
© www.roydonng.com  

 

 

Extended Response 

Explain why net primary income is considered to be the most 

important/significant component of the Current Account 
 

The importance of net primary income cannot be underestimated as its responsibility in the balance 

of payments substantially impacts upon the economy. The Current Account which Is the part of the 

economy that shows the receipts and payments for trade in goods and services, transfer payments 

and income flow between Australia and the rest of the world in a given time period. Net Primary 

income is a sub category of the current account and its transactions are non-reversible. The Net 

Primary income is a figure that represents the difference between the income flows out of Australia 

(leakages) and the income flows into Australia (injections). The net primary income is also a major 

contributor to the current account deficit. 

Net Primary income is a referral to the returns for investment under the Current Account. The 

Current Account has tended to be in a deficit hence the term Current Account Deficit (CAD) because 

of structural implications of the Net Primary income account. Australia’s Net Primary income 

account has usually averaged around three to four percent deficits. As the economy recovers from 

the Global Financial Crisis of 2008, Australia’s Net Primary income is increasing as an indication of 

strong foreign investment. Such returns include dividends on shares, rent from land, interest on 

borrowings and business profits. All of these factors are a leading cause of the Current Account 

Deficit. Around forty percent of all shares in Australia are owned by overseas entities. Foreign 

owners receive dividends depending on the business’ profits. Increasing business profits from 

economic growth will result in more leakages of dividends directed overseas. 

Net Primary income also plays an important role in the Current Account as it is the record of 

transactions for Australia’s overseas loans and repayments. The ‘Valuation Effect’ is the effects as a 

result in the movement in the exchange rate which in turn alters the price of Australia’s foreign 

liabilities. Other cyclical factors in the Net Primary income account include the changes in the global 

and domestic interest rates. The debt servicing costs are influenced by changes in the interest rates. 

As Australia pays interest determined by global markets on its overseas borrowings, this is recorded 

as a non-reversible Current Account Deficit. A structural factor causing persistent Net Primary 

Income deficit is Australia’s low level of household and personal savings ration has resulted in high 

levels of debt. By 2011, household debt was equivalent to over 150 per cent of household incomes. 

These debt servicing cots are recorded as leakages on the Current Account. 

Net Primary income is the most important aspect in the Current Account with its role being the 

record of non-reversible transactions of the returns of investment. Australia relies on foreign 

investment in the country and also heavily on overseas finance borrowings for the economy. The Net 

Primary income account is often in deficit as dividends and interest payments towards foreigners is 

on the increase. Changes to the Net Primary income account affect the size of Australia’s Current 

Deficit. Net Primary income also acts as a good indicator of economic growth over a period of time. 


