and far-thinking economic
policy settings.
The 15 years from the mid-1980s through to
turn of the century saw important policy shifts
and long-term commitment to macroeconomic
stability. Wide-ranging labour market reform
and spending programs aimed at reducing
frictional and structural unemployment have
been implemented by governments of both
major parties. Australia has seen fundamental
and irreconcilable differences over elements
of these policies at times, and all sections of
the community have participated in vigorous
public debate. Yet the productivity record of
the 1990s and the steadily declining trend in
the unemployment rate that began in 1991 tell a
compelling tale. Regardless of the particular set
of trade-offs to which we each prescribe in our
view of a ‘good’ society, the downward trend
in the unemployment rate is a happy story.

Primary fiscal surpluses and policy credibility
helped dampen pressure on interest rates as
the investment and construction phase of the
mining expansion began. As aggregate demand
began to collapse globally in 2007–08, and
consumption, investment and export demand
waned in Australia, the federal government had
the financial health to enable access to capital
markets for a large and sustained bout
of stimulus financing.
Stable interest rates and inflation, as a result of
highly effective management of the monetary
system by the Reserve Bank of Australia, have
contributed (along with Australia’s sound fiscal
position) to keeping additional pressure off capital
costs as mining investment surged. Further,
price stability has been achieved and sustained
through both growth and contraction cycles.

The benefits of sound monetary policy,
which include institutional credibility,
the creation and maintenance of low
inflationary expectations, and a saving
and investment environment that allows
for confident forward planning are longterm drivers of growth whose importance
cannot be overstated.

The strong public sector balance sheet
has served Australia well, particularly
over the last 10 years.

More information online at
charteredaccountants.com.au/futureinc
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02

STRONG AND
RESILIENT ECONOMY
In recent times much has been said about the
strength and resilience of the Australian economy.
Just as much commentary, it seems, has
simultaneously been composed of dire predictions
of economic woes and a simmering gloominess
about the prospects for the economy going
forward. Curious, as outsiders seem barely able
to contain their praise. The International Monetary
Fund 2012 Staff Report on Australia7, for example,
finds much to be favourable about while citing
some potential external risks: economists will tell
you that this is not an institution that is known for
being loose with praise and optimism!
This period of sustained aggregate economic
expansion in Australia is unmatched by any other
advanced economy over the same period. Of the
29 advanced economies for which IMF data is
available for the period 1991 to 2012, Australia is
the only economy to not record a single period of
real economic contraction, and one of only three
(along with Israel and South Korea) to record real
aggregate economic growth in 2009. In real terms
Australia grew 1.4% in 2009, while Israel and
South Korea grew 0.8% and 0.3% respectively.
It is likely that any economic policy maker would
be happy to preside over an economy with
a minimum 21-year real growth rate of 1.4%
recorded in the depths of a global economic crisis.
Before we get too carried away, though, it must
be noted that the Australian economy did stumble
slightly in 2009 by another measure: real living
standards. Measured in constant Australian
currency prices, real GDP per capita contracted
by 0.2% that year.
With some economic sleight of hand, rebasing
the measurement of GDP in Purchasing Power
Parity terms – a nominal revaluation done in
terms of a globally comparable ‘international
dollar’ – restores our ‘honour’ with GDP per
capita expanding 0.66% in 2009.

We won’t mention that, among other advanced
nations, South Korea recorded a slightly larger
expansion in PPP GDP per capita of 0.71% in
2009. Whatever the case and whatever the
units used, clearly the domestic economy has
outperformed all but a small group of the world’s
industrialized economies for some time.
Almost as remarkable as the length of this real
expansion is the resilience displayed by the
Australian economy to the GFC of 2008/09,
which marked the most severe global economic
contraction since the Great Depression 80 years
earlier. Fast, stable, sustained economic growth:
any economy in the world would have such an
aspiration as the bedrock of all economic policy,
and Australia seems to actually be living it.
Surging demand for commodities in global
markets is driving investment to historic highs.
Although Gross National Saving (in nominal
terms) has grown from 18.4% of GDP in 1992
to almost 25% in 2012, this has not closed the
savings investment gap in Australia. This gap
manifests itself as current account deficits.
Australia’s investment grew consistently as a
share of GDP through the 1990s before growing
to unprecedented levels from the early 2000s as
commodity prices surged. By and large, saving
rates kept track with investment growth in the
1990s, but were unable to do so in the 2000s.
It is difficult to imagine the circumstances
under which a mature, developed economy
could respond to an investment boom of this
magnitude with such a fundamental structural
change between consumption and saving,
so an expanding external deficit was inevitable.

But a worsening current account driven
by strong investment, with saving rates
rising in the background, is not an
immediate cause for alarm.
The value of the accumulated stock of savings
has been relatively resilient and stable. Australian
household wealth weathered the GFC remarkably
well, and particularly in comparison to countries
like the United States. The capacity to maintain
a strong and resilient economy into the future
is critical to the nation’s prosperity over coming
decades.
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03

GEOGRAPHY,
NATURAL RESOURCES
AND EMERGING ASIA

On top of these resource endowments,
Australia enjoys geographic proximity
to the fastest growing region in the world.
In the last 20 years, the developing and newly
industrialized economies of Asia have increased
in size as a share of global GDP (valued in
purchasing power parity terms) from 14.4%
to 29.8%. The G7, by contrast, has fallen from
around 51.3% of global GDP to 37.8%.

It is important to understand that the changes we
are witnessing in relative global economic weight
It has been said that Australia would
are not a zero-sum game, in which developing
have officially fallen into recession during economies would rise at the expense of the rest
the GFC if not for the mining sector and
of the world. The fall in the global GDP share of
related construction activity.
the G7 is not a result of declining output in these
countries, or even slowing growth, as these
nations have averaged over 3.5% nominal GDP
Indeed, if those sectors of the economy are
growth over the entire period. Instead, it is the
removed from the data, the rest of the economy
comparatively rapid economic growth of Asia:
did indeed contract. Such slicing-and-dicing of
Asia is creating something new, not taking away
the historical record is good as fodder for media
something that already existed. This is good for
grabs, but really tells us nothing interesting –
Asia, and good for the rest of the world.
the economy is not a set of disconnected and
In 2011, China, Japan, South Korea and India
independent production sectors operating in
together comprised around 61.3% of total
parallel. But it does point to a key strength of the
economy that is undeniable – an ability to supply Australian exports, while in 2002 they accounted
for only 36.1%. Between 2004 and 2011, nonthe materials and expertise required for the
rural commodities exports increased from 30.6%
urbanisation of the vast populations of Asia,
to 54.6%. This is a significant change in the
and later to their consumption baskets.
structure of trade within only one decade.

Australia’s natural resources are
undoubtedly a key strength, but one
that must be managed carefully.
The increasing global appetite for energy
(metallurgical coal, thermal coal and natural
gas), commodities (iron ore, uranium and other
minerals) and, in the near future, high-value
food and other consumables, places Australia
in a strong trade position.

The message of the arithmetic is powerful. We
are located in the fastest growing, most highly
populated region in the world, a region that is
entering a phase of transition into urbanisation
and middle-income status, and we have the
capacity to supply the fundamental building
blocks of this process and many of the ’luxury’
items that their increasingly affluent people
will seek in greater amounts. For a country of
23 million people and an economy of around a
trillion and a half dollars, access to the markets
created by massive populations going through
fast economic development phases has the
potential to underpin our economic prosperity
for generations. But, it is not enough on its own.

More information online at
charteredaccountants.com.au/futureinc
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Supply-side and competitive risks do exist
in global markets. Underlying domestic cost
pressures are likely to challenge Australia’s
export performance, as emerging commodities
exporters like Brazil and Mongolia increase
their trade in these products. Australia is not a
particularly low-cost commodities producer –
particularly not in comparison, say, to Mongolia
– but has other advantages that, until now, have
served it well in these markets. The mining
companies themselves though are increasingly
vocal about their concerns over spiralling labour
costs, regulatory environments, taxation and
other cost issues. Higher trade volumes from
these emerging exporters will put downwards
pressure on commodities prices, and their
lower costs will erode the competitiveness of
our producers that has, to some extent, been
protected by the higher transport margins that
land-locked (e.g. Mongolia) or more distant
(e.g. Brazil) competitors face. However, the
net result is likely to be that over the next
few decades, Australia will need to sell its
commodities exports at lower prices to
sustain normal growth in trade volumes.

The terms of trade cannot be expected to
continue to grow, and therefore cannot be
expected to continue to underpin growth in living
standards. We will continue to do well from
strong demand for our exports for some time,
but should not lose sight of the need to find other
means to sustain growth in prosperity over the
long term: in this pursuit, productivity will be key.

AUSTRALIA SHOULD SEIZE THIS
OPPORTUNITY WHILE IT EXISTS –
and it will exist for some time yet – but
be wary of putting all of its structural
eggs in one basket.

Australia should seize this opportunity while it
exists – and it will exist for some time yet – but
be wary of putting all of its structural eggs in
one basket.

Some economists are not big supporters
of long-term industry planning policy,
but many might currently admit to
concerns over allowing Australia to
cycle through a period of booming
mining activity and resource exports
only to emerge on the other side with
a diminished manufacturing and
services production capacity.

More information online at
charteredaccountants.com.au/futureinc
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WEAKNESSES
01

PRODUCTIVITY
GROWTH

02

STATE AND FEDERAL
GOVERNMENT RELATIONS AND
THE TAX TRANSFER SYSTEM

03

WEAKNESS / ˈwiknəs / (say ‘WEEKNUHS) noun
1. THE STATE OR QUALITY OF BEING WEAK; FEEBLENESS.
2. A
 WEAK POINT, AS IN A PERSON’S CHARACTER;
SLIGHT FAULT OR DEFECT.

INFRASTRUCTURE
DEFICIT
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01

PRODUCTIVITY GROWTH
We rank this as a weakness based on the
outlook more than the current situation.
Slowing productivity growth is a concern for
Australia. Right now though there is a case to
argue that some of the decline in multi-factor
productivity is a result of big investments in
(not yet fully) productive capital in fast-growing
export sectors and the ‘extensive growth’
of production in mining in formerly marginal
projects. The correlation between the collapse
in capital productivity and the investment surge
in mining and construction is too unusual to be
a coincidence: otherwise, we need new theories
to explain why investors have apparently thrown
enormous and growing sums of money at
sectors with rapidly declining efficiency.
The contention that gestation lags in
investment and the stimulation of marginal
investment projects in mining have contributed
significantly to slowing productivity growth is
compelling, and has been noted in an excellent
and comprehensive study released by the
Productivity Commission8. This study takes
the view that Australia’s declining productivity
indicates a process of adjustment to a new,
high ‘terms of trade’ economy rather than a crisis
in underlying productivity growth. The study
concludes that a significant share of the decline
in multi-factor productivity is due to the economy
recalibrating itself to a new growth phase in
response to new relative prices, a phase in which
mining activity and exports play an initial role
via massive capital injections with long gestation
lags, to be followed by a large expansion in
mining sector output and exports.

As the operational phase of the mining
boom takes over, productivity in these
sectors will recover.
Having said that, it is widely acknowledged
that reform aimed at addressing productivity
enhancement has stalled since the turn of the
century, and this too is likely to be playing a role.
So, while we might be able to explain away
some of the bad news in the data as the shortterm consequences of adjustment to higher
terms of trade, this cannot be used as a reason
to be complacent about productivity-promoting
reform.

A policy environment that enables and
supports productivity growth – ‘enables’,
because it is business that drives it, not
government – must be supported by a
comprehensive and ongoing program
of wide-reaching reform, as has been
recently championed by Gary Banks
(former chair of the Productivity
Commission9) and others. When eminent
public officials with long experience
in policy reform are converging on the
conclusion that reform has stalled, it is
time to take note. Productivity growth is,
and must be, an ongoing policy priority.
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02

STATE AND FEDERAL
GOVERNMENT RELATIONS AND
THE TAX TRANSFER SYSTEM

Interactions between quite different
demographic and geographical factors also
lead to large variations in the cost of service
provision between the states.

All federal political systems pay a
price for the dissemination of power.
There is no perfect federal system,
and what is best for a set of constituent
political entities within any particular
federation is best addressed on a
case-by-case basis.

Hands-on reform at this level can be pursued
with relative efficiency between constituent
states. The agenda promoted and overseen by
the COAG Reform Council contains an array of
reforms that would find wide support among
constituents of most federal systems. However,
when areas related more closely to political and
administrative sovereignty are broached, a reform
process can be more difficult.

The Australian federal government system
is mature and its constituent states relatively
homogeneous, but nonetheless it still suffers
from problems common to any other federal
government system.
Australia’s states can sustain quite disparate
rates of economic growth for periods of time.
All of the factors that make the states different
on geographical, climatological, demographic
and other grounds play a role in heterogeneous
economic development. At a more granular
level, numerous state differences – such as legal
systems and jurisdiction, regulatory regimes,
the administration of resources, health outcomes,
education, community housing, transport and
energy production – have been the subject of
reform programs, some completed and some
ongoing.

Let’s also not forgot it wasn’t that
long ago that the Australian states
had different rail gauges, requiring
passengers and cargo to be offloaded
at state borders and loaded onto
different trains (standardisation
was only completed in 199510).

A workable tax-transfer system is still
perhaps the single greatest point of
contention between the states, and
between the states and the federal
government.
At the core of the often acrimonious state
and federal government process sits a set of
imperfect incentives, with states having control
over perhaps only half of their revenue stream,
with effectively unfunded mandates imposed
on them from the federal level. When you are
required to spend but have only limited control
over how to raise the revenue, tensions are sure
to arise.
For example, the Goods and Services Tax
is a broad-based and relatively efficient tax,
and is collected federally. The revenue is then
transferred to the states according to various
distributional factors that are hotly debated
among the states, and that cause frictions.

More information online at
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+

30

DEVELOPING A PLAN FOR AUSTRALIA’S ECONOMIC PROSPERITY

For example, after decades of receiving large
per-capita net federal transfers from the other
states (essentially from New South Wales
and Victoria) based on its large size and small
population, Western Australia has recently
suggested that it is now being unfairly forced
to be a net contributor to the federal transfer
system because its resource-based economy
is booming. Obviously, many of the other
states are not in agreement.
The states have some control over revenue
sources, and rely heavily on payroll taxes which
they have responsibility to collect and the power
to spend. Payroll taxes, however, are unpopular
with business and are implemented in imperfect
ways which (for example) include thresholds
that arguably distort the way business structures
itself. Because businesses dislike payroll tax,
they frequently lobby for reform and can do so
on the basis of the tax’s defects: this leads to
regular bouts of public debate over the tax mix
that often include such proposals as GST base
broadening to fund the removal of payroll tax.
However, broadening the GST base currently
remains off the table for both political parties and
GST was specifically exempted from the Review
of Australia’s future tax system11 (Henry review).
Current tax and revenue arrangements put the
states in a difficult position. They rely on GST
transfers from the federal government for a large
share of their revenue, and are regularly under
threat of losing their largest state-level revenue
source and hence seceding more revenue power
to the federal government, without any change
in their spending mandates.

Reliance on federal government funding also
reduces the states’ accountability and distorts
incentives in spending, and leads to them
promoting a view that state problems can be
solved by federal spending – a particularly acute
problem when the federal government is of
a different political persuasion to most of
the states.
The broad process of tax reform in a federal
system is also subject to some obvious
limitations created by states’ rights in the
process. This includes trying to implement policy
change that requires the states’ unanimous
agreement to proceed, but with improbability
of finding consensus between states who have
different tax structures.

A WORKABLE TAX-TRANSFER SYSTEM
is still perhaps the single greatest
point of contention among the states,
and between the states and the federal
government.
These inefficiencies and imperfections are clear
enough, but are not necessarily proof that the
system is less than ideal. There is truth in the
notion that local government knows best the
needs of local constituencies. There is also truth
in the notion that horizontal equity and provisions
of ‘social insurance’ are best administered at the
federal level. Centralising revenue collection and
spending may at times be financially imperfect
but is administratively necessary. Continuing
reform efforts such as COAG’s agenda can help
to minimise the conflict between states, which
may be impossible to eliminate entirely.

+
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03

INFRASTRUCTURE DEFICIT
A growing risk for Australia’s ongoing
prosperity, but one that it shares
with many countries, is the so-called
‘infrastructure deficit’.
Australia’s increasing saving levels, surging
investment at the macro level, and healthy federal
balance sheets have not been translated into
infrastructure investment (a perennial problem).

One higher-end estimate from
Infrastructure Partnerships
Australia12 suggests that an additional
$770 billion, or equivalent to about half
of Australia’s current GDP, is needed to
close the gap over the next decade. Ken
Henry13 has pointed out that this would
require Australia’s national level of
infrastructure investment (in both social
and economic infrastructure) to double
over this period.
Other estimates vary from several hundred billion
dollars upwards, but all are very large numbers.
This accumulated deficit has now reached such
high levels that governments admit they are
unable to fund it out of normal revenue sources.
The state and territory governments are the main
funders of infrastructure, but are under increasing
pressure from other areas of their budgets from
narrowing tax bases and increasing spending
pressures (from health and ageing expenditures,
for example). Eventually, the federal government
will need to increase its role, but is facing
its own structural budgetary pressures.

Infrastructure deficits impose many problems for
economies all over the world. Many studies, including
recently from the Grattan Institute14, point to the negative
productivity impacts of ailing infrastructure. Any
constraint on this key long-term growth driver should
be of paramount concern to governments.
The solutions are many and diverse, from changes to
revenue and spending decisions by government to the
removal of investment and price regulation in certain
sectors (particularly in utilities, for example), and the
restructuring of funding. Infrastructure Australia (IA) has
released several studies15 that suggest such measures as
transfers of public assets to the private sector (in areas
like utilities and transport) and public-private partnerships
in new infrastructure projects as key parts of the solution.
Public asset transfers generate revenue and can improve
public sector balance sheets, providing the funds and
flexibility needed for new infrastructure spending –
however, this is more likely a solution to finding funding
for a current shortfall, rather than the answer to ensuring
adequate infrastructure funding going forward. IA
also admits that the current value of ‘commercial’
infrastructure in the hands of governments is around
$100 billion – a good start, but not enough to cover the
current deficit whatever estimate is accepted. Increased
private sector funding and operation of infrastructure
will be a key component of the solution whatever else
is done, as governments face increasing fiscal pressures
and inevitably turn their focus away from capital projects
and towards operational spending priorities.
That the problem is large highlights the need to act soon,
decisively, comprehensively and in a collaborative and
holistic way. The widespread acknowledgement of the
problem speaks to the seriousness of the issue and the
importance of long-term, sustainable solutions insulated
from the year-to-year vagaries of the political cycle.

A failure to act will inevitably negatively affect
productivity, hindering efficient resource
allocation, raising the costs of trade and
retarding the coordination of economic activity.
Ongoing prioritisation of key projects is critical
to closing the gap on the infrastructure deficit.
It will also lead to the decay in the living standards of
Australians through slowing income growth, and the
decay of the cities and environments they exist within.
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Opportunities
OPPORTUNITIES
01

GLOBAL ECONOMIC
STRUCTURAL CHANGE

02

SEIZE THE
OPPORTUNITY
FOR REFORM

03

GREATER
DIPLOMATIC ROLE

OPPORTUNITY / ɒpəˈtjunəti / (say OPUH’TYOOHNUHTEE)
noun (plural OPPORTUNITIES)
AN APPROPRIATE OR FAVOURABLE TIME OR OCCASION:
AN OPPORTUNITY TO MAKE GOOD; AN OPPORTUNITY FOR
GAINING A PLACE; AN OPPORTUNITY OF TESTING A DISCOVERY.
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01

GLOBAL ECONOMIC
STRUCTURAL CHANGE

In light of the Australia in the Asian Century16
white paper and other positive signs, the outlook
is bright on this front, but advantage only gets
you to the starting line.

The key opportunities for Australia
stem from embracing global economic
structural change.

The expanding global middle class will provide
inestimable opportunities for Australia. There
will be expanding demand for high value–added
products and ‘luxury’ food items (like dairy and
meat products), and tourism and education
exports will continue to grow. This type of trade
is not as subject to the transport margins issue;
high-value, small-scale items and perishables
make greater use of air freight services, and
global competition in air travel is flattening the
playing field for tourism. But the position that
Australia takes on this type of trade – tailoring
these goods and services for the particular
foreign consumer in each region – will play
an important role. Iron ore and natural gas
are relatively homogeneous goods, but an
expensive cut of beef, a tourism experience or
quality education are all items that are marketed
primarily on the basis of their heterogeneity.

Likewise, the way Australia manages this
transition must be executed with due concern
for the potential threats it embodies. Australia is
already taking advantage of these opportunities,
discussed earlier as a ‘strength’. Continued
engagement with regional economies and an
ongoing commitment to participation in the
development of the region could bring enormous
benefits to the Australian economy and broader
society.
Technology has reduced the cost of transport
across the board, but not to the extent that
distance is no longer related to transport costs.
Australia’s commodity exports are transported
by ship – as is 90% of the trade in goods and
services globally. This dominance of shipping
is certain to persist for a very long time, as
the economics of moving bulky, cheap raw
materials render other transport modes too
costly. Moreover, the transport margin on
these commodities is a relatively large share
of their costs.

Together, these factors make
geographical proximity to the developing
nations in Asia an important advantage
for Australia. The key to maximising
this opportunity, as mentioned in other
parts of the paper, is committing to
engagement in the region.

All of this points to the need for Australia
to embrace trade.
Australia has historically been a moderately
open economy – by necessity – but elements of
protectionism still survive, and indeed regained
some clout during the GFC. The implications of
the data on global growth prospects are clear
and, as charts like the following one drive home
in very simple terms, Australia’s neighbourhood
is the key growth engine of the world and is likely
to be so for the foreseeable future.

More information online at
charteredaccountants.com.au/futureinc
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WITH GENERATIONAL AND DEMOGRAPHIC CHANGE AND
the impact of immigration HAS COME AN INCREASING
FOCUS ON THE LOCAL GEOGRAPHIC REGION.
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If Australia’s increasing engagement with the region is to continue, trade will play a key role – in
Australia’s political and diplomatic clout, and in the economic prosperity of Australia and its trading
partners. The consequences of ignoring these opportunities –or worse, of actively rejecting them
– will change the nation’s growth path and the prospects for future generations of Australians in
potentially challenging ways.

+

More information online at
charteredaccountants.com.au/futureinc

SOURCE: IMF World Economic Outlook database, October 2012.

SHARE OF WORLD GDP VALUED AT PPP

FIGURE 1: COUNTRY GROUPS, SHARE OF WORLD GDP VALUED AT PPP
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Australia in the
Asian century
THE RECENT WHITE PAPER ON THE RISE OF ASIA SHINES
A POSITIVE LIGHT ON ASIAN GROWTH, AND COVERS MANY
OF THE ISSUES ADDRESSED IN THIS PAPER.
The Australia in the Asian Century white paper
resonates with a very positive overarching message.
16

In terms of detail and specifics, though, it is less a detailed policy
document than a motivational piece. While it would have been
interesting to see more depth in some of the areas covered, there is
much value in a government document that seeks to add an optimistic
voice to a national conversation on an issue that creates anxiety
in many parts of the community. To some extent, the publication
forms part of the process of gaining ‘stakeholder buy-in’ for the
transformational change Australia will need if it is to successfully
navigate the challenges of the 21st century.
The white paper champions Australia’s role in the development
of Asia, and suggests five key areas for action to support this:
economics, education and skills, business, regional security and
cultural engagement. It also sets out 25 target objectives for Australia
to access emerging opportunities. These include aspirational
targets for lifting Australia’s GDP per capita into the top 10 globally,
improving our global ease-of-doing-business ranking, and increasing
skills in Asian languages.

Most importantly, though, the white paper
is an official acknowledgement that Australia’s
future prosperity is inextricably tied to the
living standards and welfare of our neighbours.
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SEIZE THE OPPORTUNITY
FOR REFORM
Over the last decade in particular, but arguably
for much of the last 25 years, Australia has
experienced a steady transition away from being
a policy reform ‘implementer’ and toward being
a policy reform ‘discusser’.
While the reasons for this transition are not
matters for this paper, the consequences of it are.
Reform should not be pursued for its own sake,
but as societies change, technology progresses,
and economies and the environments they operate
within evolve, reform must keep pace.
Part of this transition is a reflection of past
success. Great gains have been made in some
areas of policy reform, taking advantage of
‘low-hanging fruit’ and generating large gains –
industrial relations reform is one example. The
reform options left are those that are more difficult
to implement for political and other reasons, and
that provide less ‘bang for the buck’. For most of
the industrialised world, international trade policy
falls into this category, where trade negotiations
now agonise over the minutiae in the absence of
the big ticket items like large tariffs and restrictive
quotas, and the net gains or losses are more
difficult to identify.
In more recent times, a lack of political will for
reform has been evident, as one might expect
from a minority government and a curious and
inexplicable sense of impending doom in public
discourse around the economy.
For Australia, the need for reform has not been as
apparent as it once was as the country enjoyed the
fruits of a high-performing economy and growing
living standards, and developed the confidence
that comes with having strutted through a global
economic crisis with barely a scuffed shoe.

The problem, though, is that this is exactly
the right time to be embarking on reform.

Reform is easier to implement and get right when the
wolves are not at the door, and with the freedom to
be bold that is afforded by prosperity. Delaying reform
only serves to increase the adjustment costs it creates.
The real shame of it, though, is that there exists such
a great wealth of excellent thinking on policy reform
in the public arena, from the Henry Review17 to the
Review of Funding for Schooling chaired by David
Gonski18 (Gonski review). The Gonski Review found
that, over the last decade, student performance has
declined and the variation between high and low
performing students has increased. It attributed
blame primarily to inadequate funding and a complex
and disjointed adminstrative framework that crosses
federal and state boundaries.
Such studies have focused great minds and a
wealth of experience on key policy issues and have
generated reports with widespread positive support
for their findings and recommendations. And yet,
while we acknowledge all of this, and politicians
and commentators talk of the state of the education
system or the need to apply pressure on the public
revenue system, somehow the will to act can not
be found.
Policy reform is a perpetual journey, a process,
the constant pursuit of framing a social and economic
system in response to how the actors within it and the
constraints they face evolve over time. Policy must
change as societies change, both to keep pace with
contemporary events and to put in place the measures
to enable response to future events. When Australia
finds itself at some point in the future in recession
– as it will do, sooner or later – and faces a recovery
hampered by skills shortages, fiscal imbalances,
growing inequity, groaning and decaying infrastructure
and with a decade or more of flat productivity growth
behind it, chances are there will be talk about
the pressing need for policy reform.

The answer is leadership, as we referred to in
the earlier part of this paper.
Policy makers need to lead on policy reform –
inherently conservative electorates, reluctant to take
a chance on change when they have a choice to
maintain the status quo, will always need to be led
into change by leaders with integrity and vision.
More information online at
charteredaccountants.com.au/futureinc

+

37

future[inc]

03

GREATER DIPLOMATIC ROLE
Australia is a country without a long experience
in independent foreign policy. Formally, Australia
has only been disconnected from British imperial
foreign policy since around the end of the second
World War. Some would suggest that Australia is
still not independent in matters of foreign affairs,
and that its key alliances have simply swapped
from one side of the Atlantic to the other. But what
can be said of the diplomatic outlook for Australia
in a fast-changing global political landscape?
Firstly, and perhaps most obviously, the rise
of Asia will play the central role in Australia’s
diplomatic experience in the 21st century.

As discussed above, Australia’s region
of the world contains the largest share
of the world’s people, and will by the
middle of the century be responsible for
most of the world’s economic activity.
The rise of China in particular – but also of
countries like India, Indonesia, Malaysia and
Thailand – and the continuing importance of
Japan and South Korea, have already refocused
Australia’s economic outlook to its local region,
as evidenced by changing trading patterns.
As diplomatic and military weight inevitably
follows economic might, the global power
structure of the late 21st century will be very
different to the one most of us have grown up
with. The 21st century is likely to be characterised
by a diplomatic landscape with a greater diffusion
of power and increased complexity, in contrast
to the largely bipolar, Cold War landscape of
the 20th century.
Technological progress is promoting global
economic integration. Australia is unlikely to be
a major power in this new world order. It has a
small and slowly growing population, and has
already achieved a comparatively high level
of per capita economic development.

In the absence of a significant technological
breakthrough, countries like Australia are likely to grow
at around 1% to 2% in real per capita GDP terms for
the foreseeable future. Australia will need to consider
its place in the political power structures of the world
with care.
A total reliance on 20th century alliances may result
in irrelevance, while exciting opportunities will flow as
the majority of the world’s people rise out of poverty in
countries in our region for which, surprisingly, we still
need white papers to convince us of their importance.
The increasing multi-polarity of economic and
diplomatic power and the likely increase in regional
trade and security agreements that will be reached
around the world over the coming decades,
coupled with Australia’s small weighting in these key
diplomatic and economic areas, mean that Australia
will need to be a smart negotiator and savvy strategist
as it navigates the 21st century. But there is so much to
be gained from increasing our diplomatic engagement
with our rapidly developing neighbours, while
maintaining our good relationships with our
traditional partners.
Australia’s economy is medium-sized – around
$1.5 trillion in GDP in 2012, or a little over 2% of global
GDP of around $71 trillion. As the century unfolds,
this share must inevitably shrink as Asia expands
at twice or three times the real growth rates of the
industrialised world. Global economic clout translates
to some extent into diplomatic clout, and this influence
frames a country’s ability to generate favourable
trading deals and many other types of bi-lateral
or multi-lateral international agreements.
The opportunity for Australia is to take advantage of
its good standing as a global citizen, its improving
relationships with its regional neighbours, and its
roles in the G20, the UN Security Council and other
diplomatic fora, and offset its inevitably declining
global economic power with an increasing global
and regional diplomatic importance. Australia is well
placed to do so with many advantages that provide
opportunities for opening doors, from its current
importance as a commodities exporter and likely
future food exporter to emerging Asia, to its political
stability. Generally speaking, Australia is seen as a
fair, stable and optimistic society, with a political
system strong on legitimacy and integrity, and these
key endowments in the diplomatic sphere create
opportunities we would be well served to pursue.
The opportunities to convert our place in the
diplomatic arena into better outcomes for the whole
of our society must be an ongoing focus for us.
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EXTERNAL ECONOMIC THREATS
The most proximate threats to Australia
are external.
An imploding Eurozone, a fiscal collapse or flat
economy in the United States, or a slowing
Chinese economy could do great damage to the
world economy and to the Australian outlook.
Trade is a direct path for foreign shocks to be
transmitted to the domestic economy. As data
on Australia’s trade shares with China indicate,
a slowing Chinese economy could do some
damage to Australia’s foreign currency earnings
and short-term growth prospects. However, with
talk of China ‘slowing’ from 8–10% real growth
to 5–8% for a short time, the threat is hardly
dire – and this is 5–8% of an economy that is
much larger than it used to be. Nonetheless, the
more structurally focused Australia’s aggregate
demand is on the developing world, the more
exposed it is to the likely increase in global
economic volatility that will flow as these fast
growing countries transition out of developingeconomy status. China alone consumes over
27% of the total value of Australian exports,
while the top four purchasers of Australian
exports in 2011 – China, Japan, South Korea
and India – together account for over 61%.
A catastrophic loss of half this export demand
in each case would be the equivalent of 5.7%
and 12.9% of Australia’s GDP, respectively.

The top 20 export destinations for Australian
merchandise by value account for 90.3% of
total export earnings. Of these, only 5.8% are
European countries and the United States
accounts for less than 4%. Removing the United
Kingdom from the European group, the share
falls to 2.8%. Australia’s exposure on services
trade is likely to be somewhat higher (destination
data is incomplete for services) but not by a great
deal. Adjusting for the share of exports in GDP,
Australia’s exposure to Europe and the United
States is about 1% total direct share. Data19
indicates that Australia’s financial exposure to
Europe might be as little as 2.7% of total assets,
with about 80% of that held in the comparatively
resilient economies of Germany, France and
the Netherlands.
Australia’s reduced direct exposure to the
North Atlantic countries means it would not
be as heavily affected by a shrinking Eurozone
through trade in goods and services.

However, a Eurozone or United States
contraction would hit global investment
expectations, a concern for a country
with a growing investment share in GDP
and a propensity for current account
deficits (that is, reliance at the margin
on foreign saving).
Important transmission mechanisms would
include falling international investment flows
(apart from into safe-haven assets like gold,
which Australia exports), and rising capital
costs as higher risk premia were priced into
borrowing costs.

More information online at
charteredaccountants.com.au/futureinc
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Internally, the rising importance of trade,
particularly in natural resources in the shorter
run, brings with it the need to balance taking
short-term advantages with the longer-term
structural impacts of doing so. High commodities
prices and terms of trade are driving fundamental
structural change in the economy, both
through accelerating output in export-oriented
commodities producers, and in the ‘Gregory
effect’ that manifests itself in diminishing
competitiveness in Australian manufactured
goods and services. The high commodity prices
witnessed over the last decade are unlikely to
remain at their current levels forever, although
they are likely to remain above historical
averages. The fall in these prices won’t be a
result of a fall in demand – indeed, growth in the
demand for these products is likely to accelerate
as the century unfolds – but rather because the
supply side will respond as other global sources
of commodities come online.
Australia is not the only country in the world
blessed with abundant natural resources, but is
something of an international outlier (along with
Canada and Norway, perhaps) in the sense that it
is a developed, advanced economy with a mature
resources sector that comprises a large share of
its GDP. As we mentioned under strengths above,
there are a range of emerging nations – Brazil and
Mongolia, to name two – that have enormous
endowments of high-quality natural resources
like iron ore, but until recently have been too poor
to develop them internally or too risky to attract
foreign investment capital. Some of these risks
have been curtailed, and the high level of return
on mining investment is providing an impetus for
these nations to jump the development hurdle.
Over the next 10 or 20 years, Australia will face
increasing competition in global commodity
markets, and international commodity prices
are likely to level out and fall in real terms to
some degree.

+

The mining boom will not end, but it will
be moderated, probably with the mining
sector permanently retaining a larger
share of GDP, but less important as a
growth driver.
Underlying this are further risks associated with
rising cost pressures in the economy generally,
and particularly in the export exposed resources
sectors.

In the meantime, Australia will need
to grapple with the internal structural
effects wrought by decades of high
exchange rates and terms of trade.
Balancing the need to make hay while
exports-led resources boom unfolds
against the longer-term need to maintain
the viability of its other advantages is a
tricky but critical task that should be part
of policy and business decision making
now and in the future.
Australia’s economic resilience will be tested by
potentially higher volatility in the global economy
as emerging nations grow their share of global
GDP, and the loss of some of the windfall gain
from the commodity price shock. Ensuring
that policy maintains and extends flexibility in
the markets for labour and capital, and that it
continues to support healthy public finances
and monetary stability will add strength to
the economy. Solutions to state and federal
inefficiencies will lower the barriers to interstate
transmission of shocks, and enable domestic
markets to better absorb foreign contagion.
Continuing support for the openness of the
economy, in both trade and finance, is of high
importance – there is always a tendency to
grasp at protectionism in a misguided attempt
to insulate the economy from international
economic crises, but this strategy is always
counter-productive and harmful in the long run.

More information online at
charteredaccountants.com.au/futureinc
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02

FISCAL SUSTAINABILITY
The Australian government’s fiscal
performance over the last decade or
so has been admirable. But pressures
are emerging – as they are in many
industrialised economies – through
narrowing tax bases and spending
pressures (from health and ageing,
for example) and are likely to continue,
and the solutions will require both policy
reform and a wholesale reassessment
of our view of government.
The very ‘social contract’ that links Australians
with each other and their government – their
views of a just and equitable society; of
acceptable social, economic and legal norms;
and of the role of government in their lives –
will need to be addressed. If the tax base
continues to narrow – and it is unlikely that
Australia can return to the unsustainable
tax-to-GDP ratio it carried though the 1990s
and into the new century – then the size and
role of government in the economy must be
re-examined. This reassessment will be most
difficult at the margin between what our
ideological views suggest about a government’s
role as an economic agent, and what the realities
of the economic environment allow it to be: what
we think is ‘best’ and what we can afford will
inevitably clash, particularly if we think that the
economic role of the government we have is
the type of government it will always be.
The issues are complex and varied but the
crux of the problem is the ability of government
to fund itself. The main source of government
income is taxation revenue: through the
1990s and into the new century the federal
government had at its disposal a historically
high tax-to-GDP ratio.

Few believe – including the Federal Treasurer –
that this can be sustained. Other major sources
of revenue include profits from publically-owned
assets in areas like utilities and transport, and
from the sale of these assets. Many of these
assets are increasingly in need of maintenance or
expansion, and government’s ability to finance such
infrastructure related capital expenditures is already
under pressure. Calls for selling them to raise some
funds and unload the obligation may provide some
small short-term respite, but will not have a material
impact on the fiscal pressures governments face in
the long run.

WHAT WE THINK IS ‘BEST’ AND WHAT
WE CAN AFFORD will inevitably clash.
On top of these revenue-side pressures, elements
of the core expenditure roles of government
are under pressure. Education is widely seen as
requiring significantly increased investment and
larger operating budgets. As population growth
slows and we live longer, health and ageing related
costs increase. The costs in provision per person
increase as our expectations of good care rise
with technological progress. At some point, the
discussion about the retirement age will have to be
had. In less obvious ways, a potentially more volatile
global economy could result in higher social welfare
costs for governments as they spend a greater
share of their time responding to boom and bust
cycles in the economy.

That conversation is likely to be long,
passionate and fraught, and will probably
result in several stages of change over
many decades.
The impetus for this change, if historical experience
is indicative, is likely to be impending catastrophe;
big social and political changes tend to happen
when catastrophe is imminent, which then makes
the solution that much more costly and painful.
Perhaps Australia will not follow the United States
into political stalemate over fiscal sustainability
issues, but there’s a good chance it will. And we
might like to think that a catastrophic fiscal crisis
could never happen to us, Greece might have
some advice for us on that front.
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So, a reassessment of government will
inevitably come, but tax reform and
continued fiscal prudence are also
necessary within the context of what
that reassessment brings.
The Henry Review should be revisited and a
bipartisan political commitment to a program of
implementation developed. Further broadening
the base of GST or a review of the rate needs
to be considered. On the expenditure side,
with pressure from the ageing population and
the need to pursue something like the Gonski
review recommendations in education, a review
of similar depth and scope to the Henry Review
would be a good start. The public balance sheet
is relatively healthy now, but five years of deficits
in the 5% of GDP range could change that, and
the combined effects of much-needed education
reform, ageing and (let’s say) another global
recession could make that unhappy possibility
come true.

03

CLIMATE CHANGE
Climate change is a threat to Australia as
it is to all nations. For Australia, though,
particular threats should be acknowledged.
As an exporter of hydrocarbons, Australia is
increasingly dependent on export earnings from
some energy products for which the world is
seeking to curtail demand, and the ramifications
of this are clear. We are also a significant exporter
of uranium, but this is not the place for a debate
on whether nuclear power should be an option
for Australia.
Many of Australia’s key trading partners are big
emitters, and global climate mitigation policies are
likely to more heavily impact on those economies.
Climate adaptation, perhaps the most important
component of climate policy for all nations in the
short to medium term, will have short-run impacts
on the domestic and international economy.
Some will implement policy shifts away from
importing hydrocarbons as they embark on more
environmentally focused growth strategies –
China, for one, has recently announced that
it is doing just this.

WHAT OF THE DIRECT ENVIRONMENTAL
IMPACT OF climate change?

+

More information online at
charteredaccountants.com.au/futureinc
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What of the direct environmental impact of
climate change? The do-nothing, wait-and-see
alternative seems to carry much greater risk: not
in terms of the long-term consequences of rising
sea levels or more frequent extreme weather
events, but at a socio-political level. As changes
in the climate occur, the food bowls and water
storages of the world will move, and sometimes
across international borders. As they do, it is
inevitable that global political order based on the
current location of these crucial natural assets will
begin to fray around the edges, and conflict may
result. It is more likely that the impact of climate
change will first be seen in international conflict
than in the flooding of luxury beachfront homes.
All countries of the world are exposed to these
risks, but for Australia, with its growing economic
dependence on the emerging economic powers,
this exposure may be more significant.

What if there is no response now, and
it turns out the scientists are right?
In that case, while the exact effects are still being
debated among scientists, they could include
rising sea levels, changing rainfall patterns, the
geographical relocation of the world’s food bowls
and water storages, more severe weather events
and less productive oceans. The human-level
effects that flow from these changes could
include:
• Mass migrations as famine and severe
weather render population centres built
around human-sustaining resource and
climate endowments less productive
• Increasing international security risks
and probably conflict as these populations
move or starve

From a policy perspective, climate change • More volatile and uncertain economic
can be seen as an insurance problem.
cycles, retarded developing world
and global economic growth
Clear scientific consensus does exist, but
let’s assume for a moment that it doesn’t.
In the presence of uncertainty, a prudent policy
maker acknowledges that there are risks in any
policy decision, and costs associated with errors
in judgement. In responding to the threat of
climate change, this policy maker faces a
measurably small economic cost for insuring
against climate change (around 0.06% of GDP
per annum for the US, slightly more for Australia).
On top of this, it is likely that some climate change
effects will still be felt even if the world acts today,
as the cumulative effects of emissions released
over the last 200 years have already had
measurable impacts. This means countries
will bear an adaptation cost in any case.

What if there is a response now,
but the scientists are wrong?
Well, for a few decades, Australia will bear a small
efficiency cost from the imposition of a carbon
tax or emissions trading scheme, a fraction of
a percent of GDP, through emissions regulation
and other measures, and will then roll back these
policies when new information comes to light.

• A shift in economic activity away from
consumption, investment and exports
(as investors’ expectations collapse and
international trade contracts, stalling growth)
and into government (as defence and
healthcare costs increase).
Mitigation policies will need to bite harder the
longer they are delayed, so on top of the huge
adaptation costs that climate change would
impose on the global community, the cost of
mitigation will also be greater the longer the
world waits.

So, the costs of assuming climate change
won’t happen and getting it wrong are
large and long-term, while the costs of
assuming it exists and being in error are
small and short-term. What would you
do if you were a prudent and responsible
policy maker?
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The Australian economy is
a strong, resilient, open and
well-managed system with
good prospects for the future.

CONCLUSION
Combined with excellent
domestic policy-making
institutions and a range of
natural resources, Australia
is a country in a near-unique
position in the developed world
to tap into the major growth
engines of the 21st century.
But more can be done.

• A continued commitment to what has been
a period of sound policy-making is needed.
This requires the continued formal or informal
independence of the key macroeconomic
policy institutions like the Reserve Bank of
Australia and Treasury. There are emerging
policy concerns at the macroeconomic level,
particularly in regard to the sustainability of
tax revenues and pressures on spending in
the medium term, and Australia would be
wise to confront these issues sooner rather
than later.
• Greater attention should be given to how
our geographic location in Asia, and the
economic prosperity that it engenders,
can be better acknowledged and promoted
through education, foreign policy and more
open public discourse, as well as through
a reassessment of what we can offer Asian
nations as a partner in their transition into
middle-income economies.
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• State–federal relations need some focused
reform, particularly in the areas of revenue
and spending responsibilities, and in better
design of the incentives these create for
states to strategise and compete at each
other’s expense.
• The Henry Review’s extensive work on tax
reform should be readdressed, COAG’s reform
agenda should be pursued, and due attention
should be given to medium-term and
intergenerational issues in fiscal planning.
• There is no real consensus on the longevity
of the current terms of trade shock. But there
is consensus on the huge opportunities that
a rising Asia creates for Australian trade
and investment, and the opportunities for
enhancing cultural and social wealth that will
come with them. The country must maintain
its outward focus and embrace the inevitable
change intelligently and enthusiastically.
• Education reform needs to address the slide
in student performance and the disparity
between the haves and have-nots in
educational outcomes, and to curtail the
slide in underlying productivity growth that
will eventuate.

• Ailing infrastructure hits at the heart of
economic growth – it creates a pervasive drag
on productivity and on quality of life. Because
infrastructure investment is ‘lumpy’ – that is,
the sums involved are large and projects can
take years to complete – democracy is not
very good at managing them efficiently. There
needs to be some independence from the
political process in infrastructure planning and
decision making and, to the greatest extent
possible, investment should be pursued in a
bipartisan fashion.
• Climate change poses some serious long-term
risks to the Australian economy, and to the
country’s national security. If the geographic
distribution of food production and water
moves with changes in the climate, the
world will face serious new security issues.
Increased global political and economic
integration will smooth the transition path
and allow trade and increased mutual stakeholding in nations’ interests to provide the
means and incentives to manage tensions
when they arise.

THE AUSTRALIAN ECONOMY HAS PERFORMED WELL,
IS PERFORMING WELL, AND IS WELL-PLACED TO MOVE
FORWARD WITH STRENGTH AND RESILIENCE.
The outlook is positive, but prosperity and security are not
fixed markers to be achieved and then enjoyed in perpetuity.
Rather, these aims are served by ongoing commitment,
sustained action and vigilance.
To close with a cliché, prosperity for
a nation is a journey, not a destination.
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The Institute is the professional body for
Chartered Accountants in Australia and
members operating throughout the world.
Representing more than 72,000 current
and future professionals and business
leaders, the Institute has a pivotal role
in upholding financial integrity in
society. Members strive to uphold the
profession’s commitment to ethics and
quality in everything they do, alongside
an unwavering dedication to act in the
public interest.
Chartered Accountants hold diverse
positions across the business community,
as well as in professional services,
government, not-for-profit, education
and academia. The leadership and
business acumen of members underpin
the Institute’s deep knowledge base in a
broad range of policy areas impacting the
Australian economy and domestic and
international capital markets.
The Institute of Chartered Accountants
Australia was established by Royal Charter
in 1928 and today has more than 60,000
members and 12,000 talented graduates
working and undertaking the Chartered
Accountants Program.
The Institute is a founding member of the
Global Accounting Alliance (GAA), which
is an international coalition of accounting
bodies and an 800,000-strong network
of professionals and leaders worldwide.
charteredaccountants.com.au

KPMG’s Economics group is one of
Australia’s largest and most experienced
economic and policy advisors, providing
rigorous economic analysis to assist
clients with commercial and public policy
decisions. We have access to a global
network of professionals, with member
firms found in 153 countries.
Our people have market-leading expertise
in the tools of applied economic analysis.
These tools include economic forecasting
and modelling, efficiency reviews,
regulatory economics, cost-benefit
analysis, project and program evaluations,
business cases and economic advocacy.
KPMG’s Economics group applies
economic principles to cut through
complex business, industry and policy
challenges.
• Policy development
• Cost benefit analysis
• Industry analysis
• Economic and financial modelling
• Forecasting
• Program review and evaluation
• Regulation and industry reform
• International trade evaluation
kpmg.com.au
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Landcare is a national network of thousands
of locally-based community groups who care
for the natural resources of our country.
Australia is proud to boast more than 4,000
community Landcare groups, 2,000 Coastcare
groups and many thousands of volunteers
across the country.
Through Australia’s people and communities,
the Landcare movement is making a big
difference in caring for our country.

Bringing back trees
Each year Landcarers plant many millions of
native trees, shrubs and grasses for a range
of benefits, including improved soil and water
quality. They restore bushland and conserve
sensitive areas on both public and private land.
The Institute of Chartered Accountants
Australia has donated $1,000 to Landcare
Australia Limited to support projects that
revegetate native forests.
www.landcareonline.com.au
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