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Analyse the impact of changes in the global economy on Australia’s current 

account deficit and net foreign debt 

The global economy is comprised of all countries in the world that produce a gross domestic product. 

The last 50 years in world history has seen the increasing globalisation and also segregation of the 

world. The world economy has four different economic types: advanced economies such as the 

United States, developed economies such as Australia and Western Europe, developing such as 

China and India, and under developed economies such as some parts of Africa and war affected 

countries. The global economy affects all countries and will impact upon each country’s domestic 

businesses cycle depending on the extent to which it is globalised through trade, investment and 

financial flows. 

Economies around the world are linked through globalisation but more specifically by output of 

production and demand for goods and services. When the world’s economic growth is faster than 

Australia’s economic growth rate, this often leads to rising exports over imports and therefore 

translates into an improvement on the current account. High levels of global economic growth are 

often in parallel with rising prices for minerals and other resource commodities. The Australian 

exchange rate would appreciate from increased demand for Australian exports. However if the 

world’s growth was slower than within Australia then inflows of imports will be greater than exports 

leading to a worsening of the current account deficit. If there is slow growth on the world economy 

than global commodity prices and the value of many exchange rates will fall. 

Changes in international financial flows also will impact the Australian economy. High investor 

confidence will result in more foreign investment such as direct and portfolio types into Australia. 

The increasing capital inflow improves the current account on the short term as it signifies strength 

in the Australian economy. On the other hand, a country such as Australian may experience a 

current account deficit when its economy imports more goods and services than it can produce and 

export. Australia’s current account deficit is often reflective of the strength of the domestic economy 

and the ability of local producers. If there is strong growth within Australia internally than demand 

for imports increases but when world growth is strong, commodity prices rise and exports become 

highly demanded. Australia’s current account deficit is also affected by the exchange and interest 

rates in Australia and overseas which influence the value and servicing costs of Australia’s foreign 

debt. 

After the Asian Financial Crisis of 1997 and 1998, Australia’s current account deficit rose to over $30 

billion exceeding 5% of GDP. This was the result of increased supply of the Australian dollar and a 

depreciation of the value of the currency. A weakened Australian dollar led to higher import prices 

for Australian consumers and raised inflationary pressures subsequently leading to rising interest 

rates. By 2001, Australia’s current account deficit had fallen as a result of strong export growth such 

as through the major rise of China and its industrialising economy. The positive gains achieved were 

soon to be wiped out with a boom in the current account deficit in 2002. The world economy and 

American economy to which Australia was still heavily reliant upon slowed down after the 

September 11 terrorist attacks. The domestic market within Australia grew and the purchase of 

imports was on the rise in contrast with exports especially from the agricultural sector severely 

affected by drought and a decline in foreign tourists in fear of global insecurities such as the spread 

of the SARS epidemic and global terrorist activities. 



Wednesday, 11 April 2012 Year 12 Economics © www.roydonng.com  

2 

 

In 2008 and 2009 during the Global Financial Crisis, the world economy slowed down with demand 

for Australian exports reduced but the purchase of imports continued. The Australian economy was 

one of the few developed countries to maintain positive growth. Export growth was slightly reduced 

as China whom is rapidly developing and industrialised although continued to purchase Australian 

commodities demanded less as the world was able to purchase less of its goods. The Australian 

government responded with stimulus packages totalling $42 billion dollars which included $900 

handouts to most Australians. The majority of the money used in the stimulus package was obtained 

from overseas loans, which worsened the current account deficit. With the added money, many 

Australian consumers increased spending on imported goods. 

From the recent decades, Australia’s foreign debt has been steadily increasing which has been 

matched with the also increasing strength of Australia’s external liabilities which has been used as 

finance. Australia’s current deficit is regularly financed by a surplus in our capital and financial 

accounts. Australia’s banking and financial securities sector has increased its role in the handling of 

Australia’s debt as it shifts away from government. The increased private borrowings of Australian 

firms are further sign of an increasingly globalised world economy and the expansion of the 

Australian economy. 


