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Welcome	 to	 the	 latest	 edition	 of	
BankSA’s	economic	bulletin,	Trends.	
In	 this	 edition	 we	 examine	 the	
longer-term	 implications	 of	 the	
Australian	 economy	 generating	
less	 tax	 overall	 than	 prior	 to	 the	
Global	Financial	Crisis.
Trends finds that across much of the past 
decade the Federal Budget was strong 
enough to pay for a series of tax cuts as well 
as undertake some large spending. But as 
they do, times have changed and in effect 
Australia’s economy now generates relatively 
less tax than it used to. The economic 
recovery since the GFC hasn’t seen a 
matching recovery in revenues, and that has 
left the Budget in some degree of trouble.

At $370 billion, the Budget comprises around 
one quarter of Australia’s economy.  The two 
most important priorities of the nation are 
reflected in our Budget – our taxes and our 
spending – and both have significant impacts 
on national prosperity.

The Budget challenges have mounted quite 
rapidly and this report aims to:

•	 	Take	an	in-depth	look	at	why	the	Federal	
Budget is now struggling and what that 
may mean for our future.  

•	 	Suggest	 some	 changed	 ‘rules’	 to	 guide	
the policies of whoever wins the next 
election, and assess what election year 
2013 may bring for the Budget.  

•	 	It	also	takes	a	look	at	how	our	State	may	
be affected as the Federal Budget 
struggles to meet its challenges.

So, how did the Budget get to this point? To 
summarise, the past decade was the best 
Budget environment Australia has ever 
enjoyed.  The rise of emerging economies 
and their associated rapid industrialisation 
gave Australia a pay rise, paying top dollar 
for our coal, iron ore and other commodities.  

Those commodity prices gained altitude 
through to 2008, and tax revenues boomed 
off the back of it in a way they’ve never done 
before – and likely will never do again.  

However, our political leaders acted as if the 
boom we were in would be permanent, 
making a bunch of permanent promises to 
Australians off the back of it.  We cut 
personal income tax eight years in a row, 
there were family benefits and baby bonuses 
aplenty and now many of those earlier 
decisions are coming home to roost.

When the GFC hit, Budget policy entered a 
new phase. Australia’s policy became 
counter-cyclical,	serving	as	a	defence	against	
the downturn. Then policy slowly swung 
back towards restraint.  

However, the last couple of years have seen 
that net tax cut wound back – at least part of 
the way.

It	moved	down	following	the	decision	of	the	
incoming Labor Government to do away 
with one part of the Coalition Government’s 
planned cuts – the cut to the top rate of 
personal tax.  

This year’s Budget added extra to the 
Medicare levy, shifted up the pace at which 
tobacco taxes will increase and a crackdown 
on business tax is forecast to generate 

savings from a range of measures aimed at 
“protecting the corporate tax base from 
erosion and loopholes”.

Up until Christmas 2012, the Government 
was aiming to get back to Budget surplus 
this	 financial	year	2012-13.	However,	 it	has	
since had to abandon that ambition.

As revenues collapsed in the wake of the 
GFC we spent again on fiscal stimulus.  
Recently we’ve tried to raise revenue but 
we’re still also looking to spend.

Government policy has not only been to 
spend in the good times, but also to spend in 
the bad times.  

That has left the Federal Budget deep in the 
red.  And both sides of politics are responsible 
as these problems have been brewing for the 
better part of a decade.

There are likely to be questions arising for 
South Australia too.  The impacts of a 
deteriorating Budget for the Federal 
Government will be many. The State 
Government will be under increasing 
pressure to deliver services and infrastructure 
from its own tax base.  The State’s industry 
faces the prospect of less financial support, 
while both individuals and producers in the 
State may be hit with higher taxes.

The robust strength of the $A is one of the 
reasons why South Australian families can 
buy many things more cheaply today than 
they could a generation ago. Things like 
computers	and	audio-visual	equipment	cost	
a fraction today what they did two decades 
ago.

We pay far less too for certain clothing items 
such as shoes and children’s clothes, major 
household appliances and small electrical 
appliances are now 18% cheaper than they 
were 20 years ago and new cars are now 
15% cheaper than they were in 1993.  

As the report highlights, the $A is only one 
of the factors in play here.  For example, 
prices are lower for cars and for children’s 
clothes because we have removed most of 
the import taxes that used to be on such 
items.  And prices are incredibly low on 
computers	 and	 audio-visual	 equipment	
because of the amazingly fast evolution of 
technology over the past two decades.

But as always, it hasn’t been a one way street 
and other prices have jumped over time – 
electricity, education, insurance and health 
costs the largest.

Most of the areas that have seen the greatest 
increases are not helped by developments 
with the Australian dollar, as they mostly 

relate to domestic markets, with little or no 
impact from import competition.  

Similarly, in this latter group the relevant 
taxes have gone up rather than down.  That 
is true, for example in electricity, where the 
carbon tax and the mandated use of 
alternative energy sources have added to 
prices over time, as has the need to generate 
the funds for new investment in the sector.

Charts in the report show that education 
costs have also risen very rapidly over the 
past 20 years, with both electricity and 
education costs more than triple what they 
were back in 1993.

Not	 surprisingly,	 there	 are	 several	 health-
related categories at the top end of the price 
rise scale.  That includes the overall category 
of	‘health’,	as	well	as	two	of	its	components	
– medical, dental and hospital costs, as well 
as veterinary services.

Although this analysis looks back two 
decades, to date 2013 has seen no lessening 
of deflationary pressures among some prices.  
Whether that is due to the $A or to 
technology, it will help keep interest rates 
low for a while here in Australia.

As we look to the future, the Budget remains 
fragile.	 	 It	 is	 vulnerable	 to	 further	 falls	 in	
commodity prices and the potential for 
spending discipline to wane over time.  And 
we’ve locked in a lot of new spending over 
the coming decade, while the longer term 
costs posed by an ageing population haven’t 
gone away.  

That suggests the Federal Budget will be a 
lingering problem – and for whoever wins 
the coming Federal election, one likely to be 
in need of further repair.

Jane	Kittel
Managing	Director,	BankSA
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Introduction.

2013 is a Federal election year. But 
it’s one with a difference. Across 
much of the last decade the Federal 
Budget was robust enough to pay 
for a series of tax cuts – nine in 10 
years – as well as big increases in 
spending such as family benefits 
and baby bonuses.

That’s a lot of rabbits out of a lot of 
hats.	But	now	the	rabbit	is	dead.	In	
effect, Australia’s economy now 
generates relatively less tax than it 
used to. The economic recovery 
since the GFC hasn’t seen a 
matching recovery in revenues, and 
that has left the Budget in trouble.

Why does the ill health of the 
Budget matter? At $370 billion, the 
Budget comprises around one 

quarter of the size of Australia’s 
economy.	In	other	words,	it’s	a	big	
player. When a big player shudders, 
there is a ripple effect throughout 
the economy. That was true for the 
fiscal stimulus, but it’s also true 
when the Federal Government cuts 
back or embarks on repair work.

Perhaps more importantly still, the 
two most important priorities of a 
nation are reflected in its Budget – 
our taxes and our spending have big 
impacts on national prosperity (the 
size of the pie) and on fairness (how 
the pie is divided up). Doing these 
things properly genuinely matters.

The size and quality of the spending 
announced in the Federal Budget in 
areas such as skills, training and 

 “A budget should reflect 
the values and priorities of 
our nation and its people.”

–	Mary	Landrieu

“It’s clearly a budget. It’s 
got a lot of numbers in it.”

	–	George	W.	Bush

Federal	Budget	shaping	up	to	
be	an	election	scene	setter
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infrastructure (as well as many 
others) can have a big influence on 
Australia’s prospects. The same is 
true of the tax system needed to 
raise the money to pay for that 
spending – tax reform and the size 
of the tax burden can have a big 
impact on Australia’s prosperity.  
The Budget also divides the 
prosperity pie, favouring some 
individuals, groups and States more 
than others.

But the Budget challenges have 
mounted fast. So this report:

•	 	Takes	an	in-depth	look	at	why	
the Federal Budget is now 
struggling and what that may 
mean for our future. 

•	 	It	suggests	some	changed	
‘rules’	to	guide	the	policies	of	
whoever wins the next 
election, and assesses what 
election year 2013 may bring 
for the Budget. 

•	 	And	we	also	take	a	special	look	
at how our State may be 
affected as the Federal Budget 
struggles.

The	Budget	is	in	trouble	–	
how	did	that	happen?

The past decade was the best ever 
Budget environment in Australia. The 
rise of emerging economies such as 
China	and	India	and	their	associated	
rapid industrialisation meant the 
world gave Australia a pay rise, 
paying top dollar for our coal, iron 
ore and other commodities. 

Those commodity prices gained 
altitude through to 2008, and tax 
revenues boomed off the back of it 
in a way they’ve never done before – 
and likely will never do again. 

However, our political leaders did 
what we’ve always done in our 
history. They assumed that the boom 
we were in would be permanent, so 
they made a batch of permanent 
promises to Australians off the back 
of it. We cut personal income tax 
eight years in a row.

We threw around family benefits 
and baby bonuses as if they were 
going out of style. 

And now those earlier decisions are 
coming home to roost.

We	spent	during	the 
good	years.

Chart 1.1 shows a remarkable match 
in size and timing. Treasury revised 
up the Budget outlook due to better 
than expected economic prospects 
(the	‘parameter’	line	in	the	chart).

In	essence,	that	meant	that	a	
‘stronger	economy’	was	generating	
much more tax. Those windfalls 
were promptly parcelled out as tax 
cuts	(the	blue	‘policy	revenue’	area	
in the chart) and as spending 
increases	(the	green	‘policy	expenses’	
area in the chart).

And	we	spent	during	the 
bad	years.

When the GFC hit, Budget policy 
entered a new phase. The 
weakening economy wiped billions 
off the Budget, while the policy 
response to that was to support 
activity. 

That is, Australia’s policy became 
counter-cyclical,	serving	as	a	defence	
against the downturn.

Chart	1.2:	Variations	due	to	policy	and	parameters,	2001-02	
Budget	to	2013-14	Budget.

Source: Federal Treasury, Deloitte Access Economics

Note: The stimulus shows up as the temporary jump in the green area starting from the time of 
the	2009-10	Budget

Chart	1.1:	Variations	due	to	policy	and	parameters,	2001-02	
Budget	to	2007-08	Budget.

Source: Federal Treasury, Deloitte Access Economics
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Then policy slowly swung back 
towards	restraint.	The	blue	‘policy	
revenue’ area in Chart 1.3 peaked 
with the large tax cuts announced in 
the	pre-election	2007-08	Budget.	
That is, a series of personal income 
tax cuts reduced Budget revenues.

However, the last couple of years has 
seen that net tax cut wound back – 
at least part of the way.

It	has	moved	down	since	thanks	to	
the decision of the incoming Labor 
Government to do away with one 
part of the Coalition Government’s 
planned cuts – the cut to the top 
rate of personal tax. (By undoing a 
promised tax cut, it reduced net 
policy costs). 

Net policy costs to revenues have 
also moved down more recently 
amid tax increases – notably the 
decisions to introduce new mining 
and carbon taxes.

Finally, this year’s Budget added extra 
to the Medicare levy (to help pay for 
DisabilityCare), shifted up the pace at 
which tobacco taxes will increase, 
and a crackdown on business tax is 
forecast to generate savings from a 
range of measures aimed at 
“protecting the corporate tax base 
from erosion and loopholes”.

Or, in other words, the net impact of 
government decisions across the past 
decade has still generated a tax cut, 
but it is smaller than it used to be. 
And it has also changed the 
composition of the tax take – 
basically, taxes on people have gone 
down, while those on businesses 
have gone up.

Yet there is a spending story here too.

Initially	spending	rose	with	a	series 
of family benefits and the baby 
bonuses and then the global financial 
crisis hit, generating the hump of 
spending	seen	in	Chart	1.4.

That surge of stimulus spending has 
since unwound. Yet the subsequent 
trend has seen some further 
increases	in	spending.	In	part	that	is	
because we spent part of the 
revenue raised from the most recent 
tax hikes on things such as 
household and industry assistance for 
the carbon tax. 

Most recently, spending has 
increased due to the new 
commitments to DisabilityCare and 
to the Gonski school reforms. 
However, even though these are 
expensive	programs,	Chart	1.4	shows	
no final fling of spending growth.

That is because the full cost of 
DisabilityCare and the Gonski school 
reforms ramps up rapidly beyond the 
four year forecast horizon of the 
Budget.

It’s	been	getting	harder.

Up until Christmas 2012, the 
Government was aiming to get back 
to Budget surplus this financial year 
–	2012-13.

However, it has since had to 
abandon that ambition.

In	part	the	reasons	for	this	stretch	
back a decade, with both sides of 
politics having spent too much in 
the good years. Yet there is more to 
it than that. Gathering headwinds 
(including a disappointing recovery in 
the rich world and a more recent 
slowdown in emerging economies 
that ate into commodity prices), as 
well as a tax system that hasn’t been 
generating the same amount of 
revenue that it used to, made the 
task of returning to surplus ever 
harder.

Chart	1.3:	Policy-driven	changes	to	the	tax	take,	2001-02	Budget	
to	2013-14	Budget.

Source: Federal Treasury, Deloitte Access Economics
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Chart	1.4:	Policy-driven	changes	to	spending,	2001-02	Budget	to	
2013-14	Budget.

Source: Federal Treasury, Deloitte Access Economics

0

50,000

100,000

150,000

200,000

250,000

300,000

Budget 
2001-02

Budget 
2003-04

Budget 
2005-06

Budget 
2007-08

Budget 
2009-10

Budget 
2011-12

Budget 
2013-14

$m

3



The easiest way to see that is to look 
at the recent sharp fall in the red 
‘parameter’	line	in	Chart	1.5.	That	
chart effectively shows what 
Treasury’s estimates of economic 
conditions are doing to the Budget – 
and of late the news has been all 
bad.	Indeed,	that	line	indicates	that	
expectations of future revenue have 
been hit even harder in the most 
recent	2013-14	Budget	than	it	ever	
was during the depths of the GFC in 
2009-10.

That worsening backdrop led to the 
eventual abandonment of the 
Government’s promise to return the 
Budget to surplus.

Even so, the period since has seen a 
raft of big new spending promises in 
areas such as school funding and 
disability support, as well as a 
number of revenue raising measures 
and tax hikes.

Despite the number and size of 
those recent policy announcements, 
on balance they haven’t improved 
the Budget position significantly, 
with the new DisabilityCare and 
Gonski costs roughly balanced by 
savings from the abolition of the 
baby bonus as well as changes to 
the Medicare levy and to business 
taxes.

Or, rather, those changes balance 
out in the next few years. That said, 
the	2013-14	Budget	numbers	didn’t	
tell the full story because much of 
the increase in spending on schools, 
disability support and infrastructure 

will be happening between five and 
six years from now, and wasn’t 
included in the Budget (which by 
convention only has a four year time 
horizon).

It’s	also	worth	noting	the	relative	
balance that recent policy decisions 
have struck between tax cuts and 
tax hikes and spending increases. 
Chart 1.2 (referred to on page 2) 
shows that spending dominated the 
smaller overall pot of policy costs 
early on, then a long run of tax cuts 
almost got the shares to 50:50 by 
the	time	of	the	(pre-election)	2007-
08 Budget. However, the tax 
increases noted above (such as new 
carbon and mining taxes, and the 
increase in the Medicare levy) have 
combined with other decisions to 
swing the balance back towards 
spending once more.

Or, in other words, the period up to 
the GFC saw spending increases and 
tax cuts, while the period since the 
GFC has seen tax increases and 
spending increases.

The	current	difficulties	–	back	
to	a	GFC	trajectory	for	taxes.

Given the strength of Australia’s 
economy and the growth in 
Australia’s income, you’d expect the 
news on the tax front to have been 
better than it has been. 

Why has revenue been hit with a 
sledgehammer? There are several 
reasons:

•	 	First, our spending patterns 
have changed. Before the GFC, 
families were spending up. And 
when families spend, they 
generate more tax: GST, petrol 
and beer excises, and customs 
duty. But now spending is 
dominated by mining 
companies as they invest a 
fortune in new capacity. And 
whereas extra spending by 
families adds to the tax take, 
extra investment spending by 
businesses reduces it. That isn’t 
a criticism of the tax system. 
The tax system is broadly right 
to tax the spending of families 
and eminently correct to allow 
deductions for the spending of 
business. Accordingly, the 
composition of spending in 
Australia’s economy has gone 
from being very tax friendly 
ahead of the Global Financial 
Crisis (GFC) to being rather less 
tax friendly today.

•	 	Second, ahead of the GFC the 
sharemarket was riding high, 
and so were housing prices. 
That pumped up capital gains – 
by a lot – because we tax 
wealth as well as income and 
spending. But the glory days of 
capital gains are long gone. 
Australia’s sharemarket remains 
well below where it was ahead 
of the GFC, while housing 
prices are only just beginning to 
lift once more. So the same size 
of the economy is now 
delivering less tax.

•	 	Third, the implications of digital 
disruption and the modern 
global economy are also here, 
transforming the way 
companies and agencies 
operate and how they engage 
with their customers. Globally 
and locally, media, politicians, 
and even the OECD, are making 
claims that large businesses are 
not	paying	their	‘fair	share’	of	
tax. The Assistant Treasurer has 
raised concerns that the existing 
tax law may not adequately 
deal with the changing nature 
of global commerce and will 
subsequently develop a scoping 
paper examining, “the risks to 
the sustainability of Australia’s 
corporate tax base from 
multinational tax minimisation 
strategies and identify potential 
responses”.

Chart	1.5:	Variations	due	to	parameters,	2008-09	Budget	to	2013-
14	Budget.

Source: Federal Treasury, Deloitte Access Economics

Note: The stimulus shows up as the temporary jump in the green area starting from the time of 
the	2009-10	Budget
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•	 	Fourth, adding fuel to the fire, 
newer taxes are proving less 
lucrative than Treasury had 
hoped – that’s true of the 
mining tax already, and it will 
soon be true of the carbon tax 
as the latter shifts to reliance on 
European carbon prices in 
2015-16.

•	 	Finally, although prices for 
commodities such as coal and 
iron ore have fallen, the $A 
hasn’t – a nasty double negative 
for profits, and hence for taxes 
too.

What	is	the	Budget	trying	to	do?

Although the Treasurer did the right 
thing in stepping away from 
promising	a	surplus	in	2012-13,	it	
has left the status of Australia’s 
“fiscal rules” in limbo. 

Just what is the Federal Government 
trying to achieve with its Budget? 
What are the rules around that? 

The Government’s current stated 
medium term Budget strategy has 
remained unchanged since its first 
Budget	in	2008-09.	That	strategy	is	
to:

•	 	Achieve	Budget	surpluses,	on	
average, over the medium 
term.

•	 	Keep	taxation,	on	average,	
below	its	2007-08	share	of	the	
economy.

•	 	Improve	the	Government’s	net	
financial worth over the 
medium term.

In	addition,	a	number	of	
intermediate goals have been 
outlined over recent years, including:

•	 	Allowing	tax	receipts	to	recover	
naturally as the economy 
improves.

•	 	Build	growing	surpluses	by	
holding real growth in spending 
to 2% a year, on average, until 
the budget surplus is at least 
1% of GDP, and while the 
economy is growing at or 
above trend.

The latter rule deserves closer 
scrutiny. Arguably the main reason 
that Budget policy tripped up of late 
is	that	the	current	‘fiscal	rules’	never	
promised a return to surplus in 
2012-13.	

Rather, that timing was driven by a 
rule promising to “build growing 
surpluses … while the economy is 
growing at or above trend.”

However, tax collections respond to 
growth in nominal income rather 
than the real economy, with the gap 
between the two mostly due to 
swings in coal and iron ore prices. 

As	Chart	1.6	shows,	China’s	2012	
slowdown and the knock on impact 
to coal and iron ore prices made it 
harder to return to surplus, yet the 
fiscal rules ignored that. 

It	would	make	much	more	sense	if	
this rule were to be interpreted as 
referring to nominal economic 
growth rather than real economic 
growth. 

In	fact	that	would	have	saved	the	
nation a lot of grief in the last year 
or two.

Shortcomings	of	recent	
Budget	strategies.

Recent outcomes point to 
shortcomings in recent Budget 
strategies that have left the nation 
exposed to a number of risks. These 
can be broadly thought of as the 
time bomb risks, Budget rule risks, 
and the risks to quality.

The time	bomb	risks	revolve 
around issues as to the structural 
health of the Budget. For example, 
the nation has just committed to 
DisabilityCare, which has the 
potential to be great policy. 
However, it will also be very 
expensive policy, and the increase in 
the Medicare levy will only pay for 
something like a quarter of those 
costs when the scheme is fully up 
and running. That leaves the Budget 

exposed over the longer term, and 
also leaves little room for flexibility in 
the face of any future challenges.

The Budget	rule	risks arise because 
we have allowed the Budget to 
boost the economy when it was 
already strong (prior to the GFC) and 
then to weigh on it when it was 
slowing (during 2012). 

In	addition,	the	absence	of	clear	
Budget	rules	has	meant	that	a	pro-
spending bias remains in evidence, 
grounded in the imbalance between 
benefits for some groups and costs 
for others, the sway of interest 
groups	and	‘sticky’	spending	
decisions. 

Consequently, and reflecting 
shortcomings in transparency and 
credibility, the discipline on the size 
of government has slipped, with the 
tax share of national income rising 
by over a percentage point in the 
last 15 years – with a decision to 
increase the size of government 
being made by default, rather than 
being the considered outcome of a 
national conversation.

Finally, there is the	risk	to	quality 
which includes issues as to Budget 
governance and processes. Much 
new spending over the past decade 
fails the test of whether it is 
improving	either	‘fairness’	or	
‘prosperity’	in	Australia,	with	
requirements for regulation impact 
statements and cost/benefit analyses 
often avoided for policies that were 
deemed too contentious or 
important to be subjected to such 

Chart	1.6:	Growth	in	real	GDP	and	growth	in	nominal	GDP.

Source: Australian Bureau of Statistics
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analysis. Frequent changes to the tax 
and superannuation systems have 
also undermined predictability and 
created uncertainty for individuals 
and businesses alike.

What	should	Budgets	try	to	do?

It	is	worth	remembering	that	there	
are only two aims of any society: 
prosperity	(the	size	of	‘the	pie’)	and	
fairness (how the pie is sliced up). 
Australia’s Budget policy – our 
national social compact with 
ourselves – needs to assist with these 
twin aims.

The rules to achieve those aims must 
juggle five key aims:

•	 	Affordable:	ensuring Budget 
sustainability.

•	 	Prepared:	ensuring readiness 
for countercyclical action for 
any major shock.

•	 	Future-proofed:	ensuring 
readiness for intergenerational 
pressure.

•	 	Disciplined:	enforcing 
discipline on the size of 
government.

•	 	Effective:	ensuring value for 
money.

What	did	the	2013-14 
Budget	do?

The weaker economy left the Budget 
in	deficit	in	2012-13,	with	Treasury	
estimating	the	deficit	at	$19.4	
billion. And with the drivers of the 
current downturn – including low 
commodity prices and a strong $A – 
still evident, the news on the deficit 
front didn’t get much better in the 
following year, with Treasury 
estimating a deficit of $18 billion lies 
ahead	in	2013-14.

Thereafter, however, the gap closes, 
with projected deficits of $10.9 
billion	in	2014-15,	and	projected	
surpluses	of	$0.8	billion	in	2015-16	
and	$6.6	billion	in	2016-17.

That improvement in fiscal fortunes 
is partly due to Treasury’s view that 
the	current	weakness	in	‘profit-
related’ taxes such as company tax, 
superannuation taxes and resource 
rent taxes will improve over time. 

But much of the improvement is due 
to policy:

•	 	This	includes	a	lift	in	the	
Medicare levy from 1.5 to 2% 

from next year, plus the 
decision not to proceed with 
some of the spending promises 
and tax cuts linked to the 
mining and carbon taxes (such 
as plans to raise family tax 
benefits	and	to	boost	the	tax-
free threshold).

•	 	Additionally,	the	baby	bonus	is	
to	be	abolished	in	2014,	albeit	
shifting much of the 
expenditure to family tax 
benefits.

•	 	There	have	also	been	
announcements of changes to 
business tax, including the likes 
of changes tightening the rules 
to	prevent	international	profit-
shifting, restricting the research 
and development tax incentives 
and	changes	to	exploration-
related deductions for miners.

•	 	Planned	foreign	aid	increases	
have again been shifted further 
into the future, while funding 
for a number of programs 
focused on the environment 
will be deferred, redirected or 
removed.

What	is	the	remaining	repair	
task?

Although the last year of forecasts in 
the Budget showed a surplus, it may 
turn out to be “five minutes of 
surplus sunshine”. Whoever wins the 
coming Federal election, there are 
still a host of risks surrounding the 
path back to surplus, and the size of 
the projected surplus remains wafer 
thin.

Election	spending	could	prove	
problematic:	One risk is that fiscal 
discipline may slip further as the 
Government and the Opposition slug 
it	out	in	the	lead-up	to	the	14	
September election, as well as in the 
four years ahead. 

We	already	know	that	recent	
commitments	will	ramp	up	in	
cost: Another medium term risk is 
that, although the Government’s 
decision to present funding details 
for the Gonski school reforms and 
the new DisabilityCare scheme until 
2022-23	should	be	applauded,	the	
projections need to be taken with a 
large grain of salt, given that the 
forecasts	beyond	2016-17	essentially	
assume that reforms are partly paid 
for via unspecified spending 
restraints. 

Revenues	remain	at	risk:	Finally, 
the Budget’s assumptions on future 
carbon and commodity prices may 
once again prove too optimistic. 
Australia’s fiscal finances depend 
critically on coal and iron ore prices, 
and the range of reasonable 
estimates for those prices is wide. 
The views of many reputable 
forecasters are more pessimistic than 
the official forecasts, especially the 
longer you look out in time. The 
key implication is that a very 
technological and contestable 
assumption is now absolutely make 
or break for the Budget. 

Safety	margins	haven’t	been	
built	in:	Over the past year, China 
has indeed slowed and coal and iron 
prices have fallen. That serves as a 
salutary reminder that the Budget is 
built on rather shakier foundations 
than most realise. As Martin Wolf of 
the Financial Times recently said, “If I 
were running the Australian 
economy . . . I’d try to run it on the 
assumption that the commodity 
prices might halve”.

Insurance	hasn’t	been	taken	out: 
One implication of the increased 
volatility – greater risk – is the case 
for taking out more insurance. 
However, implicit in the policy 
response to the rising commodity 
prices of recent years – which can be 
summed up as “spend the lot” – is 
that Australia has not taken out any 
insurance. 

Carbon	pricing	risks	lie	ahead: 
Similarly, Australia’s carbon price will 
be linked to the European carbon 
price	from	2015-16.	In	light	of	
recent falls of the European carbon 
price, Treasury cut its forecast of 
Australia’s carbon price in that year 
from $29 to $12, but there are clear 
risks that the carbon price could end 
up lower than that.

And	then	there’s	the	longer	term	
outlook: Finally, the longer term 
risks posed by an ageing population 
and fast rising health care costs 
haven’t gone away. 

The bottom line is that the Budget 
position remains fragile and 
vulnerable over the next few years, 
while a big repair task for the 
nation’s finances still remains over 
the longer term.
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What	are	the	implications	for	
South	Australia?

Recent years saw our State benefit 
from increased Federal spending. 
Aside from spending in conjunction 
with the States, the Federal 
Government also spends a large 
amount of money directly purchasing 
goods and services around the 
nation in areas such as 
telecommunications, defence, and 
the like. Chart 1.7 shows that the 
Federal Government’s direct 
spending in South Australia (which 
excludes transfers to the State 
Government, households and 
businesses, and so for example 
doesn’t include spending such as 
family benefits). That spending has 
moved up notably in recent years 
after an earlier downtrend. That 
recovery followed over a decade 
during which Federal Government 
spending was falling as a share of 
the State’s economy.

However, those days of a recovery in 
Federal spending in this State may 
be over. One of the implications of 
the	2013-14	Federal	Budget	–	and	
the Opposition’s response to it – is 
that much of Australia’s budgetary 
future has already been promised 
away. The cost of DisabilityCare and 
the Gonski school reforms (though 
the Opposition has not committed to 
the latter) will rise very fast in the 
years	beyond	2016-17,	while	the	
Medicare levy revenue to help pay 
for DisabilityCare will merely be 
coasting along.

no	help	from	the	Feds: However, 
to date the Federal Government is 
only committing to funding part of 
DisabilityCare and the Gonski school 
reforms. The rest will fall on State 
Budgets, and the latter have 
problems of their own. After all, 
roughly	42%	of	all	State	spending	is	
Federal-funded,	with	only	58%	
raised from other sources such as 
State taxes and charges.

That says two things – that the 
Federal Government won’t bail out 
the States (as the Federal 
Government are already heavily 
committed well into the future), and 
that the States themselves will have 
to fund their share of DisabilityCare 
and the Gonski school reforms from 
their own tax base. 

Increased	reliance	on	some	States	
taxes? This thought is a concern 
because, as is now widely 
acknowledged, State tax bases 
contain some of the most destructive 
taxes in Australia. For example, the 
Henry Tax Review noted that State 
taxes hit economic activity more 
than their Federal counterparts do – 
insurance taxes are a good example. 
That means that if States such as 
South Australia raise their own taxes 
to help fund these initiatives, it 
would likely come at a higher 
economic cost than if the Federal 
Government were to make a higher 
contribution.

Pressure	on	infrastructure	
funding? The same is true of 
spending by the Federal Government 
on infrastructure such as roads, 
rail	and	ports.	The	2013-14	Budget	
announced	$24	billion	of	new	
infrastructure funding over the 
medium term but, as with 
DisabilityCare and the Gonski school 
reforms, called on the States to 
make a sizeable contribution of their 
own. Major infrastructure investment 
in South Australia wasn’t headlined 
in the current round, and Federal 
Budget pressures would seem to 
make such infrastructure investment 
in South Australia all the more 
unlikely.

Pressure	on	Defence	funding? 
Much of the Federal Government’s 
direct spending is on defence 
(nationally,	the	figure	is	almost	one-
third	of	its	direct	spending).	Defence-
related manufacturing is an 
important industry in South 
Australia, with Adelaide the home 
of the largest shipbuilder in 
Australia, ASC.

Yet defence is one area which has 
been hit hard by Budget cutbacks of 
late. Last year’s Budget announced a 
cut to defence spending of $5.5 
billion over four years by delaying 
some acquisitions and making other 
changes to the defence capital 
program. Those cuts saw Australia’s 
defence spending as a share of the 
economy	fall	to	1.56%	which	is	the	
lowest since 1938. 

The Government has since released a 
new White Paper which suggests 
planned defence projects of $75 
billion,	including	$36	billion	to	build	
12	new	submarines.	The	2013-14	
Budget announced that the 
replacement of Australia’s Armidale 
Class Patrol Boats and the supply 
ships HMAS Success and HMAS 
Sirius would be brought forward. 
The Government (and the 
Opposition) have also made a 
commitment to return defence 
spending to 2% of GDP, but that will 
take several years in the current 
Budget environment.

In	the	meantime,	Adelaide’s	defence	
manufacturing sector will remain 
under pressure. A number of issues 
challenge the sector including a 
stop-start	workload	which	can	
threaten	viability	in-between	major	
defence	acquisitions.	Indeed,	it	now	
looks like Australia’s big purchase of 

Chart	1.7:	Federal	Government	direct	spending	in	SA	(%	of	the	
State’s	economy).

Source: Australian Bureau of Statistics, Deloitte Access Economics
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new vessels won’t occur for several 
years.	Recent	cost	over-runs	and	
delays associated with the 
Australia-wide	procurement	of 
three new AWDs, which were 
assembled in Adelaide, will mean 
that a strong case will need to be 
made for future procurement in 
Australia (and Adelaide), given the 
increasing need of the Federal 
Government to save money. 

Pressure	on	other	Federal	
subsidies?	The cutbacks and search 
for savings that have been affecting 
the defence budget are likely to be 
an ongoing issue for Federal 
Government industry assistance 
more generally. Recent headlines 
have been grabbed by General 
Motors Holden, which received 
$2.17 billion in government 
assistance over the past 12 years. 
Future government assistance will 
need to pass a higher threshold 
given both the Budget situation, and 
the difficult situation currently facing 
the car manufacturing industry in 
Australia as reflected in its falling 
market share.

Pressure	on	retirement	savings? 
A search for revenue to bring the 
Budget back to surplus means it’s 
likely there might be action on the 
tax side too. The rules on 
superannuation have already been in 
the	firing	line.	The	2013-14	Budget	
targeted the tax exemption of 
earnings on superannuation assets 
by introducing a tax of 15% on 
superannuation earnings above 
$100,000. And, that change 
followed earlier reductions made to 
tax concessions on superannuation 
contributions made by high income 
earners. 

As a State with a relatively older 
population, South Australia’s 
demographic destiny is one of a 
relatively higher proportion of 
retirees, and that means future 
changes to superannuation have 
the potential to hit the State rather 
harder than most.

Might	wine	taxes	rise	over	time? 
Another	area	of	potential	revenue-
raising	is	in	the	area	of	‘sin	taxes’.	
The Government increased the 
tobacco	excise	in	the	2013-14	
Budget, and there is speculation 
that, whoever wins the coming 
Federal election, alcohol taxes could 
be targeted in the future. The Henry 
Tax Review recommended that an 
alcohol tax levied on a common 
volumetric basis across all forms of 
alcohol should be introduced to 
reduce social harm caused by 
alcohol. As current wine taxes are 
based on value, such a shift in the 
tax on alcohol would result in a 
higher tax on cheap wine. 

Given South Australia’s position as 
Australia’s premier wine producer, a 
higher tax on wine would be a 
further source of pain for our State.

Conclusion.

The past decade was the best ever 
Budget environment in Australia. Yet 
we	spent	the	‘rivers	of	gold’	
generated by booming commodity 
prices on eight income tax cuts in a 
row and a flurry of family benefits 
and baby bonuses. As revenues 
collapsed in the wake of the GFC we 
spent again on fiscal stimulus. 
Recently we’ve tried to raise revenue 
but we’re still also looking to spend.

So our policy has been to spend in 
the good times, and then to spend 
in the bad times. 

That has left the Federal Budget 
deep in the red. And both sides are 
to blame: these problems have been 
brewing for the better part of a 
decade.

As we look to the future, the Budget 
remains	fragile.	It	is	vulnerable	to	
further falls in commodity prices and 
the potential for spending discipline 
to wane over time. And we’ve 
locked in a lot of new spending over 
the coming decade, while the longer 
term costs posed by an ageing 
population haven’t gone away. 

That suggests the Federal Budget 
will be a lingering problem – and, 
whoever wins the coming Federal 
election, one likely to be in need of 
further repair.

There are likely to be questions 
arising for South Australia here too. 
The impacts of a deteriorating 
Budget for the Federal Government 
will be many. The State Government 
will be under increasing pressure to 
deliver services and infrastructure 
from its own tax base. The State’s 
industry faces the prospects of less 
financial support, while both 
individuals and producers in the 
State may be hit with higher taxes.
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The underlying theme of this 
issue of Trends is the impact the 
Australian dollar is having on 
different parts of the economy. 
For example, it shows up as a big 
negative for the Federal Budget, as 
discussed in the main article in this 
issue. And as discussed in the 
Australian economy article, the 
$A’s strength is one of the factors 
that will keep interest rates low for 
a while.

This article comes from a different 
angle: the robust strength of the $A 
is one of the reasons why South 
Australian families can buy many 
things more cheaply today than they 
could a generation ago.

Chart S1 shows today’s prices in 
Adelaide for a range of products, 
expressing them as a share of their 
matching prices 20 years ago.

South	Australia: 
Import	prices	tumble

Chart	S1	–	Some	prices	fall.
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Not surprisingly, the chart shows 
that computers and an array of 
audio-visual	equipment	costs	are	a	
fraction today of their price two 
decades ago.

And although the price falls of the 
past two decades have been rather 
smaller for other categories, it isn’t 
only computers and headphones 
which have fallen in price (and 
improved in quality).

For example, shoes cost 23% less 
today than they did in 1993. And 
although the price falls have been 
smaller, both major household 
appliances and small electrical 
appliances are now 18% cheaper 
than they were 20 years ago, while 
children’s clothes have come down 
14%	in	price.

Even new cars are now 15% 
cheaper	than	they	were	in	1993.	In	
fact new car prices are also a good 
example of the importance of 
purchasing power of wages. After 
all, the key to our living standard 
isn’t what has happened to prices, 

but rather what has happened to 
both wages and prices. Back in 
1993, an average worker who 
began	saving	all	of	their	pre-tax	
wages on January 1 could pay for a 
new Commodore or Falcon by late 
October. Today’s average wages 
would get them to that goal by the 
first week of July. No wonder then 
that new car affordability is the best 
that has been seen in some 
decades.

The chart also shows that some 
other products – such as furniture 
and phone calls – have seen prices 
barely budge in the last two 
decades.

Of course the $A is only one of the 
factors in play here. For example, 
prices are lower for cars and for 
kids’ clothes because we have 
removed most of the import taxes 
that there used to be on such items. 
And prices are stunningly low on 
computers	and	audio-visual	
equipment because of the amazing 
march of technology over the past 
two decades.

Yet this isn’t a one way street.  
Chart S2 on the opposite page 
shows some of the prices that have 
jumped over time.

By and large the latter list isn’t 
helped by developments with the 
Australian dollar, as they mostly 
relate to domestic markets (with 
little or no impact from import 
competition). 

Similarly, in this latter group the 
relevant taxes have gone up rather 
than down. That is true, for 
example, in electricity, where the 
carbon tax and the mandated use of 
alternative energy sources have 
added to prices over time, as has 
the need to generate the funds for 
new investment in the sector.

Education costs have also risen very 
rapidly over the past 20 years, with 
both electricity and education costs 
more than triple what they were 
back in 1993.

Not surprisingly, there are several 
health-related	categories	at	the	top	
end of the price rise scale. That 
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Chart	S2	–	Some	prices	rise.
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When the Reserve Bank of Australia 
announced a cut in official interest 
rates at the start of May, it made 
history as well as the front page. At 
just 2.75%, official interest rates are 
now lower than at any time in the 
RBA’s history – lower still than the 
2.89% seen in 1953 when Sir Robert 
Menzies was Prime Minister, South 
Australia won the Sheffield Shield in 
cricket, and fluoride was first 
introduced into the water supply.

Yet low interest rates are usually 
associated with times of recession, 
and the Australia economy, for all its 
problems, has not seen a recession 
since 1991. And the unemployment 
rate, while certainly edging up in 
trend terms, remains near 5.5%, a 
rate that most of the developed 
world would give its back teeth for.

So why would rates be cut now?

Mining-related	construction	is	set	
to	peak.

The key to the latest Reserve Bank 
cut, as many have pointed out, is not 
what is happening now – it’s what is 
coming to an end in the near future. 
The spending on the series of huge 

investment projects that have 
accounted for much of Australian 
economic growth in recent years are 
looking very likely to peak in late 
2013. Beyond that there is a decline. 
The changing outlook for world 
commodity demand (and Australia’s 
relatively high prices) has already had 
a local impact with the postponing 
and downgrading of the Olympic 
Dam project suggesting South 
Australia’s boost from the mining 
boom is already past.

Sure,	resource-based	construction	
will still be big business compared to 
what was seen in the past, but it will 
no longer be adding to Australia’s 
economic growth. Rather, as 
spending slowly winds back, it will 
start to detract.

How much and how fast that 
detraction occurs remains something 
of an open question – but the effect 
will be significant. As Chart A1 
shows, the proportion of Australia’s 
growth that can be attributed solely 
to resource construction has surged 
in recent years, with all other sources 
of growth (such as consumption and 
public sector investment) falling 
away	alarmingly.	If,	as	expected,	

Interest	rates	–
why	they	may	be	
low	for	some	time
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resource construction falls away, 
Australia’s rate of economic growth 
will need to find a saviour – and fast.

Therefore, a key question for the 
Australian economy over the next 
few years will be what sort of 
business investment profile we see 
after resources investment peaks – 
one of gradual decline with resources 
investment remaining at historically 
high levels, or a much sharper 
drop-off?

After all, 2013 brings with it the due 
date of final investment decisions for 
a number of large resources projects. 
At the beginning of 2013, the top 
10 projects in Deloitte Access 
Economics’	Investment	Monitor	
indicated	a	potential	$126	billion	
boost to Australia’s investment 
agenda. Yet already Woodside has 
withdrawn	plans	for	its	$43	billion	
Browse LNG project. With large cost 
blowouts on other projects, the 
expectation is that more of the 
projects on the top 10 list will also 
be shelved. 

So the Australian economy’s main 
growth driver of recent years will no 
longer play that role beyond 2013.

Leaving	behind	some	challenges	
for	growth.

However, the risk that the largest 
single contributor to Australian 
economic growth goes into reverse 
isn’t the only problem bedevilling 
the economic outlook through 2013 
and	2014.

Most importantly, although a 
moderation in China’s growth in 
2012 led to lower world prices for 
key Australian exports such as coal 
and iron ore, it didn’t knock the 
Australian dollar off its perch. That 
combination is a tough one for the 
national economy.

Other things equal, it means that a 
range	of	‘dollar	dependent’	sectors	
(such as manufacturing, tourism, 
farming and international education), 
while less sick than they have been, 
won’t return to health any time 
soon.

Moreover, it also means that parts 
of the mining sector are now in cost 
cutting mode, with the latter most 
evident in coal mining in 
Queensland, but with a number of 
other mining operations also now 
feeling profit pressure.

In	addition,	although	the	Federal	
Government has slowed its surge 
towards surplus, its earlier cuts have 
combined with those of the States to 

see the public sector add to short 
term troubles.

That leaves the Australian economy 
in need of a new growth driver – 
and relatively soon.

Time	for	Plan	C.

The only parts of the economy left to 
drive continued economic growth are 
precisely those sectors that respond 
most to the lever that the Reserve 
Bank has now grabbed hold of – 
interest rates.

In	the	main,	this	means	the	retail	and	
construction sectors of the economy, 
although a number of others, such 
as finance, also do better when 
interest rates are lower, while some 
such as transport and storage, 
benefit	from	the	flow-on	demands	
from those two main sectors.

And those key industries give this 
Plan C two advantages. Combined, 
they make up a fairly substantial 
proportion of the overall economy 
(about one dollar in every nine of 
economic output, and almost one in 
every	five	jobs).	In	addition,	neither	
has been doing particularly well of 
late;	the	mining-related	parts	of	
construction may have been sailing 
along well enough, but housing 
construction has been sliding for a 
decade – with new housing starts 
across 2012 nearly 15% below the 
levels seen a decade ago. This is 
despite the fact that Australia is now 
seeing some of the largest increases 
ever recorded in population (and 
60%	higher	than	a	decade	ago)	
which suggests there is solid 
underlying demand for new building.

Retail too has struggled, with growth 
in	inflation-adjusted	spending	rising	

by just 10% across the past five 
years, compared to close to three 
times that rate in earlier periods. 
That partially reflects a return to the 
habit of saving by households burnt 
by the GFC, unwinding a long period 
where Australians spent larger and 
larger proportions of their incomes 
each month. (At one point outflows 
exceeded the inflows of money to 
households, with Australians 
benefitting from the steady increase 
in their wealth thanks to rising house 
prices and soaring sharemarkets).

But, big as they are, these sectors are 
still smaller in size than those parts 
of the economy that are either 
struggling under the weight of the 
high Australian dollar, or set to 
contract as the mining boom 
unwinds. And, even though they 
might have room to grow given a 
fairly weak recent performance, 
interest rates have fallen significantly 
from earlier peaks without sparking 
them to life – so even if the latest 
cut has a beneficial impact, it may 
not be enough to offset losses 
elsewhere.

And, because those losses are 
expected to be very large, that says 
that low interest rates are set to 
linger	for	some	time	now.	Indeed,	as	
Chart A2 shows, the future path of 
interest rates for Australia (the 
‘implied	yield	curve’)	shows	that	the	
market currently expect official 
interest rates to fall to 2.5% in the 
next few months, with the distinct 
possibility of a further cut by year’s 
end. And, while the expectations are 
that the improving world economy 
might raise the outlook through 
2014,	it	is	not	expected	to	undo 
the first of those cuts. 

Chart	A2:	Implied	yield	curve	for	official	interest	rates	(mid	May	2013).
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Prices	have	eased	off	since	the	
beginning	of	2013.

Recent times have seen world prices 
for farm products bouncing around 
amid floods, storms and droughts 
here and in the rest of the world. 
And yet in recent years the dominant 
driver of farm fortunes hasn’t been 
prices for our products on world 
markets. Rather, it has been the ups 
and downs of the Australian dollar 
that have proved decisive.

And recent years have seen more 
ups than downs on the currency 
front.

Chart R1 highlights the extent to 
which the high $A has affected the 
profits of Australian farmers. Since 
late 2008 when the GFC caused the 
local currency index to roughly equal 
the trade weighted index, growth in 
the trade weighted index has 
outpaced that of the $A index by a 
factor of 13 to 1. 

To put it another way, while the 
prices that buyers on the world 
market typically pay for South 
Australia’s produce have risen by 

close to 50% since the end of 2008, 
the income actually received by 
South Australian farmers has risen by 
less than 5%.

BankSA	Rural	Price	Index

The	$A	ate	my	income

Chart	R1	–	The	BankSA	Rural	Price	Index	-	January	2000	=	100.
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BankSA Rural Price Index

    August 2013
Index base: January 2000 = 100   %change since
  Level Aug 2012 Apr 2012 Apr 2011

AUSTRALIAN DOLLAR INDEX

Grains 181.3 -3.0% +15.8% +6.4% 

Livestock and Livestock Product 170.7 -6.5% -11.8% -10.8% 

	 Livestock	Only	 184.1	 -11.0%	 -14.0% -5.9%	

Horticulture 131.8 +18.0% +26.8% +9.8% 

TOTAL ($A Based) 165.6 -1.1% +4.7% -2.0% 

SDR INDEX

Grains 264.7 -1.7% +18.4% +8.1% 

Livestock and Livestock Product 249.2 -5.3% -9.8% -9.4% 

Horticulture 192.4 +19.6% +29.6% +11.5% 

TOTAL (SDR Based) 241.8 +0.2% +7.0% -0.4% 

TOTAL (TWI Based) 231.9 +0.7% +6.6% -2.6%

The	dollar	ate	my	income?

That helps make one simple point – 
right now, the dollar is king.

Yet swings in the dollar aren’t the 
only determinant here. Chart R2 
shows the movement through time 
of the three component indexes: 
grains, livestock and horticulture. 
The past six months have seen falls 
in two of the three indexes, while 
the third is now holding steady after 
falling through 2012.

The Livestock and Livestock Products 
Index	was	the	first	of	the	three	to	
slide – down 12% across 2012 with 
a slightly larger fall when only 
livestock themselves (rather than 
their wool and milk) are considered. 

The key driver of the decline was 
the fall in sheep prices, a result of 
drier seasonal conditions 
discouraging flock expansion in the 
main sheep producing regions of 
Australia, most notably south east 
South Australia and western 
Victoria. Although the table above 
indicates a solid decline since the 
last	edition	of	the	Index,	most	of	
that decline occurred in 2012, with 
results so far this year more benign 
– indeed saleyard prices of both 
mutton and lamb have moved back 
up over the course of the year. 
Stability in the overall index may not 
continue however, with the latest 
indications suggesting that this year 
may see further falls in cattle prices, 

pushed lower by the loss of the live 
export markets in the Middle East 
and Southeast Asia, as well as the 
need to offload stock with drought 
conditions now spreading 
throughout parts of Queensland and 
beyond.

Construction	of	the	Index.

The BankSA Rural Price Index 
informs the State’s farmers and 
farm industries how prices are 
faring for South Australia’s farm 
products, rather than merely 
how prices are faring across 
Australia as a whole. The index 
aggregates price movements 
across 17 products which make 
up more than 80% of South 
Australia’s farm output.

There are three groups of 
products – grains (wheat and 
barley), livestock and related 
products (dominated by wool, 
milk and beef), and horticulture 
(dominated by grapes).

The	total	and	each	sub-index	are	
indexed to January 2000 (equals 
100). The index itself shows 
prices in Australian dollars, 
reflecting prices received by 
South Australian farmers, as well 
as in terms of the prices paid by 
buyers (that is, prices in foreign 
currency).

Chart	R2	–	Components	of	the	BankSA	Rural	Price	Index.
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While livestock prices have fallen, 
crop prices might be better 
described as “moderating”, with the 
rises driven by poor harvest in the 
United States and the former Soviet 
Union across 2012 – which pushed 
prices sharply higher – not expected 
to continue into the current season. 
Local conditions, however, have 
been far less favourable – our 
nation’s poetic combination of 
droughts and flooding rains cutting 
into both winter (down 22%) and 
summer (down 13%) crops this year 
compared with the previous years’ 
returns.

The horticulture index had been 
bucking the trend, with prices 
increasing sharply over 2012. Much 
of this can be attributed to a 
rebound in the price of both onions 
and potatoes, as well as spikes in 
tomato prices late in the year (which 
have subsequently eased, although 
back to a position well above early 
2012 levels). But those gains have 
begun to ebb across the early part 
of 2013. The near term outlook is 
also fairly weak – ABARES expects 
the unit value of wine grape 
production, the biggest single 
component of the horticulture 
index,	to	rise	by	just	2%	in	2012-13,	
compared to an 11% rise the year 
before; while potato production, the 
second biggest component of the 
overall horticulture index, is 
expected to come under increased 
competition from processed potato 
imports from New Zealand.

Structural	change	and	
productivity	in	Australian	
agriculture.

As the developing world’s demand 
for protein continues to rise, the 
potential for Australian agriculture 
to fill this demand will be significant. 
At the same time though, with an 
ageing workforce and adverse 
climatic events such as droughts and 
floods becoming all the more 
common, the strains on farmers’ 
cost bases will become ever more 
intense.	In	other	words,	now	like	
never before, Australian farmers will 
need to be constantly improving 
their productivity if they’re to 
compete with farmers overseas. 
Further, many of the technological 
improvements that have generated 
productivity gains in recent decades 
have already been made, giving 

them less potential to generate 
gains into the future.

Data from ABARES suggest that in 
the past decade productivity growth 
in four of the five key agricultural 
sectors, representing 90% of total 
farm production, slowed relative to 
the decade before (Chart R3). 
Productivity growth has been driven 
by the livestock industries, in 
contrast to the decades prior when 
productivity was mostly driven by 
the cropping and broad acre sectors. 

What has caused this change in the 
sources of productivity growth? 
Much of the blame has been 
attributed to climate change – in 
eight consecutive years since the 
turn of the century, rainfall in the 
Murray Darling Basin was below the 
average annual rainfall for the four 
decades prior. Naturally climate 
change affects cropping industries 
more than it affects sheep or cattle 
grazing, so in that sense the 
changing productivity distribution 
is unsurprising.

Of course, farmers can’t change the 
weather. But productivity 
improvements in other areas can 
offset the impacts of a changing 
climate, and there are climate 
adaptation strategies that can make 
farms more resilient to the effects of 
a changing climate. Climate change 
isn’t going away, meaning such 
measures will become all the more 
important looking forward.

Technological change is one such 
area.	In	the	past	decade	for	
example, farmers have increasingly 
made	use	of	reduced-till	or	no-till	
harvesting methods, which mean 

less disruption to the soil while 
harvesting and hence a greater 
yield. The introduction of new 
drought resistant crop varieties has 
also yielded productivity 
improvements.	Increases	in	average	
farm size also go hand in hand with 
improvements in productivity, 
because larger farms have a greater 
capacity to adopt new technologies.

So it isn’t all bad news. Potential 
exists for significant productivity 
improvements in Australian 
agriculture,	but	the	take-up	of	
productivity enhancing farming 
methods or technologies has so far 
been limited. That said, as climate 
pressures mount and farmers’ cost 
bases become increasingly strained, 
so too will their desire to seek out 
more productive methods of 
farming. So while the industry can, 
to some degree, be relied on to 
improve its own productivity, there 
might be potential for government 
to play more of an enabling role by, 
for example, facilitating research 
and development within the industry 
or by investing in greater education 
and information dissemination.

Chart	R3	–	Productivity	Growth	by	Sector.
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Chart	1	This chart benchmarks 
developments in South Australia’s 
housing market versus those 
nationally.	It	shows	the	level	of	
housing finance commitments in 
South Australia fell away at a faster 
pace than nationally during 2009, 
and South Australia’s housing 
market has continued to 
underperform for the past three 
years. The good news is that recent 
reductions in mortgage interest rates 
are now helping to support housing 
finance commitments. However, 
to date the upturn in South 
Australia’s housing finance 
commitments remains modest 
relative to previous recoveries.

Chart	2	There is slightly better news 
for the local construction sector in 
building	approvals	data.	In	particular,	
non-residential	building	approvals	–	
the level of approvals for commercial 
construction – have been on an 
upward trend for the past six 
months. However, the weak picture 
for housing finance commitments is 
being reflected in a diminishing level 
of residential building approvals, 
which have begun trending 
downward again after a brief 
resurgence.	In	turn,	that	is	helping	
to keep the overall performance of 
building approvals in South Australia 
below the national benchmark.
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Chart	3 The tonic of lower interest 
rates means that Adelaide’s median 
housing prices are showing some 
modest signs of life after a period of 
falling	prices	during	2011-12.	The	
chart puts the recent jitters in the 
housing market in perspective, with 
housing prices still significantly higher 
than eight years ago. Tentative signs 
of recovery in housing prices are 
evident in the latest data, supported 
by interest rate cuts, with the low level 
of interest rates providing a more 
encouraging environment for both 
owner-occupiers	and	investors.

Chart	4 The combination of falling 
mortgage interest rates and relatively 
steady median housing prices means 
that home loan affordability has 
improved	(that	is,	the	line	in	Chart	4	is	
rising).	Indeed,	home	loan	affordability	
in South Australia is now the best it 
has been for three years. Even so, 
home loan affordability is not quite at 
the level seen following the GFC, and 
home loan affordability in South 
Australia is also not quite as good as it 
is nationally.

Chart	5 This chart showing the rental 
accommodation vacancy rate in 
Adelaide encapsulates the current 
weakness in South Australia’s housing 
market. The lift in Adelaide’s vacancy 
rate over the past two years has been 
significant, with the rise in vacancies 
indicating that the market is no longer 
under-supplied,	partly	reflecting	
weaker	population	and	job	growth.	In	
turn, that has helped to drive the 
modest performance on approvals for 
new residential construction. That said, 
the rise in vacancies is now tapering 
off, which is a good sign for broader 
market recovery.

Chart	6	It	is	no	surprise	that	the	
growth in Adelaide’s housing rents is 
slowing given the rise in vacancies. 
Adelaide’s housing rents are now 
growing at the weakest pace in over a 
decade, and they are also growing at 
a slower rate than nationally. That 
said, housing rents in Adelaide are still 
increasing marginally faster than 
overall consumer prices. 
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Chart	7 South Australia’s retailers 
have experienced some lean times in 
recent years. While there were signs of 
a retail revival in the State in early 
2012, retail sales have again faded in 
early	2013.	In	particular,	the	State’s	
retail sector has been underperforming 
the national benchmark. That reflects 
the weakness in population and job 
gains in the State, while weakness in 
the pace of housing construction and 
renovation also isn’t helping. The 
good news is that lower interest rates 
will help provide some support for 
retailers over the remainder of 2013 
and	into	2014.

Chart	8 The sectors hardest hit by the 
retail slowdown over the past year have 
been clothing and household goods. 
The latter category includes furniture 
and fittings, as well as the likes of 
electrical appliances. Turnover in this 
category of retail spending hasn’t been 
helped by the broader slowdown in 
housing activity, but should be assisted 
by lower interest rates. On the other 
hand, some retailers have been 
performing reasonably well: hospitality 
(such as cafes, restaurants and 
takeaway food) as well as department 
stores and food retailers are continuing 
to show positive sales growth in a 
difficult trading environment.

Chart	9 The figures can jump from 
month to month but an upward trend 
has been evident in car sales both 
nationally and in South Australia since 
early 2011. The lift in car sales has 
been encouraging given broader 
economic weakness, but it is 
benefiting from the strength of the 
$A. The latter is generating lower new 
car prices. That said, in part recent 
sales look better simply because sales 
were reduced in 2011 by the tsunami 
in Japan taking its toll on global car 
production, which was later followed 
by flooding in Thailand. The growth in 
car sales over recent months has been 
more moderate. 

Chart	10 South Australia’s population 
growth has returned to around its 
level just prior to the global financial 
crisis. That is a significant development 
after the State’s population growth 
dropped	to	multi-decade	lows	in	mid-
2011, and bodes well for broader 
economic activity in the State. The 
swings in population growth in the 
State have reflected movements in 
international migration, with a recent 
recovery in the latter one of the 
factors helping to drive the broader 
recovery in population growth.
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NEW MOTOR VEHICLE REGISTRATIONS - Seasonally Adjusted
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Chart	11 The myriad pressures on the 
State’s economy over the past year, 
led by the impact of the high 
Australian dollar on manufacturing 
and weakness in the housing 
construction sector, have seen the rate 
of unemployment in South Australia 
shoot upwards to the highest level in 
almost nine years. Unemployment in 
the State has surpassed its level 
during the global financial crisis, 
and it remains higher than the 
national average. 

Chart	12 The lift in the unemployment 
rate has reflected weakness in South 
Australia’s employment growth. 
Employers faced with difficult trading 
conditions were shedding workers on 
average	during	mid-2012	–	a	notably	
worse development than observed 
nationally. The good news is that in 
recent months the State’s employment 
growth has become positive once 
again. Even so, the rate of employment 
growth still remains weak, and will 
need to rise further in the face of a 
rising population to prevent 
unemployment rising.

Chart	13 Room occupancy rates in 
South Australia continue to remain 
close	to	63%,	as	they	have	for	much	
of the past two years. This is in 
contrast to the story for national 
occupancy rates, which have 
recovered much more sharply since 
late 2009. That said, national hotel 
room occupancy rates have fallen in 
recent months, while South Australia’s 
have held steady, which can be 
considered a reasonable performance 
given the national backdrop.

Chart	14 South Australia’s wage gains 
have been trailing the nation as a 
whole in recent years. The State has a 
greater exposure to sectors such as 
manufacturing which have been 
struggling of late, and lower exposure 
to sectors that have been growing fast 
such	as	mining	and	mining-related	
construction. National wage gains 
have been led by Western Australia 
which has the largest exposure to 
mining. The upshot is a widening gap 
between local and national wages.
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Chart 12
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Chart	15	Inflation	has	been	relatively	
subdued in both Adelaide and the 
nation as a whole. Weakness in 
sectors such as retail has been keeping 
downward pressure on prices, while 
the strength of the Australian dollar 
has been doing the same for prices of 
imported goods. That said, the prices 
of health, education, and housing 
continue to rise at a relatively fast clip, 
with the latter partly driven by the 
introduction of carbon pricing. 

Chart	16 Small business confidence 
has shown an encouraging lift in 
South Australia over recent months. 
Some better global economic news 
have combined with cuts to interest 
rates are likely to have been important 
catalysts for the recent rise in 
confidence. However, the chart 
provides some perspective: the recent 
rise in small business confidence 
follows a period of extremely weak 
levels of confidence 12 to 18 months 
ago, and confidence among South 
Australian small businesses remains 
below both the national level, and 
also	well	below	its	long-term	average.

Chart	17 Employment growth in 
South Australia has returned to 
positive territory over recent months. 
Even so, employment growth remains 
weak, and declining job vacancies 
suggest that the outlook for 
employment growth over the next few 
months isn’t that positive. That may 
place upward pressure on the State’s 
unemployment rate given the 
increasing rate of population growth.

Chart	18 The past decade has seen 
South Australia’s share of national 
output and population come under 
pressure. The mining boom, and the 
consequent lift in the fortunes of 
Western Australia and Queensland, 
has been the most important driver of 
that pressure. Over the past year, the 
State’s share of national output has 
diminished more quickly after several 
years in which it had been holding 
onto its share of national output 
reasonably well.
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Chart 16
SMALL BUSINESS CONFIDENCE - Net balance

SA Australia Source: Sensis "Business 
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Chart 17
EMPLOYMENT GROWTH & JOB VACANCIES
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Source: ABS Cat. No. 6202.0, ANZ 
Bank

SA TRENDS

STATISTICAL SECTION

6.0

6.2

6.4

6.6

6.8

7.0

7.2

7.4

7.6

7.8

Dec-02 Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Chart 18
SHARE OF NATIONAL OUTPUT AND POPULATION (%)

Share of national output Share of national population

Source: ABS Cat. No. 3101.0, 
5206.0 and Deloitte Access 
Economics

21



Chart	19 National output growth over 
the past year has been solid, driven to a 
large	extent	by	mining-related	
construction projects in the resource rich 
States such as Western Australia and 
Queensland. Without a similar increase 
in the construction spend in the State, 
South Australia’s output growth has 
failed to match the gains seen nationally. 
Indeed,	the	State’s	output	growth	has	
been fading as the high Australian dollar 
takes its toll on manufacturers, while 
other sectors such as housing 
construction have been weak. Cuts to 
interest rates will help to support the 
latter, as well as output growth, both in 
this State and nationally.

Chart	20 South Australia’s housing 
construction cycle is moving out of 
sync of the national equivalent. While 
national dwelling investment has been 
stabilising and is now showing signs 
of recovery, the fall in dwelling 
investment in South Australia is still 
accelerating. The pace of growth in 
housing construction in South 
Australia is the weakest in at least a 
decade. While an extended period of 
low interest rates may prompt a 
turnaround over time, weakness is 
likely to continue in coming months, 
as both residential building approvals 
and housing finance remain modest.

Chart	21 An encouraging sign for 
South Australia’s economy is that 
business investment has been lifting as 
a share of the State’s economy. 
Indeed,	business	investment	has	lifted	
to the highest share of the economy 
for at least a decade, which will 
increase the productive capacity of the 
State in the future. Yet South 
Australia’s lift in business investment 
remains well short of the national 
average, which for the moment is 
being driven by a record mining 
investment boom in States such as 
Queensland and Western Australia. 
That said, the latter will wind down 
somewhat over the next few years. 

Chart	22 The public sector is keeping 
a	tighter-than-usual	rein	on	spending	
amid slower growth in tax revenues. 
That reflects the weakness in the 
broader economy as well as the high 
Australian dollar and lower commodity 
prices, with falling profits affecting the 
company tax take. Although the 
Federal Government has now dropped 
its commitment to return to surplus in 
the near term, public sector spending 
as a share of total spending has 
consequently declined of late, 
although in South Australia it remains 
a notch higher than it was prior to the 
fiscal stimulus prompted by the global 
financial crisis.
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Chart 19
OUTPUT - % change on previous year
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Chart 20
DWELLING INVESTMENT - % change on previous year
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Source: ABS Cat No. 
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Chart 21
BUSINESS INVESTMENT - % of output

SA (%) Australia (%)

Source: ABS Cat No. 5206.0, Deloitte Access 
Economics

SA TRENDS

STATISTICAL SECTION

21.5

22.0

22.5

23.0

23.5

24.0

24.5

25.0

25.5

26.0

Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Chart 22
PUBLIC SECTOR OUTPUT - % of total consumption and investment
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Source: ABS Cat No. 5206.0
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Chart	23 Export growth in both South 
Australia and in the nation as a whole 
has been easing over the past year. 
Falls in farm prices have been a factor 
for the value of the State’s farm 
exports, while wheat production has 
also been relatively subdued. That has 
helped to keep the State’s export 
growth below the national equivalent. 
However, national export earnings 
have also been suppressed by falling 
industrial commodity prices. The high 
Australian dollar continues to take its 
toll on export earnings, both in South 
Australia and nationally.

Chart	24 Growth in international 
imports is also easing both nationally 
and in South Australia. Domestic 
economic weakness is one factor 
leading to weaker demand for 
imported goods, while the high 
Australian dollar continues to keep the 
value of imported goods subdued. 
Nationally, the import of capital goods 
to feed major mining projects in the 
resource States provides an important 
offset for broader weakness in 
imports. Growth in South Australia’s 
imports has again edged below the 
national equivalent after exceeding for 
a brief period for the first time in 
several years. 

SA TRENDS

STATISTICAL SECTION

-30

-20

-10

0

10

20

30

40

Mar-09 Sep-09 Mar-10 Sep-10 Mar-11 Sep-11 Mar-12 Sep-12 Mar-13

Chart 23
MERCHANDISE EXPORTS - % change last twelve months to previous

SA (%) Australia (%) Source: ABS Cat No. 
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Chart 24
MERCHANDISE IMPORTS - % change last twelve months to previous
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Source: ABS Cat No. 
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BankSA – A Division of Westpac Banking Corporation ABN 33 007 457 141 AFSL and Australian credit licence 233714. BSA03519 (08/12)

Good for business.

MARGIN LENDING - CALL 8424 5505
At BankSA Margin Lending we offer a flexible line of credit, secured against cash or your existing investments in 
shares, managed funds and master trusts, so you can enjoy a highly tax effective, more diversified investment 
portfolio that’s up to three times larger than you would otherwise have.

TRANSACTION BANKING - CALL 8424 4583
Provide Electronic Receivable, Payable and Cash Management solutions 
• Solutions include Business Banking Online (BBO), PayWay, Quicksuper, Direct Debit and BPAY 
• Cash Management At Call and Term Deposit products 
• EFTPOS solutions including dial up, mobile and integrated 
• Online Payment Solutions allowing processing of credit cards via website, call centre or telephone. 

EQUIPMENT FINANCE - CALL 8424 4257
Equipment Finance through Leasing or Asset Purchase conserves cash resources, avoids the trap of 
obsolescence, and keeps customers at the forefront of technology and in a position to take advantage of 
opportunities as they arise.

INVOICE DISCOUNTING - CALL 8424 4586
Allows clients to leverage the power of their outstanding debtors by accessing a line of credit up to a maximum of 
85% against approved receivables. As sales and debtors grow, so will available funds. Suitable to customers selling 
goods or services to other businesses on credit terms.

TRADE FINANCE - CALL 8424 4586
For importers and exporters seeking to participate in global markets, efficient access to international markets 
along with local expertise is paramount. BankSA provides just that through a comprehensive suite of products and 
services that can be customised to your particular business needs. Experience and expertise can help you make 
the most of every opportunity.

FINANCIAL MARKETS - CALL 8424 4305
BankSA Treasury and Capital Markets offer expertise in global financial markets, combined with a commitment to 
customer satisfaction.

BUSINESS INSURANCE - CALL 8424 5275
As one of the largest Business Insurance Agencies in the State, we can tailor an insurance plan specifically designed 
for your customer’s business. 
• Free on-site consultation with a Business Insurance specialist or, 
• Convenient, over the phone cover for most SMEs 
• Comprehensive product range  
• Pay by the month for no extra cost on most policies to assist cash flow management 
• No Broker fees to save $

FINANCIAL PLANNING - CALL 8424 4097
We have a dedicated Senior Financial Planner within Private Banking. Services include: 
• Wealth creation 
• Retirement/superannuation planning 
• Investment structures  
• Estate planning 
• DIY super funds 
• Lending to Self Managed Super Funds

As the state’s leading business bank, BankSA is thoroughly committed to helping your business 
grow. We offer a wide range of products and services.
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