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Overview 

• Global Context 
– Likely shocks 

• Drivers of Growth 
– Demographics 
– Productivity 
– (Capital accumulation) 

• Policy Risks 
– Fiscal Sustainability 
– President Trump and the change in policy mix 

• Summing Up 
 

 



The Global Context 
• The world economy is being fundamentally 

transformed  
– growth of large emerging economies (China, India, 

Brazil) 
– technological disruption 

• Individual economies are also going through 
longer term adjustments (excessive debt, 
demographic change) 



The Global Context 
• Long term trends are impacting on short term 

rigidities in many economies 
• Policies have been aimed at business cycle 

when should have been aimed at structural 
adjustment 



Likely shocks out to 2030 

• Medium term 
• Global Demographic Adjustment 
• Global Productivity slowdown/ acceleration 
• Fiscal sustainability 
• Global Policies addressing Climate Change 
• Pandemics  

• Shorter term 
• President Trump Monetary/Fiscal mix 
• Contradictions in Europe 
• Structural adjustment in China 
• Japanese policy experiment 
• Geopolitical tensions 

 
 
 

 
 
 



The Drivers of Growth 

• Demographics 
• Productivity 
• Capital  

– Physical 
– Human 



Demographic Change 





Productivity 





Alternative Futures 

• Where are technological innovations in the 
productivity outlook? 

• Disruptive technologies 
– Positives and negatives 



Fiscal Sustainability 
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Key Issues 

• Fiscal problems accentuated by 
– Rising interest rates 
– Low rates of economic growth 



President Trump 



Possible Economic Policies 

• Reduced immigration 
• Large fiscal stimulus 

– Cut taxes 
– Increase infrastructure spending 
– Increase defense spending 

• Tariff increases 
 

• Fed will already be tightening monetary policy 
 



Implications 

• Steepening of the yield curve globally 
• Rising short term interest rates in the US 
• Potentially very strong $US 

 
• Countries with large debt and debt in $US 

under great stress. 
• Another financial crisis is highly likely. 



Summary 

• The future is unknowable but scenario 
planning is one way to help think about 
alternative futures 

• A sensible policy approach is to have 
structural reform that enhances flexibility 

• Policies frameworks should not be designed to 
only work under a particular forecast of the 
future 
– Climate policy 
– Budget policy 

 



WWW.SENSIBLEPOLICY.COM 
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Australia’s Economic 
Circumstances 

• Concurrent global expansion in US, Europe, Japan, China 
and most other economies 

• Australian output growth modest but well balanced and 
persistent 

• Slow growth in wages, household income 
• Inflation at 2% and slowly increasing  
• Productivity growth slow but markedly improved 

compared to the recent mining investment boom phase 
• Jobs growth quite firm though recent weakness, but 

relatively high unemployment and underemployment  
• Monetary policy setting stimulatory, fiscal policy mildly 

contractionary as the fiscal deficit is slowly reduced 
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Three issues 

• The constraint of high 
household debt 

• Corporate taxation – are we 
competitive? 

• The impact of progressive 
personal income tax  
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Budget Rules: 2 key revisions 

• Six months ago (MYEFO) the government recommitted to 
projecting 1% surpluses, after 20/21 
– Tomorrow night, this is likely to be abandoned in favour of 0.5% of 

GDP surplus projections  
• Six months ago the government recommitted to ‘bank’ 

improvements to the bottom line which are ‘due to changes in 
the economy’ 
– We are now told that tax ‘cuts’ will be offered in 2018/19 because 

revenue is stronger than expected, and spending growth lower 
than expected.  

• Should we take the MYEFO projections to be the new baseline? 
• This would mean for 2018/19 tax to GDP 22.9%, receipts 24.5% GDP, 

deficit 1.1% of GDP, with favourable variation presented as tax ‘cuts’. 
Maybe ‘bank’ 2017/18 improvements for a smaller deficit (say 1.1%)? Or 
find a way of transferring into 2018/19? 

• These two changes in policy are the keys to the government’s 
political strategy  



Budget rules, continued… 
• Even so, we should assume that tax continues to rise as a share 

of GDP, and in particular personal income tax faster than 
household income 
– MYEFO projected that personal income tax collections will rise 22% 

from 2017/18 to 2020/21. Nominal GDP maybe 17% 
• Presumably, this is the base case from which personal income tax ‘cuts’ are 

now offered. 
• We know tax as a share of GDP will continue to increase to 23.9% 

• We should probably also assume that the path towards surplus 
closely resembles the path in MYEFO, with favourable deviations 
now offered as tax ‘cuts’ rather than ‘banked’  

• The tax ‘cuts’ are not an addition to household income except 
compared to the option of ‘banking’ higher than expected 
revenues.   They are ‘cuts’ from the increase that would 
otherwise occur – but there will continue to be an increase in 
average tax until we get to the 23.9% of GDP ‘cap’.  

• Not a strong case to change forecasts of household consumption 
– RBA SMP does not identify the Budget as a risk to its forecasts 

 



Conclusion  
• Budget will be mildly contractionary, with a falling 

deficit to GDP and rising taxes to income.  
– Maybe Labor will project higher surpluses, but not much higher  

• If not already true, it will soon be true that all 
additional borrowing is for additional public 
investment. Recurrent receipts will more than match 
recurrent spending.   

•  The real political debate will be a useful one: 
– How should tax revenue be rearranged? 

• Labor has something like $200b over ten years to re-purpose. 
Reduce concessions, broaden the base, lower the thresholds 
and rates.  

– How should spending be rearranged? 
• Pre-election debate there likely to be less lively. Typically an 

incoming government has a major expenditure review in the 
first year, and resets priorities 
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