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Economic Growth 

¶ GDP grew by 3% through 2010 but 
slowed into 2011, partly due to natural 
disasters. 

¶ Domestic spending has grown more 
rapidly than total economic activity 
during the past year. 

¶ Investment spending has continued to 
expand at a faster pace than total 
economic activity and is very high as a 
proportion of GDP. 

¶ Many investment goods are imported so 
net exports have been a sizeable 
negative contributor to economic activity 
as investment has expanded. 

¶ Export volumes are reported to have 
plunged in early 2011. If this did indeed 
occur, the natural disasters almost 
certainly had an impact. 

¶ The terms of trade are at multi-decade 
highs which has boosted export values 
and encouraged investment. 

Consequences of Economic Growth 

¶ High export prices have been acting to 
increase the trade surplus and reduce 
the current account deficit. 

¶ The high rate of imported capital goods 
has ensured that the current account 
deficit remains near 2%-3% of GDP. 

¶ Capacity utilisation been stable during 
the past two years at a slightly above-
average level. 

¶ Employment has decelerated but annual 
growth remained in excess of 2% 
through 2011. 

¶ Correspondingly, the unemployment 
rate has been falling and, at 5%, is very 
low by historical norms. 

Real GDP 

(%y-o-y) 
 Sep-10 Dec-10 Mar-11 Jun-11 
Consume 3.4 3.1 3.5 3.5 
Govt 5.1 4.2 4.1 4.1 
Invest 7.1 2.3 4.3 4.3 
Stocks* -0.3 0.5 -0.1 -0.1 
Exports 4.3 4.8 -4.4 -4.4 
Imports 14.1 9.2 9.4 9.4 
GDP 2.7 2.7 1.0 1.0 
 
* Stocks are contribution to growth 
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Inflation 

¶ Rising oil prices have lifted consumer 
price inflation back above the central 
bankôs 2%-3% target. 

¶ Non-tradables inflation has been stable 
at 3%-4% for most of the past decade 
with tradables inflation generally 
reducing total inflation. 

¶ Annual wage inflation has been in the 
range of 4%-6% in recent years with no 
clear impact from the low level of 
unemployment. 

¶ The recent deceleration of economic 
activity combined with continued 
employment growth has led labour 
productivity to decline in the past year. 

¶ Unit labour costs have risen by 4% in 
the past year, a pace similar to that of 
recent years. 

Government Policy 

¶ Prior to the 2008 slowdown, the fiscal 
balance had been in surplus for a 
decade. An easing of fiscal policy has 
led to deficits in the past two years. 

¶ The period of fiscal surpluses led to a 
reduction in government debt to very 
low levels by international standards. 

¶ The government implemented sizeable 
fiscal stimuli to support the economy, 
first via tax reductions for households, 
and then by focussing on infrastructure 
and other investment projects. 

¶ The Reserve Bank of Australia cut the 
Cash Rate down to 3.00% during the 
financial crisis but has since raised rates 
to 4.75%. 

¶ After rebounding rapidly from the fall of 
2008 the Australian dollar has reached 
record highs this year. This has 
contributed to the overall tightening of 
monetary conditions. 

Other Developments 

¶ Household savings were on a long-term 
downward trend until stabilising in the 
middle years of the 2000s. A sharp rise 
in 2008/2009 has taken the savings rate 
back up to the levels of the 1980s. 

¶ Commodity prices are extremely high 
having fully recovered from the decline 
of 2008/2009. 
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