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Analyse the impact of a high Australian dollar on the performance of the Australian economy 

Australia’s exchange rate is a floating, free market system based on supply and demand. The 

government or Reserve Bank only occasionally intervenes by dirtying the float. The changes in the 

level of the exchange rates’ value are known as appreciations or depreciations. There are a variety of 

impacts of an appreciation of the Australian dollar with each scenario resulting in winners and losers 

for each sector of the economy. There are a number of factors that influence the performance of the 

domestic economy with each of these leading to different impacts on the exchange rate. An upswing 

in the domestic economy leads to the appreciation and strengthening of the Australian dollar as 

purchasing power parity increases for firms and individuals. 

An increase in demand for the Australian dollar is a major cause of 

the currency’s appreciation. The main factors that lead to 

increasing demand for the Australian dollar is foreign investment, 

strength of the Australian economy compared to other economies 

and high world commodity prices. In order to invest in Australia, 

foreign firms, individuals and transnational corporations will have 

to acquire Australian dollars to do so. Therefore an increase 

demand for Australian dollars through foreign investment leads to 

the appreciation of the Australian exchange rate and strengthens 

the Australian economy’s global performance in comparison with other countries. The graph shows 

the appreciation of the Australian dollar through an increase in demand. 

As a result of the Global Financial Crisis, Australian economy outperformed most economies in the 

world leading to a high Australian dollar. As Australia is politically and economically stable, the 

strength of the Australian economy has attracted foreign investment and savings. This contribution 

was partially responsible in the increase in inflation. As Australia’s interest rates rise in comparison 

to other economies, this becomes more attractive to foreign investors due to the interest rate 

differential leading to increased demand for the Australian dollar. 

Australia is a country that is rich and abundant with natural resources and commodities. The mining 

and agricultural sectors are the primary exporters in Australia. World commodity prices affect the 

Australian dollar and the exchange rate through demand and supply. Increased global demand for 

coal and wheat will cause and appreciation of the Australian dollar. The increased injection of money 

into the circular flow boosts Australia’s overall aggregate demand. The high Australian dollar allows 

Australia not only to reduce its current account deficits but also to increase its market share in the 

global commodities market. 

An increase in the Australian dollar strengthens our position on the trade weighted index and gives 

increase purchasing power parity for domestic consumers. Australian importers would be able to 

spend less Australian dollars to acquire foreign exports. This however worsens the current account 

deficit as there are increase financial outflows. Australians can also afford to travel overseas more 

cheaply because of the Australian dollar’s strength on the exchange rate mate, leading to leakages 

from the Australian economy. 

However the sustained appreciation of the Australian dollar would detract from foreign based 

sectors of the economy such as tourism and overseas education. Foreigners may not want to travel 
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to holiday in Australia as there are cheaper options elsewhere in the world. The overseas education 

sector would also suffer as it becomes very expensive to study in Australia. The high Australian dollar 

would see the decline of these sectors which would have an adverse impact of the economic 

performance of the Australian economy. 

Also not all exporters would benefit from a high Australian dollar. Exporters of non-commodities 

would find it increasing difficult to sell their goods and services as Australia’s international 

competitiveness is diminished. This would lead to a reduction in aggregate demand and impact 

negatively on economic growth for the Australian economy. Some economists have used this 

argument of a high Australian dollar to support theories and claims of a two speed economy where 

there is a divide between the resources sector and the rest of the economy. 

The sustained appreciation of the Australian dollar improves Australia’s position with the handling of 

its foreign liabilities. As Australia is highly reliant on foreign funds and loans due to Australia’s low 

national savings ration, the costs of overseas borrowings requires constant debt servicing. The 

valuation effect assists Australia by reducing its interest repayments and debt servicing costs. This 

allows for a reduction to the size of the deficit on the primary income account in the balance of 

payments and also improves Australia’s current account deficit. 

Overall a sustained appreciation and high Australian dollar can be caused by a range of factors which 

all have both direct and indirect implications on the performance of the Australian economy. 

Through a combination of domestic and international factors changing the level of supply and 

demand which lead to appreciations of the Australian dollar, the continual appreciation affects each 

sector of the economy differently. A high Australian dollar can be both beneficial and detrimental to 

the performance of the Australian economy depending on the extent it affects consumers, 

businesses, investment, importers and exporters. Some sectors and industries within the Australian 

economy perform better with a high Australian dollar whilst others do not.  


