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Analyse the causes of Australia’s persistent Current Account Deficit and their implications for the 

Australian economy 

Australia’s trade and financial flows are recorded on the balance of payments. The balance of 

payments lists the transactions between Australia and the rest of the world during a given period, 

consisting of the current account and the capital and financial account. The current account is the 

part of the balance of payments that shows the receipts and payments for trade in goods and 

services, transfer payments and income flows between Australia and the world in a given time. 

Transactions on the current account are non-reversible transactions. The capital and financial 

account records the borrowing, lending, sales and purchases of assets between Australia and the 

rest of the world. Financial inflow has the immediate effect of increasing the supply of foreign 

exchange to Australia while financial outflow reduces it. The relationship between the current 

account and the capital and financial account is that both accounts balance out each other. 

Therefore as the Australia has a persistent current account deficit, the capital and financial account 

is often in surplus. 

Australia’s persistent current account deficit is the caused by the net primary account. This is a 

structural issue involving mainly the payments of interest and dividends on Australia’s net foreign 

debt and equity. The economic growth generated by the mining boom is an example of persistence 

in the current account deficit reflecting the large value of profits returning to overseas investors of 

the resources industry. An underlying cyclical factor that cause Australia’s persistent current account 

deficit is the relative size of Australia’s interest repayments which is highly susceptible to exchange 

rate fluctuations. Changes to the exchange rate will alter Australia’s total repayment value. The 

valuation effect can benefit or worsen the repayment burden as the Australian dollar strengthens or 

weakens. Another cyclical cause of Australia’s persistent current account deficit is the level of global 

and domestic interest rates. Australia’s debt servicing costs which are recorded on the current 

account will vary depending on interest rates applied to its borrowings. The most substantial aspect 

of the cause of Australia’s current account deficit is the performance of the domestic business cycle 

through its influence on equity servicing costs. During the periods of economic growth the current 

account deficit has worsened as around 40% of Australian public market shares are foreign owner, 

thus leading to increased financial outflows. This is a major influence on the rising net primary 

income deficit. 

Structural factors such as the savings and investment gap which has been a long standing 

characteristic of the Australian economy frequently contribute to the persistent net primary income 

deficit. Australia’s national economy has a very low level of savings whilst being a high investment 

destination. A substantial portion of the capital required for investment must therefore be borrowed 

in order to proceed with developments and business expansions. As Australia is unable to provide 

sufficient credit for such capital loans, investors often have to seek foreign money to invest in 

Australia. Australia tends to fund a large part of its investment through international borrowings 

which increase foreign debt or sometimes by selling off domestic assets to foreign investors thus 

increase net foreign equity. In the process of accessing foreign capital for Australian investment, 

Australia’s serving costs and liabilities expand and are represented as outflows on the net primary 

income account thus being major causes of Australia’s persistent current account deficit. 
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The consequences of a persistently high current account deficit can in some cases bring forth 

negative externalities to the economy. The economic implications and risks associated with a 

persistently high current account deficit are often debatable between economists. The persistence 

of a high current account deficit allows the onset of the growth in foreign liabilities. As the growth of 

Australia’s foreign liabilities continue, foreign lenders may grow reluctant to lend money as it could 

potentially lead to a downgrading of its credit rating. As the level of foreign liabilities increase so do 

the overall servicing costs which tend to lead to lead to larger outflows on the net primary income 

account thus worsening the current account deficit. High levels of foreign debt will see Australia 

being forced to pay a higher level of interest on future loans as a ‘risk premium’. Exchange rate 

volatility and fluctuations of the international business cycle will have a greater impact on the 

Australian economy as it is more interconnected through financial transactions with the rest of the 

world in which it owes money to. 

The balance of payments constraint is the extent to which an economy’s capacity to grow is 

constrained by its need to keep the current account deficit at a sustainable level. In the long term, a 

persistently high current account deficit will detract investors from Australia and lead to an increase 

in imports worsening the terms of trade. The government may also be forced to respond with 

contractionary economic policies such as tighter macroeconomic decisions and the acceleration of 

microeconomic reforms. A spike in the size of Australia’s current account deficit may be signs that 

Australia’s economy is overheating and the tightening of fiscal and monetary policies will reduce 

economic growth such as import spending to lower the current account deficit. Overall the 

persistently high current account deficit that Australia has to face can act as an economic growth 

constraint and weaken the position of the economy. 


