
CONFERENCE PROCEEDINGS 

A NATIONAL ECONOMICS T E A C H E R S ' CONFERENCE 

CREATING 

COMPETITIVE 

ADVANTAGE 

IN THE '90s 

Edited by Tim Riley 



y-^mwmmmmmmmmm 

The Economics 

Education Resource 

Centre 

The main purpose of the Economics Education Resource Centre 

(EERC) is to encourage a better understanding of the principles of 

economics and to promote their practical application. Secondary 

economics teachers are the main target group and they are encouraged 

to telephone, write, fax or visit the EERC for assistance with resources 

on a range of topics. 

The major functions of the EERC Include: 

� Accumulation ol a comprehensive resource base. 

� Organisation of professional development days, seminars and 

conferences 

� Development of new resources for economics teachers. 

� Liaison with other Australian economics teachers' associations 

� Publication of The Economics Education Review 

The present bank ol resources at the EERC includes the following. 

Textbooks Reference books 

Videos Country case study information 

RBA bulletins Past examination papers 

Topic box inf«>rmation Journals of economics associations 

Audio tapes Stock exchange/Futures information 

Company reports Bank bulletins and newsletters 

The EERC sells many of the lecture papers presented at the range of 

professional development activities run throughout Australia. These 

pwpers cover topics such as Macroeconomic Management, Labour 

Economics, International Trade, Industry Economics, Microeconomic 

Reform, Environmental Economics, Comp)arativc Economics, Dcvel-

opmcn. Economics, Income & Wealth Distribution and Evolution of 

Economic Ideas. 

Contact: Tim Riley, Director 

The Economics Education Resource Centre, 

4th Floor, 38 Oxlcy Street 

St Leonards 2065 

Mail to TO Box 92 St Leonards NSW 2065 

Hours: 8.30am - 6.00pm, Monday to Friday 

Ph: (02)438 4377 � Fax: (02)439 7310 



CtNTRE FOR / - n | 0 
INDEPENDENT 

STUOtES 
101\ 

ECONOMICS � 93 
C O N F E R E N C E P R O C E E D I N G S 

Creating Competitive Advantage in the '90s 

I J I J I I U H T h e Economics Educat ion Resource Centre 



ECONOMICS 

C O N F E R E N C E P R O C E E D I N G S 

Creating Competitive Advantage in tlie '90s 

E D I T E D B Y T I M R I L E Y 

THE ECONOMICS EDUCATION RESOURCE CENTRE 

1993 



PuUiihad October 1993 by 

T>i« Economics Education Ratourc* C«nlr« 

a divliion of Th* C«nlre ior lnd«p«nd«nl Sludiat Umiled 

A.C.N.001-49S012 

All Righte RetervMl 

Viaws axprassad in ifia publicoliont ol The Econom ici Education Rasourca Canira and Tha 
Canira lor Indaopandant Sludias ora Ihosa of itw oulhori and do no4 nacastorily raflaci 
ifia vi«w» of lf>a Cantra't ilaff. Advitart, Trustaai, Diraclori or officart. 

NaHonol Ubrory of Autlralia 
Catologuing-irvPublicalion Data: 

Econoniici '93, confaranca procaadingt : 

craating compatiliva odvontoga in iba '90« 

Bibliography. 

Includa* indax. 

ISBN 0 949769 92 4. 

I . Economic* - Congrauai. 2 Compatilion 

- Australia - Congrassas. I . Rilay. Tim, 

1953- . n. Economics Education Rasourca 

Cantra. III. Titia : Craating compatltiva 

odvontoga In tf»a '90s. 

330.994 

Sponsorad by 

COCM-COM SBl Am ATI L 

ALCTRALIAN STOCK E»ZHANGE 
i iMrriD 

and 

4l*rfuii tankm'Asiodation 

O 1993 Tha Canira for IndapandanI Studias LkJ 
Dasignad by Andraw Davias 
Prinlad by Auslrolion Print Group 



E D I T O R I A L N O T E 

This is the third book in a series which records the proceedings of a National 

Economics Teachers' Conference organised by the Economics Education 

Resource Centre. Economics '93 was held at the Ramada Hotel in Surfers 

Paradise over July 1st and 2nd 1993. 

Eleven papers were presented to the conference by economists and 

educators under the theme of 'Creating Competitive Advantage In the 

'90'8'. The program's theme examined the notion of competitiveness as 

espoused by Michael Porter, in his acclaimed book. The Competitive Advan-

tage of Nations (1990, Macmillan). Each conference speaker applied the 

concept of competitiveness to a particular facet of the Australian economy in 

highlighting ways in which Australia might achieve and maintain a greater 

level of international competitiveness in its relations with the world 

economy 

1 am indebted to all of the speakers who gave permission for their 

papers to be pniblished and for their co-operation in dealing with matters of 

consistency in style and presentation. The quality of the content and analysis 

is indeed a reflection of the authors'attention to detail and their expertise in 

the topic areas treated. Economics "93 Conference Proceedings is thus a 

valuable collection of readings for secondary teachers of economics, stu-

dents and librarians. 

1 wish to thank Andrew Davies for his creative and technical expertise 

in preparing the manuscript for publication. My thanks must also go to 

Maree Seage for her assistance in ninning the conference and to the staff of 

the Ramada Hotel for their efficient and friendly conference organisation-

Above all 1 would like to thank the 100 or so teachers from all over Australia 

who attended the conference, and the resource exhibitors who gave their 

support to the conference exhibition Many of the interstale attendees were 

able to come to the conference because of travel grants made available by the 

John Bonython Lectu re and Scholarship Fund of the Centre for Independent 

Studies. 

Finally 1 would like to acknowledge the considerable financial support 

of the Australian Stock Exchange, Coca-Cola Amatil and the Austi^lian 

Bankers' Association in sponsoring Economics '93. 

T imRUey 

Director 

The Economics Education Resource Centre 
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INTRODUCTION 

T I M RILEY 

The Economics "93 Conference focussed on both the theoretical and policy 

implications for Australia's economy of Michael Porter's influential book, 

TTie Competitive Advantage of Nations (1990, Macmillan) The eleven confer-

ence speakers were pven the challenging taslc of relating their specialised 

topic presentations to the conference theme of 'Creating Competitive Ad-

vaotage in the '90's'. Whilst many of the papers concentrated on Australian 

trade issues, others were able to develop ideas about the notion of competi-

tive advantage as applied to fields such as education, wage determination, 

economic reform and income distribution. 

Carolyn Grainger in opening the conference, spoke about the role of 

education in a compwtitive economy and the challenges facing teachers in 

preparing their students for an increasingly internationalised Australian 

economy. Her main message was that whilst educational reform is presentiy 

fashionable, we must be careful not to blame education alone for our poor 

economic performance. We also need to think critically about whether we 

want a broad based, general education system or move to a vocational 

education model, such as that evident in Germany. 

With the publication of his best selling books Competitive Slraleg}/ (1980) 

and Competitive Advantage (1985), Michael E Porter of the Harvard Business 

School established himself as one of the world's leading authorities on 

competitive advantage. He has constructed a new paradigm which attempts 

to explain why some firms, mdustriesand nationsare more competitive than 

others m global markets and what factors underlie this phenomenon. 

Professor Peter Lloyd (University of Melbourne), a respected expert on 

trade issues, discusses Porter's theory and its implications for Australia's 

trade opportunities in Asia. The new paradigm stresses the behaviour of 

iiuiividual firms in contrast to the traditiortal theones of comparative advan-

tage which emphasise endowments of land, labour and capital as the deter-

mii^ants of a country's relative costs of production. In Porter's view there are 

four factors which determine a firm's competitiveness: firm strategy; struc-

ture and rivalry; demand conditions; and related and supporting industries. 

He calls these four factors the diamond'. Professor Uoyd argues that 

despite Australia's natural resource endowments, it has failed to participate 

in the boom in world trade sirure the 1960's. 

Associate Professor Doug McTaggart from Bond University pursues 

the fK>tion of competitiveness by giving several definitions of the conceprt 

and the main ways by wfuch competitiveness can be measured: calculating 

and comparing real unit labour costs and the CPl based real effective 

exchange rate. His major conclusions are that keeping inflation low and 
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allowing the exchange rate to float free of intervention by the Reserve Bank 

are vital aims of monetary policy if Australia is to maintain competitiveness 

in world trade. 

Gary Banks from the Industry Commission looks at the role of 

microeconomic reform in improving the operation of product and factor 

markets as well as raising the efficiency of government trading enterprises 

TTieseare the crucial avenues of economic reform for raising the competitive-

ness of Australian industry He cites many examples of consumer benefits 

such as lower prices, improved service, product innovation and better 

technology which successful microeconomic reforms could achieve. 

Case studies (minmg and the capital market) of export success are 

presented in papers by Roger Harding (BHF Australia Coal) and Alex Frino 

(University of Sydney). Roger traces the early development of B H P s coal 

mining activities and the company's commitment to remaining one of the 

worid's leading coal exporters by adopting quality assurance principles and 

developing an industrial relations policy conducive to achieving on-going 

productivity improvements. Alex's paper outlines the vital role played by 

the Australian Stock Exchange (ASX) in mobilising both equity and debt 

finance for investment purposes. He discusses at length the deregulation of 

the ASX's operations in improving the operating efficiency of the securities 

mdustry. 

Day two of the conference featured papers presented on interactive 

teaching strategies, business-education links, labour market reform, eco-

nomic reform in Eastern Europe and China and the changing pattern of 

income and wealth. 

Ted Hook from the University of Queensland issues a challenge to all 

teachers to establish mutually beneficial business-education links betwMB 

their school and a business (local, state or national) or industry group. He 

discusses the Business Council of Australia's NIEF (National Industry Edu-

cation Forum) initiative and the implications of Australia 2010 for future 

trends in education 

LyIe Kirkwood's 'Interactive Teaching Strategies' explains the me-

chanics of using strategies such as 'find your other half, and highlights the 

advantages and disadvantages ol using such strategies In the classroom. 

Other strategies discussed include: 'jig-saw grouping', hypothesising, mak-

ing collages, using charts and various simulation games. Interactive strate-

gies provide one of the important means of helping students to think 

creatively in an increasingly competitive world. 

One of the key areas of reform is the labour market Profesaor Rod 

Treyvaud (UNE Northern Rivers) explains the distinction between the three 

major models of enterprise bargaiiung He argues that Australia's multi-

factor productivity has stagnated siiKethe I980sand that enterprise bargain-

ing under Accord Mark VII is not likely to improve the performance of 
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Australian industry. Clearly, until there is a resurgence in investment, 

productivity gaitis will continue to be sourced from dowiuizing of labour 

forces at the enterprise level. 

In contrast to Australia, economic reform in the former command 

economies of Eastern Europe and the Soviet Union is a huge task. Dr Gary 

Chiltick (Queensland University of Technology) examines the difficulty of 

transformation to a market economy and the role that Western assistance 

may play in the process. China's reform process is well under way and Dr 

Chiltick argues that there are many opportunities for Australian trade in 

Asia. 

The distribution of the gains from trade or improved competitiveness is 

dependent upon the size of the gains and how eveiJy they are spread 

throughout the Australian community. The University of Queensland's 

Aseociate Professor John Mangan presents evidence of increasing income 

inequality in Australia This is because of specific labour market changes 

(e.g. the working poor) and the presence of labour market hysterisis (the 

tendency for long term unemployment to start from a higher base with every 

recession). In addition to these factors, the prcxess of economic reform 

including intemationalisation will lead to some labour displacement but 

create more employment oppNsrtunities in the long run. The question for 

policy makers is to ensure that the gains from enhanced competitiveness 

filter down to those displaced by the reform process. 

Economics '93 Conference Proceedings is an interesting and useful collec-

tion of paf)ers for teachers and students of economics because it applies the 

concept of 'competitive advantage' to the Australian experience. It is this 

link between economic theory and the real economy which makes the study 

and teaching of economics such an exciting and challenging endeavour. 

Nationa 1 ccmferences are also important vehicles for bringing together teach -

ers and economists who can focus on national issues common to state 

curriculums. The final positive feature of this collection is that it b a 

summary of the major issues affecting Australia's trade in the 1990s, particu-

larly trade with the fast growing Asian region. 
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THE ROLE OF EDUCATION 

IN A COMPETITIVE E C O N O M Y : 

CREATING COMPETITIVE A D V A N T A G E 

I N THE 9 0 S 

C A R O L Y N G R A I N G E R 

In a recent article in The Australian, P. P. McGuinness expressed forcefully his 

views on the failings of education to contribute to the well-being of Austral-

ian soaety. McGuinness claimed: 

Just about all the problems of this country - economic, sodal and 

moral - can in the last analysis be traced to a single source: the 

education system. This has over the years become infested with 

such a number of self-serving and time-serving mediocrities that 

education, training and research are stifled.' 

While most Australians would have some reservations about the efficacy of 

the education system, it is unlikely that they would demonise education as 

the sole cause of the decline of civilisation as we know it. They might suspect 

that the economic, social and moral problems of this country have more 

complex origins and require more subtle analysis than are described in the 

fulminatiotu of a lapsed Marxist economist turned professional stirrer. 

Nevertheless most Australians would share with McGuinness an abiding 

faith in the power of the education system to set an individual and a nation 

on the path of righteousness; whether that path be economic, social or moral 

Such faith is touching. But as with most articles of bith, it is a fixed, 

bright-coloured, two-dimensional version of multi-layered, shifting reali-

ties. At the very least, the assumptions people make about the power of 

education to cure the ills of individuals and society bear critical examination. 

The evidence that participation in education provides competitive 

advantage for individuals is indisputable, and has been comprehensively 

reviewed recently by Maglen .̂ Those with more education have higher tfian 

average work force participation rates and lower unemployment rates than 

those with less education. Better educated individuals establish earnings 

advantages early in their working hves and these advantages increase over 

time. Those with degrees do better than those with diplomas who, in turn, 

do belter than those with trade certificates. Those with no post school 

certificates do worst of all. The advantage of being more educated over less 

educated is mure marked among females than males. It should nevertheless 

be said that the economic advantage provided by education is decreasing 

and in Australia this trend has been discernible since the Sixties. 

While the power of education to affect the life<hances of individuals 
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EDUCATION IN A COMPETmVE ECONOMY 

has been demonstrated, its power to effect improvements in the wealth of 

nations and the chaimels through which it brings this power to bear are less 

dear. While both Ergas (1984)* and Porter (1990)* suggest that education and 

training are important to economic growth, neither demonstrates the con-

nections. As with most researchers in the field, the linkages are assunted 

rather than untangled. CertaiiUy countries such as Japan, the Federal 

Republic of Germany, the United States and Sweden have invested heavily 

in education over the years and have apparently created a competitive 

advantage as a result. But the approaches adopted are so fundamentally 

different that they provide litUe guidance to policy makers intent on effect-

ing economic improvements through education. 

Education's contribution to past economic formations has been evalu-

ated more by social commentators than economists. In describing the 

supposed linkages between education and the economy of an industrial 

society, Alvin Toffler (1970) argues: 

Mass education was the ingenious machine constructed by industri-

alism to produce the kinds of adults it needed .. . The idea of 

assembling (masses of) students (raw nnalerial) to be processed by 

teachers (workers) in a centrally located school (factory) was a 

stroke of industrial genius. . . The inner life of the school thus 

became an anticipatory mirror, a pertect introduction to industrial 

society.. . * 

Reflections on the contribution of education to past economic development 

provide little help in determining the way forward. Currently there is wide-

ranging debate about the contribution education makes, might make, or 

should make in creating competitive advantage in a changing economy. 

Ironically, the present 'uncertainty' comes at a time when government 

efforts to expand educational services have been profound. 

Recent Trends in Education 

The decade from 1982 to 1992 marked a rapid increase in participation in 

formal education. More and more youth remained at schcwl beyond the 

post-compulsory years. Year 12 retention rates rose above 70 per cent. Full-

time participation rates for the 15 to 19 year old cohort increased from 46 per 

cent to 56 per cent. The number of students in higher education increased 

from 341 390 to 559 365, an increase of 64 per cent. The number of students 

commencing undergraduate courses increased by 68 per cent and there was 

a 61 per cent increase in course completions. Because it is a relatively 'free' 

education system the increase in government funding has been substantial. 

Increased spending on education was justified by reference to equity 

considerations but such considerations sit within a concern for the common 

gcwd and the national interest, in particular the nation's economic interest. 
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Porter, Lingard and Knight (1993)' argue that because 'the Australian state 

has taken on the role of ensuring economic restructuring and greater p>roduc-

tivity*, all sectors of education have been re-configured as a crucial compw-

nent of that economic agenda. 

Until recent times, comments from the business community on the 

contribution of education to the economy focused on its pjerceived failings. 

Unfortunately, these critics were notably short of constructive coitunent. 

More than a decade ago, for example, the Ahem Committee noted that 

despite agitation from the business community for education reform, mem-

bers of the Committee 

were particulariy disappointed to find that submissions from em-

p>loyers and employer groupss contained no defirutive statements of 

the standards they require (Hrsl Interim Repx>rt 6.4) 

This negativity continued through the 1980s as is evidenced by an article in 

the Business Review Weekly of 15 May, 1987 where it was claimed: 

while what business has to say on the negative side is clear enough, 

it is still hopelessly imprecise about what it wants from education 

and how it thinks the system can best produce it. 

Times have changed. Business throughout the world has finally got an act 

together. Whether it is the right act or not remains problematic. In Britain, 

the reform proofs is being driven by the 1991 White Paper Education and 

Training for the21sl Century. In the United States an agenda was established 

by America 2000: The President's Education Strategy, which outlined new 

directioiu for education and training. In Australia the work of Fmn, 

Deveson, Carmichael and Mayer provides the drive for radical new direc-

tions. 

In all countries, the issues identified and the solutions propxised are 

remarkably sunilar. These reports bear testimony to what Fmn (1991) 

describes as: 

the shared belief that intematiot^al economic compjetitiveness, as 

well as domestic social well-being, is increasingly dep>endent on a 

nation's ability to pwoduce a well-trained, flexible work force and to 

develop enterprises which enable all employees at all levels to 

contribute to their full potential^. 

While there is general agreement with this pjroposition, there is no coruetuus 

as to what this means in terms of ptolicy prescriptions. Nothing illustrates 

this lack of consensus more vividly than the diametrically oppx>sed ap>-

proaches adopted by the two post-war economic miracle economies, Japan 

and West Germany. 
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EDUCATION IN A COMPETmVE EC(DNOMY 

The J o p a n « s « a n d G e r m a n Modeb of Education 

On the one hand, there is the approach adopted in Japan which rejects 

preparation for vocational specialisation at any level of education, particu-

larly school- level education. In Japan, the emphasis in schools is on a broad -

based, general education. Such an approach is in harmony with the de-

mands of the labour market because employers are concerned with a poten-

tial employee's willingness and ability to learn on the job. They are not 

concerned with whether or not the employee has specific vocational skills for 

at least two reasons. 

Firet, they believe that if the potential employee has an appropriate, 

broad education then the skilb and knowledge will be acquired rapidly. 

Second, they believe that today's skills and knowledge will become obsolete 

very quickly. Certainly the Japanese government is committed to the 

attainment of high levels of training and skills, but it is the responsibility of 

Japanese Industry to make such provision. It is not the responsibility of the 

schoob. The responsibility of schools is to provide a broad-based, general 

education which serves as the foundation for future training and re-training. 

On the other hand we have the approach adopted in the Federal 

Republic of Germany. In Germany great emphasis is placed on vocational 

education and training as part of school education. About half of the age 

cohort proceeds to Years 10 and 11, with approximately 30 per cent continu-

ing to Years 12 and 13. Approximately 20 per cent enter tertiary education. 

More than 65 per cent of post-compulsory school students enter a system 

which offers vocational education. This vocational education usually in-

volves three days a week on-the-job training with the remaining time 

devoted to attendance at vocational schools. 

In Germany, it is a national objective that every person entering the 

labour market should be occupationally competent and qualified either as a 

skilled worker or as a graduate from higher education. For the 10 per cent 

who have not decided on a vocation, there are various one-year pre-voca-

tional courses in high schools or vocational schools. Thus virtually every-

body is in education, or education plus training, up to the age of 18. 

Until recent times the Australian approach to education and the 

economy had much more in common with the general education approach 

adopted by Japan rather than the German model. The idea of eariy voca-

tional specialisation that we find in Germany was considered inappropriate 

for Australians. 

Nev^ Directions in Aus t ra l i an Edocotion 

The new directions for Australian education were first signalled by the 

report titled Young People's Participation in Post-Compulsory Education and 

Training (the Finn Report). The Finn Report recommended: 
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� a convergence of vocational and general education; 

� the establishment of Key Competencies for students leaving Year 12; 

and 

� the establishment of target retention rate* over the next several years. 

The directions recommended by the Rrm Report have been supported by the 

Employment and Skills Formation Council report on the Australian Voca-

tional Certificate Training System (the Carmichael Report). The Carmichael 

Report advocated, in addibon to the above: 

� a competency-based education and training system; 

� recognition of prior learning and articulation; and 

� credit transfer to higher levels of competence as defined by the Austral-

ian Standards Framework 

The push towards 'a convergence of vocational and general education' is not 

without its dangers, particularly if general education is truncated too early. 

Moreover it is important that conceptual clarity be established Maglen 

(1993)* draws important distiiKbons between: 

� compulsory and post-compulsory educatioru 

� general and vocational education; 

� pre-employment education and employment-related training; and 

� general and specific training. 

While he finds that vocational education has more employment and earn-

ings potential than general education, he also makes it clear that the broad 

term 'vcxational education' bandied about in the current debate is both 

oversimplified and potentially misleading. 

He says: 

'Vocational courses that lead to degrees and to the professional 

occupations are better in this respect than those that only come up 

with certificates, and these in tum have a better record than trade 

qualifications . Those who would ivish to direct more students 

into TAFE programs have a lot of convincing to d o . . ' . ' 

In the same study, he finds also that: 

� the direct evidence of the contribution educational exftansion can 

nuke to improving Australia's competitive position is weak and 

inconclusive; 

� there is considerable evidence in support of the contention that 

employment-related training has a much more direct impact on 

productivity than does education; 
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EDUCATION IN A COMPETITIVE ECONOMY 

� the performance of the Australian economy over the period of 
sustained educational expansion . . . is particularly disappointmg 
. . . there does not appear any magic amount and/or combination 
of education and training that economically successful nations 
have achieved, and the less successful ones have not, such that if 
the latter were able to match the former, they too would be success-
ful. 

He argues further: 

It would appear much more efficient, and in the end, much more 

equitable if resources were diverted to: 

� improvmg the quality of lower levels of education, to raising the 

basic standards of education received by all young people, espe-

cially the average and below average students at the primary and 

secondary levels; and 

� developing much more thorough, well-structured and propjerly 

supported employment-related training programs. 

He concludes that: 

Ensuring that all young p>eople are thoroughly grounded in the 

fundamental cognitive skills of literacy (including these days com-

puter literacy) and numeracy, and have a sound knowledge of the 

history and geography of the world in which they live, etc. must 

therefore be the major contribution education can make to poduc-

tivity. 

In their joint submission to the Finn Review, the six leading employer 

organisations in Australia argued that the principal role of schools should 

not be to provide occupation-specific skills. Rather, schools should be 

concerned with: 

� strong levels of competence in literacy and numeracy; 

� analytical thinking and problem-solving abilities; 

� creative and expressive talents; 

� personal quaUties of responsibility, initiative, creativity, adaptability, 

co-operativenessand self confidence 

The Finn Report (1991) itself agreed that; 

. . . employers are more clearly articulating their desire for the 

school system to provide young people with a foundation of basic 

skills and a range of broad skills and attributes which are generally 

relevant to the world of work without being occupation- or indus-

try-specific. (Page 6) 
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We should therefore be cautious in our assessment of two currentty fashion-
able propositions. 

The first is that education is a universal panacea for what ails us. There 

is no doubt that it is a potentially powerful influence on society, helpii\g to 

shape our perceptions of ourselves and of what is right or wrong in the eyes 

of society, helping to fit us for the world of work and helping us to become 

functional in society. But, to confine these remarks solely to the economic 

influence, it is far from proven that education alone can work the mirade the 

poUcy makers seek. There is an equally strong case to be made for the 

proposition that the most effective strategy for economic improvement in 

Australia would be compulsory retraining for all senior mar^agers - though 

one must doubt that this prescription would be greeted with much enthusi-

asm. 

The second proposition is that education should become more 'voca-

tioiul' and less general. Here there are several pitfalls. As Maglen has 

shown, the very term covers a spectrum from a T A F E certificate in hygiene 

to a post-graduate degree in brain surgery, both admirable in their way but 

hardly comparable in their contribution to the economic well being of the 

individual and of society. 

Another danger is that, like the generals who notoriously train their 

armies to fight the last war rather than the next, our policy makers will train 

our youth for the industrial revolutions of the mid-twentieth century instead 

of preparing them for the unknown demands of the twenty-first. Despite the 

nostalgia of Carmichael for a world of firm-jawed worker heroes with large 

spanners in their hands, the evidertce of business and industry is that they 

favour general skills and attitudes of understandmg and co-operation. 

The German training model which so entranced Carmichael originated 

in the nineteenth century. It coiuistently produced world-beating heavy 

industry and miUtary forces. Funded lavishly by the USA after World War 

Two as a counterweight to Soviet Russia, German industry and its work 

force continued to perform superbly in its traditional fields. One may 

legitimately question, however, whether the German training model that 

Carmichael saw would be sufficiently adaptable to cope with the demands of 

a twenty-first century, post-industrial, information-oriented society. This is 

not to queshon the ability of Germany and German educationists to change, 

but ralher to question the suitability of an old model for today's Australia. 

Let us therefore value education, but not build a cargo-cult around it. 

Let us value it as the primary system for socialising our youth, without 

expecting it to do everything that we as individuab and as a society should 

be doing. Let us regard il neither as our philosopher's stone nor our 

scapegoat. And let us finally bear in mind that education should give our 

children more than a glimpse of the factory bench. It should give them a 

window to the world. 
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AUSTRAUA'S TRADE OPPORTUNITIES I N A S I A 

PETER J . LLOYD 

Austrol io 's Trading P r o b U m s 

The international trading problems of the Australian economy are con-

standy In the news. The general impression is that the international trade 

sector of the economy is periorming badly and the conclusion which many 

columnists and editors draw is that the government must do something 

about this, usually in the form of restoring protection or giving other forms 

of assistarKe to the producers of tradeable commodities. We need further 

diagnosis of the problems and a careful assessment of their causes and the 

prospects for inten\ational trade before any recommendations to change 

government policies should be considered. 

The first set of problems which receive much attention are the increases 

in imports of certain products, chiefly import-competing manu^cturing in-

dustries sud\ as the clothing, textiles and footwear and the motor vehicle 

groups aiul the associated problems of reduced employment in these mdus-

tries. These problems are very real though there is ample scope for disagree-

ment over the causes. I will return to this issue at the end of my paper. 

The second important problem is the chronic balance of payments 

problem. Australia has been a net borrower for most of the period since 

European settlement In the two decades of the Sixties and the Seventies, the 

deficit on the current account averaged 2.5 per cent of GDP but since 1980-

81 it has never fallen below 3 0 per cent. The forecasts for the ourent year are 

about 4 per cent which, if realised, will probably be the largest among all the 

OECDcountries. These accumulated deficits have caused a sharp increase in 

the external debt to GDP ratio which has become the focus of cutional debate 

The third problem is the least well recognised. This is the low ratio of 

international trade to GDP. This is most commonly measured by the ratio of 

the value of exports plus imports of goods and services to GDP, expressed as 

a percentage. In 1991-92, the ratio was 35 3 per cent for Australia. Now one 

expects, for a couritry which is well endowed with lutural resources and 

more remote from the major world markets, the ratio to be lower than those 

of most other countries but this ratio is the lowest trade ratio of all the OECD 

countnes Moreover, the Australian ratio was constant throughout the 

period of the 60s, 70s and 80s, while that of almost all of the other OECD 

countries climbed rapidly and consistently. Australia has failed to partici-

pate in the boom in world trade that has been going on now almost without 

interruption for more than three decades. 

The last feature is the most important because it is a fundantental 
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determiiunt of the average real incomes in the Australian economy Trade 
liberalisation or free trade, and balanced or unbalanced trade are not objec-
tives of national economic policy They are policies which are important 
only if they enhance the lutioiuil economic performance in raising our 
aggregate real incomes and achieving a more desirable distribution of these 
incomes. 

Trade liberalisation improves the long run performance of the 

economy by allocating resources to more productive areas and increasing 

comf>etition in the economy. The slow growth of international trade has 

been associated witha rate of growth of real GDP per capita which has been 

low in Australia over the last decade, relative to most other OECD coun-

tries and relative to our more favourable performance in the preceding 

three decades. Part of the poor trade participation is due to the fall in the 

prices for wool, wheal and many of our mineral exports that have been 

depressed in the current world recession and our commodity terms of 

trade have trended downwards over a longer period. But most of it is 

attributable to the barriers to trade imposed by Australia, especially to 

trade in manufactures, which has been the booming area of world trade 

(along with services) and which has been heavily protected in Australia 

until the cuts in tariffs aiKJ quotas begun in 1988 and 1991, and also the 

barriers to our exfx>rts of agricultural and mineral products 

Similarly, the deficit on the current account is important not because of 

its size or any argument about the iiicrease in payments to service the debt 

but because it reflects the long run performance of the macroeconomy. The 

current account deficit reflects a macroeconomic imbalance between income 

and spending. When the current account deficit is 4 per cent of GDP, it 

means that for every $100 spent by the whole nation on all goods and services 

$4 is financed by borrowing overseas or by selling off natioiuil mttU rather 

than using our national iiKome This is a sensible polic)- if the borrowing 

increases our productive capacity and thereby generates additional income 

which can be used to ref>ay the net borrowings. Unfortunately, the increase 

in net lutiorul borrowing since the eariy 80B has i»ot been associated with an 

iiKrease in the rale of capital formation aiKl iiuleed this has trended down-

wards, especially for private sector investment. Thus we have used the 

iitcrease in net borrowing to irtcrease current spendiitg by the private and 

public sectors. 

These three features are related to each other. As an example of these 

interrelationships, many commentators observe that lowering the trade 

barriers increases the import competition and the structural adjustments 

imposed on import-competing activities, and it increases aggregate imports 

and thereby contributes to our balaitce of payments problems True but 

these are the proximate effects only A n increase in the balance of payments 

deficits by itself will put upward pressure on the exchange rate, which will 
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then reduce the levels of some imports and boost those of some exports. If 
there is no destabilising speculation in foreign exchange markets or changes 
in the conditions of demand and supply for international capital movements, 
a lowenng of import trade barriers will boost both exports and imports 
without cfianging the balance of payments (It will , however, cause struc-
tural adju.stment problems for some industries as resources do not move 
easily from one set of activities to aiMlher) 

What then is the ultimate cause of the balance of payments deficits? 

That is, what is the cause of Ihe increase in national expenditure over national 

income? There are several possibilities. One is recession but this is not 

plausible as the recession is clearly depressing aggregate natioiuil expendi-

ture including imports of goods and services. Another is the decline in our 

terms of trade on world markets. This contributes in the short run but in the 

long run if goods and labour markets as well as foreign exchange markets are 

reasoivibly flexible they will encourage the shifts of resources and restore 

balance of payments equilibrium. One candidate is the liberalisation of the 

domestic financial and foreign exchange markets in the early 80*. This was 

a change in government policies independent of other trade events and 

policies, an exogenous event in the language of economics, which caused an 

increase in capital inflow as Australia was regarded by overseas investors as 

a secure and attractive location for long term investments. 1 shall return to 

this theme later. 

The most important implication of these changes is the urgent need to 

adopt policies which will induce a higher rate of growth of real output of the 

Australian economy. This will allow us to absorb the large f>ool of unem-

ployed and underemployed resources in the economy, as the government is 

currently arguing, including those who have become unemployed in indus-

tries subject to reduced trade protection. (This pool of underemployed 

resources can be looked upon as a potential contributor to this growth if the 

right polides are adopted). Higher growth will also allow us to repay past 

borrowings and perhaps to increase Ihe debt further. Most importantly, 

economic growth is desirable in itself for the higher real incomes and the 

greater choices it brings for the economy in the ways in which higher output 

may be spent; for example, in maintaining or improving Ihe quality of the 

enviroiunenl, 

Gradually in recent years there fias been a growing recognition thai too 

much of Ihe focus of economic policies has been on Ihe short term manage-

ment of the economy and thai the short term macroeconmic problems are 

related to the jxKir long term performance of Ihe economy. We must increase 

the priority given to growth-inducing policies. There has not been a major 

investigation of the growth perf orma nee of the Australian economy since the 

Vernon Committee Report of 1965. 1 shall consider Ihe issues of competitive-

ness and trade policy and the role of Asian markets from thi.s perspective. 
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W h e r e a r e rii« E x p o r t Oppor tun i t ies? 

No economist should attempt to predict where the growth in exports will 

occur. The essence of a market economy is that the actual pattern of exports 

wil l be selected by market agents and it is foolhardy for an economist to try 

to second guess the many changes in market supply and demand. However, 

one can make general observatiorw about trends. 

T r e n d s in C o m m o d i t i e s 

The commodity trading ftattem of Australia is, by comparison with all other 

OECD countries except New Zealand, peculiar. Australian exjwrts have 

always been and still arc dominated by agricultural and mineral products, 

that is, by primary products. In 1991-92 primary products accounted for62.7 

per cent of the total value of merchandise exports (see Department of Foreign 

Affairs and Trade, 1992). This reflects the large endowments of land relative 

to capital and labour resources. Manufactu res and especially what are called 

elaborately transformed manufactures' have grown more rapidly since the 

early 1980s. Moreover, in 1991-92, 62 per cent of the toUl primary exports 

were 'unprocessed', that is, requiring little or no processing. Thus 38.4 per 

cent of total merchandise exports are unprocessed agricultural or primary 

products. This percentage is lower than il was a few years ago but it is still 

amazingly high for a high income country. 

One should examine the total trade in goods and services because there 

is no reason to give preference to trade in goods over trade in services. In 

1991 exports of services were 20.4 pjer cent of total Australian exports of 

goods and services, compared to 20 3 for all industrial countries as a group 

(IMF, 1992). Thus the specialisation of Australia in unprocessed primary 

products is equally true of the total trade in goods and services. 

This pattern of export specialisation is a part of our trading problems. It 

has reduced the opportunities for participating in the rapid and sustained 

growth in world consumption and trade over the last three decades. The 

G A T T calculates the growth in the volume of worid exports by major 

product groups. Over the period 1983-1990, worW exports of agricultural 

products grew at a mere 2 per cent annum compared to 4 per cent for mining 

products and 7.5 per cent for nuinufactures (GATT, 1992a). 

The slow growth in the volume of trade in primary products is due to 

two factors, the slow growth of world consumption and the severe restric 

tior» on worid trade in both agricultural and mineral products. (See Lloyd, 

1993, pp. 226-229 for further discussion). The former is being partially 

addressed by the current Uroguay Round of negotiations under the aegis of 

the GATT. Even if this is successful in reducing the border barriers to world 

trade and the export subsidies which further distort this trade, the former 

factor of the rate of growth of consumption will be the main determinant in 

the long run of the export possibilities for this product group. Lower trade 
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barriers will give a once-for-all boost to exports only. 

The specialisation in primary products has a second adverse effect on 

Australian trade. The commodity terms of trade for Australia fluctuate 

annually to a much greater extent than most OECD countries, primarily 

because the prices of our primary exports are more volatile but also signifi-

cantly because these price fluctuations are positively correlated with each 

other and i\ot offset by fluctuatior\s in import prices. 

Australia must put much more emphasis on the development of non-

primary products if it is to share in the growth of international trade and 

gains from trade. Over the last five years or so Australian exports of 

manufactures have grown rapidly relative to both our historical record and 

to other OECD countries. The exports of so-called 'elaborately traruformed 

manufactures' (ETMs) have ivcorded the fastest rate of growth in recent 

years. They grew by 12.8 p>er cent in the 1991 -92, following a growth of 22.3 

per cent in 1990-91, and now coiutitute 14.5 per cent of total commodity 

exports of Australian produce compared to only 8,8 per cent six years ago. 

(See Department of Foreign Affairs and Trade, 1992 for details.) 

In a recent forecasting exercise the Bureau of Irtdustry Economics ( B I E 

1992) forecast that the value of manufacturing exports would increase by 47 per 

cent over the five years 1990-91 to 1995-96. The fastest growth in manufactur-

ing exports would occur in high-technology industry, including information 

industries, aircraft and parts, sdentiTic instruments and pharmaceuticals. 

There are also good opportunities for the growth in trade in services. 

The world growth in service trade can only be measured in terms of value 

because there are no reliable price measures for service trade generally. Over 

the decade 1960-90, the aimual average growth of the value of service trade 

was 7.5 per cent, compared to 5.5 per cent for the value of merchandise trade 

(GATT 1992b, Table 1.1). Travel and transportation are two of the eight 

product groups which the GATT (1992a, Table 3) lists as expanding faster 

than world trade generally. As there is no general reason to believe that the 

increase in prices for services will have been significanUy greater than those 

for merchandise exports, thLs increase in the value of service trade should 

reflect a faster increase in the volume of trade in services. 

The BIE (1992) study forecasts that exports of services by Australia will 

increase by 52 per cent over the period 1990-91 to 1995-%. There are 

opfX)rtunihes for export growth in non-traditional areas of service provision. 

For example, exports of education services, which are not reported sepa-

rately in international trade statistics, have grown very rapidly in Australia 

over the last decade. There are opportunities loo for increasing cxir exports 

of medical services to overseas residents. 

Tr*ndx in tha A s i a Region 

The term Asia will be taken to mean East Asia, that is, the North (East) Asian 
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countries of Japan, Hong Kong, South Korea, Taiwan, and China and the 
South Asian countries of the ASEAN bloc and Mekong delta countries. For 
some purposes it is useful to distinguish between the old 'capitalist' coun-
tries of Japan, Hong Kong, South Korea, Taiwan and the ASEAN countries, 
from China and the other 'socialist' countries, though this distinction is 
rapidly becoming less relevant. 

The Asian region has two outstanding features in this context. It has 

become the most rapidly growing region of the world in terms of real output 

and even more so in terms of real output p>er capita because of low and falling 

rates of popubtion increase in the region This rapid growth has spread from 

Japan and the Four Tigers (Hong Kong, South Korea, Taiwan and Singapore) 

firat to Malaysia, Indonesia and Thailand and more recently to Chiiui and 

Vietnam. And this rate of growth is accelerating for the region as a whole 

during a period when the rates of growth of the OECD countries excluding 

Japan is decelerating. Even in 1993 the growth rates of aggregate real output 

for these countries have been predicted by the Asian Development Bar\k to 

be approaching 8 per cent, compared to a prediction of around 3 per cent for 

the OECD countries. 

Asia is also the region of the world economy in which intenvitional 

trade has been growing most rapidly. Over the last twenty years the share of 

the Asian countnes in world commodity impori trade has almost doubled 

from under 8 per cent at the start of the 1960s to 14.8 per cent in 1989, the last 

year for which statistics on a global basis were available This reflects the 

impressive eccmomic performance of this group of countries. 

Trade should also encompass international capital flows and trade in 

technology. This Asian growth trend is even more marked in capital flows 

because of the rapid increases in the surpluses of Japan and the emergence of 

surpluses on the current accounts of the balance of payments of Taiwan, 

South Korea and Singapore in the late 1980s. Gamaut (1989, p. 81 and Table 

4.1) notes that the countries of North East Asia are much more important in 

total world savings and investment than they are in total world trade 

because of their very high savings rates. These statistics relate to net flows 

and to the net investment in all forms: direct foreign investments, portfolio 

and other investments. From the point of view of the link between invest-

ment and trade flows, perhaps the most useful seriesarethoserelating to the 

grossoutward flows in the form of direct investment abroad. By 1990, Japan 

alone accounted for 21 per cent of the reported direct investment abroad in 

the world economy (International Monetary Fund, 1991, Table C.17) 

whereas in 1985 it accounted for only 11 per cent. 

Furthermore, the flows of trade have been increasing within the region, 

and this preference (statistically speaking) for intra-area trading has, unlike 

Europe, become more marked. Consider the intra-area share of imports of 

commodity trade. For OECD Europe, this measure has been high and 
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tended to increase slowly throughout the period, from 56.4 per cent in 1964 
to 69 per cent in 1987. For North America, this share is much lower and has 
fallen from a f>ea k of 40.5 per cent in 1969 to only 27 per cent in 1988 For Asia, 
the intra-region share of import trade has roughly doubled between 1964 
and 1988 from 20 per cent to 41 per cent. For the combined Asia-Pacific 
region, the share of intra-area imports has also increased rapidly throughout 
the period and is now about the same as that in Europe. 

The increase in intra-aiea commodity trade (and trade in services, in-

vestment and technology transfers) is all the more remarkable as this region 

is the least regionalised in the sense of the formation of regional trading 

arrangements which discriminate in trade flows and therefore tend to in-

crease the intra-area share of trade compared to what it would be in their 

absence In Asia, ASEAN rentairu the only regional trading arrangement 

and there is none in the North Asia sub-regioru By contrast, there have been 

many arrangements in Europe, Africa, LaHn America and the Caribbean. 

There has been sigiuficant freeing of trade in the Asian region over the 

last two decades. G A T T (1992, Appendix Table) provides a list of 63 

countries which have undertaken unilateral reductions in protection ins-a-

vis all trading partners since the start of the Uroguay Round in 1986, rune of 

these being in the Asian Region as defined here. These are Japan, South 

Korea, China, Macau, Indonesia, Thailand, Philippines, Malaysia and Singa-

pore. In addition, Japan has taken measures to free trade in certain com-

modities after bilateral negotiatioiu with the US: for example, the 1988 US-

Australia-Japan beef negotiatioru and the 1990 Structural Impediments 

Irutiative. Many of the reductior« in Asian countries have been substantial 

By comparison the non-regional reductions in the EC and the US have been 

much less comprehensive 

The rapid growth in Asian trade meaivt that there will be more oppor-

tunities for increased exports to these markets, provided of course that the 

Asian growth continues. The growth in international trade has been due 

proximately to two factors, li\e rapid growth of real incomes and markets in 

these countries and the opening of these economies to greater internatiorul 

trade. (This begs the important question of whether the growth of real 

incomes is itself, at least in part, caused by the opening up to international 

tradeof these economies.) This will provide opporturtities for all commodity 

groups, but (he growth will be more rapid in services and manufactures. 

In the light of these trends, it is not surprising that Australian exports to 

the Asian region have been increasing as a proportion of our total exports. 

East Asia (that is, both North and South East Asia) is now the largest regional 

destination for Australian exports, accounting for 58.4 per cent of total 

merchandise exports of Australian produce in 1991-92. This compares to 

50.5 per cent in only 1987-88 and a much lower proportion in early years. 

Exports to East Asia have contributed four fifths of the growth in these 
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exports since 1987-*8. One should note that our exports to Asian markets are 
still predominantly primary products and simply transformed manuhic-
tures. Thus, Australia is still basically a supplier of raw materials and simply 
transformed manufactiu^ to these markets. 

G l o b a l i s a t i o n 

The term 'globalisation' was coined to denote the movement of capital and 

technology by multinational corporatioiu around global markets in order to 

minimise the costs of producing the final goods and services and to market 

these goods and services worldwide. For final goods which are manufac-

tured in several stages, the manufacturers can source the produced inputs at 

each stage from Ihe cheapest location around the world. This leads to Intra-

industry trade in components and materials, often involving trade between 

branches and subsidiaries of the same multinational corporations. Much of 

the expansion of world commodity trade has been of this type of investment-

led intra-firm and inlra-industry trade. 

This pattern of investment-led intra-induslry trade is particularly 

prominent in Asia. Fukasaku (1992) documents the growth of intra-industry 

trade for the Asian countries over the period 1979 to 1988. He attributes this 

increase in intra-industry trade principally to the globalisation of corporate 

activities, which involves assembly production based on imported pwrtsand 

components in different countries and then selling and competing on global 

markets. This first occurred frcHn Ihe US during the 1980s and more recently 

from Japan and from Hong Kong, South Korea, Singapore and Taiwan wfuch 

are sometimes known as the Four Tigers or Four Dragons. Japanese and 

more recently other Asian corporaticms have moved towards more globally 

integrated operations. Many of these operations have been in Ihe Asian 

region, accounting for the rapid growth of commodity trade and investment 

and technology transfers in the Asian sub-region This has created a new 

form of trade-and-investment interdependence in the region. 

One impbcation of these trends is thai overseas investments in Austral-

ian-based activities can be an important spur to our exports if they are 

d irected to activities for which there are export opportututies (see McKinsey 

and Company, 1993, Chapter 4). 

Another implication is that some of the growth in Australian exports of 

goods and services wil l take the place of Australian investments in plants 

offshore for exports to third country markets or back to Ausbalia. During the 

80s, Australia's main offshore operations have Ijeen in the US, New Zealand 

and more recently in the European Community in anbdpation of the estab-

lishment of the Single European Market from 1 January 1992 (see Business 

Council of Australia, 1992) but the most rapid growth is now in East Asia, 

especially in the Special Economic Zone of the Pearl River Delta region that 

borders Hong Kong. 
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Many Australians complain that the relcxation of manufacturing activi-
ties offshore takes jobs away from Australians previously employed in 
factories in Australia. However, one should recognise that the profits earned 
and management incomes are part of the exports of services arul that 
Australian-produced materials, parts and components are supplied to these 
overseas plants. In any case, some of these establishments in Australia 
would have closed if there were no offshore operations. Furthermore, 
offshore plants may lead to increased exports from onshore production 
through the acquisition of market ii\formation and contacts and new prod-
ucts or technologies. The McKinsey survey of nunufacturing com|>anies 
showed that only 10 per cent of Australian companies which went offehore 
reduced their exports from Australia. Offshore prcxJuction should be Icwked 
upon as a part of the global chain of specialisation within industries. 

Conip«tit iven«ss 

A lot of the debate in maiugement and government circles has centred on the 

work of Michael Porter. Porter (1990, chapter 1) advances a new paradigm 

of 'ccMnpetitive advantage' which he sees as being in opposition to and 

superior to the traditional economists' concept of <x>mparative advantage. 

'A new theory must move beyotui the comparative advantage to the com-

petitiveadvantageofthenation.'(Porter, 1990, p. 20). His theory stresses the 

behaviour of individual firms in contrast to the Iraditioiul theories which 

emphasise industries and the economy-wide endowments of capital, labour 

and land as the determiiunls of a ccjuntry's relative costs of production. In 

Porter's view there are four factors which determii>e a firm's competitive-

ness: firm strategy, stmcture and rivalry; factor conditions; demand 

conditicms; and related and supporting industries. He calls these four 

factors The Diamond'. 

There are important differences between the Porter view and the theo-

ries of comparative advantage, especially his emphasis on firm-level product 

and process irmovation and created factors. These factors deserve greater 

emphasis. I agree, but the differences between the Porter view and those of 

the theory of comparative advantage have been exaggerated. On the erne 

hand, most of the Porter Actors reduce to economic determinants, including 

the availability and prices of primary and intermediate inputs, and on the 

other, many of the more modem theories of intra-industry trade emphasise 

the same firm-specific factors of product variation, technology, firm size and 

competitive strategies as Porter does. Competitive advantage is coiuistent 

with comparative advantage. 

Porter draws an arulogy between the trade of firms and that of luitioru. 

I'irms lose when they become non-comp)etitive and. so in his view, do 

nations. The role of a nation's industrial pwlicy is, according to Porter (1992, 

chap>ter 12), to amplify the forces within the Diamond. 
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In building a theory of international competition which is more realistic 
in terms of the determinarUs of the successes and failures of individual firms. 
Porter teiuls to lose the perspective of the whole economy. International 
trade is a positive sum game, not a zero sum game. Krugman (1991) has put 
it neatly. 'Intematioiuil competition does not put countries out of business. 
There are strong equilibrating forces that normally ensure that any country 
remains able to sell a range of goods in world markets, and to balance its 
trade on average over the long run, even if its productivity, technology, and 
product quality are inferior to those of other countries. And even countries 
that are clearly inferior in productivity to their trading partnen are normally 
made better, I H > I worse off, by international trade.' 

Nevertheless, firms and journalists aiKl others who are concerned over 

the non competitiveness of some Australian producers are responding to 

real concerns in the marketplace. One feature of greater integration of world 

markets and greater openness of ruitionaI economies is that competition has 

become globalised There are more competitors in world markets. Itismore 

difficult now for a country which is well endowed with natural resources, to 

take an example highly relevant to Australia, to earn substantial rents in 

worid markets And the competitors and the products with which we are 

competing are changing more rapidly than ever. There is less room for 

suppliers who do itot keep up with their competitors in terms of new 

methods of production or new products. 

Industr ia l Pol icy 

In a globalised economy, there is less room for governments to make 

mistakes in rational economic policies. Governments as well as firms are in 

comp>etition with each other 

Since the 19208 the centrepiece of Australian industrial policies has been 

on border protection for import-competing activities. This has changed rather 

dramatically in the last decade. I believe the policy of reducing traditional 

border protection is correct, though the introduction of the most substantial 

cuts during the most severe recession the economy has experienced since the 

Great Depression was bad timing. Maintaining border protection is not an 

effective way of dealing with the declining competihveness of industries and 

it imposes substantial costs on consumers and exporters. (For a recent of 

review of protection policies and arguments, see Anderson, 1993). 

There is also strong pressure on the government to assist some of the 

traditioiul export industries, such as the wool iiuJustry A govertunent 

should not try to forestall market changes by encouraging export industries 

whose halcyon days have gone. Governments should assist exporters by 

removing impediments to access to technologies, finance, information tedi-

nologies and through exfwrt skills training rather than direct as.sistance to 

export activities by means of industry or export subsidies. 
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While there is little the Austral ian Government can do to improve 

access to overseas markets for its exporters, it w i l l have lo monitor very 

closely the developments in N A F T A , the A S E A N Free Trade Area and other 

regional trade arrangements. The growth of regional trading arrangements 

i t � pari of the process of global integration and is not cause for immediate 

alarm. Nevertheless, Australia may have to make d i fhcu l l decisions about 

)oitung one or more of these arrangements if the Uruguay Round does not 

resolve current disputes between the US, ]apan and the E C countries. I n this 

environment, the Australia Government has been seeking, correctly, to 

avoid a choice between joining a trading bloc based on N A F T A artd one 

based on Japan or another Asian groupiitg of countries. 

Clobalisahon wi l l also have large effects on economic policies other 

than trade policies. Indeed, in m y v iew the main role for government in 

helping efficient internationally competitive industries lies in non-border 

trade policies. Governments should promote the movement of resources 

into new activities by removing barriers to entry into some labour and 

product markets, al lowing flexibili ty in wages and working conditions and 

providmg an environment that facilitates resource movement and al lows 

new businesses to compete with established businesses. Here we can take a 

leaf out of the policy book of the Asian economies. One of the major 

advantages of these economies is that they have generally pursued poildes 

which promote resource re-allocabons instead of resisting them and this is 

particularly true, in contrast to Austral ia , i n their labour markets wh ich have 

much greater flexibility in pay and working conditions. 

Another major role of the government is to achieve the appropriate 

macroeconomic balance As noted above, the chronic balance of payments 

deficits in Australia are primarily due to an excess of national expenditures 

on a l l goods and services over national output or, equivalently, an excess of 

aggregate national investment over aggregate national savings. T h i s can be 

corrected either by boosting savings or decreasing investment. If we are lo 

accelerate the rate of growth of real output, it must be mainly the former, 

especially given the need to improve the technologies of producing many 

goods and services. Here I note the importance of interest rates. The reliance 

in Australia over the last decade on monetary pxilicy as the chief instrument 

of short-term stabilisation poUcy has given us high real interest rates which 

discourage investment. 

A G « n « r a l Titeme 

In economic analysis things are often not what they seem. A s an example, let 

us return to the issue of the effects of the cuts in border protection on output 

and unemployment in the affected industries In the proximate sense, the fall 

in outputs and employment in these industries must be due pr imari ly to one 

or more of three causes: a decline in the real exchange rate (that is, the 
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nominal exchange rate adjusted by an index of costs lo producers in Austral-

ian relative to those overseas) which determine the relative border prices 

before tariffs and quotas, or the fa l l in tariffs, quotas and other assistance lo 

these industries which lowers the relative market price of import-competing 

substitutes, or the recession which affects demand. Popular opinion and 

many politicians blame the reduction in protection which is taking place 

under the schedule of tariff cuts announced by the government in May 1988 

and March 1991, and they attack what they see as the spurious doctrine of 

'the level p l ay ing f i e l d ' The Federal Government blames the recession. I 

am inclined to attribute this result mostly to the reductions in border 

assistance because the real exchange rate has fluctiiated widely and because 

of the steady rise in the import shares of the markets whereas one would 

expect a recession generally to reduce both import and domestic sales. 

Yet, this attribution does not imply that the cuts in protection should be 

reversed. The basic error which many make in noting the association 

between changes in tariffs and quotas on the one hand and changes in 

unemployment in the affected industries on the other is to ignore the second 

round effects w h i c h occur elsewhere in the economy One needs an 

economy-wide perspective. Lower tariffs mean cheaper inputs used by 

other industries and this in turn stimulates the profits and the outputs of 

these industries. More importantly, the first round increase in imports leads 

itself to a fall in the nominal exchange rate which in its turn w i l l stimulate 

export activities and make import-competing activities more competitive. 

Analyses in Australia and other countries show that these second round effects 

compensate for the adverse first round effects and there is no fa l l in aggregate 

employment (See Powel l and Snape, 1993). Most of the increase in jobs 

occurs in the industries producing non-tradeable and service commodities. 

(This does not deny an mcrease in aggregate short term unemployment which 

is particularly large and painful in a period of high general unemployment.) 

Here we may note a connection between the level of foreign investment 

and the competitiveness of export and import-competing activities. The 

increase in the level of foreign investment after the mid- 1980s has strength-

ened the Austral ian dollar in foreign exchange markets and the real ex-

change rate, compared to what they would have been in the absence of this 

inaease, even though there has been no sustained appreciation of the real 

exchange rate. T h i s has increased fjressure on import-competing andexport 

industries. Overseas wisdom is that economic reforms should begin wi th the 

reforms of commodity and factor markets rather than the financial-markels-

first strategy which Austral ia adopted from 1983. 

The trick of economic analysis is to trace the ultimate cause of obvious 

problems and this is not easy in a world in which a l l variables are related to 

each other and many exogenous events are changing simultaneously. As 

Keynes observed of economics: l i t is) an easy subject, at which few excel!' 
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THE MACROECONOMIC ENVIRONMENT: 

CONTROLLING INFLATION AND 

MAINTAINING COMPETITIVENESS 

DOUG McTAGGART 

Intemot ional Compet i t ivanass : W h a t I s Wt 

International competitiveness is a nebulous concept relating lo one country's 

ability lo compete on International markets wi th products f rom other coun-

tries. While it is usual to focus on relative costs - relative labour costs in 

particular - and on exchange rates, international competitiveness is a much 

more comprehensive concept. 

Michael Porter, author of The Competitive Advantage of Nations defines 

competitiveness: 

' A nation's competitiveness depends on the capudty of its industry 

to innovate and upgrade. . . Innovation can be manifested in a new 

product design, a new production process, a new marketing ap-

proach or a new w a y of conducting training. ' pp. 73-74. 

Another publication entided TTie World Competitiveness Report, published 

annually by I M E D E . a business school in Switzerland, and the Wor ld Eco-

nomic Forum, provides a similar definition: 

ICompetitiveness is] theability of entrepreneurs to design, produce 

and market goods and services, the price and non-price characteris-

tics of which form a more attractive package than that of competi-

tors.' I M E D E and World Economic F o n i m , 1989. 

The report summarises a country's ability to compete intemalioruUy, look-

ing at a broad range of economic and business characteristics including 

iiuiustrial efficiency, natural and human resource endowments, interna-

tional orientation, aggressiveness of enterprises and socio-political stability. 

F i g u i t 3.1 on page 35 (hrtsn the Economist, June 26-July 2,1993) reproduces 

the latest Reports ranking of competitiveness in O E C D economies. Japan 

ccmtinues to dominate the f ield, w i th Austral ia coming fourteenth in the 

competitivenessstakesin 1993. T h i s ranking is up from sixteenth in 1991, but 

down f rom tenth in 1988. 

New Zealaiul provides an interesting example of the influences on such 

rankings. The impact of widespread domestic reforms can be seen in this case, 

wi th New Zealand j u m p n g f rom fifteenth in 1992 to eighth place in 1993. 

It is widely perceived that Australia has a problem wi th persistent 

current account defidls and the consequent build-up of external debt Figure 

i3. (page 35) shows the persistent decline in the current account balance as a 
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proportion of G D P since 1970. Australia's external position has declined 

relative to worid staiKlards to the extent that in 1953, Australia accounted for 
2.6 per cent of world export trade a iu l ranked eighth among world trading 

nations. But by 1986, Austral ia accounted for ^ t 1.1 percent and had fallen to 
twentieth position. 

Increasing import penetration into domesbc maricets, as shown by the 

im(X)rts to sales ratio in Figure 3.3 (page 36), is often cited as further evidence 

of the decline in Austral ia 's international competitiveness 

T o address the external debt problem, either imports as a share of G D P 

(or sales) must be curtailed and /o r exports as a share of total production 

must be increased Theae outcomes apparently can be achieved either by 

direct government intervention or by voluntary responses by domestic 

manufacturers to market forces 

Direct government intervention can mean either restrictions on imports 

or a id to exports. T h e former is a discredited policy having been pursued for 

many years wi th perverse outcomes. Rather than using the protection f rom 

impmrts to increase domestic market share and build this base from wh ich to 

launch an export drive, domestic manufacturers used the protective barriers 

as a shield from intenutional competition and shunned the idea of becoming 

interrutionally competibve. 

Providing direct subsidies to exports is also a potentially dangerous 

poUcy Hav ing initiated new exports wi th some form of subsidy support, 

such new exporters must quickly become internationally competitive in 

their own right (where presumably they are not now) so that the government 

can subsequently wean them off the taxpayer funded support. Ultimately, 

export subsidies must be seen as a short-cut route to achieving international 

competitiveness. Of course, the danger is that the weaning period never 

arrives and progress in increasing exports only lasts as long as the subsidies. 

A n d this does not arwwer the question of w h y the private sector cannot see 

the pxjtential long-term benefits from certain export adventures where the 

government can. 

The bottom line is that the domestic firms must become mtenuitionally 

competitive in their own right, and the surest w a y for this lo occur is for the 

government to provide the appropriate economic environment in which the 

right market signals are created, lo which domestic producers respond. 

Much of the responsibility for improving intemabonal competiUveness lies 

wi thin the control of individual f irms. The Economic Planning Advisory 

Counci l ( E P A C 1991a) identified the following: 

� enterprises must devise ways lo measure their produrtivity and com-

petibveness, fMrticulariy by comparison with best prartice abroad; 

� management and employees must make a commitment to change the 

ways things are d o i v ; 
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� performance must be improved in the areas of labour turnover, absen-
teeism, industrial relations, union structures, bargairung units, ski l l 
leveb, language problems, workplace safety, work f lows and materials 
management, quality control, international marketing and export ori-
entation, and management practices and attitudes. 

E P A C went on to identify some of those factors affecting international 

competitiveness outside the control of individual f i rms ( E P A C 1991b): 

� the exchange rate; 

� inflation; 

� the cost of capital, interest rates; 

� industry policy; 

� wage costs and the industrial relatioru system; 

� business taxation; 

� other regulatory arrangements; 

� the provision and efficiency of infrastructure; and 

� the world trading environment. 

Many of these factors fa l l wi thin the gamut of 'microeconomic reform' and 

w i l l be dealt wi th later in the conference. The first two factors, the exchange 

rate and inflation, are significantly affected by the government's chosen 

monetary pwlicy and are the subject of the rest of this paper. 

M e a s u r i n g Intemat iono l Compet i t iveness 

In its most general formulation, as in the Wor id Economic F o n i m Report, 

international competitiveness is a multi-faceted entity, and it is difficult to 

quantify in a single index. The relative importance of each particular facet or 

factor affecting competitiveness w i l l vary wi th each product or service under 

consideration. For this reason, simple comparative cost or price measures 

are often used 

T w o of these are: 

" relative unit labour costs; and 

� a CPI-based measure of the real exchange rate. 

Figun 3.4 (page 36) shows these measures for the period 1970Q1 to 1993Q1 

Both these measures are otherwise k n o w n as real effect ive exchange rates 

( R E E R ) . The labour cost measure is defined as: 

R E E R ( U L O = Nominal � Uni t Labour Cost (Austaalial 

Exchange Rate Unit Labour Cost (Trading Partners) 

A n d the CPI-based measure is defined as: 
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R E E R ( C P D = Nomina l Exchange Rate ' C P l (Austral ia) . 

C P I (Trading Parti>CTs) 

A n increase (appreciation) in the R E E R Indicates deditung intematioiul 

competitiveness. A decrease (depreciation) indicates an increase in intema-

tioiwil competitiveness. W i t h both measures, a depreciation (foil) in the 

nomii\al exchange rate increases intentatioiuil competitiveness, whi le an 

appreciation (rise) in the nominal exchange rate decreases international 

competitiveness. 

I n the case of the R E E R C U L C ) , a decrease in competitiveness occurs if 

unit labour costs in Aust ra l ia rise relative to unit labour costs i n our trading 

partners- Uni t labour costs are determined by, amongst other things, both 

the compensation per employee and relative labour productivity. E P A C 

(1991b) identif ied the contributions to changes in the R E E R ( U L C ) as fo l -

lows: 

Table 3 1 Uni t l a b o u r cost b o B « d m e a s u r e 

of competith^enass 

overoge percentage change per year, 1 9 7 3 - 1 9 9 0 . 

1973-79 1979-88 1985-90 

Real effeclTva exchang« rolo -1.4 -1.4 A7 

Comprising influoncei from: 

nominal exchange rale -5.6 -5.7 0.9 

relative compensation per employee 4.2 3.5 2.6 

relative labour productivity 0.4 -0 .9 

Other toctors 0.4 -0 .1 -1.2 

O v e r the entire period 1973-1990, the depreciation in the nominal exchange 

rate more than offset the negative effects of increasing relative compensation 

per employee and lagging productivity growth in Australia. 

These measures are k n o w n as real exchange rates because they show 

opportunity costs. 

Using the fol lowing notation: 

Nomittal exchange rate = E = 

C P K A u s l r a l i a ) 

C P I f T r a d i n g Farmers) 

SUS : 

$ A U S 

iAUS 

domestic goods 

SUS 

foreign goods 
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tiien. 

R E E R ( C P I ) = E * P . 

P | 

= $ U S � domestic goods = foreign goods 

$ A U S $ U S domestic goods 

foreign goods 

That is, the REER (Cn) measures how many foreign goods must be sacriiiced 

to get a domestic good. In other words, the R E E R f C P I ) is the opportunity 

cost of coiuuming Australian f>roduced goods in terms of foregone foreign 

produced goods. 

Similarly, Ihe R E E R ( U L C ) measures the opportunity cost of domestic 

goods and foreign goods in terms of hours of work required lo produce 

each good. 

We can reasonably sup>pose that, as a smal l country, Austral ian eco-

nomic policy has no influence over foreign prices or labour costs. Thus the 

role for the government, regarding its ability lo influence Austral ia 's interna-

tional competitiveness by conscious policy choice, lies in its ability to in f lu -

ence either the nominal exchange rale and /o r the price level or wage costs. 

Cleariy any measures which affect total factor productivity - the whole 

purpose of microeconomic reform - wiU influence competitiveness. The idea 

being that by increasing factor productivity and otherwise reducing busi-

ness costs, Austral ian products can be supplied to domestic and foreign 

markets, increasing their share in each. However , our focus here is on the 

influence of monetary policy choices on the price level (through ii\flation) 

and the exchange rale. 

The Impoct of Inflation 

Differential iitflation rales between two countries, given a f ixed nominal 

exchange rate, change the relative competitiveness of those coimtries. If, for 

example, Australia has a higher inflation rale than i ls trading partners, then 

its C P I wou ld rise faster, causing an appreciation of the R E E R and a loss in 

competitiveness. 

Simply put, as domestic prices rise faster than foreign prices, given the 

nominal exchange rale, both domestic residents and foreign residents ob-

serve an increase in the opportunity cost of Aust ia l ian goods in terms of 

foreign goods. As a consequence, domestic residents substitute out of 

domestic goods into foreign goods - imports rise - while foreign residents 

switch out of domestic (Australian) goods back into foreign goods - exports 

fa l l . The current account deteriorates as Austral ia 's international competi-

tiveness deteriorates. 
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Figure 3.5 (page 37) shows the relative inflation performance of Aus-
tralia and the rest of the wor ld . The solid line is the inflation rate (four 
quarier change in the C P I ) in Austral ia . The broken line shows the four 
quarter change in the C P I in the rest of the world (a world consumption 
deflator index f r o m the Treasury ' s N I F Database). Throughout most of the 
1970s and 1980s, Austra l ia ' s inflation rate consistently exceeded inflation 
in the rest of the wor ld - eroding our intemahoital competitive position. 

Figure 3.6 (page 37) shows what this differential inflation has done to 

the relative price levels over the same period. Starting wi th equal price levels 

in March 1970, by March 1993, Australia 's price level was almost twice that 

in the rest of the world . Comparing Figures 3 3 and 3.6 wi th Figure 3.4, 

notice that Austral ia 's international competitiveness was either very low or 

decliiung in those j jenods when the inflation differential was the largest -

March 1974-March 1977, mid 1981-mid 1984, and mid 1986 to mid 1990. 

Notice also that in the period when Australia's inflation performance 

was better than the rest of Ihe world's, March 1991 on. the R E E R was 

deprixnating, improving Austral ia 's competitive position. 

Chronic inflation has other, more subtle effects on intentational com-

petitiveness, other than s imply making domestic goods more expensive. Its 

interaction wi th various nominal rigidities in the Australian economy has 

led to a number of undesirable outcomes. Firstly, inflation, even fu l ly 

anticipated inflation, imposes costs when it interferes with the normal 

operation of markets. Reprinting catalogues, advertisements and menus, 

has led to what is termed 'menu costs' Simply by adding noise to market 

operatioTu. inflation may induce people to spend more time in search than 

what they would otherwise do. That is, inflation induces either defeivsive 

responses or actions designed to benefit f rom inflation that otherwise would 

not have occurred. The allocation of resources is different with inflation than 

it is, w i th zero inflation. 

These resource re-allocations are particularly important for industry. 

In the labour market, high and variable i i tfbtion generally leads to greater 

industrial unrest because it forces contract negotiations more often than 

would occur if prices were stable. Inflation also distorts the disposition of the 

nation's capital stock because it distorts the investment mix More invest-

ment flows into real estate, and other activities which engender rapid asset 

price changes, so that investors can generate a rapid return on their funds, 

rather than have their value eroded by price rises. These factor market 

distortions ultimately have a significant effect on total factor productivity 

and may explain w h y Austral ia has performed relatively poorly compared 

to many of its trading partners. 

T o ofhet the negative impact of two decades of coitsistently poor 

performance regarding inflation, the iwmiiuil exchange rate must have 

depreciated significantly We now turn to this aspect. 
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T h e E x c h a n g e Rate 

Most governments and central banks believe they have some, or even 

considerable, power over exchange rates. Moreover, they usually believe 

that markets quite often get the exchange rate wrong. Consequentiy, they 

intervene often, and often enough for some people to believe that the 

government could set the exchange rate lo whatever level they choose This 

invariably leads to calls for the exchange rate to be devalued so as to improve 

the country's international competitive position. 

Such calls, however, credit the government wi th more power lhan it 

really has to influence the exdiange rate. In the long n m , the exchange rate 

is determined by fundamentab in the foreign exchange market - principally 

the terms of trade, reflecting foreign demand for Austral ian products, and 

also the differential inflation rate between Austral ia and its trading partnera. 

The trade-weighted index ( T W I ) measure of the exchange rate is shown 

in Figure 3.7 (page 38). The T W I is an ef fec t ive exchange rate in that it 

measures the strength of the Austral ian dollar against a basket of currencies. 

F i g u n 3.7 shows that since mid-1974, the Austral ian dollar has invariably 

depredated against forwgn currencies. (Just for fun , abandon any memories 

of the past and, simply by looking at the graph, pick when the exchange rate 

was floated). 

It is this sustained depreciation of the dollar that has acted to offset the 

negative impact on competitiveness of the higher average Austral ian rate of 

inflation. The mechanism fol lows from our discussion above. A s domestic 

prices rise relative to foreign prices (or domestic wage rates rise relative to 

foreign wage rates), other things constant, the R E ^ appreciates and the 

domestic economy becomes less competitive. But as imports rise and 

exports fal l , the current account deteriorates and this puts downward pres-

sure on the exchange rate - the supply of foreign exchange dries up , whi le 

demand for foreign exchange increases. The nominal exchange rate depre-

ciates. T h i s restores competitiveness. I f the nominal exchange rate fu l ly 

reflects the change in prices, say by a purchasing power parity relationship, 

then the R E E R does not change as the fa l l in E offsets the rise in P. 

But other things also change. In particular, the Austral ian economy, 

beinga small trading economy, suffers f rom various external shocks. These 

are manifested through changes in the terms of trade ( T O T ) , defined as: 

T O T = Price pf exporte * lOO. 

Price of imports 

Australia is unusual for a western developed economy in that it imports a 

typical western bundle of a broad range of manufactured goods but exports 

a small bundle of goods specialised in mineral and agricultural commodities. 

Moreover, the export bundle is energy intensive. When the western world 
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goes into recession, usually because the United Sutes, the wor id ' s largest 
consumer of energy, enters recession, both the world demand for Austral ian 
exports falls, and the price received for those goods declines. The terms of 
trade ML 

The natural equilibrating response for a dependent economy such as 

Austral ia is to allow the nomiruil exchange rate to depreciate, inducing a 

R E E R depreciation and a boost to intematiortal competitiveness. This ad-

justment naturally occurs because as the value of exports declines the supply 

of foreign exchange declines, generating excess demand for foreign currency 

and a depreciation. 

The impact on the T W l of both the higher average rate of inflation in 

Austral ia and the variable T O T can be seen in Figure 3.8 (page 38). The 

combined effects of these influences provide us with a prediction for the 

T W l . In Figure 3.9 (page 38) this prediction is compared to the actual out-

come. Clear ly, these two influences explain most of the fluctuations in the 

T W l . The T W l has acted as an instrument mediating between differential 

cross-country inflation rates and has also acted as a buffer agaiiut external 

shocks. 

M o n e t a r y a n d E x c h a n g e R a t e Policy 

It might seem obvious f rom the above discussion thai the best pohcy for a 

small open, trading economy like Australia would be lo keep inflation low 

and lo let the exchange rale fluctuate lo continue its buffering role. But in 

fact, monetary poUcy, and by impUcalion exchange rale policy, has rarely 

been conducted in this manner. U p until December 1983, the nominal 

exchange rate was (apparently) tixed, which meant that the Reserve Bank of 

Austral ia ( R B A ) ceded control of domestic monetary policy E v e n since the 

'float' the R B A has intervened in the foreign exchange market to fix the 

exchange rate. 

Figures 3.10 (page 39) and 3.11 (page 40) indicate the extent of inter-

vention by the R B A in the markets. The graphs show the change in the T W l 

plotted against the change in foreign reserves (net of valuation effects). 

Recall that if the nominal exchange rale is depreciating and the R B A wants to 

stop that slide it buys Austral ian dollars and sells foreign reserves. That is , 

it runs down its stock of reserves. 

U p to the float in December, 1983, the relationship between the change 

in the exchange rate and reserves is not clear. But this changes f rom 1984 on. 

There is a consistent relatiotuhip indicating that when the Australian dollar 

was depreciating the R B A was supporting the currency, and when the dollar 

was appreciating, the R B A was selling the currency. Tha i is , Ihe Reserve 

Bank was corwislently acting to offset any changes that might have occurred 

to the exchange ra te 

Such behaviour is consistent wi th the view that most of the disturbances 
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to the Australian economy are domestic shocks to aggregate demand. That 
is, whenever the current account is deteriorating it is because of runaway 
domesticdemand that must be reigned in. Hence the tightening of monetary 
policy, raising of interest rates and general upward pressure on the exchange 
rale as Australia enters recessions. The fact thai recession actiially occurs is 

put down to the excessive use of monetary policy — a question of getting the 
settings right. 

Bui if the dominant source of disturbance to the Austral ian economy is 

foreign and real, then the above is exactly the wrong policy. The exchange 

rate should be allowed lo depreciate to maintain international competitive-

ness and so lessen the impact of the foreign decline in demand. 

Which view is right? I believe that the evidence overwhelmingly fa-

vours the view that most of the fluctuations in the Austral ian economy are 

caused by fluctuations in world outpHil - pr imari ly f rom the United Slates. It 

seems that this view is gairung some currency as Austral ia emerges s lowly 

from this recession. But it also means that monetary policy has, in the past 

consistently been conducted so as maximise fluctuations in Austral ia 's 

international competitiveness, rather than lo mitigate them. It also means 

that the build-up of external debt in Austral ia , is much faster than it other-

wise would have been. 

Conclus ions 

MacToeconomic policy, monetary policy in particular, has two roles to play 

in so far as Australia's competitive position is concerned: 

� Rrst . achieving and maintaining low inflation, or at least inflation no 

worse than our trading partners, is important. 

� Second, al lowing the exchange rale lo play i ls natural role as a buffer 

against foreign disturbances is equally important. 

Adhering to a freely floating exchange rate regime al lows both poUcy 

objectives to be met because the central bank can independentiy control the 

domestic money supply when the exchange rale floats. 

This raises two questions One, how should producers of tradeable 

goods deal wi th exchange rate volatility? T w o , how should the government 

deal with a regubled labour market which institutionalises inflation gener-

ated by depreciations? However , both these issues are the concern of 

microeconomic reform and not macro policy. 
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Figure 3 . 1 : in ternat iona l competit iveness 1 9 9 3 Japan �> 100 
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Figure 3 .2: T h e current account as a proportion of GDP 
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Figure 3.3: Import penetrat ion Import to soles ratio 
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Figure 3 .5 : Re la t ive inf lat ion rates 
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Figure 3.6: Re la t ive pr ice leve ls 
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Figure 3 7 The nominol exchange rate 
Trode weighted index 
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Figure 3.8: Contributions to the TWI 
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Figure 3 9: 7WI, the TOT and inflation 
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Figure 3 . 1 1 : Foreign exchange interventions 
Changes in the T W I and changes in reseo/es 1 9 8 4 - 9 3 
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IMPROVING THE COMPETITIVENESS OF 

AUSTRAUAN INDUSTRY T H R O U G H 

MICROECONOMIC REFORM 

GARY BANKS 

The title of this conference - 'Creating Competit ive Advantage in the '90s' -

is a reflection of an important change of attitude in this country. In recent 

years, Austra l ia iu and their governments have come to realise that it is not 

enough to be 'the lucky country* (in [ ) o i u l d Home ' s immortal plvase). T o be 

successful over the long haul, a country must make its o w n luck. 

While Michael Porter's notion of 'competitive advantage' has not ren-

dered theecoiwmist's traditional concept of 'comparative advantage' redun-

dant, what it has usefully done is put emptiasis on the need to make the most 

of and even add to a country's resource base It is about meeting the 

challenge of intematioixal competition in a positive way , the antithesis of the 

deferuive inward-looldng strategies adopted by Australia in the past. The 

theme of this paper is t lut improving the competitiveness of Austral ian 

industry requires first and foremost the reform of government policies and 

practices which are the legacy of this earlier approach. 

ImportorKe of Trofie 

The pailicular focus today is on 'creating a competitive economic environ-

ment for Australian exports ' W h y the emphasis on exports? The aruwer is 

that countries with more rapid export growth generally also have higher 

rates of growth in f>er capita income and l iv ing standards for their citizens. 

This has been con firmed by a variety of studies in developii\g and developed 

countries. 

For example, Michaely (1977) computed rates of growth in the ratio of 

exports to G D P for forty-one developing countries over 1950-1973 and 

compared them with per capita income growth across these same countries. 

He found that the growth performance of the higher income countries was 

highly correlated wi th export performance The World Bank has also 

conducted a variety of studies into the growth performance of developing 

countries - including detailed examinations of individual countries - and 

similarly concluded that trade participation has been a critical determinant 

of growth. In industrial countries, relative growth periormance also reflects 

relative rates of increase in the export share of G D P (see Figure 4 .1 page 58). 

While other factors have obviously played a role, it would appear that 

exports have been part of an 'engine of growth' for many countries in the 

post-war period. A key explai\ation for that can be found in A d a m Smith's 

maxim that 'the division of labour is limited by the extent of the marke f . 
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Exporting extends national markets. In doing so, it permits increased 
specialisation, economies of scale, higher productivity of labour and capital 
and, ultimately, higher real incomes. 

But A d a m Smith is even better known for his forceful case against the 

'mercantilists', who advocated poUdes which treated exporting as an end in 

itself. A s Smith explained, the true gains from exports are the command over 

resources that they provide through imports Exports expand the con-

sumption possibilities of a nation and (Smith again) 'consumption is the «ole 

end and purpose of a l l production' Thus we should properly speak of the 

gains f rom 'trade'. 

Australia's Export Performance 

In an influential study of the Austral ian economy by the Brookings Institu-

tion nearly ten years ago, Lawrence Krause had this to say about Australia 's 

export performance: 

'It is often said that Austral ia has a lways been a trading nation and 

that IS no doubt true. However, if one measures commitment to 

international trade by the ratio of exports and imports to domestic 

production, then Austral ia has become less of a trading nation 

during the postwar period; this is quite the reverse of other indus-

trial countries ' Krause (1984, p.275-6). 

Indeed from a number of perspectives it is apf>arent that Australia 's trade 

performance has slipped in the post w a r period. FH>r example, Australia 's 

share of world exports has declined from 3 per cent in 1950 to just over 1 per 

cent today. Between 1956 and 1990 its ranking as a world exporter fell f rom 

11 th to 20th. Overa l l , the rate of growth of Australia's exports has been lower 

dunng the past thirty years in value and volume than the averages for both 

industrial and developing countries. 

But these averages hide a more encouraging story in recent years. For 

example, when exfwr ts of services as wel l as goods are accounted for, the 

ratio of exports to G D P in Austral ia has increased significantly since the mid-

1980s (see Figure 4.2, page 56). I believe that this is in part a response to some 

important policy iiutiatives in that period - which brings me back to the main 

theme of my talk. 

Competitiveness and Mkrooconomic Reform 

The competitiveness of Austral ian exports - their ability to gain world 

market share - depends on the cost and productivity of what goes into 

making them. T h i s encompasses management, labour, technology and 

material inputs, and how wel l they interact and combine. That in turn is 

influenced importantly by govenunents - federal, state and local. Not just 

through deliberate poUcy measures (or policy omiss ior«) but also through 
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government's role in producing goods and services that are used by others. 

As Kasper (1993) has suggested, it is instructive to think of Government 

as another bctor of production, its perf oratance infhiencing the performance 

of the rest. It is also an important determinant of where global footloose 

capital decides to come to rest 

Changes to the way government does things which lead to improved 

industry competitiveness and benefits to consumers have come to be known 

under Ihe collective rubric of 'microeconomic reform'. The objective is to 

improve the productivity of Austral ia 's resources, providing the basis for 

higher l iv ing standards. The Industry Commission has estimated that 

reforms in trade barriers and in key areas of government regulation and 

business (inchiding public utiUties like energy and water) wouk i ultimately 

generate a permanent gain in G D P of some $22 billion dollars (1988-89), 

involving a consumption gain equivalent to $2,300 per household. Associ-

ated with this would be a substantial rise in exports. 

The Keys to Microeconomk Reform 

The work of the Industry Commission and its predecessor organisations has 

yielded two key insights that are central to an effective reform program. One 

is that there are no 'free lunches' in industry policy; the other is the 

importance of competition. 

No Free Lunches 

In the jx>st war years, government in Austral ia came to be thought of as a 

kind of 'magic pudding', able to dispense slabs of assistance to various 

industry groups without noticeable effect on what was left for others-

Government itself encouraged that v iew. But the reality is quite different. 

There ain't no free lunch, as the Americans say, and the Commission's woric 

has largely been devoted to explaining and demonstrating w h y that is so. 

Government suppwrt for particular industries can involve costs in two 

seiues: 

� First there is a distributional or taxing effect: some firms or industries 

are made better off, but others may thereby be made worse off. T h i s is 

a consequence of the most basic economic concept of a l l : scarcity. There 

are limited resources and skil ls available to a nation at any one lime. 

Assistance to certain enterprises a l lows these to bid resources away 

from other enterprises, possibly forcing some out of business or sup-

pressing the emergence of others. 

� Second, the process of divert ing resources f rom one f i rm or industry to 

another ( taxing Peter to pay Paul ' ) is not just a harmless transfer of 

wealth, for it involves economic wastage: 

� some resources get used up in administration and, more impor-
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tantly. scarce managerial lime gels side-tracked into lobbying for 
(and defending against) policy changes; and 

� where assistance is given to less productive industries (which It 

typically does, as they tend to have the most incentive to lobby for it) 

its diversion f rom more productive alternatives means that the 

overall productiveness of the economy itself declines. 

These aspects suggest a further extension of our culinary analogies: no 

country can have its cake and eat it loo. What it can do is fight over who gets 

larger slices, but it is not clear that even the successful recipnents are necessar-

ily better off than they would have been if the cake had been able to grow. 

The rest of society is unambiguously worse off. 

Competition Counts for Competitiveness 

When they have not been attending the football or cricket, Australians have 

tradibonally tended to think of competition as a dirty word. The main thrust 

of policy has been to inhibit it. There is growing recognition now that this 

was wrong and that persistence could have proven fatal to our economic 

future. A s the Commiss ion has observed in a recent annual report: 

'Exposure to competition is the most certain means of ensuring that 

production and distribution are efficient and that the benefits of 

improved efficiency are passed on to consumers' ( l A C 1989a, p2) 

'Compet i t ion ' does not mean the perfect competition of textbooks -

invo lv ing many sellers of identical products, wi th complete information 

at their disposal . Rather, what is required is a 'contestable ' market 

environment in w h i c h excessive profi ts (or normal profits despite exces-

s ive costs) can attract newcomers . In other words, e f fec t ive compet i t ion 

is not determined just by how many sellers there are, but by the threat of 

potential entrants to keep the established ones 'honest'. 

Competition provides some important incentives for improved eco-

nomic performance: 

� F l i s t , it serves to keep prices as low as production costs (and any 

government intervention) permit While a firm may be able to get away 

with 'excessive' prices and profits in the short term, this can only be a 

transitory phenomenon in a competitive market. (It can also be a desir-

able one: f i rms are often encouraged to do new, productive things by the 

attraction of exceptional pjrofits Another point: what looks like excessive 

profits ex post may not have been ex ante, given the risks involved). 

� Second, it fol lows that comf>etition in product markets (that is, markets 

for final goods and services) also provides an incenhve for greater 

competition in factor (input) markets. Producers have a heightened 

incentive to maximise the productivity of their workers and managers. 
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And, without the possibility of excessive prices on output, workers have 
less incentive to hold out fo r excessive prices for their o w n labour. 

� Third, over time, competition provides an incentive for managers to 

keep searching for lower costs or better ways of doing things, and also 

for new things to do. SirKe the essence of the growth process is 

adjustment and adaptation to new opporturtities and constraints, this 

dynamic role of competition is an extremely important ingredient in 

economic performance. 

The Agenda 

Australia's economy accumulated policies over many years which were the 

antithesis of those that promote competition and encourage specialisation in 

what we do best. The microeconomic reform agenda is really about modify-

ing and unwinding those policies. 

The scope is wide. It encompasses the markets for goods, services, 

labour and capital, as well as the economic, social and legal infrastructure 

that supports them. T w o key areas of government involvement in wh ich the 

Industry Commission has played a significant evaluative role, through its 

public inquiry process, are import protection and Goveniment Business 

Enterprises. 

Protection Reform 

Australia's history of industry protection provides a good example of the 

adverse impact of free lunch logic combined wi th resistance to competition. 

T h e protection expenment began in the earliest years of Federation. It 

formed part of a compact between government and business as a quid pro quo 

for institutionalised high labour costs. A n d it reflected a govenunent v iew 

(not without community support) that Austral ia should have a sizeable 

inanufacturing sector. 

The benefits' f rom this approach soon became apparent Aust ra l ia 

developed a highly diversified manufactur ing base, and in that sense the 

original objectives were met But the costs were not we l l underst(x>d (or 

even documented) unti l the Ta r i f f Board began some evaluat ive work m 

the Ute 1960s 

What the T a n f f Board and then the Commission provided was analyti-

cal refutation of the protectionist position and some numbers to show what 

these pohcies were costing Austral ia Perhaps the most important lesson this 

work taught was that protection is not prii i \ari ly about them and us' ; rather 

it is about us and us, wi th some of us gaining at the expense of others in the 

short run and most of us losing in the long run 

In its many inquiry reports, annual reports and occasional papers, the 

l A C spelt out the now familiar difficulties wi th this sort of goverrunent 

intervention: 
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� protection holds valuable resources in less productive uses, redudng 
the productiveness of the economy as a whole; 

� it imposes net costs on more lightly assisted industries through higher 

prices and f ado r costs; 

� its ii\ddence falls heavily on export mdustnes, who can't "pass it on' in 

competitive wor id markets - thus suppressing trade and the growth 

opporiuruties it provides; and 

� by reducing competitive f>ressure, it dulls the incentive to strive for 

eff idency within enterprises-

Most of these messages were not new They had been accepted as sensible 

reasons for avoiding protedionism since the eighteenth century. But the 

poUtical forces that nevertheless resulted in their introduction and corwoli-

dation, also made it very diff icul t for governments to reform them. T h e 

transition from the very high protedion levels of the 1960s to the projeded 

declines f lowing f rom the May 1988 and March 1991 decisions has accord-

ingly been a very gradual one (see Figure 4.3, page 57), 

The elimination of industry protedion assistance from 1988 levels has 

been estimated by the Industry Commission to produce a permanent gain in 

G D P for Austral ia of some $4 billion. (That is a f radion of the $10 billion 

redudion in protection's tax ef f e d on consumers that w i l l be occurring at the 

same time). 

Some of the gain w i l l result f rom export growth, unshackled f rom the 

high costs induced by import protection. The Industry Commission esti-

mated that export volume w o u l d increase by 8.6 per cent As can be seen 

i n T a b l e 4.1 (page 58), this is a bigger boost to exports than could be 

achieved by any of the other policy changes. Moreover, much of this gain 

w i l l occur w i th in the manufacturing sedor itself. 

Import protedion for manufadures , whi le taxing the export sedor in 

general, also has an e f f e d on the composition of exports. For one thing, not 

al l exports use manufactured inputs to the same extent - manufacturers 

themselves typically use more than do primary producers. In addition, as 

Sjaasted and Clements (1984) have observed: 

' A s protedion discriminates against exports, those export a d i v i -

ties that do su rv ive are those that employ a spedfic f a d o r onto 

which the burden can be shifted. That fador is usually a natural 

resource - either mineral deposit or agricultural land - whose 

immobil i ty prevents it f r om escaping the burden of protection. 

T h e end result is that protedion deepens and prolongs a country 's 

dependence on natural resource-based exports (such as commodi-

ties), exports whose 'natural ' rates of growth tend to be relatively 

low owing to both global demand and considerations of domestic 

supply ' . (p46) 
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Manufacturing protection taxes heavily those activities which use in-
pnits in similar proportions to the protected industries. These are generally 
other manufacturing activities. Thus Austral ia 's imp>ort-substitution poli-
cies throughout the post-war period have served to reinforce our reliance on 
'tradibonal' exports of primary products and urmecessarily exposed us to 
fall ing terms of trade associated wi th that dependence. 

Some recent modelling work done for the Austral ian Manufacturing 

Council (Yetton, Davis and Swan , 1992) has indicated a large pay off to 

manufactured exports from reducing protection in Australia. Some of this 

may already be evident in the relatively sharp rise in the growth of more 

sophisticated manufactures in recent years. Indeed, recent evidence on the 

performance of the manufacturing sector gives no supjx)rt to those who have 

been predicting its decimahon. The Depwrtment of Industry, Technology 

and Commerce has described how manufacturing as a whole responded to 

the new poUcy environment of the 1980$: 

T h e decline in manuhicturers' share of the domesbc economy was 

halted at 17.3 per cent, and performance turned around on a strong 

growth path. Producttan grew at about 4 per cent a year in real terms, 

and research and development at 16 per cent. The export propensity 

of manufacturing dimbed f rom 12 per cent to nearly 22 per cent, and 

investment grew at 12 per cent a year.' ( D I T A C , 1991, p3) 

New Profectk>nism? 

As tariffs and import quotas have diminished in restrictiveness and respect-

ability, increased attention has started to go into alternative mechanisms. 

'Ant i -dumping ' is again becoming a corporate catchcry ( I C , 1991a) and 

various forms of subsidy to possible export 'wi imers ' wi thin manufacturing 

(especially high technology) are being experimented wi th and more are 

being demanded. 

The second approach is in some quarters justified on the basis of 

allegedly 'new' developmients in economics, known as 'strategic trade 

theory'. The Commission has looked closely at this new theory and con-

cluded that 'if strategic industries exist, they are hard to identify and the 

theones give Utile practical guidance to policy makers on wh ich industries lo 

assist or how they should be assisted' (1989a, p 5). The fact is that the record 

of governments around the world w i t h ' p i c k i n g winners ' has not been much 

to boast about. A n d that includes allegedly top punters like japan. The 

information difficulties confronting government attempts to 'manage' the 

microeconomy belter than participants in the market, in terms of the pay off 

to general economic firoeperity, remain very great. 

Pressures for Other Reforms 

The reason why lowering import protection is fundamental to better eco-
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nomic performance is its umbrelLi ' role in sheltering inefficiencies through-
out the economy. For a small economy, import barriers are not orUy costly in 
a static sense, they impede an important source of competitive pressure for 
improved performance over time Moreover they reduce the incentive for 
workers and managers to come to terms which best promote productivity 
and competitiveness. As noted earlier, Australia's rigid labour market grew 
up alongside the tariff. 

A s protection has declined - or perhaps more importantly, the expecta-

tion of gaining protection has receded - there has been growing pressure to 

reform our labour market and abo to reduce other inefficiencies that busi-

ness can no longer 'afford ' . The public sector has become a natural focus for 

such attention. As a former colleague once put it: 'Un t i l man colonises the 

moon, the public sector remains the last source of unexploited resources 

available to us.' 

Government Enterprise Reform 

In Austral ia , as in most O E C D countries, the public sector's share of the 

national economic cake has expanded considerably throughout the post war 

period. In 1990, government accounted for around one-quarter of G D P and 

gross investment, of which nearly one-third to a half came from 'government 

business enterprises' ( G B E s ) - that is, businesses owned and m<maged by 

governments, sel l ing gcxxls and services to industry and to the community 

generally. 

Govenunent enterprise activity is largely concentrated in four areas: 

electricity, banking, iraruport and conununication, in that order. Other 

govemmenl activities include water supply, gas, sewerage and drainage, 

and port facilities. I n contrast to industry protection arrangements, the 

federal govenunent is not the dominant player in these important li \frastruc 

ture areas, the bulk of activity being urnler state control. 

In recent years the Commission has been asked by Government to 

report on inefficiencies in a number of areas of publicly provided 'infrastruc-

ture' and to advise governments about what might be done to improve 

matters. 

The productive performance of a range of G B E s was found to be 

deficient whether judged by input utilisation, management/work practices 

or output standards. Over-capi la l i sa l ion is a common occurrence in the 

electricity sector, commuiucations, ports and water supply. ( In electricity, 

capacity has ranged up to 65 per cent above demand, for example, compared 

with the 20-25 per cent found in other countries). Over-manning is another 

common phenomenon, especially in railways. In commun ica t i o r« , Telecom 

was found to have 60 per cent more employees per unit of service than 

comparable enterprises overseas And , despite the abuiuiance of resources 

devoted to these government enterprises, the quality and t i n« l i ne s s of their 
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service to the community is not a lways what it could be. Austral ia Post. 

Telecom, rail and port services are frequently criticised in industry surveys. 

Where f i rms are productively efficient (most G B E s obviously are not) 

overall efficiency in resource use is achieved when output prices reflect the 

margi iu l cost of supply. Many G B E s badly fail this test too, wi th charges 

bearing little relation to the costs of supply or the price sensitivity of demand. 

The inefficiencies just described reduce the competitiveness of Austral-

ian industry in a number of ways: 

� As suppliers of major ii\frastructure services to industry, inefficiencies 

in G B E s are reflected in higher costs which act as taxes on user activities, 

depressing economic activity. 

� Even where ineff idenaes are not passed on through prices - because of 

government subsidies - excessive resource use in these areas deprive 

other, more (>roductive areas of resources (labour and capital prices are 

forced up). 

� These result directly and indirectly in reduced competitiveness and a 

smaller trade share than would otherwise occur. 

A simple indicator of the extent to which this matters is the substantial 

proportion of national economic activity accounted for by G B E s . T o take one 

example, electricity represents about 30 per cent of the operating cost of the 

average a luminium smelter, but it is also an important input to industries 

such as metal processing and chemicals, as wel l as to service industries such 

as hospitals and hotels. As noted, the Commission has used its quantitative 

model of the Austral ian economy ( O R A N I ) to get a more comprehensive 

idea of the economy-wide effects, taking account of the complex interactions 

among industries flowing from cost and productivity effects wi th in G B E s . 

The Commission's modelling work, the results of which are reported in 

Figure 4.4 (page 57) and Table 4 . 1 (f>age 58), look account of gains f rom 

(a) re-deploying excess resources in public enterprises; (b) charging more 

appropriate prices; and (c) increased productivity from existit\g resources. 

In the case of railways, for example, the Commission used information 

provkled to the National Freight Initiative Committee, which showed that a 

30 percent reduction in costs would result f rom Austral ian ra i lways adopt-

ing intematioixal standards of efficiency. These cost savings, when reflected 

in lower taxes, were estiriMted to raise G D P by $ 4 biUion, once the 

inter-mdustry effects were accounted for 

improving Infrastructure Performance 

Mucii of the inefficiency in Austral ia 's infrastructure can be traced to the 

nature of gcn-errunent involvement in these areas and the regulation or 

prohibition of competition Managers of government business enterprises 
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have too often had to confront their tasks with unclear arui at times conf l id-
ing d i r e d i o i u f rom their political masters and with limited operatiotul 
flexibility. Where competition has been suppressed, govenunent business 

enterprises have iK>t faced proper iiKentives and disdplines to reduce costs 
and set charges at eftident levels. Private finns and other government 
authorities have not had the opportunity to show that they can perform 
better. A n d , because the costs of achieving social objectives have been 
obscured, govenxments have not been provided wi th the information 
needed to determine which services should be preserved and which discon-
tinued. Where social objedives have been met, this has often been at higher 
cost to the commuiuty than necessary ( I C , 1991a). 

It fo lk iws that an important contribution to better performance of G B E s 

can be had from: 

� establishing an arm's length relationship between governments and 

their business enterprises; and 

� dismantling regulatory and legislative barriers to entry. 

In recent years there have been some moves to do the first of these by 

commerda Using ' and in some cases 'corporatising' GBEs . The Commis-

sion has set out a model of what this should involve (Tab le 4.2, page 58). Y o u 

w i l l notice that the list ends wi th recommendations intended to bring some 

market (real wor id) disdpl i i te to G B E s . T h i s is something which has been 

manifestly absent, even where governments have implemented other com-

ponents of the modeL 

Many of the larger G B E s have statutory monopoly power. For many of 

these enterprises, the only source of competition is through alternative 

services catering to a broader market (for example, road competes wi th rai l 

in the traruport market). However even the scope for such 'inter-modal' 

competition can be limited through regulation (for example, gas and elec-

tricity are both energy monopolies). 

Many of these activities became public monopolies because of per-

ceived problems i n leaving them to the market place Permitting or facilitat-

ing compehtion in these areas is seen as posing two sets of difficulties: a ) 

political ones, tied up wi th income distributional entitlements; and b) eco-

nomic issues, about the capadty of competition to improve economic effi-

ciency. The first can be equated with 'community service obligations'; the 

secoiui with consideratiorvs of 'rxatural monopoly'. 

Community Service Obligations 

Community service obligations (CSOs) present something of a chicken and 

egg problem for competition (see l A C , 1989 for a detailed discussion). In 

many cases, restrictions on competition w i l l have been put in place to a l low 

C S O s (which might equally stand for 'cross-subsidy obligaticms') to be met 
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by government enterprises - as under-charging some users means over-
charging others, and private f i rms don't play those games by the same rules. 
I f C S C B could be delivered without the need for internalised cross-subsidies, 
the supportirtg barriers to entry and their attendant costs could be avoided. 
The Commission has given this question some consideration in a number of 
reports and has come up with a range of alternative ways of delivering 
comparable social or regional benefits, without the need for costly restric-
tions on competiHon. These include direct funding, vouchers and contract-
ing out or franchismg — te. competitive tendering for subsidised services. 
Apart from their economic advantages, these mechanisms are also more 
transparent; but of course this may not be seen as a political advantage and 
that is the nub of the difficulty in replacing them. 

'Unnotura l ' MonopoB— 

Natural monopoly describes a market in which costs of provision of goods or 

services keep falling as market share rises, leading eventually lo one 'natural ' 

supplier, wi th the market lo itself The economic difficulties posed by a 

natural monopoly market are that: 

a) having more than one suppUer may be inefficient on the cost side; whi le 

b) having just one supplier may be inefficient on the pricing side (mo-

nopoly pricing). 

In practice, the conditkins for pure natural monopoly are fair ly stringent and 

nol as commonly encountered as the widespread existence of public enter-

prise in regulated markets might suggest. Act ivibcs commonly seen as 

involving natural monopoly are the 'public utilities' - electricity and gas 

supply, water, rai lways and telecommunications. But natural monopoly 

considerabons generally arise in only part of these activities. I n the electric-

ity sector, for example, the Commission found that there would be substan-

tial net benefits from separahng the natural monopoly transmission function 

from the potentially competitive generation function ( I C , 1991b). 

Some Progress 

I should nol leave you with the impression that the task of improving the 

performance of infrastructure services has not begun Administrat ive re-

forms undertaken within many G B E s have already been having a pay-off 

For example, productivity in G B E s wi th in N e w South Wales has increased 

on average by some 35 per cent in recent years Overmannmg in ra i lways has 

been significantly reduced (staff numbers have been cut by 30 per cent 

Australia-wide) Labour productivity in the electriaty industry rose by 46 

per cent and real electricity prices fell by around 12 per cent between 1987 

and 1991. Tumarourtd times in grain ship>ping at Austral ian ports has been 

reduced from 4.5 lo 2.4 days (The cost sav ing lo farmers is estimated at over 
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SI 0 miUion.) Restructuring in the C i v i l Aviation Authority have enabled it to 

cut its charges to industry in real terms by neariy $100 million in 1992-93. A 
second telecommunications carrier (Optus) has commenced operatioruand 
the consequent competitive pressure has seen significant reductions in 
charges for long distance calls ( I C , 1992). A n d initial steps have been taken 
towards the creation of a competitive electricity supply industry throughout 
eastern and southern Australia. 

Other AgeiKla lt«ms 

Industry protection and public enterprise reform are two important ele-

ments of the nucToeconomic reform agenda But, as indicated at the outset, 

the scope for microecoiwmic reform is as wide as the microeconomy itself. 

( A n indication of that can be gained from the Industry Commission's own 

work program, set out in T a b l e 4 J , page 59). 

A n area in which there has already been major reform throughout the 

1980s is the capital market. Important changes have included the floating of 

the currency, removal of exdiange controls, opening up banking and the 

stock market to greater competition (bca l and foreign) and removing con-

straints on interest rates. These reforms are al lowing greater innovation and 

responsiveness in the finance sector, and making capital available (at a fmce) 

where it was often not available before ( I C , 1991e). 

A n area m wh ich some important moves have been made, but where 

rTK>re remains to be done, is the labour nuirket. More flexible labour markets 

are necessary if we are to build a more responsive and productive economy. 

They are also a precondition for f u l l employment - in the traditional s e i w of 

the term This w i l l not only require changes in such areas as the spread of 

work ing hours, mult i-skil l ing and, upgrading skills, but also al lowing wage 

differentials to widen to attract resources where they are most wanted 

without causing f low-o iu to other areas. 

There is now growing awareness that the key to improved labour 

market performance lies in f inding solutions within enterprises rather than 

at the national level - graphical ly illustrated by the 40 per cent productivity 

bcxist that resulted f rom the agreement at the S P C cannery in Victoria. 

However , Austral ia 's labour market customs, laws and irutitutions are noi 

conducive to flexibility at the enterprise or workplace level. Achieving 

genuine decentralisation of industrial relations represents a major political 

challenge, but one wi th a potentially high pay-off to the Austral ian economy 

and national employment. 

Transition Issues 

The benefits f rom microeconomic reforms, unlike those from some other 

economic policy initiatives, w i l l continue and even increase over the long 

term. But in the short term, as wi th any policy change, costs are incurred. 
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Previously sheltered activities contract, just as others that had been penal-
ised expand By definition the two sets of activities dif fer in their production 
structures and the skills they require. Some workers become urtemployed. 
The least skilled, or those with skil ls that were only ap>propriate to the 
previous regime, have difficulty fiivling new jobs. They a m be accommo-
dated oi^y by learning new ski l l s a n d / o r receiving lower wages in the 
meantime. T o the extent that these things do not happen, r u t i o iu l output is 
foregone. This indicates the importance of education, training and wage-
setting mechaiusms in the reform process - areas which , as noted, have some 
w a y to go. 

These adjustment problems are compounded in a recession. Contract-

ing activities contract faster, expanding activities expand less. Structural a iu l 

cyclical unemployment are combined. It is natural in these circumstances 

ttuit the causes of business failure and unemployment w i l l be confused and 

that there wi l l be calls to halt, fiause or perhaps even reverse microeconomic 

reforms. Such calls have been quite vocal recently in relation to the tariff 

phase-down. There are several good reasons w h y it would not be advisable 

for the Government to heed them (and presumably why it hasn't): 

� As already shown, the tariff reform process is a gradual one, a l lowing 

most protected activities time to adapt or scale down their activities 

without major dislocation. In the case of the textiles, dothing and 

footwear industries, and motor vehicles, one problem is that adjustment 

pressure has come so late. Even so, these sectors currently have 

effective rates of assistance ranging f rom 7 to 12 times the average for 

other manufacturing industries (see for example, I C . 1991c). 

� It is by no means clear that halting or even reversing tariff reductions 

would be employment enhancing. Protection delivers benefits to some 

industries only by huriing others. A job saved in a car factory may end 

up costing a job in an electronics f i rm. (In any case protection has never 

been very effective in safeguarding jobs even in the highly protected 

sectors.). 

� Finally, protection reform is not something which governments should 

or could turn on and off like a tap. Investment decisions are based on 

expectatioiu about the policy environment some years hence; policy 

change creates uncertainty, increases risk and depresses investment 

generally Added to this is the polihcal reality that once industry 

became conscious that tariffs were once again on the d rawing board, 

they would again start lobbying for differential treatment. Once back 

up, it would be a new political struggle to get them d o w n again. In the 

meantime, valuable marugena l time w o u l d be diverted f rom the 

proper business of the firm. In short, we would be back into a l l the 

reasons why tariff reform was needed in the first place. 
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The ad veree impact of protection reform on particular industries can be 
significantly reduced by complementary reforms which serve to reduce a l l 
industries' costs. A s noted, a maior source of cost and competitive disadvan-
tage few Austral ian f i rms has been the inefficiencies in publicly provided 
infrastructure services, notably energy, transport and communications. Re-
forms have begun in these areas but much remaiits to be done. It w o u l d be 
foolish however to insist that protection reform be held back unt i l these other 
cost-reducing reforms have made more progress. Tar i f fs themselves impose 
costs on user industries. Perhaps more importantly in practical terms, it is 
the tariff reform process wh ich has been providing much of the incentive and 
d i sdp l i i t f for reforms in these other important areas. 

Austral ia has had economic booms and btists throughout its entire 

history, including in the period of high industry protection T h i s reflects our 

vulnerability to terms of trade ctianges, sometimes compounded by heavy-

handed monetary policy responses Microeconomic refomi cannot redress 

macroeconomic imbalances, but it can facilitate recovery and bring greater 

stability to the economy in the long term by: 

� making f i rms more internationally competitive, thus a l lowing them to 

take advantage of much larger markets beyond our own; 

� freeing up resources to a l low an upswing to concentrate on expansion 

of our more productive activities; and 

� increasing the flexibili ty of the economy generally, al lowing more rapid 

adiustment to future shifts in demand. 

C o n c l u s i o n 

In conclusion, 'microeconomic reform' is about changing government indus-

try policies and institubons in ways which wi l l lower the costs and enhance 

the productivity of industry. The consequent improvements in the competi-

tiveness of industry wiD yield substantial benefits to Australia's economy 

and p>opulation - through export growth and higher domestic incomes. 

These net benefits cannot be realised without making some groups in our 

society worse off, at least for a time The problem we bee as a nation is that 

preserving arrangements which favour such groups could end up impover-

ishing us al l . Achiev ing community understanding of why that is so is a big 

part of the solution. Fostering that understandmg is ultimately the function 

of our political representatives. But it is a task in which the Industry 

Commission has played some part and indeed in which teachers of econom-

ics have an important contribution to make 
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Figure 4.4: A n n u a l o u t p u t g a i n s f r o m c e r t a i n 
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Toble 4 . 1 ; E s t i m a t i n g l o n g - r u n e f f e c t s o f c e r t a i n 

m i c r o e c o n o m i c r e f o r m s 

Woniiof: (ml 

Pod (Hi tHwmt u 0 » 

Eivnay locTunnd olMiia twre- tnd 

irf iUTUi port Sri laid 

Real GOP 2 0 0.4 I . I 0 3 1.2 1.0 6.5 

Expcxi Volume 2 J 0.7 0 4 8.6 0.3 3.4 1.7 17.6 

Imped voluine 33 0.3 0 2 62 0.1 1.0 OS 11.6 

CPI -2A -0.3 -3.8 -0.2 0.3 -0.8 -7.2 

Raalpr»«n 4 J 0.6 0 5 16 0 4 0.8 0.8 9.2 
wog« lole 

Aggngol* employ-

merit [persons) 0.4 0.1 0.1 0.6 

Table 4 2: T h e I n d u s t r y C o m m i s s i o n m o d e l o f 

c o r p o r a t i s o t i o n 

� provide clear and norvconflicting objectives that relate to commerciol 

performorKe ooty; 

� identify, cost and directly fund any community services from the budget so 
O* to moke subsidies transparent; 

� vast management in a commercial board accountable to Parliament 

if^rough a minister; 

� introduce performorKe monitoring based on finarKial and norvflnanciol 

targets and establish a system of rewards and penalties for monag«r* 

related to performance; 

� seporote out regulatory functions — on enterprise should not be both 
umpire and player; 

� moke outfwrities lioble for all tones and government cfrarges; 

� require dhridends at levels equivalent to similar private componies; 

� remove cortstralnts such as government employment policies and advan 

loges such as those associated with government borrov/Ing guarantees, 

� require adoption of uniform end commercial occounting practices; 

� make corporatised authorities subject to the Corporations low, 

� introduce effective noturol mortopoly regulation ar>d remove advantage* 
such as: 

� exemptions from ifie Trode Practices Act tfKjt do r>ot apply to private 

componies, and 

� remove regulatory ond legislative borriers to entry. 
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Table 4 .3 : T h e I n d u s t r y C o m m i u i o n ' s a g e n d a 

m i c r o e c o n o m i c r e f o r m 

S o m e i n q u i r i e s c o m p l e t e d : 

Minir>g and Minerals Processing 

Energy Generation and Distribution 

Rail Transport 

Availability of Capital for Business 

Exports of Healtti Services 

Exports of Education Services 

Regulation of Intro-Stale Aviation 

Water Resources and Waste Water Disposal 

Urban LondUse and Infrastructure Pricing 

AAail, Courier and Parcel Services 

S o m e c u r r e n t i n q u i r i e s : 

Impediments to Regional Adjustment 

Urban Public Transport 

Public f-lousing 

Port Autfxjrihes 

Workers Compensation 

S o m e f o r t h c o m i n g i n q u i r i e s : 

Researcfi and Development 

Defence Procurement 

R e f e r e n c e s 

DITAC (Department of Industry, Tectinology and Commerce) (1991), Annwil Report 

1990-91, ACPS, CtnbeiTt 

l A C (Industries Assistance Comniwion) (1988), Annual Report 1987-SS. ACPS, C«i>-

berra. 

l A C (1989a), Anniui Report mS-89. ACPS, Caiterra. 

l A C (1989b). Government (non tax) Oiargts, Report No. 422, September. ACPS, Canberra 

IC (Industry Commission) (1990), Annual Report 1989-90. ACPS, Canberra. 

IC (1991a>, Annwil Report 1990-91, ACPS, Canberra. 

IC a991b), E n r r ^ Cenention and Datnbutmt. Report No. 11, t4ay. ACPS, Canberra 

IC (1991c), Changes toManufaeturinglnJuflry Astatance, March 1991, Information Paper. 

luly, ACPS, Canberra. 

IC (t991d). Rail Transport. Report No. 13, August. ACPS, Canberra. 

IC (I991e), AvailaMity of Capital. Report No. 18, December, ACPS. Canberra. 
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Porter, M. (1990), The Competitm Advantagt of Nations. Harvard Busino* Review, 
March. 

Yetton P., |. Davis and P. Swan (1992), Going IntemaUon^: Export Myths ami Strategic 

Realities. Report to the Australian Manufacturing Council. ACSM, Kensington 
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R o g e r H o r d i n g is lha MorkaHng Monogef (Europe) for BHP Auslrolio C o d 
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overview of trade finance plus the administration of human resources within 

Marketing. 
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ROGER HARDING 

Table 5 . 1 : Cos t c o m p e t i t i v o n e s s m o o n s : 

� Eliminaling in«ffici*nl work practices 

� Fostaring nvw R & D 

* Convincing govwnmanit to be compaHHva 

* Encouraging inl«rnationally<omp«NKv« shipping 

Today I would like to outline for you how B H P Austral ia Coal Limited has 

grown into the position where we are now the world ' s largest in internation-

ally traded seaborne coal (Tab le 5.1). There are a number of larger producers 

of coal in the world (see Figure 5.1) but most of their production goes to 

power plants and steel producers wi thin their national borders. 

Figure 5 . 1 : R a n k i n g o f w e s t e r n w o r l d ' s m o i o r p r o d u c e r s 
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RrsUy , let me s«t the scene historically of how B H P came to this 
position. Utah Construction Company came to Australia after the war to 
assist in the construction of the S twwy Mountains Scheme. They branched 
out f rom there into exploration for minerals and mining; opening up the 
Blackwater Mine in 1967. 

Figure 5.2: R o w e n B a s i n , c e n t r a l Q u e e n s l a n d 

Bowen 

Collinsville 

Mockoy 

t C l l O M t T K E S 

� Operatirtg Mines 

� Blair Athoi 

Gladstano 

This was fol lowed by maior developments in coal imne construction 

throughout the Bowen Basin (Figure 5.2) and a new private port ai Hay Point 

to service Ihe four northern mirKS. 

U u h opened major mines: Goonyella in 1971; Peak D o w r u in 1972; 

Saraji in 1974; and Norwich Park in 1979. 

While Utah was breaking new ground in developing coking coal mines 

to service basically the growing Japanese steel industry. Sir Leslie Thiess had 
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already developed a mine at Moura in 1961. B H P , wi th Mitsui , purdiased 
this mine in 1977 and it is now part of the group of mii>es managed by B H P 
Australia Coal . 

In 1983 Thiess Dampier Mitsui (now B H P Mitsui Coal) developed the 

Riverside Mine, now also part of the group - and which has been merged 

with the Gcx)nyella Mine because the leases are adjacent and this a l lows cost 

savings, and improves the competitive edge. 

B H P itself held aspirations to further increase its involvement in coal 

and it developed the Gregory Mine near Emerald , west of Rockhampton, in 

1979. 

Finally, in A p r i l 1984 a l l this came together when B H P purchased Utah 

Development Company from General Electric The total group of seven 

mines Ls now managed by B H P Austral ia Coa l Limited. 

Ot>viously when constructing mines that are planned to produce some-

thing in excess of four mill ion tonnes each, bankers are not going to lend 

money to those projects without coal sales contracts. 

In the 1960s and 1970s the Japanese economy was taking off and 

underpinning this was the Japanese steel industry. Steel was needed for 

construction, shipbuilding and consumer goods, such as cars. Utah's man-

agement wrote long term contracts wi th the Japanese steel mills , wi th price 

escalation clauses, so that they could entice joint venture partiters as we l l as 

banks to finaiwe this eiK>rmous capital expenditure T h e strategy w a s to 

largely place the tonnes in Japan, wi th the exception of coal f rom the 

Norwich Park Mine. 

Figure 5.3: A u s t r a l i a n c o k i n g c o a l m a r l c o t s 
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As in a l l irtdustries, th* world trade cycle intervened during the 1970B 

wi th the oil shocks and again in the mid 1980s with world recession, so 
management took the strategic decision i n the early 1960$ l o divers i fy its 
customer base. W e now sell about one third of our tonnes to Japan, one third 

in Europe and one third in the rest of the world (Figures 53 Ic 5.4). We now 
have a fairly balanced book that can withstand sector shocks. We currently 

supply to 64 customers in 27 countries. 

Figure 5 .4: B H P A u s t r a l i a C o a l 

S h i p m e n t t o n n e s (1 ( X ) % basis millions) 
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Of our 38 mil l ion tonnes of production, only about 2 mill ion toiuies of 

thermal coal goes lo wor ld power houses. The rest goes to the steel industry. 

' S u c c e s s ' - h o w d i d B H P g o a b o u t m e r g i n g a g r o u p o f c o o l 

m i n e s w i t h d i f f e r e n t c u l t u r e s in a un i t w i t h o n e v i s i o n ? 

Table 5 2: V i s i o n a n d g u i d i n g p r i n c i p l e s 

The vision woj T o be the best cool mining company in lf>e world'. 

Our vision will be achieved by: 

� By underslanding ar>d sollifying oor customers' needs. 

� Kacognising ihol ihe employees ore tfie most imporlonr asset - personal 

growth and development Is essential. 

� Accepting the need lor 'continuous Improvement', 

� Empowering employees to act with commeniurote accountability. 

� Demonstrating core for Ihe community and Ihe environment. 

Working towards the above goals creates the fabric lot 'Competitive 

Advontoge 
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Figure 5.5: L o s t t i m e to i n c i u s t r i a l d i s p u t e s (%] 
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Let me say from the outset thai B H P Austral ia Coal already had many 

of the elements of competitive advantage in place. Hav ing said that, our 

actual performance ai>d our prospects still left a number of problem areas. 

Three years ago, our average lost time to i iulustr ia l disputation was 3.6 per 

cent and had been as high as 7.4 per cent. Now, time lost to i iulustr ial 

disputes is down to below 1.5 per cent arul absenteeism to 3.5 per cent (see 

Figure 5 J ) . 

One of the early changes introduced was lo progressively iiKive away 

from the traditional 'them and us ' style of management in relation lo 

industrial disputes. 

Early this year we arrived at an agreen>eni, ki>own as the 'Employee 

and Business Performance Improvement Agreement' with our employees, 

in an effort lo have Ihem recogiuse Ihe value of 'continuous imfjrovement ' 

Specifically in operabonal efficiency, but also to give the unions continuity of 

employment This gave us a settled environment in which positive change 

can occur. It al lowed us to improve our productivity by breaking down 

restrictive work practices When one considers that all the mines are getting 

deeper each year, it probably equates to inherent gains of 25-30 per cent over 

the period 

Our productivity has increased f rom a rain affected 7000 tonnes per 

employee in 1990-91 to around 8000 tonnes in the year just ended on 31 May 

1993 (see Figure 5.6). 

The unions are on the public record as saying 'It is in our interests and 

the interests of all the workers employed by B H P Australia Coa l , to ensure 

that Australian coal remains internationally competitive'. 

The real trick in competitive advantage and the only thing that your 

competitors cannot duplicate is people excellence - if we have the best 

people and have given them the best training, we should be able lo out 

perform our international competition. 
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Figure 5.6: P r o d u c t t o n n « s p e r e m p l o y e e 
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Secondly, without a strong customer focus and a thorough uiKlerstand-

ing of what our customers need and expect of us, it would be impossible to 

achieve our vision of becoming the best coa\ mining company in the world 

(see Tab le 5.2). Indeed our supplementary vision is to become our custom-

ers' preferred supplier - g ive them a service no one else gives. 

One of our lu tu ra l advantages Ls that wi th the spread of qualities 

wi thin the seven mines, we have the ability of being able to mix aiwl match to 

suit any specification our customers need. 

The quest to become the preferred supplier led us to develop question-

lu i r e type surveys where the newly apfwinted manager of customer services 

could obtain our customers' v iews on our performance, assess it and dis-

seminate the information to all leveb in the chain wi thin B H P Australia Coal, 

l l i i s also gave us competitors' benchmarks to which we can aspire (levels in 

some cases higher) . 

In Austral ia , we are geologically blessed with excellent coal deposits, 

and have economies of scale and technical expertise which allow us to 

compete on world markets Many competitor countries, however, have 

major cost advantages, for example: labour costs m Indonesia are much 

lower than ours, others have lower rail freights, and some countries simply 

operate at a loss just to create hard curretuy to assist in their balance of 

payments problems. 

To maintain and reinforce our competitive advantage we need to 

continually ensure that w e are and remain on the lower end of the cost 

curve (see Figure 5.7). T h i s mearu that no matter what happens, w e w i l l 

have a sustainable situation. 
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Figure 5 7: S e a b o r n e n>e ta l lu rg ica l c o a l c o s h cos t c u r v e 
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One of the major concerns expressed by customers is reliability of 

supply - particulariy val id in Europe where the customer has to wait f ive 

weeks for our coal, compared to one week from our competitors. W e have 

the ability to ship from four ports ( two at H a y Point, south of Mackay, and 

two at Gladstone). Dur ing our last rinancial year we shipped 37 87 mil l ion 

tonnes through these facilities. The ports are currently being upgi:aded to 

accommodate new mine coiwtruction and Increa.Hed supply f rom B H P A u s -

tralia Coal. 

The link in the chain to the potts, the Queerolaiul Ra i lways - although 

expensive by wor id standards, because the rail freights levied include 

hidden taxes - do in all fairness perform an excellent service. They are also 

comnutted to 'Quality Assurance'. 

We have coitsdously developed over the years the ability to shipabout 

one third of our product in vessels specifically chartered by B H P Transport 

under Contracts of Affreightment Spot shipping freight rates can be ex-

tremely volatile, so our planning has al lowed us to ha ve a cushion where we 

can deliver coal to Europe at prices that are competitive wi th American and 

Canadian coal suppliers which are, of course, much closer to the European 

markets This is the last lii \k in the chain of moving coal from the mine to the 

customers' plants. 

Most of our customers tn one form or another are pursuing a philoeo-

phy of Total Quality Maitagement, Continuous Improvement, ( ^ a l i t y C i r -

cles, etc. They are pushing us, as a major supplier, to follow suit. 

To develop a further arm in our competitive advantage we are evolving 

a Quality Assurance system. Our Gregory Mine is 'quality assured' by an 
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independent third party. This system was the first i n the world, as far as we 
can judge (allhough one of B H P Steel's collieries is now third party accred-
ited). Once al l our mines are quality assured (and the a im is by the middle of 
1994), we w i l l ha ve a competitive advantage, particularly with those custom-
ers who w i l l eventually only purchase from mines which are quality assured. 
It is worthy of note that the state government owned ports and the rai lways 
are also going the quality assurance route. 

A s you would be aware , B H P s philosophy over the years has been to 

vertically integrate. W e have a distinct advantage over our competition by 

not only supp ly ing the three major raw materials: iron ore, coal and 

manganese, to the wor ld ' s steel industry, but also having an ear ly wa rn ing 

system on changing technologies. B H P Group ' think lank' teams have 

been set up to look at l ikely developments over the next thirty years in the 

wor ld steel industry, so that we can ensure that we are ready for any 

eventuality. In the words of the inimitable Inspector Clouseau, ' A l w a y s 

expect the unexpected'. 

Lastly but not least, we have developed our own system of 'counter 

trade'. The actual customers and potential ones in the old Eastern Bloc, w h o 

do not have any hard currency, can still be supplied with raw materials by 

using Counter Trade. 

The overlying concept in looking at a successful export compwny must 

be predicated on a return to shareholders. There is little point in companies 

producing competitively for wor ld markets at low cost and excellent quality, 

if the organisation fails to just ify its existence by not making a return to the 

shareholder. A s we saw after the stock exchange crash of 1987, those who 

take their eyes off the ball usually end up in the hands of the liquidators. 

By remaining responsive to market demands and changing technolo-

gies, we intend to be a major force in world coal markets into the future. 

R e f e r e n c e 

BHP Australia Coal (1993), Draft Strategic Plan 
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THE IMPORTANCE OF CAPITAL M A R K E T S 

IN PROMOTING G R O W T H AND EXPORTS 

ALEX FRINO 

The role of a capiUl market wi th in a market economy is to alkKate the 

savings of the community to different investments so as to maximise sodal 

product. It controb (he volume of savings available for investment, as we l l 

as the composition of economic activity. A s a result, the capital market 

influences the production of goods and services which underlie economic 

growth and exports. 

The savings of thecommunity are provided for mvestment purposes to 

companies (producers) in two broad forms, as debt or equity finance. Debt 

finance entails a contractual promise f rom the borrower (company) to repay 

the principal plus a f ixed rate of interest. Equity finance, on the other hand, 

is provided without a promise to repay the original contribution or a 

particular rate of return However , the provider of equity finance is entitled 

to a share m the prohts of the company as dividends. (Hirther, the right to 

receive dividends (shares) can be sold to others in a market such as the 

Australian Stock Exchange ( A S X ) , so as to realise the initial funds provided. 

The A S X also facilitates the initial sale of shares so that companies can raise 

capital 

Tab le 6.1 provides some data wh ich shows evidence of the impor-

tance of share finance as a source of f u n d i n g for investment in Austra l ia . 

Estimates consistent wi th Jackson (1989, p. 344-345), regarding the sources 

of external finance provided to private corporate trading enterprises in 

Austral ia are produced. The table demonstrates that the finance for 

investment ( 'al l capital expenditure ') of corporations is der ived f rom three 

broad sources: internal finance or undistributed profits ('gross savings ' ) , 

share finance ( 'ordinary and preference shares ') and debt finance ('loan 

finance') . 

The table provides historical evidence which suggests that share f i -

nance IS one of the most important sources of finance for capital expenditure 

in Australia. The average proportion of capital expenditure financed 

through share issues has been approximately 90% over the last eleven years, 

whilst loan finance has accounted for the other 10% Taken together wi th the 

role of capital markets, this data suggests the importance of an efficiently 

operating stock market for growth and exports. 
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Table 6 . 1 : Sources of finonco fo r capital cxpendituro by 

pr ivate corporate trading enterprises 

t m,llno 

Intarnal Ex>«md 

Finance 

Y«or All Capital 

Exp«nditur«' 

Grott Ordinary & Loan 

Sovlngi' Prcfaranca F Inane*' 

Shoru 

Ptfcantog* of 

Eilsrnal Finonc* 

Shore loan 

finorK** finonce 

1980-«1 10.339 6,737 2,717 885 75 25 

1981-82 12,982 4,955 1,392 6,635 17 S3 

1982-83 10.172 4,510 1,185 4,477 21 79 

1983-W 11.131 8,919 2,254 |42) 101 (1) 

1984-85 U , 5 U 9,695 2,710 2,109 56 44 

1985-86 16,803 10.821 5,890 92 98 2 

1986-87 21,545 16.048 16,081 (10,5511 292 (192) 

1987-88 26.894 17.875 13,395 14.376) 149 (49) 

1988-89 32.867 19.027 10,952 2.888 79 21 

1989-90 31.678 15,809 9,147 6,722 58 42 

1990-91 27.493 12,536 6,596 8,361 44 56 

maoru 90 10 

' grou fixed copikil formoKon plus increoM in itocia plut puichoae of land ond 

intangibles 

' undislribuled income pkii proviiion for cortsumption of fixed capital plus increote in 

tax proviiions plut capital grants and revenue 

' capital expenditure lest grou saving ku thorn finonce 

Source 1980-81 ta l9ft5-86.JockM>n, 1989. Table /11 . p 344-345. 

1986-87 » 1990-91. Austrolion Buieou of Slotistic.. Auslrolian Notional 

AccounO 1990-1991, (5204 0). Table 38. p 30. ASX Annual (fepofli, 

various issues 

The aHractiveneas of investing in A S X ]iste<l companies is influenced by 

the costs involved in trading shares. Further, in order for fiiutnce to be 

directed to the more profitable projects which crop up from time to time, 

mobility of funds is essential. Th is is also influenced by the cost of trading 

shares. The implication of this is that an opnationaUy efficient market is one in 

wh ich the costs of trading are minimal The A S X has increased its opera-

tional efficiency over the past ten years through a number of changes which 

have served to reduce the costs of trading shares These include: 

� the abolition of fixed commission rates for brokers in 1984; 
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� the abolition of restrictive A S X Membership requirements in 1984; 

� the reduction of restrictions on short selling in 1986; 

� the introduction of automated order placement and execution, and a 

national market system through the mtroduction of the Stock Exchange 

Automated Trading System ( S E A T S ) in 1987; 

� the introduction of rapid settlement procedures in 1989 through the 

Rexiblc Accelerated Security Transfer ( F A S T ) which led to T+5 (a f i ve 

day settlement period) in 1992; and 

� future developments in trading and settlement, supporting interna-

tional competitiveness through the introduction of the Q e a r i n g House 

Electronic Subregister System ( C H E S S ) which wi l l lead to T*3 (a three 

day settiement period). 

The way in which each of these measures improved, or w i l l improve, the 

operation of the A S X wi l l be discussed next. It is emphasised that the 

efficient operation of the A S X is crucial, given the importance of the market 

for the provision of capital in order to finance investment for the production 

of goods and services, which contribute to growth and exports. 

Improvements in the Facilitation of Trade 

The Abolition of Fixed Commission Rates for Brokers 

U p until 1984. clients were charged a commission by brokers for the execu-

tion of trades, which was fixed by the Exchange. However, on 1 A p r i l 1984, 

these fixed commission rales were abolished Brokers were permitted to 

negotiate wi th their clients, and to compete wi th other brokers, by setting 

their own commissions. The general effect of this deregulatory measure was 

to decrease the commissions charged by brokers, and hence the cost of 

trading 

Ailken (1990) provided evidence that negotiated commission on trades 

is sigiuficantly lower than the commissions charged under f ixed rates. Table 

6.2 and Figure 6 1 below illustrate this point Although commissions fell for 

the bulk of trade. Figure 6.1 also suggests that commissions on the smallest 

category of transactions were higher after deregulation. Despite this, the 

data supports the notion that the removal of f ixed commission rates lowered 

brokerage commissions in general, and led directly to lower costs of trading. 

The Abolition of Restrictive A S X Membersh ip Requirements 

At the time that fixed commissions were deregulated, the restrictions on 

broker Membership requirements of the A S X were also relaxed. The main 

regulation that was relaxed was the prohibition on corporations f rom be-
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Table 6 .2: Actua l ve r sus regulated brokerage commis-

sions a s a percentage of consideration fo r 

Apr i l 1 9 8 4 

Trode Volu* Regulated Actual 

IS) Commitsion Commistion Change 

(%1 (%l 

0-100 11.3 15.4 36% 

101-500 4.2 5.04 20% 

501-1,000 3 2 3 74 17% 

1,001^,000 2.8 2 5 3 -10% 

5,001-10.000 2 4 1.96 -18% 

10.001-25,000 2.1 1.4 -33% 

25,001-50,000 1.8 0.96 -47% 

50.001-100,000 1.5 0.85 -43% 

100,001-250.000 1.3 0.72 -45% 

250.001-500,000 1.1 0.6 -45% 

500,001-1,000,000 0.8 0.58 -28% 

1,000,001* 0.8 O I 8 -78% 

Source: Ailtien (1990), Table 8, p. 234. 

Figure 6 I Brokerage commissions for Apri l 1984 

Regulated Commission 

Actual Commiiilon (%) 

Trade Size 
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8 
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coming Members Prior lo 1984, only natural persons could become Mem-

bers of the A5X. One of the arguments in favour of relaxing Membership 

requirements on the A S X , was the promotion of competition amongst bro-

kers which led coiuequently to a reduction in the costs of trading. 

The effect of the rdaxation in Membership requirements on the number 

of members is demonstrated in T a b l e 6.3 and Figure 6 J below. Total 

Membership numbers have declmed slightly, probably as a result of the 

increased competition in broking. There has also been a s w i n g f rom partner-

Table 6 3 Stock exchange membership 1980 to 1992 

Yeor Corporations (t«to) Partnerships (No| Total 

1980 - 1 15 115 

1981 - 116 116 

1982 - 112 112 

1983 - 107 107 

1984 - 105 105 

1985 25 80 105 

1986 48 53 101 

1987 76 38 114 

1988 88 24 112 

1989 97 7 104 

1990 96 10 106 

1991 90 8 98 

1992 90 9 99 

Sources: Ailkentl990). Table 4. p. 228; 
ASX Annual Report, various issues 

Figure 6.2: A S X members f r o m 1 9 8 0 to 1992 

150-1 

i 100-

e 
z 5 0 -

0 -

Corporations 

Partnership 

Total 

Year 

7 6 HOtmiCS '93 



THE R O l f OF CAPITAL AAARKETS 

ships to corporate Membership. These two patterns have arisen f rom the 

increased competition in b rok ing as wel l as the cost benefits of incorporation 

of broking firms (limited liabiUty). Both of these factors, in turn, may have 

acted to reduce the costs of trading on the A S X . 

T h e Reduction of Restrictions on Short Se l f ing 

Short sales take place when market participants sell shares which they do not 

own. Often, market participants go 'short' at the current price, when the 

stock pr ic t ia expected to go down, and then 'settle' at the later lower price. 

What occurs is a sale at a higher price and a pnirchase at a lower price. This 

results in a profit to the maii^et participant 'going short'. 

In July 1981, a companies code which applied unifom\ly throughout 

Austral ia was introduced. Section 68(1) of the code prohibited short selling 

of stocks. In March 1986, section 68(3)(e) was added, which permitted short 

selling of stocks that were 'approved' by the Exchange. In A p r i l 1986, the 

A S X introduced a Bus iness R u l e which 'approved' stocks for short selUng. 

A list of 57 ordir\ary stocks was originally included in the busiiwss rule, and 

therein those stocks could be short sold This list has now been extended to 

include over 200 stocks. 

Permitting stodcs to be short sold meant that sellers who did not o w n 

stocks could move into the market. It can be argued that such sellers decrease 

the time it takes to buy a stock, and increase competition (or the supply of 

stocks which could thus improve the price obtained by buyers. Taken 

together, these effects could act to reduce the overall costs of t rad ing 

through reducing the cost of f inding the lowest selling or highest buying 

prices wi l l ing to be received or paid by other martlet participants. 

Automated T r a d i n g and a Nat ional Market System 

Prior to 1987, a l l stocks were traded on the floors of Exchanges in six different 

cities, namely Sydney, Melbourne, Adelaide, Brisbane, Hobari, and Perth 

A l l orders were passed to brokers on these trading floors who would ye l l 

them out to 'chalkies ' , who , in turn, chalked up the best bids and offers for 

each stock. T h i s 'open outcry' process was replaced with a computerised 

system in 1987 called the Stodc Exchange Automated Trading System 

( S E A T S ) . S E A T S was introduced in A p r i l 1987 for 20 stocks, and by October 

1990 it operated for a l l stocks. 

S E A T S effectively centralises a l l trading by placing S E A T S terminals in 

brokers offices, in wh ich orders to buy or sell stocks can be placed by 

Members, and w h i d i are then displayed to a l l other Members in Austral ia . 

Bids and offers which match are automatically executed by S E A T S - The 

effect of S E A T S is thus twofold. F i rsUy, it automates the process of placing 

an order and executing a trade. Secondly, it consolidates the individual 

markets which p>reviously operated on the different trading floors around 
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Australia. The introduction of S E A T S is argued by many to quicken the 
process of executing trades and f inding buyers and sellers. T h i s i n turn 
impMtnres prices which are %viUing to be submitted by buyers and sellers, and 
thus improves the time and costs of trading. 

Improvements in Settlement Procedures 

Prior lo 1989, a trade in stocks was usually settled when a payment was made 

and stock ownership changed hands through the physical transferof a share 

certificate. In July 1989, the A S X introduced the Rexible Accelerated Secu-

rity Transfer System ( F A S T ) which eliminated the need for share certificates 

to change hands. This led to the introduction of a five day settlement period 

following transactions (T+5), i n wh ich a l l trades were to be settled by brokers 

vtrithin f ive days of the transaction in order to avoid Exchange imposed fines 

The purpose of these changes was twofold. Flretly. to reduce settle-

ment time. Secondly, to reduce the administrative costs associated wi th 

trading. These factors led to significantly reduced overall costs of trading. 

Further Improvements i n T ra d in g and Settlement 

Fnirther improvements are foreseeable wi th the development of the Clearing 

House Electronic Sub-register System ( C H E S S ) . C H E S S wih enable the 

electronic transfer of titie, which wi l l eliminate the need for a paper transfer 

document. This w i l l enable a move to T+3 , wh ich is setUement of transac-

tions three days after the trade. This is argued to further improve the costs 

and willingness of market participants to trade. 

The Effects on Liquidity 

Liquidity can be defined as the ease wi th which a trade can be executed. One 

of the pmmary determinants of liquidity is transaction costs, or the costs of 

trading. Obviously, the lower the transaction costs, the leas costly it is to 

trade, and the easier it is to trade. T h u s , the measures introduced by the A S X 

outlined above, may have contnbuted to a more liquid market. 

The liquidity of the A S X can be gauged by examining its turnover. 

Turnover is the value of trading over a certain pteriod of time. However , 

market turnover may also be influenced by the number of shares available 

for trading and the value of shares in the market (the product of which is 

market capitalisation), both of which are unrelated to liquidity or transaction 

costs This suggests that the appropriate measure of market liquidity is 

market turnover divided by market capitalisation This is called the ' L i -

quidity Index' by the ASX. 

Table 6.4 and Figure 6.3 provide evidence of the favourable impact on 

liquidity of the introduction of the changes outiined, by suggesting that a 

general increase in liquidity occurred over the period in wh ich they were 

introduced The boom in liquidity m 1987 is a p>roduct of the stock market 
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Table 6.4: The liquidity of th B Austra l ian stock morket 

Year Total Market Total Liquidity 

ended Capitalisation Equities Index 

June 3 0 (Main Board) 

1981 $43,000 $6,905 16% 

1982 $36,280 $5,019 14% 

1983 $58,916 $10,343 18% 

1984 $57,288 $12,279 2 1 % 

1985 $85,555 $22,455 26% 

1986 $137,060 $39,835 29% 

1987 $140,691 $81,202 58% 

1988 $156,570 $48,860 3 1 % 

1989 $172,355 $56,636 33% 

1990 $136,114 $51,421 38% 

1991 $185,725 $60,126 32% 

1992 $192,299 $62,248 32% 

Source: ASX Focf Book 1993. 

Market StoMiHcj 1981-1992. p. 33. 

Figure 6 3: Liquidity index 
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crash, which slowed down the growth in market capitalisation, and in-
creased market turnover. 

The changes introduced in trading by the A S X over the 1980$ have 

facilitated share trading, and reduced the costs of trading. This is evident in 

the improvements in liquidity since 1980. It was argued that the facilitation 

of trade in shares is crucial for an operationally efficient capital market, 

which, in turn, leads to a better allocation of s o d e t / s resources towards 

more profitable projects. The improvements in stock market l iquidity are 

esfjedaUy important in Austral ia , since a major proportion of finance for 

investment is derived f rom the stock ma licet. Hence, the implication is that 

the improvements in liquidity on the A S X are cxmducive to an efficient 

allocation of societal resources, both of which are important to production 

for economic growth and exports. 
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the operation of business which lead to Jacarando Wiley Lid publishing The 

WoHd ofBuiineis text and workbooks in 1982 and in 1990 Since 1980 , Ted 

has conducted over 120 Business and Teacher Workshops around Austrolio 

bringing together over 8 0 0 0 teachers and business people Ted conducts on 

independent and private careers consultancy, BEARS of Australia, which also 

designs and teaches introductory accounting courses conducted by Coopers & 

Lybrand for first year undergroduotes and people operating small business 

enterprises. In his teaching for U S Q . Ted continues to estoblish close links with 

business groups and conducts Tertiary Tolkbock' on Queensland's regional 

A B C radio 
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SOME IMPLICATIONS FOR 
ECONOMICS EDUCATION 

TED HOOK 

It is a pleasure to accept T i m Ri l ey ' s invitation to promote discussion on 

economics and the impact of Business Educat ion Liixks ( B E L ) . T h i s third 

a n n i u l National Economics Teachers ' Conference is one excellent example 

of the increasing co-operation taking place between business groups and 

educators. The Economics Education Resource Centre ( E E R C ) and the 

major spoiuors of this conference, the Aus t ra l ian Bankers ' As.sociation, the 

Austral ian Stock Exchange and Coca-Cola Amat i l Ltd are to be congratu-

lated on providing an opportunity for some of the nation's leading teachers 

in economics literacy education to come together in this part of Aust ra l ia , 

where 'It is beautiful one day, perfect the next!' 

Back To The Futore - A n Economk Top TenI 

Some of us present today can remember an Austral ian economy with: 

� Strong, stable, tu t io iu l leadership led by our longest serving prime 

minister, the late Sir Robert Menzies. 

� Ful l employment wi th 96-98% of the labour force being in f u l l time 

jobs. 

� One of the world 's highest standards of l iv ing as measured by per 

capita income 

� Ongoing surpluses on the current account of the balance of payments. 

� Sustained economic growth fuelled by high levels of domestic savings 

where people were encouraged to tinance their own retirement. 

� Expanding agricultural, pastoral, mi iung and manufocturing indus-

tnes financed, in part, by significant levels of capital i i \ f low f rom non-

Asian countries. 

� Well-trained and mobile defence forces that had seen service in many 

theatres of w a r and a commuiuty acceptance of national service 

� An international reputation in the arts, music and sport wi th the 1956 

Melbourne Olympics and tetmis supremacy being highlights. 

� A rigorous and somewhat authoritarian primary and secondary school 

system, staffed by teachers held in high community esteem and sup-

ported by an efficient inspectoriate system. 
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� A small , compact university system, internationally recogiused for its 

scholarship and research, wi th entering students selected on ability and 

who competed for places via an accepted system of: 

Commonweal th government scholarships based on merit; 

Stale government bursaries for nursing and teaching; 

Business funded and bonded scholarships that guaranteed jobs. 

O f course, the wor id facing this yotjng student teacher thirty f ive years ago 

was not perfect. However , it was a period of relative stability and certainty 

wi th respect for the law because it was visible and enforced. There was 

admiration for and school learning about the achievements of our pioneers 

and achievers both past and f i resent Society encouraged competition and 

independence without large numbers of people relying on a variety of 'hand 

outs', although we learnt about protection and tariffs and subsidies for our 

farmers and manufacturers. 

Looking back to the future, the Australia of twenty, thirty years ago had 

very different emphases on what mattered. Attitudes towards the indi-

vidual , the family, the school, the workplace, the sports f ield and the commu-

nity were different. A short, fireside chat wi th your parents or your grand-

parents w i l l tell of a different society - one it seemed where there was a place 

for everyone and everyone had a place! It seemed to be an economy that 

provided jobs and a relatively debt free society without credit cards! 

Bock To The Future - T w o Decades of Change in Educotion 

Much has been wr i t t en and spoken in other places about the changes that 

have occurred in Aus t r a l i an education since the end of Wor ld W a r T w o , 

almost f i f t y years ago. Some of the changes have been for the better, some 

have not. One feature of the past two decades has been the frequency of 

change and the almost cont inual need for someone, somewhere to com-

mission a report or enqui ry into some asF>ect of schooling and fur ther 

educa t ion Perhaps, an issue on wh ich most educators agree i s the need 

for less change, less interference and more stability to allow past changes 

to be consolidated. Teachers would like to get on w i t h what they enjoy 

and do best wh ich i s to teach and challenge the inquir ing minds of young 

Austra l ians . 

Economics teaching has been one discipline that does not seem to 

have experienced significant change. For example, the Queensland Senior 

Economics syl labus remains largely unchanged since a group of teacher> 

wrote the course nearly twenty years ago. Today, there i s considerable 

attention being paid to national curricula and nationally produced re-

sources to meet the needs of core courses of study. Almost twenty years 

ago, this wri ter led a group of economics teachers under the auspices of the 

Austra l ian Commerc ia l and Economics Teachers' Association ( A C E T A ) to 
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form A P E L - the Austral ian Project for Economic Literacy. 

Our request to the newly established National C u r r i c u l u m Develop-

ment Centre ( N C D C ) , on the advice of the then Federal Minister for 

Education, M r K i m Beazley Snr, was for fund ing ($850000) to research, 

prepare and publish national resources in teaching secondary economics. 

A P E L was careful ly researched and costed wi th input f rom each state and 

territory O u r submission was the first presented to the N C D C in the social 

sciences area Another project submitted and funded at that time w a s 

A S E P - the Austral ian Science Educat ion Project. A s history w i l l show, 

A P E L was not accepted by the N C D C . Instead the Social Educat ion 

Materials Project ( S E M P ) , was accepted It came as no surprise to find 

much of our philosophy and many of our ideas formed part of S E M P wh ich 

no longer exists today. 

Economics teachers in Austral ia and N e w Zealand have been at the 

forefront of business-education links. For the past thirty years we have, 

through our teacher subject associations, worked closely w i t h the business 

community in both the private and public sectors. This conference continues 

to show how teachers of economics and related subjects can co-operate wi th 

business at local, state, rutional and international levels to improve student 

understanding. 

Coming To Th« Futur* - Soma Business-Education Links 

One of the earliest business-education l inks involv ing teachers of econom-

ics were the l inks with the Austra l ian Chamber of Commerce and its state 

chambers. The Austral ian Chamber 's Economics Education Project in the 

19705 led to a range of teaching resources being researched and writ ten by 

teachers and produced, funded and distributed by business. One of the 

a ims of these print and audio visual resources was to present to teachers 

and students, information describing the operation of the Aus t ra l ian 

economy, some of its past achievements and future challenges. The teach-

ing notes, tapes and videos were updated regularly. Each year, the State 

Chamber would fund in-service programs for teachers and their subject 

association would encourage members to attend. 

Another example of an early business-education l ink was Bank E d u -

cation Service ( B E S ) sponsored by the Aus t ra l ian Bankers ' Association. 

B E S operated very successfuUy in a l l states and was the longest and most 

successful example of teachers and business people work ing together. The 

output was a wide range of current, relevant and practical teaching aids 

a n d student learning materials that were effective. These materials were 

welcomed by teachers because they were designed and wri t ten by kiu>wn 

and respected colleagues The resources were funded and checked for 

technical accuracy by the banks and presented to students f rom Years 9 to 

12 by experienced bank personnel. For many students, the Speaker Service 
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provided by B E S was their first contact wi th business people. About ten 

years ago. the A B A , against the advice of economics teachers, wi thdrew 

their speaker service and reduced the scale of teaching materials. 

At this time, several other national organisations established l inks wi th 

A C E T A and state teacher associations. These groups included: 

� Austral ian Association of Permanent Building Societies ( A A P B S ) 

� Austral ian Federation of Credit Union I.eagues ( A F C U L ) 

� Austral ian Finance Conference ( A F C ) 

� Austral ian Mining Industry Council ( A M I C ) 

� Austral ian Retailers' Association ( A R A ) 

� Austral ian Stock Exchange ( A S X ) 

� Insurance Counci l of Austral ia ( I C A ) 

� L i fe Insurance Federation of Australia ( L I F A ) 

� Reserve Bank of Austral ia ( R B A ) 

The expanding l inks wi th business organisations over the past twenty years 

l iavc been a double-edged sword. For example, in Queensland, over 7000 

secondary teachers and business people have come together in a unique on-

going program of business and teacher workshops. In 1980, these business 

and teacher workshops began as a joint venture between the Queensland 

Economics Teachers' Association ( Q E T A ) and the Institute of Public Af fa i r s 

of (Queensland (IPA(2). Today, these business and teacher workshops 

continue and currentiy the I P A Q and the (Queensland Department of E d u -

cation, through its system of forty three School Support Centres, are jointly 

resourcing these after-school, after-work activities. 

As a result of these business and teacher workshops, teachers and 

their students have gained a clearer understanding of the operation of the 

w o r l d of business and some of the issues facing the Austral ian and wor ld 

economies. The other side of the sword has meant many more business-

men and women have gained a clearer appreciation of some of the changes 

occurring in secondary schools and the challenges f a a n g classroom teach-

ers and administrators. One tangible result of these woricshops has been 

closer co-operation between schools and local business f i rms. Another 

result has been general statements of support by employers for the quaUty 

of school leavers, despite the increased demands being placed on our 

secondary schools by society. 

A list of the business-education l inks that the Economics "93 Confer-

ence participants and their schools have been involved in is summarised in 

T a b l e 7.1 (pages 100-101) in the Appendix. 
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Business-Education Links - Two Ovorsoos Exomplos 

The video, 'Schools are your Business', provides numerous practical i 

pies of co-operabon between schoob and business firms in the Midlands 

region of England. It is an area with high levels of youth unemployment and 

a past history of few links between business and education. The video dearly 

shows the benehts of school-industry liiJcs to three groups. 

� The students attending primary and secondary schools. 

� The teachers and principals of these students. 

� The staff of the business firms. 

The benefits for the students were considerable and the visual impact upon 

the primary school pupils will last for a long time. The potential for 

economic literacy and multi-disciplinary learning from the video is enor-

mous as students leami about the production of goods and services and the 

decision-making processes involved. It seemed very clear that the enpy-

mcnt shown by these British teenagers surpassed the chew aiui spew' which 

still characterises a great deal of our teaching. The willingness of the 

students to say and write what they thought rather than what we think our 

teachers want us to say and write was also refirshing. 

During the video, the impact of closer lii\ks between their schools and 

local business enterprises was quite dramatic. The willingness of some of the 

teachere to change their classroom teaching approaches was refreshing as a 

result of watching how their students learnt without their direct input. 

Perhaps those responsible for the pre-service training of future economics 

teachers may benefit. 

Another refreshing aspect of the video was the open support and 

encouragement for the initiatives displayed by the business people. The 

positive comments from industry executives and the active participation of 

various employees was encouraging. The practice of secondment of busi-

ness staff to schools as part of the job descripbon of various employees could 

well be encouraged in Australia and gives added meaning to the title of the 

video, 'Schools are your Business'! 

Some Buainoas-Educotion Unlu Across thm Tosmon 

There are several business organisations linked with primary and secondary 

schools in New Zealand. One example is The Enterprise New Zealand Trust, 

which is actively involved in lir\ks with secondary schools. The following 

summary has been provided by Mr Ken Baker, Executive Director of the 

Trust who is represented at this conference by Ms Kathie Willis, Manager of 

the Trust's Educational Programs. 
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Aims and Objectives of the Trust 

The aim of the Trust is to promote an understanding of the role of business, 

enterprise and economic literacy amongst post-primary students and 

educators. The Trust is funded mainly by the private sector and operates 

nationally. Its programs promote both business and economics education 

and these are funded by resources from the business sector. The Trust acts 

as an intermediary between business and education, developing school-

industry links at local and ruilional levels. It has programs to assist 

students and teachers and principals. 

Programs To Assist Students 

The Fletcher Challenge Young Enterprise Scheme (YES) 

Under the Young Enterprise Scheme, secondary students raise capital to 

start a company, elect a board of directors and produce and market a 

product. A teacher acts as the initial start-up person, with a local business 

mentor being the adviser. In 1993, it is expected that half New Zealand's 

secondary schools will participate. Y E S helps students to leam about 

business and how it operates by combining knowledge and skills from 

subjects including English, mathematics, physical and social sciences, tech-

nology, accounting and economics. The Young Enterprise Scheme is similar 

to the Young Achievers program in Australia, which in turn is related to 

Young Achievement, USA. 

The 1993 Enterprise Studies Project 

BP New Zealand has seconded a staff member to work with ten secondary 

schools in a pilot scheme to help students leam about business using 

economics skills and knowledge. Key parts of the program are linked into a 

local business or industry study in a multi-disciplinary approach. Participat-

ing students master new skills which are appUed in a variety of learning 

activities that can be used to assess competency standards. The program is 

designed to complement the Form Four (Year 10) economics syllabus which 

concentrates on consumer economics. Local teachers define what is to be 

Uught and after an evaluation this year, it is expected the program will 

become more widespread in 1994. 

Programs Invohring Teachers And Princ^>als 

Management Education for Principals 

In association with the New Zealand Employers' Federatioiv school princi-

pals participate in presentations comparing business and school manage-

ment. Topics include public relations, marketing, negotiation and strategic 

planning. Therearealsospecialist courses lasting twodaysasa follow-upto 

these presentatioi\s on C ^ l i t y Marugement ainl Strategic Planning. 
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Understanding Financial Management 

A committee consiating of the Principab' Federation, the Ministry of 

Education, the Audit Office, the School Trustees Association and business 

representatives have developed a program to help principab and school 

trustees. The program alms to define the roles and resporwibilities of the 

chief execuhve officer and the Trustees of the school in the financial 

maivigement of school fuiuls. 

Resource Allocation and the Environment 

Regional seminars are held each year for teachers of economics, geography 

and science with sessions related to the economy, the environment, relevant 

legislation and the government's role. Local and national case studies and 

visits are featured. 

Congress 1993 Economics 

This IS a residential program for economics teachers which deals with 

manufacturing, the budget and monetary pohcy. Teachers will visit major 

economic irutitutior\s and be hosted by leading business executives in 

Wellington. 

Learning Resources 

The Trust provides industry studies, magazines and sets of OHP slides to 

help both teachers and business people to understand the New Zealand 

economy. 

Business-Education Links and th« National Industry Education 

Forum 

I f Australia's schools are to be amongst the world's best by the end 

of the century, then Australia's teachers face some fomtidable dial-

lenges in this decade." 

This IS the view of the National Industry Education Forum (NIEF) which was 

established in January, 1991. The Forum's members are the nation's major 

business organisatiorw who are combining their inputs into a business policy 

on education. The Forum has published two policy documents: 

� Declaration of Goals for Australian Schools; and 

� Improving Australian Schools - Building the Foundations for a Better Aus-

tralia. 

Less than a year ago in August, 1992 the Forum published the second of its 

policy documents, Improxring Australian Schools. Throughout 1993-94, the 

NIEF In conjunction with leading educators plans to conduct these five 

projects; 
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� National Assessment of Educational Outcomes. 

� Devolution of Management. 

� Studies of Qobal Challenges and Economic Life. 

� Basic Organisation of Schooling. 

� Teachers' Professional Development. 

Because of the implications of these pro)ects for teachers and schools in 

general and economics teachers In particular, the following details are taken 

from the Business Council of Australia Bulletin, January/February, 1993. With 

the current trend towards a more centralised and national approach to 

schooling foreshadowed by the present federal government and increased 

concern about education expressed by business groups, we need to be aware 

of what is being considered. 

Proi»ct On« — National Assessment of Educational OuKomes 

'One of the most important gaps in knowledge about our nation's 

performance is how well our schools are performing. We do not 

know whether Australian studentsareas well equipped with knowl-

edge, skills and competencies as those in other countries.' 

Improving Australia's Schools - Building the Foundation for a Better 

Australia (Page 5.| 

Rationale 

If Australian schools are to be at the forefront in achieving the highest 

standards when compared with the best in the world by the year 2000, the 

quality of learning that is occurring in our schools must be assessed- In 

addition, achievement levels for our students must be compared with those 

of overseas students. 

Recently all States and Territories agreed lo the development of profiles 

or frameworks for reporting the results of assessment of student achieve-

ment in English, mathematics, science, technology, the arts, studies of society 

and environment, languages other than English and health. The project will 

deal with the next step. 

The project seeks to explore ways in which profiles can be used to 

provide a reliable system-level and natioruil data on student adiievement. 

In addition, it aims to develop an ethical framework or protocol which 

will govern the way in which data from system-level and national assess-

ment procedures is obtained and used. 

Expected Outcomes 

It is expected that the following outcomes would be achieved: 
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� detailed information would be available on the current national work 
profiles; 

� a report would be available on how dependable assessment instru-

ments and procedures could be developed to utilise the profiles and 

provide reliable, comparable system-level and r\atlonal data; 

� an ethical framework or protocol govcrrung the collection and use of 

data would be developed; 

� the flruiings of the study would be widely publicised to the business 

and education community. 

Project Two — Dovolution of Management 

'Australia's public school systems, as traditlorudly structured and 

managed, are unlikely to achieve the necessary Improvements to be 

at the forefront of world standards.' 

Improving Australia's Schoob - Building the Foundation for a Better 

Australia. (Page 10). 

Rationale 

The necessity to survive and remain profitable in competitive mariiets has 

forced companies to examine their organisatloiul structures very carefully. 

This has led to much restructuring and change. One almost uru versal change 

has been the devolution of management and authority to local operational 

units. Decision-making is thus at the point where best-informed judgements 

can be made. Devolution also p>rovides the Qexlblllty and customer orienta-

tion upon which successful businesses depend. 

Schools must also be respoiulve to their customers and deliver a quality 

pjToduct. They must be able to dedde how to spend their resources, how to 

determine their orgarusational structure, what incentive strategies to use 

and what services should be purchased. As is the case with decentralised 

compnies, the manager of the school, the school prirKipal, should be given 

the authority and responsibility to manage and should be accountable for the 

performance of the school. 

This project seeks to establish a blue-print for the devolution of manage-

ment and authority of systemic schools. It seeks to make recommendations 

relabng to devolution that are consistent with the lesscms that business has 

learnt 

Expected Outcomes 

The project would provide: 

� a report on the key factors involved In the devolution of management 

and authority in schools. The report would be advised by best-business 

practice in devolved management; 
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� opportunities for senior members of the busirwss conununity to discuss 
the report and its findings with education leaders; 

� increased understanding and support for devolved maiugement struc-

tures-

Project Three — Stuciies Of Global Challenges And Economic 

Life 

'Insufficient attention is paid during formal education to the system-

atic study of Australia's economic life, the basis of our development 

and standards of living, and the challenges of our intematior\al 

situation.' 

Improving Australia's Schools - Building the Foundation for a Better 

Australu, IPage 12]-

Rationale 

The business community believes that insufficient attention is given to the 

systeiruitic study of Australia's economic life, the basis of our development 

and standard of living, and the challenges of our internatior\al situation-

While high standards of functicmal literacy and numeracy are vital 

elements of an educated society, cultural and economic literacy are also of 

great importance. 

Our young people need to understand Australia's history and geogra-

phy and ought lo understand the key elements of our democratic society 

They must also understand Australia's place in the world, how we make our 

living and p>articipate in world trade. 

Students and teachers need to understand that Australia must comf>ete 

in global nxarkets if it is to sustain its way of life and maintain its standard of 

living into the future. 

This project aims to prepare a detailed respor«e to the draft ruitional 

curriculum statement 'Studies of Society and the Environment', and curricu-

lum guides and to provide resource materials. 

Expected Outcomes 

It is expected that the following outcomes would be achieved: 

� a detailed response to the draft lution statement in 'Studies of Society 

and the Environment' would be prepared; 

� areas of the curriculum, for which resources relating to cultural and 

economic literacy could be prepared, would be identified; 

� appropriate resources would be prepared, and made available to 

schools and teachers. 
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Projoct Four — Basic Organisation of Schooling 

'One area calling for national agreement is the basic organisation of 

school education. There should be a uniform national policy on the 

age for starting school, and an agreed number of year leveb offered 

in primary and secondary education. Standard terminology should 

be adopted throughout the country for similar stages of education 

and for similar functions and activities ' 

Improving Australia's Schools - Building the Foundation for a Better 

Australia, (Page 4]. 

Rationale 

The business community believes that there should be national agreement 

on matters relating to the basic organisation of school education. 

There should be a uniform national policy on the age for starting school, 

and an agreed number of year levels offered in primary and secondary 

education. 

In addition, standard terminology should be adopted throughout the 

country for similar stages of education and for similar functions and 

activities. 

While State and Territory Education Ministers have indicated their 

commitment to proposals for national consistency and have established a 

high-level working party to investigate and pursue the issue of 

complementarity, there has been little progress to date. 

In this project, the NIEF will aim to woric initially with the working 

party to gain an understanding of the issues involved. It will commission 

work and studies it feels will advance the issues. 

Expected Outcomes 

It is expected that the following outcomes will be achieved: 

� a comprehensive report on the status and specific nature of the issues to 

be addressed, e.g. school starting age, number of years in primary/ 

secondary school etc; 

� agreement on the terminology used to describe similar stages of educa-

hon and similar functions and activities; 

� agreement on the ages at which children start school; 

� progress towards establishing a common pattern of primary/second-

ary schooling in Australia. 

It is worthwhile to note the last expected outcome and the sue key generic 

competencies of the Mayer Report which are as follows: 
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Mayer Report — Six Key Areos Of Competency 

1. Language and Communication: 

speaking 

listening 

reading 

writing 

accessing and using information 

2. Mathematics: 

computation 

measurement 

understanding mathematical symbols 

3. Scientific and Technological Understanding: 

understaruling scientific and technological corurepts 

understanding the impact of science and technology on society 

scientific and technological skills including computing skills 

4. Cultural Understanding 

understanding and knowledge of Australia's historical, geographical 

and political context 

understanding of major global issues (competing envirorunental, 

technological and social priorities) 

understanding of the world of work, its importance and requirenwnts 

5. Problem Solving 

analysis 

critical thinking 

decision making 

creative thinking 

skill transfer to new contexts 

6. Pereonal and interpersonal: 

personal management and plaiuur\g, including career planiung 

negotiating and team skills 

initiative ai>d leadership 

adaptability and change 

self esteem 

ethics 
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Project Five — Teachers' Professional Development 

1f Australia's schoob are to be amongst the world's best by the end 

of the century, then Australia's teachers face some formidable chal-

lenges in this decade.' 

Improvtng Australia's Schools - Building the Foundation for a Better 

Australia, [Page 8]. 

RaHoiule 

Success in achieving the standards of education which Australia will require 

depends upon a high quality, flexible and committed teaching profession 

operating at the leading edge of professiorul practice. 

Despite this, professional development provided for teachers is spo-

radic and often ineffective. Teachers, however, maintain their own profes-

sional bodies whose activities should be more widely recognised and sup-

|x>rted. 

This project will provide opportunities for working with teachers on 

professioiuil activities of joint concern to teadiers and to business. It wil l 

adopt a selective approach supporting small-scale projects agreed jointly 

between teachers aiKl business. 

Expected Outcomes 

� a positive signal by business of the importance of high quality teaching 

to the nation's future; 

� Ihe establishment of working relatioruhips with teachers who are 

leading the way in improving professional practice; 

� improved professional development through a range of activities 

jointly agreed between teachers and the NIEF. 

Business Education Links — Australia 2010 

The Business Council of Australia (BCA) consists of approximately one 

hundred key business people whose firms in both the private and public 

sectorsprovidejobsfornearly half of Australia's work force. On March 11th, 

1993 the BCA convened the Fourth National Business Summit entitied: 

Australia 2010. Creating the Future Australia 

The BCA has made available copies of their 200 page research report for 

delegates atteivJing today. The report, Australia 2010, is the Business Coun-

cil's blueprint for change and recovery in the Australian economy. This 

report is intended to stimulate discussion throughout the community and in 

my view, especiaUy by those of us resporuible for teaching economic literacy 

in our schools, colleges and universities Let us now spend some time in 

analysing the report and as educators, tell the BCA what we think of it 
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In 1992. the BCA decided that something had lo be done to stop the 
decline in the standard of living of Australians The Council believes that, as 
a natiorv there is an urgent need lo lift our economic performance and to 
create more jobs. The Council argues on page three of lis Report that: 

A century ago Australians enjoyed the highest living standards in 
the world. In 1970, Australia was 10th in the 'intematiorul league 
table' of countries ranked according to income per capita - we are 
now 18th in the same table Australians should accept nothing 
less than a standard of economic management which wil l return us 
to the highest income group of countries over the next two decades 
(and lead to) the reduction of unemployment and the stabilisation of 
our net foreign debt 

For teachers of economics, it is essential that we uiulerstaiwl the messages of 

Australia 2010. It is a 200 page report which contains four sections and an 

appendix. 

� Part One describes Australia's need for change, past approaches to 

change and features of desirable change strategies. The main argu-

ments are that as ptart of the intemabonal economy, all of our activities 

either sharpen or dull our global compelitiveness and hence our ability 

to create wealth and jobs. If we fail to create wealth and jobs, then we 

restrict the abilities of ourselves and our children to lead creaHve, 

independent, resourceful and productive lives. 

� Part Two argues that Australia needs a clear sense of direction for her 

future if we are lo return to the ranks of the lop ten nations by 2010. This 

sense of direction is explained through six ixational objectives: 

1. To be in the lop ten nations of the world according to per capita 

national income. 

2. To have the lowest possible rate of unemployment, no higher than 

five per cent. 

3. To contain our net foreign debt to a level below 50 per cent of the 

nation's GDP. 

4. To achieve strong and suslamed private investment that provides 

high economic and employment growth. 

5. To maintain maximum capacity to defend our territorial integrity. 

The report argues that unless the first objective is attained, the remairung five 

are not achievable. 

� Part Three presents a sceiurio of the global environment of which 

Australia will be a part during the i\ext 20 years. This sceivuio presents 

a range of challenges and opportui\ities for the nabon and how we can 

respond to these. 
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� Part Four establishes four major policy areas which can return Australia 
aa a top ten natioiv These four areas are 

1 National Maruigemenl. 

2. Worid Competitive Practice. 

3. Savings and investment 

4. IntenuitiorvdisaUon. 

The appeiuUx to the report has been researched by Access Ecorwmlcs It 

cxandMS the future of Australia by quantitatively analysing two sitiiations: 

1. Australia 2010 based on our current policies and practices; and 

2. Australia 2010 based on a series of reforms. 

The apperKllx shows the difference between two Australias 

L An Australia as a poor society characterised by high unemployment, 

low investment and a sustained high level of international debt; or 

2. An Australia, as a richer society with low unemployment, expanded 

Investment, low inflation, a strongerSA and a net foreign debt stabilised 

at lower levels than those prevailing today. 

The Business Counci] argues that Australums i\eed to agree on the kind of 

rution they want and how to achieve these objectives. The Council believes, 

that as a nation, we all warU to enjoy high wages, strong employment 

opportunities and economic and social dynanusm. Would you, aa a teacher 

of economics agree with these for yourself and your family and for your 

students? 

In opeiung the Fourth National Business Summit, Mr John Ralph, 

President of the Busmess Council, in presenting the BCA's vision for eco-

nomic growth, stated: 

The purpose of ecorwmic growth in a liberal democratic society Is 

to give individuals the opportunity for higher leveb of personal 

consumption, in ways that they choose for themselves. The affluent 

Australia that is our vision of Australia in 2010 would be the logical 

development of an Australia m which we all value: 

a rution internationally recognised as offering to its citizerts, envi-

able starulards of living; 

comfortable and spacious cities, good recreatioruil and cultiiral 

facilities; 

an appropriate balance between work and leisure; and 

appropriate support for the disadvantaged'. 

As a teacher of economic literacy do you agree with John Ralph's v i e w -
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wholly, in part or not at all? How does your visk>n of Australia 2010 compare 

with the above? In your teaching, how do you present your vision to your 

students of Australia in the future and what is the vision your students have? 

What interactive teaching strategies do you use to stimulate student visions 

of their futures? 

AuMtralia 2010 — Implications For Education And Training 

Australia 2010 discusses education and traiiung on pages 85-89 and on pages 

A E 29 and 30. The Report quotes the Managing Director ol BP Australia Ltd 

as follows: 

'Education has a fundamental impact upon the material and intel-

lectual health of society . 

"Education is the most pervasive agent of change . . . 

'Education is the principal means by which we conserve and enrich 

the diversity of human culture. . . 

"Education is the engine providing the skills which advanced indus-

trial societies such as ours require.' 

The report (page 88) argues for a national approach to education. Some 

newspaper reports appearing recently in the pojmlar press are relevant. As 

teachers of economics, we mu.st be interested in whether there is a role for our 

discipline in 'a standardised Australia - wide curriculum and assessment 

system likely to be openiing in primary and secondary schools within two 

years'. (Sunday Mail 27 June, 1993) 

The newspaper report continues with 'the national system will include 

a common assessment system and all students will be assessed by the same 

standards nationally. Standard textbooks are also f>art of the plan. The 

curriculum will be based around eight major core subjects: 

� English 

� Mathematics 

� Science 

� Languages other than English 

� The Arts 

� Technology 

� Health and Physical Education 

� Studies of Society and the Environment' 

What Do W « Do About Business-Education Links? 

This paper was prepared to promote discussion about business-education 

links and some consequent implications for economics education. A great 
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deal has happened since the teacher subject association, of which you are a 
member, was established. 

When our teacher subject associations were established by groups of 

dedicated, voluntary classroom teachers and university lecturers, we were 

largely in control of what and how we taught economics Student retention 

rales into Years 11 and 12 were less than one third and about one in five of our 

Year 12 (Form 6) students entered university. Our courses of study were 

centrally determined and influenced largely by the demands of undergradu-

ate university courses. However, our young teacher subject associations, 

especially in commerce and economics, ki>ew how to make their voices 

heard effectively when it mattered. We knew the decision - makers and we 

ki^ew how to 'maruge committees'. 

Today, we face new challenges. Business-education Units is one such 

challenge For the career teacher, it seems as if everyone is telling us the 

what, the when, the how and the why of teaching! We are continually faced 

with increasing demands from all sectors of society to tell us what we should 

and should not be teaching. 1 don't know about you but lam beginning to get 

sick of the continual inteHerence and strongly argue that i f s time we did 

something about it' 

One solution lies in teachers taking a far more pro-active role in advaiK-

Ing their discipliiw. It could be argued that teacher ui\ioru never really 

understood that professional teaching is more than salaries and class sizes. 

The solution lies in all of us strengthening our teacher subject assodatioru at 

state and natioiul leveb and liidung with fellow teachers overseas. We also 

need to respond positively to requests from governments, business and 

education groups to become more involved in committees and enquiries 

We need to be able to stand up to educatioiul bureaucrats, business people, 

union officials, politicians and society's "bleeding hearts' and assertively 

state, "Hands off!' 

As someone involved in business-education links for more than thirty 

years, 1 support the concept aiul the interest shown by genuir^e aiKi con-

cerned people who are not professioruilly trained educators. In our democ-

racy, I respect freedom of speech and the right of all people to express their 

opinioiu peacefully. Once these opinions and views have been expressed, 

then as a professional educator it becomes my resporuibility and my duty to 

be accountable to my students and their [>arents and to society at large, but 

on my terms! 

In the recent pasL many of us ha ve been distracted by other issues, some 

of which are not relevant to our role as teachers of economic literacy. We 

have made mistakes. We have not been aware of the changes occurring 

beyond our classrooms and lecture theatres. Austroiia 2010 and similar 

reports offer opportuiuties for professional parmerships. 
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Conclusion 

Business-education lirdcs have and will continue to provide opporturuties 

for dialogue and exchange between business people and educators. Busi-

ness- education links are also education-business links! If the Busir\ess 

Council of Australia and other business groups are concerned about the 

future of all Australiarw, then we need to be involved. As teachers of 

economics education we need to be involved before the event, not after! 

If the Business Council of Australia genuinely supports the statements 

quoted previously (Report, page 88) and agrees with BMPs General Man-

ager, Mr John Prescott, that 'education is the source of our intellectual 

infrastructure', then why weren't experienced, practising teachers involved 

In Australia 2070 and similar reports? Aren't we all members of the same 

team? 

Economics education is more than raising per capita income and reduc-

ing unemployment and restricting net foreign debt. Economic literacy is also 

about team work and co-operation and listening to and respecting the views 

of others. It is also about learning and sharing and trying out ideas and being 

involved and 'having a go'. If Australia 2010 is to become a reality, then 

would the leaders of the world of business please understand that we want 

to be involved. 

As experienced, practising classroom teachers and educational admin-

istrators we are, as N I E F Project 3 indicates, responsible for 'the systematic 

study of Australia's economic life'. As teachers of economics we are also 

concerned about Australia's future. All we ask is that we be consulted 

because weare already preparing young people to be the wealth creators and 

business leaders of Australia in the year 2010! 
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Appendix 

Table 7.1 Business-education links involving economics 

teachers' survey responses completed at 

Economks '93 Conference, J u l / 2 

Sources of Guest Speakers 

� Mamber bonks of the Australian Bankers' Asscxiuation wilh best 

responses From ihe Gimmonweallh and Metway Bonks. 

� The Australian Stock Exchange In capital cities and some member 

firms. 

� Federal government departments and institutions especially Indus-

trial Relations and the Reserve Bonk of Australia. 

� Slate government departments including Consumer Affairs and 

Smoll Business Corporations. 

� Individual companies based on individual teacher contoct rather 

than industry-trade-employer associations 

� Individual business mornigers from locol firms. 

� Representotivas of individual troda unions rotfier than the ACTU or 

state Trades ond Labour Councils 

� University ocodemics and lecturers with specific expertise and 

research experience in ecorvamics curriculum topics 

� Private consultants wilh economics research groups 

� Parents and grandparents of students with practical expertise. 

� Fellow staff members where knowledge and skills ore used in team 

taaching. 

� Student organised guest speakers including retired members of the 

local community. 

� Stole and federal Members of PoHiamont and local Councillors 

Other Programs Involving Business Links 

� Student competitions organised by business groups irxrluding the 

Share Market Gome and the Mobil Managing the Australian 

Ecor>omy Gome. 

� Teacher release to business firms — private enterprise only, wilh no 

examples of release to government departments. 
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Economics op«n days ol schools with student arranged programs of 

visiting speakers. 

Teacher-industry links with individual businesses, either ononged 

by teachers at the kx:ai level, or by liaising witfi a business group 

such as the Institute of Public Affairs Queensland 

Teacher-university links whereby on interchange occurs at tf>e 

individual school-university level, or via a group of schools in a 

region wofkir>g with their nearest university. 

Teacher student visits to kx:al firms and full day visits by country 

schools to capital cities to cover several places related to current 

semester units in economics. 

Teacher visits to busirwss to update teacher krrawladge in specific 

areas such as technology (e.g. 3 week Norco program), industrial 

relations, international trade and management skills. 

Annual teacher visits to a business arrar>ged by the subject teacher 

association including those organised by the VCTA during the 

Comview ConfererKe in Melbourne. 

Residential courses such as the 'Mining in Society' seminars. 

'Mock' job interviews with business people acting as interviewing 

officers and then discussing current work place proctices to classes. 

Young Achievement Australia programs. 

Joint teaching programs with commerce/small business subjects to 

share outside expertise and resources. 

Inter^lisciplinary team leaching within schools and involving neigh-

bouring schools. 

Student organised and operated small business enterprises for a 

term in association with local firms 

Teacher irvserviceprofessionol development courses whereby busi-

ness people conduct programs for all teaching staff 

Business people invited to act as curriculum advisers and school 

mongement plan reactors. 

Excursions and extended school trips during school vacotions with 

specific educational objectives related to ecorwrnics courses of 

study 

Visits by employers related to career education and relevant 

economics course content. 
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AND LEARNING EXPERIENCES 

LYLE K IRKWOOD 

A n interactive strategy is one that invo lves act ion taking p lace between t w o 

or more pieople. Both must be act ive in the t e a c h i n g / learning process. T h u s , 

w e wouldn ' t n o n n a l l y think of a lecture as be ing interactive. W i t h a lecture, 

one party is usua l ly quite pass ive . E v e n w h e n w e begin to break d o w n the 

barriers, and a l low questions (as in a n o r m a l school room) , the interaction is 

important, but stil l quite m in ima l . C o n s i d e r the d iagrams in F i g u r e 8.1 

Figure 8 . 1 : A t f i o g r o m m o t k r e p r e s e n t a t i o n o f s o m e 

t e o c h i n g s t r a t e g i e s 

s s s s s s 

L - Leclurer T - Teacher S - Sludeni 

a 

Figure 8.1 indicates that there a re degrees of interaction ranging f rom lec-

tures, w i th httle or no real interact ion, to teach ing invo lv ing quest ions 

( w h i c h m a y be either teacher-mit iated o r student- i iut iated) , to w h o l e - d a s s 

d iscussion a n d other act iv ibes, to s m a l l g r o u p a n d s e m i n a r w o r k . It a lso 

indicates that the interaction i n v o l v e d can take place between different 

people: teacher and student, s tudent a n d student , and , of course , student 

a n d others in the w i d e r env i ronment , if w e extended the d i a g r a m s a little 

further. It should a lso be evident that interact ion m a y take different forms, 

a n d involve different senses Somet imes , the interaction m a y be p h y s i c a l , 

w i t h the parties invo lved m o v i n g , touching, feel ing At other b m e s it m a y 

o n l y involve hear ing, s e e i n g a n d react ing or respond ing in s o m e w a y . 
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A ^ v a n t o Q ^ s o f I n l c r o c t i v o S t r a t o y i ^ s 

O u r theme for this conference is 'competit ive advantage' , a n d that's w h y 

interactive strategies are important. T h e y prov ide advantages to both 

student a n d teacher, w h e n c o m p a r e d wi th other methods. 

� They suit a l l learn ing sty les , but give the teacher a part icular opportu-

nity to cater to the needs of kinaesthetic learners. Th is is a g r o u p of 

learners so often m i s s e d by our normal teaching strategies. W e gener-

a l ly cater we l l to the a u d i o a n d v isual learners in our c lasses, but forget 

the k inaesthet ic ones T h e y need the combiiMtion of phys ica l a n d 

mental act ion that m a n y of these strategies provide. 

� T h e y he lp u s to ach ieve a w i d e range of objectives T h e y he lp u s to 

.ichii-vc pKK css , ski l l and .iffixtivc i>h|«-ctives, in . iddil iun lo the content 

objectives to w h i c h w e stiU tend to g ive our atiention. In part icular , they 

can he lp u s to d e v e l o p language, communicat ion , a n d other social 

ski l ls . M a n y of the interactions involve ta lk ing, l istening a n d co-

operat ing social ly wi th each other to a n s w e r questions or solve prob-

lems. T h e y m a y h e l p to overcome problems of communicat ion be tween 

different races, sexes a n d ethnic groupings. 

� Most s tudents enjoy learn ing or consol idat ing knowledge by taking 

part in s u c h act ivi t ies. T h e y enjoy the variety. They enjoy the non-

threatening env i ronment . They enjoy the interaction. They enjoy being 

more i n v o l v e d in their o w n learning They are then more l ikely to be co-

operat ive in other aspects of learning, a n d general ly cause fewer d i s -

c ipl ine problems. 

P r o b l e m s o f I n t e r a c t i v e S t r a t e g i e s 

Natura l ly , s u c h strategies are not without their problems. Cr i t i cs suggest; 

� They lake time. S o m e w o u l d say they waste time. They do take time to 

prepare, a n d they d o take more time in the c lassroom than cover ing the 

same topic u s i n g o n l y lecture or chalk-and-talk methods alone. But if 

they ach ieve more , isn't this wor th -whi le? 

� They don't prepare s tudents for examinat ions. Perhaps I w o u l d agree 

that they don' t prepare students for o ld- fashioned, content-oriented 

external examinat ions. H o w e v e r , I would argue that they actual ly 

prepare s tudents better than most other methods for process-oriented 

examinat ions , a s we l l as for most other m o d e m styles of assessment , 

s u c h as a s s i g n m e n t s a n d oral evaluat ion. T h r o u g h talking, l istening 

a n d interact ing they s e e m to understand the work better, rather than 

simfriy m e m o r i s i n g it 

� M a n y interactive strategies require changes in the physical arrange-
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ment of the daaamom, to a l low for var ious groupringa. T h i s requires 
flexible furniture, a n d the abil i ty to form tight g roups a r o u n d w o r k 
Ubica. 

� Somestudents w i l l dominate d i s c u s s i o n a n d other activit ies. T h i s m i l 

be s o , unless we ensure g roup s izes are relat ively s m a l l , a n d a l l learn to 

lake turns to talk a n d to Uaten to othere. 

� Th«y require more resources. Y e s , in s o m e cases Ihey d o - books or 

other commerc ia l ly -produced mater ia l , or teacher-produced mater ia l 

But, where resources are requ i red , most a re relatively cheap a n d / o r 

relahvely easi ly produced. A s w e w i l l see , it is often these s imple 

resources wh ich a l low the interaction a n d the achievement of a w i d e 

range of objectives a n d the abil i ty to cater for a w i d e range of learn ing 

styles. 

E x a m p l e s o f I n t e r a c t i v e S t r a t e g i e s 

F i n d y o u r o t h e r h a l f 

T h i s activity can be used as a n introductory w a r m u p activity, to he lp people 

in a group get to k n o w each other, or a s a conc lud ing act ivi ty to check 

understanding (see A p p e n d i x , pages 112-117). 

Steps: 

1. The teacher s h o u l d prepare c a r d s or p ieces of paper conta in ing half of 

a matching pair , s u c h as a question a n d a n s w e r , a concept a n d its 

meaning, or a problem a n d its solut ion so that each student w i l l have 

one card 

2. G i v e each student one card to carry o r to pin o n their front. 

3. Have students mi l l a round the room, ta lk ing to others one at a t ime, 

until they find 'their other h a l f 

4. When they find their match, they could sit d o w n , m o v e to the front, or 

to the s ides , whatever is appropr ia te for y o u r room. 

5. Pairs of students should read out their cards a n d d iscuss the informa-

tion o n them. 

N o t e If y o u have a larger n u m b e r of people in the group, it m a y be w i s e to 

have questions a n d a n s w e r s o n different coloured cards. 

J i g s a w g r o u p i n g 

T h i s activity wi l l a l low students to w o r k in g r o u p s to research, a n d c o m m u -

nicate, through peer t each ing the f ind ings of their research to other m e m -

bers of their d a s s 
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S t e p K 

1. W i th ass is tance from their teacher, the d a s s should dec ide on a topic 

wfuch they would like to learn about by research, rather than from a 

text, or by n o r m a l teaching. D iv ide this topic u p into sub-topics or 

quest ions lo investigate. T r y to make these of approximately equa l size 

a n d di f f icul ty . 

2. Break the class into g r o u p s with the same n u m b e r of students as there 

a re sub-topics. 

3 . W i th in t h o r g r o u p s , s tudents should be al located sub-topics that they 

w i s h to research , one to each person. 

4. Students s h o u l d re -group with all the other people in the c lass w h o 

have been a l k x a t e d the .same sub-topic to investigate. 

5. W o r k i n g wi th this n e w group , students should carry out the required 

research a n d s t u d y lo learn about their sub-topic. They s h o u l d work 

together lo s h a r e the w o r k , lo d iscuss it, to help each other unders tand 

it a s ful ly a s poss ib le . T h e teacher s h o u l d indicate how long they h a v e 

lo carry out their data-gather ing a n d evaluation. 

6. A s a g roup , s tudents s h o u l d work out the best w a y to present their new-

found k n o w l e d g e to their original group. They might l ike loprefKire a n 

a i d , s u c h as a handout or a chart lo assist them. 

7 N o w that they are 'an expert ' in a particular part of the total topic, they 

s h o u l d re turn to their or iginal g roup to p resen l / l each iheir f indings lo 

others in the group . A n d , of course, lo l e a m about the rest of the topic 

from the others . In this w a y , all the parts of the pgsaw are put together 

to form the w h o l e picture. 

8 H n a l l y , the teacher s h o u l d conduct a whole-c lass session lo d i s m a s the 

topic, a n d the a p p r o a c h , lo recap on the main points, lo s u m m a r i s e , a n d 

to clarify a n y prob lem areas. 

Somet imes , j igsaw g r o u p i n g is k n o w n as cross group ing or expert grouping. 

H y p o t h e s i s i n g 

O n e important tool, u s e d by al l socia l scientists, and which s h o u l d p e r t u p s 

be u s e d more by economis ts , is hypothesis ing. 

A n hypothes is is a statement of what is a s s u m e d to be true: a tentative 

explanat ion. It is u s u a l l y expressed as a statement, or somet imes as a 

quest ion or a n if-then proposi t ion Th is statement should be tested to see if 

it c a n be veri f ied O n c e c o n h r m e d by data and ev idence gathered, it becomes 

a coiKlusion, and p e r h a p s a general isat ion, w h i c h can be u s e d in future 

dec is ion -mak ing a n d prob lem-so lv ing . 
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S o m e examples: 
A s a statement 

� D e m a n d for pay T V wi l l increase wi th income. 

� The main anises of inflation a re wage increases a n d government spendii^g. 

� F i rms in the s a m e industry u s u a l l y locate i n the s a m e area. 

� A s populat ion density increases, pol lut ion prob lems w i l l increase. 

A s a question: 

� W h y do factory workers u s u a l l y spec ia l ise in one task? 

A s a n if-then propoaiticm: 

� If a good is scarce, then its price w i l l be h igh 

S t e p s : 

1. Topic 

Set d o w n the topic being invest igated. 

2. Object ives 

Set out objectives for s t u d y i n g the topic. 

3. Hypothes is 

Es tab lbh and refine the hypothes is a s a statement or q u e s t i o a 

4. Data 

Ga ther a n d evaluate data re levant to the hypothesis . 

5. Test ing 

Establ ish appropriate ev idence a n d sources of it to test the val idi ty of 

the hypothesis , a n d app ly these. 

6. Conc lus ion 

Cord i rm or reject the hypothesis If con f i rmed , establ ish genera l isa-

tions a n d coiKlusions. If rejected, c a n it be modi f ied , or is a n e w 

hypothesis a n d further invest igat ion needed? 

Sometimes, it may also be necessary to a d d : 

7. Presentafion 

Determine the best w a y to present the ou tcomes of the data gather ing, 

testing a n d conclusions 

M a k i n g o P h o t o g r a p h i c C o l l a g e o r C h a r t 

W e should a lso give our s tudents the chance to be creative. Students s h o u l d 

w o r k in groups to attempt to capture in photographs or cut-outs f rom 

magazmes the essence of what they bel ieve to be the m a i n concepts f rom a 
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topic s t u d i e d , or the m a i n economic activit ies in the local area. 

T h e s e photographs o r cut-out pictures should be used to m a k e a col lage 

or chart, w i t h appropr ia te headings and captioru. 

Students s h o u l d c o m p a r e their efforts with those of other groups. T h e y 

s h o u l d d i s c u s s s imi la r ibes a n d differences. 

T h e col lages or charts s h o u l d be placed on notice-boards in y o u r room, 

in other a reas of the schoo l , or at the local shopp ing centre. 

( A n a l ternat ive to photographs or pictures may b* a short v ideo rel-

evant to the topic. In this case, careful scr ip t ing of v isua lsarKi what is sa id to 

a c c o m p a n y the v isua ls w i l l be necessary. Perhaps the school film a n d 

television or d r a m a teacher might assist , if students choose this option.) 

T e a m B i n g o a n d O t h e r G a m e s 

M a n y games are interactive in nature. I have expla ined in other papers how 

it is possible to increase the s i z e of games, such as c rosswords or seek a n d 

f ind, or other s i m i l a r g a m e s , s o that the whole class can be invo lved . 

M a n y other garrtes, s u c h a s dominoes , concentration a n d bingo are a lso 

interactive in nature. T e a m bingo is a part icularly good example of s u c h a 

g a m e 

T e a m bingo is a rev is ion activity, w h i c h students c a n create themselves , 

in g roups 

S teps : 

1. E a c h student w i l l need a gr id on a piece of paper or card to look l ike thia: 

a n d eight s m a l l p ieces of paper or card l ike this: 
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2 . A s a d a a s , bra instorm a list of approx imate ly 3 0 - 32 k e y w o r d s o r 
phrases, w h i c h represent the m a i n concepts , ideas , people or examples 
d iscussed in the topic just covered . 

3. Break the c lass into groups of four or f ive. W i th in the g roup , each 

pe ison , in turn s h o u l d choose one of these w o r d s , that they feel they 

k n o w the meaning or definit ion of, a n d exp la in it to the g roup . T h e 

group then d iscusses a n d agrees u p o n a m e a n i n g or definit ion. T h e 

w o r d arKl its mean ing should then be wr i t ien on one of the s m a l l cards . 

E a c h person should then decide if they w a n t to put that par t icu lar w o r d 

a n y w h e r e at random on their larger b ingo ca rd . T h e y w i l l need to select 

16 of the words to fill all the s p a c e s on their ca rd . 

T h e group s h o u l d keep d e f i n i n g w o r d s , comple t ing the s m a l l cards , 

and put i ing the w o r d s r a n d o m l y in their b ingo gr id , unt i l everyone has 

filled their gr id. 

4. The teacher s h o u l d collect a l l the s m a l l ca rds the students h a v e pre-

pared, and select the 30 or s o cards n e e d e d to ca l l the bingo g a m e (one 

for each w o r d or phrase) . 

5. These cards s h o u l d then be s h u ffled into random order , a n d n u m b e r e d 

I to 30. The teacher should then 'ca l l ' each of the mean ings or def ini -

tions, a long wi th its number , one at a time to the c lass, about one every 

30 seconds. 

6. If students know the a n s w e r , a n d h a v e the appropr iate w o r d or phrase 

on their bingo c a r d , they s h o u l d c ross it out , a n d wri te its n u m b e r near 

it. s o the teacher can tell if the student c rossed out the correct a r u w e r . 

'Bingo' is a l ine - hor izontal ly , ver t ica l ly , o r d iagona l ly - or, if y o u want 

� longer game, play for 'a ful l h o u s e ' . 

W h o o r W h a t A m IT 

T h i s i s a n activity w h i c h wi l l a id s tudents ' quest ion ing a n d deduct ion sk i l l s , 

w i l l help lo consolidate knowledge , a n d w i l l he lp them to think in terms of 

concirpt categories a n d group ings (see A p p e n d i x , pages 118-123). 

S teps : 

1 Prepare a series of c a r d s o r l a b e k , w h i c h c a n be a t tached to each 

person's bade (with a p in) , s o the p e r s o n cannot tell w h o o r w h a t they 

are. E a c h card s h o u l d contain a w o r d or a ruime relevant to the topic 

being covered. T h e cards c o u l d be prepared by the teacher before the 

lesson, or they could be prepared by a couple of s tudents a s the teacher 

conducts a bramstorm sess ion on the topic. 

2. Students, w i th the cards o n their backs , s h o u l d then nul l a r o u i x l the 
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room, asking quest ions of other students to discover their identity. 

Basical ly , they w o r k a s a pair. T h e y s h o w each other what is o n their 

back, then ask quest ions. Quest ions can only be answered 'yes ' or 'no' . 

I have found it best to a l low them to cont inue to ask the same person 

quest ions a s long a s they get a 'yes ' answer . If they get a 'no' , they m u s t 

move on to another person . O f course, they should a n s w e r questions for 

the other person before they move on. T h e y w i l l soon l e a m that they 

can't s a y 'What k ind of thing a m IT T h e y l e a m to talk in terms of 
concepts a n d categories. T h e y soon begin to ask questions s u c h a s ' A m 

I a concejJt?' or ' A m I a person? ' ; ' A m I associated w i t h . . . ? ' ; ' A m I a n 
advantage o f . . . ?" , to get c loser a n d closer to their identity. 

3. O n c e they d iscover their identity, they s h o u l d p in their card on their 

front, but cont inue m i l l m g , a n s w e r i n g others' questions. T o w a r d s the 

end, w h e n there are o n l y a few w h o have not d iscovered their identity, 

a l low s tudents to g ive hints to assist others to discover w h o or what 

they are. 

4. R n a l l y , h a v e a general d i s c u s s i o n about the topic to dar i fy any m i s u n -

derstandings of the terms u s e d , and to w o r k out what were the best 

types of quest ions to a s k , so they w i l l be better prepared for the next 

l ime they do a s i m i l a r activity. 

A s a var iat ion, this act ivi ty c o u l d be done a s in that ' famous' television s h o w 

'Hey ! Hey! I f s Sa tu rday Night", w h e r e three peopleare selected to sit out the 

front. T h e i r identi t ies are attached to their heads , so they can't see them 

T h e y ask q u e s t i o i u of the c l a s s / a u d i e n c e , w h o a n s w e r ' y e s ' o r 'no' , unti l one 

d iscovers their ident i ty, a n d is declared the winner . 

O t h e r S t r a t e g i e s 

T h e r e are , of c o u r s e , m a n y other in teract ive strategies - r o l e - p l a y s , 

s imula t ions , r e s e a r c h / i n q u i r y activit ies s u c h as s u r v e y s , brainstorming, a n d 

var ious forms of g r o u p d i s c u s s i o n . If y o u w o u l d lilce to l e a m more about 

s u c h strategies, I w o u l d par t icular ly recommend to y o u the excellent book by 

M a r y M a n n i s o n , another lecturer at Q U T , cal led Interactive Teaching Strate-

gies. She has col lected together m a n y interactive teaching strategies, a n d 

examples of their u s e in a w i d e range of subjects and grade levels. She a n d 

I offer them as strategies w h i c h m a y be u s e d , somet imes to supersede lecture 

style or 'chalk a n d talk' presentat ions, and somet imes to complement these 

more tradit ional teaching strategies. 

References 

Mannison, M. (1993), Interactive Teaching Slntegies. Nice Business, Brisbane. 
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C h a p t e r 8 A p p e n d i x 

F IND Y O U R O T H E R HALF 

Economics is considered 

to be a social science 

because 

it deals with human 

problems in a scientific 

w a y . 

Scarcity means that 

there is not enough of a 

commodity to satisfy all wonts. 

The economic problem is 

caused by the fact that 

resources ore limited a n d 

wonts ore unlimited. 

O n e of the main 

advantages of a private 

enterprise or market 

economy is that 

inr>ovalion a n d risk-taking 

a re encouraged by the 

profit motive a n d personal 

incentive 

A lerm which refers to the 

government in a n 

economy is 

the public sector. 
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Making the best use oF 

avai lable resources 

EcorKxnising. 

Human-made Instruments 

of production 

An economy w h e r e the 

government intervenes 

very little In the running 

of the system 

Laissez-faire economy. 

Ailernative opportunities 

foregone when a cho ice Is 

mode 

Opporiunily or 

economic cost. 

O n e of the main features of 

a market economy in terms 

of its decision-making. 

Is ihe importance or 

the price mechanism. 
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John Maynord Keynes 

described Economics as 

o n apparatus of the mind, 

a w a y of thinking. 

Sure G o d created M a n 

before W o m a n 

l>ut then you a lways moke 

a rough draft before the 

final masterpiece. 

A w o m a n is like a teo-bog 

Yoo can ' t tell how strong 

she is until you put her in 

hot water. 

A short cut is the longest distance 

between two points. 

Man 's mind, once 

stretched by a new idea 

never regains its original 

dimensions. 

Ouvti WtNCtii Hou»is 
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More than ony olher time 

in history, mankind b e e s 

a c rossroads . O n e path 

leods to despair a n d utter 

hopelessness 

Ihe olher to kjtal 

extirtction. Let us pray 

w e hove Ihe wisdom to 

choose correctly. 

Wooov AiUN 

The reason some people 

don't recognise 

opportunity is 

because it usually comes 

disguised as hard work. 

For one person w h o 

dreams of maklrig fifty 

thousand pounds. 

a hundred people dream 

of being left fifty 

ihousanc pounds. 

You can ' t step Into the some river twice. 

It Is only when ihey 

g o wrong , 

that machines remind you 

how powerful they are . 
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At the end oF the gome the king a n d the p a w n go into 

the some bog. 

You're either pari of the 

solution 

or port of the problem 

ElMiDGC CUAVti 

The world has enough for 

everyone's need 

but not enough for 

everyone's greed 

MOHATMA GANCM 

W e musr believe in luck 

for how else c o n w e 

expfoin the success of 

those w e don't like. 

lun CocrtAu 

The art of taxation 

consists in so plucking 

the goose 

O S to obtain the largest 

amount of feathers with 

the least possible amount 

or hissing. 
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Recession is when a 

neighbour loses his job 

depression is when you 

lose youri. 

ftOHtlB KEAOAN 

The free market: the 

irresistible cocktail 

of desire a n d 

com men sense 

JOHN HIGCDUS 

Nalure to be c o m m a n d e d must be obeyed. 

M a n must c h o o s e whether 

to be rich in things 

or in the freedom 

to use them. 

IVAN IUJCM 

Due to the current 

ecofxsmic cl imate 

the light at the end of the 

tunnel will be switcfied 

off until furtlw notice. 
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W H O O R W H A T A M I? 

Barter Share o f V a l u e 

M e d i u m of E x c f i a n g e C o n s u m e r Pr ice Index 

Inflation C o s t ^ u s h Inf lat ion 

Demand-Pul l Inf iahon Rese rve B a n k 

Diff icult to Counter fe i t 

S t a n d a r d of De fe r red Payments Lego! Tende r 

No tes & C o i n s Token M o n e y 
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E a s i l y Div is ib le Portable 

H o m o g e n e o u s Durable 

Pr ice Index Implicit Pr ice Def la tor 

C e n l r o l Bonk T reasu ry N o t e s 

Short-Term M o n e y M a r k e t C rea t i on of C r e d i t 

Fo re ign E x c h a n g e S k x k E x c h a n g e 

F i n a n c e C o m p o n y Insurance C o m p a n y 
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Supe rannua t i on Fund Bu i ld ing Soc ie t y 

Cred i t Un ion N o n - C a l l a b l e Deposi ts 

C a p i t a l A d e q u a c y Prudent ia l Supe rv i s i on 

F i nanc i a l Sec to r C a p i t a l Ma rke t 

Non-bank F i n a n c i a l In termediary Cont ro l of N o t e Issue 
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F o r e i g n Sector Househo ld Sec to r 

F i n a f K i a l Sec to r C a p i t a l M a r k e t 

G o v e r n m e n t Sec to r Business Sector 

Labour M a r k e t 

S o c i a l S e r v i c e s Income T a x 

C o n s u m e r S p e n d i n g C o m p a n y T a x 

E a r n i n g s W o g e s & S a l a r i e s 
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Interest 

Bo r row ings Subs id ies 

S a l e s T a x G r o s s Domest ic Product 

Incomes Method Expend i tu re M e t h o d 

Product ion Me thod h t a r m e d i a t e G o o d s 

Doub le Count ing No t i ona l Income 
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G r o s s N a t i o n a l E x p e n d i t u r e 

N a t i o n a l Turnover 

Ind i rect T a x e s Deprec ia t ion 

Consumpt ion G o o d s Investment 

C o n s u m e r Lenkngp 

G D P a l Cons tan t P r i ces ^Aultipller 

A g g r e g a t e D e m a n d Acce le ra to r 
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LABOUR MARKET REFORM: 
PROGRESS O N ACCORD MARK VII 

AND ENTERPRISE BARGAINING 

P R O F E S S O R R O D T R E Y V A U D 

D E P U T Y V I C E G H A N C E L I O R & P R I N C I P A L 

U N I V E R S I T Y O f N E W E N G L A N D - N O R T H E R N R I V E R S 

P r o f e s s o r T r e y v o u d is C h i e f Execu t i ve Of f i ce r of the Untvers i fy o f N e w 

E n g l a n d - Nor the rn R i v e r s , a n d Deputy V i c e C h o n c e l l o r o f the Un ivers i ty o f 

N e w E n g l a n d . H e w a s former ly D e a n of the SCIKX>I of Bus iness a n d 

Founda t ion H e a d o f the D i s t ance Educa t ion C e n t r e , Univers i ty of Southern 

Q u e e n s l a n d . H e h o d e igh t y e a r s full t ime e x p e r i e n c e a s a pr ivate m a n a g e m e n t 

a n d educat ion consu l tan t in the South Pac i f ic a n d A s i a - c l ients h a v i n g 

inc luded the W o r l d B o n k , A I D A B . U S A I D , A U S T R A D E a n d E D F . Professor 

T r e y v o u d h a s numerous pub l i ca t ions in the a r e a s of economics a n d e d u c a -

t ional admin is t ra t ion . O n e o f the most we l l k n o w n is the Impacts on the 

Australian Economy se r i es , c o o u l h o r e d wi th Ken D u n d a s . 
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LABOUR MARKET REFORM: 

PROGRESS O N ACCORD MARK VII 

AND ENTERPRISE BARGAINING 

P R O F E S S O R R O D T R E Y V A U D 

T h « I m p e t u s f o r E n t « r p r i s « A g r » e m « n t » 

T h e r e is g e n e r a l a g r e e m e n t that the r a p i d i n c r e a s e i n c o m p e t i t i v e fo rces 

f a c e d b y A u s t r a l i a n c o m p a n i e s necess i t a tes a f u n d a m e n t a l o v e r h a u l of the 

w a y most A u s t r a l i a n c o m p a n i e s o p e r a t e i f t hey w a n t to m a i n t a i n a n d 

i nc rease l i v m g s t a n d a r d s I n d u s t r i a l r e l a t i o n s a t the w o r k p l a c e , c o v e r i n g 

w o r k p rac t i ces a n d o r g a n i s a t i o n , m a n a g e m e n t p rac t i ces a n d the u s e a n d 

d e v e l o p m e n t of s k i l l s a n d t r a i n i n g i s o n e a r e a w h i c h m u s t b e i m p r o v e d i f 

A u s t r a l i a n c o m p a n i e s a r e to a c h i e v e the best w o r l d s t a n d a r d s of o p e r a t i o n . 

T h e e m p h a s i s o n the e n t e r p r i s e ra the r t h a n the i n d u s t r y i s a re f l ec t i on of 

a g r o w i n g recogn i t i on a m o n g A u s t r a l i a n b u s i n e s s e s that e n t e r p r i s e s a c t i n g 

i n d e p e n d e n t l y a r e though t to h a v e m o r e c h a n c e o f s u c c e e d i n g i n a n i n c r e a s -

i n g l y m o r e c o m p e t i t i v e m t e m a t i o n a l e c o n o m i c e n v i r o n m e n t . T h e i n d i -

v i d u a l wo r i cp lace h a s a s s u m e d the cen t re o f a t ten t ion s i n c e s u c c e s s i n the 

i n te rna t i ona l e n v i r o n m e n t w i l l d e p e n d l a r g e l y o n h o w w o r k i s p e r f o r m e d 

a n d o rgan i sed at the w o r k p l a c e . It h a d b e c o m e c lear b y 1990 that w h i l e 

subs tan t i a l p rog ress h a d been m a d e i n r e s t n i c t u r i n g a w a r d s , there h a d no t 

b e e n e n o u g h p rog ress at the w o r k p l a c e l e v e l i tse l f . T h e g o v e r n m e n t r e c o g -

n i s e d that o n l y at the w o r k p l a c e l e v e l c o u l d p r o d u c t i v i t y g a i n s f r o m t h e 

ab i l i t y to u s e l a b o u r m o r e f l e x i b l y be r e a l i s e d . T h i s r ecogn i t i on b e c a m e the 

ca ta l ys t for en te rp r i se a g r e e m e n t s 

T h e N a t u r e o f E n t e r p r i s e A g r e e m e n t s 

E n t e r p r i s e b a r g a i n i n g re fers to d i rec t b a r g a i n i n g o v e r cond i t i ons of e m p l o y -

m e n t b e t w e e n n u r t a g e m e n t a n d e m p l o y e e s , o r the i r r e p r e s e n t a t i v e at the 

w o r k p l a c e . T h e o u t c o m e of t h i s b a r g a i n i n g i s a n a g r e e m e n t d e a l i n g c o m p r e -

h e n s i v e l y w i t h a l l aspec ts of w a g e s a n d o t h e r c o n d i t i o n s fo r e m p l o y e e s at 

that w o r k p l a c e . 

B a r g a i n i n g a t the w o r k p l a c e is n o t a n e w concep t . S i n c e 1945 , d i r e c t 

nego t i a t i on b e t w e e n m a r \ a g e m e n t a n d t h e u n i o n s i n the a r e a o f o v e r - a w a r d 

p a y m e n t s w a s c o m m o n . T h i s i s o f t e n r e f e r r e d to a s w a g e b a r g a i n i n g . 

P r o d u c t i v i t y b a r g a i n i n g i n c o r p o r a t e s w o r k p r a c t i c e s a s w e l l a s w a g e s F u l l 

b a r g a i n i n g e m b r a c e s w i d e r i s s u e s , i n c l u d i n g the i n t r o d u c t i o n of t e c h n o l -

o g y , i n v e s t m e n t d e c i s i o n s a n d p r o d u c i n g a c o m p e t i t i v e e n v i r o n m e n t . ' T h e 

B u s i n e s s C o u n c i l o f A u s t r a l i a ( B C A ) i n t h e i r I 9 8 7 5 u r v e y s h o w e d tha t t he re 

w e r e 4 % s i n g l e e m p l o y e r a w a r d s i n e x i s t e n c e . H o w e v e r , s u c h a w a r d s 

w e r e c o n c e r n e d b a s i c a l l y o n l y w i t h w a g e b a r g a i n i n g a n d w e r e n o t , w i t h 
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s o m e n o t a b l e e x c e p t i o n s , c o m p r e h e n s i v e i n n a t u r e . It i s g e n e r a l l y a c c e p t e d 
b y a l l p a r t i e s that a n y b a r g a i n i n g d i r e c t l y a i m e d at w a g e s a n d d e s i g n e d 
a r o u n d cos t c u t t i n g w o u l d no t mee t A u s t r a l i a ' s needs . ^ 

I t w a s a g r e e d that i t m u s t c o v e r w i d e r o u t c o m e s i f w o r k p l a c e r e f o r m 

w a s to be a c h i e v e d . A l l p a r t i e s recogn i se that . 

If A u s t r a l i a n b u s i n e s s i s to c o m p e t e i n t e r n a t i o n a l l y , r e l a t i o n s h i p s 

a m o n g w o r k e r s a n d e m p l o y e r s at the w o r k p l a c e w i l l n e e d to be t r a n s f o r m e d 

f r o m that o f con f l i c t to that of co -opera t i on - t h i s w i l l not be a n e a s y task , 

g i v e n A u s l r d l i a ' s l o n g h i s t o r y o f con t ron ta t i on at the w o r k p l a c e . H o w e v e r , 

the imp>etus g i v e n i n recen t a w a r d r es t r uc tu r i ng a r r a n g e m e n t s d e a l i n g w i t h 

c h a n g e s i n w o r k o r g a n i s a t i o n , m u l t i - s k i l l i n g , the c reat ion o f c a r e e r p a t h s , 

c loser e m p l o y e e - e m p l o y e r c o n s u l t a t i o n a n d o ther i m p r o v e d c o m m u n i c a -

t ions c h a n n e l s is s e e n to be a n e n c o u r a g i n g m o v e m e n t in the d i r e c t i o n o f 

t r a n s f o r m m g w o r k p l a c e r e l a t i o n s h i p s . 

A l og i ca l o u t c o m e o f the en te rp r i se b a r g a i n i n g process w o u l d be enter -

p r i s e - b a s e d a g r e e m e n t s . W i t h a n en te rp r i se -based f ocus , the p a r t i e s h a v e a 

bet ter c h a n c e o f se t t i ng t e r m s a n d cond i t i ons best s u i t e d to the i r p a r t i c u l a r 

c i r c u m s t a n c e s . E m p l o y e r s a n d e m p l o y e e s h a v e the o p p o r t u n i t y o f d e v e l o p -

i n g w o r k r e l a t i o n s h i p s that a r e bu i l t o n co -opera t i on a n d consu l t a t i on r a t h e r 

t han c q n f r o n t a t i o n . 

T h e M o d e l s o f E n t e r p r i s e B o r g a i n i n g 

It is poss i b l e to i d e n t i f y at least f o u r d i f fe ren t a p p r o a c h e s o r m o d e l s fo r 

e n t e r p r i s e b a r g a i n i n g . T h e c e n t r a l i s e d m o d e l h a s l a rge ly been d i s c o u n t e d b y 

a l l pa r t i es . U n d e r th i s m o d e l the I n d u s t r i a l R e l a t i o n s C o m m i s s i o n G R C ) 

d e t e r m i n e d the o u t c o m e of a d i s p u t e b e t w e e n the p e a k un ion b o d y a n d p e a k 

e m p l o y e r g r o u p s . T h e r e i s a g e n e r a l c o n s e n s u s a m o n g s t a l l pa r t i es that a 

d e c e n t r a l i s e d s y s t e m is m o r e d e s i r a b l e o n the f o l l o w i n g g r o u n d s : 

� T h e (>arties i n v o l v e d i n the nego t ia t ions a re t hemse l ves f o r ced to m a k e 

the d e c i s i o n w h i c h w i l l a f fec t t h e m a n d because t hey h a v e to l i v e w i t h 

the c o n s e q u e n c e s o f t he i r o w n e f for ts , t hey a r e m o r e l i k e l y to s e e k to 

r e a c h a n a c c e p t a b l e d e c i s i o n for a l l pa r t i es . 

� W a g e d e t e r m i r w t i o n at the w o r k p l a c e l e v e l can m o r e a c c u r a t e l y re f lec t 

the c a p a c i t y o f i n d u s t r y to p a y a n d can a l l o w fo r i n d i v k i u a l d i f f e r e n c e s 

b e t w e e n f i r m s i n a n i n d u s t r y . 

� T h e peop le m a k i n g the d e c i s i o n a r e c l ose r to the w o r k p l a c e w h e r e mos t 

i n d u s t r i a l i s s u e s a r i s e a n d s h o u l d be i n the best pos i t ion to f i n d s o l u -

t i o r u that a r e m o r e l i k e l y to be accep tab le to bo th par t ies. 

� T h e l i m e a n d e x p e n s e i n v o l v e d i n p u r s u i n g a c o - o r d i i u l e d a n d c e n t r a l -

i sed u n i o n s u b m i s s i o n s a r e o f ten not jus t i f i ed b y the length of t i m e the 

C o m m i s s i o n t a k e s to m a k e a d e c i s i o n , espec ia l l y w h e n the f i na l d e c i s i o n 

m i g h t not be f a v o u r a b l e . 
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� D i s p u t e s o v e r w a g e s o r o the r w o r k i n g c o n d i t i o n s s h o u l d be r e s o l v e d 
w h e r e t hey occu r , a s q u i c k l y a s p o s s i b l e b y the peop le d i r e c t l y i n v o l v e d . 

E v e n w i t h the g e n e r a l accep tance of the d e c e n t r a l i s e d s y s t e m , t he re a r e t h ree 

a d d i t i o n a l decen t ra l i sed m o d e l s that c a n be i so la ted . T h e s e a r e d e s i g n a t e d 

a s the P u r e D e r e g u l a t e d M o d e l s u p p o r t e d b y t h e L i b e r a l a n d N a b o n a l 

P a r t i e s ( L N P ) , the B u s i n e s s C o u n c i l of A u s t r a l i a ( B C A ) a n d the C o n f e d e r a -

t ion of A u s t r a l i a n I n d u s t r y ( C A I ) . T h e s e c o n d m o d e l Ls m a n a g e d d e c e n -

t ra l i sa t ion w h i c h is re f lec ted i n the p o l i c i e s o f the A L P a n d the A c c o r d . T h e 

th i r d mode l i s o f ten re fe r red to a s the c o - o r d i n a t e d r e g u l a t i o n m o d e l w h i c h 

is s u p p o r t e d by w o m e n ' s g r o u p s , w e l f a r e o r g a n i s a t i o n s a n d s o m e i n d u s t r i a l 

g r o u p s i n c l u d i n g the M e t a l T r a d e s I n d u s t r y A s s o c i a t i o n . ^ 

P u r e Deregu la ted M o d e l 

A decen t ra l i sed l abou r m a r k e t i s r e g a r d e d a s m e r e l y a n o t h e r s t e p t o w a r d s a 

de regu la ted e c o n o m y i n w h i c h m a r k e t f o r c e s a r e a l l o w e d to d e t e r m i n e 

resource a l l oca t i on a n d r e s u l t i n g p r i c e s . T h i s a p p r o a c h a r g u e s that c o m p e -

t i b o n in f ree ly o p e r a b n g m a r k e t s w i l l r esu l t i n m a x i m u m s o c i a l a n d eco -

n o m i c w e l f a r e . 

In t h e i n d u s t r i a l contex t , t h i s m e a n s that there is a g rea te r d e s i r e b y 

maiwf>ement to a c h i e v e f r e e d o m of p a y a n d o t h e r emf> loyment c o n d i b o n s i n 

l i ne w i t h the needs of b u s i n e s s r a t h e r t h a n in a c c o r d a n c e w i t h the d i c t a t e s o f 

ex te rna l i n s b t u b o n s s u c h a s the I R C T h i s i m p l i e s not just a f o c u s o n 

en te rp r i se b a r g a i n m g bu t a d e c e n t r a l i s a t i o n of these a c b v i t i e s to the loca l 

b u s i n e s s un i t l e v e l , s u c h a s a s h o p o r f ac to ry . 

In a d e c e n t r a l i s e d e n v i r o n m e n t , the p r i m a r y c r i t e r i on for p a y i n c r e a s e s 

becomes p e r f o r m a n c e a n d ab i l i t y to b a r g a i n . T h e d e c e n t r a l i s e d f o c u s p ro -

v i d e s the m c a i u of d e v e l o p i n g o r g a n i s a t i o n - s p e c i f i c e m p l o y m e n t s y s t e m s 

b y w h i c h job t a s k s a n d w o r k r e s p o n s i b i l i b e s ref lect the i n t e r n a l r e q u i r e -

men ts of the f i r m . A s a resu l t , the l a b o u r fo rce p a r t i c i p a n t s a r e p r o v i d e d w i t h 

a g rea te r f r eedo m to set the i r o w n c o n t r a c t u a l t e r m s a n d d e t e r m i n e t h e i r o w n 

r u l e s of behav iou r . 

T h i s a p p r o a c h h a s been a d o p t e d b y the B u s i n e s s C o u n c i l of A u s t r a l i a , 

w h o i r g u e that w o r k p laces s h o u l d s t i m u l a t e c l ose r r e l a t i o n s h i p s b e t w e e n 

e m p l o y e e s a n d e m p l o y e r s , be s e l f - r e g u l a t i n g a n d not be i n h i b i t e d b y m u l b -

p le u n i o n i s m a n d m u l b p l e a w a r d c o v e r a g e s w h i c h res t r i c t t he d e v e l o p m e n t 

o f new s k i l l b a s e s a n d w o r k o r g a n i s a t i o n s n e e d e d to a c h i e v e p r o d u c b v i t y 

i m p r o v e m e n t s . T h e y a r g u e that a s i n v e s t m e n t d e c i s i o n s a r e n o w m a d e o n a 

g lobal b a s i s , i n d i v i d u a l e n t e r p r i s e s m u s t be a b l e to d e m o n s t r a t e a l e v e l o f 

p r o d u c b v i t y a n d p r o d u c b v i t y g a i n s a t least e q u a l to the i r i n t e r n a t i o n a l 

compe t i t o r s , i f they a r e to a t t rac t s u c h i n v e s t m e n t . 

In l ight of th is p h i l o s o p h y , the B C A beUeves that there a r e fou r necessa ry 

cond ibons to en te rp r i se b a r g a i n i n g i f the c o m p e t i t i v e n e s s of the A u s t r a l i a n 

economy o r en te rp r i ses w i t h i n that e c o n o m y a r e to be e n h a n c e d . * T h e s e a r e : 
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� e n t e r p r i s e a g r e e m e n t s s h o u l d be c l e a r l y a n a l t e rna t i ve to the a w a r d 
s y s t e m , not s i m p l y a s e c o n d t ier of nego t ia t ions i n a d d i t i o n to e x i s t i n g 
a w a r d s ; 

� a g r e e m e n t s w o u l d b e l ) e t w e e n i n d i v i d u a l en te rp r i ses a n d the i r e m -

p l o y e e s a n d u n i o n s a n d c o v e r the en t i re w o r k i n g r e l a t i o n s h i p to the 

ex ten t that t hey a g r e e it s h o u l d be p r e s c r i b e d ; 

� e m p l o y e e s w o u l d b>e e m p o w e r e d to w o r k to the m a x i m u m of the i r 

c a p a c i t y , s k i l l a n d p r o d u c t i v i t y ; 

� w a g e ra tes a n d w a g e i n c r e a s e s a n d o ther condit iotvs of e m p l o y m e n t , 

r a the r t h a n m e c h a n i c a l l y m e e t i n g the r e q u i r e m e n t s of e x t e r n a l r u l e s o r 

po l i c i es , s h o u l d be d e t e r m i n e d at the en te rp r i se leve l o n the b a s i s o f 

nego t i a t i ons i n w h i c h a w i d e v a r i e t y o f fac to rs m a y be c o n s i d e r e d 

i n c l u d i n g the p e r f o r m a n c e o f the c o m p a n y a n d i ts e m p l o y e e s , p r i c e 

i n c r e a s e s , l oca l l a b o u r m a r k e t p r e s s u r e s , the c o m p a n y ' s e m p l o y e e re l a -

tions s t ra tegy , i n t e r n a l p a y re la t i v i t i es , w o r k conten t , and s k i l l . 

T h e B C A , w h i l e a c c e p t i n g the m u l t i p l e m o d e l , does not p ropose a d i rec t 

r e l a t i o n s h i p b e t w e e n w a g e i n c r e a s e s a n d p r o d u c t i v i t y i nc reases . T h e y 

a r g u e : 

' i t w o u l d b e i n e q u i t a b l e a s w e l l a s e c o n o m i c a l l y u n p r o d u c t i v e fo r a l l 

t he f i n a n c i a l bene f i t s o f m o r e p r o d u c t i v e w o r k i n g a r r a n g e m e n t s to 

f l o w a u t o m a t i c a l l y to e m p l o y e e s i n v o l v e d i n w o r k p lace c h a n g e ' . ' 

T h e b a s i s of t h i s a s s e r t i o n i s that : 

� p r o d u c t i v i t y i m p r o v e m e n t no t o n l y resu l t s f r o m inc reased l a b o u r p ro -

d u c t i v i t y bu t a l s o f r o m c a p i t a l a n d m a n a g e m e n t i n n o v a t i o n ; 

� e m p l o y e e s i n e n t e r p r i s e s o p e r a t i n g at h i gh l eve l s o f p r o d u c t i o n w o u l d 

o n l y g a i n m a r g i n a l l y : 

� i f t he benef i t s a r e p a s s e d d i r e c t l y to e m p l o y e r s , there w o u l d b e n o 

I m p r o v e m e n t i n c o m p e t i t i v e n e s s ; 

� en te rp r i se b a r g a i n i n g c o u l d b e v i e w e d s i m p l y a s a s y s t e m fo r g a i n i n g 

w a g e i n c r e a s e s . 

W h i l e the B C A r e c o g n i s e s the ro le of the u n i o n s in th is p r o c t s s , it is a r g u e d 

that e n t e r p r i s e b a r g a i n i n g c a n n o t t a k e p lace w h e r e there a r e m u l b - i n d u s t r y 

o r m u l t i - e m p l o y e r a w a r d s , a s the f o c u s o f the e m p l o y e e s w i l l b e o n the c ra f t 

o r i n d u s t r y , r a t h e r t h a n o n the e n t e r p r i s e . A s a resu l t , the en te rp r i se w i l l be 

u n a b l e to r e a c h a g r e e m e n t s w h i c h take in to a c c o u n t cha t \g ing c u s t o m e r 

n e e d s o r c h a n g e s n e e d e d i n the w o r k m e t h o d s e m p l o y e d b y the e n t e r p r i s e . 

A l s o there w i l l no t be a c o m p r e h e n s i v e code o f e m p l o y m e n t cond i t i ons 

a n d r e m u n e r a t i o n for the en te rp r i se a n d uns tab le w o r k cond i t ions w i l l r e s u l t 

A t the c r u x o f t h i s i s s u e is a d e s i r e to negot iate d i r ec t l y w i t h e m p l o y e e s of the 
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etUerpr ise ra ther than u ruons w h o m a y rep resen t w i d e r m d u s t r y g r o u p s 
con ta imng en te rp r i ses that a r e i n d i rec t compe t i t i on w i t h each o the r a n d w h o 
h a v e d i f fe r ing i teeds. T h i s p h i l o s o p h y u r K l e r b e s the c o m m i t m e n t i n Fightbadd 
to e n d c o m p u l s o r y u n i o n i s m a i td to p r o m o t e the c o m m i t m e n t of en te rp r i se 
u iuons . T h e N S W and V i c t o r i a n G o v e r n m e n t s h a v e i n t r o d u c e d leg is la t ion 
that w i l l fac i l i ta te the use of en te rp r i se b a r g a i n i n g i n a u n i o n f ree set t ing. 

M a n a g e d D e c e n t r a l i s a t i o n - T h e A c c o r d M o d e l 

T h i s g r o u p b e l i e v e s that the c u r r e n t s y s t e m h a s a n i m p o r t a n t ro le i n the 

m a i n t e n a i K e o f m i n i m u m s t a n d a r d s fo r w a g e s a n d c o n d i t i o n s of e m p l o y -

m e n t . T h i s a p p r o a c h is a d o p t e d b y s o m e of the u n i o n m o v e m e n t a n d b y the 

federa l A L P g o v e r n m e n t 

T h e m o v e m e n t t o w a r d s a m o r e d e c e n t r a l i s e d s y s t e m is no t s e e n a s 

m c o m p a t i b l e w i t h the A c c o r d a r r a n g e m e n t s . T h e g o v e r n m e n t b e l i e v e s that 

the cu r ren t i iv t t i tu t iona l a n d c o - o p e r a b v e f r a m e w o r k , i n c l u d i n g the A c c o r d , 

the I R C , t rade u n i o r u a n d e m p l o y e r g r o u p s , is a n e s s e n t i a l m e c h a n i s m for 

a c h i e v i n g w i d e s p r e a d a n d l a s t i n g r e f o r m T h e g o v e r n m e n t m a i n t a i n s that 

s ign i f i can t c h a n g e s h a v e been m a d e i n the w a y these b o d i e s h a v e o p e r a t e d 

a n d in ter - re la ted i n recent y e a r s , a n d th i s h a s m a r k e d l y e n h a n c e d the i r 

ab i l i t y to i n f l uence a n d fac i l i ta te the r e f o r m p rocess . 

T h e f i m d a m e n t a l e l e m e n t s of the g o v e r n m e n t ' s a p p r o a c h s i n c e 1983 

h a v e been : 

� a f l ex i b l e i n d u s t r i a l r e l a t i ons s y s t e m that e n h a n c e s e f f i c i e n c y a n d e q u i t y 

at the w o r k p l a c e a n d a s s i s t s i n n a t i o i u l m a c r o e c o n o m i c m a r w g e m e n t ; 

� the recogn i t i on of the l e g i t i m a c y o f d e m o c r a t i c o r g a n i s a t i o n s of e m -

p loye rs a n d e m p l o y e e s a b l e to r e p r e s e n t the in te res ts of t he i r m e m b e r s ; 

� a ro le for i n d e p e n d e n t i n d u s t r i a l t r i b u n a l s to p r e v e n t a n d set t le i n d u s -

t r ia l d i s p u t e s a n d to p r o v i d e s o c i a l p ro tec t i on t h r o u g h the sa fe t y ne t 

p r o v i d e d b y m i n i m u m a w a r d w a g e s a n d c o n d i t i o n s ; 

� c o n s u l t a t i o n a iw l c o - o p e r a t i o n b e t w e e n w o r k e r s , t h e i r u n i o n , the m a n -

a g e m e n t / e m p l o y e r s to e n s u r e that w o r k p l a c e r e f o r m is i m p l e m e n t e d 

o n a s u s t a i n a b l e a n d equ i t ab l e b a s i s ; 

� a l eg i t ima te ro le for g o v e r n m e n t I n the refonn process t h r o u g h support­

i v e p r o g r a m s to p r o m o t e d e s i r e d o u t c o m e s at the n a t i o n a l , iiKlustry, 

a n d w o r k p l a c e l e v e l s . 

I n genera l the A C T U a n d the A L P , t h r o u g h the A c c o r d , accept the need fo r a 

more f lex ib le a p p r o a c h to i n d u s t r i a l r e l a t i ons genera ted t h r o u g h en te rp r i se 

barga in ing . H o w e v e r , they d o not b e l i e v e that en te rp r i se bargainir>g necessar -

i l y p r e d u d e s the ma in tenance of a n a w a r d s y s t e m opera t i ng a s a sa fe ty net 

T h i s sa fe t y net es tab l i shes m i n i m u m s t a n d a r d s of p a y a n d cond i t i ons for 

w o r k e r s in the l o w e r pa id a n d i r v l u s t r i a l l y w e a k sec t ion of the l abou r mMiket 
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S u c h a phi losop>hy w a s c o n U i n e d in the A c c o r d a g r e e m e n t 1993 -1996 , 
the A c c o r d M a r k V O . ' 

D e s p i t e the l a c k of i n v o l v e m e n t by k e y e m p l o y e r g r o u p s i n the A c c o r d 

M a r k V I I p r o c e s s , the sh i f t to e n t e r p r i s e b a r g a i n i n g con ta ined i n the A c c o r d 

i s a m o v e i n the d i r e c t i o n a d v o c a t e d by e m p l o y e r s , i n p a r t i c u l a r b y the B C A . 

T h e B C A m a d e i t s p o s i t i o n c l e a r i n a repor t r e l ease d i n 1 9 S 9 Enterprise Btmd 

Bargaining Units: A Better W a y of Working, w h i c h a r g u e d for the n e e d to re-

m o v e e x t e r n a l r e g u l a b o n o f b u s i n e s s b y bod ies s u d i as t h e A u s t r a l i a n 

I n d u s t r i a l R e l a t i o i u C o m i r u s s i o n . 

T h e A c c o r d s ta tes i ts p r i m a r y p u r p o s e a s a d d r e s s i n g u n e m p l o y m e n t 

a n d l i s ts n i n e k e y o b j e c t i v e s i n c l u d i n g : 

' to con t inue the d e v o l u t i o n of w a g e f ixa t ion by eTKX>uraging barga i i i l ng 

at I ndus t r y a i v l w o r k p l a c e leve ls i nvo l v i ng emp loyees and the i r u n i o i ^ ' 

T a b l e 9 . 1 : T h o p r o c e s s e n v i s o g o d i n A c c o r d M o r k V I I 

S t a p O n e 

Un ions a n d e m p b y e r s to negot ia te entarpr isa agreements M a y invo lve 

Framework o g r M t n e n l s a t Industry leve l . 

T h e en ta rp r i se is de f ined b y e m p b y e r a n d not |ust b y k x a t i o n . T h e 

ogreement c o n c o v e r both s i tuat ions. 

S t s p T w o 

Part ies unab le to a g r e e m a y refer the matter to o n Industr ia l Tr ibunal w h i c h 

w o u l d be a s k e d to o rder the por t ies to r>egotiale on en le rpnse a g r e e m e n t 

in g o o d fai th. 

A r e a s o n a b l e pe r i od shou ld b e a f fo rded to e n a b l e Ihe par t ies to 

negot ia te. 

S t e p T h r e e 

If the par t ies c a n n o t a g r e e o n the matter, it m a y b e referred bock to the 

Industr ia l T r i buna l w h i c h m a y conc i l ia te o n the ma l la r to es tab l i sh o n 

enterpr ise a g r e e m e n t . 

S t e p F o u r 

If o g r e e m e n t c a n n o t b e r a o c f t e d , the Industr ia l T r ibuna l m a y arb i t ra te . T h e 

arb i t rat ion sha l l b e l imited to $ 8 . 0 0 , subject to the overr id ing cond i t ions 

of the A c c o r d a n d sha l l b e c o n f i n e d in the first instonce to the en te rp r ise . 

S t e p F i v e 

The u n i o n / e m p l o y e r s m a y af ter a r e a s o n a b l e pe r iod , seek to v a r y the 

a w a r d b y ir>creasirtg the a w a r d ro les . This c b i m sholl b e l imited to $ 8 . 0 0 

sub jec t to the o v e r r i d i n g cond i t i ons of the A c c o r d . 

Source: A C T U ( 1 9 9 3 ) , Putting Jobs f itil. A c c o r d Ag reemen t , 1 9 9 3 - 1 9 9 6 
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T h e A c c o r d M a r k V I I , l i ke those be fo re it, e m p h a s i s e s the n e e d to i n c r e a s e 
p r o d u c t i v i t y s t a b n g a s a n ob jec t i ve : 

'to i nc rease l i v i n g s t a n d a r d s o v e r t ime t h r o u g h i nc reases i n rea l 

w a g e s assoc ia ted w i t h i m p r o v i n g p r o d u c t i v i t y a n d i m p l e m e n b n g 

f l ex ib i l i t y at i n d u s t r y a n d w o r k p l a c e l e v e l s cons i s ten t w i t h the 

ob jecbve o f l o w in f l a t i on . ' 

O n e of the mos t d i f b c u l t pa r t s o f the A c c o r d p r o c e s s s i nce 1987, a n d o n e o f 

v a r i a b l e qua l i t y , h a s been the m e a s u r e m e n t o f p r o d u c b v i t y . P r o d u c b v i t y 

h a s tended to be m e a s u r e d b y cos t c u t b n g , p a r t i c u l a r i y b y c u t s to the l a b o u r 

fo rce . A t t e m p t s to c o m e to g r i p s w i t h m e a s u r i n g p r o d u c t i v i t y i n the s e r v i c e 

i n d u s t r y - w h e r e m a n y o f o u r g r o w i n g e x p o r t e r s a r e loca ted - h a v e been 

s l o w a n d h a p h a z a r d . 

A n d w h i l e the A c c o r d M a r k V I I ( i n c o n j u n c t i o n w i t h the a m e n d e d 

I n d u s t r i a l R e l a b o n s A c t ) a l l o w s for g r e a t e r flexibility i n i n d u s t r i a l r e g u l a -

b o n , it d o e s not go a s fa r a s s o m e ( i n c l u d i n g the B C A ) w o u l d l i k e b e c a u s e it 

s b l l m a i n t a i n s a role fo r the c e n t r a l i s e d s y s t e m . T w o o f the A c c o r d ' s 

ob jec t i ves i n p a r b c u l a r f ocus o n the ro le o f the c e n t r a l i s e d s y s t e m : 

� to e n s u r e that a l l w o r k e r s a re p ro tec ted b y a sa fe t y net o f m i n i m u m 

a w a r d w a g e s a n d c o n d i t i o n s a n d h a v e a c c e s s to a r b i t r a b o n ' ; a n d 

� ' to p r o v i d e access to a r b i t r a t e d s a f e t y net a w a r d a d j u s t m e n t s ' . 

T h e a rb i t ra ted sa fe t y net w a s i n c l u d e d i n the A c c o r d a s a p r o t e c b o n f o r 

wor i ce rs w h e r e en te rp r i se a g r e e m e n t s c a n n o t be reached . T h i s a r b i t r a t e d 

sa fe ty net w a s d e s i g n e d ' p r i m a r i l y fo r l o w e r piaid w o r k e r s ' w h o h a v e not 

been ab le to r e a c h p r o d u c b v i t y b a s e d a g r e e m e n t s w i t h the i r e m p l o y e r . 

It is th is sa fe t y net that f o r m s the b a s i s o f the $8.00 a w e e k p a y c l a i m n o w 

be ing s o u g h t b y m a n y u n i o i u i n N S W , w i t h the s u p p o r t of the N S W L a b o u r 

C o u n c i l . T h e A C T U is not s u p p o r t i n g the c l a i m i n the C o m m i s s i o n a t t h i s 

s tage, a s the A c c o r d a g r e e m e n t l i n k e d th i s p a y m e n t to e m p l o y m e n t g r o w t h , 

a n d as y o u w o u l d a l l be a w a r e , s i g n i f i c a n t e m p l o y m e n t g r o w t h h a s no t ye t 

o c c u r r e d . 

It h a s been the r e l a b v e l y s l o w p r o c e s s i n v o l v e d i n r e a c h i n g e n t e r p r i s e 

a g r e e m e n t s that h a s led to t h i s p a y c l a i m . T a b l e 9.1 s h o w s the s teps 

e n v i s a g e d b y the A C T U i n i m p l e m e n b n g the A c c o r d M a r k V I I . M o s t 

en te rp r i ses a re s t i l l a t s t e p one. H o w e v e r , s o m e p r o g r e s s t o w a r d s en te rp r i se 

leve l a g r e e m e n t s h a d been m a d e e v e n p r i o r to the la test A c c o r d , w i t h 

en te rp r i se a g r e e m e n t s r e a c h e d at o v e r 7 0 0 w o r k p l a c e s , a n d c o v e r i n g m o r e 

t han 3 0 % of w o r k e r s u n d e r f e d e r a l a w a r d s . 

T h e A c c o r d a l s o c o n b n u e s to i n c l u d e s o c i a l po l i c y i n i t i a b v e s as b a s i c 

ob jec t i ves : 

� ' to con t i nue the p rocess o f i n c r e a s i n g e q u i t y in p a y a n d c o n d i b o n s of 

e m p l o y m e n t fo r w o m e n w o r k e r s ' ; a n d 
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� ' to g i v e f u r t h e r c o n s i d e r a t i o n to m e a s u r e s d e s i g n e d to ass is t w o r k e r s 
w i t h f a m i l y r e s p o n s i b i l i t i e s ' . 

T h e first of t h e s e i s p a r t i c u l a r l y i n te res t i ng w h e n cons ide red i n re l a t i on to the 

p u s h to e n t e r p r i s e b a r g a i n i n g . E n t e r p r i s e L w r g a i n i n g is not n e w to A u s t r a l i a . 

A g r e e m e n t s fo r o v e r a w a r d p a y m e n t s b e t w e e n u n i o n s and e m p l o y e r s w e r e 

o f t en s t r u c k at t h e e n t e r p r i s e l e v e l , a n d it is i n te res t i ng that one of the g rea tes t 

a r e a s o f w a g e d i f f e r e n t i a l b e t w e e n m e n a n d w o m e n h a s been i n the a r e a of 

o v e r a w a r d p a y m e n t s . H i s t o r i c a l l y , in A u s t r a l i a a n d o v e r s e a s , w o m e n h a v e 

not f a red w e l l u n d e r e n t e r p r i s e b a r g a i n i n g a r r a n g e m e n t s . ^ 

I n a d d i t i o n , t h e y s u p p o r t t h e ro le o f the A u s t r a l i a n I n d u s t r i a l R e l a t i o n s 

C o m m i s s i o n to fac i l i t a te w o r k p l a c e a g r e e m e n t s be tween p a r t i e s a n d to 

ce r t i f y s u c h a g r e e m e n t s i f t he f o l l o w i n g c o n d i t i o n s a r e met: 

� T h e a g r e e m e n t m u s t not d i s a d v a n t a g e the e m p l o y e e s c o v e r e d b y the 

a g r e e m e n t ; 

� T h e a g r e e m e n t m u s t i n c l u d e a p r o c e d u r e for se t t lement o f d i s p u t e s ; 

� T h e r e m u s t be a t e r m of o p e r a t i o n spec i f i ed for the a g r e e m e n t ; 

� I n the c a s e o f s i n g l e e n t e r p r i s e a g r e e m e n t s , at least one u n i o n h a v i n g 

m e m b e r s at the w o r k p l a c e m u s t be pa r t y to the a g r e e m e n t It i s not 

poss ib le to m a k e a n a g r e e m e n t w i t h o u t u n i o n i n v o l v e m e n t ; 

� T h e u ruons m u s t c o n s u l t t he i r m e m b e r s abou t the te rms of the ag ree -

m e n t ; 

� T h e u n i o n s m u s t repor t the ou t come o f the i r consu l t a t i ons to the 

C o m m i s s i o n 

T h i s a p p r o a c h p r o m i s e s the o p p o r t u n i t y fo r these w h o d o not w i s h to en te r 

i n to e n t e r p r i s e a g r e e m e n t s renoa in ing w i t h i n the m a i n s t i e a m a w a r d s y s t e m , 

a l t h o u g h the C o m m i s s i o n m a y no t re fuse to g ran t w a g e inc reases if t hey 

choose . T h i s h y b r i d a p p r o a c h p r o v i d e s a g rea te r ro le fo r the u n i o n s . M r 

L u d e k e a r g u e s that t h e u n i o n s h a v e the ab i l i t y to con t ro l t he t i m i n g of c l a i m s 

a n d h a v e been firmly e n t r e n c h e d i n w o r k p l a c e b a r g a i n i n g , as it is the u n i o n s 

not the e m p l o y e e s w i t h w h o m the e m p l o y e r m u s t negot iate. U n d e r the 

A c c o r d M a r k V I I , t he u i u o n s h a v e been g i v e n the respons ib i l i t y of e n s u r i n g 

that ' w a g e i n c r e a s e s w i l l be cons i s ten t w i t h k e e p i n g ou r i n f l a t i on rate 

cons i s ten t w i t h o u r t r a d i n g p a r t n e r s . T h a t i s to s a y , the u n i o n s a n d not the 

C o m m i s s i o n a r e r e s p o n s i b l e fo r m a i n t a i r u n g the p u b l i c i n t e r e s t . ' ' 

T h i s a p p r o a c h h a s m e a n t that the I R C no l o n g e r h o l d s the r e s p o n s i b i l i t y 

fo r l e a d i n g l a b o u r m a r k e t r e f o r m t h r o u g h a w a r d r es t r uc tu r i ng o r a m a n a g e d 

a p p r o a c h to e n t e r p r i s e b a r g a i n m g . R o g e r B u l s a d of the M e t a l T r a d e s 

I n d u s t r y A s s o c i a t i o n ( M T I A ) h a s a r g u e d that w i t h c h a n g e s i n the ce r t i f i ed 

a g r e e m e n t p r o v i s i o n s o f the A c t : 
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There is no longer any requirement to l ink wage increases to 
measures designed to effect real gains in productivity under a 
certified agreement; there is no requirement for agreements to be 
negotiated through a single bargaining unit; there i s no require-
ment for the parties to demonstrate they have considered a broad 
agenda for change; there are no limitations on the amount of wage 
increases which might be incorporated in a certified agreement and 
nothing to prevent an increase in annual leave or long service leave 
above the accepted community standard; there are no controls on 
superannuation; the work value principle is now irrelevant and no 
mechanism now exists to control the leap-frogging that w i l l inevita-
bly occur between paid rates certified agreements ' ' 

Opponents of this claim argue that market forces w i l l control the aggregate 

wage outcome. This may be the case in a depressed labour market which has 

a dampening effect on wage demands. However , when the economy 

emerges from the recession, it has been suggested that a wage explosion 

could occur, particularly if the bargaining strength of the unions outstrips 

that of the enterprise. 

Co-ordtn<ited Regulotion MocM 

Supporters of this model argue that there is a need for some form of external 

regulation of the labour market in order to ei\sure equity in the workplace for 

disadvantaged groups and between groups of employees in different enter-

prises performing similar work. The Metal Trades Industry Association 

( M T I A ) is one industrial group which has supported the need for this 

approach, partly as a consequence of the effects of the wages break out in the 

metol sector in the 1970s and early 1980s. 

In justifying this approach, it is argued that the formal regulatory award 

system of the past did not inhibit enterprises f rom making flexible decisions. 

A survey by A W I A S maintained that managers did not rate industrial 

relations problems as a major cause of inefficiency in the work place. 

Other proponents of this model suggest that the pure market model 

does not lead to efficiencies wi th in the labour m a r k e t T h e labour market is 

a highly segmented and structured marke t External regulation may be 

needed to resolve some issues that cannot be resolved at the enterprise level. 

In short, it has been suggested that: 

� Enterprise bargaining cannot ensure appropriate aggregate employ-

ment outcomes. 

� Enterprise bargaining cannot ensure consistent wage standards for 

workers in similar occupations 

� Unless there is some external determination of basic conditions and 
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wages, negotiations at the enterprise level would not constructively 

concentrate on issues of increasing the productive performance of the 

enterprise, as it w i l l be forced to concentrate on basic issues of wages 

and conditiotu. 

� Enterprise bargaining may concentrate simply on productivity bar-

gaining. 

� Enterprise agreements do not necessarily account for the sk i l l or quality 

of the labour, but are based upon the bargaining strength of the parties. 

� Enterprise bargaining may reduce the mobility of the work force and 

cause ski l l bottlenecks if employees are only trained to pertorm the 

functions or com()elencies required by an enterprise. 

� Enterprise bargaining may lead to a large low wage sector in the 

economy, as f i rms adopt a short term approach of downsizing their 

labour force or reducing wages to gain productivity improvements. 

� Enterpr i se bargaining may discnminate against famil ies i n the 

workforce. 

� Enterprise bargaining agreements may require the development of 

lengthy legal documents which require technical interpretation and 

lead to dissatisfaction. 

The M T I A has suggested that enterprise bargaining wi l l only be successful if 

it changes the culture of any organisation. They argue that their agreements 

have embraced seven areas of workplace change:" 

� work flexibili ty 

� work organisation 

� ski l l s development 

� decentralisation and turnover disputation 

� performance improvement and measurement 

� single bargaining units 

� award restructuring 

This approach has provided the industry wi th an agreed framework which 

can be negotiated at the enterprise level. They argue that enterprise agree-

ments should focus on the measurement of productive performance as 

distinct f rom single factor productivity. 

Above a l l , they suggest enterprise agreements must operate under a 

p>arent award , giving an industry net of protection, and the opportimity to 

negotiate at the enterprise level. T h i s approach is supported by the Metal 

Trades U n i o n s . " 
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International Competitiv«nest 

Overall , while it is difficult to make international comparisons of productiv-

ity growth, it is dear that from the mid 19808, multi-factor productivity in 

Australia has stagnated. Our As ian trading partners have markedly outper-

formed Australia. In a number of key Austra l ian industries, notably ship-

ping, rail transport ai\d piower generation and areas of n u n u f a c t u r i n g our 

performance is below that of most industr ial nations. In some areas, notably 

steel production, there has been considerable improvement. A s an overal l 

measure our low level of productivity growth has been reflected in Austra l -

ia's growing foreign debt. 

Enterprise bargaining by itself is no panacea for improving the f>er-

formance of Austral ian industry. Market deregulation w i l l mean that wages 

policy w i l l no longer be an instmment of government policy and that 

problenu of equity in the labour market w i l l be compounded. Clear ly unt i l 

there is a resurgence in private investment funded by domestic savings, 

productivity wi l l not improve to the exteiU needed to support growth, and 

gains in labour productivity may be s imply derived f rom downsiz ing at the 

enterprise level, adding to our unemployment situation 

Notas 
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ECONOMIC REFORM 

IN EASTERN EUROPE A N D CHINA: 

OPPORTUNITIES FOR A U S T R A U A N TRADE 

GARY CHin iCK 

The rush to transform the command economies of Eastern E u n ^ e and the 

former Soviet Union from central planning to a maricet based allocation of 

resources through the price mechanism, is being urwlertaken without any 

precedent to follow and in an atmosphere of political instability if not 

disintegration. Some gtiidance is available to the reformers The former 

Yugoslavia had blended central planning wi th some aspects of the mariiet 

economy; Hungary after 1968 introduced market based reforms; whi le 

C h i i u ' s Special Economic 2^nes have produced enclaves of quasi-capitatism 

across the border from Hong K o n g in Guangdong province, which have 

proven to be extraordinarily successful in raising output and l iving stand-

ards. If nothing else, the economic reforms in centrally plaimed economies 

have proven that entreprerteurship can st i l l f lourish wi th a Uttle nurturing. 

Formirtg a market economy entaib setting up independent banks and a 

stock exchange, privatising industry, freeing prices, opeidng up foreign 

trade, making currencies convertible and draf t ing laws on property, busi-

ness, bankruptcy, accounting and competition. 

Managers must be trained to run the new system, people have to change 

the way they think and infrastructure ranging f rom a modem telecommuni-

cations system to computers need to be in place 

Political crisis and disintegration in many parts of Eastern Europe have 

meant thai the march to the market has often occurred in a political void wi th 

a 'crash through' or 'crash' mentality affecting what there is of political 

decision-making. Examples include the struggle for px>liticai authority 

between President Yeltsin and Parliamentary Chairman Khasbulatov in 

Russia; the diff iculty of getting reforms passed in Poland's Parl iameiU 

where twenty-nine parties are represented; the political dismemberment of 

Czechoslovakia into two new republics; a iu j the dozei\s of political parties 

vying for votes in Romania, Hungary and Bulgaria. 

Economic Reform in Russia 

Gorbachev's economic restructuring program - perestroika - which began to 

be implemented in the 1980s after the realisation t hat the Soviet economy had 

stagnated during the Brezhnev years of 1964-1982, was gradualist in its 

orientabon. The principal reforms included the following: 

� Genera l decentralisation was proposed for agricul ture and light 
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indus t r ia l enterprises. The central planning function should retreat 

f r o m the detailed allocation of resources to deal wi th strategies. 

� Self-fmancing was to be the goal, wi th enterprises making their own 

investment decisions. 

� A cautious deregulation of wholesale trade where enterprises could 

contract directly for their requirements. 

� Incentives and flexible manning procedures, designed to a l low enter-

prises to improve wages and attack overmanning problems. 

� Privatisation proposals by freeing up co-operatives and al lowing them 

to issue shares to members, employ labour on individual contracts, 

make sales and purchase contracts and distribute profits to members. 

� Reform of the banking and financial system with the a im of mobilising 

for investment purposes the vast overhang of private savings deposits 

in the Soviet banking system. 

But there were doubts whether these gradualist measures would work given 

the absence of the necessary institutions of capitalism, including an operat-

ing taxation system. In any event, the changes which swept a w a y the old 

political structures in 1989 made the debate hypothetical. 

East Germany and its absorption into the Federal Republic of Germany 

provides one of the principal case studies of transformation. O n the positive 

side. East Germany 'acquired a functioning market economy overnight -

prices set by the wor ld market, an unimpeachably hard currency, and a l l the 

economic institutions of one of the world 's most successful economies' (The 

Economist. Oct 12,1991). On the negative side, Ostmark wages were con-

verted into D-marks at a rate of one to one, dr iving up production costs 

towards western levels. It has been estimated that a conversion rate of 4 or 

5 to 1 would have been needed to offset the low productivity of eastern 

producers. The result was that few enterprises in the east could compete 

with their more productive western competitors, and in the first ten months 

after unification, industrial output fell by seventy per cent. The Treuhand, 

the Government instrumentality set up to privatise stale owned enterprises 

has had mixed success. Many of the small to medium sized businesses have 

been sold off successfully to management and worker buy-outs and foreign 

investors, whi le the larger of)erations languish in the 'too hard basket', 

weighed down by low productivity, poor technology, over-manning and old 

fashioned products. 

Western Advice 

Institutions such as the I M F , the Wor ld Bank and the new European Bank for 

Reconstruction and Development, have al l recommended similar reforms in 

return for western a id . T h e recommendations include: 
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� dismantling the planning agencies and fnibUc ownership; 

� ending the provision and subsidisation of essential goods and services; 

� an end to guaranteed employment; 

� freeing of prices; 

� privatisation of state owned enterprises; 

� elimination of government credits; 

� sharp cutbacks in government social programs; 

� free trade; 

� free access for foreign capital; 

� convertible currencies. 

Economic Reform in Eastern Europe 

Poland was the first and boldest reformer m Eastern Europe. When Solidar-

ity took over government in September 1989, it inherited an economy 

crippled by hyper-inflation, shortages, a large trade deficit, depleted foreign 

exchange reserves and heavy foreign debts. The strategy adopted in the 1990 

'B ig Bang' approach was to eliminate pnce controls, make the currency 

almost fu l ly convertible, lower trade barriers and privatise businesses by 

liquidations, management buy-outs, joint ventures, and sales to foreigT»ers. 

The eariy results were not encouraging. Inflation immediately surged 

to hyper-inflafion levels, strikes by workers demanding wage rises to com-

pensate for price increases occurred, the budget deficit was out of control 

and a general slide towards economic collapse dominated 1991. Poland's 

real G D P dropped by 11.5 per cent between 1989 and 1990. However , by the 

third quarter of 1992, industrial output was up 10 per cent on the figure 12 

months before, hard currency exports had grown by 12 per cent , and the 

trade surplus for the first half of the year had surged to $1 bill ion, thanks 

mostly to a huge iiKrease in sales to Western Europe. Annual inflation which 

reached almost 600 per cent in 1990, was about 45 per cent in 1992, and is 

projerted to f a l l to about 30 per cent in 1993 (The Ecctwmist. Jan 23,1993). 

The macroeconomic reforms created a dual economy m Poland - a fast 

growing private sector of small businesses able to capitalise on the reforms, 

and an ail ing State sector of large f i rms. 

The lack of government regulatory, adminis t ra t ive and taxation 

control over this burgeoning pr ivate sector has created winners and 

losers f rom the reforms. The uncontrol led capitalist sector now boasts 

1.6m non-agricultural private businesses (up f r o m \5jOOO i n 1991). w h i l e 

state companies number about 8,000. A quarter of a l l manufac tur ing is i n 

private hands, as is 70-80 per cent of construction, 35 per cent of com-

panies that export and 55 per cent that import . Pubbshing, restaurants 

and shops are almost completely pr iva te ly owned and run. O v e r a l l , 5 5 -
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60 per cent of Poles now work in the private sector and it accounts for 
nearly half of G D P . 

Many of the hard decisions on what to do wi th industries which not 

orUy make losses but actually reduce the value of raw materials and labour 

fed into them, have been postponed H o w to privatise the large State owned 

enterprises such as the coal and steel industries; how fast and by how much 

do you raise energy prices to world levels, how fast do you raise rents, and 

what to do with the huge bad debts of the Banking system, estimated at 

between one-fifth and one-third of their assets, are some of the diff icul t 

questions exercising politicians' minds. A t the moment the 'non-perform-

ing' loans of the banks are being quarantined into separate accounts and on-

lent to the government to be subsidised by the taxpayer. 

Reforms in the former Soviet Union have been even more chaotic. The 

Gorbachev led pro-capitalist coalibon achieved the dismantling of the cen-

tral direction of production and distribution on July 1,1991 with the abolition 

of Gosplan, the central planning agency, and Gosnab. the supply agency, but 

no alternative capitalist institutions or mechanisms were in place to take over 

the former functions of the planning agencies to ensure the continuation of 

production and distribution. The immediate result was chaos. 

The unrest which followed, led directly to the August 1991 coup attempt 

aiuJ Gorbachev's downfal l , the disintegration of the Soviet Union into inde-

pendent republics and the rise of Boris Yeltsin as President of Russia. 

Yelts in and his economic tsar (Gaidar, promoted the fast rather than 

slow path of reform and accepted the I M F prescription for transformation as 

outlined eariier. Arguments over the correct approach to reform domiiuted 

political debate and at the same time fights were occurring between the 

Central authorities in Moscow and the republics over who was in control. 

The atmosphere of political and economic disintegration made any 

program to stabilise the economy almoet impossible. A n y plan must do two 

things: 

1. Stabilise the macroeconomy by reducing the budget deficit which had 

blown out because of a collapse in revenue collections (no effective tax 

agency had been put in place); free prices and trade so that individuals 

and companies at the microeconomic level can make allocative deci-

sions and the prices of goods and services partially reflect real value; 

and importantly, prevent massive accumulated savings f rom causing 

an inflatioivary increase in demand. 

2. O n the microeconomic side, conditions have to be created for private 

enterprises to grow and this involves privatisation, reforms to the 

banking system, de-monopolisation, bankruptcy laws, etc. 

The interiwining of macroeconomic and microeconomic problems and the 

exigencies of day to day crisis management meant that discussion about the 
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appropriate sequencing of reforms became irrelevant. The invisible hand of 

anarchy guided reform, not arguments about whether prices should be freed 

and inflation brought under control, before or after the privatisation or 

restructuring of state enterprises; or whether trade barriers should be 

lowered before, or after, enterprises have been restructured; or how fast or 

slow should you do things? 

The West and Europe in ftarttcular must accommodate Eastern Europe 

into the wor ld trading system if it is to prevent a flood of refugees f rom the 

east seekmg higher incomes in the west. Germany ' s IPO economic research 

institute estimated that the old Soviet Union would need between $184 

billion and $235 billion a year to fund its reforms whi le the rest of Eastern 

Europe would require another $75-98 billion a year (R<utrr Business Report, 

N o v 26,1991). Official lending and private investment is increasing rapidly 

but the most effective way to help them recover and progress is to lower 

trade bamers. 

Current repx^rts suggest that the reforms in Russia are starting to work 

and the economy is showing signs of a turnaround. Manufacturing produc-

tion has stabilised, inflation is coming down (19 percent in May) , the budget 

deficit blow out appears to under greater control and energy prices have 

been allowed to rise towards world levels (as from July 1, 1993). None of 

these reforms happened without major batdes and the recent monetary 

reforms by the Central Bank even cast doubt over whether Yelts in was aware 

of the reform itself. 

Economic Reform in Chino 

The unique pressures and difficulties which arise when you try to transform 

a centrally planned command economy to a decentralised capitalist market 

economy have also recently been felt i n Ch ina . G N P and foreign trade have 

been growing rapidly, last year recording growth rates of 13 per cent and 22 

per cent respectively. In 1992 foreign direct investment was about $11 

billion. The overheated economy has led to inflationary surges and in-

creasing disparities between urban and rural dwellers. 

China 's economic reforms over the past decade have produced eco-

nomic growth and decentralisation of dedsion making. Price reform is 

almost complete. Chirta has adopted outward-looking economic policies, 

more than half the industrial output is produced by the non-state sector, but 

the financial system is largely unreformed. 

l i k e all socialist governments, pre-reform China depended for its 

revenue on the retained earnings of the industrial f i rms it owned. 

Wi th economic liberalisation and the competition it brings, this 

revenue base shrinks: consolidated govenunent revenues have 

fallen as a share of G N P f rom around 35 per cent in 1978 to bttle more 

than 15 per cent today.' (The Economist, July 10,1993). 
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Adminis t ra t ive measures to soak up excess liquidity in the economy, a 
ramshackle taxation system unsuited to a decentralised privatised economy, 
and lack of central control over regional decision-making has resulted in 
serious unrest in the countryside and charges that China is reverting to a 
fo rm of old style economic warlordism 

Opportunities for Australian Trade 

Opportunities for Austral ian trade with the reforming economies are enor-

mous but many pitfalls have to be negotiated along the way. The accelerat-

ing foreign investment levels are testimony to the lucnt ive long-term possi-

bilities. The need to modenuse production processes, update technology, 

restructure Arms a iu l tackle problems ranging from environmental destruc-

tion to training accountants and managers in western business practices 

provide literally thousands of opportunities for Australian expertise. 

At the same time it must be remembered that the main export products 

f rom Eastern Europe are agricultural and wi l l be for some time to come. 

Agricultural exports w i l l be either largely accommodated in the European 

Communi ty or they wiU just be another addition to an already saturated 

world market, in direct competition with countries such as Austra l ia . 

In China and the other growth centres of Asia such as Vietnam, the 

opportunities for trade, particulariy joint-ventures, are already being suc-

cessfully exploited by a growing array of Australian companies. The growth 

in overall trade levels and the increasing importance of elaborately trans-

formed manufactures, technology and infrastructure exports, and services, 

confirms the importance of exploiting the complementary trading positions 

of Austral ia and As ia as outlined in the reports of Gamaut and others. 

External assistance and aid - investment, technology, trade and mana-

gerial expertise wiU be crucial if these countries are to successfully make the 

transition from centrally planned to market based economies. 
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THE DISTRIBUTION OF THE G A I N S 
FROM IMPROVED COMPETITIVENESS: 

THE C H A N G I N G PATTERN 
OF INCOME A N D W E A L T H 

JOHN MANGAN 

The last decade in Austral ia has seen an increase in income inequality 

amongst both males and females, wi th the largest increase in inecjuality 

being amongst full-time male workera (Mangan 1992). Seen wi th in the 

context of the relative economic decline and stagnant economic growth that 

has been characteristic of the Austra l ian economy over a significant period of 

the last 15 yeara, such increases in income inequality are to be expected. 

Economic theory suggests that in recessions, factor price differentials widen 

as the most productive resources are sought and the least productive or 

demanded resources are discarded. In terms of the labour market, this 

would mean that p i imary w o r k e n (professional and skilled) wou ld increase 

their wage payments in relation to the less ski l led or secondary workers who 

w o u l d suffer either a real wage decrease or unemployment. 

The behaviour of the Austral ian labour market has of course been more 

complicated than the simple example above would suggest and fitctors such 

as technological change, gender issues, and issues of employment status 

have interacted to produce a labour market pattern where the middle (both 

middle-rai\k and middle-aged) seems to have been squeezed as much as, i f 

not more than, the lower end of the employment spect rum 

Nevertheless the orthodox prediction of increased income inequahty in 

a recessed economy is still val id . 

What makes the current trends in income distribution more interesting 

and its impact potentially more far-reaching is the argument that moves to 

internationalise the economy that began in the 19808 and are continuing in 

the 1990s have exacerbated iiKome Inequality, not as a by-product, but as an 

inevitable result of restructuring, particulariy in the labour market. 

For example, i f it is argued that Austral ia should have a labour market 

cost structure similar to our major trading parinere such as the United States, 

wage differentials between the high and lower paid workers w i l l need to 

grow substantially. Unless the structure of transfer (Myments is altered to 

take account of movements in wage differentials, the inevitable result w i l l be 

iiUTcascs i n income inequality. What is becoming increasingly clear is that 

the price of economic salvation via the international competitiveness route 

may be the creaticm of a semi-permanent under-dass and an exacerbation of 

income inequalities. Politicians of both .sides seem wi l l ing to accept long 
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term unemployment of above 500000 as an unfortimate but necessary by-
product of the modenusation and intematiotulisation of the economy. In 
this paper some of the distributiottal aspects of modernisation are discussed. 

Mod«misotion in tft« Australian Economy 

The process of modernising the Austral ian economy began with the admin-

istratively easy options of floating the dollar, financial deregulation and 

tariff reduction. The a im behind these reforms was, in a broad sense, to 

internationalise the economy and to remove the cushions that had sheltered 

Austral ia f r om movements in the international economy but which had 

instilled the uncompetitive practices which were believed to be at the heart 

of the comparative economic decline suffered by Australia. 

These changes received broad support from economists and others in 

the community, but some argue that they did not go far enough. A series of 

influential reports into the restructuring of the Australian economy: Hughes 

(1988), Garnau l (1989) and the Australian Manufacturing Counci l ( A M C , 

1991), u rged the G o v e r n m e n t to press ahead more r a p i d l y w i t h 

microeconomic reform, principally in the area of labour market deregulation 

and labour force training. 

Central to the thinking of some of these economists was the belief that 

the Austral ian wage system was inflexible and produced a narrow spread of 

wages that d id not adequately reflect real productivity differences. The 

result of this was to produce a wages system that was far more egalitarian 

than other developed economies such as the United States. Consider the 

data in Figure 11.1. 

Figure 1 1 . 1 : Australian male full time wages 
relative to the US 1976 

0 4 , 

-0.1 
10 20 30 40 50 

Source: Gregory (1993). Decile 

60 70 80 90 
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Figure 11.1 compares male full-t ime earnings in the United States wi th 

those in Australia for full-time male workers. (The differences between 

women are even more pronounced.) 

It may be seen that for high paid workers, for example those in the 90th 

decile (top 10 per cent of earnings), Austral ian workers were approximately 

5 per cent lower than the comparable U S group. However the lower paid 

Australian workers were considerably better off, in both an absolute and 

relative sense than lower paid U S workers. T h e data in Figure 11.1 suggests 

that the lowest 10 per cent of workers in Austral ia had incomes up to 40 per 

cent higher than their counterparts in the United States. I n other words the 

spread of incomes in Ihe Austral ian wage system was considerably less than 

that in the United States, which is an indicabon of greater income equality. 

In earlier times, and with different generational leaders, such egalitari-

anism would have been a source of national pride, given the social cohesion 

it almost certainly helped to promote. However in the present era of 

intemadonal conformity, there are considerable pressures in the Austral ian 

labour market to produce labour market wage systems more in keeping wi th 

other economies. That these forces are having some impact i s shown in 

Figure 11.2. 

Figure 1 1 2 : Mole full time relative earnings 
Australia 1 9 7 6 - 1 9 9 2 

0.10-, 

0.05-̂  

0.00-1 

-0.05-

-0 10-

-O.I5 

n 
10 20 30 40 50 

Source: Gregory (1993). Decile 

60 70 80 90 

It may be seen that overthe period 1976-1992, that relative earnings for lower 

paid workers have declined considerably, for example, by 10 per cent, whilst 

wages for the highest paid workers have increased substantially. 

However , i f a US-style wage distribution system is the desired goal, 

then there w i l l have to be even more dramatic fal ls in the relative position of 

lower paid workers. 
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Accompanying Labour Market Changes 

Tradit ionally Austral ia has been one of the more egalitarian societies, par-

ticularly in terms of income distribution, for a number of reasons. Some of 

the reasons are historical. Being a relatively new country, Austral ia has yet 

to develop many of the ingrained iiwqualities, based on inheritance, that are 

a common fea ture of European society. However, in terms of relative income 

equality, much has to do wi th the development of the Australian labour 

ma rice t and its institutions. These indude: 

� Employment was predortunantly full-time 

� The availabil i ty of overtime hours in lower paid jobs 

� H igh proportion of single income families. 

� Progressive taxation wi th high marginal rates 

� High degree of uiuon coverage. 

� National industrial relatioru legislation. 

T h e moves to bring the Austral ian economy in line wi th overseas countries 

has implicat iofu for a l l of the above, particulariy wi th regard to industrial 

relations legislation. 

The Labor Cjovemment has held back on substantial deregulation of the 

labour market or more correctly they have not encouraged major deregula-

tion of the labour market. However the labour market has seen substantial 

changes. The worst aspects of these changes have resulted from an interac-

tion between the economic recession and the structural changes designed to 

modernise the economy. 

Changes have been most pronounced since the onset of the current 

recession in 1990 and are captured in Tables 11.1 and 1L2. 

Table 11.1 Chonges in employment and unemployment 

in the 1990-91 Recession 

Moles 

Full-Time Part-Time 

I'OOO) ('0001 

Females 

Foll-Time Part-Time 

I'OOO) COOO) 

Empioymeni ' 

UnempioyiT>ent ' 

- 231 .1 

270 .0 

25.7 

20.9 

-102 ,6 

114.2 

3.4 

19.3 

' Chonga belwMn July ] 990 |peol( �mploymeni) ond July 1991 Itrough). 

' Chonga between October 1989 (minimum unemploymertf) ond Daoember 1991 

(current peok). 

Source: ABS daKibase and ABS 6203.0 . 
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Table ) 1.2 Chong«s in �mployment by mdustry and 
occupation 

Percantog* Chang* F.b 1990 to Feb 1992 

Industry Full- Port- Males Females Total 

Tim* Tim* 

Agriculhira -6 6 -3 -5 -4 

Mining -11 � -10 -27 -12 

Manuiocturing -9 3 -8 -9 -8 

Construction -19 12 -16 -20 -16 

WhoUioU & Rakiil -5 3 -2 -3 -2 

Sarvic«>' 1 12 4 4 4 

-2 16 -3 12 0 

Toid -5 9 -3 0 -2 

Occupation^ 

B U Collar -9 16 -5 -6 -5 

White Collar -2 3 -3 0 -1 

* Sompla iL2a loo small to be lignificonl 

I Services includes Finonce, Public Administration. Community Services and 
Recreolion. 

2. Oher Includes Electriclly. Gos ond Water. Tronsport ond Storage ond 
Communications 

3 Blue collor includes Trodesmen, lobourers and Plan) ond Machinery Operators. 
White collor includes Professions. PoroProiessionals. Managers ortd Clerks. 

Source: ABS 6203.0. The Loboor Force Australia. 

The first has been the alarming decline in hill-time jobs for both males 

and females particularly within non-service industries. Secondly, there has 

been trend growth in long term unemployment 

The impact of patterns such as these has been to place pressure on the 

earnings of lower paid workers through increased job competition, reduced 

hours, especially overtime, and loss of militancy. 

Most startling of all is the behaviour of long term unemployment as 

shown in Figiuc 113. 

Long term unemployment has proven particularly resistant to eco-

nomic stimulus and demoiutrates labour market hysteresis (that is, that the 

level of long term unemployment setnns to commence from a higher base 

level with every economic down turn). Consider the period 1984-1989. This 

was a period of economic boom with a large amount of increased jobs (albeit 

they were mainly part-time). Yet over that period long term unemployment 

fell by only about 5(XXX) However since 1990, not only have all the gains 

1 5 0 [COimiCS-93 



CHAh4GING PAnERN OF INCOME AND WEALTH 

Figure 11.3: Long farm unemployin«nt (Persons) 

ITU (OOOi) 

400-

300 

200 

100 

78 80 84 86 

Year (Augusf) 

88 90 92 

been lost but long term unemployment has increased by over 150000. That 

is, the gains of economic recovery over six years were lost three times over in 

two years. 

It is arguable that the changes in the economy are facilitating the 

creation of a permanent class of long term unemployed. Because, on the 

supply side, the long term unemployed have: 

� a gender problem, being substantially male in an era where male, 

especially male full-tune work is disappearing at an alarming rate. 

� an employment status problem in that they seek full-lime employment 

in an era in which part-time employment is growing. 

� a qualifications problem in that they are either poorly educated or 

inappropriately educated. 

� an incentive problem, in that increasingly the earnings gap between 

lower paid wages and the level of available social security is dropping. 

On the demand side, none of these factors will assist the long term unem-

ployed in sharing in any job growth that the recovery might generate. The 

modernised Australian economy is increasingly geared to part-time or 

flexible working hours, technically skilled or totally de-skiUed, and if the 

past decade has set the trend, more favourable to females. 

The Working Poor 

In 1986, the visiting Canadian economist Mackay raised the, then, novel 

suggestion that full-time employment did not necessarily remove the risk of 

poverty. He suggested that a new phenomena, the working poor, was 
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occurring in Australia. His comments related principally to single income 
families 

While major concern about poverty has centred upon the social security 

recipients, the data in Table 11.3 indicates that the gap between available 

benefits and average male full-time earnings is narrowing substantially. If 

trends continue there will be no gap at all by the year 2010. 

TobW 11.3. Excau of molm full-tim« � omings relative to 
Australian unemployment benefits 

(married with 2 children) 

Mah Full-Tima Earningi 1976 1987 

1 Olfi P«rc«nNl« % % 

Autlrolian Eamingi DittribuHon 36 18 

USA Eomingi Diitribullon -1 -22 

20#i P«rc«nlile 

Auttrolian Earning! Diilrlbution 51 35 

USA Earning* DitlribuHon 23 6 

A^ian 

Australian Earnings DislribuNon 87 77 

Some Successes 

The aim of this paper is not to argue against the broad thrust of the aims of 

modernisation and change in Australia. There is no denying that for 

exporting nations, the real returns lie in increasing the volume of exports in 

value added products, particularly elaborately Uansformed manuhictures 

(ETMs) (Amar and Ketkar 1992). 

As the McKinsey Report (1992) shows there have been some sucaeSMS 

in this area. 

As Figure 11.4 demonstrates, the share of ETMs in total exports has 

risen 25 per cent over the period 1986-87. The report also suggests that 

amongst the 700 firms surveyed, the average rate of export growth was 13 

per cent compounded, which saw the value of exports (in 1992 dollars) grow 

from $83b to $15.6b in 1992. 

Were such trends to continue there would be an inevitable trickle down 

m incomes to lower paid workers. However this trickle down effect is l ikdy 

to be slew and erratic. The McKinsey Report also went on to characterise the 

new successful type of firm. 

The major performers in this area are small to medium firms character-

ised by a small and often non-unionised work force, with flexible working 
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Figure 11.4: Australian export growth rates 
Nominal compound annual growth, 

1986-87 to 1990-91 

IB.6 

Total Total ETM»* 
merchondise monufoclunng 
�xportt 

(1990-911 52 ,6 

Sourca: Treasury 

ElM share of total 

exports has risen 

from 11.5% 

to 14.4% 

datinilion of 

Ebbofo**ty 

Transformed 

ManufodurM 

14.13 9.39 

hours and largely productivity based wage components (McKinsey, 1992) 

These characteristics are the antitheses of the dominant labour market 

systems in post-war Australia. 

All of these characteristics produce winners and losers and tend to 

widen income differentials, jjarticularly in a deregulated labour market 

By contrast, the much touted enterprise bargains in Australia, espe-

cially those controlled by the A C T U relate in general to larger firms. 

McKiiisey's report on the performance of these types of companies is less 

enthusiastic. 

Many of Australia's largest firms are multi-domestics They operate in 

less tradeable sectors and, rather than going through export growth, they 

grow through sigiuficant offshore markets (McKinsey, 1992, p.5). 

These industries are less likely to produce sufficient increases in value 

added output to allow income flow-or\s to lower paid and unemployed 

workers. 

Income inequality has grown in Australia over the last decade. Many 

reasons, both social and economic, have contributed to this. The current 

moves to open up and modernise the Australian economy, particularly 

speeding up the process of labour market deregulation, can ortly, in the 

short-run, add to this process. The major policy questions for the 19906 are 

whether the governments and labour nnarket organisations can enact poli-

cies that ensure that the gains of modernisation filter down to those who are 

being di'.nlaced by the modernisation process. 
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ABBREVIATIONS 

AAPBS Australian Association of Permanent Building Societies 

ABS Australian Bureau of Statistics 

ACrU Australian Council of Trade Unions 

AFC Australian Finance Conference 

APCUL Australian Federation of Credit Union Leagues 

A L P Australian Labor Party 

AMC Australian Manufacturing Council 

AMIC Austra lian Mliung Industry Cou ncil 

ARA Australian Retailers' Association 

ASEAN Association of South East Asian Nations 

ASX Australian Stock Exchange 

BCA Business Council of Australia 

BHP Broken Hill Proprietary Limited 

BHPAC Broken Hill Proprietary Australia Coal 

BIE Bureau of Industry Economics 

C E O Chief Executive Officer 

CHESS Clearing House Electronic Sub-register System 

CPI Consumer Price Index 

(ISO's Community Service Obligations 

CUSTA Canada United States Free Trade Agreement 

DITAC Department of Industry, Trade and Commerce 

EC European Community 

EPAC Economic Planning and Advisory Council 

ETM's Elaborately Transformed Manufactures 

FAST Rcxible Accelerated Security Transfer 

GATT General Agreement on Tariffs and Trade 

GBE's Government Business Enterprises 

GDP Gross Domestic Product 

GNE Gross National Expenditure 

GNT Gross National Product 

l A C Industries Assistance Commission 

IC Industry Commission 
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ABBREVIATIONS 

ICA Insurance Counal of Australia 

IMF IntematioTtal Monetary Fund 

IPAQ Institute of Public Affairs of Queensland 

IKC Industrial Relations Commission 

U F A Life Insurance Federation of Australia 

L T U Long Term Unemployment 

MTIA Metal Trades Industry Association 

NAFTA North American Free Trade Association 

NIEF Natiortal Industry Education Forum 

OECD Organisation for Economic Co-operation and DevelopmeiU 

OHP overhead projector 

QETA Queensland Economics Teachers' Association 

QUT Queensland University of Technology 

RBA Reserve Bank of Australia 

RBER Real Effective Exchange Rate 

SEATS Stock Exchange Automated Trading System 

T A I ^ Technical and Further Education 

TOT Terms of Trade 

T W I Trade Weighted Index 

U L C Unit Labour Co6U 

Y E S Young Enterprise Scheme 
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GLOSSARY 

GLOSSARY OF TERMS 

Accord 

Accord Marie VU 

aggregate wage outcome 

atmual leave 

anb-dumping 

APBC 

appreciation 

arbitration 

ASEAN 

Asian Tigers 

award restructuring 

awards 

an incomes policy or social contract between the 

A C T U and the federal Labor goverrunent es-

tablished in 1983and re-negotiated over succes-

sive Labor governments 

1993 version of the Accord agreement which 

committed the parties to contiraiing the process 

of enterprise bargaining, limiting pay incicMe* 

to $8 per week, and committing the government 

to creating 500000 new jobs over 1993-1996 

the percentage change in real average weekly 

earnings over a year 

employee entitlement for paid holidays on an 

annual basis in lieu of full time employment 

government legislation outlawing foreigners 

sellmg goods at below cost m other markets 

the Asia Pacific Economic Co-of>eration nego-

tiations were commenced in 1991 tofoster doser 

and more liberal trading relations between the 

member ivitioiu 

increase in purchasing power of a domestic 

currency in foreign currency terms 

process by which an industrial dispute is 

resolved by an independent third party or 

arbitrator 

the Association of South East Asian Nations 

consists of 10 member nations aiul was formed 

in 1956 as a policy forum for discussion of trade 

and economic issues 

newly industrialised countries that include 

Hong Kong, South Korea, Taiwan it Singapore 

process of ratioiudising existing awards by ne-

gotiation between employees and employers 

legally binding agreements over wages and 

working conditions for particular occupa-

tions enforced by federal and state industrial 

tribunals 
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GLOSSARY 

balance of payments 

bargaining strength 

bids 

border prices 

brokerage commission 

business-education liitks 

capacity of industry to pay 

capital flows 

capital formation 

capital market 

capitalist countries 

career paths 

central planning 

certified agreement 

collective bargaining 

a system of accounts recording all current and 

capital transactions between residents of one 

country ai«i the residents of the rest of the 

world 

relative market power of trade unions and em-

ployer groups in wage negotiations 

quoted highest buying price tor a share or fiitan-

dal security 

prices of imports before the effects of tariffs or 

(juotas distort such prices 

fee charged by stockbrc^ers for buying and 

selling shares on behalf of their clients 

relationship between educatiotul instituticms 

like schools and the business community 

ability of a group of firms to finance a possible 

increase in wage levels 

the lending ai>d borrowing of funds between 

countries 

net additions to the stock of capital, including 

plant & equipment, works in progress St resi-

dential construction 

mobilises saving from surplus units (hous^ 

holds) to be used for investment by deficit units 

(firms). It involves the purchase and sale of 

firxancial instruments 

countries with market economies where private 

enterprise and ownership are encouraged 

(xrupations where an employee can acquire 

more sophisticated knowledge and skills over 

time 

prcKess of setting production targets, prices, 

incomes and the allocation of resources by a 

central planning authority in socialist economic 

systems 

an enterprise bargain ratified by the IRC mak-

ing it part of an existing award 

where employees and employers bargain di-

rectly over wages and working conditions 
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GLOSSARY 

command economies 

commercialisation 

comparative advantage 

competition 

competitive advantage 

competitive tendering 

conciliation 

contestable market 

contracting out 

corporation 

corpora tisation 

cross subsidies 

a system of socialist economic organisation 

where decisions concerning resource allocaticm 

and income distribution are made by a central 

planning authority 

encouraging a GBE to operate in a commercial 

environment 

the ability to produce the same output %vith 

greater comparative efficiency than another 

producer 

market situation where a number of produoere 

provide consumen with alternative sources of 

supply and entry into the market is relative easy 

the ability of a firm or a nation to utilise factor 

and demand conditions to achieve and main-

tain market success 

where private economic agents bid to supply a 

good or service to another party who usually 

accepts the lowest bid or tender price 

process by which an indusbial dispute is re-

solved by an indepeiulent third party or concili-

ator attempting to get the conflicting parties to 

agree on a solution 

market situation where it is possible for new 

entrants to come in and compete effectively 

with an incumbent producer 

allowing private sector providera to bid for the 

right to supply services to GBE's 

a legally constituted body of individuals with 

powere, responsibilities and liabilities distiitct 

from its membera or ownere 

encouraging a G B E to adopt a private sector 

model of behaviour whilst operatiitg in a com-

mercial environment 

overcharging some usere in order to under-

charge other users to meet community service 

obligations e g subsidising country telephone 

users by charging dty users more for calls 
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GLOSSARY 

currency convertibility 

current account deficit 

C S O s communityserviceobligadonsarecommitments 

by many GBE's to provide services to the com-

munity which wouldn't otherwise be provided 

by the private sector because of prohibitive cost 

e.g. similar local call charges for both coimtiy 

and city telephone users 

fadUty for converting domestic currency into 

the equivalent value of foreign currency 

a situation where total current account debits 

(imports of goods, services and transfers) ex-

ceed total current account credits (exports of 

goods, services and transfers) in a country's 

balance of payments 

capital borrowings raised through the issue of 

debt instruments such as bonds and fixed inter-

est securities 

paying some proportion of export income as 

interest on outstanding foreign debt 

decentralised labour market where negotiations and decisions over wages 

and working conditions are made at the enter-

prise level and not at the national level 

one unit of a division of a distribution into ten 

groups each having the same frequency 

decrease in purchasing power of a domestic 

currerKy in foreign currency terms 

a process whereby direct government regula-

tory controls over market forces are removed 

where investors establish or buy a controlling 

interest in a company offshore which usually 

involves a transfer of technology 

pwrt payment out of company profits to share-

holders 

debt finance 

debt servidng 

decile 

depreoation 

deregulation 

direct investment 

dividends 

domestic shock 

downsizing 

economic growth 

an ecoiwmic disturbance originating within the 

domestic economy such as the 'wages explo-

sion' in 1982 

euphemistic term for management decision to 

reduce the size of the enterprise's operation and 

its work force 

the rate of increase in real GDP 
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GLOSSARY 

economic literacy 

economic performance 

economic reform 

economies of scale 

effective competition 

effective rates of assistance 

employees 

employers 

enterprise agreements 

enterprises 

equity finance 

ETM's 

ez post 

ex ante 

exogenous factor 

exports 

understanding of basic economic principles and 

skills and how they apply to the real worid 

a country's record of achievement in securing 

increases in real income, employment and bal-

ance of payments equilibrium 

government or private sector policies to alter 

the allocation of resources and operation of 

markets to secure effiderKy gains 

reductions in unit costs of production as output 

increases 

unlike perfect competition it is a real world 

situation where there are sufficient producers 

and price and product competition for competi-

tive market cnitcomes to be achieved 

the amount of assistance provided to an indus-

try expressed as a percentage of the total value 

added by the industry's activity 

those units of labour employed in an enterprise 

owners of enterprises which employ labour as a 

productive input 

certified agreements between employees and 

employers at the enterprise level over work 

organisation, wages and working conditions 

businesses organised for commercial purposes 

capital raised through the sale of units of own-

ership in assets e.g. capita 1 raised through a new 

share issue floated on the Stock Exchange 

elaborately transformed manufactured goods 

such as computers, instruments, tools, trans-

port equipment and pharmaceuticals 

in the actual or realised sense 

m the planned or intended sense 

an externally sourced disturbance to the 

economy 

those goods and services sold by domestic resi-

dents to foreign residents 
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GLOSSARY 

external debt 

external shock 

factor costs 

factor market 

Figktback! 

footloose capital 

foreign exchange 

intervention 

foreign exchange market 

foreign exchange reserves 

franchising 

free trade 

freely floating 

exchange rate 

the total amount of funds owed by domestic 

residents to foreign residents (it includes the 

borrowings of the private and public sectora) 

an economic disturbance such as the oil price 

rise in 1974 which is trar\smitted to the domestic 

economy from the world economy 

costs of the factora of production such as wages 

for labour, interest for capital, rent for land and 

profit for enterprise 

a market where the factora of production are 

bought and sold such as the labour mariiet and 

capital market 

Liberal-National I^i ty policy document released 

in November 1991 containing proposals for a 

GST and other wage and tax measures 

international capital flows which seek out the 

highest returns and are not constrained by any 

country specific factor 

intenvitionally traded currencies 

a situation where the central bank intervenes in 

the foreign exchange market either directly or 

indirectiy in an attempt to influence the market 

determined exchange rate 

a market where buyers and sellera of foreign 

currencies engage in exchange transactions 

the holdings of gold, foreign currencies and 

Special Drawing Rights with the IMF by the 

central bank authorities 

allowing a business to market under a brand 

name or sell another company's product or 

service 

trade that takes places in the absence of any 

form of government protection of industry 

the exchange rate's value is determined purely 

by market forces with no intemvention by the 

central bank authorities 
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G L O S S A R Y 

fu l l ba r a i n i n g 

gains from trade 

G A T T 

G B E ' s 

general education 

globalisation 

Gosnab 

Goeplan 

government regulation 

government regulation 

hard currency 

hyperinflation 

hypothesising 

import competition 

process of direct negotiation between employ-

ees and employers over wages, work ing condi-

tions, the introduction of technology and a wide 

range of employment related issues 

thebeneBts of trade indudegreater production, 

consumption, lower prices, higher Incomes and 

l iv ing standards 

the General Agreement on Tariffe and Trade is 

a multi-lateral trade treaty sigiwd by 23 nations 

in 1947 

government bus iness enterpr ises such as 

Telecom, Aust ra l ia Post and N S W Water Board 

a broad based education where people acquire 

knowledge, skil ls and abilities in a range of 

science and humaiuties subjects 

tendency for multinational corporations to move 

technology and capital around global markets 

to reduce costs and to market final output world-

wide 

central supply agency in the former Soviet U n -

ion 

central planning authority in the former Soviet 

Union 

imposition of government controls over the 

operation of business and markets such as inter-

vention in pricing, market entry, product stand-

ards and licencing 

legislative controls over the operation of mar-

kets such as entry restrictions and price or oul-

(nit controls 

paper currency or coins which have real pur-

chasmg power 

runaway or galloping ii\ilation w h i d i is usually 

measured in hundreds of per cent 

proposing an explanation for an observed set of 

phenomena 

competition created for domestic producers by 

foreign producers selling goods and services in 

the home market 
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GLOSSARY 

import penetration 

import substitution 

imports 

incentives 

income inequality 

Industrial Relations 

Commission 

industrial relations 

inflation 

infrastructure 

the rabo of imported goods' share of total do-

mestic sales 

fx j l i cy of establishing industries which produce 

goods which are usually imported, thereby re-

ducing reliance on foreign producers 

those goods and services purchased by domes-

tic residents from foreign residents 

measures designed to raise productivity by pro-

vid ing people with rewards (bonuses, higher 

incomes, higher prices, higher profits) for in-

creasing output 

large differences in the distribution of income 

between low, middle and high income earners 

federal body charged with hearing the National 

Wage Case and making legally binding award 

dedaions 

set of arrangements between employees and 

employers for dealing with all aspects of woric 

organisation, wages and conditions 

a sustained rate of increase in the general level 

of prices accompanied by a fall in the value of 

money 

social overhead capital such as roads, bridges 

and hospitals 

interactive teaching strategy is one that involves action taking place between 

two or more people in the teaching/learning 

process 

competition between alternative services or 

goods in a broad market such as that between 

road, rail , air and water transport 

the ability of a country to compete effectively in 

w o r l d markets wi th foreign products because 

of cost advantages, product quality and inno-

vation 

intermodal competition 

international 

competitiveness 

international trade specialisation and exchange of goods and serv-

ices between different countries 
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G L O S S A R Y 

international isation 

intra-area trade 

intra-industry trade 

investment 

joint venture 

key competencies 

kiruesthetic learners 

labour force 

labour market 

labour market hysterisis 

labour market reform 

leap frogging 

lease 

limited liability 

exposure of the economy to world market forces, 

induding a larger percentage of G D P being 

sourced f rom net exports (exports minus im-

ports) 

trade bet ween countries wi th in a particular geo-

graphic area or region such as As i a 

trade in components and materials between 

f i rms in an industry located in different parts of 

the world wh ich may often be subsidiaries of a 

parent company 

the creation of real capital goods 

a business project involv ing two or more corpx>-

rate partners 

six competency strands identified by the Mayer 

Coirmiittee (1992) that students should grasp in 

Years 11 & 12 

people w h o enjoy moving around arwi physical 

sensation in the learning process 

percentage of the population wi l l i ng and able to 

work (labour force includes those employed 

and those unemployed) 

a factor market where labour resources are allo-

cated according to the demand and supp ly for 

labour 

tendency for uiwmployment to commence f rom 

a higher base level wi th every recession 

i iKreasing the flexibiUty of the labour market 

through the introduction of enterprise bargain-

ing 

where a trade utuon may seek a wage increase 

(without going through a normal bargaining 

process) based on the successful achievement of 

a wage cla im by another union 

a legal contract conveying the use of property to 

another party for a specified period of time. 

liabiUty of shareholders for the debts of a public 

or private company are limited to the extent 

each shareholder's equity 
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GLOSSARY 

liquidity 

long service leave 

long term unemployment 

macroeconomic policy 

market capitalisation 

market economies 

market prices 

McKinsey Report 

menu costs 

Mercantilists 

merchandise exports 

microeconomic reform 

monetary policy 

ease wi th which an asset can be converted into 

cash 

employee entitlement for paid leave over and 

above annual leave on the basis of at least eight 

years fu l l l ime employment wi th the same em-

ployer 

those people in the work force unemployed for 

over twelve months 

government monetary, fiscal and wages poli-

cies designed to achieve macroeconomic objec-

tives such as pnce stability, ful l employment, 

economic growth and balance of payments 

equilibrium 

the number of shares available for trading m u l -

tiplied by the value of shares in the market. 

economic systems based upon private property 

rights, freedom of enterprise, the rule of la w and 

free functioning product and factor maiicets 

prices of goods and services determined by 

market demand and supply 

research findings released i n June 1993 on the 

features of successful Austra lian exporting com-

panies and firms 

the additional costs incurred by economic agents 

in t ranuct ing business due to an increase in 

inflation 

an eighteenth century Schocd of thought which 

advocated the hoarding of gold bullion as a 

means of increasing a nation's prosfjerity 

exports of goods only 

a range of measures such as increasing compe-

tition in product and factor markets and the 

efficiency of government trading enterprises to 

raise national productivity 

control of the rate of growth of the money 

supply by the Reserve Bank of Australia through 

its manipulation of the official cash rate and its 

indirect impact on the term structure of interest 

rates 
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G L O S S A R Y 

multi-bctor productivity a broad measurement of productivity taking 

into account the relative productivities of land, 

labour, capital and enterprise 

multinational corporations companies which operate on a global scale and 

may have subsidiaries based in countries other 

than where the parent is headquartered 

multiskil l ing process whereby labour is able to acquire nu-

merous work related skil ls 

natural monopoly 

nominal exchange rate 

non-tradeable sector 

offers 

operational efficiency 

opptortunity cost 

O R A P J I 

ordinary share 

over award payments 

over-capitalisation 

where one f i r m with an efficient scale of plant 

can su j jp ly the whole market because unit costs 

continue to fa l l as output increases 

the price of the domestic currency in terms of a 

foreign currency not adjusted for relative infla-

tion rates 

sector of the economy producing goods or serv-

ices that are not exportables or import compet-

ing 

quoted lowest selling prices for a share or finan-

cial security 

achieved by f i rms able to produce at lowest 

average cost and the prices charged reflect the 

marginal cost of production 

the cost or opf>ortunity forsaken in pursuing 

one alternative instead of another 

complex macroeconomic model of the economy 

containing hundreds of variables and used for 

econometric modelling research 

unit of ownership in a public company entitling 

shareholder toa share of the profits (dividends) 

and the possibility of a capital gain if share 

prices rise above initial par value 

payments negotiated direcUy by employees and 

employers wh ich are in addition to the min i -

m u m wages and conditions set out under var i -

ous awards 

where capacity to produce far exceeds actual 

demand 
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GLOSSARY 

over-manning 

participation rale 

partnership 

pay relativities 

perestrotko 

portfolio investment 

positive sum game 

preference share 

price mechanism 

pr imary workers 

private sector 

privatisation 

product market 

productive efficiency 

having more workers per unit of output than 

are needed to produce an efficient level of out-

put 

percentage of the working age population actu-

al ly in work or actively looking for w o r k 

a business en terprise of between two an d twenty 

owiwrs wi th unlimited liablity 

the rclatiotuhip between wage levels for differ-

ent occupations 

term used to refer to the process of economic 

restructuring that took place in the former So-

viet Union during the Gorbachev era 

where investors provide equity or debt finance 

to borrowers 

there are more winners than losers so that the 

s u m of gains over the sum of losses is positive 

shares wi th less risk than ordinary shares since 

preference shareholders rank ahead of ordinary 

shareholders in case of bankruptcy but carry a 

f ixed dividend rate 

interaction of market forces of supply and de-

mand to determine relative prices and resource 

allocation 

professional and skilled workers who are usu-

al ly on high incomes and in full tme employ-

ment 

consumers and privately owned business en-

terprises 

action taken to sell off part or a l l of a public asset 

to the private sector. It can also lake the form of 

competitive tendering by the pnvate sector for 

the right to provide public services or contract-

ing out of services previously provided by the 

public sector 

the market for allocating final goods and serv-

ices to consumers 

measure of whether production isat least cost or 

min imum average cost 

Ecomics 'w 171 



G L O S S A R Y 

prcxiuctivity bargaining 

productivity 

protection 

public monopolies 

public sector 

purchasing power parity 

quid pro quo 

quotas 

real effective exchange rate 

real exchange rate 

real G D P per capita 

real income 

real interest rate 

recession 

relative unit labour costs 

restructuring 

process of direct negotiation between employ-

ees and employers over work practices 

output per unit of labour per unit of time 

any art i f icial advantage bestowed by govern-

ment on domestic industry to make it more 

competitive against foreign industry 

government owned enterprises wh ich have ex-

clusive rights to sel l a particular product or 

service to the market such as postal services and 

the provision of electricity 

government departments, agenciesand trading 

enterprises 

the relationship between currencies whereby 

exchange rates in the long run reflect relative 

inflation rates between countries 

one thmg in return for another 

quantitative restrictions on imported goods, 

g iv ing comf>eting domestic industries some 

measure of protection 

the nominal exchange rate adjusted for differ-

ences in inflation or unit labour costs between 

countries 

the nominal exchange rate adjusted for relative 

ir\f1ation rates between countries 

real income per head of population 

money income adjusted for inflation 

the nominal interest rate minus the expected 

rate of inflation 

a phase of the business cycle characterised by 

two co r«ecu t i ve quarters of negative economic 

growth 

differential in labour costs per person between 

countries 

changes in the allocation of resources and insti-

tutioiuil arrangements governing the organisa-

tion of work in an enterprise or an industry as a 

whole 
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GLOSSARY 

retention rate 

savings 

secondary workers 

shareholders 

short selling 

socialist countries 

specialisation 

speculation 

S T M ' s 

stock exchange 

strategic trade theory 

structural change 

the percentage of eligible students going on to 

complete Years 11 & 12 in high school 

that part of income not consumed and used to 

finance investment spendii\g 

semi-silled and unskilled workers who are usu-

al ly on low incomes and in part-time employ-

ment or subject to periodic unemployment 

the owners of public and private companies' 

paid up capital 

market participants sell shares which they do 

not own. Commonly they sell 'short' at a higher 

price and purchase or settle at a lower price, 

resulting m a profit to the market participant 

'going short'. 

resource allocation is undertaken by central 

plannmg and state ownership of the means of 

production prevails 

allocation of resources into specific fields of 

production in order to reap economies of scale 

trading in currencies, commodities and shares 

i n the hope of realising profits due to changes in 

market prices 

s imply transformed manufactured goods refer 

to items such as metal products (plate, sheet, 

rolled and galvanised steel) which have under-

gone low value added processing in production 

market where financial securities such as shares, 

rights and optior\s are traded 

argument that free trade does not exist in many 

markets because they are dominated by a few 

large mult i iut ional tirms which erect barriers to 

entry through scale economies and technologi-

cal superiority. Suggested policy prescription 

is for governments to intervene and assist do-

mestic firms to gain strategic positions in some 

wor ld markets 

process whereby resources in the economy are 

reallocated away f rom low return (dedl iung) 

industries to high return (growing) industries 
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subsidiaries 

subsidies 

superannuation 

tariffs 

technology traiufer 

terms of trade 

The Diamond 

the level playing field 

total quality management 

trade barriers 

trade ratio 

whol ly or parUy owned branches of a parent 

company which may be located offshore 

cash payments to domestic producers designed 

to increase domestic supply and reduce prices 

in order to protect them f rom foreign competi-

tion 

provision out of current earnings for retirement 

income paid as a l u m p sum or as an annuity 

taxes on imported goods, designed to raise their 

landed prices and therefore give domestic com-

peting industries some measure of protection 

usually associated w i t h direct investment aiKi is 

the exchange of new production techniques and 

expertise 

the ratio of the export price index to the import 

price index, expressed as a percentage 

the four Actors in Porter's v iew wh ich deter-

mine a f i rm ' s competitiveness: firm strategy; 

structure and rivalry; factor conditions; demand 

conditions; and related and supporting indus-

tries 

a situation where a l l enterprises face the same 

competitive environment through the wi th -

drawal of privileges to firms previously advan-

taged by protection or exemption f rom taxation 

liabilities or the real cost of raising capital in 

financial markets 

adhererKe to a set of guiding priiKiples by 

management in an attempt to raise and main-

tain high levels of business efficiency, profit-

ability and and managerial practice 

any art i f icial impediment to free trade between 

countries such as tariffs, quotas, subsidies and 

voluntary export restraints 

the ratio of the value of exports plus imports of 

goods and services to G D P expressed as a per-

centage 
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GLOSSARY 

trade union 

tradeable goods sector 

training 

transaction cost 

transfer payments 

turnover 

T W I 

unemployment 

Uruguay Round 

vocational education 

vouchers 

wage bargaining 

wage demands 

wage determination 

a group of employees who join together to in-

crease their bargaining strength in relation to 

negotiations over wages and working condi-

tions 

economic sector that includes export industries 

and import competing industries 

the development of certain skills , knowledge 

and attitudes to enables person to perform a job 

cost of actually doing business 

social security benefits funded through pro-

gressive taxation and transferred to low income 

or zero income beneficiaries 

price times quantity sold, or value of trading 

over a certain time frame 

the trade weighted index is a measure of the 

effective exchange rate for the Australian dollar 

against a basket of currencies weighted in terms 

of their importance in Australia's trade 

a situation where the demand for labour is less 

than the supply of labour causing some labour 

or other resource to be idle or unemployed 

latest Round of G A T T talks on trade liberalisa-

tion commenced in Uruguay in 1986 

a system of education that indudes on the )ob 

training and equipping of students wi th skills 

required in the labour force 

expenditure coupons which can be used by 

consumers to pay for unitsof a good they choose 

to consume from a range of potential suppUers 

process of direct negotiation between employ-

ees and employers over wage levels 

claims by trade unions for increases in money 

wages 

process by which wages are set in the labour 

market wi th or without the involvement of third 

for t ies such as trade unions and centralised 

wage-fixing authorities 
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G L O S S A R Y 

wage differentials 

wage explosion 

wages 

work practices 

work value principle 

working poor 

zero sum game 

differences in wage levels between workers ac-

cording to occupation, industry, gender, age, 

country or some other variable 

situation where wage increases leapfrog each 

other leading to wage inflation 

factor return to labour for its contribution to 

production 

particular ways in which work is organised in 

enterprises between workers and management 

wage determination criterion based on the rela-

tive value of work performed by an employee 

theory suggesting that smgle low income fami-

lies are Uttle more affluent than those on social 

security benefits 

those who gain do so at the expense of those 

who lose, so that the sum of losses and gains is 

zero 
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