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Perplexed nation 

After ten years of high export prices and booming mining 
investment, Australians are perplexed about their future 
prosperity. The mining boom, cited as the reason for 
Australia's economic success, is now said to be over. Iron 
ore and coal prices have fallen, China's economic growth 
has slowed and the components of its growth are 
changing. 'The China resources boom is over', Prime 
Minister Kevin Rudd declared on his return to office in June 
2013, and a 'huge adjustment' was now required by 
Australians.1 Ten months later, Tony Abbott, Rudd's 
successor as prime minister, declared that the May Budget 
was only an 'installment' in the 'long-term restructuring' 
needed to restore Australia's 'economic health'. 

Australian living standards, recently ranked higher than 
those of Americans, Canadians, the British and most 
Europeans by one World Bank measure, are now said to 
be under threat. Even with major economic reforms, 
economist Ross Garnaut argues, Australia will see 
'moderate falls in living standards'. Without reform, 
Australia now faced 'economic instability, inflation, stagnation and high unemployment'.2 Economist Bob Gregory 
has warned that Australia would be faced with 'the largest negative macro shock to Australian living standards 
since the 1930s depression' if Australian import and export prices returned to their pre-boom levels – as they well 
may.3 For many Australians, the announcements that Toyota and GM Holden would cease production of motor 
vehicles in Australia, following the earlier closure announcements by Mitsubishi and Ford, signalled a troubling 
decline not only in manufacturing capacity but also national economic prowess. 

Now close to entering the twenty-fourth year of uninterrupted economic expansion, Australians are wondering 
how long the success can continue. Australia is part of a global economy still distressed by the consequences of 
the 2008 global financial crisis. China's growth has moderated and expansion in the world's major advanced 
economies is slow. Though stronger than all but a few other advanced economies, Australia's output growth is 
below the average of the last decade and unemployment has drifted up to a ten-year high. Measures of 
consumer and business confidence are subdued. The Australian Government budget has not only plunged into 
serious deficit, but is expected to remain in deficit for years to come. 

There is a fretful tone in much of the commentary about Australia's future. To the astonishment of visitors from 
other advanced economies, many of them struggling with high unemployment and barely perceptible growth, 
Australians have soured on their economy's future. 'My heart goes out to you', Goldman Sachs CEO Lloyd 
Blankfein wryly responded when asked about the Australian 'malaise' during a June 2013 visit to Sydney: 'you've 
now sunk to a level that we're trying to get up to.' Six weeks later, Australia marked the end of the twenty-second 
year of economic expansion and the beginning of the twenty-third by throwing out a two-term Labor Government. 
For Prime Minister Tony Abbott, however, economic problems have accumulated at much the same rate and with 
much the same gravity as those that confronted his predecessors. 

In these puzzling circumstances a new critique of Australia's economic performance has emerged. It is a stern 
rebuke of Australian conduct over the last fifteen years. It argues that Australians were complacent, profligate 
and foolish during the commodity price boom, failing to improve productivity while fecklessly enjoying the luck of 
high incomes. In criticising what he calls the 'Great Australian Complacency'4 Garnaut argues that China is now 
changing to become an economy more focused on services and household consumption, with grim implications 
for its demand for Australian iron ore and gas. As commodity prices fall and the Australian dollar with them, the 
critique continues, Australians now have no choice but to adjust to lower incomes, lower living standards and an 
abrupt end to the decades of prosperity. Only a national renewal, a recognition of error, a resolution to return to 
the painful but more purposeful reform period of the 1980s and 1990s, can now mitigate the unhappy results of 
Australia's complacency. This line of thought within Australia often resonates with foreign observers' comments 
inThe Wall Street Journal and The Financial Times. Australia is a lucky country, these reporters opine, but its luck 
is just about to run out.5 



In the business community, indignation and pessimism are more than usually evident. Recalling his earlier 
warnings of 'complacency' in Australian economic management, Anglo American chief executive Mark Cutifani 
lamented to the Minerals Council in June 2013 that 'we are now reaping what we sowed' and Australia was now 
at a 'tipping point'.6 'One-off' factors related to the mining boom had driven half of Australia's recent growth, the 
McKinsey Global Institute reported in August of 2012, 'obscuring the truth about its overall economic health'.7 
The head of Prime Minister Tony Abbott's Business Advisory Council, Maurice Newman, told an audience in 
November 2013 that the Australian economy was 'running on empty' and without reform faced the prospect of 
zero growth.8 According to these accounts, Australians – complacent and unwilling to reform – are about to 
discover hard reality as the economy falls off a cliff. 

Over the last two decades Australia's apparent economic success has brought with it international admiration, 
prestige and influence. Australia was readily supported as a founding member of the G20 and played an 
important role in elevating that forum to include leaders' summits in the wake of the 2008 financial crisis. 
Australian officials are heard with respect in the councils of the IMF, the World Bank and the Bank for 
International Settlements. Visiting other countries, the heads of Australia's various economic agencies – the 
Reserve Bank of Australia (RBA), the Treasury, the Productivity Commission, the Australian Competition and 
Consumer Commission – are often asked to explain Australia's achievements. If the pessimists are right, this 
international admiration and the prestige and influence Australia has acquired are based on a misunderstanding 
of Australia's actual achievement. As the downturn gathers force, it follows that Australia's international 
pretensions will soon be exposed. 

I argue here that these pessimistic accounts of Australia's economic experience over the last ten years are 
wrong. So too, the dire warnings about Australia's future will probably also be wrong. I argue that there is quite 
another way to think of Australia's recent and past economic experience, one that delves into the way Australians 
have handled the good fortune of a commodity price boom and prepared for its aftermath. It is an account that 
better corresponds to the facts and raises different issues for Australia's prosperity and its role in the world over 
the next few decades. In this account, the mining boom is by no means over. In some important respects, it has 
barely begun. It is, however, changing in character. Hitherto the boom has mainly been about investment in 
mines, and high prices for iron ore and coal. In the current phase it is about additional exports – mostly of iron ore 
and mostly to China. Within another year or two it will change again. The fastest growing addition to mining 
exports in this next phase will be liquefied natural gas (LNG). For this commodity, markets in Japan and South 
Korea will be as important as China, and the prices will not be high. Within a few years it is possible that Japan 
will once again be Australia's biggest export market, displacing China. 

China will, however, remain overwhelmingly important for the Australian economy. Its immense size and its 
relative openness offer Australia its best chance to expand the range of its regional exports to include more 
intermediate goods and services integrated into regional production chains, as well as food, tourism and 
education. This is an objective Australia has largely failed to achieve in its older Asian markets of Japan or Korea. 
If Australia handles its response well, emerging Asia presents a market of growing wealth and diversity that could 
underpin Australian prosperity for decades to come. 

The alternative account of Australia's economic experience presented in this book also demonstrates that the 
mining boom has had far less impact on Australia than is generally thought. The boom will remain important to 
Australia in many ways, but the singular impact of higher resource prices on the Australian economy has long 
competed with and often been overwhelmed by other forces. In particular, the 2008 global financial crisis (GFC) 
has influenced household and business behaviour, output growth, government debt and interest rates in the 
advanced economies, including our own. The world since 2008 has been very different from the world before, 
though the resource boom runs through both periods. In understanding where we are and where we are going, 
the impact and consequences of the global financial crisis are as important as the mining boom. 

For all the hype, the mining boom has been but one more episode in Australia's uninterrupted expansion over 
more than two decades, and in some respects not the most important one. Australian output grew faster in the 
ten years before the mining boom began than it has since. Incomes and employment rose just as much before as 
after. It is only recently, ten years after the boom was said to have begun, that actual mining output has begun to 
increase significantly faster than gross domestic product (GDP). 

Nor, for all the indignant scolding, can it reasonably be said that Australians have been merely the lucky 
beneficiaries of China's explosive growth, or that they have complacently dozed through an unparalleled 
opportunity to reshape their nation and prepare for the challenges ahead. Australians have been saving more, 
investing more, working more and learning more. 

During the mining boom Australia's capital stock has increased by nearly two-thirds, a larger share of Australians 
have jobs, the share of young people in training and higher education has increased markedly, household saving 
has increased from zero to one-tenth of household disposable income, national gross saving has risen to well 
over one-fifth of GDP, the current account deficit has narrowed, household credit growth has slowed sharply, and 
Australian banks have dramatically reduced their dependence on foreign borrowing and thus the vulnerability of 



Australia's financial system to global shocks. Of the biggest investment boom in Australian history, well over four-
fifths has been matched by Australian savings. 

Nor has economic reform been entirely neglected, as often alleged. Over the last fifteen years, Australia has 
made far-reaching changes – notably in sustaining the financial autonomy of the states by vesting them with the 
revenues of the goods and services tax, in creating a national industrial relations system to replace a clumsy 
federal structure, in resourcing and redirecting school, vocational and higher education policies, in implementing 
with little fuss a vast migration program, and in carrying out useful though largely unrecognised reforms to 
minimise differences in state regulatory structures. (Also in introducing – with all their imperfections, and against 
determined opposition – a super profits tax on mining and a tax on industrial carbon emissions, both now to be 
abandoned.) 

All the while Australian society has been rapidly changing. In the ten years from the beginning of the commodity 
price boom in 2003 to the September quarter 2013, for example, a net two million long-term migrants settled in 
Australia, their presence lifting the total population of the country by a tenth.9 From 1999 to 2010 Australia's 
population grew at twice the OECD average.10 This vast, transformative migration, the full effect of which has yet 
to unfold, has occurred not only without serious controversy, but almost without notice. 

There is much more to be done to equip Australia to perpetuate its prosperity. Australia can do more to improve 
what it has, increasing the resilience and flexibility of the economy. That means, not least, more attention to the 
quality of the public service, the quality of teaching, the quality of leadership in government and business, and to 
the education and training of the workforce. Government is important, but the big influences over Australia's 
future prosperity will be the career choices made by young people, the quality of training all workers are able to 
access, the quality of investment decisions made by business and the quality of management. 

The tasks Australia needs to accomplish over the next two decades are daunting, but are of a somewhat different 
character from those usually supposed. Some of the problems are well known. They include adjusting to a rapid 
rate of decline in the level of mining investment over the next few years, to lower prices for commodity exports 
and to a markedly lower exchange rate for the Australian dollar. There is much to do in restoring balance to the 
federal government budget – including explaining the causes of the deficits and agreeing remedies. There are 
gains to be had from negotiating more sensible arrangements between the Commonwealth and the states in 
areas such as national standardisation and recognition of state occupational licensing (abandoned without 
fanfare at the December 2013 Council of Australian Governments meeting). There are far bigger tasks in 
improving the quality of education, and in building the skills and infrastructure required to grow exports in services 
and manufacturing. Above all, the issue facing Australia is whether and how we integrate into chains of 
production and consumption in Asia, beyond the successful but ultimately limited supply of commodities. 

None of these tasks will be easy. But in undertaking them Australia comes from a position of strength rather than 
weakness, and achievement rather than failure. 

 


