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Discuss the economic implications for the Australian economy of 

Australia’s continuing current account deficits. 
The current account is a part of the balance of payments showing the receipts and payments for 

trade in goods and services and income flows between Australia and the rest of the world in a given 

time period. These transactions are non-reversible. There is debate amongst economists in regards 

to the extent that Australia’s continuing current account deficit is a beneficiary or a detractor to the 

Australian economy. A current account deficit on the Balance of Payments is when households, firms 

and governments spend more than what is produced domestically.  

For the last thirty years Australia has experienced a current account deficit. This continuing current 

deficit has occurred as a result of a number of contributing factors including the low level of national 

savings, issues with international competitiveness and unfavourable views regarding to the 

Australian dollar. This deficit on the current account has had a on the Australian economy especially 

with areas such as debt servicing and the investor-savings gap. 

A persistently high current account deficit for Australia can been seen as a result of a natural market 

force based economy. The current account deficit where Australia has sustained foreign liabilities 

can benefit the economy as borrowing funds for capital inflow will lead to an increase in foreign 

direct investor confidence and can help the economy experience strong growth. 

There are also clear economic risks associated with a continually high current account deficit. These 

risk factors include the growth in foreign liabilities, a rise in servicing costs for debt, increasing 

fluctuations of the exchange rate, limitations in long term economic growth. A high current account 

deficit will also result in governments enforcing contractionary economic policy as part of 

microeconomic reform. 

Australia has tended to have one of the lowest levels of household savings compared to other 

advanced economies. The decline of household and public savings in the 1990s and in the 2000s led 

to increase borrowing from overseas. This was in parallel with governments running fiscal deficits 

during that period of time. Household debts were also increasing as a worsening of the household 

savings ratio. The rise in borrowings from overseas contributed the persistent current account deficit. 

Over a period of time an appreciation of the current account deficit contributes to an increased level 

of foreign liabilities. Increased servicing costs will be required to meet the high levels of foreign 

liabilities resulting of larger outflows from the net primary income account and further worsening 

the current deficit. Australia’s foreign debt must be serviced through interest payments based on 

global and domestic interest rates. A high current account deficit may reduce the level of confidence 

for overseas investors looking into the Australian economy.  

A reduction in foreign direct investment will reduce demand for Australia's currency leading to a 

depreciation of the Australian dollar. Investor confidence can change suddenly and countries with 

high CADs are more vulnerable to shifts in investor sentiment. On the long run current account 

deficit is a speed bump towards economic growth. Economies financed substantially by current 

account deficits will therefore forced to limit growth to the level at which the CAD is viable. 


