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PART 4   AUSTRALIA’S ECONOMIC OPTIONS

4.7 Trends in the Australian Economy

	Any assessment of financial management and bank regulatory policy, must begin with an assessment of the current state of Australia’s financial affairs. In particular, it is vital that we analyse such significant national financial indicators as Gross Domestic Product, Foreign Debt, Foreign Liabilities, Domestic Credit, and Total Credit. Figures for these data are available on Internet at the website for the Reserve Bank of Australia (www.rba.gov.au , bulletin articles and statistics). In this chapter, I have taken December data for the past 12 years, from 1988 to 1999. 

TABLE A: Foreign Debt, Foreign Equity and Foreign Liabilities
The Foreign Debt, Foreign Equity and Foreign Liabilities figures are all downloaded from the same Reserve Bank table D5 for Lending and Credit Aggregates. Besides the December figures for each year, I indicate below a percentage variation from the previous year’s figures.
 
Year		Foreign Debt		Foreign Equity		Foreign Liabilities
		A$billions		A$billions		A$billions

88		149.819		79.334			229.153
89		175.005 (+16.8%)	93.717(+18.1%)	268.722 (+17.3%)
90		197.585 (+12.9%)	100.888(+7.7%)	298.473 (+11.1%)
91		211.300 (+6.9%)	109.726(+8.8%)	321.026 (+7.6%)
92		230.163 (+8.9%)	112.090(+2.2%)	342.253 (+6.6%)
93		242.414 (+5.3%)	152.798(+36.3%)	395.207 (+15.5%)
94		239.275 (–1.3%)	160.376(+5.0%)	399.651 (+1.1%)
95		273.150 (+14.2%)	183.875(+14.7%)	457.025 (+14.4%)
96		296.964 (+8.7%)	201.352(+9.5%)	498.316 (+9.0%)
97		334.021 (+12.5%)	221.380(+9.9%)	555.392 (+11.4%)
98		355.383 (+6.4%)	260.463(+17.7%)	615.846 (+10.9%)
99		375.281 (+5.6%)	299.466(+15.0%)	674.747 (+9.6%)
   			
		average		average 		average
		increase		increase		increase
		+8.8%/year		+13.2%/year		+10.4%/year

	Let us begin by reflecting on the significance of foreign debt figures. Over the 11 year period tabled, the foreign debt increased from A$149billion to A$375billion, a 2.50 fold increase in 11 years. Australia has more than doubled its foreign debt in the 90’s! The trend established so strongly by Labor’s Hawke-Keating administration, has been continued unabated by Liberal’s Howard administration. Rising foreign debt is a most serious matter, as our government has no power of control over international interest rate rises. With such a high level of foreign debt, whenever US or overseas interest rates rise, our own Reserve Bank is forced to raise its own interest rates, to stop the Australian dollar falling in value. This happened in late 1999 and again in the year 2000. And so by having a huge foreign debt, we are surrendering the power to manage our economy, to overseas influences over which we have no control. Which is precisely why it is the height of irresponsibility to let Australia’s foreign debt double in less than a decade. 
	
Such a trend is clearly unsustainable, and will impact disastrously upon the upcoming generation. It is the children of today who will have to pay for the irresponsibilities of our own generation. If we look at these figures year by year, we see that the first few years (the Hawke-Keating era) had exceedingly high growth rates. Then in the middle of the 90’s (during the time of deep recession) there is a period of low growth in debt. Then from the years 1995 to 1999 the foreign debt continues to balloon out as merrily as ever. Since the change to Liberal government in 1996, our government has taken no effective steps to limit the ballooning of the foreign debt.
	Next let us consider foreign equity. Equity refers to stocks and shares, to ownership of Australian businesses, properties and utilities. In 1988 foreign equity was valued by the Reserve Bank at $79billion; in 1999 foreign equity was valued at $299billion, a 3.77 fold increase in 11 years. Foreign equity is ballooning half as fast again as foreign debt! Ballooning equity is just as dangerous as ballooning debt, only its effects are not so obvious to the general public. Politicians try to win votes by selling the message that private ownership is good for Australia. What they do not say, is that our businesses and government utilities are being sold to overseas purchasers, with a massive shift of wealth and ownership overseas. The effects of overseas owned equity is not so evident to the public at times of elections, and so it is regarded as an acceptable way of fiddling the books. In this both major parties are equally complicit, so they have a mutual understanding not to expose each other. The effects of foreign ownership of equity are more likely to be through subtle increases in prices of goods, or closure of businesses or relocation of businesses to outside of Australia. In all cases, massive unemployment is the result. In short, massive selling of equity overseas, is an indication sign that vast amounts of money are being siphoned out of Australia, and that these equities may be further shifted overseas in massive amounts, should Australia’s economy ever start to hemorrhage.    
	When we add foreign debt and foreign equity, we get foreign liabilities. It is this grand figure which indicates the degree to which Australia’s economy is dictated by overseas interests. And we see that foreign liabilities have increased from A$229billion in 1988 to A$674billion in 1999, a 2.94 fold increase in 11 years. 
And once again, the last 5 years show a massive ballooning in the foreign liabilities. Here we see the reason why Prime Minister John Howard boasts of having created an economic miracle. He is able to fiddle internal accounts, by massive increases in foreign debt and foreign owned equity. He can claim getting a balanced budget, which really means Commonwealth government debt not increasing over a financial year. But the practical economic effect of a “balanced budget” is meaningless; he pushes the burden onto state governments and the private sector, while making no effort to control the ballooning overall figure of foreign debt. And by pushing the free market philosophy and national competition policy, he thus ensures that foreign debt keeps on ballooning.
The situation is like a person who has overspent on all of his dozen credit cards, and “solves” the situation by getting a few more credit cards, and he spends his extra wealth on his friends. We know that such a situation must soon collapse and the person will become bankrupt. But what happens when a government does likewise? We see the harsh treatment meted out to bankrupt nations by the IMF. The IMF slashes spending on education, health and social welfare, so that the bankrupt nation can afford to pay regular interest on the foreign debt. Is such the future we wish to pass on to our children?

TABLE B: Domestic Credit and Total Credit 
	The seasonally adjusted Domestic Credit is taken from Reserve Bank table D2. Then Foreign Liabilities (H5) + Domestic Credit (D2) = Total Credit. 

Year			Seasonally Adjusted		Total Credit
			Domestic Credit		A$billions
			A$billions
88			273.896			503.049
89			315.409 (+15.2%)		584.131 (+16.1%)
90			341.387 (+8.2%)		639.860 (+9.5%)
91			337.287 (–1.2%)		658.313 (+2.9%)
92			335.149 (–0.6%)		677.402 (+2.9%)
93			351.407 (+4.9%) 		746.614 (+10.2%)
94			383.241 (+9.1%)		782.892 (+4.8%)
95			426.083 (+11.2%)		883.108 (+12.8%)
96			468.482 (+10.0%)		966.798 (+9.5%)
97			517.452 (+10.5%)		1,072.844 (+11.0%)
98			564.000 (+9.0%)		1,179.846 (+10.0%)
99   			614.504 (+9.0%)		1,289.251 (+9.3%)

			average			average
			increase			increase
			7.8%/year			9%/year

	It may be argued that domestic credit is less dangerous to us than overseas credit, because our government has more control over the domestic economy. But the way things are going, it will be just a few short years before the Australian economy starts to collapse, and the IMF takes over control of our domestic economy. Both the Liberal and Labor parties are in a state of denial over the immensity of Australia’s economic crisis, and have each boasted of their own economic policies which in reality are both so extremely irresponsible. Both parties seek to minimise taxation and government spending, rather than think about the ballooning credit problem. And so even before the IMF takes over the reigns, our economy might collapse. High domestic credit means that at times of a collapsing economy, individuals, families and businesses will go bankrupt on massive scales. This will lead in turn to massive unemployment and poverty. So in the meantime our politicians try to sell the message that the boom years will continue indefinitely, that it is OK to go into escalating personal and business debt, because the good times will keep rolling on. And this message is being accepted! The proof of this, is that over the past 5 years, domestic credit has been escalating at around 10% a year.
	And so all three types of credit, foreign debt, foreign equity, and domestic credit, are equally lethal. All need equally to be held in check. So let us look at the sum figure of these three components, which is called the total credit of the Australian economy. Total credit in 1988 stood at A$503billion, and in 1999 at A$1289billion (over a trillion dollars). This represents a 2.56 fold increase in total credit over the past 11 years. The last 5 years show an average yearly increase of over 10% per year! Who is there to speak sense to the Australian people! 

TABLE C: Gross Domestic Product
	The common approach to indicate the degree of ease with which a nation can manage its national credit, is to compare credit with the Gross Domestic Product (GDP). GDP figures are taken from the Reserve Bank table G9. For each year in the table below, the yearly GDP is calculated by adding together the GDP figures for the March, June, September and December quarters for that year.

Year			Gross Domestic Product (GDP)
			A$billions

88			415.606					
89			433.840(+4.4%)
90			442.478(+2.0%)
91			438.170(-1.0%)			
92			448.728(+2.4%)
93			465.637(+3.8%)
94			489.711(+5.2%)
95			508.408(+3.8%)
96			530.538(+4.4%)
97			552.271(+4.1%)
98			579.798(+5.0%)
99   			605.330(+4.4%)

				average
				increase
				+3.5%/year

	We see here a seemingly growing economy. From 1988 to 1999, Australia’s GDP increased from A$415billion in 1988 to A$605billion in 1999, a 1.46 fold increase in 11 years. 
	But does this increase in GDP represent an increase in productivity? Not necessarily. The increase in GDP reflects only economic activity. It takes no account of factors such as inefficiency or wastage.  
	There are a multitude of examples of this effect, where various elements in the economy are competing, wasteful or inefficient. An example is the gambling and casino industry, which is the cause of so many social problems, that the fixing of these problems is far more expensive than the government dividends from gambling. Another example is irresponsible land clearing practices, which lead many years later to the need for very expensive land and water reclamation projects. Again there is the impact of the National Competition Policy on hospitals and schools; the negative consequences of trying to introduce competition into these areas will have far-reaching social costs for many years. The few gains at first predicted from GM (genetically modified food), are likely to have massive repercussions years later by way of trade boycotts and cancer treatment flowing from carcinogenic side-effects. There are countless such examples. 
And so inefficiencies and malpractices are rewarded by inflating the GDP. We must therefore be very cautious in suggesting that the GDP figure reflects increased productivity, for it clearly does not necessarily do so. But our government’s economic free market policy seems to be based upon the premise that GDP reflects national productivity, so let us compare the GDP with credit figures anyway, to see how this premise stands out.    

TABLE D: Percentage Comparisons with GDP

Year		Foreign Debt	Foreign Liabilities	Total Credit
		  /GDP	      	/GDP		             /GDP

88		36.0%		55.1%			121.0%
89		40.4%		61.9%			134.6%
90		44.7%		67.4%			144.6%
91		48.2%		73.3%			150.2%
92		51.3%		76.3%			151.0%
93		52.1%		84.9%			160.3%
94		48.9%		81.6%			159.9%
95		53.7%		89.9%			173.7%
96		56.0%		93.9%			182.2%
97		60.5%		100.6%		194.3%
98		61.3%		106.2%		203.5%
99		62.0%		111.5%		213.0%

	From 1988 to 1999, the foreign debt/GDP ratio increased from 36.0% to 62.0%. How are we to interpret these figures? 
	Comparing data from the 1998/99 World Development Report, we see that for low income nations collectively, in 1980 their total external debt was 26.6% of their GDP. In 1996/7 their average external debt to GDP ratio was 60.6%. Many of these third world nations are now bankrupt, and their economies have been taken over by the IMF, who direct the slashing of education, health services and social welfare expenditure. The currency value of these bankrupt nations has dropped dramatically, and their total economy has turned towards producing cash crops to pay the exorbitant interest on a foreign debt that continues to climb and may never be paid off. The economies of such nations are directed by one supreme motive, to maximise the tribute flow to wealthy corporate interests overseas, while the social standing of the common people goes from poor to desperate. 
	Most of these poor nations took up huge borrowings in the 70’s when the interest rates were very low. Then the oil price hike of 1979 led to inflation getting out of control, which in turn led to extremely high interest rates in the late 80’s. It was these very high interest rates which caused the average foreign debt/GDP ratio of poor nations to go from 26.6% in 1980, to 60.6% in 1996/7. And the average foreign debt/GDP ratio being so high, many third world nations were forced into bankruptcy. 
	How does Australia’s economy compare with these data? To begin with, in 1999, our foreign debt is already over 60% of GDP, that is our foreign debt/GDP ratio is comparable with many third world nations. But in addition, our total credit is now more than twice our GDP, and over the past 5 years the total credit/GDP ratio has been rising by more than 10% of GDP a year. Those five years were characterised by low interest rates and low oil prices. The figures in the above tables do not yet make allowances for rising oil prices and escalating interest rates in the year 2000. The next few years seem sure to see Australia faced with the double whammy of high oil prices, and out of control inflation, and therefore interest rates again going through the roof. The very factors that caused the poor nations to become bankrupt! Only Australia is starting this cycle with foreign debt/GDP over 60% and total credit/GDP ratio over 200%! 
	Australia is surely looking at economic disaster and bankruptcy. But how soon will this happen? Let us answer this by looking at the trend in the total credit/GDP figures. In 1999, total credit/GDP stood at 213%, rising at 10% of GDP each year. At this rate, within 8 years (up to 2008), the total credit/GDP ratio will be 100% of GDP higher, around 313% of GDP. I propose just 8 years instead of 10 years, because as total credit increases, interest payments increase, and so rate of increase in lending must increase to sustain the same level of economic competition and expectations. But remember that this rate of credit increase of just 10% of GDP a year assumes low interest rates and low oil prices. If we add the components coming in during the year 2000, of high oil prices, inflation getting out of control, and interest rates starting to go through the roof, forcing Australia to pay astronomical sums for interest repayments, we may see our total credit/GDP ratio increasing a further 100% to 313% in half the time, just 4 years (from 2000 to 2004). Personally, I wonder whether Australia’s economy can stand it for that long. I wonder whether, unless our government introduces radical change immediately, we will as a nation go bankrupt before the year 2004. 
	But what if the world economy itself collapses by 2004, resulting in the collapse of the stock market and massive depression all around the world? If that happens, the repercussions on the Australian economy will be twice as bad. However, the data provided in this chapter seems to indicate that Australia does not need the world economy to collapse for Australia to go bankrupt. Australia is doing very nicely by courtesy of its present government and opposition free market policies, and will probably bankrupt itself all by itself, even if the world economy survives that long.      

Towards the Precipice
	What is the official position in defence of the meteoric rise in national credit? In early December 1999, Australian Reserve Bank Governor Ian Macfarlane said “it was important to consider the stock of assets” in comparison with escalating net national debt. “The ratio of liabilities to assets during the September (1999) quarter was 0.40. Five years earlier the ratio was almost the same at 0.39”. (1)  
	This is dangerously erroneous thinking. The rising net credit (liabilities) should not be balanced against assets, but rather against what may be termed the “social health factor” 
Many national “assets” are highly speculative in their evaluation, and this speculative component then pervades and distorts the entire national evaluation environment. And so considering net national assets is meaningless for correct assessment. For example at times of depression or stock market crash, the “value” of land or high risk stocks could reduce to about a quarter or less of their boom-time value, but foreign debt is bound to accumulate and interest rates rise to exorbitant rates. 
The social health factor is the only factor which accurately assesses and measures true national productivity, such as meaningful and sustainable development, and so that is what we need to compare the escalating national credit against. Since 1975 the social health factor in USA (and probably also in Australia) has been declining. Thus the divergence between increase in Australian net (government plus private) credit and the social health factor is well in excess of 10% a year. In other words, we are moving rapidly towards the precipice, that is towards “banana republic” or highly indebted nation status.
The recent decline in the social health factor is confirmed in a recent talk by Noam Chomsky on “Unsustainable Non Development”. The talk was released through ZNET on Mon, 29 May 2000. I quote here the relevant portion relating to “social health”;
“There’s one major project at Fordham University, a Jesuit university in New York. For years they’ve been trying to construct a social health measure for the United States. They just came out with the last volume a couple months ago. It’s interesting stuff. According to their analyses of the kinds of measures of the sort I’ve mentioned, up until about 1975, that is, through the “golden age,” as it’s called, social health went up, more or less, with the economy. It kind of tracked the economy. As that got better, social health got better. From 1975 they’ve diverged. The economy has continued to grow, even though more slowly than before, but social health has declined. And it’s continuing to decline. In fact, they conclude that the United States is in a recession, a serious recession, from the point of view of measures that matter. That’s when you’re beginning to look at questions like sustainable development, meaningful development. But that requires a completely different perspective on all of these issues of economy and consequences, etc., one that definitely should be undertaken. And those are the issues that arise when people are talking about sustainable development, but the U.S. certainly has no such program. It should, but it doesn’t.”
	It seems then that we cannot even balance our rising debt against the small but steady increase in the GDP. Do we have any saving graces? Perhaps only a radical change of national economic policy by government can avert disaster. What opportunity is there for radical policy change?
	Australia has a national election every three years. The next national election is due before February 2002, and the election after that before February 2005. As previously suggested, if we do not change things around, Australia could be bankrupt before the year 2005. And so the only opportunity to elect a government to bring about the needed change will be in late 2001 or in January 2002. If we wait until 2005, Australia may already be bankrupt.
	How do our politicians respond to the opportunity to demonstrate leadership at times of such acute crisis? Our present Liberal government congratulates itself for introducing the GST, a regressive tax system which has done absolutely nothing to address Australia’s real economic problems. And while the national total credit continues to escalate, the Labor opposition party joins the denial campaign by blaming everything on the introduction of the GST, which though regressive, is not greatly worse than the former tax system. Who among our parliamentarians can speak the truth about Australia’s credit crisis, and propose genuine solutions?

