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“It hasn’t been that way this 
time” 
On 3 July, Governor of the Reserve Bank Glenn Stevens spoke in 
Brisbane at the invitation of the Economic Society of Australia (Qld).  
The event was sponsored by RBS Morgans.  I introduced him to the 
podium. 
 
Stevens reviewed the performance of the Australian economy in the past five 
years.  He said that over that time the Australian economy had grown by 13%.  
The US economy had grown by 3%.  Japan, the Euro Area and the UK are all 
smaller than they were five years ago. 
 
Some countries had done better than us; Singapore had grown by 18% and 
China had grown by 50%.  He noted that China was now only growing by 7.5% 
per annum, not the 10% seen previously.   
 
While Australia has done well, the average growth rate has been only 2.5%.  In 
the proceeding decade, it was almost 3.5%.  The Australian economy was 
overheating in 2008.  Capacity was stretched as the resources sector was in 
the first phase of its investment build-up.  Household consumption and credit 
growth were growing rapidly.  Inflation rose, peaking at near 5%. 
 
(The question that this poses to me is why did we then have an enormous 
discretionary fiscal stimulus when the economy actually needed to slow down). 
 
At this point, we have unemployment at around 5.5%, inflation at around 2%, 
the banking system is strong and government finances are sound.  Growth is 
slow and inflation is low.  This means we have low interest rates, indeed the 
lowest for 50 years.   
 
It could be said that we were lucky that the effects of the global downturn 
worked to reduce inflation in Australia from its peak in 2008 of 5%.  We were 
also lucky that households began to slow borrowing and increase saving.    
 
Had we followed the pattern of previous trade booms, we would have had much 
more inflation, faster credit growth, and more asset price inflation.  When the 
terms of trade began to fall, we would have been likely to have a very big slump.  
This is what happened in the early 1950’s, the mid 1970’s and the late 1970’s.   
 
Stevens noted “It hasn’t been that way this time”.  The resources boom was 
accommodated without a big rise in inflation or an unsustainable asset price 
boom.  One reason was our flexible exchange rate.  The real exchange rate in 
recent times has been the highest since its float 30 years ago.   
 
The exchange rate might have been even higher if households had not been 
saving more.  The more cautious and more prudent behaviour of households 
has been a force that meant Australia accommodated a hundred year high in 
resource investment.  Stevens noted “I am not convinced that we should 
lament that performance as much as we seem to do”.   
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Stevens then noted that the need for a high exchange rate was behind us and in 
a comment, much listened to by the market, then said “if the economy needs a 
lower exchange rate, it will probably get it”.   
 
Turning to the longer term, Stevens noted that over the 21 years to mid 2012, 
real GDP in Australia rose by 100%.  Only 3% of that came from 
manufacturing; 13% came from financial services; 10% from mining; 9% from 
construction; 8% from professional services and 7% from healthcare.  The 
number of jobs in the economy increased by 50% over the same period with 2/3 
of this attributed to household and business services.  Within these sectors, 
healthcare added 9% and professional services added 7%. 
 
He noted that households have accumulated a good deal of cash and population 
growth is quite solid.  We need to build more dwellings.  Interest rates are 
low and finance approvals for housing purchases have risen by 16% over the 
past year.  This means there can be a handover from resources growth to 
non-resources growth driven by household dwelling spending. 
 
Stevens said that his assessment was that at the level of enterprises, efforts to 
improve productivity have been stepped up under the pressure of the high 
exchange rate and structural change.  He asked if the combination of 
regulatory structures of various kinds was imposing unnecessary and excessive 
costs and undue complexity for business.   
 
 
Conclusion 

 
Stevens has given a very balanced view of how Australia absorbed the mining 
boom in much better shape than in previous cycles.  We were lucky we got the 
slowdown.  We were lucky that households saved more.  We were lucky that a 
high real exchange rate protected us from inflation. 
 
Now a lower real exchange rate, together with low interest rates, will allow a 
handover of growth to the housing sector. 
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