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FINANCIAL AGGREGATES: DECEMBER 1994

Credit provided to the private sector by financial intermediaries rose by 0.7 per
cent in December, in seasonally adju3ted terms, follolving a rise of 0 9 per cent in
November. Credit rose by 9.1 per cent ove! the yea! to December.

M3 and broad money both rose by 0 4 per cent in December, in seasonally
adtusted telms.

Further details are shown in the attached tables and graph.
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National
Saving

EXECUTIVE OVERVIEW

A Report to the Treasurer

V.W.Fitzcerald June 1 993



Why Austratia Must Save More
Australia s narional saving _ ar I6 pcr cenr
of cDP in l99l -92 - is at its loweit twel ia
rwo gencradons. Apart from 'national
emergencies', ttte two World Wars and the
Great Depression, it is the iowesr level of
saving rhis century (see Chart l). Ttus
srtuahon cannot but be viewed with soncem.

Both public and privatc saving have fallen
ovff the longer tem and und€rstandablv-
during the rccession. private saving hai
oegun to recover, but both remain
historically very Iow (see Chan 2).

The main coneibutor to our long lerm
ocrtrne rn nanonal sarrng is drc decline i_n
public sector saving (surplus on current

Chart 1 : Auslralia's Gross National Savino
1900-01 to 1991-92
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Chart 2: Private and public Saving
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Chart 3: Saving and Grolvth, ApECEconomies 1981-1991
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Eansactions) - a decline similarly marked in
a number of other OECD countries.

Prima facie, AusF]alia is not generahng
adequate saving.

Our longer telm need for more saving needs
lo be balanced in the shon to medium term
by the need to sustain the recovery and ease
rhe prevailing high levels of unemployrnem
But over the longer haui, a need for
significantly higher saving stems ftom the

n€ed for strong investnent to mainlain
economic and thereby emplo''rnent go\lth.

The performance of our Asian neighoours
and wider intemational comparisons are
teslitment to sEong economic gro*th going
hand in hand with high, and efficienl flows
of national saving and hvestrnent (s€e
Chan 3).

Itis national sa'u':rng, by all se€tors, public
and pdyate - not the nafiow concept of

Chart 4: The Saving - Investment Gap

INTERCONNECTED

FOREIGN
SA\'INGS

E
w

PUBLIC

PRTVATE

, .4rlorc3 China
IThailand

I Hong Kong
Taiwan

I
I

hdonesia I Malaysia
I

JaDan
- l

Silgapore
t

,,"o Canada
-"i 

o;-D'

AusFalia
a
New Zealand
I

- .  . . .  IrlUllpmes

NATIONAL INYESTMENT



hous€hold saving - that matters most for
.\usralia's economic fuhue (sce Chan 4).

We cannot. on a sustainabie basis, connnue
to filance the investrnent we need to sow
over the 1990s and into the new cenrurv bv
-eoing progressively furth€r into foreien
debr. We are ajready paying a premiim on
our Dorrowngs. A high level of debr mares
us rncreasrngly exposed to changes in
commodity prices, inyestor senlimenr or
other extemal shocks.

The major demogaphic transition we are
facing funher reiaforces our nationat savng
imperative. The proponion of the
population aged 65 years and over i5
expected to double oyer the next few
decades as the 'baby boomers' retirc,
Retirement saving needs to be steppeO up
now, and there must be an infi€ase in
nahonal saving as a result if the burden of
filancing retirement provision is to be
shared equitably between the present
generauon and the next

The other, and equally imponant, side of the
con 

.to savrng ir the efEciency of inyesanent
- po]nrlng to the need for ongoing
rrucroeconomic rcform and to mainain low
and stable inilation. If suong economic
glol4th is based on rising productivity and
competr[veness, rising incomes and
atEactiye investment ren')rns will of
themselves help generate a stonger flow of
savLng.- although nor aulomadcally enough
ro stabrr'ss. st arra. our high dependence on
rorersn debL

Thus the twin imperatives of raising national
sav_mg, to enstue sustainability of growrn.
and ratsing narional competitiveness, ro
generate stronger long term gowth,
combine in a siagle national en@mrise.
They are two sides of one and the same

coin. looking out ovcr the mid and late
1990s and beyond, the mte at which we can
glowr and sustarn stong job growth with
nsing living $andards, will depend on how
we perform in raising both saving and
productivity and com;retitiveness.

What Drives Saving? prospects
for its Reeovery

Private saving consists of both household
saving and business saving (rctendon of
eamings;, with households being thc major
souce of domesdc saving. Ther€ is a close
interrelationship bewee n business anc
household saving - and both ar€
signficandy affected by cyclical facb$.

Business caa finance investrnent by &awing
on tts orpn savrngs or by incudng debt or
obtaining equity. A business environmem
made more conducive to profitable
nvestnenl tfuough microeconomic Eform
and by maintaining low aad stable inJlation,
is morc important to increasing investnent
0nn measures aiming to raise business
savrng.

While the level of corporate taxes, and their
ilteraction with penonai taxes, has an
effect, corporations rctain adequate conEol
over their ability ro retain eamings.
Business saving is thercfore &iven largely
by business profitability - in tum depending
largely on the sae ofthe economy (re
Chart 5).

Household saving is subject to a wide range
of factors, the relative irnportance (and even
dircction) of which is difficul.t to deterrrune.
Polici€s to promote household saving are
likely to be uncertain in their effect otr total
saving, although to have more predictable
effeab on its pauem - for exarnple, on the
allocation betw€en housing and financial
savms.

7



Chari 5: Nominal GDp and
Per cent change on previous year
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But we do know though that $owth in
mcomes and low and stable inJlation are
rmportant - thc later particularly for how
households allocate saviag.

Also important arc demographic pattoms
and conmunity expectations about
government sullport for, amongst other
things, retircment, education and health.

1979-80

Chart 6: Working population

Popu.lation movement between differenr ase
backers. not just between *orking ages and
rclrement, but lritfun the working age
Enge, is important in understandhg pasr,
present and future saving pattems. These
movements (s€e Chan 6) heip explain some
of dle fall in hourhold savirq over rhe
1980s, as the population con;enfrated at
younger ages wherc saving tends to be low;
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and glve some grounds for expecting an
rmprovement over the next decade or so, as
fie baby boomers'moye into the 45_55 ase
rarrge where saving tends to ; ,.iu;;;"-
high.

Economic growth has an even more
significant effect on househoid saving rares
rn the sfion to medium term. The stength
of the economic rccovery, by bri_nging
growth in household incomes, is therefore
the most important determinant of recovery
ur household saving over the next few years.
This recovery in saving, however, may nor
be to former levels, as there has been some
suuctural decline.

The decline ir national saving to the present
row ls, however, pnmdily due to a
structural decline i public saying _ rhat is,
reduced surplus€s or increased deficis on
crurent transactions (see Chart 7).

Large Commonwealth deficis heralded the
transition &om low to high deficiB in rhe

rnid 190s. Th€ srructural declinc in
national pubiic sector finances can be u-aceo
back to rhar period.

Surprisiagly, looking over the past 30 yea$,
the Comrnonwealth's 'naturai position nas
been one of su,?lus (see Chan 8). This is
reflected in data ad.just€d to remove the
effects of the Corunonwealdr bonowurs on
behalf of rhe S tates. The f,rscal story
emerging is one of the Commonwea.lth
general government sertor remaining
persistendy il surpius during the 1960s and
early 190s, and following the strucbnal
break of the mid 190s ren:ming briefly to
surplus il the late 1980s. The
conesponding fiscal story for the State and
local government seclor is one of sizeable
deficits in rhe 1960s, but imponantly on a
steadily decreasing trend until recently. This
longer term situation of deficit is not
surprising given it is the State/local
govemment sector which undertakes the
rnajor part of public sector investmenl

Cha T: National and Public Savtno
Per cent of GDP Pe. cent of GDP
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