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	Overview
Major forces will shape the economy in coming years, including population ageing; rising demand for care and support services; climate change and the net zero transformation; technology and digital adaptation; and geopolitical risk and fragmentation. These forces will change the structure of our economy and how Australians live, work and engage with the world.
The ageing population will likely reinforce the trend towards a services‑based economy, while digital technology uptake will favour a higher skilled workforce. The net zero transformation will see some global demand for traditional exports decline while new markets and industries emerge and grow. The care and support, manufacturing and mining sectors are expected to undergo profound change. 
How governments, businesses and communities respond to these changes will influence the nation’s prospects over coming decades and beyond. Australia’s future prosperity depends on continued improvements to productivity and greater opportunities for labour force participation. Government has a role in providing a stable and flexible policy environment while investing to support people, communities and businesses through these changes. Australia must also maintain our national security and access to open international markets. It will be important to deepen regional partnerships to reduce supply chain vulnerabilities and foster economic resilience. 
The real economy is projected to be around two and a half times larger than today, and real incomes around 50 per cent higher, by 2062–63. However, like other countries, Australia’s economic growth is projected to be slower than in the past 40 years. This is being driven by lower projected population growth and reduced participation as the population ages, along with an assumption of slower long‑run productivity growth. The economy is projected to grow by an average of 2.2 per cent per year in real terms over the next 40 years compared to 3.1 per cent over the past 40 years. 
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Australia’s economy over the next 40 years
The Australian economy has prospered over the past 40 years, despite profound economic and social shifts and numerous economic shocks. Australia became more open to global trade and international investment. The economy and workforce saw a shift away from primary production and manufacturing towards services. A significant increase in women’s labour force participation unlocked greater economic potential. These structural shifts have resulted in rising prosperity, higher‑paid jobs, and a more open economy with access to a wider range of goods and services from around the world. 
Australia can expect to face equally profound change over the next 40 years and the impacts will be uneven across industries. Three sectors likely to experience significant change are the care and support, manufacturing and mining sectors. 
[bookmark: _Hlk142409417]The care and support sector – including health, aged and disability care – is expected to continue to grow, driven by population ageing, new health technologies and treatments, a maturing National Disability Insurance Scheme (NDIS) and other factors. Meeting the demand for care will require ongoing investment and improvements in delivery. 
The mining sector is expected to evolve as the world transitions to net zero and reduces its reliance on the fossil fuels and emissions‑intensive commodities Australia exports. Australia’s critical minerals and other resources could potentially become key exports for the global net zero transformation. 
The manufacturing sector is expected to continue to move into more specialised products and processes consistent with Australia’s comparative advantage. If these trends continue, an increasing share of the manufacturing sector’s workers will be higher skilled. The net zero transformation may also create new manufacturing opportunities. 
The 2023 Intergenerational Report (the IGR) considers the changes expected to affect Australia’s economy over the next 40 years, and how they will impact the Australian Government’s fiscal position. A strong economy and fiscal sustainability are critical to supporting the quality of life for all Australians and the sustained provision of government services. 
Traditional economic indicators are vital for measuring progress, but they are not the whole story. The Government’s Measuring What Matters Statement (Box 1.1) outlines a framework of economic, social and environmental indicators for a deeper understanding of how Australians are faring. It will support more informed discussions about what needs to be done to improve people’s lives and may help to inform policy development across all levels of government.
	[bookmark: _Ref141451261]Measuring What Matters
The Measuring What Matters Framework is being developed to identify the best available indicators to measure Australians’ wellbeing. The Framework has five wellbeing themes.
Healthy: A society in which people feel well and are in good physical and mental health, can access the services when needed and have the information they require to take action to improve their health.
Secure: A society where people live peacefully, feel safe, have financial security and access to housing.
Sustainable: A society that sustainably uses natural and financial resources, protects and repairs the environment and builds resilience to combat challenges.
Cohesive: A society that supports connections with family, friends and the community, values diversity, and promotes belonging and culture.
Prosperous: A society that has a dynamic, strong economy, invests in people’s skills and education, and provides broad opportunities for employment and well‑paid, secure jobs.
Consultation underscored the importance of inclusion, equity and fairness across all five themes. The themes are supported by 12 dimensions and 50 key indicators to monitor and track progress. Indicators have been disaggregated by age, gender, ethnicity (including for Aboriginal and Torres Strait Islander people), where reliable data that highlights distributional differences is available.
The indicators will deepen understanding of how Australians are faring, and inform decisions by all levels of government about what needs to be done to improve Australians’ lives.




Australia’s economic transformation
Over the next 40 years, Australia’s economy will continue to face profound shifts. Many forces that will shape the economy and society are not yet conceived or remain subject to great uncertainty. However, some key trends are likely to continue. This Report focuses on the impact of five of the significant forces expected to reshape Australia’s economy in coming decades:
population ageing
rising demand for care and support services
climate change and the net zero transformation
technological and digital transformation, and
geopolitical risk and fragmentation. 
These forces are interconnected. Technological innovation will be key to supporting the net zero transformation. Geopolitical tensions and the global energy transition will accentuate the need to strengthen economic resilience in key areas such as renewable energy. The ageing population will interact with increasing demand for government services, and greater demand on the aged care sector. Part of this demand may be met by data and digital technologies increasing productivity and enabling more Australians to participate in work. 
[bookmark: _Toc139308870]Population ageing
Australians are living longer, with more years in full health and more time using government‑funded services. Over the next 40 years, life expectancy at birth is projected to continue to increase, from 81.3 years for men and 85.2 years for women in 2022–23, to 87.0 years for men and 89.5 years for women by 2062–63.
A range of societal, cultural and economic factors have led to women delaying having children and having fewer children than previous generations. Australia’s total fertility rate, in line with most advanced economies, fell significantly during the second half of the twentieth century. It has been below the replacement rate of 2.1 babies per woman since the 1970s, and is expected to remain low in coming decades.[footnoteRef:2]  [2:  	The replacement rate of fertility is the level required for a generation to replace itself, assuming no net overseas migration and no mortality improvement.] 

Australia’s population is ageing as a result of longer life expectancies and low fertility rates. The median age is expected to increase by 4.6 years between 2022–23 and 2062–‍63, to reach 43.1 years. In the same period, the number of people aged 65 and older will more than double. The number aged 85 and older will more than triple. Chapter 2 provides more information about the impacts of population ageing on Australia’s economy and fiscal position.
Migration adds to Australia’s overall population, its working‑age population and skills base. Young migrants can slow and partially offset Australia’s population ageing, but migrants themselves age and tend to have slightly lower fertility rates than those born in Australia.
The size of the workforce relative to the dependent population will also fall as the population ages. Chapter 3 looks in more detail at the impact of population ageing on the labour force participation rate. It considers how increasing employment opportunities for people from historically underrepresented groups, women, and older Australians who may wish to work more may help offset the effects of ageing on labour force participation. 
[bookmark: _Toc139308871]Technological and digital transformation
Technological change has driven phenomenal economic growth and lifted living standards over the past century. It has progressively raised workers into more highly skilled, more productive and higher wage jobs. 
The share of knowledge‑based or cognitive jobs is increasing as demand for real‑world problem solving and interpersonal skills rises. New technologies are changing how we work and have made it possible to automate repetitive physical tasks. This is supporting workers to be more productive and making workplaces safer, while the digital transformation is changing the types of skills required and the nature of work. In future, Generative AI may improve the productivity of knowledge‑based tasks.[endnoteRef:2]  [2:  	Organisation for Economic Cooperation and Development (OECD), ‘OECD Employment Outlook 2023: Artificial Intelligence and the Labour Market’, OECD (2023) https://www.oecd.org/employment‑outlook/2023/, accessed 18 July 2023. ] 

Technology will continue to raise incomes and quality of life. New drugs and surgical procedures will boost health outcomes. Widespread uptake of renewables will lower greenhouse gas emissions. Technology will transform consumption and leisure patterns. 
It will also provide new opportunities to address key challenges such as climate change. Chapter 3 looks in more detail at the implications of technological change for the skills required in the modern labour market. Chapter 4 looks at the potential impact of the data and digital transformation on future productivity.
[bookmark: _Toc139308872]Climate change and the net zero transformation
Climate change and the net zero transformation will have a significant impact on the structure of the economy and the choices Australian consumers and businesses make over the coming decades. 
Australia is in a strong position to benefit from the global transition to net zero. Lower energy costs relative to other countries can provide a foundation for developing industries, particularly those where energy makes up a large proportion of input costs. With abundant wind, sun and open spaces Australia can generate energy more cheaply than many countries. Technological developments are reducing the cost of renewable energy. Additional technological development could lead to exports of energy‑intensive green metals, and electricity through undersea cables and hydrogen.[footnoteRef:3]  [3:  	Green metals are produced with little to no greenhouse gas emissions.] 

Global demand for Australian thermal coal exports are expected to decline as our trading partners move toward net zero emissions. However, Australia has some of the world’s largest reserves of critical minerals such as lithium, cobalt and rare earth elements.[endnoteRef:3] These, in combination with traditional strengths such as iron and aluminium are some of the essential ingredients in global emissions reduction as inputs for electric vehicles, batteries and renewable energy generation technologies. [3:  	Department of Industry, Science and Resources (DISR) (Commonwealth of Australia), ‘Australia’s Critical Minerals List’ DISR (2023), https://www.industry.gov.au/publications/australias-critical-minerals-listhttps://www.industry.gov.au/publications/australias-critical-minerals-listhttps://www.industry.gov.au/publications/australias‑critical‑minerals‑list, accessed 4 Aug. 2023. ] 

Australia will need to adapt to the physical effects of climate change including more frequent and extreme weather events that will impact ecosystems, infrastructure and the built environment, food production, health and global security. Timely investment in climate change adaptation will build resilience and reduce the economic and fiscal costs of climate change in coming decades.
Chapter 5 considers some of the economic challenges and opportunities of climate change and the energy transformation.
[bookmark: _Toc139308873]Rising demand for care and support services 
[bookmark: _Hlk142034224]Demand for care and support services is expected to rise over the next 40 years as the population ages, particularly the growing population of over 85‑year‑olds. Currently, people aged 65 or older currently account for around 40 per cent of total Australian health expenditure, despite being about 16 per cent of the population.[endnoteRef:4]  [4:  	Australian Institute of Health and Welfare (AIHW), ‘Disease expenditure in Australia 2019–20’ AIHW (2022), https://www.aihw.gov.au/reports/health‑welfare‑expenditure/disease‑expenditure‑in‑australia‑2019‑20/contents/about, accessed 6 July 2023. ] 

Governments have expanded access to formal care arrangements for children, the aged and people with disability. Standards of care and support have also improved with the shift to consumer‑centric models of service provision, stronger regulations, and better pay and conditions for workers. 
A care and support workforce twice the size it was in 2020–21 could be needed to meet demand in 2049–50. [endnoteRef:5] This presents strong future job opportunities, but is a workforce planning challenge. Appropriate skills and training pathways, plus wages that reflect the value of care work appropriately, will be critical to encourage workers to join and stay in the care and support sector. Chapter 7 looks at future demand for health care, aged care and the NDIS. [5:  	National Skills Commission (Commonwealth of Australia) Care Workforce Labour Market Study (Canberra: 2022), 10.] 

[bookmark: _Toc139308874]Geopolitical risk and fragmentation 
Australia’s economy has benefitted from open international markets built on a trusted, rules‑based, global trading system. By reducing barriers to trade, flows of goods, services, capital, labour, and technology have increased, supporting decades of economic growth and higher living standards.
As an open economy, our prosperity in coming decades will be influenced by the evolving geopolitical environment and how we ensure our economy and supply chains remain resilient to future shocks (Box 1.2).
	[bookmark: _Ref141451275]Navigating geopolitical risk and fragmentation
Australia has prospered from open markets, international trade and investment. Two‑way trade exceeded $1 trillion in 2021–22, supporting one‑in‑four jobs.[endnoteRef:6] Securing further gains from global integration is increasingly complicated by geopolitical challenges, including the increased use of trade, investment, and industrial policy as tools of statecraft, climate change mitigation, and military conflict. Financial shocks, extreme weather events, the pandemic, malicious cyber activity, and intensifying competition for resources such as food, water and critical minerals have further highlighted the importance of security and resilience for economic prosperity. Geo‑strategic competition in the Indo‑Pacific is rising – a major conflict would have far‑reaching consequences for the Australian and global economy. [6:  	Department of Foreign Affairs and Trade (DFAT), (Commonwealth of Australia), ‘Australia’s Trade in Goods and Services by Top 15 Partners 2021–22,’ DFAT www.dfat.gov.au/sites/default/files/australias‑goods‑services‑by‑top‑15‑partners‑2021‑22.pdf, accessed 8 Aug. 2023. ] 

These events require unprecedented coordination between domestic and foreign policy and between economic and security settings to keep Australians safe and ensure our economic strength. Many countries are trying to strengthen resilience by reorganising supply chains and onshoring production, while not losing the benefits of open trade and investment. Economic ties are being strengthened with partners interested in maintaining a secure, peaceful and prosperous region. Through the Indo‑Pacific Economic Framework and the Quadrilateral Security Dialogue (the Quad), Australia is pursuing more diverse and resilient supply chains and coordinated crisis preparation and response. Deepening ties with Southeast Asian and Pacific neighbours is a priority. 
These challenges also reinforce the importance of improving productivity by seizing economic opportunities from new technologies, the clean energy transition, digitisation, and deepening and diversifying supply chain links with emerging Asian economies. It will be critical to protect and strengthen the rules‑based global trading system and the role of multilateral institutions to address global challenges. Investing in diplomatic and strategic partnerships will continue to safeguard regional security. 
Measures to make supply chains and the economy more resilient will need to be targeted and proportionate. The costs of a more fragmented global economy could be large – the International Monetary Fund estimates global output could be up to 7 per cent smaller in the long run.[endnoteRef:7] Fragmentation could also complicate climate change mitigation and result in rival trading blocs, more trade and investment restrictions, and weaker international economic governance.  [7:  	International Monetary Fund (IMF), ‘Geoeconomic Fragmentation and the Future of Multilateralism’, Staff Discussion Notes, 2023/001 (2023), https://www.imf.org/en/Publications/Staff‑Discussion‑Notes/Issues/2023/01/11/Geo‑
Economic‑Fragmentation‑and‑the‑Future‑of‑Multilateralism‑527266, accessed 31 May 2023. ] 

Australia’s economic resilience is underpinned by an open, flexible and market‑based economy. Strengthening national economic resilience in a fragmented and fragile global environment will mean investing more in renewable energy, education and training. It could require diversifying supply chains and export markets, and boosting research and development in critical and emerging technologies. This would bolster national security and provide further opportunities for domestic jobs and growth in coming decades. The Government is investing in defence, diplomacy, international development, and humanitarian assistance to help manage these risks.


[bookmark: _Ref141625317]Australia’s changing industrial base
Australia has shifted towards the delivery and consumption of services over the past 40 years. Industry is evolving to meet these new demands. Services output has risen almost five‑fold over the last 40 years, increasing from around 70 per cent of GDP in 1982 to around 80 per cent today (Chart 1.1 and Chart 1.2).[footnoteRef:4] Goods output – encompassing mining, agriculture and manufacturing – has increased three‑fold in absolute terms, but its share of the economy and employment has declined (Box 1.3). Over the past five years, the long‑term trend decline in the share of goods output has paused, largely reflecting increases in the value of mining output due to steep rises in commodity prices and the COVID‑19 related shift in demand from services to goods.  [4:  	This IGR defines the services sector as the distribution, business, personal, utilities and construction and non‑market industries. Goods includes agriculture, mining and manufacturing.] 
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	Services employment

	[bookmark: _1753260452][bookmark: _1753260009][image: A line chart showing historical Industry shares of GDP from 1948-49 to 2021-22.  The goods industry share of GDP declined from around 30 percent in 1981-82 to around 20 percent in 2020-21. Conversely, the services industry share of GDP increased from around 70 percent in 1981-82 to around 80 percent in 2020-21. ]
	[image: A line chart showing historical Industry shares of total employment from 1948-49 to 2021-22.  The goods industry share of total employment declined from 27 percent in 1981-82 to around 11 percent in 2021-22. Conversely, the services industry share of total employment increased from 73 percent of GDP in 1981-82 to around 89 per cent in 2021-22. ]

	Source: Treasury, Australian National Accounts: National Income, Expenditure and Product Accounts (ABS) 2011 to 2022, Butlin et al.[endnoteRef:8] [8:  	Butlin, M., Dixon, R. & Lloyd, P., ‘Statistical Appendix: selected data series, 1800–2010’, The Cambridge Economic History of Australia (Sydney: Cambridge University Press, 2014), 555–594.] 

	Source: Treasury, ABS Labour Force and Connolly and Lewis (2010).

	


Advanced economies have shifted away from goods production because of global competition while productivity gains reduced the number of workers.[endnoteRef:9] Increased international trade has been facilitated by technological and transport revolutions, which have lowered costs and provided access to near real‑time information.[endnoteRef:10] Australia’s comparative advantage has also shifted to sectors that require a significant share of non‑routine work.[endnoteRef:11] The share of workers in non‑routine jobs has increased and the skill levels of Australian workers have risen (Box 1.3). Workers have, on average, benefitted from higher wages.  [9:  	Productivity Commission (Commonwealth of Australia), ‘Things you can’t drop on your feet: An overview of Australia’s services sector productivity’, Productivity Commission (15 Apr. 2021) https://www.pc.gov.au/ongoing/productivity‑insights/services/productivity‑insights‑
2021‑services.pdf, accessed 11 Aug 2023. ]  [10:  	Vaughan‑Whitehead, D., Behind the Rise of Global Supply Chains, (UK: Cambridge Scholars Publishing, 2022).]  [11:  	Athukorala, P. & Talgaswatta, T., ‘Global production sharing and Australian manufacturing’, DISR (1 Oct. 2016) https://www.industry.gov.au/sites/default/files/May%202018/document/pdf/global_
production_sharing_and_australian_manufacturing.pdf? accessed 28 July 2023.] 


	[bookmark: _Ref143106923]Australia is a service‑based economy
Services have become a larger share of the Australian economy over the past 40 years. In 1982–83, 26 per cent of jobs were in agriculture, manufacturing and mining and 74 per cent were in services. Around 90 per cent of jobs are now in services. 
The services sector ranges from online retail platforms to neurosurgery. Social services and business services have increased by around 16 percentage points as a share of employment since the 1980s to around 50 per cent today.[endnoteRef:12] [endnoteRef:13] The shift reflects: [12:  	Connolly, E., & Lewis, C., ‘Structural Change in the Australian economy,’ Reserve Bank of Australia Bulletin, (Sep. 2010) https://www.rba.gov.au/publications/bulletin/2010/sep/1.html, accessed 8 Aug. 2023.]  [13:  	Adeney, R., ‘Structural Change in the Australian Economy,’ Reserve Bank of Australia Bulletin, (Mar. 2018) https://www.rba.gov.au/publications/bulletin/2018/mar/structural‑change‑in‑the‑
australian‑economy.html#fn4, accessed 8 Aug. 2023] 

Global competition: Over the last 40 years, trade competition has increased as barriers have declined.[endnoteRef:14] Technology has improved access/transport.[endnoteRef:15] [endnoteRef:16] [endnoteRef:17] Developing economies, notably China, have engaged more in global markets. [endnoteRef:18] Australia has shifted into comparative strengths, such as human capital‑intensive services (including education exports) and natural resources (such as commodities). Goods have been easier to trade between countries, increasing producer exposure to global competition, globalising supply chains and increasing specialisation.[endnoteRef:19]  [14:  	IMF, ‘World Economic Outlook: Update’. IMF (Jul. 2023) 
https://www.imf.org/en/Publications/WEO/Issues/2023/07/10/world‑economic‑
outlook‑update‑july‑2023, accessed 17 July 2023.]  [15:  	Vaughan‑Whitehead, D., Behind the Rise of Global Supply Chains.]  [16:  	Productivity Commission (Commonwealth of Australia) ‘Vulnerable Supply Chains, Productivity Commission Study Report,’ (July 2021), Productivity Commission https://www.pc.gov.au/inquiries/completed/supply‑chains/report/supply‑chains.pdf, accessed 28 July 2023.]  [17:  	World Trade Organisation (WTO), ‘Supply Chain Perspectives,’ WTO (2013). https://www.wto.org/english/res_e/booksp_e/aid4tradesupplychain13_part1_e.pdf, accessed 8 Aug. 2023]  [18:  	Langcake, S., ‘Conditions in the Manufacturing Sector’, Reserve Bank of Australia Bulletin, (June 2016) https://www.rba.gov.au/publications/bulletin/2016/jun/pdf/bu‑0616‑4.pdf, accessed 8 Aug. 2023 ]  [19:  	IMF, ‘World Economic Outlook: Update’. ] 

Technological change and productivity: Goods sectors have enjoyed greater measured productivity gains from technology, capital deepening and innovation. This partly reflects international competition and technological advancements making the production of goods more efficient.[endnoteRef:20] [endnoteRef:21] This has freed up labour for the expanding services sector where measured productivity gains have been lower – especially non‑market services (Chapter 4). [endnoteRef:22] [endnoteRef:23] There are likely further opportunities for gains. Non‑mining businesses in Australia have been slower to adopt cutting edge technologies than firms overseas, and there is scope to catch up to the productivity frontier.[endnoteRef:24] [endnoteRef:25]  [20:  	Productivity Commission, ‘Things you can’t drop on your feet: An overview of Australia’s services sector productivity’.]  [21:  	Productivity Commission (Commonwealth of Australia), ‘Advancing Prosperity: 5‑year Productivity Inquiry Report,’ vol. 2, Productivity Commission (17 Mar. 2023) https://www.pc.gov.au/inquiries/completed/productivity/report/productivity‑volume2‑keys‑to‑growth.pdf, accessed 17 July 2023.]  [22:  	Productivity Commission, ‘Advancing Prosperity: 5‑year Productivity Inquiry Report,’ ]  [23:  	Productivity Commission, ‘Things you can’t drop on your feet: An overview of Australia’s services sector productivity’.]  [24:  	Treasury (Commonwealth of Australia), 2021 Intergenerational Report (Canberra: 2021).]  [25:  	Quinn, M., ‘Keeping pace with technological change: the role of capabilities and dynamism’, Speech to the OECD Global Forum on Productivity (Sydney, 20 June 2019), https://treasury.gov.au/speech/s2019‑390085, accessed 4 Aug. 2023. ] 

Services as inputs: Services are an increasingly important production input as firms become more efficient and specialised.[endnoteRef:26] Professional business services have become an increasing input into global supply chains.[endnoteRef:27] [endnoteRef:28] Within industries, the skill level has increased and the skill mix has changed.[endnoteRef:29] [endnoteRef:30]This has increased demand for education and training services to reskill and upskill. Workers are increasingly using services such as child care to facilitate work, supporting women’s labour force participation (Chapter 3). [26:  	Productivity Commission, ‘Things you can’t drop on your feet: An overview of Australia’s services sector productivity’, 13.]  [27:  	Adeney, R., ‘Structural change in the Australian Economy’. Reserve Bank of Australia Bulletin, (Mar. 2018) https://www.rba.gov.au/publications/bulletin/2018/mar/structural‑change‑in‑the‑australian‑economy.html#fn4, accessed 16 July 2023.]  [28:  	Heath, A., ‘Structural change in Australian Industry: The Role of Business Services.’ Reserve Bank of Australia speech to the Economic Society of Australia, (Hobart, 6 Sep. 2017) https://www.rba.gov.au/speeches/2017/sp‑so‑2017‑09‑06.html, accessed 17 July 2023. ]  [29:  	Heath, A., ‘Skills, technology and the future of work.’ Reserve Bank of Australia speech to the Career Education Association of Victoria and Victorian Commercial Teachers Association Work Futures Conference, (16 Mar. 2020) https://www.rba.gov.au/speeches/2020/sp‑so‑2020‑03‑16.html, accessed 18 July 2023. ]  [30:  	International Labor Organisation (ILO), ‘Is the hollowing out of middle‑skill jobs an unavoidable consequence of technological advancement.’ ILO (23 Apr. 2015) https://www.ilo.org/newyork/voices‑at‑work/WCMS_363034/lang‑‑en/index.htm, accessed 11 Aug. 2023 ] 




	Consumer demand: As income grows, demand increases for publicly provided or funded services such as care and support services, as well as tourism, leisure, and time‑saving services. As the population ages this also shifts demand to aged care and health care.[endnoteRef:31] [endnoteRef:32] The shift towards services is consistent with other advanced economies (Chart 1.3).[endnoteRef:33] [31:  	Productivity Commission, ‘Advancing Prosperity: 5‑year Productivity Inquiry Report,’ ]  [32:  	Productivity Commission, ‘Things you can’t drop on your feet: An overview of Australia’s services sector productivity’. ]  [33:  	Productivity Commission, ‘Advancing Prosperity: 5‑year Productivity Inquiry Report,’ ] 


[bookmark: _Ref140741717]Services share of GDP and real GDP per capita
[bookmark: _1752940508][image: This line chart shows 5-year rolling averages of the services share of GDP in 7 countries against real GDP per capita. Over time, the services share of GDP tends to rise as real GDP per capital increases.]
Note: Chart shows five‑year rolling averages of service share of GDP and real GDP per capita over time; various start dates between the mid‑1950s and mid‑1970s; data ends in 2011.
Source: Australian National Accounts: National Income, Expenditure and Product and Maddison Project Database.



Australian industry will continue to evolve over the next 40 years
The Australian economy will continue to transform in response to changing global trade, technology and consumption patterns over the next 40 years. Three sectors are likely to experience significant change: care and support, manufacturing and mining.
The global response to climate change is already transforming Australia, and this will continue in the coming decades. The global net zero transformation may be the most profound driver of change in the economy. Box 1.5 discusses the impact of climate change and the net zero transformation on Australia’s future labour market. 
Other drivers such as the ageing population and digital technology uptake, are likely to reinforce the existing trend towards services delivery and the increasing demand for higher‑skilled workers. Technological advancements will continue to shape Australia’s future. 
The care and support sector
The care and support sector is large and growing.[footnoteRef:5] Over the past 40 years the sector has grown strongly as a share of the economy and labour force (Chart 1.4).[endnoteRef:34] [endnoteRef:35] [endnoteRef:36] Growth in care services reflects: [5:  	The care and support sector is defined in accordance with the Australian and New Zealand Standard Industrial Classification of Health Care and Social Assistance. This includes the delivery of health, aged, disability and other categories of care.]  [34:  	Department of the Prime Minister and Cabinet (Commonwealth of Australia), Economic impact of care and support (2023), https://www.pmc.gov.au/resources/draft‑national‑strategy‑care‑and‑support‑economy/economic‑impact‑care‑support, accessed 16 July 2023.]  [35:  	Australian Bureau of Statistics (ABS), ‘Australian System of National Accounts 2021–22, Table 5,’ ABS (28 Oct. 2022) https://www.abs.gov.au/statistics/economy/national‑accounts/australian‑system‑
national‑accounts/latest‑release, accessed 16 July 2023; ]  [36:  	ABS, ‘Labour Force Australia, Detailed, May 2023, Table 4’ ABS (27 July 2023), https://www.abs.gov.au/statistics/labour/employment‑and‑unemployment/labour force‑australia‑detailed/latest‑release, accessed 16 July 2023.] 

expansion of health care services, technology and treatment options
expansion of aged care services driven by an ageing population and rising demand for improved quality in residential and home care
the establishment of the NDIS for people with significant and permanent disability. 

[bookmark: _Ref140741769][bookmark: _Ref142481574][bookmark: _Ref141958979]Care and support sector employment 
[image: This is a line chart from 1985 to 2023, which shows the number of people employed in four industry groups - hospitals; medical and other health care services; aged care; other care (which includes disability care). It shows that all groups have grown over the time period, with hospitals, medical and other care growing particularly quickly in more recent years.]
Note: Employment groupings based on the ANZSIC subdivisions for the Health Care and Social Assistance division. Annual moving average applied to quarterly data.
Source: Treasury, Labour Force, Australia, Detailed (ABS) and Australian System of National Accounts.

Gradually, care work has shifted from informal to formal care.[footnoteRef:6] While informal care remains an important aspect of care provision, more options for formal care have helped reduce barriers to women’s labour force participation (Box 3.1). Increased participation has improved women’s economic security and financial independence.[endnoteRef:37] Government funding has increased as Australians sought more and higher‑quality care services.  [6:  	Formal care refers to paid care services in the market. Informal care refers to unpaid care provided by family, close relatives, friends, and neighbours.]  [37:  	Treasury (Commonwealth of Australia), 2023–24 Women’s Budget Statement, (Canberra: 2023), 11. ] 

The care and support sector is expected to continue growing. The Australian population will require more care services as it ages, with the number of people aged 85 years and over tripling over the next 40 years. The trend towards increased women’s labour force participation means more formal care will be required. The NDIS is also expected to continue to grow faster than GDP until the Scheme matures.
Australian Government payments for health care, aged care and the NDIS are projected to increase as a share of GDP from 6.2 per cent in 2022–23 to 10.7 per cent in 2062–63 (Chapter 7). Other levels of government will also continue to contribute to the care economy. This will contribute to a growing care and support sector (Box 1.4). Continued strong growth in the care and support sector is reflected in expectations of employment growth. For example, Jobs and Skills Australia projects the number of health care and social assistance workers to grow by 15.8 per cent from 2021 to 2026.[endnoteRef:38] The former National Skills Commission also projected that the demand for care and support workers is expected to double by 2050.[endnoteRef:39]  [38: 	Jobs and Skills Australia (Commonwealth of Australia), ‘Health Care and Social Assistance,’ (n.d) https://labourmarketinsights.gov.au/industries/industry‑details?industryCode=Q, accessed 9 August 2023. ]  [39:  	National Skills Commission, Care Workforce Labour Market Study. ] 

The care and support sector will create new and meaningful jobs over the coming decades. The policy challenge is to meet increased demand while ensuring the sustainable delivery of quality care. Funding and securing the necessary workforce will require a significant investment and productivity improvements will be critical. Improvement could come from better preventive health outcomes, data and digital technology advances, productive allocation of the health workforce and reducing barriers for entering and staying in the health workforce. 

	[bookmark: _Ref142489095]The growing care and support sector
The following illustrates the potential size of the care and support sector over the next 40 years. Under simplified assumptions, the sector would be projected to increase from around 8 per cent of GDP today to around 15 per cent in 2062–63. This assumes current projections for Australian Government spending in this Report and an assumption that other levels of governments and the private sector maintain their share of spending on care and support (Chart 1.5). Were employment to grow in line with the sector’s GDP share then this would continue strong growth in care employment, with the number of care workers having more than doubled over the last 20 years, and estimated to double again over the next 40 years (Chart 1.6).

	0. [bookmark: _Ref143107328]Care GDP share
	[bookmark: _Ref143107349]Care employment

	[image: This is a line chart from 2002-03 to 2062-63 that shows the share of GDP comprised by health care and social assistance. It increases from around 6 per cent at the beginning of the series to around 15 per cent at the end of the series.]
	[image: This is a line chart from 2002-03 to 2062-63 that shows the number of those employed by health care and social assistance. It increases from around 900,000 people at the beginning of the series to around 4.5 million at the end of the series.]

	Note: Methodology and assumptions are presented in Appendix A3. The analysis is based on the ABS ANZSIC Health Care and Social Assistance Division.
Source: Treasury, ABS, AIHW, Productivity Commission Report on Government Services.



These estimates consider the care and support sector in isolation from the rest of the economy and assume that supply is available to respond to increased demand. Possible technological advancements are not reflected in the estimates. The analysis is based on the ABS definition of the Health Care and Social Assistance Industry Division. Using other definitions would provide a different result for output and employment, but projections of growth would be similar. 


The mining and resources sectors
Australia is one of the world’s largest exporters of coal, iron ore and natural gas, with substantial, high quality resource deposits expected to last for many more decades. [endnoteRef:40] [endnoteRef:41] Australia’s mining sector has been and will continue to be shaped by global developments. The sector has historically experienced large volatility in export demand and prices.[endnoteRef:42]  [40:  	Geoscience Australia, Australia’s Energy Commodity Resources 2022: Coal (2022), https://www.ga.gov.au/digital‑publication/aecr2022/coal, accessed 28 July 2023. ]  [41:  	Geoscience Australia, Australia’s Energy Commodity Resources 2022: Overview (2022), https://www.ga.gov.au/digital‑publication/aecr2022/overview, accessed 28 July 2023. ]  [42:  	Tulip, P., ‘The effect of the mining boom on the Australian Economy.’ Reserve Bank of Australia Bulletin, (Dec. 2014) https://www.rba.gov.au/publications/bulletin/2014/dec/pdf/bu‑1214‑3.pdf, accessed 20 July 2023. ] 

China’s rapid growth in the early 2000s contributed to a four‑fold increase in commodity prices, spurring a mining investment boom.[endnoteRef:43]  [43:  	Connolly, E. & Orsmond, D., ‘The Mining Industry: From Bust to Boom’ Reserve Bank of Australia Bulletin (Dec. 2011) https://www.rba.gov.au/publications/confs/2011/pdf/connolly‑orsmond.pdf, accessed 28 July 2023. ] 

More recently, tight global supply conditions, Russia’s invasion of Ukraine and uncertainty over the global transformation to clean energy has generated significant volatility in prices. During this cycle, investment plans have focused on maintaining production capacity across the sector. 
Over the coming decades, demand for Australia’s commodities will be influenced by growth transitions in some of our key trading partners, the global transition to net zero, and technological changes.
Demand for commodities from some of Australia’s key trading partners is expected to slow as their economies mature and shift from investment‑led development models to consumption and services‑based economies.[endnoteRef:44]  [44:  	Connolly, E. & Orsmond, D., ‘The Mining Industry: From Bust to Boom.’ ] 

The net zero transformation will impact global energy and resources markets as global demand for low‑emission commodities increases. While the transition to renewables will boost demand for many of the minerals mined in Australia, creating new growth opportunities, global demand for fossil fuels is projected to decrease over time as global trading partners act to reduce emissions.[endnoteRef:45]  [45: 	Zhou, I., & Satherley, T., ‘Global Trade Risks and Opportunities.’ Parliament of Australia (June 2022) https://www.aph.gov.au/About_Parliament/Parliamentary_departments/Parliamentary_Library/pubs/BriefingBook47p/GlobalTradeRisksAndOpportunities, accessed 22 July 2023. ] 

Global demand of critical minerals will need to increase by around 350 per cent by 2040 for the world to reach net zero emissions by 2050.[endnoteRef:46] Lithium, cobalt, manganese and rare earth elements are crucial to battery manufacturing. Rare earth elements are also essential for permanent magnets used in wind turbines and electric vehicle motors. [endnoteRef:47] In addition to significant known reserves, Australia has potential for more undiscovered minerals, with around 80 per cent of land mass largely under‑explored. [endnoteRef:48] [46:  	International Energy Agency (IEA), ‘Critical Minerals Demand Dataset’, IEA (2022), https://www.iea.org/data‑and‑statistics/data‑product/critical‑minerals‑demand‑dataset, accessed 4 Aug. 2023.]  [47:  	IEA, ‘Critical minerals: The role of critical minerals in clean energy transitions’, IEA, (n.d) https://www.iea.org/topics/critical‑minerals, accessed 9 Aug. 2023]  [48:  	DISR (Commonwealth of Australia), ‘Opportunities for Australia. Critical Minerals Strategy 2023–2030,’ DISR (7. Jul 2023) https://www.industry.gov.au/publications/critical‑minerals‑strategy‑2023‑2030, accessed 28 July 2023. ] 

Substantial growth is projected in minerals, including critical minerals, that are essential to the net zero transformation, such as lithium, nickel, copper, zinc and bauxite (Chart 1.7 and Chart 1.8). Australia is already the world’s largest producer of lithium (spodumene concentrate) and is well place to meet future global demand of lithium.[footnoteRef:7] Australia’s export volumes of spodumene concentrate are projected to double over the next five years from 2022 while nickel export volumes are projected to grow by 50 per cent.[footnoteRef:8] [endnoteRef:49] [7:  	Refined lithium can either be extracted directly from lithium brine or from lithium minerals such as spodumene concentrate. ]  [8:  	This reflects the volume of spodumene concentrate exported plus the volume of spodumene concentrate used to produce lithium hydroxide for export. ]  [49:  	DISR, ‘Resources and Energy Quarterly March 2023’, DISR, (2023) 158,  https://www.industry.gov.au/publications/resources-and-energy-quarterly-march-2023, accessed 17 Aug. 2023. ] 


	[bookmark: _Ref143103208]Australian production of selected commodities 
	[bookmark: _Ref143103229]Australian lithium and nickel production 

	[image: This is a line chart from 2021–22 to 2027–28 that shows the volume of production and projected production in index form for iron and steel; bauxite; copper and zinc. It shows that, from the projection period, production of these commodities will be static or increase over the coming years.]
	[image: This is a line chart from 2021-22 to 2027-28 that shows the volume of production and projected production in index form for lithium and nickel. It shows that, from 2022-23, the production of lithium and nickle are both expected to increase significantly, with lithium production growing faster than nickel. ]

	Note: Forecasts and projections from 2022–23.
Source: Department of Industry, Science and Resources – Resources and Energy Quarterly, March 2023.

	


Technological advancements will also determine the scope for capital deepening and further productivity improvements. Mining technology is already a strength. Automation, robotics, artificial intelligence, and remote operations will continue to be areas of emerging potential. 
The manufacturing sector
Australia’s manufacturing is diverse comprising food and beverage, machinery and equipment, petroleum, coal and chemicals, metal products, and other manufacturing. Over the past 40 years, real manufacturing sector output has increased around 40 per cent, but has been declining as a share of the economy. Employment in the manufacturing sector has declined, leaving fewer but higher‑skilled and higher‑paid workers.[endnoteRef:50] [endnoteRef:51] These changes largely reflect the shift in Australia and other advanced economies towards services and away from more trade‑exposed goods producing sectors.[endnoteRef:52] [endnoteRef:53]  [50:  	Productivity Commission (Commonwealth of Australia). ‘Submission to the Senate Economics References Committee Inquiry into the Australian Manufacturing Industry.’ Productivity Commission (Sep. 2021) https://www.pc.gov.au/research/supporting/manufacturing‑industry/manufacturing‑industry.pdf, accessed 24 July 2023. ]  [51:  	Langcake, S., ‘Conditions in the Manufacturing Sector.’ ]  [52:  	Productivity Commission (Commonwealth of Australia), ‘5‑year Productivity Inquiry: Advancing Prosperity Inquiry report – vol 1,’ (7 Feb. 2023), Productivity Commission https://www.pc.gov.au/inquiries/completed/productivity/report/productivity‑
advancing‑prosperity‑all‑volumes.pdf, accessed 28 July 2023. ]  [53:  	Dwyer, J., & Fabo, J., ‘The manufacturing sector: adapting to structural change.’ Reserve Bank of Australia Bulletin, (Mar. 2001) https://www.rba.gov.au/publications/bulletin/2001/mar/pdf/bu‑0301‑01.pdf, accessed 23 July 2023. ] 

Australia’s manufacturing base has become more export‑focused and moved into specialised, high‑skilled and higher value‑added production.[endnoteRef:54] Firms have capitalised on Australia’s higher skilled workforce, productivity improvements, and access to global supply chains to outsource some activities.[endnoteRef:55] [endnoteRef:56] [endnoteRef:57] [endnoteRef:58] Investment growth in manufacturing has been highest in IT and software, computers, and research and development 
(Chart 1.9).  [54:  	Athukorala, P., & Talgaswatta T., ‘Global production sharing and Australian Manufacturing.’ ]  [55:  	The Australian Industry Group, ‘Australian Manufacturing in 2019: Local and Global Opportunities,’ AI Group (May 2019),
https://cdn.aigroup.com.au/Economic_Indicators/Economic_Outlook/Australian_
Manufacturing_in_2019.pdf, accessed 28 July 2023. ]  [56:  	Connolly, E. & Lewis, C., ‘Structural Change in the Australian Economy’.]  [57:  	House of the Representatives Standing Committee on Economics, Finance and Public Administration (Commonwealth of Australia), ‘Australian Manufacturing: today and tomorrow’, (July 2007), https://catalogue.nla.gov.au/catalog/4365977, accessed 28 July 2023]  [58:  	Clark, C., Geer, T. & Underkill, B., ‘The Changing of Australian Manufacturing, Staff Information Paper,’ Productivity Commission (Dec. 1996), https://www.pc.gov.au/research/supporting/changing‑manufacturing/changman.pdf., accessed 28 July 2023.] 


[bookmark: _Ref141426963][bookmark: _Ref141619785][bookmark: _Ref142482162][bookmark: _Ref141614391]Australian manufacturing investment
	[image: This is a line chart from 1981-82 to 2022-23, which shows manufacturing investment by asset including computer equipment and IT systems and software. It shows that both groups have grown particularly quickly over the period.]
	[image: This is a line chart from 1981-82 to 2022-23, which shows manufacturing investment by asset including research and development, machinery and equipment and non-dwelling construction. It shows that all groups have grown over the time period.]


Note: Investment data is in real terms.
Source: Treasury, Australian System of National Accounts (ABS).

The manufacturing sector will continue to evolve over the next 40 years, adapting to global supply chains, technological advances and climate change. Manufacturing will likely continue to focus on high‑skill, high value‑add areas consistent with Australia’s comparative advantage. [endnoteRef:59] These could include research and development and design, intellectual property ownership and marketing. The effect of new technologies such as artificial intelligence and 3D printing also have the potential to transform the sector.  [59:  	Athukorala, P., & Talgaswatta T., ‘Global production sharing and Australian Manufacturing.’ ] 

The Australian economy has benefited significantly from the integration of global supply chains. This includes manufacturing firms that have leveraged their comparative advantage in global value chains. [endnoteRef:60] [endnoteRef:61] Supply chains can, however, be vulnerable to geopolitical, environmental, economic, societal, and infrastructure‑related risks. Disruptions during COVID‑19 highlighted these risks and made businesses and governments more conscious of the need to manage market‑wide supply chain risks for essential goods or services.[endnoteRef:62] [60:  	Langcake, S., Conditions in the Manufacturing Sector.’ ]  [61:  	Athukorala, P., & Talgaswatta T., ‘Global production sharing and Australian Manufacturing.’ ]  [62:  	Productivity Commission, ‘Vulnerable Supply Chains, Productivity Commission Study Report.’ ] 

Climate change and the transformation to net zero could have significant impacts on manufacturing. Manufacturing will need to reduce emissions in the transition to net zero, particularly for emissions‑intensive forms of manufacturing like aluminium. Energy costs will continue to be a major differentiator in the competitiveness of countries’ energy‑intensive industry sectors.[endnoteRef:63] With abundant wind, sun and open spaces Australia has the potential to generate energy more cheaply than many countries as the world transitions to net zero.  [63:  	IEA, ‘Energy Technology Perspectives 2023’ IEA (2023), https://iea.blob.core.windows.net/assets/a86b480e‑2b03‑4e25‑bae1‑da1395e0b620/
EnergyTechnologyPerspectives2023.pdf, accessed 28 July 2023. ] 

Australia’s natural advantages provide potential to export renewable energy in forms such as green hydrogen or electricity via undersea cables. Expanding Australian industry’s capacity further along battery mineral value chains is also possible, through businesses building capabilities in downstream refining, manufacturing, and battery integration and services. There is also further work to be done to explore possibilities for Australia to shift existing manufacturing to low emissions technologies.[endnoteRef:64] Chapter 5 discusses Australia’s climate transformation.  [64:  	Accenture (Future Battery Industries CRC), ‘Future charge: Building Australia’s Battery Industries Final Report’, Future Battery Industries (June 2021), 3, https://fbicrc.com.au/wp‑content/uploads/2021/06/Future‑Charge‑Report‑Final.pdf, accessed 9 Mar. 2023.] 


	[bookmark: _Ref138949956]
Climate change and the labour market
The structural shifts required to decarbonise will promote the expansion of some industries, while the physical impacts of a warming climate will affect working conditions and labour supply for certain occupations. 
The net zero transformation is expected to create job opportunities in some occupations and industries. According to the former National Skills Commission, almost half of industry groups are already involved in a green value chain.[endnoteRef:65] Renewable energy employment in Australia increased 120 per cent between 2009–10 and 2018–‍19, with rooftop solar PV systems comprising nearly half of 2018–‍19 employment.[endnoteRef:66]  [65: 	National Skills Commission (Commonwealth of Australia), Australia’s current, emerging and future workforce skills needs 2022 (Canberra: 2022), 58. ]  [66:  	ABS, ‘Employment in Renewable Energy Activities, Australia’ ABS (6 Apr. 2020), https://www.abs.gov.au/statistics/labour/employment‑and‑unemployment/
employment‑renewable‑energy‑activities‑australia/latest‑release, accessed 3 Aug. 2023.] 

Well‑designed emissions reduction and adaptation measures can support growth areas and smooth the transition of workers from emissions intensive industries. Advertised green jobs such as those in wind energy have higher remuneration compared to non‑green jobs in the same occupation and location. The diffusion of innovation that is expected to accompany the deployment of new abatement technology has further potential to increase productivity and create growth over the long term.
The physical impacts of climate change present a different set of potential consequences for the labour market. Certain occupations and regions will face greater risk of heat stress and, therefore, reduced labour productivity because of rising temperatures (Chapter 5). In the absence of changes to the way people now work, this will affect hours worked and the ability of employers to recruit workers.[endnoteRef:67] These pressures are expected to persist over the next 40 years as national and global temperatures continue to rise. Well‑targeted investment in adaptation measures will help reduce this risk to Australia’s labour markets. [67:  	ILO, ‘Working on a Warmer Planet: The Impact of Heat Stress on Labour Productivity and Decent Work’ ILO (1 July 2019), https://www.ilo.org/wcmsp5/groups/public/‑‑‑dgreports/‑‑‑dcomm/‑‑‑publ/documents/publication/wcms_711919.pdf, accessed 8 July 2023.] 





[bookmark: _Toc139308875]Economic projections
[bookmark: _Toc139308876][bookmark: _Toc131011179]Australia’s economy
The Australian economy will grow at a slower pace than in past decades, like other advanced economies. Over the next 40 years, Australia’s real GDP is projected to grow at an average annual pace of 2.2 per cent from 2022–23 to 2062–63. That is 0.9 percentage points lower than the average growth of the past 40 years (Chart 1.10). Similar to the projections in past IGRs, this reflects lower projected population growth and reduced participation as the population ages, along with an assumption of slower long‑run productivity growth. While the pace of growth is projected to slow, the Australian economy is expected to be around two and a half times larger in 2062–63 than in 2022–‍23, in real terms. 
The long‑term projections for real GDP growth are lower than presented in the 2021 IGR. This largely reflects the adoption of a more prudent long‑term productivity growth assumption to the 20‑year average of around 1.2 per cent per year, compared with the 30‑year average of around 1.5 per cent per year in the last IGR (Box 1.6). The updated assumption means the level of real GDP is projected to be around 10 per cent smaller in 2060-61 than projected in the 2021 IGR. 

Growth of the Australian economy
[image: This chart shows real GDP growth. Over the past 40 years, real GDP grew at an average of 3.1 per cent per year. Real GDP growth is projected to grow at 2.2 per cent per year over the next 40 years.]
Source: ABS Australian National Accounts: National Income, Expenditure and Product, and Treasury.


The economy has been impacted by multiple large shocks over the past 40 years, including the COVID‑19 pandemic, and Russia’s invasion of Ukraine and associated global energy price shock. Although the COVID‑19 pandemic has subsided, the global economy has experienced elevated inflation since the last IGR. These projections assume the economy operates at its potential. However, in practice, the economy will experience temporary shocks and fluctuations in the business cycle. 
	Revised long‑term productivity assumption
Australia’s labour productivity growth has slowed since the mid‑2000s. The slowdown is broad based across industries and advanced economies, suggesting shared factors such as competition, technology adoption, growth of the service sector, and human capital accumulation. 
Canada, New Zealand and the United Kingdom have all revised down productivity projections. The United States Congressional Budget Office now weights recent years more heavily, while the OECD uses the 10‑year average. The Government moved from a 30‑year to a 20‑year average in the October 2022 Budget and the 2023-24 Budget. This Report continues with this 20‑year average assumption, however, this is a technical assumption. It does not incorporate the impact of future policy changes – or significant shifts in the global and domestic economy – on long‑term productivity. 
The productivity assumption has large effects on economic and fiscal projections. If this Report had used the 2021 IGR’s 1.5 per cent productivity growth assumption, real GDP would have been around 9.5 per cent higher in 2062–63 and the underlying cash balance (UCB) would have been 1.6 percentage points of GDP higher (Chart 1.11). 
If the 2021 IGR had used this Report’s 1.2 per cent productivity growth assumption, real GDP would have been around 9.5 per cent lower in 2060–61 and the UCB would have been 2.2 percentage points of GDP lower (Chart 1.12).

	[bookmark: _Ref142482779]2023 IGR UCB
	[bookmark: _Ref142482787] 2021 IGR UCB

	[image: This chart shows the projection of the underlying cash balance in the 2023 IGR if a higher productivity assumption of 1.5 per cent had been used. Under this scenario, the underlying cash deficit would be smaller over the entire projection period. By 2062-63 the difference is 1.6 percentage points. ]
	[image: This chart shows the projection of the underlying cash balance in the 2021 IGR if a lower productivity assumption of 1.2 per cent had been used. Under this scenario, the underlying cash deficit would be larger across the entire projection period. By 2060-61, the deficit is 2.2 percentage points of GDP larger. ]

	Source: Treasury.






Real GDP per person is projected to grow at an average annual rate of 1.1 per cent compared to 1.8 per cent over the past 40 years (Chart 1.13). This is projected to result in the level of real GDP per person being around 57 per cent larger in 40 years, than it is today.

[bookmark: _Ref136866139][bookmark: _Ref141959197]Average growth rates
[image: Over the past 40 years, real GDP per person grew at an average of 1.8 per cent per year. Real GDP per person is projected to grow at an average of 1.1 per cent per year over the next 40 years. Over the past 40 years, real GNI per person grew at an average of 2.1 per cent per year. Real GNI per person is projected to grow at an average of 1.0 per cent per year over the next 40 years. Over the past 40 years, real GDP grew at an average of 3.1 per cent per year. Real GDP is projected to grow at an average of 2.2 per cent per year over the next 40 years. Over the past 40 years, real GNI grew at an average of 3.5 per cent per year. Real GNI is projected to grow at an average of 2.1 per cent per year over the next 40 years. Over the past 40 years, nominal GDP grew at an average of 6.7 per cent per year. Nominal GDP is projected to grow at an average of 4.6 per cent per year over the next 40 years.]
Source: ABS Australian National Accounts: National Income, Expenditure and Product, and Treasury.



The primary driver of growth in real GDP per person is growth in labour productivity per hour worked (Chart 1.14), similar to the past 40 years. While increased labour force participation along with a lower non‑accelerating inflation rate of unemployment (NAIRU) can provide some contribution to growth in real GDP per person, significant and ongoing gains require further productivity increases.

[bookmark: _Ref136866149][bookmark: _Ref141959225]Drivers of real GDP per person growth
[image: Over the past 40 years, real GDP per person has grown at an average annual rate of 1.8 per cent. Population (aged 15 and over) has contributed 0.2 percentage points, the participation rate has contributed 0.2 percentage points, the unemployment rate has contributed 0.1 percentage points, average hours worked has detracted 0.2 percentage points and labour productivity has contributed 1.3 percentage points.

Over the next 40 years, real GDP per person is projected to grow at an average annual rate of 1.1 per cent. Population (aged 15 and over) is projected to contribute 0.1 percentage points, the participation rate is projected to detract 0.1 percentage points, and labour productivity is projected to contribute 1.2 percentage points. The unemployment rate and average hours worked are projected to neither contribute or detract.]
Source: ABS Australian National Accounts: National Income, Expenditure and Product; ABS Labour Force Survey; ABS National, state and territory population; and Treasury.

[bookmark: _Toc139308878]Living standards and income will continue to rise, but at a slower pace 
Real gross national income (GNI) per person – the average amount earned by each Australian domestically and overseas – is projected to increase by around 50 per cent over the next 40 years. However, the average annual growth rate in GNI per person is projected to be 1 per cent over the next 40 years, compared to 2.1 per cent over the past 40 years (Chart 1.15). This is a similar trend to the projections in the 2021 IGR, with the main difference being the adoption of the more prudent assumption for long‑term productivity growth. 
National income is primarily driven by real GDP per person, but is also affected by relative international prices, measured by the terms of trade, and by international income flows between Australia and the rest of the world. In recent decades, significant increases in key commodity prices have seen the terms of trade rise to record highs, which has boosted real GNI per person. However, key commodity prices and the terms of trade are assumed to decline and then remain stable over the long term, resulting in a much smaller contribution to real GNI growth than in the past (Appendix A3). As a result, real GNI per person is projected to grow broadly in line with real GDP per person. 

[bookmark: _Ref136865997]Contributions to real GNI per person growth
[image: This chart shows the percentage points contribution of labour productivity, labour utilisation, the terms of trade, and net foreign income to growth in real Gross National Income per person from the 1980s through to the 2050s. It shows that productivity growth has been the most important source of growth in real Gross National Income per person over the past 40 years, and is projected to remain so into the forecast period. ]
Note: Real income is defined as Real Gross National Income. Labour utilisation refers to total hours worked per capita.
Source: ABS Australian National Accounts: Income, Expenditure and Product; Labour Force Survey; unpublished ABS data; and Treasury. 

[bookmark: _Toc139308879]Nominal GDP growth is projected to slow
Nominal GDP measures the total value of the output produced in Australia, by combining real GDP and prices (Appendix A3). It is the main determinant of the tax base because taxes are levied on nominal incomes and expenditures and so determines the Government’s capacity to fund services. Over the past 40 years, nominal GDP grew at an average of 6.7 per cent per year. Nominal GDP growth is projected to grow at 4.6 per cent per year over the next 40 years (Chart 1.16).
[bookmark: _Hlk141345739]By the end of the IGR projections, the level of nominal GDP is around the same as the 2021 IGR. This reflects two offsetting factors. The lower assumption for long‑term labour productivity growth reduces both the level of real GDP and nominal GDP, while stronger commodity export price assumptions and a higher domestic price level increase the level of nominal GDP. 

[bookmark: _Ref141253898][bookmark: _Ref141959264]Nominal GDP growth
[image: This chart shows the decomposition of nominal GDP growth into real GDP growth and growth in prices. Over the past 40 years, nominal GDP grew at an average of 6.7 per cent per year. Nominal GDP growth is projected to grow at 4.6 per cent per year over the next 40 years.]
Source: ABS Australian National Accounts: National Income, Expenditure and Product, and Treasury.

[bookmark: _Toc139308880]3Ps framework
Economic growth is determined over the longer term by expansion of supply in the economy. More people working, because of higher population or increased labour force participation, means a larger workforce is available to produce goods and services. Technological improvements that make workers more efficient enable more to be produced.
The three key drivers of growth are:
population – change in the number of people in the working‑age population
participation – change in the proportion of those who work and their working hours, and
labour productivity – change in the amount of output produced per hour worked. 
The modelling framework considers the impact of these three drivers on aggregate GDP and does not capture changes in industry composition or the physical impacts of climate change in the baseline projections. Box 1.7 describes how these drivers are modelled.
	[bookmark: _Ref140836765]Modelling the 3Ps framework
The IGR extends the economic and fiscal projections of the 2023–24 Budget to 2062–‍63 using the 3Ps framework (Figure 1.1). The 3Ps – productivity, population and participation – determine the potential quantity of goods and services the economy can produce (potential GDP). The IGR projects the economy to operate at potential over the long term. While demand fluctuates over the business cycle in the short term, this is less important over a 40‑year period. Policy choices that grow the 3Ps will increase potential GDP, as will people and firms’ choices to invest in education or businesses.
3Ps projections are based on demographic/economic assumptions.
Future average productivity is assumed to reflect historical experience.
Assumptions about fertility, mortality and migration affect the number of people of working age (population) and the population’s age and gender composition.
Different age‑sex cohorts have different patterns of participation and hours worked which inform participation projections for the economy.
A macroeconometric model of the Australian economy combines the projected trajectories of the 3Ps and trend inputs to generate projections for real and nominal GDP, which are used to inform the assessment of the Government’s long‑term fiscal position. Appendix A3 sets out the methodology and assumptions of the IGR. 
The 3Ps framework has some limitations – economic projections assume the long‑run composition of the economy is stable. Structural changes in response to long‑run trends, such as climate change, could have impacts not captured in the framework. 

0. [bookmark: _Ref143169986]The 3Ps framework
[image: This diagram shows that real GDP, the quantity of goods and services the economy can produce, is determined by three factors: population, participation and productivity, which is regarded as the 3P’s framework. Population is the number of people in the working-age population, which depends on fertility rate, mortality rate and net overseas migration. Participation is the proportion of those who work and their working hours. Productivity is the amount of output produced per hour worked, which is driven by underlying productivity and capital investment. The diagram also shows that nominal GDP is derived from the total value of the output produced in Australia by coming real GDP and prices.]
Source: Treasury.



[bookmark: _Toc139308881]Population, participation and productivity growth is slowing
Australia’s population and productivity are projected to grow more slowly over the next 40 years, leading to slower economic growth compared to the past 40 years. 
Population ageing is a key challenge, caused by low fertility rates and increasing life expectancies. The participation rate is projected to decline with the ageing population. Average hours worked per worker is also expected to decline. Labour productivity growth is assumed to slow to 1.2 per cent – around the average annual labour productivity growth over the past 20 years – compared to the 30‑year average of 1.5 per cent used in the 2021 IGR. Similar trends have been observed in comparable advanced economies 
(Box 1.8).
Chapters 2, 3 and 4 provide further details on trends for population, participation and productivity.

	[bookmark: _Ref141451522]3Ps comparison across G7 economies
Growth in Australia’s productivity, population and participation rates in recent decades has compared favourably with many other advanced economies. 
Chart 1.17 shows that, relative to the G7 economies, Australia’s average productivity growth (measured by GDP per hour worked) has been higher over the past 20 years than all G7 economies except the United States. Australia’s population growth has also been higher than the G7 economies over the past 20 years, due to Australia’s higher migration. This is likely to continue in the future. Chart 1.18 shows that the increase in Australia’s participation rate over the past 20 years has also been larger than most G7 economies.
However, in common with other advanced economies, Australia’s productivity growth has slowed and is assumed to be slower than in the past. In Australia and many other economies, population growth from natural increase, is also set to slow. Australia’s participation rate is expected to decline over coming decades as the population ages.

	[bookmark: _Ref141450571][bookmark: _Ref141959352]Productivity and population growth in Australia and the G7, 20‑year averages to 2021
	[bookmark: _Ref141450563][bookmark: _Ref141959363]Change in participation rate, 20 years to 2021

	[image: This chart shows that Australia has experienced higher population growth than any major advanced economy in the 20 years to 2021. It also experienced stronger productivity growth than any major advanced economy except for the United States.]
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	Note: Participation rates cover ages 15 to 64.
Source: Organisation for Economic Co‑operation and Development (OECD).
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