
 

 

Discuss the economic implications for the Australian economy of Australia’s 
continuing current account deficits. 
 
The current account (CA) is an essential part of the Balance of Payments (BOP) 
which demonstrates the money flow from all the exports and imports of goods 
and services, income flows and non-market transfers between Australia and the 
rest of the world over one year. This account records transactions that are non-
reversible. Australia has recorded a deficit in its current account since the early 
1980s. A deficit in the current account indicates that the value of imports of 
goods, services and investments becomes greater than value of exports. 
Therefore, people are spending a greater amount than what is produced locally.  
Conversely, some argue – as evidenced by the Pitchford Thesis - that the current 
account deficit (CAD) is not problematic if it is created by the private sector, as 
these decisions are based on productivity and thus, encourage long-term 
economic growth.  
 
Australia has been in current account deficit for the last three decades and has 
therefore resulted in numerous complications, including barriers to 
international competitiveness, the low level of national savings and unfavourable 
views regarding Australian currency. However, Australia’s CAD is reducing, as 
evidenced by the March 2017 figure of $3.1b (0.7% of GDP) as opposed to $473b 
in 2005, indicating an improvement in external balance – which refers to the 
nation’s ability to facilitate its foreign liabilities in the medium to long run and 
evade currency volatility. 
 
Historically, Australia has one of the lowest household savings ratios when 
compared to other advanced economies. In 1990, household savings ratio was 
10%, declining to 5% by 1995. Similarly, the ratio sat at -4% by 2005. This 
evident decline resulted in an increase in foreign borrowing, in turn worsening 
household debts. This is currently contributing to Australia’s continuing current 
account deficit, demonstrating a negative aspect of this ongoing trend.  
 
A CAD impacts the economy negatively as it increases Australia’s Net Foreign 
Liabilities (NFL) and endangers Australia’s external stability. This is because the 
CA and Capital and Financial Account (KAFA) combine to equal a balance of zero 
under a floating exchange rate system. Thus, a high CAD will be complemented 
by a surplus in the KAFA through large levels of capital inflows that may occur in 
the form of either foreign debt or selling Australian assets to foreigners. With 
large foreign debt, Australia’s interest payments on that debt increases. 
Australia’s net foreign debt increased from $665,010b in September 2010 to 
$976b in the June quarter of 2015, leading to a CAD of $19b. This increase in 
foreign liabilities leads to an increase in borrowing to fund the CAD, in turn 
increasing future CADs. This never-ending cycle of accumulative debt impacts 
the economy negatively as it results in long-term issues of debt sustainability.  
 
Moreover, the growth in NFL as previously mentioned causes an increased level 
of debt. This may be perceived as a side effect of an endangered economy and 
damages international investor confidence. Thus, leading to lower levels of GDP 
due to decreased investment and therefore, a negative implication of Australia’s 



 

 

continuing CAD on the economy. Additionally, the loss of foreign investor 
confidence may result in the devaluing of the Australia’s currency. A depreciation 
– which refers to a lowering value of the currency in comparison to a foreign 
currency – would intensify the CAD problem. This is as it would increase the 
price of imports, encouraging further borrowing and imported inflation. 
Moreover, high levels of foreign debt is perceived as unattractive to foreign 
investors, thus endangering foreign investor confidence. In turn, this may 
damage the nation’s AAA credit rating, meaning Australians must pay increased 
interest premiums when undertaking foreign borrowing, leading to future larger 
deficits on the net income component of the CAD. The loss of investor confidence  
would be detrimental as Australia relies heavily on foreign investment to finance 
the CAD. This demonstrates the implication of the CAD as it endangers 
Australia’s ability to receive foreign investment as well as its perfect credit 
rating.  
 
On the other hand, there are opposing perceptions regarding the effect of 
Australia’s ongoing CAD. The Pitchford thesis debates negative views as it 
supports the ongoing CAD, arguing that it increases capital investment in the 
economy. Furthermore, it articulates the sustainability of Australia’s CAD and 
mentions no threat to the country’s external stability. This is as 75% of 
Australia’s net foreign debt in 2014 was made up of debt that was held by the 
private sector.  
Moreover, banks in Australia will only grant loans to businesses or individuals 
whom they believe are capable of repaying this loan, acting as a barrier for 
negative debt. This is evidently demonstrated through Australia’s NFL as they 
have been steady at around 55% if GDP during the 2000s. Additionally, the 
capital inflow accumulated by Australia is intended for the purpose of 
investment which provides opportunities for growth in the future. This 
investment may be utilised to advance business performance, resulting in 
improvements in technical efficiency and thus, improving the general productive 
capacity of the economy in the long-term. Therefore, according to the Pitchford 
thesis, Australia’s ongoing CAD has positive effects for the economy as it allows 
future economic growth.   
 
In summation, Australia’s continuing CAD since the 1980s is founded upon the 
nation’s necessity for overseas investment and a dependence on international 
producers of industrial goods. Despite Pitchford’s positive outlook on Australia’s 
CAD trend, the negative effects on the economy outweigh the positive. Severe 
negative implications for Australia’s economy due to the ongoing CAD include 
increased foreign liabilities leading to debt sustainability issues and damaged 
foreign investor confidence, which can impact the value of the nation’s currency 
and the economy’s credit rating. Thus, decreasing Australia’s CAD must become a 
priority for the health of our economy.  
 
 
 
 


