
9. The Modern Era

1970 to Today & Beyond! 

 Tom Rohling
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ABS Population Projections



ABS Population Projections

• Series B  
• Babies per woman: 1.80 
• Male Life Expectancy 83.0 
• Female Life Expectancy 86.0 
• Net annual overseas migration 225 000 
• Average Annual Growth Rate 1.1%
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Average Labour Productivity Growth 
2001-17 (per cent per year)
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Australia Keeps Up with USA



New Inventions

• The Third Industrial Revolution 1990-2005 
– Computers 
– Digitisation 
– Internet – entertainment, communications 
– E-commerce 

• Is there a Fourth Industrial Revolution Coming?



Why Did the Post-War Economic Boom 
End?

• Deterioration in the world economy end of 
reconstruction and bounce-back after WWII 

• International financial system under pressure 
• US finance of Vietnam War through inflation 
• Rise in unemployment from record lows 
• Led to breakdown of Bretton Woods



Unemployment Very Low



Re-emergence of Mining Sector

• Iron Ore in Pilbara, Bauxite in York Peninsula 
• Oil, Natural Gas – known reserves became 

valuable with price rises – demand driven 
• No Gold Rush given capital intensive 
• No tidal wave of immigration 
• No Dutch Disease but manufacturing continues 

to decline





Mining Boom on Manufacturing

• The manufacturing sector has been the focus of 
concern over ‘Dutch disease’ and ‘deindustrialisation’ 

• In the short term, manufacturing output is supported 
by higher incomes and spending on equipment and 
material used in mining construction 

• Investment by manufacturing is higher in the first few 
years of the boom 

• But more than offset by the 40 per cent appreciation of 
the exchange rate 

• which makes manufacturing less competitive



But Manufacturing Sliding Anyway



Macroeconomic Management

• In 1970s Australia had overvalued exchange 
rate 

• Led to reducing foreign demand for Aus 
exports 

• Led to increased demand for imports (away 
from domestic) 

• How to Handle “The Great Inflation”?



More Shocks

• Oil Price shocks in 1973/74 & 78/79  
• Cost increased for firms 
• Degree of protection led to cost-push inflation 

(firms had power to pass on). 
• Rigid labour market and extremely strong unions 

increased wages. 
• More inflation and rising unemployment = 

stagflation 
• Something needed to be done



The Great Inflation



The Great Inflation

• Global oil price shock in 1973 increases inflation 
• Stagflation –rising inflation and high unemployment 

– not Keynesian 
• Imported inflation, increase money supply 
• Second oil price shock in 1978-79 but wage freeze 

in 1982 dampens inflation 
• 1985 inflation rises again.  Exchange rate floated 

(depreciated) pushing up import prices 
• “Recession we had to have” 1992 start of deflation



Oil Price Shocks

• At time of OPEC crisis, oil as a share of GDP 
(cars, factories, heating) was high 

• With growing services sector, oil less important 
now 

• Heating is now coal, manufacturing plastics 
less important 

• Transport main use now





US Real Price of Oil from 1860





Energy Intensity Falling



Microeconomic Reform

•  Floating of the Dollar (1983) 
• “Banana Republic” 1986 
• Reductions in tariff protection (still ongoing, e.g. 

FTA with China) 
• Corporatisation and privatisation of government 

business enterprises (e.g Telstra, CBA, 1986-2006) 
• Deregulation of industries including airlines, banks 
• Tax reform (including GST in 2000)



Australia Tariff History



US Tariff History



Internationalisation of Economy



Exports More Diversified



No Wool in Top 10



Changing Perspectives

• Costs of inward strategy rising.  Japan and Asia booming 
demand for our exports 

• Protecting manufacturing earlier defensible – now? 
• Max pop growth called into question - environment 
• High tariffs – retard growth 
• “As a result of trade liberalisation since 1986, Australia’s 

GDP is 5.4 per cent higher and the average real income 
of Australian households has been lifted by over $8,400 
per annum, compared to a scenario where liberalisation 
had not occurred.” – DFAT https://dfat.gov.au/about-us/publications/trade-
investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-
investment-at-a-glance-2019.pdf

https://dfat.gov.au/about-us/publications/trade-investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-investment-at-a-glance-2019.pdf
https://dfat.gov.au/about-us/publications/trade-investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-investment-at-a-glance-2019.pdf
https://dfat.gov.au/about-us/publications/trade-investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-investment-at-a-glance-2019.pdf
https://dfat.gov.au/about-us/publications/trade-investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-investment-at-a-glance-2019.pdf
https://dfat.gov.au/about-us/publications/trade-investment/trade-at-a-glance/trade-investment-at-a-glance-2019/Documents/trade-and-investment-at-a-glance-2019.pdf


The Changing Structure of Economy

• Mining, agriculture, manufacturing important 
part of early Australia 

• But was never more than half 
• Most lived in cities, where many services 

provided 
• Services continue to rise.  Now by far largest 

share of economy.



Changing Composition of Growth

• Services grown in consumption, production, 
employment and exports 

• Common in economies that become wealthier; 
consumers spend more of income on services 

• Household services – Health, Education – 
grown very quickly 

• Business services – finance, tech services 
internet publishing, – grown quickly





“The basis for sustained growth in real wages is that we 
become more productive as a nation” – P. Lowe



Fastest growing sector has lowest 
productivity growth



Productivity

• GDP growth robust 
• Last recession in 1990-91 
• Growth largely reflects growth of inputs (labour and 

capital) 
• Investment typically embodies new technologies 
• “Output measures for the non-market industries 

are typically derived using input costs and so by 
definition there is no productivity growth”



Productivity

• Labour productivity only reflects the 
contribution of one production factor — more 
physical capital.  

• The capacity to ‘get more out of all inputs’, the 
dividend known as multifactor productivity 
(MFP), has fallen away since 2002



Most of Labour Productivity Coming 
From More Capital



Robert Gordon “Disappointing IR#3”



Technological Progress Hard to See



Why the Difference?

• Labour Productivity is output per hour worked 
• Multifactor productivity is innovation that 

allows output per hour to grow that is not due 
to more capital. 

• The growing wedge could reflect slowing 
innovation
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Imagine no Fourth Industrial Revolution

• In this scenarios, US MFP growth is stable at 0.6% 
per year, which corresponds to the level observed 
both before (1974-1990) and after (2005-2014) the 
ICT third industrial revolution 

• Under these assumptions, over the period 
2015-2100, US GDP growth averages 1.5%  

• Low future GDP and productivity growth means 
that headwinds will be challenging to face.  

• “This scenario would be alarming, leading to risks of 
social and possibly political instability.” – 

 Gilbert Cette, Rémy Lecat & Carole Ly-Marin – Banque de France

https://publications.banque-france.fr/sites/default/files/medias/documents/document-de-travail-617_2016-12.pdf
https://publications.banque-france.fr/sites/default/files/medias/documents/document-de-travail-617_2016-12.pdf
https://publications.banque-france.fr/sites/default/files/medias/documents/document-de-travail-617_2016-12.pdf


The Great Productivity Slowdown

• Recent innovations are more incremental 
compared to earlier inventions – Gordon 

• Increasing economic uncertainty 
• Growth of non-market service industries such 

as health, education, accommodation, which 
have lower productivity - Baumol 

• Ageing of the population; high gov’t debt; 
slower global trade integration



What if Fourth Industrial Revolution?

• Assume the Fourth IR has the same TFP gains 
associated with the ICT third industrial 
revolution 

• It could come from 3D chips, machine learning, 
robotics, biotech, energy, agriculture 

• The technology shock increases yearly US GDP 
growth rate to 3% over the 2015-2100 period, 
with a 1.4pp contribution from TFP 

• Much easier to face headwinds



Summary: Why Australia Prospered

• Australia started from humble beginnings 
• Difficult to get established 
• Important to distinguish between intensive 

growth and extensive growth 
• Despite numerous shocks to the economy, 

Australia today ranks among the richest in 
world



Economist Most Liveable Cities



Why Australia Prospered

• No single reason 
• Luck, extensive natural resources, linked to 

Britain rather than another country 
• Interaction between resources & institutions 
• Interaction between OS developments & policy 
• Prosperity shifts – commodities; international 

(rising demand for wool; now energy & metals)



Why Australia Prospered

• Initially, subsidies by Britain, efficiency of 
convict colony (male, low dependency ratio, 
high workforce participation) 

• Wool exports perfect fit for Britain; economies 
of scale 

• Institutions evolved – not like Argentina 
• Ability to overcome shocks – 1893; WW1; 

depression; WW2; Korean Wool Boom



Why Australia Prospered

• The “Tyranny of Distance” not a big problem 
for wool, gold, wheat, frozen meats later 

• Specialised in exports with low transport costs.  
Technology (steam, diesel, containers, bulk 
cargo) helped 

• Innovative Australian farming 
• Move to services (education, tourism) to closer 

neighbours also helped



Why Australia Prospered

• Policy changes appropriate 
• End of convict labour, limits on squatters’ 

rights, microeconomic reforms, lower 
protection 

• Partly British loss of other colonies; partly 
social and cultural traits that allow changes to 
promote growth



Why Australia Prospered

• The current economic environment also 
throws up issues 

• Falling productivity 
• Mining boom will eventually end 
• Is there a Fourth Industrial Revolution? 
• Can prosperity be maintained? 
• Time will tell!


