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The floods that have submerged swathes of the Australian states of Queensland 
and Victoria and claimed at least 30 lives now appear to be in retreat. However, 
it is only now, as the long process of repairing and reconstructing begins, that the 
economic cost of the disaster can be assessed. Australia's treasurer, Wayne 
Swan, has said that the floods may be the most expensive natural disaster in the 
country's history, adding that he expects the recovery to take years. The 
Economist Intelligence Unit believes that the floods will have negative fiscal 
implications and could push up inflation, but suggestions that the disaster will 
knock a percentage point off headline growth in 2011 are overly pessimistic.

Australia's eastern seaboard has been subject to above-average rainfall since 
November 2010, owing to the malign influence of La Nina, a climatic phenomenon 
that produces unseasonably warm temperatures, and Cyclone Tasha, which made land 
over the city of Cairns on December 24th. By mid-January 2011 the volume of rain 
had saturated the soil to the extent that when rivers and creeks burst their banks flood 
water was able to surge like an "inland tsunami". In Brisbane, authorities operating 
the city's Wivenhoe dam were forced to open its floodgates, contributing to the swell 
of the Brisbane River. Floodwaters in the city reached 4.5 metres, the highest level 
since 1974.

Economic impact

Several factors are likely to exacerbate the economic impact of the floods. The rains 
arrived at a time of rising inflationary pressures in Australia—consumer price 
inflation stood at 3.9% year on year in November, well above the 2-3% target of the 
Reserve Bank of Australia (RBA)—owing a combination of rising global food prices 
and a lack of spare capacity in the domestic economy. In terms of food prices, the fact 
that Queensland grows around 30% of Australia's fruit and vegetables means that 
national production will be reduced, at least in the first quarter of 2011 (after which 
point southern states should be able to make up the shortfall). Given surging global 
prices for food, any extra imported supplies will add to the overall inflation rate.

In addition, post-flood reconstruction programmes will begin at a time when the 
labour market is tight. In November 2010 the economy set a new record participation 
rate, of 66.1%, while the unemployment rate has also been falling. As a result, 
rebuilding programmes are likely to generate further upward pressure on wages.

Queensland's large contribution to Australian coal production means that the national 
mining sector will be hit. According to Westpac, an Australian bank, the country 
accounts for around 65% of global production of metallurgical coal, which is used 
to to make coke for steel production, and Queensland accounts for over 80% of 
Australia's share of global production. Both open-cut and underground mines have 
been disrupted: the former as the mines themselves are flooded, the latter as a result of 



damage to railways. The bank estimates that coal production will fall by a minimum 
of 5m tonnes in the first quarter of 2011.

Lastly, the floods arrived at a time when the government has set itself stiff targets to 
balance its books. The budget deficit stood at 4.2% of GDP in fiscal 2009/10 (July-
June) and the prime minister, Julia Gillard, has pledged to eliminate this by 2012/13 
through tight control over public spending. The Queensland government has 
estimated that the bill for repair work required could reach A$5bn (nearly US$5bn), 
and existing funding agreements mean that the federal government is likely to have to 
pay 75% of the reconstruction bill. Ms Gillard has reaffirmed her commitment to the 
2012/13 deficit deadline, which suggests that the government is prepared to make 
spending cuts in other areas of the economy in order to achieve its deficit target.

Mitigating factors

Nevertheless, there are also several factors that will soften the floods' economic 
impact. Restrictions in the supply of coal are likely to force up the global price, 
offsetting the effect of lower production on mining firms' overall revenue. The timing 
of the floods has also been relatively kind to agricultural production—the majority of 
winter crops, such as wheat, barley and chickpeas, had already been harvested by the 
time that the rains arrived. In the long term, the floods will counter some of the 
damage done to the productive potential of agricultural land by a decade of drought. 
The cost of rebuilding housing and infrastructure will be limited by the low 
population density of the affected areas (with the exception of central Brisbane). 
Lastly, despite Ms Gillard's emphasis on the fiscal deficit, the government's finances 
are relatively healthy. Australia's terms of trade have surged on the back of high 
production and prices during the mining boom of 2010, while a swift and effective 
fiscal stimulus package meant that the economy emerged from the global financial 
crisis in fairly good shape.

Given these factors, it is possible that the government will be able to provide adequate 
funds for reconstruction without conceding defeat in its bid to eliminate the budget 
deficit by 2012/13. One RBA board member has suggested that the floods could cut 
as much as 1% from the annual rate of GDP growth. But unless there is further heavy 
rain in the remainder of the wet season (which runs until April), the Economist 
Intelligence Unit believes that the effect of the floods will be more moderate. We 
expect that GDP growth in the first quarter of 2011 will be very weak, but that post-
flood rebuilding programmes will provide a subsequent boost to growth in the 
remaining three quarters of the year. This means that the floods are likely to subtract 
around 0.2-0.4 percentage points from the rate of annual economic growth in 2011, 
which will fall to around 2.2-2.4%.


