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The main purpose of the Economics Education Resource Cenire
(EERC) Is to encourage a better understanding of the principles of
economics and to promote their practical application. Secondary
gconiomics teachers are Lhe main target and they are encour-

aged 1o telephone, write, fax or visit the for assistance with

PEROUTTES on @ rangs of topics.

The major functions of the BERC include:

» Apcumulstion of a comprehensive resource base.

= Orpanisation of proféssional development days, seminars and
oonderenoes.

* Developmend of new resources for economics teschers.
& Liakon with other Austrnlian economics teachen” associations
# Publication of The Eromemics Edurnbion Reoirn

The present bank of rescurces at the EERC inctudes the following:

Textbooks Reference books

Vidieos Ciountry onse study inlformation
RBA balletins Past ssamination papers

Tapic box nformation Jourmnals of economlo asscciations
Aundio pes Stock exchange /Putures information
Company reports Bank bulleting and newsletters

The EERC sells many of the lecture papers presenied at the range of
professional development sctivities run throughout Australla. These
papers cover topics such as Macroeconomic Maragement, Labour
Economics, Intermational Trade, Industry Economics, Microeconamic

Relorm, Environmental Economics, Comparative Economics,
Development Economics, Income & Wealth Distribution and
Evolution of Economic ldeas.

Contact:  Tim Riley, Director
The Economics Education Resource Cenitre,
§th Floor, 38 Ondey Strest
5t Leonards 2065
Mail po: PO Bow 92 5¢ Leonards NSW 2065,
Hours:  8.30wm -6.00pm. Monday to Friday.

Ph: {02) 4384377 = Fax: (O 439 7310
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This is the second book in & series which reconds the proceedings of a
Mational Ecomomics Teachers' Conforence comdiscted by the Economics
Education Resounce Centre. Economics 92 was beld ot the Liniversity of
New South Wales in Sydmey over July 13th 1o July T4th 1992

Fourtern papens were presented o the conferencr by economists. and
educators under the theme of Macm and Mico Folicy In the Wrs. The
programme covered a wide range of topics relevant 10 secondary
economics teaching and highlighted many of the sues in (he curreni
debate over the formulation of ecomomic policy in Awtralla, and in ihe
sabes thal pow comprise the Cosruronwealih of Independent Sates.

I am indebied to all of the speakers who gave permiasion for thelr
papers o be published and for their co-operation n maters of consistency
in sityle and presentation. The quality of the content and anabysis is indeed
& reflection of the authors stientbon to detall and thelr expertise in the
topic areas treated. Loonowics ‘9 Conferrnce Procevdings s thuos a
valuable colleotion of readings fof secondary soonamcs isschem, students
and librarians.

I wish 1o thank Andrew Davies for kis creative and iechnical expertise
n preparing the manuascript so guickly and accurstely for pabiicarion. My
thanks must also go 1o the 100 or s teachers from all over Australis who
attended the conference, and the resource exhibitors who gave their
Eipport 10 the conferende exhibition. Finally, | would like 1o scknpwiedpe
the considerable financial support of Coda-Cola Amatll Limited and the
Aursirallan Rankers’ Association in sponsoneg Ecomomio "L

Tim Riley
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INTRODUCTION
TIM RILEY

The Bconomics 92 Conletence made & valusble contribaation o the
professkonal development of Australian economics teachers by bringing
together & group of expert economists and educators who presented
papen on a fange of relevant iopics and so assisting leachers 10 update
theeir knowledge and skills in the subject marer of economics.

Teaching eonnomics rajuines o commitment on the pan of sducatons o
being limiliar with and havisg an ondemsanding of the ssues canvasssd
im the current debate on econoimic policy. The conference theme of Macro
and Micre Folicy in the “90°s was addressed by all presenters who
endeavouned 10 outline, explain and iDustrate the major Isases of curment
relevance in thelr respective topic areas, Some of the strategles and
respufoes used in the teaching of sconomics were also canvassed as a
means of giving aliernative, innovative and inleresting ways of prescating
contend material (o shadents in the classroom. The Conference Resourre
Exhibition featursd displays by twenty publishers snd resource suppliems
whio gawe ieachers the opportunity 1o observe and discuss the range of
smzpport maderial availabie in the teaching of roenomics.

Ecomomics 92 Conference Proceedings addresses many of the topk
arean Bught currently in Australlan secondary economacs courses. Dr Ken
Baston opened the conference by discussing the move lowards a national
cufriculum and the recognition of key competency areas as well as the
mportance of sconomics sducation and weork relatied skills. Colin Dunn
develops many of these keas (n his discusion of changes o Lthe nationa)
association, Business Educators. Australania Inc, and the implications of the
Finn Report, the recommendations of the Mayer Committee and the
implications of the Carmichael Report’'s findings on education and
training. Ken Baker ghves a briel yet clear idea of the approach to the
tenching of ecomomios and school-tndustry links i New Zealand

Sgnificant developments have aken place in the Australian sconsmy’'s

in the 1980s and 199%0s.  Primarily, the asset boam and price
inflation of the late 19808 have given way 1o a severe “policy induced
recesshon’ and the emergence of historically low levels of inflation coupled
with unacceptable levels of unemployment. and the subsummation of the
current account defickt and foreign debt probdems as the prime foous of the
farmmalatien of macrosconomic policy. Price stability and full ermployment
an binck on the agenda as the primary objectives of macroeconomic policy.
Funthermore, industry policy and microeconomic reform are seen as
crucial elements in fostering long term structural change, particularty in
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dismmantling protection, making public enterprises more efficlent,
Increasing the fMexibility of the labour market and overhauling the
rigiditees in Australia’s infrastrocney base  There s also much debsabe in
Australia about the efiects of the recession and structural change on the
diserfwtion of income and the environmens,

It s againat this background that Chris Caton cuilines the key
inticators of our recent economic performance and the problems being
experienced in fostering & modest sconomic recovery. Stephen Grenville
provides an serellent insight into the operation of monetary policy in a
deregulabed Brancial system and ihe difficulties taced by the monetary
authorities in finding o stable imermediate tanget in conducting monetary
policy an the "swing arm’ of macrosconomic policy. Don Stammer
highlights the often ignored functions of the lederal budget in affecting
resouerce allocation, income distribution, the provision of Incentives ho sve
and invest and the promotion of price stability and structural change.  He
argues the case strongly for not using fiscal policy o “fine rune’ the
economy, but rather as a means of achieving aliernative goals. John
Burgess provides o thovough report and on the Accond, i achievermenis
and its failures. The Opposition’s labour market reform proposals are
oullined and an analysis of the current unemployment problem
undertaken. Becent developments in imdustry and competition policy sre
discussed by Ross [ones, who uses mumerous csse studies o lustraie the
application ol new developments in microeconomic theary 1o the design of
mictosconomic pobicies. The suternal sector's roke In contributing to
ecomemic ecrieety b eaplained by Janet Tomey. Recent calls for Australia
o inerease s trade with Asks are ecamined i the contest of increaming
global restrictions o free trade and the formation of trade blocs in Burope,
Morth America and Asla,

John Paime, who has visited the former USSR on many orcasions, uses
this experience. together with his wide reading. to summerise the failure of
the Corbachey reforms implemented under the banner of Perestroie. The
Yebimin reform package is detailed along with it prospects for success in
achieving a smooth transition o a market economy and improved
eoomomic performancs i Hussia and the T The Bilere of command
planning 1o preserve envimonmenal resources s a theme mhen ap by Jeff
Bennett as he discusses the shorcomings of command and conirol bype
solutions 1o environmental problems. A reconciliation of market lorces
and environmental goals is suggested as a means of achleving more
optimal solutions o environmental probiems.

The sconomics of distributlon, which volves an analysis of incomme
and wealth statistics is presented by John Mangan in a carshully struchred
paper. The most recent ABS statistics and caloulations of Gini co-efficients



are interpreted and some projections made about future trends in the
dimtritustion of eome and wealth in Australia. Devoles of the history of
economic thought will be impressed with Peter Kriesler's acoount of the
mrajor developments in soonomic theory since Keynes. The basic tenets of
neoclassicism and Keynes' crithique are explatned before recent devel-
opsrurn are crcussed in some ditail.

O crucial interest o twachers are the ways in which much of the
content of economics courses can be applied in the classroom. Anita
Forsyth does an sdmirable job in this regard.  Her ideas on traching
siratepies and resources are innovative and will help wachers o remain
enthusiastic about attempting new sirategies (0 make sconomics
bderesting and rélevant o studenis.

Ecomamics W2 Conference Procendings ia an exciting collection of
readings in Australian secondary economnics. It b a valusble ressuree for
tenchers. students and Hbrarans and svemplifies s conlerence initiative
organiod by the Economics Education Resource Centre which belps 1o
strengthen the interface between schools, industry and govermment.
Beonomic Heeracy s now an essential clement i shaping arizenship and
et 12 hovpe that conferences such as Economics 97 will be a regular ivature
of the professional development of Australlan secondary economics
imachers.
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DR KEN BOSTON

1 wish i thank the Boonomics Bducation Resounce Cenire for inviting me
ta apen this 1992 National Conference of Bronomic Teachers | extend a
special welcome to teschers from interstate.

Teachers newd, and want, to be abreast of the liest developmmis and
debates in their discipline. From the conference agenda it is clear that
these 1wo days will engage you tn discusasion sbour some of the most
pressing macro and micro policy issues facing, not just the discipline of
economics, but the nation. | have agreed o speak on “The Importance of
Economics Education”. In reflecting upon this vheme [ found mysell
inevitably reaching into other related areas of current thinking and debate
My opening remarks today will therefore go a letle wider than the agreed
iopic. | will comment on the role and importance of economics education
in the school sector. | also want to make sime observations about
prevailing views and debates about the seonomics of sducation

The Btonomic Mamant

It is difficult 10 enter into discussion about the state of scomomics
education, or debabes sbout the sconomics of education, withoul sckonow-
ledging our brosd economic and hsoncs] contest.  This conlesd serves o
sharpen the nelevance of any discussion about the discipline of economics.
In one obwvicus. sense, the value of the discipline lies in itn capacity 1o help
us meet curtent economic and soclal challenges. On the workd soene we
are several years into the most extraordinary and turbulent of eras:

*  the collapse of commmasmism,

*  ithe break up of Esstern Burope;

*  the emergence of hyper nationalismy

*  the turbulence in the Middle Fast;

*  depression and uncertainty in the Uinjbed States.

100 this fromt one can only speculate aboul the far
the carvet Presiden. Under normal circusmsiances alin.per capi
income puaraniees 3 president & lost election).

Closer (0 home, the surge in unemployment announced last week and
the stubborn persistence of recession across Australia, pose huge
challenges for us as educatons. Al its simplest, but most critical level, we
ire waching young people, whosse hope and optimism aboust the future are
sericusly threstened. As an DBECD report recently put i
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The problem is a shock 10 the past svpectations that a person’s

opportunities were limited only by one's competence, ambitions

ard wrllimig s b work.”
At another level, we are being forced 10 think more directly sbout the role
of education in underpinning national recovery and well being.  Part of
this involves a derper and meore pervasive recognition that Australis is
irretrievably in an international coflest and fwist compete and survive in
that context. The political and scomomic problems requiring sohution are
clear enough. The ways forwarnd ame nid so chear. At this macro level it is
hard to think of & tire when the discipline of sconomics has been under
Ereater pressure to come up with some coherent analyses and some
anEwers. And this, o1 & time when the broad ideologioal cemainties driving
major scomomic approaches have been dimantied. 1 is also hard vo think
of o time when educators have been under greater challenge 1o think
through and be clear about thelr role and the mis of education in the
nathon's respomse 10 these challenges.

This brings me 10 the substance of my opening commenis this

morming.
The importonce of Economics Educotion

I will confine my commments to schooling though there are obvious fow-
ons b0 the higher education arens. There are i my mind teo dimensions
o (s e

1. What i any, are the elements of an economics education that shoudd
be pained by all young people during their schooling ™,
2 The nature and place of specialised elective stady in the economics
area in the school vears
Thie first of these involves & discussion aboul the core curriculum and
esserdtial learning, skills and understandings that should be the outcomes
of schooling. This is no new topic for educators or for the broader
community. I s however back on the agenda in & very focused way for
debate across Australla and infermadonatly. |In Australia we are
this issue ot Setate and nathonal levels. The srtboulation, in fsneary 1999, of
a set of national agresd goals for Australian schools an be seen o 8 first
go at & broad defineation of what students shoubd learm a0 school.  bost
Seates have reviewed their currculum requirements and provisions in
rocent years in the Hght of that statements.  Right now, at the direction of
the Ministers for Education (Australian Education Councill, we are
involved in an historic national project 10 map the school curriculum

across Australia, 1o develop profiles in esch of e sighl leaming ateas we
have defined, theretry establishing the framework for 8 comman ourr-
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leuham and common standarnds across the nation. This collaborative
process, wiich in on line and on target will be finkshed by hune nest yoar.
There are also pertinerst debates ot 8 national level emerging from the
proposils being argued by un interconnected wemies of reviews and repons
= The Finn Report;
*  The Mayer Commitiee dus to report to Ministers in Seplember:
*  The Report of the Employment and Skills Formation Councl (the
Carmichael Report.
Ome way or another, all these entetprises are grappling with the fun-
darnental lssue of what young people will need 10 know and be able to do
and be abir jo understand in the world of the 1090n. Let me put my in-
principle pouttion simply. | am of the view that a basic sconomic literacy is
one of the essentials which all young people must acquire from their
schooling.  There are & number of masons for anpuing this.  Possibly the
strongest b that it s hard to think of any significam social or political issue
which does not have an underpinning or constraining economic
dirmension these days. It i not posaible 1o think about solutions 1o sch
lssuses, or even 10 undersiand them adequately, without & grasp of the
tnterrelated economic dimension. David Mahoney recently angued:
The poini should be made that political literacy and economic
literacy are now almost perfectly synonymous and personal
digmity and economic s li-dependemoe are usually dosely nelated
O 1o coene a1 the propaosition from another perspective — There is in NSW
at the moment an energetic campaign for 3 more coherent approach 0 ous
curriculum o the general area of civics e the coverage of institutions,
processes and pressures that underpin our democtatic society. If the broad
abjective of such curricubum is to enable & young person to function
effectively as an informed clitzen, it is clear that such a coberent approach
wiouikd have i incorporaie basic economic concepts and
While no-one is arguing that all students, in elther the junior or senior
secondary years, should be required 10 do a full blown course in
evonomics. there are somme interesting, more general propositions under

The debate sbout emential ey areas of competence initksted by the
Finn Report into Post Compulsory Educatson, and currently being further
developed by the Mayer Commitioe, puts the baue on the agenda. One of
the ey areas of competence identifled by Finn was the somewhat
inscrutably named ‘Cultural Understanding  Finn was explicit that this
wias an ares of competence with & strong knowledge /underuanding base
The Report did nol define the area in any detail but put formand & broad
ol
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*  understanding and knowledge of Australia’s historieal. grographical
and political contest;

*  understanding of major global issues — e competing environmental.
rechnological and social priorities.;

+  undersianding of the world of work. its importance and require-
menis.

This outline does not make any explicll reference to rconomic lileracy.
Feonomic literacy is however an underpinning element in each of them

The Miayer Committes has explored the ssue Rurther and in i ourrent
discussion paper is arguing that cullural enderstanding, while not a
competence as such, constitutes a bundie of knowledge and under-
standings which are without doubs sssential for all young people. Mayer
does not at this stage expand upon the broad content cutlined by Fimn, nor
is Mayer at all explicit as w0 where or how young people will acquire this
essential knowledge and understandings in their school or trakning
courses.  MNotwithstanding this, the resction of the education and wider
commumnity 4o the Bsues raised in this section of Mayer will be extremely
interesting but critical

I I8 alio worth noting that there are other voloes rabsing stmilar or
relatod argoments.  The National industry Educathon Forum (NIEF) kan
proposed that the senior curriculum should ensure that all young people
gain an understanding of broad economic and business isaes.  Educatom,
in & mumber of forums, including the national profiles esercise, are also
debating what is important content within the learning aress and the
overall curriculum. | would guess many of you are involved bn that

If there ks national agreement that & basic level of econmomic Tiemcy is
essential for all young people as they beave school, the hard work of
defining what such liveracy would actually entail would seed 10 be done
and it needs ho e done by you. | expect that teschers of soomomics will be
wupresaing their views an this in the varkous forums for responding to
il yer's curmeni proposals.

| want o make & few observations about the place and imporance of
economics education as curfently pursaed by many sudents throagh
specific elective courses in the secondary school. The discipline of
ecomarmios has long held an unchallengoed position in the ssoordary and
higher education curriculum.  That conlines io be the case.  However
BUCHOITIACE O are fow complemented by 8 range of related bui mone
specific, and in sorme cases more explicilly vocational, courses. In NSW we
rainiain an sconomilcs course i Years 11=12 B s one of ihe most popular
of the elective courses we offer. The course has as ity mtiorale:
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The mead for Sudents 10 understand the significance of soonomic
#venis a8 well as the bnplications of individual, corporate and
guvernment economic decision making. In emphasising the
mdmmmmﬁ 1o the problems and

Austrafian society, It seeks to heip senior
_‘HﬂﬂmlﬂﬂHMﬂmhh
and contribute to, that society in an eifective way.*

B butlds upon lihoigh aot asa prerequisite) @ junior sscondary course in
commerce which has abso madntained Y pation

In NSW the participation in this course will be affected by the
mtroduction of mandstory one year courses in history and geography
froen 1992 In Years 11-12 we now have a rwo and three unit basiness
sudies coume.  While business shudies i not @ narrow skills course, its
focus s more directly vocational than the general sconomics course. The
broad atm is b0 give students & better undersanding of business and
manapeoent in the Australlan and international context. The course is
described as providing students with an opportunity to bridge the gap
betwoen chool and work and io develop a range of busines relabed shills.
The NSW Board of Srudies is in the process of developing a sulte of
indusiry studies within & conanon couerse framework. Thess courses are
intended 10 incorpofaie significant workplace experience and workplace
based learning. The intention of those courses is that they will be jointly
sccredited by the school and the training sectors. This isitlative is
intended i be one of the mom significant responses of the school sector in
MSW 1o the challenge of better integrating general and vocational
echcation and tmining It s thevefore of imunense imporance o us that
wie gt the most effective and useful model in place.

I make reference 10 these specific NSW developments in your broad
field 1o emphasise & trend of which | am sure you are all aware: the
increased willingness of teachers and curriculum designers 1o relate
peneral schooling to the resliies of the workl of work. I one whes & broad
peripective on economics education, what we ane attempting to put in
place is & varety of ways 0 dcoess sconomic knowledge, understanding
and competencies. To use the anguage of the Carmichar] Report wr are
Creating mofe opportunities for contextually based learning  This is bus
mne manifestation of the btoader convergence of general and vocational
education in this country. Thare s curmently much discussion aboui this
trend and quite o deal of debate about s

Twant 1o sy & firw words about B in the combext of the sconomis of
education,
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The Economics of Fducotion

The macrosconomic and political bsues of the himes are not
havimg a direct impact on the way in which education is viewed. In
particular, the accepted approaches 1w the sconomics of education are
chamging. The old Taman capital’ theory of the sconomios of education
has been challenged and all but replaced in current education policy
thinking. The old view assumed an unproblematic progression from
Investment in the general educatkon of the Individual o the economic
betterment of the tndividual, and that this somehow o other guaraniond
increased national productivity. The theory came unstuck when the
spuation became improbable.  Crowing education budgets quite simply
iniled to deliver productivity increases. Richand Sweet has noted that
By the end of the 19708, national policy -makers wern beginning o
question whether continued growth in educational wxpendinune
was justified in economic terms, in the face of both & decline in
productivity growth despite nearly twenty years of anmual real
growth in educational budgets in developed sconomies, and a
shubborn fallure of economic growth o mspond rapidly enough
b0 the large sducational investments that had been a feature of aid
programmes in much of the third warkd *

In the Australian conbrat, our declining sconomic Matus and compel-
itiveness provoked some profaing analyses of eur industrial and sconomic
future, and some equally probing comparisons of our approaches fo
education and training with that of some of cur existing and emerging
competitors.  The outcome has been that we have an urgeni commitment
o micToscahormic feform kn this country and sn emerging scoepmnce that
& revitalined and reforised education and trainifg Systam mas suppon
our national sconomic eCovery.

The debaie in this country is no longer over whether sducation should
deliberately suppor our national productivity, but how this s bes
schieved. [t s in ihis comlent ihal we should be asssaing (he proposals of
the Finn/Mayer and Carmichaed meports.

What | am putting forwarnd them is sssentially an instromental view of
aducation and training. It is no longer viable w argue for schooling to
ignore the world of work or the broad skills, kmowleadge and under-
mandings easevitial for effective parmcipation in the workioroe of the 19730
The affirmation of this approach shiulkd mot be construsd as & refection of
the broader purposes of education which relair to the developmeni of the
individual as & cltizen and soclal being. They are complementary, not

of education. Dur goal in schooling mist be o make

compeling, purposes
Mltﬂﬂﬂﬂrﬁ:hlﬂlbumlrmm
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There are real debates to have snd hard issoes o sddrese  Where

wit should svoid unmecessary and misconstrued arguments.

debates and changes in eduration policy are moving quickly. It s
imporant that educstomn engage in the debate and the

As mrachers of economics with a particular and expert

mteresi in svonomic developments and solutions, &5 well as i echacation,

you are well situated 1o and indesd must contribute o the detate. | wish

yous wiell in your deliberations over the next two days.

Raterences
Employmvent and Skills Formation Couscil (19921, The Awsfralion Veoiiiol

Fiam, BT T Preple' s Participation i Posl Compuisory Tadwimtis snd Traiing,
lqmnt:l.immw Rrview Commities, AGPS,

Thie Melayer Crmvmsition (1962], Bmploymni Relnial Compairmcies & Propal fsr
CompuiSmtion. Anstralisn Educstsoas Council, Caniwsta.
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THE DOMESTIC ECONOMY

DR CHRIS CATON

The Australian ecomomy began a recovery in production late in 1991,
Since then, a modest uptun has been fuelled by consamption and housing
activity, reflecting the substantial interest rate cuts since Jamuary 19590,
However, business imvestmmt and employment growth continue o lag
the uplurn. and the unemployment rate is yot 10 reach its peak tn this
busdnes cycle.

Parily reflecting, the slow recovery, underlying inflation continues 1o
decline and inflationary expectations are adjusting sccordingly. Wage
pressures remain weak. The curment soooont defich also remaing subdoed.
All af the sbove provide scope for pobicy stimulus, even though economic
tecovery has already begun and previous policy easings have not yet had
thidr fall inpaact om sctivity.

Recent Evidence

The Latest economic data continue 1o confirm that 8 weak recovery is
underway. The weakness of this upturn s reflected in contimued “data
schizophrenia’ in recent partisl indicators, and in the lavourabde outhook
for wages and prices.

GDP (A)'see Figure 1) grew by 0.6% In the March quaner, following an
upwandly revised 0% growth in the December quarier 1991, The barch
quarter national accounts were conalslent with the slow recovery in
acthvity, and show thres consecutive quanerly rises in GOP. Over the year
o the March quarter, GDP (A} rose 0.8%, but remains 0.7% below its
March 1990 peak.

Privaie consumption rose by 08% in the March quaner, its fourth

consecuiive incroase, 1t has grown by 295 in the past yoar. Spending on
i vehiclis, household durablis and other goods rose

Capital expenditure on dwellings grew by 4.4%, #s second consecutive
increase, following (alls in eight of the nine previous quariers.

Business fixed lnvestment (see Figure 1) fell by 3.7% in the March quarter,
its eleventh consecutive fall It has dropped by 14.1% in the past year,
Nun-dweelling construction fell by 2.3%, while expendinure on plant and
equipment was down by 4.3%.

Privale non-farm stocks (ser Figure 3) incressed by $208m im the March
qurter, following a §50m rise in the December quaner. This represenied a
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Chis Coalon

0.2 percentage paint contribution to growth in CDP (B 7 tn the quarter.
Farm and public suthority stocks contributed 04 percentage point to this
measure of growth. Despite the accumulation, the non-larm sioc ks 1o sales
ratio continued to fall, and reconded another historie low.

Mel expurts (sev Figure £ reduced March quarter GDP (B) growth by 06
prrentage point with imports growing 0.7% and expons falling 1.9%. in
the past year, imponts have grown by 8.1% with exporns up 7%

The trend stimates of production in the March quarter incressed i en
industry groups and fell in the other three that conatitute GDIF (7" Mine
of the en have grown for st least the last two Manulscturing
production rose by 14% in the quarter, mainly because of increased
demand miher than sock scrumulation. The increase in manufacturing
H-: partial economic indicaiom

mECETIE generally support the slow
recovery hypothesis, although month-te-month fluctuations reflect the
Perchiness and limited moesentum of the uptum.
Redall trnde tn April rose 1L9% (sa), Lifting the provisional trend growth
over the yaar 1o 58%  The latest dats were boosted by the one-olf family
allowanor paymen in srly April
Alter 2 stromg increass in March, 1o their highest bevel since October 19910,
Figure 3. Privote non-farm stocks o soles
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MACROECONOMIC POUCY UPDATE

new motor vehicle reglstrations fell & substantial 125% in Apeil 10 be
onily 2.2% sbove the lewel of April 1991 (ser Figure 51 The trend estimate
for registrations is currently rising only slowly. A further fall in
registrations in May s unlikely, but would br o clear sign of renewed
weeaoness i I ooourred.

Leading indicators for dwellings demand continue to trend upward,
although excessive growth in the sector is not expected. Bullding

rose by 9.7% in April, the fourth increass in the last five months,

o be A5.8E sbove their level of April 199 (see Figure 8. The trend serles
for approvals has risen 15.3% in the last year, inchading an 18.6% increase
in private sector approvals. The latest data predate the sarly May easing in
manetary policy. Much of the recent growth in approvals has come from
the public sector vis the Commonweaith Siate Housing Agreerment. Public
housing employs fewet fesources than privates sector uniis, snd orrupies
s Mo pev iimll. Public sctivity should decline in the sscond hall of the
yrar Concerns shout overheating of the secior should also be raduced by
the Lytest cuts 10 the immigration programeme for T992-00

Consistent with the modest recovery In saclivity, the lagging lalbwmir
market remains subdued with the prospect of only slow improvement
ahead.
Tolal employment in May jell 5400 (8a), including & 22,100 decline in
male full-time employment (see Figure 71 The trend in otal eenploymetit
rofrains (lat.

Figwe 4 Export growth jvolumes of goody ond servicm)
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MACROECONOMIC POLCY UPDATE

The unsmployment rate in May rose 10 10.6% (sal, continuing the
relatively flat trend since sarly 1990 but with the prospect of o higher raee
In coming emtha

ANZ job vacancies rose 0.9% (sa) in May following a 14% nse in April, to
give a LI% rise from May 1991, Although this series bottomed in earfy
1991, it has shown little subsequaent growth and the number of vamnches
rematne close to an historically low level

Parily reflocting the weoak domestic frecovery, the carrent account deficil
rernains subdused and in 1991-92 will total less than §123b, well below the

povernmmwnt’s buid gos-tirre forecast of $14b.

The curreat account deflcil in April was $7%m ($597m ). Seasonally
adjusted the deficit for the ten months to April letalied $9.362m (see

Figure &

Export receipta have resumed their opwand trend in recent months afver a
mild downtum in late 1991, In the first quarter of 1992 recelpts were
largely unchanged from the previous period. However, svport solames in
the same period declined by almost 4% In April recekps rose §66m (sa).
These daia reflect revisions that have followed the move (o a more timely
recording of export Hows.
Spending on Lmports has trended siowly upwards in revent months. This
embodies an apparent upward trend in seasonally adjusted daily
endogenous imports, partly reflecting the recovery in domestic consurmes
demard.  The strength of apital goods imports remains surprising, ghven
e comiamued poor perhormance of Pusiness. investmeni.
The improvement in the current sccount is due io both a perslatently
tracte balancd and & reduced contribaution from the net income
deficit. In the ten months to April 1997 this deficit has totalled $13.20
compared with $15.0b jor the same period in 1990-81. This force should
continue (o exist through 1992 as lower coupon payments on foreign
Baksilities reduce monihly debt sefvicing.

Wages ond inflotion

Oma of the key differences between this cpcle and peeviow Cychs is that
ihe Tecession was nol preceded by & wages breakout. The implications of
this have been profound. Wages growth has siowed 10 between 3 and 4%
frommn & o 8% in the late 19808, which has contributed io a significent fall in
underlying inflation (see Figure 9.

Wages growth is expected 10 femain moderaw. Enterprise agnecmenis
w0 far cover bess than 2% of the workioror, reflecting the smaie of the labour
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Figue 7 Employmaent in previous and current cycle [vand wared|
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market and the time taken to negotiale genuine productivity deals. The
Huﬂ.ﬂwhﬂmlmhmrhﬂrﬂﬂﬂhnﬂm
wage claim has been deferred uniil liter this year. We have assurmed a
claim of 1.5% thased on the CFl increass from the March quarter 1991 to
the June quarter 19970 and that it would be available from January next
year. Averspe earnings are forecast (0 rise by 15% in 1991-47 and by 17%
in 1962-93 (see Table 1),

 the Superanmustion Guarantee Levy is defermad for sin moniths o 1
Jaruary 1993 — as seerms increasingly likely — avernge samings growth in
1245 wonuld be just 315

The cuthook for wiges suggests very low inflation will be maintained
in Australia in 1992-93. Moreover, there are three masons 10 expect the
continuation of low inflation o the mad-1990s

®  first, the comembment of the ACTL o low inflataon e (Dastrated by
the Secretary of ACTL!, Bill Kelty in May this year:
The roal issue a8 we sov it is we've got 10 be competitive against the
rest of the world. We've got 10 ensise that cur fales of inflation are
nok going o be above the rest of the world”.

= secomd. underlying inflation doss not rise in ecoveries due to cyclical
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MACROECONOMIC POLICY UPDATE

productivity gains which offse the tendency to expand mangin (e
Figure 10

= hird, the sharp &l in inflation swpectations during the fecession —
largely because there wias no wages breakout 10 boost inflation before
the recessbom (Figues 1)

Anrisl heodling inflation s expected o reonain armapd 1-1.5 % for the rest

of this cabendar year. In the first half of 193, hesdiine inflation & espected

The initial stimulus from the One Nation fiscal package came via the
February cut in the sales tax on new cars plus the April one-off Ramily
allowance payment worth over $300m. The bulk of the stimmlus is in
19 -,

The May Review of the 1991-97 Budget estimates revealed a fusther
significant deterioration in the Commonwealth's Budget position. The
Budprt deficit estimase for 1991-87 was revised up to §8. 3 from 56.8b at
the time of the Owe Nition Staiement. The starting point defictl for 199251
was correspondingly increased o $10.5 from $8b,

The deterioration in the Budget reflects kswer revenue collections as a

1992 1993
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result of lowrer tham expecied income in 199091 The largest revision bs o
provisional s collections which are estimated (0 be §1.55b lower in
199197 than at the timwe of One Nation, primarily due 0 an overestimaHon
of revenue from the introduction of the tax file mumber ($0.7h), and
dowiwand revisions o income growth in 1990-91 in the December quarter
mational accounts ($0.55b). Other significant revisions reflect hower PAYE
enllections due to much slower wages growth (303600 and lower company
tan cullections (50 58}

The Budget deficil s now eslimated to be 24% of GDP In 1991-92 and
215% of GDP in 1992-9) (see Figure 12).

The governmant reilerated it commitment 10 a surphes in 199596, Al
the time of Ome Mation, ihe surplus in 199556 was estimated 1o be §2b.
The May Review did not include revised forecasts for the out-yeams
1993-54 b0 199556 but it s lkely that the Budget is now forecast 1o be

Im defich in 199504

This implies that the government has very Himited fexibility in the
199290 Budget. The government must balance les political obgectiom with
the discipline imposed by the financial markets. To meet the laiter
objective the government will need 10 minimise net new speading in
V99250, bring the 1992-93 deficit down below $10b and present & credible

Fagure | | Inflotion expeciations in previous ond current cydes
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MACROECOMOMIC POUCY UFDATE

serategy lof renerning the Budget 1o surphus i 199586,

A deficit below S10b in 1992-93 i certainly achirvable. Press reports
imdicwte theve is considerable fat in the sarting poist deficit, In addition,
the privatisation of the mergod Qantas-Australian will contribuie about
§1b to the 1992-93 Budget. The Prime Minkster has indicated that this
crvates added flexibility for the 1%92-93 Budget — the cimar tmplication is
that some of the procesds from the privatisation will be spent.  But it is
likely thal some of the new spending in (the 1992-80 Budger will phase out
by 199506 Thia wonlkd smsist in tringing diwn an elecion Bud get while
still projecting 8 return to surphus by 1995-66.

The national wage claim, which is expected in August, will

undoubtedly generaie speculation of & wage /mx irade aff. W conslder
ithis o be unlikely for thive rrasons

*  tha cost 10 the Budget — particularly in 19955 would be con-
siderable {perhaps around S2h)

*  a trade-off does not make sense for a national wage rise which will
wok fiow o msch of the workdorme who receive enterprise-tased wagy
Incresses.

# 5 nabbonal wage rise 8 politically sitractive (prowviding. of course, the
IRC sccedes to the claim) as the Coalition s proposing 1o abolish
Boathenal Wage cases.

Figue 17 Commomwealth budget aggregates [ of GIF)
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Nevertheless, a wage-tan trace-off cannot be mubed out — particalardy if
the June quarter CP1 ks betier than expecied, say ~09%. This would imply
& national wage clalm of only 1%, which would be less cotly for the
Budger

Access Economics expects the net PSER 1o paak this year ot 5.1% of
GOV — well below ihe previous cyclical peak of 7% of GDF in 198084
Access rxpects ihe net PSBR (see Figare 13) 1o lall io 378 of GDP in
V92 reilecting
e some cyclical improverent in Siate Bodgets
= ihe proceeds of the G0 smle in NSW. and
®  the distortion i the 1991-92 figure causad by the §1.7b SBEA bail-out.
At the thime of the Budget, the government sstimated both the 1ol funding
task and the gross bond isvue programme (o be §11b in 1991-52. With the
deteriommtion in the Budgel the total funding taak has increased 1o $15.5%
and i ewpected 10 remnain a1 around that level in 1992-90

The gross bond lmue progamme has increased by less bo just over
ST s mome of the increasesd hunding task has been et by a run-op in T-
notes isee Talvle 5.

The incrvass n aed bond supply o the nen-officlal secior in 199197 s
expecied o be $4.3b. This figure would have been much higher in the

Figare |3 MNet public sector borrowing requirement
[% GDP — negaotive dercles o surpha)
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sbmernace of the RAA‘s merilisation of their foreign eochange intervenhion.

In 1992-8), & larger budget deficit, and an sssumption that foreign
u.lﬂﬂi-hﬂlhrr:llﬂ;-wﬂlhﬂﬂhﬂ.#j'l

ersch larger increase in net bond supply io the non-oificl secor of §#.

Manstary Policy

Monetary policy was last essod on & May, with a cut in the officlal cash
mbe by 100 basis potnts 1o 6.5%. The easing followed the relssse of the

I Tabde 3. Bond selling task [$b)
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Funds ovodable
Budet cwtcome £3 105
Leas koreagn curmancy dehcit 24 28
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irdarmal on P 0.4 045
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March quarter T on 29 April and & mesting of the
Reserve Bank Board on 5 May. The decision also took into account the
Hkelthood that ihe June quarter T will abso be low.

A lurther sasing in monetary policy in 1992 remains a strong
possibiliry. Continoed evidence of low inflationary pressures and falling
inflathonary expectations remain the major consideration for the central
bank The outhook for activity or the current sccound is net a constrabng 2l
this point.  Although the housing sector is clearly recovering, it & a long
way from overheating Moreover, prospects for business confidence and
investment remain, sl best, sabdued.

Declines in overssas interest rates would provide further soope For &
Reserve Bank easing. The domestic bond market has become more
aceepting of the low inflation scenario and this has underpinned the recent
stability of the Australlan dollar. We ook for & 100 basis point cut tn the
pificial cash rate in early August or Seplember, but cannot rule out a
srraller cud, oo am earlier ome.

Since 13 Jamaary 1990, overnight cash rates have been reduced on
eleven oocasions as ustrated in Table 4

Table 3 lustrates Bankers Trust economic forecasts for 1991-87 and
199241,

l Toble 4 Reductions in overnight cash rates 179092
Rachsction

I

21 Javwary 1990
15 Fubraory 1990
A Apeid 1990

2 Augmi 1990
15 Ociober 1990
18 Dscminkar 15540
4 Apei 1991

14 Mexy 1991

3 September 1591
& Movember 1991
8 Jorary 1992
& May 1972
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MACROECONOMIC POUCY LIFDATE

Table 5 Economic Forecasts (L change unkes voed)
BAMKERS TRLUST
991-93 (1992-93)

Recdl GOP (&) * 04 15
Privoie consurmpsison 21 5
Priese husd immrent 2.5 70
CE =08 iy
el enports [coniribubon) 09 0.4

o= 1.4 %

domroge sormings ™ 35 31

Unemployment robs * 104 10.5

Errphcrprrmt * -1.4 1.4

Currerd occount dehcit * $11.5% $12.06

(A1 GOP) 13,00 GOP)

90 day bank billa =™ 42 5040

10 ymor bands *** B8 8.25-9.25

Tid === 552 550
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THE OPERATION OF MONETARY POLICY

DR STEPHEN GREMVILLE

The Reserve Bank has a number of functions. 1t is banker 1o the govern-
ment; It prints the currency; It has an impartant prudential role
~ mmlsting tn the smooth funcrioning of the financial system by helping o
sy the integrity of banks and the avoldance of sysfem-wide cTises.

In today’s session, "1l be wlking about one aspect of the Rank’s
operations:  the connections between the tnatruments of memetary policy
and the objectives.

The Heserve Bank Act reguires the Bank bo ‘contribuie to the stability of
Ihmy.ihmnlﬂlmphruﬂlﬂﬂlw
promperity and wellare of the people of Australia’. Leaving aside the yery
grneral requisement jo contribuile to the weliare of the people of Auwstrala.
the olher two objectives — price sability and full employment — are the
broad general instructions given to many central banks. These joint
objectives mean that price stability s a very important goal but in
pursuing ihis, we must e nio sccount the effects that our acthons have
on output and empioyment. I ihe longer term, however, thess bwin
obpeciivis afe not necessarily contradictory since stable and bow inflakion
bocmsts real economic activity in the longer term.

Tranmissn

Ini & simiple ecoromy with no extemnal sector, the principal channel through
which monetary policy influences the price level and activity is by
affecting the financial Oows beiween borrowers and lenders. Some people
in the economy spend more than their ihcome — they afe el bofmowens:
otlsers in the economy are set lemders. Moneary policy can influence the
cost of borrowing lie the mierest ratel or — kn the old regulated financial
wysdern — |t could direcily restrict these fows, through creditl cvllings on
hank lending  If the price or quantity of financial flows allen, then people
alier their behaviour. Investors may find that & project which was
profitable ai one rate of inberest s no longer profitable at @ higher rate of
interest, ard so they will not procesd with the investment.

As background 1o this, | should spell out how the Reserve Bank's
actions sffect the transmission channel. We can summarise this using two
simple balance sheets — one for the central hank and one representing the
cormmercial banks taken together (soe Figure 1), The balance sheets are
greathy simplified. In the central bank balance sheet, the only llabilities
shown afe cuffency (hanknotes beld by the public) and banks' reserves
iogriher, ihese comprise base money lalso known as reserve money or

8 HENOMICT * 9T



THE OPERATION OF MONETARY POLCY

Figure | Financiol balande theets
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primary bigquidity). Om the asset side of the cendral bank balance sheet, we
have the lacors affecting base money, First, (orelgn exchangr reserves. To
the extent that the Reserve Bank has bought foreign curmency in the ioreign
exchange market, it has paid for this foreign exchange by giving §A
currency (o the seller, thus creating base money. The cenimal bank also has
government securities (bonds or Tressury notes) as part of s asse
portfolio: these were either obtained in the course of open market
operations (OMO) or were a legacy of the time, before 1962, when thee
government was running budget deficin and was not funding the deficit
bry sedlimg government securities to the public
The simplified commercial bank balsnce sheet shown hore has credit
(e hoans given by the banks) as the principal asset of the banks. They also
hold reserves. Deposits arne their sole lability.
The tevibook model of money crsation will be lamiliar 10 you Open
it operations (where the Reserve Bank, jor example, sells bonds, thus
the volume of base money) remove base money from the system
This leaves the banks short of required reserves, so they are forced 1o
cuniract their balance sheets o this wecbook ored it muliipiier proceas, the
required reserves are the basic bullding block of the commercial banks’
balance sherts, because the banks are required to hokd & minimum mtic
between reserves and deposits. With fewer reserves, this forces the
commercial banks to contract the size of their halance sheets. In the
mm“mﬂqﬂ#h*mﬂ
M) contract. Thet sequence hare s

CONOMICT “9 3 ro
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O —> Bank reserves —2> Deposias (MO0 —> Supply of

Croad it/ Emterest Rates
A albernative view, and one we tend w0 hokd 0 te Reserve Bank. is (hat
our open market operstions influence the mies of interest directly. Our
markei operations affect the rate of interest ai the very short end of the
yirkd curve — the ‘cash’ rate. This, in furn, ls the basic bullding block of
the yield curve, so that whin we influence cash rates, olher fahs &t the
short end of the yield curve are affected also. If our open market
operatons bid up bvterest rates, this makes it mone expensive for people to
borrow and so some expenditure s delayed or shandoned. This is
reflecind in (he banks' balance sheets by 4 decline in the demand jor hank
uﬂ.ﬁhﬁhﬂ“#utﬂﬁnhﬁ'nﬁﬂb

is then reflectod in deposits (ie. in the monetary agpregates). The sequence
hore s

OMO — > Interest mates —> Demand for credil —> Dieposits (M3

T can'y resolve this issue here. In our view of the process, you are not very
concerned with money fomation Lables, reserve requirements or the credit
mmultiplier process:  you are more conorrmed with the interest-elasticity of
ithe dermand for credis, becmase that s the oritical ink between the RRA'S
acthons and stonomic sotivily, We e oursslves as nol contralling money
suppiy directly, buf rather sstting a rabe of interest and then suppiving
whatever base money Uhe system demands ot thal level of interest rate and
nominal income level. We see the monetary aggregates as being an
endogenous cutcomes of the selling of policy and the state of the sconomy,
s our influence is not direct, via base money, but indirect, via the
inMuence of nberest u-unwh-lhnnrw the demand for moniy).
Bast the important pobnd, for the present discussion, s that in elither case the
authorities do have the ability to influence mierest mies. the quantity of
lending. and the various components of the financial system’s balance
shest which go to make up the different monetary aggregates. Any
differences of view here relate 1w how this influence operates and the
suenice ind evactness of the authoriies” contml

Tha Mechanics

To describe in defadl how the Reserve Bank influences interest raies would
be & lechure in Wsell. '8 enough here to say that in ihe old days belore
deregulation, monetary pobicy operated Lingely through comstrmining the
balance sheets of the banks, over which the Federal government has
conatitutional power, by difect controls. These controls, however,

an incentive for the esabdshoment of Anancial tnstibom wiboach
were oubside the dirmct control of the Pederal suthocites, and for mecoume
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by tormowers W0 pon-iniermediaied funds. Ower time, these oo wiene
such that it was no longer emough for policy 1o constrain the balance sheets
of the banks. It was also inequitable 1o consirain just one segrment of the
financial sector. The essence of the deregulated system was that, mther
than constrain the growth of Ananclal intermnediation in one paricular
group of financial intermediarses (working from the supply sicde!, financial
intermediation would be inlluenced by altering the price at which
borrowers and lenders would do business. This would clearly impinge
not only on the mmansectiens done by banks, bl the tressactions dons by
non-banks and even the price at which direct finance — where the
borrower and lender mert directly — woild be done

To ghve & simpls synopsis of this other lecture, ket me just say that the
Reserve Bank, through s open market opevaiions, can influemce the very
shon end of the yield ourve — the so-called “cash’ rate — snd tvhan this cash
matr i the building-block on which the shon-term end of the yield curve is
constructied.  The Reserve Bank has the capability of ssriing this interest
mutie; within lmmilis, more or less where il wants 0 (ee Flgene 23,

The critical question for policy Is 1o know just where 1o set this
operational objective of the shom-term interest e how 1o judge whether
the shom term interest rate s too high, 100 bow, or st shout dght It i this
s that we ham o Bow,

Figus 2 Cash rote and bill rete
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Judging the Seting of Policy
It may be hebpul 1© summarnse the operation of policy in the conventional
‘operating instrument — intermediate objective — final objective’
framework. The Bank's ultimate policy objective is some level of aominal
outpui or, more specifically, the level of prices and real activity.
Inforemation on inflaton and sctivity, however B anly availabls with a
considerable lag. If monetary policy were based on what was actually
oocurring Four months ago rather than ai presend. then policy may be
counter-productive.  Therefore, in setting the operating instrument of
= canh Fales — i there some intermedisie arge which basically
jproades the wltimaie arget? For ssch an interemedlie arget o be of e, it
st possess the tollowing charscteristics.
*  that it be timmely;
#  that it be under the comtrol of the authorithes:
*  that it be closely comnected o the final objectives of policy.
This section migghl have the sib-hiesding The ssarch ko an inermedidie
imrget. This problem of finding the approprate iniermmedisie arget has
plagued a number of central banks. While this may ghve the story away at
ithe wtary, the search has not been suscorssful and thete has been a tendency
o ey ko use the operating instrument 10 inflluence the final cbjective
directly, but monkioring progress by continually checking various critical
ndcatns of policy.

Shori-term nominal inieresi rates are, as | have noted, closely
influenced by ihe suthomtien. However, we know that we cannot judge.
simply by lonking ar the nominal niberest rate, whether monetary policy i
100 thghi, oo koose, of just about dght. For one thing, the nominal mberes
Tabw wesizkd mdt glve & Airm anchor for prices. A kigh nominal interest mie
might sound like tght policy, but if this were to be accompanied by a high
mabe of inflation, it would not constrain the economy very much at all. 5o
we cmnnot use the kevel of the nominal interest mie to fell us whether
monetary policy ks in the right setting.

Historically, central banks have been attracted o the ea of using
nairw form of monsdary sggregate as the coniral measure of the stance of
policy. This kas & few obvious aitractions. Firstly, the monstary

Bpgregales are, ot beasi 1o some degree, under the control of the monetary
autharities.

Buat the much more compelling reason is in the long-term historical
relaoorships betwern momey, prices and mal income

Let’s look, for & moment, &t the relationship between these three
varlables which join wogether one thing (money) that central banks can
have some influence over and the two things which they have some
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interest in influsncing — prices and real income.

Before looking at Australla, we can draw some very general
conclusions from overseas. Figure 3 shows, for 20 or 30 differeni
countries, the relationship between increasss in the mofey supply and
Increases in prices. [t wsed o be sild that inflazion was oo much meoney

oo few poods’: in other words, If the money spply incrasssd,
this would be refllecied in price increases.  Figure 3 would give some
prneral suppornt to this view  Whiat seems clear is that when money spply
imcreanes substaniially (say. by 100 per cent) ihen you will get o Iob of
iniflation (close to 100 per cent). U this relationship was perfrcl, we would
expect (o see all the dots lying akong 8 45 degree line on this graph.  Moce
or bess, they do.

Figua 3: Inflafion rete and growth in meney, 1979 o 1984
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What effect do increases In money have on real income? Flgure 4
shows the relatiofship betwern Increases in money supply and increases
in real incorme for the same 20 or 30 countries. In ot long Tun, increases n
teal income are determined by the real resource endowment of an
econanyy and how well thess resounes are usad.  [ncreases in real income
will come from such things as population increass, productivity increeses
of [ncreases in the stock of capital In this view, an Increass in the money
supply does not have any elfect on the produciive capacity of the
economy. and s would not have any impact on real income 1 his is so,
we would expect 10 find the relationship between Increases in maney
mipply and increases in real income 1o be & horizonial siraight line lying at
abou the level of the growth in capacity of the sconomy. When we look s
Figure 4, that, oo, i more or less e What s very dear is that if these
are Lirge Increkses in money sipply. i does mol give you. large incresses in
real income.

5o where doms that kave us? Large increases in money supply give
rise io large incresses in prices bud do not give rise o large increases in feal
it

Il this relationship were precisely true (even for amall changes in
maney sapply), then the taak of monetary policy would be relatively

Figus 4 Growth in real GNP and grewth in meney, 1979 o 1984
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simphe. We could adpast the money supply 5o as io schisve price stability,
imowing that we would not have any effect on feal income or output. In
this view of the workd (whene money (s “heutral’), the monetary suthorities
could concentraie on the price sability objective and leave other
instrumenis 0 achimne the incoms or unemploymend obpective. Bt it
clear that in practice the sconomy responds to 8 moderste change in the
money supply through changes in boil pricoes and output.  How moch of
each ocovurs will dependd on the exact clcumstances of the time and how
muich spare capacity theoe bs, and 50 on. Money is not nestral iy the shon
term

In practice, there is & fair amount of “siippage” I the velocity of
circulston. [ may be true that Lange incresses of money supply lave most
of their iMpact on prices, but the ndationahip for smaller changes in money
supply in the short run is not 80 cloar cul. AR increase in money does not
give riss to an exactly syual proportional increase in prices. The
productive capachty of the econormy may be the conatraini on growth over
the long term; but in the shor term, the sconomy ‘cycles” around this
trend growth of productive capacity, sometimes being overheated and
someilines being in recession. 5o within the cycle, money may have some
mpact on thit course of real income growth.

With inflation a common experience right round the workd (n the sarly
1970%, amd this uswally sssociated with mpld growth of money supply, it is
not surprising that atiention turned to the possibility of controlling prices
through control of the money supply.

Like & number of countries. Australia adopeed a form of monetary
targeting in the mid 1970s and maintained this untll the mid 1980s. It
seemns to me that we didn't have a very righd view abowt this  (This was
emphasised in the words chosen 1o describe it — it wasnt 8 targer — @t
was a ‘cond itional projection” ] We scorpied that there may not have been
& very precise shon-term relationship betwieen money and prices. Wie may
have befieved in the general notion that inflation was. in the longer term, a
mometary phenomenon. More important, we believed that this kind of
targiting could provide some discipline on a aysiem which had shown
itself to be inflation-prone. It could also provide a degree ol
accountability — a way of evaluating whether monetary policy had done
its job. It was also very imponani in anchoring price expeciationa. By the
19708, mawt prople sw eupacistins s belng & very impomani elemend in

the inflationary proves.

The operational question was o decide on the appropriate rate of
prowth for the chosen sggregate — M3 In the carly years of largeting, the
Tt W st S0 as 0 Ul some downwand pressure on prices. bt ot so
much &8 to imply an unacceptable level of unemployment. Devegulation
complicated marners, with the entry of new banks significantly distorting
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the relationahips between monetary aggregates, sconomic activity amd
prices. By sarly 1965 it was clear that the M3 aggregate was giving very
misleading signals on the stance of moneary policy. and largeting was
“suspended (see Figure ). Since then, we have seen o reason (o resurme it
Revent experience has continun] o demonstrate the instability of M2 and
other monetary aggregetes, with the various sggregates alien maving
quite different directions.

Lei's look ai ihis in more detall Using monslary sggpregstes s
internwediste argets presents problems both in the short and mediam
et

* o the short run, the margin of ermor — or variabllity — in the money
dermand function is sufficlently large so as to prevent the suhorities
iroim knowing I they are “off track’ or nol. For example, the Bank's
most recent published esttmate of the money demand function
(Blundell-Wignall and Thorpe, 1987) has satisfactory statistical
properties bul & root mean square error of 1.4 per cont. This defines
the margin for error around the quarterly growth rate of M1 1f we
were alming for, say, 3 per cent growth in 8 quarter and observed
actual growih of § per cent, we wouldn't know i ihis was just &
noreal varistion or whelher we wene ‘off track’. By the time enough
evidence has accumalsted 10 answer this question, getting back on
rack again would be & traurmabic process;

Figees & Volume of money
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*  supposs the authorities stuck 1o their target growth rates, never
allowing any hase drift’ (Le. the shortiall of one yoar's tanget has o be
made up the following year). Will the money demand function,
despite the short-torm varlance, provide a losg-term anchor?
Figure & helps answer this. IF the M3GDP ratho had contimsed 1o (sl
im the 19808 as it did in the preceding two decades, iF would have
been 031 by March 1902 It was, in fact, (.53, which is 70 per cont (or
mure than four standand deviations) sway from s trend level. The
jproblem is not in fne tuning, but in the anchor el

Why has it been so difficull 1o find stability in the aggregsies over the past

few yoars? The entry of new banks (many of them bullding societies who

simply transiermed thelr balance sheets in fols nto the new bank, so that

their deposits boosted M) clearly pushed up M3 in 1985 (see Figune 7).

Even earlier, deregulation had allowed banks o compete more vigorously,

s that MO hadd expanded quite guickdy,

The M3 larged was suspended in sarly 1985, becauss the suthorities
recognised that it was not & useful guide 1o the setting of policy. Bui let's
ioliow the chronology of M3 a littke further to see how it behaved i the
post-target period.

The banks’ eniry to the short-lrm mosey market in 1984 allowed them
o comperie for funding. thus boosting M3 (see Batiellino and Mebiillan,
I96¥). The Impact of defegulation on M3 wan not always in the one

Figure & Haofio of MJ o GDP
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direction — sometimes deregulation restrained monetary growih. By

1986, MY growth slowed: if i clear in Feifospect that difing this period
banks focused more clearly on the mplicit tax of the SEDs (ithe banks
received & less-than-market mie of interest on these deposdts) In response
&0 this (and perhaps because of othet institutional changes) they turned o
other forms of balance-sheet funding (overseas bormowings and incroases
in capitall. More importantly, misch of the forus of new tntermediation
shifted into the bank bill' market which grew very rapedly — to ewceed
$60 billliom or the equivalent of nearly hall of M3 at the time. 50 a big pan
of the action which had previously been on hanks’ balance sheets now
went through the bank bill market. As a resalt, the growth of the M3
cempenent of banks’ balance sheets was slower than the total
intermediation of the pystem. This is clearer with hindsight than it was at
the time since ithe SED armangements were changed in Seplemiber 1988,
there has besn o substantial change in the banks’ funding arrangemenis,
which is perhaps the best measure of the earlier distortion. With the
rechuction in the implicht tex impaosed by the SRD, banks have fundsd a
muach greater part of their lending by deposits, and &5 a result M3 grew
very quickly indesd — by around 30 per cent in 1989 See Flgumne 7) Gee
RBA Bulletin, November 1989}, Since then, money growth has eased

Figue 7 M3 & real privote finol demaond
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substantially, reflecting the reducad need w fund credit as the sconomy
e o Pecession.

The mare effective monetary instruments which became available aher
193 sewmid io promise the key 1o better and simpler monetary policy. 1t
became possible, in concept at least, 0 control money supply. But the
experience of the next couple of yoam showed that this was, in iself, not
the answer to operating monetary policy. While M3 was, at least

conceptually, under greater potential control by the suthorities, the
problem was thal M3 did not sem to be closely relaled to the uliirmale

objectives, which one could see in lerms of sither 3 nomisal iscome arget
or s comnbimation of inflation and real outpur

What other possibile intermedisls arges are theme that have ibe dual
characteristic of being reasonably under the control of the monetary
authorities and having a simple. chear and well-definnd relationabip with
the ultimate objoctives?

An Alternafive to M3 o3 intermediare Targer?

There clearly are other variables which give same clues as 1o the stance of
moheiary policy. But do they provide o realissie guide for policy

Diber franclal aggregates. Could & different monetary sggregste, other
tham M3, serve a8 an Intermediate argel? Ome of the reasons for the
irstabsility of M3 was the shuffling-around of banks' balance sheets which
orcurred during the 190e. This encouraged the RBank w0 ook st wider and
wider aggregates in the hope of netting oul the effects of these inter-
insttutional changes. Henoe the inlered in broad money ai ihe e whes
building societies were becoming banks (Figure ). However, broad
money does not inchude the bill market and s0 misses the Imporiant
chamges there. Hence, the attention ghven o credit (Figure 9 — the widest
of aggregates, inchuding the whole of the balance sheets of the formal
fimancial sector. Even this widest of aggregates seems to have been
substantially influenced by various institutional changes which were
acourring during the 1980 — it grew by well over 20 per cond a year for
muore than five yoar, in a period when some progress wis being made in

inflation and the nominal iIncome sggregates were in fact
prowing bes rapidly than in the previous five years (see Figure 10 (For
irore discumsion, see MacFariane, 19559,

Credit growth slowed quite markedly in 1969 Al the time, the
traditionsl monetary sggregates — M3 and broad money — were ssill
Frowing at an sccelerating and ectraordinarily rapid pace, while both the
rurrow and wide aggregates (ouwrmency, M1 and credit) were
o groww &t around the same pace a5 raaminal inoome, of slower. In 19896, it
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8 M3 & breaod money
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Figure 100 Credit and nominal GOP
year ended

S v

wendld have been very difficull 1o know which aggregale was glving any
useul giddance. In the ol recent dats, all sgEregaies sre growing af 4
e meadlest pace.

‘Whirre do we stand on all this pow? We have focused much more on
crectil.  This is perhaps an unsurprising resull of deregulsthon.  The ke
that there wias one single concwpt of ‘money” om wivdch the whole of the
evonooy and the price level would depend ceriminly dosnt make uach
sense in 8 deregulated workd where finance is supplied by & varkety of
inatinutions and & number of different means of paymens are available.
The boous on credbi s also ponstsient wiih the use of the cash raie as the
operating mstrument changes in interest rates induce chasges o loanabie
funds and nominal activity, 1t s not surprising that we have gone further
in the direction of sering credit as the imporiant aggregate. 45 it s &
ermimsire of e ooemal] Financial inbermediatlon in the otal financial sechio.

There are, however. & mumnber of problems with credit. The fint, and
this is @ problem with all financial agpregates, w thai the credit figures
exhibit considerable month-to-month, even quaner-to-guaner, vanability
such thal thary may be difficult o inverpret ad any partaoullar point in dme,
Furthermary, definitional changes and siatistical breaks are commaon. One
recent difficulty has been that the credit Agures repored by banks are net
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of write-niis and specific proviskons, thee Rave Increassd in fecend yoans
-l-uuh--lhtnrﬂudmu Second, the relationship
burtween credit and activity appears 10 have fundamentally changed twice
mﬂrpﬂiﬂﬂ.uﬁuﬂlm Ilhdlﬁnl'lhdildnpllh
changes in credit due 10 changed behaviour in the demand of supply of
eredit self und changm which reflect underiying sconomic conditiona.
Thind, as shown in Figure 12, credit has often lagged sconmnic sctiviey
and so it would not have been a useful, timely guide o policy. The
locathon of credit in the current cycle has also varied, with credit leading
ihe recession but appearing 1o lag the recovery. This underscores the
unrelisbility of credil as an intermmaed iabe wrget

Inderest fndes. Indwrest retes afe & possdble candidaie for guiding monewary
policy. Their deficiency as an intermediate target is apparent when we
look st the imprecise relationship between Interest rates and final
oijectives sich &5 nominal income or prices. Whatever varkant s wsed —
nonminal interest rates, real imberest rates or the shape of the yield curve —
they have neither the simplicity nor the precision required of an
intermediate rget. The esperience of 1988/89 shows that inberet retes
can b raised very substaniially without any quich impact on activisy (e
Figures 13 & 1dl. There are three other problems with using interss mtes
o guide policy. The Brst i that interest rates are & ‘high profile’ variable
wivich is hard to mowve uprwards when this becoenes necessary — no-one, it
seerrs, likes high interest rates. 50 there 8 4 danger that they become
stuck at an inappropriate lkevel. There is another problem U we, lerally
ared oty targeted & pamcular level of nominal islerst. This presenis a
danger that the iewi-books call ‘dynamic instability’. Led me spell i out. 1F
the somomy was hit by an inflationary shock, this would lower the real
rate of ivierest, encourage more expendsnire, and make the inflation shock
wOr.

In practice this is mot a seTious problem because no-one has saggested
ithai we should argel o partioular nomdnal interest e without segand jor
whal glse was happening in the econoimy. Bul it & one more rrason why
TATgEiEng inieresd rakes in & procisr way would not be a satislsciory answer.
The ihird problem s thal i@ may be misleading o nlerprel the operating
tnatnment of policy as an inkermediaee arget of policy.

All that sakd, there is a lol of information in interest rates which is
obviously impartant in assessing the stance of monetary policy. One
useful measure of the stance of policy might be the shape of the yield
curve — whether it 8 ‘inverse’ or “normal’, thar i, positively sloped.
Figuare 15 shows the ‘normal’ curve af January 1988 and the shape of the
curve in July 1989, aiber policy had operated o shift the ahort end of the
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figurn 11. Ratie of credit to GDP
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curve upwards. Bt other things may also influence the shape of the yiekd
curve, such as changes in beuidity in the various fnanclal markets, so it is
nast am undsifimg guide

The oichange rade. Is the exchange raie & suitable intermadiate argei? In
the days of the fued eschange rate, malnienance of the sviermal valse of
the curtency provided a simple goal lor monetary policy. When foreign
exchange feserves were falling, policy was tghtensd. wien reserves were
rising. policy was sased (and of course this wnded 10 happen
sutomatically through the influence of foreign mchangs ressTves on
ey formathon). | might note in passing that ths simple rule s Felevamt
o the EMS currencies.

Is there an aquivalint o this in & Doating-rate world? When ihe
nchange rate is under upwand prescore, this might be a signal o sase
monetary policy. However, mongtary policy s by no means the only
influence on exchange rates. For ewample, the experience of 197 shows
the importance of the terms of trade. There |s too much ambiguity in the
rate and ihe ultimate targets, for this to be o satisfactory intermadiate
target
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Whike U'm talking aboul exchange rabes, | should diveri for 8 moment
to talk about the exchange nite as & transmiasion mechanism of monetary
policy.

When | talled sbout the transmission of oumetary policy via inberest
raies, | was specifically talking about an economy with no exiernal sechor
5o | should say samething about another possible chaniel of moneary
policy ransmission — via the exchangs raie.

Ome side effect of higher interest rates is 1o ralse the exchange rato.
This forms & huriher channel of ransmission of monetary policy o scivity.
The textbooks (and common semse) sy that when the interest abe rises,
ithe suchange min will appreciaie. When tight monetary policy is used o
sow an pverheated soonomy, the effect of higher interest mtes on the

e causes relstier prices o switch bo make impors chissper in
termms of Australian doflars, thus cousing some domestic demand o ‘spdll
overseis. The oxchange rase rise also makes it lms profiable 1o export, so
some of this production adds to domestic supply. This makes the current
account worse bul bulfers the domestic economy from inflationary

This swchanism has boen paricularly important for Avstralis, beciuse
& prnbeer of times our inflationary problems have berm caused by external
shocks in the form of an improvement in the terms of trade which has
inflated incomes snd st off 8 boom in demand  With a floating exchange
rabe, an improvement in the terma of trade will tend 10 push up the
exchange rate, redistributing the benefiis of the terma of trade
improrvement, and, morr imporantly, intmodocing a birgyr voliame of wirll-
priced Imports which will tend 1o combat inllationary prossures and
absorb the estra demand coming from higher incomes. sugmented by
berma ol traale improveTnenis.

Movernents in the exchange rite may directly alfect the final obdectives
of price slability and income. For example, a fall in the exchange rate may
exert upwand pressure on prices and this mest be aken inbo considerstion
bn the setting of cash rades. Al the same time, the inlermediste objective
must pot subvent the uliimate objective  The alm ks price stability. nd &
fined echange rate. Furthermore, the central bink would be selling snake
ol i 18 meosugrhit 10 e it one instrumenl (o scheve ‘desirable’ oulcomess
all eonmic varisbles

Focus on Ulimate Target

In the absence of an cbvious candidate for an intermediate targer, the foous
Tiss shifod bo the more canplis Lnks betwesn operaling @stroments and
the ultirmate objectives — income and price stabilicy.

bt &s difficult. in & day-by-day policy conleal, o foous eechusively or
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direcily on the ultimate goals the lags brtween policy application amd s
wtiect on inflathon are too long (rememiber Milkon Friedman's Tong and
variable lags' ™1, So the immediaie focus has to be on variabdes which
impinge Indirectly on inflation or which are Indicators of future
imilation — how fest s real demand growing T What are the pressures in
the labour market 7 What is happening o price expectations T To pat i in
its simplest form, 8 pre-condition for inflatken control is am econaomy which
is growing within s productive capacity: the fird task of monetary policy
is b0 comstraln the grovih of demand o ensire this

It i in this context of asseming how fast demand i growing thar the
monetary aggregates may again prove useful — pol as imermediate
argets, bul rather as information varables Go the irplied ssquence (s
not  pulicy —> monery —> activity, bul rather policy —> activity —>
money.) The aggregeies may toll us how the overall sonomy is going.
Kather than sssume somme siromg direct relationabip between money and
prices, monetary policy & seen as influsncing interest rates and the
exchange rate and this in tum nfluences the level of demand which s
imporiant, over time, for inflation.  Even in this non-moneiarist world,
monetary aggregates might still give us 8 measure of how demand is
poing. This is especially the case with (ke financial aggregates which are
based on currency or on bank data siie the central bank has very thmely
information on these. Howewet, even in this besser role, ihey have not
proved very helpful. Not only have the monetary aggregates had an
unstable relathonship with incomne, bul the one which seems Least disiomed
by balance sheel churning — credit — has in earlier cycles lagged
wconomic sctivity, greaily reducing iis usefulness as an information
variable. Perhaps theee is @ link between the recent svperience of slowing
rndit and the shivwer sctivity we niow see in vhe el eoonommy. Bt with Ro
past history of such a leading relatiomship, it is an uncertain basis for
policy (we Figure 120

Once the idea of @ firm, consistent money / prices relationship is
abandoned, perhaps the most dilficul bsue B the calibration of monetary
policy. The relationship between the cperational objective — inleresd
rates — and the ultimate obfectives — inflation or nominal income — s
uncerisin and probably noi consiani.  Even the fimt link in ihe chain —
from imierest rales 1o demand — 8 imprecise. The tewthook idea that
when monetary policy B tightened & noich, actvity slows, and when B is
tightened two notches, the impact on sctivity i twice as great, finds no
parallél in the real world. Experience would indicale that successive
tightenings may have no discernible wnpact, untl some critical treshold
level b resched, where policy may have an bmpact oul of proportion o the
proximate change. Market perceptions seem critical — &g @ 0 how long
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the stance of policy will be maintained — and such & nebmalous concept is
difficult to incorporate in the policy-planning process. Wi can see why
this is %0 if we kook st the principal ransmission channel We see interest
rates a3 being imporant in decisions sboul whether to spend now or Later.
When inberest rabes go up, those who want 1o bomow for nvestrment ane
less inclined 10 do 8o, cutting back on demand. The sinplicity of this can
come unstuck in various ways. Demand for credit may nol be very
inierest elaatic; or, more lkely, the decisbon Is dominased by things other
than istefest rates — eamples include general feelings of optimism o
pessimism about the economy and cash flows. On top of that, the
intermediaries’ own actions may inflluence the relatonship between
nterest rates and credit. The bormowers who ane inchuded tn the demand
fior credit ane only those who have passed the tntermodiaries’ st of credit-
werrthiness.  The intermodianies” credit-worthiness Aliering system may
change over time, and may even change during the cycle. shifting the
effective demmand for credit. [t is preaible that, as the cycle turma down and
the demand for credit diminishes, intermediaries make their credit-
worihines tesis more siringent.

Dows this mean that we have cotme full-circle on monetary policy, amd
that we have some rough-and-ready rule of thumb e

“When evonomik activily s ronning oo last, dghien. when il s

runsing oo skowly, rase inferest rates.”
I think we're & bit more sophisticated than that. We understand how
imporiani price expeciaibens are in giving continuing momentum to
inflation, even when sconomic #CTivity is nod ewessive.  We undenstand,
oo, the nesd for & medium-term oljective of reducing inflation. There are
pubstanitisl benefis from low and stable nflathon, notably from renewed
oo on proshuctive investmend and from oot competitivenesa. The issax
here, though, bs the cost of bearing down on inflatkon.

The critical isctor determining just how high this cost might be is

. The lssue can be pul in terms of the

Phillips curve. I the sconommy s af the “natunal’ rate of unermployment, on
the long-run vertical Phillips curve, it laces a shori-lerm made-ofl. I
inflationary expectations could be changed by decree, the economy coulkd
be shified down the long-run curve 1o achieve lower inflatlon with
unchanged roal scrivity. But if inflation expecistions cannot be changed by
Bovernmeni sisierneni or decree. therr may be a long, peindul siorw grind
ummmmmw having the econdmy
run at higher levels of unemployment. s there some institutional or

change thai would quickly comvince the market of our angi-
infation credentlals and lower infation expectations at & siroke?
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Monetary targeting wan once seen as @ way of sstablishing instant
eredibiliny, bub it seems doubtful thai thes partioular soaillé can be macde b
rine & second time. The problem is that credibility cannot be cresied from
thin alr. Will & sufficiently srong announcement of the intention wo ‘Tight
inflation first’ do the job? Fven in the United Kingdom i the sarly 1580s,
with & tough and determined Prime Minister. credibility was not quickly
eatablished. All the evidence since then would indicste that credibility can
emnly b obstained by ssiablished prriormance.

The fuct thai ous principal focus & ob the underlying trend of inflation
does mot, of course, maan thal we simply keep interest raes high unil the
inflation objocthve has been schieved. Perhaps the recent experience is the
best demonsiration of our approach.  Early in 1990, i wes clear that the
economy had come "off the boil”. The very high interest rabes which had
been peeded b0 rein-in the overhested scomommy of 15888 and 1999 were no
longer necessary, as it was clear that the inflationary pressures of that time
wiere abating. Between January 1590 and October 1990, we lowered shor-
berm inierest rates Free thmes, by abowt 5 peroentage polnts in all  In this
period, there was no clear evidence that inflation was on the way down —
the frst shgnificant sign of that came only with the rebease of the Seprember
quartes CT in October.

How does this fiy with our objective of geitting inflation down? The
answer here s thai of cournse we also ook 2 the level of sctivity, becanss
the level of activity iz one of the mponent ctons infbeencing inflation.
We also ufaderstand that there are quite kang lags between the operation of
monetary policy and i impact on sctivity and inflamion, o we have o iy
o put policy in an anticipstory mode. Subseguent sasings have been in
response not just o the kew levels of activity, but abso the considenabie alls
in actual and expected inflatkon.

One paint that shoukd be very clear from this & that we do not regand
Ealls in the nominal interest rabes a8 shgnalling & loosning of monetary
policy or en abandonment of the price stability goals. 11 s vital o assess
the stance of policy against the level of real activity snd inflation, actual
and evpecied

Oine way of locking at this is o imagine how interest rates would
respond o the cycle if the only objective was 10 use interest rates 40 try ho
smwndh the cycle as much as possdble  In these circummiances, real ibenest
rates would follow the periodicity of the cycle, being high when the
FCOROEY Was Frunning 100 fast, and low when if was going too slowly.
Even using interest rates in this way, it winikd not be possible 1o 6l s all
the woughs, and lop the peaks, of the cycle. But you can imagine a

of roal imteresi rates which would help oot the cycle o some
muient. Now imagine thai there is an addirtional primary objective of
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reducing the inflation rate. |t is still quite appropriate 0 have intervst rates
vary over the length of the cycle, but the shsolute helght of the tnbenes:
rates woukd be somewhat higher, throughou the cycle, than in the firs
examiple whih the only cbjective of monstary policy was 10 smooth the
cycle. The ides would be to ewert downward pressure on inflation
throughout the whole cycle (see Figure 16,

O course, the exact seiting of inlefest mies during the cycle will be a
bit more complicaled than this. The main complication comes from the
need o shift price expeciations, if long-term progress is o be made on the
structural undertying inflation rate.  For this, the central bank needs to
bulld up credibility, in the eyes of the public, that it will malntain the
discipline needed 10 aftain and retain price stability. 5o this means thay
when the sconomy siows, the focus In reducing tnberest rales is not oaly on
the saie of economic activity, but also in ensuring that the market
understands that the reductions in interest robes are not becaose of any
charnge of view on (he importance of price stability. The problem
sommetkes: is (hat st this stage of the cycle, people can misknierpret the
actions of the central bank and interpret & lall in nominal vbenest mies as

sigralling some weakening of resolve. S0 it bs difficult to get the right
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balarce ihroughout the cycle, bul the obiecive is cleasr — (0 painiain 8
focus on inflstion throughout the cycle. This is what we have in mind
wher wt talk abomot the owdium-lerm focus of policy.  This doss not mean
Ut momminal interest rates are unchanging just that price smability remaies
a principal goal throughout the cycle.

These isues are not sasy to resolve in daily operational terms but they
afe better ihdersiood than 10 vears ago.

As well, we have effective opetitional techiikjues for influencing the
critical price in the financial sector — interest rates — and for influencing
ihe forvign rxchange market

The resulis are clear to see. The curmrent Cycle is desper than ioneseen:
80, 800, ihe progress on inflation is gresier than anyone predicted. The
underiying mte of inflation is sow running clearly below 3 per cent. There
seern good prospects of it remaining low. Price expectations have shifted
down decisively. Productivity is abways high in the upswing, and this will
help rebuild profits without businesses having to increase their margine.
We need a bit more historical perspective to sdge the recent period, but |t
may well be that, in five or ten yeany' tme, we will look back on i in the
s way thai Americans look back on the Volcker squerse in the carly
1980n — palnful at the time but ushering in & sigabficant period of good
growih combsined with low nflation.

Hote

' For our purposes here, & bank bill con be thenaght of @ an 10U whersby
T agrems o Fepay e lender 5 oertaln meam of morey ol the ond of &
fumaaliy relatve shaortd poriosd. Bank bl difier froom e assal privems 1080 o
thant thery are, in eliect, guarentend by bark.
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Too mwch bs evpected from the annusal Badget, particubariy i terms of the

contribution it can make o fine tuning the economy. In this, the so-called

Keynesian revolution was 100 successiul. Because of it, economists,

politican: and commentaton in ihe fordes, fiftles and sinties were kpo

confident in their ability to manage an economy. Full employment and
kow inflation were assured, 5o b was said. There's now a lol moee modesty
about what the budget can do o anage an econormy bul the impact of the
so-citlled Keynesian revolution stll lives on. 04 course, the so-called

are nod the only group 10 have promised 1o abolish the
business cycle. Such claims have also been made st various times by
groups as diverss as:

= varbous groups of soch lists, vie detaded sronomic plins;

= fihe merhankcal monetariss, via money supply rules

Bui the so-called Keynesian revolutiom in economics beft & more lasting

effect & genemation of fwo of eoaomists, politiclans and commentatons

who were convinoed that governments could actively and succrssfully use
the budget and monstary policy o stabilise the economy. This legacy & |

believe, still important in understanding what s expecied from a

prverament budget.

Orver tirme, the shorioomings and limisthons of oying o fime fune the
enonomy through budgetary and monsary policy becaims clear

*  There were messy things called Lags, which meant thal stiomgis st
fing tuning an sconomy could aggravaie the businesa cycle. not
reciice it The most important — and most feglected — folr-letter
womnd in mactoeconomics s Tags'.

*  Dnce people came o understand the commirment of govermments o
makntaining full employment. sttitudes developed - parthoularky in
the 19605 — that wage increases and price hikes wouldn't mesn the
ioss of jobs or sales. Inflation and an inflationary pepchokogy becnme
4 problem — in lange part because of sttempts 16 fine tune the
business cycle. Removing this inflationary psychology has been a
ong and difficuls process.

*  The nature of unemploymnent has changed. A higher proportion of
unemployment, in nonmmal years, now reflects wage righdities or a
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mismaich of skills — types of unemployment which can not be
reduced just through evpansionary moneary and fiscal policees
Fortunately, thise shortcomings of ine-tuning policies are now widely
appreciabed. As a result, the settings of monmary and fscal policy were
not being eaned a8 dramatically bn the 1971 recession as in 1974 or 1962
But a legacy from the heyday of fine tuning lives on: too much
attention is sl given to what s particular governmen budget can do o

change the level of business activity and 10 change the level of
ernpdoyment; oo lintle attenvtlon b pven b the other imperane features of
the annual budgrt.

Conakderation of & govemment's budget should be much broader; o
should cover each of the following crideris:

L. The budget's house-keeping rols. A budget s the means through
which parliarment exercises (s control over the govermimeni's spending and

revenues. As with the budget for @ household or o company, the
government s budpel needs o be based on realistic lorecasts, to be

detallad, and o show ihe medium-term mplications of exdsiing programs.
The Australian badget has improved on these criteria.

L1 The sisr of government. Australians generally see themselves as
highly taxed. Buil on the best measure of the burden of taves —
government spending relative 1o GDP, Australia is equal (with the US) as
the Uhird lowest laned country within OBCTY, only Turkey and Japan kave
# lower ratio of povernment spending 10 GUP. Decisions taken within the
budget are, of course, a key influence on the skee of the governmeni secior

L Prprbies A budget is i siaternend of the proritie wiihih governimenii

spending. It gives a renking of what are the priorities of government

spending — whether these are delenminad through & painsiaking anabysis

of priorities, through casually-made decisions, of even through processes

of benign neghect. These priorites cover matiers as diverss s

#  the claims of, sy, aged pensioners versos low-income familles: with
childrm,

* e priority given to education agains: healih; and

¢ the priorty given to recurment spending by government over public
capital spending

There's not time in my talk wday to investigate these matters — bt |

would mote the enormous squesze on public copital spending over the

decade as povernments have ot back the rato of government sperding o

CW, Soone priorithes have been ignored. we ane running dewn masch of

it infraskruciurs.
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4 Redistribration of income and allevistion of poverty. A budget can be
@ rapey instruprent for alfecting the distribation of ncome v
*  the bevel and paitern of s (and of e deductions);

¢ the level and pattern of spending (epecially of wellare spending)
Lant year's budget in Australia inchuded an allocation of $34 4b for social
security and wellare — that's over a third of the budget or more than %
of GDF. Clearly, medistribution,/slleviation of poverty i a major obpective
of a budger I's to the credit of the present government that there's now a
comparehensive system of meons lesting and assets (essing on most forms
of povernmend-provided pensions in Australis — this directs the social
welluer dollar o proups most in need.  But note thai, i the $348b of soclal
security was direcied o the two millon poores Australians, that would be
the equeivalent of an snnual payment of 17,000 8 pession — or $68,000 &
year 1o sach family of four Clearly, & kot of the social securiey vote is still
mot genting through 1o the really needy.

5 Incentives. For better or for worse, & budget also has a big effect on

incentives — o invest, 1 save and to work. On this

*  incentives 10 invest are sirongly influenced by the combined effects of
the rate of company tax, dividend tmputation, capital gains tas snd
investment incentives. With changes announced in February,
Australia has a tax structure which, as far as longer-dated capital
spending is concernad, is rmasonably competitive with other ORCD
eountrien, thouwgh it's still not competiive against the . sirocmises of
many sucressiul Aslan countries

*  Icenives bo save can be influsnced by the level and min of tiees —
though emperical evidence hers n't convincing

*  Incentives 1o work are particularly influenced by the bevel of marginal
lax tex; marginal ias mies on the incomes of middle-income groups
5 Ausitalis are extrernely high.

6 Siruchural change As we all know, Australis hasn't achieved a fast
enough mie of structurnl change over recent vears. The budget can play &
mrall reie — e through alkocations o retraining. muli-sddlling programs
and restructuring asistance and through its effects on capital spending.
But more important than the budget are policles sffecting competition and
esdapiabliy, especially adaptability in the Labour markets

7. Baving Seving in Australia is too low. A budget aflects saving, both
directly and indirecily-

* It direcily determines the level of sving/dissaving undertaken by

ROVETTImEnL
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#  the level and sinactore of laxes and — even more Imporiant i

wvme — the mte of inflaton have effects on the level of
saving by companies and The budget has powerful
natirect effects on sving.

Australs did well in the late 19808 10 recond bud pets wilh surplusss. Over

conmilng, years, saving will rise as new superannation arrangements come

intn force. Bt the nesd 10 boost national saving is urgent: the budget
newds o make 8 further contribution o national saving — disectly and
indrectly.

8 Debt A huge bulld up In government debt over the 19708 and early

1980w oocurred in many counirkes. This incressed the attention that's

directed to the impact the budget has on the level of outstanding

debi. Austrabis doesn't look 100 bad on 8 work] coemparison
of ouisanding government debst — but there's a need for discipline in the
budgri over coming years.

9. Inflstion. Low inflation is again & kigh priority of mosl governmenia.

low imflation — and keeping inflationary expectations usder
check — s mainly a task for monetary policy. But the budger affects
inflation:

= by i (agged) effects on demand;

*= by iis indirect influence on inflationary evpeciathons

*  and via changes in taues, especially indirect laxes which Impact
directly on messurid inflation.

Again, discipline is crucial. 1¥'s snsier for # budget 1o do barm ko inflation

than to do good,

10 The budgel and the economy. As I've argued, the hey day of stetmpis

to fime tune ths econaonsy have passed; nonetheles, the budget does have

an npact on the ecanoimy and It's necessary bo Dok st

= the sifect that tax changes included in the tadget will have on the
bevel and pottern of demand:

*  the effect that changes in spending have on the level and pattern of
dernand,

o the eifects on the sconomy of dechsbons on how i fimance ihe deficii
ior how o make use of any surploss;

*  maml imporantly, it's crucial o sllow that mosi efiecis from the
budget on the economny are felt with long lags. The budget in any
year is more likely 1o affect business conditions the following year
than in the vear the budget is introduced.
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My listing of the ten mportant criteria for udging o budget deliberstely
ket do the last the effects of the budget on the sconomy, O course, (e
efflects are mone imporiant than is suggesied by the order Fve chosen. 'm

the point that too much sttention is still given 1o what 2
budget can do to fine fune &n ecomomy — and mot enough atiention s
given to analysing the characteristics of 4 budget as a4 statement of

Bovernment priovities, iis effects on incentives, its success In alleviating
e

Too much attention s still given to what the budget means for the
ecomowyy — and oo masch confidence in the capacity of @ aadge to fne
tune the sronormy i sill escessive.
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Chonges o the Mational Aisociction

Al the recent Australasian Commercial and BEconomics Teachers'
Association (ACETA) annual councll meeting in Sydney same major
changes were made to ACETA. ACETA became the Business Bducaions
Australasi Inc. BEAY and s such will be much more sbie to influence the
national debate in curriculum and thereby provide a greater level of
support for teachers and students in our subjects. [t is important to
undérstand that the use of the word Dusiness’ In the new titke is in its
gefieric fensa. All the subjects thai fell under the original ACETA hanoer
and now fall under the BEA banner are related to the sctivities of
buisiress

The evecutive of the BEA has been expanded to include two vice-
presidents. In sddition, ihe new Assoclation has an ececutive officer and a
secrelariat iocaied within the Victorian Commarcial Teachers Associs b
The expanded vwecutive will snable new initlatives to be planned and
embarked upon and the fact that the persomnel involved n the euecutive
are from a range of States and Territories means thar a greater level of
natbonal representation can take place.

The mew exscutive consists of
Colin Durn Presideni

Georetary — Canberra Commencial Teschers' Assockation)

Virginia Frost  Vice President
Wice President — Boonotnics and Cobmercial Teachers'
Association of MGW)
Gaberiells West Vice Presiclent
(Mresidant — Cueensland Commernce Teachers'
Association
Johin Glasson Secretary
(President — Viciorian Comanercial Teacher” Assacistion)
Chris Fowler Treasurer
(Presidant — Canlbwrra Commencial Teschers” Association)

Mike Rowland Execuiive Officer
Wice Presideni — Victorian Commerncial Teachens'
Associakion)
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Contact can be made with the executive of Business Educators
Australasta through the HExecutive Officer — BEA, ¢/o PO Bou 361,
Abbotsdord, Victoris 3067, Tel (0 4199622, Fax 00 4191208, The Preskdent
can be contacted directly through Lake Tugermanong College. Cowlishaw
5, Tuggeranong ACT 2900, Tel 06 2056222 or Fax 06 2056002,

As & result of the maccess of the ACETA publication Lef's Plam o Business
(1991}, the BEA now has an expanded mevenus base and b able o provide
mote fesoiirces for the furthering of accounting, Rusiness, comimeecs,
roomounbcs, information managemrenl legal and work-related sducation
This work-book will be produced ance agakn this year for 1993 and will be
im an upgraded form with new graphics. 1t will be available tn November.

The Mational Schonls Businms Flan Competitlan has been a8 sucess
onde again in 1992 with aponsoms of the calibre of the Australian Bankens
Association, Commonweahth Development Bank, [B8, Anseti Ausiralia
and Japan Airlines. In the coming ynars we hope ko be involved in other
sctivities, inchuding the faciliawmtion of teacher exchamge with indusery at
the national level and the co-ordination of a greater ange of national
professional development acivities

We hope 1o be able 1o provide a greater kevel of suppon for accounting,
usiness, commerce, soonomics and kegal education but also offer teackers
of informaiion managermeni and work-related education, suppatl o &
nufional hasis

Mational Curriculum

The activities of the national amocstion in the 1951 /92 period have been
dominated by the national curriculum agenda and there i no question that
ACETA has been able to inflornce significantly the debate in relation o the
development of 8 statemment for the stud ies of society End ihe environmemi
curriculum areas.  Boonomics has always been included 6 the brief jor the
preparation of the statement bt as o resulbl of our pressane, a document is
nive errrging that enables buslness studies i have & home as well The
final brief ks aboot 1o be releaned, with the statement and profile to be
compleied i June 790,

The Finn and Mayer Reports

The Fima Repan on Post Compulsory Training recormmended sis key
aress of competence that should be developed in the post-compulsory
yearn:

*  languagpe and corraTunice tion,

*  using maihernatios

= sientific and wechnological understanding:
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culriral end erstanading,
prrodberm sodving:
jrrrsonal and interpersonal.

The Mayer Commitier was ashed w0 undenabe funher exploraiory work
on the Key Compeiences with & view to asisting the development of a
national ‘sandards Framework’ for Key Competencies. A1l Mayer requires
is that the competencies be developed and reported upon in the last fwo
yuarn of schooling and that every student who leaves school is entitied 10 a
report on their level of competence.

The Mayer Committee identified seven competency strands which

cinild be devidoped within each of the aress of compebence:

ellecting anabysing ancd organising kdess and information;
expresing deas snd information;

planning and organising activities

warrking with others and In teamms;

usng mrathermatical keas and vechibgues,

salving problemns,

using technology.

Whai are the implications of Mayer recomnemendations for post <omprulsory
schooling, le what are schools being ashed to do?

8

Take some mrong bul not foreign directions in corriculum, building
om woth which has been under way both formally and informally for
years, for examgile:

To provide young people with better preparation for initial
employment* This s not new! But then o ‘identify (he competencies
which are essential hor paricipation tn work’ indicates a more formal
process than previously envisaged. The development of ‘rationally-
consistent approaches 10 assessing and reporting on young people’s
achievements” is quite foreign and will be difficull 10 achieve in any
uniinrm and detalled manner a8 will be T improve the copaciiy o
Frport nationally on the cutcommes of education.”

Develop and measure what & student can do in ceriain areas of
competence (performance and competence). The Commitier in
defining competence recognised that performmance s underpinned not
only by skill but also by knowledge and onderstanding, and 1hai
compeiency involves both (he ability 1o perform in & ghoen contdd
and the capacity o rransfer knowledge and skills 10 new tasks and
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A Pay sention io those essential things & student neods (0 do 1o be able
to participate effectively in work is employment-telated key
competencies. These compwtencies are generic and focus on the
apactty to apply knowledge and skills in an integrated way n any
work situation. Their grneric nature also mesns that they are essenial
for effective panicipation in other soclal settings and also have use
training for highet education.

4 Dwvplop amd demonstraie ihise ssseniial competencies n work and
work-related contrsts (see the key competency srands above).

5 For each student, assess each of these key competencies on a three
point scale (Perdformance Levels 1, 2 and 3). Thess are not far
removed from assessing unit/module /course objectives on a five
potni A-E scale.

6 Report upon esch individusl's performance on all the key
competencies on 4 “recond of periormance’. Questions that arise here
are will one sgpregate & score for an individusl? What about an
sggregate for two-unit versus three-unit economics? Does an
aggregate have meaning? What does Mayer have in mimsd?

7. Use certain agreed principles in d-tul.rplnn;..l":unpl.lhl; thene
indivichail ‘reconds of performance’. For exampl this recond ‘should
be trade available 1o students /trainees st any point st which thay exit
from a school programme at Years 11 and 12, ‘sssessment shonild be
consistent with nationally-agreed principles’. ‘records of performance
shioald be based on 8 comimon format’; snd there willl be consistency
in the provisions regarding ‘confidentiality and the maintenance of
data-hases and recondy’. Will this reporting be in addition o current
repanting or will it be embedded in changed reponing arrangements?

B Collect data from a sample of the population rather than the whole
populstion io satiafy the nesd for public scosuntability and 1o provide
an improved basis for evaluating the efiectivenes of the programme
The idea of a ‘starclard sessment ek’ across Auseralia is likely 1o
b rejected.

In NSW it will ultimately depend on the NSW Department of School
Education snd the Board of Studies and thetr method of approach o the
irnplementation, but the keys to succesaful imnplemeniation will be to avokd
massive disruption and to ensure (hal teachers are informed and
mupported in the implementation prooess.
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Possible Imphcations of Mayer for the Teacher of Economics in

Table 1 Plustrates how the economics cowrse coukd be set out in relation w

the Mayer competencies. The X' would represent thal the competency is
developed in that particular tophc. Necause of different waching methods
some ieachers may, for example, choose 1o emphasiss “working with
others and in teama’ in the elective components miher than in the core
compoments of the course. Other teachers may emphasise the use of
technology right through the whaole course because the quality of the
computer resources at the school may be sach as 1o allow the developmen:
of the lechnological competence of sconomics shudents throughost the two
vears.

Maote that each srudent will sventually be assessed against sach
cumptency srand and be swanded a performance levelof 1, 2 oc 3 This
may mean, in relation to “iniroduction o the Australian Bronomy” in
relation t0 ‘collecting, amalysing and organising idess and information” for

that if a student uses information from only one single source
that he or she would obtain Performance Level 1 im nelation 1o this strand
of competence in this iopic. If they were able i ‘access, pvaluste and
organise information from & range of sources” in later 1opics, then the
student may be reported as having achieved Performance Level 3 in
relation to that topic (or even the courss, il sggregation in & course is the
method of

it is my belief that most teachers of economics would be efther
deliberately developing these competincies already in their classes or
would be developing them through the use of good teaching/leaming
practices. Feomomics is very much a problem solving, reseanch orientated,
discursive and mathematical subject that is suibed 10 Wichnological learning
methoda.

The imporient thing for 8 lescher 0 do woubld be 1o enmure that over
the bength of the course that the competencies were developed within the
contest of the course and it requirermenin.  This would be difficuls in sy
the learning of Japanese or in the study of history, but in the sudy of
ecomomics [ would envisage few problems.

The time frame for implementation of the Mayer competencies is as
bl bovers:

1995 — preparation for implementation;
19 — implementation in Year 11;
1995 — bull implementatbon.
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More Rellonce on Subject Assacigtions for Support of Teachers

This s evident right scross Australia, both from the level of sttendance at
confetences and In-servicen run by associations, but also from teacher
murveys that have boen conducted in 1991, Two Department of Emgiloy-
i Bduestion and Training Surveys consducted on the sast coast in 1991
inclicated that wachers wire Tooking trwands their subpect assocutions for
the level and iype of professional development required for their
conbinued teaching The BEA and its affiliated assockations nd the EERC
I am sure) will continue to provide quality support for teschers in our
subject sreas and deserve your continued support. As resources being
jrovided in public school ieachers from education departmenis diminish,
e s an upsairge in the imierest of eschers in their suljec associations.
However the professional development activities of thess ssociations
mare often than ot nely on the good will of 4 few keen members. It would
be good o sew edoration deparimienis being mone supportive of the
#ctivities of these assoclations whoss professional development
programemes are seeh as both relevant and welk-run!

BEA Conference in Canberra 1993

Keep Easter 1993 free for the fust Business Educators Australasis Inc
confermnce in Canberra.  We anticipate having both overseas and local
nathomal Evpents at the conlerence and it will focus on the disciplines, but
necensarily with & natonal perspective. [T could be the opportunity for
you o have & holiday in Canberra and 10 hear some top national and
intermnational speakers. This will be comfirmed shortly andd information
will comse through ithie aifillaies of the BEA.

Changes in Shedent Cholce

There has bien & swing away nationally from economics and other
‘commerce” subjects at the post-compulsory livel In Souih Australia,
scrourting s up by 135, businss studis by 63%. sconomics by 5% and
denk-wop publishing by 51%.

In Chovenaland in 1991 accounting had 22% of wotal Year 11 and 12
enrolmenis, and in Vicioria between 1591 and 1993 there has been an
increase of 3% in enrolments in business managemwnt.  Enrolments in
ecanoimics fell in Vichoria between 1991 and 1992

The tremd towards business and legal studbes in NSW s slmilar to that
in other Suates and Terriories with predictions of enrolments in busines
studies o be around 20,000 in @ few yearn A [all away in sconomic
enrolments |8 also predicted.

The nature of enrolments in business studies s swch that there s o
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much broader range of students from the highly competent and teniary
able student (who has strong maths eic) 1o the student who Is more

interested in using the subpect as a pathway s employment.
Retuntion Rates

The incresstng retenthon rales i Years 11 srad 12 scross Australls B forcing
s b bl st wepgrading ouwr pedagogical skills. The ks bn Years 1] and 12
are not the teaching haven that they used o be. We are also being
challenged 1o provide mew courses for these siudenis thai is, ones (hat
provide vocational orlentation and the eniry level competencies being
demanded by the work-place.

Conclusion

I believe that the main national agenda jtems over the next jrw years will
be the imnpact that the eight sets of ourriculum sateements and assesserent
profiles will have on schools and the impact on beachens and teachdng Land
wchools) of the mowe trwarnds compelency based rainng.

In regand o the impact of the sight curricubum aress, for curriculum
development purposes these statemenis could be most valusble
documents. They will assist in the development of consistent courses
across Ausiralia, an eminenily sensible thing. However problems may
emerge in the resource considerations and in the profile or assessment
sagrs Alrvady some schools have mrimmed their Bacultes 1o eight and
changed the noomenclature o refllect the nallonal oerriculum armes.  Some
taculty heads have lost their jobs! There will be sensitive isues that will
need carvful handling if there are atiemps 10 make profiles 100 specific
and lead to & form of national sssessmend.  For ssample, there would be
significant difficulties in agrecing on a common sed of assesament
Eubd elines in economilcs across A usiralia, le. whai would be ibe
Expectind ouaicomes for & student of economics aa he of she walls out of the
school having completed their HSC or VWCE or TCE or SACE sic.
eronomics ourse? The guldelines will be broad (ndesd, whilst we siill
have eight education systems with sighil sconomics coures.

Ih“hﬂﬂuﬁ_ﬁmdﬁmih
Mayer competencies and the key o the successful inraduction into
chooks of these recommmeendations will be the sl 1 the Saibes, Terrilores
anal thee Commonwealth do the sensible thing and property esource the
implemeniation prooss then e will be some hope for an effective and
shared process of introduction, rather than an ineffeciive process of
Pt And SUbSSUERE IOT-SCCEPANCT (F ROR-Compliasee

There are mileresting s ahesd,
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WAGES POLICY:
THE ACCORD, DEREGULATION
AND UNEMPLOYMENT

JOHN BURGESS

The 191 HEC examination questions for Labour Beonomics had a bias
towards macroeconomic issues, wage determination and current
Australian policy developments. The questions were very broad in scope,
Full of difficult conorpes, and difficull o snswer in the avallsble me. For
12 mowe of the same can be expectad, hence this paper will sttempd 1o
corver three drnas thal have s gonod chanoe of being examimed i 19902

& ihe direction and impact of the Accond;

= current frends in wage determmination and indusirial relationa

= umemplovrrent, bis dimensions: causes and consequences.
Has the Accord Been Successful?

This question has ofen been askied sinee 1963 ancd sill gereraies divergent

answers. To assess bis comtribution you need 10 dssess lis performance by

#el crieria.  For example, up unidl 1989 the Aocond was acclalmed for its

contribution o employment generation bul criticised for maintaining an

excessive inflation rate, The reverse arguments could apply teday. The
difficulibes in assesning the Accond are as follows:

*  esablishing what its aims are, sspecially given the range of policies
ssmociated with the Accond;

*  agresing on the critersd by which to assess the Accond — should it be
ol wage growth, the change in real unil lebour costs, the share of
wages in GDF a1 fscior cost, the inckdence of industrial disputes, the
level of business investment esc?;

*  puablishing what wouk] have happened tn the abaenon of the Acoond:
how would wages have been determined? Would there have been
e o e Induastrial disgaates? ‘Would the mle of the [RC n wage
determination have been any different™;

*  wparating the effects of the Accord from other policies and other
developments in the economy — maonetary policy, the lerma of rade,
thee exchiange rate e

Wiih all these caveais and problems in mind, | will make 4 few ob-

servabions and cite sorme shudies thal assess the Accord's effectiveness. [n

lavour of the Acrond the following evidende s cied:

70 FCOWOMICY ‘92
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* g has survived o decade despile the record of fallure for incomes
pobices in Anglo-Ssswon sconomies,

*  employment growth in Australia for the period 196388 was well
b the OBECDY averagre:

*  real wages have boen capped, real unit labour costs have declined and
the profits share has increased since 1963 — there sppears o be a
record of wage festraint combined with & redistribution of Income
frovm Esbomr 0 o pgad

*  there was a marked reduction in induserial disputes sfter 195

i has facilitated the introduction of an extensive range of workplace
reforms and led 10 8 decentralbuiion of the wage determination
Ll

In Budget Fapers the Accord generally receives full marks from the

brcaune bt has delivered nominal wage restraink and allowed for
policy forecasiing on the assumption of wage oulcomes that can
confidently be predicted. In & macroeconomic sende, ihe Accord has
deliversd restraint, siability and predicability 1o the wages sysism

However, these ane not the only criterla by whach a wages wystem shoukd

b juiged.

Againsi the Accord, the following evidenos ks cibed:
= infation s remained above the OBCT average ol 1953

= preductivity growth has sermained sagnant

*  non-wage Incomes, sspecially executive salaries, rernain unregilabed;

= unemployment post 1988 has wiped out ithe smployment gains
penerated prior o 1968

A series of stmulations were conductnd (o assess e Impad of the Aoond

usng a range of aliermative machosconomic models (Chapoin, o al, 197,

The skrmilations were based upon o comparison of the ouicome under thie

Acrond with & projected outcoims assoming the ssene of the Aacord. The

brosd conclusions of this exercise were that the Accord had (Chapman

al 1991, 500

= meduced real wage oosin;

*  increased both the labour forcs partcipation rate and svwploymenit
Erowth;

= peduced the unempioyment rate and the propomion unemployed in
long term unemployment.

The authors qualily their fndings an folkrws:

*  similar or better pulcomes may have been achieved by o different
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system from the Accord and that existing pre 158) — see the angu-
menty of Meore (1959 in support of & more decentralised wages

sysiemy
* e sbudy neglecind the impact of the Accond on workplecs efficency

and income distribution.
O this Lest poing there s evidence (Lomband, 1991) that the Accord has
bewn sssociated with & growing sewness in ihe distribution of iRcome,
with the lack of controls over non-wage Incomes and the Increase in
interest rates improving the position of the op ncome samers. Aot her
equiry issue in the late 19808 associated with the Accond s that & relatively
high progurtion of the jobs crested were pan-fime jobs, many of these
under casual swand condidons. As a cofosquence there appesns 10 have
besn an incresse in the numbers of working poor in Australia Gaunders
and Matheson, 1991). There is abo svidence supporting the view that the
sucoess Of the Accond in reducing biboar costs has had & negative effect on
labour productivity growth (Hughes o al, 19910 That is, the Accond has
rechucsd the nead for labour displackng investinest since lbour cosis have
deriined relative o copital oot

Analysing the bmpact of the Accord s an imporant policy evercise, bul
one that contains many problems. From the viewpoint of the governmant,
the Accord is reganded as o success and as @ crucial pan of framing
macroeconomic policy and microeconomic reforms. For the governimenl,
the Acoord has been o framework lor generating wage oulcomes consisieni
wilh macroecononilc objectives. 1t is difficull 1o sustain the view thai
wages growth has been escessive and In turn has been a contributing
factor to unempioyment and inflation. it has been flexible enough 10 be
renegotiated as the circumstances of the sconomy have altered. It has
widmmed the agends of wage determination to inchude the socisl wage and

reforma.  However, a good repont card from the government

does not necessarily make # 4 sucoess, nor do clalms that better cutcomes
could have been secured under an alternative wage determination
Framrwork, make @ a laibare

The Currant State of Wage Determination ond the Accord
The eletrents of the Accand Mark V1 negotiated in 1990 were

& income o culs from Janiery 1990

* s naional wage incresse thed 10 the Sepiemiber quanes CF) increase:
* & §12 per week increnss by mid 1997,

*  an ewhenskon of oocupational supetanmisthon by May 199
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The income e culs were introduced,  However, the recession and the
kow CF increase (007 per cont) for the September quaner led 10 2 deferml
of the national wage increas:. mﬁmmﬂ-:!::‘m
ment attempted to obtain agreement from o wage
increases 0 workplace productivity increases. In lts April 1991 decision
the (R refected the $12 per week increase, and i deferred any decision on
supefafifuation and fected enteffriee based productiviey bargsining. 1
didd allow for & 2.5 per cent wage increase conditional upon the
ation of (he structural efficiency principle associated with award
rEsTUCTrimE.

The April 1991 decision indbosted that the TR would sot sutomatically
endore the Accond wage principles, and in the process it placed itsell a
odds with the government and ACTU, and placed some douite over the
wiability of the Accord framewirk. Subsequently, these declsions wene
ether reversed of ciroummsemted:
= in the 1991 /91 budget, the govermment announced the planned

introduction of legislation w evtend occupational seperanmation

acToms the workdforcs;

# i jis Ociober 199 national wage decision the IR announced that it
would accepl anterprise based wage agreements where such
agroemnenis were inked to productivity mmprovemenis.

Fart of the justification by the [RC for lts April 1591 decision was the slow

progress in implementing the stroctura] efficiency princpie assoclated

with the award restructuring process.  Progress contbnues 1o be slow, amd
of the agreements approved under the structursl efficiency principle, haif
are in the metals industry. A study (Wooden and Sloan, 1990) found fhat

the pece and extent of swand restnactiuring changes wiere determined by a

number of (actoms:

the presence of an rnierprise bargalning srucny;

the nazemibser o unions a4t the workplace,

the gualivy of mansgement,

the share of fernales in the labour force.

Progress was greatest i workplaces with exdsting bargaining structures,

multhunion presence and qualified management. [h workplsces with a

high proportion of females there were few workplace reforma being

introduced.
Green (19920 has also ¢mphasised the slow progress in workplace

productivity bargaining. By the end of May only around 100 agreements
had been ratified by the IRC. He suggests that the masons for the siow

PrOpTeSS are
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*  many agrecments afe tver-award agreements which are outside [RC

sorutiny, the sugpession being that over 500 agreviments were resched
fry this rnesna;

# e TRCs Falfceisom rokd diosss fist assdil, bul hinders frogres,

#  the effects of the recession curb the desire by unions 1o enier inlo
negotiaticns because of thelr feduced bargaining positon;
* the lsck of mechanisms at the enterprise level for measuring,

monitoring and megotiating over productivity — Green (1991 regards
this an the major chetacle o progress.

The legialation to extend occupational superannuation across the
wurkinme s currently befure the parlament. At this stage it sappears thai
the government's legislation will be passad in an amended version which
will sor the size of employver contributions reduced from 5 1o 4 per cont of
the wage bill. with the size limits for small firm employens who pay a
lower rate (3 per cent) being incraased from $500.000 anmual payrod o s
Flm annnial payroll. The longer tenm atm of the govermment B o incresse
contritnations ko nine per cent by 2002

The February BEconomic Statement (Ome Nation) announced that
Bggregate wages prowth would be linked to the infladon e i the majge
DECT econoemies (national wage targetng). The government alaso left the
way open for a feture wage-tax trade-off in 1993 with s plans to nomoe-
duce income tax cuts. There remains a continued commitmeni 1o
enlgrprise based bargaining wiih the indications being that the
povernment will legislate 10 reduce the powers of the IRC with reapect to
velting enterprise agreemenis. 5o the current shape of the wages sysiem is
s Pollows:

*  monltoring and control of aggregate wape outcomes under the
umbreils of national wage cases, with national wage targets being
Eriked o inflation rates overseas (which countries, how weighted?) —
the ACTL! has indicated thai it has deferred consideration on the
Hming and size of & natonal wage incroase for 19902,

*  extensions to enterprise based bargaining with reduced powers of
Imtervention by the [RC,

*  mafoty net procedures for lower paid workers such as across the board
SRR INCTIACS and improvemreenis i the sockal wage.

* s continuation of negotisted wage trade-offs e Income tax culs,
emipleyer superannuatkm contributions.

74 [{ONOMICT ' 02
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The Almmatives

The Opposition see the wiges sysiem becoming incressingly decentralised.,
with greater emphasls upon enterprise bargaining  According to john
Hewurd (1991, there ame four fundamental principles behing their systent
s he meed b0 allow for direct collective bargaining betwarn emgloyen

and employees (voluntary enterprise agreements) without third
interierence o ratification; e
*  the abolition of compulsory unioniem (closed shop agreemental,
= the need 10 aliow for the formation of enterprise based trade unions;
= the retention of legal sanctions sgains trade union behaviour (eg
section 450 of the Trade Prctices Act),
The Opposition’s policy is similar o that proposed by the Business
Council of Australia (BCA), one of the strongest supponers of enterprise
Key aspects of the BCA reform proposals include (BCA,
1991, 9
*  metnalisstion of imde unien coversge ol (e worples:
*  ahandoning national wage increases;
= allowing for foued term agrecinents
Thise reforma requirs considerable legislailve changes. Awards as such
would b terminated and the role of the IRC woulkld be considerably
i imininkhed
The move towands & decentralised wages system seems inevitable
wither within the present framework or under the programome outbined by
the Opposition.  There remain many problems snd detalls to be worked
nuhdn.h;
protecting low paid and poorfy organised workers:
*  developing mochanisme and procedures for distribuiing productivity
E=ins by enterprise as opposed 10 ind usiry oF rational illocatsons,
*  redefining the role of the [RC in such a decentralised environment.
*  acoepting the possibility that there will no kenger be predicability and
stability with macToeconommic wage oulcomes;
*  developing the mechanisms at the workplace for such & system to
IP-'_
The recent AFFM dispute in Tasmania was sern a3 an Indication by the
Aﬂ‘lﬂdﬂiﬂm happen under such a decentralised syserm. Undier the
Opposition policy, the nature and function of trade unions would be

significantly aliered and poteniial managerial prerogatives with respect o
wagr and employment conditions will be exiended. What s clear Is that

ICONOMICT 92 75
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many tmde unkons are unlikely o scorpt what they perorive of a a thres
i their role and power, while many workers are unlilely 10 scoept what
thary perceive as & threst 10 hand won conditions.

Unemplaymant
The bigitest policy embarrasament for the goveriment is uhemployTment
It reaction to the growing current sccount deficit of 1988 has been 10
precipiate an almost botal collapee of te Lebour market over e past two
years.

Suerw revealing indicators of the extent of the collapee are

*  over the past two years the unemployment rate for March has gone
fromn 6.1 i 105 per cent;

#  there afe as many persons in employment now an there were two
yoars agu

*  full-tme employment numbers have declined continuously for the
S WO oA

*  the average duration of unemployment approaches 45 woeks, while
nearly a third of those unemployed have been unemployed
comtinuoushy for over a year,

The vificial unewnployment rale tends o understate the collapse of the

labour market and the intensity of the recession, Labour force

participation rates have declined while the number of Involuntary pan-

tirme workers and discoursged workers increase.  The unemployment rate

s met 1o rerrain well aborve len per cent for the remainder of 1992 Al the

reoent job losses have been in full-time jobs, whilst pan-time job numbens

combingge (0 increass despite the rocession,
The average unemployment rate also hides the considerable
differences in unempioyment:

*  ross age proups, ethnic groups and regions,

*  in terms of duraton.

Arpund one-third of youth are unemployed while alder-age male workers

tenad t have the lengest duration of wemployment.
Unemployment is difficult to reduce in the short term since:

#  the economy nesds conskderable and sustained rates of econmmic
prowik

*  labour force participation rates nesd 1o remain stable,

#  labour prosiuctivity growih needs o remain low.
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The above concitions are unlikely to be achieved

The projections in the Fightback and Cwe Netion packages both forecast
consideruble job growth, yet unemploymend is still forecast w0 be above six
per cend fof mosi of the 19950s.

The government proudly announced that its One Nation package
worild crnate BODDDD jobs over the pest fouer years. Given that the Labour
force can be expected o increase by arcund 0,000 per year, this ls nol
poing o mnalaie inlo any reduction [n the unemploymeni rabe.

Th high unempioyrmend mite kas generabed conaiderabls polcy sotion,
notably the sconomic slatements i Novermber and February.  These saw
wdditional fiscal stimulation (o the economy together with additional
tunding for the mange of training, search and employment programmes
designed b0 asdint the unemployed. Mﬂtﬁnlhnﬂhhpurh;h
ikills and credentials of the unemployed, such policies can only be
effective in & growing economy with new job generation.  While much
attention has focused on the supply skde through microsconomic reform,
the dewnard side of the sconomy has remained negleced and deliberately
deflated to comirol te current accownt deflceit

The Youth Unemploymeni Sammil held in fuly 1997 by the govern-
ment canvadied 4 number of beoes inchiding youth wage rales and
traineeships. With respect 1o youth unerploymend and the proposals that
e likoeby 0 b convassed, the following poinis should be maiderad:
=  youth unemployment mies are always wo o thiee times the national

averape, even in periods of ecomomic growth;

#  mducing youth wage retes may only lesd fo substinion of youth for
okder age workers — that 15, the only effect may b to alier the
demographic profile of the unemployed;

*  training medsures are of limited effect in an economy with net job
comtraction.

mmmmhwbﬂmmm

OECT soomomies for the lasi two decades. Even the prosperous Swiss are
recording the highest unemployment rtes since the Graat Depresaion

Conseguertly there has been plenty of ressarch on the type of policies that

are likely to be most effective in assisting the unsmployed and in reducing

the unemploymwnt raie. A recent shudy by Layard & sl (1991) suggesbed
the following mix of policies:

#  linking unemploymeni benefits directly o labour market programs
including iraining. wage subsidies and targeted job creation
PO TRITITEES,

#  subsidised skills training, especially in depressed regions and
industries:
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= anational, corporatist fype incomes policy,
*  marginel employmnens suled s
¢  expansionary demand management policies to preven) un-

mmmm
Many of these policy proposals have been followed i Ausiralia. There
has been 8 concerted atiempt to develop a range of more effective and
better rgeted abour market programures in Australls Qobvrain, jobsiclls.
Shillshare). The unemployment benafit system has bewn more closely
inbegrated inbo labour marke programmes. The Accoid has been used o
repalate wages and minkmdse the impact of wage growih on b infanson
and unemployment. The [obtraln programeme of subsidies 1o privale
sector employers has been considerably espanded over 1991/92  How-
ever, the combination of tight monetary and fiscal palicy over 1988-19971
has led 1o & collapse of the labour market and to a growing pool of

Cwen the growing average duration of uremployment and
the growing proportion of the unemployed who are in long term
umemployment, ar musre sctive demand management and job creation
programmes are required if the unemplrymment @ie b o diminish over the
nest five pears. Al the moment thoss caughi bn unemnployment will And i
difficult o pe-ender employment since there continues 10 be an absence of
Job growth, and in turn ihe incidence of poverty and inequality acrons the
commily cifn be expected fo inlenadly. Even though the govermiment has
provided a fiscal stimubes through s November and February sconomic
siztemenis, mich sctions are foo linle and oo e in s of thelr overall
budget impact amd i potenidal 1o genirrts additional jobs.

Even [l the sconomy were 0 recover, pasl experence suggests Dhai
new jobs are often filled by those akready In employment and by thoss
cutakde of the labowr force. The plight of the long-term unemployed s
unlikely o improve in the shori-lerm even with & recovery.  Moreover,
receni expurtiende in Ausiralis suggess that many of the new jobs are pari-
tirne jobs, in fern this will mesn & growing usderclas of workers recelving
only & part-time income.

The Actord remalns in place a5 8 framework for Bcilitating workplace
reform and for controlling national wage outcomes. Wages growih can be
expeched (0 be constrained over 1925 in the face of the recession and
glven the slow progress in Implementing the structural efficiency
principle. Industrial relations and wage determination remalin ceniral
policy differences between the government and the Opposition, although
the trerdd is towanls a mone decentralised industrial relations system with

7 1CONOMICT * 9 2
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a redduced regulstory role for the IRC. Pull-time sployment continue 1o
decling while the number of part-time jobs continue 1o incresse. Lin-
emplryment can be expected to remain at closs w0 double digits for the
remainder of 1992 while the large number in long-term unemployment can
be expected to remain there well beyond any economic recovery. The
bnitial rationale for the Accord as & mechanism lor creating jobs appesrs
very disiant in the light of the recend Libour mrarket hissory of Austrabia
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RECENT DEVELOPMENTS IN INDUSTRY AND
COMPETITION POLICY

ROSS JOMES

The past few years have wilnessed some major developments in
Austmlan ndustry policy, The microeconamic relormm procssses designed
o improve Australia’s intermational competitiveness and mise sandands
of living have placed primary emphasis on generating competithon in
Avsmlian markets Much of the thrust of indusiry policy has therelfone
been focused on improving the periormance of those sectons tros: shielded
from comrpetition, Conpetition policy also plays a significunt role in this

In this paper | winild like bo esamine the most recenl developommis in
competition policy and industry policy in Australis and wo consider how
such policies will impact on broader microeconomic reform objectives.

Developments in Competition Policy

In a major statement in 1991, the then Prime Minister Mr Hawke
anmounced that ihe Trade Practioes Act, Ausitalia’s principal legislaiive
instrumment of competition policy, would be widenad in ibs coverage. The
Prime Minister targeied Commonwealth and Sate public business
emterprises and particular segments of the private sector, for examgple, the

as bring arvas where competition could be improved. It was
ﬂﬂﬁhﬂhmmﬂhtﬂnﬂhlﬁdmﬂn
were glven of opportunities for lower prices through improved
competition in the road and rail transport industries, the elecaricity
imdustry, and the professions. The proposal by the Prime hMinister for a
matinal framework of competition policy and law” has the poleniial o
provide significant improvements in the efficiency of Australian industry
in the ame way as do the deregulation of markets and redsctions in

The (e Nafion Siatenend of the curment Prime Minkster Mr Keating re-
competiton policy as a major instrurneni of microeconomic

reform. It B within this conbest that | wouild like to exsming thie proposal
for significant changes in Australlan competition and indusiry policy

ithrough the proposed changes to the merger provisions of the Trade
Prectices Act.

When the Trade Practices Act was introduced in 1974, Section 50 of the
Ao dealing with mergers prohibited mergers which resulied in a
substantial lessening ol competition in the relevant market.  However, in
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1977, the Fraser Covernment amended Section 50 80 thai mergers ane
prohibited only where the menger would lead to a corpomstion being in &
pomition o dorminate & sebstantial market for goods and services.

It wan argued by the Fraser Government, when introducing this
armendment, thai the substantial lesening of competition provisions led w
a large number of mergers being caught under the section, with
conssgquent substantial complianos and enfonortnent costs. 18 was further
argued that economic efficiency would be weakened by shielding
imeificient firms from ukeover, and reducing oppoertunities for soonsmiss
of scale which may accrue from the merger.

Dver the ast fifeen yoars this view has been debaied on numerous
occasions, and & commonly held view was that there was insufficient
pastification for a change to Section 50. However the most recent inguiry
o the e, the Coonry Inguiry, concluded that Section 50 should be
amended o probibit mergens which would have the effvct of substentially
lrssening competition in a substantial market for goods and services.
Fullowing a recent statemnent by the Anomey Coneral, # appoars likely
that the amendiments 1o Secton 50 will be made.

Critics of the proposed change argue that a return to the substaniial
kssaning of competiton test rEpresents & felum W the strochure-conduc-
performance models populat in the 19508 and the 19608 A particular
feature of this approach is the sssumption that & highly concentrated
market structure will lead 1o collusive behaviour among the firms which
will drive up prices and enasble firms (o earn monopoly profits. The

important. ﬂpmuﬂmmlphﬂlh-ﬁﬂunmu
interpretation of merger policy is necessary bo ensury thal Awstralian firma
can become large enough through domestic mergers 1o enable them o
succesafully compete intermationally. For example the Business Council of
Australia has argued that the need lor industry ratiosalisation and
effichency s critical in Australia and that legisbation should not be enacted
which ncresses barriems o development.

However, in recent years sconomists have again begun o express
doubt sbout the need for domestic firma to dominate their home markets
o ensure international competitivensss. The work of Porer (19900 has
teceived comsiderable attention with regand 10 this issue. Poner's view s
that indusiry structeres in which one or two inge firme dominate should
b aveided becawse such firme frequently Lack the domesic competitive
[rEssures 0 encourage them 10 be sifickent and 10 innovate. His empirical
work suggests that sucoessful expon oriented indusiries are often
chammcierised by vigorous domeste competition with the achivvement of
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sconowmies of scale in production through exports, not dormimance of the
dhmmeesitle market.

In many cases those Australian firms which dommate their domestic
market still produce only a very small proporiion of world outpul.
Effickent production may still require sconammies of scile 10 be achirved
through evports, yol withou! domestic competition ssch firms may be
inefilctent amd lack inventivensss (0 the extent that 8 successful exporn
srategy b unbikely.

O conurse, the intrrnational competitivensss afgument s relevant only
o mevges in the traded goods and services sector of the economy. There
are subsiantial parts of the economy profected from the discipline of
Import competition. Where there |s litle threat from import competstion
and barriers (o entry ane high, the anticompetitive behaviour i & market
dominated by one of fwo frms may be consbdernbbe.

I such markets, frms may adopt 8 Tive and bet live’ aitihade with litte
competition between them. The small number of firms in the market may
increase the potential for collustve arrangements between the firms while
mich agreements, if made, may condinue for long pericds of lime booansse a
dynamde and competitive environment doss nol exisl.  Competizion may
be ton weak 10 generate pressures for firms to improve efficlency and
oo more nnermtive.

Such potental anti-competitive effects may be difficull o detect and
rary o be adeguately prevenied by other sections of ihe Trsde Practions
Act. It is probably more efficlent from a regulatory poimt of view o
prevent mergens in such markets, rather than applying other regulatory
sanctions such s price surveillance after the merger has laken place.

It s alno inportand to rote that & return 1o substantial kssening of com-
petition doss not have 10 lead 10 restrictions of ‘desinble’ mergees. Mes-
gem which winikd genersie benefits ihrough bproved oompetit veness in
foreign tmade need not be blocked. In their definition of the market, the
Trade Practices Comndssion always conslders the tmpact of inhernathsnal
comnpetition. 1f the frms proposing & merger were subpct 10 considerable
commpetition from imports s the Australian markel, i ls possible thal the
murger may siilll be approved even though i may kead 1o 4 domestic
production memogoly for example, Similarly, if the firma propoaing the
murger argely competed in an oversess of work] market when there was
mebstantial competition then it is most untikely that the merger would be
blosciued.

Remember abso that authorisation will still evist under the propoesed

which lead o a subsitantial lessening of competition
might still be approved where there (8 public benefit arising from the
TN REY.
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There has also been one other imponant developmen! in competizion
policy im recent months.  After much deliberation, the government has
indicated that it is about (o increase the penalties under the Act. Al
present the masimum penalty for bresches of the Act is §250,000, the
figure st when the Act was passed in 1974 In contrast the maximum
penalty in New Zealand is $5 million and in the United Saates is $10
million {(with triple damages provisions) The proposed Ausiralian
changes will see Lhe maskmum corporite penally incredsed o $10 million

In ihe remainder of the paper | will consider the most recent
developmants in indusary policy.

Devalopmants in industry Palicy

Cher the past few years substantial across the board tarilf reductions have
ke many people o belteve that the protection / free trade debate which has
existed in Australia since before Federation has been won by the free
tradem. However goch a conclusion may be premanire with politicians
fromn both sides Fsamining rmsre niervenionks sppios e

Australian larifis have been decressing for a number of years. In 1973
the government cut all wrifis by 23 per cent. In 1988 the grvernment
anfowmord that over the lollowing fous years all wefl rates above 15 per
cent wolld be phased deown 10 15 per cent, while those between 10 and 15
per cent woulkd be reduced 10 10 per cont.  Cerain industries sibject 1o
specific indusiry plans (such as passenger motor vehicles -PMV and
tentiles, clothing and footwear -TCF), were encluded but substantial
Eberalisation was anticipated in the exchaded indusiries alse.

The government’s March 1991 Statement increased the pace of the
refurms with the announcetnent that the majority of tariffs will be reduced
te & masimiaem of around 5 per cent by 1996, and ihe PMV and TCF
ndustries will face major reductions in their protection over this decade.
When the 1991 programme is completed by the year 2000, the average
effective rate of assistance 1o manulacruring will have Glien o 5 per cent
while the avertage nominal rate will have decreased 0 around 3 per cent
The Industry Commissbon estimated that such reforms would lead in
themmselves 1o GO incrodses of §1. 5 per year (in 195889 prices).

The ot that the Hawhs Government came o poweer i 1983 with an
interventionist industry policy programme asd thes Introduced
Australia’s greatest i reform during o period of contimang balance of
payments problems is often overiooknd  The proponenis of the “level
playing feld” in Treasury and at the Industries Assistance Commission
fand e sucorssor the Endustry Commission) argued stnongly for the neo
classical, non interventionist approach and won the support of the
povernoment and the Opposition.
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However there has been some dissent from the dominant nomn
fnterventionist view Supporters of @ momne activist industrial policy have
used the theoretical work of Krugman (1967 and his development of
sralegi trade theory to support their case. An argument of stretegic trade
theory is that many of the perfect market ssumptions behind free rade
argurments are no longer valid, hmpnﬁhﬂ.qﬂ:ﬂhhﬂhm
technology poods. there are significant barriers 10 entry caused by scale
econoimbes, sdvaniages from leamning by doing. especislly scoraing o
thess first ke the incustry, snd the presence of & few large oultinetional
Brom. As @ consequence of market siiure i has been argued thal firme in
ceriain industries are sble o gain monopoly power which can be explobied
in imternational trace.

O course such 8 conclusion does nol support an interventionis
inabusiry poldicy, it merely points w flaws in the neo-classical non-inter-
ventionist approach. Further, for a small country like Australia, the
apportunities 10 exploit & srategic position in a world market would be
very limited. The one Australian industry where such an approach was
partially utifised, the wool industry, does nof provide much support for an
indusery policy based on strategic trade theory.

The IAC and the Treasury boih discusssd strategic made theory and
concluded that strategic trade theory was based on some invalid
mﬂmmm Saamford (1992 howewer
was ks dsmibslve

The other major development was the study by the Australian
Manufacturing Council (AMC) & group made op of manufacturing
Interests, trade unbons and government. Their report in 1990 accepted that
the provectionist anguments for continued tiifs had been lost  Lnstesd the
nrpont recommetded selective intervention in industries, for example in
inchustries with strong export growth potential

The critics of this approsch argued that this altermative was simply o
varuation of 3 disTedied ‘pleking winners' spprosch which might lesd 1o
considerable mis-allocation of resources ap governments chose 1o
selectively assist particulsr indusiries

Supporters of interventionist industry policy in Auseralia often argue
ithal ‘uniair’ irade testrictions and subsidies by olher countries justily
domestc protection. That ks, If Eoeeign countries subsidse their industries
theen Australian should do the same. Howwever I is imiportant 0 remsemiber
ihe effocts of such

mmmmmwmmmrwm
taxpayers of the couniries undertaking such policies. European and
American agricultural policies which push down workd prices actually
benefit Australian conmirners of such goods. While Australian producers

B FCOWOMICT ‘92
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may be harmed by such policies, 8 more interventiosist approach by
Aumrals is not the appropriste solution. It B unlibely thar Australia could
afford 1o subsidise its affected industries 10 the extent that European or
American policies would be changed.  Ar the same tirme local producem
and consumers would fece higher charges and tanes to support sach @
schame. A small country such as Australis cannod sfford 1© undertaks
expinsive interventionist policies regardless of what & being done
WP TReARN

Theere b sifll rreuch 1o be done in the microsconomic relomm area. bn ihe
it few yean the Commomnwealth government has undertaken measires
o improve economic performance in a number of sectors including
aviation, the waterfront and telecommunications.  However mamy of the
sectors where the opportunities for improved elfficlency are the greaiest,
are seciod wiene Sale governinenis i responsile

In its 199990 Anmosl Repory, the badustry Commission astimaled the
antiual outpul gains from cenain microeconomic reforms and came up
with $170 per year from those reforms shown i Figare 1

The Industry Comminshon® has dentilfled industries sch as energy.
rallways, water and mad constructhon &% areas of State government
responsibilily whare prriormance coukd be improved.  Already a nuanbwr
of Sute governmenis have instituied changes deslgned 1o incross

Figure | Origins of onnuol goins frem certain micresconomic
raforms
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effichency. However given the current bud geary constraints of many Stair
governments i will be important to shsare that the States o not use
public enterprises as a general revenue raising mechansm For example,
borh NSW and Victoria have been criticised for pont pricing changes which
ave sdded to the costs of sorme shippers.

The government has also glven the Buresu of ndustry Boonommios (BIE
& specific task ks the microecomomdc reform process. The BIE s currently
underiaking a benchmarking study in & number of industries where
Austsalian industries are compared with the workd's bewt practice. Thelr
whuchios on elactricity and failways have been publishad and 3 study of port
wificlency is curmently being underaken,

The gowerreamend recently announced that the Industry Commmisakon s
i e ol b Melelbomarne. 1 b b0 marly o say whether this
shift will lead 10 @ shift in s policy prescriptions. However it woukd seem
that the move, coupled with the appointment of a new chatrman from
manufacturing industry may lead to & softening of s previous non
interventionist pobicy prescriptions.

Finally, | would like to look briefly at a recent example of the greater
co-prdination of competithon and indusiry policy

Tha BHP Sissl Tokeower of Mow Isolond Stesl

For many years BHF dominated the lrom and steel Industry in Mew
Zealand and fought hard o prevent the establishment of 8 Mew Zealand
sieel industry.  However strong political and (financlal suppon from the
MNiw Fealand government evieniually lod o the sstablishment of New
Zenland Seeel  However the company was in severe financial difficulry
wrhen the refarmist Lange Labor Government decided to abandon sipport
for the comnpany in the mid 1980s
in 19685, BHP made a bid for the company, which generated opposision
from both sides of the Tasman, In Australia, the TPC was
io the takeover as MNew Zealand Steel was one of BHMs few
competitons in the Australian market. The TPC took action under Section
50 andd was deleated in the courts. Under a compromise worked out later,
BHF undeniook not io inhibit New Zealand Stesl from produdcs
in Australia snd 10 seek TPC approval before increasing its halding of
ordinary shanes above J1 per cen
In sarly April 1992 BHT announced plans 1o ke over New Zealand
Steel The Ausiralian Sieel Association, & sleel users group made &
mubrmissdon to the TPC arguing that i the merger went ahed BHP ahould
continue 1o abide by iis agreensent not 1o inhibit New Zoaland Soeel from
steed in Australia. By 1992 New Zealands Steel had increased It

shure of the Australian import market substantially, perticularly as it was
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engmpd from wariflls under the Closer BEconomic Relations A gresmeni
bebwwen Australio and Mew Zealand

The merger was approved by the New Zealand Commerce
Commlsslon which was satisfhal that the merger would not resall in the
strengthening of 3 dominant position in the New Zealand sivel market. In
reaponss (o this decislon the Australian government announced
sccelerated reductions of wndls on cernatn steel products.  Tariifs from
developed countries were cul from 10 per cent o 5 per cont from July 1
wiiile bnports from developing cousntries ane duty free.

In announcing the decision, the Minister stated that the rationale for
ihe reduction was concern al the deoreassd scope bor competithon resulting
from BHPS proposed wkeover. The TPC announced i was satiafied that
the tariff cuts would stirmulate competition through impors and a lew
days latsr BHP completed s tabeowver of Mew Zealand Steel.

The outcome therefore was thal in respomse (0 8 possible increass
markst concentration, co-ordination between oompetition and indusery
policy ensured an outcoene which may generate greater efficiencies in the
domestic and Australasian steel markets with enhanoed competition from

imports

In this very brief overview | have attempted 1o look 5t the most recent

developments in competition and indusiry policy and their inter-

relationships.  Both areas offer opportunities for Australia to improve the
of economic activities and the rate of growth of cutput and

living standards by targeting those sectors of the economy where

competition s limied.
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JANET TORNEY

I was pledsad o s that international trade was maintained as the theme
for the conference dinner. While Australia’s external position was
ithe focim of the sconomic debate i the mid-to-lite 1980,
thal punils has now shifted to the recent recession, and specifically the
labour market. This, herwever, shoukl nat be interpreted as indicating that
trace and Australis’s external halance ard not issues.  Incdesd, Auwsiralia’s
relationship with the rest of the workd will continee 10 be at the cofe of
Australia’s sconomic future and, therefore, cannot be ignored or down
played, irrespective of the stage of the economic cycle.
The theory of and practical experience with international trade s such
& diverse topic that it could not be covered even if the full fwo-day
conderence was devoted o i | will, therefore, develop the theme of
international competitivemess discussed by last year's dinner speakir,
Caml Austin, specifically ooking at how Austraila is placed in the world
tradle environment and what ame its future dirctions.  Such & discussion
will necessarily involve an assessment of Australia’s econotmic inbegnation
with the Asian region

The Importance of Trode
Thite is Viiibe doubt that Ausiralia is very much & part of the global
economike snvironment, being & small open sconomy heavily rellant on
irade. The composinon end direction of this wade, however, has resulied
in s ot participating o the growth in world rade io the exvent that other
similar seed ecomombes or our major tading pariners have done. Exports
s & propantion of iotal ecomanmic growth of 17 5% compares with 21.5% for
France, 35.9% for Sweden, M'% jor Canada, I7 8% jor Mew Zealand, and in
Asls ~197 3% for Singapore, 1158% for Hong Kong and 57.1% for Talwan
Dwver the lest decade, growth in workd trade volumes has averaged
57% — up from X% in the previous decade (1974-8%. This incresse has
resilted from a greater degree of spechalisation by individusl sconombes,
such that bodh imports and exparts have expanded more rapidly, The
Australian experience has been in contrast to this trend.  Exports grew by
A8% in the |960s (6% in the 19708) and imports exbilbied average annaal
growth of 4% and 5% in the two periods, respectively. A rise in impors
hmu-.mmumwmh Imchemd,
the rise in impon penetration (. the proportion of impons in non-lerm
salen) bn Ausdralls from sround 9% in 1980 w 13%, currenily ls often chied
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as a reason for our lack of international competitiveness. But b those
Empors beed Into productive ourput, then rising impon prnetration coubd
actually be a sign of 8 gresier exiernal orieniaiion of the econommy (ser
Fligure 1),

Composition of Trode
5o why has Australia’s trade performance not maiched that of the st of
that weorld 7

Ome rason s the composition of our trade. Austrabs no konper rides
on the sheep's back. But it still relbes very heavily on pranary indusiries
Using 1991 data, mining exports comprise 46% of the ioal, rursl exparts
ZM% and pramdactured exporis only 11%. This heavy weighting in favous
of primary industries is contrary (o ithe general pattern of world rade As
Figure T shows, the growih i work) trede over the sl two decades. has
ben concenrated in rramasfacmimad produscs not rural oF mineng prodects.

This musch greater focus on trade in manulschaned goods has major
implications for the development of industries in Austraiia, The clesr
message s that manufacturing enterprises need 1o have an extornal
orientation and o the same time be internationally competitive. | am by
e freens sgpesting that Australa shoukd ignore ws ratum | endowments
and iy o manifaciure everyihing. We have iried ithat and failed. What I
necessary b o caphtalise on and capand & nurreber of our low ookl erd

Figure | import panetrotion
o [kanho of mmpors 1o non form soles, conson poice)
14 14
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eificiend primary indusities, sdding value si the early stages of productios.

Austrabia has commenced the process of being viewsd 2 more than
just & farm and & quarry. The proportion of manulsctured sxports has
increased sharply, from 18% in 1981/K to I3% in 1990,/91, It is important,
however, to draw the distinction between simply transformed manu-
factures (ST, such & mw ron, seel and other mrtals and elabomiely
transformed manuisctures (ETMs), such as machinery, transport equip-
rreni and specialised squipment. The formes category kas remained Gairly
cormtant, o arpund 7% of o] exporis. FTMMs, bowever, have grown nom
11% 1o over 16% of total expons.

The rine n ETMs over the 1980 has suggested 1o some that this bs an
ares where Australis has a comparative advantage. 1 should be noted,
however, that almost 30% of these manufactured exports receive sioeable
guport assistance (for example, through the motor vehicle export
laciliation scherme). I the recend growih in manuiaciured exports b (o be
mustained, industries must eventually be sbie i compete in their own right
in international markets. The heavy level of assbstance for FTMu may help

o rcplain why competitiveness of (hese goocds bas mot improved despite
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their growih far ouisterpping that of sl eoports over the last brw years
(sew Figure 5.

Figurs 1 The competifvenss: of Avitralion industry
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Te Protect Or Mot To Pretect T

Trade barriers, which include not only ianiffs, bul also bountes, quodas,
export enhancement programmes and anti-dumping legislation, are nos
fust an ssue for Australia Indeed, we can hold our bead high on o global
comparison. They inmpose & major constraing on world made, particularly
in the areas of agriculture and services This b ancther rrason, therlore,
whiy Ausiralia’s trade periormance has boen relatively walk

The General Agreement on Tarifis and Tesde (GATT) was set up In
1947 1o redhuce trade barrers around the world. In the ares of manu-
icruring, it has bewn fairly sucossbal, with sverage global urils down o
wrownd 5% m 1990 from closer o 50% & GATT s inception.  This has
resiilied in ihe tweniy-lokd expansion o trede in manufacheres. But in the
areas of agriculture and services it has largely failed because of non-
oooperation by the major participants who place national interests ay the
Fore. The current Urugpuay Bound is 8 clear example of bow difficul i s
o make inroads in breaking down @nff barrers. The Bound comemenoad
I 1586 wiith the akm of Broadening the scope of the negotiatons o services
and achieving real reductions in agricultural protection levels. Sin pears
later, Hithe has been achisved becase the L5 and BC have noil been willing
o comypromise either on the magnitude of the reduction in expor subsides
or on the sbre of the cut in domestic support and sccess barriers lor naral

Ome trend that has emerged has been the reglonabisation of mmade
ArTRAgEmehi. mnmmwmquh-hphn
mnce the mrly 19705 This has become more clonely kndt.  Moreover, the
US now has free trade arrangements wilh both Mexico and Canada.
Figure 3 (p77) illusraies this reglonalisation of rade.
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Figura 4. Toriff protection
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This cbviously places Australia in o somewhat insiclious position for
trade in certain commodities with these regions.  Australia is o fownding
mesmiber of the Cabms group, which is a collection of non-aligned, small
nations with fairly lberal imade policies. The hope |8 that the combrimed
size Larounad 25% of the world economy] will give sm en increased volce.
Bt this will mow provide s sufficient offsst 1o the magor trede blors. Rather,
Australla meeds 10 optimise this trend 1o reglonalissd trade,
moce on irade within the Asisn reglon. (1 will come back 1o this Later.)

T mentioned earlier that Australia has a favourable recond on trade
barriers. Specifically, the May 1991 Beonomic Swvement sotended and
hastened the werifl reduction programme such that the average slffective
rate of protection for manufacturing will be only % by the end of this
decade compared to nearer 2% in the early 1980s and 12% currently.
Certain indusiries, howrver, still have significant indusiry assistance,
notably passenger molor vehicles (PMV) and lextiles, clothing and
footwear [TCF) (see Figure 4), The conflict for Austrabia bes in tve fecy tat
we are vy low cost. eificient producers in indusivies which lsce high
global tariff barriers, eg rural indusiries, butl maintain tariff
proveciion /industry assistance in industries which are relatively ireely
tracied in the global market

The answer to this is to develop markets that are relatively open and
produce products where Australia has o comparstive sdvantage. This
souinds fine on paper. How s i iransladed indo reality?

] ICoNAMI 9T
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Trods . . . but with wiham?

Civen the regionalisation of the world sconomy ko three major blses —
the Americas, Burope and Asia, b b logical that we ook o become part of
the growih cenire closest w0 us. Most peuple are aware thal Asia has
increasingly becoms & rger tmading parmer. What i probably mot oo tised
is thai on the basis of the 1990, dats, it & Australla’s lages trading
partner (Figure 5, Around 40% of our irspores are soureed from Asks and
5% of our expors are directed 1o Aska.  Indeed, of our top four expoen
countries, three are Asian, with lapan alone accounting for over one
quarter of our exporis. The growih of trade with Asla has been a recent
occurrence. Ten years ago only X% of imports were from Asts and
arouand 0% of total Exports weni 1o Asl.

The real change, however, has accurred with the non-Japanese

Figure 5. Austrolia’s rede Rows 1990/9 1% of iolal iode]
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eonmmies.  Soulh-East Asla now sccounis for 12% of our merchandise
trache % in the early 198080 while North-Fas) Asks sccounes for 16%.

By contrast, the decline bn Australia‘s trade with the rest of the workd
has been fairly evenly spread. OFf our evports, only 11% go to the US and
12% 1o the BC (including the UK), while 4% of our imports are from the
LS and 22% from the EC.

Prowimdy is not the only benefin for Australia incresaing its irade with
Aska. There is abio & ranural fit with the industry base

*  North-Fast Asla (exchuding China) has very Bmited natural resousces

KON *9 ] ¥
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= the easential ngredient 10 thelr more developed indusities —
while thoss In the South-East Aslan economies are still
underdeveloped. With the ongoing sxpansion of ihe South-East
Aslan region, there |5 also wide scope for exports of basic
menufactures as well as akills and technology.

*  Thus, while primary commodities and hasic manuisctures may be o
diminishing proportion of workd rade, they are in sirong demand by
our close neighbours.  Ausiralia has an cbvious import base (n the
Askan region.  As labour is relatively cheap, especlally in Soubh-Fas
Anda, it s rational to import labour-intensive manufactured goods
wikch, if made in Australia would not be competitive.

The of manudscturing such prods in Sowih-Ess Asis have
bewn rcognised by companies sach & Pacific Duniop which over the Las
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i miries siach as tows, Weotiles and shies which weene onir the preserve of
Singapare, Talwan and Korea. These countries now focus on their
conparative sdvantage in industries such as appllances, components and
codour TWe. And with time they will move o the much moey specialised,
less labour-intenstve indusiries sach s semib-conducion, compuiers and
blotechnics which are currently almost solely the domain of japan and
Korea

The other major sdvantage for Australis becoming more clossly

Toble | Asion sconomic outiook
Grorwth IrBstan
1990 1991 1992 19R0 1V 192

o 0 L
Korea 3 a4 FO gs 97 80
Teabswen 56 73 735 41 34 4D
Hong Kong 30 3% 55 28 120 100
China 52 7J7O0 %0 21 29 70
Singaporm Bl &F 35 34 33 23
Mlrlorynicn 98 88 T35 37 44 40
Thsibered oo 79 735 &0 57 &0
incdanasin 74 53 50 7B 94 B3
Philippines 19 01 30 127 Ir7 120
Aggregoake * aéd &F TS5 4 &3 70
*  The oggragots i o weighied sreege bowd on 1991 GOF GNP The geeie
wmighe of the Paorhosnal duoe soecesas e ot bt cerul gresth o
] watimmin [ e

——— — —_——

integrraied with Asis is that it is the growth reghon of the 1990s (a0 beast the
warly 19908l Owver the naxt few years, prowth in Asls (eschoclbng lapan) s
expocted 10 average 7%, well up from the prospective growth tn the major
OBECD evonomies of 2-1.5% (Table 1) Morcover, exposee 1o the oiher
major global economic centres is diversifind through Asla. The Nornh-East
Ankan ecomomies are wveragad b0 the US economy while South- Fist Aski
is much more dependent on intra-regional seonomic sctiviy

The Hawhke Covernment's Asia Pacific Bconomie Co-operation (APEC)
initharive wndd more recently Prieme Minster Ezatkng's visit to Indonesia

FEON0MIT "9 w
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and attendance at the South Pacific Forum were motivated by the
recognition thet Australia's future by within the Asla-Pacific neglon. It s
worth noting that the proposed AFEC is not & mading bloc, but mther an
Astan DECD, with alms o promote greater discussion and understand ing
Iy thar resgrion.

Which IndusiriesT

The optimal componition of Australian industry is probably a more
difficult lssue than the direction of trade. The theory behind ‘ihe level

playing field" has had a sound battering over the last year or two.
Cenainly, there are distoriions. in the systemn which will peevenl aptimal
market-delivered outcomes. Bul what s often overiooked in the
discusslon aboul indusiry assistance from govermimeni is that it implies
that the suthorities have o greater level of expertise than those involved
directly in production. What is esential is that governments provide the
ervironment such that firms have the opportunity o sucomefully compete
in the global market. This harks back to the well-warn phrases of
‘microsconomic reform’ and ‘structural sadjustment”.  They are, however.
essenilal 1o the development of any successful externally - oriented
industry. When | ik shout microsconomic reform | am wiking about
more than just labour market reform. In the list | would include as &
mitndmm a radically upgraded distribution system. a reformed o systemn
and more open product markets

Ciwven this frarmewerk, if is them dsasible jor industries to compete. This
alom, however, will ot make them internatiomally competitive As Carol
Austin pointed out last year, international competitiveness is not
andewed, I must be created. Factor endowmenis are a necessary
condition, but demand, related and support industries and firm strectune
and ranagement are abe crucial ingred enes.

I was once asked if i was a problem that Ausiralis was considered as a
farm, & quarry snd & university. My response was that if we could do all
three well then we should be well satished. This sssessment, however,
shoubd mol be When (n s harmowest senise. Bather. [ belbeve thal Austrilia
can be internationally succesihul In primary, secondary and lertlary
industries. 1 b just thet we connot be successful in sl industries within
each browd group. Specifically, Australia has no benefit from being n
highly processed manufacturing. bur it can compete in manufachuring
inchmiries closely assoclated with eliher end of the irdusiny specirum. Tha

for Aumtralian indusity and trade are snormous.  They
mipernede the economic cycle snd, therefone. have the risk that they may
be deralled. Unemployment, debt, lack of vennere capital are bt a few of
the impediments that will arise. But if Australia is o have 8 sirong
medivm-term outiook such challenges mast be cvercome.

100 FEONDMICT “93



STRATEGIES AND RESOURCES
ANITA FORSYTH
MOMNASH UMNIVERSITY

Anita Forsyth s o lactmer in Economics Mathod within the Facully of
Educanon of Monath Unieery  She tought e secondry sconomect lor
15 yoan and har written numercus sconomics texfbooki ond & the oo
author of Austolion Economic Skalistics 1992 A Siudent Guide o Recunt
Ausivalion Experience |1 992, Warringal Publicaions].  Aniks is the editor of
e sconomics wchion of Compol, the professonal geermad of the Vidornion
Conmmprcan] Teoschadns' Assocusion



ANITA FORSYTH

isec't it mbausting rying o be s “whizz bang” sconomics tescher T Having
taght economics for fifteen years and belng involved in economibcs
method in the Diploma of Education courss for nearly as long, | think |
can say that to teach economics well is extremely demanding and

Sowmn 0f the rossaons for Uhis stems From the (et Bt we conatantly need
b keep up-to-daie with changing conditions in the sconomy which is one
of ther madn reasons for adending a conferenoe ssch as this?

However, somathing that has concerned me an | talk 1o both shsdent
teachers and practising teachers bs that one of the challenges of tmching
econOmbcy I8 fo try o start off new topics and lessons with students being

This paper abma o give you 4 aste of some kisas you may find usedul
as introductory tasks for beginning units of work and lessons which
hopefully:

0 inberesi and imvolve stodenis;
() arw stusdend cenbnsd;
i ercouragy sudenis b0 ook lor answers without Being ok the

“ooriect’ anwer

Pro-tast’

Uisimg & pre-test st the commencement of & new topic fulfils 3 number of
abjectives

(i} B aliows you o find out what students already know or feel or can do
in relation b this topac

(Y & allows all shadenta 1o be volvied;
D @ provides a hass for seirmuleting further discussion
Here are s couple of useful examples

My thoughts on unemployment — appropriate as you begin a unil on
unemployment. Soe Talde 10,

Examining attitudes o poverty — appropriate when commencing a topkc
o income distrisution or poverty.
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Takds 1 My thoughts on unesmployment

Compleie sach of B weriveces below Work by yoursl and wy io el
coreludly ol whal o fecly beliers 1 be your coiraon Then be prepored
O GOl e et ATl with ol e

I. People who o snemploysd o fohoibpal? ..

T, Mecone shagld b loresd fo work becousr ..o,

5 ihink wes condd pesroome some of te problems of mempioyenent &

4. Bmy mum lost her ob Fd el ..
8. lobw vnemploys] mean L itk P

-] Flwn-.qi:ﬁh-hgh-lw-ﬂ'hduqt [ciele ane veoerd
ek oodun]
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Examining aritudes o povarry
Here are some common views about poverty in Australis. To test your
own views, place @ tick in the sppropriate column after each staternent in
Table 1
There are & mumber of ientifled attinudes to sues lke poverty and
powiriesaness in our commiinity. The questionnalre which you have
ormpleted ssscsses two of (e aitiudes
a The individualistic attitude. Individuals are seen 1o be primarily
responsible for their sitaation.
b The structural attiude. The way society is organised is seen b0 be
primarily responsible for people experiencing relative poverty.
dincrimination of poweriessnes.

Scoring your aniwer

For sach “strongly spres’ answer soore 1.
For sach “agree’ snmwer soore L

For pach neutral’ answer score 0,

For sach “disagres” answer scone 4.

For each serongly disagres” answer soore 5.

Now add up your answens for questions 1, 1,5, 7, 8, 11, 13. This will give
you pousr score on the individualistle setbtade. 1 you soore 19 or less on
this scale, i sugpests & tendency towards an individualistc attitude
towards poverty. LHl.p]nnmhg.ﬂul.l.hl.W,lIJl
This will give you your score on the sruchuml view of poverty. Il you
wroke 19 of less, i suiggesis & iendency bowands the stractursl anitude

Because these scales are not wotally muteally eeclusive you may find
that you hold esch of these attinudes to & varying extent.  What explan-
ations can you think of for this?

Sowrs:  Molmgwortn, Fetwr [1990], Auivaiani i Poverry, Brothehood of 5
Lovurmncon, bbastoos. e

Simulations, Role Plays and Group Work

Bmulstions and role plays involving group work arg an interesting way
for students io begin an inquiry into & problem. The problems often
COMCERT quenthons such as:

= What is the nature of the problem?

o What are alernative sodutions?

*  Which would | choose and why?

104 FEONARICY 92
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Table ! Enomining oftitudes lo poverty
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«  Who is Hight?

* s onve alternative cloarly prefersble or might people with other values
chonse differenily?
h-ﬂm Hﬂm nuiupqﬂ-‘“ .
(Edml Pomit i Frompmss
ﬂi-h-“-.&l:ﬁlhm
To llustrate how well this type of approack works, hefe are some
Euarmples:

Topio Income Distribution

Posce Ewaneth | Meubsck [1977], An incomes Dvaribatien Semlatios o [
Whitehsad [Ed |, Hongdbook by Feonomict Teochers  Halmemann Educationl,

Lorsdon |

Here is a stmulation sppropriate for beginning & topic on income

distribution:

Siep 1
The teacher beging the stmulation by giving the class a ten-guestion
test. The best way | have jound 1o do this is to set objective test
Guestions o the therme of bncomme disdribution.

Step 1
The cormect answers are announced. Students are allocated ten poinis
for each correct answer. This represents the reward in dollars for
work completed.

Slep 3
The sggregite chass score ks computed and studenis are advised that
this mumber represents the total income 1n dollars ‘earned” by the

chams through its ‘work” (om the iest)

Siepd
Thee sudenis’ task is 10 decide how 10 distribnte this incomes smongst
all those present which encourages students 1o articulate and

contemnplate their vahses concerning economic inequality.  Possible
soluthons inchide equal shares, productivity based allocation and
fraaranieed minkmurm incomes.

Stepd

The teacher divides the class into small groups. Bach group must
reach a consensus on one income distribution system and choose a
nrpreseniative bo stae apd delline their decaion
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Topic: The Effscts of Unamploymant
[Sowree: 5. Dillos and R Stanion [1991), Economice An liwes Approsch.
eyt | oucanonal aeinara |

This inkerview is appropriate when sarting 4 tople which books at the
whfecis of unemployment.

An interview with ‘Ceorge” aged 18 year, about his experiences of
bering unenaployred:

labervbrsrer: How long have vy boen sremployed Caonge?

Gourge: It wan about sin monthe. Bat it fell like two pear, i wee o
drawn out.

Interviewer: What happenad?

Ceorge:. | kel schoold aboul kall way through the yoar, 1 thought M'd geia
ol for & lew mosiths, get some money ogeiher 10 mave out of
e, s then go o Aort Schoal.

Interviewen Did you apply for jobs?

Goorge: 1 wook & cossphe of weeks o siar koking Al firsd i felt Bhe s bin
of & holiday bocauwse my parents wene happy W look sfter me. After
@ few woerks, T staried getting o lot of pressuee from my Gamily —
and | mensn vvery member of sy lamily — w get 8 job | started
feuding really grulry.

I got a job in & scovien prinbing faciory. | theughl B woald be cool. Iy
was e worsl. Pl st sl s machine for what el Bhe sis howes
withoart even mowing. [F was intersely borirg,.  The othor people in
ther inctory wers roally maion joo. | did that job for about sight daya.
Then 1 left without collecting any money. | just left on the
Wil nenlay rad daddnt oo hack.

1 ot ancther job moving fursitare. 1t wes good beoasse vou'd work
ﬂ*tﬂ““h“hlnhﬂn Tham 1 Lol this job,
arl nlaried o gol roally depressed. My parents sind | oouldn’t hold
dhivwn @ joti Al thai stage | was s borad, | sienk i te lowest Level
Foeever boen,

I gt mo lasy, 1 barely visied my frimde o sl aroand the house
and waich TV, My sster aned brother were also unonployed.  We
wore all really bored. We'd fight constantly, Keally intense fights.
Thr dayw pust lnded inko one another. 1t Eraggod on Bl (his for ages

Inierviewen How hard did you try 10 gt odber joba?

George: | stopped after s while. 1 had this ides thet here sore no pood
joba | wanted to work but | had this pessimistic stinde alxmn
everything. Twan foeling lie o social outcast. | didn’t feel Hie | had
[ & n mockery, T hnew | was imiellipmt enough © do w0 mary

but 1 el otally restricies.
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Imterviewen: Did you g 1o the Commonwralth Fmployinent Servioe
e

Coorge: | did | tound na cold
m mpﬂ'ﬁmm—ﬂyﬂ e o of work

%*ﬁhwﬂﬂlﬂ;!hhﬂm“
rnl hnui-m 1 it want e live: iy bife

h-u- Mo rﬂquuu.u Moat of -y fresds
wre unemmployed haven't

dhone it either. The thought of being
nhﬂhﬁpﬂ'ﬂj—m You're brought up o think 'dole
rrquals bludger

sl o v bttt 4 "
W L8
ﬂ—- | was hucky. ﬂr-—-—n-ﬂ you

don't have that, if's hers were 50 manry Ehings |
wansed 10 do. and 1 couldn’t affond any of them 1 ooukdnt afkond ©
anyywihere outside Carfion, [ know Cartion so welll, Fm sick of i

e
Interviewser: This week. you've gone beck 1o whool.
George: | was scoephnd for Ant School. I's e bit like a dresm. m sl

Trving, in the hare of unemployment | can't brfieve Pm finally doing
wornething,

Rode play the interview in class. [(Perhaps you could choose students
andd ask themm o dress in the role of an imerviewer, of. Jana’ and an
esnEmprloryed peerson )

Aner the role play, divide the class o small proups and ask the
jrougs o discuss the fnllowing:

1. How uremployment affecied Ceorge's life

L Comment on Geonge's attihide to acoepting government welfare

payTis.

3 Mdentify any factors which helped Ceorge get through his period
ol b umemployed

& Comment on whether it was George's own fault he was

unemployed or do you blarme other Bctors”

8  Discuss whether soclety should be concerned about how
unemnploytment affects people like George:
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Toplz Types ond Couses of Unemploymant
[Bosscm: B Les, [1987), Somysle s Plan. Prinked in Compol YOTA, Yolume 1)

This activity may be approprisie when commencing a tplc on the Fypes
and caases of uhemphoyment.
1
Teacher starts out lesson by sying that on the way o work soday on
radio talk-back sormeons sakf: “All these people who are out of work
are bhudgers! The only reason they can't get 8 job ls that they are too
iy o look for work?
Siep 2
Ask whudents i they agree or disagrie

Step ¥
Shxdents are ankad o select & ‘case shudy’ and reed i oul o the class.

Examples of these case study cands inchide

* Twve pust left the Royal Melboume Instinute of Technology (RMIT)
with an Accounting qualification. Thenr ane lots of jobs around. At
the moment Fm having lots of interviews, but | haven’ found a job
w_l-

# Trma welder — Tused to work on an ssembly line, bui ook fme
off to wisit my fmily im Greece. When | came back, | had been
replaced by @ robot”

* T was a chalkle ai the Stock Exchange. They've just infroduced
computer trading of shane, 50 [ve been retrenched.*

* Tma wood cutter. Now that businessss have stoppad investing in
niw bullding and squipment there lsn'l mach demand For wood.
F'm cm the dole 2t the moment.”

* Tma single moiher with two chiklren, ohe of whom is Biknd. 1
wonild love 1o worke but 1 can't eave the kids.”

* Tonce played o plano in a band  However these days all the hands
which ane popular use synihesisers, and as | can’t use one | haven't
been able to gl o job."

¢ Trma bome-maker, | used o work as o hairdnesser years ago, bat
have been inasy looking after my family. F'd bove o get & job again,
h:'umﬂuﬂﬂhmmdmﬂ‘ﬂm

* ‘1 'was trained in the country | came from as a lewyer. However, my
English an't very yet, and | would have 1o go back 1o
Unibversity 10 Thar's difficull as Fre got children at high

school. 5o o working on the assembly linve ot Pord.”
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Step 4
Tencher asks srudents to find and sit with other people who have
mirrsilar reascms for being wnemployed.

Siep §
Srudenis form groups (oosely based on hard cone, irictional, sesonal,
structural, cyclical unemployment).
I i roups they are asked i decide wpon:

G aname for the type of unemploymmi:
G0 » definivion of this type.

DD o ST,
Blep &

Students are ssked to report 1o the class what they have conchaded.
Step 7

Hach group asked (o refer to 8 textbook 1o find the Label” for each type

Sirrulstion: Unegual Resoroes Came
Poure: Mary Buth Marshall [1977], Annual Handbeaok o Cegep Facdins |

Purposs

This garre s designed (o help pliyers understand (he feelings ard actions
of individuals and groups when resources are distribubed unequally. It
highlights behaviour when the job 1o be done becomes maore Imporiant
ﬁlltﬁlmﬁhrﬂrﬂﬁ,lﬂd gives an opportunity to observe the
bargaining process. It is an appropriate ieaching strategy when sarting »
il on economikc syserma of what is soonomics about.

Yoo will wewd:

1. Four coples of the Linequal Resources Task Sheet, one for each team.
Unequal Resources Task Sheet
Each tearm is to complete the iodlowkng ik
0 Make s Tom by Tom square of white paper.
G} Make s 10cm by Som rectangle of red paper
(i) Make a four-link paper chain, each link in a different colour,
) Make a T-shaped piece 7om by 100m in green and white paper.
ivh Maksa I0cm by 10cm Rag,. in any three colours.
The firsi team 0 compleie all waks is the winner. Bring your

comphried tasks to the Game Director. who will check them for
ECTURACY.
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Four large malling enveknpes or paper bags, ssch one ibelled with &
NREETT & TUITET .
Hesnrors for pach mant
Team 1:
One pair scisors, one ruler, ten straight pins, three pencils, &
stapler but no staples. one Ad sheet of whike peper.
Team X
One pair of scissors, one bottle of ghee, three 13cm by 13cm
sijiines of colouned paper (one med, one gieen, one Blue).
Team X
St felt pens (one sach red, green, blue, purple, orange, black)
and two Dem by Llom squanes of coloursd paper (one crmange,
one purplel,
Toam 4
Oine box of staples 1o fit Team 1" stapher and & x 13cm by 1km
squares of coloured paper (two red, one omnge, one blue, one
Ereen, one purple).
Do ot eworeed these allotments. Ciber colouns may be sulsiitibed.
but in the same proportons. The Task Sheet mand be changed if other
colours are submtitubed.
Mace vach tram's resources into the appropriate envelope or bag,
Add » copy of the Unogual Resources Task Sheel. Seal or shal the
envelope carefully so that the teams do not see one another's
Peacuarces.

Chairs for ench team. Place these as far apan s possible.

:l'lnrh;h“

1

a

Divide the group into four leams and have them take thebr places.
Distribwide the envelopes of resorces, one o each team. Tell them nod
B open the envelopes until you give the signal

Read aloud the following:  “Bach team has differemt materials and
toaks bt each team must compleie the same tasks. The tasks are
listed on the Unequal Resources Tash Sheet, one of which is in each
envelope of resources. The frsl group o complets the tasks b the
wirmner, Ohpen your envelopes now snd begin',

As the game goes on, observe a8 much group and bargaining
behaviour as you cam. Make notes of comments or

overhoand which will be useful in the debriefing session.

When a team declares its sk compleiad and brings the iheims to yoil,
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check sach one for conformity o standards. Reject amy which are not
procisely the ize roquested. Teams which lail to meet sandards may
return o work.

6 Decase as winners the first ieim o complete sl five iashe exactly as

dhiscribed,
Detriefing
(Ui these questions first 1o help prople svpress thetr emnotions).
What happened in the gamme?
Hew did you feel about your tesm's resournces?
Harer did you el albout the other Iram"s fesounoos
Was thery violenos or condlicr?
Between which warms was there condlict snd how did it stan?
How was Uhe conilict resolved ¥
What helpful offers or bargains were made?
Wha ook the Initlatise tn planilng siraiegy?
Was there any individoal of team you did pot trust? Why?
[ad amyone feel ignored or treated & with lack of consideration?

bn thee e, did your do anythdng contrary 1o your own values? How
did you feel abonst this?

EOEAP NS

1. What were the lscion which helped the winning ieam o win?

1 Whai were the laciors which helped the losing tearm bo boe?

3 How wias this parre Hie life? How was it unbike life?

4 ‘What nations are like Tewm 1?7 Team 27 Team 37 Team 47

5 Which ream bs vour nation most like? Why?

6 What groups in your soclety are like Team 17 Team 27 Team 37
T 4F

7. Whaidid you bearn about economic power in this game?

The Hewspoper

The newspaper s an essential source for econormics teschers and studenis.
However most of us don't have much imagination when it comes 1o using
an artichs or cartoon from ihe newspaper. Cenerally we ask students b
read and elther summarise the malerial or answer some ‘compiehension”
Ey P questions.

Perkaps some of the following ideas may b of use 1o you when you s
tanks around & news ilem and want to engender interest n o togec and for
ntrociure & fopic 1o shudenis
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Hasdlines are an interesting focus for 3 newspaper bem — aflen they

are “value' lacken and /or provide a ‘sumnmary” of the main patnt of the

article. Perhaps you conild ask students o

©  make up different hoadlines for different article

GO fill in the missing word from a headfine;

G wrile o different artiche for any of the selected hoadlines.

Sometimes newspapet photogriphs may have an sconomics alanl

Why not ask shudenss fo

) make up s headline for & photograph;

G0 wrike & shorn news ibem explaining (he rvenis mrrounding the
scene in the photograph

D write up the conversation that may be laking place in the
phoagraph

Editing the article may help studernts to focus on the bmporant lems

in it Ask students o

W choose the sentence in an article which best sums up the main
ihias of the wriler;

{4 write o mummamary of article.

Diher e using the newapaper inghade

{1 write a letter 1o the nrwspaper as an indivicdual or 2 class giving
yirur views on any issues raksed in the newspaper

i) wrike & response 0 any of the letiems 1o the sditor writien up n
the merwspaper

(i) ke & visaal collage using headlines, cantoons, photographa,
graphs. eic, showing & range of views on 8 chosen topic and./or
BATITETENE VW om 8 ¢hosen opic,

fiwl give ressons wiy you agree or disagres with the arguments. pui
forward in an artiche

iv)  for any issue, identify the number of different views exprosssd,

vl conalder which groups might bold views or opinkons on an ks
and wby;

(vill prepare a featune article on & corrent issie for submbssdon o the
s hod newspaper;

iviid) distinguuish betwesn acts and valoes as presaniod (o an amcke;

i}  prepare some questions about an sue and niery s differemt
peope about their opaniors, reactims, BRTUEnETEs Ior or Agains

(x)  circle all economic concepts in the newspaper Bem. List the
cuncepts and devise a concopt map.
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Sources which provide some further ideas on role plays, sirmalations

and group work inclade

Duvison, A} (1989), Startagie and Methods: A Guile for Tanchers of the
Social Scimces. VCTA, Collingwood.

Dllon, 5 and Stemion, B (19910, Ecomemici: An lsswes Approsch
Hetneremann Fducatlonal, Port belsmirne

Jount Council on Reonomic Education (19846 Master Cerricubure Giinide
in Eomwswmsics, Mew Yiorke

e (1981}, Strategien jor Teaching Ercowenica.

. {19E5], Tamcheng Struiegies — High School Fosamenice.

w—— (1985}, Tanching Strairges — Comsumer Erovewncs (Sevomdary),

Whidehiad, David |, (BA) (19790, A Hivadbool for Ecommmics Taachers,
Hisimirrmann Educaromal, Lomdom,

Whichesd, David |. (Bd) (1960}, Econamics Educalion: A Secomd

Hamdbook for Ecomemics Teschers. Heinemann Educational,
Lomndon.

Whisehead, David |. and Dwer, Dawid (Bds) (19970, New Divneiopesenis
in Ecomomicy wnd Business Edwestion. Kogan Page, London.
Whitehead, Dwwid | (Bd) (1988, Trede offs:  Simulations and Mole Plys

for Ecomormars.  Lomygrnan, Lisnebin.
It is always a constani batile o keep up-to-dabe aboul the siaie of the

scomarmy, changes to policy, et &0 | thought | would inchade for your
inberest & list of the publications ofher than ‘proper’ lewiboois | e o

vy upelated!

@) Subscription Services

Ecoslaty. 'Warringal Publicavion, PO Box 306, Fitzroy, Victoria, 3065

The Foonomnics Education Revdemw, EERC. PO Box %2 S Leonards, Mew
Gomrih Wales, JES

Ecomomics Updale Service, Condfer Publications, PO Box 385, Ballarat,
Victoris, 1351

The Studemi Ecomowusl, Anthony Kelly, South Pacific Publishing, CPO
T 1008 H, Melboarme, Vicioria, 3001
bl Bank Publications

Rarwerve Bank Bulletin and Annual Keport, Box Y47, GO, Sydney, New
Houth Wahes, 2001

Burtiness [ndicators, ANZ Boonomnies [Department, ik Floor, 55 Collins
Sereel, Mlbouwrmne, 3000
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Ecengmic Neusietier, Commonwealth Bank, GO, Bos Be6], Mel-
bmarme, N

Facts and Figures, Mational Bank of Avsiralis, Public Relations
Deparimarnt. 24th Floor, S0 Bourks Sireet, Mefhourmss, 300

Mi—#ﬂﬂmlﬁ'mmtﬂlhm
bdelbaouirmie, 3000,

) Student Guides

Burgesa, |. amd Bis, b (1990, The Hetnemsenn Students’ Cusle b fhe
Awestrafian Econoey, 1990 Heinemann Bducatsonal, Melbourme.

Clark, D, (19910, Stedewi Foonomic Brick 199797, Australion Finsseil
Rerarns, Bydney.

Clark, D, (19920, By Upsdate, Austrafion Financsal Sroirw, Spdney,

Cittima, B (1991). Cittims’ Guridle to Ecowwnics Oind e, VCTA, Colling-
wmcl.

Cltting, B et al (1997), The Australis Econmy: A Sudemts” Cacille 1o
Currend Deomommic Conditions, Warringal, Melboume.

Prince, R. and Forsyth, A. (1991), Asstralion Ecomomic Statistics: A
Student Cuide to Kecend Awsdralian Experience, Warringal Pub-
licwtioma, hieBhourme.

Problems im the Austrulsen Ecomomny Seras (19921, VOCTA, Collingwood

Riley, T (Ed) (1991}, Econowiis F] Comfervwcy Proceadings — Structunal
Keform m the Austrabon Ecomomy, EERC, Sydnry .
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COMPARATIVE ECONOMIC SYSTEMS:
PERESTROIKA REVISITED

JOHN PAINE

Command planning with s Stabe ownership of productive resoumes. and
4 highly centralised management of the econosry, was established in the
Soviet Union by Joseph Salin during his Arst Five Year Plan (1928-1933).
For over fifty years, command planning had appeared to provide indos-
trislisation and rapid economic growth but at the expense of palitical
freedom and low levels of husehold consumption.
In December 1991, the Soviet Union's grest experiment in command
oo 1o BR end 88 the Union officially cessed to exdst and was
replaced by the Commonwesilth of Independeni Stares (CI5: The CIS
wmbraced most of the former repubslics, mchading Rimsis — the kargest and
eenpuembically most significant republic. T owas Mikhail Gorbachey, who
haed become Ceneral Secretary of the Sov ket Communiss Pany in 1988, who
virtually presided over the disintegration of the Seviey Union and its
commurand planning economy.  In this paper, | shall focus on (hree brosd
arvas of the decline i command planning in the Soviet Unbon: peresteadka
and reform; the disintegration of the Soviet Union and the reform
programme of Boris Yelisin

Parestroika and Reform

Reform of the commmand planning system in the Soviet Union and Central
Eurnpe had been attempued efore (eg Poland in 1956, the Soviet Linkom in
1965, Hungary in 1968 and Caechoalovakia in 1981) without any real
mairss in inproving the performance of the sysiem

In the Soviet Union there had been & strong feeling of dissatisfaction
with the performance of the sconomy for many yeams prior o Corbachey’'s
rise i power in 1985, Aneas of dissstisfaction included the declining rate
of eoomomic growih, poor quality goods and services, chronic shortages,
tnarfficient enterprises ard the latlere 10 maich the technology and worker
productivity gains of the major market ecoenormles.

Caorbachirv bigan his economic reforms in 1966, and in 1987 began his
call for pereiroiks or restrocturing of the economy.  Perestrmile was seen by
Corbachey as a maars of reforming command phnning ard mabking i
work mote efficiently — not of fundamentally changing k. The main
redorns centrad on the creation of ‘superministries’, quality control, prices,
wages and the Stste Enterprise Law. Perestroda was given additional
thrust by ithe Gorbachey plan of 1990 that did sppear 1o attwmp gemaine
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reform on property Aghts with 8 move 10 divene ownemship and contral of

resouroes andd, vague abtempis b0 cTeate & modern market
structuere. We shall now look st the pain aress of reform urder prrest redes
and later the Corbachev plan.

The creation of superministries was deslgned o wnlily, i ond stnactuare,
various aspects of one particular section of economic life. The mosi
impeortant supertninistry created was Gosigroprom (Siate A gro- Induserial
Conmmrnittes) which wiss much more powerful than any of the individual
mbnbstries which were comblined to form o

The reforms on quality control under pervslroika brought in Swis
ingepaeciors [n an aitempd 1o raise the abysmal quabity of onsemer goods
Herwerver, there s little evidence to suggesi that the reform resibied In &

imnprovement in qualiiy.

The perestrodiar redonme abmed 1o modify prices o enable them o more
clomely relate bo the real costs of producing goods and the quality of goods.
Linder commund planning there had been no market as nearly all prices
were fived by the central planners.

Wholesale prices had tended 1o serve prirmarily as accounting prices and
played no real allocative role. Thay weie established by the planning
austhorities. and had beon based on socalled average coss of

with & small profic mark-up. Redorms under persd ol wene designed o
cresis & pemuine marks for wholesale trading that would bring supply
amd demand into direct contact.  However, what sctually happened ws
that most of the wholesale trading between enterprises deleriorated into

crude banering wih roubls prices beoomang msningless.

Retail prices had been designed by plannens o clear the “market, that is,
i equate supply and demand.  However, in reality, most prices had not
changed for as much as Afty years and were, in most cases, well below
market chearing kevels. There were serfous shorages Ser Flgure 1), with
some goods unobtalnable for very long periods, and seemingly endies
queues for most consumer goods that were svallable. Uinder perestroda,
retadl prices were fo more closely reflect production coss, quality and
consumer preferences.  Meedless o say, these were virhally impossible
aims without the operation of & fedl markel. The perestrolla price rises
never took place, nor did those proposed under the Gorbachey Plan
Inatead, more and more better quality rewall goods were dannelled mio
and found their real price bevels on the lllegal black markets

Wages had been designed by central planners 1o have small
differentials between oocupations regandless of skill, productivity or
relative scarcilty, even though they were supposedly 1o play a significam
aliocative role. Under the penmtroda reforms wages were 9 more closely
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Figure | The effects of price fixing under contral planning

== =

reflect productivity and scarcity. As well the shedding of scoess abour
wian 0 be encouraged, o increase wage Mexibility and the profiiabiliy of
enierprises. The relorms ceriainly brought shout wage rises which, along
with other Esctors including very loose fiscal and monetary policy,

produced & ‘roubles overhang' with the poteniial for producing hyper-
inflation.

The pubslicly owned enerprise was the baskc unit of production in the
Sovet Limion, B was the creation of the government, who provided i
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mssrtn. I ourpul was centrally determined. Misl enterprises wery very
inefficient when compared with firms operating in Western market

The reforms on enterprises (Lhe State Enterprise Law of 1567) aimed 1o
tmprove their financial discipline (ncluding procedures for enlerprise debt
recovery, liquidation and bankrupicy), shift the emphasis from output 1o
prodit and o makes them more independent of the central planning

Under central planning, the private sectof had officially ceased 1o exist,
ecept for small private plots on collective and State farme.  Unodficially,
there was & thriving black market that had become increasingly
eriminalised.

In 19657, Gorbachey introduced e Law on Non-Socialist Enterprises
which encouraged the growth of co-operatives, joint enterprises,
commemdity eachanges snd independent” of privatssd Sue
The move to non-socialist enterprises was also acoelerated by the
Gorbachey Man

Co-operatives were staffed by sharehollers, but were also permitted 1o
hire worker. The co-operatives mushroomed and by 1990, there were
over 200,000 co-operatives emphrying more than five milion people. This
appeared on the surtace to be @ private enterprise boam — but the reality
was different. Owver B per cont were alffilisied with {or controlled by) Swabe
enterprises.  [n seeking higher profits and therelome prices, many Saie
enterprises had wurned some of thelr production fscilithes into co-
operatives, producing the same goods with the same workiorce and
distributing them through the same Stae channels. As central governament
coniral over enierprises began o break down, the mumber of co-operatives
in the former Sovies Linlon dropped back to sround 150000 by earky 1992

Juint ventures were almed ot involving State-owned emerprises with
foreign companies by setting up 4 rew independent company together.
However, many poinl veniines involved & Swabe snlerprise enteting & poini
wenture with a foreign partner and then charging dollam for goods or
services that used 1o be avallable in roubles. Evidence froen Comeranisg
Party files séinoe the August 1991 ooup suggests that & kot of cash socralng
to the Soviet partners was secreted away in foreign bank sccounts by
CUMTUIPH End ErpIrise INand gem.
Commadity exchanges were developed as another private sector
imithative They began in 1990 and by early 1992 there wete around 8,000
hﬁnphlwwi:hqhm#ﬂﬂ:tw_l’ in Russia.
markeis sell goods ranging irom sneakers 10 oompiens
uﬂhﬂplwuﬂ direct competition 1o the former monopoly Staie
wpply Eysein,
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A fourth initlative has been the privatisation of existing enterprises —
mabnly thrnegh employes buyoul. This inlilative was on a very small scale
wiih little schisved by Corhachev., As we shall see Lite? In this aricle,
Yelais hopes to achieve s lar higher level of

Significant changes in the banking system have abo twhen place since
1987 Priar o pevesiraila, there were only six banks (phus the Central Bank)
and the banking sysbem was jusi the lnancial commlerparn o the oentral
planning system. Enterprises were allocated money from the government
buaciget rather than bormowing from the banks By earfy 1900 (here ware
about 1500 banks in the formes Soviet Linion and they wene ‘commercial’
in the senne thal cash must be raised for onward lending by airacting
dieposits and by sarning profits in koans.

However, the new commercialised banking system is hardly
comparable with those cperating in Weslern market economies.  Arousnd
fifty per cent of them have been establishod by enterprises in the aame
trasiness in omder W lend money o0 themselves. Thus, in early 1992 loans
by many banks in the former Soviet Union were heavily concentnsted and
dependent upon changes in the business fortunes of their founders

The maove to privatsstion has been most successiul in sgriculiure.
"According to official satistics, there are 38 milllon private farmers in the
ex-Soviet Union’ ("The Wik East’', The Econemist, Jansary 4th, 1992 Even
though this figure includes the plots of collective and State-tnrm workers it
represenis over & third of the agriculiural labour force. Anscdotal
rvidence suggests that there ate 30,000 real private larms (e larms which
provide the main or only sounce of income for the families that work
e

The Disnmgration of the Soviet Unian

As previously siated, perestraile almed st reforming command planning o
ol 1t work more effickently. Adong with plemsmt, perestrslla was 10 bring
& better way of life 1o the Soviet people, no o destroy command planning
anad the Limbon,

Peresiroila was & compleie fallure. The new freedom in
resalted i manageTs syphoning off enterprise income that used 15 go 1o
the tmitral government. The govermment iried o proserve social peace
through bigger consumer subsidies and welfare spending. The budget
defici soared and the money supply grew mpldly, especially in 1991, The
‘rouble overhang’, sssociaied with feed prices fesulied in many conswmer
goods (inchading good quality food) being diveniad Into free or black
markets. Thers was fampant inflation while, officlally, prices remalined
.

The new freedom of glaemod, the apparent fnliune of prrestroka snd the
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grst for polithcal power by the republics and other factors led hardiine
cornmamndsts to believe that they mus: act o preseree command planndmg,
communiam and the Soviel Undon. In August 198, they staged an il)-
planned, shori-lived coup that ensured the disintegration of the old
sysiem.  Even though Corbachey survived the coup, Bors Yelisih wis the
hero of the coup resistance. Corbachey resignesd shonly alberwards and in
December 1991, the new Commonwealth of Independent Staies (CE)
which ischuded mowst of the republics of the fonmer Soviel Linion came inio
ebSiEToE.

The President of the Kussian Kepublic, Boris Yelisin, emerged as the
domdinant polithcian th the CI5. He advocated radical reform but with a

high level of co-operation among the republics. Wie shalf now look at the
redorme of Yeltsin and some of the posalble effocs

Yaltain and Referm

As President of Russla within the old Soviet Unlon, Boris Yeltsin had been
A strong advocate of the so-malled “S0 Day Flan’ for the rapkl reform of the
Soviet Boonommy proposed by Professor Sanslav Shatalin in mid 1990, h
was & comprehensive plan for mdical refonm with & stric! timetable for a
mpid change 0 8 market economy. It proposed grest changes in:
= owmership and conkrol
prices,
igriculiure.
ihe foreign sector; and
*  Soviet/Republic relationahips.
The 500 Day plan was rejected by Gorbachev, who, instead, moved o
the less radical Corbachey Plan
With the formation of CI5, Yeltsin moved quickly along the path of
redorm in Russia. He appointed the Deputy Prisme Minlster, Yegor Caldor,
to head & group of radical young reformers. Within one month they
produced a comprehensive package of measures based on the recem
radical reforms in sastern Burope.
The baskc reform plan centred on creating 8 stable. marke:-based
mwmmmmum
prices and wages being allowed 10 rise to market cearing levels, thus
mwmmmm
# e rouble be Moated Onifdally) o allow nternational irade o Mow
muwe freely and discourige intermal rade in dollars,
= tw rigorous tightening of monetary and fiscal policy w prevend the
development of an Inflationary spiral
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Russian reformers are well aware that as long as most enterprises are

owned and controded by the State, price reforms on thetr own are unlikely

to reseilt in large increases in cutput. Thus a majar part of Yebsin's reform

Programime Embraces 4 sThus attempt al the privatiation of many Stake

assets.  Hussia's State privatisation committed plans 1o implement this

redorm in fwo sages

® By the end of 1997, over 100000 shops and nost of the country’s Light
Imdustry i 10 be sold st auction:

* By the end of 19594, & further large slice of Stales assets (equivakeni o
an estimated 60 per cent of CNF in 1991) i 10 be sold.

fieing well aware of privatisation problems in other parts of Eastern

Purope, Russian reformen have tried 1o design a programme that is bath

quick and pimple, even though there are no clear rules. The most

irnportant abon has been 10 move as Quickly as possible w0 create a stnacture

of property ownerhip that would be seen by most people in Russis as

o oF bess just. The mals feabures (50 far) have been:

= For large scale privatisation (e large enterprises) workers have been
gven up o 25 per cend of shares (ireed bus genemally withouw voting
righty

*  Also for large scale enterprises, managers have been able 1o buy up o
5 per cent of shares with votng fighis;

*  The general public will also probably be able to gain access to
sharcholdings in lrge mterprises through s vourher system. Al the
time of writing (June 1992), the details of the voucher systom were
unclear;

*  Small scale enberprises are generally to be privatised through the
s tion of shares

In general privatisation is destgned 10 be quick and simple with

= anyone [Bcluding foreigners) able 1o buy shares; and

+  pocomples auditing 10 be wsed 10 determine enterprise values. The

book value ks o be used 10 provide the opening bid for Wnders or
EEtione.

There will obviously be groat problems associsted with such a strong bid
for privatisation. Among thess will almost certainly be the problem thar
the scheme relies very heavily on the suisting buresucracy for
implementation. The secomd s that the plan has the dual and probably
contradictory aims of reducing the role of the Stase through privatiation
and aiso attempting 10 balance the budget. Thus problems over prices
could stall the whole plan. Bven so, as Table | shows, privatisation is
preceeding st en acceleraiing rate.
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Privatisation in agriculture appears to be procesding most apidly. In
early 1991 sbout 97 per cont of Russia's farm land was oooupled by 27,000
glant State-owned farms and 3 per ceni by around 38 million privaie
pardens. By April 1990, there were JL000 famdly farms with the amount of
land in privaie hands having doubled over the specr of five montha

The reforms are in many ways sandlar w those implemented in Poland

when, in early 1990, prices were freed and subsldies slashed. After an
initial inflation of over 1000 per cend in early 1990, the inflation rate in
Poland had dropped to around 70 per cent by 1991 Despiie severe
rocessdnn and widespread unemploymend, there were some signe by sary
1992 that the worst could have passed for the Polish sconomy, However,
there were many in Poland who remained unconvinosd thar ‘shock” price
reforms were the best way o move (owards 8 market soonomy,  Despite
the Polish neservations, the Polish model stromghy influenced Yebsin in his
FEfOTIn ProgTam.
Poland also suffersd a steep fall in industrial outpur as it moved inio
the transition phase frem command plarning ' 8 market sconomy. This
slarrred many observers, bui as Wienlecki has polnied ool (The Inevitab-
iy of & Fall in Output in the Rarly Stages of Transithn o the Market',
Sevded Sludies, vol. 43, munkser 4, 1991, this shoulkd have besn expected. In
a commmand planning economy. State ownership of property rights glves
rise 1o various forms of opporfunistc behaviour by managers. These
Include the opportunity to shirk, steal and cheat with a very great
trmptation to cheat by falsifying actual ourpul. Thus, even though output
dic fall in Poland, it is unlikely that it fell s much e statistics sagest, an
sorme of the cutput probably never existed. A similar ewprrience can be
expected in Rusals and other CI5 countries.
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Figure 2: The price of the market
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The other major CIS countries, Ulraine and Belomssia, have shown
strong suppon for the Russian program, by introducing similar reforms
Coordinated reform makes o loi of sense as the formes Soviet Republics
are extremely inter-dependent, with & very high level of inter-republic
trade (rg 70 per cent of Belonmsia’s physical produc s exporied &0 other
republics). By late Pebruary 1992, the Yeltsin reforms were being haiked by
some aa sucoessiul, by others 55 @ failure. Cemainly there has been rapid
inflation with retail prices increasing at an snnual inflation rate of well
cver 2000 per cent in January (see Figure 2.

However, queuing had almost disappeared. By March, buyer
resistance and increased supplies (attractend by the earlier rapid price
increases) had begun o slow inllation from the frengied mie of the
previous month. As well, there was some deflation as goods that had been
sibgect 1o panic buying and hoarding becare more fneely available. Fven
w0, despite ihe changes, market prices have still not arrived because:
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= many prices still are at least partially controlled by government; and
*  retail outlets have no experience of arriving a1 the profit margine
required 10 fetrain in business and there has not beem significant tme
ot supply adpastrments.
As well, most of the economy is still in the hands of the buresucrats and s
sumbling along as a broken down command economy. There are
enormous difficulties in enterprises obtaining sufficient supplies for
normal day-to-day operations. This his ot beon helped by the severs
scrumulstion of dels between enierprises.

Wages remain & major problem. Workers in indusiries that can sefl
their production for roables, hard currency or other goods have been
mjoying wage rises. Howewver, many low wage samers with no capacity
o increass their incomes are Anding it difficult 1o sorvive  Pensionem,
deapite & pension increase in Febnaary, afe aiso finding survival most
difficuls. As well unemployment is beginning o loom e 8 significanst
problem.

Denpite the enormous difficulties lacing reformen and the people in
Russia and other CIS countries, it s almoss certain that command planning
will continue to crumble and a market fype economy will emerge.
However, at the time of writing, reform had mainly taken place in the
tetailing and sgricultural sector of the sconomy, with much of the
reinainder of the economy still very much in the hands of the buresucrass
andd eudsting #s 4 decayed formn of command planning,
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Throughout sastern Furope the conorpts of socialism and cemtral planning
have been shunned. 1t has been progressively recognised that the
planning process is incapable of producing the level of resource use
wifickency that can be achioved by & decentrallzsed market based system.
Mot unly did the process break down because, technically, the planning
imak was oo dilffscull, bul i wes also found that the maiching of ncentives
o podls was impossible and that the prooess was nherently suscepiible o
political corruption. This lesson in sconomics is possibly the most
powerful yet delivered by the

It is one however which has luthunmlﬂld universally,
Inbermationally, some sconoimies stand by the soclalist planning model —
The Peoples” Republic of China for insiance — and in our own pre-

market based economy, cenaln sections of the community
argue strongly for an extension rather than a contraction of the
planaing fregulatory robe of governiment.  Thess secthons are partcularly
vocal b the environmendal delsite and, for want of 8 betier name, will be
referredd o 48 Greens. Thelr argument is, primarily, that so diffioul s the
ik of allocating meourced, ghven the complexities of the environmenial
imypacts and inter generational conoemas, (hat the simplistic marknt gystem
cannot be trusted o ‘gt it Aght'. Funhermore, Greens have & belied vhat
the actions of governsnent will be abile to seoure resounce allocations which
satisfy thelr goals, rowbly the ‘sustainability’ of society. In other words,
Covens believe thai o sysiemn based on individuals seeling oul their own
besd interesis will yield & situation in which resources will be enhausted
and emwrironments irmevocably degraded so that further gensrations will be
unshle o enpoy the opportunites svallible o the current They
abo believe that & sequence of gowvermanent regulations snd fecal policies
s the capacity o ensune sustainability.

In this paper, the twin beliefs of Greens are assessed, using an
eooncemic analbysis of envirommental resowrce allocation. Two hendamenial
questions are sddressed:

*  Can g decentralized market sysiem eifectively allocale environmental
resouroesT. and

*  'What tole can be played by government in the efficiest aliocation of
environmemnial resounres?

In conchuision, & way lorwand o a more efficient allocation of all rescurces,
imclhuding the envinonment s suggesied. [ involives soonomics being dsed
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#s a discipline which can ald n ihe analysis of envifonmental eies. For

many, eConomics and the envinonment are seen as being diametrically
nn:nll- It i proposed hene that economic snalysis can sctually assist in
achieving environmental goals. In this way, econamics and the
mmvironment can b reconciled.

Markets and e Envircnmesnt

The basis of the decentralised market system for allocsting scarce re-
sourrces ks Lhee masmually sd vantageoss eschangs of private property rights.
For the system to function efficiently, these rights must be defined in law,
be defensible in 4 judicial system and be svailable for trade without
restriction.  Mowhere in any economy do we find perfectly defimed,
defensible and iradeable rights. The exisience of transaction costs In
nearly every trading situstion means that some restrictions apply. But for
the majority of goods in our sconomy, the structure of rights i sdequabe
for the vast majority of polential gains from trade to be malised In the
s of rany environmental goosds, rghts are egquently B-delined and as
8 resuli, itade cannot proceed and Inelficient allocations resuli. The
conventional ervnimics Bierature classifies this as maret tailure’; that s
the operation of markets will fall o produce allocations of environmental
renurces wihich are Pareio efilcihent

A numbet of specific instances of ‘market lailure” arise when environ-
menial resosirces are lavolved. The Mt arises when the actions of an
ecomatac agent involve the wse of an @nvironmentsl fressance lor which
private property rights have not been defined. Hecause o one owns that
FESCRIFTR, Py EreTt foF ibs U cannol be secuied and henoe (ha
costs of the acton are not compensated. This is the case of an externality.
Downstream users of a river rermaln uncompensated for the use of that
river an & waste disposal site by a paper mill upstream. Without the
payment of compensation for the opportunity costs, the paper mill has an
Incentive 1o creste 8 level of water pollution which ls greater than optinal
On a more global scale, the consumer of air conditioning who doesn't pay
fad ihe use of upper stmospheric ozone when ihe chiorofiuorocarbons
{CPCs) in the refrigemtion unil are relensed, over-produces those CFCs
andd uses & Lirger portion of the asone Byer (han is opeimal.

The second form of environemental ‘markel Bailure’ arises because the
consumeTs of some environmenial goods cannot be exchaded from iis use.
Without the power of exclusion, no private entrepreneur has an incentive
o provide the good as it i impossible © Mop those who don't pay rom
using the good. These goods can also be provided 1o additional
CORSUITE at _o extra cost 10 producers. The Pareto efficient price for their
supply should therefore be zevn. A positive price would prevent some
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people from experiencing & benefit from use which was availabie at no
extra cost. This type of good is known as & public good. There & no
private property right 10 a public good, and even i there were, policing
viclatlons of sxclusion would be sither impossible or prohibitively
quprmsive The enjoyment that people rxperience from the knowledge that
an endangered species confinues o exist (called “raistence value ) has the
chamscteriskics of &

The definitions of rights b also at the heart of the thisd type of marke
fnilure” Greens argue that species have a right to exist beyond that
defised by human beings.  Markets, of course, operate on (he basis of
hamran mvolvement and property rights are defined in terms of human
ownership. This argumment therefore takes us out of 8 human based vabue
system and requires the development of an ethic which incorporates an
“intrinsic value' of species.  The restriction of markets o an “anthro-

F-H'It' or human crntred base, prechudes the ncorporation of ‘tntrinsi

muumnm-wm-mm-m
final ‘market falture’. This involves the rights of future generations.
Environmental resources have ponmitial value for people who, as yet, are
unborm. Market transactions are undertaken amoogst the members of the
carrent generation and will therefore provikde resource allocations which
reflect the value of resources to that generation.  Purthermone, some uses
of resources are Urreversible’ in that once 4 particular course of action has
bewn chosen, It s impossible 1o reverse the consequences: ance the
Franklin River is dammed, the temperate rainiorest and riverine
scoiysems Mooded are lost and can never be reconstructed.  Similarly,
with the Tasmardan Tiger rendered ectingt, it can never be neoovenad.
These examples of ‘market failure’ sppear 0 provide ample reason for
dispenaing with the market allocation of environmental resources
aliogether. Te do 8o, however, would be akin 1o throwing out the baby
writh the bath waier, Fimt i@ must be recognised that the market system is
an extremely powerful mechanism for harnessing the energles of
individuals in pursult of their own sell-interest o produce & soclally
oulcome. These Incentives are so great that U an alternative
sysem seeks WO counteract them, i is lkely that a range of unintended
coRmequences will arise. Secondly, stissiing that markels have filed in
ihese circumalances is nol an entitely appropriate chamcterisation
Markets require an underlying institutional structure which ensures
property rights are defined, defensible and tradeable. If that institutional
structure is ot able o perform this sk, necessarily, markets will fail s
therelore 8 mabtier more of “instifutional fallure’ which renclers markets

brcapabie
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Basth of these fasctors indicate that there is 2 need nof 1o dispense with
markat allocmtion, bt rether to develop ways in which e marke sysieem
can be harnessed to allocate environmenial resources efficlently. An
immediately evident role for government s the development of an
institutional structure which provides for & more complete definition of
resource ownership and enforoetnent of that ownership  Undeniably, no
matter how well a government can perform that role, there will saill be
ciftumstances whefeby there are unposaibilities in establishing & rights
regime which Is workable What role con governments play in those
circumstanoes and can we be comfident that they will ‘get it right?

Gowvernmants and Mae Environman

Lt us ewamine the four fundamental ‘market fallorss” presenied in the
previiss seclion and examine the lkelihood of povernmaents being able to
imstimate policies which are able 10 succeed. This (5 necessary because
along with the prospect of ‘market Gilure, we must recognise the prospect
of ‘gowvernment failure’, whereby the incentives faced by public policy
makers cause environmental resonsrce misallocation, which may rven be
on & scale greater than that created by market taibure.

The most common form of government policy direced at the existence
of externalities is the direct regulation of the activity causing the
externality. In the context of pollution, this usually involves the
specification of emission limits or technological sandands. Land ise
toming s designed to separste physcally saternality productg activides
froen thowse who are affected  Both of these policy approaches are unlikely
to achieve renource use eificiency. The emission levels specified by
governmenis are unlikely 1o be optimal. For them to be so, the
government must be able 10 assew the marginal benefis and marginal
comts of poflution controd and equate them. Both are difficult 1o messure.
benefits, because they are normally not marketed and 5o not readily
valued and costs because polluters will be unwilling to divulge
commercially semsitive information. The determination of the required
level of poliution will therefore be more likely to be made at a political
level The incentives faced by politicians are more likely 1o involve re-
election prospects than overall economic efficiency. Hence, lobbyists
representing vocal minorities In marginal electorates are likely w0 have a
ErEieT impact on palicy than the more polisically reticent majority.

Even U optimal levels of pollution were determnined and enlorced,
efficlency woulkd not be achirved through regulation because all polluters
are not equal Some polluters can reduce their emisions more cheaply
than others. Requiring all polluters 1o mewt set standards ignores the
advantages of specialisation in emission reduction. Additionally,
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regulatory controls provide minimal incentives for dynamic «fficiency
Ownce controls are in place and satisfied, firma tend not o search for new
and more effective ways of achieving the target level or less. This is
particularly the case where specific technologies are enforced as the
indhusiry sandind’,

Zonlng regulations are also problematic when it comes o dynamic
eifichency. Bocause noming cements into place 8 strocture of location, as
economic and social pressures change through time, pressure to change
the locational partern bulids until, theough kbbying. legal sction and even
bribery, the zomes are reallocated  The resources used in lobbying and
litigation are effectively wasted 1o the society atmply because of the oning

b,

The provisson of public goods by governiments is the most frequently
applied soluthon o this form of “market failure’, Hence, governments
provide National Parks in order 1o satisfy peoples” demands for the
comtinued existence of endangerel species snd ecosystema.  Dietermining
the optimal level of provision — like the determination of optimal
pollution levels — is not simple and the political process s again the usual
mechanism for this decision. The unpredictable and often capricious
nature of the political process in this regard can have wider implicathons.
An eample of this is the decision by the Hawhke Covernment to extend
Kakadu Mational Park (o include the site of & propossd gold mine a1
Coronation Hill, thus preventing ihe ming from procesding. The fonestry
industry has sought to protect itself from this bype of decilon making
threagh Resource Security Legislation. This legislation would effectively
be a coeniract between the government owners of forests and the owners of
proposed pulp and paper mills w0 secure woodchip supplies for the mills.
The forestry industry has sought this legistation because of the fear that
Ervernamenes would bow o Green pressure (o lake out of production tor
preservation) forests previously sarmarked for logging.  The legislation
was defested in the Senate in May 1992 Both mamples provide concem
regarding the security of property rights. If governments interceds
eflectively 1o sette & property fight, the delensibility of rights is lost and
Ihprmnnl-

The third “marke alluee previously mentioned, relsies bo 1ha mirinsic
rights of species and the sohution proposed by governments — notably in
the reports of the working groups. esablished by the Federal government
1o report on wisys of achieving ‘susainable development — is 4 sequence
of rules. These rules essentially preclude the possibility of species
extinction through their requirement that if 8 development prospect
ihreaiens the continued survival of a species. it must be rejected.  The
implication of this rype of rule is that any threatened species b of infiniw
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value no matter what costs will be borne, & spocies must not be allowed 1w
become extinct. An example of the costs of avoiding species extinction can
b found in the decision 10 ban the use of DOT  Because DDT concentrates
up the food chain, it was thought that the reproductive capacities of
preciatory birds would be reduced to the sxteni that some species, (notably
the American ssgle) were becoming endangered. Banning DDT may have
iproved the pruspects fof the survival of these species, bui i abe had the
effect of increasing malarial mosquito populations worldwide, with
Subsequsent incrvased mortality i smongst humans.

The lesaom to be bearmt from Us is that absobutes are mrely optimal |
may, for insance, be that in the future, the survival of humanity is
depenclent on the sscrifice of another species of animal. Do we therefore
condinue fo follow our sustainable development rule and subemil to
extinction® Furthermore, are we able 10 determine I “natural forces are a1
work 1o couse the extinction of @ species.  Afler all, the vast majority of
speches over existing on earth ane now exiing. ndependent of the sctions
[ ST R

FinaBly, there is the matter of the interests of future gmerations. Can
governinenis be rellod upon o care lor the wellare of future gensrations?
In comsidening this question, besr in mind that the most pressing incentive
for the majority of politicians is W be re-elected ai the end of the current
terem of Parlament, maybe theee or lour years Inis the foture. This
incentive dors not swactly coincide with the long-term goals proposed by
Greens. It can be argued that politictans are madily influenced by vested
Interests sewking their own immedisw gain, potentially at the expense of
nist only thirir conemporaries, bul also members of future generations.
Fot instance, there is conslstent political pressure aa the Federal
povernment o lower inlorest raies. A consegquence of knwer interess rales
may be an increase tn economic activity and a subsequent acceleration in
the rate of resource LUse now telitive 1o resouroe e i the future. Hence, a

policy pursued to ensure the potitical survival of a government could have
a cost to fubure generations.

The conchuskon that can be drawn from teese examphes of government
failure b that reblance on the planning spproach will not necessarily be
rewarded by efficient environmental resource allocation. To a sulbstaniial
degree, the inefficiencies which have resulied from government
Involvement come from o combination of the inappropriste incentives
evident in the political process and a neglect of the scosomic lactomn
present. For envimonmental resource e effickency o be improved there is
a need for the recognition of economic forces: a reconcitiation of
economics and the environment can ensure improvemonts in environ-
mental qualivcy and sconomic weakth.
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Exonomics ond rhe Environment

Four specific aspecss of “market ailure’ have bown established a5 ressons
why environmental resources may not be allocated efficiently by the
current regime of decentralised markets. But it has also been shown that
current government polickes are unlikely o produce efficiency. Each of
these problematic areas will now be addressed 1o show how ‘market
fadlure’ can be addressed through instinutional reform and what role for
Foverniment remakia
Esternalities arise because of an ihadequate definiion of propeny
righin. The first course of sction o deal with the probdem is therefore 10
extend the system of property rights 1o include all environmental
resources for which righis can be defined. In other words, not only musi
the right be defined, B must alsy be possible o eochade non-paying s
Trade can then ke place and ke other resmrces in the sconomy, use
requires payment. For example, If rights were established over water-
ways, anyone using that resource — for irrigation, waste disposal,
recrention, dormestic water supply — woulkd have 1o pay for the fght. The
rwrner would establish the trade-off betwesn altrmative users by selecting
thie ume with the Mighest marginal valee and hence marginal willingness to
pay. Trespassers on that resource — thise who haven't pakd — would be
subject to legal actions. Buclusion may not be easy. Tracing the origin of
chemical pollutants in & watercourse, for instance, may be technically
difficalt, but technological advances have been made and would be given
further npotias i Lw suits were dependent wpon i
Other externalithes, involving the use of resources which can not be
excluded, cannot be ireated In this way. Privaie ownership of the
above an industrial aréa, or the upper atmosphere of the
workd, cannot be made exchasive. The problems of policing such an
ownership right are wo great. Comeunity ownership does afford the
proapect of using sconomic instruments o ration the available resource
more efficently.  For instance, once 8 community has decided upon the
appropriate level of emission of particular stmospheric pollutants, rights
10 that total could be allocated using an auction system. In that way,
polhaters whi have the kowest marginal costs of emisshon control will find
it more profitable io clean up, whilsi those whose process I8 niot so
anwnable W) control, will bisy rights 1o pollute. A least cost solution is thus
attalnad, with the addad bomus that there (s always in plice an ircentive to
drevelop better and cheaper means of controlling emissions. This solution
still invulves the problerms of potential government lstluse in determining
the appropriste overall level of pollution — witness the difficulties
imvolved in negotlating the setting of greenhouse gas emission levels
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imvernationally and the Montreal Provocol for the reduction of CFC
production. It does however overcome the efficiency problems which
beset the regulatory approach 10 pollution contmol

The inability of a private owner 10 exclude users of a public good,
rencler the use of private ights napproprude i their allocation. Hewever,
it is rare indeed to find & pure public good. Mostly, goods have both
private and public stiributes. Take the case of species pevservation. Many
animals facing extinction af the hand of hurankind are in that sinaation
beciuse they are ‘unwied” and not because they ane “public goods’. They
have private good attribautes. Without ownership, there B no incenttve for
o peron fo refrain from harvesting. Cramemhip provides an inoentive 1o
care and w0 bulld up the species 23 & stock of wealth with the private
attributes. The case of elephants in Zimbabrwe is 8 clamic eample of 8
Epecies nearing extinction being saved simply by installing a8 regime of
priveie ownership fior villagerss. The bory, meat and tonanst values of the
elephanis were sufficlent private atiributes io ersure the continued supply
of their public good attributes ke existence values

Whole ecosysierms can be ireated in this way. Private ownership of
park Bnd s accepied in the LS, with ofganisations sach as the Audubon
Sochety and the Nature Conservancy aimed at mobilismg the funds of
peeple concerned about specios survival 19 purchass ecosysiems which
offer cuislence values. Allowing conservation onganisations i Aussralls
bid for areas. like Coronation Hill, agains: mining intereies, would provide
& roal test for the relative sirengihs of preferences. Free-riding behaviour
om the part of conservationists woukd be cause for some concern — people
may not comiribute o @ Save Comonation Hill' campalgn in the hops that
others will pay enough to see the goal achleved a1t no personal cost.
However, thare appears o be rermarkably linke empirical support for the
free-rides hypothesis amongst non-economists:  chiurches are budl, chabs
Fanctiom, #ic

The above ezamples show that humans will provide for other species’
continued survival. The question of an intrinsk value for species thus
boils down (o wheiher there s 8 difference in evient between human
values and intrinslc values To a grest degree, this b o qustion of ethics
and cannot be answerad simply. The contribution an economist can make
here is (0 ensure thal both intrirsle and humas values ame not bncloded inos
decision akoulus barause double counting would be involved.  Further-
maore sconomists can polnt out that all decisions — including those
involving species preservation — give rise 10 costs.

More can be said about the interests of future generations. Sur-
prisingly to sune, the operation of the marks now ks sccount of the
interests of those as yot unborn. The price mechanism acs 10 mtion scarce
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pesources for users both now and in the fubure  For instance, 8 growing
scafcity of & Fesource causes s price 1o rise. This signals 1o current
consumers o reduce thelr use and w find sebsiihuies.  The incentive 1o
develop substitutes yiokds dividends for future genenarons: investment n

subatitotes for petrol being undertaken by the curmrent
penamstion will yield aliernatives, which may well be chiaper and Clraner,
for future genemtions. Hence, the doomeday forecasts of the 19707 s (and
warlier) have proved incorrect simply because they falled w0 take inro
sctount the workings of the price system in rationing scaroe resources.
Jusi as past generations have wsed resowrces, bul have also bequeaihed a
lrgacy of echnical development which has opeted up resoure hiorizons
for Puture graerations, so 1o does the curment gensration. The time
horicon of ihe markel fums ool bo be for longer than that of the political
proces. The oreation of ‘sustainability niles’ by governments runs the risk
of subverting the actlons of the market mechanism which sid future
generations. Bestricting the use of rescurces now may have the
unintended consequence of delaying the development of iechnologies
wihich will advance humanily in the fuiure,

Canclusbon

By amnalysing the complexities of environmenial resource allocation,
Greens have become concerned that the operation of the market system
will be unable to ensure the sort of resource allocation they desm
appropriste. This may well be true for two reasons.  First, the goals of
Careems may be very dilferent froum thoss of society st large and sscond,
rrarkets will not be able to function without an appropriate underhying
rights system. Covernment intervention of a regulatory nature s largely
unable o achirve efficient allocation of environmenial resources for
sochety, but it may be able o serve Green interests specifically. A more
soundly based stritegy for achieving environmental goals rests with a
reconcillation of economics and the environment. This will involve
addreming environmental ssoes with the 1o0ls of sconamic analysis. The
prapect ihen B jor both maberial and environmenial goals o be more
reacdily achieved.

Further Reading

Bermady, | and W Block Geds.) (19911, Eeesnling Fomemas and thr Ermresnmi,
IPmbituiy if Piabiic Affsirs, Mevth
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ECONOMICS IN NEW ZEALAND'S SCHOOLS

KEMN BAKER

In 1971 economics was introduced as an option in Form 7, the final year in
Mew Zealand schooling  The syllabus was highly theoretical, using the
then cwrrent edition of farmuelson as the bask fext. This was perceived as
an exciting and innovetive development,  Prior 10 this, the pearess to any
eronomic Conbent wies contained in sdqects such as commercial practics.
social shidies, geography, history and perhags bookhesping.

Several years later economics was lntroduced into Form & a8 &
Undversity Entrance subjert. This was 3 more descripiive spproach and
contrasted with the theofetical Farm 7 syllabus.

Continual pressore, partioubarly from the Comimercial and Bronomios
Teachera Asmoclation (CHTA) and several school inspectors, led o the
introduction ol economic studles In Form 5. This, ks the above
mtroduiton was an externally exarminabie subpect and sftemmpiad o ey
economics and the former commercial practice subjects. 50 Form 5
econamics studies carried through the 19806 and into the 195%0s as a hybnd,
A mish mash of economic content and that of the former antiguated
comreneroal practice

Teaclitiomally, in the New Zealand system, where the majority of
students recelved & free educstion st Suate schools, the trend was for
commerce 1o be the prerogative of students wha were “vocationally
motlvated” or even ‘less able’. It is an interesting obssrvation thay
business /sconommbts educathon was, and still is, regarded as an ares of
sty foe the less “academic’ studimis — whosver they may be Snadying
business. or commeroe &l the practical level is olten & subjec jor e work
experience,/ ransitiom class, students unable o gain joba, or pot Lkely w
punsse tertiary education. It is abechotely critical that & more positive
attkide iowands commercr B laken.

During the V9H0s incressing pressirs was placed upon the Deparmment
of Elucation o sppoint & aurricuhem officer 10 revamp the study of school
economics. There was an cbvious need for reform of econommics based on
sound curricubum developments. This apposntment was made with the
help of the Enterprise New Zealand Trust, whose then Director, Alan
Sioen, was an inapirational force in persuading the authorities of the need
o promoty the study of soonomics in schonls.

An pusicome was the natbonal econombes sy llabum, covering Form Yo T
sudenis.  Peonomics B ot coinpulsory as i3 mathematics, but any school
ecomornios must follow the national sylubus guldelines

Eeonasnbes is defined as
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“The study of how people & individuals and groups choos 10
satindy their wants by allocating and managing scerce resources.
The curmculiom s concepiually orientaied and skills based.  The sy klsdais

dhefines the skills in four categorlis a ollnes

thinking skills,

ivestigative shilis,

stanstical skoills:

*  decsion making skills

Thiese can be applied in varying degrees scross the syTabu mnge.
The oomomics syllabus s structured as in Table L

Lirwed 2 will be smaminable from 1993 The intraduction of economics
aned the new mational curricubum o the schoels has placed stress on
teachers and the community.

Like The Booromics Education Resource Centre, of which Tim Rlley s
ihe Director, the Enterprise New Zealand Trust has an interest in
providing support o teachers and studenis. The Trusl kas @ particular
aciliiy 4o lap inko corporabe secior esownes o provide this sapport,

Surveys, underiaken by the Trusl, miggest thai maybe one thind of all
economics ieachers have no tertlary study in sconomics or one year of
university study only. Anather third have a degree majortag in econ-
omics. Some 60 per cent ol teachers have boen eaching longer than ten
yuars. What this implies for New Zealand studenis b that they are being
taught by leachers whose economibc knowledge, and rven skills, are
Iscking in somw way. This knowledge/shills gap is huriher intenaified

" & @

Table | Summary of New Ieglond economics syflobus
el el § L § T 4
L i LT (S LTl AR
oo Jcmen Framha Som -7 4T P )
. Dhubuans | o Engloymenl | ot Morket Sysen |
* * Il *

o Mongped | ki * Gopmih Miiam vin e Pubse Seciw
R ———— . *

s e Mkt *lmply | g fusen
lgappin e, Mciity L Moy
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wien it is considersd that many of the eachers were brought up in, and

twught within, the Welfare State. That s, you didn’t teach for jobs.

Teachers could be complacent in the knowledge that most pupils,
of sarenation nslie of lsaming wald be employed.

As you will be aware, the New Zealand sconomy, and indeed tur
school structure, has undergone dramatic changes. The Department of
Echucation has been replaced by ¢ Ministry of Educstion; primary and
secondary schools are run by Boards of Trustees. In labour relafions, the
natioral awands are 1o be aboladed and neplaced by ndividual, or e slie.
contracts. There i talk of teachers’ pay being performance related.
Attempts to measure sducation performance on 8 quality sssurance
approsch are growing.

State owned enterprises, for example in electricity, have been
mstabdishad with boands and run on comeercial lines. Correnl electriciiy
shortages are blamed on the Electricity Corporation and government for

prufit before consamers wellamn.

In this environment, it i essential thal teachens and students are
supported in their knowledge update. In this process & maore positive
attinade towards sconomic and business studies is required — & not in
Ausiralia, cerminly in New Zealand. As the Porter Project study on ‘New
Fraland an an Internationally Competitive Nation' pointed ous:

Mrw Lealand’s sducation system has not sdequately prepared

many Mew Zoalanders bo contribute o thetr own and the nation's

well being’
(Lipgmading New Zealend s Competitior Adventage G Crocombe o al, 1990
The report noled that this was due in the main bo the lailare o maiall 8
spirit of competition or enterprise tn our schocls amongst ieachers and
shudemnis

Thie Trusi has recenily ressarchod and collaied data on those studenis
taking economics (economic shudles) since the 1970s. It s fronic, and
disturbing 1o sy the least, o0 note what appears to be o dgnificant decline
in the nmumbers of sudents studying soonemics in secondary schosds (see
Table 2.

In 1963, participation peaked. The level of participation in econamics
in 1991 i back to the 1979 level.

This brings me back o one of my sarler commens. A mowledge of
ecomommics and business s & fundamental requirement of all citlsens and
ot (he pressrve of & privileged group bassd om some educator’s antificial

Adier all, an informed cltizsen s more Hkely o be a4 more
and enserprising citizm.

More eifon B requinsd o ensure ihat all of our students and eachons
have an understanding of the economy and the workings of business.



TRAMNS-TASMAMN ECOMNOMIC EDUCATION

Toble 2: Mumbers loking sconomics in New Zsalond
secondary schools (Selecked pean|

Yoar Maisle Femaols Vol

1974 1roa 1000 s
1979 D N 7ad 61908
1983 40284 40511 sorsr
1788 w52 N7 75
191 33445 30072 7T

Snere Eodwrpuise Mew Jeolond Trar bty ol Do
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TRENDS IN INCOME AND WEALTH
DISTRIBUTION

JOHN MANGAM

Australla in the 1980 snperlenced an increase in income ineguality
armomygst both mabes and females, with the langest increass in inequality
bering amongst male full-tirme workers.

In the initial part of the decade this growth in inequality was
encouraged by government policies which corstratned the incomes of
wage and salary sarners whilst rermoving constratnts on the incomes of the
self employed. The mpld bt uneven groawih in spesranmuation coverage
wiis ilso 4 lactor. In the labber pans of the decade. the recession Impacied
most heavily on lowst iheome samers. OF course incoms distribation & a
reflection nol only of economic conditions but also of the soclal end

aitirdes of & nation. 1t is bnporasg o remembser thal soonomics
provides & mechanism for the distribntion of income nol 8 ebonake. In
Australia, over the last decade, the moves o reform the economy and
incresss sconomus effickency have created grester income inequality o an
exieri that has ourweighed maditonal equilibrating loroes such & sockal
socurity. The presend high levels of unemployment and ather factors such
an the rapid growth in pan tisne employment and under employment are
likely to see the trend towands greater incomme bnegpualiey continue in the
shor run as the labour market continues to segment. In the longer term,
ihe imegual incidency of xation, particularly upon single theome Lamily
units and the growih in single parent families and falling percentages of
mmmmumpﬁu—.ﬂ-.“
berr trend in inegquality entrenched

Measuring Income Disfribution

A trempits A massuring inoome distribution normally mvolve some form of
inequality measurement, the most popular form of which s the Gind
eoilichnt  This cowffickenit has sorrw major dissdvaniages, most of which
haww been discussed & length (Mangan 1991). Iis major sdvantage in
termms of estabiishing tme serbes measurement, bs that o Gl coefficient has
been calculaied in Australia for the past 70 years and thus allows
imenmsting historkcal trends 10 be established.  Figum 1 shows the latest
ABS caloulation of the Lorens curve for the period 1985-90 jor sarmed
income by full time workers. Two main lacts are derivable froen this graph
and the data that produced it

¢ An incroasing inequality in sarned income recelved by both male and
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ferralke Full year, full tne workers over e perkod 138713 wo 198900,

with the Cinl coefficient increasing by twi percendage poinis for both
rrales ancd fermales.

=  The greater inequality amongst full-years, full-time male workers
compard w0 female workers.
The irenad over the Lust 73 years may be seen by reference to Table 1.

The most interesting thing shown in Table 1 B how liiile income
distribution has changed in Australia over the last ssventy five yean,
despiie the growth of the wellare St in ihe post war yas  bos changs
has ocourred amongst males and lamily unis. The laber in partcular have
shown @ substantial reduction in equality. This s due o the targeting of
incomme tranaler paymenls 0 nor-workdone groups sach a8 chilkiren, the
aged and supporting parents. Maoreover, recent wark by MeMNabb and

Figurs 1. Lorens Curve For full fims workers 1089-00
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———— =
Tabie | Gind coeffclents, individuol income units
Year Males Females Pariadni Unin
1915-14 0.4 0.49 0.4& Ful
i933-34 049 [+ 3 1) a.s0 0.49
1973-7d 035 0.53 047 a3l
197980 0.35 048 0. Lo B | |
1981-82 034 0.50 O.dd 035
1oasas 034 049 O.dd 035
198090 038 0.50 044 034

Sowen Mangen [1991), ABS Cot. 8348.0.

Moss (1990) shows the importance of working wives in reducing in-
equinliiies o Garndly Wne taston

Superficial reading of the dats would sugpest that income inequality
amongst females bs slightly wome currently than it was 1916 However,
seversl iactors need 10 be conaidered heve.  Firstly, frwer females earned
income in 1916, making inter-temporsl comparisons difficalt  Moreover
the current propensity for marmied females w ake part-tme work adds o
apparent income inequality when considered only within the female
cohart, joint male-female constderations, as in the family unit data,
trudicates that there has been, untll the itest round of etimates, an oversll
trend towards greater income equality.

Howewer, by most standards this trend has been modest.  Bronomists
ofien lalk of natural rabes in things such és ehemploymend and nberesi.
The data in Table 1 suggests that whilst there may not be 8 naturai rate of
income distribution, the prevalling level is remarkably resistant to gov-
Ernment inisrvention

Foctors Affecting Incoma Distribution

Education. Levels of huoman capital, treditionally measured in erms of
formal sducation and training. kave bong been seen as contributing o
bncomme differentials (Mkir 1984). The exsct mechanbam for this s under
o debaie,  Traditional human capital theorists stress the proghuctivity
effecis of educaiion and training which then manslates inio higher
earmings. More recently the screening hypothesis has seen education ss a
vehicle that employers use bo ration jobs (King 1991} In elther case, the
empirical are the same  possessbon of formal education and
training will translate o higher carmnings. Educaton then has a short and
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kg wermn rode o play in bncome distribution. I the short rn, i would be

that current wage differeniials would (n pan be explained by
educational differences. This appears io be the case. Figure I plots
earnings sgainst gender and education. |t i hard o 19l which has the
greater effect. In Australia in the 1960s It wes imporant o have post
school qualifications bat macimuem rent on these qualifications, coukd be
gainad by being male.

However, the long term role of education may be 10 reduce wage
differentials. As the relative scarcity of post-school edumtion s reduomd,
the rent aitached 1o it may also hall

For the year 1989-80 ihe mean annual sarned income for those with
post school qualifications was $32610 compared 10 an average income of
£24.500 oot thiwe witthouil psl school trainkig. The compumable figures for
the 1985-86 survey were $30,580 and $17.760 respectively, Whilst it bs
dangerous o commumend on trends on b basis of 1wo discrete periods, i
seems that the education differential is s for the currens period and the
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rate of growth tn income for those with post school qualificstions has
sloweed. The long term trend in the wage value of human capital oay be
far ke precise thin ks the past

Ocoapation. Mean anmsal sarned tnoome for full-year, full bme workers
varied markedly across the gight major occupational groupings. The
highest income groups were profesionsls. managens and adminksiratons
with incomes averaging $40,000 (1589-90) and the lowest paid were
labourers and related workers at $23.000. This in pan reflects aducational
differences but also s reflective of unbisn coverage, demmand factors and the
shewing role played by wage Aving agreements such as the Accond.
Incoene distribuition by mapor eccupanonal group is shown in Figune &

Gender. Males continue to parn, on average, more than females. In
1980 the avermgr male (ull and part time) sarned income sas 525 540

with §17.000 for females. However, boith male and frmale
workers experienced approximately & 37 per cont rale of growth in
sarnings from 198556 The male advantage is present both in rent on
wctucation, within accupetional groupings and by age. Part ol the reason is
ihe greater conceniration of femalas in pan-time worle  Another is the
interruption of career patha, whilsl there is some evidence of contimued
labour markel discrimination against women. The level of female dis-

Fugue 1 Maojor sccupation greups and meon onnual sormed
Income

O 5 10 15 20 25 30 35 40 45 &
Maon annual sarned income [$000]
Bowce: AR5 Cololeges 85440, 1992, pd.
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advantage has boen reduced somewhat but like the presenoe of income
inequalities in general. there s a reerarksble stickiness o male-lemale

Future Trends in Income Distribution

The things that will affec future mends in income dissribution ame i many
ways similar 1o those curtently impacting upon . From an economic
puint of view, the abiliry of the economy 1o provide work for its citizens s
crucial.  Melther the Australian economy, por any western econamy has
been able o cope with the twin problems of technological change and

shifts in parthcipailon reies ihat have charscteriaed ihe lasi rwo
decades. Pul more simply, the growth in the demand for jobs has
outwelghed thelr availabiliy,

In Austratia we have in pan disguised the nature of the problem by, in
our employment statistics, pretending that part time jobs are full tme jobs
udﬁuhhmnnqrmﬂ--ﬂnﬂ?nrnndummpnd
tha work force. In the foresessble futune, e job market will not plck wp o
any greal degree, although the natural rate of & per ot procicred by
Keynes may be achirvable. Things may not be as bad a8 that implied by a
recent hesdline in The Asstrailsn, suggesting thal the only hope for young
Australians was to “learn Japanese, head for the Gold Coast and malke
beuds’, but the job prospects for any school keaver is nof good.  From an
inconmne distribution poknt of view the makn, problem with unemplioyment
mmay be seen in the distinction betwesn income and wealth via the stock
and flow concept. Work produces income, some of which will be saved,
for mample in the form of superannuation or through the appreclation of
F.nﬂ.ldl-ll. This is the fow inio the siock of persosal wealth. Long

ncl only means current deprivation but also future
drpﬂﬂﬂulhrdlﬂrh; those aifected the chance to build an sssel
poriolio

T curreni economic rrends continue, iV 8 almost inevitable thay the
prowih in income inequality seen in the Wit survey will continue.  The
ecomomnic future will belong o the mcktiple oo famsly, partoularty
thowr withoot children and those in secun smployment. Single income
larmities with children and single parent families and the long werm
wnirnployed will fall further behind.

OF course it meed poi be this way. Susiained economic growth
necessary o faciiBate the labour market asperations of all groups would go
a lomg way to removing gross inequalities. And it would allow  govemn-
ments to fund dissdvantaged groups 1o a greater degree. Changes in
taxation policies and greater mrgeting of welfare spending would also
e b reduce inegualEies
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¥et the prevailing wisdom i present B 0 cut personal inooms s at
ihe individusl rather than the family level and 1o reduce the weliare
rather than to incrwase It In such clroumstances, it might be
enpocted thal the 1990-3 income survey will see more growth i incorme
i gualily
b perrn el Wenlth

It st be stressed here thal the discussion above has focused upon

income rather than wealth, The two concepts are related, principally by
e mhock Bow sechanism alluded 1o sbove. Yt far more b known abou

incorme dlstribution than wealth distribution. Thete are several foksons for

this inclading

*  Incoinw is tanable, wealth is not and hemoe government statislics are
concentrated on measuring noomme

= Wealih covers a large range of valusble and potentially valuable
mrts which are subject 1o major swings In value In short, B owesild
be difficult 10 know what 1o inchade in a register of wealth;

*  Prople are secretive about wealth sither for resscns of sscurity or
through fear of discovery.

In 1984 the then Treaserer Mr Keating st up o commities o introduce a

weoalth survey. This has vet 0 appear. Nevertheless work by Piggoit

(1984 and others indicate that wealth s more anevenly distribubed than

incomme
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DR PETER KRIESLER

In this paper, | want o look &t the way in which sconoenis (heory has
deveioped since Keynes, with particular emphass on the npications of
that theory, and the view of economibsis wwands the Swie. Clearly this s
an extremely wide topic, 50 you will have 0 forgive me if | “paint” with a
Irusad Bsruash, 81 the e pensr of some deail.

Lintil relatively recently tn the ecomornic thought of the Lie nineteenth,
and much of the iwentieth conduries, the State was virnally treased as o
sort of ‘defwull’. There wis & prisw focie belbel in the efficacy of markets. [t
wiak onily of 1he rare cevasions when the mariet was seen i be inable oo
daliver the goods that swy role was given 1o he Siate. S0, in looking at the
role of the Sake, parsdoxically, | need 10 consider the role and adequacy of
markets, and, in particular, © consider the cases in which ecanomic theary
has identified the failure of markets to be able 1o deliver efficlent
P

Although the title of this paper stresses events after Keynes, in fact my
starting poind will be with the economisis who tmmedisiely preceded him
This i, because, i order to understand Keynis, we neod o undentand the
wiews he was rescting 0. In additon, many of these views have been
revived in various guises

Heodaskeol Boonamics

Al the time Keynes was writing, mainstream economic theory had
developed into what is sometimes called neoclassical economics. | will
concentraie on the version which dominated in England, and was
mssocisied with Alfred Mamhall Keynes' teacher. Mamhall divided the
economy mbo 4 serkes of markets — bn each market, price equakes supply
and demand, so that, under normal conditions, all markets will clear. |
wani b0 focus on two particalarly important markets, namely the ibour
mrarhed, and the marke for kanabie himnds

In ithe labour market, the wage rate wis seen as the price which
rquated the demand and supply for labour. As long &5 demand and
supply schedules behaved in the conventional ways, 8 market clearing
wage would be established, so that there would be no involuniary
unemployment ai that wage'. Unemployment could only be the resul of
an impediment 1o the markst mechanism, which prevented the wage mie
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from sdjsting o the equildrmom level This is repressnted in Figure 1.
In Figure 1, W is the wage rate, and M the sumber of workemn. 55 the
of labour is represeniod as an increasing function of the wage rir,
while DO, its demand, s & decreasing one. At the equilibrium wage mte
of W_ M, s the quantity of labour both supplied snd demmandad, so that
the Labour market clears and there is no unemployment. 1, for some
rewnon, e wage mabe is nol allowed o sdjust, so that i cannot fall below
W, them the demand for labour will be N, while its supply will be N
The differencs betwoen thine represais an excess supply of @isour, or, in
oiher words, unemployment. 5o, the labour market was seen as
puaranteeing full employment, unless there were rigidities in the wage
rate. Only in that event was there & role for government. For most
economists, the role of governmmt was Emited © wrying o eliminaie the

Figure | Supply ond demand in the lobour markst
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rigidity, although there were alvernate suggestions that the government
may attemnpt i incrosse the demand for lebour.

Once the level of employment was determined in the libour market,
this determined the level of output, which was Independent of sving and
mvestmenl. To anderstand how this could be the case, I8 B nporam 0
look st the market for loanable funds. In this market. saving represents. te
supply of loanable funds while investment, the demand. The rate of
interest s the price which squates saving and tnvestment, in muactly the
MIme way as any prioe equates supply and demand”.  Underlying this i
the view that the rate of interest 18 the reward for posiponing
consumpition, so. if the rewand goes up then so will savings.

As it 18 shown that the economy is always at full employment, then the
market for loanable funds merely influences the division between
consumption and investment goodas, for given levels of cutpul and
employment. It s important o note that the causality runs from saviegs o
investnent. Changes in saving lead 10 changes in invesiment. 1 s nod
posaibile for investment (o lead sving. This view is sssociated with the
phencoena of crowding out. 1f there is 3 cenain amoum of saving, then
any attempt by ihe government (o increass s expenditur will smply
rechuce the saving fund, so private investrnent will be crowded out. 5o, the
maorr thal the government akes, the less s available ior the private sechor
It is joer this resson that the early neoclassical economisis argoed that
governments were limited in their ability o influence the level of
Py of investment.  With hull employment resulting from
the workings of the labour market, and investment determined in the
market for loanabie funds, any attempt by the government to influence the
conrsr of econoenic activity would have 10 be at the evpense of private
investment. Of course, the sssumption that both markets behave in the
conventional way 1s an extremely comtroverslal one.

5o fiar | have not said anything about money. For example, | have not
specified whether, when alking about the wage rate, | was referring 1o
mondy of real wages. The reason for this is that for the neoclassical
economnints, the price level s determined exogrmously o the resl secior vis
the guantity theory. As this is ressonably well known, there s no need for
me b o into i in depth, escept 1o remind you that, scconding o the
quantity theory, the aggregate price level is determined by the exo-
perously given money supply. The money supply s regarded s being
iotally within the government's control, and ia; therefore, determined
putside the real sector of the econoomy. So, we have what Pigou called the
“well of mumey’. Money i 8 surface phenomena, having no real infloence
excepd that ik can hide the underlying real story”. Monetary voriables
cannod [or kong) influence real varisbles
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50 far | have teen concerned with the overall neoclassical story, where,
excapt for the case of wage rigidities, there ks lttle explicit role for
government indervention in the peonomy, However, there is an bmortant
m-uh.mmm“ﬁ-m Pigou shirwed
thil én important condition for markes © allocste reuaroes
was that there were no externalities Hﬂ-nuﬂh.mnmnlhd
‘inalirest @ffecis’, oocur whan etonomic agenis ol part of & fransacton are
affected by the tramsaction. The usual sxample in the lisraiure is
pollution, where indlviduals otver than the consurmens o producen. of the
relevant cormmadities are affectod by . Dhae to the tact that the weltare of
agoenits not party to the transaction is influmced by the good's production
or consumption, the market will not allocate the relevant good efficiently.
Migou argued thal the sxistence of an externality led o a divergence
betweren the social and private costs of poods, and this was the key to thelr
inefficlent allocation, His solution was government Intervention in the
form of axation or subskdies in order 1o correct tee inifial disortion. 5a,
for Pigou, the existence of externalithes made i necessary for governimenis
o inlervens in the relevani markst. I should be noted thal this inter-
vention was only in individual markes and only to cormen disbortons.

To summarise the pre-Keynesian position: the main macnoeconomic
rale for the governnment was managemen! of monetary palicy (o awoid
inflation. Otherwise, unless there was some rigidity in the wage raie. there
would be no problem with smployment. | there wene externalities, thim
tha governement shoulkd set s snd subsidies 0 bring social and priva
comdts inin line,

The Economics of Keynes

Krynes, in 1936, publishec The Cravral Theory of Degulogment, Interest angd
Monry. In this work, Keynes both crithcised neoclassical theory on certain
fundamental points, ind proposed alternative explanations of many
Imporant economic concepis. This is not the place o cuiline all of the
ideas and controversies sssociated with the Cemeral Theory, a0 | will be
berat

Keynes' main crithciom of the conventional theory was kn terma of the
fallacy of composition. In other words, he argued that it incormectly
exbended results to the economy as 4 whole which wene only irue of
individual firms. In particular, he applied this criticism o the labour
market, anguing that, while it wias true that & reduciion & the wage mie
wonaldd increass an individual firm's demand for labour, this was nol brue
of & gereral reduction in wage reies. The reason v this & thal when we
are comsidering an individual firm, it is reasonable to assume that it can
rechuce ity wages while the level of aggregate demand in the scomonmy as 8
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whole remains unchanged  However, i all wages fall, then the level of

demand will dlso fall, and (his will reduce employment. Keyhes
also argoed that neoclessical theory was noormect in portraying labour as
bargaining for & real wage. Eather, the labour market bargain only
determuines the money wage In other wonds, Keynes denled the quantiry
itheory, mainiaining ihal roal wages are determined by the gomds market
whiete prices are determined.

As well as rejecting the quantity theory, Keynes also rejecied ihe
noclissical version of both the lsbour market and the market i loanable
funds. It was not the wage rate, acconding w0 Keynes, which determined
the level of employment, but rather the level of effective demand,
Effective demand was equal to the sum of consumption demand,
invesiment demand, net government demand snd net international
demand.

Wherras for ithe neoclassical econamisks consumption was madnly
determined by the faie of inerest, for Keynes, in the short run, the main
determinant of consumption was the level of real disposable income.
Invesiment was determined by both incomw and the rate of Interest.  Bul,
unlike the neoclassical theory where it was the e of interest which
brought saving and investment into squilibrium, with sving lesding
Investment. for Keynes it was the level of income which brought them into
equilibrium, with nvestment leading saving. The rate of interest was
determinad in the monitary sector by the demand and supply of momaey.
Far Keynes, monetary and real variables were inextricably linked.
Covernment monetary policy would aflect the money supply, but, unlike
ihe neoclessical siory, this would influence the raie of interesi, and
therefore the level of economic activity, rather than just the rate of
miflation.

Keynes' contral messsge was that there was no mechanism in 8
capitalist ecomormy which coukd guarantes full employment  He explicitly
rejected [lecible wages a8 & solution, because he believed that the main
cause of unemployment was Insuificient effective demand, and a
reduction in wages woukd not increase that demand.  Although Keynes
did nol explicitly conalder fiscal policy, his work was ssen s providing
i thenrviical peification for govemmments using fssl polcy, in the form
of nadgpet deficits, as @ way of increasing effective demand and. therefore
oy et

I was w5 8 resuli of Eeynes’ comirlbution to soonomrdes that govem-
mients, after the Second Workd War, belleved not only that they could
influsnce the level of employment, but also that they bhad a duty 1o
irrperruemd o achieve full employment. [n Australia, the Unibted
Kingdom and elsewhere, the maintenance of full rmployment became
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official government policy,

As 3 resull of Keynes' writing, economics wis subsiandially changed.
Prior 1o Keynes, there was no disiinction between macrosoonomics and
microsconomics.  Hather the distinction wis between toal and monekary
eronomics, with most real economics being concerned with micno-
economic uses.  Keynes [l rSCrosConoTmET Mo e contre of ecomaomic

This brings ws o the mporant queston of hiw the profession rescied
i Keymes. Alihough it iy true o say thar there were many types of
response, the malnstrsim recTion wis o sooept Keynes' conchsion that
unemployment was a real possibilivy, but o rejecy his maethod of argument.
Inatead, neoclassical theory sttempted to achiere the name resull within its
ruisting Framework’, modified s0 a8 0 make macroeconomics & sepane
study. So, we were left with a verslon of economic theory which is
sometimes referted 10 as neoclassical Keynesianism, in which the basic
nenclasaical model is amended 10 include downwardly rgid money wages
and inleresi rates (dus io the Tiquidity trap’l. Bither of these, it was
argued, was nough o generate unemployment, which would require

interventian in ranning facel deficite o stmulaie demand.

This version of Keyneslantsm gained fairly widespread acoeptance tn
thit discipling throughout the sarly post war period. B envissgid & mobe for
Eovernmeni macroeconomic policy mainly through varying the
expansionary effect of budgetary behaviour 10 provide either expan-
monary or contractionary stimulus to the sconomy, depending on its
position. Such policy was referred 1o & ‘fine tuning” as i requibred the
gevernment bo resct, fairly swiftly, in response to changes in the
economy's macroeconomic position.  Monetary policy was relegated o 8
secondary role. The primacy of fiscl policy was reinforoed by the Phillips
Curve siplanation of inflation, which was & retural exiension of the nec-
clamical Keyrestan argument  Acoomding to ths theory, the government
had a ‘menu cholce’ of combinations of the inflation rae and rades of
unemployment. [t was simply 8 matter of choosing the mese politically
appualing option and setting the fiscal parameters comectly in onder o
schibeve L.

Milton Friedman and Monetariem

Duaring thai time, there weiv iew disseniing voices from the maknstresmm.
One notable exception was Milion Friedman. Friedman's ecomomics
represented & return o the pure pre-Keyneslan position. He believed in
the eificacy of both the labour market and the market for loanable hunds,
an well as in a restabod vemsion of the Quantity Theory, For Friedman, the
ofly suitable role for government macroeronomic policy was the careful
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managrment of mongtary policy, not by attempting to fine tune the
econamy, but, rather by observing some simple rale. Fisal policy could
have no kimg nun effect on the real sconomy. its only influence would be
on inflation. The explanation for this lay in Friedman's modifications o
the anslysis of the Phillips Curve, According to Friedman the ariginal
analysis of the Phillips Cuirve had mis-specified the relstionship betwern
inflation and unemployment due 0 the omission of expeoations. Once
avpecutions were inchaded, the trade-off could be seen to be 8 short run
phenomencn, relying on money illusion, There was no trade-off in the
fseal policy could have no meal effect on the economy. [ increased

t evpenditure was financed by increased tasation or by
borrowing from the private sector, private sector investinent would be
crowded mat. 1 on the other hand, increasss in svpenditure were financed
by monetary expansion, the only effect of this (via the quantity theory)
would be inflatlonary. There coubd only be @ trade-oll U the “wvell of
money’ lnd agents into mistakes about what was happening 1o real
variables. As they could only see the monetary varabies. agenis could be
fooled in the short run, thus sxplaining the perceived trade-oll. Un-

mould nol be reduced, for long, below the “natural raw’ which
was given by frictional and structural factors. The only way the govern-
ment could reduce unemployment from this level was by microsconomic
policy atmed at supply side (aciors within the labour market.

A basic eret of Friedman's economics was the befiel that 1o much
government was undesirable. The issue was argued both from a

| whew, and from the economic position thal any incresse in
tha size of government could only be at the expense of the private wcior.

For much of the 19708 there was a debate beiwern Friedmanite
monarsis and neoclssieal Keynesians o in the efficacy of fiscal policy,
which hinged on the question of whether or not there was any sustainable
irade off between inflation and unemployment. The moneiarists,
howrver, raised 8 telling blow against the argumenes for fine funing by
emphasising the importance of lags, both in obtaining the information
bt the exact conditions of the scomomy, and the time taken for policy
responses (o work.

There was one serious problem with Frisdman's explanation of the
expectations augmenied Fhillips Curve, which was related 10 his
rxplanation of the process by which evpectations were formed. Acconding
i Friedman, soonome agenis formesd hisr expeoiations solely on 1he basds
of the past history of the relevant variable. The difficulty with this s tha if
inflation is sccelerating or decelerating, then agents woukd be making
persstently incormect predictions on the basis of thir evpeciations. In
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other words, the expectations formation process postulated by Friedman
woiakd besd 4o conlthuous ertor, and &0 could nol be comsdered o be
rational. This criticism of Friedman ke fo the Rational Expectations School
of monstarism. According o this view, the sssumption of rational
maximising economic agents should be extended to the analysis of
expeciations formation.  Expectations should be viewed as being formed
rationally, not only on the basis of past information, but alse in
incorporating current infonmation with 8 well informed und erstanding of
economic theory. I this was the case, then economic agends would not

muffer brom money Uhaskon, and, thereione, there woukd not even be o ahart
run irade-off

The Rational Expectations School

Thi: Rational Expectations view has oiten been alled Mossiariam Mark 2,
s lis undleriying mexiel of the sconomy is that of the marlier version of
monetarism, with rational expectations grafred on. However, the
implications of this have rendersd government macroeconemic policy
totally inefiective. Boomomdc sgents, within the analysts, undersand the
immiclate implications of government action and so act o neutrallse their
effects. In any case, unbess governmment action is iotlly andom, it will be
anticipaied by rafiona] sconombc agents, and so will have no sifect.

Monetarism Mark 2. by denying any short mun trade-off, virtually
postuliies that we are always st full employment.  Any measured un-
emnployment is the result of labour supply decisions 10 substitute lelsure
for work. This has led to policy suggestions focusing on supply side
considerations, 0 change taxation and benefits systems 10 make work
e destralile relative to letsiire

The rise of the rational expectations school has been partoulariy
prominent during the 19808, especially in the USA. There have recently,
howsrver, heen shgns that ity Infleence may be waning, with the rise of Mew
Kryneslanismn, which moves away from the mther ieslised assumpeions
of earlier neoclassical macroeconomic theary, such as perfect competition
in all marikets, and anempts to deal with percebved imperfections. It i still
too sarly to pdge thetr contribution, but the analyss stempds o revive o
Recent Davelopments in Microeonomics

Most of the discussion, so far, has concentrated on (ke Bsug of the
desirability of government macroeconomic policy.  However, at the same
time as these debates in macroeconamics, there were important
develnpments in microeconomics which had significant implications for
the debate about the role of the State. The maln developments in this anea
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have come from general equilibrium anshyis, which originated from the
works of Walres, who was concerned with & problem ihat had fascinated
voonomists and philosophers for centuries. The problem was whether the
acthoms of seli-intetested individuals in & deceniralised market could
the toial quantity affered for sale in the market would equal total demand
This is called general squilibrium becsuse, as well as all quantities
supplied and demanded being determined, so are all prices
. I s an armasing concept thal ihousands, indeed millions
of greedy individuals can rush around doing their own thing, and, instead
of total anarchy resulting, somehow the markei léads to an arderly
solution.  Economists such as Adam Smith, who colned the term “invisible
hand o describe the process, and Marg, were amazed by & And Walras
ﬁnﬂﬂpﬂhmhmﬁﬂlﬂrﬁn The most important
in this area have come from Gerand Debreu and
mmhﬁm.ul resili of which (he analyals is often called 1he
Arrow [ Debreu model.

The maln point of the initial efforts of Debreu and Arrow was 0
demaonstrate the conditions required for the existence of parela sptisal
markst clearing prices in a8 competitive decentralised market These
comnditions not only are not fulfilled inany known workd, they could not be
fulfilled in any imaginable workd, rven allowing for science fiction.  Their
obasrvation has been used 1o srgue kor Keynes' mmpomant insight that &
decentmlised market system bs unlikely 1o fully employ all resources in all
ariets

The other rrlevant devaloprment came from the work of Coane, which
led to 8 revaluation of the problems caussd by exiemalities. Earlier |
allusded o Pigou's analysis which srgued for the necessity of goerimeni
imiervention o deal with euviernalitbes. ﬂﬁli]!ﬂpﬂdlhlllnnﬂm
analysis in which be showed thae the market could efficienily allocate
externalities unless sither property rights are inadequately defined of
transaction costs are positive. In any case, according 10 Coase. Sute
inierventon was not costiea, and any benelis may be outwrighed by the
comt. This potnt has been taken up by Tulloch and Buchaman who have
argued that the State s not 8 newtral referes as much econormic theory has
postulated.  Rather, it is influsnced by many coalithons of vested inderesis,
50 that it may nod always groerate soclally optimal sodutions @ prodlema.

So, what are we left with? Economic theory bas shown that markets do
e peomsarily work as effickent allocators of resources. Linemiployment
and inelficiencies may well resull from the unletiered working of markets.
O the other hand, State intervention is alo les than periect. Even U we

Ieave aside the problems of knowing where the sconomy is, and of policy
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ligs, govermnmmenits respond o various interest groups, and e, often do not
serve the wellare of the majority. In the final analysis, sconomics canmot

give us general rules as io wheither the role of the Staie should be
rxpanded of contracied.  Each case must be evahiated i its own righe

Suggeations For Further Reading
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thist Trany FAiRalFRar aoibn el e ] ol keinysng



3358 g8
|
]

HEEEE§§
i
il

|

i

| ey raseas
i
|



FEEEEEFL I 1T EEITE

184



IRIRTRINEE

GLOSSARY OF TERMS

i consdnsual incomes poticy between the Federal Labor
Government and the ACTU concerning wages, employ-
ment and clemenis of the social wage such as weliure
spending and wation amangements

regarding man as ihe orniral o of the univense.
sialrmerd of 8 povernmenis's expectnd revenie and eu-
penditure for the Grancial year.

the accummlation of real capital goods by the private
mecior.

indetest rabe on funds Seposibed with the shir e mamey
s .

& business undertaking owned and controlled by its e
hera

o symbem of soclalist eoonomee organisatkon whereby the
grrvemmeni formalsies and controls mapor economile deck-
skons concerning production wrgets, prices, incomes and
resource allocation.

privately operated firme in Russia selling a varkety of
goods and services (o oonsumens in competition with the
stare ranepoly supply system.
mikcroecohonk policy conducted by the Trade Praction
Corrndssion using the Trade Practices Act 1o esamine the
effrcts of merpees, Wkeovers and anti-compstitive bebay-
{onar on the degree of compet ion in various ndustries and
the economy as & whole,

a sudden amd decisive mwasure in politics, especially ane
effecting a change of government legally or by fore.
asitaation in the balancs of payments where ol payments
for immports of goods and services and income transiers
rexmvitsed o the rest of the workd escesd total receipts trom
exports of goods and services and income from the rest of
the wurld,

& process wheteby direct government regulatory comirols
over market forces are removed

a sysiem applying since July 1 1987 of axing dividends
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COTRpAnY e SArTy @ b rebate antibement for Australian
remident individual sharebolders.

system of learning where students are impaned with
knowledpe, skills and understanding about commenclal
and eronomic procosses.

the use of b, namaral or capital resorves in the prodhuc
thon process. Lismsaliy refen o the level of bour nesourres
a8 a proportion of the total eligible population tn pad full
af part e work,

nepotiation of wages and working conditions between
employess and employers within individual enterprises.
price of ane curency b erms of another.

the utility that people derbve Prom the kves ledige that an
encdangered speches confirmees bo exist

arn unintencled cost or benefit incurred by athens or the
community as » whole as a result of a privase activity.

a Liberal-Matkonal Farty paolicy document outlining a
blueprint lor reforming the structure of the Australian
wonomy in order o promote sconomic growth and
personal incentives. i contains plans for the introduac-
ton of & goods and services tax, significant outs ks
personal rates of income tax and cuts in government
spending.

macroeconomic policies (partcularly monetary and
fscal policy) designed to stabilise Muctuations in the trade
cycle eg additional povernment spending on infrastrc-
fure o boost emphyment dring § recesabon.

witten by Brian Finn on behalf of Australian Education
Councll Beview Committer on “Young Prople's Particips-
riem b Post Compulsory Bducation and Training'.
refers to use of the federal bud et by the government to
influence ihe bavel of economic activity, resource allo-
cation and income distribution. Changes in the level

and composition of government taxation and ex-
pemaditure are usexd as fiscal Instraments 10 schieve

ihess goals
dirreloped by Professor Sandaley Shatalin i mid 1990 jor
the rapid nrform of the Soviet economy.
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& slhuarhon where non paying consumerns of sofme enyifon -
miental goods cannit be eacluded from thelr e

the exchange of goods and services and capiial wishoui
anificl sdvantages bring beskorwed on domestic produc-
e of artificlal restrictions imposed on foreign producen
plan fior reform of the Russian sconomy named after Yegor
Caldor, Deputy Prime Minister of Bussis in 1991,

the total market value of ol goods and services produced
in & country in & given period, usally & year Gross
domesiic product is aken w0 be a measure of & COURETY S
i it {maosime.

ratio of the srod between the Lonens curve and the disgonal
limse wnd (he botal ares under the dusponad Line isell

open of information, The berm was colned after
thee 1985 Corbackes periad in the former USSR o describe
moves o openness of discusabon of deas for relorm of
Soviel political and economic life.

equivalend to gross domestie product plus inpoeres of goods
] ST

doliar fow of total product for 8 natlon: the sum of con-

sumption plus invesoment (domesiic and ioneignd plus
govemment expenditure on goods and services.
superminisiry designed 1o unify in one stroctune, agricul-
ture and indusiry maiters. 1t was crmied under the
Gorbachey reform plan and translaiss a the Swe Agro-
indussrial Comaniner.

prrwetic lermm wsed b vefer b fhame ssctions of Dhe oommmms-
nity particularly vocal in the environmental debate who
argue siromghy Foran ealnsion of the plansing /regulaiory
rode of government in environmental masers.

currency that can readily used as @ medeem of exchangs
and store of value. Particularly applicabile to say LS dallar
balances held and traded inthe black market in Russia and
the CES as the former rouble’s value depreciaies dus 10
inflation and the gemicnal lack of comfidience th the rouble’s
purchasing power.

the return from contributing W producion and /or the
receipt of wellane payrmenis from ihe government.
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mewsure of spread of natonal income thrmighout the
populstion of & country
microeconomic policy conducted by the govermment
recomimendations have been & phasedown and eventual
remncval ol tariits and of ber forms of sty sssitancr o
Asstralian marufactering in particular.

reders to the penoral raie of increase in the general kevel of
prices acoounpanded by a lall in the value of money.
mekiLne of soonomic.a gents” prioe formations in the future.

e cost of borrowing financial resouces. Also the rendal
price of capiial goods

short run objective of economic policy largeted with
tntention of influencing an whimate cbjective like price
stability.

inherent worth of a good or imponance of environmental
species.

establishriwnt of 4 mew independent company by fwo or
Mafe COMPankes of enierprises eg joih! ventates involving
state crwtbed orvbirjrises in Kussia or the CI5 and ioewign
compamies

schiool of sconomic thought based upon the legacy of the
svenesmics of fohn Maynard Keynes

tardy rescthon time of economic variable or policy instn-
meend b0 3 change in economic cirournstances such as a

policy pronounorTent of &n uphim of downleen b e
trade cycle e employment fends o lag other variables or

monglary policy charges aof with & kg and varable lag.

separation of competing or diffenent economic activites by
local, state or bederal govern menta o reskd ential, commume -
clal, indusirial, recrestional, spocial purposs, defence and
eduicational landuse rones.

& shtuation whete comipetitive advantages and disadvan-
tagesbsstiwed on privaie or pablic enberprses o removed
e protection of some Austrulian manufscturing firms
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VErSUS UNprobeCted rranialscruring firme or removal of we
exempt status for government trading enterprises.

a graphical portrayal of the patern of oo distribrution
at any one particular point bn tome.

narrow definsion of the money mipply I inchades all notes
Anad TR PR CUrTenl scrounl depamits. with binks.
browd definition of the money supply. laclisles all notes
and coin phis all bank deposits

the change in s payable as knfome changes, usaally
expressed as a perorntage of income at 8 particular thresh-
okd kevel of income. In mos OBCT coantries,

rates of txathon are imposed progressively fe not only dovs
the amount of bix pald increse @ incoome ncraae, buat so
oo (does the rate st which the tax s applied.

an sconomic sysiem based upon private property fighis,
freedom of enterprise, the nube of law and free inctioning

prodisct and facior markets.

& pirsthon where private propenty righits may be ] defined
and as & result, rede cannot ke place and inefficken:

resouroe dllocation may oo e the absenoe of markets for
somw environemenial poods. MMarket ilure has offten been
sl a8 pretext for governimend intervesibon and prowi-
siom b other Birmanine suggests that it may be posaible o
cresbe markets whene private property rights can be estab-
Tmhed

wrole report on behalf of Australien Education Coumell
MWMMMJH@H

for Consultation”.

the mutual combination of iwo or more business enber-
prises into ahe entily.

policies designed 10 improve the efficiency and

productivity of various indusity sectons by removing im-
pedimenis to rescunce alkcation and restoring incentives
et ecmomis agenbs.

schol of economic thought apired by Milion Friedman
who argues for the adoption of money sipply Tubs o
contain inflation, § newtral robe for fiscsl policy and the free
hanctianing of product and Iscior markes.

mn



GLOSSARY

monsiory policy  exercised by the federal govemment and implemented by

el axpor

O Memtian

opan markel
CapaeeCan

ihe Reserve Bank of Austisbia via lts influence on overniiht
caih rates with the intention of Influencing the cost and
availability of credit in the soomomy,
an agreement by participating countries w0 reduce their
production of CFCs in order (o lessen global ozone dephe-
tiom. The Montreal Protocol was signed in 1988 and was
based on the mabilisation of TFCs based on 1968 levels by
thee yaar 3000 and a reduction in those emissions by 20 pet
ceni by the year 2005,
b of ecomomis thougg bt that de e koped sroorsconommie
anatysis, in particular the use of mathemarios and modeks
o explaks conoepts sch s marginal wtiiiy.
the difference between exporis of goods and serviom and
irmporis of goods and services
economic statermenl made by Prime Minister Paul Keating
in February 1990 which snnounced new federal govern-
ment speiding progamomes, 4 one off lamily allowanoe
payment of $100 o reduce hardship caused by the reces-
sbom anad & commiimnent bo s cots in 1993584 for ind hviduals
as well as 2 oot bnosales tan o new caTs.
sales or purchases of povernment securities by a ceniral
bank to influence the money sapply and hence the rate of
irmerest and resl economic activity.

Poreio efficiency anenvironmen! in which it is impossible by any sconomic

Phillips curve
picking winners

171

reorganisation to make any peron better off (in his own
estimation) without making another worse off (in his
own estimation).

permy used 1o Fefer o the process of ecomamic restrscharing
that took place in the USSR during the Gorbachey era.
empirical relationship showing the supposed trade-off
between unempioyrment and inflation in the short nin.
refers 10 & slituation where the government gives selective
assistance 10 those industries it considens o have future
prospects for sucoess in inbermadional trade.

aggregate expenditure by individusls om final con-
sumptieon poods afd services



GLOSSARY
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action iaken w0 sell olf part or all of 2 public et 1o the
private sector. It can also take the form of
tendering by the private sector for the right 10 provide
public services or contracting oul of services previously
provided by the pulslic sector,

individual claims on resources or asses through legal
orwmership or payment of a coniract price.

any armificial ad vantage bestowed by poveernment to givea
domestic firm or industry a competitive sd vantage over a
foreign producer.

public sector bormowing requirement, which is the total

vohume of funds sought by all government and semi-
government bod e from financial markets in one year. 1|

Is & measure of the total annual borrowing needs of the
public sector as o whole

@ growond wrvkch i mom Fvisl e o eciusiee b i s nocloss
submtitutes and non paying users cannot be excluded from
comnsuming the good.

school of economic thought which emphasises tha
PO b gruts Rl y anbckpate government sction, thereky
rendering such policy inefiecttve.

an upturn in the business cycle charactensed by inctoasing
rpending, cutput and employment opporunities.
federal government legislation designed 10 guaraniee
owhaers of proposed pulp and paper mills securiey of supply
of woodchips from govemnment owned inrests. The legis-
lision was defeated in the Senate in May 1992,

oversupply of robles in former LESE due (o excessive
growth in the money supply. Consegquent inflation and
loms of purchasing power in roubles & well as Joss af
confidence in (he rouble currency which forced individu-
ik v comwvert roubles inio hard curreney llke LS dollses on
the black market at a higher eschange raie than the official
exchange rase.

that part of income not consummd of spent

BELEY TP
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GLOSSARY

& market siuation where demand for a good or service
enceeds iis supply. uwaally forcing prices 1o rise, or if prices
are fived, rationing by queuing of ralion cands
the mainienance of the long term survival of a particular
gerun of plant or animal.
Introducsd b the jormer USSR in 1967 10 improee the
Orumcial discipling of state owied enterprises by making
theern e independent of the central planning autharity.
that bree irade does not gxist in Tany markets
because they are dominatnd by a few lange multinational
Hrma which erect barriers o entry ihrough sale scono-
miis and technological superionity. Suggested policy pre-
SCTEprm s for governmaenis io intervens and assist domes-
e firrre b0 gain strategic positions in seme workd markets

shruchural changs Fﬂﬁﬂh‘iﬂ' changes occur in the struchure of produc-
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of an economy over e This may
hhu.mummw
in consumet preferences and the consequent decline in
s indusiries and growth in others.
economic development which takes into account the
renewal of fesources and the needs of fulsre generations.

legislarion enacted in 1974 outlining penalties for uncom-
petitive behaviour and provisions o prevent mergers and
tikkoovers that mighi lessen competition in any sector of the
wonomy., The Trade Practices Commission and Prices
Surveillance Asthority are the key regulstory authorines
for the purposes of the Act.

the fandamental inflation rate when ssasonal, one off or
policy induced influences on prices are discanted.
refers 1o that percentage of the workforce willing and able
1o work but unable o secure employment. 1t ks that part of
ithe wotkforoe not actually kn full or part thme ernploymreni.
the returm b0 labour for its contribution o the production
process. Wages ane the income to labour, the price of
labour relative to other productive mpats and the cost to
employers of labour relative 10 other fctor inputs.
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GLOSSARY

refirs i the intal stock of asssts of 8 peron of 8 countTy.
Wealth is 2 stock concepd as opposed b incorme which isa
flow concept.

curve plotting effective rates of return on various financial
instrumenis with vanying manuritbes. The slope of the yiekd
curve is an Indication of the stance of monetary policy.
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Orwver 500 secondary schools and colleges subscribe to The Economics
Education Resieo, a quality B-page economics newsletier published by the
Economics Education Resource Centre for teachers, librarians and
students. It offers up-to-date information on the Ausitalian economy
with & blmomthly coverage of the important developments in sconomic
theory and policy lssues such as the G5T debate and econamic

manageTnent

Features of The Econorics Eduration Reviaw include:

* pwo articles per sue by lending econommists;

* guestions for students at the end of each article;

* Westpac forecasts on key economic indkabors;

* news on EERC professional development activities.
Top quality articles have been comenissioned for 1993 and teachers may
order class sets of The Eromomnes Edwoation Resten or subscribe on behalf of
their depariment or school library.

Available frme The Bconomics Education Resource Centre
PO Box 92 51 Leonards NSW 2045,
Phe (020438 4377 = Fax: (02 439 730




Wﬂ CONFERENCE PROCEEDINGS
Macro and Micro Policy in the '90's

» Comprehensive covsrmnge of mocro ond micro epics.

® Up ko dote content,| drowing on recant issuss from the curment policy debxate.
« Rsodable sryle which 11 oppropriate for teochen and wedent

» Clear hgures and tables dhustrating current sconomis rends.




