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EDITORIAL NOTE

This is the third book in & series which reconds the procesdings of o National
Economics Teachens' Conference organised by the Beonomics Education
Resource Centre.  Economios "5 was held ot the Ramada Hotel in Surfers
Parndine over July st and 2nd 19931

Eleven papers were presenied o the conderence by soonomists and
educaion under the theme of Cresting Competitive Advantage in Il-I
W, The progmm’s theme oxamibned the notion of

by Michael Porter, hhlﬂﬂﬂﬁhﬂhmmh
fuge of Natioms (1990, Macmillan) Each conference spesker applied the
conorpt of competitiveness tos partcalar fscet of the Australian economy in
highlighting ways in which Australia might achieve and maintain & greater
level of internationsl competitiveness in its relations with the world

I aen indebied to all of the speakers who pave peonission for their
papers to be published and for their co-operation in diealing with matbens of
consistency in style and presentation. The quality of the coment and analysis
i indewd a reflection of the suthors’ sttention to detall and their sxpertise in
the topic aress treaied.  Ecomowics %3 Confermce Proveedings s thus a
valuable rollerton of resdings o secondary wachens of sconomics, s
denis and librarans

| wish to thank Andrew Davies lor ha creative and technical expertise
in preparing the manuscript for publicatson. My thanks musi slso go wo
Maree Seage for her assistance in running the conference and 1o the stali of
the Ramada Hotel for their efficens and friendly conderenor organksation.
Above all [ wenild like to thank the 10 or so leachers from all over Australia
whiy attended the conference, and the resounce exhibiton wha gave their
sipport to the conference exhibition. Many of the inierstate attendees were
able o come to the conderende because of tavel grants made available by the
Jahn Bonython Lecture and Scholarship Pund of the Centre for Independent
Studies.

Finally [ would ke to sckbowlsdge the considerable financial siippart
of the Australian Stock Buchange, Com-Cols Amatil and the Austraiian
Hapkers' Association in sponsoring Econonis 93

Tim Riley

Dhrwcior
The Beonomics Education Kesounoe Centre
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INTRODUCTION
TIM RILEY

The Boonnmmis 90 Conference foousssd on both the theoretical and policy
imiplications. for Australia’s economy of Michael Forer's mfluential boak.
The Competitive Advamtagr of Matioms (1990, Macmillan) The ebrven conder-
ence speakers were given the challenging taak of relating their specialised
topic presentations to the conderence theme of “Creating Competitive Ad-
vantage in the 90", Whilst many of the papers concentrated on Australian
trade issues, others were able 1o develop ideas about the notion of compets-
tive advaninge as applied o felds mach as education, wage delormination,
econotibe refarm and inoome distribotion

Caralyn Gralnger in opening the condermor. spoke about the rode of
education in & competithee ecinomy and the challenges liang teachers in
prepanng, thelr students for an incressmgly mtermationalised Asstralian
econaty. Hei maln message was thal whilst educational reform is presently
lashionable. we must be oarehul not o blame sducsthon alone for our poor
economic performance. We alio need o think oriticlly about whether we
wand & brosd based, peneral education sysiem of mave o 4 vocational
education model, such as that evident in Cermany

With the piibsliestion of his best selling books Competitioe Sty (1980)
and Competitive Advantage {1965), Michael E Porwer of the Harvard Business
School established himsell as one of e world's leading authorities on
errpetitive sdvaniage He has constructed & new parsdigm which attempls
b0 explain wihy some Firma, indusiries and nations are mone competitive than
others in ghobal markets and what factors underlie this phenomenan

Professor Peter Lioyd (Uiniversity of Melbournel, a respectod expert on
trade bsue. discusses Porter's theory and its implications fod Australia’s
trade opportunities in Asia. The new paradigm stresses the behaviour of
imsdivicual forens i condrat 1o the tradithonal theories of comparative sdvan-
tage which smphasise endowments of land. labour and capital as the detes-
ity of & country” s relative costs of production. In Porter’s view Thene are
lour factars which determine a firms competitiveness: firm strabegy; strie-
ture and rivalry; demand conditions; and related and supporting industries.
He calls these four lactors ‘the diamond’.  Professor Lioyd angues that
despite Australia’s natural resourcr endowments, it has failed 1o participate
i the boom in world irade since the 1960

Associate Professor Doug McTaggan from Bond Uinsversity pumues
the notion of competitiveness by grving several definison of the conaept
and the maim ways by which competinveness can be messared
and comparing resl unit bbour costs snd the T based real effective
exchange rate.  His magpor conchusions are that keeping inflation low and
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allowing the exchange mte (o loal free of intervention by the Reserve Bank
are vital sirms of monetary policy if Australia is to maintain competitivenms
in warld trade.

Gary Banks from the Industry Commission looks at the role of
microsconomic reform in impraving the operation of product and aoor
markets ss well as raising the efficency of government trading enterproes
These are the crocial svenues of economic reform for mising the competitive.
news of Australian industry He ctes many examples of comsumes berefits
such s lower pricm. improved service, product innovation and betier
iechnology which sucomsiul microeconomic reforms could schieve

Case studies imining aned the capial market) of srpor sucress are
presenied in papers by Roger Harding (BHP Awstrabia Coal) snd Adex Frino
(University of Sydney! Roger traces the early devekoprment of BHI" s coal
minkng activities and the company’s commitmend to remaining one of the
world's leading cval exparters by adopting quality assurance principles and
developmng, an industrial relations policy condocive o achirving on-gomg
productivity improvements. Alex’s paper outlines the vital role played by
the Australian Stock Exchange (ASX) in mobilising both equity and debi
finance for investment purposes. He discusses st length the deregulation of
the ASX's operations in improving the operating efficency ol the securities
incdustry

Day two of the conference loatured papers presenied on mberactive
teaching sirsteghes, business-rducation linka. labour market reform. eco-
nomic reform in Bastern Burope and Chine and the changing pattern of
incomme and wealth

Ted Hook from the University of Queensland tssues a challenge 1o all
teachers to establish mantually benefical business-education Links between
their school and a business (ocal, state or nathonal) or industry group. He
discusses the Business Council of Australia’s NIEF (National Industry Bdu-
cation Forum) initiative and the implcations of Asstrale 2500 for future
tremads im eefucaition.

Lyle Kidkowood's Inicractive Teaching Strategies” explaine the me-
chanics of using strategles such as 'find your other hall’, and highbights the
addvantages and dissdvantages of using such strategies in the dassroom.
Other strategies discussed include “jig-saw grouping'. hypothesising, mak-
ing collages, using charts and varous simulation games Interactive simie-
phes provide one of the important means of helping shodents (o think
creatively i an incressingly competitive word

Ome of the key aress of mohorm is the abour market.  Prolesor Rod
Treyvaud (UNE Morthern Bivers) explains the distincton between the three
major models of enterprise bargaining He argues that Australis's mult-
tactor productivity has stagnated since the 1980s and that enterprise bargain:
ing, under Accord Mark V11 s not likely to improve the performance of

il FEDMRICY 11
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Ausiralian industry. Chearly, until there is & resurpenor in imrestmend,
productivity gains will continue 10 be sourced from downsizing of labour
forves o Uhe evberprise bevel

In contrast 1o Australia, economic neform in the lormer command
roonimies of Eastem Burope anad the Soviet Union s o hige iask. D Gary
Chittick (Queenaland University of Technology) examines the difficulty of
tranaformation to a market econoomy and the robe that Wetern assistance
may play in the process. China’s reform process is well under way and Dr
Chitthck argues thal there are many opportanities for Australian trede in
Auia.

The distribntion of the gakna from trade or improved competithvemess i
dependeni ppon the size of the gains and how evenly they are aproad
throughout the Australian community. The Univenity of Queensland’s
Associsie Professor John Mangan presents evidence of increnskng inoomme
inoquality in Aosiralia This is because of specific labour market changes
eg the working poor} and the presence of labour market bysierids {ihe
tendendy for long term unemployment bo star from a bigher base with cvery
recessienl IR addition to thess lanom, the provess of sonom reformn
including internationalisation will lead to some labour displacerment bul
creale mare employment opportunites in the long run. The question for
pobcy makers (s o envure that the galms from enhanced competitiveness
filter down to those displaced by the reform process.

Econpmucs 93 Conferemor Procesdings is an interestirg and useful collec-
thion of papers for leachers and students of economics becase il applies the
roncept of ‘competitive advantage’ 1o the Australian experience. [ is this
link betwern economic theory and the real soonomy which makes the study
and esching of sconomios such an ewciting and challenging endeavour
M ational conferences are abso imporiant vebisces for bringing together lemch-
s and econcmists who can fecus on rational ssues. anmon 1o stske
curricilums. The final positive festure of this collection is that it is a
sumerrary of the major issues affecting Australia’s trade in e 19905, partios-

larty trade with the fast growing Adan region
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THE ROLE OF EDUCATION
IN A COMPETITIVE ECONOMY:
CREATING COMPETITIVE ADVANTAGE
IN THE 905

CAROLYN GRAINGER

ACTING DEPUTY DIRECTOR-GEMERAL
OF EDUCATION [RESOURCES] IN CIUEEMSLAND

Carelyn Oruinger i the Acing Deputy Direckr Geneol ol Educofion
[Rescurces) in Gueenslond  She has oho been he Review Manoger of the
Public Seclor Monogemen! Commision tince 1990, reponuble lor #a
managemaent of leams mvohwd in the organisation ond funcicnal reviews of
public secior activifies. Corobyn han oluo held the posttions of Deputy Direcior
of Manning and Evaluation in the NSW Trecswry || #89-00f, Manoger of
Services in the MSW Deporiment of Planning [1787-89) ond
Exsculive Ressarch Offices in the N5W Premier’s Deparimenst (|98 1-84).



THE ROLE OF EDUCATION
IN A COMPETITIVE ECONOMY:
CREATING COMPETITIVE ADVANTAGE
IN THE 908

CAROLYN GRAINGER

In & rocent article in The Australion, I*. I* MoGuinness expressed forcefully his
wiews on the failings of education to contritrute to the well-being of Austmal-
ian socety. MoGuinness daimed:
Just about all the problems of this country - eoonoinde, social and
maral - can in the last analysis be traced to a single source  the
wducation systems. This has over the yvears become infested with
mich & mumnber of seli-serving and time-serving mediocrides that
education, training and resesrch are stifled !
While most Australiars woukd have some reservations sbout the elficacy ol
the education system, it is unlikely that they would demonise sducation as
the sols caiise of the decline of dvilisation as we kinow it They might suspect
that the eronomic, social and moral problems of this country have more
comrphes origing and reguire mone subthe analysis than are described in the
fulmimations of & lpsed Marsisi economist tumed professsonal skirrer.
Nevertheless mosl Ausiralians would share with MoGulnness én abidimg
fmith in the power of the educstion systiem o sel an ndividusl and & nation
on thee path of righieousness, whether that path be economic, social or moml
Such faith is tooching. But as with most artiches of faith, it in & Bxed,
bright-colouned, two-dimensional version of multi-layered. shifting reali-
then. A the very least, the assumptions prople make about the power of
education to cure the ilis of individuals and society bear critical esamination.
The evidence that particpation in education provides competitive
advantage for individuals is indisputable, and has boen comprehenalvely
reviewed recently by Maglen ® Those with tnore education have higher than
average work horce participation rates and lower unemployment rides than
those with less education. Betier sducated individuals establish esrnings
advantages early in their working lives and these sdvantages incrrase over
time. Those with degrees do beiber than those with diplomas who, in tom,
do beter than those with trade certificstes. Those with no post school
certificates do worst of all. The advantage of being more educated over less
educaied is more marked amang females than males. 11 should nevertheless
be sasd that the soonomic advantage provided by education o decressing
and is Anstralia this trend has been discernible since the Sisties.
While the power of education to affect the Life-chances of individuals

a FORMT T3
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has been demonstrated, its power 10 sffed improvements in the wealth of
nathona and the channels through which it brings this power to bear are less
chear. While both Ergas (1954)" and Porter (19907 suggest that education and
training are important to econombc growth, nesther demonstraies the oon-
nections. As with most rescarchers in the fickd, the linkages are asswmed
rather than untangled. Cenainly countries such as Japan, the Fedeml
Republic of Germany, the Linited Sates and Sweden have invested heavily
in education over the years and have apparently created a competifive
advantage as & result  But the spproaches sdopted are 10 fundamentally
different that they provide little guidance 1o policy maken intent on effect-
ing ecopomic improvemenis through education
Eduation’s contribution o past eoconomic inrmations has been svali-
sied more by socal commentators than economists.  In describing the
linkages betwoen education and the economy of an indusirial
society, Alvin Talfler (1970) angues:

lnss education wiks Uhe ingendous machine consuracted by industni-
alism 1o produce the kinds of adulis it needed .. . The ides of
assembling (masses of) stucents (raw matenal) 1o by processed by
teachers (worker) in a centrally located school (factory) was a
stroke of industrial genios. . The inmer life of the schood thus
became an anticipatary mirror, & perfect introduction to industrial
society. . .
Reflections on the contribution of education o past economic developmemt
provide litlle help in determining the way forward Currestly therre is wide-
ranging debaie about the contributon education makes might maks, or
should make in cresting competitive sdvantage in & changing economy.
lronically, the present “uncerainty” comes 8l & time when government
efforts to mpand educstional serviom have been profound.

Recent Trands in Educotion

The decads from 1962 1o 1992 marked & rapid increase in participation in
formal edumntion. More and more youth remained sl school beyond the
post-compalsony years. Year 12 retention rates rose above 70 per cent. Full-
tme participation rates for the 15 to 19 year old cohort moreased from 46 per
cent ko 56 per cent. The number of students in higher edsmation inreased
from 341 390 to 559 365, an incroase of 64 per cent. The number of students
commencing undergraduate courses thcreased by 68 per ol and there was
& &1 per cent increase in course completions. Because it ks o relatively Tree”
education system the increase i government funding has been substantial

Incressed spending on education was jstified by referenoe to equity
cormiderations but such conaidierations skl within a concern for the commaon
good and the national interest. in particular the nation’s etonomic inbenest.

FUONm ¥ 3
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Porter, Lingard and Knight (19937 angue that because the Australian stale
has tmben on thie role of ensuring sconomic restructu ring and greater produc:
tivity’, all secters of education have been re-configured as 4 crucal compe
nemt of that economic agenda.

Unitil recent tmen, comments from the business comemunity on the

mu-mmhmnmmc“mm
despiie Agitation from the buskivss community bor edumtion reform, mem-
bers of the Committes

were particulary disappointed (o find that submissions [rom em-
Ployers and employer groups comtained no definkbive satemenis of
the standards they require. (First Interim Rejport 8.4)
This negativiry continued through the 1960 a8 i evidenomd by an article in
the Bumnes Reotre Weskly of 15 May, 1987 where it was clalmed
while what business has to say on the negative side is clesr enoigh.
i is stil]l hopelessly imprecise about what it wants from education
and how it thinks the systern can best produce it

Tirres hirve changed.  Buainess throughout the workd has fimally got an act
togrther. Whether it is the right act or not remains problematic In Britain,
the reform process s being driven by the 1991 White Paper Ediscation and
Traissing for the 215t Century. In the United States an agrnda was established
by America 20000 The President's Edwcation Strategy, which outlined new
directions for education and tmindeg,  In Australis the work of Fon,
Deveson, Carmichael and Mayer provides the dnive hor radical new dinec
T

In all countries, the ssues ddentified and the sobutions proposed ane
remurkably similar. These reports bear tesfimony fo what Finn (199
describes an:

the shared beliel that international econoemic competitivenss, as

well a5 domestic social well-being. is increasingly dependent on a

ration's ability to produce s well-trained, flexible work foroe and 1o

develop enterprises which enable all employess at all levels o

contribute b thei full potential”
Whale there s grneral agreement with this proposition, there s no consensus.
as fo what this means in terms of policy prescriptions. Nothing itustrates
this lack of consensus more vividly than the diametrically opposed ap-
proaches adopted by the two post-war ecomomic miracle economies, Japan
and West Cermany



EDUCATION 1M A COMPETITIVE ECONOMY

The loponese and German Models of Education

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

for vocational specialisation at any level of education, particu-
larly school -kevel education. In Japan, the emphasis in schools is on a broad -
based, general education. Such an approach = in harmony with the de-
marids of the labimer markel bevass employern are concermed with o poten-
tial employes’s willingness and ability o learn on the jpb They are not
comeermed with whether or nol the employwe has specific vocational skills for
ot least (w0 remsons

Finst, they believe that if the potental employee has an appropriate,
browd education then the skills and knowledge will be soquined mpidly
Second, they brlicve that today's skills and know ledge will becomme obsolete
very quickly, Ceriainly the Japanese government is commitied to the
attainment of high bevels of training and skills, but it bs the responsibility of
Japanese industry 1o make such provision. [t s not the responsibilicy of the
schools. The responsibility of schools is o provide a brosd-based, general
education which serves as the foundation for hutisre traning and re-Lraining,

On the other hand we have the approach sdopled in the Federnl
Repubbic of Germany  n Germany grest emphasis is placed on vocstional
education and training as parnt of school sducation. About hall of the age
cohuor proceeds o Years 10.and 11, with approcimately 30 per cent continu-
img to Yeurs 12 and 11 Approcimately 20 per cenl enler lertiary educstion.
More than 65 per cent of post-compulsory schonl students enter & system
which offers wocational education. This voostional eduation usually in-
valves three days 8 week on-the- b training with the remaining time
devoted 1o attendance at vomational schools.

Im Germamy, it in a national objective that every penon enlering the
labour market should be ocoupationally compeient and qualified either as 2
skilled worker or as & graduate from higher education. For the 10 per cent
who have ol decided on & voabion, Lhere afe vanious one-year pre-yoos-
Bomal opurses by high schools or vootional schonls. Thas
bl is iy Ediscation, or educathon phus training. up i the sge of T8

Until recent tumes the Australian spproach to education and the
economvy had much more in common with the genenal education apprach
adopted by Japan mther than the German model  The idea of early vocs-
tiomal specialisation that we find in Germany was considered inappropriate
for Australiana.

Mew Directions in Austrolion Education

The new directions for Australisn ediucation were st signalled by the
report titled Youmg Prople's Particpation in Post-Camgaisory Educston amd
Traistingg (the Finn Report). The Finn Repon recommended:

HONRNRT T E ]
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*  thr establishment of target retention rates over the i several yoan

The directions recommended by the Finn Report have been supponed by the

Employment and Skills Formation Council repart on the Australian Vocs-

tiomal Certificate Tratmmg System (the Carmichael Report).  The Carmichael

Report advocated, in sddition to the above:

*  acompetmnoy-based educstion and treining sysiem;

*  mecognition of prior leaming and articulation; and

*  credit transfer 1o higher bevels of competence as defined by the Austral-
hn Standards Framework

The prah towards “a convergenor of voostionasl snd general education” is not

withou! its danger, particularly if general education s truncated too early.

Moreover if i Empartant that conceptual cdlarity be ssiablished. Maglen

(19937 draws isnportant distinctions between:

*  compulsory and post-compubsory education;

+  peneral and vooational edudation,

*  pr-employmenl eduction and employment-related trainkng. and

#  pemeral and specific training.

While e finds that voostional education has more employment and esm-

ings polential than general education, he also makes i cear thai the broad
ierm ‘vootonal education’ bandied about in the current debate B both
oversimplified and potendially misheading,
He sayn:
"Vocational courses that keed to degress and to the professional
occupations are better in this respect than those that only come up
with ceriiflcates, and these in bumn have & betier record than trade
qualifications . . Those who would wish o direcy more siudenis
inio TAFE programs have a lot of convincng o do . .".*

In the s atady, e Fencds alao Dhat:

*  the direct gvidence of the contribution sducational expunsion can
maks to fmproving Australia’s competitive posithon is wesk and
inconchusive,

*  there is conslderable 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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the performance of the Australian econamy over the period of
sustained educational expansion . . & particularky

of education and training that economically sccessful nations
have schieved, and the less sucoesalul ones have not, such that il
the latter were able to match the formar. they todo wirul be sscoess-
ful

He argues further:

It would appear much maore efficient, and in the end, much moe
equitable if ressurces were diveried b

improving the quality of kower levels of educaton, to mising the
basic standards of education reccived by all young prople, espe-
cally the average and below avernge students at the primary and
secondary levels, and

developing much more thorough, well-stroctured and properly
supported employment related trakning programs.

He conchides thai:

Ersuring that all young people are thoroughly grousdesd in the
fundamental cognitive skills of lieracy (including these days com-
puter literacy) and numerscy. and have o sound knowledge of the
history and grography of the world in which they bve, stc  must
thereiore be the major oonitribmtion sduction can make 1o produc
tivity.

In thelr joint submission 1o the Finn Review, the six mding employer
organisations in Australia argued that the principal role of schools should

not be to provide oooupetion-specific skills  Rather, schoals should be

concerned with

strong levels of competence in lteracy and mumerscy.
analytical thinking and problem-solving abilities,
crvative and expressive lakends;

personal qualities of responaihility, initiative, creativity, adaptahility,

co-operativeness and sell confidence

The Finn Report (1991 itsell agreed that:

school aystem fo provide young people with a loundation of hassc
akkillls and & rarge of brosd shills and atiribubes which sre generally
relevant to the world of work without being ocoupation- o idus-

try-specific. (Page &)
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The first in that educatson is & universal panaces for what ails us There
is nn doube that it is & potentially powerful influence on society, helping to
ahape our perceptions of ourselves and of what is right or wrong in the eves
of sockety. helping to fit us for the workd of work and helping us to become
functional in sockety. But, to confine these remarks salely to the sconomic
influence. il is far from proven that educstion abone can wark the miracle the
policy makers seci.  There s an equally strong case 1o be made for the
proposition that the most effective strategy for economic Improvesment in
Australia would be compubsory retraining for all senior managers - though
one muast doutst that thia presciption would be greeted with much enthasi-
Lk

The second proposition is that education should become mare “vocs-
Honal' and less general  Here there are several pitfalls.  As Maglen has
shown, the very Lerm covers a specinem from s TAFE certificate in hyglens
0 & posl -graciaate degree in brain surgery, both admirable in their way but
hardly comparable in their contribution io the economic well being of the
Individual and of sochety.

Ancither danger is that, like the generals who notoriously train their
armies io fight the lisl war rather than the next. oiar palicy malkers will train
our youth for the ind ustrial revolutions of the mid-twentieth century hatead
of preparing them for the unkaown demands of the twenty-first. Despite the
nostalgin of Carmichasl for a workd ol firm-jaowed worker heroes with large
spanners in their hands, the evidenor of business and industry is that they
fanvonar gemeral siills and attitudes of understanding and co-operation.

Thwe German tratmng modiel which so sntranced Carmichae] originsiod
in the nineteenth contury Il conalstently produced workd-beating heavy
industry and military foroes. Funded lavishly by the USA after World War
Two @ a counterweight 1o Soviet Russla, German industry and i work
force contimued o perform superbly in its traditional fields. One may
legitimately question, however, whether the German tradning model that
Carmichael saw would be sufficiently sdaprabie to cope with the demands of
B Pwrnty-firt oentury, post-industrial, information-orimmied society. Thin s
not to question the ability of Germany and German sducationists (o change.
but rathe to question the suitability of an old model for today's Australia

Let us therefore value education, but not bulld & cargo-cult sround it
Let us value it as the primary system for soclalising our youth, without
expecting it 1o do everything thal we as individuals and ss a society should
be doing Let us regard i@ neither as our philosopher's stone nor our
scapegoat. And bet us finally bear in mind that education should give our
childrn more than a glimpare of the lactory bench. I8 should give them a
witnudowr to the world.
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AUSTRALIA'S TRADE OPPORTUNITIES IN ASIA
PETER J. LOYD

Austrolia’s Troding Problems

The internationad trading problems of the Aucstralian economy are con-
standly in the news. The general imprwssion is that the international trade
sector of the econainy is performing badly and the conchusion 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 assistance o the producers of tradesble commodities. We need further
diagrumis of the problems and a carehul assessmeni of thetr ceuses and ihe
prospects for nternational trade before any recommendations to changre
guvernmeni policies ahoulbd b conuldered.

The Hest set of problems which receive much attention are the increases
in imports of certaim products, chiefly import -competing manuiscturing in-
dustries such as the clothing, textiles and footwear and the motor vehicke
groups and the associated probiema of reduced employment in these mdus-
tries. These problemms are very real though there b ample scope for disagree-
ment aver ihe cimes. | will return to this issue ot the end of my paper

The second important problem is the chronic balance of paymenis
problem.  Australia has been a net borrorwer for most of the period since
European settlement In the two decades of the Sisties and the Seventien, the
deficit on the current account averaged 2.5 per cent of GDP but since 1980
B1 it has never fadlen below 3.0 per arnt. The forecasts for the curment year are
about 4 per cent which, if realised, will probably be the largest among all the
OBECDeountnes. These scrumulated deficits have aused a sharp incresse in
the external debt to GNP ratio which has become the fonus of national debate

The thind problem is the least well recognised. This is the low ratio of
intermational trade o GDP This is most commonky mensured by the radio of
the valie of exports phus imports of goods and services o GDP, expressed as
A peroentage. [n 1991-92  the mtio was 353 per cent for Australia. Mow ane
expech, for & country which s well endowed with natural resouiroes and
more remole from the major world markets, the ratio to be lower Lhan hose
of most ather countries but this ratio i the lowest trade ratio of all the OBCD
mounmes  Moreover. the Australian ratio was constant throughout the
period of the 60s, 70w and 80s, while that of almost all of the other OBCD
countres climbed rapadly and conssstently. Australia has failed to partic-
pate in the boom in world trade that has been going on now almiest without
interruption for more than theee decades.

The last feature is the most imponant because il is a fundamental
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determinant of the average real incomes in the Australian economy  Trade
liberalisation or free trade, and halanced or unhalanced trude are ot objec-
tives of national sconomic policy. They are polickes which are imporant
only if they enhance the natbonal economic performance i raising our
agyregate real incomes and achieving a more desirable distribution of these
ncomes.

Trade liberalisation improves the long run performance of the
economy by allocating resources io more produclive ares and increasing
competition in the economy. The slow growth of international trade has
been assoctated with a rate of growth of real GUF per capita which has been
low in Australia over the last decade, relative to most other OBCD coun-
tries and relative to our more favourable performance in the preceding
three decades. Part of the poor irade participation is due to the fall in the
prices for wool, wheat and many of our mineral expons that have been
depressed in the current world recession and our commodity lerms of
trade have trended downwards over a longer period. But most of it is
attribuisble to ihe bardiers 10 rnde imposed by Australia, enpecially 1o
trade in manufactures, which has been the booming arm of world tade
lalong with services) and which has been hravily protected in Australia
until the cuts in tariffs and quotas begun in 1988 and 1991, and also the
barriers lo our exports of agricultural and mineral peoducts.

Samilarly, the defacit on ihe current accouni ks importent not because of
its nize of any argument about the ncrrase in payments @ service the debi
bt becaiise it reflects the lomg run performance of the macroeconomy. The
current acoount deficit reflects & macroeconomie imba lanos betwen inoomie
and spending. When the current sccount deficit is 4 per cent of GDF, it
means that for every §100 spent by [he whole nation on all goods and servicos
# is financed by barrowing oversess or by selling off natonal assets rither
than using our national income. This is & sensible policy if the borrowing
increases mir productive capacity and thereby geierates sdditional income
which can be used to repay the net borrowings  Unfortunately, the increase
in net Aational borrowing sinoe the sarty S0s has not been assoctated with an
incTeane in the rate of crpital formation and indeed this has trended down:
wards, sapecially for private soctor investment.  Thus we have used the
incTeane (n et bertowing (o increase current spending by the private and
public srciors.

These three features are related 1o cach other, As an mample of these
interrelationships. many commentators observe that lowenng the trade
barriers incresses the import competition and the strucieral adjustments
imposed on iMpon-competing activities, and i incToases agETeRAte IMPons
and thereby contributes 10 our balance of payments problems.  Trae but
thiewe are the proximate effects only  An incresse in the balenoe of payments
deficits by isell will put upward pressure on the exchange rate. which will
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then reduce the levels of some myports and boost those of some exports. L
there is no destabilising speculation o foreign exchange markets or changes
in the conditions of demand and supphy for international capital movemmenis,
a lowering of import trade barriers will boost both exports and imports
withoul changing the balance of payments. (Il will, however, cavse strugc-
tural sdjustimeni problems lor some industries as resources do not move
emsily From ore st of sctivithes (o another )

What then is the ultimate couse of the balance of payments deficits?
That is. what is the couse of the increase in national expend iture over national
income? There are several possibilities. One is recessdon but this is not
plausible as the recession i clearty depressing aggregate national expendi-
ture including imporns of goods and services.  Another is the decline in our
terma of trade on world markets. This contrilmates in the shont run but in the
kong, run id goosds and labour markets as well a3 foreign exchange markets are
remscnshly flexible they will encournge the shifts of resources and restore
balance of payments equilibrium. Che candidate bs the liberabisstion of the
a change in governmen! policles independent of other trade events and
policies, an eawgenous event m the language of economio, which caused an
incTeass in capital inflow &5 Australia was regarded by overieas (hvealon as
@ secure and attractive location for o term investments. | shall return to
ihiis Ui Liter

The st crvproriaind mplicatoon. of these changes is Uhe urgent need 1o
adopt policies which will indooe a higher rate of growth of real output of the
Australian sconomy.  This wall allow us to absorb the lange pood of unem-
ployed and underemployed resowrces in the coonomy, as the government is
currently anguing. including those who have broome unemployed in indus-
tries mabject 10 reduced trade protection. (This poal of underemployed
resournces can be kooked upon as a potential contributor to this growth if the
right policies are adopted ). Higher growth will also allow us o repay past
borrowings and perhaps to increase the debt further  Most inportantly,
mwﬁhm&;hﬂhhmﬂm;ﬂﬂu
groater cholces it brings for the economy in the ways in which higher output
may be spent: for esample. in maintaining or improving the quality of the
environment

Caradhually im recent years there has been 2 growing recognition that too
much of thir fecus of econotic polickes has been on the short lerm manage-
meni of the ecomomy and that the short term macroeconmic problems are
related o the poor kong term performance of the economy. W musi increase
the priority given o growth-inducing policies  There has ot been a magor
Investigation of the growth performance of the Australian economy since the
Vernon Committee Report of 1965, | shall consider the ssue of competitive
nurss andd trade policy and the role of Asian markets from this perspective.
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Whare are the Lxport Opportunities?

Mo sconomist should atempt to predict where the growth in exports wall
occur. The essence of a market coonoey is that the actual pattern of exports
will be pelecied by market agenis and it s foolhardy for s economial to try
lo secund guess the many changes in market supply and demand  However,
one can make general observations aboul trends.

Trends in Commoditias

The corrumodity trading pattern of Austrilia i, by comparson with all other
OECD couniries except New Zealand, peculiar. Australian exports have
abwayn been and still are domenated by agricultural and mirersl

that is, by primary products. In 199192 primary product scomnted for 62.7
per cent of the total value of merchand ise exports (see Department of Foreign
Affairs andd Trade, 1992). This reflects the lange endowiments of land relative
1o caputal and Labour resouroes. Mamfactires andd especially what ane called
‘elaborately transformed manufasctures’ have grown more rapidly sinoe the
early 1980s. Moreover, in 1991-92, &1 per cent of the total primary exports
were ‘unprocessed”, that is, requiring little or no processing. Thus 38.4 per
cent of total merchandise exports are unprocessed agroaltural or primary
products. This perorntage is lower than it was a frw year ago buat it is still
amazingly high for a high income country

Orw should evamine the iotal trade in goods and services because thers
is no reason to give preference to trade in goods over trade in servioes. In
1991 exports of services were 204 per cent of total Australian exports of
goods and services, compared 1o 203 for all industrial cosntries as & group
(IMF, 1992). Thus the specialisation of Australia i unprocessed primary
products i equally true of the total trade in goods and services.

This pattern of export specialimation is 4 pan of our trsding problems. 1
has reduoed the opportunities for participating in the rapid and sustained
growth in world consumption and trade over the last three decades. The
GATT ealculates the growth in the volume of warld sxports by magor
jproduct groups. Over the period 19831990, world exports of agricultaral
products grew at a mere 2 per cent snnum compared to 4 per cenl for mining

and 7.3 per oond for manuischures (GATT, 1992a)

The alow growth in the volume of trade tn primary products is due o
two lactoes. the shw growth of world consumption and ihe severs restric
thons an warld trade in both agricultural and mineml products. (See Lioyd,
1993, pp.  D26-229 For further discussion)  The former s being partially
addressed bry the current Uruguay Round of negotutions under the segis of
the GATT. Even if this is sucoesshul in reducing the border harmiers o world
trade and the export subsidies which further distort this trade, the former
factor of the rate of growth of consamption will be the main determinant (n
the long run of the sxport possibilities for this product group. Lower trade
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barriers will give 8 once-for-all boost to exports only.

The specialisation in primary products has a second adverse effect on
Australan trade. The commodity terma of trade for Australia uctuste
anmually to a much greater extent than most OBCT) countries, primarily
bBecause the prioes of our primary exports are mone volatile but also signifi-
canily because these price fuctuations are positively comrelated with cach
other and not offset by Buciustions in import prices.

Australia miist pul mauch more emphasis on the development of noi-
primary products if i is bo share in the growth of internstional trade and
gains from trade. Owver the last five years or 80 Australisn exporis of
manstisctures have grown rapidly relative to both our historical recosd and
1o other OBCT countries. The exports of so-called ‘elaborately trmnaformed
manuifsctures’ (ETMA) have revorded the fastest mile of growlh i reoens
years. They grew by 128 per cent in the 1991-92, following a growth of 213
per cent in 1990-91, and now constitute 14.5 per cent of total commodity
exports of Austrabian produce compared to only 8.8 per cend sis years ago.
(Ser Department o Foreign Affairs and Trade, 1992 for details )

In s recent forecesting merciss the Bureto of Industry Bconamics (BIE,
1952 forecast that the vabue of manulacturing evports would increase by &7 per
cenit over the five years I'F0-91 o 19596 The nsthest growith th manifsctiur-
ing exports would ocour in high-technology industry, including information
industries, alrcralt and parts, scentific matruments and phanmaceuticals.

There are also good opportunities for the growth in trade in servioes.
The world growih in service trade can only be measared in e of vabue
bocasr there are mo reliable prioe osiianes for service rade generally. Cver
the deade 1980-90, the annusl sverage growth of the value ol servior trade
w75 pet oend. companed to 5.5 per ceni for the value of merchandise trade
(GATT 1992h, Table 110 Travel and ansporiation ane two ol the sighi
product groups which the GATT (19924, Table 3) lists a8 expanding taster
than world trade generally. As them is no general rosson o belidve that the
Increass in prices for services will have been significantly greater than those
for merchandise exports, this increase in the value of service traide should
reflect & faster increase in the voblume of trade in services.

The BIE (19900 study lorecasin (hat exports of servioes by Austmabls will
incremse by 52 per cent over the period 1990-91 to 1995-96  There are
ORIt s o expart grossth in non-trad ibonal arees of servior prorvision
For eamiphe, exports of sducation servioes, which are nol reported sepa-
rately in mternational trade statistios, have grown very rapicly in Awstralia
wwer the last decde. There are opportunibes (oo ior INCTeasing (ur cxports
of medical serviors W0 overseas residents.

Trends in the Asio Region
Thee teren Al will be taken to mean East Asia, that ia, the North (East) Aslas
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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 della couniries. For
some purposes it ls useful to distinguish between the old ‘capitaling coun-
tries of japan, Hang, Kang . South Kores, Taiwan and the ASEAN cnsniries,
from China and the other ‘socialist” countries. though this distinction s
rapidly becoming lea rebevant

Thie Anian region has bwo outstanding features i this context. It has
bevome the most rapdly growing region of the world m termes of real cutput
and Fven mone s in lerens of real outgeet per capits becsisae ol low and faling
rates of population increase in the region. This mpid growth has spresd from
Japace ancd the Four Tigers (Heng Kong, South Korea, Taiwen and Singapore]
first to Malaysia, Indonesia and Thailand and mare recently to China and
Vietram. And this mir of growth is scoelerating for the region e 8 whaole
during a period when the raies of growth of the OFCT countrie escluding
Japan is decelerating, Even in 1993 the growth rtes of aggregate real output
for these countries have been predicted by the Assan Development Bank to
be approaching § per cont, compared to s prediction of around 3 per cent far
the OBCD countries.

Asia is also the region of the world economy i which indernational
trade has been growing most rapidly  Over the st twenly years the share ol
the Asian countries in world comeodity impaort trade has almost doubled
Froin under 8 per cenil al the start of the 1%960s to 14 8 per cend in 1989, the last
year for which statistics on a global basis were available This reflects the
impressive economic performance of this group of countnes.

Trade should also encompass mternataonal apital flows and trade in
technology. This Astan growth trend is even mory marked in capital Gows
becai of the rapad incriass o Lhe sorpluss of fapan end the emergence ol
surpluses on the current accounts of the balance of payments of Tabwan,
South Kores and Singapore in the late 19560s. Garnaul (19469, p. 81 and Table
4.1} nvotes that the countries af North Fast Asia are much more important in
total world savings and investment than they are in iotal world trade
becauae of thewr very high savings rates. These stanstion relate to net flows
and o the net investment in all lorms: divect foreign irvestments, portfolio
and other inwesiments. From the point of view of the link between invest-
mwnt and trade flows, perhaps the st usehul series are those relating to the
gruss oulward lows in the forem of direc nvesiment abroad. By 1900, [apan
alone accounted for 71 per cent of the reported direct mvvestment abroad in
the world economy (International Monetary Fund, 1991, Table C17)
whaetreas i 1985 il sccounted for only 11 per cent

Furthermaore. the flows of trade have boen increaning within the region,
and this preference (statistically speaking) for intra-area trading has. anlike
Europe, becoome morne marked. Consider the intra-anes share of impaos of
commodity trade  For OBCD Europe, this messure has been high and
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tendid o increase alowly throughoul the pertad, from 564 per cent in 1964
o 59 ey cemit in V987, For MNorth America, thin share s mooch lower and has
fallen from s peak of 40.5 per cend in 1 96% 1o only 37 per cont in 1988 For Asla,
tha imtm-region share of impon 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-ares ithports has alse increased ragid by throughout
the period and is now about the same as that in Burope

The incresse in intra-arss commodity irade land trade in services, in-
viestinend and technology transfers) is all the more remarkalie as this region
is the least regionalised in the sense of the formation of reglonal trading
arrangements which discriminste in trade flows and therefore tend o in-
remsr the intra-ares share of trade compared 1o what i wiould be m thear
absence  In Asa. ASEAN remains the only regional trading armengement
and there 15 none in the North Asla sub-region. By contrast, there have been
mamy arrangemenis in Burope, Africa, Latin America and the Caribboan.

There has been significant frering of trade in the Aslan region over the
last two decades. GATT (1992, Appendiz Table)l provides » list of &
countries which have underiaben unilsteral reductions in protection wois-s-
o alll tracling partners since the start of the Lineguay Round in 7986, ning of
these being in the Asian Region as defined here. These are Japan, South
Korea, China, Macau, Indonesia, Thailand. Philippines, Malaysia and Singa-
pore bn addibion, Japan has taken messunes bo Inee trade i certakn com-
madities aiter bilaterul negotiations with the US: for example, tee 1585 LIS

beel negotiations and the 1990 Stacharal

irdtative. Many of the reducions in Asian countries have been substantial
Iy cosmpariscn Lhe nion-reional reductsoms in the BC and the LIS have een
much less comprhsensive

The rapud growth in Asian trede means that there will be mone oppor-
funities for incressed exports 1o these markets, provided of course that the
Astan growth contivues. The growth in international trade has been due
proximately Lo two actor, the rapid growth of real incomes and markets in
these countries and the opening of these soonnemies to greater international
trade. (This begs the imporani guestion of whether the growth of real
incounes s itseli, a1 least in part. csused by the opening up o nbernational
traide ol these economies. ) This will provide opportunities for all commadity
proups, but the growth will be mome rmpid in services and manufsctunes.

In the Light of these irends, it bs nol surprising that Australian exports b
the Asian regeen have been increasing a3 proportion of our toisl expona.
Enai Asia (that ks, both North snd South East Asia) b now the largest regional
destingtion for Australian svports, socounting for S84 per oot of iotal
merchandise exponts of Australian produce in 1991-91 This companes o
S0.5 per cent i only 1967-88 and a much lower proporton in carly yeams
Exports to Fas! Asia have contributed four fifths of the growth in these
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since [9U7-HE One should note that our expons b Asiin markets are
still predominantly primary products and simply transformed manufac
tures. Thes, Austribls is still basically & supplier of raw materials snd simply
trafabormed maniilschires (o thiess markets.

Gisbalisation

The tevm ‘globalisation” was coined to denote the movement of capital and
technalogy by multinational corporstions around ghobal markets in order to
minimise the costs of producing the final goods and sernces and to market
these goods and services worldwide. For final goods which sre manulsg
tuired in several stages, the manufscturers can souwroe the produced ingrais ai
each stage from the cheapest location around the world. This leads 1o intra-
ndustry teade in components and materials, often nvolving trade between
branches and subsidiaries of the same multinational corparations. Much of
the expanaion of world commodity trade has been of this type of investmenl-
led intra-firm and intra-industry trade

This pattern of investmvent-led intra-indusiry trade b particularly
prominent i Aska. Pulasaks (1992) documents the growth of
trade for the Asian countries ower the poriod 1979 1o 1988, Hee aftribules this
increase (i intra-industry trade principally to the globalisation of corporte
activities, which involves sssembly production based on imported parts and
commponenits in different countries and then selling and competing on global
markits. This first ooourred from the LS during the 1980s and more recently
trom |apan and from Hong Koo, South Korea. Singapore and Talwan which
are Eanetimes known as the Four Tigers or Four Dragons.  Jlapaness snd
mawe recenily other Asian corporstons bave moved towards mare globally
integrated operations. Many of these operations have been in the Astan
region, accounting for the rapid growth of commodity trade and investemend
and technoiogy tramsfers in the Asian sub-region.  This han created 8 new
form of trede-and-investment interdepondence in the regaon.

Ui impbicathon of these trends in that oversoss investments in Ausiral-
inn-based activities can be an imporiant spor W our exports i they are
directed to activities for which there are export opportunites (ser McKinsey
snd Company, 1993, Chapter 4)

Anpther implication is that some of the growth in Australisn exports of
gosods and services will lake the place of Australian invetments in plants
offshore for exports to third country markets or back to Australia. During the
80, Australia’s main offshore aperations have been in the US, New Zealand
snd more recently in the European Communaty in anticpation of the eatab-
lishment of the Single Buropean Market from 1 January 1992 (see Business
Council of Austrabia, 1992) but the most mpid growth is mow in Basi Asia,
especially in the Spedal Bronomic Zone of the Pearl River Debta region that

borders Hong Kong
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Mary Australians complain that the relocution of mamulscturing activi-
bes offshore bkes jobs away from Austrslians previously employed in
tactories in Australia. However, one should recognise that the profis earned
and munagement incuenes are part of the exports of services and thal
Australan-produced matenals, parts and componernts are supplied Lo these
overses plants  [n any case, same of these establishments in Australia
would have closed if there were no offshore opemtions.  Furthermore,
offshore plarits may lesd 1o incremsed exports from onshone production
through the acquisition of market information and contacts and new prod-
ucts or echnologies. The McKinsey survey of manufacturing companies
showed that only 10 per omt of Australian companies which went afishore
reduced their exports from Australia. Offshore production should be keoked
upan asa part of the global chain of specalisation within mdustries.

Competitiveness

Adot ol the debate in management and government cuches has centred on the
work of Michael Forter. Porcter (1990, chapter 1) sdvances a new paradigm
ol ‘competitive advaniage’ which he sers a8 being In oppesition to and
superior o the traditional economists’ conoept of comparative advantage
‘A new theory must meve bevond the comparative advantage to the com-
petittveadvantage of the nation ’ (Porter, 19950, p. 200, His ooy sinesses Lhs
behavioar of individual finms in contras) o ke radithonal theories which
emphasise industries and e economy-wide endowments of capital, labour
and land as the determinants of a country’s relative costs of production. In
Parter's wiew there are four sctoms which determine & fom's competitive
ness:  firm siradegy, structure and rivalry; lactor conditions; demand
conditions; and related and supporting industnies  He calls these four
fnciors “The Diamaond’,

There are important differences betwern the Porter view and the theo-
ries of cormparative advantage, especially his emphasis on firm-level produc
and proces innovation and crested factors. These factomn deserve greater
nphﬁ.lwhﬂh#ﬁrmhtmﬂuhwrhudﬂn-ﬂ
the theory of comparative advantage have been exaggerated. On the one
hand, most of the Porter factors reduce to economic determinants, inchuding
the availability and prices of primary and intermediate inputs, and on Lhe
other, many of the more modern theories of intra-indusiry trade emphasise
competitive siralegies as Porter dom. Competitive sdvaniage is consistent
with comparative advaniage

Porter draws an analoyy between the rade of firms and that of nations.
Firma lose when they become non-cumpetitive and. so in his view, do
nations. The role of & nation’s industrial polcy s, sooording to Porter (1931
chapter 12), to amplity the foroes within the Diamond.
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In building a theory of inlernational competition which is more realistic
i terrna of the determinants of the sucorsses and failures of individual fims,
Porter s to kose the perspective of the whole sconomy.  International
trade is & positive sum game. not 8 zero sum game. Kragman (1991) has put
It neatly. ‘International competition dors not put countries out of business.
There are strong equilibrating forces that normally snssire that any country
remaing sble 1o sell & moge of goods in world markets, and i balanos i
trade on average over the long run, even if ity productivity, technology. and
product quality are inferior bo those of other couniries. And even countries
made beiter, not worse off, by mterrational trade

Nevertheless, lirms and journalists and others wha are concerned over
the non competitiveness of some Australian producers are esponding o
real concerns in the marketplace. One feature of greater imtegration of world
mmarkets and greater openness of national economie is that competition has
become globalised There are mare competitors in work! markets. 1t is more
Aiificult now for a country which bs well endowed with natural resources, to
take an example highly relevant 1o Australia, 1o earn substantial rents in
world markets.  And the competitors and the products with which we are
competing are changing more rapidly than ever, There is less room lor
suppliers who do not keep up with their competilom in terma of new
methods of production or pew products.
industrial Polky
In a globalised sconomy. there s less moom for governments W make
mistakes in national economic policies. Governments as well as firms are in

with sach other

Since the 19208 the centrepiece of Australian mdustnial polices has been
an burder protection for import-competing activities. This has changed rather
dramatically in the last decade. | bebleve the policy of reducing traditional
border protection is correct, though the introduction of the most substantial
cuts during the most severs recessbon the ecomomy has evpenienced sincr the
elfective way of dealing with the declining competitrveness of industnes and
it imposes substantial costs on comswners and exporiers. (For & recend of
review ol profection policles amnd arguments, see Andemon, [9893)

There s also strong pressure on the govermment fo assiat some of the
traditional export industries, such as the wool industry. A government
should not try to forestall market changes by encouraging expor mdustries
whose halcyon days have gone  Covernments should asust exporters by
removing impedimenis o soress W technologies, finance, information tech-
nologies and through export skills training rather than direct assistance to
ewpor! activities by means of industry of expon subsidin
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While there bn litle the Australian Government can do o
aocess (o oversess markets for s exponters, it will have 10 monibor very
chosely the developments in NAFTA, the ASEAN Free Trade Area and other
regional trade armangements. The growth of regional trading arrangements
is & pant of the proces of global ivegration and i not cause for immediate
alarm. Nevertheles, Australia may have to make difficult decisions about
ining one or mare of these arrangements if the Ulruguay Round does mot
resalve current dispules between the US, Japan and the BC countries. In this
environment, the Australia GCovermnment has been secking, correctly, to
avoid & choice between jpining & trading bloc based on MAFTA and one
based on japan or ansther Asian grouping of countries.

Clobalisation will also have large effects on economic polines other
than trade policees.  Indeed, in my view the mam role for government
helping efficient intermationally competitive industries lies in non-border
trade polices. Governments should promote the mowvement of resmunce
inlo mew activitis by removing barmiers 10 eniry info some labour and
product markets, allowing fexibiiity in wages and working conditions and
providing, sn environment thet iscilitsies resounce movement and allows
mew businesses to compele with evtablished businesaes. Here we can take a
leaf ot of the policy book of the Asian economies. One of the major
advaniages ol these eoonomies is thal they have genemlly puirsued policies
which promote resouwro: re-allootions instesd of reststing them and this s
particularly true. in contrast to Australia, in their lsbour markets which have
much grester lexibility in pay and working conditions.

Another major role of the government is to achieve the appropriaie
macrosconomic balance. As noted abowe, the chronlc balance of paymenis
defcits in Australis sre primarily dus o an exoess of nathonsl evpendiiuns
on Al goods and service over national output or, equivalenitly, s oooess of
Aggregate national nvestmend over sEgregals natonal savings. This can be
carnecied either by boosting savings or decrrasing Investment. If we are to
accelerate the rate of growth of neal output, i must be mainly the former,
eapecilly given the meed to improve the technologies of producing many

and services. Here | note the imporiance of interest rales. The reliance
i Auatralia over the last decade an monetary policy as the chiel frstrument
of shor-Lerm stabilisation polscy has given us high real interest rales which
discoursgs investment
A Genorul Theme
In economic analyuis things are often not what they scem. As an examgpile, let
ub rebiern b0 the issue of the elfects of the cuts in border prodection on oukput
and unemployment in the affecied indusiries [n Uhe provimate sense, the iall
in outputs and employment in these industries must be due primarily o one
of more of three causes: 8 dedline in the real ewchange mie (that is, the
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nominal exchange rate adjusied by an index of costs 1o producens i Austral-
ian relabive bo those oversess) which determine the relatbve barder prices
bedore tariffs and quotas, or the fall in tariffs. quotas and other assistance to
thess industries which lowers the relative market price of mpon-competing
substitutes, or the recession which aliects demand. Fopular opinion and
many politiciars blame the reduction in prodection sehich is taking place
under the schedule of tarifi cuts announced by the government in May 1988
and March 1991, and they attack what they see as the spurious doctrine of
“the level playing fleld”. The Federal Government blams the recession. |
am inclined to attribute this resull mostly to the reducthons in border
msistance bocouse the real ruchange mie has Tuctusied widely amd because
of the steady rise in the nport shares of the markets whereas one would
expect & recession generally 1o reduor both imgport and domestic sales.
Yet. this attribwtion does not imply that the cuts in protection should te
reversed.  The basic ermor which many make in noting the sssocation
between changes in tariffs and quotes on the one hand and changes in
unemnployment in the affected industries an the other 18 (o gnore the second
round effects which occur clsewhere in the economy. Oine needs an
economy-wide perspective.  Lower taritfs mean cheaper inputs used by
other industries and this in tarn stiralabes the profits aesd the outputs of
these industries. Mare importantly, the first rownd increase Lo im ports leads
itself o & fall in the nominal pochange rabe which in s um will stimulaie
expart activities and make Import-competing sctivities more
mhmmmmmummmm
for the adverse Fest round effecis and there is no fall in aggregate
(See Powell and Snape, 1993). Most of the increase in jobs
oorurs in the industres produceng, non-tradeable md sernce commiodities.
(This dewes not demy an increase in aggregate short lerm unemployment which
is particularly large and painhul in & period of high general unemployment )
Hetr we may nobe a connection between the level of foresgn investment
and the competitivensss of export and impan-competing sctivites. The
increase in the level of fordgn bvestment after the mid- 1980s has strength-
ened the Australian dollar in foreign exchange markets and the real es-
change rate. compared 1o what they would have been in the absence of this
increase, even though there has beent no sustained appreciation of the real
enchamge rate This has increased pressure on irmrjort-corm et g andeecport
imcduntries. Overssis wisdom & thal soonomic reforms should begin wiih the
retorms of comumod ity and factor markets sather than the financial- markets-
first strategy which Australia sdopeed from 1981
The ick of economic analysis & 1o trece Uhe ultmate cuse of olwvious
and this is not easy in 8 world in which all variables are related to
mach other and many exogenous events are changing simaltaneously. As
Krynes otserved of scomomics: Tl is] an casy subject, at which few ewcell”
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THE MACROECONOMIC ENVIRONMENT:
CONTROLLING INFLATION AND
MAINTAINING COMPETITIVENESS

DOUG McTAGGART

Internetional Competitivensss: What ls 7
Irternational compelitiverwss is 8 nebulous concept relating o one country’s
ability to compete on international markets with products from other coun-
tries. While it is usual o foous on relative costs — relative labour costs in
particular - and on eschange rates, intemational competitiveness s & much
mare cTenpre hemsive conoepit.
Michael Porter, suthor of The Campetittoe Advantage of Notions defines
compeiitivenres
"A nation's competitiveneas depends on the copacity of its industry
1o innovabe and upgade. . . Innovation can be manifested in a new
product design, a new production process, 8 new marketing ap-
proach or o new way of conducting Lratning.' pp. T3-T4
Ancther publication entitled The Werld Competitioensss Beport, published
annuslly by IMEDEL & business school in Switzerland, and the World Boos-
mamis Forum, provides 8 almalar definition:

TCompetitivenms u] the ability of entreprennn 1o design, produce
and market goods and services, the prioe and non-price characteris-
o of which form @ maore attractive package than thar of competi-
tors.” IMEDE and World Economic Forum, 1589,

The report summarises a country’s ability o compete internationally, look-
ing at a broad mnge of economic and business chamcteristios inchuding
induatrial efficency, natural and human rescurce endowmenits. interma-
thomal orientation, ajgressiveness of enterprises and socio-political stability .
Figure 3.1 on page 35 (from the Economint, fune 26-July 2. 1995) reproduces
the laiest Report's ranking of competitiveness in OECT economies. Japan
continues o dominste the feld, with Australis coming fourieenth in the
commpetithveness stakes in 1990 This renking is up from sixteenth in 1991, but
down from tenth in 1984

Nerw Zenland provides an interosting example of the influences. on such
rankings. The impact of widespresd domestic reforms can be seen in this case,
with New Zssland jumping from fifteenth in 1992 to eighth place in 1990

B is widely perceived that Australis has & problem with persistent
current account deficits and the consequent build-up of rcternal debt. Figure
A2 (page 35) shows the persistent decline in the curment acoount balanoe as a

18 Fromosics 93



MAIMTAINING COMPETITIVEMESS

proportion of GDP since 1970 Australia’s external position has declined
relative to workd standards o the evienl that m 1953, Australia acoounted for
16 per cont of world export trade and mnked eqghth among workd trading
mations. But by 1986, Australia scooumted for ust 1.1 per cent and had fallen to
bwentheth position.

Increasing import persetration into domestsc markets, a3 shown by the
imvports 10 sales ratio in Figure 3.3 (pagr 36, i often cited as further svidence
of the decline in Australia’s intermational

To address the external debt problem, either imparts as a share of GDP
for sales) must be curtailed and/or exports as a share of total production
muist be incrrased  These outcomes apparently can be achieved either by
direct government infervention or by voluntary responses by domestic
maniilaciuren io marks ioros

Direct government intervention can mean ol her restrictions on mmports
or aid to exports. The former bs o discredited policy having been puriued for
many years with perverse outormes. Bather than using the protection from
immpaorts to lncrease domestic market shane and build this hase froem which to
lsunch an export drive, domestic mamafichirers used the pratective harriers.
as & ahield from international competition and shunned the kdea of becoming,
intermationally competitive

Providing direct subsidies 10 exports s alio a potentiaily dangerous
polbicy mmﬂwammﬂm“ﬂnﬁd}'m
wach new exporters must quickly become internationally competiiive in
their own right {where presumably Uhey are not now ) so that the govermment
can subsequently wean them off the taxpayer funded support. Ultimately.
export subsiidies must be seen as a short-cut route to achieving intermational
competitiveness. Of course. the danger s that the weaning pericd never
arrives and progress in increasing exports only Lants as long as the subsidies
And this does not answer the gquestion of why the privite sector cannol see
the potential long-term benefits from cenain export adventures where the

can.

The bottoun line s that the domestic foms mest becoms internationally
competitive in their own right, and the surest way for this o ocour is for the
Mmmmwmmhﬂﬂu
right market signals are created, o which domestic producens respond
Mummhmmmh
within the control of individual firms. The Economic Planning Advisory
Council (EFAC 1991a) identified the following

*  enberprises must devise ways o measure their productivity and com-
petitivensss, particularly by comparison with best pracice alsroad.

s management and employess must make o commitment o change the
wys Lhings are dore.
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*  performance must be improved in the arvan of labour turnover, absen-
teessm, industrial relations, union structures. bargaiming units, skill

levein, language problemas, workplace safety, work flows and materials
management, quality conitrol. international marketing and export o -
entation, and management practices and attitudes.

EFAC went on io dentily some of those factors affecting international
compelitivenss mitside the control of individual frms (EPAC 1991k

the eechange rale:
*  inflation;
*  the cost of capilal. iverest mies;

industry policy:

wage costs and the industrial relations system,

buniness taxation:

other regulatory armangemenis;
= the provision and efficiency of infrasstracture; and
= the world irmding environment.
Many of these factors fall within the gamut of ‘microsconomic reform’ and
will be dealt with later in the conference. The first twn factors, the exchange
rate and inflation, are significantly affecied by the povemment’s chosen
maneiary policy and are the subject of the rest of this paper

Meowring International Competitiveness

In its most general formulation. as in the World Bconomic Forum Report,
international competitivensss is & multi-faceted entity, and it ls difficul w
quantify in a simgle inden. The relative importance of mach particular facet or
factor affecting competitiveness will vary with cach product or service under
consideration. For this reason, simple compamtive cost of price measures
are plien wsed

Two of these are:

=  relsbive unit ebowr costs; amad
* 2 Cll-based measure of the neal exchange rate.

Figure 1.4 (page 34! shows these measunes for the penod 197001 10 19690001
Both these mmsures are otherwise known as real effective exchange rates
(REER). The labwmir cost messure s defined ax

REERIULD) = Nominal * Uil Labour Cost (Australial
Exchange Rate LUimit Labousr Cost (Trading Partrem)

And the CPH-hased measure is defined as:

an [Eimams i
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REERICPT) = Nominal Exchange Rate *  _ CTl{Australia) .
CP1 {Trading Partners)

An incresse (apprecation) in the REER mdicates declimng international
competitiveness. A decrease (depreciation) indicates an increase in interma-
vonal competitiveness.  With both messures, & deprecation (fall) in the
nominal mechange rate incrosses international competitiveness, while an
appreciation (rise) in the nominal exchange rate decroases international

competithveness.

In the case of the REER{LILCY, a decreass in competitiveness oocurs i
unit labour costs in Australia rise relathes to wnil labowr costs in owr trading
partners. Unit labour costs are determined by, amongat other things. both
the compensation per employer and relative labour productivity, EPAC
(1991b) identified the contributions o changes in the REER(ULC) as fol-
lows

Tobde 11 Unit lobour cost based meaiure
of competitivenass
overage percantoge changs par year, 1971-1990.

197379 io7e-Bl 198590

ol effectes anchonge ram =14 =14 aF

Campeinmg infusmcns o
nominal aschangs rote =3.4 -5 o9
reloive companscion par employss a2 13 2.8
ks Inbhour peoductiviky 0.4 0%

Oithar boeawy 0.4 =01 =12

Owveer the entire period 19731990, the depreciation in the nominal exchange
rate more than offset the negative effects of increasing relative compenaation
per employee and lagging productivity growth in Australia

These measures are known as real exchange rates because they show

Uiy ol

Usiag the bollowieg el bio

Mominal exchangemte = E - HE
SALS

CFl Aumitralia) - P - BALS I
domestic goods

CPHTrading Partners) = [ - ss :
foreign goods
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then,

REER{(TT = H * _J.
Fj

= dometic
HE R ek
foresgn goods

That is. the REERICPT) mewesssrvs how many foreign goads must be secrificed
to et a domestic good. [n other words, the REERICPT) s the opportunity
coal of consuming Australion produced goods in terme of foregone oreign
produced goods

Similarly, the REER(ULC) measures the opportunity cost of domestic
pﬂ;iﬂmwhmdhmdmiwdum
each

We oan reasonably suppose that, as & small country, Australian eco-
nomic policy has no influence over foreign prices or labour costs. Thas the
role for the government, regarding its ability to influence Australia’s inlerna-
Honal competithveness by conscious palicy choior, lies in s ability o nile-
ence sithet the nominal exchange rate and /or the price level or wage conts.
Clearly any messures which affect total factor productivity - the whole
purpose of microeconomic reform - will influsnce competitiveness. The idea
being that by increasing factor productivity and otherwise reducing busi-
meds comts, Austialian products an be supplied o domestic and
markets, increasing their shure in each. However, our foous here s on the
inflursce of monetary pobicy choios on the price level (through inflation)
and the exchange rule
Tha Impoct of inflation
Differential inflathon rales between two countries, given a fiwoed nominal
exchangs rate, change the relative competitivensss of those countries. 11, for

example, Australia has a higher inflation rate than its trading pariner, then
its CF would rise faster, causing an appreciation of the REER and a loss in

Smply put, as domestic prices rse (aster than foreign prices, glven the
nominal sschange rite, both domestic residents and loreign reskdents ob-
SCTVE A increase in the opportunity cost of Australian goods 1 terms of
foreign goods.  As 8 consequence, domestic residents substitite oul of
dometic goods into foregn goods - imports rise - while foreign residents
wwilch out of domestic (Australian) goods back into foreign goods - exports
fall The current aceount deteriorates as Australia’s international comipeti-
btveness deteriorates
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Figure 1.3 (page X7 shows the relative inilsbion periormanos of Aus-
tralia and the rest of the world The solid lime is the inflation rate (four
quarter change in the CPT) in Australia. The broken line shows the four
quarter change in the CF1 in the rest of the world (a world consumption
deflator index from the Treasury's NIF Database)  Throughout most of the
19708 anel 1980s, Australia’s infiation rete consmstently ssceeded inflation
in the rest of the warld - eroding our international competitive position.

Figure 3.6 (pagge 37) shows what this differential inflition has done to
thr rekative price levels over the same period, Starting with squal price levels
im March 1970, by Btarch 1993, Australis’s price bevel wis almst twice that
in ithe rest of the world Comparing Figures 15 and 1Li with Figure 34,
motior that Australia’s inbermational competitiveness was cither very low or
declining in those periods when the inflabion differential was the brgest -
March 1974 March 1977, mid 1981 - mid 1984, and mid 196 Lo mid 1990,

Moticr abso that in the prriod when Australla’s inflabon performance
was better than the rest of the world's, March 1991 on ithe KEER was
deprecsting, improving Australia’s competitye posstion.

Chronde inflation has other, more subtle effects on imemational com-
pelitiveness, other than simply making demestic goods more sxpensive. [ts
interuction with varlious nominal Hgidites in the Australlan ecomomy s
Ied 1o & number of undesirable outcomes.  Firstly, inflation, even fully
anticipated inflation, imposes costs when 0 interberes with the normal
operation of markets.  Reprinting oitalogues, advertisements and memus,
hai bed b0 what s lermed “menu costs’. Simply by sdding nose o market
operatiors, inflation may induce people o spend more time in ssarch than
whai they would olherwise do. That w, inflaton induoes cither defensive
respunses of actiois designed (o beneht from inflation that otherwise would
nol have ooourred. The allooition of resovrees s different with inflation than
it s, with zero inflation.

These resource re-allocations are particulardy unportant for industry
I the labour market. high and variable inilation generally loads o grester
industrisl unrest because it foroes contrect negolislions mone often than
worald oovur if prices wene stable. Laflation also disborts the disposiion of the
mabion’s capital stock becuuse i distorts the hosstmenl mie  Mom invest-
menk flows into real estate, and other activities which engender mpid asset
price changes, so that invesion oan generate o rapld retum on thelr fonds,
rather than have their value eroded by price rises.  These Inctor market
distortions ultimately have a significant effect on tolal facor productivity
and may explain why Australia has periormed relatively poorly compared
o many of is trading parners.

To offset the negative impact of two decades of onsstontly poor

periormance regarding inflation. the nominal exchange rate must have
wuﬂﬁmm We now turn 1o this aspect.
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The Exchonge Rate
Mosl governmenis and cenfral banks believe they have some, of éven
considerable, power over evchange rdes.  Moreover, they usually believe

invariahly lands to calls for the exchange rate 10 be devalued so a8 1o improve
the country’s international competitive position.
Sach calls, however, credit the government with mose power than it

really has to influence the exchange rate  In the long run, the exchange rate
is determined by fundamentals in the exchange market - principally

Thee traicle-weetghited index (TWI) measue of the exchange rate s shown
in Figure 1.7 (page 35, The TWI s an effective eachange mte in that it
marmsares thie strength of the Austrablan dollar sgatnst a hasket of curmrmices.
Plgure L7 shows that since mid-1974, the Australian dotlar has tnvariably
depreciated sgainat foreign currmcies. (Just for fun, shandon any memorics
dﬂuaiiﬂ,ﬂ:ﬂrhfhhh;ﬂhmﬂmu-nduup-m
was Fleaied}

I i this sustained deprecation of the dollar that has acted (o ofiset the
negative impact an competittveness of the higher average Australisn rate of
inflation, The mechanism lollows from our disciassion abuove. As doment i
prices rise relative o foreign prioes (or domestic wage ries rise relative to
foreign wage miesl, other things constant, the REER appreciates and ihe
domesdic economy becomes less competitive Bul as dvports rise and
ewports fall. the current scooint deterioraies and this puls downward pres-
sufe an the exchange rate - the supply of forvign exchange dries up, while
demand for foreign ewchange increases.  The nominal exchange rate depre-
ciates. This restores competifivensss If the nominal exchange mbe fully
reflects the changs in prices, sy by a purchasing power parity relationahip,
then the REER doms not change as the fall in E offsets the rise in P

Bt other things also change  In particular, the Australian evonomy.,
being s small trading economy, suffers from various external shocks. These
are manifested through changes in the terms of trade (TOT), defined as:

TOT = Prigolepom * 100
Price ol imports
Austrlia is umssual jor & western developed econamy in that it Lmports a
typical western bundie of a broad range of manutactured goods but exports
asmall bund e of goods specialised in mineral and agricultural commiodities.
Morrover, the export bundle s energy intensive  When the western world
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Fpoms (nko reormion, useally bersuse the United Stales, the wiorld's largest
consumet of energy, enters recesasion, both the world demnand for Australian
exporta iafls, and the price reoerved for those goods declines. The terms of
trade fall

The natural equilibrating response for 8 dependent coonomy such as
Australia is 0 allow the nominal machange rate to deprociate, inducing a
REER depreciation and a boost to international competitiveness  This ad-
justment oerurs beopuse as |he valse of exponts declines ihe supply
ol foreign cxchange declines, generating escems demmand for foreign currency
and o depreciation.

The impact on the TWI of both the higher average mie of nflatlon in
Australia and the varisble TOT can be seem in Figure L8 (page 3. The
combined slects of these inflosmoss provide us with a prediction for the
TWL In Figure 1.9 (page 38) this prediction is compeared o the actal oul-
come Choarly, these two influences explain most of the floctustions in the
TWL The TWI has scted as an instrument medisting between differential
cross-country inflathon rates and has also scted s 8 Buffer sgainet sxtermal
shocks.

Monetory and Exchange Rote Policy

It might sewm obvious from the above discussion that the best policy for s
small open, trading economy bke Austrabia would be to keep inflation low
and to let the exchange rate fluctuate o continue its buffering role. But in
fnct. monetary policy, snd by implication exchange mie policy, has rarely
been conduded in this marner. Up until December 198, the nominal
exchange rate was lapparently | fiwed, which meant that the Reserve Bank of
Australia (RBA) cvded control of domestic monstary pohcy  Fven sincr the
float' the RBA has intervened in the foreign exchange market to fix the
exchange rate.

Flgures 3,10 (page 39) and 311 (page 40) nalicale the extesil of inter-
vt by the RIBA in the markets. The igrspha show the change in the TW1
plotied against the change in boreign reserves (net of valuathon effects).
Recall that if the nominal exchamge mie s deprecistmng and the RBA wanis o
slup that shide it buys Acstralien dollas and sells loreign roerves. That is,
b mins diviv it stock of reseres

Up to the float in December, 190, the relstionship between the change
im the exchange rate and teserves is nol clesr. Bat this changes from 1984 on
There is a cormistent relationahip indicating that when the Australian dollar
was depreciating the REA was supporting the currency, and when the dollar
was appreciating, the RBA was selling the currency.  That i, the Reserve
Bank was consistently acting to affset any changes that might have ocourred
to ihe ewchinge et

Fuch behaviour is consistend with the view that most of the diaturbances
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o the Australian economy are domestic phocks 1o aggregate demand. That
in, whenever Lhe currend sccount is deteriorating it is because of runaway
dimruestic demand that must be reigned in. Henoe the hghtening of monetary
policy, raising of interest raies and general upward pressire on the exchange
rute g Australis enders recessbons. Thar fact that recesslon sctually oocurs &
put down 1o the excrsaive use of monetary policy — a question of getting the
settings right

But if the dominant source of disturhance 1o the Australian economy is
foreign and real, then the above is exacly the wrong policy. The eschange
rate should be allawed 10 depreciate to maintain intemational competitive-
nane andd 50 lessen the impact of the lorcign decline in demand,

Which view s nght? | belirve that the evidence overwhelmangly -
vours the view that most of the fuctuations in the Australian economy are
cmused by fhectuations in workd output - primartly from the United States. It
seems that this view & gaining some cwmency as Australia emenges slowly
frum this recession. But it also means that monetary policy has, in the past
consstently been conducted 8o o3 maximise Nuctustions in Ausiralia's
international competifiveness, rather than (o mitigale them. [t also means
that ihe build-up of external debt in Austrabia, is much faster than it other.
wiine would have been.

Macroeconomic policy, monetary policy im particular, has two moles to play
I so far as Australia’s competitive position is concerned
*  Firt. achieving and maintaining low inflation, or af least inflation no
worse than our trading partrers, s important.
*  Second. allowing the euchange rate to play its natural role as o buffer
againat foreign disturbances is equally important
Adhering to a freely floating exchange rate regime allows bath policy
obpectives 10 be mel beciise the contral bank can independently control the
domestic money supply when the exchange mie ficais
This raises two guestions One, how should producers of tadeable
ooy deal with exchange rate volatility? Two, how should the
dmal with & regulated labour market which institutionalises inflation gener-
sied by deprecistions? However, both these Bsues are the concern of
micreeconomic reform and not macro palicy
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Figurs 1 11 Foreign exchange interventions
Changas in tha TW1 and chonges in reserves 1084-91

~Hr 4

i | 1 | | T T T
i il el i el P e T aY T
LR




IMPROVING THE COMPETITIVENESS OF
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IMPROVING THE COMPETITIVENESS OF
AUSTRALIAN INDUSTRY THROUGH
MICROECONOMIC REFORM

GARY BANKS

The title of this conference - ‘Creating Competitive Advantage in the 90" -
is a reflection of an important change of attitude in this country. In recend
years, Australians and their governments have come o realise that it w ot
enough to be ‘the lucky country” (in Donald Home's immoral phrase). To be
successiul over the long haul, A country must make i own lock.

While Michae! Porter's notkon of “oompetitive sdvantage’ has not ren-
derod the sronamial’'s traditonal conorpt of ‘comparative advaniage’ redun-
dant, what it has usefully done ls put emphasis on the need to make the miost
of and even add 1o a country’s resource base. 1t is aboul meeting the
challemgr of international com petition in a positive way, the antithesis of the
defensive inward-looking strategies adopted by Australia in the past. The
theme of this paper s thal improving the competitiveness ol Australian
industry requires first and foremost the reform of government policies and
practices which are the legacy of this carlier approach.

Importance of Trode
The particular focus today is on ‘cresting & competitive economic environ-
el for Australian expors” Why the emphasis on expores™ The answer B
that countries with more rpid expont growth generally also have higher
rates of growth in per capita ncome and living standands for thetr citioens.
Thia has been confirmed by a varety of studies in developing and developed
CIniTiTIES

For example, Michaely (1977) compuied nstes of growth in the ratio of
exports to GDP 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 wis
highly correlsied with export performance. The World Bank bhas also
conducted a variety of studies into the growth performance of developing
coniniries - inchading detailed eoaminations of mdividual cooniries - and
similarly concluded that trade participation has been a critical detesminant
of growth. [n industrial countries, relative growth performance also reflects
relative mbes of increase in the expont shase of GDP (see Figure 4.1 page 58)

While other bactors have obviously played a role, it would appear that
exports have been part of an ‘engine of growith’ for many countries in the
post-war period. A key explanation for that can be found in Adam Smith's
musien that the division of abour s limited by the extent of the market’,
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Exporting extends national markets. In doing so, it permits increased
specialisstion, economies of saale, higher productivity of labour and capital

and, ultimatety, higher real incomes.
But Adam Smith is even better known for hus forceful case against the

‘mercantilists’, who advooated policies which treated exporting as an end in
itself. AsSemith explained, the trae gains from exports are the command over
resources that they provide through imports.  Exports expand the con-
mumplion possibilities of a nation and (Smith again) ‘consumption i the sole
end and purpose of all producton’ Thus we should properly speak of the
gains from ‘trade’
Ausiralio’s Export Pacformonce
In an influential shudy of the Australian economy by the Brookings Institu-
ton nearly len years ago, Lawnenoe Kause had this tossy about Australia’s
export performance
Tt s oifven sakd Uhai Australia has always been a trading nation and
that is no doubt true. Howewver, i ohe measares commmitimenl o
international trade by the ratio of exports and mports to domestic
production, then Australia has become less of a irsding nation
during the postwar period; this is quiir the revens of other indus-
irdal countries Krause (1984, p 27581

Indewd rom a mumber of pempectives il & apparent that Austraba’s trede
performance has slipped in Lhe post war period.  For example, Austraba’s
share of world exports has dedlined from 3 per cent in 195010 just over 1 per
cent today. Between 1956 and 1990 its ranking as a world exparter fell from
1thte Akh. Overall the mbe of growth of Australia’s exports has been lower
MI&FMMEHHIMMMNWHM
industrial and developing countries,

But these averages hide a more encouraging story in recenl yeamns. For
example, when exports of services as well as goods are saounied for, the
ratio of exports to GDP in Australis has incressed significantly since the mid-
1980 (see Figure 4.2, page 561 | beliewe Lhat this is in part 8 response to some
important policy initiatives in that period - which brings me back te the main
theme of my talk.

Competitrveness ond Mk rosconoms Reform

The competitivensss of Australian exports - their shility o gain world
market share - depends on the cost and productivity of what goes into
making them. This encompusses management, labour, echnology and
material inputs, and how well they isteract and combine That in tum is

influenced importantly by governmenis - federal. state and local No# just
through deliberate policy measures (or policy omissions) but also through
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government’s role in producing goods and services that are used by others.

As Kasper (1990 has suggested. it is instructive to think of Government
as another factor of production, its performance influencing the performance
of the rest. It s also an important determinant of where global footloose
capital decides to come 1o rest.

Changes to the way government doss things which lead 1o improved
Endustry competitiveness and benefils i comumens have come to be known
under ihe collective rubric of “microsconomic reform’. The objective is to
tmprove the productivity of Australia’s resources. providing the basis for
higher living stendards  The Industry Commission has estimated that
reforms in trade barriers and in key areas of government regulation and
business Gnchuding public utilities like energy and water) would ultimately
generute & permanent gain in GOP of some $22 billion dollars (19889,
invelving a consumption gain equivalent to §2,3500 per houschold. Associ-
abed wilh this would be s submiantal rise in exporm.

The Keys to Microeconamic Redorm

The work of the Industry Commisaion and its predecessor arganisations has
yirlded two key insights that are central 1o an effective reform program. One
is thai there are no ‘free lunches’ in indusiry policy; the other is the
WriporaTesr of Coampetibion

Mo Free Lunches

In the post war years, government in Austrabia came 1o be thought of as a
kind of ‘magic pudding’, able to dispense slabs of assistance 1o various
industry grovps without noticeable effect on whal was et for others.
Government itself encouraged that view  But the reality is quite different.
Thereain'l no free hanch, as the Americans say, and the Commission’s woark
has largety been devoted to explaining and demonstrating whry that is so.
Cavvernment suppart fier particular industries can involve costs in two
BeTMSEY

= First there is & distributiona] or taxing effect: some fnns or industries
are made better off, but others may thereby be made worse off. This s
s consegquence of the most basic sconomibc concept of all scarckity, There
are limited resources and skills available 1o & nation al any one time.
Assistance to certain enterprises aliows these 1o bid resources awary
from other enterprises, possibly forcing some out of business or sup-
pressing the emergence of others

= Second, the process of diverting resources from one firm or industry to
another (axing Peter to pay Paul’) is not just & harmless tranafer of
wealth, for it invalves soonomic waslage

*  pume resouToes gEl used up i administration and, more lmpor-
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tantly, scarve managerial tiane gris side-tracked into lobbying for
(and defending against) policy changes: and
* where assistance s given o less productive industries (which it
typically does, as they tend to have the most incentive to lobby for it
its diversion from more productive allermatives means that the
overall productiveness of the sconomy itself declines.
These sspects suggest & further extenabon of our culinary analogies: no
oountry can have its cake and ent il foo. What it can do s fight over who gees
Larger slices, bt it s not clear that snen the suoorssiul recipienis ane neoessar-
iy 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 Competitivenass

When they have not been attending the football or cricket, Australians have
iraditionally tended to think of competition as a dirty word. The main thrust
of policy has boen 1o inhilst it Thete in growing recoghition now that this
wad wrong and thal persistence could have proven fatal o our economic
fubure. As the Commission has observed in 8 recent annual report:

'Eipﬂurhmmhﬁlmmwdmﬂlhﬂ
" production and distribution are efficient and that the benefits of

improved efficency are passed on to consumens” (LALC 1985, p2)

Competition’ does nol mean the perfect competinon of tatbooks -
involving many sellers of identical products, with complete information
st their disposal Rather, what is required is & “contestable” market
environment in which sxcessive profits (or normal profit despite evces-
#ve cosisl can altrect newcommers, [n other words, effective competition
is not determined just by how many sellers there are, but by the threal of
potential entrants o keep Lhe established ones honest’.
Competition provides some important incentives for improved eco-
momic performance
*  FimsL it serves o koep prices as low s production aomts (and any
governunent intervention) permit. While a firm may be able (o get away
with ‘excessive’ prioes and profits i the short term, this can only be a
transitory phenoteron na competitive market (It can also be a disir
ableone firrns are often encouraged to do new, productsve things by the
attraction ol exceptional profils. Another point: what locks like exoraive
profits cx post may not have been ex anie, given the rsks involved],
o Second, it follows that competition in produdc markets (that w, markets
fur final goods and services) also provides an incentive for greater
im factor (input) markets.  Producens have a heightened
incentive o masimse the productivity of their workers and managers.
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And, without the possibility of excessive prices on output, workers have
less imcentive to hold out for excessive prices for their own abour

*  Thind, over thne, competition provides an incentive for managers to
kewp searching for lower costs or betier ways of doing things, and also
for mew things to do. Since the essence of the growth process s

adjustment and sdapation bo few opportunities and constraints, this
dynamic role of competition in an extremely important ingredient
eoonatmic performancs.

The Agenda

Australia’s economy accumulated policies over many yvars which were the
antithoiis of those thal promole competition and encourage specialsstion i
what we do best. The microsconomac reform agenda is really about modify-
ing and unwinding those policies.

The scope s wide 1! encompasses the markets for goods, services,
labour and capital, s well as the economic, social and legal nfrastructure
that supports them. Two key aress of government involvement in which the
Industry Commussion has played a significant evaluative role, through i
Enterprises & =

Protection Reform
Australin’s history of indusiry protection provides a good eaample of the
il verse impact of free lunch logic comibined with resistance to competition.
The protection ewperiment began in the earliest years of Federabion I
formed part of & compsct betwern government and busimess ss 8 guil pro e
fer ipatitutionalised high labour costs. And it reflected & government view
(mot withoul community support) that Australia should have a sizeable
manatacturing secor

The “benefits’ from this approach soon became apparent:  Australia
developed a highly diversified manufacturing hase, and in thal sense the
original objectives were met.  But the costs were not well understood (or
even documented) until the Tarilf Board began some evaluative work in
the late 1960s

What the Tarilf Board and then the Commission provided was anabyti
cal refutation of the protectionist position and some mumbers 1o show what
these policies were costing Australia. Perhaps the most impartant lesson this
work ughl was that protection is not primarily about ‘them and us'; rather
it i about us and s, with some of us gaining at the expense of others in the
short run snd most of us lostng in the long nan

In its many ingquiry reports. annual reports and ocosional papers, the
LAC spelt out the now familiar difficulties with this sort ol governmen
LRVt
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= prolection holds valusble resources tn less produciive uses, reducing
the productiveras of the economy & a whaole,

® it imposes net cosks on more lightly assisted industries through higher
prices and fnctor conts;

® i imcidencr falls hewvily on export industre, who cn't “pass it on® in
competitive workd markets - thus supprossing trade and the growih
opporunities 8§ provides; and

= by reducing competitive pressure, (8 dulls the inoestive to sirive lor
eflictency within entenprises.

Melost of these messages were nol new They had been sorepted s senaible

remsons for avoiding protectionism since the eighteenth century.  But the

political koroes that neverthitbss resilied o thelr introdudion and consoll-

dation, alse made it very difficult for governments 1o reform them. The

trandition From the very high protection levels of the 1960 to the projected

dectines flowing from the May 1968 and March 1991 decissons has scoord-

ingly been o very gradual one (see Figure 4.3, page 571

The elimination of industry protection sssistancor from 1988 levels has
been entimated by the Industry Commission to produce a permanent gain in
GIDF* for Australia of some §4 billion. (That is & fraction of the $10 billion
reduction in profection's tas elfect an comsumers thal will be ocourming st the
SRFTWE EEETE |

Some of the gain will resull from esport growith, unshacklbed from the
high costs induced by import protection.  The Industry Commission esti-
mabed that export vobume would increase by 8.6 per conl. As can be seen
in Table 4.1 (page 58), this i & bigger boosl 1o exports than could be
achirved by any of the other policy changes. Moreover, mach of this gain
will seour within the menuisctaring sector beelf.

Impart protection for manufactures, while tlaxing the export sector in
general. also has an effect on the componition of exports. For one thing, not
all exports use manufactured inputs to the same extent - manufscturens
themaelves typically use more than do primary producen. In addition, as
Spassied and Clemenin (1984) have obwerved:

“Aa prowection discriminates against exports, those export activi-
ties that do sarvive are thoss that smploy 8 specilic factor onle
which the burden can ‘be shifted That lactor is usually a natural
resource - elther mineral deposil or agricultural land - whose
immobility prevents it from escaping the burden of profection.
The end result is thai protection derpens and prolongs a country’'s

on nafural resource-based exporis (such ss commodi-
thes), exports whose ‘natural” rotes of growih tend 1o be relatively
low owling bo both global demand and considerations of domestic
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Manuiacturing profection lases heavily those sctivities which use i

protecied

other manufacturing activitees, Thus Austrlia’s import-substitution poli-
ches throughaout the post-war period have served to reinioror our reliance on
‘traditional’ exports of primary products and unnecessanly exposed us Lo
falling terms of trade ssociated with that

hmﬂa&;mmn-mmmm-ﬁm
Coundll (Yetton, Davis and Swan, 1992) has ncicaied a large pay off o
manufactured exports from reducing protoction in Australla. Some of this
mury alroady be evident in the relatively sharp rise in the growith of more
sophisiicaied manufactures in reornt yvears. Indesd, recent vidence on the
perionmance of the MARLSCIUTIE secior gives no sirpport o Uhose who have
been predicting s decimation.  The Departrment of Industry. Technology
and Commerce has described how manufacturing as 2 whole responded to
the new policy environmient of the 1980

The dedline in manufactunens” share of the domestic economy was
halted at 173 per cent, and performance turned around on a strong
growth path. Production grow at aboul 4 per cent @ year in real terma,
and research and development at 16 per cent. The export propensity
of manulscturing dimbed from 12 per cont to nearly 22 per cent, and
investment griew at 12 per cont a year* (INTAC, 1999, pl)

MHew Protectionism?

As tariffs and impont quotas have diminished in restrictiveness and respect-
ability, increased attention has started to go into altermative mechanisma
‘Anti-dumping’ is again becoming & corporste catchory (IC, 1991a) and
various forms of subsidy 10 possible evport “winnens’ within manufactunng
lewpedally high wechnology) are being experimeried with and more are
being demanded

The second approach s in some quarters pustified on the basis of
allegedly ‘new’ developments in economics, known as ‘strategic trade
theory . The Commission has looked closely at this new theory and con-
cluded that U strategic industries exist, they are hard 1o ideniify and the
theuries give little practical guidance to poiicy makers on which industries 1o
ansbst o how they should be assisted” (1989, p 5. The fact is that the record
of grvernments around the world with “plcking winnems” has not been niuch
to boast about  And that includes allegedly top punters like Japan. The
information difficulties confronting government attempts to ‘manage’ the
microrconamy better than participants in the market, in termas of the pay off
to general economic prosperity, remain very great

Pressures for Other Reforms
The reason why lowering import protection is fundamental to better eco-
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nomiic perfurmance is its ‘umbrella’ role in sheltering inefficiencies through-
out the economy. For a small economy, import barmiers are not only costly in
& static senae, they invpede an important source of competitive pressure for
improved performance over time  Morcover they reduce the incentive for
workers and managers to come 10 terms which best promote productivity
and competitiveness. As noted sarlier. Australia’s rigid labour market grew
up alongside the wariff

As protection has dedined — or perhaps more importanily, the expects-
thon of grining protection has feosded - there has been growing pressurs o
reform our labour market and also to reduce other inefficencies that busi-
ness cin no longer ‘alford”. The public secior has becomse a natural focus for
such attention. As a former colbeague once put it “Lintil man colonises the
mocn, the public sector remalns the last souree of uneaplobled resources
availabsle o us”

Governmant Enterprise Reform

In Ausirakia, as in mosi OBCD countres, the public sedors shamr of ihe
national econommuc cake has expanded considerably throughout the post war
period. In 190, governmeent socounted lor around one-quarter of GDP and
gross investment, of which nearly one-thind to.a half came from "governiment
business enterprises’ (GHEa) - that s, usinesses owned and managed by
governments, selling goods and services to industry and to the comaanity
grnerally.

Covernument enterprise activity is largely concentrabed in four aress:
electricity, banking, transpon and communicsion, in thet order, DOther
government activities inchude water supply. gas, sewerage and drainage,
and port fadlities. In contrast to industry profection armangements. the
tederal government is not the dominant player i these important infrastruc-
ture aress, the bulk of adivity being under state contral

In recent years the Comnmission has been ssked by Government to
repurt an inefficlencies in o number of areas of publicly provided ‘infrastruc-
ture' and i sdvise governments aboul what might be doRe bo lmgeow
matters.

The productive performance of a renge of CHEs was found o be
deficient whether judged by input utilisstion. runagement / work practices
or putput standards. Ower-capilalisstion s a common sourmenoe in the
electricity sector, communications, ports and waler supply. (In electricity,
capacity has ranged up 1o 85 per cent above demand, for example, compared
with the 225 per cenl found in other countries]l Over-manning is another
common phenamendan, especially in milways. In communxcations, Telecom
was found to have 60 per ool more emplovess per undt of servicr than

comparable enterprises overseas. And, despite the abundance of resurres
devoted to these grvernment enterprises, the quality and tmeliness of their
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seTvice 10 the commaunity is not always what it could be Australia Posi,

Telecom, rail and pont services are frequently criticised in industry surveys.
Where firma are productively efficient (most GBEs obrviously are not)

crverall efficiency in resource use is achieved when cutput prices reflect the

margiral cont of mupply. Many CHEs badly fail this test oo, with changes
teomring little relation to the-costs of supply or the price sensitivity of demand.

The inefficiencies pust described reduce the competitiveness of Austral-
lan industry i a pumber of ways:

*  As supplies of major infrastructure services io industry, inefficiencies
in GIEEs are reflected tn higher costs which 801 a8 teaes on uwset sctivities,
depressing econamic activity.

*  Even where inefficiences are not passed on through prices - becatise af
pevernment subsidies - encesslve fesourte use in these ams
ather. more productive areas of resources (labour and capital prices are
forced up)

*  These result directly and indirectly in reduced competitivensss snd =
amaller trade share than would otherwise ocour,

A mple indicator of the extent to which this matters la the substantial

proportion of national economic sctivity acoounted for by GBEs. To take one

exampie, electricity represents about 30 per cent of the operating cost of the
average alumirsum smelier, but it is also an important input o mdustries
such as metal processing, and chemicals, as well as to service industries such

s hospitals and hotels. As noted, the Commission has used its quantitative

model of the Australian sconomyy (ORANI 1o get & more comprehensive

iden of the economy-wide effects, taking account of the comples nteractions
amaong industries flowing from cost and productivity effects within GHEs.

The Commission’s modelling work, the rsulls of which are reported in

Figure 4.4 (page 571 and Table 4.1 (page 5H), ook account of gairs from

La} re-deploying excess resources in public enterprises; (b) charging more

appropriale prices; and () increased productivity from exdsting resources.
In the cose of rallways, for example, the Commission wused information

provided to the National Preight Initiative Commitiee, which showed that s

0 per cemt reduction in costs would result from Australian railways adopd-

ing international standards of efficency. These cost savings, when reflected

in lower taxes. were estimated 1o ralse GDP by $4 billion. once the
inter-industry effects were scoounted for

Improving Infrastructure Parformance
Mich of the inefflicency in Austmbia’s infrastrocture oan be treced to the
nature of government inealvement in these areas and the regulation or

prohibition of competition  Managers of government business enberprises
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have too often had to confront their tasks with unclear and at times conflict-
ing directions from their political masters ard with limited operational
fiexibility Where competition ha bren suppressed, government business
have not faced proper incentives and disciplines to reduce costs
and sl charges at efficient levels. Private firms and other
mathorities have not had the opportunity to show that they mn perform
better. And, beosuse the costs of achieving social objectives have been
obscured, governments have not been provided with the information
narecled to determine which services should be preserved and which discon-
tinued. Where socdal objectives have been met, this has ofien been at higher
comi (o the community than necessary (1C. 1991a).
[t folborwrs thast am imnportant cortribution to better performance of GBEs
can be had from:
*  establishing an arm's length relationship betwern governments and
thelr business enterprises; and
+  dismantling regulatory and leglstative barriers to entry.
In recent years there have been some moves to do the firt of these by

‘ecommercialising’ and in sume cases corporatising’ CHEs. The Coenenis-
sion has set ouit 8 model of what this should involve (Table L2, page 381 You
will motioe Ehat the list ends with recommendations miended to bring some
market (real world) discipline 1o CBEs. This is something which has been
manifestly absent. even where governments have mnplementes! other com-
ponents of the model

Many of the larger CHEs have statutory monopoly power. For many of
these enterprises, the only source of competition s through alternative
services calering io 8 brosder market (for example, road competes with mil
in the ramsport market)  However even the scope for such “imter-modal’
competition can be Bmited through regulation for enample, gas snd dlec-
tricity e both ety monopolios)

Many of these activities became public monopolies because of per-
ceived problems in leaving them to the market place  Permitting or facilitat-
ing, competition in these areas is sern as posing two sets of difficulties: a)
political ones, tied up with income distributional entitlements; and bl eco-
nomic s, about the capacity of competition to improve economic effi-
cency. The first can be equated with ‘community service chligations”; the
second with corsiderations of ‘natunal monopaly”

Community Service Obligations

Community service oblgations (CS0s) present something, of a chicken and
egy, problem for competition (see [AC, 1989 for a detailed discussion). In
many cses. restrictions on competition will have been put m place to allow
B0 (which might squally stand for 'coss-subsidy obligations”) to be met

FrONONS 7] n
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by govermment enterprises - & under-charging some users means over.
charging others, and private firma dont play those grmes by the same rules.
HCSOn coulid be delivered without the nved for internalised cronss-subsidies,
the supportiog barriers bo entry and their athendant costs could be avoddied.
The Commission has given this question some consideration in a number of
reports and has come up with & mnge of allrrrative ways of delivering
comparable social or regional benefits, without the need for contly restric-
tions on competition. These inclhude direct funding, vouchers and contract-
g cmat of franchising — ie. competitive tendering for subsidised servicoes.
Apari from their econmmic advantages, these mechanisms are also more
transpuarend; but of course this may not be seen as a political advantage and
that i the nub of the difficulty in replacing them.

‘Unnotural’ Monopalies

Natural manopoly descritses a marioet in which costs of presvision of goods or
service keep lalling as market share rises, leading eventually to one “natural
supplier, with the market 1o itsell. The economic difficulties posed by a
natural monopoly market ane that:

al  having more than one supplier may be inetficient on the cost side: while

bl having just one supplier may be inefficient on the pricing side (mo-
nopoly pricng).

In practice, the conditions for pure natual monopoly are fairty stnngent and
not as commonly encountened as the widespread existenior of public enter-
prise in regulated markets might suggel.  Activitie commonly seen as
imvolving natural monopoly are the “public utilities’ - electricity and gas
supply, water, railways and telecommunications.  Bul natural moncpoly
consdderations generally arise in only part of these activities. In the clectric-
ity secior, for example, the Commission found that there would be substan-
tial net benefits from separating the natral monopoly transmission fundion
from the potentially competitive generation function (IC, 1951 b).

Some Progress

I should not leave you with the impression that the sk of improving the
periormance of infrastructure services has not begun  Administrative re-
forms undentaken within many GBEs have already been having & pay-off.
For suamiple, productivity i GBEs within Mew South Wales has increased
on sverage by same 35 per cent in recent years. Overmanning in railways has
been signifiantly reduced (stalil numbers have been cut by 30 per ot
Australia-wide) Labour productivity in the electrioty industry rose by $6
per cent and real electricity prices fefl by around 12 per cent between 1967
and 1991 Turmarcund times in grain shipping at Australian ports has been
reduced from 4510 24 days. (The cosd saving to larmers is estimated al over
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$10 million. ) Restructuring in the Civil Avistion Autharity have enabled it to
ot its charges to industry in real terms by nearty $100 million i 1992-93. A
mmﬁﬂmﬂhmwﬂ

the comseqguent competitive pressure has seen significnt reductions m
charges lor long distance calls (0. 1992), And initial steps have boen taken
towards the creation of 8 competitive electricity supply irdustry throughout
sstern and southern Australia

Other Agenda Mems

Industry protection and public enterprise reforn are two important cle-
ments of the microeconomic reform agenda, Dul, as indiated at the outset,
the scope for microeconomic reform is s wide as the microsconomy itsell.
LAn indication of that can be gained from the Industry Commission’s own
work program, set oul in Table 43, page 59).

An aren in which there has already been major reform throughout the
1980s is the capital market. lnportant changes have included the loating of
the curreicy, removal of suchange controls, opening up banking and the
stock market 1o grester competition (ocal and loreign) and removing con-
straints om intetest fates. These reforms are allowing grealer mnovation and
responsiveness in the finance sector, and making capital available (ata price}
wihere il wal ofien not svailable before (10, 19912).

An area in which some important moves have been made, but where
more femnains (o be done, 18 the labour market More fiecble labour markets
are necessary U we are to build & more responsive and productive economy.
They are alsc a precondition for full employment - in the traditional sense of
the term. This will not only require changss in such areas as the spread of
working hour, multi-skilling and., upgradiog skills. but abo allowing wage
differentials o widen 0 affract resources where they dre most wanted
withoul causiig flow-ons 1o other areas

There i now growing awarcnsss that the key 1o improved Bbour
market performance bes in finding solutions within enterprises mther than
at the national level - graphically @hastrated by the 40 per cenl productivity
boost that resulted from the agreement ot the SPC cannery In Victoris.
Howrever, Australia’s labour market customs, laws and institutions sre ot
condudve to Aexibility at the enterprise or workplace evel  Achieving
grnume decentrabisation of ndustrial selations represenis & majar politacal
challenge, bt one with a potentially high pay-off to the Australisn economy
and nathonal employment.

Tronsition lLiuves

The benefits from microscopomic reforme, unlibe those from some other
economic policy initlatives, will continue and reen incresse over the lanyg
term. Dut in the shorl berin, as with any policy changs, costs ane incurmed.
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Previously sheltered activities contract, pust as others that had been penal-
ined expand. Wy definition the two sets of activities differ in ther productaon
structures and the skills they require Some workens become unemployed
The least skilled. or those with skills that were only appropriate to the
previcus regime, have difficulty finding new jobs They can be accommo-
dated only by leaming new skills and /or receiving lower wages in the
meantime. To the extent that these things do not happen, nathonel cotput i
foregone. This indicates the importance of education, rraining and wage-
setting mechanisms in the reform process - arcas which, as noted, have some
way ko po.

These sd justment problems are compounded in a recession. Congrea:
ing actavities contract faster, expanding activities expand less. Structural and
eyclical unemployment are combined. 11 is natuwral in these circumstances
that the causes of bustness fsihure and unemployment will be confused and
that there will be clis 1o halt, pause or perhaps even reverse microeconomic
reforme. Such calls have been quite vocal recently in relation 1o the tan#d
phase-down. Thene are several good reasons wivy it weuld not be advisable
for the Governmen! @ heed them land presumably why it hasn'th.

*  Asalready shown, the tariff reform process s 8 gradual one, allowing
most proftecied activities time to adapt or scale down their activities
without major dislocation. In the case ol the textiles, dothing and
footwear industries, and muotor sehicies, one problem is that sdjustment
pressure has come so late  Even so. these seciors currently have
wilective mtes ol assistance ranging from 7 1o 17 tmes the average for
other mamifacturing industries (see for example, IC, 1991c).

*  lis by no meana chear that halting ar even revening Lanff reductions
woulld be employment enhancing  Protection delivers benefils to some
industries cnly by hurting others. A job saved in a car factory may end
up costing a job in an electronics firm. (In any case protection has never
been very effective in safeguarding jobs even in the highly protecied
et}

*  Finally, protection reform is not something which governments should
o could turm on and off like o tap  Investment decinions are based on
expuectations about the policy environment some years hence: policy
change creates uncertainty, increases risk and depresses investment
generally. Added to this is the political reality that once ndustry
became conscious that tarifis were once again on the dmwing board,
they would again start lobbying for differential treatment. Once back
up, it would be a new political struggle to get them down again. In the
meaniime, valuable mansgerial time would be diverted from the
froper business of the firm. In shori, we would be back into all the
reasons why tariff reform was needed in the first place.
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The adverse impact of protection refonm on particular industries can be
significantly reduced by complementary reforms which serve to reduce all
industries’ costs. As pobed, 8 magor source of cost and competitive disadvan-
tage for Austrabian firms has been the inefficiencies in publicly provided
infrustruacture services, notably energy. transpoft and communications. Re-
s have begun in these areas but masch remaing to be done. 1} would be
fondish howirver bo insist that protection reborm be held bk wntil these other
conl-reducing reforms have made more progress. Tarifis themnelves impone
costs on user industries.  Perhaps mone importantly in practical terma, (8 ks
the tanidf reform process which has been providing much of the incentive and
discipline for reforms in these other impartant areas.

Australis has had eronomic booms and busts threughout its entire
history, including in the period of high industry protection. This reflects our
vulnerability 1o lerms of irsde changes, sometimes compoanded by hissvy-
handed monetary policy responses Microevonomsc refomm cannol redresas
macroeconotnic imbalances, but # can fadlifate recovery and bring grester
siabblity 1o the soanory bn the kg b by
s making firme mote internatbionally competitive. thus allowing them to

take advantage of much Larger markets beyond our own,

*  freeing up rescunces (o allow an upswing o concenbate on expansion
of our more productive activities; and

s increasing the fevibility of the eoonoamy generally, aliowing more Fpid
sddjustrnent 1o future shifts in demand

Conchision

I cemchasson, “microeconamic refomm’ s about changing geeernment indus.
try policies and institutions in ways which will lower the costs and enhance
the productivity of industry  The consequent improvements in the compets:
tiveness of industry will yield substantial benelits to Australia’s eoonomy
and population - through export growth and higher domestic incomes
These net benefits cannot be realised without making some groups in our
sochety worse off, at least for 2 time. The problem we faoe o & nation is thal
preserving arrangements which Eavour such groups could end up impaover-
inhing us all. Achieving community understanding of why tht is =0 s a big
pant oof thee solution. Fontering that undentanding 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 econam-
s have an iovportant contribution o make
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Table 4 | Estimating long-run effects of certain
microeconomic reforms
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Toble 4 3 The Industry Commission’s agenda on
microeconomic reform

Soma inguiries completed:
Mining and Minerols Procsssing
Energy Genorahon and Distribution
Rail Tronspon
Availability of Copiol lor Business
Export of Health Services
Exports of Educaofion Services

of Intro-Siake Aviation
Witer Emsources and YWouie YWioker Disposal
Urban lond Use and nkostruchure Prcing
Mail, Courier and Porcel Servicm

Some curTent inguiries:
o Regional Adptman!
Urbon Public Tronspoi
Public Housing
Fort Autihoerifes
Wiorkais Cempusnaoticen

Same forthcoming inguiries:

Ressorch ond Developmant
Dinfance Procurement

Referemces

DT AL iDepartmen of Indusiry, Technology arcd Cormametoeh (1991], Amual Reper
199081, ACPS, Cankserra

EAL (indusiries Amsstance Commndasion (19881, Anmual Keport 18780, AGPS, Can-
Y

EAL (1085, Al Rauor] T988-89, ALTS, Canbwrra,

LA 1 1 |, G (s a2 ) Charges. Baepuory Bdo 402, Sephomiber, ACTS. Canlwtes.
Em‘:m‘m.um#m—m. ACTS, Canberrs,

IC (199 1al, Anmssl Repori |390-1), ACTS, Canberra

IC (9911, Eneryy Genenatinn and Distributum, Repon No. 11, May, AGPS, Canbarra.

BC (I, Ol e Addimyss s i Penfirst vy Asmrstance, Alarch 790 iniodrenabin Faper,
haly, AGFS, Canboros.

I o, Banll Tramaport, Repor Mo 1), Aogust, ACPS. Canberr,
1T 1w, Ansilabslity of Capiml, Report No. 18, December, AGES, Canbsrrs.
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Poreer. B (19900, The Comprritior Advaniage of Mation. Harvard Puumes Review,
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A CASE STUDY OF EXPORT SUCCESS:

ROGER HARDING

MARKETING MAMNAGER [ELROPE]
BHP AUSTRALA COAL

Roger Harding i tha Markeling Manager [Europs| lor BHP Auiroba Codl
Limitoc. He joined thae BHP Company in 1958 and worked i the teel devision

batare meving ink morkefing whars he spaent six year in Japan o BHF'+ wales
. Im 19832, become the Morkefing Manoge: for the
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A CASE STUDY OF EXPORT SUCCESS: MINING
ROGER HARDING

Tobde 5.1, Cost competithrenass meoans:
* Buminatng ineficient wor prockoe

* Fosluing now R & D

*  Corwinclng govwamments b be oompeatie

*  brcowaging nlermotiesallyeampettve thipping

Today | would lile to cutline for you how BHP Australia Coal Limited has
Erown mto the position where wieane now the workid's langest in internation-
ally traded seaborne coal (Table 5.1). There are s 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 within their national borders

Figwa 5 | Ronking of western world's major producers
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EXPORT SUCCESS: MINING

Firstly, led me set the scene historically of how BHP came o this
position. Utah Construction Company came 1o Australia after the war to
asaist in the construction of the Snowy Mountains Scheme. They branched
out from there into exploration for minerals and mining: opening up the
Blackwater Mine in 1967,

Queensiand

-----

This was followed by maper developments in coal mine construction
the Bowen Basin (Figure 5.2) and » new private por at Hay Point
I service the four northern mines
Utah opened major mines: Goonyella in 1571 Peak Downs in 197
Saraji im 1974; and Norwich Fark in 1979
While Litah was breaking new ground in developing coking coal mines
to service baskcally the growing Japanese steel industry, Sir Lealie Thiess had



Roger Harding

alrrady developed a mine st Mours in 191, BHP, with Mitsul, purchased
this mine in 1977 and it is now part of the group of mines managed by BHP
Australia Coal

In 1963 Thiess Dampier Mitsui (now BHP Mitsui Coal) developed the
Riverside Mine. now also part of the group - and which has been
with the Goonyreila Mine because the leases are adjacent and this allows cost
savings, and improves the competitive edgr

BHI* itself held aspirations to further increase its iInvolvement in ooal

and it developed the Gregory Mine near Hmerald, west of Rockhampton, tn
1w

Finally, in April 1984 all this. came together when BHP purchased Ltah
Development Company from General Electric.  The total group of seven
mifses i now managed by BHP Australis Coal Limmited,

whin constructing mines that are planned to produce some-
thing i exors ol four million tennes each, hankers are not going to lend
maney ko those projects without ooal sales contmcts.

In the 1960s and 19708 the Japaness sconomy wis laking off and
underpinning this was the Japanese steel industry. Steel was needed for
construction, shipbuilding and consumer goods, such as ears. Utah's man.
agemeit wiote long term contracts with the Japanese steel mills, with price
escalation clauses. so that they could entice joint venhure partners as well as
banks (o finance this enormous capital expenditure. The strategy was to
largely place the tonmes in Japan, with the exception of coal from the
MNorwich Park Mine.

Figue 51 Australion roking coal markets
[+
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As in all industries, the world trade cycle intervened during the 1570
with the oil shocks and sgain in the mid 1960 with world recession, so
management ok the sirategic decision in the earty 1980 to diversify i
rustamer base 'We now sell about one third of our tonnes to lapan, ane third
im Burope and one thind i the rest of the world (Figares 5.3 & 340 We now
have a fnirly balanced book that can withstand secior shocks. W curmently
supply to & customers in 27 countries

Figuie 5.4: BHPF Australa Caal
Shipment tomnes || 00% bass millions]

450 Growth (B8 "9 = 14. 1%
Bl Hioricol
40,0 4 [ [ — 175 8.0

350 ! 1332 ns
300 4

230

200

1) 1989 1990 1991 1ee2 194

(d our 38 million tonnes of production, only about 2 million lonnes of
thermal cnal goes jo woirkd Flnurrl'l:l.l.lﬂ rhrfﬁ!pﬁhllhll!lﬂ-hﬂﬂﬂ!}'-

‘Luccoss’ - how did BHP go about merging o group of wal
mineas with different cultures in a unit with one visien?

Toble 5.2° Vision and guiding prindiples

Thee vigion s T be fa besl conl minng company o the word’

Ch winion will be achiessd by

® By wnilariionding amd solishyng our cusemen nesd

*  Bacogrising et S smploysss ors e mou? imges e ol - personol
rowh ond deveapmen! @ ssenhol

= Accepling the need lor “gonfineoes improvement

*  Empossaring smployess o ool wih commensurate aceaundahilisg

- thhmmﬂhm
Warting towords ®ie chove goals cracies the kbre o Compatities
Advantags
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Figure 5.5 Lost fime to indusiriol disputes (%
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Let me sy from the outwet that BHI" Austrabia Coal already had many
of the ehemments of competitive advantage i place. Having said that, our
actual perfarmance and our prospects still left 8 number of problem anes.
Three years ago, our average kost lime to industrial dsputation was 3.6 per
cent snd had been as high as 74 per cont.  Now, time lost 1o industrial
disputes s down 1o below 1 % per cent and abwentreism 1o 1.5 per cenl (see
Figure 5.5).

{htﬂlhlﬂr}y{hlnnﬂlrmﬂuud“mm"ﬁm.m
from the traditional ‘them and us' style of managemeni in relation o
industrial disputes

Barly this year we armved at an agreement, known as the Employver
and Business Perlomuance Improvement Agreement’ with our employees,
in an efion to have them recognise the value of ‘contimuols mprovement’.
Speafically in operational efficiency, but sl bo give the unkons contimaity of
employment  This gave us & settled environment in which positive changs

can oceur. 1t allowed ua 1o improve our productivity by breaking down
restrictive work practics. When ane considers that all the mines ane

deeper ench year, it probably equates 1o inherent gains of 25-30 per oenl over
ihe period

Chur productivity has increased from a min affected 700 tonnes per
einployes n 199091 b0 erouesd B tonmes tn the pear st ended on 31 bay
1999 (ser Figure 5.6)

The wnions are on the public recond as saying ‘It s in our interests and
the interests of all the workers employed by BHFP Australia Coal, 1o ensure
that Australian coal femains nternationally competitive’.

The real rick tn competitive advantage and the only thing that your
competitors cannot duplicate s prople excellence - if we have the best
propls and have given them the best raining, we should be able o oul
perform our international comprtition

2] FCONDMAT 7Y
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Figure 5.6 Product tonnes per smployse
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Secomidly, without & stroty custommer foos snd a thormigh und erstand-
irg of whisi our customers need and expect of us, it would be impossible (o
achieve our viskon of becoming the best roal mining company in the world
(see Table 5.2). Indeed our supplementary vision is to beoome our custom-
ery’ preferred supplier - give them o servioe bo one elhe ghoen.

One of our natural advantages is that with the spread of qualities
withim the seven mines, we have the ability of being alble tomix and match o
Wit any specification our customers need

The quest to beoome the preferred supplier led uw o develop quesbion-
naire type surveys where the nowly appointed manager of custormer services
could obtain our customens’ views on our pericrmance, sssess it and dis-
peminate the information to all levels in the chain within BHP Australis Coal
This also gave us competstons’ benchmarks v which we can aspure (levels in
mimrie cmseen higher

in Australia, we are geologically blessed with expelient cnal deposits,
and have cconomies ol scale and technical expertise which allow us io
compete on world markets. Many competilor countries, however, have
major cost sdvantages, for cxample labour costs in Indanesia are much
livwer than ours, others have lower rail freighis. and some countries simply
operste al a loss just 1o create hard carrency to assist in their balance of
payments problems

To maintain and reinforce our competitive sdvanige we need to
continually ensure that we are and remain on the lower end ol the cost
curve [see Figure 577 This means that so matter what happens, we will
have & sustainable sitiastion

S T &7
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Figue 57 Secbarne metollurgical cool cash con? curve

Curmulaiive copocity i millien s

One of the major concems expressed by customen is relability of
wipply - particularly valid in Burope where the customer has to wait five
weeks for our coal, compared to one week from our competitors. We have
the ability to ship from four ports (twe at Hay Point, south of Mackay, and
two gt Gladstonel. During our last financial year we shipped 37 87 million
tonmes throtgh these facilitien. The ports are currently being upgraded 1o
sccrmmadale new mine constrsction and incressed supply from BHP Aus-
tralia Coal

The link b the chain 10 the por, the Quernsland Railways - although
experatve by world standards, because the rail breights levied include
hidden taves - do in ail fairmess perform an excellent service. They are also
comumitted to Dhuality Assurifics”

We have comsciously developed over the years the ability to ship about
ane third of aur product in vessels specifically chartered by BHF Tranaport
under Contracts of Alfrmghtment Spotl shipping Ireight rates cn be ex-
trevmely volatile, soour planning hes allowed us 12 have a cushion where we
can defiver cual to Burope at prices that are competitive with Americn and
Canadian coal suppliers which are. of course, much closer 1o the European
markets This is the Last link in the chain of moving coal from the mine to the
customeTs plania

Most of our custome s in ane form or another are pursumng @ philoso-
phy of Total Cuality Management, Continuous Improvement, Quality Cir-
ches, pic. They are pushing us, a8 & mapor supplier, o follow suit

To developa further arm in our competitive ad vantage we are evolving
& Quality Assurance system. Cur Gregory Mine is ‘quality assured” by an

o 50 ) 150 l
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independent third party. This systcm was the first in the world, as far as we
can judge one of BHF Steel's collieries i now thind party accred-
ibed). Omoe all our mines ane quality assured (and the atm o by the middle of
1954, we will have a competitive advantage, particularly with those custom-
e whao will eventually only purchase from mines which are quality assured.
It is worthy of nole that the state government owned ports and the railways
are also going the quality asssmance Foute

As you would be aware, BHT™s philosophy over the years has been 1o
vertically We have a distinet advantage over our competition by
not only supplying the three major raw materials: iron ore, coal and

1o thie world"s steel industry, but also having an early waming
systerm on changing technologies. BHP Group “think tank” teams have
been set up to look at likely developments over the next thirty year in the
warld steel industry, so thal we can ensure that we are ready lor any
eventuality. In the words of the inimitable inspecior Clousesu, “Always
expect the unespected”

Lastly but not least, we have developed our own sysiem of "counter
trade’. The actual custormners and potential ones in the old Bastern Bloc, who
da not have any hard currency, an stiil be supplied with mw materials by
using Counter Trade.

The overtying concep in looking at & succesafu] export company st
be predicsiecd on a return to shareholders. There ks litte poind in companies
producing competitively for world marketsat low cost and escellent quality,
if the organisation fails to pstify its existence by not making & retumn 1o the
shareholder. As we saw alter the stock exchange crash of 1987, those wha
take their eyes off the ball usually end up in the hands of the Bquidators.

By remaining responsive to market demands and changing technole-
gies, wr inbend Lo be a major foroe in world coal markets into the future.

Reference
EHF Australia Coal (1994, Draft Stadege Man
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THE IMPORTANCE OF CAPITAL MARKETS
IN PROMOTING GROWTH AND EXPORTS

ALEX FRINO

The role of a capital marhet within o market economy is o allocate the
wmavinges of the community to Eifferent investments so aa to maxtmise sodal
product. 1t controls the volume of savings avallable for investment, as well
m the composition of economic activity. As a resull, the capital market
influences the production ol goods and srvioes which underlie sconomic
growih and exports

The savings of the commiinity are provided for imvestment purposes bo
companies (producers) in two broad forms, as debt or squity finance  Delst
finance entails a contractual promise [ram the borrower (company) 1o repay
the principal pls a fived mate of interest. Equity finance. on the other hand,
iz provided without a promise 0 repay the original contribution or a
particular rate of return. However, the provider of equity finance is entitled
to & share in the profits of the company as dividends.  Further. the right 1o
recelve dividends (shares] can be sold 1o others in 8 market such as the
Australian Stock Evchange (ASX), 50 a8 (o realkse the initial fonds provided.
The ASX also facililates the initial sale of shares so that companies can raise

Table &1 provides some data which shows evidence of the impor-
taree of share finance as a source of funding Jor investrment i Axstralia.
Estimates consistent with Jackson {1989, p. 344-345), regarding the sources
of external finance provided io private corporate trading enterprises. in
Australia are produced. The table demonstrates that the finance for
investment (“all capital expenditure’) of corporations is derived from three
broad sources internal fnance ar undistributed profits (‘gross savings),
share finance (‘ordinary and preference shares’) and debt finance (loan
Femamor' ).

The table provides historical evidence which suggests that share fi-
mane is ane of e most mportant sources of finance for capital expendingre
in Austrilia. The sverage proportion of capital expenditure fnanced
through share issues has bern approvimately 5% over the last sleven years,
wihilst loan finance has scoounted for the other 10% . Taken together with the
role of capital markets, this data suggesis the importance of an efficently
opeTaling stock market for growth and exports.
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Table &6 1 Sowrces of finance for copitel expenditure by '
anterprisss

private corporate trading
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The attractiveness of investing in ASX Listed companies is influenced by
the cosls imvolved in trading shares. Poerther. in order for finance o be
directed to the more profitable projects which crop up from time 1o Gime,
masbility of funds is sssential. This is also influenced by the cost of trading
shares The implication of this is that an aperetionally dficent market is one in
wiich the costs of trading are minimal.  The ASX has incressed s opera-
tianal effickency over the past ten years through a number of changes which
have served 1o reduce the costs of trading shares. These mncude

& the abalition of foed commission mles for brokers n 1984
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*  the abolition of restrictive ASX Membership requirements in 1964;
* e reduction of restrictions an short selfing in 1986;

® e introduction of automated order placement and execution, and a
natpisnal markel syslem throagh the introduction of the Siock Bxchangs
Automated Trading Systemn (SEATS) in 1967

*  the introduction of raped setilement procedures in 1989 through the
Flexdble Acoelerated Security Tramsder (FAST) which led to T+5 (a five
day setthement perice] in 1992 and

*  future developments in trading and settiement, supporting interna-
tiomal competitiveness through the introduction of the Clearing House
Electronic Subregister System (CHESS) which will lead o T+ (s three
day settlrment period)

The way in which each of these messures improved, or will improve, the

operation of the ASX will be discussed next. It in emphasised that the

sificient operation of the ASX is crucal, given the imporance of the market
for the provision of capital in order to finance i vestrment for the production
of goods and services, which contribute to growth and expors.

Improvemants in the Facilitation of Trode

The Abolition of Fived Coenmission Rates for Broken

Up until 1984, clients were charged a commisason by brokem for the execu-
tion of trades, which was fived by the Exchange. However, on 1 April 1984,
these fived commission rates were abolished  Brokers were permitted to
negotiete with their cients. and to compete with ather brokers, by setting,
their owh commusions. The general effect of this deregulstory measure was
o decrease the commissions charged by brokem, and henoe the cost of

Adtioen [1990) provided evidence that negotiated commission on irsdes
is significantly lower than the commissiona charged under fixed rates. Tabile
6.2 and Figure &1 below illustrite this point. Although commissions fell for
the bulk of trade, Figure 6.1 also suggests that commisskona on the smallest
calgory of (ransactions were higher after deregrulstion. Despite this. the
data suppearts the notion that the removal of fived commission mbes lowered
brokernge commissions in general, and led directly to lower costs of trading.

The Abolition of Restrictive ASX Membership Requirements

Al the time that flued commissions were deregulated. the restrictions on
broker Membership requirements of the ASX were alsp relawed. The main
regulstion that was relased was the prohibition on morporations from be-
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Table & 7 Actuol versus regulored broksroge commis:
shons ai o percantage of consideration for

April 1984
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coming Members. Prior to 1984, only natuwral persons coubild becone bem-
bers of the ASX. Omne of the arguments in favour of relaxing Membership
requiremants of the ASX, was the promotion of competition amongsi bro-
kers which led consequintly 1o a reduction in the costs of trading

The efiect of the relasation in Membership requinsments on the numbsr
of members is demonstrated in Table 6.3 and Figure 6.2 below. Total
Membership mumbers have declined slighthy, probably as a resull of the
increased competition in broking. There has also bess o swing from partner-

Tohle 4.3 Stock sxchange membership 1980 1o 1992
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ships to corparate Membership, These two patterns have arisen from the
ncreased competition in broking, a3 well as the cost benefits of

of broking firme (limitod lability). Both of thess factors, in fum, may have
acted 1w reduce the custs of trading on the ASX.

The Reduction of Restrictians an Shart Selling

Shaart sl takor place when market participanis sell shades which they do niot
own Often, market participants go ‘short’ at the cument price, when the
sbock price is expected o go down, and then ‘setthe” at the later lower price.
What ooours is a sale at o higher price and a purchase at a lower price. This
renults in s profil to the market participant “golng shon”,

Inn July 1981, & companies code which applied uniformby throughout
Ausiralia was introduced. Section 58{1) of the code prohibiied short selling
of stocks. bn March 1988, section SB{1He) was added, which permitied shaort
selling of stocks thal were ‘spproved” by the Exchange. In April 1966, the
ASX introduced 4 Business Rule which ‘approved” stocks [or short selling.
A list of 57 ordinary stocks was ortginally included in the business rule, and
therein those stocks could be shont sobd. This list has now been extended (o
include over 20 stocks

Permitting stocks (o be short sold mesnt that sellers wihio did not own
tocks oould mcree i the market 1t can be argeed that such sellers decroase
the time it taken to buy a stock. and increase competition for the supply of
siocks which could thus improve the price obained by buyers. Taken
together, thesr eifects coild act o reduce the oversll meis of teding,
through reducing the cost of finding the kowest selling or highest buying
prices willing o be recetved or paid by other market particpants.

Automated Trading and a National Market Sysiem

Prior o 1967, all stocks were traded on the floors of Exchanges in s different
cities, namely Sydney, Melboumne, Adelaide, Brisbane. Hobart, and Perth.
All ordems were passed 1o brokers on these irading Moo who would yell
them oul lo ‘challies”, wha, in turn, challked up the best bids and offers for
mch stock.  This “open oulcry’ process was replaced with a computerised
system in 1967 called the Stock Eschange Auwlomated Trading System
(SEATS). SEATS was introduced in April 1987 for 20 stecks, and by October
1990 it operated for all stocks.

SEATS etfectively centralises all trading by placing SEATS terminals in
brokers offices, in which orders o buy or sell sbocks can be placed by
Members, and which ate then displayed 1o all other Mernbers in Austrabia.
Bicds and offers which match are sutomatically ssevuted by SEATS. The
effect of SEATS is thus twofold. Firstly, it automaies the process of placing
an order and executing a trade.  Secondly, # corsolidates the individual
markets which previously operated on the different teading loom around
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Australis. The introduction of SEATS i argued by many o quicken the
process of everuting trades and finding buyers and sellers.  This in tum
Impreves prices which are willkng bo be subamitted by buyers and sellers, and
Hhus Enproves the time and costs of trading.

Improvements in Settlement Procedures

Priorio 1989, a trade tn stocks was usually stled whena payment wis made
and stock ownership changed hands through the physical transder of a share
certificate. In July 1989, the ASX introduced the Flexible Acoelerated Secu-
rity Trarafer System (FAST) which eliminated the need for share centificates
to change hands. This ked to the ;miroduction of a five day setthement period
folborwring bransactions (T« 51, an which all trades were 1o be settled by brokers
whithin five days of the iransaction in order to avoid Bxchange imposed fines
The purpose of Uwse changes wis twofold  Fimily, to reduce setile-
ment time  Secondly, 10 reduce the administrative msts associated with
trading  These facton led 1o significantly reduced overall costs of trading.
Further Improvements in Trading and Setilement
Further improvements are foresesabie with the development of the Clearing
Hosisr Bloctronic Sub-regisier Syntem (CHESS) CHESS will enable the
electronic transter of title, which will eliminate the nesd for a paper transier
document. This will enable a move 1o T+1, which ls settiement of trensac-
tions three days afer the trade.  This is angued 1o further improve the costs
and willingness of market participants to trade.

The Effects on Liquidiry
Laquadity can e defined as the ease with which a trade can be executed. One
of the primary determirants of liquidity s transsction costs, or the costs of
trading Obvicusly, the lower the transaction costs, the less costly it is 1o
trade. and the casier it s lo trade. Thus, the messures introduced by the ASX
ostlired above, may have contributed to a more liquid marke

The liquidity of the ASX can be gaiged by examining bbs urmover.
Turnover is the value of trading over a certain pericd of time. However,
market turnover may also be influenced by the number of shares available
for trading and the valse of shares in the market (the product of which s
market capitalisation), both of which are unrelated to biquidity or tmnsaction
costs  This sugrests that the appropriale measure of market liquidity is
markst tumover divided by market onpilalisation. This is called the “Li-
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 outlined, by suggesting that a
genenil increase in liguidity ooourred over the period in which they were
introduced. The boom in Hguidity in 1987 s a product of the siock market
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Table 4 4 The liquidity of the Australien steck market
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crmsh, which slowed down the growth in market copitalisation, and in-
creased market turnover.

The changes introduced in trading by the ASX over the 19508 have
fncilitated share trading, and reduced the costs of trading. This is evident in
the improvements in liquidity since 1980 1t was argued that the laciliution
of trade in shares is crucial for an operationally efficient capital market,
which, in b eads o 8 better allocation of sodiety’s roeoenes owands
mare profitable projects. The improvementa in stock market ligquidity are
especially tmponant in Australia, since & major proportion of finance for
investment i derived from the stock market Henor, the implication is that
the improvements in liquidity on the ASX are conducive o an efficient
alocation of societal resources, both of which are important o production
for economic growth and exports.
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BUSINESS-EDUCATION LINKS:
SOME IMPLICATIONS FOR
ECONOMICS EDUCATION

TED HOOK

It is » pleasure to acoepd Tim Riley's invitation 1o promote discussion on
economics and the impact of Business Education Links (BEL}  This third
annual National Economics Teachers’ Conference is one excellent example

ol the increasing co-operation taking place between business groups and
educaton. The Bconomics Education Resource Centre (EERC) and the

magor sponsors of this conference, the Australizn Bankers’ Association, the

Australian Siock Exchange and Cova-Cols Amatil Lid are to be

hﬁm;ﬁﬂ&gnwﬂﬂ&hmﬂﬂunﬂﬁlhdﬂm

in exonamics litetacy education to come together in this part of Australa,
wihere ‘1t in beautiful one day, perfect the next!”

Back To The Puture - An Economic Top Tenl

Some of us presendt today @an remember an Australian economy with:

*  Strong stble, national leadership led by our longest serving prime
miuster, the Lile Sie Robert Menties

*  Full employment with %6-98% of the labour force being in full time
jobs.

*  One of the world's highest standards of living an measured by per
Pt T

*  Umgoing surpluses on the current account of the balance of payments.

*  Sustained economic growth fuelled by high levels of domestic savings
where people were encouraged bo finance thetr own rearement,

*  Expanding agncultural, pastorsl, minmg end manuiscturing indus-
ires financed, in part, by significant bevels of onpital inflow from non.
Askan countries

*  Welltrained and mobile defence forces that had seen service in many
theatres of war and & community acorptance of national service.

= An intermational reputation in the arts, music and sport with the 1956
Melbourne Olympics and tennis supremacy being highlights.

*  Arngoronss sod somew hal suthortarian prmary and secondary schaool
sysdem, statfed by teachers held in high community esteem and mup-
parted by an efficient inspectoriate system
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* A small, compact university system, internationally recognised for its
scholamship and research, with entering students selected on ability and
who competed for places via an scorpied system of
= Commonsslth government scholarships based on merit;

- Stale govemment bumaries for nursirg and teaching,
= Puasiness hunded and bonded scholarships that gusrantesd jobs.

Of course. the world facing this young student tescher thirty five years ago

was not perfect. However, il was a period of relative stability and ceriainty

with respect for the liw beoause it was visible and enforoed.  There was
wdmirabion for and school learning abowl the achirvemenis of our ploneers
andd achievers both past and present. Society encouraged ompetition and
independence withoul Large mumbers of people relying on a variety of ‘hand
ouls’, although we learnt about protection and tariffs and scbaldies for our
farmers and manufacturnm

Looking back to the future, the Australia of twenty, thirty years ago had
very different emphases on what mattered.  Anttudes towards the ndi-
widhual, the family, the school, the workplace, the sports field and the comm:
nity were different. A ahort, fireside chat with your parents or your grand.
parenis will tell of a differend society - one i seemed whene there was a place
for everyone and everyone had a place! It seemed to be an econotmy that
previded jobs and & relatively debl free society withoul credit cards!

Back To The Future - Twe Decodes of Change in Education

Much has been winitten and spoken in other places about the changes thist
have ocourred in Australian education since the end of World War Twuo,
almost filty yrars ago. Seme of the changes have been for the betier, some
have not. One feature of the past two decades has been the frequency of
change and the almeost continual need for someone, somewhere 1o com-
mission a report or enguiry into some aspect of schooling and Farther
education Perhaps, an issue on which most educators agree is the need
for less change, less mterference and more stability 0 allow past changes
to be consolidated  Teschers would like to get on with what they enjoy
and do best which is to teach and challenge the inguiring minds of young,
Australlans

Economics teaching has been one discipline thal does not seem to
have experienced significant change. For example. the Quesnsland Senior
Economics syllabus remains largely unchanged ince a group of teachers
wirete the course nearly twenty years ago. Today, there is considerable
attention being pakd to national curnoila and nationally produced re
souroes o meet the needs of core courses of study. Almost twenty years
agu, this writer led a group of economics teachers under the auspices of the
Australizn Commercial and Bconomics Teachens® Associstion [ACETA) to
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form AFEL - the Australian Project for Bconomic Lileracy.

Our request to the newly sstablished Natonal Curmiculum Develop-
mept Contre (NCDC), on the advice of the then Federal Minisier for
Bducation, Mr Kim Beazley Sor, was for funding (S&50000) o research,
jprepare and publish national resources in teaching secondary economic
APEL was carefully researched and costed with input from each state and
territory. Our submission was the first presented 1o the NCTXC in the social
eciences area.  Another project submitted and funded at that time was
ASER - the Australian Science Education Project.  As history will show,
APEL was not acoepted by the NCDC.  Instead the Social Education
Materiaks Project (SEMP), was acoepted [t camne as no surprise to find
misch of our philosophy and many of our ideas formed part of SEMP which
o lenger exisls ioday .

Beomomics ieachers in Australia and New Zmdand have been at the
forefront of besiness-educwtion links. For the past thirty yeirn we have,
through our tescher sulrect ansociations, worked dosely with the business
comursmity in both the private and public seciors. This comference continues
1o show how ieachers of soonomios and related subjects can co-operate with
business ot kocal, siabe, natiomal and mberma tional levels o mprove student
understanding

Coming To The Future - Some Business-Bducotion Links

O ol the eariiest business-education links invelving teachers of sconam-
is wrere the links with the Australian Chamber of Commercr and its slate
chambers. The Australian Chamber's Economics Education Project in the
19708 led to » range of teaching resources being researched and written by
ieachers and produced, funded and distributed by business. One of the
aims of these print and audio visual resources was 1o present to rachers
and students, information describing the operatlon of the Ausiralian
ey, some ol s past achievements and Fulure challenges. The teach-
ing notes. tapes and videos were updated regularly.  Each year, the Seate
Chamber would fund in-service programs for teachers and their subject
association would encourage members to attend.

Another example of an early businsss-education link was Nank Edu-
cation Service (BES) sponsored by the Australian Bankers’ Association.
BES operated wvery successfully in all stales and was the longest and most
suceesiul example of teachers and business people working together. The
output was & wide range of current, relevant and practical teaching sids
and student learning materials that were effective. These materials were
welcomed by teachers becouse they were designed and written by known
and respected collesgues  The resources were lunded and checked for
technical scouracy by the banks and presented to students from Years 9 to

12 by experienced bank personnel. For many students, the Speaker Service
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provided by BES wan their fimt contact with business people. About tem
years ago, the ABA, against the advice of economics tenchers, withdrew
their speaker servior and reduced the scale of tesching materials

Al this tirne, several other nations] organisations estabilished lnks with
ACET A and staie teacher associations. These groups included:

= Australian Association of Permanent Bullding Socetis (AAES)
®  Australisn Pederation of Credit Undon Leagoes (AFCUL)

= Australiens Finanor Conferenor (AFC)

¢ Australien Mining Industry Councll (AMIC)

s Australien Retailers’ Association {ARA)

*  Australian Stock Exchange (ASX)

#  Insurance Councl of Ausiralia (CA)

*  Life Insurance Federation of Australis (LIFA)

*  Rrserve Bank of Asstralia (RBA)

The expanding links with business organisstions sver the pasl wenly yenrs
have been a double-edged sword.  For example, in Queeniland, over 7000
secondary teachers and business people have come togrther in a unique an-
going program of business and teacher workahops. [n 1980, Uese business
and beacher workahops began as 8 joint vendure between the Queensland
Bonmomies Teachers' Association (QETA) and the Institute of Public Affsirs
of Queensiand (TPAQ) Today, these business and teacher workshops
conttmue and currently the [PAQ and the Queensland Depantment of Bdu-
cation, through its sysiem of jorty three School Suppon Centres, are pintly
resourcing these alfter-school, Afer-work sctivites

As i el of these business and tescher workshops, teschers and
their students have gained a clearer undertanding of the aperation of the
world of bustness and some of the ssues facing the Australian and world
economiss. The other side of the vword has meant many more business-
mrn and women have gained a clogrer appreciation of some of the changes
ocourring in secondary schoods and the challenges laong dassroom tesch-
ers and admintsirators. One tangible result of these workshops has been
choser co-operation between schooks and local business firms.  Another
result han been general statements of support by employens for the quality
al school lesvers, despite the incressed demands being placed on our
sevondary schools by society.

A list of the business-education links that the Eronomics 99 Confer-
ence participants and their schools have been invalved in s summarnised in
Table 7.1 (pages 100-101) in the Appendix
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Business-Bducation Links - Two Overseos Examples

The video, Schook are your Business”, provides numerous prectaos] exsm-
ples af co-operation between schouls and business firma in the Midlands
region of England. It is an area with high levels of youth unemployment and
& past history of few links between business and education. The video clearly
shorws the benefits of school-industry nks to thres groups:

*  The studenis attending primary and secondary schools.
#  The teachers and principals of these studenibs.
s The stall of the business firms.

The benefits for the students were considerable and the visual impact upon
the primary school pupils will last for & long time. The polential for
econamic Hieracy and mults-disciplinary lsarning from the video s enor-
manas as studints leamnt about the production of goods and services and the
decision-making processes involved. It seemed very clear that the enjoy-
el shorwn by these British leenagers surpassed the ‘chew and spew’ which
till characterises a greal deal of our leaching The willingness of the
students 1o say and wrile whal they thought rather than what we think our
Inchers wani us to say and write was also refreshing.

During the video, the impact of doser links between ther schools and
local business envierprises was quite dramatic. The willingress of soeme of the
tenchers 1o change their classroom teaching approaches was refreshing as o
resull of watching how their students learnt without their direct inpast.
Perhapa those responsible for the pre-service raining of fubare economics
teachers may benedit

Another relreshing aspect of the video was the open support and
encouragement for the initistives displayed by the business people. The
positive comments from industry executives and the active participation of
various employees was encouraging.  The practice of secundment of busi-
ruems #8all o schools as part of the job description of varous emplovess could
well be encouraged in Australia and ghves added meaning to the title of the
viden, Schoals are your Business'!

Some Businsuw-Edurotion Links Across the Tosman

Therre are several business organisations linked with primary and secondary
schools in New Zealand  One exampir is The Enlorprise New Zealand Trust,
which i actively invelved in links with secondary schools.  The following
summary has been provided by Mr Ken Baker, Euecutive Director of the
Trust who is represenied af this conference by Ms Kathie Wills, Manager of
the Trust’s Educational Programs
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Airms and Objectives of the Trus

The aim of the Trust is to promote an understanding of the role of business,
enterprise and economic lieracy amongst post-primary students and
educators The Trust is funded mainly by the private secor and operates
nationally. lis programs promobe both business and economics sducation
and these are funded by resources from the business secior. The Trust acts
&d an inlermediary between buslness and education. developing achoal-
industry links st ool and national levels |1 has programs to assist
sfudenis and teachers and principak.

Progroms To Assist Students
Thie Flotcher Challenge Young Enterprise Scheme (YES)
Linder the Young Enterprise Scheme, secondary students rise capital to
Ataf! & company, elect & board of directors and produce and market &
A tencher acts & the initial stari-up person, with s local business
menior being the sdviser Im 1953, it s expecied that hall Mew FZealand’s
secondary schools will participate  YES helps students to learn about
business and how it operates by combining knowledge and akills from
subjects including English, mathematics, phywical and social scienors, tech-
nakojy. sccounting and economics. The Young Enterprise Scheme is similar
o the Young Achievers program tn Australia, which in turn is related to
Young Achievement. USA.

The 1993 Enterprise Studies Projec

B New Zealand has seconded a stab member 1o work with ten secondary
schools in a pilot scheme to help srodents loarn sbout business using
economacs shills and knowledge Key parts of the program sre Bnked into 3
local business or industry study in s multi-disd plinary approach. Parthopat-
ing studdents master new skills which are applied in a vanety of leaming
activities that can be used 1o assess competency sandards. The program s
designed o compiement the Form Four (Year 100 rconomics vyllalus which
concentrales on consumer econombcs.  Local ieacher define whai is o be
taught and after an evaluation this year, it is expecied the progmm will
become: more widespread n 1954

Progroms Involving Teachers And Principals
Management Education for Principals

In assocuation with the New Zealand Employens’ Federation, school princ-
pals participate in presentations comparing business and school manage-
mend. Topios include public relations, marketing, negotiation and strategic
planning. There are also specialist courses lasting two days m s follow-upto
these prosentations on Qualiny Management and Strategic Planning,



Ted Hook

Uindentanding Financial Management
ﬁmuﬂqdhw Federation, the Minmtry of
Bducation, the Audit Office, the School Trusiers Association and business
representatives have developed a program o help principals and scheol
trustees. The program aims to define the roles and responsibilities of the
chiel executive officer and the Trusiess of the school in the fnancial
management of school funds.

Resource Allpcation and the Environment

Regional setninars sre held sach year for teachers of economics, grography
and saence with sessions related to the economy, the environment, relevant
legislation and the government’s role. Local and national cose studies and
wvisiiy are [oalured.

Congress 1993 Economics

This & a resicential progrm lor economics teachers which deals with
manulscuning, the budgel and monetary policy. Teachers will wisit majgs
evonomic mstitutiors and be hosted by lending business ewecutives in
Wellingion.

Leaming Resiroes

The Trust provides industry studies, magazine and sty of OHP slides 1o
help both eachers and business people o undersiand the Mew Zsaland
DRIV

Business-Education Links and the Motional Industry Educotion
Farum

U Ausstralia’s schouls are to be amongat the world's best by the end
of the contury, then Australia’s trschers inoe some lormidable chal-
lenges in this decade *
This s e view of the Mationa] Industry Eduoation Feram (NTEF) which was
established in Jamuary, 1991, The Forum's members are the nation’s major
bassiness organisations who are combining, their inputs into a business policy
on edcation. The Forum hos published two policy documenia:
*  Declaration of Gatls for Asstraln Schools; and

& Improving Austrafian Schooli - Ruildmg the Founditons for 4 Berier Aus-
trande.

Lt than & yoar ago in August, 1992 the Forum published the second of iis
policy documents, Imprroong Australen Schooli. Throughout 1995094, the
NIEF in conjunction with lesding edumtors plans o conduct these five
progcis

L (TENOMICS 7
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*  Mathonal Assessment of Eduoational Outcomes.

¢ Devolution of Managemmt.

= Sdies of Global Challenges and Economie Lile.

*  Basic Organisation of Schooling.

- TM‘MIW

Because of the implications of these projects for weaschers and schools in
peneral ard economics ieachers in partcular, the following details are aken
froen thie Burseress Cosencil of Ausirabis Bullcton, January / Febriary, 1993 With
ithe curreni irend fowards 8 mone ceniralised and national approach o
schooding loneshadowed by the present lederal government and increased
concem about education mopressed by bustrims groups, w need 1o be pwarne
ol what is being considensd.

Project One — Notional Assessmaent of Educational Outcomes

Tine of the moat impaiand gaps in knowledge aboal our nathon’s
performance is how well mur schools are performing.  We do not
know whether Austraimn studerts are os well squipped with lonowd-
edge, skills and compelenches & those in other countre.”

Improving Austraisa’s Schools - Building the Foundation for & Better
Asestralis [Page 3 |

I Australian schools are to be at the forefront in achbeving the highest
standards when compared with the best in the warld by the ywar 2000, the
quality of learning that is coourring in our schools must be sssessed. In
addition, achievement kevels for our students must be compared with those
of ovorseas sudmis

Recently all States and Territories agreed 1o the development of profiles
of frameworks for reporting the resalts of sssessmend of stadent achieve-
maendt in Engliah, mathematios, science, technology, the arts, studies of sockety
and environmend, linguages other than English and health. The project will
deal with the next step

The project secks 10 explore ways in which profiles an be used o
provide a relisble system-level and national data on student achievement.

In addsson, it akine to develop an ethical framework or proteool which
will govern the way in which data fromn system-level and national assess-
ment procedures is obisined and used

Expecied Oulcomes
It in expecied that the following outoomes wouskd e schirved

Frownaiy 13 e
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»  dewiled information would be svailable on the current national work
profiles;

# g report would be svaillable on bow dependable sssrssenent nstr-
ments and procedures could be developed to atilse the profiles and
provide rellable, comparable system-level and nationsl data;

*  an ethical frmework or protocol governing the collection and wse of
dats would be developed,

*  the Andings of the study would be widely publicised o the business
and ediication oMLY

Project Two — Devolution of Management
‘Australia’s public school systema, as tradstionally structared and
managed, are unlibely to achicve the necrasary improvernents to be
at the forefront of world standards *
heproving Austrabia’s Schools - Auilding the Foundation for @ Better
Australia, [Page 10].

Rationale

The necessity (o survive and remain peofitable in competitive markoeis han
forced companies io examdine their organisationa] structures very canefully.
This has led to puch restructuring and change. One almost undversal change
hais been the devolution of mans gement and suthority 1o kwal operational
units. Decsion-naking i thus at the point where best-informed judgeminis
cun be made Devolution abso provides the Bexibsllity and customes orients-
tiom g which sucomsaiu] usinesen depend.

Schiools tniast also be responaive bo their custormens and delivera quality
procioct. They mist be able to decide how o spend thelr resouros, how 1o
determine their organisational struchure, what inomiive strabegies 10 use
and what services should be purchased. As s the mse with decentralised
companies, the manager of the school, the school principal. should be given
the authority and respansibility to manage and should be sccountable for the
performunce of the school.

This project serks to establish o blue-print for the devolution of mansgs-
meni and authonity of systemic schools. 1t secka to make recommendations

relating io devohotion that are conabsiont with the lessons that busines has
ket

Experted Cutcomes

The progect would provide:

#  »repori on the key lacion involved in the devolution of
and authority in schooks. The report would be advised by best-business
practice in devolved management;
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*  opportunities for senior members of the tusiness community bo discass
the report and its findings with education leaders;

*  incressed understanding and support for devolved management struc-
ares

Preject Three — Studies OF Global Chollenges And Economic
Life

“Insfficient attention b paid during formal education io the system-
wthe siusdy of Ausimalia’s econooic bie, the hasks of our development
and siandards of living. and the challenges of our inbernational
ik thon.”

Improving Austrabia’s Schools - Builidieg the Foumdabiom for o Betier
Austratia, [Page 12]

The business community believes that insufficient atienton s given o the
wystematic study of Australia’s economic fife, the basi of cur development
and standard of Hving, and the challenges of our international skuation

While high standards of functional literscy and numemacy are wital
clements of an educated society, cultural and eoonomic lileracy ane also of
great mportance.
Ohar young prople need 1o understand Australia’s history and geogrs-
phy and oughi to understand the key elements of our democratic sockety
They mumst also understand Aastralia’s place in the world, how we make pur
livimg and participate in world trade

Studenias and teachens need o undersiand that Australis musi compete
in global markets if it i to sustabn b way of liie and maintain it standard of
living into the fuiure.

This project aims o prepare a detailed response 1o the draft national
curricuham statement Stadies of Socety and the Environment . and cumriou-
lum guides and to provide resource malerials

Expecied Oulcomes
1t s expeected that the following outcomes woulkd be schieved:

* & deailed response to the dradt nation satement in Sidie of Society
and the Environment” would be prepaned,

*  aread of the curricubum, for which resmurces relating to cultursl and
economic literacy could be prepared. would be kdentified:

=  appropriate resources would be prepared, and made available 10
schools and teschers.
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Progect Four — Bask Orgonisation of Schooling

‘Oine area calling for national agreement is the basic organisation of
schionl pducation. There should be & undform national policy on the
age for starting school, and an agreed number of year levels offered

Assivalia’s Schools — Building the Foundstion for o Brifer
Australia, [Page 4]

The business commumnity believes that there should be national agreement
an mathers relating bo the basic organisation of school edumiion,

There should be a unidorm national policy on the age for starting school,
and an agreed number of year levels offered in primary and socondary
education.

In addition. standard terminology should be sdopted throughout the
country lor similar stages of education and for stmilar fenctions and
activitien

While State and Territory Education Minisiers have indicated ther
commitment b proposals for national consistercy and have sstablished &
high-level working party to investigate and pursue the issue of

, there has been #tle progress (o date.

In this progect, the NIEF will sim to work initially with the working
party o gain an understanding of the wsues involved. It will commission
work and studies il beels will sdvance the Bsues

Expected Ouicomes

it is expected that the following outcomes will be achieved:

= aooinprehemiaive report on the status and specific nature of the ssues b
be addressed, e school starting age, number of yaarm in primary |
secondary school, ete

*  agrecment on the werminology used to describe similar stages of educs-
tion and similar functions and activities;

*  agreeenend on the ages &t which children siant school;

*  progres iowands establishing & common pattern of primacy /second -
ary schooling in Australia.

It is worthwhile o nobe the last expecied outtome and the six key generic

competencies of the Mayer Report which are a follows:

2 o 73
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Projoct Five — Teochers’ Professionol Development
W Australia’s schools are Lo be amongst the world's best by the end

of the century, then Australin’s tenchers face some formidable chal-
lenges In this deonde”

Irproveng Awstrafis’s Schools - Burldimg the Fourndatuon for @ Setder
Aunirabin, [Page 8]

Batinnale

Sucoes in achieving the standands of education which Australia will require
depends upon & high quality, feaible and committed teaching profession
aperating at the leading edge of professional practice.

Diespite this, professional development provided for teachers is spo-
radic and often ineffective. Teschers, howrver, maintain their own profes-
mona| bodies whose sctivities should be more widely recognised and sup-
porinl,

This project will provade opportunities for working with teschers on
profesional sctivities of pint concern o 1eachen and 1o business. [t will
adopt a selective approach supporting small-scale projects agreed jointhy
between trachers and business.

Expecied Outcoimes

. busimess of the ol
;E::.Iiulul:ﬂhy the importance of high quality weaching

*  the establishment of working relationships with teachers who are
lending the way in improving profemsional practice;

*  improved prolessional development through & range of sctivithes
wintly agreed between teschers and the NIEF

Business Educotion Links — Ausfralia 2010

The Business Council of Australia (BCA) conaists of approximately one
hundred key business people whose firms in both the private and public
sectors provide pobs for nesrty half of Australia®s work foroe. On March 11th,
1996 the BCA convened the Fourth National Dusbvess Summil entitled
Australa 2010 Creating the Fubure Australia

The BCA has made available copees of their 20 page research report for
delegates sttending today  The report. Austrebia 2110, is the Business Coun-
cll’s blueprini for change and reoovery in the Australian sconomry,  This
rrport b intencded to stimulate discussion throughout the commindty and in
vy view, especially by those of us responsible for ieaching economic literacy
in our schoals, colleges and universities. Lel us now spend some time in
analysing the report and as educators, tell the BUA what we think of &
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In 1992, the BCA decided that something had to be done to stop the

diecline in the standand of Hving of Asstralians. The Council bebieves that, as
& nation, there is an wrgent need o Lt our econombc performanor and (o
create more jobs. The Council angues on page three of i Report that:

A century ago Australians enjoyed the highest biving standards i
the world, In 1970, Australis was Hth in the ‘international league
table’ of countries mnked according o inoome per oipits = we ane
fovw TBth in the same table . . Australiars should sooept nothing
T tham s standard of coonomic managrment which will retem us
it the highest income group of countries over the next two decadies
(and lead to) the reduction of wremployment and the stalilisation of
our aet foreign deibt

For teachers of ecomomics, it 15 essentlal that we understand the messages ol
Austrafis X000, It isa 200 page report which contains four sections and an

aprprenadin

Part One describes Australia’s need for change, past approaches o

change and feabures of desirable change stmlegies The madn argu-

menis are that as part of the intermational economy, all of our activities

sithey sharpen or dull our global rompetitiveness and hence our ability

i erente woalth and jobs. If we fall 10 create wealth and joba. then we

restrict the abilities of curselves and owr childeen o lead creative,

indrpendent, resourceiul and produciive lives

Part Two argues that Acsiralia needa & clear senss of direction for her

hutare b we.ane Lo return to the ranks of the top ten nations by 2000 This

pense of direction s explained through six national objectives:

1. Tobein the op wn nations of the world scoonding to per capiia
mational incore

T Tohave the lowest possible rate of unemployment, no higher than
five pet cenl

3 Tocontabn our st foreign debt o a level below 50 per conid of the
mation s GEOEF,

i Toschieve strong and mustained private investomni thal provides

5 Tomaknisbn masimem capscity (o defend our teritonial integrity.

Tha report wrgues that undess the first ohctive is stiimed. the rermsining Bve
are nit schievable

Ll
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Part Theee presents a scenario of the global envirosment of which
Australia will be a part during the next 20 yoars. This senario presents
a range of challenges and opportunities for the sataon and how we can
respond to these.
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#  Fari Four establishes four major policy aress which can retirm Australia
a3 8 top ten nation. These four aneas are

1 National Manageminl.

1 World Competitive Practice

1 Savimgs and bnvestmend

4. Internadonalisstion
The apperadiz to the report has been researched by Access Boonomdes. 1t
mamines the future of Australia by quantitatively analysing two situations
1 Asstralia 2010 based on our current policies and practices; and
L Aastralia X710 based on a series of reforms.

The appendix shows the difference between fwo Australias:

I An Australia as a poor society characterised by high unemploymend,
low tmventrment and & sustained high level of international debt; or

1 An Australia, as & richer society with low unemployment, expanded
tnvestment, low inflation. o stronger $A snd & net foreign debt stabilised
af lower bevels than those prevailing ioday

The Business Council argues that Australians need to agree on the kind of

nation they want and how (o achieve these objectives, The Council believes,

that m & nation, we all want 1o enjoy high wages, strong employment

opporunities and economic and social dynamism. Would you, &s & ieacher

of ecanomics agree with these lor yourself and your family and for your

studenta?

In opening the Fourth National Business Summit, Mr john Ralph,
President of the Business Council, in presenting the BCA's viston for eco-
nemiic growth, stabed:

The purpose of econamic growth in 3 fiberal democratic society in

o gve individuals the opportunity for higher levels of personal

in ways that they choose for themaelves. The afffuent

Australia that is our vision of Australia in 2010 would be the logical

development of an Australis in which we all valur:

- anation intermationally recogmised as offering o its citizers, envi-

- comfortable and spacious cities, gocosd recrestional and culiboral
Eacilities;

=  anappropriate balanoe betwesn work and lesure; and
= appropriate mipport for the disadvantaged’
As a wwacher of sconomic literacy do you agree with john Ralph's views -

L HrONOR 1)
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whally, in part of not a1 allT How does your vision of Australia 200 compare

with the above? In your teaching, how do you present your viskon (o your
students of Australia in the future and what is the vision your students have?

What interactive leaching strategies do you use 1o stimulate student visions
ol thepir hatures?

Austrolio 2010 — implications For Bducation And Troining
Austrafin 2010 discusses edueation and trainmng on pages B5-8% and on pages
AE 29 and 3. The Report quotes the Managing Carector of B Austrolis Lid
s follows:

Bducation has & fundamental knpact opon the material and inkel-

loctual health of society .

"Edumntlon s the most pervasive agent of change . .

“Edumtion is the principal means by which we conserve and enrch

the diversity of human culture

"Bucation is the engine providing e abills which advanced indus-

irial societies such as murs reguire.”
The report (page 8 argues for a national approsch 1o education.  Some
newspaper reports appearing recently in the popular press are relevant. As
teachen of economicos, we mtist be interonted in whethes there s a rode for our
discipline in 2 standantised Australia - wide curmicuhom and sssessment
system likely o be operating in primary ard secondary schools within two
yeary'. (Sunday Mail 27 fune, 1993)

The newspaper seport continues with The national system will include

& common assessment system and all students will be assessed by the same
stanclards natkoially Standard testbooks are alse part of the plan. The
ourricuhom will be based arownd right magor cote sulsjects

*  English

®  Mathematios

*  Soence

#  Languages other than Emgliash

= The Aris

*  Technology

#  Health snd Physical Education

*  Spudies of Society and the Environment’

What Do We Do About Busineds-Education Links?
This paper was prepared to promote discussion about bussness-educstion
limka and some comequent implicitions for eoomomics education. A great
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danl has happened since the baacher subpec assaciation, of which vou ane a
mmember, was established

When cur tescher subjent sssociations were established by groups of
dedicated, voluntary cassroom teachers and university lecturers, we werr
largety i control of what and how we taught sronomics. Student retention
rates ino Years 1] and 12 wene less than one third and about one in five of our
Year 12 (Form &) students endered university Our courses of study were
centrally determined and influenced largely by the demands of undergradu -
ale yndversity courses.  However, our young tescher subject associations,
mpecially in commerce and economics, knew how o make Uwir voices
hewrd effectively when it mattered. We bnew the declslon — makers and we
konrwe how 10 “manage commmittees’

Today, we isce new challenges. Business-education links bs one such
challenge. For the curver teacher, it seems as if everyone is telling us the
what, thee when, the how and the why of teaching’ We are contimually faced
writh increasing demands from all sectom of society to tell us what we should
and should not be teaching, 1don't know about you but |am beginning to get
wick of the contimual interference and strongly argue that ifs time we did
soitiething about 11

Oz pobution lies in teachers laking a far more pro-active role in advane-
ing their discipline. It could be argued that teacher unions never really
underinod that professional leaching is more than aslaries and class sizes
The solution e inall of us strengthenmg cur tescher sbge sssocators at
state and national levels and linking with fellow teachem oversean. We also
need o respond positively to requests from governments, business and
educaton groups to become more immived in commitiees and
We need 1o be able 1o stand up o educational bureaucrats, business people.
union afficials, politicians and society's ‘bleeding hearts” and assertively
state, Hands off"

As someone involved in business-education links for more than thirty
year. | suppon the concept and the ivterest shown by genuine and con-
cermed people who are not professionally trained educstors. In our democ:
racy, | respect freedom of speech and the right of all people to express thelr
them m & professional educator it becomes my resporaibility and my duty to
be accountable 1o my students and their parents and to society at large, but
oy bermal

In the recent past. many of us have been distracted by other issues, some
of which are not relevant to our role s teachers of sconomic lleracy. We
have made mistakes. We have nol been aware of the changes ocourring
beyond our classrooms and lecture theatres  Australw 2070 and wimnilar

reposts offer opportunlties for professionsl parmerships.

L L )
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Conchuslon

Business-educanon links have and will confitiue 1o provide opportunitios
for dialogue and exchange between busimess people and educators. Buni-
meas pducntion links are el education-tusines links! I the Business
Ciouncil of Australin and other business groups are comoermed about the
future of all Australians, then we need 1o be involved As temachers of
ceonomies education we need (o be imvobved before the erent. ol alterd
I the Business Council of Ausiralis genuinely supports the statements

quoted previously (Report, page 88) and agrees with BHs Ganeral Man-
ager. Mr John Prescot, that ‘education s the source of our intellectial

infrastructure’, then why weren'| experienced, practising leachers invnived
in Asstraim 2010 and similsr repora? Aren't we all members af the same
teamn!

Eotmomics sducation is maore than reiing per copita income and reduc-
ing unemployment and restrcting net foreign debe. Boonomic literscy is also

of others. 1t is also about kearning and sharing and trying ou ideas and being
involved and ‘having a go' If Awstralia 3010 is 1o become & reality, then
would the leaders of the world of business ploase understand that we want
bo b imrvolved.

istrators we are, as NIEF Project 3 indicates, responaible for ‘the systematic
study of Australis’s econamic fife’. As teacherns of eoonomics we are also
concerned aboul Australia’s future All we adk s Uhal we be comsulied

because we are already prepanng young people to be the wealth creators and
brisiness leaders of Australia in the year 20000
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Sources of Guast Speakers

Mamber bonks ol e Aukoban Bonken' Asocation with bew
respaonie from the Commonwealth ond Mahwoy Banks.

The Ausiralian Stock Exchange in capétl cifies ond wme membaer

Federal government deparmenty and inshilutians especiolly indus
vl Halosons ond the Ressrve Bonk of Aussalia.

Small Busness Carporasions.

indrvidual companies bosed on individual eocher coniact rather
than indusinpirode-employes associafions

Indvichual businewu managers krom local rms

Reprmsanioiives of indoviducsl rods uneons o Ban e ACTU o
stole Trodes ond Lobow Councils.

Lintvarsity ocodemics and lecheery with specific sxparfise ond
resacrch axperience i economscs curricubum opics

Private conullonts with sconomics resaarch groups

Parenh ond grandpareni of studenh with proctical sxpertise.
Fellorwr 1aft members whare knowledge and shills are usaed in leam
taaching,

Studen| orgoned gues! speakern induding rafired memben of thas
local community.

Snate cnd beclerol Mambers ol Poriamant ond Local Coumcillon

Other Programs Involving Business Links

Student compatitions organisad by busines groven Inchuding the
Share Markst Gome ond the Mobil Monoging the Auskalion
Economy Game.

Teachs: rebsaie o business frms — privote snterprise only, with na
sxompien of relecws 1o govermment depaorments.




BUSINESSEDUCATION LINKS

—

*  Economics opan days af schools with iudent amorged programs of
winiling apeokers

*  Taocherindusiry links with individual businesses, either arranged
by tmocharns of the locol level, of by lalsing with & business group
such ot the imilinte of Public ARoin Cueendand

s Teocheruniversity links whereby on immrchangs ocooun of the
individunl schooluniversity level, or vio a group of schools in o
regkon worllng with thedr neorest univanity

s Teochersudent visiis io locol hrme and full day vt by country
schools to copital citiss o cover severol plocss reloted o current
STRGT Unit N sOoromec

*  Twacher visits o business & updote mocher knowledge in specific
o weh o technokogy jag 1 wesk Marco progrom|, mdhmsinal
ralaficn . inemational rode and manageman! skils.

*  Annuol isacher sisits 10 o business arrongad by e wiject isocher
auociolion induding how orgonised by the VCTA during the
Comview Conlerence in Melbourna

e Emsidentiol courses such as the 'Mining in Society’ seminars,

#  “Mock” job nlecvieen with buliion pecpls ocling ai inkervidwing
alhcors and then discussing currend work ploce procices ko dases

= Yomg Achlsvemen! Acssirolia progrmama

#  Joint moching progroms with commarcs,/small busseis subjech o
share outilds sxpartive ond NEROUWCEL

*  Intordisciplinary lmom maching within schooli and imvabrng neigh-
bouring schools.

*  Swdeni orgonised ond opergled wnoll businens enlerprise lor a
twrm i assockatcn with kocol Firm.

*  Teacher inserice-professsonal development coursm whst etry busi-
nos people conduct proagramas for ofl leaching uol

= Business people invited 1o oo o cuiculum odvisen ond school
mangement plan reacksn.

*  Excursions ond sxtended school irips during school vocotions with
wecific aducational cbjectives related 1o sconomics cowses of
atucky

= Vin by smployen relojed o corser sducolion and relevond
eCHmIES Couies conbeni
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INTERACTIVE TEACHING STRATEGIES
AND LEARNING EXPERIENCES
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almos 30 years o o leache:, sducalor and wiiter of books for sducasional
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INTERACTIVE TEACHING STRATEGIES
AND LEARNING EXPERIENCES

LYLE KIRKWCOD

An intrractive strategy |s one that invol ves action taking place between two
or mors people. Both mast be active in the teoching / leaming process. Thua,
we woukdnt normally think of a lesture as being interactive. With a lecture,
one party & usually quite passive  Fwen when we begin to break down the
barrien, and allow questions (as in s normal school room), the intersction i
impartant, but still quite minimal Consider the diagrams in Figure 8.1

Figna 8.1: A -*mdm-

s W | |
IVAVAYIIN
$ 3 s 8 § &% s-—-i-—-qi}s [ A
L=lochre T=loocher 5= Shdeni df:‘.'g

Figure &1 indicates that there arr degrees of intersction renging (rom lec-
tures, with litthe or no real interaction, to teaching invelving questions
{which may be cither teacher-initiated or student-initated), to whole-class
discusion and other sctivites, 1o small group and seminar work. 1t also
indicates that the interaction involved can take place between different
people: tescher and student, student and studenl, a5d, of course. student
and others in the wider environment, if we extended the disgrama s lintle
harther It should also be evident that interaction may take different forms,
and mvolve different senses  Sometimes, the interaction may be physical,
with the parties involved moving, touching, feeling, Al other times il may
ondy involve hearing. sering, and reacting or responding in some way
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INTERACTIVE TEACHING STRATEGEES

Advantoges of Interoctive Strategies
Chur theme for this conference s tompetitive advantage. and that's why

inleractive strategies are toportand.  They provide advantages to both
student and tracher, when compared with other methods

ity bo cuber to the needs of kinsesthetic learners.  This is a group of
learners o aften missed by our normal freching strategries. We gener-
ally cater well 1o the sudio and visual learners in our classes, bul fonget
the kinassthetic ones.  They need the combination of physical and
mental action that many of these strategies provide.

They help us to achieve a wide range of objectives. They help us to
achirve process, skill and affective objectives, in addition to the content
obprctives b which we still tend to give outattention. In paracular, they
can help us o develop language. communication. and other social
skills, Many of the interactions involve talking, Nstening and co-
operating socially with each other 10 answer questions or solve prob-
lerme. They may help o overcome problema of communication between
different races, sexes and ethnic groupings

Most students enoy leamning or consalidating knowledge by taking
part in such activiies. They enjoy the variety. They enjoy the non-
threatening environment. They enjoy the inlerction. They enpoy being
more mvolved in helr own learning. They are then more Hely to be co-
operative in other aspects of leaming, and generally couse fewer dis-
cipline problems

Problems of Interactive Strotegies
Matterally, such strategies are ol without their problems. Critios suggest:

They take time. Some would say they waste time. They do lake time o
prepare, and they do take more time in the cissroom than covering the
same topic using only lecture or chalk-and-1alk methods alone. But if
they achieve more, an't this warth-whdle?

They don't prepare students for saminations. Perhap | would agres
thai they don't prepare students for old-fashianed, contenl-orented
extermal esamidnations. However, | woulld argue tat they actually
prepare students better than most other methods for process-oriented
ruaminations, as well as for most other modern styles of assesament,
such as asssgnmenis and ol evalution Through wiking, letemning
and interacting they seem to undemtand the work beiter, rather than
wimmply meTRoriaing i,

Many interactive strabegles require changes in the physkal srrange-
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Lyle Kirkweod

ment of the dassroom, (o allow jor varioes groupings. This requires
fexible hurniture, and the ability to formn tght groups around work
tables

= Some students will dominate discussion and other activities. This will
be 40, unless we ensure group sizes are relatively small, and all leam to
iakir narma fo talk and io lisben io others

*  They require more resources.  Yes, in some cases they do - books or
other commercially-produced material, or leacher-produced material.
Mut, where resouroes are required, most are relatively cheap and /or

relatively suslly produced. As we will see, il is often these simple
resouroen which allow the mrmction and the achievemnent of a widr

range of objectives and the ability to cater for & wide rangr of lsarning

Exomples of Interoctive Strotegies
Find your other half
This activity can be used as an introductory warm up sctivity, o help people

in a proup get to know esch other. or as a concluding activity o check
undemtanding (see Appendis, pages 112:117)

Stepu

1. The teacher should prepare cards or pieces of paper containing hall of
& matching pair, such as a question and snswer, a conoept and s
mesning, of 4 problem and it sobition so that cach student will have
ot card.

2 Give each student one card to carry or to pin on their front.

3. Have students mill around the room, tlking to others one at a time,
until they find ‘their other hali’

4 When they find their match, they could sit down, move 1o the front. ar
i the sides, whatever is appropriate for your room.

3 TPwir of stodents should read out their cards and discouss the indorms-
thon on them.

Note L you have a larger number of prople in the group, it may be wise o

hawve questions and answers on different coloured cards.

Jigsarw grouping
Thisactivity will allow students to work in groups (o esearch, and commu-

nicale, through peer teaching, the findings of thetr research to other mem.
bers of their clans
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INTERACTIVE TEACHING STRATEGIES

Steps:

1. With assistance from their teacher, the class should decide on 8 topic
which they would like (o learn about by research, mther than from &
teat, or by normal teaching [Divide this topic up into sub-topics. of
questions 10 investigate. Try 1o make these of spproximately equal siee
and difficulty.

2 Break the class into groups with the same nuember of students as there
are sub-topics

3 Within their groups, students should be allocated sub-topscs that they
wiiah (o research, one to each person.

4 Srudents should regroup with all the other peopls in the class who
have been allocated the same msb-topic to investigate.

% Working with this new group, students should carry out the requined
resenrch and study o learmn about their sub-topic. They should work
together 1o share the work, o discuss it, 10 help each other understand
it as fully as possible. The teacher should indicste hiw long they have
1o carry out their data-gathering and cvakiation

6 Asagroup, studenis should work out the hest way 1o present their new -

found knowhedge to their oniginal group. They might like to prepare an
abid, such as & handoul or & chan to assist them.

7 Mow that they are “an expert’ in a particular parnt of the total topic, they
ahonuld return 1o their orignal group to present/ teach their fAndings o
othens in the group. And, of course, 1o learn about the rest of the topic
from the others. In this way, all the parts of the gsaw are put together
o farm ihe whole pichune.

B Fnally, the teacher shiruld conduct s whale-class session to disouss the
tovpic, and the sppruach, o recap on the main pointy, io summarise, and
oy clarily any prolelemn areas

Bormelimes, figsaw grouping & know s oross grouping of expert grouping,

Hypothesising

(e important tool, used by all social scientinty, and wiich should perhaps
b e moee by Foonomists, s

An hypothesis is a statement of what i assumed to be true a tentative
eplaration [t is usually expressed an & stalement, of sometimes &5 &
question or an if-then proposition. This statement should be tested to see if
it can bee verified. Omee condirmed by datas and evidence gathered. it becomes
a conclusion, and perhaps a generalisation, which @n be used in future
drrision making and problem-solving

DS T er



Soine euamples

As 5 slElrement

= Demand fur pay TV will incresse with income.

*  Themain ceses of inflation ane wage increases and governenent spending,
=  Firms in the same industry usaally locake in the same srea.

*  Aspopulation denaity incresses, pollution problems will increase.
As & question:

*  Why do lactory workers usually spectalise in one tak?

As an d-then proposition:

* e good is soarce, then its price will be high.

Steps

1. Topk
St down the topic being investigated

1 Objectives
St ourt obpectives for studying the lopic

Hypotheis

Establish and refine the hypothesis as » statement or question.

4. Dats
Gather and evaluate data relevant 1o the hypothesis

5 Testing
Establish appropriste evidence and sources of it to test the validity of
the hypothesis, and apply these,

& Conchesion
Confirm or reject the hypothesis If confirmed, establish generalise-
tons and conclusions. I refecied. can it be modified, or is a new
Irypothesis and further investygation needed !
Sometimes, it may also be necessary o add:

7.  Pressntation

Determime the best way to present the outcomes of the data gathering,
testing and conclusions

Making o Photogrophic Collage or Chart
We should also give our students the chance to be creative. Students shoubd

wotk in groups io attempt to capture in photographs or cut-outs from
magarines the essence of what they belsrve to be the main concepts from a
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topic atudied. o the main economic actvites in the ol sres.

Thse o cal-onat pictunes shoulbd be used to make a collagr
or chan, with appropriate headings and captions.

Students should compare their eiforis with those of sther groups. They
should discuss similarites and differences.

The collages or charts should be placed on noetice-boards in your reom,
n other areas of the school, or at the local shopping ornere

{An aliwmative to photographs or pictures may be a short video rel-
evant 1o the topic. in this cawe, careful scripting of visaalsand what is said to

the visuals will be necessary. Perhaps the school fibm and

television or drama teacher might asaisl, if siudents choose this option. )

Team Bingo ond Other Gomes

Many games are interactive in nature. | have explained in other papers how
it 18 possible to increase the size of games, such a crosswords or seek and
find, or other similar games, so thal the whole class cin be involved.
Many other games, such as domimoes, conoendration and bingo are akso
interactive in nature Team bingo is & particularly good example of such &

fmwu.mm,-mmmm
i groaps.
Siwpac
1. Eachstudent will need a grid on & plece of paper or cand to loak ke this

and eight small pleces of paper or card like this




Lyle Kirkwood

As a clase, braimstorm a list of approximately M - 32 key words or
phoases, which represent the main concepts, ideas, peopie or mampies
discussed in the topic st covered.

Break the class into groups of four or five. Within the group, ssch
pemsan, in tum should choose one of these words, that they feel they
know the meaning of definition of, and explain it to the group. The
group then discusses and agrees upon 8 meaning or definition. The
woord and its meaning should then be writien on one of the small cards.

Each person should then decide (f they want to put that pamicular word
at random on ther langer bingo card. They will need 1o select
16 of the words to fill all the spaces on their card.

The group sheuld keep defining words, completing the small cands,
and putting the words randomly in their bingo grid, until everyone has
filled theeir grid.

The tescher should collect all the small cards the students have pre-

pared. and select the 30 or so cards needed 10 call the bingo game (one
for pach word or phrase).

These curds should then be shuifled into random order, and numbered
10 M. The tencher should then ‘call’ sach of the meanings or defing-

ticta, alorg with its number. ane ot a time to the class, about one every
X secesnda.

I students know the answer, and have the appropriate word or phnse
on their bingo card. they should cross it out, and write its number near
it. o the temcher can tell if the student crossed out the correct answer.

Tenga' ina line - horizontally, vertioally, or diagonally - or, if you want
alonger game, play for ‘s full house’

Wha ar What &m 17

This is an activity which will aid students” questioning and deduction shills,
will help ko conaalidate knowiedge. and will help them to think in brrms. of

concegt calegonies and groupings (see Appendin, pages 118-121)
Stepes:

Prepare & serdes of cards or labels, which can be atisched o sach
person’s back (with a pin). so the person cannot tell who or what they
are. liach card should contain a word or a name relevant to the topic
betng covered.  The cards could be prepared by the teacher before the
lesson, or they could be prepared by a couple of students as the teacher
conducts a brilnstorm sesalon on the topic.

=udenis, with the cards on thelr backs, should then mill around ihe
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room, asking questions of other students (o discover their identity.
Basically, they work as a pair. Thry show sach other whal is on their
hack, hen ask questions. Questiona can only be snawered ‘yes' or ‘no’.
| have found it best to allow them 10 continue o ask the same person
quistions as long as they geta ‘yes” answer. I they get a “no’, they must
mave an toanother pervon. (N coiree, thy should answer questions bor
the other persan before they move on. They will soon lam that they
can't say “What kind of thing am [T They kearn o talk in terms of
concepts and categones. They soon begin bo sak questions such as ‘Am
& comoepi¥ or "Am | & petson®; “Am | associated with. .. 7"; "Amlan
advantage of . 7, to get closer and closer to their identity.

3. Ower they discover thelr identity, they should pin their card on tharir
fromt, but continue milling, anawering others' questions. Towarda the
end. when there are only a few who have not discovered their identity,
allow students 1o give hints to assist others to discover who or whai
they are.

& Finally, have a general discussion shoul Lhe topic todarify smy mbeun-
dentandings of the terms used, and 10 work out what weme the best
types of questions to ask, so they will be betier prepared for the ned
time they do a similar activity

Az variation, this activity could be done as in that Tamoas” televinkon show
"Heey! Hey! It's Satunday MNight', where three people are salected bo it oul the
fromi. Their idestitbes are atlached to their heads, 80 they can’l see them
They aak questhons of the class / sudienos, who answer ‘yer' or ‘no’, until ane
discovers their identity. and & declased the winnes.

Other Shotegies
There are, of course, many other interactive strategies — role-plays,
simuslataons, research/ inguiry activities such as surveys, bratnstorming, snd
wvarious forms of group discussion. 1 you would like to bearn mare about
such strategies. | would particularty recommend to you the encellent book by
Mary Mannison, ancther lecturer al QUT, called Imierachive Traching Sinele-
jeu She has collected together many inberactive teaching strategies, and
of their use in 4 wide range of schjects and grade levels. She and
I enffer ther s strateghes which may be wsed, sometims o superode lecture
style or ‘chalk and wlk’ preseniations, and sometimes to complement these
e treditonal iesching sirtegies
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Chapter 8 Appendix
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WHOD OR WHAT AM 1
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LABOUR MARKET REFORM:
PROGRESS ON ACCORD MARK VII
AND ENTERPRISE BARGAINING

PROFESSOR ROD TREYVAUD

The impetus for Enterprise Agreaments
There is peneral agreement that the rapid incresse in competitive foroes
facexd by Aiistralian companies necessilales a fundamental overhanl of the
way most Australian compankes operabe if they want 1o maintain and
incresse kving standards  Industrial relathons at the workplace, covering
work practices and organisstion, managemen! practioss and the wie and
development of skills and raining is one ares which must be improved if
Australian comipanies ane to achieve the best world sandands of operation
The emphasia on the enterprise rather than the industry is a reflection of
A growing recognition among Australian businesses that enterprises scting
independently are thought to have more chancr of succeeding in an increas-
ingly moere competitive international economic enviromment.  The bndi-
vidhuaal workplace has assumed the centre of attention since success in the
Interrational environment will depend largely on how work s performed
and ofganised ai the workplace. It had become clear by 19590 that while
substantial progress had been made in restructuring ewands, there had not
been enough projgress al the workplace level itsell. The government recog:
nised that only at the workplace level could productivity gains from the
ability 1o use labour more flexibly be realised  This recognition became the
catalyst for enterprise agreements.

The Nature of Enterprise Agreaments

Enterprise hargaining reters to direct bargaining over conditions of emplory-
inent between management and employees, or their representative st the
wofiplace. The outoome of this bargaining is an agreement desling compre-
hensively with all aspects of wages and other conditions for employers at
ihat

Bargaining at the workplace is not & new concept. Since 1945, direct
mgotiatiomn betwern managemeni and (he wunions inthe sres of over sward
payments was common  This is often referred (o an wage bargaining
Productivity bargaining incorporates work practices as well as wages Full
bargaining rmbwaces wider issums, including the introduction of technol
oy, investment decusions and producing a competitive environment ' The
Business Council of Australia (BCA) in thetr 197 Survey showed thai there
were 43 single employer awards in existence.  However, such awards

were concerned basically only with wage bargaining and were not, with
138 A 7
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samnse nastable exceptions, comprehensive in ature. [t is gererally accepled
Hﬂpﬁhqhﬂﬁ;dﬁ:ﬂrﬁduwﬂdm
around cost cutting would not meet Australia’s needs.?

It was agreed that it must cover wider outcomes if workplace reform
was (0 b achirved. All parties recognise that

if Australian business ls 10 compete internationally. relationships
mmﬂmummﬂ_ﬂuhm
from that of conflici to thal of co-operation - this will nol be an easy ek,
given Ausiralia’s long history of confroniation af the woriplace However,
the mypetus given in frecenl award restrocturiig armangements dealing with
Mmmmmbmq.hmdﬂmm

doser employer-employer consulistion and other improved comemsncs-

tons channels is seen o be an encouraging movement in the direction af
tramsforming workplace relationsbips

A logical outeome of the enderprise bargaining proovss would be ember
prise-based agreements. With an enterpirise- based focus. the parties have a
betier chamsee of seiting lerms and conditions best suited 1o thewr partioular
circumstances. Employers and employess have the opporunily of develop-
ing work relstionships that are built on co-operation and consulitation rather
than cgnironiation.

The Models of Enterprise Bargoining
It is possible to identify at beast [our different approaches or models for
enterprise bargaining. The centrabised maodel has largely been discounted by
all parties. Under this model the Industrial Relations Commissdon (TRC)
determined the vutcome of a dispuile between the peak union body and peak
einployer groups. There s 8 general consensus amongst all parties that &
decentralised syslem is more desirable on the lollowing grounds:

*  The parties invelved in Lhe negotiations are themaelves foroed to make
the dectsion which will affect them and berause they have to live with
ihe consequences of thelr own siforis, they are more lkely o ek o
roach an acceplable decision for all parties

*  Wage determination st the workplace level can more scourately reflec
the capacity of industry bo pay and can allow lof individual differences
briween frms in an indusiry.

*  The people making the decision are dloser 1o the workplace where most
Industrial isswes arise and should be in the best position te find solu-
tions that are more Wkely 1o be scorptable (o both parties

*  Thetime and expense involved in pursing a co-ordinased and oeriral:
fsed union sulsmissions are often not jstified by the length of time the
Commission takes to make s decision. especially when the final decision
might not be favourable.

FEDNSITS T L
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*  [hspules over wages o other working conditions should be resolved

wheetr they oanar, as quickly as possible by the people directly tnvolved.
Even with the general scoeplance of the decentralised system, there ane three
additional deceniralised models that Gan be solated These are designated
s the Pure Deregulated Model supported by the Liberal and National
Parties (LA, the Busifes Councll of Australia (BCA) and the Confeders-
ton of Australian Industry (CAD. The second model is managed decen.
tralisation which is reflected in the policies of the ALP and the Accord. The
third moded is often referred 10 a8 the co-ondinated regulstion model which
in supporied by women's groups, wellare organsations and some industrial
grosips inchading the Metal Trades Industry Association.?

Pure Deregulated Mode!

A decntralised labour market is reganded as merely another sicp towards a
dereguiated sconomy in which market foroes are allowed 10 delermine
resoure allocation and resulting prices. This approach angues that compe-
Htion in freely operating markets will resull in masieeem socal and eco-
renimile weelfare

In the indusirial contewt, this means that there is & grewter desire by
managetnent to achsew freedom of pay amd other employment conditions in
linve with the nevds of business rather than in accordance with the dictates of
external institutions such as the IRC. This implies not just a focus on
enferprise bargaining but a decrmémbisation of these actvities to the local
busines unit kevel, such as a shop or nclory.

In a decentralined environment, the primary criterion for pay increases
bevomes performance and ability 1o hargain. The decentralised foces pro-
vides the means of developing organisation-specific employment systems
by wihich job sks and work responsibilities meflect hinhr-lnq:ﬁr-
mienils of the firm. As a resull. the lbour force participants are provided with
a greater freedom ko set their own contractual terms and determine thesr owh
rudes of behaviour,

This approach has been adopted by the Business Council of Australia,
who argue thal work places should stimulate closer relationships between
employess and employers, be sell-regulsting and not be inhibited by mubi-
ple uricnism and muliple sward coverage which restrict the developmen
of new akill bases and work organisations needed (0 achieve productivity
improvernents. They argue that as investoent decisions are now made on a
global basis, individual enterprises must be able (o demonstrate a level of
productivity and productivity gains at least equal to their international

if ithary are to attract such investment.
h*ﬂﬁm.hﬂmﬂﬂﬂu:mm_y
cunditions b enlerprise bargaining if the competitiveness of the Austrabian
ecomamy of enlerprises within thal economy are to be enhanoed ' These are

128 FEDMOMICT V)



LABOUR MARKET REFORM

*  enterprise agreaments should be clearly an aliernative to the award
system, not simply 8 second tier of negotistions in addition 1o edsting
awards;

*  agreemenin would be between individual emterprises and their em-
ployoes and unions and cover the entire working relationship to the
extent that they agree it should be prescribed;

*  employess would be empowered to work o the maximum of their
eapacity, skill snd productivity;

*  wage rales and wage increases and other conditions of employment,
rather than mechanically meeting the reguirerments of external rubes of
palickes. should be determined at the enterprise level on the basis of
negotiations in which a wide variety of factors may be considered
inchuding the periormance of the company and i rmployes, prioe
increnses, kocal labour market pressures, the company s employee rela-
tons strategy, inlernal pay relativities, waork content, and skill

The BCA, while accepting the multiple model. doss not propose a direct

relationship between wage increases and productivity increases.  They

ArguE

bneguitable
the Financial benefits of more producive working arrangements o
&wumuhﬂyumﬁqmmﬂvﬁuwﬂpﬁmw.‘
The basis of this asserticn i that:
#  produdtivity improvement nod only reults fom incressed labour pro-
ductivity but also from capital and managrment innovation;
*  employes [ enkerprises openating ot kigh levels of productson would
only gan marginaily;
# if the benclits are passed direcily to employer, there would be no
improvement i competitivensss;
*  enterprise bargaining could be viewed simply as 8 sysiemn for gaining
WEEE INCTeRses
While the BCA recognises the role of the unions in this prooms, it is argued
that enberpriss bargaining canno take place wihere there Are multb-industry
ar - emgployer awardi. as the focus of the employees will be on the craft
or industry, rather than on the enterprise. As a result, the enterprise will be
unable o reach agreements which take into scoount changing customer©
needs or changes needed in the work methods smployed by the enterprise
Al Lhere will not be 8 comprehensive mode of employment conditions
ﬂm&ﬁ#-ﬂmmm-ﬂlﬂ.
Al the crax of thin ssuie is & desire b0 negoliate directly with employes of the
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enterprise ruther tham umions who may reprosent wider industry groups
enderprises that are in direct competithon with sach other snd who

eontainng
have deffering needs This philosophy underies the commatment in Figithack!
10 end compulsory unionism and 1o promote the commitement of enberprise
urbors.  The MSW and Vidoran Gowverniments hawe introduced begiadation
that will facilitate the use of enterprise bargaiming in a whion free setting,
Managed Dacontralisation - The Accord Model
This group believes that the curmment syntem has an important role in the
mabntenance of mimimum standards lor wages and conditions of employ-
ment This approach is adepted by some of the union movernent and by the
fedderal AL government

The movement lowards a more decentralised system is not seen as
incompatible with the Acoord arTangements. The government believes that
the current institutional and co-operative framework. inchuding the Acrord,
the IRC, trade uniors and employer groups, s an esential mechanism for
achirving widespread and lasting reform. The government maknlains that
signifimnt changes have been made in the way these bodses have opemibed
and inter-relsted in recent years, and this has markedly enhanced their
ability to influence and Bcilitate the reform process.
= T:‘Mdmdhw-w-uim

wubiaine

*  aflexible industrial relations system that enhances efficiency and equity
at the workplace and assists in national Macroeconomic Management.

*  the recognition of the legitimacy of democratic anganisations of em-
ployers and employess able to represent the interests of their members,

*  arole for independent industrial tribunals to prevent and settle indus-
trial disputes and to provide social protection through the safety net
provided by minimum sward wages and conditions,

¢ consultation and co-operation between workers, thelr union, the man-

*  alegitimate robe for government in the refonm process through suppon
e programs o promote desired culcomes ai the rational, isdustry,
and workplace bevels.

In general the ACTU and the ALF, through the Accord, acoept the need for a

more flexible approach to industrial relations generated through entorpnse

bargatning, However, they do not believe that enterprise bargaming necessar-

iy preciudes the matntenance of an award system operating as a safety net
This saiety net establishes minimum standards of pay and conditions for

worken in the lower paid and industrially weak section of the lebour markes

1 Hamms 12
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Such a philosophy wis contained in the Accord agresmient 19901996,
the Accond Mark V1*

Despite the lack ol involverment by key employer grougs in the Accard
Mark VII process, the shilt to enterprrise bargaining contaised in the Accord
Is & move in the direction advooated by employen. in partioulsr by the BCA.
The BCA made its position cear in s report released in 1999 Enterprise Rased
Bargiring Linite: A Better Way of Working, which angued for the need to re-
move external regulation of business by bodies such as the Australian
Irclustrial Relations Comminsion

The Accord states its primary purpose & addressing unempioyment
and lsts nine key objectives including

o continue the devolution of wisge lination by encouragng bargaining
at incustry and workplace levels involving employes and their ufions

Tabla ¥ | The process envisoged in Accord Mark VI

Stop Oneo
Unians and employen o negoliole enterprise ogresmanh May invohva
framework ogreement of indusiry levsl

The acterprive is defined by smployer and not just by bcotion. The
ogresmant con cover bolh sikuction
Step Two
Porties unable 1o agree may refer tha matier 1o an industreal Trbunal which
would be asked 1o order the parties i negoticte an snterprise ogresment
in Feith.

ﬁmﬂ- paricd should be ofiorded ko encbls ke poes o
nagonate
Step Three
If the paries cannol ogree on the mater, I moy be referred bock o the
Indusirial Tribunal which moy concilioie on the mober io ssioblish an
b e DgFeaman
Stop Four
if ogresmant connol be reoched, tha Indusinal Tribunal may arbirate. The
arbiraton thall be limimd o $8_ 00, whisct 1o the owerriding condmons
of tha Accord and sholl be confired m the first insionce o e enierpeiss
Step Five
The union/emplayen may aliler o remonable period, sest 1o vory the
award by increasing fhe oward rotes. This cloim shall be kmied o $8 00
subject i the overriding conditons ol the Accord

Sourca: ACTU [199]], Puling Joba Find, Accoed Agresmant || 993-1998
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The Accord Mark V11, like those before it, emphasises the need to increase
producdivity stating as an objective

o incresse living standards over time through increases in real

wages associated with improvieg productivity sand implementing

. industry and workplace levels consistent with the

objective of bow inflation
O o the most difficull parts of the Accord process since 197, and one of
varfable quality, has been the mossurement of Productivity
huuddﬂhn-ﬂndhrmumpﬂﬁmhﬂyhmhlhhhw
force. Attempts (o come to grips with measuring productivity in the service
industry - where many of our growing exporters are locsted - have been
whow arrd hapshazard

And while the Accord Mark VII (in conjunction with the amended
Imchuisirial Relations Act) allows for greater Medbility in industrial reguls-
thon, it does not go as by as some (inchading the BCA) would like because it
Sl muiintaing & role for the centralised system. Two of the Accord's
objectives in particular focus on the role of the centralised system:

* W ensure that all workens ane protecied by a safety net of minimum
sward wages ard conditions and have access (o srbitration’; and

*  io provide sccess (o arbitrated safety net award adjustments”.

The arbitrated safety met was induded in the Accord as a profection for

worksrs where enterprise agreements cannot be reached.  This arbitrated

safety net was designed ‘primarily for lower paid worken' who have not

tseen abir 1o reach productivity based agreements with their employer

[t in this safety rert that formas the basis of the $8.00 8 week pay claim now
being sought by many unions in NSW, with the support of the NSW Labour
Council The ACTL is not supporting the claim in the Commisaion at this
stage. a8 the Accord agreement linked this payment 1o employment growth,
aned as you woukd all be sware, dgnifioin employment growth has ool yet
oorumed.

It haw bewn the relsbvely sk prooess mvalved in reaching enterprise
agreemenis that has led 1o this pay claim. Table 8.1 shows the steps
envisaged by the ACTLU in implementing the Accord Mark VL Most
enterprises are still ai step one. However, some progress towarnds enterprise
level agreements had been made even prior o the abest Accord, with
enterprise agreemenis reached at over 70 workplaces. and covering moee
than 3% of workers under federal awards

The Accord also continues to include socal policy mitiatives as hasic
objectives
» hmthmﬂmwrhprﬂmﬂmd

employment for women workers': and
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* o give further consideration to measures designed to assist workers
with family responsibilities”
The first of these is particularly interesting when considered in relation to the
push to enterprise bargaining. Enterprise bargaining is not new to Australia,
for over award payments between unions and employens were
often struck at the enterprise level, and it s interesting that one of the greatest
areas of wagre differential between men and women has been in the ares of
over award payments. Historiclly, h-.aumhndmmmhn
ned fwred well under enterprise bargaining arrangements.”

Inaddition, they support the rle of the Australian Industrial Relations
Comumission io iacilitate workplsce agreements between parties and 1o
ceriify such agreements if the following conditions are met
#  The agreement must not disadvaniage the employes covered by the

BETFETTSETL
*  The agreement must include a procedure for seitlement of dispuies;
*  Theere must be a berm of operation specified (or the agreement:

*  [n the casr of single enterprise agrecments, at beast ome anbon having
members at the workplace must be panty to the agrecment. 1t s not
possible to make an agreement without union invelvement,

#  The unbons sl consull thair members sbaout Use terms of the agres-
mani

*  The unions mist report the cutcome of their consultations to the
Commusian

This approach promises the opportunity for those who do not wish to enter
into enterprise agreements remaining within the mainstream award system,
the Comminsion may nol refuse o grant wage increases if they
choose This hybrid approach provides a greater role for the unions. Mr
Lusdeke argues that the unioms have the ability 1o control the tmung of clatms
and have been firmly entrenched in workplace hargaining, a i is the unsons
not the employess with whom the employer must negotute  Under the
Accord Mark V11, the unions have been glven the responaibdity of ensuring
that “wagr increases will be consistent with keeping our inflation mate
consistent with our trading partners. That is to say, the unlons and not the
Commission are responsible for maintaining the public interest ™"

This approach has meant that the FRC no longer holds the responsibility
lor leading labour market reform throogh award restructuring of &
approach to enterprise bargaining,  Koger Bulsad of the Metal Trades
Industry Asscciation (MTIA) has argued thal with changes in the certified
agreement provisions of the Ac
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‘There is no longer any requirement to link wage increases o
measures designed 10 effect real gains in productivity under a
certified agreement: there is no requirement for agreemients o be
negodiated throogh s single bargaining unit; there is no reguire
mend for the parties o demonsiraie they have consldered a broad
apenda for change; there are no limitstions on the amount of wage
incremses which might be incorpoerated ina centified sgreement and
nothing ko prevent an incresse in annual leave or long servior leave
above the acoepted community standard; there are no controls on
superrannuation; the work value principle is now trrefevant and no
mechaniam now exisds to cantrol the leep-frogging that weill inevits-
bly ixcrur between paid rates certified agreements “*
Oppunents of this clalm angue that market forces will control the
wikgr piitcomne. This may be the cose in 8 deprossed labour market wehich has
a dampening sffect on wige demands However, when the economy
FmeTges from the recessbon, it hes been suggested that & wage explosion
could ocrur, particularly if the bargaining strength of the undons oulstrips
that ol Lhe enterprise.
Co-ordinated Regulation Model
Supporters of this model argue that there is a need for some form of external
regulation of the labour market in order o ensure equity m the workplace for
disadvantaged proups and between groups of emplovess i different enter-
prises periomming similar work. The Metal Trades industry Association
(MTIA) s 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
mietal sector in the 1970s and early 1980
In ustifying this approach, it s argued that the formal regulatory award
system of the past did not inhibit enterprises from making Dexible devmions.
A survey by AWIAS mainiained that managers did not rete industrial
relations problems as a majpor cause of inefficiency in the work place
Cither proponents of this model suggest that the pure market model
does not lead to-efficencies within the kabour market " The labour market s
a highly segmented and structured market External regulation may be
needed Lo resolve soame baes that cannod be resolved at the enterprise level
In shert, it has been suggesiod that:

*  Enterprise hargaining cannod ensute appropriste sgyregate employ.
AR O

*  Enterprise bargaining cannat emsure consisten! wagr standards for
wotlers in similar ocoupanons.

®  Upless there (8 some eaternal determination of hasic condbtions mmd
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wages, negotiations al the enterprise bevel would not constructively
concentrate on issues of increasing the productive performance of the
enterprise. as  will be foreed 1o conorntrate on basic msues of wages

and conditions.
*  Enlerprise bargaining may concentrate simply on productivity bar

*  Enterprise agroements do not necessarily acoount for the skill or quality
of the labour, but are based upon the hargatning strength of the parties.

*  Enterprise bargaining may reduce the mobility of the work force and
canise aldll botilenecks if employers are only imined to periorm the
functions &r competenckes requined by an enterprise.

#  Enlerprisee bargaining may lead @ & lage low wage secior in the
enrnomy, is firms adopt & short werm approach of downsaring their
labour force ar reducing wages o gain produdivity improvements.

#  Enberprise bargaining may discriminate against nmilies in the
worrk foroe

*  Enterprise bargaining agreemnents may requine the development of
lengthy legal documents which require technical interpretation  and
lenad bo climsantisfaction,

The MTLA has suggested thai enterprise bargaining will only be suceesabul if

it changes the ouliure of any organiaaton Mﬂﬁurhllﬂrw

have embraced seven aress of workplsce change:

*  work fexiblity

*  work organksation

*  ahills developomeni

*  decentmlisation and turnover dispuistion

*  periormance improveenent and moasurement

*  pingle bargaining unis
award restructuring

mwmmmmmuwwm

can be negotisted st the enterprise level. They argue that enterprise agree-

ments should focus on the messerement of productive performance &s

distingt from single factor productivity
Abowe all, they suggest enterprise agreements must operate under a

parent award, giving an mdustry net of profection, and the oppartunity to
negotiale at ﬁ-ﬂmm This approach s supported by the Metal

Trades Unions.



Rod Triraud

Internationol Competitivenais

Orverull, while it i difficult to make international comparisons of productiv-
ity growth, it is dear that from the mid 1980w, multi-factor productivity in
Austialia has stagnated  Cur Aslan trading partnens have markedly outper-
formed Australis. Ina namiber of key Australian industries, notably ship-
ping. mil immrapon and power generation and arcas of manuiscturing, our
performance is below that of most industrial nations. In some areas, notably
sire]l production, there has been considerable improvement.  As an overall
measure our low level of productivity growth has been reflected in Austral-
ia"s growing foreign debt.

Enterprise bargaining by isell is o panaces for improving the per-
formancy of Australian industry, Market deregulation will mesn that wages
policy will no longer be an instrument of government policy and that
probiems of equity in the lebour market will be compounded  Clearfy until
there s & resurgence in private investment funded by domestic savings,
procuctivity will not improve to the extent nesded b0 support growth, and
gairs in lnbour productivity may be simply derived from downsising at the
enirrprise bevel, sdding to our unemployment sibiabon.
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ECONOMIC REFORM
IN EASTERN EUROPE AND CHINA:
OPPORTUNITIES FOR AUSTRALIAN TRADE

GARY CHITTICK

The rush o transform the oormemand economies of Eastern Burope and the
ooy Soviet Lindon from oentral planning 1o 5 markel based allocation of
rescunors through the price mechaniam., is being undertaken without any
precedent to follow and in an atmosphere of politkal instability U not
disintrgmation. Some guldance s available to the reformen. The formers
Yugoslavia had blended central planning with some aspects of the market
economy; Hungary after 1%8 introduced market based reforms; while
Thina's Spedial Economic Zones have produoced enclaves of quasi-copitalism
acroms the border from Hong Kong in Guangdong province, which have
proven ko be extreondinarily successhal in raising cutput and lving stand-
ards, If pothing else, the economic reformas in cendrally plarmed sconomies
have proven that entrepreneuamhip can still Aounish with a litthe nurturing,

Farming & market econamy entails seiting up indespendsni hanks and a
stock exchange. privatising industry, fresing prices. opening up foreign
trude, making currencies convertible and drafting laws on property, busi-
nesn, hankruptcy, scoounting and competiton.

Maragers must be trained to run the new system, people have tochange
e way they Uhink and infrastructure ranging from a misdern telscommuani-
cathohs system to computers need to be in place.

Prolithcal crisis and disiniegmibon in many pars of Eastern Borops have
rrueant that the march to the markes has often occurred in a political void with
& ‘orah through' or ‘oaah’ mentality affecting what there ia of politiol
decision-making. Examples include the struggle for political suthority
between Prealdent Yelisin and Parliamentary Chairman Khasbulatow in
Russia; the difficulty of geiting reforms passed in Poland™s Partisment
where tweniy-fine parties are represenied; the political dismemberment of
Crechoalovakia into two new republics; and the dozens of political parties
vying for votes in Romania, Hungary and Bulgana

Economic Reform in Russia

Gaorbachev's eronommic restruciuning, program - prresfrosks - which began o
b implerruenied in the 1980s alier the roalisation that the Soviel economy had

stagnated during the Brechnes years of 1964-1982, wan gradualist in it
orientation. The principal reforms inchuded ihe following:

#  Geoernl decentralisation was proposed for agriculture and bHght
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industrial enterprises. The central planning tunction should retrest
from the detailed allocation of resources to deal with strategies.

*  Sell-financing was to be the goal, with enterprises making their own
Investinent decisions

* A cutiows derrgulation of wholesale trade where enterprises could
contract direcily for their requirements,

=  |ncentives and Bexibls manning procedunes, designed 1o allow eniler-
prises (o improve wages and sttack overmaniing problems.

=  Privatisation proposals by freeing up co-operativies and allowing them
o msue shares to members, employ bour on individual contract.
make sales and purchase contracts pnd distribute profits to members.

#  Reform of the banking and Anancial system with the sim of mobilising
for investrneni purposes the vast overhang of privale savings deposits
in the Soviet hanking system.

But there were doubts whether these gradualist measunes would waork given

the absence of the necessary nstitutions of capitalism, inchsding an operat-

ing tawation system. In any event, the changes which swept away the old
political structures in 19859 made the debate hypothetical

Enat Germany and its absorption inio the Federal Republic of Germany
provides one of the principal cose studles of transformation. On the positive
uide, Easi Germany ‘acquired a functioning market sconomy overnight -
prices set by the workd market, an unimpeachably hard currency, and all the
economic institutions of one of the world's most sucoesiul economies” [ The

Ecomomust, Oct 12,1991). On the negative side, Ostmark wages were con-

verted inio Domarks al & rebe of one 1o one. driving up production costs

torwnrds western levels. [| bas been estinated that 8 convenion mbe of 4 or

5 10 1 would have been needed 1o offset the low productivity of eastern

producers. The resall was that few enterprises in the sast could compete

with their more productive western competitors, and in the first ten months
after unification, industrial putput fell by seventy per cent. The Treuhand,
the Government instrumentality sel up to privatise stale owned

has had mived success. Many of the small to medium sbbed businesses have

been sold off successfully to management and worker buy-mits and foreign

investors, while the larger operathons Bnguish in the ‘oo hard bhasket”,
weighed down by bow productivity. poor technology. over-manning and old
tashioned products.

Western Advice

Institutions sach as the IMF, the Workd Bank and the new Buropean Bank for
Recunstruciion and Development, have all recommended similar reforms in
retuurn for western aid.  The recomenendations include

[TOWOMAT 7Y 1%
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dismantiing the planming agencies and public ownership;
ending the pronvimton and subsidization of msential goods and services;
an end o guaranieed employment:

freeing of prices.

pevatisation of state owned erterprises.
eliminabion of goverrment credits;

sharp cutbacks in govermment socal programs;

free trade:

free access for foreign capital;
crnvertibie ourrencies.

Economic Reform in Eastern Europe

Poland wis the first and boldest reformer in Bastern Burope When Salidar-
ity ok over government in September 1959, it inherited an econoeny
erippled by hyper-inflation, shortages, a large rade deficit, depleted foreign
rxchange reserves and hea vy foreign debis. The strateyy adopted in the 1900
Big leng’ approach was to eliminate price controls, make the curmency
almost fully convertible, lower trade barriers and privatise businesses by
liquidations, management buy -ouls, joint ventures, and sales o foreignen.

The early results were not encouraging  Inflation immedistely surged
o hyper-inflation levels, strikes by workems demmanding wage rises b com-
pensate for price increases occurred, the budget defict was oul of control
and a general alide towards economic collapse domirated 1991 Poland's
real GOP dropped by 11.5 per cent between 1989 and 1990, However, by the
third quarter of 1992, mdustrial 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 hall of the yrar had surged to $1 billion, thanks
mastly toa huge increase in seles to Western Furope  Anral inflation which
reached almost 600 per cenl im 1990, was about 45 per crnt in 1992, and is
projected to fall to abowt 30 per cent in 1993 { The Ecomomust, Jan 23, 1993).

The macroeconomic reforms crested a dual coonomy in Poland - & st
growing private sector of small businesses abie to apitalise on the reforms,
and an alling Stake sector of large frmas.

The lack of government regulatory, administrative and tanation
control over thin burgeoning private sector has created winners and
losers from the reforms. The uncontrolied capitalist sector now boasts
1Léan pon-agricultural private businesses (up from 15,000 in 1991), while
state companies number about 8.000 A quarter of all manufscturing i in
privale hands, as s 70-80 per cent of construction, 35 per cent of com-
panies thal export and 55 per cent thal import. Publishing. restauranis
and shops are almost completely privately owned and run. Owerall, 55-

® @ B B B B & ® ® 8
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&0 per oo of Poles now work in the privaie sector and it accounis for
mearly half of GDP.

Many of the hard decisions on what to do with industries which not
only make losses but actually reduce the value of rmw materiads and abour
fed into thern, have been postponed. How to privatise the large State owmned
enterprises such &s the el and sieel industries; how fast snd by how much
do you mise energy prices io world levels, how inst do you ralse renis, and
what to do with the huge bad debis of the Banking sysiem, esfimated at
betweren ome-lilth and one-thind of their asets, are some of the diffioul
questions exercising politicans’ minds. Al the moment the “non-perform-
ing” loans of the banks are being quarsntined inio separmti socounbs and on-
lend to the government o be subsidised by Uhe Wspayer.

Hedorms in the former Soviet Union have been even more chaotic, The
Gorbachey led pro-capitalist coalithon achieved ihe damasiling of the oomn-
irad direction of production and distribution on Juby 1, 1957 with the aboliton
of Gosplan, the central planning agency . and Gosiad, the mipply agency , but
o altermative capitalist institutions or mechanisms were in place (o take over
the former functions of the planning sgencies 1o mmeurne the continuation of
production and distribution. The immediate resuli was chaos.

The unresi which followed, ked directly to the August 1991 coup atlenpt
ind Corbachev's downfall, the disiniegration of the Soviet Union ko inde-
republios and the rise of Bors Yeltsin 55 Prosident of Russia

Yeltnin and his economic tsar Gaidar, promoted the last rather than
blow puith of reform and scorpted the [MF prescription fior imnshirmathon as
outlined eurfier. Argurments over the cormect approach to reform dominated

debate and st the same timw lghts were covurring between the
Central authorities in Moscow and the republics over who was in control

The atmosphere of political and econamic disintegration made any
program 1o stabiliss the economy alimost impossible. Any plan must do two
thinga

1. Siabiliss the macrooconomy by reducing the budget deficit which had
blowt mit because of & collapse in reveruie colledtions (no effective tas
agency had been pat in placel, free prices and trade wo thal individuals
and companies st the microsconsmic level oan make allocative dec-
sioms and the prices of goods and services partially reflen real value;
snd importanily, prevent massive sccumalated savings from cousing
an inflabonary ncremsse in demand .

& On the microeconemic side, conditions have to be crested for privace
enderprises 10 grow and this involves privatisstion, neforms o the
hanking system. de-monopolisation. bankrupicy laws. etc

The imtertwining of macrosconomic 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 invisibde hand of
wnarchy guided reform. not arguments about whether prices should be freed
and inflation brought under comtrol, before or after the privatisation or
restructuring of siale enierprises; or whether tade barriers should be
Icwered bedore, or aller, enierprises. have been reatruciured: or bow el or
nlow should you do things?

The Wesl and Burope in particular muist accommodaie Eastern Burope
indo the world trading system i it 8 to prevent a flood of refuges from the
st seeking higher incomes in the west. Germany's [FO econoemic research
imatitute estimated that the old Soviet Union would need between §154
bilkion and $235 billion & year (o fund its reforms while the rest of Bastern
Burope would requice another $75-98 hillion a year { Reuter Bustness Keport,
Mov 25, 1991) Official lending and private investmend is increasing rapidly
but the most effective way to help them recover and progress is to lower
trnade barrem

Curreni reports suggest that the neforms in Russia are starting to work
and the economy s showing signs of a tumarcund. Manufacturing produc-
tion has stabilised, inflation s comilng down (19 percent in May), the budget
defici blow vul appeats o under gredler conbrol and energy prices have
been allowed 1o rise towands world Ieveis (as from July 1, 1993). None of
these reforms happened withoul majer baitles and the recent monsary
reforma by the Central Bank even cast doubt over whether Yeltsin was aware
ol the pelorm isell

Econombs Reform in Ching

T undique pressures and diffiultios which anise when you bry to transiorm
& ceirally planned command ecofomy bo s deoemiralised capatalist markct
economy have also recently been felt in China. GNP and foreign trade have
been growing rapidly. last year recording growth rates of 13 per cent and 22
per cendt respectively.  In 1992 loreign direct investmeni was aboul §11
billion. The overheated sconomy has led o inflationary sirges and in-
croasing, disparities between urban and rural dweilem.

China's sconamic reforma over the past decade have produced e
nowmic growth and decentralisation of decision making Price reform i
more Lhan half the industrial outpul b produced by the non-siale sector, bat
the fimancial pysiem s largely unreiormed,

Like all socialist governments, pre-reform China depended for its

revenme on the retabned carmings of the mdusirial Grms it owmned.

With economic liberalisstion and the competition it brings, this

revenus base shrinks: consolidsted government revenues have

Inlber as o share of GNP from sround 35 per cend in 1578 o little more

than 15 per cent today.” (The Ecompst, July 10, 1993),
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Adminisirative measures o soak up excess leguidity i the soonomy, a
rarrahackle tasation system unsuited to s decertralised privatised economy,
and lack of central control over regional decision-malking has resulted in
serious unrest in the countryside and charges that China is reverting to a
form of ald style emmnomic warkordism.

Opportunities for Austrolion Trode

Opportunities for Australian trade with the reforming economies are enor-
mouns but many pitfalis have to be pegotisted along the way, The acorberat-
ing foreign imvestment levels are testimony to the haorative long-term possi-

bilitles. The need o modermnise production processes, update technology,
restructure firma and tackle problems ranging from environmental destruc-

thon to training socountants and managers in westen business practios
provide literally thousands of opportunities for Australias expertise

Al the same time it must be remembered that the main export products
from Eastern Europe are agricultural and will be for some time bo come.
Agricultural exports will be either largely accommaodated in the Buropean
Community or they will jusi be another addition o an slready satursbed
world market, in direct competition with countries such s Auwstralia.

In Ching and the other growth centres of Asis such a8 Vietnam, the
apportunities. for trade, particularly poind- ventures, are aleesdy being stc-
orasfully explodied by & growing srrey of Austrabian companies. The growth
in overall imde levels and the incressing importance of elaborakely Urnns-
Formed manuiactures, lechnology and infrastruciure evpons, and services,
confirms the importance of exploiting the complermentary trading ponitions
of Australis and Asia as outlined in the reports of Garmaut and others.

External assistance and did - investment, wechnology, made and mans-
grnal expertise will be crucial i these couniries ane to sucomshully make the
transdtion from contrally plamnmasd (o market based stomothies.
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THE DISTRIBUTION OF THE GAINS
FROM IMPROVED COMPETITIVENESS:
THE CHANGING PATTERN
OF INCOME AND WEALTH

JOHN MANGAN

The lasi decade in Australis has seen sn incresse in inoome inequality
amongd both males and lemakes, with the largest increses in ineguality
being amongst full-time male workers (Mangan 1992)  Seen within the
coniexi of the relative ecomomic dedline and stagnant economic growth that
b been charscieristic of the Australian exonoimy over & shgnificant period of
thir last 15 years, such increases in income nequality are o be expected.
Economic theory suggests that in recessions, factor price differentials widen
& the mos! productive resources ane sought and the least productive or
demanded rescwsroes are discarded. In terms of the labour muerioet. this
womild mean that primary worken [professional amd skilled] sould increass
their wagte paymhenis in relation to the ke skilled or secondary workem who
wonuld wulfer either & real wage decrvass or
mmumwwwmnmhmm
complicated than the simple esample sbove would suggest and inctors such

as technological change, gender issues, and insoses of employment status
have interacied (o produce a labour market pattern where the middbe (both

middle-rank and middle-aged) seems to have been squeezed an muach as, if
mot mare than, the lower end of the employment specinum,

Nevertheless the orthodos prediction of increased income inequality in
a recemed aconomy is sl valid.

What makes the current trends in income distribution more interesting
and g impact potentially more far-reaching s the angument that moves (o
internationalise the econoory that began in the 190 and are contimuing n
the 19908 have exacerbated income ineguality, not as & by-product, but s an
Inevitable result of restructuring, particularly in the labour market

For example, if i is argoed that Acstmalia should have a labour market
cost structure similar to our major treding pariners such as the United States,
wage differentials between the high and lower paid workers will nesd to
grow substantially. Unless the structure of tranafer paymenis is altered to
ke sorount of movements in wage diTerentials, the inevitable resa il will be
e i incomne inequality. What B becoming increasingly clear b that
the price of economic salvation via the international competitiveness route
may be the creation ol & semi-permanend under-class and an exacerbation of
income inequalities. Politicians of both sides seem willing o adoept long
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term unemployment of sbove S0000 as an undortunate but neorsary by-
product of the modernisation and internationalisation of the sconomy. In
this paper some of the distribuiional sspects of modernsation are disoussed.

Modamisation in the Avstrolion Economy

The process of modemising the Australian economy began with the admin-
istratively easy options of floating the dollar, financal devegulation and
taril] reduction. The sim behind these reforms was, in & broad senss, 1o
internaticnalise the economy snd (o remove the cushibons that had abeltered
Australia from movements in the internationsl sconomy but which had
instilled the uncompetitive practioes which were believed to be at the heart
of the comparstive sconomic decline sulferad by Ausiralia

Thew changes received broad suppon from ecomomests and others in
the commumunity, bul soeme argue that they did not go (ar enough. A serhes of
influential reports into the restructuring of the Austrban rconomy Hughes
(1888, Garnsut (V99 and ihe Ausiralian Mamnuisciuring Coundl (AMC,
1991), urged the Covernment o press ahead more rapldly with
microeconommic reform, principally in the anea of lbour market denegulation
and labour foror training

Ceniral 1o the thinking af some of these soonomisis was the beliel thai
the Australian wage sysiem was inflexible and produced & narmow spresd of
wages thal did not adeguately reflect ral productivity differences.  The
result of this was to produce & wapges systen) thal was far mors egaliarian
than other developed eoonumbe such as the Unbled States.  Consider the
datn in Flgurs 11.1.

Figue 11 1 Austrolion male full time wages
B+ relative to the US 1774

034
23
@il
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i) 0 30 4 50 &0 T BN W
Scamen:  Giragory [1993) Cracile
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Figure 111 compares male lull-time sarmings in the Unded Stales with
those in Australia for jull-ime male workers.  (The differences between
WONRER ST £V Moy pronainced |

Ity be seen thai for high paid workers, for exampile those in the 30th
decile (top 10 per cent of enmings), Australian workern were approsdmately
5 per ool bower than Uhe commpamble US group.  However the lower paid
Australian workers were considerably beiver off, in both an absohate and
relative sense than kwer paid US workers The data in Figure 111 suggests
ithiat ithe lowest 10 per ot of workers in Australia had incomes up o 8 per
ioend higher than their counterpars in the United Siaies. [n other words the
spread of incomes in the Australian wage system was consdderably less than
that in the Linied States, which s an indication of greater incomme squality

I= eartier limes. and with different grnetational lesders, such egalitan-
anism would have been a source of national pride, given the social cobesion
it almost ceriainly helped to promote  However in the present em of
inerna thonal conformity, there are considerable pressures in the Australian
labscrur et to prosduce labour market wage systems more in keeping with
other economies.  That these forces are having some impact is shown in
Figure 11.2

Figure 11 2 Male full time relative earnings
. Aaspivalia 1976 159932

Q.08 o

.00

¥ 1 4

<15

M W M 4 S5 £ m KN w0
Sowen:  Ceagory [1997]. Dacile

It mary be soen that over the period 19761902, that relative carmings lor lower
pakd workers have declined conaiderably, for esample. by 10 per cent, whils
wages for the highest paid workers have increased substantially.

However, il & US-style wage distribution sysiem is the desired goal,
ther there will have to be even more dramatic falls in the relative position of
lower paid workers.
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Accompanying Labour Market Changes

Traditionally Australia has been one of the more egalitarian societien, par-
ticularly in terms of income distribution, for & number of reasons. Some of
the reasons are histoncal Being a relatively new country, Australia has yet
to develop many of the ingrained inequalities. hased on inheritance, that are
& cotrimon festure of European socty  However, i kerens of relative noome

eqjuality, miuch has io do with the development off the Austmlian labour
market and ity institutions. These inchude

+  Employment was predominanily full-time

*  The availability of overtizne hours s lower paid pbs
*  High proporton of stngle moome milies.

*  Progressive taxation with high manginal rabes.

o High degree of union coverage.

*  National industrial relations legislation

The mowves o bring the Australion sconomy in lne with oversess countries
has implications for all of the above, particularty with regard to industrial
relations legislation
The Labor Covernment has held back on substantial deregrulation of the
labour market or more cormectly they have not encouraged mapor dereguls-
tion of the labour market. However the labour mariet has seen substantial
changes. The worst aspects of thess changes have resulied from an nlerwe-
Bon between the economic recession and the stroctural charges designed o
modgrmibs U eToomy

Changes have been most pronounced since the onset of the current
recession in 1990 and are captused in Tables 11.1 and 11.2

F- Tobde 11 1 Choanges in employment and unemployment
in the 1990-91 Recession

L5 F meions
F il Tirma Pearts Tima Fiill-Tirem Pari-Tims
(000§ ['000) (000} (000
Emplorymmant ! 2310 257 -102.8 34

Unemploymsnl ¥ 2700 wne 1142 193

T Chongs batesan july 1990 [peok smploeymant] ond July 1991 rosghl
L M:ﬂhlnﬂﬂ- TEBT feminmmgm ynemyioynert] ond December 1991

Source:  ARS dolobose and ABS 4203.0
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Toble 11 2 Chonges in employment bry industry and
SCCupation
Fananiogs Changs Fei 1990 1o Feb 1992

indusbry Fulk P Muiss Farmagle Tigsesil
Tona Tirs

Agreilare -4 & -3 ] 4
Maming =11 ’ -10 -7 =12
kv bestaning -5 b -8 2 -8
Comasracfion =i¥ I 3 =1d =10 =l
Wholeals L Leioll -5 3 a3 =3 . |
Sarvices' 1 12 4 4 d
Ooar? . | (1 =3 12 0
Toagd . ] 2 =3 a |
Oorupatian’

Bk ol -2 14 -5 =& -4
Vhite Collor -2 ; | =3 o =

* Sompls st i el i beosigrdoom

I HMH:H-H-..HMEMH_-I
Racrmodion

2. Oshar inchedes Elagirwity, i amd Wiomr, Tronspoe oed Sesags sod
Commmunicofine

I Db cuiflm wwhades Imcsmens Lebowsss ond Fom osd Mochirery

Sowce:  ARS A200.0, The Lok Forte Australio.

The firnt hais been the alarmimg decline in full-time jobs for both male
and frmales particularty within non-servior 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
enmings of lower paid workers through increased job competition, rediuced
hours, especially overtime, and losa of militancy.

Mosi startling of all is the behaviour of long term unemployment as
shown in Figurs 11,3

Long term unemployment has proven particularly resistant o oo
npmic stireuius snd demomsstrate labour market hysberesis (that is, thal the
level of long term unemployrment senms o commencs from 4 higher base
level with every economic down turn) Consider the period 1984-1999. This
wmsa period of svonomic boom with a large smount of noasssd jobs (albei

they were mainly part-time]  Yet over that perbod long term unemployment
fell by only aboul 50000 However since 1990, not only have all the gains
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Figue 11 .3 Long term unemployment |Person)
T

78 B0 B @4 B8 B W 9
Year (Augul
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Been lost bui long term unemployment has increased by over 150000 That
i, the gains of econamic recovery over sis years were lost three Hmes over in
two years
I b arguable that the changes in the sronomy are fscilistng the
creatiion of 8 permanent class of long term unemployed Because, on the
supply side, the long term unempiloyed have
+ a gender problem, being substantially mabe i an era where male,
aspecially make full-time work s disappearng at san slarming ride.
*  anemployment satus problem in that they seck full-time employment
in an era in which part-time employment ls growing
*  a qualifications problem in that they are either poorly educated or
inappropriately eduombed.
*  an incentive problem, in that increasingly the camings gap between
lower paid wages and the level of available social security is dropping,
O the demand side, none of these facton will sssist the g term unem-
ployed in shaning in any job growth that the recovery might generaie. The
modernised Australian ecomomy s increasingly geared 1o pan-time or
Rexible workdng hours, technically skilled or 1otally de-shilled. and if the
pant decsde has st the trend, more favourable ko females.

Tha Working Poor
In 1986, the visiting Canadian economist Mackay rabsed the, then, novel

suggestion that full-time ervployment did not necessarily remove the riak of
poverty. He suggesied that a new phenomena, the working poor, was

FoowDE Y LE4
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occurring in Australis. His comments related principally io single income
Inrrulies.

‘Whille rasjor concern abyut poverty has centred wpon the social secarity
recipients, the data in Table 113 indicates that the gap between availsbhe
benefits and sverage make full-time sarnings s narmowing substantlally 1f
brends continue there will be no gap 5t all by the year 2000

Tobis 11 3 Excess of mols Full-fima somings relotive o
Australian unemployment benefits
imorried with 2 children|

Mile F b Time Eatnings 1978 1947

I 10 Percaniils % =
Ausirolion Eomings Dismibunan 38 18
LiSA Barnings Diskibutian =1 e |
I 20 Parcantiie
Aairofion Earnings Disrfbutian E 1] a5
USA Earnings Duribusan x| &
Mk
Asairalbon Earmings Dunfbutian [ Hed
Soma Successes

The aim of this paper is not 10 argue sgainst the broad thrust of the aimas of
modemnisation and change in Australia.  There in no denying that for
exporting nations, the real retums e in imoreasing the volome of exports in
viilue sdded products. particularly elaborately transiormed manuisctures
(ETM! (Amar and Kethar 1992},

As the McKinsey Report (19921 shows Uhere have been somie sucoesses
in this anes

As Figure 114 demonsiraies, the share of EThis i total exponts has
risen I5 per cenl over the period 1988-87. The report also sugpests (hat
amcsnped the F00 firms surveysd, the average rale of export growih waa 13
per cmit compounded, which saw the value of exports (in 1992 dollars) grow
from 38.3b o $15.6b in 1992

Were such trends o continue there woouwld be an inevitalsle trickbe down
in incomes o lower paid workers. Howeever this trickle down effect s Blely
o beslow and ermatic. The McKinsey Report also wenit on to charncterise the
new socoesshul type of form.

The major perfarmers in this area are small 1o mediom frma cdhamder-
inedd by & amnall and often non-unsnised work foroe, with Aesdble working
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howrs and larpely productivity based wage components (Mckinsey, 1992}
These charscteristics are the antitheses of the dominant labous market
Bysirmms in post-war Australia

All ol these characieristics produce winners and bsers and tend to
widen income difberentials. partiularty i o dermgulated Libour market

By conirast, the much toulsd enterprise bargaine in Australla, sipe-
cially thime controlled by the ACTL relabe in geneml o larger firms.
Mciinaey s repart on the performance of these types of companies is less
erilbyusiaslic.

Many of Australia’s largest firms are mult-domestics. They operabe in
less tradeable sectom and, rather than going through ecport growth, they
grow through significan offshore markets (McKansey, 15990 p3),

Thiose industries ane less likely o produce sufficient inoreases in valoe
added output to allow imcome (low-ons to Jower pasd and anemployed
wErbiery.

Income inequality has grown in Australia over the last decade. Many
reasona, both social and economic, have contributed to the. The curremt
moves o open up and modemise the Australisn economry, particularky
speeding up the process of lbour market deregulation, can ondy, in the
short-run. add to this process. The major policy questions for the 1990s are
whether the governments and labour marke! organisations can emact poll-
cien that enawre that the gains of modermnination filler down is thsse who are
being di=nlaced by the modernisation prooss
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ABBREVIATIONS

Australian Assocation of Permanent Bullding Sooeties

Australian Bureau of Statistics
Australian Council of Trade Unbons
Australian Finance Conderence

Australian Federation of Credit Union Leagues
Australian Labor Party

Australian bavufscturing Counnl
Avatrabian Mining Todustry Coundal
Austrabisn Retailers’ Associstion
Assoclation of South East Asian MNations
Australian Sock Exchange

Bumirves Council of Australis

Broken Hill Fropristary Limited

Broken Hill Proprietary Australia Coal
Bureau of Industry Beonamics

Chief Executive Ofificer

Clearing House Elecironic Sub-register System
Consumer Price Index
Commurdty Service Obligations

Canada United States Free Trade Agreement
Department of Industry, Trade and Comeneroe
Buropean Commmanity

Boonomic Plarning and Advisory Council
Elaboraiely Transformed Manufactures
Flexible Acceleraied Security Transier
Ganeml Agreemient on Tariils and Trade
Covernment Business Enlerprises

Gross Domestic Product

Gross MNational Expendifiine

Giross Mational Product

industries Assistance Comimisson

Inidustry Commuissacn
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Insurance Council of Australia
International Monetary Pand

Institute of Public Adiairs of (uernsland
Industrial Relations O ommissmon

Life Insurance Federation of Australia
Long Term Unemployment

Metal Trades Industry Associstion

Morth American Free Trade Association
Naticrsl Industry Bducston Forum
Organisation for Economic Co-operation and Developmend
overhead projecior

Cueenaland Bronoamios Teachers' Assoclation
Querrsland University of Technology
Reserve Bank of Avistralia

Real Effective Exchange Rate

Stock Exchange Automated Trading System
Techmical and Further Education

Terms of Trade

Traade Wenghted Index

LUinii Labour Cosis

Young Enterprise Schems



GLOSSARY

GLOSSARY OF TERMS

Aslan Tigers
award Festructuring

160

an incomes policy or social contract between the
ALCTU and the fedeml Labor povernment e
tablished in 1983 and re-negodiated over succes-
shve Labor governments
1993 version of the Acoord sgreemend which
committed the parties to contifing the process
ol enterprise bargaming, limiting pay increases
to 58 per week, and committing the government
to croating S00000 new jobs over 1993-195%6
the percentage changs in real average weekly
earnings ower o year

entitiement for pudd holidays on an
anmiial basks i Bew of full time emphoymienst

government legialation outlawing foreignens
selling goods st below cost i other markels
ithe Asin Pacific Boonomic Co-operation nego-
tiathons were commannoed in 1991 to foster choser
and more beral trading relations between the
member nations

increase in purchasing power of & domestic
currency in forsgn currency lermas

process by which an industrial dispute is
resolved by an independent third party or
arbitrator

the Association of South East Asian Mations
comislats of 10 membser nations and was formed
in 1956 as 3 policy forum for discussion of trade
and econdinile baues

new iy industrialised countries that mclude
Hong Kong, South Korea, Talwan & Singapore
process of rathonalising existing swards by ne
gotiation between employees and employens
legally binding agreements over wages and
working conditions for oCCupa-
tions endforced by federal and state industrial
tribunals



balance of payments

& wystem of acoounits reconding all current and
capital transactions between residents of ofe
country and the residents of the rest of the
workd

relative market power of trede unions snd em-
phyer Froups in wags negotations

quoted highest buying price for & share of finan-
b sty

prices of impora beiore the effects of riffs or
quotas distort such prices

few charged by stockbroken for buying and
welling shares on beball of their dients
relationship between educational mstitutions
Dk schuoods and the business comenunity
ability of a group of firmma bo fnance & possible
imcreass in wage levels

the lending and bormewing of funds between
Countrim

net additions to the stock of apital, including
plant & equipmend. works in progress & resi-
dential conatruction

mobilises saving fom surphes units (house-
haldal to be weed for investoent by deficil wnits
(Hrmal 1 involves ihe purchase and sale of
financial instruments

coainires with markr soohomies where private
enierprise and ownership are sncournged

process of sefting producion targets. prices,
incomes and the allocation of resouroes by &
ceniral planning authority in socalisd econommis
nyniwEne

an enderprise bargacn ratilfed by the [RC mak-
ing it part of &n existing awand

rectly over wagrs and working conditions

181



comrmard soonomses

oo suebsid ies

GLOSSARY

& system of socalist economic onganisation
where decisions concerning resource allemation
and income distribution are made by & central
planning authority
encoummging a GHE io operate in & commencial
FRviTRIEnEI

the ability io produce the mame output with
greater comparstive elfickency than snother
producer

market sttuation where a number of producens
provide conswme s with albernative sounoes of
suppdy and entry into the market is relative easy
ithe absility of & irm or & nwbon o utiliss factor
and demand conditions o achieve and main-
tain marksl suoes

whare private economic agends bid o supply a
good or service to another party who usually
accwpts the lowest bid or tender price

process by which an industrial dispute is re-
soilved by an independent thind party or concili-
ator attempting to get the conflicting parties (o
agree om o polution

imarket slfuation where i i possible for new

entrants o come in and compete effectively
writh an incumhent prodscer

allowing private sector providens o bid for the
right o supply services to GBE's
& legally comstituted body of individuals with

porwers, responsibriities and labilities distine
o b e bers oF ownens

encouraging 4 GBE to adopt a private sector
madel of beha viour whilst operating in & com-
rrereial envirosnment

overcharging some users in order to under.
charge other users to meet commumity service

obligations ¢.g subsidising country telrphone
users by charging ity users more lor calls.



C5irs

el finamcr

debil serviong

commamunity service obtigations sre commitments
by many GBE's to provide services to the com-
mruanity which wouldn't otherwise be provided
by the private secior because of prohibitive cost
eg similar local call charges for both country
and dity ielephone users

facility for converting domestic currency intn
the eguivalent value of foreign currency

i sibustion where iodal ourrent accouni debiis
limiports of goods. services and transfer) ex-
ceed iotal current account credits (exports of
goods. services and irenaders) in 8 country’s
balance of payments

capital borrowings mised through the e of
debt instruments such ss bords snd Aved nter-
sl pecuniies

paying some proporibon of eepon inoome as
interest on cutstanding foreign debd

decentralised labour market where negotiations and decisions over wages

diecile

and working conditions are made at the enber-
prise kevel and not st the national level

one wabt of & division of 8 distribution inbo e
groups each having the sams frequency
decresse in purchasing power of a domestic
currency in foreign currency erms

& process whereby direct government reguls-
oy comirols over markest o are removed
where investors establish or buy 8 controlling
intgresd in & company offshore which usually
involves s transfer of technology

pant payment oul of company profits bo ahare-
holiders

an economic disturbance orginating within the
domestic economy such as the 'wages explo-
won” jn 1982
wuphemistic term lof Punagement decsdon bo
redusce the site of the enterprise’s operation and
its work foroe

the mate of increase in real GOP
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wrormres of swale

effective com petition

gffective mies of assslance

o post
X anir

eogrraus ctor

GLOSSARY

understanding of baskc economic principles and
akills and how they spply to the real world

& country’s record of achisvemend n securing
increases in real inoomme, employmient and bal-
ance of payments equatibrium
governmini or private sector policies to alter
the allocation of resources and operation ol
markets 1o seoure elfickency grins

reductions in unit coets of production as outpat

unlike perfect comvpetition i@ is & real world

the amcunt of assistance provided to en indus-
try expressed as o peroentage of the tota) value
added by the industry’s activity

those units of abour employed i an enterprise
awrners of enterprises which employ labour asa
prodioctive npuil

certifierd agreemenis between empioyees and
employern  al the enterprise level over work
orgarnisation, wagrs and working conditions
businesses ofganised fof commeroial purpotes
captal raksed through the sale of units of own-
ership in assets ¢ . capilal raised through a new
ahare msue foaied on the Siock Eachamge
elaborately transformed manulboused goods
such as compulers, instrurments, tocls, trans-
port equipment and pharmaceuticals

in the actual or realised sense

in the planted or intended sense

an suirmally sourced disturbance 1o the
ECTNOmY

those goods and services sold by domestic reai-
dients to foreign residenis



foreign exchange
imbErven tion

foreign enchange market
lorelgn exchange reserves

freely floating
evchange rate

GLOSSARY

the intal amount of funds owed by domestic
rﬂ-.hh#mﬂ—llh:hﬁh
borrowings of the private and public sectors)
an economic disturbance such a8 the oil price
e kn 1974 which b tranamithed o the domestic
economy from the world econaomy

comts of the lactors of production such as

for labour, interest for cvpital, rent for land and
profit for enterprise

s market where the iactors of production are
bought and sold such as the abour market and
capital market
Litveral-National Party podicy doc et released
in November 1991 containing proposals for
CST and other wage and s messures
interpational capital fows which seek out the
highest returns snd are not constrained by any
couniry specific inolor
infermationally traded currences

& situation where the central bank intervenes in
the foreign exchange market cither directly or
mmdirectly im an attemnpt to nfheence the market
determmed ewchange mie

& market where buyers and sellers of forsign
currencies engage in exchange transactions
the holdings of gold, foreign currencies and
Special Drawing Rights with the IMF by the
ceniral bank authorities

alicrwing a business to marke! under a brand
name of sl snother compamy’s procduct o
BETVICE

trade that takes places in the absence of any
form of governnaenl protection of Industry
the exchange rate’s value is determined purely
by market forces with no intermvention by the
central bank authorities



tull bargamning

gains from trade

impor competition

GLOSSARY

process of direct negotiation between employ-
oes and avET wages, wiorkimg oondi-
tions, the introducion of technology and a wide
rangr of employment related ssues

the General Agreement on Tanfls and Trade s
a multi-lateral trade trenty signed by 23 nations
in 197

govermnmmen! business enterprises such as
Teleoom, Australia Post and NSW Water Boword
a broad based education where people scguire

knowledge, skills and abilities in & mnge of
scienoe and humarities sublects

tendency for multinational corpomtions iomove
technology and capital around ghobal markets
o peduen costs and (o market final outpu world-
wide

central supply agency in the former Soviet Lin-
by

central planning suthority in the former Soviet
Liniown

imposition of government controls over the
of busiress and markets sach as inder-

vention in pricing, market entry, product stand-

ards and leencing

legialative controls over the operntion of mar-

kots wach as entry resirictions and price or out-

put controls

paper currency of colns which have real puar-

chasing powes

runaway of gallopung mflatkon which b usaally

e i hundreds of per cent

proposing an explanation for an observed set of
e N

oo peiitaon craated for dommsestbc producems by
foreign producers selling goods and services in
the home market



mmport penetration

infrastruciune

GLOSSARY

the ratio of imported goods' share of total do-
mestic sales

policy of establishing industries which produce
goods which are usually imported, thereby re-
ducing reliance on foreign producens

those goods snd services purchased by domen-
i resldenis from fofegn reldents

messures designed to faike productivity by pro-
incomes, higher prices, higher profits) for in-
eTeasing output

barge differences in the distributhon of inoome
between low, muddle and high income sarmers
tederal body charged with hearing the National
Wage Case and making legally binding award
decisiom

st of affangements betwesn employess and
employers for dealing with all aspects of work
arganisation, wages and conditions

a sustained rate of increwse in the geneml level
of prices sccompanisd by & all in the valus of
maaney

social overhend copiial soch as rosds, bridges
and hospitais

interactive raching straleyy w one that involves action taking place between

intermoadal comipetition

two of mare people in the teaching /learning
[PrCESS:

competition betwesn aliernative services or
geods inn a broad market such as that between
road, rail. adr and water transport

that ability of s country to compete effectively in



intra-area trade

Jaint venibure

kiraesthetic learmers

labour force

Labour market hysterisis

Labomir market reform

GLOSSARY

expomine of the ecunomy to workd mariert fonces,
including a larger percentage of GDFP being
somiroed from net exports (exports minus m-
o)

trade between countries within a particular geo-
graphic ares o region such as Asia

trade ln components and malerials betwesn
firens in an indusiry located in différent parts of
the world which muy aften be subaidiaries of a
PR CHpy

the creation of real Gipital goods

a business progect invelving beo or maore corpo-
Fkbe parthens

#ix competency strands ldentified by the Mayer
Committes {19920 that students should grasp in
Years 11 & 12

people who enpoy moving around and physical
sepsation in the lewming process

percentage of the population willing and able to
work (labour force mcludes those employed
and those unemployed )

& factor market where labour resources areallo-
cated according to the demand and spply for
labomir

iendency for o coerunenon froem
a higher base level with every recession

increastmg the fexdbility of the labour marke:
through the introduction of enterprise bangain-
ing,

where o trade undon may serk 8 wage morease
iwithout going through a normal bargaining
process) based on Lhe sucoesahul schlevement of
& wage claim by another union

abegal contract conveying the use of property o
another party fora specified period of time.
lability of shareholders for the debts of & public
or private company are limited 1o the extent
each shareholder's equity



GLOSSARY

e weith which an asset can be converted o
cnsh

employee entitlhement for paid leave over and
abone annual leave on the basis of at least eight
yearn Full time empdoyment with the same emi-
ployrr

those peopie in the work o unemployed for
ower twelve maonths

governmenl monctary, fscl and wages poll-
cies dessgned 10 achieve macroecomom e ol
tivies such as price stability, full employment,
economic growth and halance of payments
equilibrium

the mrmber of shares svailable for imding mul-
tiplied by the vahie of shares in the market
ecomDenes syniems hased wpon privade property
rights, freedom ol enterprise, the rule of law and
ree functioning product and lacior markets
prices of goods and serices delermined by
market demand and supply

resenrch findingy released in june 1993 on the
features of successful Austmlian exporting com-
panies and Arms

e adcliional conls mured by roonomik agenis
in transscting business die o an increase in
inflation

an eighieenih conbury School of thoughi which
advocated the hoarding of gold bullion as &
msitaing of Increasing & ration’s prosperity
exports of goods only

a range of measires such as coifipe-
tition in product and factor markets and the
efficiency af govenunent trading enicrprises b
raise mational productivity
control of the rabe of growth of the money

qﬁhﬁhﬁnmmw
of the official crsh rate and its

hﬁﬂhﬁmh“mdm
riles



GLOSEARY

multi-tactor productivity & broad messuremeni of productivity taking

into account the relative productivities of land,
labour, caprital and enterprise

multinational corporations  companies which operate on a global scale and

mltashilling
natural monopaly

nominal eschange rate

ordinary share

ower award paymenis

1

pnay have subsidisries baned in countries other
than where the parent is headquanesed
process wherely bour fs able to soquire mu-
meerous wiork related skills

where one firm with an efficent scale of plant

can supply the whole mariket becasuse unit oosts
comtiniie bo (all as sulpul incneases

the price of the domestic currency in lerma of &
loreign currency not sdpested for relative indla-
tion e

seciorof the eoonomy producing goods or sery-
ing

qpucied bowest selling prices for a share or fnan-
cial peourity

achieved by firms able to prodoce sl kowest
average cosl and the prices charged reflect the
mmarginal cost of production

the cust or oppartunity forsaken in pursuing
one aliernative instead of ancther

womples macreconmmi model of the economy
containing hundreds of variables and used for
exomometric modeiling resexnch

umit of pwnership in a public commpany entitling
sharebolder 102 share of the profits (dividends)
and the possibility of & copital gain if share
prices rise above initial par value

employess which are i sddition to the mind-
e wages and conditions st out under vari-
ous awircs

where apacity o produce lar exceeds actual
demand



GLOSSARY

having more workers per uril of output than
are newded 1o produce an efficieni level of oul-
st

percenlage of the working age population actu-
slly i work or actively looking for work

i bruiineess eneTfrise of betwemn teo and twenty
owners with unlimited lablity

the relationahip between wage levels bor dilfer-
el ocoupations

term used to refer lo the prooss of economic
restructuring that 1ook place in the former So-
vied Lindon during the Gorbachry era

where investors provide equity or debt iinance
by barrowern

there are more winmen than lsers o that the
sumn of pains over the sum of nsses s positive
shares with less risk than ordinary shares since
preference shareholders rank abrad of ordinary
shareholders in oase of hnhwhtmrrl
fixed dividend e

interaction of marksl foros of sapply and de-
mand to determine relative prioes and resource
allocation
professional and sicilled worloers who are usu-
ally on high inoomes and in full tme employ-
meni

consumers and privaiely owned busimess en-
berprises

action taken to sell off part or all of a public aseet
to the private sector. 1t can abso take the form of
conpetitive tendening by the private sector for
the right to provide public services or contract-
ing oul of services previoualy provided by the
public sector

itk ruarket for allocsting final goods and serv-
foms to consumers

i of wihiet e produiction s st east omst o
TriNEML Averige cost

m



real rifective exchange rate
real exchange mie
real CDF per capits

real iIncome
real interest mie

felative wnll labour costs

process of direct pegotistion etween employ-
s and employers owver work prections
outpul per unil of labour per unbl of tme
amy artificial sdvantege bestowed by govern-
menl on domestic industry 0 make it more
competitive against fotelgn industry
government owned enterprises which have ex-

clusive rights 1o sell a particular product or
servioe o the marort stich as postal services and

the provialon of electricity
povernment departments, agencies and trading
enterprises

the relationship betwesn currencies whersbry
exchange rates in the long run reflect relative
inflation rales between countries

one thing in rebum for another

the nominal exchange rate adpusted for differ-
ences in inflation or unit lnbour costs between
conniries

the nominal eschange rate adjusted for relative
inflation rates between countries

reil income pet hesd of populston

mionay incoeme mdusbed o inflation

the nominal interest rate minus the expected
rale of Linflation

a phase of the business cycle characterised by
Two ronseTutve guarters of negalive cconamilc
growth

differential in labour (osts per person between
countries

changes in ihe allocation of resources and insti-
minonal arTangemenis govermung (he (rganias-

tiom of work in an enterprise or an industry as a
wihaale



siock exchange
sirstegic trade theory

the percentage of eligible studenis going on to
complete Yeurs 11 & 12 in high school
that part of income not consamed and used to
Finance investment spending
permi-allod and unskilled workers who are usa-
ally on low incomes and in part-time empioy-
mvent or subject b0 periodic unemployment
ihe owners of public and private oompanies’
paid up capital
market participants sell shares which they do
mot own. Commonly they sell ‘shaort” st a higher
price and purchase or settle at a lower price,
resulting in a profil o the markes| participant
‘guing short”
resouror allocation & underaken by central
planning and state ownemship of the means of
production prevails
alloeation of resources into specific Gelds of
procluction in order Lo reap econombes of soale
trading in currencies, commodities and shares
in the hope of realising profits due fo changes in
market prices
simply transformed manufasctured goods refer
o itema such as metal products (plate, sheet,
rolled and gabvanised steel) which have under-
gorer ko value sdded processing in production
marked where financial securities such as shares,
rights and options are traded

that free irade does nof exisd in many

-H'Fm
markets because they are dominated by a few

large multinational firms which erect barriers o

entry through scale sconomies and technologi-
cal supmority. Suggested policy prescription
is for govwwmnwnls (o mbervens and sssist do-

meesiic firma to gain sralegic positions (n seme
world markets

process whereby resources in the sconomy are
remllocated away from low reurm (declinkmg)
industries to high retum (growing) industries



i; ]

ierms of trade

The Dhamonad

the level playing field

total quabity managemnent

trade bartien

rade ratio

1ra

GLOSSARY

whally or partly owned branches of a parent
coampany which may be locsted alfahone
cash payments (o domestic producers deshgned
15 increase domentic supply and reduce prices
in order o protect them from foreign competi-
Hion

provvision out of curren earnings for relinement
incorme puikd a8 & lump sam or as an annuakty
taxrs on imported goods, designed toralse their
landed prices and therefore give domestic com-
priing indusiries soine measure of protection
usiially associated with direct investrmentand
therenchamge of new production techndgues and
expertise

the ratio of the export price index (o the import
price indew, expressed as a perceniage

the four factors in Porter's view which deter-
mine & firm's competitivenss. fiom streiegy;
structure and rivalry, factor conditions: demancd
conditions; and related and supporting indus-
i

a situation where all enterprises face the same
competitive environment through the with-
drawal of privileges to firms previously advan-
taged by profection or exemption from taxation
liabsilithes or the real cost of mising capital in
Francial markets

adherence 0 a st of guiding principles by
management in an stbempd 1o ralse and main-
tain high levels af business efficiency, profis-
ability and and managerial practice

any artificial impediment 1o free trode between
eountries such aa tarifls, quotas, subsidies and
voluntary expon resiraints

the ratio of the value of exports plus imports of
goods and services 1o GDP exprossed as & per-
centage



trade union

wage busgeining
wangr demands

a group of employess who o logether to in-
creane their hargaining strength in relation 1o
negotiations over wages and working comdi-
Homs

economic sector that includes export induastries
and import competing industries

the development of certain skills. knowledge
arud aitinudes ko enalile & person o perfonm a ok
cont of actually doing business

sockal security benefils Punded through pro-
gressive trxation and tranaferred to low tnoosme
or tern income beneficlaries

price times quantity sold, or value of trading
over & ceriain Lime frame

the trade weighted index & a4 measore of the
effective exchange sate for the Australian dollar
agninsta banket of currendies wedghted in lerms
af thesr importance i Australia’s trade

a nituation where the demand for labour b less
than the supply of labour causing some labowr
ar other resowrce o be ldle or unemployed
latest Round of GATT talie on trade libernlisa-
tion comumenced n Uroguay m 1588

& system of eduction that indudes on the job

training and equipping of sudents with skills
required in the labour boroe

expendifure coupons which can be used by
comsumen 10 pay lorunitsol a good they chooas
o consamme from 8 range of potential sopplien
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