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Economic Research note

Australia’s poll delivers a new
government, but little change
• Saturday’s federal election delivered a change of govern-

ment, the first since 1996

• Labor won the election, but most of its policies mimic
those of the government

• A huge fiscal stimulus in the policy pipeline will keep
RBA officials on their toes

The opinion polls, which have indicated for some time that
Labor would win the election comfortably, didn’t lie. Aus-
tralians have changed the party of government for the first
time since 1996, and for only the sixth time in the last 60
years. The Labor opposition won Saturday’s election with
43.5% of the popular vote, and 53.4% of the two-party pre-
ferred vote (i.e. after the distribution of minor party prefer-
ences), its highest ever share. This delivered Labor a mas-
sive swing of 22 seats; Labor needed a net swing of 16
seats to form a government. This is the third largest swing
for an opposition party since WWII.

Counting continues, but it looks like Labor will hold 88
seats in the new parliament (up from 60 in the old house),
the Coalition will have 60 seats (down from 87 ), and inde-
pendents 2 seats (down from 3). That gives Labor a working
majority of 26 seats. Labor leader Kevin Rudd, who has
been opposition leader for less than a year, therefore, be-
comes Australia’s 26th Prime Minister. Former PM John
Howard looks likely to lose his seat—only the second time
ever that a sitting PM has lost his seat—and will leave poli-
tics immediately after the Rudd government is sworn in this
week. In the near term, the only material policy changes will
be in industrial relations and the environment, where Labor
will deliver on its pledge to reverse some of the Coalition’s
workplace reforms, and sign the Kyoto agreement.

Labor will not have control of the senate
All 150 seats in the lower house were up for grabs at the
election, but only 40 of the 76 seats in the senate were con-
tested. Counting of senate votes continues, but it looks as
though the Coalition also has lost its majority in the upper
house. The balance of power probably will be held by the
Green Party, Family First and an independent.

In the meantime, though, the old senate sits until next July.
Beyond July 2008, the new make up of the senate, with

smaller parties holding the balance of power, means Labor
will find it more difficult to implement its legislative program,
relative to the ease with which the previous government
could enact its legislative agenda, because it controlled
both houses. This means the cogs of government will turn
more slowly than before. Also, it means there will be more
opposition and minor party scrutiny of the operations of
government. The previous Coalition government was able
to manage the senate committee process to its advantage
and, because of its senate majority, met only token resis-
tance when implementing its legislative agenda.

‘It’s time’ the oft-quoted reason for change
This is the first election in recent history at which Austra-
lians opted to dump a government with a record of sound
economic management. Recession and/or economic up-
heaval have been triggers for each change in the party of
government dating back to 1972 (chart). The exception was
the 1996 election, when the Keating Labor government lost
office. GDP growth in the preceding three years had been
firm, but Keating was blamed for the infamous ‘recession we
had to have’ in the early 1990s. The context for this poll is
that Australia’s economy has expanded for 16 straight
years, unemployment is low, there is no net public debt, and
the budget is in surplus.
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Australia's Parliament : likely state of the houses
Number of seats

Lower house Upper house

Liberal (Coalition) 49 34
Country Liberal (Coalition) 1 1
National (Coalition) 10 2
Labor 88 32
Family First - 1
Australian Greens - 5
Independents 2 1

Total seats 150 76

Source: Australian Electoral Commission
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Labor won this election largely by keeping it’s collective
head down, and mimicing the government’s policies at ev-
ery reasonable opportunity. Labor promised personal in-
come tax cuts, for example, that were identical to the
government’s until 2013, when the tax cuts for high income
earners will be deferred. This strategy proved particularly
effective because Labor provided only a small target for
criticism. Also, the size and scope of Labor’s spending
promises all but matched those of the Coalition. It seems
that many voters decided simply that now was time for a
change, given that John Howard had been PM for 11 years.
This is the second longest stint for a leader since
Australia’s Federation in 1901. The flip side of experience,
though, was that the Government struggled to present a
fresh image to the electorate.

Also, there was lingering hostility directed at the govern-
ment over the workplace changes, Australia’s commitment
of troops to the unpopular war in Iraq, the harsh treatment
of asylum seekers, the extended detention of David Hicks,
an Australian citizen, at Guantanamo Bay in Cuba, the Prime
Minister’s late acceptance of human causes of global warm-
ing and belated embrace of Indigenous reconciliation, and
the ‘children overboard affair’. Finally, of course, there was
this month’s increase in official interest rates, the first ever
during an election campaign, which contradicted govern-
ment promise to keep interest rates at record lows.

Little new despite change of government
Labor’s much-criticized, but ultimately effective, ‘me-too’
election strategy of mimicing the government’s policies
means little is likely to change in the near term, even with a
new government. Crucially, on economic policy, Labor has
pledged to maintain the independence of the Reserve Bank,
and budget surpluses. The main area of change will be in
industrial relations, where Labor has pledged to abolish
workplace agreements and reinstate the unfair dismissal
laws abolished by the Coalition government. Labor also
plans to wind back some of the government’s other impor-
tant industrial changes, but not until 2010.

One challenge for Prime Minister Rudd will be to tread a
path between delivering on his promise of economic conser-
vatism and placating the trade unions, which provide a sig-
nificant proportion of Labor’s funding. The Coalition ac-
cused Rudd during the campaign of trying to ride a Trojan
horse into government. Critics argued that an insincere
Rudd, declaring his faux conservatism, would breach the
‘walls’ of parliament and release a posse of militant trade
unionists. Labor’s promised workplace changes do provide

a more prominent role for unions, but many of the changes
do not take place for some years. Also, Labor’s comfortable
victory has given Rudd unprecedented authority within the
party. Labor ran an unorthodox, presidential-style cam-
paign, with Rudd as the centerpiece; he probably has the
mandate to stand up to the unions, at least for now. A sec-
ond challenge for Rudd will be to build bridges with the
business community, most of which favoured the Coalition.

Fiscal splurge already in the pipeline
In addition to matching the Coalition’s tax cut promise, La-
bor pledged huge spending increases in health care, educa-
tion, child care, transport, housing, communications, and in
a range of other portfolios. Although the Coalition out-
promised Labor on spending, the new Rudd Government’s
fiscal splurge will add fuel to the economy’s fire, which al-
ready is burning brightly. Indeed, the economy, which grew
4.3% in the year to June, is hardly in need of stimulus. The
forecast is that the RBA will raise the cash rate a further
25bp in early February; Labor’s planned fiscal largesse
makes this more likely than before, but only at the margin.
Financial market participants took the outcome of the elec-
tion in their stride; a Labor win was widely expected. The
small business sector, though, is less sanguine; the Sensis
small business sentiment index plunged 15% last week on
concerns about Labor’s workplace changes, which will par-
ticularly affect employers with less than 100 employees.
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Last five changes of government and the economy(a)

Election date GDP growth Inflation U/E rate

2 December 1972 2.0 6.0 2.6
13 December 1975 2.0 15.2 4.9
5 March 1983 -0.6 10.1 10.0
2 March 1996 4.3 2.6 8.2
24 November 2007 4.2 2.3 4.4

Average 2.4 7.2 6.0

Source: Australian Electoral Commission, ABS.
(a) In the year of the election.


