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SECTION I: MULTIPLE CHOICE
20 marks
Attempt ALL questions
Select the alternative that best answers the question
Mark your answers on the sheet provided in the ANSWER BOOKLET
Spend no more than 35 minutes on this section

Which of the following is not a typical characteristic of a developing economy?

Dependence on agricultural production
Weak political and economic institutions
Reliance on foreign aid

Low level of inequality

In terms of Australia’s free trade agreements, which one of the following is
structurally different to the others?

ANZ CERTA
AANZFTA
A-US FTA
CHAFTA

This graph represents the Australian economy in 2017/18.
What does it show?

Manufacturing
12%

Minerals & Metals
55%

Industrial production

Composition of imports

Composition of exports

Composition of the Balance of Goods & Services



4.
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Which of the following international organisations has an aim to reduce the rate of
extreme poverty to less than 3% of the world’s population by 20307

International Monetary Fund
World Trade Organisation
World Bank

Organisation for Economic Cooperation and Development

Questions 5 & 6 are based on the graph below, showing Australia’s Terms of Trade:
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5.  Which of the following is generally true for the 2011 — 2014 period?

A Export prices have fallen relative to import prices Terms of Trade has risen

B Import prices have risen relative to export prices Terms of Trade has fallen

C Export prices have risen relative to import prices Terms of Trade has risen

D Import prices have fallen relative to export prices Terms of Trade has fallen

6. Which of the following statements is incorrect?

A The gains from the Mining Boom Mark | (Price Phase) were helped by the sharp rise
in the Terms of Trade

B Since the last peak shown, Australia has been able to buy fewer imports for a given
level of exports

C Post GFC there was a global recovery, sparking an initially higher Terms of Trade

D The falling terms of trade after 2011 shows that the quantity of exports sold rose
more than the quantity of imports purchased

7. How can a government finance a budget deficit?

A Reduce government expenditure

B Increase company taxes

C Sell Commonwealth Government Securities

D All of the above




8.  The following table shows the change in the value of the United States dollar:

Date United States Dollar Australian Dollar
January 2020 1 1.3
March 2020 1 1.5

Which of the following theoretical statements is correct?

A Imported inflation into America will fall
B The volume of American exports to Australia will rise
C American investment into Australia will fall
D The Australian Dollar value of Australian debts denominated in US $ will fall
9. The following international flows have been measured in an open economy:
Flow Australian $ (Millions)
Capital & Financial Account + 45
Net Income (Primary & Secondary) -25
Net Errors & Omissions -5
Net Services +5

Which of the following measurements is also correct?

Flow Australian $ (Millions)
A Net Exports +20
B Balance of Trade +15
C Exports -10
D Balance of Goods & Services -15

10. The following graph represents a model of a 3 sector economy’s income and
expenditure patterns:

Expenditure
'C+1 =140 +0.8Y

C=80+0.8Y

—_—

‘Income

0 45° |
: Ye Ye,

By how much does income increase between Ye and Ye1

A 300
B 60
C 200
D 75



11. The following graphs represent the demand (MB) and supply (MC) schedules for two

goods, good (A) and good (B) with the social benefits & costs represented by MSB &
MSC respectively:
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What combination of policies would ensure that the social optimum is achieved in
both markets?

GOOD (A) GOOD (B)
A Govt restricting production Govt encouraging production
B Govt legislating for a free market Govt legislating for a free market
C Subsidies to the producers Indirect tax on the good
D Banning imports of the good Reducing the GST on the good

12. The following table represents flows in a five sector economy over three years:

Year 1 Year 2 Year 3
Income 100 200 350
Exports 20 30 30
Govt Expenditure 20 10 30
Investment 10 15 50
Consumption 50 150 250
Imports ? ? ?

In which year(s) do net exports provide the greatest nominal injection?

A Year1
B Year2
C Year3
D Years 1 and 3 equally



According to traditional crowding out theory, which of the following is regarded as
the most likely negative consequence of governments running successively bigger
budget deficits over time, ceteris paribus?

A Worsening environmental sustainability
B Higher domestic interest rates
C Lower Current Account Deficits
D Higher inflation
14. If the government budgets for a surplus and there is an unexpected rise in the level
of economic activity, which of the following is most likely to occur, ceteris paribus?
A Higher tax receipts Rise in the structural component of the budget surplus
B Higher tax receipts Fall in the cyclical component of the budget surplus
C Greater government expenditure | Fall in the structural component of the budget surplus
D Lower government expenditure Rise in the cyclical component of the budget surplus
15. In the following diagram, DD and SS represent the demand and supply for cars:
Price
0 Quantity
If a subsidy of $10 per unit were paid to producers, shifting the supply curve from SS
to S1S1, what would happen to the price of cars, ceteris paribus?
A The price would remain the same
B The price would fall by $10
C The price would fall by more than $10
D The price would fall by less than $10
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If the Reserve Bank of Australia believes that the overnight money market is likely to
deliver a cash rate below the target, what would it do?

Sell Commonwealth Government Securities to reduce liquidity in the market
Sell Commonwealth Government Securities to increase liquidity in the market
Buy Commonwealth Government Securities to reduce liquidity in the market
Buy Commonwealth Government Securities to increase liquidity in the market

Which of the following statements is true regarding the nature of goods?

Goods with positive externalities are usually over-produced by the free market
Goods which are rival and excludable are best provided by the government
Non-rival and non-excludable goods are associated with the issue of free riding
Private property rights do not exist if the good has negative externalities

The following diagram shows changes in the demand for and supply of Australian
dollars in the foreign exchange market:
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Assuming a floating exchange rate, which of the following would most likely not be
responsible for the change shown?

More foreigners holidaying in Australia

Higher interest repayments on non-A$ loans borrowed from overseas by Australians
Higher dividends received by foreigners from their Australian equities

Increased fears of a slowdown in the Australian economy
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Which of the following combinations is generally regarded as causes of

low levels of national income?

Global Factor

Domestic Factor

Weak entrepreneurial culture

Phantom aid

High levels of agricultural protection

Highly skilled labour force

Tied aid

Poor access to capital

o0|w>

Sustainable Development Goals

High levels of foreign debt

20. Consider the following table before answering this question.
Year Money GDP ($ bn) CPI
1 1000 100
2 1200 105
3 ? 115
If Real GDP in year 3 was $1500bn, which of the following combinations is correct?
A Eco Growth in Year 2 is 20% Real GDP in Year 1 is $1000
B Money GDP in Year 3 is $1725 Eco Growth in Year 3 is 31.2%
C Eco Growth in Year 2 is 14.3% Money GDP in Year 3 is $1304
D Real GDP in Year 2 is $1143

Eco Growth in Year 3 is 16.9%

END OF SECTION |

SECTION II: SHORT ANSWERS

40 Marks

The questions for Section Il are contained in the ANSWER BOOKLET
Please complete your answers in the spaces provided
Marks for each part of the question are as indicated
Spend no more than 1 hour and 15 minutes on this section




SECTION III: STIMULUS EXTENDED RESPONSE
20 marks
Attempt EITHER Question 25 OR Question 26
Answer your chosen question in a WRITING BOOKLET
Allow at least 35 minutes for this question

In your answer you will be assessed on how well you:

Demonstrate knowledge and understanding relevant to the question
Use the information provided

Apply relevant economic terms, concepts, relationships and theory
Present a sustained, logical and cohesive response

EITHER

25. Discuss the effectiveness of fiscal and monetary policies in terms of achieving their
objectives in Australia.
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OR

26. Discuss the use of environmental policies in terms of promoting ecologically
sustainable development in Australia.

Australian Electricity Generation, by type, 2017
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END OF SECTION lil
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SECTION IV: EXTENDED RESPONSE
20 marks
Attempt EITHER Question 27 OR Question 28
Answer your chosen question in a separate WRITING BOOKLET
Allow at least 35 minutes for this question

In your answer you will be assessed on how well you:

e Demonstrate knowledge and understanding relevant to the question
¢ Apply relevant economic terms, concepts, relationships and theory
¢ Present a sustained, logical and cohesive response

EITHER

Examine the impacts of globalisation on the global economy.

OR

Examine the factors influencing the changing nature of Australia’s external stability.

END OF THE EXAMINATION
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SECTION II: SHORT ANSWERS
40 marks
Marks for each part of the question are indicated
Answer the questions in the spaces provided below
Spend no more than 1 hour and 15 minutes on this section

Question 21

(@ Using the information in the table below, calculate the rate of unemployment.

(1 mark)
Working Age Population Unemployed Hidden Unemployed
100m 10m 35m
Full-Time Employed Part-Timed Employed Home Duties
40m 10m 5m

(b) Using the Consumer Price Index information in the table below, calculate the

rate of inflation in Year 3. (1 mark)
Year 1 Year 2 Year 3
110 120 140

(©) Why is there a conflict between achieving low inflation and low
unemployment? (2 marks)

Question 21 continues on opposite page




Question 21 continued

(d) Outline the concept of NAIRU. (2 marks)

(e) Explain the different approaches taken by macroeconomic policies
and microeconomic reform in terms of reducing unemployment. (4 marks)

Question 22

The following diagram represents the change in income distribution (Lorenz
Curve A to Lorenz Curve B) for a particular nation and is needed to answer
parts (a) and (b) on the next page:

T00%

509

Cumulative Share of Income

0%

0% 50% 100%%
Cumulative Share of Population



Question 22 continued

What has happened to this nation’s income distribution? (1 mark)
What has happened to this nation’s Gini coefficient? (1 mark)
Distinguish between the concepts of income and wealth. (2 marks)

Explain the likely impact on Australia’s income distribution following
arise in the rate of the Goods and Services Tax. (8 marks)

Question 22 continues on opposite page



Question 22 continued

(e) Account for the difference between wealth held by males and females
in Australia.

(8 marks)
Question 23
(@ On the graph below, draw and label the impact of a successful
privatisation program by the Australian government. (1 mark)
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(b) Outline the 3 efficiencies that microeconomic reforms are aimed at. (3 marks)

Question 23 (b) continues on next page



Q23 (b) continued

(©) Using an Australian example, explain how deregulation has been
used as a microeconomic reform. (8 marks)

(d) Explain how competition policy has been used in Australia as a
microeconomic reform. (8 marks)

Question 24 starts on opposite page



Question 24
(@ Outline ONE benefit and ONE cost of using tariffs to protect domestic

industries. (2 marks)

1= =] 1 L

(b) Explain the likely effects of a lower Australian Dollar on Australia’s
Balance of Payments. (4 marks)

Question 24 continues on next page



Question 24 continued

(©) With reference to ONE economy other than Australia, how has the
government responded to fluctuations in the international business cycle?
(4 marks)

Chosen Country: ...

END OF SECTION I

SECTIONS Ill & IV ARE BACK ON THE QUESTION PAPER
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SECTION I: MULTIPLE CHOICE
20 marks
Attempt ALL questions
Select the alternative that best answers the question
Mark your answers on the sheet provided in the ANSWER BOOKLET
Spend no more than 35 minutes on this section

Which of the following is not a typical characteristic of a developing economy?

Dependence on agricultural production
Weak political and economic institutions
Reliance on foreign aid

Low level of inequality

In terms of Australia’s free trade agreements, which one of the following is
structurally different to the others?

ANZ CERTA
AANZFTA
A-US FTA
CHAFTA

This graph represents the Australian economy in 2017/18.
What does it show?

Aanufacturing
12%

Minerals & Metais
55%

Services
212%

Industrial production

Composition of imports

Composition of exports

Composition of the Balance of Goods & Services



4.  Which of the following international organisations has an aim to reduce the rate of
extreme poverty to less than 3% of the world’s population by 20307

A International Monetary Fund

B World Trade Organisation
@  World Bank

D Organisation for Economic Cooperation and Development

Questions 5 & 6 are based on the graph below, showing Australia’s Terms of Trade:
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5.  Which of the following is generally true for the 2011 — 2014 period?

A Export prices have fallen relative to import prices Terms of Trade has risen
® Import prices have risen relative to export prices Terms of Trade has fallen
C Export prices have risen relative to import prices Terms of Trade has risen
D Import prices have fallen relative to export prices Terms of Trade has fallen

o

Which of the following statements is incorrect?

The gains from the Mining Boom Mark | (Price Phase) were helped by the sharp rise/
in the Terms of Trade

Since the last peak shown, Australia has been able to buy fewer imports for a given
level of exports o
Post GFC there was a global recovery, sparking an initially higher Terms of Trade v
The falling terms of trade after 2011 shows that the quantity of exports sold rose
more than the quantity of imports purchased

@OUJZD

e How can a government finance a budget deficit?

Reduce government expenditure

Increase company taxes

Sell Commonwealth Government Securities
All of the above

o Qw >



8.  The following table shows the change in the value of the United States dollar:
Date United States Dollar Australian Dollar
January 2020 1 1.3
March 2020 1 1.5

g

Which of the following theoretical statements is correct?

Imported inflation into America will fall ~~

uj,f“ —> X’JT(L{,IDL[/

Al > Kpdmp A

The volume of American exports to Australia will rise x

C American investment into Australia will fall x
D The Australian Dollar value of Australian debts denominated in US $ will fall X
9. The following international flows have been measured in an open economy:
Flow Australian $ (Millions)
Capital & Financial Account + 45 _ A= -
Net Income (Primary & Secondary) -25 NIT \ .
Net Errors & Omissions -5 2 ’Zgﬁ;_'_ i
Nst Services +5 e —p T IT
Which of the following measurements is also correct?

Flow Australian $ (Millions)
A Net Exports +20 A
B Balance of Trade +15 «

C Exports -10 ~

© Balance of Goods & Services -15 -
10. The following graph represents a model of a 3 sector economy’s income and
expenditure patteriis:
Expenditure
C+1 =140 + 0.8Y
/ C = 80 + 0.8Y
A -
! }Q: o) 5
o
0 L4S v y Income
e e - .
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By how much does income increase between Ye and Ye1

300
60
200
75



11. The following graphs represent the demand (MB) and supply (MC) schedules for two
goods, good (A) and good (B) with the social benefits & costs represented by MSB &

MSC respectively:

(A}
P [ 4
MC
é : MSB H
D MB Lo
Qr Qs Q Qs Qr e ]
What combination of policies would ensure that the social optimum is achieved in
both markets?
GOOD (A) GOOD (B)
A Govt restricting production Govt encouraging production
B Govt legislating for a free market Govt legislating for a free market
(C) Subsidies to the producers Indirect tax on the good v
D Banning imports of the good Reducing the GST on the good

12. The following table represents flows in a five sector economy over three years:

Year 1 Year 2 Year 3
Income 100 200 350
Exports 20 30 30
Govt Expenditure 20 10 30
Investment 10 15 50
Consumption 50 150 250
Imports ? ? ?
In which year(s) do net exports provide the greatest nominal injection?
A  Year1
@P Year 2 R D o+ {0 F 20 + 20 - 7_0 20
C Year3 (Jo )
D Years 1 and 3 equally Lo © D IS0 +30’—{5, os
_ o o 2o

3V
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According to traditional crowding out theory, which of the following is regarded as
the most likely negative consequence of governments running successively bigger
budget deficits over time, ceteris paribus?

Worsening environmental sustainability
Higher domestic interest rates

Lower Current Account Deficits

Higher inflation

If the government budgets for a surplus and there is an unexpected rise in the level
of economic activity, which of the following is most likely to occur, ceteris paribus?

Higher tax receipts Rise in the structural component of the budget surplus

Higher tax receipts 4 Fall in the cyclical component of the budget surplus *

Greater government expenditure X| Fall in the structural component of the budget surplus

Ly

olo|o|>

)

Lower government expenditure / Rise in the cyclical component of the budget surplus 7

15.

In the following diagram, DD and SS represent the demand and supply for cars:

Price

0 =
Quantity

If a subsidy of $10 per unit were paid to producers, shifting the supply curve from SS
to S1S1, what would happen to the price of cars, ceteris paribus?

The price would remain the same
The price would fall by $10

The price would fall by more than $10
The price would fall by less than $10
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If the Reserve Bank of Australia believes that the overnight money market is likely to
deliver a cash rate below the target, what would it do?

Sell Commonwealth Government Securities to reduce liquidity in the market
Sell Commonwealth Government Securities to increase liquidity in the market

Buy Commonwealth Government Securities to reduce liquidity in the market
Buy Commonwealth Government Securities to increase liquidity in the market

Which of the following statements is true regarding the nature of goods?

Goods with positive externalities are usually over-produced by the free market -+
Goods which are rival and excludable are best provided by the government »
Non-rival and non-excludable goods are associated with the issue of free riding
Private property rights do not exist if the good has negative externalities-r

The following diagram shows changes in the demand for and supply of Australian
dollars in the foreign exchange market:

SUS/SA

0.80

0.70

Assuming a floating exchange rate, which of the following would most likely not be
responsible for the change shown?

More foreigners holidaying in Australia f.o D <G
Higher interest repayments on non-A$ loans borrowed from overseas by Australians T"'
Higher dividends received by foreigners from their Australian equities Tus
Increased fears of a slowdown in the Australian economy 7.’ S



Which of the following combinations is generally regarded as causes of
low levels of national income?

Global Factor Domestic Factor
A Weak entrepreneurial culture Pem Phantom aid Gt
B High levels of agricultural protection v Highly skilled labour force >
© Tied aid /] Poor access to capital =
D Sustainable Development Goals  x High levels of foreign debt ~~ i

Consider the following table before answering this question.

)
Year Money GDP ($ bn) CPI pede G [ Guuvim

1 1000 100 [

2 1200 105 vy 3

3 ? 115 (S0 [3r-2%

If Real GDP in year 3 was $1500bn, which of the following combinations is correct?

Eco Growth in Year 2is 20% « Real GDP in Year 1is $1000 +~ _
Money GDP in Year 3 is $1725 «|_ Eco Growth in Year 3is 31.2%
Eco Growth in Year 2 is 14.3% Money GDP in Year 3 is $1304 X

Real GDP in Year 2 is $1143 Eco Growth in Year 3is 16.9% s

x
Year 31500 7 T5 X'V

x= 12
END OF SECTION | |

SECTION II: SHORT ANSWERS
40 Marks
The questions for Section Il are contained in the ANSWER BOOKLET
Please complete your answers in the spaces provided
Marks for each part of the question are as indicated
Spend no more than 1 hour and 15 minutes on this section



2020 Trial Crib-Short Answers
Question 21
a) Calculate the Unemployment Rate

Criteria Marks
10/(40+10+10)=16.67% 1

b) Calculate the Inflation Rate in Year 3

Criteria WETCE
140/120=16.67% 1

c) Why is there a conflict between achieving low inflation and low unemployment?

Criteria

Explained the inverse relationship, both through cost—push 2
factors and demand —pull factors.

Explained either demand —pull factors or cost—push factors
thoroughly.

Stated the inverse relationship 1 |

Better answers stated-relationship is inverse; that to lower Un, required increasing AD, would could
contribute to Demand-Pull inflation; that lower Un is associated with less spare capacity which
would also push up the price of labour causing also Cost-Push inflation.

d) Outline the concept of the NAIRU

Criteria Marks
Outlined the conceptual understanding of the NAIRU thoroughly. | 2

Identified Structural and Frictional Un being present.
Identified the absence of Cyclical Un

Stated that the NAIRU stood for the Non—Accelerating Inflation 1
Rate of Unemployment
Stated the above acronym incorrectly

NAIRU-Stands for the Non-Accelerating Inflation Rate of Unemployment. Learn this now if you
didn’t know it!

Better answers referred to it being the rate of Unemployment at which inflationary wage or price
pressure wasn't stimulated. That at the NAIRU, there is NO cyclical, only structural & frictional Un.
Better answers further identified Australia’s rate at being approximately 4-4.5%(RBA est). Some
answers acknowledged the NAIRU as being a similar or developed concept from the ‘natural rate
of unemployment or the “full rate’ of Un. Some answers also identified it being the rate of Un that
could only be lowered by AS or Micro policies.



e) Explain the different approaches taken by macroeconomic policies and microeconomic policies in
terms of reducing Unemployment
Identified what Macro policies were 3-4
Explained how Macro policies targeted Cyclical Unemployment
through AD.
Explained how Micro policies addressed AS and so addressed
structural, and frictional Un.
And/Or
Distinguished between short term and long term impacts of policies.
Identified what Macro policies were 2-3
Explained how Macro policies targeted Unemployment through AD.
Explained how Micro policies addressed AS and so addressed
structural, and frictional Un.
OR
Explained how Macro policies reduced cyclical Un
Explained how Micro addressed structural Un
Stated what Micro/and or Macro policies were 1-2
Made generalised comment about policy impact on unemployment
Better answers stated that Macro (Monetary and Fiscal) targeted AD. They stated that
expansionary MP (lowering ir's) and expansionary FP (budget deficit) would increase AD and
therefore increase economic growth and lower cyclical Un-as labour is a derived demand. They
then went on to state that Micro might reduce Un through increasing AS. Better answers also
stated that micro AS policies would target structural and frictional Un as opposed to cyclical. Some
also acknowledged the potential increase in structural Un through specific micro policies, but that
this was outweighed by long term increases in growth and allocative efficiency that would result.
Question 22
a) What has happened to the nation’s income distribution?
Criteria | Marks
The economy has become more unequal 1
Movement away from the ‘Line of Equality’ will always cause inequality to increase.
b) What has happened to the Gini Coefficient?
Criteria . Marks
Gini has increased/moved closer to 1 1
The Gini Coefficient will increase as it is a number between 0-1. (1=perfect inequality as 1 person
owns all the wealthl). So, when society becomes more unequal, the number gets closer to 1.
c) Distinguish between concepts of Income and wealth

Criteria Marks
Correctly defined both income and wealth 2
Stated the difference between

Correctly defined either income or wealth 1
Failed to identify the difference

Made a generalised comment about either/both

All that was required for both a) and b) was to state more unequal; and increased. Some people
wrote a paragraph!l! Opportunity cost says this reduced marks in another part of their paper....
Income is the ‘return on factors of production—land; labour; capital and entrepreneurship.



Wealth is the accumulation of income not spent.

Too many people wrote that Y was only wages and salaries. Also, the word ‘return’ is better than
‘money’ here as not all income is monetary.

Buzzwords here are ‘return, factors of production, accumulation’.

d) Explain the likely impact on Australia’s distribution of income following a rise in the rate of the GST

e)

Criteria Marks

Outlined the GST 3
|dentified and explained the regressive nature of the GST

Explained how and why this would increase inequality in Australia’s
distribution of income

May have acknowledged the role of GST funding in provision of
socially valuable resources such as health and education spending by
the state governments and thus also played a role in improving Y

distribution

Stated that an increase in the GST would reduce income inequality 2
Made a statement about the impact of the GST on lower income

groups

Made a generalised statement about the GST 1
Incorrectly identified the impact it would have on income distribution in
Australia

This was done well, most people stated that an increase in GST would increase Y inequality. This is
because it is ‘regressive’ in its incidence (burden). For 3 marks you should also have explained why
it's regressive-a flat rate tax will be regressive because it makes up a larger share of a smaller
income, therefore the lower the income the larger a proportion of income paid in tax. Some people
acknowledged lower incomes having a higher MPC also. Extra kudos to those who went a step
further and stated that the GST actually provides funding to the states so they can finance health
and education spending, thus reducing it's increased inequality somewhat.

Account for the difference in wealth held by males and females in Australia

Criteria Marks
Identified the relationship between income and wealth 3
Explained reasons for the gender pay gap

Explained other reasons that caused disparities in wealth
Explained some reasons for the gender pay gap 2
Explained link between income and wealth

OR

Explained all reasons for the gender pay gap

Failed to make any valid links between income and wealth for
women/men

Generalised comment in regard to gender, wealth and income 1

Again, wealth stems from the accumulation of unspent income. Therefore, inequality of wealth
based on gender stems from the gender pay gap predominantly. Policy such as superannuation
also contribute. Answers then should have described the main reasons for the gender pay gap.
These reasons are:

1. Over representation of women in lower paid careers; also lower representation of women in
management roles, even within these lower paid careers;

2. Over representation of women in part time and casual employment; also over representation of
females taking time away from the workforce.

3. In occupations where wages and conditions are negotiated in a decentralised way, despite
equal training, education and experience women receive less pay for equal work. Better answers
stated the amount of the gender pay gap in Australia-14% May 2020(WGEA)

Notice here how | didn’t say... "Women choose to stay home and care for children”?



Notice how | didn’t say “women don’t do dangerous jobs”? (Also-what do you mean by dangerous
jobs? It's not the 1920’s...).

Notice how | didn’t say men get paid more because they are more desirable workers?

Notice how | didn’t say that “Men get paid more because women have a child birth risk to
business?”

Notice how | didn’t say “Men are better suited for managerial roles and women are more suited for
caring, lower paid careers”?

Notice how | didn’t say “women prefer part time or casual work to allow for their family duties”.
Notice also that | didn’t say men inherit more wealth than females do? Not even the British
Monarchy still think this way...

Always state an educated, open minded, non-sexist, non-misogynistic perspective. Actually, this is
good life advice.

Lessons on feminism 101(Actually, lessons on being a decent human 101)-You can say that
“women are over represented in part time or casual work”, but, you can’t say “women prefer to
work part-time or casual hours”. Why? Because you don’t speak for women. Especially, you don’t
speak for all women. Let women do that for themselves.

Question 23

a) Draw and Label the impact of a successful privatisation program by the Australian government.

Criteria Marks
Shifted the AS curve to the right 1

The AS curve shifts to the right and down, it increases. Many boys just didn’t see the
question...and LABEL!

b) Outline the 3 efficiencies that MER are aimed at.

Correctly identified and stated characteristics of: 3
Technical; Allocative and Dynamic efficiency

Correctly identified all 3 efficiencies 2
Outline 1-2 efficiencies

Correctly identified 1-2 efficiencies 1

Technical efficiency — utilising the most efficient production methods-lowering LRAC to
technical Optimum; engaging in the most efficient and technically advanced production
methods.

Allocative efficiency —operating on the edge of the PPC; operating where OC is the lowest;
directing resources to their most efficient use.

Dynamic efficiency —the ability of firms to adapt to changing markets and demand; to alter
resource use as efficiently as possible.

c) Using an Australian example, explain how deregulation has been used as a MER

Criteria Marks
Defined deregulation and MER 3
Identified, using specifics, one example of deregulation in Australia
Used the example to show that the aims of MER had been achieved
Gave measures for the achievement of MER aims in that example
Defined deregulation/and or MER 2
Identified one or more examples of deregulation in Australia, with
fewer, if any specifics of this example

Outlined some knowledge of benefits gained from this deregulation
Made a generalised statement in regard to a MER policy 1




Deregulation is the removal of regulations-rules and procedural inefficiencies. MER aims to
increase efficiency, to increase productivity and maximise return on all factors of
production/resources increasing AS. An Australian example means a specific policy or
occurrance where deregulation helped achieve these objectives. Some examples used were:
Financial market regulation; labour market decentralisation; agricultural deregulation; airline
deregulation; telecommunications deregulation...You should have made the link between the
policy and the MER outcome as the question asked you to ‘explain’.

Explain how competition policy has been used in Australia as a MER

Criteria Marks

Defined competition policy and linked to MER 3
Identified, using specifics, several aspects of competition policy in
Australia

Used specifics regarding competition policy to show that the aims of
MER had been achieved

Made a few statements regarding competition policy in Australia 2
Identified one or more generalised policies to encourage competition in
Australia, with fewer, if any specifics

Made a generalised statement in regard to competition in Australia 1

National Competition Policy (1995); ‘competitive neutrality’; ACCC; ‘workable competition’ are
all forms of Australia’s competition policy. To achieve full marks you needed an example of
when/how this policy worked to achieve MER aims in Australia eg: ‘4 pillars policy’ “anti—trust
laws’: telecommunications; airlines; mergers and acquisitions...

Question 24

a) Outline ONE benefit and ONE cost of using tariffs to protect domestic industries.

Criteria | Marks
Correctly Identified one benefit and one cost of tariffs 2
Outlined the benefit and costs identified

Identified one cost and one benefit, outlined one benefit or one cost 1

OR

Identified and Outlined either a cost or benefit

This was done well.
Benefits could include — Short term protection of employment; protection against dumping;
source of Gov’t revenue...
Costs—decreased allocative efficiency; protection of inefficiency; long term reduction in
growth; retaliation; difficulty in removal...

b) Explain the likely effects of a lower Aust Dollar on Australia's BOP

Criteria | Marks
Identified the components of the BOP affected by a depreciation 4
Explained the impacts of a depreciation on the CA, BOGS, netPY and

KAFA.

Identified some components of the BOP affected by a depreciation 2-3
Explained some impacts on different accounts within the BOP

Made a generalised statement about a depreciation or the BOP 1

BOP=CA + KAFA
CA...BOGS improves as



X's become more competitive; may be a J-Curve effect in short term; Volume effect
in medium to long term; better answers also acknowledged the inelasticity of demand for
our largest X (Iron ore), the Marshall-Lerner condition;

M’s become more expensive reducing volume of M’s; elasticity discussion here as
M demand more elastic

BOGS Surplus during time of depreciation as evidence

Net Primary Y impact-Valuation effect-depreciation causes Australian value
of foreign debt service flows held in o/s currency to increase, thus negatively impacting the Net
PY balance. This is offset by increasing $AUD value of inflows of foreign asset returns held by
Australians. Better answers stated the actual balances on these accounts.

KAFA—valuation impact on financial assets held by Australians O/S and by
foreign investors here, cheaper for overseas investors to invest in Australia, may cause
increased inflows on Financial account. Better answers included eg’s of depreciation of $AUD
on real balances of these accounts...Tip for new players- Picture the structure of the BOP and
start with the BOGS impact on the CA, go to the FA and the KAFA and then back to the
resultant impact on the NPY and therefore CA again. This process follows the trail of money and
its subsequent impacts on both accounts.

c) With reference to ONE economy other than Australia, how has the government responded
to fluctuations in the IBC?

Criteria Marks
Explained specific government responses from China in response to 4
fluctuations of the IBC

Used specific policy responses

Gave evidence for both the fluctuation/s and the policy responses

Explained some government policies from China and vaguely linked 2-3
them to the IBC
Made generalised statements about globalisation and China’s 1

economic policies

Answers should have discussed specific Chinese policies that were used to address
specific fluctuations in the IBC.

The fluctuations referred to could have included: the current post Covid drop in growth; the
GFC drop in growth; secular stagnation post GFC; Growth in the IBC pre GFC and since
the 80's. As always the more current the fluctuation, the more impressive the response.

The Policies could have included: Fiscal stimulus; Monetary Stimulus; Increased domestic
demand and development to insulate the economy; OBOR to foster faster growing trading
partners; focus on Al and technology. Manipulation of the currency is not a strong answer
as it is not a response to fluctuations, more a policy to maximise trade. It was not
implemented to counter a fluctuation in the IBC, but to give China a trade advantage.



SGS HSC TRIAL EXAMINAITON 2020

25. Discuss the effectiveness of fiscal and monetary policy in terms of achieving their
objectives.
CRITERIA MARKS
e Demonstrates factually precise and extensive knowledge to develop a logically sequenced 17 - 20
answer that clearly identifies the effectiveness of fiscal and monetary policy in terms of
achieving their objectives.
e Uses relevant data to support a contemporary and comprehensive discussion that
recognizes the objectives under which fiscal and monetary policies are set
e Integrates economic terms, concepts, issues, relationships and theory in a highly competent
manner
e Good use of appropriate knowledge to develop an answer that highlights effectiveness of 13-16
fiscal and monetary policy in terms of achieving their objectives.
e Uses relevant data to support a discussion of the objectives under which fiscal and
monetary policies are set, but lacking some depth of analysis
e Sound usage of economic terms, and concepts and relationships are applied in reasonable
detail
e Uses correct and usually relevant information to demonstrate some knowledge and 9-12
understanding of the effectiveness of fiscal and monetary policy in terms of achieving
their objectives.
o Discussion of the effectiveness of fiscal and monetary policies is flawed in places, detracting
from the quality of the response
s Use of economic terms, concepts and relationships is limited, highlighting weak
comprehension
» Lacks any development of a suitable response 5-8
¢ Makes minimal use of data to support discussion
e Use of relevant economic terms, concepts and relationships is extremely limited
e A response that reflects a standard barely above a non attempt 1-4

Comments:
20-2,19-5,18-8,17-14,16-15,15-8,14-8

Mean: 16
Median: 16

Comments

The standard certainly varied. The better answers mostly worked within time periods,
outlined leading indicators, prioritised objectives, discussed policy stance and ONLY
THEN examined the effectiveness of the policies. Some also referred to economic
functions like income distribution, reallocation of resources and external stability, which is
excellent if you write fast, legibly and have a memory for statistics but most focused on
sustainable growth, inflation targeting and full employment as key objectives.

Many wrote all they know on macro policy theory and a narrative about changes in stance
without answering the question - discussing the effectiveness. If | have written
‘effectiveness?’ on your paper, you know | am talking to you.

An explanation on the implementation not necessary unless you tie in the unconventional
liquidity measures introduced during emergency stimulus settings in 2020

STATS, STATS and more STATS...are needed to write a decent response.



How to use the stimulus:
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A - contractionary stance, B — why the expansion? change in govt? MP and FP both
expansionary, C — mildly contractionary

1 — Contraction, 2 — incremental expansion, 3 — What was gong on here? 4 — expansionary then
emergency measures

Answers could include:

INTRODUCTION

Definition of monetary and fiscal policy, objectives and statement about effectiveness

BODY

Relevant theoretical diagrams:

MP and FP as instruments of macro policies (Cyclical/Demand-Side/Y=C+I+G+X-M),
countercyclical auto stabilisers or income and expenditure analysis much more useful than the
corridor diagram for implementing MP. Please LABEL correctly and REFER to them if you include
them.
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NB - many responses created time frames, identified the state of the nation, discussed
specific monetary and fiscal policy decisions and THEN commented on effectiveness. The
crib here is split so that you have detailed material on both policies and you can work out
how best to arrange it.

MONETARY POLICY

Introduction

- Is undertaken by the RBA, NOT the Govt.

- Is generally the “swing arm” instrument

- Specific aim is to achieve inflation target of 2-3% pa on average over time
as this is regarded as a pre-condition for achieving sustainable eco growth.

- Works via the transmission mechanism which has a number of channels: inter-temporal
substitution effect, cash-flow/liquidity, expectations, exchange rate and asset p/wealth —in

theory, anyway.

Recent Policy
- In detail inc. SPECIFIC reference to inflation target/objectives:

2009 - 2011:

x 7 cash rate rises to 4.75% (last one was Nov 10) as inflation pressures emerged coming out of
the GFC. Growth back up to 3.3% in 2009/10 as Mining Boom Mark Il takes /took hold. Petrol,
utilities (gas, elec andwater) and food prices (floods, Cyclone Yasi, supply issues) main
contributors to inflation with CPI reaching 3.6% in 2011 and underlying rate strengthening to
2.75%. Concern too re capacity constraints inc NAIRU as unemp falls to 5%. Also, one negative
growth quarter due to natural disasters as well as Euro and US financial crises suggest next
movement would be up. Cash rate tightened to 4.75% in 2011

2012 - 2016:

Challenging times for the RBA with growth slowing to 2.5% (3/13) and unemp rising to 57%
(7/13). Also issue of 2 speed economy with WA and Qland booming with mining but other states
struggling. RBA cut the cash rate to 2.75% (5/13) and again to 2.5% (8/13). Note this was then an
all-time low for the cash rate and lower than the ‘emergency setting’ of 3% in the GFC. Main
reason was little evidence of demand-pull or cost-push inflation pressures. D-side: weak C; high
S (10.5% of Y); mining | peak; other | slow (RBA waiting on dwelling | to 1). S-side: wage price
index subdued (3.1% pa in 5/13); other cost pressures weak. Also imported inflation pressures
reduced with the (still relatively) high $A making M (of both final g ands plus inputs) cheaper.
China also slowed with growth estimate for 2012 of 7.5%.

Euro sovereign debt crisis was not resolved quickly, whilst USA and Japan not recovering.
Clearly global uncertainty was denting consumer confidence both here and across the globe

More recently growth has slowed to 1.7% (3/17) and inflation is at 1.9% (6/17); indeed, CPI has
been below 2% for 10 out of last 11 quarters (almost 3 years). Also, average wage growth is at
record low of 1.9% pa, which is preventing any significant 1 in consumption. Consequently, May
2016 there was another 0.25% cut to 1.75% and the last cut was in August 2016 to 1.5% (a new
record low), where it has stayed for the last year. This is clearly an expansionary approach;
indeed, RBA recently talked about the neutral cash rate (basically the ‘sweet spot’ in terms of
cash rates/the long-term average even) as now being 3.5% rather than 4.5%. RBA faces a
difficult decision as inflation is well below target and growth needs boosting but, if it cuts rates
further, there will be further upward pressure on a housing market, which is already overheating
in Sydney and Mlb. Aiso doubts re its effectiveness in boosting C and I/Keynes’ ‘animal spirits’ as
confidence is lacking especially with global political turmoil. It can’t raise them yet either as this
would dampen any recovery and put further upward on the already ‘high’ dollar (@US0.80), which
is hurting X and M-competing firms.



2016-2019

i) 2016-2017: Growth has slowed to 1.7% (3/17) and inflation is at 1.9% (6/17); indeed, CPI has
been below 2% for 10 out of last 11 quarters (almost 3 years). Also, average wage growth is at
record low of 1.9% pa, which is preventing any significant 1 in consumption. Consequently, May
2016 there was another 0.25% cut to 1.75% and the last cut was in August 2016 to 1.5% (a new
record low). This is clearly an expansionary approach; indeed, RBA recently talked about the
neutral cash rate (basically the ‘sweet spot’ in terms of cash rates/the long-term average even) as
now being 3.5% rather than 4.5%. RBA faces a difficult decision as inflation is well below target
and growth needs boosting but, if it cuts rates further, there will be further upward pressure on a
housing market, which is already overheating in Sydney and Melbourne. Also doubts re its
effectiveness in boosting C and I/Keynes’ ‘animal spirits’ as confidence is lacking especially with
global political turmoil. It can’t raise rates yet either as this would dampen any recovery and put
further upward on the ‘high’ dollar (@US0.80), which is hurting X and M-competing firms.

i) 2017-2018: Cash rate has been 1.5% since Aug 2016, inflation @ 2.1% - expansionary MP
continued to underpin economic growth as Australia transitions to non- mining growth. GDP
growth is expected to average a bit above 3 per cent in 2018 and 2019. This should see some
further reduction in spare capacity. Business conditions are positive and non-mining business
investment is continuing to increase. Higher levels of public infrastructure investment are also
supporting the economy, as is growth in resource exports. One continuing source of uncertainty
is the outlook for household consumption. Household income has been growing slowly and debt
levels are high. Growth in consumption remains constrained due to low wages growth. The
drought has led to difficult conditions in parts of the farm sector.

2018 - 2019

A number of global and domestic risks were causing concern about Australia’s economic
performance:

e Trade tensions between US and China were a potential risk if Chinese economic growth
was to slow - softening investment intentions

e Domestically main concern was slow growth of household consumption, constrained by
low wages growth

e While unemployment steady and strong growth in jobs, underemployment remains an
issue - spare capacity keeping wages growth low

e Credit restrictions on investors domestically softened the demand for housing

The RBA left the cash rate unchanged at 1.5% for over two years (until June 2019, then dropped
50 basis points in 2" half 2019) but often throughout, mentioned the need for the government to
apply direct fiscal stimulus due to the diminishing marginal effectiveness of expansionary
stimulus

Overall Effectiveness

Advantages:

Short implementation lag (meets every month except Jan)

Independence from govt/political pressures; eg in run up to an election has been effective in
restraint

Disadvantages:

e Long impact lag (6 — 18 months for full effect; RBA's Chris Kent said a 1% | in cash rate
leads to an 1 in GDP by 0.5 - 0.75% over 2 years and? in inflation by < 0.25% pa over 2 —
3 years); eg reason why fiscal policy took dominant role in GFC and COVID-19.

e Blunt; eg 2011/12 unable to deal with the 2/multi-speed economy when needed to
increase interest rates to curb inflation. Those increases affected all sectors through
higher borrowing costs AND they contributed to the rising $A, which helped mining indies
but not service and other X industries, nor import-competing indies.



Not so effective in:

a) boosting agg d; consider the liquidity traps or ‘zero lower bound’ issues where long-
standing v low interest rates have failed to spark recovery eg Now!!

b) addressing structural issues such as high CAD, low productivity
Conflicts; eg 1cash rate to |infl but may cause 1 unemp; or | cash rate to 1 growth but
may cause 1 d for M and worsening of balance of trade/CAD

Judgement:

Over the longer term RBA has done well to manage inflation targeting. Australia also achieved
world record of years without a recession so successful (despite current issues...)

May have been more effective if supported by fiscal policy stance in more recent phase; latter
has been contractionary due to political constraints of getting rid of the deficit/| govt debt (see
below)

FISCAL POLICY

Introduction

- Use of Federal Govt’s budget to achieve its objectives

- General impacts on eco growth, reallocation of resources, income distribution and national S
- Keynesian ‘pump priming’ the economy to boost it out of recession; e.g. Rudd in the GFC and
current emergency settings in 2020

- Objectives have varied with the times

Recent Policy
e 2011 - 17 Budgets:

4 key goals:

1) Fiscal Consolidation and return to surplus

2) Lift Workforce Skills and Participation

3) Boost Infrastructure Capacity

4) Increased Spending on Priority Areas

A series of successively smaller deficits were planned. The overriding aim of both Labour and
Liberal budgets has been to reduce the deficit/get the budget back into surplus as a result of
political pressures of their own making; ie their pre-election(s) promises!! At the beginning of this
era this contractionary stance supported monetary policy but once the RBA started to | the cash
rate, the macro policies were in conflict and they remained so until 2020. However, it is worth
noting that each budget has suffered from ‘blow outs’ (‘unforeseen’ t in G and/or | in T, mainly
as a result of automatic stabilisers kicking in as the economy slowed). The 4-year forecast for
each of these budgets had the outcome back into surplus in its 4th year but none got there!

e Main sources are PAYG 47% of total, Indirect Tax (incl. GST) 25% andCo Tax
18%

e 2% deficit repair levy for those earning $180k removed from 1/7/17

e 2 major new initiatives:
1) Increase in Medicare Levy from 2% to 2.5% from 7/19 to raise $8.2bn over 4
years towards NDIS funding
2) Big 5 Bank Levy of equivalent to 0.06% of deposits over $250k to raise $6.2bn
over 4 years from 7/17

e Pushed hard on 2016 ‘10 Year Enterprise Plan’ with big cuts announced for
companies with $10 m or less turnover cut to 27.5% from 30% (or from 28.5%



currently if turnover less than $2 m) this year then future cuts to be phased in so
most companies will pay 25% by 2027 — never passed in Senate

2018/2020 Federal Budget

The stance of both the 2018-19 budget and 2019-20 budget were mildly contractionary -

with a change of 0.2% of GDP in the budget outcome (2019) and 0.6% of GDP in 2020. Note
that 0.2% of GDP is around $3.2b in an economy of $1.8t - in other words, not a significant
difference at all in terms of being a drag on growth. Indeed, it was thought the actual outcome for
2018-19 may turn out to be expansionary depending upon the actual level of tax receipts and the
impact on that of external factors of commodity prices, overseas interest rates, the exchange
rate, trade tensions, the participation rate and the level of wages growth. Importantly, the
improvement in the 2018-19 budget fiscal outlook was not policy driven but

rather the result of some “heroic assumptions” (Grattan Institute) specifically:

e despite the lowest wages growth in 18 years, wages growth was assumed to move to
3.5% per year, with a consequent uplift in tax revenues (it did not get there)

« the wage growth, through increases in C, lifts economic growth to above trend 3%

e spending growth in real terms declining from 3.1% (2019) to 0.2%(“Herculean spending
restraint” - Gittins)

PROGRAMS AND POLICIES WITHIN THE 2018/19 and 2019/20 BUDGET

The 2018/19 budget was the third (and final) budget for Treasurer Scott Morrison, and
occurred in the context of being the last budget before a Federal election was called. The
2019/20 Budget, delivered by Josh Frydenberg, was delivered immediately prior to the calling
of the 2019 Federal election and was ultimately the economic platform that the government
successfully took to the election.

In that context, the political constraint of re-election had a significant impact on the policy
setting of both budgets, including:

e introduction of a speed limit on taxes as a percentage of GDP - keeping taxes as a share of
GDP within a 23.9% cap (introduced 2019 and kept 2020)

e« total savings initiatives of only $30.7m in the 2018/19 year, and no savings in 2020 (actually
$7m increase spend within savings measures)

e introducing the Personal Income Tax plan - an offset for low and middle income earners
(max $530 per year increased to $1,080 per year in the 2019/20 Budget) and lifting the 32.5%
tax bracket to $90,000 (from $87,000) from 1 Jul 2018 - reducing revenue by $13.4b over 4
years (impacting over 10m Australians)

e cancelling the proposed 0.25% Medicare increase to fund the NDIS program (from the
2017/18 budget) - reducing revenue by $12.8b over 4 years

e targeting the black economy in illicit tobacco sales and generally - increasing revenue $6.1b
over 4 years

e expansion of the pensioner work bonus - age pensioners to earn up to $300 per fortnight (up
from $250) without reducing pension payments

e extension of the small businesses $20,000 instant asset write-off to encourage investment,
increased to $30,000 in 2020 for business up to $50m turnover

e $24.5 billion for new nationally significant transport projects

e an additional $1.9b over 12 years in national research infrastructure to help Australians deliver
high impact research in health, manufacturing and agriculture; $41m to establish a national
space agency and grow the Australian space industry and $140 million for the Pawsey
Supercomputing Centre in Perth and the National Computational Infrastructure facility at the
Australian National University.

e Changes to G and T can be very targeted.



Disadvantages:

e Long implementation lag; only set once pa (May) - except emergency settings

e Politically motivated so has focused on short term rather than medium/long term, with
particular emphasis on reducing the budget deficit/debt

Judgement:

e Due to political focus on | deficit/debt, fiscal policy has conflicted with monetary
policy’s expansionary stance in recent time period

e However, as mentioned above, Australia has had record period of growth, contained inflation
and lowish unemployment, | CAD, etc...although could we have performed better??

LIMITATIONS OF FISCAL POLICY

There are a range of limitations and constraints on fiscal policy.'Whilst the impact time frame
is quite short (a few months), there are a range of economic and politicat constraints vehich
impact fiscal policy. Constraints include time fags, global influences and political constraints.

In the recent Australian context, the following are limitations or enablers in refation to fiscal
policy:

Current The contractionary impetus of the tail of the mining investment

buslness ¢ycle  boom fimited revenue growth, which limits the use of fiscal policy
to improve income distribution. Baunce in commodities prices,
improvement in global growth and increased employment has
increased collections of personal and corporate income taxes ($40b
over 5 year increase).

Global The GFC significantly narrowed Australia’s policy choices Without

buslness cycle  the GFC.Australia would have continued with small surpluses, which
could then have been used to provide the financing for expansionary
budgets to manage the tail of the mining investment boom. On the
other hand, the growth impetus provided by the industrialisation of
China and the mining investment boom provided fiscal policy options
in refation to retiring debt, reducing taxes. increasing social welfare
payments and saving modest surpluses. An economic downturn in
China. or global trade tensions, would operate as a constrzint on
domestic fiscal policy choices.

Current VWhere existing government debt (borrowing) is too high, this may

borrowlng and  preclude future borrowing to fund expansionary budget outcomes.

saving position VVhere savings are available, this may provide the fiscal space in
onder ta respond to adverse shocks in the economy. Rebuilding fiscal
space is the objective of fiscal consolidation, which results in pro
cyclical rather than counter cyclical fiscal palicy.

Demographics  Population demographics. for example the ageing of the population,
puts pressure on the budget by increasing social welfare spending
and health spending, which will worsen the budget position unless
taxes rise (health costs increasing faster than inflation).

Globalisation Globalisation, tanifl reductions and movement of jobs overseas may

impacts increase imports, lower AD, reduce personzl and company income
tax receipts, increase unemployment. and increase social weliare
payments, retraining spend. and industry adjustment programs.

Previous micro Financial deregulation (floating dollar in particular) provided an

reform important shock absorber for the economy (slowing non mining
parts of the economy) resulting in a smaller role for macro {fiscal
and monetary policy) in managing the fluctuations in the level of
economic activity.

However, one of the most important constraints on fiscal policy is the potitical
constraint — which has two dimensions: getting laws passed. and getting elected.The
budget is a plan, which requires legislation to be passed to put in place. In recent Australian
political history, the party in office (which controls the House of Representatives) has not
controlled the second chamber of the Parliament, the Senate. The impact of this on fiscal
policy is that whilst disputed measures can be easily passed in the House of Representatives,
they never become law because the Senate refuses to pass them.This was the case, for
example, with the Hockey zombie measures and delays to Turnbull's corporate tax cut
proposals.



ECONOMIC GROWTH LIFTED AHEAD OF VIRUS IMPACT (maybe monetary policy working,
finally...?)

Australia’s annual economic growth rate increased slightly late last year according to National
Accounts data. The National Accounts measure the level of income, production and expenditure
in the economy over a specific period. Changes in these three aggregates, which are in theory
equal to each other, indicate the level of economic growth that has taken place between two time
periods.

Economic growth is the most commonly measured by estimates of the level of production or
output in an economy via an aggregate known as Gross Domestic Product (GDP). During the
December quarter of 2019, the level of GDP increased by 0.5%. This was marginally lower than
the 0.6% expansion in GDP recorded in the September quarter; but was above the 0.2% rise
recorded in the same quarter of 2018. For the year to December 2019, the rate of economic
growth was 2.2%, up from 1.8% in the year to September.
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The chart above shows that the current rate of growth is above the low points reached around
the time of the Global Financial Crisis (GFC)

The main contributors to economic growth over the December quarter were stronger consumer
spending and government spending, as well as a rise in inventories. A 0.4% rise in household
consumption, in real seasonally adjusted terms, was an improvement on the rate of increase of
just 0.1% in the preceding quarter — but still below the longer-term quarterly average rise of
0.9%. Consumption spending by households is the largest component of domestic demand.

2020 - UNPRECEDENTED STIMULUS IN RESPONSE TO CORONAVIRUS SPREAD
Monetary and Fiscal policy emergency settings

The Reserve Bank and Commonwealth Treasury are attempting to cushion this financial and
economic blow by ensuring the financial system keeps operating and providing income
supplements to affected workers and businesses to sustain them through the predicted slump.
The initiatives listed below amount to $319 billion of support to individuals and businesses. This
represents 16.4% of annual Australian Gross Domestic Product. Beyond that, the Reserve Bank’s
decision to lower cash interest rates and purchase bonds to lower medium-term lending rates,
provides a substantial additional source of stimulus.

Date Description Scale
3 March, . .
2020 Monetary Policy Decision Cut cash rate by 0.25% to 0.50%

12 March, First economic support and stimulus

2020 S $17.6 billion total package value




16 March, Suboort for markets Increased purchase of bonds and short-
2020 PP term securities (repos)
Further 0.25% reduction in cash rate to
0.25%
19 March Targeted yield of 0.25% for 3-year bonds
2020 ! Unconventional Monetary Policy 3-year term $90 billion funding for banks
to support small businesses
Bank deposits at the RBA will earn
0.1%pa interest not zero
19 March, , $15 billion to purchase securities of
2020 Federal government SMEfunding | ¢\ 5)er ADIs and non-ADI lenders
20 March, Easmg of responsible Iendl'ng Quicker flow of funds when banks lend to
requirements for small business :
2020 . small business
credit
22 March, | Second economic support and -
2020 SiiSpaEkaEe $66.1 billion total package value
30 March, | Third economic support and .
2020 stimulus package $130 billion total package value

Overall, these are very substantial and unprecedented initiatives. However, despite their
maghitude, they may still fail to neutralise the size of the economic downturn likely experienced.
The announcements provide a degree of reassurance regarding continuity of income for
individuals and businesses, but there will still be considerable short-term economic uncertainty.
The worst of the economic impact of the pandemic is expected to be in the June quarter and
most of this support will be delivered in that period — whether in cash or incentive.

The huge scale of the fiscal support program will push the Commonwealth Government’s budget
position deeply into deficit and substantially lift government debt levels. The government has
announced a lift in the debt ceiling from $600 billion to $850 billion ‘to ensure it has the capacity
to deal with the ongoing economic impact of the coronavirus.’ In addition, the date of the 2020-
2021 Budget Statement has been delayed from May untif 6 October, 2020.

Monetary Policy 2020

Headline and underlying inflation were forecast to pick up to 2% in 2019-20 but this came to an
abrupt halt with the onset of the COVID-19 pandemic. Business went into hibernation which
quickly impacted on spending, output and unemployment levels. In order to support fiscal
stimulus, MP became more accommodative:

e Reduction in the cash rate from 0.75-0.25. CR will not be increased until the economy is
making sustainable progress towards goals of full employment and inflation target

e Introduction of a target for the yield on 3yr AGB of 25 basis points and being prepared to
buy govt bonds to achieve that target.

¢ Introduction of a Term Funding Facility in which ADIs have access to funding from RBA at
0.25% with additional funding available if ADIs increase lending to business.

e Using daily market operations to make sure there is plenty of liquidity in the financial
system

o Modifying the corridor so that ESA earn 10 basis points not zero.

The low int rate environment should keep AUD low to help exports



STATE OF THE ECONOMY, JULY 2020

Budget Bottom Line

2019-2020 2020-2021
Mid-Year Economic and - -
Financial Outlook (MYEFQ) | ©° Pilion e Billion
Revised $-85.8 billion $-184.5 billion
Key Economic Forecasts
2019-2020 2020-2021
GDP -0.25% -2.25%
Wage Growth 1.75% 1.25%
Unemployment 7% 8.75%
Inflation -0.25% 1.25%
Debt
Gross Debt Peak
MYEFO Revised
$593 billion $851.9 billion
Net Debt Peak
MYEFO Revised
$361.1 billion $677.1 billion

Employment Crisis
| Jobkeeper
Until September 27, 2020

September 28, 2020 — January 3, 2021

$1500 per fortnight

$1200 per fortnight OR $750 per fortnight for
those working 20 hours or less

$1000 per fortnight OR $650 a fortnight for
those working fewer than 20 hours a week

January 4, 2020 - March 28, 2021

Jobseeker
Until 24 September, 2020

September 25, 2020 — December 31,
2020

$565 per fortnight, plus the $550 Coronavirus
supplement ($1115 per fortnight)

$565 per fortnight plus a $250 Coronavirus
supplement ($815 per fortnight)

The Treasurer also announced a range of
economic forecasts in the JEFU Statement.
Overall economic growth is anticipated to be
negative in both 2019/20 and 2020/21, Forecasts
of major economic variables are provided in the

table below:
Econanle Varlable | Dulcomnes i Forecasts

| zosas 201920 202029
R voss deasi product 20 e 2 v
Héuiarald consempbon 20 2173 (1
Dwiing iovealavent 0 16
Tols business wrastment 0,9 k] 12 13y
Eagoits of goods &nd sences 4.0 1172 (R T
Impnts of goocs and seneces 03 8 L]
Mt eaponts o8 114 0y
Moming 9'0s3 domess produc! 53 2z 4 ¥y
[Compumer pice noex (T Avgel 1.6 -1ia 114
Wage pree sndex (Year Avgel 23 1304 1 1
Paricgaton ratz {uw QU 66.0 QW4 a4 34
Enibloyniend (e Atk 25 Ee) 1
U rpdoyimient rite (Jane Ol &2 7 .34
Tems of Lrsd= 55 1374 12 14
[(Cumest acteunt balance (% GOV) 07 134 1 14

Source: SEFU Statement July 2020 Percentage change an preceding
year untess indicoted.

Job trainer and health spending increases were announced in June economic and fiscal
update.




SGS HSC Trial Examination 2020 comments

Q26. Discuss the use of environmental policies in terms of promoting ecologically
sustainable development in Australia.

CRITERIA MARKS

e Demonstrates extensive knowledge to develop a logically sequenced answer that 17 - 20
clearly discusses the the use of environmental policies in terms of promoting
ecologically sustainable development in Australia.

e Uses relevant data to support a contemporary & comprehensive discussion

o Integrates economic terms, concepts, issues, relationships and theory in a highly
competent manner

e Good use of appropriate knowledge to develop a logically sequenced answer that 13- 16
clearly discusses the use of environmental policies in terms of promoting
ecologically sustainable development in Australia.

e Sound use of economic terms and applies economic concepts and relationships

e Uses correct and usually relevant information to develop an answer that discusses 9-12
examines the use of environmental policies in terms of promoting ecologically
sustainable development in Australia.

e The discussion of the influences is flawed in places and there is a lack of relevant
data

e The use of economic terms and economic concepts and relationships shows some
weaknesses in understanding

e Lacks any development of a suitable response 5-8
e Makes minimal use of data to support discussion
e The use of relevant economic terms, concepts and relationships is absent

e A response that reflects a standard barely above a non - attempt 1-4

Marks 19-2,18-5,17-3,15-1,14 -1
Median - 18 Mean - 17
Comments:
e This question achieved a higher median than Q25 - possibly easier to structure.
¢ A definition of ecologically sustainable development in Australia was necessary
e Boys continue to write long, descriptive paragraphs with lots of unrelated points — more
planning required for some, including keeping sight of what the question is asking

Background

Ecologically Sustainable Development (ESD) is a situation where the rates of usage of environmental
resources by current generations should not compromise the ability of future generations to use or
enjoy these resources. The goal of achieving ESD therefore involves achieving intergenerational
equity in the use of environmental resources.

Ecologically sustainable development in Australia is a major objective of the Australian
government’s economic policy. It is linked to environmental sustainability which refers to achieving
rates of renewable resource usage, the level of pollution, and the depletion of non-renewable
resources that can be continued on a sustainable basis:

e The rate of harvest should not exceed the rate of regeneration

e The rates of pollution and the generation of waste products by households and industry
should not exceed the capacity of the environment to assimilate such waste. A sustainable
rate and level of waste disposal should be achieved through recycling and the adoption of
more efficient and clean technology to reduce carbon poliution.

e The depletion of non-renewable resources (such as coal, oil and gas) should involve the
development of renewable substitutes for these resources. The movement to cleaner sources
of energy and reduced reliance on coal fired electricity generation is taking place in Australia
but at a slower pace compared to other advanced emerging countries.




Different government, both domestically and globally, have regarded this goal with different levels of
priority. The case for intervention lies with the concept of market failure; i.e. the market fails to
produce socially optimum outcomes with regards to the environment. This is associated with the
concept of negative externalities, where the cost of a transaction between the buyer and seller also
impacts on a 3rd party; e.g. with pollution.

Kofi Annan (ex UN Secretary-General) described Australia as a ‘free rider’ with respect to climate
change in 6/15 Indeed, the Stern Report (2006) describes climate change as ‘the greatest market
failure that the world has seen’.

Another damning report was the Garnaut Report (2008). Instigated by the Labour Govt to study the
impact of climate change. The report found that the consequences for Australia of doing nothing
would be severe including:
e Reduce our GDP by 4.8%, consumption by 5.4% and real wages by 7.8% by
2100;
« Cause permanent damage to sensitive areas such as bleaching of the Great
Barrier Reef due to rising ocean temps and loss of up to 80% of Kakadu
wetlands;
¢« Damage to our tourist industry;
e |ncreased incidence of skin cancer, heat stroke and malaria;
¢ Increased frequency and duration of drought in southern Australia causing a
decline in agricultural production;
¢ Loss of flora and fauna.

In his final report Professor Garnaut recommended that Australia should immediately express its
willingness to reduce carbon pollution by 25% by the year 2020 as part of a global agreement that
stabilises carbon poliution at 450 ppm (parts per million).

Using the stimulus:
Australian Electricity Generation, by type, 2017

Matural gas
21%

Small-scale
solar PV
Renewables
Black coal

; 2%
Despite increased investment in renewable energy sources, they still only account for 17% of electricity
generation compared to 60% from coal
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The Emissions Reduction Fund is designed to achieve Australia’s 2020 emissions reduction target of 5% below
2000 levels by 2020 and 26%-28% below 2005 emissions by 2030 — does it look like it is working



POLICY OPTIONS

International Agreements

Montreal Protocol, 1987

One of first successful global agreements with the banning of cfcs to reduce the hole in the ozone
layer. Due to its widespread adoption and implementation, it has been hailed as an example of
exceptional international co-operation, with Kofi Annan (then the Secretary-General of the UN)
quoted as saying that "perhaps the single most successful international agreement to date has
been the Montreal Protocol". It consisted of two ozone treaties, which were ratified by 197
countries and the EU, making them the most widely ratified treaties in United Nations history.
Production was phased out by 2000 and the ozone layer should recover to pre-1980 levels by
2050/2065.

Kyoto Protocol, 1997

Kyoto was initially a 160-nation agreement that required industrialised countries to reduce their
average national emissions by approx. 5% below their 1990 levels over the period 2008 - 2012.
Neither Australia, under Howard, nor the USA signed up as both felt that the highest polluting
countries (in nominal terms, not per capita - China, India, etc) should have had the highest targets.
However, these countries argued against this idea as they said that the problems had been created
by western countries in the first place! Rudd did eventually ratify Australia’s participation in 2007 as
soon as he was elected but it was not turned into domestic law. It has generally been regarded as a
very positive step forward for the environment, but many would say it wasn’t enough (and some
even say it was too much).

Copenhagen Summit, 2009

This was to negotiate future action following on from the Kyoto Protocol of 1997. Whilst it is true that
no legally binding agreement was reached by the 194 countries at the Copenhagen Summit, there
were some positives:

e Developed and developing countries have agreed to hold global temp increases to
below 2%. This represents the first wide ranging agreement on ‘dangerous’ climate
change

e The fact that both developed AND developing countries have agreed is significant

¢ Commitment towards transparency made

e Developed countries have agreed to deliver U$30bn in 2010 — 2012 to help developing
countries and mobilise U$100bn pa to support such climate change actions

e Encouragement of related new technology and innovation

e Immediate mechanism to reduce emissions from deforestation in developing
countries.

So far about 120 countries have pledged their support and these make up 80% of total world
emissions .... so not exactly a ‘failure’.

Australia initially pledged to reduce emissions by 5% of their 2000 level by 2020; this was quite
significant as it represents us reducing our emissions by 22% of the level to which they were
projected to have grown. Furthermore, with our rising pop, this is a decrease of 28% per
person/capita. Indeed, as at June 2013, we have made some significant progress towards this goal.

The Paris Agreement
An historic global climate agreement was agreed to under the United Nations Framework Convention
on Climate Change (UNFCCC) at the 21%t Conference of the Parties held in Paris from 30" November

to 121 December 2015.

The Paris Agreement set in place a framework for all participating countries to take ‘climate action’
by reducing their greenhouse gas emissions from 2020, building on existing international efforts in
the period up to 2020.

Key outcomes of the Paris Agreement (which is a co-ordinated global plan to reduce carbon
emissions and adapt to the impacts of climate change) include the following:



e A global goal to hold the average temperature increase to well below 2°C and pursue efforts
to keep global warming below 1.5°C above pre-industrial levels.

e All countries are to set mitigation targets from 2020 and to review targets every five years
with a view to increasing them after a global stock take of emissions.

e Robust transparency and accountability rules were drafted to provide confidence in
countries’ actions and to track progress toward achieving their targets.

e Promoting action to adapt and build resilience to climate impacts such as on agriculture,
infrastructure and urban and rural populations.

e Financial, technological and capacity building support to help developing countries
implement the Paris Agreement.

The Australian Government has an overall commitment to reduce greenhouse gas emission by 5%
from 2000 levels by 2020. The Australian government’s commitment under the Paris Agreement is a
target of reducing emissions by 26%-28% below 2005 levels by 2030.

e Post-2020 emissions reductions targets announced with global average being -37%, with
Switzerland highest at -51% and UK -50%. Australia is well below the average at -19%. USA
is -43%, EU -33%, NZ -23% and Canada -16%.

Trump’s decision of 6/17 to pull the USA out of its commitments so future of this agreement is
unclear...

Other International Agreements that could have been mentioned:
e The World Heritage Convention
e The Antarctic Treaty

COMMAND AND CONTROL

Much environmental intervention takes the form of legislation to prohibit/limit emissions and other
activities, which deals with the problem directly. However, some (economists) say that regulation
does not give the best trade-off between eco growth and env quality as it does not create incentives
to find cheaper ways of reducing env damage.

Successful examples include:
e Global banning of cfcs at the Montreal Protocol in 1987 (see Montreal Protocol)
e Banning of leaded petrol by the Aust govt, phased out by 2002
e Setting targets; eg Australia had a renewable energy target (RET) of 20% of all energy
consumed by 2020. But has in 5/15 been reduced from 41,000 gigawatt hours to
33,000 gigawatt hours; ie decrease to 16%. Also we have pledged to | our carbon
emissions by 26 — 28% by 2030 from 2005c levels (see Paris Agreement)

ECONOMIC INSTRUMENTS
Can take several forms including:

o Subsidies; e.g. of renewable resources as per 2010/11 budget which allocated $652
m to the Renewable Energy Fund/Clean Energy Future. This was confirmed in the
following budget but severe cutbacks under Abbott;

e Refundable Deposit Schemes; e.g. South Australia’s scheme for bottle re-cycling;

e Taxation to discourage production and/or consumption by raising prices. Also known
as the ‘polluter-pays’ principle, although obviously prices can be passed on to
consumers but it does give producers incentive to cut emissions. Also yields revenue
for govt. Carbon Tax (2012) was an example — See notes from Topic 3: Eco Issues;
Chap 12: Env Sustainability;

e Tradable Permits where govt sets pollution ‘limit’ and firms are awarded or bid for
permits at auction. Again, gives firms incentive to cut emissions with potential to re-
sell permits to firms in need and gives govt revenue source - See notes from Topic 3:
Eco Issues; Chap 12: Env Sustainability;



e Creation of Property Rights where govts legislate to create private property rights
over environmental assets (eg fishing licences/quotas). Buyers of the asset have a
proprietary interest in preserving the asset and avoiding exploitation through under-
pricing but system may not be practical or politically acceptable.

Australia’s Environmental Sustainability Policy & Legislation

The Australian Government has an Environmental Sustainability Policy which covers issues such as
the following:

Energy use

Greenhouse gas emissions and ozone depleting substances
Suppliers, products and materials use

Office waste, building waste, and resource recovery
Potable water use and waste water

e e & o o

Specific Australian government legislation and policies that are relevant to energy use, greenhouse
gas emissions and ozone depleting substances include the following:

e The Environment Protection and Biodiversity Act 2010
e The Ozone Protection and Synthetic Greenhouse Gas Management Amendment Act 2010

The Rudd Labor government ratified the Kyoto Protocol in December 2007 and announced
major new environmental policies in the 2008-09 and 2009-10 budgets. These included the
introduction of an emissions trading scheme (the Carbon Pollution Reduction Scheme) by
2010-11 to reduce greenhouse gas emissions by 60% on 2000 levels, by 2050; a Renewable
Energy Target of 20% of electricity generated by renewable sources by 2020; a ten year
$12.9b national water policy called Water for the Future; and a $4.5b Clean Energy Initiative to
develop renewable sources of energy. However, the CPRS legislation was not passed by the
federal parliament. In the 2010-11 budget the government introduced the Renewable Energy
Future Fund ($652m) to reduce reliance on fossil fuels, by supporting renewable energy
projects in wind, solar and biomass.

In the 2012-13 budget the Gillard government introduced a $23 per tonne carbon tax on the
500 biggest emitters in industry, rising by 5% per year until Australia switched to an emissions
trading scheme on July 1%t 2015. The carbon tax was repealed by the Abbott government in
July 2014 and replaced by a policy of Direct Action based on a $2.5b Emissions Reduction
Fund.

DIRECT ACTION PLAN, 2014

The former Abbott government abolished the carbon tax with effect from 1% July 2014. Coalition
government under Prime Minister Malcolm Turnbull has used a Direct Action Plan to reduce carbon
emissions. This is being done primarily through the Emissions Reduction Fund.

« Does not include any specific long-term targets but expected to meet previous Govt’s
commitment to | Australia’s greenhouse gas emissions by 5% (on year 2000 levels) by
2020, at the lowest cost

e Centrepiece is the Emissions Reductions Fund (ERF) - $2.55 bn over 4 years for firms
as an incentive to meet or fall below their long-term average direct emissions rate

e Initially there was creation of a $525 m ‘Green Army’ - 15,000 people by 2018 earning
between $10 - $16 per hour (which is < min wage of $16.87 per hour but > Newstart
Allowance/Dole of $255.25 pw) to undertake environmental projects (now disbanded)

e Talk of new targets of LET (low emissions target) or even a CET (clean emissions target)



The Finkel Review - CET

Australia’s Chief Scientist, Alan Finkel delivered a review of Australia’s electricity market in June
2017. The Finkel Review argued for the adoption of a Clean Energy Target to increase the amount of
electricity generated from renewable sources by 2030.

The issues of global environmental sustainability and climate change reached a heightened level of
awareness and debate in September 2019:

e Firstly, there was a global Climate Strike on September 20

¢ Secondly, the United Nations held a Climate Change Summit

e Thirdly, the UN Intergovernmental Panel on Climate Change (IPCC) released an updated
report which suggested that temperatures and greenhouse gas emissions have risen in the
last five years and governments need to slash emissions.

Scott Morrison was in the USA for talks with the Trump Administration. He did not attend the UN
Climate Change Summit and was criticised by opponents for not being proactive in promoting
policies to address climate change.

One of the fundamental changes in the Australian government’s environmental policies is to link the
issue of energy security with the government’s commitment to reducing greenhouse gas emissions.
This change was embodied in the previous policy of the Turnbull government called the National
Energy Guarantee.

The National Energy Guarantee (NEG) - didn’t get through Parliament

The National Energy Guarantee (NEG) policy of the Turnbull government in 2018 involved changes to
the national electricity market with the following priorities:

e Maintaining the reliability of the electricity system to avoid power blackouts

e Achieving electricity sector emissions reductions to meet Australia’s international
commitment under the Paris Agreement (2015) to reduce greenhouse emissions by between
26-28% by 2030

e Lowering the costs of energy and power bills to households by an average of $550 per year.

The Climate Solutions Package

In the 2019-20 budget, $3.5b in funding was announced for a Climate Solutions Package to achieve
a more affordable, reliable and sustainable energy system. One of the main problems that the
Australian government faces in reducing emissions is that there is no explicit carbon price or tax on
carbon emissions like the previous carbon tax under the Gillard government.

e Providing a $2b Climate Solutions Fund to reduce greenhouse gases through the Emissions
Reduction Fund

e Securing energy reliability through investment in an expansion of the Snowy Mountains
Scheme (Snowy 2.0), designed to deliver more affordable and reliable power to the National
Electricity Market

e Helping households and businesses to improve energy efficiency and achieve lower energy
bills

e Developing a National Electric Vehicle Strategy to develop new vehicle technology and
infrastructure

e Achieving ‘green and clean’ local environments by supporting local communities.



Table 1: Environmental Targets of the Australian Government

¢ Reducing emissions by 5% below 2000 levels by 2020

e Reducing emissions by 26% to 28% below 2005 levels by 2030

e A Renewable Energy Target of 23% of Australia’s electricity supply in 2020 to be delivered by
renewable energy

The Emissions Reduction Fund is designed to achieve Australia’s 2020 emissions reduction target of
5% below 2000 levels by 2020 and 26%-28% below 2005 emissions by 2030.

Whilst the Australian government has a policy to reduce carbon emissions and increase the use of
renewable energy, many argue that these policies are not ambitious enough and do not provide
sufficient incentives for investment in renewable energy. However, the market has responded to the
use of renewable energy such as wind and solar power.

Despite increased investment in renewable energy sources, they still only account for 17% of
electricity generation compared to 60% from coal (stimulus). The coal lobby is very powerful in
Australia and has sought to get government support for new mines (such as Adani coal mine) and
increased exports of coal to large emerging countries such as China and India. This in effect means
that Australia is exporting coal to countries which already have very high shares of global emissions
and Australia has very high per capita emissions which makes the transition to a low emissions
economy costly.

The Great Barrier Reef

A crucial issue in Australia achieving environmental sustainability in the long term is the protection of
the Great Barrier Reef. Scientists had predicted that climate change would lead to warmer oceans
and increase the frequency of mass coral bleaching events. This occurred on a mass scale in 2016-
17 on the Great Barrier Reef. This is documented in the Great Barrier Reef Outlook Report 2019. The
only solution to preserving the Great Barrier Reef is global action to reduce climate change.

Final note - there is a lot to write about but it is fairly simple to structure.

SD
8/2020




TRIAL 2020

27. Examine the impacts of globalisation on the global economy.

Criteria Marks

Demonstrates factually precise and extensive knowledge to develop a

logically sequenced answer that clearly examines the impacts of 17-20

globalisation on the global economy in detail

Uses relevant data to support a contemporary and comprehensive
examination of the impacts

Integrates economic terms, concepts, issues, relationships and
theory in a highly competent manner

Good use of appropriate knowledge to develop an answer that

examines the impacts of globalisation on the global economy 13-16

Uses relevant data to support an examination of the impacts but lacks
depth

Good use of economic terms and applies economic concepts and
relationships

Uses correct and usually relevant information to demonstrate
some knowledge and understanding of the impacts of 9-12
globalisation on the global economy

The examination of the impacts is flawed in places, detracting
from the quality of the response

The use of economic terms and economic concepts and
relationships shows some weaknesses in understanding

Lacking any real development on the impacts of globalisation on
the global economy 5-8
Makes minimal use of data to support discussion

The use of relevant economic terms, concepts and relationships is
limited

A response that reflects a standard barely above a non-attempt 1-4

Number: x 26; Mean: 14.1; Median 14.
Range: 18 x 1; 17 x1; 16 x 5; 15x 5; 14 x 4; 13 x 3; 12x §; 11 x 2.

Comments:

¢ | have provided plenty of material for you to consider below but certainly was
not expecting responses to cover all of these impacts in anything like this
detail. | wanted to show you ways to enhance the depth of your analysis

e The question asks you to consider the impacts of globalisation on the state of
the global economy and so it was important to consider both the positives
and the negatives

e Better responses did go into detail on many of the impacts and made a
genuine effort to link their work to the state of the global economy. In doing
so they referred to key indicators such as world growth (GWP), development
(HDI and inequalities, etc), trade, etc

e These responses showed a comprehensive knowledge of impacts and
supported their points with good use of stats and examples

e Weaker responses tended to generalise too much and provided a descriptive
account rather than a comprehensive analysis. Also tended not to refer to




statistics and/or examples and often presented only one side to the relevant
impacts.

e Some boys only used data and egs from China and/or Australia. Whilst |
would do so if | had nothing else, | would try to make it less obvious by
including a few other global egs at least!

o Most worked appropriately w COVID-19 impacts; obviously it can’t be
ignored but nor should it be the focus. | think around 20% of your
response is appropriate/max?

¢ Finally, the usual reminders (can’t believe | have to keep doing this but...!!)

o Keep intros short and sweet w a definition and a brief allusion to the
q but don’t go overboard w details or a definitive answer to the q
e 2" para some general stats related to the q
Then get into the response details
Short conclusion needed

SHORT SENTENCES!
SHORT PARAGRAPHS!!
LOTS OF STATS &/OR EGS!!!

Answers could include:

INTRODUCTION

e Define globalisation

¢ General statement recognising the (growing) dominance of the concept in last few
decades but possibly faltering recently

e General statement on the many impacts it has (ie many dimensions) both + and -

SPECIFIC IMPACTS OF GLOBALISATION

1) Growth (Also see 2) Int Business Cycle)

o The impact of globalisation on growth has been varied. In overall terms, world
growth was 2.9% in the 1990’s compared to 3.2% in the 1980’s despite closer
integration. During the first half of the first decade in 2000, growth increased back
to 3.2% but the GFC had big slowing impact. 2000 — 2018 av = 2.8%

e GWP was US$88 tnin 2018

e IMF estimates this year will fall by 5% but developing Asian ecos by only 1%

¢ Some countries have gained more than others, of course. Developing and
Emerging Economies have greater opportunities with increased access to world
markets and new technology, the latter being the influence of Trans National
Corporations (TNCs). In other words, they are playing ‘catch up’ to the High
Income countries

e Prospects for global growth have deteriorated over the past two years, as financial
sector deleveraging has continued and producer and consumer confidence have
fallen. Further global action to support financial markets and provide further fiscal
stimulus and monetary easing may be needed to limit the decline in world growth.
Not helped by US-China trade war

e Here are the RBA’s latest graphs:
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2) The International Business Cycle

s The major phases of the International business cycle are identical to those of
national business cycles. However, with the international business cycle it is
important to consider:

e Leading Economies: The large industrialised economies which dominate global
output and policy, plus the emerging economies of both China and India have
the capacity to lead the business cycle.

e Lagging economies: These economies respond to and are influenced by
changes in the global economy, and their domestic trends in growth follow
behind (or lag) global trends. These are typically nations with reduced
exposure to the global economy, trade and portfolio investment.

e External Shocks: Often trends in the international business cycle are not driven
by economic fundamentals or indicators, but rather single events that have
wider ramifications. Think of events such as stock market crashes, currency
collapses, war or terrorism and, of course, COVID-19

e Contagion Effects: The important issue here is the ability of economic events
(especially negative ones) to transmit through the global economy like a virus.
Think about the GFC of 2007/8 and COVID-19



3) Development

Economic growth has a strong relationship with development as it allows more
funds to be used in education, health, infrastructure, etc. However, it can have
a negative influence on issues such as the distribution of income and the
environment (in terms of destroying natural habitats & using non-renewable
resources)

China has gained massively in terms of development as a result of it embracing
globalisation and enjoying huge growth rates. However, it still has some way to
go in terms of many indicators including those mentioned above. HDI in 2018
was 0.758 (rank 85/189) but was only 0.59 in 2000 and 0.5 in 1990

Almost all countries have experienced positive increases in HDI since 1975.
The few that haven't are characterised by massive political upheaval; e.g.
Zimbabwe and Afghanistan

Check the most recent UNDP report for figures

4) Trade

The growth in global trade is generally more than double the level of world
GDP growth. Now trade is equal to around 66.66% of global output. This
reflects the big trend towards specialisation which means countries are now
more reliant on others than ever

GWP is now x 50 its size in 1960 but trade has grown by x 125

Major factors behind growth in trade inc technology, transport and
communication improvements plus growth in trade agreements

Obviously, there are a number of exogenous factors that influence the level of
trade: in general, the growth of global trade tends to contract faster than world
eco output. This highlights greater volatility.

Trade direction and composition have also altered with greater focus on
emerging ecos; their share of world X has increased from 7% in 1995 to 18%
in 2017, whilst High Y countries’ share has fallen from 82% to 68% (= share
NOT nominal amounts)

Composition dominated still by manufactures (1995: 62% of global trade;
2017: 55%) but fuels and minerals (7% to 12%) and services (19% to 23%)
becoming increasingly important

Vertical specialisation/Global Supply Chain is another key trend with
different stages of manufacturing now being undertaken by different countries;
e.g. iPhones assembled in China but casing is from Taiwan, screens from
Korea, chips from USA and China, etc.

World Merchandise Trade vs GOP - % Change pa
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5) International Investment

Foreign Direct Investment (FDI) refers to investment which is directly related to
economic activity or in the purchase (>10% of total value of shares) of
companies. It often involves either mergers (equal share) or takeovers (where
one firm consumes another) and is most often undertaken by Transnational
Corporations (TNCs). Worth US$1.43tn in 2018

According to estimates by UNCTAD (2016), TNCs now span some 104,000
parent companies with foreign affiliates accounting for 33.3% of total world X
and employ over 73m. They produce 25% of total GWP. Many TNCs have
greater GDP than several countries (e.g. General Motors is bigger than
Belgium).

In recent years the areas of greatest new investment have been into the
emerging markets in Asia, South America and the countries of the former
USSR

Some discussion of the ads and disads of TNCs needed here (employment
and tax revenue for govts vs labour standards and environmental issues, etc)

6) International Financial Flows

International financial flows have grown most rapidly of all, at 10 times the rate
of GWP. This revolves around Portfolio Investment, which refers to trade in
shares, etc which is < 10% of the total in the relevant company. The growth is
due to financial market deregulation and increases in superannuation balances
around the world. Most Australian workers will own shares in other countries
depending on their preferred destination of their super funds

Global finance overall is US$98tn

Since the phasing out of controls on foreign exchange trading in the 1970’s,
international financial flows have grown exponentially

In 1980 global foreign exchange trading was 10 times the value of world trade.
Foreign exchange trading is now estimated to be more than 100 times the
value of world trade and growing. Av daily turnover is now over US$5.2tn.

The level and direction of international financial flows are now the main
determinants of the value of most nations' exchange rates

Trade in goods and services has little impact on the exchange rate today,
except perhaps as a psychological influence on the behaviour of international
financial traders. Indeed, only 1 - 5% of the foreign exchange market involves
payment for trade w speculation making up the rest

Financial flows take many forms. The fastest growing area has involved interest
rate, credit, currency, equity, and commodity derivatives. Interest rate, credit
and currency derivatives make up over 90% of the total value of derivatives
traded. Exchange-Traded Derivatives had reached U$ 57 trillion in 2010,
almost the size of gross world product! The turnover in the derivatives markets
is now much larger than the cash markets

7) Technology, Transport & Communication

Linked to growth of TNCs.

New information and communication technologies are driving globalisation.
The cost of global communication is declining and innovative tools are
becoming easier to use. Containerisation, the Internet, mobile phones and
electronic funds transfer are opening up the global market place.

Improved communication can foster great advances in health care and
education. It also breaks down barriers of size, time, and distance. Costs are
falling for small firms as they move from domestic markets to global



Consumers can purchase products from any country in the world through the
internet and Australia producers have to compete against the prices that are
on offer there. The internet does, however, open the door for innovative
Australian producers to reach a much larger market place and take advantage
of economies of scale.

Improvements in technology also bring up the issue of intellectual property
rights. Tighter property rights are increasing the price of technology transfer,
blocking many developing countries from their use, whether it is in production,
communication, education or health care. This in turn increases the power and
wealth of those who largely own the property rights, the transnational
corporations.

8) Labour

The international movement of labour has been growing since the 1960’s. The
World Bank reports that almost 165 million people (3% of the world’s
population) have migrated to work in different countries to their birth.
Employees in advanced economies are facing insecurity and are less likely to
press for higher wages knowing that production processes are being
transferred

It is true that there has been some contraction in employment in labour
intensive industries such as textiles and footwear in rich countries over the
past 20 years as production has moved to countries in which labour is
cheaper. However, this is part of the process of development and structural
change

The movement of labour between economies appears to be concentrated at
the top and bottom ends of the market. Highly skilled workers are being
attracted to the richest economies such as the US and in Europe hence the
‘brain drain’ affecting Australia, rather than *brain gain’ — USA)

Similarly, a trend for low skilled workers from the less developed world to fill
the bottom end of the labour market is developing in Europe and the US
There still remain significant barriers to the globalisation of labour as a result of
immigration restrictions, language, cultural and educational barriers. This has
resulted in a shift of business to where cheaper labour exists.

9) Environment

The substantial increase in global growth over the past 20 years has given
cause for much concern over the impact on the global environment

The world’s natural environment is being threatened in many ways, - the
extinction of fauna and flora, the desertification of land, dry land salinity,
pollution of waterways etc

Climate change as a result of the impact of human activity has become a major
concern for the global community. The rapid expansion of world output

Av rise in CO2 emissions from 2001 — 2025 is 1.9% but China and India will
average 2.7%pa. These stats are NOT compatible w Paris agreement to keep
temp rises to 1.5% max; ie dependency on fossil fuel technology is a long way
from being resolved

The movement of manufacturing into regions of the world with poor records of
environmental protection can only increase the pressures being placed on the
global environment

Some hope through global agreements such as Kyoto Protocol and the Paris
summit but agreements between developed, emerging and developing
economies is v difficult, esp w USA’s intransigence



10) Global Inequality

e The gap between the rich & poor nations is narrowing, however, offsetting this
trend is the widening of Y distribution particularly in China. The gap between
rural and urban incomes is of particular concern. 24 of the developing
countries of the world have doubled their trade to GDP in the past 20 years.

¢ Clearly some regions have been left behind. Two thirds of the developing
countries (around 2 billion) remain dominated by agricultural activity, poor
infrastructure, weak institutions and corruption

e Y ineqrose by 0.45% in 30 years til mid 2000s of which 20% was caused by
globalisation (IMF)

e 1.2 billion people (approx. 20% of the world’s population) still live on less than
U$1.25 a day, although this has come down from 1.4 billion since 1980 as a
result of policies such as the World Bank'’s Heavily Indebted Poor Countries
Initiative which aims to reduce debt by 66% in 46 of the world’s poorest
countries; e.g. African, South Asian and Latin American. By 2018, 36 countries
were expected to save U$99 billion in debt relief

SUMMARY: GLOBALISATION - THE PROS AND CONS:

The Positives:

1. Provides the best opportunity for all nations to become efficient by specialising in
the industries they are most adept at.

2. Increased competition and pressures to innovate, and therefore the encouragement
of improved efficiency and heightened living standards.

3. Removes the distortions created by keeping markets closed to outside investors
and producers.

4. Associated with higher economic growth rates.

5. Provides individuals with greater consumer sovereignty in where they live, travel,
what they do, experiences and consumption.

6. Encourages FDI through TNC'S which helps achieve faster economic development,
the introduction of new technologies, improved workforce skills, better infrastructure
and communication systems.

The Negatives:

1. Inequity, as it systematically works to entrench the divisions between the richer and
poorer nations.

2. It widens income inequalities between nations and within them.

3. Is associated with environmental degradation and exhaustion of non-renewable
resources.

4. May undermine local cultures replacing them with generic consumer cultures.

5. Creates massive social upheaval in developing economies as they struggle to
industrialise, resulting in large people movements from rural to urban areas. This
impacts on traditional values and communities.

6. Replaces local businesses which invest back into the country with TNCs who send
their profits back to their parent country. They do not cater for the needs of locals in
developing economies.

7. Results in smaller nations losing sovereignty over the futures as their economies
become more dominated by TNC’S and control of key economic decision making
(micro and macro policies) slips into foreign hands.

CONCLUSION
A brief re-statement of the main themes/impacts
Some additional reading/info from 6/20:
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eCOonomics

Economies around the globe have always been
linked in some farm, However, it is apparent
now, more than ever before, that the nature and
process of production is not confined within
national boundaries. Increasingly, firms operate
with a global perspective, not only in selling
products to multipie nations, but also In shifting
production to locations around the globe that
offer the best prospects for cast minimisation
and productivity. This has been particularly
common in the information technology industry
and in telephone cail centre support. The
growing dominance of multi-national
corporations and the corresponding decline of
locally based firms is one of the most observable
impacts of globalisation.

Undoubtedly technology has played a strong role
in the acceleration of globalisation. Enhanced
communication and travel have made it possible
for economic agents to be managed regardless
of physical location. The same technology has
facilitated a convergence of consumer
preferences and trends; and has made the quick
replication of worldwide best practice
production techniques between firms possible.

Notwithstanding the dominance of the longer-
term trend towards globalisation, there have
been some recent signs of a slowing and perhaps
partial reversal of this trend. Over the past
decade the pace of progress on the removal
trade barriers has slowed and more recently the
US - China trade dispute and the COVID-19 crisis
have been a challenge to the globalisation trend.

The global shift to free trade

In addition to the role played by technology,
another significant driver of globalisation has
been the ongoing shift towards free trade. The
economic rationale for free trade is well
documented and has support from Governments
around the globe. However, there Is not
necessarily a benefit if a nation removes trade

protection measures itself without reciprocal
removal of trade barriers by others. Therefore,
the shift to free trade is often performed under
agreements that are bi-laterai (between two
nations) or multi fateral (between many nations).

The body that co-ordinates and enforces multi-
lateral agreements is the World Trade
Organisation (WTO). Any country having full
autonomy in the conduct of its trade policies
may become a member of the WTO, subject to
the agreement of the member nations. The
inclusion of communist ruled China as a member
in 2001 was significant not only due to the size of
the Chinese econcmy, but also because it is
indicative of the widespread support {or free
trade principles across the political spectrum.
There are currently 164 nations being members
of the WTO, who represent 98% of global trade.

Members of the WTO have been negotiating the
“Doha” agenda of free trade initiatives since
2001. The Doha agenda covers agreements in
agriculture, manufacturing {(where there 1s a zero
taritf target) and for the first time thereis a
significant focus on trade in services. Progress on
the agreement has been slow but there remains
a commitment by the G20 Group of Nations to
complete the negotiations. The WTO descnibed
this initiative as “one of the biggest reforms of
the WTO since its establishment in 1995" with
potential cost reductions in trade of between
10% and 15%.

Free trade has encouraged the growth of trade
volumes between nations. The \WWTO reports that
in 2019, some SUS 18,780 billion in merchandise
exports were sold across the globe. This was
2.8% below the value of trade in 2018 and is
consistent with some broader slowing in the
pace of trade growth in recent years. As the
chart below shoves, over the past 5-years, trade
grovsth rates have been below global economic
grovsth rates. This contrasts with previous
periods when trade was growing significantly
{aster than economic grovath {(GOP).
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Periods of low rates of economic growth, which
have prevailed in many developed economies
since the GFC, may have made it more difficult
{or governments Lo reach new trade agreements,
whilst there has been an increase in trade
protectson measuras in some areas. In recent
times, the United States has withdrawn fromn the
Trans Pacitic Partnership teade agreement. The
U.S. has also implemented a widespread
program of Lariffs al the rate of 25% on a range
of imports from China, Subsequent to this, China
has responded with tanifs on imports from the
V.S, incluting car and agriculture ilems.

Potentially further adding to a slowdown in
future global trade volumes was the relerendum
outcome in the United Kingdom (UK} in June
2016. U K. citizens voted for the UK. to leave the
turopean Union, thereby exiting the European
free trade tone,

Qrowth In Australian free trade

Austealia bas long been an active supporter of
free trade. Qver the past 3 decades, Australia has
removed many forms of industry protection as
well a3 being a key partkipant in bilateral and
multh lateral trade agreements. In particular,
significant reductions in protection have taken
place in manufacturing, Inthe early 19705,
tariffs imposed on manufacturing imports were
typically 22%. These taritls have progressively
declined and in many cases have been removed.

Small tariffs of 5% remain in some sectors such
as the Textile, Clothing and Footvsear (TCF} and
Motor Vehicle industries. In the Motors Vehicke
industry, tariffs were previousty more than 50%.
All major motor vehicle manufacturers have now
ceased peoduction in Austealia.

Consistent with the longer-term trend overseas,
Australian International trade has risen at a
faster rate than the economy generally. The
chart below shows how the ratio of exports and
imports to GDP has increased over the past 60
years. Both trade variables have significantly
increased since the 1980s.
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Bilateral & Reglonal Arrangements
in addition to its involvement in the WTO,
Australia has been sctive in negotiating bilateral
and regicnally based trade arrangements. A
summary af key initiatives is provided below:
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TRIAL 2020

28. Examine the factors influencing the changing nature of
Australia’s external stability.

Criteria

Marks

Demonstrates extensive knowledge to develop a logically sequenced answer that
examines the factors influencing the changing nature of Australia’s external
stability

Uses relevant data to support a contemporary & comprehensive examination
Integrates economic terms, concepts, issues, relationships and theory in a highly
competent manner

17 -20

Good use of appropriate knowledge to develop a logically sequenced answer that
clearly examines the factors influencing the changing nature of Australia’s
external stability

Uses relevant data to support an examination of the factors but lacks depth

Good use of economic terms and applies economic concepts and relationships

13-16

Uses correct and usually relevant information to demonstrate some
knowledge and understanding of the factors influencing the changing nature
of Australia’s external stability

The discussion of the factors is flawed in places and there is a lack of relevant
data

The use of economic terms and economic concepts and relationships shows
some weaknesses in understanding

9-12

Lacks any development of a suitable response
Makes minimal use of data to support discussion
The use of relevant economic terms, concepts and relationships is absent

A response that reflects a standard barely above a non - attempt

Number: x 46; Mean: 15.6; Median 16.
Range: 20 x 2; 19x 3; 18 x5; 17 x8; 16 x 10; 15 x 6; 14 x 5; 13 x 4; 12 x 3.

Comments:

e | have provided plenty of material for you to consider below but certainly was not expecting
responses to cover all of these impacts in anything like this detail. | wanted to show you

ways to enhance the depth of your analysis
* Many could not define external stability well

» Even more could not identify the 3 components that are considered when judging external

stability...a BIG worry
e« This g has a ‘factors’ focus but many wrote only about the ‘changes’

Better responses did go into detail on many of the factors and made a genuine effort to link
them to the changing nature of external stability

These responses showed a comprehensive knowledge of factors and supported their

points with good use of stats and examples

Weaker responses tended to generalise too much and provided a descriptive account rather
than a comprehensive examination. Also some only focused on one component rather than
all 3 and/or tended not to refer to statistics and/or examples

Most worked appropriately w COVID-19 impacts; obviously it can’t be ignored bur nor
should it be the focus. | think around 20% of your response is appropriate/max?



o Finally, the usual reminders (can't believe | have to keep doing this but...!)
e Keep intros short and sweet w a definition and a brief allusion to the g but don’t
go overboard w details or a definitive answer to the q
° 2" para some general stats related to the g
° Then get into the response details
° Short conclusion needed
e SHORT SENTENCES!
e SHORT PARAGRAPHS!!
e LOTS OF STATS &/OR EGS!!!

Answers could include:

Introduction
e Define external stability — ie if we can meet our financial obligations to overseas
e List the 3 components — CAD/S, NFL/D/E & A$

e Brief re-statement of the question

1) Current Account Deficit/Surplus

Export Volumes Import Volumes
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Current Account Balance
Per cent of nominal GDP
% 0./0

Nel income balance

Current account balance
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CURRENT ACCOUNT OVER LAST 10 YEARS

While Australia’s Current Account has consistently been in deficit until last year, the size of the
deficit has fluctuated significantly with economic cycles. Typically, the deficit has expanded
during times of strong economic growth. Over the past decade, however, dramatic movements
in commodity prices have tended to dominate BOGS balances. Growing global demand for
items that Australia exports has seen export receipts increase strongly. Initially, rising
commodity prices pushed export receipts higher. It has been increased volumes of mining
output that has supported export revenue recently (AUD depreciation). Australia has previously
run large deficits on the Services Account. However, growth in income from industries such as
tourism and education to overseas students, has helped keep the Services Account in modest
surplus or a small deficit in recent years:

The Current Account deficit then contracted sharply and in March 2017 was just 0.7% of Gross
Domestic Product (GDP). This compares with larger deficits of approximately 3% to 5% of GDP
over much of 2010 to 2016.

Australia’s current account surplus widened sharply to AUD 8.40 billion in the first quarter of
2020 from an upwardly revised AUD 1.72 billion in the previous quarter and beating market
expectations of AUD 6.3 billion. This was the largest current account surplus on record, as the
goods surplus jumped to AUD 19.30 billion from AUD 13.43 billion in the previous three-month
period as imports dropped mostly due to February's supply chain disruption in China amid the
coronavirus pandemic while expotts rose. In addition, the primary income gap dropped to AUD
10.61 billion from AUD 11.43 billion in the prior quarter, and the secondary income deficit
narrowed to AUD 0.18 billion from AUD 0.40 billion. Meantime, the services account posted a
deficit of AUD 0.11 billion, swinging from an AUD 0.13 billion surplus in the previous period.



Cyclical

Changes in the terms of trade.

Levels of domestic growth.

Level of growth in trading partners — China.
Exogenous factors (outside of control); e.g. drought.
Exchange rate fluctuations

Structural

Past CADs and existing debt levels (possible debt trap scenario) ...H/Hold debt alone is at a
record high of 177% of H/Hold Y

Australia’s low level of national savings — S/I gap but PITCHFORD??!!

Australia’s narrow production and export base.

Greater international competitiveness needed (price & quality); hinges on low domestic inflation.
Natural endowment of minerals resources.

2) NFL/D/E

The largest contributor to Australia’s Current Account deficit is the high negative balance on the
Income Account. The deficit on the incomes account has increased recently as the size of
Australia’s foreign debt has increased.

Australia’s net foreign liabilities are in the form of debt rather than equity. Equity is ‘negative’ in
that we own more overseas assets than overseas own ours! Mainly due to our compulsory super
levy of 9.5% (and current debate re increasing it to 10% next year and to 12% over next 5 years
...but too expensive for firms?)

Net Foreign Liabilities
By type, per cent of nominal GDP
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The GFC in 2007-8 led to a depreciation in the real exchange rate, The European Sovereign debt
crisis caused another depreciation between May & July 2010. The Australian dollar recovered
during 2011 (commodity prices, TOT improvement, interest rate differential) trading @ $US1.05.
By 2015 — 16 AUD depreciated and has been between $US 0.72 and $US0.78 since (slow world
growth, cuts to interest rates, shifts in commodity prices and TOT)

Australia is susceptible to exchange rate fluctuations and a depreciation may contribute to:

e Volume effect: Improvement in international competitiveness (impact on BOGS, particularly
growth in services expotrts very recently). According to the Marshall-Lerner Condition, a
depreciation will only improve the BOGS id PED for X + PED for M > 1

e Valuation effect on that part of foreign debt denominated in foreign currency. This is offset
by hedging and swapping of loans so that almost 80% are now denominated in A$. Also
now offset by dividends from foreign assets owned by Australians. Composition of NFL and
mix of denominations of debt will contribute to the movement in CAD as % GDP

Overall

From RBA speech about our external position in April 2017:

The narrowing in the net income deficit from late 2010 to late 2013 mostly reflected a decline in
income payments on Australians' foreign debt and equity liabilities.l! The lower average yield
paid on Australian foreign debt was due to a combination of declines in Australian interest rates
and an increase in the share of Australia's foreign debt attributable to the Australian
Government, which pays a lower rate of interest than private sector borrowers. The decline in
the payments on equity liabilities was a result of lower profitability of the mining sector. Because
Australia's mining sector is majority foreign owned, a reduction in the profitability of that sector
gives rise to smaller payments to the foreign owners, either in the form of dividend payments or
reinvested earnings, thereby reducing the net income deficit.

Since 2013, the reduction in the net income deficit has instead reflected an increase in returns
on Australian residents' offshore equity holdings. These increased returns are directly related to
the determinants of the shift towards a net equity asset position namely, continued flows into
offshore equity by Australian superannuation funds and the depreciation of the exchange rate,
which increases the Australian dollar value of dividend receipts.



In the most recent national accounts, profits of private corporations rose by more than

15 per cent - the second largest increase in the history of the accounts - driven by a huge rise in
profitability in the mining sector, in turn a reflection of the recent sharp rise in the prices of coal
and iron ore. Based on company announcements, some of these profits are likely to be
distributed to foreign owners as dividends. Moreover, to the extent that mining sector profits
remain high over the next quarter or so, we could expect to see income outflows as these profits
are distributed to foreign owners, all other things being equal. This is likely to increase the net
income deficit in coming quarters, but not contribute to gross capital inflows to the mining
sector, in contrast to previous periods of high profitability, when profits were reinvested to fund
increased investment spending.

Some noteworthy trends:

Firstly, sizeable capital inflows have continued to fund mining investment, in particular large LNG
projects. Whereas these (notional) flows during the mining investment boom mostly reflected
reinvested earnings, much of the more recent flows have been (actual) transfers from offshore
affiliates. As these LNG projects transition into the production and export phase, we would
expect to see these inflows moderate. Moreover, some of these profits are likely to be paid out
to offshore owners as dividends rather than reinvested. Secondly, there has been continued
appetite from foreign investors for Australian government debt, but this needs to be measured
carefully given the increased participation of foreign investors in the domestic repo market. The
third development has been the continuation of little net capital flows either to or from the
banking sector, but within that, a notable change in the composition of the investor base,
particularly for short-term debt.

External stability outlook

Since the 1990’s, Australian’s external stability has not been a matter of significant concern. In
contrast to many other developed nations, the economy has experienced consistent growth,
Government debt has been low and will remain relatively low despite the COVID-19 policies. The
currency remains relatively strong. However, discussed below and in the following ‘Plain English’
are some factors that could potentially cause future disruption to external stability:

e The vicious trade deficit — debt cycle
The high foreign debt means any further significant improvement in the Current Account
leads to higher interest payments, which leads to a higher Current Account deficit, requiring
more debt. A rise in interest rates, or a fall in the value of the $A, could exacerbate this cycle

e A correction in the terms of trade
Over recent years Australia’s Terms of Trade has been at relatively high levels.
Nonetheless, the Australian economy is vulnerable to further downward shifts, when
commaeadity prices fall

o Weak non-mineral exports and resurgence of imports
Would set the BOGs and CAS back

¢ High dependence on China
If China sneezes, Australia catches pneumonia....???

Conclusion
e Brief re-statement of your main points and themes

Some GREAT reading/info on external stability from 6/20:
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As Austratia has experienced generally positive
economic geowth and has benefited from the
mining boom over recent years, there has been
improvement across measures of external
stability. A summary of recent trends in these
measures is provided beow.

1. Current Account

Australia’s Current Account position has
fluctuated significantly with econcmic cycles and
since mid-2019 has been in a surpius position for
the first Lme since 1975, Typicalty, the Current
Account has deteriorated during times of strong
cronomic growth, This is betause in times of
growth, high overall spending causes import
levels to increase by more than exports. The
reverse 18 true when growth ts weak.

Qver the past decade, however, dramatic
movements in commaodity prices have tended to
outweigh domestic influences on the trade
accounts. Growing global demand for items that
Australia exports has seen export receipts
increase strongly. Initidlly, rising commodity
prices pushed export receipts higher. In more
recent years, an increased volume of mining
outpat has coincided with strong pricas to
suppart oxport receipts.

Currmt Accoum G ante (S per Quartee)

$10.,0x

Hox AJ
o e i
5 » & = M N J

.0 P N/ '
-3 o ﬂ ‘\./- - e A i
500 4 %fk}%
AO00 < 4 N

2400

Saurew Aastzatan Burean of Stavsans K367

In March 2020, the quarterly Current Account
surplus was equivalent to 1.7% of Gross
Domestic Product {GDP). This compares with a
deficit equivalent to 0.6% of GOP one year
earlier.

A large influence on Australia’s Current Account
15 the high negative balance on the Income
Account. Interest payments on foreign debt
make up a significant peoportion of the income
deficit. Other categories of income payments
inctude profits payable to overseas sharcholders
of compantes trading in Australia, wages to
overseas residents and rentals to overseas
landowners in Australia. The deficit on the
incomes account had been increasing in the 5-
years up to 2019, which may have partially
reflected the high profitability of Australian
mining companies leading to additional dividend
payments to overseas shareholders. However,
over the past year the incomes deficit has
contracted, possibly due to lower interest rates.
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Unlike the Net Incomes account, the Batance of
Trade has fluctuated between surplus and deficit
over time. Exports have increased over recent
years due to strong pnces and higher volumes
from past investment in mining infrastrycture. As
a result, a surplus on the Balance of Trade has
emerged and widened recently.

Australia has previously run tasge deficits en the
Services Account. However, growith in income
from industries such as tourism and education to
overseas students, has helped keep the Services
Account to a small deficitin recent years,

2, Foreign debt

With the Current Account in 3 deficit pasition
over the majority of periods, there has been a
need to borrow funds to finance the gap
between what is carned and spent between
Australia and overseas. Australia has




experienced significant growth in foreign debt
over the past 3 decades. In June 1980, the net
external debt of Australia was only $6.9 billion or
5.8% of GDP. Following a period of high trade
deficits, foreign debt levels increased markedly
over the 19805 before stabilising in the mid
1990s. Debt then accelerated again over much of
the past decade, before stabilising over the past
dyears due to the lowering of the size of the
Current Account deficit,

In March 2020, the value of the net foreign debt
wat equivalent to 57.0% of annual GDP. This
cepresents a pull-back from the oyclical high of
61.9% reached in June 20106,
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Howaever, not all the finance coming into
Aastralia is in the form of borrowing. Finance can
a1s0 be in the form of equity investments (which
tend 10 be purchases of Australian propenty or
shares by overseas entitins), Unlike borrovwings,
cquily investments do not add to debt

Currently, all of Australia’s net foreign habitities
are in the form of debt cather than equity,
Australis currently has more equity investments
overseas (oo g. overseas sharehoidings owned by
Austrahany) than it has equity Habilities (e g.
shares of Austraitan companies owned by
toreigners). Thisis shawn on the table below as a
net negative foreign ligbility equivalent to $338
biltion. This is a s:gnificant change on the
tistorical position. In the mid 1990s, nat equity
labilities represented around 30% of total net
farcign liabilitses.

$ @illion in % of
March 2020 Total

Foregn Liabilities

Net Foregn Debt $1.146 1442%,
Net Foregn Equity Gwing S 338 42%
Total Net Foreign trabilives 5 808 100%

External stability outlook

Since the 19905, Australia’s external stability has
not been a matter of significant concern. In
contrast 1o many other developed nations, the
economy has experienced consistent growth,
Government debt has been relatively low and
the currency relatively strong. However,
discussed below are [actors that could cause
future disruption to external stability,

{1) The vicious trade deficit — debt circle

Even if Australia experiences ongoing surplus in
its Balance of Teade, the high foragn debt means
any further significant improvement in the
Current Account deficit will be difficolt. This is
because the high debt creates interest servicing
conts which drive the netingome outllow on the
Curcent Account. A “vicious circle” can therefore
b created whereby high debt leads to higher
interest paymaents, which leads to a higher
Current Account deficit, requiring mose debt. A
rise in interest rates, or a fallin the vatue of the
SA, could exacerbalte this viccous aircle.

{11} A correction in the terms of trade

Over recent years Austcalia’s Terms of Trade has
been at relatively high levels. None the:less, the
Australian economy is vulnerabie to downward
shifty in the Terms of Trade, with commodity
pricues historically quite volatlie,

(iil) Weak non-mineral exports

A relative decline in non-mining related exports
has made Australia’s external positson mote
vulnerable to a downturn in the mining sector.
Over the 20 yeats 1o Macch 2020, resources have
increased their sbare of total expart income from
4% to 56%. Although there has also been
impressive growth from tourism and education
exports, these are currently constrained by the
COMVID related travel constraints,

(iv) High dependence on China

China currently accounts for aver 30% of
Australia’s exports. This is a sharp increase from
tess than 5% in the year 2000, With such high
dependeace on one nation, Australia is
potentially vuinerable to change in the economic
fortuncs of China or a deterioration in the
broader political and economic relationship
between the twao nations.

Cource Austzaban Buveag of Seehohiey SH)

And this is GOLD!!

An RBA speech from last year...Maybe a bit too much detail, esp on Debt, but the rest is
GREAT. Much better than | could ever write!!!

Read it below or https://www.rba.gov.au/speeches/2019/sp-dg-2019-08-27.html
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When I started my working life here in Canberra at the Treasury just over 30 years ago, one of the
most prominent macroeconomic issues was the current account deficit. Heated discussions took
place about twin deficits, banana republics, consenting adults and whether or not the current
account should be an objective for monetary policy. {11 Early on in my Treasury career, in between
my radio shows on 2XX, I worked in the Balance of Payments section. There was a whole unit
devoted to analysing and forecasting the current account deficit, given its prominence in the
economic and political debate.

Today, three decades on and back in Chnberra, I am going to again focus on the current account
balance and Australia's external position. But the rationale for doing so today is quite different to
that in the 1980s. Today, the current account deficit is the smallest it has been as a share of the
economy since the 1970s and the trade surplus is about the largest it has been since the 1950s. The
payments are the closest to being in balance in decades!

As a result, Australia's net foreign liabilities, that is, how much we owe foreigners less how much
foreigners owe us, have been dedlining for the past decade to be at their lowest as a share of GDP
since the early 2000s. {21 And the composition of those liabilities has changed quite significantly. It is
markedly different from that in the 1980s. In the 80s, foreign liabilities were often regarded as a
significant vulnerability for the Australian economy. I think this risk was overstated. The liabilities
were predominantly in Australian dollars, which meant the exchange rate still could work very
effectively as a shock absorber. T will explain why later.

It is worth examining how and why Australia's external position has changed over recent decades.
The nature and extent of the change is generally underappreciated, and is worth highlighting as the
trade surplus and the current account deficit reach multi-decade milestones.

https:/iwww. rba.gov.au/speeches/201 9/sp-dg-2019-08-27.html 112
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The Current Account

T will start with the current account deficit.

For pretty much all of its modern history, Australia has been a net importer of capital. Because there
are a lot of profitable investment opportunities in Australia relative to the size of the Australian
savings pooi, we have sourced capital from the rest of the world either in the form of debt or equity.
This is not because savings in Australia is particularly low; it is about on par with many other
advanced economies. Rather, it is because the share of investment in the Australian economy is
higher than that in many other advanced economies, and foreigners were attracted by the
investment returns on offer.

The counterpart to Australia being a net importer of capital is that the country runs a current account
deficit (CAD). Through the 1980s, 1990s and 2000s, the CAD averaged around 4 per cent of GDP.
But since 2015, the CAD has narrowed to be currently around 1 per cent of GDP. In the March
quarter this year, the deficit was 0.6 per cent of GDP, and it may well be smaller still in the June
guarter just past. This is the narrowest the current account has been since the December quarter
1978.

The current account is comprised of two components: the trade balance and the net income balance
(Graph 1). The narrowing of the CAD reflects a substantial shift in Australia's trade balance. For
three decades, the trade balance was generally in deficit, averaging around 1% per cent of GDP
from 1980 until 2015. Since then, the trade balance has shifted into surplus. In the March quatter,
the surplus amounted to 3 per cent of GDP, the largest surplus since 1973.

https://www.rba.gov.aulspeecheslzo1 9/sp-dg-2019-08-27.htmi 212
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Graph 1

Current Account Balance
Per cent of nominal GDP
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The large surplus reflects a number of dynamics. Two of the primary drivers come from the
resources sector. The first is the high revenue from resource exports, both because of the large
increase in the volume of resource expotts (i.e. how many tonnes Australia exports) as well as the
high prices we have recently been receiving for those exports, in particular iron ore. The second is
that as the resource investment boom has reached its end, the import of investment goods to boost
the capacity in the resources sector (in particularly the LNG sector) has declined considerably. The
extra revenue has bolstered national saving and resource investment has declined considerably over
the past five years. Thisis a major reason why the gap between investment and saving has declined
to its lowest in a long time, which, if you remember your national accounting identities, is directly
equivatent to the current account being at muiti-decade lows.

But the trade balance story is not just a resources story. There has been strong growth in exports of
education and tourism. The share of services in Australia's exports has increased from 17 per cent in
the 1980s to 21 per cent now. The other noteworthy development of late has been the strong
growth in manufactured exports. These include pharmaceutical goods and medical devices, and have
grown by 15 per cent over the past two years.

The other part of the current account is the net income balance. The net income balance is the
difference between how much it costs to service the country's foreign liabilities (for example, interest
payments on foreign debt) and the earnings on Australia's foreign assets (for example, dividend
payments to residents from foreign share holdings). The income balance has widened a little in
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recent years, but is around the middle of the range it has been in since the late 1980s at
3.4 per cent of GDP. I will come back to this later.

Net Foreign Liabilities

Each quarter that Australia funds its current account deficit with net borrowing from the rest of the
world, we gradually add to the stock of net foreign liabilities (NFL) we owe to the rest of the world.
As Australia ran current account deficits through the 1970s, 80s, 90s and 2000s, that stock of NFL
grew, peaking at 60 per cent of GDP in 2009.

But since then, reflecting the lower levels of the CAD and correspondingly lower net capital inflows,
the stock of Australia's NFL (as a share of GDP) has declined over the past decade to be 50 per cent
of GDP currently (Graph 2). The decline in NEL as a share of GDP masks some significant changes in
the composition of both the grass foreign liabilities and gross foreign assets.

Graph 2

Net Foreign Liabilities
By type, per cent of GDP
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It is important to stress the need to look at the gross flows and stocks, not just the net numbers.
There are large capital inflows and outflows all the time, even when the net capital flow (or the
current account deficit) is low. As a result, the gross stocks can change quite significantly even with
jow net flows.

Debt
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On the liability side, there has been a large shift from short-term debt to long-term debt. In net
terms, long-term debt liabilities are currently 52 per cent of GDP. They are slightly larger than
Australia’s total net foreign liabilities. They have risen from around 25 per cent of GDP in the early
2000s. Over the same period, the share of short-term debt has declined from 20 per cent to be just
under 5 per cent of GDP now.

As Graph 3 shows, the movement in the net position masks, as it often does, different dynamics in
the gross positions. The decline in net short-term debt is mostly due to the growth in short-term
debt assets that we hold. But short-term debt liabilities have aiso declined from their peak.

Graph 3

Gross Foreign Debt Positions
Per cent of GDP
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What has been the driver of the increase in foreigners' holdings of Austrafian long-term debt over the
past decade or so? The main explanation has been the large accumulation of Australian public sector
debt by foreigners, including by central banks and other public sector asset managers. Central banks
increased their allocation to Australia in their foreign reserves portfolios in the aftermath of the
global financial crisis. Foreign ownership of Australian Government bonds increased from around

40 per cent in the early 2000s, peaking at nearly 80 per cent in 2012 (Graph 4). [31 At the same
time, the size of the Australian Government bond market grew significantly.
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Graph 4

Non-resident Ownership of Australian Debt
Share of outstandings
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As a result, foreign holdings of public sector[41 debt increased from 7.5 per cent of GDP in 2009 to
around 20 per cent by 2015 and has been relatively stable since then. Correspondingly the public
sector's share of gross debt liabilities increased from around 10 per cent in the late 2000s to around
20 per cent in 2012, where it has remained since (Graph 5). At the same time, the share of private
financial debt (mainly banks) has fallen since the crisis.
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Graph 5

Gross Foreign Debt Liabilities
By sector, per cent of total
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1In 2007, the banking sector accounted for the bulk of Australia's net foreign liabilities. Their annual
borrowing amounted to around about the same size as the current account deficit. This led to the
misplaced claim that the banks funded the current account deficit, which ignored the other large
capital outflows and inflows that were occurring. [°} The banking sector's net flows and stocks were
the same order of magnitude as the aggregate net flows and stocks. But this wasn't causal. There
were large capital flows occurring in poth directions in other parts of the economy at the same time.
And on the stocks side, there were other large stocks of debt and equity, both assets and liabilities,
which all also contributed to the aggregate net foreign liability position in addition to those of the
banking system.

Equity

At least as dramatic has been the shift in the net equity position. For most of its modern history,
foreigners owned more equity in Australian companies than Australians owned in foreign companies.
But since 2013, that has not been true. Since 2013, Australians have owned more foreign equity
than foreigners have owned Australian equity (Graph 6). This largely reflects the significant allocation
to foreign equity by the Australian superannuation industry together with the fact that the
superannuation sector is relatively large as a share of the Australian economy.

Currently, Australian equity investment abroad exceeds foreign equity investment in Australia by 7%
of GDP. That is, the country has a net foreign equity asset position. This compares to an average net
equity /ability position of 10 per cent of GDP between 1990 and 2010.
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Graph 6
Gross Foreign Equity Positions
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The shift to a net foreign equity asset position reflects:

« the ongoing accumulation of foreign equities by Australia's large superannuation sector (these
flows have partially, but not completely, offset continued equity inflows to Australia from foreign
investors)

« asset valuation effects, as foreign equities have outperformed Australian equities over the past
several years

« the depreciation of the Australian dollar over this period. Because foreign equity assets are
denominated in foreign currency, the value of foreign equity assets in Australian dollar terms
increases when the Australian dollar depreciates. But the value of equity liabilities, which are
obviously denominated in Australian dollars, does not change. So, when the Australian dollar
depreciates, the net equity position increases.

This is a major shift in Australia's external position.

Net Income Deficit

Despite the reduction in Australia's stock of net foreign liabilities over the past couple of years, the
net income deficit has widened a little, because the average vield that Australia pays on its net
foreign liabilities has increased by more than the yield it receives on net foreign assets.

https:/Iwww.rba.gov.aulspeeches/201 9/sp-dg-2019-08-27 html 812
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Graph 7
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Graph 7 shows the breakdown in the yields we pay and earn between debt and equity and between
liabilities and assets.

The graph shows that the main development has been a sharp increase in the payments on foreign
equity liabilities. Much of that increase has been due to significantly higher payments recently to
foreign owners of direct equity in Australia’s mining sector because of the increased profitability of
the mining sector. The foreign ownership of the large mining companies is around three-quarters.

Earlier I highlighted how the trade surplus had risen to historically high levels because of higher
resource exports. These higher payments to the foreign shareholders limit the narrowing of the
current account that occurs from the boost to the trade surplus from this source.

These payments result in ‘notional’ capital outflows because most of the mining companies' profits
are earned in US dollars and the distribution of those earnings to foreign owners are also
predominantly in US dolfars. So these amounts never come onshore into Australia, or are converted
into Australian dollars, even though the balance of payments records them as capital flows.

While net equity payments have increased, the servicing cost on the debt liabilities has been little
changed in recent years, despite the maturity extension of Australia's net debt liabilities. This is
because government debt has lower servicing costs than bank debt and it now comprises a much
larger share of the stock of liabilities. Indeed, the cost of servicing overall debt has declined to be its
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lowest on record. With Australian Government bond yields now materially below those on US yields,
the debt component of the net income deficit may decline further still.

Vulnerability?

Foreign debt liabilities are often regarded as a vulnerability. Should we be concerned about this?

In my view, we shouldn't be. Firstly, the vast bulk of Australia's foreign debt is denominated in
Australian dollars, ot foreign currency. All of the public sector debt is issued in Austratian dollars.
The debt that is denominated in foreign currency, which is issued by the banks and corporates, is
hedged back into Australian dollars (and generally the hedge is maturity-matched). Where it is not,
there is often a natural hedge available in the form of foreign currency income.

As a result, the vast bulk of Australia's foreign debt liabilities are in Australian dollars, especially once
you take into account the hedging. Moreover, all of the equity liabilities are in Australian dollars too.

To put some numbers on this, 68 per cent of foreign liabilities are denominated in Australian dollars,
this increases to 85 per cent after hedging.

Historically, a high level of foreign liabilities has been seén as a cause for concern. A number of
countries have got into serious trouble because of high foreign liabilities, particularly debt. But in
almost every case, the root cause has been the currency exposure. The countries that have got into
trouble have had high level of foreign debt denominated in foreign currency. The latter has been the
crucial source of vulnerability. It means that the exchange rate can no longer play the important role
of shock absorber. If a country with a high level of debt in foreign currency experiences a
depreciation, the debt rises in domestic currency terms. The country's ability to service and repay the
debt worsens. This can lead to sudden stops, that is, an immediate cessation of capital flows, as
investors try to withdraw. These are the archetypal currency crises of Latin America and the Asian
crisis. [6]

This isn't an issue for Austraiia because of the currency composition. The exchange rate depreciation
can play the important role of shock absorber, as the experience in the Asian crisis and again in 2008
and 2009 demonstrated. But it took some time to convince external observers of this. To
demonstrate that the currency composition of the foreign liabilities wasn't a vulnerability, the RBA
commissioned a survey from the ABS to measure this. The first of these surveys was in 2001, and
we have continued to get the ABS to repeat the survey every three years. These have shown a
consistent picture of minimal foreign currency exposure, including in the most recent survey in
2017.17] .

A large share of Australia's foreign assets are denominated in foreign currency (86 per cent, which
declines to 63 per cent, taking account of Australian investors hedging their foreign currency assets).
So, if you look at the balance sheet of the country as a whole, Australia has a net foreign currency
asset position. This is true on an unhedged and hedged basis (Graph 8). Hence when the exchange
rate depreciates, the value of net foreign liabilities actually declines rather than increase. [%)
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Graph 8
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To reiterate, this allows the exchange rate to play the important role of shock absorber to external
shocks. The exchange rate's ability to do so is not compromised by Australia's net foreign liability
position. The fact that the liabilities are effectively denominated in Australian dollars while the assets
are in foreign currency does not impede the exchange rate adjustment. If anything, it actually helps
the adjustment. This wouldn't be true if the debt were denominated in foreign currency.

Conclusion

To conclude, Australia's balance of payments and external accounts have undergone a significant
transformation since the days of Paul Keating's banana republic comment. The transformation has
been quite dramatic and often overlooked. I have highlighted some of the most noteworthy
developments. The trade surplus is around its largest, and the current account its narrowest, as a
share of GDP in many decades.

On the capital account, the mirror image of the current account, there has been a significant change
in both the composition of the capital flows and, as a result, the stock of foreign liabilities and assets.
Government debt now comprises a much larger share of debt liabilities and bank debt a smaller
share. The maturity profile of that debt is much longer. On the asset side, the large increase in
Australian offshore equity investment, mostly through the superannuation sector, means the country
as a whole has a net asset position in equities. The structure of Australia’s external accounts now
resembles that of the United States. While Australia doesn't have the exorbitant privilege of the US,
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the external accounts do not constitute a source of vulnerability and have become increasingly
resilient over the past 30 years.

All of these developments have taken place under the rules-based global trading system that has
been in place for a number of decades now. Despite some flaws, that system has delivered sizeable
benefits for global growth and welfare. Australia has clearly been a major beneficiary of that system.
The current threats to the system are a significant risk to both Australia and the world.
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